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Abstract

The study’s primary objective was critically examining and identifying “The Demand for Microinsurance
in Addis Ababa.” The study employed a mixed type of research approach. Respondents of the study were
selected using cluster random sampling. Data was gathered using surveys, interviews, focus group
discussions, and secondary sources. Data gathered were analyzed using linear regression, contingent,
and thematic analysis. The results indicate that there is low and moderate awareness level among low-
income households. The primary factor affecting demand for micro insurance is the willingness to pay.
Willingness to pay is affected by factors such as price, transaction cost, risk aversion and quality of the
product, trust in the insurer, capacity to pay, and awareness level. The study further informed the
capability of micro insurance institutions in Addis Ababa to distribute micro insurance products. Finally,
the study recommends that policymakers and stakeholders review the policies and strategies of micro
insurance by addressing the awareness level and enhancing perceived values and willingness to pay of
low-income households.

Key terms: micro insurance, willingness, awareness, institutions, demand,
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Chapter One

1. Introduction
The need to conduct research on this topic derived from personal observation. As members of

the population of Ethiopia is poor and struggling to survive daily, it raises a question of how to

manage survival. The finance sector could provide a lot of support in helping the community.

Taking the idea from Nobel Prize-winning banker and economist Muhammad Yunus, Ethiopia

started developing microfinance institutions which are pro-poor organizations. The other

financial sector the Nobel prize winner indicated to be established is microinsurance company.

However, not much has been done in this regard. So, this research attempts to create a pathway

for the development of micro level insurance institutions to support the poor community for

sustainable development.

“Insurance is civilization's fire extinguisher if the risk is like smoldering coal that may spark a

fire at any moment. The main idea of insurance is the distribution of risk by sharing it among

several individuals, whether it was hunting giant elk in a group to spread the risk of being the

one stabbed to death or shipping cargo in several different caravans to avoid losing the whole

shipment to a raiding tribe, people have always been aware of the risk. Countries and their

citizens need to spread risk among large numbers of people and move risk to entities that can

handle it. This is how insurance emerged. What some consider the first written insurance policy

was found on an ancient Babylonian monument. In Medieval Europe, the guild system emerged,

with members paying into a pool that covered their losses. In the 1600s, ships sailing to the

New World would secure multiple investors to spread the risk around. The horrific Great Fire of

London in 1666 gave rise to fire insurance. Life insurance became more widespread and

affordable after the invention of mortality tables, which helped predict longevity” (Beattie,

2021).

The emergence of the modern insurance business in Ethiopia traced back to the establishment of

the first bank, the Bank of Abyssinia, in 1905. After many years of dragging feet in the business,

Imperial Insurance Company was established in 1951. Following the overthrow of the Imperial

regime in 1974, the Provisional Military Administration Council (PMAC), came into being with

a new economic system called a command economy. Consequently, in December 1975, after
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the thirteen private Insurance Companies nationalized, the provisional Military Administration

Council issued Proclamation No. 68/1975 to establish the Ethiopian Insurance Corporation

(EIC). As per this proclamation, all nationalized insurance companies' assets, liabilities, and

capital were transferred to EIC (Smith, A., & Chamberlain, D., 2010).

Microinsurance is an outgrowth of the micro-financing projects developed by Muhammad

Yunus, which helped millions of low-income individuals in Asia and Africa to set up businesses

and buy houses. Microinsurance or the insurance of the poor has been considered “the next

revolution” in addressing risk and vulnerability in low-income countries (Marduch 2006).

Microinsurance is often distributed in cooperation with microfinance organizations, rural banks,

savings and credit cooperatives, and humanitarian organizations providing nonfinancial services.

Insured crops and livestock can be used as collateral for loans to buy better equipment or

otherwise improve the farmer’s yields, ultimately raising the standard of living. In

Ethiopia, microfinance was introduced in 1995 to reduce poverty, and since then, Ethiopia's

government has stimulated the expansion of modern financial services in the country. Around

31 licensed microfinance institutions are operated throughout the country (Eshete A 2010).

Microinsurance is far from being homogeneous. The main concerns are a wide variety of risks

and take a lot of different forms; it has recently received much attention as a promising tool to

protect poor individuals from shocks. Yet, voluntary demand from people has been low,

shedding doubt on the viability of microinsurance as a useful risk-management tool. This study

was conducted to better understand this puzzle both theoretically and empirically on the demand

for insurance. While people's lack of understanding of insurance does seem to limit the demand

for it, several more fundamental factors, such as price, quality, limited trust in the insurer,

and liquidity constraints also seem to have an important role in explaining the puzzle (Jean-

Philippe plateau, Ombeline D.B. and Wouter G., 2017).

1.1. Statement of the problem

Microinsurance is a form of insurance designed for low-income households, typically in

developing countries, to provide them with financial protection against risks such as illness,

accidents, and natural disasters. In Ethiopia where a significant proportion of the population

lives below the poverty line and lacks access to formal insurance products, microinsurance has

https://www.sciencedirect.com/topics/economics-econometrics-and-finance/microinsurance
https://www.sciencedirect.com/topics/economics-econometrics-and-finance/liquidity-constraint
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been identified as a potential tool for reducing vulnerability and promoting financial inclusion.

However, despite efforts by the government and microfinance institutions to promote

microinsurance, uptake remains low. Therefore, this study seeks to critically assess the demand

for microinsurance in Ethiopia, with the aim of identifying factors that hinder or facilitate its

adoption.

Previous research has explored the potential benefits and challenges of microinsurance in

Ethiopia, including issues related to product design, distribution channels, and consumer

behaviors. However, there is a need for further research to understand the factors that drive

demand for microinsurance and barriers that prevent them from accessing and using these

products.

The lack of access to affordable and appropriate insurance products is a major problem for

many low-income households in Ethiopia, which are vulnerable to a range of risks that can have

severe financial consequences. Without insurance, these households may resort to coping

mechanisms that are detrimental to their long-term well-being such as selling productive assets

or borrowing at high rates. In addition, the absence of insurance can limit the ability of

microfinance institutions to provide loans to these households, as they often require collateral or

other form of security.

The purpose of this study is to critically assess the demand for microinsurance in Addis Ababa.

It also attempts to identify the key drivers of demand for microinsurance among low-income

households in Addis Ababa. State the main barriers to accessing and using microinsurance

products. And understand how can these barriers be overcome to increase the uptake of

microinsurance. The findings of this study provide insights for policymakers, microfinance

institutions, and insurance providers on how to design and deliver effective microinsurance

products that meet the needs of low-income households in Addis Ababa.

1.2. Objective

1.2.1. General objective

The general objective of this study is to critically examine and understand the factors affecting

the demand for microinsurance. It also examines the awareness level of people toward the

demand for microinsurance in Addis Ababa.
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1.2.2. Specific objectives

 Assess the awareness level of the people about micro insurance.

 Identifying the fundamental factors for demand or lack of demand for

microinsurance in Addis Ababa.

 Assess the willingness to pay by low-income households.

1.3.Research question

 What is the level of awareness among low-income households in Addis Ababa about

micro insurance products, and how does this vary by demographic factors?

 What are the primary factors that affect demand for micro insurance among low-income

households in Addis Ababa, and how do these differ from the factors that inhibit demand?

 What is the willingness of low-income households in Addis Ababa to pay for

microinsurance products, and how does this vary by type of risk and level of coverage?

1.4.Significance of the study

Microinsurance has recently received much attention as a promising tool to protect poor

individuals from different shocks. As the poor get insured the recovery time and funding it takes

to recover gets easier and shared among different people using different institutions both formal

and informal. However, existence of demand exerted from people and identifying

microinsurance as a useful risk-management tool and lack of trust among the people. This

Research was conducted to better understand this puzzle theoretically and empirically on the

demand for microinsurance. It is also helpful to share experience from different parts of the

world with Ethiopia and provide knowledge for the microinsurance institutions in Ethiopia.

With this study, the low-income household will benefit as it studies awareness level. And the

microinsurance institutions both formal and informal will get clarifications to what the demand

will look like. On the other hand, other interested parties like government, Non-Governmental

Organizations (NGOs), and microfinance institutions will see the need for microinsurance, so it

creates an opportunity to involve in the sector. So, this study could be the pathway to creating

job opportunities, knowledge creation, accumulation, etc. in the insurance sector.
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1.5. Scope of the study

This study is confined in its scope to the Addis Ababa population’s demand for microinsurance.

However, it has been quite difficult to determine the low-income households in Addis Ababa.

The study categories participants with their monthly income below 30,000 as low income. And

those above 30,000 as middle to high income.

1.6. Limitations of the study

The study relies on an income threshold that may not reflect what is needed for a decent life in

urban areas like Addis Ababa, therefore while this classification provides a general

understanding of income distribution in Ethiopia, it may not capture the complete socio-

economic picture. Thematically the study delimited only to investigate the main factors related

to the demand for microinsurance and which factors cause the lack of demand for

microinsurance.
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Chapter Two

2. Literature review

2.1. Definitions of concepts

“Microinsurance is the protection of low-income people against specific perils in exchange for

regular premium payments proportionate to the likelihood and cost of the risk involved”

Churchill (2006, 12-13).

Microinsurance in Philippines is considered as providing the poor access to a basket of insurance

products, support, and services in pursuit of poverty reduction and to provide holistic insurance

protection to the stakeholders of the microfinance industry (Martinez 2012).

Even though microinsurance is broadly defined as insurance accessed by the low-income

population, theoretically provided by a variety of different providers, and managed by generally

accepted insurance practices, informal microinsurance providers are delivering affordable

microinsurance products to the excluded population. There is ample evidence in Ethiopia and the

rest of Africa of self-help groups such as the traditional funeral societies, which are inclusive of

the poorest segments of the community, that provide cash and in-kind funeral benefits for their

members and members’ families. In Ethiopia, there are a variety of informal insurance schemes

such as Iddir, Bussa Gonofa, and Debare and self-insurance mechanisms such as saving in the

form of assets, livestock, etc. (Dercon et al. 2008).

2.2.Theoretical literature review

Microinsurance is a form of insurance targeted towards low-income populations, providing

protection against risks such as illness, death, and property loss. Theoretical perspectives on

microinsurance demand can be broadly classified into three categories: economic, behavioral,

and institutional. Economic theories focus on the role of risk aversion, expected utility, and the

affordability of insurance premiums. According to these theories, individuals will demand

insurance if the perceived benefits, such as risk protection and financial stability, outweigh the

costs, such as insurance premiums (Dercon & Christiaensen, 2011). Behavioral theories

emphasize the role of cognitive biases, social norms, and trust in shaping insurance demand. For

example, the prospect theory suggests that individuals may be more sensitive to potential losses

than potential gains, leading to a higher demand for insurance (Kahneman & Tversky, 1979).
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Additionally, trust in insurance providers and the influence of social networks can significantly

impact the uptake of microinsurance (Giesbert & Steiner, 2011). Institutional theories highlight

the importance of regulatory frameworks, the role of government, and the presence of supporting

institutions in the development of microinsurance markets. The enabling environment, including

legal and regulatory frameworks, can either facilitate or hinder the growth of microinsurance

(Churchill & Matul, 2012).

Insurance is one way of managing risk but not everyone will be able or want to use insurance to

manage their risk. Some people may choose not to use insurance even though it is available to

them. Those in the lowest income levels may simply never be able to afford the premiums

required for even small insurance policies. There may also be restrictions on the ability of

insurers to reach the market below certain levels of income. The combination of current business

models, infrastructure, market characteristics, and regulation does not allow the sustainable

provision of insurance to low-income households. When considering the development of the

microinsurance market it is, therefore, important to consider these restrictions and the potential

market that emerges because of that. Importantly, it is also necessary to recognize the limits of

commercial microinsurance and to ensure that insurance solutions are prioritized for markets in

which they can sustainably operate. (Smith, A., & Chamberlain, D., 2010).

