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Abstract

The study explores the impact of information asymmetry and intermediation on the uptake of
life insurance in low-income communities in South Africa. The study was motivated by the
significantly high penetration of funeral cover in low-income communities with a relatively
low adoption of life insurance in these same communities. The literature highlights, in
particular, the importance of intermediary incentives, intentions and motives, and how these
contribute to the advancement of institutional work in dualistically structured markets. The
main research question was, “How do intermediaries engage in institutional work to address
information asymmetries in the uptake of life insurance in the South African low-income
market?”

The theoretical lens applied in this study is that of institutional work. To answer the
research question, the researcher adopted a single instrumental case study methodology,
specifically focusing on a medium-sized insurance company with a long history in South
Africa. Semi-structured interviews based on an interview guide was used to engage with relevant
insurance personnel, intermediaries and consumers. The findings showed that information
asymmetry persists because of intermediation and other consumer-specific dynamics which
remain, owing to the absence of financial knowledge in low-income communities. The
contribution of this thesis is the introduction of a model that has the potential to drive
disintermediation and enable innovative access to life insurance in low-income communities
in South Africa. The theoretical contribution of this study is to create awareness about the voids
in dualistically structured markets, which result in information asymmetry partly as a result of

the actions of intermediating actors who are dominant players in the insurance industry.

Key words: Intermediation, information asymmetry, institutional voids, institutional work,

intermediary incentives, institutional maintenance.
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Chapter 1: Introduction and Background

Critical to the effective execution of any market transaction is information. The absence of full
information in markets creates market imperfections and increases the costs of transactions
owing to the presence of information asymmetries (Stiglitz, 2000). This asymmetry is
pervasive in developing countries where markets are less likely to work as efficiently as they
do in developed countries. The persistence of market imperfections carries the risk of creating
market failure if not appropriately dealt with (Stiglitz, 2000).

It is important to understand and recognise that market imperfections are prevalent in
developing countries because an acknowledgment of this fact provides perspective on the
nature of what one is dealing with and can facilitate ways to address the imperfections. One of
the primary and main causes of market imperfection and information asymmetry in developing
countries is the dualistic economic structures of these countries. Dualism manifests in various

ways, with pronounced and significant economic differences evident in urban and rural
environments, and formal and informal business practices all operating in one environment but
functioning fundamentally differently (Singer, 2016). In the context of financial services in
developing countries, this dualism manifests and reveals itself in the form of financially
included and financially excluded individuals; thus, this dualism is largely driven by income
inequality inter alia. This study focuses on low-income communities in South Africa, defined
as communities which fall into LSM 1-5, as used in the insurance industry (Smith et al., 2010).
Literature has emerged around intermediation, where intermediaries play the role of
assisting the reduction in transaction costs associated with accessing the market through
building the networks and channels that enable product adoption (Abraham, 2012). This
process occurs through leveraging specialised networks, channels, consumer knowledge,
insights and social assets built up by intermediaries within those markets. Their in-depth
knowledge of the context in which they work leads to the production of information which
reduces information asymmetry. Intermediaries also reduce the risk of adverse selection, which
further increases market confidence, participation and product adoption (Domingo etal., 2012).
This study contributes to the theory on how actors in dualistic institutional contexts can
improve the process of intermediation through institutional work where information
asymmetry prevails. Thus it makes a contribution to the theory of institutional work in the

contexts of dualism and asymmetrical markets.



1.1 Background to the Study

South Africa is among the most unequal societies in the world owing to the legacy of apartheid
and the continued structural economic challenges that affect the developmental agenda of the
country (World Bank, 2018). With regard to wealth distribution, a study conducted by the
World Bank in 2015 reveals that 71% of South Africa’s wealth is held by 10% of the
population (International Bank for Construction & the World Bank, 2018). This wealth
inequality clearly illustrates how exposed and uninsulated the poor and the marginalised are
from economic and health-related exogenous shocks. Furthermore, in South Africa, wealth
inequality is often a function of education inequality and functional illiteracy. This reality has
significant implications and consequences for the type of financial decisions taken by the
marginalised when engaging with a fairly advanced financial services sector. The nature of the
asymmetries that manifest in a market of this nature are experienced by both the insurer and
the policyholder, as both have imperfect information when participating in market transactions.
This has led to the increased growth of financial intermediation in the South African life
insurance sector.

