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cases. When Al is paired with OCR(optical character recognition), information from
uploaded documents (such as drug calculations and police reports) can be extracted
and validated to ensure consistency and reliability. This reduces human error and
accelerates the claim process, reducing frauds by minimizing opportunities for
manipulation.
5.  Enhanced Customer Profiling

Al integrates data from a variety of social media, public records, and even loT
devices such as Smart-Home sensors to create detailed customer profiles. This overall
perspective helps insurers to assess the reliability of their claims. For example, if a
homeowner reports a burglary but smart lock data shows no unauthorized entry, Al
can raise a red flag. Similarly, a discrepancy between the applicant's reported income
and her lifestyle (derived from online activities) could suggest application fraud.
6. Image and Video Analysis, a subgroup of Al

Computer vision analyzes visual knowledge including requirements such as
damaged properties and photographs of injuries. By comparing these images with
a database of well-known fraud cases, or by using algorithms to identify operations
(such as changes to Photoshop), Al can identify staged or exaggerated claims. With
auto insurance, Al can assess the severity of vehicle damage, oppose the applicant's
story and confirm orientation.

Real-World Example of Al in Insurance Fraud Detection

One powerful use case in the real world of Al addressing this problem is the
collaboration in 2023 between Paris-based Al company “Shift Technology” and a top
U.S. health insurance company. This collaboration shows how Al can transform fraud
detec on, saving signi!cant costs while enhancing e%ciency.

To analyze millions of health insurance claims in real- me, Shi$ Technology's Al-
powered pla&orm was integrated into the insurer's claims processing system. Fraud-
related pa*erns like duplicate billing, exaggerated medical bills, or odd treatment
sequences were found by the system that uses machine learning algorithms. In one
noteworthy instance, a healthcare provider was ""agged by the Al for submi+ng
several claims for the same surgical procedure across several pa ents on the same day.
Aninves ga on into this anomaly revealed a fraudulent scheme that had embezzled
$2.5 million from the insurer over a six-month period. Cross-referencing large datasets,
such as past claims, provider conduct, patient medical records, and even external
data like regional healthcare trends, is one of the Al system's strongest points. It also
examined unstructured data, like claim descriptions or doctor's notes, using natural
language processing to find discrepancies. For instance, in comparison to manual
evaluations, the technology reduced false positives by 30% by identifying instances
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in which physicians billed for sophisticated operations that did not correspond with
recorded patient circumstances.

There were significant advantages to this implementation. The early detection
of fraudulent claims and expedited investigations resulted in an estimated $50 million
in annual savings for the insurer. Customer satisfaction increased as legitimate claims
were processed 40% faster. Additionally, the Al’s continuous learning capability allowed
it to adapt to new fraud tactics, ensuring long-term effectiveness. Shift Technology’s
platform also provided actionable insights through dashboards, enabling human
investigators to focus on high-priority cases.

Benefits of Al in insurance Fraud Mitigation:
The uses of Al in the detection of insurance fraud offers a great advantage.

1.  Costreduction: Reducing fraudulent payments reduces the loss rate for insurance
companies and stabilizes customer premiumes.

2. Efficiency: Al processes process claims faster than manual methods. This will improve
customer satisfaction for legitimate applicants while detecting fraud early.

3.  Scalability: Al systems can handle data volume growth without a proportional
increase in human resources and other resources.

4.  Accuracy: Al goes beyond traditional approaches, minimizing the false positive
aspects (honest claims by fraudsters) and false negatives (lack of actual fraud).

5.  Aggressive Prevention: Predictive analytics shifts the focus from detection to
prevention and reduces the incidence of fraud over time.

Challenges and Limitations
Despite that promise, Al is not a miracle. To maximize its effectiveness, several

challenges need to be addressed.

1. Data Quality and Availability: Al is based on large, accurate data records.
Incomplete or biased data can lead to false predictions and alienate customers
with false accusations.

2. Data Protection Concerns: The use of social media or loT data raises ethical and
legal issues regarding consent and data protection, particularly in accordance
with regulations.

3.  Adversarial Attacks: Sophisticated fraudsters may attempt to “game” Al systems
by feeding them misleading data or exploiting algorithmic weaknesses.

4, Implementation Cost: Al development and integration requires significant
reserve investments that small insurers can stop.
5. Interpretability: Many Al models, especially deep learning systems, act as black

boxes, making it difficult to explain decisions to supervisors or customers.
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6. Evolving Fraud Tactics: Fraudsters improve fraud tactics continuously using
emerging technologies, so continuous updates and retraining are necessary to
stay ahead.

Ethical Considerations

The use of Al in insurance fraud detection also raises ethical dilemmas. Profiling
customers based on predictive models could inadvertently discriminate against certain
groups, such as low-income individuals flagged due to socioeconomic correlations rather
than actual fraud. Transparency is critical: insurers must communicate how Al is used
and ensure customers have recourse if wrongly flagged. Balancing fraud prevention with
fairness and privacy is an ongoing challenge that requires careful oversight.

The Future of Al in Insurance Fraud Mitigation
As for the future, the role of Al should be expanded in combating insurance

fraud. Several trends indicate future possibilities:

1. Integration with emerging technologies: The combination of Al and blockchain
can create anti-operation damage records, while 10T devices (wearables, smart
cars, etc.) provide extensive data for analysis.

2. Explanatory Al: The progress of the interpretable model addresses issues of black
box structure, creation of trusts, and fulfillment of formal requirements.

3.  Joint Al Network: Insurance companies can share anonymized data about
industry consortiums, and school models can be shared for large data records to
recognize organized fraud.

4. Generated Al for Testing: Insurers can use Generated Al to simulate fraud
scenarios, test identification systems, and identify weaknesses.

5. Regulatory Development: Governments can prescribe or standardize the use of
Al in fraud awareness to ensure industry-wide consistency and accountability.

Conclusion

Insurance fraud is a complex and expensive problem that requires innovative
solutions. Artificial intelligence offers a powerful toolkit to mitigate this problem
from enhanced pattern recognition and real-time detection to predictive modeling
and automation. Al's real application shows the tangible benefits of saving billions,
streamlining processes and protecting honest policyholders. However, challenges such
as data quality, privacy and development fraud tiles underscore the need for careful
implementation and continuous improvement. As artificial intelligence (Al) technology
continues to evolve, its significance in combating insurance fraud will only increase,
offering a future where fraudulent claims are identified and prevented before they are
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processed, insurance premiums remain reasonable and confidence in the insurance
industry is restored. For insurers who are open to use emerging technology, ai is not
just a tool—it's a competitive advantage in an industry where trust and effectiveness
are crucial. The path towards a fraud-resistant insurance ecosystem is in motion, and
artificial intelligence (Al) is spearheading the way.

[e]e]e}
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Background

The earliest forms of insurance can
be traced back to ancient civilizations. For
example, the Babylonians, around 1750
BC, developed a system where merchants
would pay lenders an additional sum in
exchange for assurance against the loss of
their goods. Insurance plays a crucial role in
modern economies, providing individuals
and businesses with risk management
solutions that foster financial stability and
resilience.

Insurance can be acknowledged as a tool
for protection. But analysing insurance sector
showed that it has yet to be outreach for the
common people residing in Nepal. In Nepal
the general population are not well educated
and aware about insurance and process to
be benefited from this. It is very important to
know the provision covered by policy and not
covered by policy.

An individual or group must pay a
premium in order for an insurance contract
between an insured party and an insurance
carrier to be completed. Medical supplies
and services, bodily injury, property damage,
fatalities, liability for home ownership
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(homeowners, landlords, and renters), and liability for operating a vehicle are the
most common types of insurance claims.

Claim

A term insurance claim means a request filed by the nominee or the beneficiary
of the policy for the pay-out in the case of the any unfortunate accident that is covered
by policy during the pre-determined term. An insurance claim is a formal request
from the policyholder to their insurance company asking for payment after a covered
incident, such as a hospital stay, a natural disaster, theft, and more.

Claim management has been vital area of the life insurance business. Insurance
of Nepal seems still in infant stage; however the success of insurance companies may
largely depend upon the claim management. The present claim settlement status of
Nepal has been seen in growing stage. Some of the insurers have made tremendous
improvement in paying claim and some companies have made satisfactory growth.

Types of insurance claims

Claim is a request to an insurance company to pay as per terms and condition
under the current insurance policy. In insurance, claims are categorized based on the
type of insurance coverage and the circumstances surrounding the claim.

In non-life insurance, claims can be broadly categorized into partial loss claims
and full loss claims. Both types of claims have different implications for the insured and
the insurance provider. A partial loss claim arises when the insured property or asset
has been partially damaged or lost due to an insured peril (such as fire, theft, natural
disaster, etc.). In this case, the owner can recover a portion of the value of the lost or
damaged property based on the terms of their insurance policy. A full loss claim occurs
when an insured loss results in the complete damage or loss of the insured property or
asset. In this scenario, the value of the lost property is typically paid out to the insured,
depending on the terms of their policy.

In life insurance, claims can typically be categorized into three main types: death
claims, surrender claims, and maturity claims. Each of these claims pertains to different
circumstances and conditions under which policyholders or their beneficiaries can
receive the benefits of the insurance policy.

Understanding the distinctions between these claims is essential for insurance
policyholders to navigate their benefits effectively. Each type of claim is designed to
address specific situations, whether due to partial damage or complete loss in non-
life insurance or various outcomes in life insurance policies, such as death, surrender,
or maturity. Knowing how to approach these claims ensures that insured parties can
receive the financial support they need at crucial times.
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How do insurance claims work?

The process of an insurance claim can vary depending on the type of insurance
(such as health, auto, home, or life insurance) and the rules of the insurance provider.
However, there are common steps typically involved in filing and processing an
insurance claim. Here’s an overview of how insurance claims work:

Understanding the policy: Before filing a claim, it’s important to understand
about insurance policy, including: coverage detail, time limit, deductibles, claim limit
and documents required etc.

Gather important information: Some important information such as: the names
and contact information of those involved, the date of the incident, Insurance policy
numbers of those involved, an incident, accident, or medical report, photos of an
accident, suffered damage to home or property, or experienced a comprehensive, no-
fault incident.

File a claim: Filing a claim can seem daunting, but being organized and informed
can help streamline the process. We always need to refer specific insurance company’s
guidelines for detailed instructions, as claim processes may vary. For further questions
or assistance, consider contacting a representative from respective insurance provider
for guidance tailored to situation.

How insurance claim is paid?

If your insurance provider approves the claim, they’ll remit payment to you or
the service provider. Payment can be in the form of a physical check, direct deposit or
sent directly to the service provider (such as a hospital, auto repair shop or contractor.

Before
filinga
claim

Thinsto be

considered

After While
filinga filinga
claim claim

v

Things to be considered before filing a claim

Before filing an insurance claim, people must manage their insurance actively
so that they are covered all the time. An expired policy is considered inactive, and no
insurance company will settle a claim filed under an expired policy.
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It is important that the nominee details are correct and updated, to ensure that
the insurer knows to whom to make the payment. This is to ensure that the payment
is made to the right person and that there’s no failure on the part of the insurance
company to make the pay out to the correct beneficiary.

An insurance policy is a contract between you and the insurance company.
Understand what it entails, what it does not cover, and the deductibles. If insurance
claimis denied, first review your policy to find out why. Read it carefully from beginning
to end.

Understanding the terms and conditions of insurance policy is just as important
as understanding the details of your policy. Merely knowing the inclusions isn’t enough.
If the condition for which you are requesting a claim is excluded under the policy's
terms and conditions, claim request will be denied.

Things to be considered while filing a claim

Filing an insurance claim can be one of the most frustrating processes during a
peril or following a major accident. In the event that a claim is accepted, the insurance
company will make a payment to the insured or to a recognized interested party on
their behalf.

Proper information about damage or incident that is informed to insurance
company through any means must be registered, make sure they have registered your
claim.

When situation become comfortable, register written claim application in nearest
branch of insurance company. After filing claim insurance company should provide
claim report form. Fill the claim report form. Consequently, two-way communication is
crucial. Company will ask some question about incident so, answer all of their questions
honestly and follow through on the claim settlement process.

Facts such as the date and location of the loss, the property involved in the loss,
witness information and statements, the parties involved, pictures, and so on should
always be included in the initial claims notice.

Filing aninsurance claim can be a complex process, and it's important to approach
it methodically to ensure a successful outcome. It requires careful attention to detail,
organization of documents, preparing for investigation, understanding the settlement
process and staying patient. By following these considerations, anyone can navigate
the process more effectively and increase the likelihood of a successful claim outcome.

Things to be considered after filing a claim

Unfortunately, even when claims are valid, insurance companies still look for
ways to deny claims. That's why we should know the things to be considered to get
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every benefit you deserve. You should keep copies of the originals in case your claim
is questioned or refused. In case of partial loss, original policy paper should not be
submitted.

After filing a claim proper communication with the insurance company must be
maintained. It is generally advisable to inform insurance company before proceeding
with any repairs or maintenance of damage property that is in claim process.

The more information you provide, the less information the company or surveyor
will need to request or dig for later.

Legal provision for claim by NIA

Nepal Insurance Authority (NIA) has published "dFT STl "YhIT AFTGEH, 09"
in order to manage claim procedure. A claim manual serves as a guideline for the
procedures, rules, and requirements associated with processing claims in an insurance
context. While the specific provisions can vary significantly between insurance
companies and different types of insurance, here are some common provisions that
can be found in a claims manual issued by NIA.
Intimation of incident

Intimation of incident to insurance company should be as soon as possible and it
would be known as the date of intimation. If possible written intimation should be given
to insurance company and if not possible verbal communication can be made and later
on written application should be registered. Upon receiving all necessary documents from
the applicant, company should keep written record and process for claim payment. Claim
should be registered in separate claim register by company and provide registration number
to applicant. Record should be kept in electronic format as well. A claim registration book
is an essential tool for efficiently managing insurance claims and ensuring that all relevant
information such as claim date, claimant's name, address, and contact number, claimant's
relationship to the policyholder, mode of communication, claim registration date, subject
matter and location of the accident is documented accurately.
Time frame for claim payment

In context of life insurance, generally, the company commits to settling the
maturity claim within 7 days of receiving all necessary documents and after conducting
any necessary inquiries.

In case of policyholder's death, the insurance company is responsible for initiating
the claims process efficiently. The company aims to complete this process within 15
days of receiving all necessary documents and after conducting any necessary inquiries.

Generally, in non-life insurancel5-day timeline for submission of the surveyor
report helps streamline the claims process, ensuring that claims are handled fairly and
efficiently.
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Within 21 days of surveyor report submission, company shall pay claim amount
to policyholder.

If claim is not payable, written notice should be given to applicant with reason. If
in case applicant is not satisfied with company decision he/ she can file an application
to Nepal insurance authority.

Current status of insurance claim in Nepal

The current status of insurance claims in Nepal can be influenced by various
factors, including regulatory environments, company-specific processes, and recent
developments in the insurance sector. Here are some general insights about the status
of claim in Nepal.

Insurance Industry claim comparison till second quarter of FY 2081/82

Particular Till push end, 2080 Till push end, 2081
Number of claim paid in life insurance 159713 144987
Number of claim paid in non-life insurance 66509 65120
Amount of claim paid in life insurance 165076.79 209381.10
Amount of claim paid in non-life insurance 77598.63 101601.23

Source: NIA website

Till second quarter of 2080, a total of 159,713 claims were paid out in life
insurance. In the same period of 2081, the number decreased to 144,987. This
represents a decrease of 14,726 claims or approximately 9.23% from the previous year.

Similarly, in non-life insurance, till second quarter 2080, a total of 66,509 claims
were paid out and in same period of 2081, it decreased to 65,120.

However, the number of claim paid was decreased in both year period, amounts
paid for claim was increased. The decrease in the number of claims from 159,713 in
2080 to 144,987 in 2081 suggests a contraction in the volume of claims. However, if
the total claims pay out increased during this period, it reflects an upward trend in the
value of individual claims.

Fraud

Insurance fraud refers to any intentional act committed to deceive or mislead an
insurance company during the application or claims process, or the wrongful denial
of a legitimate claim by an insurance company. It occurs when a claimant knowingly
attempts to obtain a benefit or advantage they are not entitled to receive, or when an
insurer knowingly denies a benefit or advantage that is due to the insured. Fraudulent
claims significant portion of all claims received by insurers, and cost lots of rupees
annually. Insurance fraud poses a significant problem, and governments and other
organizations try to deter such activity.
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The detection of insurance fraud usually begins with the identification of
suspicious claims, those that have a higher possibility of being fraudulent. This may be
accomplished with computerized statistical analysis that compares data about a claim
to expected values,[47] or through review by claims adjusters or insurance agents.
Sometimes insurance fraud is detected as a result of law enforcement investigation, or
tips from members of the public. Any claim that is identified as suspect may then be
investigated for possible fraud.