The value of microinsurance is determined by the level of satisfaction or utility everyone derives

from subscribing to the policy. Determinants of demand for microinsurance as per research

conducted in other parts of the world are price, transaction cost, risk aversion, trust in the insurer,

level of wealth influencing the decision, and personal characteristics like age, gender, and

education level are factors that affect individual decisions, quality of product the insurance

companies are providing, the design of the contract are some of the determinants of demand for

microinsurance. In doing this they have put evidence as to why they believe these factors

determine the value of the insurance. (Ombeline D.B. and Wouter G. 2017)

Social protection involves policies and programs that protect people against risk and

vulnerability, mitigate the impacts of shocks, and support people who suffer from chronic

incapacities to secure basic livelihoods. It can also build assets, reducing both short-term and

intergenerational transmission of poverty. It includes social insurance (such as health, life, and

asset insurance, which may involve contributions from employers and/or beneficiaries); social
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assistance (mainly cash, food, vouchers, or subsidies); and services (such as maternal and child

health and nutrition programs). Interventions that provide training and credit for income-

generating activities also have a social protection component (Adato and Hoddinott 2008). Social

protection can be attained by implementing four categories of intervention that address the risks

of disadvantaged and vulnerable populations preventive interventions, promotional interventions,

protection interventions, and transformation interventions. Protection interventions aim at

providing relief from development. These are often regular and predictable transfers of cash

and/or food for a limited or unspecified period to protect the lives and livelihood of chronically

poor and food insecure individuals and households. (Wolday A., David P., Guush B., Yoseph A.,

and Berhane K., 2013).

Agricultural risk is associated with negative outcomes stemming from imperfectly predictable

biological, climatic, and price variables. These variables include natural adversities, climatic

factors not within the control of agricultural producers, and adverse changes in both input and

output prices (World Bank 2005). In this context, farmers must manage risks from unforeseen

events occurring in all economic and business activities. However, agricultural risk and risk

management instruments in the sector may have a certain number of specificities, compared with

other types of household risks. The Organization for Economic Cooperation and Development

(OECD 2009) identifies the major sources of agricultural production risks as weather, pest,

disease, genetics, machinery efficiency, quality of inputs, and the interaction of technology with

other farm and management characteristics. Other agriculture hazards include ecological risks

related to crop yields, climate change, and the management of natural resources. Smallholder

farmers are also susceptible to market risks associated with output and input price variability,

relationships with the food value chain concerning quality, safety, new products, and

technological changes. Moreover, unexpected changes may occur in the access to credit or other

sources of income that affect the financial viability of the farm. (Smith, A., & Chamberlain, D.,

2010).

Developing supportive Meso-level technical service providers with the required human, financial,

technical, and information resources to deliver quality micro-insurance services to low-income

households is a critical strategic intervention. The lack of technical capacity calls for micro-

insurance providers to build their competence—including product development, delivery,
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collections, systems development, accountability reporting, as well as staff development, and

retention. In the Ethiopian context, many insurances and microinsurance providers do not have

appropriate systems, trained staff, client-centered financial products, etc. to expand their

activities. To fill the gap, many of the insurance and microinsurance providers offer in-house

capacity-building programs by the institutions themselves. The resolution of these challenges

calls for an organized and well-coordinated Meso-level support system. The Meso-level

infrastructure that supports the emergence of microinsurance providers includes the development

of infrastructure, credit reference bureaus, associations and networks, human resource

development, information system designers, audit service providers, front-office IT service

providers, etc. The support is provided in infrastructure, human resource development,

technological infrastructure, payment system, associations and networks, credit reference

bureaus, and reinsurance.

2.3.Empirical literature

Empirical studies on microinsurance demand in Addis Ababa and Ethiopia more broadly have

shown that the uptake of these services remains relatively low. Several factors have been

identified as influencing the demand for microinsurance in the region. These include

affordability, lack of awareness, trust, and financial literacy. High premiums relative to income

levels are a significant barrier to microinsurance adoption (Gebrehiwot, 2016). Many individuals

in Addis Ababa remain unaware of microinsurance products and their potential benefits

(Gebrehiwot, 2016; Ayalew & Tesfaye, 2018). A lack of trust in insurance providers has been

identified as a major obstacle to microinsurance uptake (Ayalew & Tesfaye, 2018). Low levels

of financial literacy can hinder the understanding and adoption of microinsurance products

(Giesbert & Steiner, 2011).

The structure of the Ethiopian insurance market and the way the distribution is currently taking

place looks bad for the development of a microinsurance market. Even if insurers decide to

pursue new and lower-income markets, there are several challenges that they will face like high

transaction costs, limited distribution opportunities, limited technical capacity, the absence of

electronic management information systems, and the products and features of different types of

microinsurance in Ethiopia many of these products are still in an experimental stage and have,

therefore, not yet been extensively rolled out. Some of these insurance products are weather-



10

index insurance, Health insurance, and Credit life insurance. (Smith, A., & Chamberlain, D.,

2010).

Ethiopia has a very small insurance industry, both in absolute and relative terms. Insurance

premiums (including both life and general insurance) totaled US$105m in the 2006/07 financial

year (ending June 2007), equating to about 0.2% of Gross domestic product (GDP). Compared to

some other African countries. this is a very low level of insurance penetration and is indicative of

the underdeveloped state of the insurance market in Ethiopia. Ethiopia has a total of ten

insurance companies of which one, the Ethiopian Insurance Corporation (EIC), is government

owned. According to market share based on gross premiums, the EIC is also the largest of the

companies, with about 42% of the general and 62% of the long-term insurance market. Seven of

these companies had composite insurance licenses (able to write long-term and general insurance)

during the 2007/08 financial year. Two new companies are in the process of being licensed, of

which one is reported to be a life insurance-only company, the first such company in Ethiopia.

(Wolday A., David P., Guush B., Yoseph A., and Berhane K., 2013).

In a demand-side analysis of the potential of providing insurance to low-income individuals and

households in Ethiopia, it is important to have a closer look at the nature and distribution of

poverty in Ethiopia. Poverty exerts a profound influence on the demand for microinsurance in a

variety of ways. Increases the severity of risks, increases the probability of risks, decreases

coping capacity, decreases awareness of financial tools, and decreases access to financial tools.

Risk management or coping strategies to deal with risks, Ethiopians rely on three major

categories of risk management or coping mechanisms individual self-insurance, community-

based arrangements, and external assistance. Each of these categories contains possible ex-ante

and ex-post measures that can be taken to actively manage and prepare for a risk event before it

happens and cope with it after the fact. A significant need for more robust risk management

mechanisms in Ethiopia. However, need does not automatically translate into demand. Three

factors are drawing on the field research and available literature, that are believed to influence

attitudes (and willingness to buy) to insurance these are the perception of the value of formal risk

transfer or insurance as a concept, perceived and actual appropriateness (to the needs of potential

clients) of insurance product, and trust in specific products and insurance providers. Apart from

focusing on attitudes towards insurance in terms of the above three factors, attitudes towards
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specific types of insurance coverage and what this implies for product preference is also

considered, while we also consider willingness to pay for insurance (Smith, A., & Chamberlain,

D., 2010).

The Ethiopia Productive Safety Net Program (PSNP) provides a topical case study of a large-

scale government-implemented social protection program, in one of Africa’s poorest countries. It

is a ‘live example’ of the opportunities and challenges facing donors and governments as they

seek to forge a consensus over social protection. Ethiopia’s PSNP is one of the largest and most

successful and commendable forms of social protection in Sub-Saharan Africa (Brown, Gibson,

and Ashley 2008).

The review of previous food security programs highlighted the need for a more consistent and

timely approach to household investment and income-generating investments and a more

diversified approach to the provision of direct transfers and financial products for asset

accumulation and protection (including transfers, savings, and multiple arrangements for credit)

(MoARD 2009). The household asset-building component of the food security program (2010–

2014) recognizes that food-insecure households vary in their capacity to undertake investments,

assume risks, adopt innovative practices, and take on and repay loans. The Productive Safety Net

Program can play a significant role in the transition out of emergency relief. In circumstances of

chronic poverty and food insecurity, predictable social transfers can help to address the structural

dimensions of hunger and vulnerability and reduce the need for ad hoc relief appeals (Ministry of

Labor and Social Affairs 2011). The PSNP was modeled to respond to chronic food insecurity

whereby the program not only meets food deficit requirements but does so in a way that protects

and builds community assets.

The general insurance sector dominates, with motor insurance forming the largest category of

general insurance. Life insurance premiums constituted only US$6m or 6% of total premiums in

2007, while general insurance premiums totaled US$99m or 94% of total premiums. Almost half

(43%) of total insurance premiums is derived from motor vehicle insurance. Despite the large

proportion that motor insurance constitutes of all general insurance premiums, it is reported to be

a loss leader for most insurance companies. The two next largest categories of insurance are

marine insurance (14% of total insurance premiums) and engineering insurance (9% of total

premiums). Most of the business is corporate. The largest categories of insurance in Ethiopia
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demonstrate that most insurance business in Ethiopia is sold to corporate clients insuring their

assets (motor vehicle, fire), business (aviation, engineering, and marine), and staff members

(accident & health, life/long-term and workmen’s compensation). As a result, intermediation is

geared towards corporate clients, and very little insurance is intermediated on an individual retail

basis. There is very little product innovation and the products available are not geared towards

the retail market with much of it still based on products sold before 1976. Relatively high profits

were reported but with potential concerns about true performance. The insurance sector reports

relatively high profits, but lower than that generated in the banking sector. Between 2002 and

2007, general insurance companies generated an average return on equity of 16.5% (Insurance

Supervision Department, Bank of Ethiopia, 2008), while the general insurance industry returns

for 2007/08 was 23%. The reported returns may, however, be overstated and several factors need

to be considered when interpreting the reported profits restricted investment options and

concentration, the absence of the stock market, the impact on equity valuation and liquidity,

credit premiums, and the reliability of financial reporting (Smith, A., & Chamberlain, D., 2010).

The informal insurance sector serves more individuals with insurance (or risk management)

products than the formal sector. A few categories of financial institutions, serving millions of

Ethiopians, are currently involved in either providing informal risk management products (as

done by the iddir) or informal insurance products (as done by MFIs and SACCOs). The

difference between these categories of payouts is the level of certainty around the premium and

payout. While iddir may tend to vary their contributions and pay-outs depending on the risk

experience of the iddir and the level of contributions received MFIs and SACCOs will normally

set their premiums at a fixed level (a percentage of the total loan amount) and cover the

outstanding debt of clients. While this approach may work for relatively predictable risks, any

risk that is higher than predicted or catastrophic will wipe out the insurance funds of these

institutions and, if they are unable to cover the value of outstanding loans affected by the risk,

negatively impact the financial soundness of their business and their client’s trust in the

institution (Smith, A., & Chamberlain, D., 2010).

According to research conducted by Smith, A., & Chamberlain, D. (2010) in Ethiopia to design

appropriate microinsurance products, it is key to understand the risk experiences of the poor. In

analyzing the risks experienced by Ethiopian households, it is important to distinguish between
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the risks that are generic to all Ethiopians and risks specific to a livelihood or region. The two

major generic risks are poor health or illness, and death, while the two biggest risks relating to

livelihood include crop failure (due to drought or other reasons) and cattle mortality (due to

drought or diseases). Because risk is a large part of daily life in Ethiopia, focus group discussion

participants seemed to possess a firm understanding of risks and threats to their livelihood.

Except for universal risks such as death and illness, risks appear to vary from region to region,

especially between urban and rural areas. The results for the rural population show that crop

failure and livestock death (due to drought) are the main risks. This finding is consistent with

prior studies by Dercon et al. (2008) that identify the main risks for rural households in Ethiopia

similarly. Key informants in urban areas consider property loss due to damage (e.g., fire) and

theft to be a risk second only to the death of the household head and illness. Households in Addis

Ababa are also concerned with a high cost of living and high unemployment rates.

