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Editorial

ance sector is still nascent and we continue to test and to learn. The problems and

risks facing low-income populations are vast and complex. Offering microinsurance
tothese segments brings withitall the complexities of their daily life which need first to be
understood and then addressed by microinsurance stakeholders; education levels, house-
hold budgeting, behavioural economics, choice, priorities and inconducive infrastructure
to name but a few. These barriers change from community to community, from region to
region and are often vastly different to those faced by the more traditionally served clients
in developed insurance markets.

T hough 263 million people are covered by microinsurance worldwide, the microinsur-

These difficult and persistent barriers have necessitated innovation, particularly in the
distribution of products, using alternative channels and finding new partners. Technology
is playingan ever-greater role ininnovative distribution, with millions of customers nowac-
cessinginsurance through mobile network operators. Insurance isalso available in corner

Marco Antonio Rossi

President of Bradesco Seguros Group shops, through utility bills or bundled with other financial services oragriculturalinputs. In
President of the Brazilian a move to reduce the administrative costs, technology that streamlines claims validation
Insurance Federation (CNseg) has pioneered the index-based insurance movement.

President of the Inter-American

Federation of Insurance Companies Because of the complexities involved, and the continuous emergence of new microinsur-
(FIDES) ance programmes and products, itis of utmostimportance that we in the sector exchange

knowledge, sharing experiences of what has worked and what hasn’t, to encourage and

facilitate innovation. It is vital that we continue to learn from one another with one goal in

1? Bradesco Seguros mind: a sustainable microinsurance sector which protects low-income populations from

risk. Thatwe are given the space tointeract with one another, a platform to disseminate in-

& formation, to ensure that failures are in fact as usefulin acquiring knowledge as successes,

4 L that there were nowasted opportunities. Innovationis not possible without understanding

'_' CN 5eg the environment inwhichyou are working, and this understanding can only come from the
absorption of experience-based, context-specific knowledge.

FIDES The Microinsurance Network is leading the sector in bringing together key figures from
Federacin Ineramericana the microinsurance sector to facilitate open dialogue, generate and share knowledge, and
carry out in-depth research, leveraging the expertise of members across the Network to

distil key lessons learned and best practices for adoption by the microinsurance sector.

As amulti-stakeholder network, the Microinsurance Network offers a space in which seek-
ersand providers of insurance solutions can come together around specificissues. Policy
makers, regulators, insurers and brokers caninteractand engage in away thatis beneficial
tothe sustainability of the sector. This magazineis an attempt to embody what the Network
stands for: the sharing of knowledge and the facilitation of open dialogue on key issues af-
fecting the sector to increase access to valuable insurance for low-income people.

Thevoices heard in this magazine belong to some of the sector’s most authoritative figures
on the issues they write about. Here, you will learn about the failures and innovation in
MicroEnsure’s distribution of microinsurance, the state of microinsurance across the globe
using data from the World Map of Microinsurance programme, approaches to regulation
across the globe from A2ii, the ILO’s Impact Insurance Facility take on the complexity of
assessing and meeting demand, and the role of microinsurance in disaster risk manage-
ment strategies from the Geneva Association.

I hope you enjoy reading this firstissue of the annual “State of Microinsurance” magazine,
and thatyou continue to spread the knowledge you acquire with your peers. Only with your
help will the sector continue to grow and protect ever more vulnerable people from risk.
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Microinsurance:

A vital tool for
boosting the local
and global economy

Insurance is arisk financing mechanism. It allows people to protect
their families, livelihoods and wider communities from the financial
loss of unanticipated events. In providing a safety net, it enables cal-
culated risk-taking and drives economic activity forward. Insurance
accommodates for our natural sense of aversion to risk and promotes
the forward movement of progress. The benefits are endless, and the
sector contributes largely to both the national and the global economy.

Global economy

As Rudi H. Spaan, President and CEO of
AIG Hong Kong, highlighted at the Asian
Insurance Review’s conference on “Value
of Insurance for Development” last April,
insurance underpins all daily economic
activity across the globe. If all insurance
contracts were suspended forjust one day,
the world of business and a good chunk of
our personal lives would come to a grind-
ing halt; planes would not fly, cargo ships
would not set sail, business would stop in
its tracks.

In a global economy thatis increasingly in-
ter-connected, prone to rapid social shifts
and facing increasing claims from risks of
climate change - induced natural catastro-
phes, insurance is a critical component of
economic stabilityand growth and itsvalue
has never been higher .

Insurance inacountry’s growth

Insurance provides peace of mind, en-
hances consumption, and fosters entre-
preneurship and innovation—all of which
are factors of economic growth. It enables
risk management and encourages loss
mitigation. As the economy grows, so do
premiums written. However, in emerging
markets, penetration levels are far below
those of developed markets. As highlight-
edinthe graph below, countries with more
mature economies have higherinsurance
penetration than the emerging market
economies. Thus, real maturation of an
insurance industry occurs when the rate of
growth or premiums exceeds that of GDP.
Policymakers and industry participants in
these regions struggle to find ways to im-
prove this ratio so that the country is bet-
ter protected and has a better foundation
togrow.

1. CEA (2006). The Contribution of the Insurance Sector to Economic Growth and Employment in the EU. Brussels: CEA
2. Geneva Association (2012) The Value of Insurance to Society. Risk Management N° 51 / May 2012



FIGURE 1 Insurance penetration rate
Source: Swiss Re and AM Best research
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From a policy standpoint, microinsurance
is a strong development tool for countries
looking to encourage inclusive economic
growth and socio-economic development.
Since regulators have, as part of theirman-
date, been making insurance available to
low-income populations, the presence or
use of insurance for different target groups
ina country should be a major policy objec-
tive.

Natural disasters have been increasing in
severityand frequencyin recentyears, with
developing countries hit the hardest. A ro-
bust disaster risk management framework
that strongly features microinsurance can
help protectvulnerable people by ensuring
money is available after a disaster, which
they canthen use to finance their recovery,
repairinghomes and restarting livelihoods.
With higher insurance penetration among
poorer populations, fewer people would
be pushed into a cycle of poverty and thus
would be more likely to be able to continue
contributing to the national economy, de-
spite the shock event.

Investment, entrepreneurship
and innovation

Insurance promotes economic develop-
ment by creating a safer environment for
investmentand innovation. Individuals and

4% 6% 8%

companies are more inclined to take on
risky activities with insurance in place to
safeguard them. On a micro level, this may
be in the form of farmers opting for riskier
but ultimately more lucrative investments,
safe in the knowledge that their insurance
covers crop failure. For example, a farmer
wishing to expand into higher yield crops
mightbe moreinclinedtodo soif the risk of
drought were not so devastating to his fu-
tureincome.Onalargerscale, investorsare
more likely to invest in risk-averse spaces,
meaningtherole of insurance is paramount
to enabling investments.

A strong performing insurance sector al-
lows for the efficient management of risk
through nurturing a culture of risk manage-
ment in firms and individual households.
With a stronginsurance culture, the savings
of individuals and small companies can be
mobilised toward productive activities and
need not be diverted towards risk manage-
mentin the event of a shock.

Small and medium enterprises (SMEs],
often the engines of growth of emerging
market economies, have limited access to
capital,and more efficient use of resources
would carrya multiplier effect on their abil-
ity to produce. Microinsurance can address
the needs of SMEs to enable themto free up
savings and look at expanding their busi-
nesses. Bytransferring risk toathird party,

3. Time of India 2015
/4. Geneva Association (2012) ibid

10% 12% 14%

businesses can re-allocate the funds they
would have needed to save for potential
future shocks, towards investment in bet-
ter technologies and productinnovation.?
In a similar way, credit life, which has the
highest microinsurance coverage globally,
protects the portfolios of banks, providing
security for the banks and in turn facilitat-
ing consumer access to financial services.

Insurers also have a direct impact on the
overall economy, as they themselves are
also a major institutional investor in the
economy. Inan emerging market like India,
the state-owned life insurer Life Insurance
Corporation of India (LIC] is the biggest do-
mestic institutional investor in the Indian
capital markets and invested about € 8
billion in the financial year 2013-14.° The
capital amassed from premiums is often
re-invested in the financial market.

Insurers, in investing premium income,
then make their capital available to private
companies and government bonds, hence
funding infrastructure and other socio-
economic projects, which in turn impacts
on development’. The consistent nature of
premium payments means insurers can be
asource of liquidityand can buy assets that
areundervalued during downturns®. In this
way, insurers can have a stabilising effect
on financial markets and the economy.

5. Insurance Europe (2013). Funding the future: Insurers’ role as institutional investors. Brussels: Insurance Europe/Oliver Wyman



THE STATE OF MICROINSURANCE - 2015

The Global Symbol of Financial Strength

rinancial Strength Ratip
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A.M. Best Company is the leading credit rating organization dedicated to serving the global insurance industry. Insurance
professionals, brokers, regulators and consumers refer to Best’s Credit Ratings as an opinion of the financial strength and
creditworthiness of insurers and reinsurers, as well as related risk-bearing entities and investment vehicles.

For more information about obtaining a Best’s Credit Rating, please contact

Andrea Keenan, Senior Managing Director - Industry Relations at +55 54 36 0447 or email andrea.keenan@ambest.com

A Best’s Financial Strength Rating opinion addresses the relative ability of an insurer to meet its ongoing insurance obligations.
To read the full text of A.M. Best’s ratings statement, please visit www.ambest.com/ratings/notice.asp.
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Social protection

Insurance is complimentary to social
protection and so can relieve the burden
on public resources by offering coverage
alongside the state, particularly for pension
and health care provision. This is particular-
lyimportant given that life expectancies are
generally increasing, whilst birth rates are
declining for some low-income countries
such as Thailand, Brazil and parts of India.
In OECD countries, the percentage of people
aged 65yearsandolderis expectedtoreach
37% by 2040.° These factors mean that
many countries are ageing rapidly, the el-
derly have less supporttorely on from their
children, and the labour poolis diminishing.
With this ageing population, public resourc-
esinterms of healthcare and pensions are
overburdened, and diverting capital to so-
cial protection measures inevitably means
cutbacks in other areas of socio-economic
development. Insurers can absorb some of
the risk and financial burden of the public
sector by offering products on the private
market or rolling out programmes on the
government’s behalf.