Types of insurance fraud

Fraud can indeed be classified
into two primary categories: hard fraud Insurance
and soft fraud. Hard fraud occurs when Fraud
someone deliberately plans or invents a
loss, such as a collision, auto theft, or fire
that is covered by their insurance policy
in order to claim payment for damages. Hard Insurance Planned
Soft fraud, which is more common than Fraud Insurance
hard fraud, is sometimes also referred
to as opportunistic fraud. This type of
fraud consists of policyholders overvalue

Fraud

otherwise legitimate claims. Soft fraud Sof Insurance Opportunistic
. .. Insurance
can also occur when, while obtaining a Fraud Fraud

new health insurance policy, an individual
misreports previous or existing conditions
to obtain a lower premium on the insurance policy.

Insurance fraud can also be categorized into Opportunistic Insurance Fraud and
Planned Insurance Fraud. Opportunistic insurance fraud refers to an individual’s post
hoc realization that an insured event can be exploited for personal gain by providing
false information or exaggerating the legitimate claim. Planned insurance fraud refers
to adeliberate attempt to invent a risk event that would be covered under the insurance
policy (Derrig & Zicko, 2002).

Tennyson (1997) opinioned that opportunistic insurance frauds are more
frequent than planned insurance frauds by comparing people's reactions towards
these frauds.

Both types of fraud can have significant implications for businesses and insurers,
leading to increased costs, higher premiums, and the necessity for stringent fraud
detection and prevention measures.
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Cause of fraud

The chief motive in all insurance crimes is financial profit. Fraud can occur due to
various factors, and its causes often intertwine with psychological, environmental, and
organizational elements. Understanding these causes can help in developing effective
prevention strategies. Some key causes of fraud are weak internal control system,
lack of auditing, pressure, cultural acceptance, lack of ethical standards, lack of poor
communication, economic condition, performance targets, etc. Some people may do
it because they’re struggling financially. Some may not understand they’re committing
a crime and think what they’re doing is harmless. A small number of people do so in
a more systematic and deliberate manner, seeking to make money at the expense of
other policyholders. The most common opportunity is when making insurance claim
for actual loss or damage. Some rational factor developed in person’s mind, on the
basis of that he can justify his fraud. For eg. Insurance company make huge money
from our premium. So, there is no problem if | make money from them.

Fraud Management

NIA have recognized insurance fraud as a
serious crime, and have made efforts to manage and
control this practice. Implementing strong internal
controls and regular audits, fostering a culture of
transparency and ethical behaviour, providing
training on ethical standards and company policies,
encouraging open communication and reporting
mechanisms for unethical behaviour, identifying
and addressing potential financial pressures on
employees are some strategies to prevent and
manage fraud in insurance business.

Some Fraud cases turned to crime

Insurance in Nepal, which is defined as risk management, has increasingly been
misused by people to exploit the system for financial gain. This has raised fraudulent
activities. It includes crimes like murder, arson, and theft, all orchestrated.

There have been several high-profile cases that have highlighted. In 2079, a
woman in Saptari murdered her husband to collect insurance money. Similarly, a case
involving a fake marriage to claim insurance benefits worth millions was exposed by
the police. In another instance, a shop owner in Pokhara set fire to his own store to
claim an insurance pay out of 21 million rupees, while in Chitwan, a gold merchant
falsely reported a theft in his store to claim a significant insurance sum.
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These kinds of actions have led to a growing mistrust between policy maker and
taker. Insurance companies have become more cautious, they hesitant to process claim
without thorough investigation. This scenario has led to unnecessary involvement of
human power to investigate and find out the fact and truth, which can delay legitimate
claims and cause frustration for honest policyholders.

Summary

The insurance industry has always been crucial to the economy and society’s
progress. In reality, insurance confronts many risks, one of which is Insurance fraud.
Insurance fraud is increasing rapidly along with the growth of the insurance sector,
which causes serious social and economic issues. The damage caused by insurance
fraud has been continuously increasing, making the insurance companies harder to
manage. As a result, the insurance premiums have risen, which in turn causes losses to
good policyholders. As the world is at the pace of rapid innovation with the emergence
of the industry revolution, the Insurance sector is also adopting advanced technology,
making many positive changes in the insurance industry.

Insurance claims and fraud are intricately linked within the insurance industry.
While claims are a normal part of the insurance process, fraud undermines the system's
integrity and imposes costs on both insurers and policyholders. Balancing the prompt
payment of legitimate claims with rigorous fraud prevention measures is essential for
maintaining public trust in the insurance industry and ensuring that coverage remains
affordable.
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Pretext of Insurable Interest in Insurance
Contract: Case-Law Analysis of Nepal

Abstract

The insurance contract ‘policy' is a
contract concluded between the insured and
the insurer. The insured pays a premium to the
insurer, in consideration of which the latter
assumes the risk of the former. If there is any
loss related to the subject matter of the policy,
the insurer will indemnify the insured for the
loss suffered by the insured. This is a type of
contingent contract provided in Section 513
of the National Civil Code, 2074 (2017AD). In
fact, they are governed by the law of contracts,
however, there are specific elements that make
it a special type of contract. These elements
are significant to constitute an insurance
contract, deviating from which it becomes
a general contract. Among the 6 specific
elements, this research explores insurable
insurance as a crucial principle of insurance.
This study analyses the cases decided by the
Nepal Insurance Authority (formerly Beema
Samiti) and other courts in Nepal in terms of
the principle of insurable interest. However,
the study does not aim to provide a policy
recommendation for insurable interest but
rather highlights the approach/jurisprudence
undertaken by the Authority and other courts.
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Introduction

A contract is an agreement between two or more parties that is enforceable
by law and obligates them to do or not do something®. Samuel Williston defines
a contract as a promise or set of promises for breach of which the law gives a
remedy or the performance of which the law in some way recognizes as a duty?.
Likewise, Insurance is a contract between two parties, whereby one party, the
insurer, undertakes, in exchange for a fixed sum called premiums, to pay the other
party, the insured, a fixed amount of money upon the occurrence of a certain
event. In insurance, a premium is charged in consideration of a large sum that is
guaranteed to be paid by the insurer, who receives the premium in the event of
a contingent situation. Insurance is also known as a contract of indemnity, as the
insurer indemnifies the loss incurred due to the happening or non-happening of
any event within the included peril.

To constitute a valid contract, certain essential elements must be present.
Regardless of its title (such as baina), a document is considered a contract if it includes
an offer, acceptance, and mutual consent, as these elements are presumed to fulfill
the essential requirements of a contract®. They have been exemplified through various
judgments* and statutory provisions. However, no legally defined form specifically
outlines the contents reflecting those essential elements.

Elements of an Insurance Contract can be classified into two sections:

A.  usual conditions (elements of a general contract)

B.  special conditions (elements of a special contract relating to insurance)

To make a contract of insurance valid in the eyes of the law, some essential
elements must be considered in the process of its validity. The insurance contract,
like any other contract, must satisfy the usual conditions®, including but not limited
to the Agreement® (Offer and acceptance), Free consent,” Consideration® (payment of
premiuminreturnforthe promisetoadheretoall conditionsstatedinthe contract), Legal

1  National Civil Code, 2074 (2017), s. 504(1).

2 Harold C. Havighurst, 'Reviewed Work: A treatise on the Law of Contracts by Samuel Williston', The
Yale Law Journal, p.352, volume 48:2, p. 354.

3 Tirtha Kumari Rana v. Ramsankar Shrestha, NKP 2040, p. 298.

4 Tularatna Bajracahrya v. Tara Shrestha Patrabansh, Case no. 2066-DF-0019, p. 1.

5 Insurance Act, 2079, Section 62, 63

6 Insurance Act, 2079, Section 62, 63(2)

7  National Civil Code, 2074 (2017), Section 506 has defined the capacity of the parties and voidable

contracts under Section 518 to protect free consnet in a contract

8 In the case Shree Nagarjun/ Haritatara/ Binod Shah JV v. Neko Insurance Ltd., Anamnagar, CAR
Insurance Claim, Decision Date 2077 Bhadra 2, the Claimant, Chandan Jayswal was denied claim
payment due to no payment of premium citing no consideration no contract.
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Capacity?® of the Parties (insurer and insured), Lawful Object®, and Legal Formalities®?.
Although such contracts are typically presented in a boilerplate or standard form, it is
common practice to include a specific period, one (1) year in Nepal,*? during which the
insured may raise objections to the clauses of the policy/contract. After this period,
the insured can no longer challenge the terms of the contract or delay fulfilling their
obligations.

Insurance policies are interpreted on the basis of the law of contract therefore,
the basic elements of a valid contract must be present for a court to uphold aninsurance
agreement.’®* However, as insurance is a special type of contract, it also includes certain
specific elements unique to its nature. These elements are the standard conditions that
must be satisfied or agreed upon by both parties to the contract. These fundamental
conditions bind both parties, validate the policy, and make it enforceable by law.

There are six (6) other elements that form a part of the principles of insurance,**
include but are not limited to Utmost Good Faith (Article 62(3), 63(4)), Insurable
Interest, Proximate Cause, Indemnity, Subrogation, Contribution, Warranties, and
Assignment/Nomination (Article 63(5)). These elements in insurance have evolved
through extensive jurisprudence over many decades, ultimately forming a settled
understanding of the necessary elements of a valid insurance policy. Among these
principles, this research focuses on insurable interest as one of the important elements
of a valid insurance contract.

Insurable Interest

Insurable interest refers to the legal right to insure, which arises from a financial
relationship recognized by law between the insured and the subject matter of insurance.
For a claim to be valid, the insured must possess an insurable interest in the subject
matter (life, property, or risk); without it, the contract will be considered merely a
wager/gambling, and recovery under the policy is not possible.?®
Essentials for insurable interest are:

A.  Subject matter of insurance, for example, the interest of an individual has

in the property that one owns

9 Insurance Regulations, 2081, Rule 20(3)

10 National Civil Code, 2074 (2017), Section 517(2)(e)(k)

11 Insurance contract shall be written (Article 62(1)) and policy shall be approved by NIA (Article 63(1))

12 Insurance Act, 2079, Section 63(3)

13 Expert Commentary, 'Elements of Insurance', IRMI, available at https://tinyurl.com/2ht5un4u, accessed
on 21 October 2021.

14 Commercial Law, 'The Six Principles in Insurance', Law teacher, 26 August 2021, available at https://
www.lawteacher.net/free-law-essays/commercial-law/the-six-principles-in-insurance-commercial-law-
essay.php#ftnll, accessed on 2 November 2022.

15 Lord Hardwicke in SaddlerUs Co. v. Bedcock, 26 Eng. Rep. 733-1743.
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B.  Economic or financial interest of the insured whereby one will experience
a financial loss if such a loss occurs

C. The interest must be legal®® whether contractual, proprietary, legal, or
equitable, that may be enforced in a court of law; for example, a wife has a
legal right to the property of her husband

D. The interest must be a current interest, not a mere expectancy (not the
expectation of something in the future), for example, no interest in the
company by employees.

Insurable Interest in Nepal

The primary law governing the insurance sector in Nepal is the Insurance Act,
2079 (hereinafter "Act"), and the Insurance Regulations, 2081 (hereinafter "Rules").
Nepal Insurance Authority (then Beema Samiti and hereinafter "NIA") being a regulator
(Section 3) in Nepal issues various directives that codifies as binding law in the sector
and being a quasi-judicial body issues judgment or mediate disputes brought forth
(Section 128, 130) as similar to the District Court (Section 147(3)). Section 62(4) of
the Act mandates that the proposer must have an insurable interest in the subject
matter of insurance. Additionally, Rule 20(3) grants authority to a person with an
insurable interest to enter an insurance contract on behalf of the insured if the latter is
incapacitated. However, neither the Act nor the Regulations provides a clear definition
of what constitutes insurable interest. In the absence of a formal legal definition,
Nepali courts often refer to the jurisprudence of English and Indian courts, interpreting
the concept in a manner that aligns with Nepal's own social, economic, and religious
context.
Time or duration of Insurable Interest

Generally, in life insurance, insurable interest must exist at the time of policy
formation, and not at the time of loss or when the claim is filed under the policy. For
fire insurance, interest is necessary both at the start of the coverage and when the
risk occurs. In marine insurance, it is required only at the moment of loss. In property
insurance, the existence of insurable interest is required at the time of the loss in order
for the insured to make a valid claim under the policy.'” In Contractors' All Risk (CAR),
NIA has indicated that this interest is present in the insured during the time period of
the policy,’® or until the project is complete; till the insured has the risk; and until and

16 Macaura v. Northern Assurance Co. Ltd., House of Lords, UK, 1952, AC 619

17 Gita Kumari Shrestha v. Shikhar Insurance Co. Ltd., Beema Samiti, Part 7, 2081, Decision Date 28
Bhadra 2079.

18 DS Construction Co. Pvt. Ltd. v. Premier Insurance Co. (Nepal) Ltd, Beema Samiti, Part 2, 2055 (1998),
Decision Date 18 Falgun 2055.

19 DS Construction Co. Pvt. Ltd. v. Premier Insurance Co. (Nepal) Ltd, Appellate Court, Division Bench, DN
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unless otherwise proved malicious act, the insured would get money if s/he/their had
suffered loss.?° Further, it is decided that no recovery is possible if the (fire) policy has
lapsed®.

Subjects of Insurable Interest

In property insurance, the insurable interest is straightforward when the owner
is clearly defined, as ownership itself establishes the necessary interest. However, in
cases involving partners or multiple owners, various scenarios may arise, and each
party's interest must be assessed individually. If the property is mortgaged, the lender
or mortgagee holds an insurable interest due to their financial stake in the asset.
Tenants may also possess an insurable interest depending on their lease terms and
responsibilities, whereas renters typically do not.

In the context of life insurance, insurable interest is generally presumed for close
family members such as a spouse, parents, or children. Moreover, any individual who
has a legal duty or right to provide for or maintain another person may take out a
life insurance policy on that person without needing to prove insurable interest.
Examples of persons having an insurable interest in the property include Absolute
or real owners,? joint or shared owners, mortgages and mortgagors, executors and
trustees, the landlord (lessor) and tenant (lessee), bailees, people living together,
finders and people in possession, partners in a business, as well as creditors in the
life of a debtor. Relationships like husband-wife,”® employer-employee (to the extent
of service rendered),* and creditor-debtor (to the extent of debt),? has an insurable
interest in each other.

In property insurance, insurable interest is primarily rooted in ownership.?®
However, it is not limited to the owner alone; it also extends to mortgagee banks and
financial institutions (BFIs), as well as to associations or federations?’ that operate or

52/1152, Beema Samiti, Part 2, Decision Date 26 Bhadra 2057.

20 Alliance Insurance Ltd. v. Rajendra Prasad Upadhyaya (Timilsina), Appellate Court, Division Bench,
2060, DN 43/1324/2759, Decision Date 5 Bhadra 2060; Rajendra Prasad Upadhyaya (Timilsina) v.
Alliance Insurance Ltd., Beema Samiti, 2059, Decision Date 12 Poush 2059.

21 Tungaraj Pathak v. Sagarmatha Insurance Co. Ltd., Beema Samiti, Part 2, 2055 (1998), Decision Date 26
Shrawan 2060.

22 Bartolo Wood Turners Ltd. v Middle Sea Insurance Plc, 2007.

23  Griffith v. Fleming, Madrasa High Court, India, 1909, 1 KB 805.

24 Hebdon v. West, 1863, 3 B & s. 579.

25 Thomas v. Continental Creditors, US District Court, Ninth Circuit, 1976, 7F. Supp. 2d 1048.

26 Dipshikha Trading Pvt. Ltd. v. NLG Insurance Co. Ltd., Beema Samiti, Part 6, 2079, Decision Date 1 Magh
2078; Jita Magar. v. National Insurance Co. Ltd., Beema Samiti, Part 6, 2081, Decision Date 5 Asar 2079

27 Narayani Yatayat Byabasayi Sangh in the case Arjun Subedi (Narayani Yatayat Bybasai Sangh) v. Rastriya
Beema Co. Ltd., Beema Samiti, Part 4, 2078, Decision Date 3 Bhadra 2072.
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manage the property, particularly in the case of public vehicles?®. Furthermore, NIA has
clarified that the insurable interest must lie in one’s own insurance policy, rather than
in the policy of a third party, even in cases involving third-party claims,?® regardless of
which party is at fault in the accident.