In the insurance industry, intermediaries, referred to as brokers, are tasked with linking
insurers with potential policyholders who meet the underlying underwriting requirements for a
particular insurance policy and ensuring the sale of the said policy. In many ways, underwriting
is insufficient to effectively ascertain the risks associated with a client. This requires the broker
to act as a verifying or screening tool for the insurer to assist in reducing adverse selection.
However, this is also true for the potential policyholders who are equally concerned about
making a sub-optimal choice in terms of who they decide to take as their ultimate insurer for
the said policy. The broker plays a marketing and screening role for both insurer and insured
(Scholtens & Van Wensveen, 2003). This gives rise to both participation and transaction costs
that accrue to the intermediary as income upon the successful sale of the policy. However,
absorbing these costs does not prevent the continued existence and creation of information
asymmetries in the market. A study conducted by True South Actuaries and Consultants (2019)
on behalf of the Association for Savings and Investment South Africa (ASISA) indicates that
the death and disability cover gap in South Africa, if households are to maintain their standard
of living upon the death or disability of a breadwinner, totalled R34.7 trillion (The True South
Actuaries & Consultants, 2019). This cover gap is emblematic, in part, of the effect that
financial intermediation has had on the type of insurance cover that consumers take up, in

particular to mitigate the risk associated with death-related outcomes.



1.2 Research Question
How do intermediaries engage in institutional work to address information asymmetries in the
uptake of life insurance in the South African low-income market? To further expand on this,

the following questions will be investigated to answer the main research question.

1.2.1 Sub-research Questions

1. What factors should be considered by the life insurance industry in the provision of
life insurance to low-income communities in South Africa?

2. How can institutional work by intermediaries successfully address information
asymmetries so as to enhance the uptake of insurance in low-income communities?

3. What institutional challenges do intermediaries face when selling life insurance to

low-income communities?

Guided by these questions, the researcher will, it is hoped, arrive at a conclusion that can
provide insights and understanding on how information asymmetry affects institutional
intermediation and its effect on the uptake of life insurance in the South African low-income

market.

1.3 Significance of the Study

Although there have been some studies on the impact of information asymmetry on market
transactions and on institutional work and its power to affect institutional voids, none of these
studies have discussed the practical and theoretical implications of information asymmetries
for the marketing of life insurance in low-income communities (Sanchez & Ricart, 2010). The
gap in theory being uniquely filled by this research is the role of institutional work in deeply
intermediated environments laden with information asymmetry, and how these factors
interplay to affect the outcomes of actions specifically in life insurance markets focused on
low-income communities. The study aims to show why this interplay is fundamental to
improving market transactions in low-income communities as they relate to the uptake of life
insurance (Ramchander, 2016). Practically, this study will contribute to an understanding of
how the life insurance industry can reach this market by re-examining existing institutional
relationships among the insurer, broker and consumer, and how these relationships can be
improved through the necessary institutional work. The study also aims to shed light on the

motivations inherent in intermediaries, and to advocate for either maintaining current



institutional arrangements or changing them (Chummun & Bisschoff, 2014). In addition, it
aims to show what institutional work needs to be done to bring about positive changes
specifically in the South African low-income market in the context of the uptake of life
insurance.

The study would be of value to managers who need to reflect upon their reliance on
intermediation to facilitate market transactions and understand consumer needs and wants. It
will provide insights on the risks that exist and specific matters to consider when appraising
feedback from intermediaries. The study provides critical insights to academics looking into
how institutional work theory manifests in dualistically structured environments where the end

consumers are incapable of agency that could significantly affect the market structure.