Health microinsurance

Health microinsurance can play a tre-
mendous role in boosting the long term
growth potential of an economy through
production of a virtuous cycle. Those with
limited or no access to healthcare are un-
likely to seek help until their conditions
are extremely debilitating. With access to
healthcare through microinsurance, sick
people can seek treatment earlier and avoid
prolonged sickness, often meaning fewer
sick days and stronger and more productive
performance in the workforce’. Improved
access to healthcare also means children
stayin school and perform better, whichin
turn boosts national education levels and
economic development, as high education
often equates with higherincome and thus
more spending power.

Ultimately, a strong performing insurance
sector provides peace of mind to individuals
and businesses alike, offering a safer, more
risk averse environmentinwhichinnovation
and investment can thrive. This in turn of-
fers huge potential for the development of
the national and global economy.

4. Geneva Association (2012) Ibid

7. Nasr, J. (2015) Paving the Way Out of Poverty. Health microinsurance can keep a medical emergency

from becoming a financial tragedy, NextBillion
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INVESTMENTS

Insurer investment
In FinTech is
gathering steam

Asingle loan or asingle auto policyis super volatile for the provider -
eitherit will pay or else be a total loss. To consistently make moneyin
financial services requires underwriting more than one risk; it requires
aportfolio. Just asindividual loans and insurance policies are individu-
ally volatile, so too individual innovation projects carry greater uncer-
tainty - especially when compared to “business as usual”. Thus, to
investin and manage these innovations, majorinsurers - among them
AIG, AXA, Generali, Marsh, MetLife, XL, and Zurich - have recently
announced new structures with a portfolio approach toinsurance
innovation - and several have a specific remit for microinsurance.

funkier than other projects which cross

mostinsurance managers desks. These
projects are in new markets, with new cus-
tomers, andrely on new partners, aswellas
new technology. Whether due to a sense of
corporate responsibility or due to apprecia-
tion for reputation risk, these projects also
use new measures of customerimpactand
societal value. That's a lot of “new” for the
300+yearoldinsuranceindustry,and “new”
to any insurer means “uncertain”. In most
cases, “uncertain” means no investment.

I ndividual microinsurance projects are

Atthe sametime, the prize for cracking the
code is huge. Microinsurance can gener-
ate big numbers directly by reaching mas-
sive and still growing emerging consumer
demographics in lightly traded markets. It
also aims to create measurable societal
benefit, which in turn can bring sexy back
toinsurance.

During the first 90 days of 2015, no fewer
than nine majorinsurance industry compa-
nies announced participation in three new
structures which take portfolio approaches
toward insurance innovation. Two of these
mention an explicit mandate for micro-
insurance. This activity puts an industry
exclamation point behind what Network
members such as MicroEnsure, LeapFrog,

GreenOaks, and Stonestep have beendoing
in recent years: building portfolios of new
ventures to expand the microinsurance
space.

The new structures take two distinct ap-
proaches: single company funds with fo-
cus on Financial Technology (FinTech] or a
consortium of multiple companies working
as an incubator solely for microinsurance.
The FinTech funds announced by AXA and
XL Group openwith officesin the technology
hub of Silicon Valley whereas the consor-
tium startsininsurance-friendly Bermuda.
Each brings a distinct approach to manag-
ing a portfolio of innovations.

The first of these three structures, an in-
dustry consortium, was announced in
Januaryduring the World Economic Forum
in Davos. There, eight major industry com-
panies jointly announced the formation
of an industry-owned consortium which
pledges to launch ten microinsurance ven-
tureswithintenyears, and to stand the first
oneupin 2015.

The consortium benefits from an excep-
tionally impressive list of supporters. It
is backed by a veritable who's who of the
industry including: Alex Moczarski (CEQ
Guy Carpenter), Dan Glaser (CEO Marsh &
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McLennan), Mike McGavick (CEO XL Group],
Mike Kerner (CEO General Insurance
Zurich), Kevin Hogan (CEO AIG Consumer
Insurance), Mario Vitale (CEQ Aspen), Paul
Jardine (COO Catlin), Michael Sapnar (CEO
Transatlantic Re), and Brian Duperreault
(CEQ Hamilton Insurance). In a recent pod-
cast with the Microinsurance Network’s
Véronique Faber, Joan Lamm-Tennant
who leads the consortium explained that
a name for the consortium is in the works
using methods which underscore the com-
mitment to “collaborative innovation”.

Just weeks after Davos, AXA Strategic
Ventures was announced with the aim to
invest “in companies with the potential
to shape the future of the financial indus-
try”. The fund has one limited partner, AXA
Group, and is launched with EUR 200 mil-
lion. The fund's focus areas include “alter-
native business models, big data, climate
change, financialinclusion, and health”. It
is led by Francois Robinet, previously CEO
of two AXA companies and Chief Risk Officer
for AXA Group, together with other senior
AXA executives. It offers access to insur-
ance expertise from AXA together with
investment. In a video explaining AXA’s
vision for the fund as regards customer
experience, Robinet said, “the insurance
industry is not known for great consumer
experience, which is in contrast with the
societal purpose of insurance. We believe
thatinnovation and technology willallow us
to bridge the gap.”

On April 1, XL Group announced its fund, XL
Innovate, to be led by a leading insurance
industryinnovatorand prior member of XL
Group’s Board, Tom Hutton. In announc-
ing the new structure, XL Group CEO, Mike
McGavick commented “We are very excited
to launch this new initiative, which will ex-
tend XL's capabilities in existing markets
and give us new opportunities to address
some of the most pressing and complex
risk problems in the global economy. XL
Innovate is an important step as we con-
tinue to drive our focus on innovation for-
ward and secure the relevance of XL and the

industry well into the future.” The launch
of XL Innovate comes at the heels of XL
Group’s USD 4.1 billion acquisition of Catlin
Insurance and adds another new dimen-
sion to the company. Mr. Hutton adds in the
fund’sannouncementthat “we look forward
tobeingaunique partnerto entrepreneurs
withthevision and ambitiontoaddress new
risks with new solutions, unconstrained by
geography, scale, or traditional thinking”.

In May 2015, Generali announced its ap-
proach to FinTech, committing EUR 1.25
billion through six venture capital funds.
These new structures each bring a port-
folio investment incubation approach to
insurance innovation. The portfolio ap-
proach allows each to explore new options
while operating with areasonable expecta-
tion for good risk-adjusted returns. These
2015 announcements follow close on the
heels of MetLife Asia’'s November 2014 an-
nouncement of its futureLab in Singapore,
another single-company innovation effort
with the aim of launching “disruptive new
business models and capabilities”. Zia
Zaman, MetLife Asia’s newly appointed
Chief Innovation Officer and founder of fu-
tureLab explains that “futureLab will har-
ness disruptive innovation principles and
the start-up philosophy of Silicon Valley,
togetherwith the strong creative talent pool
availablein Singapore, to develop solutions
that meet the needs and aspirations of to-
morrow’s consumers”.

These efforts from leading insurance
companies are welcome news, particu-
larly considering the 2014 CGAP Funders
Survey’s recent insight into who finances
financial inclusion. The study, released in
April, shows that while the total funding
for financial inclusion increased by ~15%
during the period 2011-2013, growth was
fueled by public funders whilst private in-
vestors trimmed back slightly. The recently
announced structures are all backed by pri-
vate institutions and thus this portfolio of
portfolios represent a positive trend forin-
surance innovation and financial inclusion
in 2015 and beyond.
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distributing
microinsurance:
The MicroEnsure
experience

The microinsurance marketisyoung and is continuously evolving.

As distributors, we must constantly find ways to access new markets
and devise innovative business models to distribute products through
arange of partners to best suit the needs and demands of local

communities.

he importance of innovative distri-
T bution approaches to microinsur-

ance cannot be underestimated. As
my colleagues discuss elsewhere in this
magazine, consumer education efforts are
wasted if customers do not have an easy,
simple and accessible point of sale, through
which they can also see the value proposi-
tion. Finding a one-size-fits-allapproach to
distribution is no mean feat given underly-
ing infrastructural discrepancies between
markets, as well as different cultural con-
straints. Alack of infrastructure is a major
challenge for distributors and often incurs
high administrative and human resource
costs. Finding ways to reduce these costs
from signing up to settling claims is there-
fore of fundamentalimportance to the sus-
tainability of microinsurance programmes.

MicroEnsure

Over the last 12 years, MicroEnsure has
focused a great deal on developinginnova-
tive strategies todistribute microinsurance
through an array of partners, with the aim
of massively increasing uptake of microin-
surance products in developing countries.
From our experience, whilst other areas of
microinsurance product development are
important, often not enough attention is
paid to how the products will ultimately be

distributed, and thisisa common reason for
the failure of microinsurance programmes.
Itis important that we learn from our suc-
cesses and failures, so here we take a look
atwhat worked in distributing microinsur-
ance -and whatdidn't.