Observation in Landmark Cases

In Lucena v. Craufurd,® it was established that a person has an insurable interest
in a subject matter if they stand to benefit from its continued existence and would
suffer a loss in the event of its damage or destruction. Building upon this principle,
the House of Lords (UK) has adopted the following rules to determine the presence/
absence of insurable interest:

A.  There must be a direct relationship between the insured and the subject
matter.

The insured bears any loss or liability arising

C. The insured must have a legal or equitable interest /right in the subject

matter

D. The insured’s interest/right must be capable of financial/pecuniary

estimation or qualification.

In this case, Justice Lawrence articulated a foundational theory of insurable
interest that centered on whether the insured possessed any property rights in the
subject matter that was lost. According to her, insurance "... is applicable to protect
men against an uncertain event which may in any wise be of disadvantage to them".!
She further argued that to confine insurance "to the protection of the interest which
arises out of property"” would be to add "a restriction to the contract which does not
arise out of its nature",** thereby narrowing its purpose unjustifiably. In contrast, Lord
Eldon maintained a more rigid view, asserting that an insurable interest could not exist
"unless there be a right in the property or a right derivable out of some contract about
the property".2® His position was grounded in the notion of a "legally enforceable right"
or "property test", although the right may be economically worthless. He cautioned
that adopting a broader standard, such as the factual expectation of loss or moral

w

28 Punya Prasad Tiwari v. Prabhu Insurance. Ltd., Beema Samiti, Part 6, 2079, Decision Date 5 Falgun 2078

29 Umasnkhar Shah Kalwar v. Nepal Insurance Co. Ltd., Beema Samiti, Part 5, 2075, Decision Date 9 Poush
2076; Nepal Electricity Authority v. Prabhu Insurance Ltd, Beema Samiti, Part 5, 2078, Decision Date 27
Jestha 2078.

30 Lucenav Crafurd, House of Lords, UK, 1806, 127 E.R. 630; In this case, Royal commissioner insured a
number of vessels and their cargoes. After two trials, the Royal Commissioners were held entitled to
recover in respect of their losses.

31 Ibid. p. 301.
32 Ibid. p. 302.
33 Ibid. p. 321.
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certainty test, would open the door for virtually anyone to insure, thereby blurring the
line between legitimate insurance and mere speculation.

Moving a bit farther from the Eldon property test, the courts in Paterson v. Harris**
and Wilson v. Jones,*> adopted a more flexible approach to allow two shareholders3®
(who had no right of ownership in the cable or any legally enforceable right). These
cases were overruled by the case Macaura v. Northern Assurance Co. Ltd.,* which
required a "legal or equitable interest" to establish an insurable interest.® However, in
Chadwick v. Gibraltar General Insurance Co.,* the true owner had insured the car, and
two insureds had paid premiums for the same risk, but neither insured could recover
from the insurer.®®

Together, the above cases reflect a judicial evolution in the UK from an expansive
view of insurable interest rooted in economic expectations, back to a narrower legal
standard requiring enforceable rights or ownership, a shift intended to safeguard
insurance from becoming a tool for wagering or speculative risk-taking.

CONCLUSION

In an insurance contract, the insurer promises the insured party that it will save
or indemnify them from losses caused by a particular contingent event. Due to this,
insurance contract possesses features of an indemnity contract (a promise to save
another that occurs due to the conduct of the promisor or other person but not by
a human-like act of god), aleatory contract (contingent contract whose performance
depends on the occurrence of an uncertain event beyond the control of both parties,
for example, natural disasters and deaths), contract of adhesion (standardized and
fixed since the formation do not go through a phase of negotiation; take it or leave it
contract), along with the other essential principles. Further, ininsurance contracts, these

34 Paterson v. Harris, 1861, 121 E.R. 740.

35 Wilson v. Jones, 1867, L.R.2 Exch. 139.

36 Inthese cases, shareholders in a company established to lay a submarine cable between the UK and
the US, despite having no legal ownership or enforceable rights in the cable itself, were allowed to
recover under insurance policies after the cable was destroyed. The decisions reflected a broader
interpretation of insurable interest, recognizing the potential for financial loss even without direct legal
rights in the insured property.

37 Macaura v. Northern Assurance Co. Ltd., 1925, AC 619.

38 In this case, Macaura, the sole shareholder and principal creditor of the Irish Canadian Saw Mills Ltd.,
had taken out five fire insurance policies on timber located on the Killymoon estate. Although he had
substantial economic interest in the timber, legal title rested with the company. The House of Lords
held that Macaura lacked an insurable interest because he had neither a legal nor an equitable title to
the timber. His shareholder status, they reasoned, did not confer a proprietary right in the company's
assets, reaffirming the need for a "legal or equitable interest" to establish an insurable interest.

39 Chadwick v. Gibraltar General Insurance Co, 1982, 34 O.R. (2d) 488, ILR para. 1-1481 (Co. Ct.).

40 Reuben A. Hasson, 'Reform of the Law Relating to Insurable Interest in Property- Some Thoughts on
Chadwick v. Gibraltar General Insurance', Canadian Business Law Journal, 1983
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principles can be categorized as usual and specific conditions. Various jurisprudential
developments have established these specific conditions and features that eventually
evolve into essential criteria for a valid insurance contract. Among them, insurable
interest is one of the important principles of insurance. From the above illustration,
the insurable interest lies in different people (legal or natural) jointly and individually,
depending on factors such as the type of insurance, the time at which the policy is
issued, and the occurrence of loss. Therefore, it is crucial for individuals/policyholders
to thoroughly review the terms and conditions of a policy, understand the specific type
of insurance selected, and accurately assess the scope of risks the policy is intended
to cover.

[e]e]e]
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Assessment of subsidy amount and livestock
insurance policies in Nepal

Abstract:

Livestock enterprise is prone to various
diseases, accidental death and natural
calamities. The agriculture & livestock
insurance system was developed in 2069 B.S
to promote and develop this sector in Nepal
reducing risk in agriculture & livestock sector.
The government provides an 80% subsidy
for sum insured up to 50 lakhs, 65 % subsidy
for sum insured from 50 lakhs up to 1 crore
and 50% subsidy to sum insured above 1
crore on the insurance premium to motivate
farmers to insure their livestock species and

Live Stock Office, _ agriculture product and help to enhance
Nepal Insurance Authority productivity & reduce the poverty. To access
the status of subsidy amount, subsidy

growth rate and policy issued, the 14 non-life

insurance companies located in Kathmandu

were selected randomly for data collection.

The study suggested an increasing trend of

subsidy. The average subsidy amount was

620.0413 million. The least subsidy amount

was found to be min 5.646187 million in year

2070- 71 while the highest subsidy amount

was 1407.618 million in year 2079-80 and

there was increase in policy number over the

years except in the year 2079-80; however,
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great challenge remains on government part for proper design, planning and subsidy
implementation to promote equality, access credit to farmers and efficient reach to
target farmers. Thus, the proper design, planning and implementation of subsidy and
timely claim payment to the farmers are essential for success of livestock insurance
program in Nepal.

KEYWORDS: Livestock, Non-Life Insurance Companies, Policies, Subsidy, Nepal.

1. Introduction:

Agriculture contributes 27% of Gross Domestic Product (GDP) playing an
inevitable role in Nepalese economy. Livestock commodity of the agriculture sector
that accounts for 25.7% of agricultural GDP, also plays an important role in daily human
nutrition as well as national economy (Poudel et al., 2020). Livestock contribute to the
Nepalese economy Nepal through uplifting the economy of the farmers. In Nepal, the
estimated livestock numbers viz: 47,50,329 Cattle heads, 30,81,062 buffaloes, 53,195
yaks,5,01,849 sheep, 1,45,41,244 goats and 6,52,05,250 poultry, Horse/Mules/Donkey
17,332 (Agriculture and Livestock Diary, 2081). Disease outbreak in livestock farming
and agricultural pest has caused a serious problem on agriculture cereal crops like
paddy, wheat, maize, etc. (Pandey et al., 2021). Various diseases in livestock such cause
huge loss to the farmers and this risk should be minimized through insurance. A study
reported that the mortality rates for cattle and buffalo range between 2% to 3% and
slightly higher for small animals in Nepal (World Bank, 2009).

Various climate change impacts on livestock include various diseases occurrence,
loss of forage, water scarcity, decline in milk production etc. (Dhakal et al., 2013).
Those risks in livestock enterprises need to be addressed to support the farm income.
Being a risky enterprise, the livestock sector seeks an effective risk bearing mechanism.
Subsidizing agriculture insurance is practiced in many countries with an objective of
achieving. Livestock enterprise is most unpredictable and vulnerable to risk due to
disease, lack of veterinary services, and natural disasters such as earthquakes, floods,
and landslides, droughts and accidental deaths due to fire, lightning, wild animals attack
and natural death Thus, the livestock insurance is an effective risk-bearing mechanism
(Devkota et al., 2020). Apart from this, government subsidy on premium amount plays
a crucial role in supporting livestock insurance in Nepal. The study is carried out with
an objective to identify the status the livestock subsidy and claim ratio over 10 years
period in Nepal and provide the recommendations based on those findings.

2. Importance of Agriculture and livestock Insurance in Nepal:

As per the statistical information on Nepalese Agriculture 60.4% of population
are engaged in agriculture sector in Nepal. Majority of the population involved are
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female (72.8%) and male (60.2%). The agriculture and livestock insurance in Nepal helps
to prevent the future economic loss through insurance of agriculture commodities
and livestock breeds. The agriculture insurance in Nepal not only promote farmers
for increased food production but also plays a significant role in minimizing risk
associated with adverse conditions and maintain financial stability of farmers (Pandey
et al., 2022). It protects farmers from loss due to various vulnerable conditions. The
insurance of such sectors is guided by Agriculture, livestock and Herbs directive 2079.
In Nepal, the concept of Agriculture insurance developed in 2069 B.S Magh 1 to bring
commercialization in agriculture sector and prevent the future economic loss through
natural calamities as well as disease, pests and wild animals (Agriculture, herb and
livestock Chinari, 2081)

3.  Risk Coverage by Agriculture, Livestock and Herbs Insurance in Nepal:

Therisk covered by the insurance are fire or fire related loss, storms and hurricane
or tornado related loss, heavy rainfall, unfavorable rainfall, hailstorm and snow related
loss, drought, fog and sheetlahar related loss, natural calamities like flood, landslide
and soil erosion related loss, earthquake related loss, lightning related loss, accidental
or accident-causing related loss, Death due to attack by wild animals related loss and
disease related losses.

4. Risk that are not covered by Agriculture, Livestock and Herbs Insurance in

Nepal

The risk that are not covered in case of Agriculture, Livestock and Herb
Insurance in Nepal include Indirect losses due to agriculture, livestock and herbs
insurance, loss due to destruction of the insurance product under certain unavoidable
circumstances by government of Nepal, loss due to irradiation and infrared or through
its contamination, loss due to use of atomic bombs, chemicals or using weapons
causing loss of human lives, loss due to army conflict, war and foreign attack, attack
within the country itself.

5. MATERIALS AND METHODS

5.2 Study Area

The 14 non-insurance companies located in Kathmandu were selected randomly
for accessing the subsidy amount, subsidy growth rate and policy issued over period
of 10 years.

5.3 Data Collection

Ten years data from 14 non-life insurance companies were collected in specified
excel format and rearranged.
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6.  Data Analysis
Data collected was analyzed using data analytical tool and descriptive statistics
were obtained and graphs were generated.

7.  RESULT AND DISCUSSIONS
7.1 Subsidy Amount

The average subsidy during 10-year period was 620.0413 million. The least
subsidy was found to be min 5.646187 million in year first (2070-71) while the highest
subsidy was 1407.618 million in year tenth (2079-80). There has been the increasing
trend of government subsidy in livestock insurance over the 10 years period which is
illustrated by Figure 1. The study shows the increasing subsidy year wise over the 10
years period, yet the government subsidy is unreachable to the marginalized farmers
in Nepal and ultimately indicating of low adoption rate in Nepal.

A study on Raebareli district of Uttar Pradesh found that the continuous
subsidy from government, farmer income, loans from the financial institutions and
improvement in claim settlement process were the important encouraging farmers for
adoption of cattle insurance (Sendilkumar and Mishra ,2013)

Most of the subsidy in Nepalis directed to the large farms and unscrupulous farmers.
The major reason behind this is lack of proper study on subsidy distribution by farmers
economic condition and not being able to implement proper monitoring mechanism by
the Nepal government. The government has been providing the subsidy; however, they
are unable to allocate the subsidy on need basis or based on categorization as small
farmers and commercial farmers by earnings. Agriculture insurance has challenges during
design, delivery and administration of insurance contracts that farmers are interested to
buy (Hazell et al., 2016). Thus, the proper design and implementation of subsidy has
been great challenge for the government to ensure that the subsidy reaches the target
group. Although, the subsidy categorization as per the subsidy directive 2081 is done.
The subsidy 80% is provided up to 50 lakhs sum insured, subsidy 65% is provided from
sum insured above 50 lakhs to 1 crore, subsidy 50% is provided to sum insured above
1 crore. However, there is no any clear indication whether the sum insured is per policy
or not. Although, the subsidy categorization has created capping based on sum insured
which is a good start, however; it will create chances of sum insured distribution in a way
that 80 percent subsidy is directed to most of the unscrupulous farmers. Therefore, the
subsidy in future should be categorized based on the economic condition of farmers for
better government subsidy distribution among the farmers rather than solely depending
on the sum insured amount which bears no reliability.
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Figure 1: Bar graph showing the livestock subsidy over 10 years period
***  first=2070-71, second=2071-72, third=2072-73, fourth=2073-74,
fifth=2074-75, sixth=2075-76, seventh=2076-77, eighth=2077-78, ninth=2078-79,
tenth=2079-80

7.2 Subsidy growth rate

Regarding the subsidy growth rate, the average value of subsidy growth rate
was 190 and standard deviation 420.The highest subsidy growth rate was 1300% in the
year second (2071-72) while the least subsidy growth rate was 1.95% in 2073-74. This
is clearly illustrated by the line graph in Figure 2.

1200 1

subsidy growth rate
g

second third fourth fifth sixth seventh eo'h(h ninth tenth
year

Figure 2: Line plot showing subsidy growth rate over 10 years period

*¥*¥*  first=2070-71, second=2071-72, third=2072-73, fourth=2073-74,
fifth=2074-75, sixth=2075-76, seventh=2076-77, eighth=2077-78, ninth=2078-79,
tenth=2079-80
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7.3 Policy Number:

The average policy number for 10 years period was 1,27, 075.The least policy
number was found to be 983 recorded in year 2070-71 while the maximum policy
number was 6,35,628 in the year 2078-79. The policy number were found to be in
increasing trend year wise from Year 2070- 71 to Year 2078-79 followed by decrease
in the year 2079-80 as illustrated in Figure 3. The increase in policy number indicates
the increase in adopting livestock insurance during these years. Increase in livestock
insurance may be due to increase in awareness programs in rural areas by insurance
authority and all the concerned stakeholders such as companies, organizations
including private and public relevant to insurance sector. While, the major reason
behind the decrease in policy issued in year 2079-80 was due to prolonged delay in
subsidy release by Nepal Government and lengthy process of claim settlement.

A study in Haryana indicated livestock insurance scheme has been adopted
by the government with the objective of protecting the small and marginal farmers
against the risk of eventual death, accident and death of their livestock and qualitative
increase of production of livestock products. However; in reality the farmers faced a
lot of constraints in livestock insurance adoption and the adoption was low due to
animals not getting actual market price and lengthy process of getting claim (Prakash
and Chandel (2020).

Although the findings suggest the increase in policy number indicating increase
insurance adoption, however; the insurance adoption is still low in Nepal. As per the
National Agriculture Census 2078, the agriculture insurance adoption is very low by
such population which is only 4.4%. Among which 84.4 % of population involved in
agriculture have done livestockinsurance and remaining being the agriculture insurance
in Nepal (NSCA,2078). This is very low in compared with the insurance adoption of the
developing countries.

first second thard fourth fifth  sixth seventheighth ninth tenth
year

Figure 3: Bar graph showing livestock policy issued or sold over 10 years period
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*¥*¥*  first=2070-71, second=2071-72, third=2072-73, fourth=2073-74,
fifth=2074-75, sixth=2075-76, seventh=2076-77, eighth=2077-78, ninth=2078-79,
tenth=2079-80

8. CONCLUSION

In agriculture insurance, livestock being most vulnerable enterprise possess risk
to various diseases, accidental deaths, attack by wild animals, natural calamities and
disease conditions. The smallholder farmers in Nepal face serious economic loss due
to disease condition, natural disasters and accidental deaths. To compensate such
losses and provide financial security, the livestock insurance and government subsidy
on premium plays an inevitable role. Further, the government subsidy motivates the
farmers to increase livestock production and thus helps in economy of farmers and
making them financially stable. It also links them with the credible Bank and agriculture
credit programs for access to loans and helping them to cope with the disasters through
subsidy. The findings of the given study suggested that there is increasing trend of
government subsidy from year 2070-71 to 2079-80.

