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Introduction

Despite being heavily underfinanced, micro, small and medium enterprises 
(MSMEs) are integral drivers of economic growth and contribute substantially to 
employment and innovation. They account for 50% of global employment and 90% 
of all businesses. MSME’s are also exposed to a wide range of risks. They struggle 
more than larger businesses to cope with these due to a combination of factors 
including, limited resources, an exposed environment, and a lack of skills and 
tools to manage them. Insurance can help MSMEs better manage risks, enable 
them to access a greater variety of risk management tools (including loans and 
savings), and give them confidence to take more productive, perhaps riskier, 
investment decisions.
Insurers have found it difficult to find partners that can aggregate MSMEs, though lenders are often the primary 
starting point. In this brief we explore, why lenders are ideally suited to distribute insurance to MSMEs, what type of 
risks they should cover, what role they can play in the insurance value chain, and what they need to consider when 
serving this market segment (as opposed to individuals and households).
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Lenders as a distribution channel for MSME insurance  
In this brief, we consider a lender as a public or private financial institution that makes funds available to 
a person or business with the expectation that the funds will be repaid with interest rates or fees. Banks, 
microfinance institutions (MFIs), credit unions, and Savings and Credit Cooperative Organisations (SACCOs) 
are some lending institution types that cater to MSME businesses in different ways. New digital lenders or 
online platforms do not fall into this definition, and these are addressed in a different brief.

Lenders are ideally suited to act as distributors of MSME insurance because of their existing relationships 
with MSMEs. They are known and trusted by clients and already have established platforms, systems and 
processes to facilitate financial transactions. Lenders that offer business loans may also have privileged 
access to start-ups and small companies. They are also well-positioned to develop product bundles that 
encourage lending, protect assets and help avoid bankruptcies. For example, commercial loans with 
credit insurance and loans with property or goods in-transit coverage. And, they are in a good position to 
maintain relationships with MSMEs as they grow and face bigger, more varied risks because they are able to 
better identify and meet changing needs.

These factors make lenders natural partners for insurers looking to tap into the MSME market segment. 
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From a lender’s perspective, several factors make 
insurance a valuable addition to their product portfolio. 

Firstly, insurance protects the lender’s loan portfolio 
by improving the risk profile of its clients. Clients that 
are protected are more likely to continue repayments, 
even during adverse events, thereby ensuring 
consistency and certainty for the financial institution, 
as well as generating more revenue. Secondly, by 
offering insurance a lender may attract new customers 
which, in turn, opens new opportunities for lending. 
Finally, insurance is now a compliance matter for 
lenders. New social and environmental standards 
required by financial institutions’ investors often 
include client protection and reduced vulnerability 
as a component of sustainable lending. Considering 
the growing risks related to climate change, offering 
protection is of increasing importance for both clients 
and lenders. 

There are several types of insurance that can reduce 
the risk of lending to small businesses, allowing 
financial institutions to invest in this segment with 
confidence. Simple credit-linked life and accident 
insurance products are the most common; however, 
almost all kinds of insurance can be bundled with loans 
to reduce risk for both the borrower and the financial 
institution. Examples of existing bundled products 
include loans offered with weather insurance, fire 
insurance, hospital cash insurance and many more. 

The business case for lenders to distribute MSME insurance

Institutions may also choose portfolio-level insurance, 
covering all their debts against specific risks, such as 
natural disasters. This helps lenders ensure liquidity 
when a large event makes a significant number of loans 
difficult to recover. 

Lenders can also consider linking insurance products 
to non-financial risk management measures that may 
encourage good behaviour, consequently reducing the 
likelihood of a certain risk happening. For example, 
the application of telematics to motor insurance. 
Telematics technology monitors real-time driving 
behaviours, which gives the provider an objective 
picture of driving habits and of the key risk factors. 
At the same time, it can encourage more careful 
driving, either because drivers know their behaviour is 
being monitored or because they can get discounts for 
safe driving. Other risk management measures linked 
to different types of insurance products can also be 
investigated.    