1.4 Thesis Structure

The study is structured ina manner that provides clarity on the content and the research process
undertaken. Chapter 1 has provided an overview of the problem and the rationale for the study.
Chapter 2, the literature review, provides insights into the dualistically structured nature of
emerging market economies and the pervasive presence of institutional voids, unpacking how
they occur, why they occur and when they manifest. Furthermore, Chapter 2 highlights the
ways in which institutional voids may be addressed through institutional work, identifies
various types of institutional work, and reflects on the incentives, motivations and
embeddedness of agents in the context of institutional work and the impacts of these on
intermediation.

Chapter 3, methodology, discusses the research strategy, design and theory that
informed the research process. Chapter 4 presents the findings that emanate from the research
questions and the application of the research methodology. Chapter 5 is the discussion chapter
where the findings are discussed, interpreted and analysed in light of the research objective and
questions, and the literature. Here the researcher reflects on whether new ways of
understanding the topic may have emerged and whether the research questions have been
sufficiently been answered. Chapter 6, the concluding chapter, presents the conclusions of the

study in the context of the research question and findings discussed.



Chapter 2: Literature Review

Developing economies have been the site of significant economic growth over the years,
largely driven by increasing consumption, a growing population, increased demand for raw
materials by China, and the growth of digital mobile technology (Vickers, 2013). While this
growth has occurred, it has done so in an environment fraught with inefficiencies and
information asymmetries. As alluded to earlier, these factors have a crucial and significant
impact on developing countries as they accentuate the dualistic nature of the prevailing market
structure in these markets (Mair et al., 2012). This dualism has manifested in a low ratings for
“ecase of doing business” owing to the rigidities that manifest as a consequence (Nahi, 2016).
A review of the literature will provide insights into the dualistic structure of developing markets
and the presence of institutional voids. The literature review will focus largely on institutional
work and how it manifests in practice in attempting to close the voids created by this dualistic
market structure. It is important to highlight that institutional work is the underlying theoretical

framework of this study.

2.1 Institutional VVoids under Conditions of Dualism

An institutional void refers to a dearth of institutions that enable or facilitate a market
transaction (Gao et al., 2017). Institutional voids are representative and indicative of a market
state that impedes the ease of doing business as it relates to market interactions between
demand and supply (Doh etal., 2017). Institutional voids may also be understood as the absence
of institutions that provide an environment where contracts and regulations are easily
enforceable (Scott, 2017). The consequence of institutional voids is increased costs associated
with the acquisition of information, capital, skills, material and innovation. This ultimately
results in the creation of inefficient markets (Doh et al., 2017). Institutional voids create a
breeding ground for corruption, anti-competitive behaviour and market capture, which affects
the growth and development of the market (Gao et al., 2017). The impact on the institutional
environment can manifest in three ways. First, it discourages market participants from
participating in the market, thus incentivising them to retain their knowledge, entrepreneurial
skill, investment and innovation. This outcome is sub-optimal for the market as a whole but

may benefit incumbents with a vested interest in current market conditions.

Second, institutional voids increase the likelihood and tendency towards the

exploitation of labour and people, specifically in emerging markets where the rule of law and



judicial independence is not heavily enforced (Zhao et al., 2014). Thirdly, voids result in new
partnerships being brokered and formed between formal and informal institutions or
intermediaries to enable entry into the market (Mair et al., 2014). This understanding of
institutional voids is important as it underscores the dualistic nature of developing markets with
respect to the presence of both formalised institutions and informal and weak institutions
(Welter etal., , 2015).

These institutional voids manifest pervasively in what is known as the bottom of the
pyramid (BOP) or low-income communities. This group of actors globally accounts for a
consumer segment in excess of 4 billion consumers (Prahalad & Hart, 2010). These consumers
do not have large sums of disposable income but collectively account for 5 trillion dollars in
consumption spend (Prahalad & Hart, 2010). This draws attention to the economic and
financial importance of this market for large corporations, both multinationals and local
entities. It also highlights the presence of dual economies operating in a single market
environment that have developed side by side without building the necessary institutions to
ensure that value is easily moved from low-income communities to the formal business
environment and vice versa (Dey et al., 2016).