We have developed distribution partner-
ships with more than 90 microfinance com-
panies, 20 banks and 12 mobile network
providers. In our experience, a successful
distributor of microinsurance needs to have
three key attributes;

e Strong brand: The company distribut-
ing microinsurance needs to be trusted
by the community, and the client needs
to trust that the product will work.
Interestingly, there is a strong correla-
tion between the frequency of transac-
tions and levels of trust, which is why
mobile networks are a great brand to
sell through.

e Accessible points of sale: Points of sale
(POS) can be a loan officer or a handset,
but the best POS is one that reaches out
into the community rather than requir-
ing a client to come to the company.

e Ability to transact payments: The col-
lection of premiums and disbursement
of claims must be cheap and simple,
which is bestdone when embedded into

"
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another transaction, such as a loan re-
payment, savings deposit or purchase of
airtime. Covering the cost of the trans-
action as a stand-alone item can often
present majorissuesinterms of overall
sustainability.

Takingintoaccountthe three requirements
listed above, let’s take a look at the major
types of distributors that have worked for
us and how they performed.

Microfinance companies

Most people working in microinsurance
started by workingin partnership with MFls,
which typically have a strong and trusted
brand in the communities they serve, as
they give out loans that require frequent
repayments. The loan officers are already
inthe community making loans and receiv-
ing repayments, and it's easy to embed the
premiums into the loan disbursement with
claims distributed by the loan officers.

Though MFls successfully distribute micro-
insurance, they do have limitations. Firstly,
some MFls focus on products that benefit
the MFImore thanthe client, which explains
the ubiquity of credit life. The client does
benefit from not having to repay the loan
after a shock event; however, the primary
beneficiaryis the MFI. Overtheyears, credit
life has expanded to provide coverage for
a wider range of risks including accident,

property damage, additional family mem-
bers, funeral cover, hospitalisation and
even political risk. But the balancing act
is always what the product will cost (and
hence how competitive the loan is), versus
how much risk of default the lender can lay
off through the product.

MFls can also be unwilling to offer insur-
ance outside of the loan period, which
leaves the client with gaps in coverage, as
most clients do not borrow back-to-back.
Even those that do can experience delays
in loan disbursements which leave them
uncovered.

MFls are further constrained by their out-
reach. Whilstonly 150 million families have
amicrofinance loan, an estimated four bil-
lion people needinsurance’, meaning many
providers have had to look for additional
distributors. The available market is sim-
ply larger than the distribution afforded by
MFls.

Anglican Church

Some years ago, MicroEnsure tried to use
churchesasadistributor. Research showed
thatthe Anglican Churchwas trustedin low-
income communities, with tens of millions
of membersin Africa, along-term presence
in the communities and senior leadership
which appeared committed. Interestingly,
our research showed that the church was

1. Swiss Re “Micoinsurance - Risk Protection for 4 billion people”, June 2010
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trusted even by those who followed a differ-
entornoreligion. We launched productsin
Tanzania in 2010 that would be sold at the
church with premiums collected weekly,
butwe soon hit problems!

Our mystery shopping revealed that there
was a significant tension between the par-
ish priest and the product, as the priest re-
lied on money provided during the service to
pay for his basic needs. Sowhen the money
was diverted to pay forinsurance, the priest
would struggle to collect enough money to
buy food or educate his children. The priest
therefore had reasons to discourage his
community from purchasing insurance.

Large multinational NGOs

Over theyears, we have been approachedto
work with a number of large NGOs. The at-
traction of these partnersinthe distribution
of insurance is their sheer scale in terms
of the countries they operate in and the
number of people they serve. With years of
experience, theyare clearly well-integrated
and trusted by the communities they work
in, althoughitisimportant to note that they
are seen as a donor to the community,
rather than a place to purchase a product
such as insurance. These partners also
have a fantastic spread of potential POS.
However, field workers are not trained to
sell financial products, and communities
are often conditioned over many years not
to pay money to NGO field workersin order
toavoid corruption. Minimal competencyin
sellinginsurance and collecting premiums
means these organisations are often weak
distributors of insurance.

Mobile wallets

When MicroEnsure firstapproached mobile
network operators, we were steered toward
theirmobile wallet service; outside of Kenya
and the success of MPesa, many telcos are
struggling to get users to sign up for and
use their mobile wallets. The telcos were
interested in seeing whether adding addi-
tional products such asinsurance wouldin-
centivise users to use their mobile wallets.
Like many others, we spent time making
our products available via the mobile wal-
letand hoped that, by making sign up easier



through the use of a phone-based USSD
menu and simpler to pay small premium
instalments, we would somehow tap into
demand for the products. The reality was
of course different and like most others we
learnt thataccess does not equal demand!

Most people do not wake up wanting to buy
insurance and low or middle-income people
have numerous concerns to prioritise over
insurance. Making it easier to sign up and
payviathe mobile did not affectdemand and
as aresultdid notwork.

Mobile airtime

Having discovered that providing improved
access via the mobile wallet was insuf-
ficient, we started to focus on educating
consumers about the value of insurance,
which we hoped would allow us to create a
market. The end goalwas to sellinsurance
over the mobile wallet, but it was clear we
needed away to “prime the pump”.

Most mobile phone users in emerging
countries are pre-paid customers, topping
up smallamounts of airtime as needed and
using multiple SIM cards which they swap
depending onwho theyare calling or which
network is offering a promotion. Our idea
was to leverage this lack of loyalty along-
side the fact that customers worry about
the risks they face, to provide insurance in
return forincreased loyalty. In essence, the
ideawas thatthe mobile network would pay

BUSINESS MODELS AND DISTRIBUTION

Helping those in need to weather life’s storms.

the premium for those clients that spent
USD 2 or more in a month on airtime. The
more they topped up in a month, the more
free insurance they received next month.
This encouraged consumers to stick with
the network and spend more of their top-
ups with the telco running the free insur-
ance offer.

It worked. MicroEnsure signed up 1 million
clients a month in 2014 through this dis-
tribution channel. Now the next step is to
encourage clients to start paying for their
insurance inreturn for greater levels of cov-
erortoinsure additional family members.

Savings accounts

After seeing thatinsurance could alter con-
sumer behaviour in the mobile networks,
we noticed that many of our MFI partners
had started to take deposits, but that the
majority of theirbank accounts had very lit-
tle money deposited in them. Our research
showed that clients just did not value the
interest they received for the deposits,
favouring instead to save money through
other methods such as buying jewellery or
livestock.

Our questions was; if a bank offered freein-
surancetothose depositors that maintained
adeposit of say USD 50 or more, would this
motivate people to use the savings account?
We trialled this idea with Women's World
Banking in Ghana and deposits increased

WWW.microensure.com

by more than 200% in just a few months.
We have since deployed these products with
many MFIsand banksincluding Barclay'sin
Africa. Again -trusted brand, easy POSand
the ability to transact all come as second
nature to the deposit taker.

Distributors of the future

MicroEnsure is always looking for new
ways to work with partners in distributing
insurance to the mass market. As the loy-
alty model has worked so well with mobile
network operators and banks, it could also
be applied to other distributors in order to
fix a specific consumer loyalty issue. We
are already working with utility companies,
money transfer companies and branchless
banking providers to see if insurance can
alter consumer behaviour.

But the real challenge of providing insur-
ance on a direct basis still looms large for
theindustry. Nearlyall of our activity is done
on a group basis with products embedded
into a loan, savings account or airtime pur-
chase. The cost of selling and servicing a
direct sale model has always been a huge
hurdle, but with increasing penetration of
low-cost smartphones and the advent of 3G
networks, itwill not be long before reaching
the middle and low income consumer via
the internet becomes a reality. When that
happens | think we will see awhole newar-
ray of potential distribution models flourish.
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The complexity of
Increasing demand
and what we can

do about it

Vulnerability to risk, a constant in the lives of the poor, is a cause of
persistent poverty. Microinsurance offers one solution to mitigate risk,
yet demand remains disappointingly low. This article looks at lessons
learned and selective recommendations for increasing demand, based
on academic studies’ and the experiences of over 60 innovation part-
ners of the ILO’s Impact Insurance Facility.

ddressing the low demand for mi-
Acroinsurance is complex. To in-

crease scale, practitioners must
first understand the factors influencing a
house-hold’s decision to buy microinsur-
ance, before developing strategies to over-
come barriers. Determinants of demand
include personal characteristics, under-
standing of insurance, trust, value proposi-
tionand perception of the product, ability to
pay, use of other risk-coping mechanisms,
and behavioural factors that prevent even
those whowantto buy microinsurance from
doing so.

A review of studies revealed trust, liquid-
ity constraints, quality of the client value
proposition and behavioural constraints
as the mostimportant determinants of de-
mand for first sales (see Table 1). The data
onrenewals, though limited, suggests that
increasing understanding, improving the
client value proposition and overcoming
behavioural constraints could significantly
boost renewals and lower clientacquisition
costs.

It’s not just education

Low demand is often attributed to a lack of
understanding of microinsurance; how-
ever, better awareness and knowledge of
insurance does not always translate into
higher demand. Interestingly, consumer
education seems to stimulate demand for
index insurance but has no effect on health
microinsurance, which highlights distinc-
tions in purchase decisions for different
products. For health microinsurance, the
product’s scope of benefits and the quality
of healthcare services might be more im-
portanttriggers of demand.

Households tend to underestimate im-
pacts of shocks that are not in the form
of new cash outlays, which is the case for
most agriculture risks. 63% of respond-
ents in Kenyan financial diaries? who ex-
perienced crop failure reported no impact
on their household, as they didn’t register
the value of the loss of harvest, input costs,
or labour. Only for death of a breadwinner
and temporary and permanent disabilities

1. Matul et al (2013). Why people do not buy microinsurance and what can we do about it.

Geneva: ILO’s Impact Insurance Facility.

2. Zollman, J. (2015). Two steps back: How low income Kenyans think about and experience risk
in their pursuit of prosperity. Geneva: The ILO’s Impact Insurance Facility.