Although informal risk-sharing schemes have been devised in the Ethiopian insurance sector; the

formal insurance market perceives the low-income sector as an unattractive niche. Many of the

risks of financially excluded people in Ethiopia are insurable. By helping low-income

households manage their risks, micro-insurance can assist them to maintain a sense of financial

confidence even in the face of significant vulnerability. For instance, agricultural insurance

products in Ethiopia are indemnity-based agricultural products, revenue agricultural insurance

products, index-based agricultural insurance products, crop insurance, multiple peril crop

insurances, crop revenue insurance, area yield index insurance, weather index insurance products,

livestock insurance, bloodstock insurance, aquaculture insurance, forestry insurance, greenhouse

insurance. The range of micro-insurance products is almost as varied as that of commercial

insurance. Existing insurance product types have been re-engineered to accommodate the needs

of low-income households according to the International Association of Insurance Supervisors

and Consultative Group to Assist the Poor (IAIS and CGAP 2007). As in the Ethiopian case,

indicated earlier, MFIs and many Savings and Credit Co-operative Societys (SACCO) are

currently self-insuring their loans through credit-life insurance, because of the lower cost

structure, simplicity, limited risk, and the focus of microinsurance providers protecting their

assets. In addition to these credit-life insurance products, several research teams in collaboration

with local insurance companies— such as Ethiopian Insurance Corporation and Nyala Insurance

Company, and MFIs (e.g., Dedebit Credit and Savings Institution (DECSI) in Tigray and Buusaa



14

Gonofaa in Oromia) have implemented pilot projects on weather indexed insurance products and

livestock indemnity insurance to reduce the risks of smallholder farmers. Many of these pilots

are in progress and are yet to be seen if they can be scaled up. There are some hopes that some of

the results documented from these pilots will be scaled up at the commercial level by insurance

companies and MFIs in collaboration with insurance companies. Four selected micro-insurance

schemes focusing on mitigating the risks of smallholder farmers in Ethiopia are the Relief

Society of Tigray (REST) Initiated Weather Index Insurance (the HARITA Project), Weather

Index Insurance by Nyala Insurance Company, Crop Insurance Pilot of World Bank in Alaba

Woreda, A Pilot Livestock Indemnity Insurance for Smallholder Farmers. (Wolday A., David P.,

Guush B., Yoseph A., and Berhane K., 2013).

Opportunities and challenges for microinsurance in Ethiopia, a larger project funded by the

United Nations Capital Development Fund (UNCDF) and managed by the International Labor

Organization (ILO) to promote microinsurance development in several African countries. The

goal of the project was to map the microinsurance landscape (including supply, demand, and

regulatory dimensions) in Ethiopia and to facilitate a process for the development of an inclusive

insurance (and microinsurance) market in Ethiopia. A large unserved market, a generally weak

financial system with a low level of penetration and contact with the lower-income market, a

young insurance industry at a very early stage of development with limited skills, limited

experience to date with retail and life business, more people may have informal risk cover than

formal insurance, unsupportive environment for intermediation, limited health services

infrastructure, cooperatives, and MFIs are leading the delivery of financial services to low-

income households and, in terms of client numbers, present the only substantial client networks,

likely that any insurance development will be credit-led, Existence of iddir and equib signals

need for risk management, but much of it at a level difficult to serve by commercial players,

regulation in process of modernization with the opportunity to create a supportive regulatory

framework.

In a diagnostic study conducted in Ethiopia in 2013, they elaborated that Ethiopia has the largest

livestock population in Africa. It is estimated at 105 million tropical livestock units, which

includes 49.3 million heads of cattle, 47 million heads of sheep and goats, 8.3 million equines,

760 thousand camels, and a poultry population of 38.13 million according to the Central
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Statistical Agency (CSA 2009). Cattle play the most important role in the farming economy

followed by sheep and goats. Poultry farming is widely practiced in Ethiopia and small farmers

use them for consumption purposes and as a source of cash income. The livestock subsector is an

integral part of the country’s agricultural production system and contributes significantly to the

country’s economic development—the contribution of livestock and livestock products to the

agricultural economy accounts for 35–45 percent, excluding the value of draught power,

transport, and manure (Winrock International 1992). Livestock 19 accounts for an estimated 15–

17 percent of the total GDP and contributes to the livelihood of approximately 70 percent of the

Ethiopian population—this translates into approximately 44– 52 million people whose subsidiary

needs, economic activity, and food security rely on livestock production. Livestock contributes

to the production of food (milk, meat, eggs, and blood), industrial raw materials (wool, hair,

hides, and skins), inputs for crop production (draught power and manure), and export earnings

(live animals, skins, and hides). They also generate cash income which can be used to purchase

food grains, seeds, fertilizer, and farm implements and for financing miscellaneous social

obligations and is a form of asset accumulation to protect against unforeseen risks.

The Micro Development Training and Consultancy Services (MDTCS) conducted 43 individual

interviews and 125 focus group discussions to delineate the ranking of risks by households in

various regions of Ethiopia. The results of the study indicate that household risks vary from

region to region. For example, the death of a household member was ranked number one in the

Oromia cereal-producing region, while Oromia pastoralists and SNNP coffee producers ranked

respectively livestock loss and coffee and onset disease as their priority risks (Oxfam America

and MDTCS 2009).

Major Agricultural risks faced by low-income households in Ethiopia are Drought Risks, Crop

Loss, Livestock Disease and Death, Health Risks, Death of Family Members, Injuries and

Disabilities, Risk of Urban Households, Market Risks, Climate Change, and the Risk of Low-

Income Households as per many research conducted and reviewed. The ability of farmers to

retain small and frequent losses depends on access to agricultural services and the functioning of

the relative markets, such as those for credit, finance, transport, storage, or extension. Where

such markets are incomplete or uncompetitive, farmers’ ability to retain risks is hindered. In

these cases, small-scale farmers are forced to rely on other mitigating or informal ways to
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smooth consumption, which may perpetuate subsistence, hinder farm capital formation, and limit

agricultural productivity growth (Carter 2008). Moreover, households in poor developing

countries are typically ill-equipped to cope with large shocks. Formal insurance schemes are

mostly absent and informal risk-sharing arrangements and savings offer only partial consumption

smoothing (Morduch 1995; Townsend 1995; Dercon 2002). Especially the consequences of

covariate shocks, such as droughts, are most often hard felt, often affecting people’s welfare

many years after the shock (Dercon 2004). Carter (2008) indicates that coping strategies

employed by low-income households usually perpetuate subsistence, hinder capital formation,

and limit productivity growth. It is, therefore, necessary to delineate prevalent risks faced by

Ethiopian households and examine existing coping strategies and their willingness to pay to

permit the development of client-centered micro-insurance products that properly mitigate the

risks of low-income households.

Coping strategies of low-income households in Ethiopia to mitigate risks are Oromia region

livestock insurance demand study coping strategies, coping strategies of farmers in the incident

of livestock diseases, coping strategies in the incidence of the adverse market price of livestock,

and coping strategies of farmers in the incidence of livestock death this is some of the coping

strategies done to mitigate risk by low-income households in Ethiopia as per different research

are conducted in the area. Rural producers and communities employ several mechanisms to deal

with the risky business of farming, and any intervention must account for the likely effect of

those mechanisms and the resources available to farmers. The mechanisms include information

gathering, avoiding risks, diversification, and sharing of risks.

The report of Oxfam America’s demand study (Oxfam America 2011) indicated that it would be

difficult to measure the demand and actual willingness and ability of Ethiopians to pay for

micro-insurance without detailed and deep analysis based on quantitative estimates of interest in

specific products (actual terms, including benefit levels, policy exclusions, premium rates, claims

procedures, etc.). However, based on the limited primary quantitative and qualitative information

in the study, the report concludes that “as such, all that can be said with certainty is that there is

strong interest in insurance in principle across the country.” Nearly all the participants in focus

group discussions said they would be interested in purchasing insurance, explaining the main

reason they had not done so already was ignorance that the service existed. A study in rural
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Ethiopia indicates that needy households are willing to pay up to 1 USD per month per

household for health insurance.

In the Oromia region livestock insurance demand study (AEMFI 2010), two product concepts

were developed to gauge respondents’ perceptions of various aspects of the designed livestock

insurance products. Respondents were asked what aspects of the products they most liked, to

rank aspects of the product that were most appealing, and to identify their willingness to

purchase the products. Respondents who were disinterested in the product concepts were asked

why they disliked the product and what aspects of the products could be improved to change

their decision about the product. The Hill, Hoddinott, and Kumar (2011) study uptake responses

were analogous. The most common reason given for not purchasing insurance by the Ethiopia

Rural Household Survey (ERHS) respondents was “I would like to buy it but cannot afford it,”

with slightly more than 50 percent of non-purchasers giving this answer. Approximately 30

percent stated that they did not need it and 16 percent thought the price was too high, given what

was provided. Less than 3 percent of respondents stated that the rainfall on their fields was too

different from that at the weather station, that they did not trust the insurance company to pay, or

that they did not understand the contract.

To develop an appropriate financial literacy/education campaign it was critical to identify how

and from what sources respondents are exposed to financial information. The results of the

Oromia region livestock insurance demand study (AEMFI 2010) indicated that most respondents

obtain financial service information from relatives and friends (81.7 percent). This data imply

that micro-insurance providers should target communal organizations such as cooperatives and

unions, as they are a combination of business and social forums. Consequently, about 51.7

percent and 41.7 percent of the respondents reported that they derive their financial service

information from Cooperatives and Unions, respectively. About 75 percent of the respondents

indicated that they receive financial service information from the radio, as the apparatus is easily

accessible and relatively inexpensive. About 50.8 percent of the respondents reported that they

obtain information from television. Advertisements were a limited source of financial service

information (20.8 percent); and banks and microfinance institutions are a relatively good source

for providing financial service information at 30.8 percent and 31.7 percent, respectively.
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Churches, which are important social outlets, are a very low source of financial service

information at 5 percent.

Compared with the success of the delivery of loans and saving products, MFIs in Ethiopia have

not progressed in delivering micro-insurance services to their clients. They only attempted to

protect their loan portfolio through the provision of credit life insurance, by covering the

repayment of the outstanding loans in case of a borrower’s default. They have not addressed the

production, marketing, and health risks of the clients. However, given the superior understanding,

MFIs have with clients (which can reduce fraud and adverse selection) they are well placed to

mitigate their clients’ risks by bundling micro-insurance with credit/saving products. BASIX in

India for example bundles agricultural and livestock credit with mandatory weather and livestock

insurance schemes. Learning how to reduce transaction costs was a big part of microfinance

success, and a similar learning experience needs to take place in micro-insurance, which is more

complex than credit products. (Wolday A., David P., Guush B., Yoseph A., and Berhane K.,

2013)

2.4. Institutional framework

According to Licensing, License Renewal, and Product Approval for Microinsurance Providers

Directives No. SMIB/1/2015, an insurer means a person that issues an insurance policy or

undertakes or agrees to undertake the obligation of an insurance policy, whereas microinsurance

is designed to address risks and insurance needs of low-income populations. Microinsurance

products mentioned in this directive include life insurance and general insurance. Under life

insurance: term insurance for the insured policyholder or member of the family, accidental death

or disability of insured policyholder or family member, credit life, medical expense, investment-

linked, and other categories of microinsurance as may be authorized by the National Bank.

Under general insurance: loss of damage to property including crops and livestock, on an

indemnity basis only, credit linkage coverage, saving linkage coverage, weather linkage

coverage, and other categories of microinsurance as may be authorized by the National Bank.

Licensing, License Renewal, and Product Approval for Microinsurance Providers Directives No.