Another option is for financial institutions to support 
small businesses through asset-based lending (i.e., 
where the asset being financed serves as collateral 
for the loan), and to protect the relevant asset with 
insurance. An example of this approach is SA Taxi in 
South Africa. (See Box 1) 

Box 1. Asset-based lending and insurance: SA Taxi

SA Taxi in South Africa show how financial institutions can support small business through asset-based lending and insurance. They 
saw a financing and insurance opportunity for the country’s minivan taxi segment. By understanding the risk profile of these small 
business owners, and underpinning the asset throughout its economic life, they could provide them with asset-backed financing. 
Then, in partnership with the minivan taxi industry association, SA Taxi was able to develop a viable insurance product to cover 
the industry.

Khusela Taxi Business Insurance provide comprehensive motor vehicle coverage for accident damage, windscreen damage, 
theft, hijacking, write-offs, and fire, as well as third party, passenger and riot and strike cover. In addition, they also offer an 
instalment protection: if a vehicle is not repaired within seven days of an accident or breakdown, the policy ensures up to 100% 
of the operator’s next credit instalment payment. Should a taxi be stolen, hijacked or damaged within the first six months of 
purchase to the extent that it is unsafe to repair, it will be fully replaced, and a new fleet-tracking unit installed free of charge. 

All this protects not only SA Taxi’s customers, but also the company portfolio itself.
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The Casualty Actuarial Society (CAS) classifies risks faced by businesses into four major categories. These are hazard 
risks, financial risks, strategic risks and operational risks (see table below). Of these four categories, hazard and 
financial risks can be managed through insurance.

Typical MSME risks that can be covered

When it comes to micro and some small businesses, it may be difficult to distinguish between the risks faced by 
the individual (business owner) and those faced by the enterprise itself. Should the lender offer protection to the 
individual or to the business? One way to decide is to ask the question “what is the productive activity that we want 
to protect?” and then assess the risks that are most likely to threaten that activity. MiCRO uses this approach to design 
products for both entrepreneurs of micro businesses as well as small and medium enterprises in Latin America. (See 
Box 2). 

Hazard risks Hazard risks are unexpected events that are out of the control of the business and can cause 
harm to it. For example, a fire, theft, disease or liability claim.

Financial risks Financial risks relate to changing prices or foreign exchange rates, problems managing liquidity 
or accessing credit, inflation and so on.

Operational risks Operational risks are largely within the business’s control. These include not having the 
necessary IT or human resources and so on.

Strategic risks Strategic risks are environmental risks that require businesses to make more long-term 
decisions. For example, a new competitor, changes in consumer preferences, reputational 
damage, or regulatory or political changes.

Box 2. Protecting specific productive activities: MiCRO

The Latin American reinsurer, MiCRO, designs insurance products by assessing the risks that are most likely to threaten the 
productive activity the company wants to protect. They partner  with financial institutions, such as banks, to link parametric 
insurance to loans. In Guatemala, for example, MiCRO offers bank BanRural’s clients “Esfuerzo Seguro.” This is a voluntary, 
index-based insurance that protects entrepreneurs against business interruption due to earthquakes, excess rainfall and drought. 
Focusing on ‘business interruption’ makes the product more relevant to a larger group of entrepreneurs, not only smallholder 
farmers. Any individual who has credit from BanRural of up to approximately USD 10,000, for either agricultural or non-
agricultural activities, and for a maximum of two years can decide to purchase this insurance.
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Explore aggregation and alternative data sources. 
The credit appraisal process is generally very similar 
for MSMEs across sectors, but risks among them may 
differ. So, in order to design products that best serve 
MSMEs, it is important that lenders do not treat them 
as a homogenous group. Lenders can separate based 
on several factors, such as value chains or economic 
activity. 

The lack of formal records may make it difficult for 
lenders to fully assess the risk exposure of businesses. 
In such instances, lenders can look at alternative data 
sources, such as those being used in the new credit 
appraisal processes. A subset of those, such as phone 
or social network data, could be analysed to identify 
and assess risk exposure, though data privacy and 
consumer protection issues need to be considered. 
More traditional forms of consumer research, such as 
focus group discussions or in-depth interviews, may also 
provide insight into the risks. 

However, whilst it is necessary to conduct market 
research across individual value chains to understand 
the risks faced, the final product offering will need to 
be standardised to achieve scale. It may be possible to 
offer some customisation, such as the type of benefits 
that can be included, so that MSMEs can pick those that 
are most relevant for their sector. 