The agriculture insurance possesses serious challenges when it comes to
policy design, delivery and delivering the insurance product contract to the farmers
that are willing to buy the product. The challenges are even more when subsidizing
insurance product comes. The subsidy is more directed to commercial farmers who
lobby politically and thus subsidy is over utilized by the large farmers rather than
the smallholders’ farmers. Thus, it requires careful consideration in the design and
implementation of subsidies otherwise, they would prove unnecessarily expensive,
create inequality which in turn undermine the insurance program, distort markets and
resource allocation decisions. The insurance should be channelized through credible
institutions that link insurance to credit, access to input supplies and can identify
and efficiently reach intended target group of farmers. The government should have
long term vision regarding subsidy design and planning through need assessment of
ground reality. In addition to this, awareness regarding livestock insurance and ideal
subsidy categorization based on real need assessment through analyzing farmers
economy and their categorization and link the insurance with the credible banks and
agriculture credit programs to facilitate the credit to target groups is inevitable. In
addition to this, the government should develop the better monitoring mechanism to
track the government subsidy.

000
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Short-Run Impact of Life Insurance
Investments on Economic Growth in Nepal: A
Time-Series Analysis (1997-2024)

Abstract
This paper investigates the relationship
between life insurance sector growth and
Nepal's economic performance over 28
years. Using annual data from 1997 to 2024,
the research examines the relationship
between paid-up capital, reserve funds,
and investment of life insurance companies
and per capita GDP. Time-series methods,
including the Autoregressive Distributed Lag
Omkar Poudel (ARDL) model and Granger causality tests,
were applied to explore short-term and long-
Lecturer of Economics, Birendra .
Multiple Campus, Tribhuvan term effects. The results show no evidence
University. of a long-run relationship between the
insurance variables and economic growth.
However, in the short run, increases in paid-
up capital and investment have a positive
impact on per capita GDP. Granger causality
tests indicate that economic growth drives
expansion in paid-up capital, while internal
sector growth is supported by reserve and
investment performance. These findings
suggest that although the lifeinsurance sector
does not currently drive long-term economic
growth, it plays a supportive role in the
short run. Policy reforms aimed at expanding
investment opportunities and improving
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reserve fund utilization could help strengthen the sector's future contribution to
Nepal's economy.
Keywords: ARDL, Economic Growth, Investment, Life Insurance, Paid-Up Capital,
Reserve Fund
JEL Classification: G22, 016, C32, E44

1. Introduction

Nepal’s life insurance sector has experienced rapid growth over the past
three decades, driven by rising awareness, regulatory reforms, and greater financial
inclusion. As life insurance companies accumulate capital and invest in various
financial instruments, they have the potential to influence broader macroeconomic
outcomes. In developing economies like Nepal, where capital markets are still evolving,
life insurance companies can serve as significant financial intermediaries, supporting
capital formation, employment, and public infrastructure development (Nguyen, 2024;
Nwani & Omankhanlen, 2019). Beyond their traditional function of providing financial
protection, these institutions contribute to macroeconomic stability through strategic
investments and reserve accumulation (Sapitri et al., 2024). Over the past three
decades, Nepal’s life insurance sector has expanded rapidly, evidenced by increased
capitalization, growing reserve funds, and rising investment volumes (Pant, 2024).
However, despite this progress, the sector’s direct contribution to national income and
per capita GDP remains empirically underexplored.

Existing studies in the Nepalese context primarily focus on individual behaviour
and firm-level dynamics, such as policyholder satisfaction, loyalty, and investment
decision-making (Adhikari, 2024; Thapa, 2024; Pandey et al., 2024). While these
microeconomic perspectives are valuable, they fall short of establishing whether
the financial growth of the life insurance sector translates into broader economic
outcomes. To address this gap, the present study applies time-series econometric
techniques—specifically the Autoregressive Distributed Lag (ARDL) model and
Granger Causality tests—to investigate the relationship between life insurance
sector indicators (Paid-Up Capital, Reserve Fund, and Investment) and Nepal's Per
Capita GDP over the period 1997-2024. By integrating macroeconomic modelling
with sectoral financial data, this study aims to generate policy-relevant insights
into whether life insurance growth in Nepal merely follows economic expansion or
actively contributes to it.

2. Literature Review

The link between life insurance sector development and economic growth has
been widely examined in global literature, particularly in emerging economies. Life
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insurance companies serve as key institutional investors, capable of channelling long-
term funds into the economy, promoting capital market development, and enhancing
financial intermediation (Nguyen, 2024; Nwani & Omankhanlen, 2019). Empirical
studies suggest that the financial deepening brought by the insurance sector can
support sustained economic expansion through increased investment efficiency and
fiscal stability (Sapitri et al., 2024; Nainggolan & Soemitra, 2020). In Sub-Saharan Africa,
Kwaleyela and Yohane (2025) reported that sound working capital management in life
insurers contributed to improved financial performance, indirectly supporting national
income growth. Similarly, Shurie and Cheluget (2022) found that investment practices
and profitability in insurance companies significantly affect macroeconomic indicators
in Kenya.

In Nepal, the scholarly discourse around life insurance has primarily focused on
micro-level issues, such as policyholder behaviour, satisfaction, and service quality.
For instance, Adhikari (2024) investigated individuals' choices in buying life insurance
and identified socioeconomic factors as key determinants. Thapa (2024) and Pandey
et al. (2024) emphasized that customer satisfaction and trust influence loyalty among
policyholders, especially in government-owned insurance firms. Studies by Bhandari
and Sapkota (2024) in Butwal and by Ghimire et al. (2024) during the COVID-19
pandemic also reinforced the influence of economic conditions on policyholder
behaviour, including surrender decisions.

At the institutional level, Aryal and Maharjan (2024) found that dividend policy
affects share price movement in life insurance companies, suggesting an indirect link
between insurer performance and investor behaviour. Pant (2024) explored the factors
influencing investment decisions in the life insurance sector, revealing that regulatory
compliance, risk preference, and market trends significantly shape investment
strategies. However, despite the expanding body of literature, the macroeconomic
implications of life insurance activities in Nepal remain underexamined.

Most existing research in Nepal has not explored whether the growth in life
insurance sector indicators—such as paid-up capital, reserve accumulation, and
investments—contributesto measurableimprovementsin nationaleconomicoutcomes
like per capita GDP. This gap is particularly notable given the sector's rising financial
footprint and potential role in capital market development. Addressing this void, the
present study adopts a macroeconomic lens, employing time-series econometric
methods to evaluate the extent to which Nepal's life insurance sector has influenced
economic growth over the past three decades. By doing so, the study aims to extend
the academic conversation beyond firm-level and behavioural studies toward a more
systemic understanding of the sector's developmental role.
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3. Research Methodology

This study uses secondary data from the Nepal Rastra Bank’s Quarterly Economic
Bulletin for the period 1997-2024. The variables include per capita GDP (dependent),
and three indicators of life insurance sector development: paid-up capital, reserve
fund, and investment (independent). All variables are transformed into their natural
logarithmic forms to ensure consistency and allow interpretation in percentage terms
(Poudel et al., 2024a).

The Autoregressive Distributed Lag (ARDL) model is used to explore both short-
run and long-run relationships. This method is suitable for small samples and for
data that are a mix of stationary at level and first difference (Poudel et al., 2025). The
ARDL model enables the analysis of both short-run dynamics and potential long-run
relationships among the variables (Poudel et al., 2024). However, the ARDL bounds test
result showed no evidence of long-run cointegration among the variables, which led
the study to focus on short-run effects only. To further investigate causal directionality,
the Granger Causality Test was applied to determine whether changes in life insurance
variables could statistically predict changes in per capita GDP and vice versa.

Toensuretherobustnessand credibility of the results, several diagnostictests were
conducted. These included tests for normality, autocorrelation, heteroskedasticity, and
parameter stability using the Jarque-Bera, Breusch-Godfrey, Breusch-Pagan-Godfrey,
and CUSUM/CUSUMSQ tests, respectively (Poudel et al., 2025a). The outcomes
confirmed that the model satisfies key statistical assumptions, making the results
reliable for interpretation.

This methodological approach was chosen to strike a balance between academic
rigour and accessibility, avoiding overly technical complexity and focusing instead on
producing policy-relevant insights into the evolving relationship between the insurance
sector and economic growth in Nepal (Poudel et al., 2023). Figures and tables are used
to summarize findings and visualize the trends of the variables for clarity.

4. Results

This section presents the key findings of the study based on the ARDL model
estimation and Granger causality tests, using annual data from 1997 to 2024. The results
are organized into three parts: unit root testing, ARDL short-run analysis, and causality
testing. Emphasis is placed on clarity and relevance, with complex results presented in
a simplified, narrative form supported by tables and figures where necessary.

Time Series Plots

Figure 1 illustrates the temporal trends of key macroeconomic and financial
indicators from 1997 to 2024. Panel (a) shows a steady and consistent increase in Per
Capita GDP (in USD), with more rapid growth observed after 2010, reflecting Nepal’s
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broader economicexpansion and structural development. Panel (b) displays a significant
rise in Paid-Up Capital of life insurance companies, particularly after 2015, suggesting
enhanced regulatory compliance, capital restructuring, and sectoral growth. Panel (c)
presents the growth of the Reserve Fund, which remained relatively flat in the early
years but exhibited exponential growth after 2010, indicating stronger retention of
earnings and reserve accumulation practices by insurers. Lastly, Panel (d) shows a sharp
and accelerating increase in Investment by life insurance companies, especially in the
post-2015 period, highlighting the sector’s expanding role as a long-term institutional
investor. Collectively, these trends suggest a maturing insurance sector that mirrors
and potentially reinforces broader economic development in Nepal.

The unit root test results (Table 1) indicate that some variables, such as In(Per
Capita GDP) and In(Investment), are non-stationary at level but become stationary after
first differencing. This mixed order of integration (1(0) and (1)) confirms the suitability
of the ARDL modelling approach for this analysis.

Following model selection through lag-length criteria (Table 2), the ARDL bounds
test (Table 3) was used to examine the presence of a long-run relationship among the
variables. The ARDL bounds test result shows that the F-statistic (2.76) is below the
critical lower bound values, indicating no long-run cointegration among the variables.
This suggests that the growth of life insurance indicators does not significantly affect
per capita GDP over the long term.

In the short-run ARDL error correction model (Table 3), the results show that
lagged changes in paid-up capital and investment have a statistically significant
and positive effect on per capita GDP, suggesting that short-term increases in these
indicators are associated with improvements in economic performance. However,
short-run dynamics tell a different story. The ARDL error correction model reveals that
lagged paid-up capital and investment have a positive and statistically significant effect
on per capita GDP, while the reserve fund shows a short-run negative effect. The error
correction term is negative and significant, supporting the short-term stability of the
model.

The Granger causality tests (Table 4) provide further insight into the directionality
of relationships among the variables. A significant unidirectional causality is observed
from per capita GDP to paid-up capital, suggesting that economic growth leads to
increased capital formation within the insurance sector. However, no causal link is
found between insurance variables to GDP, indicating that while the life insurance
sector responds to economic growth, it may not yet serve as a strong short-term
driver of it. Additionally, internal causality within the insurance sector is observed,
with reserve funds and investments Granger-causing paid-up capital, highlighting
operational interdependencies among insurance indicators.
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Finally, the diagnostic tests (Table 5) confirm the robustness of the ARDL model.
The residuals are normally distributed, and the model passes tests for homoscedasticity
and the absence of serial correlation. The CUSUM and CUSUM of Squares plots show
that the model's coefficients remain stable over the sample period. Diagnostic tests
confirm that the model is statistically sound and stable.

The results reveal that while life insurance sector variables affect economic
performance in the short run, there is no statistical evidence of a stable long-run
relationship. These findings suggest a responsive—but not yet transformative—role of
Nepal’s life insurance sector in driving sustained economic growth.

5. Discussion

The results of this study provide useful insights into how Nepal’s life insurance
sector relates to economic growth. While the ARDL bounds test showed no long-term
relationship between paid-up capital, reserve fund, investment, and per capita GDP, the
short-term results from the ARDL error correction model reveal important dynamics.
Specifically, increases in paid-up capital and investment have positive short-run effects
on per capita GDP. This means that when insurance companies increase their capital
or invest more, it can support short-term economic activity—possibly by creating jobs,
improving financial access, and boosting liquidity in the economy. In contrast, reserve
fund accumulation showed a negative short-run effect, which may be because holding
large reserves limits the amount of money insurance companies can inject back into
the economy.

These findings suggest that Nepal’s life insurance sector currently plays a
supportive role in the economy, primarily through short-term contributions. This aligns
with studies in other developing countries, such as Sapitri et al. (2024) and Kwaleyela
and Yohane (2025), who found that insurance investments can support short-run
income growth. However, unlike findings in more developed financial systems (Nguyen,
2024), the Nepalese context shows no long-run impact from life insurance on GDP,
likely due to regulatory constraints, underdeveloped capital markets, and limited
investment diversification.

The causality running from GDP to paid-up capital further supports the idea that
economic growth leads the insurance sector, not vice versa. This is consistent with
Nguyen (2024), who noted that in emerging markets, the insurance sector tends to
follow rather than drive economic expansion. The internal link between investment
and capital growth within the sector suggests that firm-level financial performance
does impact strategic capital allocation.

Compared to prior studies in Nepal focusing on policyholder behaviour (Adhikari,
2024; Thapa, 2024), this study contributes a macro-level perspective, showing how
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sector-wide trends relate to national development goals. The findings suggest that
Nepal’s life insurance sector plays a supportive but not yet leading role in economic
growth. To improve this, policymakers could revise investment policies to allow
insurance funds to flow into productive sectors such as infrastructure, agriculture, and
innovation. Strengthening the connection between insurance companies and capital
markets may also help increase their long-term impact. If these changes are made,
the sector could transition from being a follower of economic growth to becoming an
important driver of it.

6.  Conclusion and Policy Implications

This study explored the relationship between Nepal's life insurance sector
and economic growth using time-series data and found no evidence of a long-run
connection. However, in the short run, capital expansion and investments by insurers
positively influence per capita GDP. This suggests that while the sector may not yet
lead to long-term development, it can support short-term economic momentum.

These results highlight important directions for policy and sectoral reform. To
increase the long-term impact of the life insurance industry, the government and
regulatory authorities should consider expanding investment opportunities into more
productive areas such as infrastructure, green energy, and small enterprises. Improving
the use of reserve funds and strengthening links with the capital market could also
support broader financial development. This study adds to the limited macro-level
research on life insurance in Nepal and offers evidence for the sector's potential role
in supporting economic growth. Future research could include non-life insurance, use
advanced modelling techniques, or compare Nepal with other countries in the region to
deepen understanding of the insurance sector's contribution to national development.

[e]e]e}
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Figure 1 Trends of key macroeconomic and financial indicators from 1997 to 2024
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Table 1: Unit Root Testing
UNIT ROOT TEST TABLE (PP)
At Level Ln (Paid-Up  Ln (Reserve Ln Ln (Per Capita
Capital) Fund) (Investment) GDP)
With Constant t-Statistic -2.1996 -1.6272 1.1370 -0.3207
With Constant & Trend t-Statistic -1.9346 -0.4492 -2.8793 -1.7433
Without Constant & Trend  t-Statistic 1.3304 0.5641 12.1102 4.0781
At First Difference d(Ln (Paid-Up | d(Ln (Reserve d(Ln d(Ln (Per
Capital)) Fund)) (Investment)) | Capita GDP))
With Constant t-Statistic| -3.4917** 0.7965 -6.2426*** -4,1750***
With Constant & Trend t-Statistic| -3.6919** 1.0025 -6.6272%** -4,1187**
Without Constant & Trend | t-Statistic| -2.9091%** -0.6572 -1.3772 -2.8369%**
UNIT ROOT TEST TABLE (ADF)
At Level Ln(Paid-Up Ln(Reserve Ln(Investment) Ln(Per Capita
Capital) Fund) GDP)
With Constant t-Statistic -2.1275 -2.4413 0.3464 -0.3089
With Constant & Trend t-Statistic -1.9824 -0.7842 -2.7811 -1.7433
Without Constant & Trend  t-Statistic 1.8144 -3.1021*** 9.6037 4.2729
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At First Difference d(Ln(Paid-Up d(Ln(Reserve d(Ln d(Ln(Per
Capital)) Fund)) (Investment)) Capita GDP))
With Constant t-Statistic ~ -3.4976** 0.7965 -5.0580***  -4.2239***
With Constant & Trend t-Statistic ~ -3.7958** 2.2649 -4.9784*** -4.1219**
Without Constant & Trend  t-Statistic  -2.8656*** -0.6572 -0.9909 -1.0068

Table 2: VAR Lag Order Selection Criteria

Lag LogL LR FPE AIC e HQ
0 -46.01392 NA 0.000759  4.167827  4.364169  4.219916
1 4372401  142.0851 1.67e-06  -1.977001  -0.995290  -1.716553
2 67.02935  29.13167*  1.03e-06  -2.585779  -0.818699  -2.116972
3 87.59436  18.85126 1.02e-06  -2.966197  -0.413747  -2.289031
4 121.3600  19.69663  5.61e-07*  -4.446668* -1.108849*  -3.561144*

Table 3: ARDL Error Correction Regression, Selected Model: ARDL(1, 4, 2, 2)
ECM Regression

Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.