TABLE 1 The effects of determinants on first sales and renewals?®

Determinant

Evidence available Effect on first sales

Effect on renewals

DEMAND

Trust @ @ @ /" High /" Medium
Liquidity constraints @ @ @ /" High /" Medium
?fr:fjenzrsgffe?ﬁzn] @ /" Medium-high /" High
Behavioural factors @ /" Medium-high /" High
Understanding insurance @ @ /" Low-medium /' Medium-high
Access to other coping @ 7 Medium 2 Medium

mechanisms

did respondents report any lost income.
Underestimating losses may make them
easier to face, but it also makes it diffi-
cult to communicate the value of protec-
tion. The way people conceptualise losses
shapes how they manage them, and by not
acknowledging the full cost of risks, they
areunlikelytoadequately prepare for them.

Consumer education does have an impor-
tantimpact on renewals, as clients might
testaproductbutwon’trenewitifthe prod-
uctis confusing. Providers needto embrace
consumer education as an on-going activ-
ity, focusing on key issues such as scope of
coverage, how to claim and how to request
for more information.

Leverage savings
toincrease uptake

Faced with the tough balance between
ensuring day-to-day liquidity and invest-
ing in the future, there is a preference for
low-income people to save for investment
and rely heavily on informal borrowing for
liquidity. By taking smallloans from friends
and family or taking goods on credit from
local shops, people navigate through some
small-scale disruptions. Theflip side is that
people are very cautious about borrowing
forinvestments.

It seems that better balance between in-
vestment and risk-management would
benefit low-income households, and would
allowinsurerstotapinto part of the savings
to collect premiums. Money can be saved
throughout the year when it is available,
andthenusedto payaninsurance premium
whenitis due. In Kenya, Safaricom, Britam
and Changamka have eased clients’ liquid-
ity constraints by offering a savings-linked
composite health product using mobile
technologyto facilitate premium collection.
When clients save half of the premium, the
insurance kicks in with half of the benefits.
40% of clients used this option successfully.

Bundling insurance with other financial
products could increase the demand for
both products if they are seen as com-
plementary solutions. Evidence from
MicroEnsure in Ghana shows that bun-
dling savings and insurance can increase
insurance penetration and stimulate sav-
ings. Depositors with a minimum balance
of USD 60 each month were entitled to free
life insurance with benefits of up to USD
180. Five months after the launch, deposits
in the bank increased by 19% and depos-
its from clients with balances below USD
60increased by 207%. This suggests thata
change in savings behaviour as a result of
the free insurance cover.

3. Matul et al (2013) ibid
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FIGURE 1 Shock frequency and severity*
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4. Zollman, J. (2015) ibid

100%



Start simple but consider
covering multiple risks

Often low-income households face a very
large number of moderate probability, and
moderate severity risks (Figure 1).

The large number of moderate risks
seem ill-suited to single-purpose insur-
ance products. Low-income clients need
more flexible risk-management solutions.
Composite products that cover several criti-
cal risks have the potential to improve the
ability of low-income households to man-
age risk. Multi-risk products provide good
value when (a) the insurance market is de-
veloped enough for clients to understand
benefits and (b) insurers have the experi-
ence and capacity to deliver quality. After
experience with single-risk products since
1992, in 2001 VimoSEWA started to offer a
composite health, life, accident and asset
product. This basket of benefits was again
unbundledin 2010 because of difficultiesin
managing the mix of claims from different
types of cover. Five other Facility partners
have tried composite products in India,
Kenya and Brazil. All these attempts failed
as providers struggled to explain products
to the market, achieve scale and adminis-
ter multi-risk cover. Further problemswere
fuelled by partnership challenges between
life and non-life sister companies®.

Since composite products may be too ex-
pensive and difficult to administer, one
solution would be a combined savings/in-
surance composite product that provided
a clear lump sum upon the occurrence of
averifiable trigger event. This fund can be
something like a “start-over” fund to boost
existing savings and help a family navigate
through a hard time .

Make it tangible

While it is relatively easy to test a savings
product, it is harder for clients to test in-
surance since they may never file a claim.
Nevertheless, freeinsurance products from
trusted brands such as mobile network op-

— = 0 0 3o Ul

erators’ or savings banks are giving many
clients a first taste of its potential benefits.
Some providers go one step further to cre-
atean experience. Econet gave new clients
onedollartotransfertoafriend or relative,
in total giving away USD 100,000. This al-
lowed clients to experimentwith the service
for free, gaining their trust and creating a
buzz®.

Bundling insurance with value-added ser-
vices’, such as free health check-ups or
SMS weather alerts provide a positive ex-
perience, even for those who never make a
claim, which can have a substantial effect
onrenewals.

Remove obstacles

Barriers to action greatly influence de-
mand. Even people who are convinced
about insurance do not buy it because of
a failure to convert intentions into action.
People are influenced, sometimes dispro-
portionately, by seeminglyinconsequential
behavioural constraints that preventenrol-
ment, such as requiring clients to submit
the enrolment form at the insurer’s office
without them knowing the location of the
office. Researchersin Nicaragua found that
when they allowed marketvendors to enrol
directly at their market stall, uptake was 30
percentage points higher.

A study in China'® revealed renewals were
higher when clients had to opt-out, rather
than stay in insurance. Such a default op-
tion, however, needs to be clearly commu-
nicated to clients, as an undesired renewal
can easily lead to distrust in the scheme.

Don’tforget about demand
even if you go mandatoryor
cover portfolios

It's important to consider demand issues
also for mandatory products or solutions
that cover credit or agriculture portfolios
aggregated at regional or organisational
level rather than individuals. SKS, India’s

DEMAND

largest MFI, found that when bundling
health microinsurance with its loans, cli-
entswho were offered the bundled product
were 23% less likely to renew their loan
within oneyear. Eventhough theinsurance
covered hospitalisation and maternity ex-
penses at a fair price, a new study by re-
searchers at Harvard and MIT found that
many clients prefer to give up loans rather
than pay higherinterest rates forinsurance.
Thoughthe households faced frequent seri-
ous health shocks, demand was low as very
few people were able to claimthe insurance
benefit, largely because clients were never
provided with the documents and cards
neededtodo so.

A positive experience of claims drives
satisfaction and renewals. This is evident
in the experiences of Fonkoze (Haiti) and
Microfund for Women (Jordan), who ex-
perienced steady renewal rates after the
introduction of bundled insurance. In both
cases, the MFIs paid special attention to
claim procedures'’, investing in simplifica-
tion, standardisation, decentralisation and
efficiency, such as establishing procedures
allowing the MFIto quickly authorise small
claims on behalf of the insurer.

Failure to ensure great experience hasim-
plications for the insurer, distributor and,
most importantly, clients. In the case of
SKS, the majority of clients who dropped
out lost access to microloans altogether,
hurting their businesses and livelihoods.

Demand is a complex issue, with trust,
liquidity constraints, quality of the client
value proposition and behavioural con-
straints emerging as the most important
determinants of demand. Practitioners
need to understand the demand puzzle in
their context, identify the most important
determinants and design specific products,
pricing, promotion and distribution strate-
gies to best address the needs and appeal
to their clientbase.

Matul, M., Dalal, A. (2014) Creating client value: Ten blueprints for microinsurance providers. Geneva: The ILO’s Impact Insurance Facility
Zollman, J. (2015). Two steps back: How low income Kenyans think about and experience risk in their pursuit of prosperity. Geneva: The ILO’s Impact Insurance Facility
Prashas, P. et al (2014). Mobile phones and microinsurance. Geneva: The ILO’s Impact Insurance Facility
http://www.ilo.org/public/english/employment/mifacility/download/repaper8.pdf
Pott, J., Holtz, J. (2013). Value-added services in health microinsurance. Geneva: The ILO’s Impact Insurance Facility
0. Cai, J. [2011). Social Networks and Insurance Take-up: Evidence from a Randomized Experiment in China. Geneva: The ILO’s Impact Insurance Facility
1. http://www.impactinsurance.org/emerging-insights/ei47
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The global

GLOBAL LANDSCAPE

landscape of
microinsurance

Microinsurance is proving an important component of the insurance
business in Latin America and the Caribbean (LAC), bringing in almost
USD 830 millionin premiums, covering nearly 50 million people, and
resulting in estimated pre-tax profits of about USD 230 million across
the regionin 2013. Growing significantly faster than the traditional
insurance marketin LAC (Figure 1), though from a lower base, micro-
insurance will expand inimportance in the coming years, not only in this

region but across the globe.

he lower-income market offers tre-
T mendous potential for the expansion

of insurance services, and more and
more insurers are recognizing this oppor-
tunity. Some are still just starting to experi-
ment with a product offering or two, while
others have already found successful busi-
ness models. As the microinsuranceindus-
try develops and more attention is focused
on lower-income consumers, it is critical
to have good market data and information
to support positive growth. The landscape
studies are intended as tools for those
companies that want to succeed in micro-
insurance. Without understanding the en-
vironment in which we do business, we will
fail. The landscape studies (the published
documents and the interactive World Map of
Microinsurance) are thus designed to show
what is happening in the microinsurance
markets in LAC, Africa and Asia, so thatin-
surers gain a perspective of products and
profitability, premiums and people insured.

FIGURE 1 Comparable growthin gross
written premium, LAC 2011 -2013

Premiums

The three most recent regional landscape
studies identified a combined USD 2.2 bil-
lion in gross written premiums (GWP) for
microinsurance products (see map pg.
22-23).In LAC, the USD 828 million GWP in
2013 represents about0.5% of totalindustry
GWP; however, in individual countries mi-

1. Comparable rates are calculated based on 2013 USD, including only those companies that reported data in both
periods, plus new market entrants. Comparative data is not available for Africa or Asia.
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“The World Map of Microinsurance
programme is a microinsurance data
initiative led by the Microinsurance
Network in partnership with the
Munich Re Foundation and with the
kind support of the Luxembourgish
Government. To find out more about
the programme, visit www.microin-
surancenetwork.org.”
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croinsurance represented as muchas 4.7%
of total GWP. Microinsurance is increasing
in its significance and, with a coverage ra-
tio of just 8%, there is clearly substantial
untapped potential and plenty of room for
growth. The opportunity is even greaterin
Africa and Asia, where coverage rates are
4.4% and 4.3% of the total populations, re-
spectively.