Localised rigidities that create voids manifest chiefly as information asymmetry and as
a lack of tailored and specific market insights, poor physical and regulatory infrastructure and
poor intermediary networks (Domingo et al., 2012). These information asymmetries are often
based on tacit information on consumption behaviours, norms, values and underlying product
adoption behaviour in low-income communities. Insights on these aspects would ordinarily be
held by intermediaries who would assist product owners to understand these factors in order to
distribute their products. This illustrates the consequences of these institutional voids and the
resultant impact in terms of increased participation costs, which ultimately result in market
failure (Domingo et al., 2012).

Institutional voids persist for two key reasons. First, the current status quo serves the
market interests of the actors involved or advantaged by the inefficiencies caused by the
institutional void, who benefit from the associated economic rent (Doh et al., 2017). Secondly,
institutional voids persist because of the costs associated with filling them, mostly borne by
actors who would be responsible for arranging the necessary institutional work by others who

have the means, influence and position to drive such change (Doh et al., 2017).

Therefore, market structures which maintain or preserve institutional voids require a change of

the institutional order, as the continuity of such market structures, can only hamper the effective



operation of the institutional environment. Actors who are marginalised or adversely affected
by the continued presence of institutional voids are likely to engage in transforming the market
or institutional environment through engaging in institutional work that addresses the voids.
This process may involve a variety of strategies, approaches and tactics to drive the institutional

change sought.

2.2 Types of Institutional Work

Part of understanding how institutional environments can be transformed or acted upon is the
theory of institutional work. Institutional work refers to the maintenance, disruption and
creation of institutions (Lawrence et al., 2009). The term goes some way to explaining how
actions taken by actors ultimately affect institutions. Institutional work manifests in a number
of ways, but generally in the form of symbolic institutional work, material institutional work
and relational institutional work.

Symbolic institutional work refersto the construction of narratives or ideas that are used
to interpret situations and inform particular actions. This is done through the use of language,
identities and signs (Jones & Massa, 2013). Actors often use these narratives to justify and
validate their actions or defend certain positions that they adopt (Hirsch & Bernmiss, 2009).
This is significant in that it means that certain dominant narratives in a market environment,
whether correct or incorrect, could persist and gain dominance, including narratives about low-
income customers or consumer behaviour. In such cases, the institutional work has not been
done to address the narrative, and as a consequence, institutional actors entrench their beliefs
,views and perspectives within an institutional arrangement which enables these narratives to
persist (Lawrence et al., 2009). This manifests when actors use meta-narratives that have been
widely adopted across different fields as tools to influence diverse audiences (Jones et al.,
2013).

Among the ways in which symbolic institutional work manifests is the use of rhetoric.
Rhetoric isthe use of persuasive language to influence the attitude of actors and gain legitimacy
through systems of logic that frame the actors’ actions in a positive light and the incongruent
actions of others in a negative light (Brown et al., 2012). This occurs through the dissemination
of well thought-out storytelling to establish a narrative that informs attitudes, actions and the
responses of a target audience (Brown et al., 2012). Narratives are used to legitimise certain
actions, relationships, perspectives and positions held by protagonists. The ultimate purpose of
the narrative is to galvanise support among other actors and the target audience to achieve the

end sought, which is some form of institutional change.



In the context of the provision of insurance, in particular life insurance in low-income
communities, a specific narrative has been driven that has seen the adoption of funeral cover
rather than life cover in low-income communities in South Africa (Smith et al., 2010). This
narrative centres around designing policies in such a way that multiple family members may
be listed under a single policy, with policy affordability and price equally used as a key
adoption tactic (Roth, 2001). An example of the use of language to frame a narrative is the use
of the word “dignity” in the context of funerals. The word has particular resonance in the low-
income market in South Africa, being rooted in culture (Roth, 2001). The cultural context is
the idea that the dead are now ancestors to whom respect and honour is due, and the way in
which the funeral is held pays respect and honour to them (Thomson & Posel, 2002). This is
desirable because the dead have the capacity to influence the lives of the living. Insurers have
been attentive enough to use a vague conception of dignity as a core part to their market
strategies and to leverage this symbolism in the rhetoric used to market funeral insurance
products.