D(LN Paid-Up Capital) 0.034273 0.035168 0.974547 0.3507

D(LN Paid-Up Capital (-1)) -0.107906 0.022350 -4.828025 0.0005

D(LN Paid-Up Capital (-2)) -0.042877 0.023561 -1.819807 0.0961

D(LN Paid-Up Capital (-3)) 0.076819 0.021444 3.582337 0.0043

D(LN Reserve Fund) -0.007118 0.023983 -0.296811 0.7721

D(LN Reserve Fund (-1)) -0.605603 0.258442 -2.343289 0.0389

D(LN Investment) 0.336468 0.183953 1.829102 0.0946

D(LN Investment (-1)) 0.907124 0.206575 4.391256 0.0011

CointEq(-1)* -0.223472 0.051470 -4.341792 0.0012
R-squared 0.731907 Mean dependent var 0.074010
Adjusted R-squared 0.588924 S.D. dependent var 0.081461
S.E. of regression 0.052229 Akaike info criterion -2.786373
Sum squared resid 0.040918 Schwarz criterion -2.344602
Log likelihood 42.43647 Hannan-Quinn criter. -2.669171

Durbin-Watson stat 2.119885
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Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) I(1)
F-statistic 2.764836 10% 2.37 3.2
k 3 5% 2.79 3.67
2.5% 3.15 4.08
1% 3.65 4.66
Table 4: Pairwise Granger Causality Tests
Null Hypothesis: Obs F-Statistic Prob.
LN Paid-Up Capital — LN Per Capita GDP 24 1.03869 0.4198
LN Per Capita GDP — LN Paid-Up Capital 5.16906 0.0081
LN Reserve Fund — LN Per Capita GDP 24 0.48088 0.7495
LN Per Capita GDP — LN Reserve Fund 2.86503 0.0602
LN Investment — LN Per Capita GDP 24 0.38270 0.8176
LN Per Capita GDP — LN Investment 0.61627 0.6576
LN Reserve Fund — LN Paid-Up Capital 24 15.2641 4.E-05
LN Paid-Up Capital = LN Reserve Fund 0.68645 0.6124
LN Investment — LN Paid-Up Capital 24 14.2063 5.E-05
Paid-Up Capital = LN Investment 3.78533 0.0254
LN Investment — LN Reserve Fund 24 1.33030 0.3040
LN Reserve Fund — LN Investment 2.47620 0.0889
Table 5: Diagnostics and Stability Test Results
Diagnostics Statistics p-value
Normality(J-B) 0.780243 0.676975
Serial Correlation F-statistic 1.140727 0.3618
B-P-G Test(Scaled explained SS) 2.360480 0.9986
CUSUM Test Stable
CUSUM of Square Test Stable
000
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Assessing Climate Risk and its Impact on the
Insurance Sector

Introduction:

Climate risk refers to the potential for

harm to societies and ecosystems resulting
from the impacts of climate change. It can be

Umesh Thapa

Senior Officer, Risk Management
Prime Commercial Bank Limited

broadly categorized into three types: physical
risks, transition risks, and liability risks.

Physical risks are related to the direct and
indirect losses incurred due to climate
change and weather-related events
affecting insured entities or assets.
Transition risks arise from changes
in  climate policy,  technological
advancements, and shifts in market
sentiment during the transition to a low-
carbon economy. These risks can lead to
fluctuations in asset prices or broader
economic disruptions.

Liability risks involve individuals or
businesses that suffer losses due to
climate change and seek compensation
from those they hold responsible. This may
include legal action against companies or
governments that failed to reduce their
contributions to climate change or to
adapt appropriately to its impacts.

In recent years, increasing climate risks

have caused significant damage to global socio-
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economic activities and financial stability. Nepal is particularly vulnerable to these risks
due to its geographic location, topography, and reliance on climate-sensitive sectors
such as agriculture and hydropower. Climate risk poses one of the greatest challenges
for countries like Nepal, where the threat is even more pronounced due to the high
susceptibility to natural disasters such as floods, landslides, and extreme weather
events.

Nepal’s economy and the livelihoods of its people are heavily dependent on the
climate, with a large proportion of the country’s Gross Domestic Product tied to climate-
sensitive activities. Current climate variability and extreme events have already led to
substantial impacts and economic costs. Due to a combination of political, geographic,
and social factors, Nepal is recognized as highly vulnerable to the impacts of climate
change, ranking 128th out of 181 countries in the 2020 ND-GAIN Index.

Climate Risk and the Insurance Sector

The financial sector—particularly the insurance industry—stands at the forefront
of climate risk exposure. The impact of climate risks on insurers is multifaceted,
encompassing physical transition and liability risks. The insurance industry plays
several key roles within the financial system, including risk assessment, management,
underwriting, and investment. Aninsurer’s invested assets and core business operations
can be directly and indirectly affected by risks associated with climate- and weather-
related events and conditions.

The various categories of climate risk impact the insurance sector in the following
ways:

Physical risks arise from increased damage and losses due to both gradual climate
trends and extreme events. While insurers may have experience in understanding the
dynamics of such events and adjusting exposures through annual contract re-pricing,
the potential for physical climate risks to evolve in non-linear ways—such as previously
uncorrelated events occurring simultaneously—can result in unexpectedly high claims
burdens.

Beyond insured losses, climate trends and shocks can cause broader economic
disruptions that affect insurers and the financial system at large. At the macroeconomic
level, uninsured losses from physical risks may reduce resource availability and
economic productivity across sectors, affect the profitability of firms and individual
assets, disrupt supply chains, and ultimately influence insurance market demand. Such
uninsured losses can also have cascading effects across the financial system, impacting
investment firms, banks, and credit markets. In areas with high physical risk profiles,
the unavailability of insurance—or the risk of becoming uninsurable—can significantly
affect credit performance and investment outcomes across the economy.
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Transition risks stem from disruptions and shifts associated with the transition to
a low-carbon economy, which can affect asset values and the costs of doing business.
These risks may be driven by policy changes, market dynamics, technologicalinnovation,
or reputational factors. Key examples of transition risks recognized by public authorities
and central banks include regulatory reforms impacting carbon-intensive sectors such
as energy, transport, and industry.

Transition risks stem from disruptions and shifts associated with the transition to
a low-carbon economy, which can affect asset values and the costs of doing business.
These risks may be driven by policy changes, market dynamics, technologicalinnovation,
or reputational factors. Key examples of transition risks recognized by public authorities
and central banks include regulatory reforms impacting carbon-intensive sectors such
as energy, transport, and industry.

Liability risks include the risk of climate-related claims under liability policies, as
well as direct claims against insurers for failing to manage climate risks. Climate-related
litigation has increased significantly around the world, including cases concerning both
action and inaction related to climate mitigation and adaptation efforts.

Liability risks may arise if the managementand boards of insurers fail toadequately
consider or respond to the impacts of climate change, or fail to appropriately disclose
current and future risks—potentially leading to damages claims or tort litigation.

There may also be exposure under Directors and Officers (D&O) insurance,
Professional Indemnity (PI) insurance, and third-party environmental liability policies.
While the debate around legal precedent in this area remains ongoing and complex,
there has been a notable rise in major lawsuits related to climate change over the past
two years. This trend is likely to play an important role in shaping the future of liability
risk for insurers.

Major Inherent Risk Factors
The following are key inherent risk factors derived from the climate risk categories

discussed above:

J Underwriting Risk: Climate change is already affecting the frequency and intensity
of high-impact natural catastrophes around the world, leading to an increase in
weather-related insurance claims.

. Market Risk: From a pricing perspective, insurers’ capacity to underwrite business
may be constrained by increasing physical risks to insured property and assets—
particularly if risk-based pricing exceeds customer willingness to pay. There
is growing evidence that domestic properties in high-risk areas are becoming
uninsurable due to heightened exposure to physical risks such as wildfires,
storms, and sea level rise. Market contractions resulting from these physical
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risks are likely to further exacerbate barriers for consumers seeking insurance
coverage. Transition risks may also significantly alter the types of products and
services demanded from insurers. An inability to appropriately design products
that align with evolving needs could lead to a loss of market share and pose a
strategic risk to overall business viability.

. Investment Risk: The profitability of insurers’ investment portfolios may be
affected if they are invested in sectors or assets that are particularly vulnerable
to physical or transition-related climate risks. In extreme cases, this could
constrain insurers’ capacity to pay future claims. The impact of climate risks at
the portfolio level will depend on factors such as the concentration of holdings
in specific firms or sectors, the effectiveness of diversification and hedging
strategies, and the strength of efforts to actively manage and monitor exposures.
While some insurers may be partially insulated from climate-related effects due
to their investment behavior, only a few firms are proactively exploring how their
portfolios may be impacted by climate change—both now and in the future.

. Strategic Risk: Physical or transition-related climate events, trends, or scenarios
may pose strategic challenges to insurers, potentially inhibiting or preventing
them from achieving their strategic objectives. Examples include loss of
competitiveness due to inadequate strategies for physical climate risk mitigation,
poor future planning, or failure to respond effectively to transition risks that are
reshaping the industry landscape.

U Operational Risk: Physical climate impacts may affect an insurer’s own assets—
including property, equipment, IT systems, and human resources—resulting
in increased operating costs, reduced claims management capacity, or even
operational disruptions.

o Reputational Risk: In recent years, insurance underwriting or investment in
sectors perceived as contributing to climate change has become a growing
concern for civil society. This is exemplified by social movements advocating
for divestment from fossil fuels and the cessation of underwriting for coal-fired
power infrastructure.

Nepal Green Finance Taxonomy and the Insurance Sector

Nepal Rastra Bank has developed a Green Finance Taxonomy to encourage the
flow of domestic green finance and support initiatives such as green bonds, climate risk
reporting, and capital mobilization across the financial sector—including the insurance
industry. The Green Finance Taxonomy provides a classification of economic activities
(assets, projects, and sectors) that qualify as “green” or environmentally sustainable.
This classification is intended to help financial sector actors identify, track, and
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demonstrate the credentials of their green activities, and to direct capital, resources,
and capacity toward Nepal’s green, resilient, and inclusive economy.

The insurance sector in Nepal holds significant potential to support the transition
toward green finance. The Government of Nepal has already initiated agriculture and
livestock insurance programs, with non-life insurance companies offering related
services. The federal government provides an 80 percent subsidy on insurance
premiums in this sector.

In addition to agriculture and livestock, non-life insurance in Nepal also covers
areas such as cold storage, hydropower generation, renewable energy production,
electricity transmission and distribution, cable cars, and tourism infrastructure.
Furthermore, a few insurance companies have begun piloting index-based flood
insurance, which compensates for potential flood damage based on objectively
measured parameters.

However, to fully address large-scale disasters and the growing economic costs
of climate change, there is a need for a stronger regulatory framework, expanded
coverage, and a transition to a risk-based regime in the insurance sector.

A Way Forward

Clearly, climate risks can have varying impacts on insurers depending on
factors such as their core underwriting business areas, investment strategies, size,
specialization, geographic reach, and domicile. Over the long term, climate change is
likely to have implications for all types of insurers—whether through risk management,
risk transfer, investment activities, or broader macroeconomic impacts.

The Nepal Insurance Authority (NIA) should assess how climate change is currently
affecting, and may continue to affect, the underwriting and investment activities of
the insurance sector. It should also develop appropriate strategies and action plans
to mitigate climate-related risks within the industry. Additionally, the NIA should
expand its efforts in areas such as financial stability risk assessment, the development
of supervisory frameworks, supportive regulatory materials, and capacity building
initiatives.

Climate change represents a significant source of financial risk, affecting both
the resilience of individual insurers and the stability of the global financial system.
While insurers are exposed to both transition and physical risks through their
underwriting and investment portfolios, they also have the potential to serve as key
agents in identifying, mitigating, and managing climate risks—thereby contributing to
a sustainable transition to a net-zero economy.

Insurers must recognize the importance of providing comprehensive guidance
to policyholders to help them navigate climate-related challenges, while ensuring that
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product coverage remains robust and reliable. Climate risks should be addressed at all
relevant levels within an insurance organization—including at the board level—through
the implementation of sound governance, strategic planning, and operational policies.

Climate change poses a major threat to sustainable development outcomes.
Nepal is committed to playing an active role in supporting the integration of climate
action into national development agendas.
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Hydropower Insurance in Nepal: Prospects,
Opportunities and Challenges

Prashant Raj Neupane

Manager,

Trust Insurance Brokers Pvt. Ltd.
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Nepal, a landlocked country nestled in
the Himalayas, boasts immense potential for
hydropower generation. With an estimated
theoretical capacity of 83,000 MW, the
nation possesses one of the world's richest
endowments of freshwater resources.
However, harnessing this potential face
numerous challenges. One crucial element
often overlooked is the role of hydropower
insurance in mitigating risks and fostering a
more robust hydropower sector.

Prospects for Hydropower Insurance

Risk Mitigation: Hydropower projects
are inherently risky endeavors. They face
geological hazards like earthquakes and
landslides, extreme weather events like
floods and droughts, and construction delays.
Hydropower insurance can offer coverage
for these perils, protecting developers from
financial losses and project delays.

Increased Investment: By mitigating
risks, insurance can incentivize private sector
participation.  Investors are often hesitant
due to the high upfront costs and potential for
catastrophic losses. Hydropower insurance
can alleviate these concerns, attracting much-
needed capital for project development.
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Improved Project Viability: Insurance companies conduct thorough risk
assessments before issuing policies. This process can identify potential vulnerabilities
in project design and construction, leading to more robust and sustainable projects.

Enhanced Financial Stability: Insurance payouts in the event of a covered loss
can help hydropower developers recover financially and resume operations. This
financial stability fosters a more reliable and resilient power sector.

Opportunities for Hydropower Insurance Development

Several opportunities exist to develop a robust hydropower insurance market in
Nepal:

Product Development: Tailored insurance products catering to the specific
needs of Nepali hydropower projects are crucial. These could include coverage for
construction delays, political risks, and geological hazards prevalent in the region.

Regulatory Framework: A supportive regulatory framework is essential. The
government can work with insurance companies to develop clear guidelines for risk
assessment, policy issuance, and claim settlement.

Capacity Building: Building expertise within the insurance industry is crucial.
Training programs and workshops can equip insurance professionals with the
knowledge to assess hydropower risks and design appropriate products.

Public-Private Partnerships: Collaboration between the government, insurance
companies, and development agencies can foster innovation and knowledge sharing.
This can lead to the development of risk-sharing mechanisms and affordable insurance
solutions.

Challenges to Overcome

Despite the promising prospects, significant challenges must be addressed:

Limited Awareness: Awareness of hydropower insurance benefits remains low
among project developers in Nepal. Educational campaigns and workshops can bridge
this knowledge gap.

Limited Risk Pool: The initial pool of insured hydropower projects might be
limited. This can make it difficult for insurance companies to spread risk effectively,
potentially leading to higher premiums.

Data Scarcity: Historical data on accidents, natural disasters, and equipment
failures related to hydropower projects in Nepal is scarce. This makes it challenging for
insurers to accurately assess risks and price policies competitively.

Regulatory Hurdles: Existing insurance regulations might not adequately address
the specific needs of hydropower projects. Streamlining regulations and simplifying
claim settlement processes can incentivize wider adoption of hydropower insurance.
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Hydropower insurance has the potential to be a game-changer for Nepal's energy
sector. By mitigating risks, attracting investment, and promoting financial stability, it
can pave the way for the development of a more robust and sustainable hydropower
industry. Overcoming challenges through a collaborative approach involving the
government, insurance industry, and international partners is crucial to unlock the full
potential of hydropower insurance for Nepal's energy future.

Existing Hydropower Insurance Products in Nepal: A Limited Landscape with Room
for Growth

Nepal, a nation blessed with immense hydropower potential, faces the challenge
of mitigating risks associated with project development and operation. While
hydropower insurance can play a crucial role in achieving this, the current landscape
in Nepal remains limited. This essay explores the existing hydropower insurance
products, highlighting their limitations and the potential for future development.