Explore multi-risk covers, even if they offer partial 
cover. It may be difficult to customise products, 
especially bundled ones, for every client MSME if they 
face different risks. Most of the insurance providers 
interviewed for the International Labour Organisation’s 
(ILO) Impact Insurance Facility paper “Insurance for 
small businesses” said that a product covering multiple 
risks was more attractive to small businesses than 
single covers. And indeed, the most successful products 
tend to cover several risks. 

Important considerations for lenders interested in 
distributing MSME insurance

This does not necessarily mean very expensive 
coverage offering high benefits across several risks. 
Even limited covers for certain risk types can be 
attractive to small businesses owners. They usually 
prefer limited protection across a range of risks with a 
high probability of occurring than more comprehensive 
coverage on a single risk that may never occur. 
Together with the insurer, lenders must assess whether 
it makes sense to start with specific products that may 
have limited scale, or with more generic products that 
reach more clients quicker. Kshetriya Gramin Financial 
Services (KGFS), a non-banking financial institution in 
India, adopts an interesting approach when it comes to 
product customisation. (See Box 3.) 

Examples of other bundled products that can be offered 
by lenders include:

• Fire and personal accident insurance

• Life, disability and credit health insurance

• Property, fire, terrorism and political violence 
insurance

• Property insurance for machinery and tools and 
personal accident cover (particularly relevant for 
farmers)

• Personal accident, fire, natural catastrophe and 
cash in transit

Box 3. Pre-prepared insurance covers: KGFS

KGFS, a non-banking financial institution in India, offers sets of pre-prepared insurance products underwritten by Future Generali. 
Risks covered include fire, natural disasters, riots, burglary, breakdown of machinery, damage to electronic equipment, personal 
accident for the insured and their employees, tenants’ legal liability, workers’ compensation, public liability, loss of money in 
transit or at business location, fidelity guarantee, loss of bicycles and loss of neon signs. However, these elements are bundled 
together differently depending on the type of business and location. KGFS uses algorithms that analyse available information 
about the business and recommends insurance products based on their needs. This enables them to provide relevant coverage to 
all their clients at lower prices, since clients do not need to pay for products that are not relevant to their business.

https://development.asia/explainer/heres-how-alternative-credit-scoring-can-improve-poors-access-loans
https://development.asia/explainer/heres-how-alternative-credit-scoring-can-improve-poors-access-loans
http://www.impactinsurance.org/sites/default/files/Paper 43.pdf
http://www.impactinsurance.org/sites/default/files/Paper 43.pdf
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Invest in training, find the right incentives and 
monitor performance. Lenders often have specific 
business units catering to the MSME segment. But, as 
insurance may not be a priority when compared to 
loans (more sales time, potential lower commissions), 
it is important to offer the right training and incentives 
to ensure that staff also promote risk protection cover. 

If agents are not familiar with insurance, there is a 
risk that they might mis-sell products (especially if 
they are composite and bundled) or incorrectly explain 
the benefits. So on-going staff training is crucial. 
Experiential training - allowing sellers to learn by 
doing - can help improve staff knowledge and create 
a belief in the value of insurance. This can be done 
through role play and games, giving sellers a safe space 
to understand concepts, practice selling, get targeted 
feedback and build confidence. The approach can be 
cost-effective as trainees experience the sales process 
sooner, thus potentially reducing mis-sales in the longer 
term. 

When it comes to incentives, it is important to find 
a balance between financial and non-financial ones. 
While financial incentives, such as commissions, are 
expected, they may not be sufficient. Non-financial 
incentives, for example offering periodic prizes or 
providing additional professional development to top 
performers, can help improve sales quality and focus 
staff on the lender’s long-term objectives. They can 
also provide additional motivation when financial 
incentives are considered too small. 

In order to recognize employee achievement, it 
is necessary to monitor performance. This is why 
lenders should also include insurance metrics in staff’s 
performance indicators. For example, the volume of 
insurance enrolment, renewal rate (assuming that 
renewals are a sign of customer satisfaction and not of 
mis-selling) and/or customer complaints.

Lenders can play a crucial role in reducing the 
vulnerability of MSMEs and improving their risk profile. 
The benefits to both the MSME and the lender provide 
a clear business case to serve this large, untapped 
market. However, given the diversity of risks faced 
by MSMEs and the segmentation within this market, 
lenders should consider the recommendations outlined 
above to maximise their potential and increase impact. 

Conclusion
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