SMIB/1/2015 also proclaims how dealing with microinsurance exclusively maintained, an

insurer may be established to exclusively deal in microinsurance products under such

circumstances, an insurer shall fulfill many conditions regarding general and capital
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requirements established by the National Bank of Ethiopia (NBE). with regards to general

requirements persons with significant influence shall meet all requirements and considerations

set in the directive, appointments of Board of directors, Chief Executive Officer subjects shall be

approved by NBE, and any shareholder making influence shall be approved by NBE. Capital

requirements in this directive are any applicant for a new insurance company license that

exclusively plans to deal in microinsurance products shall have paid up capital of birr 7 million

and 3 million for general microinsurance products and life microinsurance products respectively

and birr 10 million for both products.

In accordance with Licensing, License Renewal, and Product Approval for Microinsurance

Providers Directives No. SMIB/1/2015, microinsurance products features microinsurance

providers may offer all microinsurance products including weather index insurance. However,

the latter shall always be subjected to a prior reinsurance treaty arrangement. And the maximum

sum insured per risk for microinsurance products shall not exceed 1% of the paid-up capital of

the insurer, also the maximum sum insured for a group under a single policy for a risk shall not

exceed 1% of the paid-up capital of the insurer per person multiplied by the number of insured in

the group. Without prejudice to the above-mentioned directives, the sum insured for the credit

life insurance product shall run up to the outstanding loan amount. The Policy duration for all

microinsurance products shall not exceed 12 months. Without prejudice to the above policy

duration for life and credit life, microinsurance products may extend up to the terms of life

policy and loan repayment.

Licensing, License Renewal, and Product Approval for Microinsurance Providers Directives No.

SMIB/1/2015 points out requirements for approval, which are the endorsement from the

company’s board issued the proposed product, background note on the product, duly completed

application form, proposal/ application form and policy specimen, and documentation describing

the calculation of the premium rate (premium rate chart) and an explanation as to how the

expected to claim ratio used for premium calculation provides appropriate client value for

microinsurance product. An outline of the planned distribution approach, including the use of

microinsurance agents, insurance agents, brokers, and/or other channels. A summary of the

commission and fee to be paid to each category of intermediaries for each microinsurance
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product. An authorized microinsurance provider shall carry out any pilot program on

microinsurance products and be registered and approved by the national bank.

Treasury Bills. Directive No. 25 of 2005 limits the types of assets in which general insurance

funds may be invested to the following:

 Not less than 65% of admitted assets may be invested in Treasury Bills and bank

deposits, “provided, however, that aggregate bank deposits (checking, savings, and time

deposits) held with any one bank shall not exceed 25% of the total admitted assets”.

 No more than 15% of admitted assets may be invested in company shares.

 No more than 10% of admitted assets may be invested in real estate, and 10% of

admitted assets may be invested in “investments of the insurance companies’ choice”.

For long-term insurers, the types of assets that may be invested are limited to the following:

 Not less than 50% of admitted assets may be invested in Treasury Bills/Bonds and

bank deposits, “provided that aggregated deposits (checking, savings, and time deposits)

held with any one bank shall not exceed 25% of the total admitted assets”.

 No more than 15% of admitted assets may be invested in company shares.

 No more than 25% of admitted assets may be invested in real estate, and 10% of

admitted assets may be invested in “investments of the insurance company’s choice”.

The relatively high percentage of assets required to be in Treasury Bills and bank deposits has

raised a problem for insurance companies, given the relatively low returns of these assets,

investment opportunities in company shares are limited and the high investment required for

Treasury bills and bank deposits may be the only option for investment in these funds.

Brokers and agents are established as intermediaries. The insurance regulatory framework

distinguishes between two categories of intermediaries: agents and brokers. While agents are

restricted to selling the insurance products of one insurer, brokers can place insurance businesses

with more than one insurer. Both are required to be Ethiopian Nationals or institutions fully

owned by Ethiopian Nationals. (Smith, A., & Chamberlain, D., 2010).

Microinsurance can be developed and delivered by insurance companies, mutual funds, MFIs,

NGOs, governments, or semi-public bodies. However, it is only the insurance companies and
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deposit-taking MFIs which are allowed, by law, to issue micro-insurance policies in Ethiopia.

Other providers such as cooperatives can be used as agents of insurance companies and deposit-

taking MFIs. Although there has been a relative success in building sustainable micro-insurance

providers in Ethiopia, such as the deposit-taking MFIs, insurance companies, and cooperatives in

a short period, they failed to provide tailored micro-insurance services and interventions which

address the insurance needs of low-income households. (Wolday A., David P., Guush B., Yoseph

A., and Berhane K., 2013)

Expanding and improving the quality of micro-insurance services in Ethiopia requires a clear

legal and regulatory framework. The objectives of micro-insurance regulation are expected to

include: (i) safeguarding the solvency of institutions involved in the provision of insurance

policies or ensuring the stability of the sector; (ii) protecting clients or policyholders; (iii)

increasing the competitiveness of the insurance market and its efficiency (including the adoption

of new technologies and innovations); (iv) developing the insurance market, including

formalizing insurance services to low-income clients; and (v) supporting other strategies (non-

insurance) objectives such as compliance with international standards or law enforcement (IAIS

and CGAP 2007). The intention of regulation and supervision policies should focus on creating a

more conducive environment for the expansion of microinsurance to attain sustainable

development.

2.5. Gaps in Literature Review

Despite the growing body of research on microinsurance demand in Addis Ababa and Ethiopia,

several gaps remain. There is a scarcity of reliable and up-to-date data on microinsurance

spreading in Addis Ababa, which hinders comprehensive analysis and evaluation. Most studies

focus on specific types of microinsurance products, such as health or agricultural insurance,

which may not capture the full variety of microinsurance products available in the market.

further research is needed to understand the complex relationships between various factors

influencing microinsurance demand, such as how affordability, awareness, trust, and financial

literacy interact with each other. The literature tends to focus on formal microinsurance products,

with limited attention given to the role of informal insurance mechanisms, such as community-

based or mutual aid arrangements, and identify factors influencing demand for formal

microinsurance products.
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2.6. Conceptual framework

In this research, the dependent variable is demand for microinsurance and the independent

variables are price, transaction cost, quality of the product, and risk aversion. Adam Smith

defined demand as a customer willing to pay a price for a given good or service at a certain time.

So, willingness and capacity to pay become moderators to the creation of demand after

considering the product and the price to be paid. Awareness level and trust in the insurer are also

factors that will help us identify the demand for microinsurance (Ombeline D.B. and Wouter G.

2017).

Awareness level Willingness to pay.

Demand for Microinsurance

Capacity to Pay

Price

Risk Aversion and
Quality of the Product

Transaction Cost
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Chapter Three

3. Research methodology

3.1. Research Approach

This research employs a mixed research methodology approach. As both qualitative and

quantitative methods are used for the study to explain, find, and analyze the data acquired. Using

both methods helped research in both understand and predict demand for microinsurance in

Addis Ababa from data gathered using both methods. Qualitative methods that will be used are

focus group discussion, interviews, surveys, and document analysis. This helped the research

address trustworthiness and authenticity by dressing quality assurance in credibility,

transferability, fairness, educative, tactility and catalytic. The quantitative methods that were

used are observational and experimental this helped the research by answering questions like

reliability and validity by being internally and externally constructive and content oriented.

Having the use of mixed methods help in using both existing and discovering frameworks. Both

word and numerical data were analyzed and interpreted to generate theories and experimental

findings. So, the research has both subjective and objective interpretations. Triangulation was

done to the final interpretation of both methods and come up with an overall interpretation this

design is also called “concurrent triangulation design” (Creswell, Plano Clark, et al., 2003).

3.2. Data collection methods

Data relevant to the study were gathered using both primary and secondary data collection

methods. The primary data collection methods used include interviews, focus group discussions,

and surveys. Secondary data collection was gathered from the microfinance institution, and

secondary research.

1. Interviews are qualitative research methods that were used to gain more detailed insights

into demand for microinsurance. Interviews were conducted with both potential

customers and industry experts to gain better understanding of the market dynamics and

potential opportunities.

2. Focus group are qualitative research method that involves small group of individuals

discussing a particular topic. This method was used to gain more in-depth insights into
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the attitudes, beliefs, and perceptions of potential microinsurance customers in Addis

Ababa.

3. Survey are common research method used to gather quantitative data. The survey was

used to assess the awareness level of people about microinsurance and to measure the

willingness to pay for insurance by low-income households. Appropriate sample size was

used to represent the population. Pilot test was also conducted to the test the reliability

and validity of the questions. Corrective actions were taken to better clarify the questions

and make the respondents participation enjoyable and easy. Cronbach’s alpha for the

questions was 79.5% which shows the correlation among the questions was significant

and reliable.

4. Secondary research involves analyzing existing data from published sources such as

academic journals, industry reports and government statistics. This method was used to

gain a broader understanding of the microinsurance industry in Ethiopia and to identify

gaps in existing research.

Interview was conducted with a bored of director (1 person), elders or iddir leaders (2 persons),

and microfinance institution loan officers (1persons) total of 4 participants. Focus group

discussion was be held with elders or iddir leaders (2 persons), microfinance loan officers (1

persons), and total of 3 participants. Surveys were distributed on social median platforms. The

post engaged with around 180,000 people. 301 participants were selected from individual who

filled the survey questions.

3.3. Sampling technique

Sampling technique used was clustered random sampling technique. As Ethiopian population

specifically the poor population is very vast, this study clustered them into three groups

population with active membership in microfinance institutions, in iddir, and population not

members of both iddir and microfinance institution located in Addis Ababa. The total estimated

population of Addis Ababa is around 4 million according to the United Nations population

division. There is no universally accepted definition for low income and the data is difficult to

obtain. However, a significant proportion of the population in Addis Ababa live below the

poverty line. As this study sought to understand the usage and demand for microinsurance in

Addis Ababa. Sampling technique was designed to reflect the diverse range of individuals who
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avail this service. While microinsurance are traditionally associated with low-income segment of

the population the study came across individuals from different income bracket using this service.

Therefore, this study sample included individuals from varied income level to ensure a

comprehensive representative of the user base. The sample consisted of 301 participants, out of

which 27 generate monthly income above 30,000 a month. Which classify the as medium or high

income. However out of these 27 participants 17 were actively involved in microfinance

indicating potential demand for microinsurance. Including these individuals help gain insights

into factors influencing the use and demand for these service across different income level. So

fort this research survey respondents were selected randomly from Facebook users with viewer

settings adjustment in Addis Ababa. To select a representative sample from this population we

couldn’t use the total population of 4 million. So, the initial sample size was determined by using

the following scientific formula: �0 = �2 � 2 × �� �2 Where z = value for a selected alpha

level of 0.025 in each tail (for 95% degree of confidence) =1.96, (p). (q) = estimate of variance =

0.25, e = the desired level of precision (i.e., the margin of error), p is the estimated proportion of

the

�0 = (1.96)2×0.5×0.5
0.052 = 385 population which has the attribute in question, q=1-p. However, after

consulting with experts about the objective of the study and sample size after considering the

homogeneous characteristic of clients, non-response, incomplete responses, selection bias,

budget, and time constraints in collecting the data thus the sample size was 301 respondants.

3.4. Data analysis

Data obtained was analyzed using qualitative methods. The researcher used open-ended and

conversational communication such as interviews, focus group discussion. Using the quantitative

data analysis method, the researcher employed objective measurements, the statistical,

mathematical, or numerical analysis of data for surveys, questionnaires, and other related files

and used SPSS to regress the data, measure the data, and describe the findings. Triangulation was

done to the final interpretation of the data collected and analyzed.