One primary product currently offered in Nepal is Contractors All Risk (CAR) Insurance,
also known as Contract Works Insurance. This policy primarily protects developers during
the construction phase of a hydropower project. It covers physical loss or damage to civil
works, plant and machinery, and third-party liability arising from construction activities.
While essential, CAR insurance has limitations. It does not typically cover:

Design defects: If a project suffers losses due to faulty design, CAR insurance
might not offer compensation.

Operational risks: Once a project becomes operational, losses arising from
equipment failure, natural disasters, or political unrest are often included.

Delay in start-up: CAR insurance usually doesn't compensate for delays in project
completion beyond a specified period.

Another potential offering is Erection All Risk (EAR) Insurance. This policy provides
coverage during the installation and commissioning phase of a hydropower project,
bridging the gap between CAR and operational insurance. However, its availability and
specific terms might vary depending on the insurance company.

Operational phase insurance, a crucial element for a comprehensive risk
management strategy, seems largely absent in the current Nepali market. This type of
insurance could cover:

Loss of revenue: Financial losses incurred due to equipment breakdown, natural
disasters, or grid failures.

Business interruption: Costs associated with downtime and lost production.

Environmental damage: Liability arising from accidental pollution or damage to
the ecosystem.
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The Limited Scope of Existing Products:

Several factors contribute to the limited scope of existing hydropower insurance
products in Nepal:

Low Awareness: Many hydropower developers remain unaware of the benefits
and specific types of hydropower insurance available.

Limited Capacity: The Nepali insurance industry lacks extensive experience in
assessing and pricing hydropower risks.

Regulatory Hurdles: Existing regulations might not adequately address the
unique needs of hydropower projects, making it challenging for insurers to offer
comprehensive coverage.

The Road Ahead: A Broader Spectrum of Hydropower Insurance
Despite the limitations, there are positive signs for the future:
Growing Demand: As hydropower projects become more complex and capital-
intensive, the demand for comprehensive risk management solutions is rising.
Government Initiatives: The government is recognizing the importance of
hydropower insurance and might encourage the development of tailored products.
Industry Collaboration: Collaboration between insurance companies, risk
management experts, and hydropower developers can lead to the creation of new
insurance solutions.

Looking Forward: A More Robust Hydropower Insurance Market

The future of hydropower insurance in Nepal lies in developing a broader
spectrum of products. Here are some potential areas of growth:

Tailored coverage: Hydropower projects vary in size, technology, and location.
Developing insurance products that cater to these specific needs is crucial.

Public-Private Partnerships: Collaboration between the government and the
insurance industry can help create a risk-sharing mechanism, making insurance more
affordable for developers.

Focus on operational risks: Developing insurance products that address operational
risks like equipment breakdown, natural disasters, and cyber threats is essential.

Data collection and analysis: Improving data collection on historical accidents,
natural disasters, and equipment failures related to hydropower projects will enable
insurers to more accurately assess risks and price policies competitively.

By addressing the existing limitations and fostering a collaborative environment,
Nepal can develop a more robust hydropower insurance market. This will not only
mitigate risks and incentivize investment but also pave the way for a more sustainable
and prosperous hydropower sector.
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Methods of Pricing Premiums for Hydropower Insurance in Nepal: Balancing Risk and

Affordability

Hydropower insurance, though nascent in Nepal, holds immense potential
for mitigating risks and attracting investment in the hydropower sector.
However, determining a fair and sustainable premium for this specialized
insurance requires a nuanced approach that considers various factors. This
essay explores the methods that can be employed to price hydropower
insurance premiums in Nepal.

Risk-Based Pricing

The cornerstone of any insurance pricing strategy is risk assessment. For
hydropower projects in Nepal, this involves evaluating a multitude of factors, including:

Project Characteristics: Size, technology employed, location (geological hazards,
proximity to grid), and complexity of construction.

Operational Risks: Likelihood of equipment failure, natural disasters (floods,
earthquakes, landslides), and grid failures.

Financial Exposure: Estimated potential losses associated with covered perils.

By analyzing these factors, insurers can assign a risk score to each project.
Projects with a higher risk profile will naturally command a higher premium.

Data-Driven Pricing:

The accuracy of risk assessment hinges on the availability of historical data. In
Nepal, data on hydropower project accidents, equipment failures, and natural disaster
occurrences might be limited. Here's how data gaps can be addressed:

International Benchmarks: Utilizing data from established hydropower insurance
markets like China or Brazil can provide a starting point.

Loss Experience Adjustment: As the Nepali hydropower insurance market
matures, historical claims data can be incorporated into future pricing models.

Catastrophe Modeling: Advanced software can simulate potential natural
disasters and their impact on hydropower projects, aiding in risk assessment.

Market Considerations:

Pricing should also consider market dynamics:

Competition: With a limited number of insurance companies currently offering
hydropowerinsurancein Nepal, initial premiums might be higher. Increased competition
can drive down prices over time.

Regulatory Environment: Government regulations can influence pricing by
setting minimum capital requirements for insurers or mandating specific coverage
levels.
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Balancing Risk and Affordability: A key challenge lies in balancing the need for
insurers to collect adequate premiums to cover potential losses with the need to make
hydropower insurance affordable for developers. Here are some potential approaches:

Risk Mitigation Incentives: Offering premium discounts for projects that
incorporate robust safety measures and disaster preparedness plans.

Government Subsidies: The government could subsidize a portion of the
premium to make hydropower insurance more attractive for developers.

Parametric Insurance: This innovative approach triggers payouts based on
pre-defined parameters (e.g., intensity of an earthquake) rather than actual losses,
potentially leading to faster and more affordable coverage.

Pricing hydropower insurance premiums in Nepal requires a careful consideration
of risk factors, data availability, market dynamics, and the need for affordability. By
employing a risk-based pricing approach informed by data analysis, while considering
market forces and exploring innovative solutions, Nepal can establish a sustainable
and effective hydropower insurance market. This will not only protect developers from
financial losses but also pave the way for a more robust and secure hydropower sector,
contributing to Nepal's energy goals.

Case Studies of Pricing Methodology for Operational Hydropower Insurance: Lessons

for Nepal

Operational risks pose a significant threat to hydropower projects. Equipment
failure, natural disasters, and grid outages can cause substantial financial losses and
disrupt power generation. Operational hydropowerinsurance offers financial protection
against these risks, but determining a fair and sustainable premium requires a robust
pricing methodology. Examining successful implementations in other countries can
provide valuable insights for Nepal to develop its own approach.

Case Study 1: Brazil - Combining Risk Scores and Historical Data
Brazil boasts a well-developed hydropower insurance market, with a focus on
operational risks. Their pricing methodology typically involves two key elements:

Risk Scorecard:
Insurance companies evaluate projects based on a set of criteria, including:
o Age and condition of equipment
J Seismic hazard of the project location

J Maintenance practices and safety protocols
J Historical data on grid outages in the region
o Each criterion is assigned a weight, and the project receives a total risk score.
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Historical Loss Data: Historical data on past claims for operational losses (e.g.,
equipment breakdown due to floods) is incorporated into the pricing model. Projects
with a higher frequency or severity of past claims will face higher premiums.

Success Factors:

Transparency: The risk scorecard approach provides developers with a clear
understanding of how project characteristics influence premiums.

Data-Driven Pricing: Utilizing historical loss data ensures that premiums reflect
the actual risk profile of each project.

Lessons for Nepal: This approach offers a practical framework for Nepal, albeit
with adjustments considering limited historical data. Standardized risk scorecards and
collaboration with international reinsurers to access broader loss experience data can
be beneficial.

Case Study 2: China — Public-Private Partnership and Risk Pooling

China's hydropower insurance market, facilitated by the China Hydropower
Insurance Pool (CHIP), offers operational insurance alongside construction and other
coverage. While specific pricing details are not publicly available, CHIP's model offers
valuable lessons:

Risk Pooling: By spreading risk across a large pool of insured projects, CHIP can
offer competitive premiums even with limited historical data.

Government Support: Government involvement in CHIP provides stability and
resources to support the development of a sophisticated pricing methodology.

Lessons for Nepal: Nepal can explore establishing a similar risk-sharing pool,
potentially with support from the government and international development
partners. This can incentivize insurance companies to participate and offer competitive
operational insurance.

Case Study 3: India — Multilateral Support and Parametric Insurance

India, a rapidly growing hydropower market, has benefited from international
collaboration. The World Bank has supported the development of pricing models for
operational insurance, including:

Parametric Insurance: This innovative approach triggers payouts based on pre-
defined parameters (e.g., water flow rate falling below a certain threshold) rather
than actual losses. This simplifies claims processing and can be more affordable than
traditional insurance.

Lessons for Nepal: Parametric insurance holds promise for Nepal, particularly
for covering specific natural disaster risks. Further research and pilot projects can
explore its feasibility within the Nepali context.
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These case studies showcase diverse methodologies for pricing operational
hydropower insurance. Brazil's risk scorecard approach offers a transparent and
data-driven foundation. China's risk pooling model demonstrates the benefits of
collaboration. India's experience with parametric insurance highlights the potential
for innovative solutions. By adapting these approaches and addressing limitations
in data availability, Nepal can develop a robust pricing methodology for operational
hydropower insurance. This will foster a more secure and attractive hydropower sector,
contributing to Nepal's long-term energy goals.

Moving Forward
Government Initiatives:
The government can play a pivotal role by:
. Encouraging the development of tailored insurance products.

o Providing subsidies for hydropower developers to purchase insurance.
. Supporting research initiatives to improve data collection on hydropower
risks.

. Streamlining insurance regulations for hydropower projects.

Industry Collaboration:
Collaboration between insurance companies, hydropower developers, and risk
management experts can lead to:

o Development of standardized risk assessment methodologies.
. Sharing of best practices in project design and construction to mitigate
risks.

o Joint research efforts to improve data availability on hydropower risks.

International Cooperation:

Nepal can learn from the experiences of other countries with established
hydropower insurance markets. Technical assistance and knowledge sharing from
international development agencies can be valuable in this regard.
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Actuarial Ethics and The Future of Fair
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The world is evolving and with this
rapid transformation, the role of actuaries
is transcending too. The branches of risk
management has spread like never before.
The question of what is regarded as “fair” is
subjective to each stakeholder in the business.
Similarly, the ethical grounds on which
actuaries must stand to price any policy is also
neither stringent nor dogmatic.

What is "Fair Pricing" as of now?

Simply put- fair pricing is a principle
which posits that the price the insured is liable
to pay in order to activate a contract must
reflect his/her individual expected loss. This
ensures fair and equitable distribution of risk
in the risk pool. But the sole risk-based pricing
may sometimes pose the threat of neglecting
the social implications and inequalities,
ethical considerations and moral fairness.
Thus, fair pricing must incorporate actuarial
technical precision along with transparency,
non-discrimination, ethical justification and
regulatory complaince.

The Historical Context of Actuarial Ethics and

Fair Pricing
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Actuarial fairness traditionally meant charging homogeneous groups of risk with
similar insurance premiums which best represented the expected value of the risk
they bring in the business. This notion was derived from the Aristotelian principles of
justice and was formalized in the 16th century. The concept has gone through multiple
amendments and interpretations over time (Heras et al., 2019). Actuarial fairness has
had to deal with the challenge of striking a balance between fairness and business
profitability, often raising concerns about the true fairness to the individual insureds
(Frezal & Barry, 2019).

Previously, scholars believed in the Objectivist Interpretation of Actuarial Fairness-
an approach that dictated the risk could be measured with scientific accuracy, resulting
in a single “fair” premium for each policyholder. In the 18th century, the proliferation
of mortality tables led to insurers using different tables as per their own strategies-
gradually eroding the concept of a single fair price (Meyers & Van Hoyweghen, 2017).
During the 19th century, the objectivist approach coexisted with limited use of data and
inequitable pricing practices. The mortality tables were not true representation of the
risks covered by the insurers (mainly represented the healthy white males) (O’Connor,
2011). Through the 20th century, the world has seen a professional and formal
established principle of actuarial standards. Despite the standards, the normative rigor
was still lacking and was frequently pointed out by the critiques.

The path of history shows the imperfections and flaws in fair pricing. The
turbulent imbalance between technical precision and ethical standards has persisted
over the years. The definition of “fair” has been shaped by the motives of marketing
and strategic purposes, legal enforcements and dynamic societal norms.

Ethical Principles in Actuarial Practice

Actuarial ethics lay down the foundation of trust and belief among the insurers,
insureds and other stakeholders of the business. Thus, it is essential for the actuarial
professionals to abide by the code of conduct. Several professional actuarial bodies
such as Institute and Faculty of Actuaries (IFoA), Society of Actuaries (SOA), Casualty
Actuarial Society (CAS), International Actuarial Association (IAA), etc. publish and
reinforce these ethical guidelines.

For instance, The Actuaries Code published for IFOA members include six
principles:

a) Integrity — Members must act honestly and with integrity.

b)  Competence and care — Members must carry out work competently and

with care.

c) Impartiality — Members must ensure that their professional judgement is

not compromised, and cannot reasonably be seen to be compromised, by
bias, conflict of interest, or the undue influence of others.
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d) Compliance — Members must comply with all relevant legal, regulatory,
and professional requirements.

e)  Speaking up - Members should speak up if they believe, or have reasonable
cause to believe, that a course of action is unethical or is unlawful.

f) Communication — Members must communicate appropriately.

(The Actuaries’ Code | Institute and Faculty of Actuaries, 2023)

Ethical actuarial behavior extends beyond requirements and technical standards.
Pricing, underwriting, claims processing, finance, risk classifications, every department
needs actuarial recommendations and informed actuarial advices. In such cases, the
unbiased and well researched opinion is expected from the professional which also
considers the decisions’ social and human consequences. Over reliance on artificial
intelligence (Al) and machine learning can also impose discrepancy and discrimination
in pricing as societal factors may be totally excluded.

Challenges associated with Fairness in Pricing
The insurance industry faces tremendous challenges in maintaining fair pricing

and upholding actuarial ethics amidst rapid technological advancements, advanced

analytics, and increasing regulatory monitoring.

1)  Proxy Discrimination and Demographic Unfairness
Proxy discrimination occurs when a varibale used in the pricing and assessment
model correlates with the protected attribute (the attribute that is legally and
ethically safeguarded from seggregation) without the explicit presence of the
attribute. For example; the location of settlement might indirectly represent
the disadvantaged minority locality. At the same time, demographic fariness
necessitates that individuals from different demogaphic groups receive on
average similar pricing avoiding group discrimination. Now, elimination of
proxy discrimination may exacerbate group or demographic fairness outcomes.
Similarly, enforcing group fairness may worsen proxy discrimination. Thus,
inusrers and actuaries are indebted to navigate tarde-offs between ethical
frameworks to reach a decision (Lin, 2023).

2)  Regulatory and Compliance Pressures
Regulations and acts require insurers to validate their pricing models avoid
implicit/explicit discrimination. Regulators mandate insurers to justify their
premium and demonstrate alignment between price and the quality of the
product. In Nepal, Insurance Regulation, 2081 outlines the dos and don’ts for
the insurance industry.
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3) Balancing Profitability and Equity
Often actuarial fair prices match premiums with the associated risk. In the
meantime, risk-based pricing dilemmas like high-risk individuals or groups being
excluded of affordable coverage persists. Higher restriction on pricing (imposing
fairness) leads to minimal differentiation of premiums based on individual
risk. Ultimately high-risk individuals end up paying less than their risk and low-
risk cross-subsidize the higher risk (The Ethics of Insurance Pricing: Balancing
Profitability and Fairness | Markel, n.d.).

4) Ethical Tensions in Actuarial Practice
Mark (2025) explains the prevalance of corporate demand to understate the
risk and overstate profitability and assets using optimistic assumptions in the
insurance industry. These pressures are faced by the actuaries to manipulate
models and not succumbing to the pressure is also a challenge. The historical
claims data might show bias reflecting societal inequities that need to be critically
examined to yield a fair outcome.

5)  Technological disruption
Actuarial professionals are expected to understand the working of their models and
this comes under their code of conduct. Advancement of machine learning models
have given birth to complex and dynamic calculations which are difficult to track
and comprehend logically. The use of black box models (complex machine learning
models whose internal workings are not easily understandable) raises question
on transparency and interpretability of the model output. Similarly, collection of
sensitive information for model training violates the data privacy and ethics. Services
contingent on data sharing (for example: fitness trackers influence on the premium
discounts) raise concerns about the personal privacy of the individual.