In LAC, 2013 GWP per covered life is about
USD 17.0, while that for Asia and Africa are
USD4.9andUSD 12.3,in2012and 2011, re-
spectively. As these predominantly reflect
the results of life and accident policies, the
difference reflects a generally “wealthier”
marketin LAC, aswellas the extremely low
premiums of many products in Asia. Low
premiums are characteristic of microinsur-
ance products, yet the landscape studies
and other research efforts are finding clear
evidence that many insurers are finding a
way to stretch these premiums into a busi-
ness case.

Claims

Regionally, we see big differencesin claims
ratios. With a weighted average claims ra-
tio of 79%, Asian insurers are paying out a
higherrelative proportionto clients thanin-
surers in Africa and LAC (Figure 2), largely
duetothe lower average annual premiums
throughout Asia. Insurers in LAC are at the
other end of the spectrum, with a weighted
average of 26% claims to premiums. The
low claims ratios in LAC suggest that in-
surers still are not confident in their un-

FIGURE 2 Average claim ratio by region

derstanding of the risk of microinsurance
products, leading to substantial loading of
premiums, coupled with a market segment
that is better able to pay these higher pre-
miums. Greater competition should have
the effect of increasing the claims ratios
to more traditional levels; however, with a
clear move towards massinsurance -which
tends to experience even lower claims ra-
tios and much higher commissions - it is
possible they will remain low.

Claims ratios that are too low can be coun-
terproductive in building an insurance
market. Across LAC, Africa, and Asia, and
across time (since the first study in 2005),
about 80% of insurers have indicated that
clients” lack of insurance knowledge is a
significant barrier to offering microinsur-
ance. Thereis limited evidence of improved
perceptions over time, with the vast major-
ity ofinsurers reporting that market educa-
tionisone of the biggest needs for develop-
mentof the sector. The best form of market
education, however, is a good product,
with claims paid efficiently. The same can
be said today as was said in the 2005 land-
scape study: “Poor people’s lack of access
toinsurance is something of a vicious cir-
cle, as it leads to limited understanding or
negative attitudes. More effort needs to be
made to improve the image of insurance...
and commercialinsurers need to overcome
their stereotypes of the low-income market
and...recognize thatthe marketis both prof-
itable and reliable.”

Efficient claims payment is key to expand-
ing the market and building an insurance
culture. Thereis much potential with the m-
insurance products now reaching millions
in several countries, as long as the service
is good and people know they are covered. In
some countries, like the Philippines, a sub-
stantial percentage of people are covered
(21%?) by microinsurance, and manyinsur-
ers compete based on service, with several
focused on showing people thatinsurance
works.

Administrative costs

Generally, the microinsurance business
case is most significantly driven by ad-

2. The Asia landscape study, based on 2012 information, found 21% of the population covered.
The Philippine Insurance Commission has estimated this to have increased to 28% as of 2014.
http://www.microsave.net/files/pdf/The_landscape_of_microinsurance_in_Asia_and_Oceania_2013.pdf



ministrative costs and less so by claims.
Business profitability combined with value
for clients necessitates low administrative
costs. Though still difficult for insurers to
assess, data on administrative expenses
(excluding commissions) is now available
for the LAC region, where they account for
about 25% of premiums on aweighted aver-
age basis. Technologyis becomingincreas-
ingly necessarytoimprove the cost efficien-
cies at both the front and back office of the
business. In an effort to increase efficiency
and get costs down, insurers in LAC have
focused on call centres as an approach to
core microinsurance activities, while in
Africainsurers have focused more on mo-
bile technology.

Although front office technology like mobile
phones is appealing, the more critical ele-
mentis back office technology to efficiently
processtransactions and link into distribu-
tor systems, minimising or eliminating the
need for costly manual activities. In LAC,
one-third of insurers report using special-
ised software for managing their back office
operations in microinsurance.

Most insurers do not actively track their
administrative costs by product. This offers
much room for business risk in insurance,
as administrative costs are often the most
significant component of costs for micro-
insurance. To get true understanding of
profitability, insurers really must track their
costs by product.

Distribution

Withoutadoubt, distributionisalynchpinin
terms of the advancement of microinsur-
ance. Across the globe, microinsurance is
increasingly becoming a hunt for distribu-
tion channels that reach greater numbers
of people. The fundamental need of insur-
ers for large numbers to generate profits
from relatively small premiums, coupled
with the need for efficiency to keep acqui-
sitionand administrative costs low, pushes
insurers towards a broadening array of dis-
tribution channels.

In 2005, retail channels accounted for just
2% of the market, and mobile was merely
a blip. In contrast, in the 2013 LAC study,
retailers, utilities, and other mass chan-
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3. See Richard Leftley’s article on distribution on page 11
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FIGURE 3 Growth rates (lives insured), 2005-2013

nels accounted for almost a third of the
market (almost 15 million people), and are
largely responsible for the growth seenin
the 2005 - 2011 period. In Africa, mobile
network operators (MNOs) largely con-
tributed to the 200% growth between 2008
and 2011 (Figure 3), and the use of MNOs
as a distribution channel in Africa and
Asia currently is undoubtedly even larger,
as evidenced by intermediaries such as
MicroEnsure, with 1 million new clients
per month in 2014 through this channel.’

InLAC, microinsurance is quickly morphing
into “mass” insurance - low premiums,
typically linked insurance cover - thatis not
designed particularly for the low-income
market, but can provide some value to any
economic level. This expands the market
for insurance more substantially into the
middle economic ranges, which have also
commonly had little or no access to insur-
ance. While these mass products might be
covering a broaderrange of clients, they do
seem to be including low-income people,
as shown by the Bima e-insurance pro-
grammes.

Commissions

With access to distribution channels a key
constraint reported by manyinsurers, high
commissions have become areality. In LAC,
commissionsas highas 61% were reported,

2012 2013
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with a regional weighted average of 21%.
The average commission for the 5 prod-
ucts with the highest number of insureds
was 36%, indicating that access to volume
comes with a cost. As intermediaries take
on more of the costs, such as marketingand
facilitating transactions including claims,
higher commissions can be justified - but
only if thisdoes in fact reduce the work and
administrative costs for the insurer.

Distribution channels have the potential
to reduce costs and provide access to new
volumes of people, but there is also the po-
tential for increased costs. Anecdotally, as
insurers will not “officially” report this, ad-
ditional commissions can take the form of
“exclusivity” or “access” fees, particularly
when distribution channels don’t see the
opportunities that insurance can bring to
themortheirclients. Thiswas commented
on numerous times in the key mass insur-
ance markets of Mexico, Colombia, and
Brazil. Such fees are often paid before a
single policy is sold, and are said to occa-
sionallyamountto more thanamillion USD.
Although thisis not often seenin Africaand
Asia, itis likely to become more evident as
microinsurance aims for greater distribu-
tion potential and as insurers move more
into the “mass” market.

Profits

When the first landscape study was con-
ducted a decade ago, the profitability of
microinsurance was considered by per-

FIGURE 4 Proportion of total identified insureds with
coverage for health, property or agriculture

ception only. Most insurers were optimis-
tic — profitability was less of a concern than
affordability for clients (though the two are
of course linked!). The 2008 Africa regional
landscape study concluded, “Profitability
is a key challenge for microinsurance... in
order to convince players to actively enter
this new area, the profitability of the sector
must be proven.”

The 2013 LAC landscape, with data pro-
vided for administrative and commissions
expenses in addition to claims, allows for
thefirstsignificant set of data on combined
ratios —and thus a big step closer to offer-
ing proof of profitability. And the evidence
is clear: only a handful of insurers expe-
rienced combined ratios over 100%, and
most had more than ample room for profits,
with a weighted average of 64%. The data
is particularly clear for life and accident
products, due to the relative volume of prod-
ucts offered, but there are many examples
of health and property products that also
showed clear business viability. As more
health and property products are offered,
the business case should emerge there as
well.

The products offered tend to be limited to
life and accident, where profits are often
higher and there is often government pro-
vision of healthcare and other social secu-
rity programmes. The outreach numbers
show little evolution over time in terms of
health, property and agricultural covers.
The 2008 Africa study found such covers
to be a mere fraction of life insurance cov-
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erage, despite being much needed by the
low-income market. Figure 4 shows the
relative coverage of health, property, and
agriculture coverage from the landscape
studies; across regions, healthand property
coversare minimal comparedto life and ac-
cident covers. Only in Asia are a significant
portion of insureds receiving coverage for
agriculture-related risk, largely the result
of government support.

However, what we do see is a shift in the
types of coverage offered, and many prod-
ucts are poised to scale up. Instead of com-
prehensive or primary healthcare pro-
grammes with limited growth potential, we
see ‘component’ covers offering a smaller
‘slice’ of coverage - such as hospital cash
or dread disease covers, often sold as sec-
ondary covers. These simpler products,
which canfillgapsin public healthcare, are
easiertoofferand can be sold through mass
channels. In LAC, 33% of the new products
launched in the past two years contained a
health cover, though the effect hasn’t yet
been seenin terms of volume of insureds
or premium.

Growth

While Asia and Africa seem to be experi-
encing continued growth in terms of num-
bersofinsureds, the recent LAC landscape
has shown that it has continued its growth,
outside of Brazil. As insurers learn more
about the market, some are exiting (in LAC
11 companies exited microinsurance activi-

FIGURE5 Flux of providers and productsin LAC
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ties between 2011 and 2013) while others
saw opportunityin this marketand entered.
This sorting out among the insurers re-
flects the new-found reality of the market.
For some, they simply could not improve
their efficiencies. Others found the market
more effort than anticipated. Still others
were not able to satisfy profit expectations.
Over the same time period, 31 products
were removed from the market while 46
were newly introduced. In discussions with
insurers, this was clearly in response to
lessons learned from other products and
insurers, and reflects an effort to improve
the potential for success of their market
interventions.