Bryman (2016) notes that creating new variables is a common practice in social science research

and that it can be used to improve the reliability and validity of the measurement, capture

important concepts not measured by existing variables, or simplify data analysis. He provides

guidance on how to create new variables, including how to recode existing variables, how to
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create composite variables by combining multiple variables, and how to create new variables

using statistical techniques such as factor analysis or regression analysis. Field (2018) also

provides an overview of how to create new variables in SPSS, including how to recode existing

variables, compute new variables based on mathematical operations or logical expressions, and

create composite variables by combining multiple variables. He emphasizes the importance of

carefully documenting the process used to create new variables, as well as testing the reliability

and validity of the new variables through techniques such as Cronbach's alpha or factor analysis.

Having this mind this research used binary with yes and no response options, is valuable for

creating new variable and enhance the thesis. It allows to create variables that represent specific

conditions or preference and facilitates aggregation and subgroup analysis. Its simplicity, clarity,

and efficiency support easier interpretation of findings and comparative analyses. Variables

created are awareness composite, price composite, transaction composite, risk aversion and

quality of product composite, trust in insurance composite, capacity to pay composite, and

willingness to pay composite.

The first specific objective was to assess the awareness level of the people about microinsurance.

This raised a research question What is the level of awareness among low-income households in

Addis Ababa about microinsurance products, and how does this vary by demographic factors?

To answer this question data analysis and sampling techniques were used. The quantitative

method was used to analyze the survey using descriptive statistics such as mean, median, mode,

and standard deviation to understand the level of awareness of microinsurance among different

demographic groups. Clustered random sampling was used to ensure that the sample is

representative of the population. The qualitative method used was a focus group and interviews

were used to gain more insights into people's level of awareness about microinsurance. Thematic

analysis was used to identify common themes and patterns in the data. The hypothesis derived

were:

H0: There is low awareness of micro insurance among low-income households.

H1: There is moderate to high awareness of micro insurance among low-income households.

The second specific objective was to Identify and understand fundamental factors for demand or

lack of demand for microinsurance. This raised the research question What are the primary
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factors that influence demand for microinsurance among low-income households in Addis Ababa,

and how do these differ from the factors that inhibit demand? How do factors such as income,

education, and access to information affect demand for microinsurance? In doing so used both

quantitative and qualitative methods to address the question. The quantitative method used was

data collected through surveys analyzed using regression analysis to identify the factors that

influence demand for microinsurance. Clustered random sampling was used to ensure that the

sample is representative of the population. The qualitative methods used were Focus groups and

interviews to identify the factors that influence the demand for microinsurance from experts in

the industry. Thematic analysis was used to identify common themes and patterns in the data.

The 3rd specific objective addressed was assessing the willingness to pay by low-income

households and the potential demand for microinsurance. What is the willingness of low-income

households in Addis Ababa to pay for microinsurance products, and how does this vary by type

of risk and level of coverage? What are the factors that influence willingness to pay, such as

income, perception of risk, and trust in insurance products? This where research questions are

tacked when addressing the objective. For this objective, the following data analysis and

sampling techniques were used. Quantitative methods used were the data collected through

surveys was analyzed using econometric techniques such as discrete choice modeling to estimate

the willingness to pay for microinsurance. Clustered random sampling was used to ensure that

the sample is representative of the population. Qualitative methods were Focus groups and

interviews which helped in gaining experts’ opinions on the willingness to pay for

microinsurance. Thematic analysis was used to identify common themes and patterns in the data.

The hypothesis derived were:

- H0: Low-income households are not willing to pay for microinsurance.

- H1: Low-income households are willing to pay for microinsurance if it is affordable and

provides sufficient coverage.

In summary this study used a mix of descriptive statistics, regression analysis, and contingent

valuation for data collected. Descriptive statistics such as frequency distributions, percentages,

and measures of central tendency was used to analyze the data collected through survey or

interviews. Regression analysis was used to identify the factors that influence the demand or
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lack of demand for microinsurance. Contingent valuation was used to estimate the willingness

to pay for microinsurance.

Ethical Considerations

Getting informed consent was important to obtain before conducting any research.

Confidentiality/Privacy of Participants was a priority, participants have the right to privacy and

confidentiality. Participants should be treated fairly and with respect. Risk assessment in

conducting this research is a minimum risk as data collection was done throw social media and

institutions. The research aimed to benefit the participants and the wider community by

developing problem-solving research. In the process of data collection, collector avoided using

deception in the research. If one must use deception, one should ensure that the participants are

fully debriefed and informed about the true purpose of the research. Participation in the study

was voluntary. This means that participants were free to withdraw their consent at any time

without any negative consequences.
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Chapter 4

4. Results

4.1. Descriptive statistics

This study aimed to investigate the demand for microinsurance. Data was collected from 301

respondents. The population consists of a variety of low-income populations, clients of

microfinance institutions, and members of Iddir in Addis Ababa, Ethiopia.

Table 1: age of respondent

Frequency Percent

Valid

Percent

Cumulative

Percent

Valid 18-25 100 33.2 33.2 33.2

25-35 168 55.8 55.8 89.0

35-50 23 7.6 7.6 96.7

>50 10 3.3 3.3 100.0

Total 301 100.0 100.0

As shown in Table 1, of the total respondents, 33.2% (100 respondents) were from the age range

between 18-25, and 55.3% (168 respondents) were from age 25-35 covering a large portion of

the sample size. While 7.6% (23 respondents) were aged 35-50, the remaining 3.3% (10

respondents) were above age 50. The age of respondents covers the wide variety of the

demography giving high relevance to generate data for the study.

Table 2: sex of respondent

Frequency Percent

Valid

Percent

Cumulative

Percent

Valid Male 223 74.1 74.1 74.1

Female 78 25.9 25.9 100.0

Total 301 100.0 100.0
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As shown in Table 2, of the total respondents, 74.1% (223 respondents) were male and 25.9%

(78 respondents) were female, which shows that female participation and interest in the industry

is very low. This indicates that the range of female’s participation the is overweighed by males.

Table 3: education level of resp.

Frequency Percent

Valid

Percent

Cumulative

Percent

Valid read and right 2 .7 .7 .7

High school/certificate 30 10.0 10.0 10.6

diploma/degree 153 50.8 50.8 61.5

M.A/PHD 116 38.5 38.5 100.0

Total 301 100.0 100.0

As shown in Table 3, the education level of respondents shows that from the total respondents,

7% (2 respondents) can read and write, and 10.0% (30 respondents) are in high school or have

certificates. Covering a large portion of the sample size, 50.8% (153 respondents) have

completed their diploma or degree. and the remaining 38.5% (116 respondents) completed higher

education levels in M.A and Ph.D. This covered a wide variety of respondents.

Table 4: occupation of resp.

Frequen

cy Percent

Valid

Percent

Cumulative

Percent

Valid Self-employed 49 16.3 16.3 16.3

Governmental org 121 40.2 40.2 56.5

non-governmental 41 13.6 13.6 70.1

employed in private org 67 22.3 22.3 92.4

Unemployed 21 7.0 7.0 99.3

Retired 2 .7 .7 100.0

Total 301 100.0 100.0
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As shown in Table 4, the occupation of respondents shows that from the total respondents,

16.3% (49 respondents) are self-employed. 40.2% (121 respondents) are working at a

governmental organization that covers a wide portion of the population. 13.6% (41 respondents)

are working in nongovernmental organizations. 22.3% (67 respondents) are employed in private

organizations. 7% (21 respondents) are unemployed. And 0.7% (2 respondents) are retired. this

covers a wide variety of populations.

Table 5: marriage status

Frequency Percent

Valid

Percent

Cumulative

Percent

Valid Married 164 54.5 54.5 54.5

not married yet 133 44.2 44.2 98.7

Divorced 4 1.3 1.3 100.0

Total 301 100.0 100.0

As shown in Table 5, the marital status of respondents shows that 54.5% (164 respondents) are

married, 44.2% (133 respondents) are not yet married, and 1.3% (4 respondents) are divorced.

Table 6: monthly income of resp.

Frequency Percent

Valid

Percent

Cumulative

Percent

Valid 0-2000 32 10.6 10.6 10.6

2000-5000 42 14.0 14.0 24.6

5000-15000 137 45.5 45.5 70.1

15000-30000 63 20.9 20.9 91.0

>30000 27 9.0 9.0 100.0

Total 301 100.0 100.0

As shown in Table 6, the monthly income of respondents shows of total respondents 10.6% (32

respondents) have income from 0-2,000, 14% (42 respondents) have income from 2,000-5,000,

45.5% (137 respondents) have income from 5,000-15,000 covering a large portion of the sample
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size, 20.9% (63 respondents) have income from 15,000-30,000, the remaining 9% (27

respondents) have income above 30,000.

Table 7: which microfinance

Frequency Percent

Valid

Percent

Cumulative

Percent

Valid ACSI 39 13.0 13.0 13.0

Aggar 16 5.3 5.3 18.3

Awach 41 13.6 13.6 31.9

Other 31 10.3 10.3 42.2

not member 174 57.8 57.8 100.0

Total 301 100.0 100.0

As shown in Table 7, of the total respondents 57.8% (174 respondents) are not members of

microfinance institutions. The remaining 42.2% (127 Respondents) are members. When

respondents were asked from which institutions 13% (39 respondents) were ACSI, 5.3% (16

respondents) were Aggar, 13.6% (41 respondents) were Awach, and 10.3% (31 respondents)

were from different other microfinance institutions located in Addis Ababa.

Table 8: iddir membership year

Frequency Percent

Valid

Percent

Cumulative

Percent

Valid 0-3 year 76 25.2 25.2 25.2

3-7 year 56 18.6 18.6 43.9

7-10 year 4 1.3 1.3 45.2

>10 year 16 5.3 5.3 50.5

not member 149 49.5 49.5 100.0

Total 301 100.0 100.0
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As shown in Table 8, of the total respondents 49.8% (149 respondents) are not members of Iddir.

50.2% (151 Respondents) are members. When respondents were asked a range of how long they

had been members 25.2% (76 respondents) have been members for 0-3 years, 18.6% (56

respondents) have been members for 3-7 years, 1.3% (4 respondents) have been members for 7-

10 years, 5.3% (16 respondents) have been members for above 10 years.

To analyze the data collected, the researcher created 7 variables that consist of awareness level

with scale of 12, willingness to pay with scale of 14, price factor with scale of 3, transaction cost

factor with scale of 4, risk aversion and quality of product with scale of 6, trust in insurance with

scale of 5, and capacity to pay with scale of 4. This will not only help identify the accepted and

rejected hypothesis but also contribute to a more comprehensive and structured study report.

As shown in Table 9, The data collected for this study considered the awareness level of 301

respondents. The mean was 5.9 indicating awareness level is slightly below average. The

Table 9: Statistics

Awarenes

s level

Willingn

ess to

pay

Price

factor

Transacti

on cost

factor

Risk

aversion

and

quality

of

product

Trust in

insuranc

e

Capacit

y to

pay

N Valid 301 301 301 301 301 301 301

Missing 0 0 0 0 0 0 0

Mean 5.9203 10.2558 1.2359 1.9369 3.5847 2.7076 1.8804

Median 6.0000 10.0000 1.0000 2.0000 3.0000 3.0000 2.0000

Mode 5.00 8.00 .00 2.00 2.00 3.00 2.00

Std. Deviation
2.04783 3.22351 1.28615 .90885 1.74842 1.16658

1.0483

2

Percentil

es

25 4.0000 8.0000 .0000 1.0000 2.0000 2.0000 1.0000

50 6.0000 10.0000 1.0000 2.0000 3.0000 3.0000 2.0000

75 7.0000 12.0000 2.0000 3.0000 5.0000 3.0000 3.0000
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median was 6 which indicates half of the respondents are higher than this value and half are

below. The data have the mode of 5 which indicate the most common value for awareness level

among the respondents. The standard deviation was 2 which shows the data is widely spread.