6) Sentinel Effect
Sentinel effect arises when the requirements and tests associated with high risk
deters these high-risk individuals from purchasing the insurance or compels
them to apply for lower coverage. From the perspective of the insurer this effect
is beneficial but they too might face loss of business and adverse selection (high
risk individuals applying for low coverage products which do not require rigorous
monitoring and tests). On the other hand, the society faces increased protection
gap, vulnerable populations being uninsured. The increased visibility of risk
scoring methods can lead to strategic behavior and self-exclusion among those
who anticipate unfavorable treatment.

The Role of Actuary in Ethical and Fair Pricing
Actuaries safeguard ethical and fair pricing in the insurance industry by

maintaining balance between complex technical requirements with societal equity
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objectives. Their responsibilities not only incorporate mathematical calculations but
also encompasses ethical responsibility and regulatory compliance.
1) Risk Assessment and Bias Mitigation

Actuaries analyze historical claims data, demographic trends, and risk factors to

develop pricing models. Moreover, they must:

a) Identify and address proxy discrimination risks which could indirectly
represent protected attribute.

b)  Test models for unintended bias using fairness metrics and carryout
sensitivity analyses, scenario analyses, stress testing to evaluate the impact
of pricing change.

c)  Adjust for historical data limitations that reflect systemic inequalities
(Mark, 2025).

2)  Regulatory Compliance and Transparency

Actuaries ensure pricing practices meet legal standards while maintaining clear

documentation:

a) Implement anti-discrimination laws through model design.

b)  Prepare regulatory filings demonstrating actuarial soundness (Insurance
Topics | Role of Actuaries in Insurance | NAIC, n.d.).

c) Maintain audit trails showing how protected characteristics are excluded
from models.

3)  Ethical Pricing Framework Development

Consideration Business Need Ethical Goal

Risk Selection Precise risk differentiation Avoiding excessive segmentation

Profitability Sufficient returns for shareholders |Affordable premiums for high-risk
groups

Data Usage Predictive modeling effectiveness | Privacy protection and consent

a) Develop innovative coverage solutions that provides benefits to historically
disadvantaged population.

b)  Quantify the social impact of changes in the pricing through respective
metrics

c) Design cross-subsidization mechanisms that maintain market stability
while fostering wider insurance access.

4) Stakeholder Communication

Actuaries translate technical models into ethical business practices by:

a) Justify rate differences to regulators using non-discriminatory factors.

b)  Explain pricing logic to consumers in accessible terms and plain-language
explanations.
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c)  Advocate for fair treatment principles in corporate strategy.
d) Create visualization tools that demonstrate how different risk factors
contribute to premium calculations.
5)  Continuous Model Monitoring
Monitoring the solution and model is a part of the Actuarial Control Cycle (ACC).
After developing the solution, actuaries are accountable to ensure that the
solution is appropriate and the assumptions are valid.
a) Take feedbacks into account and reviewing them to modify and enhance
the practice.
b)  Validate the behavioral and societal assumptions.
c)  Cost-benefit analyses of affordability in the light of solvency requirement.
d) Set whistleblowing protocols to address unethical practices and unfair
pricing pressure.
6) Working Closely with Regulators and Consumer Advocacy Groups
Beyond the walls of the company, actuaries also have exposure to collaborate
with the regulators and other stakeholders for the prosperity of the industry and
society.
a)  Participate in regulatory environment and groups to aid in developing
guidelines and standards for fairness.
b)  Understand the vulnerable communities and advocate these customers’
voices.
c) Contribute technical expertise and knowledge to public policy discussions
on accessibility of insurance.
d) Createaproperfeedback mechanism to channelthe concerns of customers,
pricing reviews.
Case Study: Discriminatory Outcomes in Auto Insurance Pricing- California
Department of Insurance (2020)
Scenario
The California Department of Insurance (CDI) spotted probable bias and
discriminatory influence in the data analytics and in the use of advanced algorithms by
auto insurers. Despite the protected attributes not being included the proxy variables
such as occupation, education level and geolocation were used by the insurers. The
potential discrimination against low-income and minority neighborhoods was a rising
concern.
Ethical Challenge
The ethical dilemma was whether insurers' employment of advanced algorithms
and non-standard rating variables amounted to a violation of California's anti-
discrimination laws. Premiums are meant to be charged based on objective, verifiable
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data within the control of a driver, and the use of indirect variables (e.g., geo-location
and telematics) raised concern about actuarial ethics and fair pricing along with
transparency.

Analysis of Decision

The CDI held public hearings to review these practices, where they engaged
stakeholders including regulators, insurers, and consumer advocacy groups. Consumer
Watchdog, one such prominent advocacy group, argued that insurers were using "black
box" algorithms to conceal discriminatory practices under the cover of innovation. For
example:

a)  Occupation and Education: These factors were found to disproportionately

impact low-income drivers.

b)  Telematics Data: Insurers used driving patterns and geo-location data
collected via telematics, potentially discriminating based on where
individuals live or drive.

The CDI required insurers to justify their methodologies and disclose the
algorithms used for setting premiums. This transparency aimed to ensure compliance
with requirement for fair and objective pricing.

Regulatory Impact

The CDI took several actions to address these issues:

a)  Ordered insurers to disclose their algorithms and rating factors.

b)  Prohibited the use of certain non-objective variables (e.g., occupation) in
premium calculations.

c) Required refunds for overcharged policyholders during the COVID-19
pandemic, demonstratingitscommitmenttofairnessinpricingadjustments.

Additionally, Proposition 103 continues to serve as a foundational framework
for ensuring equitable pricing practices in California. It mandates public processes for
rate-setting and prohibits reliance on subjective or unverifiable factors (Barnett, 2024).

This scenario illustrates the challenge that algorithmic decision-making places on
insurance pricing. It illustrates the necessity for regulatory oversight, transparency, and
ethical actuarial practice to ensure that technological advancements do not perpetuate
discrimination or unfair outcomes. Actuaries play an important role in model testing
for bias, enhancing transparency, and building frameworks to advance commercial
interests and social values of equity.

Conclusion

Actuarial ethics and the pursuit of fair pricing in insurance stand at a crossroads.
The historical background depicts a profession that is grappling with evolving social
values, regulatory pressure, and technological advancement. While ethical theory
provides a framework, the challenges associated with fairness demand constant
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vigilance and ingenuity. The role of the actuary has expanded from technical advisor to
ethical custodian, with a responsibility to audit models for algorithmic bias, advocate
for explainability, develop equitable pricing frameworks, and collaborate with
stakeholders. As technology revolutionizes the insurance sector, a new focus on ethical
leadership is required to ensure that actuarial practice reinforces not just financial
stability but also social justice, building a future where insurance is truly a force for
good.
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Importance of Insurance in Poverty
Reduction and Nation’s Development

In many vulnerable communities, a single
medical emergency, natural disaster, or loss of
income can push families into a cycle of debt
and poverty, emphasizing the crucial need for
financial safety nets like insurance. Insurance is
a contract between the insurer and the insured,
inwhichtheinsured paysapremiuminexchange
for monetary protection or compensation for
specified losses or damages. For example,
health insurance reimburses an insured patient
for the hospital bills after an illness, surgery, or
medical emergency, helping them avoid the
financial strain that often accompanies high
healthcare costs. In layman's terms, insurance
is an agreement in which an individual makes
payments to a company, and the company
promises to pay out money if the person has a
specific loss. Various forms of insurance, such
as life insurance, health insurance, mortgage
insurance, and rental insurance, play a pivotal
in reducing poverty by offering financial
stability and protection against unforeseen
events. Insurance helps to prevent significant
financial setbacks for individuals and families,
which supports personal economic stability

Divya Pant

BALLB, Farwest university,
Kailali Multiple Campus
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and contributes to broader economic resilience and national development.

These initial arguments discuss the prominence of insurance in reducing
poverty:

One supportive argument states that insurance offers financial security. Whenever
an individual or business experiences a loss, the insurance company ensures that the
policyholder doesn’t go deeper into the debt by covering the associated costs. For
example, In August 2017, in Houston, Texas, USA, Chubb Insurance provided coverage to
the Texas Medical Centre, helping to repair extensive flood damage caused by Hurricane
Harvey, highlighting the role of insurance in mitigating financial risks and preventing
individuals and businesses from falling into poverty after unforeseen disasters.

In addition to preventing debt, an insurance company encourages savings and
investment. To further elaborate, if a person does life insurance, it often includes a
savings component, such as whole life or endowment policies, which aids in building
cash over time. Not only does this strategy provide financial relief for beneficiaries in
case of unexpected death, but it also offers funds and assets. For instance, in 2020, LIC
India paid two crore ($ 238900) to the Gupta family in Mumbai, Maharashtra, India,
after Mr. Gupta’s sudden death due to COVID-19, helping them pay off their mortgage,
fund their children’s education, and invest in a new business.

Additionally, insurance firms aid in diversifying risk, which is critical in reducing
poverty. To further explain, risk diversification assists in spreading the risk across
different areas, reducing the impact of an adverse event on an individual or organisation.
Insurance companies offer various types of insurance, such as health, life, property, and
agricultural insurance, which safeguard the insured against multiple risks. For example,
health insurance helps cover costly medical bills of the hospital, preventing families from
falling into debt to pay for treatment. This financial relief allows them to maintain their
standard of living, invest in other vital areas like education or business, and focus on long-
term economic stability rather than short-term crises. As a result, they are less likely to
fall into poverty, ensuring a more secure future for both themselves and their families.

The following arguments explore the significance of insurance in nations’
development:

As for an initial point, insurance plays a notable role in a country's economic
progress by contributing to GDP growth. To further elaborate, insurance companies
collect premiums and invest those premiums in various assets, promoting economic
increment and infrastructure development. Insurance firms provide financial protection
against risks, supporting economic stability, which fosters economic growth. According
to a report by the United Nations Capital Development Fund, in the financial year 2022-
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2023, non-life insurance penetration contributed 0.75 percent, whereas life insurance
penetration stood at 2.65 percent, collectively representing 3.4% of Nepal's GDP.

While the above argument does resonate well, insurance businesses also provide
employment opportunities to the nation's workforce. Each year, insurance companies hire
thousands of employees, with many more serving as agents and surveyors. For instance,
based on the data from the Nepal Insurance Authority (NIA), in the fiscal year 2021-2022,
the insurance sector in Nepal had a total of 12,031 direct employees, with an additional
1,240 surveyors and 296,403 insurance agents working across both life and non-life
insurance fields. This not only boosts economic activity but also serves as a cornerstone for
the nation's development by creating job opportunities and promoting financial stability.

In addition to the above point, insurance companies play an essential role in
the financial system as they generate financial resources by collecting premiums
from policyholders. For example, according to the Financial Stability Report by Nepal
Rastra Bank for the financial year 2022-2023, the gross premium collected by the
insurance sector increased from Rs. 152.66 billion in 2020-2021 to Rs. 177.81 billion
in 2021-2022, reaching Rs. 182.91 billion in 20222023. These funds are allocated
to government securities, fixed deposits, stocks, and real estate in accordance with
regulatory guidelines. Furthermore, based on data received from the Insurance Board
of Nepal, the total assets/liabilities of insurance companies increased by 9.1 percent
to Rs.680.90 billion in mid-July 2023, representing 6.3 percent of the total assets and
liabilities within the financial system. This substantial increase in assets underscores the
crucial role insurance companies have in generating financial resources and supporting
economic advancement through their investments.

In conclusion, insurance is vital for poverty reduction and national development.
By providing financial protection against unexpected events, insurance not only assists
individuals and families in avoiding severe financial distress but also fosters broader
economic stability and growth. The ability of insurance to offer financial security,
encourage savings and investment, and diversify risk plays a critical role in mitigating
the adverse effects of unforeseen events, thereby reducing poverty. Furthermore,
insurance contributes significantly to a nation’s development by accelerating economic
growth through investments, creating employment opportunities, and strengthening
thefinancial system. The substantialincreasein gross premium and total assets/liabilities
of insurance companies highlights their profound role in driving economic progress.
Overall, the importance of insurance extends beyond individual benefits, contributing
to a resilient economy and a more secure future for both individuals and nations.
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Importance of Insurance in Poverty Reduction
And Nation’s Economic Development

Kabita Kumari Yadav

I www.nia

We all know that Today's Modern and
advanced technological world is full of risk. In
context of Nepal, The importance of insurance
cannot be overstated. It provides stability and
securitytoindividualsandbusinesses by helping
them minimizing the risk and uncertainty of
everyday life. Insurance is important part of
our lives which guards us, secures us, from any
sort of disaster. Insurance is generally defined
as a contract which is also called a policy.
An insurance policy is a contract in which an
individual or an organization gets financial
protection and compensation for any damages
by the insurer of the insurance company. In
simpler words, It is a form of protection from
any unexpected loss or damage. Insurances a
way to minimize and provide protection against
those risks which are beyond human control. It
is a way to indemnify to those unpredictable
losses. Thus, insurance is transfer of the risk of
loss from one entity to another in exchange for
a premium and can be taken as a guaranteed
compensation of a probable loss. There are two
types of insurance i.e. life Insurance and Non-
life insurance. The main goal of insurance is
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protecting life, wealth and assets of the human being. In Nepal, a total of 35 insurance
companies are offering Life, Non-Life (General), Micro and Re-insurance services.
Insurance companies play especially great role to boost economy in developing country
like Nepal. Due to Geographical Structure of Nepal, the wealth and health of People are
full of risk in the rural area of Hilly and Mountain from natural and unnatural disasters.
So, Insurance plays vital role play to minimize risks and also assist to Poverty reduction
and Economic Development. Insurance activities also help increasing the saving which
helps to capital formation and ultimately leads to reducing poverty. Improve economic
and financial stability also one of the main advantages of insurance.

Poverty alleviation is a global issue because poverty is a constraint to the
sustainable development of the economy and society. Poverty is categorized into two
kinds: income-induced poverty which results from ability and resource constraints,
and expense-induced poverty, which results from sudden events from external
reasons such as diseases. Disease risk is much of uncertainty, uncontrollability and
irreversibility which reversely impede human capital. In this condition, people are less
able to engage in economic activity so that they hardly escape poverty. Thus, expense-
induced poverty is the biggest obstacle to poverty alleviation. There are 20.27%
Population below poverty line and they are mostly live in rural areas of Nepal. And
due to lack of proper awareness program of Importance of Insurance, Rural people
who fell into poverty or were back to poverty again because of diseases or another
climates disasters. Because of high health expenditure to disease treatment poor are
becoming poorer. Focusing on poverty is the key point to poverty Reduction. One way
to reimburse high expenses to health care is health insurance, which helps patients
and families to overcome their financial burden. Most of countries in the world have
introduced health insurance in their healthcare system. Also, Nepal is working on
Health Insurance policy and its implementation since few years ago. Health Insurance
plays important role to reduce poverty, only if the policy scheme is distributed to the
right people and right place. Most of the people of rural area are unaware about health
insurance policy. Government should have to run awareness program about insurance
and also initiate to open health insurance for most needed poor people of rural areas
of Himalayas. If, they are free from the burden of treatment expenditure then they
easily focused on economic activities which helps to poverty reduction. The National
Health Insurance Program stands as a crucial pillar in Nepal’s journey toward shielding
individuals from unexpected health care expenses, thereby managing risks upfront
within the framework of government-provided social health protection.

Launched in 2017 as part of Nepal’s social security initiative in which Nepal goal
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with this initiative is to move closer to achieving Universal Health Coverage by 2030.

Insurance is one of the main and important fields of the economy. The main
aim of the insurance is to protect people and property from risks and uncertainties. In
the modern period there are too many accidents, bad events and unexpected losses.
People always think about, how to escape from these risks. So, Insurance plays great
role both in developed and developing countries’ economy. For the economic growth,
insurance provides a strong platform to protect against loss of property and system
to accumulate adequate capital for investment. The insurance market could help to
mobilize savings and narrow the investment gap of developing economies. In emerging
markets, domestic savings have not been fully mobilized despite huge funding needs
arising from infrastructure projects. Insurance works as a bridge for the reduction
gap between saving and investment, ultimately helps to the economic growth and
development of the country. Insurance companies as important long-term institutional
investors, therefore functioning as financial intermediaries, contribute to bringing
together savers and borrowers. Life insurance promotes the development of capital
markets and the financial sector. Insurance helps to minimize financial risks associated
with everyday life. The insurance industry is closely linked with macroeconomic factors,
regulation and supervision, and the achievement of national development objectives,
as well as the international trade regime.