Continued growth at very high levels over a
long period, as seen with the most recent
Africa and Asia studies, is also unlikely as
the business grows. However, given the
limited coverage ratios across regions
there is still much potential for growth. The
key to growth is centered on distribution;
where very large and effective distribu-
tion channels are motivated by microin-
surance for the markets, microinsurance
will continue to grow rapidly. For example,
the MNO channels have become massive
growth engines for microinsurance in
Africa and Asia and will certainly continue
to push growth in those regions, and also

likely LAC in the near future. Although the
MNO channels bring in very large numbers
of policyholders, the related revenue per
policy is quite small, even relative to “typi-
cal” microinsurance products. For exam-
ple, in Ghanain 2014, MNOs accounted for
57% of individuals covered by microinsur-
ance, but only 8% of premiums and 4% of
claims when considering all products in-
cluding insurance-Llinked savings compo-
nents, or 58%, 39%, and 44% if insurance-
linked savings are excluded.

Conclusion

Microinsurance is becoming an important
component of the insurance market. In LAC
in 2013, it was responsible for bringing in
over USD 800 million in premiums with over
USD 200 million in pre-tax profits spread
around the region. This is significant! The
market as a whole, as exemplified in LAC,
is expanding to cover more of those tra-
ditionally without access to insurance. In
LAC, mass market products are expanding,
rapidly covering middle and some lower-
income markets. Microinsurance prod-
ucts, particularly life and accident, are also
substantially expanding through the low
income markets of LAC. The mass market
spread is likely to now be seen strongly in

4. Authors’ calculations from unpublished data generated during a specific Landscape of Microinsurance in Ghana.

Africa through mobile insurance, and later
inAsia. Mass and microinsurance together
have dramatically expanded access both to
those who could not access insurance and
to insurers who could not access a wider
market.

Products remain centered on the easier,
and often more profitable, life and ac-
cident covers, though expansion beyond
these is slowly evolving as insurers gain
confidence in the market and distributors
push for greater comparative advantages.
Distributors are increasingly showing their
dominance in microinsurance, and the
large onesare providing greater challenges
with their very large commissions, asinsur-
ers work to both provide value to clientsand
retain some profits.

Overall, the state of microinsurance is
healthy. Some growth, some contraction.
Lessons are being learned and apparently
applied. Premiums are growing and distrib-
utors are expanding. The market - middle
and low income - is gaining improved ac-
cesstoinsurance, and continuationis likely
with more of a merging of micro and mass
insurance. Insurers are doing betterat find-
ing their way, and the adolescent microin-
surance is moving into adulthood.
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access to insurance initiative

Considerationsin creating
aregulatory framework for
inclusive insurance

The creation of a regulatory frame-
work should be based on a thorough
assessment of jurisdiction-specific
challenges, involve industry dialogue
and awareness sessions, and factorin
coordination with other authorities.

Important aspects to be considered
when creating a specific regulatory
framework for inclusive insurance
include:

e Implications for the industry: the
associated compliance burden
created by product registration;
actuarial, reporting and consumer
protection requirements.

e Implications for the supervisory
authority: the supervisory systems
and supervisory capacity; adjust-
ments required to supervisory
practices, staff training and organi-
sational structures; potential over-
laps with insurance regulations
and otherjurisdictions, such as the
banking or cooperative authority.
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How are regulators
and supervisors
supporting inclusive
iInsurance markets
across the globe?

Policy, regulation and supervision are critical for enhancing access to
insurance: they affect how trust is developed between insurance pro-
viders and low-income consumers, determine who can operate in the
market and at what cost, and can enforce the provision of certain types of
insurance. The insurance supervisor plays a crucial role in safe-guard-
ing quality insurance that provides value, as well as in motivating the
industry to serve the un-served by removing barriers to access while en-
suring a well-supervised industry. Increasingly, supervisorsin emerg-
ing markets are aware of the need to strike a healthy balance between
regulation, enhancing access to insurance and protecting policyholders.

This article gives an overview? of the cur-
rent status of microinsurance regulation,
highlighting recent trends in inclusive
insurance markets and providing an out-
look on their regulatory implications and
potential challenges.

Microinsurance regulation
across the globe

Striving to make their insurance markets
moreinclusive, atleast 15 jurisdictions have
already adopted a microinsurance-specific
regulatory framework, though some are yet
to be implemented. In addition, at least 18
countries® have proposed some form of
microinsurance-specific regulation. The
creation of an enabling regulatory envi-
ronment for inclusive insurance has been

approached by different jurisdictions in a
variety of ways. There are also significant
differences in the maturity levels of the
adopted regulations, with some having
been in place for around 10 years, whilst
others have only recently been adopted.

The table below gives an overview of the
existing regulatory frameworks and year
of adoption, and summarises some ma-
jor aspects of the respective jurisdiction’s
approach to regulation. Most jurisdictions
have followed a functional approach, al-
lowing insurers to offer microinsurance
as a special business line. This usually in-
volves the adjustment of conduct of busi-
ness regulations to the type of products
and consumers accessing microinsurance,
including creating new rules for distribu-
tion. The depth of these regulations varies

1. The team includes Onur Azcan, Teresa Pelanda, Hannah Grant, Martina Wiedmaier-Pfister, Janina Voss
2. The authors of this article endeavor to make their best effort to provide updated information on the status of
adopted microinsurance regulations around the world, but highlight that the overview provided is not claimed to

be exhaustive.

3. For example Colombia, Jamaica, Bolivia, Nigeria, Uganda, Kenya and Bangladesh.



considerably, from a few clauses added to
other regulations, to comprehensive and
continuously adapted microinsurance
frameworks based on a variety of regula-
toryinstruments.

Some jurisdictions followed the institu-
tional approach, creating the option to ob-
tain a dedicated microinsurance license,
which means the commissionintroduced a
new type of insurer for this business. Some

REGULATION AND SUPERVISION

regulators are taking an active role in pro-
moting inclusive insurance by making it
mandatory for providers to offer it to rural
and economically disadvantaged sectors,
asisthecaseinlIndiaand Nepal.

Country Year: Main regulatory documents Business line approach: examples of topics covered Microinsurance
license
BRAZIL 2011 (Circular 244): Microinsurance, Distribution (specific type of microinsurance agent, Microinsurance
microinsurance brokers and alternative distribution channels, relationship license for
microinsurance correspondents between distribution partners) microinsurance
2012 (Circular 439): Microinsurance P_FOdUCt features company (2012)
Company Dlsclqsure to the customer
) Premium values
2012 (Circular M‘U_}: Mandatory Separate reporting on microinsurance premium values
parameters for microinsurance plans Coverage limits per product
Criteria for target public
CAMBODIA 2011: Circular on Issuance of Temporary Claims settlement For commercial
License for Microinsurance Alternate dispute resolution microinsurers and
community-based
health insurers
CHINA 2008: Rule on supervising China Rural Stimulation of pilot projects in rural areas, first No
Microinsurance on Life & Personal restricted to a limited number of regions before
Accident Insurance allowing for broader roll-out
2008: Rule and Notice of Related Matters D_'Str_'bUt_'on [encourag‘emen‘t of _mnovatlve
on the Implementation of Systematic _dlstr|but|on technologies, microinsurance/rural
Management on the Qualification of Insurance age‘nFs]
Rural Insurance Agents Simplified policies
2009: Circular on Further Expanding
the Pilots of Small-amount Life Insurance
in Rural Areas
2012: Rule on concept for Comprehensive
Roll out of Micro Personal Insurance
CIMA 2012: Regulation of microinsurance Distribution/intermediaries (innovative distribution Microinsurance
(Conférence operations in CIMA member countries channels, e.g. mobile network operators, enterprises (stock

Interafricaine
des marchés
d'assurances)*

community based associations)

Risk types covered by microinsurance policies
Product types (e.g. group insurance,
agricultural insurance, index insurance)
Minimum capital requirements

company or mutual)

GHANA

2013: Market Conduct
(microinsurance) Rules

Microinsurance contract
Disclosure to customer

Rating of microinsurance products
Claims handling

No

4. Benin, Burkina Faso, Cameroon, Central African Republic, Congo, Comoros, Ivory Coast, Gabon, Guinea, Equatorial Guinea, Mali, Niger, Senegal, Chad and Togo.
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Country Year: Main regulatory documents Business line approach: examples of topics covered Dedicated
microinsurance
license

INDIA 2001: Obligations of Insurers to Mandatory provision of insurance to rural No