The data collected for this study also considered the willingness to pay for 301 respondents. The

mean was 10.2 indicating willingness to pay is slightly below average. The median was 10

which indicates half of the respondents are higher than this value and half are below. The data

have a mode of 8 which indicate the most common value of willingness to pay among the

respondents. The standard deviation was 3.2 which shows the data is widely spread.

On the one hand, the price factor for 301 respondents was considered in the study undertaken.

The mean was 1.2 indicating price factor is below average. The median was 1 which indicates

half of the respondents are higher than this value and half are below. The data have the mode of

0 which indicate the most common effect of price on demand for microinsurance among the

respondents is 0. The standard deviation was 1.2 which shows the data is closely clustered.

Another issue the data collected for this study accounted for is the transaction cost factor for

301 respondents. The mean was 1.9 indicating transaction cost factor is above average. The

median was 2 which indicates half of the respondents are higher than this value and half are

below. The data have a mode of 2 which indicates the most common transaction cost factor

among the respondents. The standard deviation was 0.9 which shows the data is closely

clustered.

The data collected in this study also considered the risk aversion and quality of product effect

on demand for 301 respondents. The mean was 3.58 indicating risk aversion and quality of

product effect on demand is slightly below average. The median was 3 which indicates half of

the respondents are higher than this value and half are below. The data have a mode of 2 which

indicates the most common response on risk aversion and quality of product effect on demand

among the respondents. The standard deviation was 1.7 which shows the data is widely spread.

The trust in insurance was accounted for based on the replies from 301 respondents. The mean

was 2.7 indicating trust in insurance is slightly below average. The median was 3 which

indicates half of the respondents are higher than this value and half are below. The data have a

mode of 3 which indicates the most common response on trust in insurance among the

respondents. The standard deviation was 1.16 which shows the data is closely clustered.
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The study compiled the response from 301 respondents on the capacity to pay for

microinsurance. The mean value was 1.8 indicating capacity to pay is slightly below average.

The median was 2 which indicates half of the respondents are higher than this value and half are

below. The data have a mode of 2 which indicates the most common response capacity to pay

among the respondents. The standard deviation was 1.04 which shows the data is closely

clustered.

This study examined the distribution of awareness levels of 301 respondents. The data followed

normal distribution as evidenced by the normality curve shown above. The mean and standard

deviation were 5.92 and 2.04, respectively. The normality curve showed most of the data are

clustered around the mean, with few scores at the extremes. The symmetrical shape of the curve

shows equal distribution on both sides of the mean.
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This study examined the willingness to pay of 301 respondents. The data followed normal

distribution as evidenced by the normality curve shown above. The mean and standard deviation

were 10.26 and 3.22, respectively. The normality curve showed most of the data are clustered

around the mean, with few scores at the extremes. The symmetrical shape of the curve shows

equal distribution on both sides of the mean.
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This study examined the distribution of price factor among 301 respondents. The data followed

normal distribution as evidenced by the normality curve shown above. The mean and standard

deviation were 1.24 and 1.28, respectively. The normality curve showed most of the data are

clustered slightly to the right of the mean, with the rest spread to the left. And We don’t have any

outliers.
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This study examined the transaction cost factor for 301 respondents. The data followed normal

distribution as evidenced by the normality curve shown above. The mean and standard deviation

were 1.94 and 0.90, respectively. The normality curve showed most of the data are clustered

around the mean, with few scores at the extremes. The symmetrical shape of the curve shows

equal distribution on both sides of the mean.

This study examined the attribution of risk aversion and quality of products on 301 respondents.

The data followed normal distribution as evidenced by the normality curve shown above. The

mean and standard deviation were 3.58 and 1.74, respectively. The normality curve showed most

of the data are clustered around the mean, with few scores at the extremes. The symmetrical

shape of the curve shows equal distribution on both sides of the mean.
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This study examined the trust in insurance of 301 respondents. The data followed normal

distribution as evidenced by the normality curve shown above. The mean and standard deviation

were 2.71 and 1.16, respectively. The normality curve showed most of the data are clustered

around the mean, with few scores at the extremes. The symmetrical shape of the curve shows

equal distribution on both sides of the mean.
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This study examined the capacity to pay of 301 respondents. The data followed normal

distribution as evidenced by the normality curve shown above. The mean and standard deviation

were 1.88 and 1.04, respectively. The normality curve showed most of the data are clustered

around the mean. The symmetrical shape of the curve shows equal distribution on both sides of

the mean.

4.2. Assessing the Awareness level

The first specific objective is assessing the awareness level of the respondent about

microinsurance. To achieve this study developed three hypotheses to test.

Firstly, the data was examined on whether the null hypothesis is rejected or accepted. The null

hypothesis claims microfinance members and non-microfinance members have equal awareness

levels. However, the alternative hypothesis argues that microfinance members have different

awareness levels from non-microfinance members.

Table 10.1: Awareness Composite

As shown in Table 10.1, microfinance membership status is a grouping variable and awareness

level is a test variable. Respondents with microfinance membership have a mean and standard

deviation of 6.19 and 2.20 respectively, whereas respondents that aren’t members have a mean of

5.71 and a standard deviation of 1.9. The p-value is 0.045, which is below 0.05 leading to reject

the null hypothesis that microfinance members have equal awareness levels compared to non-

members.



41

Secondly, the data was gathered to test whether the null hypothesis is that Iddir and non-Iddir

members have equal awareness levels. However, the alternative hypothesis argues that Iddir

members have different awareness levels from non-Iddir members.

Table 10.2: Awareness Composite

As shown in Table 10.2, Iddir’s membership status is the grouping variable and awareness level

is test variable. Respondents with Iddir membership have a mean and standard deviation of 6.11

and 2.07 respectively, whereas respondents that aren’t members have a mean of 5.72 and a

standard deviation of 2. The p-value is 0.1 which is above 0.05. this indicates that the null

hypothesis is acceptable. The result thus, shows that Iddir and non-Iddir members have equal

awareness levels.

Finally, the data were assessed on whether to reject or accept the null hypothesis. The null

hypothesis argues that there is low awareness of microinsurance among low-income households.

However, the alternative hypothesis argues that the awareness of microinsurance among low-

income households is above moderate or high. The mean of the awareness composite reflects the

position of awareness level. As shown in Table 9, the mean value is 5.92, and the standard

deviation is 2.04. This shows the data is clustered around the mean which indicates to reject the

null hypothesis that there is low awareness of microinsurance among low-income households.

Qualitative data collected on current level of awareness about microinsurance among low-

income households throw focus group discussion and interviews have been thematically
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analyzed. In the focus group discussion five points where raised, understanding of

microinsurance, accessibility, marketing and communication, trust, socio-cultural barriers.

In the focus group discussion, the overall awareness and understanding of microinsurance among

low-income households show there is a low awareness level. the accessibility challenges due to

limited distribution channels and product availability was also discussed. Marketing efforts need

improvement with a focus on targeted and culturally sensitive messaging. The trust issues are

due to a lack of familiarity with insurance providers. Socio-cultural barriers, such as traditional

reliance on community support systems like iddir. But this can be manipulated into a chance for

linkage for distribution channels. As discussed by a participant,

In support of this interview conducted with Mr. Z “I am Mr. Z. loan officer. There are many

informal institutions across Ethiopia and Addis Ababa using these channels we can create the

awareness and understanding of microinsurance. The experiences gained from iddir provide

some awareness on insurance and the microfinance experience created some understanding about

microinsurance in the population. However, it is still a low level of awareness of microinsurance

in Addis Ababa. Female participation is very low in microfinance institution, as they lack interest

and know how is very shallow, to seeks ways to involve them in the finance sector and provide

products in both micro finance and insurance would benefit for the creation of a developed

nation.’”

4.3. Fundamental factors for demand or lack of demand for microinsurance.
The 2nd specific objective was to Identify and understand fundamental factors for demand or lack

of demand for microinsurance. To achieve these objective different factors that affect demand

have been analyzed in this study. The results are shown below.

Table 11: linear regression analysis
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As shown in Table 11. The result of the linear regression shows that the R squared value was

86.7% indicating a strong model fit. The price change effect on micro insurance product as per

respondents’ the results shows that (β=0.214, p< 0.000) this means on average for every change

on price the demand for microinsurance increase by 0.214. Indicating positive significance

relationship between price and demand for microinsurance. the transaction cost effect on

respondents’ results shows that (β=0.130, p< 0.000) this means on average for every change on
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transaction cost the demand for microinsurance increase by 0.130. Having a positive significance

relationship between transaction cost and demand for microinsurance. The risk aversion and

quality of product on respondents’ significance level shows (β=-0.380, p< 0.000) meaning a

positive significance relationship between risk aversion and quality of the product and demand

for microinsurance. The trust in insurance of respondents’ significance level shows (β=-0.254,

p< 0.000) meaning a positive significance relationship between trust in insurance and demand for

microinsurance. The capacity to pay of respondents’ results shows that (β=0.292, p< 0.000)

Indicating positive significance relationship between capacity to pay and demand for

microinsurance. The awareness level of respondents’ results shows that (β=0.094, p< 0.000) this

means on average increase in awareness level means the demand for microinsurance will also

increase by 0.094. Indicating positive significance relationship between awareness level and

demand for microinsurance.

This research also analyzed the significance level of control variables on demand of

microfinance. The control variables relation with demand for microinsurance as shown in Table

11. The age of respondents’ results shows that (β=0.004, p< 0.844) this means on average for

every additional age the demand for microinsurance increase by 0.004. Indicating positive but no

significance relationship between age and demand for microinsurance. the Sex of respondents’

results shows that (β=0.034, p< 0.132) this means on average for every change on sex the

demand for microinsurance increase by 0.034. Having a positive but no significance relationship

between sex and demand for microinsurance. The education level of respondents’ significance

level shows (β=-0.010, p< 0.668) meaning a negative but no significance relationship between

education and demand for microinsurance. The occupation of respondents’ significance level

shows (β=-0.007, p< 0.773) meaning a negative but no significance relationship between

occupation and demand for microinsurance. The Marital status of respondents’ results shows that

(β=0.004, p< 0.844) Indicating positive but no significance relationship between marital status

and demand for microinsurance. The income of respondents’ results shows that (β=0.015, p<

0.541) this means on average increase in income means the demand for microinsurance will also

increase by 0.015. Indicating positive but no significance relationship between income and

demand for microinsurance. The Microfinance institution membership status of respondents’

results shows that (β=-0.010, p< 0.541) this means on average for every change in membership

of microfinance institution the demand for microinsurance will also decrease by 0.015.
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Indicating negative but no significance relationship between income and demand for

microinsurance. The Iddir membership status of respondents’ results shows that (β=-0.019, p<

0.432) this means on average for every change in membership of iddir the demand for

microinsurance will also increase by 0.019. Indicating positive but no significance relationship

between income and demand for microinsurance.

To summarize our findings price factors, transaction cost factors, risk aversion and quality of

product, trust in insurance, capacity to pay and awareness level have significant relationship with

demand for microinsurance. However, the control variables like age, sex, education, occupation,

marital status, income, microfinance and iddir membership status do not have significant impact

on demand for microinsurance.

Qualitative data collected on what factors mainly affect low-income households to purchase or

not purchase microinsurance products through focus group discussion and interviews have been

thematically analyzed. In the focus group discussion five points where raised, lack of awareness

and understanding, affordability, trust and credibility, accessibility, social and cultural factors.

As per one of the participants in interview discussed,” the lack of awareness in the

community is a major challenge for demand in microinsurance I haven’t heard of any

product that’s being sold yet. I believe lack of accessibility and information on the

products could play a major role on determining the demand. Due to trust and credibility

many people don’t want to buy microinsurance products the perceived value for

microinsurance products in very low. They are seen as luxury products. Why insure

yourself when you don’t have much huh? On top of that many people are iddir and equib

members, so I don’t think they want/ need to be insured by microinsurance. What extra

benefits microinsurance products offers need to be explained for us to purchase them.”