Forexample:HowInsurance helpstoReduce povertyand EconomicDevelopment?,
Health Insurance covers medical expenses, life insurance provides financial support to
the family in case of the policyholder’s death, and property insurance covers damage
or loss to property. This protection helps individuals and families to maintain their
standard of living during difficult times. Secondly, insurance plays a crucial role in
minimizing risks associated with business operations. For instance, business liability
insurance covers legal costs and damages in case of accidents, injuries, or property
damage caused by the business. This protection helps businesses to manage the risks
associated with their operations and continue to operate even in case of adverse events.
Thirdly, insurance helps to promote economic growth by providing a stable and secure
environment for individuals and businesses to operate in. It allows businesses to take
risks and invest in new ventures, knowing that they are protected in case of uncertain
events. This security encourages innovation and growth, leading to job creation and
economic development. Fourthly, insurance provides a social safety net that helps to
reduce the burden on the government and taxpayers. For example, health insurance
reduces the burden on public health systems by providing access to private healthcare
facilities. This allows the government to focus on providing basic healthcare services to
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those who cannot afford private healthcare.

In conclusion, Insurance is an essential part of modern life. It provides financial
protection to individuals and businesses, promotes economic growth, and reduces the
burden on the government and taxpayers. It is essential for individuals and businesses
to assess their risks and purchase the appropriate insurance policies to ensure that
they are adequately protected in case of unforeseen events. There are several reasons
why one should take insurance. Insurance provides financial protection against risks
and uncertainties that are a part of everyday life. In our country, both government and
insurance companies have to plays vital role to provide awareness program regarding
benefits of Insurancein rural areas that boost their economic activities. and government
can easily focused on other sustainable development. Insurance provides protection
against unexpected events that can have significant financial consequences. For
example, health insurance covers medical expenses, life insurance provides financial
support to the family in case of the policyholder’s death, and property insurance
covers damage or loss to property. This protection helps individuals and families to
maintain their standard of living during difficult times. Insurance provides a safety net
for businesses. Business operations are subject to a range of risks and uncertainties,
such as accidents, lawsuits, and natural disasters. Business insurance policies provide
protectionagainsttheserisksand help businesses to manage the financial consequences
of adverse events. This protection enables businesses to continue operating even in
the face of unforeseen events. Insurance helps individuals and businesses to manage
their financial risks. Insurance policies allow individuals and businesses to transfer
the risks associated with their operations to an insurance company. This transfer of
risk enables them to manage their financial risks effectively and avoid financial ruin
in case of adverse events. Insurance promotes economic growth by providing a stable
and secure environment for individuals and businesses to operate in. Insurance allows
businesses to take risks and invest in new ventures, knowing that they are protected
in case of unforeseen events. This security encourages innovation and growth, leading
to job creation and economic development. Taking insurance is an essential part of
managing one’s financial risks. It provides protection against unexpected events,
promotes economic growth, and provides peace of mind to individuals and businesses.
It is important to assess one’s risks and purchase the appropriate insurance policies to
ensure that one is adequately protected in case of unforeseen events.
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Insuranceis one of the major components
of financial system of Nepal. As a Nepalese
financial system, the share of insurance sector
is second largest behind bank and financial
institutions. Insurance is a legal agreement
betweentwo partiesi.e.theinsurance company
(insurer) and the individual (insured). In this,
the insurance company promises to make good
the losses of the insured on happening of the
insured contingency. The contingency is the
event which causes a loss. It can be the death
of the policyholder or damage/destruction of
the property. It’s called a contingency because
there’s an uncertainty regarding happening
of the event. The insured pays a premium in
return for the promise made by the insurer.
Nepalese insurance company doesn’t have a
long history. Modern insurance companies in
Nepal began from 1947 A.D. Lack of awareness
in people about the significance of different
aspects of insurance resulted people suffering
heavy losses during accidents. “Maal Chalanira
Bima Company” is the first insurance company
in Nepal which later was renamed as “Nepal
Insurance and Transport Company” in 1959 and

e AR < faar



fadrs®, 20ce () ourct diam

& NEPAL INSURANCE AUTHORITY

s 20

furtheras “NepalInsurance Company Ltd”.In 1968, the government of Nepal established
“Rastriya Bima Sasthan” under the company act. The importance of insurance cannot
be overstated in today’s world. It provides peace of mind to individuals and businesses
by helping them manage the risks and uncertainties of everyday life. Life, Health and
Motor third party liability insurance enable private households to obtain a higher
quality of life by satisfying their desire for security and for a guaranteed income level.
Similarly, product liability and property insurance promote entrepreneurial activities
and commerce.

In Nepalese economy, the economic significance of insurance sector is increasing
since last decade. Financially sound and healthy insurance company can deliver its
services to customers more effective way as compared to the financially weak company.
Therefore, there is the equal concern of policyholders, shareholders, regulating
authority, government and society about the performance of insurance companies. As
the world is being caught in the poverty web, insurance plays a crucial role for poverty
reduction and economic development by providing financial protection, promoting
economic resilience, facilitating investment, insurance contributes to the stability
and growth of economies. Also it offers the opportunity for clients to create wealth,
whilst concurrently being redeemed in case of substantial losses. Today’s world is
full of risk and uncertainty. This risk and uncertainty are created due to globalization,
liberalization, and innovation in science and technology. Insurance is a way to minimize
and provide protection against those risks which are beyond human control. It is a way
to indemnify to those unpredictable losses. As a risk transfer mechanism, insurance
provides financial protection from unpredictable losses and also may contribute to
economic growth of a nation by fostering long term investment through capital that
is collected from accumulated savings from individuals. More specifically, insurance as
a risk indemnifier and financial intermediary can promote economic development by
managing risk in a more effective way and by mobilizing domestic savings in long term
investment. Insurance uses various channel to promote economic development like
by creating an environment of greater certainty to foster investment and innovation,
improves financial soundness, creating liquidity and mobilizing savings, facilitates
the company to access capital, promotes sensible risk management contributing to
sustainable and responsible development.

Insurance is a vital tool for poverty reduction in Nepal, offering crucial protection
against the financial hardships that can exacerbate poverty. Insurance empowers
people in poverty to take on productive activities that can improve their livelihoods. In
a country frequently affected by natural disasters, health emergencies, and economic
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instability, insurance provides a safety net that helps individuals and families manage
risks and avoid falling deeper into poverty. For instance, when a family faces the
destruction of their home due to an earthquake or flood, insurance can provide the
necessary funds for rebuilding or repairs, thus preserving their economic stability.
Health insurance, in particular, plays a critical role in improving access to medical care.
In a country where out-of-pocket medical expenses can be a significant burden, health
insurance helps reduce the financial strain associated with healthcare costs. This
not only makes medical services more accessible but also prevents individuals from
falling into poverty due to unexpected health issues. By covering medical expenses,
insurance ensures that families can seek timely treatment without worrying about
the financial repercussions, thereby promoting better health outcomes and economic
stability. Furthermore, insurance encourages savings and investment by incorporating
savings components into various policies. This aspect of insurance help individuals
build financial resilience over time. As people accumulate savings through insurance,
they are better positioned to invest in opportunities that can improve their economic
prospects, such as starting a small business or pursing education. This financial planning
capability is crucial for lifting individuals out of poverty and fostering long-term
economic development. Enhancing financial inclusion through insurance ensures that
marginalized communities have access to financial protection. By increasing awareness
and availability of insurance products, more people can benefit from financial security,
which is essential for managing risks and improving overall economic conditions. This
inclusivity helps reduce the economic disparities and support poverty alleviation
efforts by providing a safety net for those most in need. Ultimately, insurance acts
as a powerful tool in breaking the cycle of poverty and building more resilient and
prosperous communities.

In Nepal, insurance plays a crucial role in the country’s economic development
by providing financial protection and risk management in a landscape prone to
natural disasters, such as earthquakes, flood, landslides. Given Nepal’s geographical
vulnerability, insurance is particularly important in mitigating the economic impact of
these events. By covering the financial losses caused by natural calamities, health crisis,
and accidents, insurance enables businesses to recover and rebuild, thus maintaining
productivity and supporting economic resilience. This allows individuals and companies
to invest in sectors like agriculture, tourism, and infrastructure, which are central to
Nepal’s economy, without the fear of catastrophic financial losses. Insurance in Nepal
helps mobilize savings by collecting premiums that can be invested in key national
development projects. These investments, particularly in infrastructure, energy, and
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industrial sectors, contribute to capital formation and help the country build a stronger
economic base. As a result, insurance companies in Nepal not only protect against
risks but also contribute to economic expansion through their investments in long
term development initiatives. Moreover, insurance products such as life insurance and
pension schemes encourage long term savings. These savings contribute to personal
financial security, fostering a culture of financial responsibility. As individuals save and
invest through insurance, they contribute to the financial stability of the economy,
creating a more resilient society that is better equipped to handle economic challenges.
Insurance also reduces the strain on government resources during disasters, health
emergencies, or other large-scale crisis. By covering medical costs, agricultural losses,
or rebuilding expenses, insurance reduces the financial burden on both individuals
and the government, allowing public funds to be allocated more effectively for other
development needs. Additionally, as Nepal’s economy becomes more integrated
with global markets, having a robust insurance sector is vital for attracting foreign
investment, as it reassures investors that their assets and operations are protected.
Insurance safeguards individuals and businesses against unforeseen risks, enabling
investment and innovation, and contributing to long term capital formation, all of
which are essential for the country’s sustainable growth and resilience.

In conclusion, insurance serves as a vital instrument for poverty reduction and
economic development by offering financial protection against unexpected risks and
losses. Insurance can be acknowledged as a tool for protection which undoubtedly
proves that insurance is a very important savings and risk tool for citizen of any country.
In Nepal the general population are not well educated and aware about benefit of
insurance and also are middle class who have low power of investment and insurance
of Nepal has to cope with these challenges. Moreover due to political instability and
conflict among people in the name of politics development pace of country is pushed
far behind. So, majority of the population are denying the adoption of insurance policy.
But for individuals, particularly those in low income communities, insurance mitigates
the impact of events such as illness, accidents, natural disasters, or death, which could
otherwise push them deeper into poverty. By covering these risks, insurance enables
individuals and families to maintain stability, invest in education, health and small
businesses, and avoid the cycle of debt and financial ruin. For businesses, especially
small and medium enterprises, insurance offers a cushion that allows them to take
calculated risks, invest in growth, and recover more quickly from potential setbacks.
This fosters entrepreneurship and job creation, which are critical drivers of economic
development. On a national scale, insurance contributes to economic stability by
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encouraging long term investment and infrastructure development, while reducing
the financial burden on governments when disasters strike. Additionally, insurance
helps foster a culture of risk management, improving financial literacy and resilience
within the population. By promoting greater financial inclusion and providing the
security necessary for both individuals and businesses to thrive, insurance becomes
a cornerstone in the foundation of a strong and sustainable economy, directly
contributing to poverty reduction and national economic growth.
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Importance of Insurance in Poverty Reduction
and Nation’s Economic Development

The people living in poverty are
especially at extreme risk. Any unforeseen
event can significantly impact their lives. After
the necessity of earning a living, managing risk
becomes the primary concern for the poor.
Although insurance can greatly assist in risk
management, impoverished people around
the world have limited access to it. Insurance
acts as trustworthy ally that shields individuals
and businesses from financial setbacks,
empowering them to recover, thrive and
Nira Adhikari encourages mandatory savings.

Butwal Kalika Campus The world filled with risks and
BBS Third Year

uncertainties, insurance serves as a means
to mitigate and safeguard against those risks
that are beyond human control. Insurance
acts as offering a safety net when life takes
an unexpected turn. Insurance is a major
component of Nepal’s financial system.
Within this system, the insurance sector ranks
second in size, following banks and financial
instructions. As a mechanism for transferring
risk, insurance offers financial protection
against unpredictable losses. It acts as a way to
compensate for unforeseen losses. Essentially,

Y o e @ e



fadwrs®, 20ce () aurc diam

& NEPAL INSURANCE AUTHORITY

s 20

insurance involves transferring the risk of loss from one party to another in exchange
for a premium, providing a form of guaranteed compensation for potential losses. The
primary aim of insurance is to compensate for unexpected loss of individual’s lives,
wealth and assets. Insurance play a crucial role in the economy, as their activities
contribute to increased savings, which in turn aids in capital formation and ultimately
boosts the country’s GDP by 2.03% in Nepalese context.

Insurance acts as a safety net that supports a nation's economic growth by
helping people, businesses, and communities stay resilient in the face of unexpected
events. Whether it's a car accident, a natural disaster, or a health emergency, insurance
ensures that financial setbacks don’t bring everything to a halt. By offering this
protection, it gives people the confidence to invest in homes, businesses, and new
ideas, knowing that they are covered if things go wrong. On a larger scale, insurance
companies themselves play a key role by using the money from premiums to invest
in projects that build roads, schools, and businesses, helping the economy grow. In
this way, insurance doesn’t just protect people; it fuels progress, making sure that
both individuals and the economy can keep moving forward, even when faced with
challenges. It is quite clear to me that the insurance industry is a key player in our
country's economic growth. It explores solid risk opportunity margin of financial flows
that is well-fortified across sectors of the local economy and at the same time, it unites
the stakeholders involved. To my mind, insurance is not only a security blanket; it is a
mighty instrument of economic development. This makes me believe that insurance
is indeed more than just the piggy bank; it is the key to the growth of the society and
economy. By giving a shelter, it not only prevents the immediate hazards but also opens
the way for the long- term development and prosperity. | foresee that providing access
to insurance in the vulnerable areas can be a significant step in the breaking of the
poverty cycle as well as in the improvement of the community's general life situation.

Indemnity insurance helps as financial helping hand, steeping us back to where
we were before the trouble, without letting us make extra cash from it. Insurance
makes our saving compulsory. Savings invested in insurance increase the investment
in various sector which increases the employment opportunities. Insurance acts as
safety net that kicks in when things so wrong. Insurance is supposed to be waste of
time and ineffective and unreliable by some people but if later in future the person
faces accident and losses in business the person can’t compensate the losses and faces
different difficulties due to lack of money. Insurance establishes the entrepreneurship
capacity in person by taking risk which is later mitigated. Reinsurance is the insurance
of insurance companies which stabilize the insurance market and allows insures to offer
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the coverage. The reinsurance generates the numbers of employment opportunities
and the capital flow inside the nation that works for the economic development.

Insurance can be a powerful tool in reducing poverty by providing a financial
safety net for vulnerable individuals and families. When people face unexpected
challenges like illness, accidents, or natural disasters, insurance helps cover costs and
prevents them from falling deeper into poverty. It allows low-income families to recover
more quickly from setbacks, giving them the chance to rebuild without depleting their
savings or going into debt. By reducing the financial burden of these crises, insurance
gives people a sense of security and the opportunity to invest in their future. This
protection helps break the cycle of poverty, enabling economic stability and growth.
Micro insurance provides low cost insurance coverage to low income individuals such
as medical emergencies that provides financial stability and peace of mind.

Insurance initiatives financial stability, fuels economic growth, and reduces
poverty, serving as a key pillar for national progress. While its importance is sometimes
overlooked, insurance offers more than just individual protection; it’s a crucial pillar
that supports national progress. Let’s explore how insurance contributes to both
poverty reduction and the development of a nation’s economy.

Insurance acts a superhero cape for the entrepreneurs and giving them courage
to risk and invest in growing their businesses which ultimately helps in the sustainable
economic development of the nation. Additionally, the insurance will cover the damage
that occurs in the future mishaps.

Furthermore, Insurance provide healthcare access and Poverty Prevention
averting untimely death in the families .The people can access to medical care
without any financial loads to their pockets. Similarly, Insurance stimulates saving
and investment by making the money aside or mandatory for the secured future for
tomorrow. The money we collected by insurance companies are further invested to
gain profit in long run. Insurance Supports Sustainable Agriculture for example; the
farmer who does the insurance of crop, Pet , livestock etc. can increase the level of
agriculture in

Nepal astheinsuranceis set backward to compensate if any losses occurin future.
Likewise, Insurance promotes jobs creation through establishment of different branches
and empowering people by providing employment which increases their economic
lifestyle and works for increase in per Capita income. Correspondingly, insurance builds
confidence in financial system and reduces the government burden too by building a
more resilient and prosperous society for everyone. Insurance supports the individuals
and businesses during tough times, reducing the need for extensive government aid.

393 L fo:r:i 19| CACA (9] P4 R



fadurs®, 2002 ) ourci dien

NEPAL INSURANCE AUTHORITY

Thus, the insurance industry generates more capital than just a cash cow; it acts
as the engine of the development of the society and the economy as a whole. Giving
a roof over the head helps prevent such hazard, whether immediate or less so, and
also paves the road for progress and higher levels of well-being in the future. In my
opinion, the distribution of insurance in the lower segments of the population is an ill-
judged practice, it is ineffective and also a waste of potential in extending the poverty
reduction efforts or the development of the general status of the people.
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