Rural and Social Sectors and social sectors
2005: Microinsurance regulations Microinsurance-s‘,upporting quota fulfilment
) Products and definitions
2004/2011: Reserve Bank of India Reference to Code of Conduct for Microinsurance
directives Composite products
2013: IRDA circular Commission caps between 10% and 20%
2015: (Micro Insurance] Regulations Rgduged I UL S o7
microinsurance agents
Expanded range of intermediaries
MEXICO 2008 (Circular CNSF S-8.1): Product Distribution (special intermediaries No
registration and their training requirements)
2008 (Circular CNSF S-2.1): Distribution ~ Froduct features
Disclosure to customer
MOZAMBIQUE 2011: Regulation of the Conditions of Licensing No
Access to and Exercise of Insurance Intermediaries
Activity and its Intermediary Activities Solvency margins
NEPAL 2014: Micro Insurance Directives, 2071 Microinsurance business mandatory for all insurers No
Distribution (microinsurance agents)
Claims settlement
Dispute resolution
PAKISTAN 2014: Securities and Exchange Distribution (microinsurance agent and their functions) No
Commission (Microinsurance) Rules Key features of microinsurance products
Consumer protection and disclosure: transparency,
fair prices, privacy, recourse, code of conduct for
microinsurance agents
PERU 2007 (SBS 215/07): Microinsurance Distribution (intermediaries) No
resolution Product features: limited exclusions
2009 (resolution SBS 14283/09): Disclosure to customers
Revised Microinsurance resolution Specific reporting requirements
PHILIPPINES 2006 (Circular 9-2006): Microinsurance Product-related and contract rules such as standard Microinsurance
Regulation and Declaration of Policy contract, bundling of life and non-life allowed with license for
Objectives separate underwriting, Microinsurance
2010 to 2014 f: over 20 regulatory Specific' logo. for microir]s'urance Mutua'l Bgnefit
provisions® Agent licensing and training, and the role banks can play Organisations
Alternative dispute resolution
Separate performance standards
Reduced capital requirement for those having 50 %
of their portfolio in microinsurance
Formalisation requirements to stop informal
insurance provision
SOUTH 2015: Insurance Bill (giving effect to the Distribution (intermediary requirements) Microinsurance
AFRICA National Treasury’s Micro-insurance Product standards and benefit limits license (including a
Policy Document]) Supervision and enforcement transition path for
Code of Conduct informal providers)
Consumer recourse
TAIWAN 2009: Directions for Insurance Enterprises  Product design: simple (standard clauses), No
Engaging in Micro-Insurance Business one year term, covering only one peril
Obligation to establish a microinsurance customer
service unit
Separate reporting
TANZANIA 2013: The Insurance Act (CAP.394) Distribution (registration of a microinsurance agent) No

“Regulations” (Made under sections 167):
The Micro-Insurance Regulations

Products

Policies

Training of insurance officers
Settlement of claims
Handling of complaints

5. The Insurance Commission Philippines has issued a comprehensive regulatory framework for microinsurance: Insurance Law, at least 16 IC regulations including the one of
2006; two joint circulars of the Insurance Commission with the Securities and Exchange Commission and the Cooperative Development Authority; three Central Bank Circu-
lars on insurance intermediation by Rural Banks; and an Order of the Department of Finance on reduced capital requirements.



Non-traditional distribution
channels are adding complexity
to microinsurance supervision

Overthe last fewyears, new business mod-
els have sparked major changesininclusive
insurance markets. The increase of non-
traditional mass channels, along with the
advent of digital finance, have introduced
new entities to the value chain, changed the
mode of interaction between insurers and
customers, and facilitated the development
of innovative products. Inanumber of areas
traditional regulatory constructs nolonger
apply, which has resulted in a need for a
paradigm shift for insurance supervisors.

For example, the assumption that the li-
censed insureris the strongest partyin the
value chainis no longer guaranteed. Mass
distribution channels, such as mobile net-
work operatorsin Africaorretailersin Latin
America, entering the insurance space of-
ten wield considerably more power than
theinsurerand can hold themtoransomto
extract higherrents foraccess to the chan-
nel. This creates new consumer protection
challenges for supervisors. At the same
time, many of these mass distribution chan-
nels sit outside of insurance supervisors’
regulatory authority, thereby limiting their
ability to act. Hence, there is an increased
need for supervisors to coordinate with
otherfinancialand non-financialregulators
and supervisors; however, little information
is currently available on how supervisors
should go about doing this in the most ef-
ficientand effective manner.

The scale and pace of growth of coveragein
some developing markets from the massive
expansion of non-traditionaldistributionis
also worth noting. This is a positive devel-
opment, withinsurance increasingly avail-
able to low-income people living in remote
orurbanareas. Ithasalso helped stimulate
private sectorinterest as new opportunities
arise from economies of scale. However,
the speed and scale of growth challenges
the low-risk assumptions previously as-
sociated with inclusive insurance markets,
meaning supervisors must look at propor-
tionalityin differentways, and enhanced su-
pervision potentially being required to pro-
tect consumers and avoid systemic shocks.

The development of innovative and more
complex insurance products such as mo-
bile insurance and index insurance is also
introducing additional challenges forinsur-
ance supervisors. Supervisors need to be
able to keep upwith marketinnovationsand
ensure they have a good understanding of
new types of products being developed, as
well as the right tools to supervise them.

Overall, the key theme uniting the chal-
lenges mentioned above is the need for
enhanced supervisory capacity building to
ensure supervisors are equipped to deal
with changes occurring in their markets.
Supervisorsneed to be abletostrike a care-
ful balance between ensuring consumers
remain adequately protected and trust
is maintained whilst not stifling market
innovation.

REGULATION AND SUPERVISION

Important lessons from the last
10 years of microinsurance
regulation

The following lessons are emerging from
draftingand implementing microinsurance
regulatory frameworks enablinginclusion:

e Otherrulesthat maybeissued later, for
example on mass distribution, can over-
rule the microinsurance rule and create
aregulatory conflict.

e Insurers may not register products
under the microinsurance framework
if they see an increased compliance
burden.

e Regulations may have unintended con-
sequences, such as the industry fulfill-
ing quotas but not developing a sound
business approach.

e Aregulatoryframework can be bestim-
plemented under constant performance
monitoring and continuous adjustment
of the provisions as needed.

e Aregulatory framework alone is not
sufficient to grow inclusion; comple-
mentary efforts in the field of financial
educationandindustrytrainingare also
required.

e Performance monitoring of the microin-
surance business line through separate
reporting on microinsurance allows su-
pervisors to observe growth and quality
of products and services.

¢ Regulations nottaken up bytheindustry
may not have the right mix of obligations
and incentives to establish a dedicated
microinsurer or engage in this business
line.

e Atestand learn approach by the super-
visor is required to respond to fast-de-
veloping market practices, for example
in mobileinsurance and digital distribu-
tion.
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Regulatory
Challenges in West
and Central Africa

Despite notably establishing a regional cooperation agreement regard-
inginsurance supervision, and considerable commonality in bank-

ing and currency, the CIMA's markets (covering central and western
Africa) remain nascent with insurance penetration at just one percent
of GDP. Growth over the past five years has been positive, however, and
the market continues to show signs of being well-placed to develop
further. New regulatory developments, growth in the complexity of the
insurance business and the need for greater consumer confidence put
the regulator covering these countries under increasing pressure to

deliver better supervision.

CIMA

Insurance in West and Central Africa op-
erates in the regional group known as
the Conférence Interafricaine des Marchés
dAssurances (CIMA). The region currently
encompasses 14 countries, mostly former
French colonies, scattered into two sub-
regions (UEMOA and CEMAC) with their re-
spective central banks (BCEAO and BEAC).
There is transferability between the two
monetary zones and France guarantees
the convertibility of the local currency with
Euro'.

With 146 million inhabitants, the region
represents roughly 2% of the world popu-
lation. Two-thirds of the population lives on
lessthan USD 2 per day. Agriculture, which
weights around 30% of GDP, is the back-
bone of the economy.

The mandate of the
supranational regulator

The initial regulatory body, CICA, was cre-
ated in 1962 and based in Paris. Following
many reforms, the Treaty signed in 1992
instituted CIMA as the supranational regu-
latory body with a unique insurance code
in force across the region. The mandate of
CIMA includes creating or strengthening
synergies between countries in order to
reinforce technical and financial capabili-
ties of local actors, and ensure the finan-
cial soundness of institutions and integrity
ofinsurance markets. The mission of CIMA
is to assist national authorities in serving
the public interest and effectively achiev-
ing insurance regulatory goals, consistent
with the wishes of State members. CIMA
has been created as an effective catalyst
for financial inclusion, stability and devel-
opment of African economies. Althoughthe
achievements sofarare appreciable, there
is stillmuch room for improvement.

1. 1 euro = 655.957 XOF - XAF



Low insurance penetration

Insurance penetration is a measure of the
level of development of insurance markets
and depends on consumer confidence;
consumers generally won’t purchase in-
surance products unless they are confident
that insurers will pay legitimate claims.
Effective insurance regulation and super-
vision builds confidence in the insurance
sector by protecting consumers from the
risk that an insurer will have insufficient
resources to pay claims or will treat them
unfairly. Increasing confidence is also a
precondition for building greater financial
inclusion, which can broaden and increase
insurance markets.

In CIMA countries, the penetration rate (the
ratio of premiums written to GDP) is ex-
tremely low, ranging from 0.34% to 1.89%.
Table 2 illustrates that all CIMA countries
are in the bottom half of 184 countries as-
sessedinarecentglobal survey, withinsur-
ance penetration for the region averaging
0.9% of GDP. Ifinsurance penetration were
raised to levels seen in greater Europe?,
there would be an approximate increase
in premiums written of USD 8.7 billion per
year.

The current state of the industry is defined
by limited products, mostly credit life of-
feredthrough MFls.Onlyafewinsurerstar-
getthe low-income segmentorrural popu-
lations which constitute the vast majority of
the population, and products are complex
and expensive for this demographic. Lack
of local expertise could explain the current
state of the market, as most of the member
States are underdeveloped countries with
very limited actuarial experience. According
tothefigures, the microinsurance marketin
CIMA s still nascentand there are reasons
to expect exponential growth inthe upcom-
ing years, should the needs and expecta-
tions of the population be met.

Alignment with international
standards and best practices

Improving insurance regulation and su-
pervision in the region is vital to building
confidence in insurance markets, facili-

Mali

Senegal

REGULATION IN CIMA

Niger

Chad

7

Central African

Guinea/ Republic
Bissau / //
Ivory Coast  Togo Benin/
Cameroor/ \
. ) / Congo
Equatorial Guinea

Gabon

FIGURE 1 CIMA Countries

tating insurance market development and
increasing potential for greater financial
inclusion.