In the focus group discussion lack of awareness and understanding as the primary barrier to

purchasing microinsurance. The other concerns for low-income households were affordability.

Trust and credibility issues with insurance providers also play a major role as per the participants.

Limited accessibility to suitable microinsurance products and Social and cultural factors, such as

a preference for informal support networks are other factors that affect the demand for

microinsurance.
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4.4. Assessing Willingness to pay
The 3rd specific objective addressed was assessing the willingness to pay by low-income

households and the potential demand for microinsurance.

Table 12: contingent analysis

As shown in Table 12. The Price change effect on respondents’ results shows that (β=-0.263, p<

0.000) indicating positive significance relationship between price and willingness to pay for

microinsurance product. The transaction cost effect on respondents’ results shows that (β=-0.160,

p< 0.000) indicating positively significance relationship between transaction cost and willingness

to pay for microinsurance product. The risk aversion and quality of product effect on

respondents’ results shows that (β=0.465, p< 0.000) this means on average for every change in

risk aversion and quality of product, the willingness to pay will also increase by 0.465. Indicating
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positive significance relationship between risk aversion and quality of product with willingness

to pay for microinsurance product. The trust in insurance of respondents’ results shows that

(β=0.312, p< 0.000) indicating positive significance relationship between trust in insurance and

willingness to pay for microinsurance product. The capacity to pay of respondents’ results shows

that (β=0.035, p< 0.000) indicating positive significance relationship between capacity to pay

and willingness to pay for microinsurance product. The awareness level of respondents’ results

shows that (β=0.114, p< 0.000) indicating positive significance relationship between awareness

level and willingness to pay for microinsurance product.

To summarize our finding, the capacity to pay do not have significant relationship with

willingness to pay. The price factor, transaction cost factor, risk aversion and quality of product,

trust in insurance, capacity to pay, and awareness level have significant relationship with

willingness to pay.

Qualitative data collected on willingness of low-income households to pay for microinsurance

products throw focus group discussion and interviews have been thematically analyzed. In the

focus group discussion five points where raised, perceived value, affordability, trust and

credibility, product design, and payment options.

In the focus group discussion perceived value and benefits of microinsurance products influence

willingness to pay as per participants. The affordability concerns can be addressed through

flexible payment options and tailored product designs could also affect the willingness to pay.

Trust and credibility in insurance providers and products play a crucial role in willingness to pay,

product design should also cater to the specific needs and circumstances of low-income

households.

In support of this, as per on of the participants in interview mentioned that “willingness to pay is

highly affected by the perceived value of low-income population as they see it as a luxury

product. So, benefits of the microinsurance products should be briefly explained to the customers

and create awareness throw social media, tv and so on. The payment should be low and, if

possible, should cover the loss. As per my experience usually when the father or mother (family

supporter) passes away usually the kids can’t afford to survive so they go to relatives and

become a burden they can’t carry as the microinsurance companies could provide products that



48

could cover at least the education for the children’s so they can learn and start supporting

themselves. The institution should be trust worth and provide it is essential to be credible.”

Chapter 5

5. Conclusion and recommendations

5.1. Conclusion

The data assessed showed that the awareness of microinsurance among low-income households

is above moderate or high. However, in the interviews held and focus group discussion, the

overall awareness and understanding of microinsurance among low-income households show

there is a low awareness level. In support of this Churchill, C., & Matul, M. (2012). Calm that

there is generally low awareness of microinsurance among low-income populations, which may

be due to a lack of understanding of insurance concepts, low levels of financial literacy, and

limited access to information. The accessibility challenges due to limited distribution channels

and product availability was also discussed as another reason for lack of awareness for

microinsurance products in the focus group discussion. Leach, J., & Ncube, S. (2016) They

emphasized on the challenges of making microinsurance accessible to low-income populations,

particularly in terms of distribution channels. It notes that traditional distribution channels, such

as insurance agents or brokers, may be too costly for microinsurance providers, and that

alternative channels, such as mobile phones or community-based organizations, may be more

effective.

The focus group agreed the marketing efforts need improvement with a focus on targeted and

culturally sensitive messaging. Cohen, M., & Young, M. R. (2007) also discuss on their research

the importance of culturally sensitive messaging in marketing microinsurance to low-income

populations. they note that effective marketing may require an understanding of local customs

and beliefs, as well as the use of clear and simple language that is easily understood by the target

audience. Other point raised on focus group discussion was the trust issues, due to a lack of

familiarity with insurance providers, Socio-cultural barriers such as traditional reliance on

community support systems like iddir could be reason to lack perceived value for microinsurance

products. Wipf, J., & Garand, D. (2010) highlights the importance of trust in building awareness

and demand for microinsurance. It notes that low-income populations may be skeptical of

insurance providers, particularly if they have had negative experiences with insurance in the past.
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To address this, microinsurance providers may need to focus on building relationships with their

clients and demonstrating their reliability and trustworthiness over time.

The finding of this research on factors for demand or lack of demand for microinsurance, shows

that price factors, transaction cost factors, risk aversion and quality of product, trust in insurance,

capacity to pay and awareness level have significant relationship with purchase of

microinsurance products. However, the control variables like age, sex, education, occupation,

marital status, income, microfinance and iddir membership status do not have significant impact

on demand for microinsurance. In support of this the focus group discussion and interviews show

lack of awareness and understanding as the primary barrier to purchasing microinsurance.

The other concerns for low-income households were affordability (price and transaction cost).

Trust and credibility issues with insurance providers also play a major role as per the participants.

Limited accessibility to suitable microinsurance products and Social and cultural factors, such as

a preference for informal support networks are other factors that affect the demand for

microinsurance. Giné, X., Menand, L., Townsend, R., & Vickery, J. (2012) highlights the

importance of price and transaction costs in determining demand for microinsurance. It notes that

microinsurance products must be affordable for low-income populations and that transaction

costs, such as administrative fees or premiums, must be kept low to make the products accessible.

Clarke, D. J., & Dercon, S. (2016) emphasizes the importance of risk aversion and the quality of

microinsurance products in driving demand. It notes that low-income populations may be

particularly risk-averse and that microinsurance products must offer a high degree of protection

and be perceived as reliable and trustworthy to be effective. Cai et al. (2009) examine trust and

credibility issues as a barrier to purchasing microinsurance. They find that individuals may be

less likely to purchase insurance from providers they do not trust, and that building trust can

increase demand for microinsurance. Arora, S. (2010) converse the importance of capacity to pay

and awareness level in determining a demand for microinsurance. It notes that low-income

populations may not have the financial resources to pay for insurance or may be unaware of the

benefits of insurance. To address this, microinsurance providers may need to focus on

developing affordable products and effective marketing campaigns to raise awareness. Banerjee

and Duflo (2011) highlight the lack of awareness and understanding of microinsurance products

as a significant barrier. They argue that individuals may not understand the benefits of

microinsurance or may not trust insurance providers, leading to low demand. Bhatt and Sinha
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(2012) focus on affordability concerns as a barrier to purchasing microinsurance. They suggest

that low-income individuals may view microinsurance as an additional expense they cannot

afford, and therefore may be reluctant to purchase it.

This research finding indicated that the capacity to pay do not have significant relationship with

willingness to pay. The price factor, transaction cost factor, risk aversion and quality of product,

trust in insurance, capacity to pay, and awareness level have significant relationship with

willingness to pay. In the focus group and interviews discussion perceived value and benefits of

microinsurance products influence willingness to pay as per participants. Akter et al. (2009)

explores the potential for a commercially viable market for crop insurance in rural Bangladesh.

They find that farmers perceive crop insurance as valuable because it provides a safety net

against the risk of crop failure and helps to stabilize income.

The research found other concern was the affordability. it can be addressed through flexible

payment options and tailored product designs could also affect the willingness to pay. Giné and

Yang (2009) focus on the role of price and transaction costs, finding that reducing transaction

costs and offering insurance products at lower prices can increase demand for microinsurance.

Loewe (2013) discusses the role of microinsurance in helping people cope with risks. She notes

that the affordability of microinsurance and flexible payment options are important factors in

making insurance accessible to low-income households. Trust and credibility in insurance

providers and products play a crucial role in willingness to pay. Tadesse and Gelaw (2015)

examine the demand for health insurance in Ethiopia. They find that trust and credibility in

insurance providers are key factors in determining whether individuals will purchase insurance.

product design should also cater to the specific needs and circumstances of low-income

households. Karlan et al. (2014) look at the impact of tailored product designs on agricultural

decisions in Ghana. They find that providing insurance products that are specifically designed to

meet the needs of low-income households can lead to increased uptake of insurance and better

risk management strategies.

5.2.Recommendation

Conduct market research to identify the specific needs and preferences of clients and iddirs

regarding microinsurance products, and tailor the products accordingly. Need to conduct a

feasibility study on micro insurance products. Before launching any micro-insurance products, it

is important to conduct a feasibility study to determine the viability of the products. This study
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should include an analysis of the target market, the types of risks that the products should cover,

and the pricing and distribution models that would work best.

Developing simple products is essential. Micro-insurance products should be simple and easy to

understand for the target market. The products should be designed so that they can be sold

through simple distribution channels, such as mobile phones, agents, and community-based

organizations.

Develop partnerships and collaborations between microfinance institutions and iddirs to increase

awareness and promote the uptake of microinsurance products. Arranging partnerships between

microfinance and microinsurance institutions, local organizations, cooperatives, and other

community-based organizations. Increase the availability of microinsurance products in remote

areas, by expanding the branch network or partnering with iddirs to provide access to these

products. this can help increase the outreach and distribution of microinsurance products.

Educate the market and create awareness. There is a need to educate the target market about the

importance of insurance and how it can help them mitigate risks. This can be done through

awareness campaigns, community outreach programs, and partnerships with local organizations.

There is also a need to address the gender imbalance in the industry and ensure that female

employees and clients are adequately represented and catered to.

Develop risk management strategies to address the risk of default on loans and ensure the

sustainability of microinsurance products. Need to leverage technology. Technology can play a

crucial role in making micro-insurance products more accessible and affordable. For example,

mobile technology can be used to sell and distribute insurance products, as well as to process

claims quickly and efficiently.

Develop a regulatory framework. A regulatory framework should be developed to ensure that the

micro-insurance products are transparent, fair, and accessible to the target market. This

framework should include guidelines for pricing, distribution, and claims processing.

By implementing these recommendations, it will be possible to increase the uptake of micro-

insurance products in Addis Ababa, which will help mitigate risks for the target market and

contribute to the overall economic development of the region.
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Timetable

Activities Month

Apr May June

Acceptance of research proposal 15/04/2023

Talk with advisor 25/04/2023

Development research tools 5/05/2023

Sample selection and talk with an

advisor

10/05/2023

Pilot study 12/05/2023

Validation of equipment 15/05/2023

Publication on social media 15/05/2023

Data collection 31/05/2023

Data entry and analysis 5/06/2023

Thesis report writing 10/06/2023

Finalizing draft report 13/06/2023

Finalizing Final report 12/10/2023
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Budget

Activities Amount

Travel and refreshment 5,000

Material and supplies 7,000

Data collection, publication on social media 10,000

Printing 5,000

Total cost 27,000
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Appendix
Interview Questions.

- Can you provide an overview of the current level of awareness about micro insurance among

low-income households in your region/country?

- In your experience, what are the main reasons why low-income households may not purchase

micro insurance?

- On the other hand, what are the key factors that can encourage low-income households to

purchase micro insurance?

- Based on your experience, what is the typical amount that low-income households are willing

to pay for micro insurance?

- Are there any specific types of micro insurance products that are more appealing to low-income

households?

- From your experience, which sectors do you think microfinance institutions are most involved

in that require insurance for their clients?

- Can you give some examples of how micro insurance has helped microfinance institution

clients in these sectors?