Identity isanother form of symbolic institutional work where actors are able to use their

identities to influence institutions or other institutional actors. This manifests in certain
instances as changing their identity to assimilate with that of the institution to achieve their
intended outcome of institutional change (Greenwood et al., 2018). This is crucial, as it
highlights that a change or maintenance of their original identity may shape and affect
perceptions and positions held about the actor by the target audience and thus assist the process
of institutional work that occurs in the institutional environment (Gawer & Phillips, 2013). An
example of the use of identity in symbolic institutional work is the attempt by an electronics
company to position itself asa platform business and not just a chip manufacturer. This requires
significant institutional work involving new identity claims about the brand and business, and
actively working to shift existing entrenched perceptions about the company (Greenwood et
al., 2018). This process requires an understanding of the dominant attitudes, roles, perceptions
and ideas held about incumbents in an environment to enable an effective change in identity —
whether assimilation is the intention or an creation of a new identity (Gawer & Phillips, 2013).

In the context of life insurance products, insurance brands have used identity change as
a form of institutional work by assimilating and even allowing their brands to be subsumed by
retail distribution channels (Smith et al., 2011). Customers have exercised trust and loyalty
towards certain low-income brands in South Africa such as Shoprite and Pep; as a result,
insurers such as Hollard and Metropolitan have partnered with these brands, customising their

own branding to dovetail with that of the retailers and leverage the retailers’ brand loyalty



(Smith et al., 2011). This is an example of strategic symbolic institutional work that insurers
have done to acquire support or increase the uptake of their products. They have effectively
leveraged the brand narratives and rhetoric of retail distribution actors in the market to deepen
their penetration in South African low-income communities.

Material institutional work or the concept of materiality in institutional work refers to
the use of physical or tangible aspects of the institutional environment to the advantage of
actors in the process of conducting institutional work (Pinch, 2008). This occurs when certain
objects are used to convey unique perspectives and inform the process of decision making.
Materiality isalso relevant where it assists to extend the inherent agency of an actor. Materiality
may equally have the outcome of complicating institutional work where its use manifests in
unexpected shifts in the way institutional work is done by actors (Monteiro & Nicolini, 2015).
However, institutional work materiality is a concept that has not been significantly applied or
used theoretically. In the context of this literature review, the concept is significant to the extent
that it provides understanding of the dynamics of institutional work, where physical objects
from an institutional environment are used by actors in their work (Greenwood et al., 2018).

Relational institutional work refers to how actors are able to influence others by virtue
of their interactions with them (Topal, 2015). This influence is demonstrated through the
construction of networks in which the various components either reinforce each other or
suppress opposing views (Greenwood et al.,, 2018). This usually occurs through the
establishment of groups or bodies that lobby for certain actions and inspire others to join. This
process of influence may happens through the use of antagonism and coercive behaviour or
through more elusive and subtle practices. Relational institutional work also manifests in the
realm of collaborative actions, where actors in the same field act together to achieve a common
outcome. Here goal alignment, status, social positioning and role clarity come into play
(Battilana & D’Aunno, 2009). This type of institutional work has historically experienced
challenges in the areas of coordination and control and is best executed when actors are
prepared to act in concert in order to influence an institution (Greif, 2008). The collaborative
nature of relational institutional work and other network-based relational institutional work is
crucial, because it establishes a foundation for understanding how the different kinds of
relational institutional work manifest. It provides a way of understanding how this might work
in low-income communities, in particular in environments where institutional actors or
intermediaries are still building consumer trust, and where information asymmetry is already
deeply embedded in the market (Khanna & Palepu, 2010).



One of the key elements of relational institutional work is that very little research has
been conducted on its effectiveness among heterogenous