- In your opinion, how can Iddirs play a role in increasing the awareness and demand for micro

insurance among their members?

- Have you seen any successful examples of Iddirs offering micro insurance to their members? If

so, can you describe the benefits and challenges of this approach?
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የጽሁፍመጠይቅ
በቅድሚያ በዚህመጠይቅ ላይ ለመሳተፍ ፈቃደኛ በመሆንዎ አመሰግንዎታለሁ፡፡ እኔ አማኑኤል ደመላሽ እባላለሁ፡፡
በአዲስ አበባ ዮኒቨርስቲ ፣የሪጅናል እና ሎካል ዴቨሎፕመንታል ስተዲስ ኮሌጅ የማስተርስ ፕሮገራም 2ኛ ዓመት
ተማሪ ነኝ፡፡ በዚህ አመት ለምረቃ የሚያበቃኝን የምርምር ጽሁፍ በማዘጋጀት ላይ እገኛለሁ፡፡ የጥናቴ ርእስም
Critical Assessment of Demand for Microinsurance: the Case of Addis Ababa ነው፡፡ እርስዎም በዚህ ጥናት
ውስጥ ለተዘጋጀው የጽሁፍመጠይቅመላሽ ሆነው ተመርጠዋል፡፡ በመጠይቆቹ ላይ ለሚሰጡአቸውምላሾች
ትክክለኛነት እምነቴ የጸና ነው፡፡ የሚሰጡትምላሽ ከዚህ የጥናት አላማውጪለሌላ ለምንም ነገር እንደማይውል
አረጋግጥልዎታለሁ፡፡ ለቀረቡት ጥያቄዎች የሚመስልዎትን ይህንንምልክት በማድረግ ይመልሱ፡፡ ( )
https://forms.gle/1p5Gib4NmqteE2Mq6

1. ዕድሜ *

( ) 18 – 30
( ) 30 – 45
( ) 45 - 55
( ) >55

2. ጾታ *

( )ወንድ
( ) ሴት

3. የትምህርት ደረጃ *

( )መጻፍናማንበብ
( )ሁለተኛ ደረጃን ወይም ሰርተፍኪት የጨረሰ
( ) የመጀመሪያ ዲግሪ ወይምዲፕሎማ ያለው
( )ሁለተኛ ዲግሪ ወይም ከዛ በላይ ያለው

4. የስራሁኔታ *
( ) የግል ስራ
( ) የመንግስት ተኳም ተቀጣሪ
( )መንግስታዊ ያልሆነ ድርጅት
( ) የግል ድርጅት ተቀጣሪ
( ) ስራ አጥ
Other:

5. የጋብቻሁኔታ *

( ) ያገባ
( ) ያለገባ
( ) ፍቺ

6. የወር ገቢ*

https://forms.gle/1p5Gib4NmqteE2Mq6
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( ) 0-2000
( ) 2000-5000
( ) 5000-15000
( ) 15000-30000
( ) >30000

7. የማይክሮ ፋይናንስ አባል ኖት?

( ) አዎ
( ) አይ

8. የትኛው የማይክሮ ፋይናንስ አባል ኖት?

( ) አዲስ ብድር እና ቁጠባ
( ) አጋር
( ) አዋጭ
Other:

9. የእድር አባል ነዎትን? *

( ) አዎ
( ) አይደለሁም

10. የእደር አባል ከሆኑ ምን ያህል ጊዜ ሆኖዎታል?

( ) 0-3 አመት
( ) 3-7 አመት
( ) 7-10 አመት
( ) >10 አመት

11. የእደር አባል በመሆን የሚገኝጥቅምምንድን ናቸው? (ከአንድ በላይምርጫመምረጥይችላሉ)*
( )ማህበራዊ ድጋፍ
( ) ቁጠባ
( ) የግንኙነት ስንሰለት ለመመስረት
( ) በማህበረሰቡውስጥመተማመንን ለማኖር

12. በማይክሮ ኢንሹራንስ () መሸፈን የሚገባውሆኖግን ሳይሸፈን በመቅረቱ ያጋጠመዎት ጉዳት
ወይምኪሳራ አለን? *

( ) አዎ
( ) የለም

13. ለጥያቄ ቁጥር ዘጠኝመልስዎ አዎ ከሆነ እድርዎ ያጋጠመዎትን ጉዳትወይምኪሳራ ሸፍኖሎታልን?

( ) አዎ
( ) አልሸፈነልኝም

14. ስለማይክሮ ኢንሹራንስ (አነስተኛ እናጥቃቅን የመድን ሽፋን) ከዚህ በፊት ሰምተው ያውቃሉ?*
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( ) አዎ
( ) አልሰማሁም

15.ምርጫዎ አዎ ከሆነ ከሚከተሉትውስጥ በየትኛውመንገድሊሰሙቻሉ? (ከአንድ በላይምርጫ
መምረጥይችላሉ) *

( ) ከማይክሮ ፋይናነስ ተቋም
( ) ከማህበረሰብ ድርጅቶች
( ) ከጓደኞቼና ቤተሰቦቼ
( ) ከመድህን (ኢንሹራነስ) ድርጀቶች
Other:

16. የማይክሮኢንሹራንስን (አነስተኛ እና ጥቃቅን የመድን ሽፋን) እንዴትይረዱታል? (ከአንድ በላይ
ምርጫመምረጥይችላሉ) *

( ) ለዝቅተኛ ገቢ ላላቸው ሰዎች የተቋቋመ
( ) በገንዘብ ዙሪያ ለሚደርሱ አደጋዎች ከለላና ድጋፍ የሚሰጥ
( ) አነስተኛ ክፍያ እና ቀላል የመድን ሽፋን
( ) ለታወቁ ክንውኖች የክፍያ ሽፋን የሚሰጥ
Other:

17. ከዚህ በፊት የማይክሮኢንሹራንስ (አነስተኛ እናጥቃቅን የመድን ሽፋን) አባል ሆነውወይም
ገዝተውያውቃሉን? *

( ) አዎ
( ) አላውቅም

18. ገዘተውወይመ አባል ሆነው የማያውቁ ከሆነመክንያቱምንድን ነው? (ከአንድ በላይምርጫ
መምረጥይችላሉ)*

( ) የግንዛቤ እጥረት ወይምውስብስብነቱ
( ) ክፍያው ከፍተኛ በመሆኑ
( ) ዝቅተኛ ግምት በመስጠት
( ) አመኔታን ማጣት
Other:

19. የማይክሮኢንሹራንስ (አነስተኛ እናጥቃቅን የመድን ሽፋን) ጥቅሞችምንድን ናቸው? (ከአንድ
በላይምርጫመምረጥይችላሉ) *

( ) ካልተጠበቁ ክንውኖችመጠበቅ
( ) ለተሻለጤና ጥሩ ሁኔታን የሚፈጥርመሆኑ
( ) ባልተጠበቁምክንያቶች ለሚከሰቱ ፣ ከፋይናነስ እጥረቶች ጋር የተገናኙጭንቀቶችን የሚታደግመሆኑ
( ) በራስመተማመንን ያሳድጋል
Other:
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20. የማይክሮኢንሹራንስ (አነስተኛ እናጥቃቅን የመድን ሽፋን) ለመግዛት የሚያጋጥሙ
ተግዳራቶች? (ከአንድ በላይምርጫመምረጥይችላሉ) *

( ) ከማይክሮፍ ኢንሹራንስ (መድን) የሚገኙ ጥቅሞችንናውጤቶችን ላይ የግንዛቤ እጥረት
( ) ክፍያውን ከፍሎ ለመግዛት የገቢውስንነት
( ) ኢንሹራንሱን ከሚያቀርቡት ጋር ያለው የግንኙነትመንገድ በቂ ያለመሆን
( ) በኢንሹራንስ ካምፓኒው ላይ እምነትማጣት
Other:

21.ማይክሮኢንሹራንሱን ለመግዛት ስያስቡ በውሳኔዎ ላይ አዎንታዊምሆነ አሉታዊተጽእኖ
የሚያሳድሩብዎት ነገሮችምንድን ናቸው? (ከአንድ በላይምርጫመምረጥይችላሉ) *

( ) የኢንሹራንሱ የምርትውጤቶች ተገቢነትና ጠቀሜታ ላይ ያለ አረዳድ
( ) የመግዛት አቅምማነስ
( ) የመድህኑ አቅራቢ ተአማኒነትና ተገቢነት
( ) የኢንሹራንሱ የምርትውጤት፣ ተደራሽነትና ተስማሚነት እንዲሁም የስርጭትመስመሮች
Other:

22. ማይክሮኢንሹራንስን (አነስተኛ እናጥቃቅን የመድን ሽፋን) ላለመግዛትምክንያት የሆኑ አዘናጊ
ምክንያቶችምንድን ናቸው? (ከአንድ በላይምርጫመምረጥይችላሉ) *

( ) በኢንሹራንሱምርቶች ላይውስን የሆነ እውቀትና ግንዛቤመኖር
( ) ኢንሹራንስ ቅድሚያ የመስጠት ወይምተገቢ ነውብሎ ለመውሰድ የተዛባ እምነትና ግንዛቤ
( ) በመድህን አቅራቢው ላይ እምነትንማጣት
( ) ከፍተኛ ክፍያመጠን
Other:

23. በእድርዎ አማካኝነት የማይክሮ ኢንሹራንስን (አነስተኛ እናጥቃቅን የመድን ሽፋን) ግዥ ቀርቦልዎት
ቢሆን የተሸለው አማራጭይሆን ነበርን? *

( ) አዎ
( ) አይደለም

24. ለማይክሮ ኢንሹራንስን (አነስተኛ እናጥቃቅን የመድን ሽፋን) ለመግዛትምን ያህል ፍላጎት
አሎት?*

( ) በጣም ከፍተኛ
( ) ከፍተኛ
( ) አነስተኛ
( )ምንም ፍላጎት የለኝም

25. የትኛውን የማይክሮኢንሹራንስን (አነስተኛ እና ጥቃቅን የመድን ሽፋን) አይነት ለመግዛት
ፍላጎትዎ ከፍተኛ ነው? (ከአንድ በላይምርጫመምረጥይችላሉ)*
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( ) የጤናመድን
( ) የህይወትመድን
( ) የንብረት እና የተለያዪ ስራዎች የመድን ሽፋን
( ) የቁጠባ ሂሳብ፣ ብድርና ጥቅል አገልግሎቶች የመድን ሽፋን
Other:

26. በማይክሮ ኢንሹራንስ (አነስተኛ እናጥቃቅን የመድን ሽፋን) የተከፈለ ኪሳራ
አጋጥሞትያውቃሉን?*

( ) አዎ
( ) የለም

27. በማይክሮ ኢንሹራንስ (አነስተኛ እናጥቃቅን የመድን ሽፋን) ሊከፈል የሚችልኪሳራ ሆኖምመድን
ሽፋን ባለመግዛቶ ሳይከፈል የቀረ አጋጥሞት ያውቃሉን?*

( ) አዎ
( ) የለም

28. ወደፊት ሊያጋጥምዎት የሚችል ኪሳራ ለመሸፈን የማይክሮኢንሹራንስ (አነስተኛ እናጥቃቅን
የመድን ሽፋን) የመግዛት ፍላጎት አለዎትን?*

( ) አዎ
( ) የለኝም

29. እድርዎ የማይክሮኢንሹራንስ (አነስተኛ እናጥቃቅን የመድን ሽፋን) ሽፋኖችን ለአባሎቹቢሸጥ
እምነት ይኖሮታል? *

( ) አዎ
( ) አይኖረኝም

30.ማይከሮኢንሹራንስን ለልሎች ተጠቃሚእንዲሆኑ ይመክራሉ? *

( ) አዎ
( ) አይ

31. የማይክሮኢንሹራንስ ለማሻሻልጠቀሚ ነው የሚሊት ሀሳብ ካሎት
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