In recent years, CIMA embarked on a vast
project to improve the regulatory and su-
pervision frameworks through a multi-year
strategic plan. With the support of interna-
tional partners, the insurance code was
modified in 2012 to include microinsurance.
This newregulation introducesindexinsur-
ance and enlarges distribution to include
new players such as mobile network opera-
tors and community-based associations.

This microinsurance regulation is the first
step of the plan and needs to be improved
with specific elements on premium and
benefit limits and index insurance, among
others. The next steps of this microinsur-
ance development plan include a coordi-
nated partnership among stakeholders in
order to significantly improve financial in-
clusionand boost business growth, encom-
passing aspects of product development,
technology, research, communication and
capacity building.

The legal, regulatory and supervisory
frameworks do not fully comply with the
International Association of Insurance
Supervisors (IAIS]) Insurance Core Principles

2. 6.8% in 2013 (Source: SWISS RE - SIGMA)

(ICPs) which were strengthened substan-
tiallyin2011and 2012inresponse toissues
raised by the global financial crisis. In many
CIMA countries, thereisalack of knowledge
aboutthe ICPs and how to improve capacity
inamannerthatis consistentwith them.On
the other hand, only partialassessments of
the application of ICPs have been undertak-
en through the IAIS Thematic Peer Review
Processes. Completing a comprehensive
assessment would likely require amend-
ment to several regulations to formally
implement the proposed new reporting
regime before filling the gaps identified.
More specifically, there is a need to ad-
dress the lack of understanding of the new
international standards and how they can
be applied ina manner which is consistent
with the nature of insurance markets in
the region. There is also a need to improve
insurance supervisory capacity for off-site
financial review of insurers.

Need for formalisation

Although there is general consensus that
“whatever is informalis illegal”, there are
reasons to believe that most insurance
business is likely to happen informally at
the low-income end of the market, includ-
ing through small community-based mu-
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Country Population GDP GDP per capita Poverty headcount ratio Agriculture,
at USD 2 a day value added

(current billions $)  (current USD) (% of population) (% of GDP)

BENIN 10.050.702 7,6 751,92 75,32 32

BURKINA FASO 16.460.141 10,7 650,06 72,56 85

CAMEROON 21.699.631 25,3 1.165,92 30,36 22

CENTRAL AFRICAN 4.525.209 2,2 486,17 80,09 52

REPUBLIC

CHAD 12.448.175 12,9 1.036,30 46,7 56

CONGO (REPUBLIC OF THE]) 4.337.051 13,7 3.158,83 74,4 3

EQUATORIAL GUINEA 736.296 17,7 24.039,25 76,8 10

GABON 1.632.572 18,4 11.270,56 19,59 4

GUINEA-BISSAU 1.663.558 0,8 480,90 69,3 59

IVORY COAST 19.839.750 24,7 1.244,98 46,34 24

MALI 14.853.572 10,4 700,17 78,66 42

NIGER 17.157.042 6,8 396,34 75,23 38

SENEGAL 13.726.021 14,0 1.019,96 55,22 17

TOGO 6.642.928 3,8 572,04 52,65 31

TOTAL CIMA 145.772.648 169,0 1.159,05 58,77 30

Sub-Saharan Africa 912.212.311 1.485 1.628 14

World 7.043.902.890 72.682 10.318 3

TABLE 1 Socio-economicindicators®

tual entities. A challenge for the regulator
is to identify the extent of informality and
recognise the nature of abuse among those
that choose to remain “outside of the radar
screen”. Understanding the nature and ex-
tent of thismarketand consumer protection
risks is a key need. Once the final microin-
surance framework is adopted, a suitable
transition period will be allowed forall play-
ers to comply with the new regulations.

The microinsurance
development plan

Above the adoption of specific micro-
insurance regulation, the Supervisor of
CIMA intends to play a key role in develop-
ing microinsurance across the region. A
plan adopted in 2014 by the ministries in
charge of insurance aims to achieve sig-
nificant business volumes, while ensur-
ing consumer protection and a real added
value to the economy. It is based on a har-
monised partnership among stakeholders
(regulator, insurers, NGO, international

3. Source Axco Insurance Products - Rankings are based on 184 countries surveyed. - Currency denomination in USD.
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organisations etc.) to conduct studies, ca-
pacity building and product development.
It also seeks to facilitate the availability of
information on microinsurance business,
promote consumer education and instill
aninsurance culture in low-income house-
holds. Microinsurance Learning Sessions,
held in September 2014 in Douala, were
a milestone in the development of micro-
insurance in the region. With almost 350
participants from 24 countries, the event
offered experts a forum to discuss oppor-
tunities and challenges of targeting low-
income groups.



REGULATION IN CIMA

Country Written Insurance Premiums GDP GDP Population World penet-
premiums penetration per capita per capita ration ranking
($mn) (%) ($) ($mn) (% of GDP) (#)

BENIN 66.93 0.90 6.66 736.58 7,403.13 10.05 134

BURKINA FASO 83.17 0.78 5.05 651.65 10,726.33 16.46 139

CAMEROON 287.84 1.11 13.26 1,196.69 25,967.67 21.70 124

CENTRAL AFRICAN 8.02 0.37 1.75 472.91 2,164.04 4.58 167

REPUBLIC

CHAD 19.85 0.18 1.59 885.11 11,018.02 12.45 174

CONGO 109.44 0.95 25.23 2,656.69 11,522.21 4.34 159

(REPUBLIC OF THE])

EQUATORIAL GUINEA 25.09 0.11 34.84 32,038.87 23,067.98 0.72 176

GABON 192.65 1.05 118.01 11,256.52 18,377.08 1.63 126

GUINEA-BISSAU NA NA NA NA NA NA NA

IVORY COAST 391.22 1.59 18.97 1,196.91 24,680.37 20.62 103

MALI 55.98 0.56 3.77 677.87 10,068.82 14.85 154

NIGER 42.90 0.61 2.50 407.28 6,987.71 17.16 150

SENEGAL 187.46 1.24 13.30 1,075.22 15,149.80 14.09 116

TOGO 73.39 1.89 11.05 584.39 3,882.13 6.64 94

TABLE 2 Insurance penetrationin CIMA

In its market development mandate, the
supervisor is committed to adapting regu-
lations to support the evolution of inclu-
sive insurance. The supervisor ensures
that the activities of all microinsurance
stakeholders (providers, intermediaries
and other partners) comply with laws and
regulations. Inordertoavoid anyregulatory
burden which can weaken growth, itis im-
portant to apply a proportionate approach
in supervision while creating incentives
for low-income segments. The CIMA mi-
croinsurance plan provides the basis for
support from all partners, and any techni-
cal assistance in achieving its objectives is
more than welcome. With the support of
multilateral organisations*, some projects
have already been engaged in terms of
feasibility study, principles and standards
assessments, development of index insur-
ance, mobile insurance.

Looking forward

The creation of a unique regulatory body
between CIMA countries is based on the
idea that a large single insurance market
with common regulations and regulatory
authority will result in more effective in-
surance supervision. The 1992 CIMA treaty
iscommitted toimprovinginsurance regu-
lation and moving towards adherence with
international standards forinsurance regu-
lationand supervision. The recentadoption
of microinsurance regulation and develop-
ment plan indicate the dynamism and de-
termination of the supranational regulator
tofully playitsrolein building stronginsur-
ance markets and help people break out of
cyclical poverty.

4. The World Bank, FIRST Initiative, Agence Francaise de Development, GIZ, among others.
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The role of

microinsurance
In disaster risk
management

Over the past 20 years, natural disaster losses have been steadily
climbing, exacerbated by growing urbanisation, environmental degra-
dation and increases in the frequency of hydro-meteorological events.
Developing countries are particularly vulnerable as their financial and
regulatory systems often cannot keep pace with the rapidly growing
asset bases atrisk and do not have adequate resources to dedicate to
reducing exposure or to responding effectively to an emergency.

any governments and other
M stakeholders are increasingly

recognising the important role
of microinsurance. Microinsurance of-
fers low-income households, farmers
and businesses access to post-disaster
funding, safeguarding their livelihoods
and providing for rebuilding’. In addi-
tion, microinsurance can help to provide
economic incentives for loss-prevention
activities by offering lower premiums as
a reward for risk-reducing behaviour. It
can promote and increase risk averse-
ness, leading to a change in behaviours
or more active risk management. In that
way, microinsurance is much more effec-
tive than post-disaster relief, and a more
dignified means of coping with disasters
where such means are often inadequate,
as this support can be ad hoc, poorly tar-
geted and slow in being disbursed.

The last decade has witnessed strong
growth in microinsurance, reaching
more than 260 million people worldwide?.
Overall, however, market penetration
remains relatively small. Micro disaster
insurance can cover natural catastro-
phe events such as earthquakes, floods,

cyclones, and droughts. Traditional in-
surance programmes have consisted of
indemnity insurance, which pays claims
based on actual losses and requires an
extensive effort and resources to as-
sess individual losses following an event.
More recently, parametric insurance has
emerged, which is a type of insurance that
does not indemnify the pure loss, but ex
ante agrees to make a payment upon the
occurrence of a triggering event, usually
in the form of an index related to the in-
tensity of the catastrophic natural event.
Parametric insurance reduces the trans-
action costs involved in writing and admin-
istering insurance policies because there
is less need for actual loss assessment for
payment of claims.

So which factors impact the development
of microinsurance as a tool for disaster
risk management?

Demand for microinsurance

Onthedemandside, the development of mi-
croinsuranceisfirstand foremost explained
by a big protection gap in the face of many

1. Mechler, R, Linnerooth-Bayer, J., Pepiatt, D. (2006). “Disaster insurance for the poor? A review of microinsurance for natural disaster risks in developing countries”,
ProVention Consortium and IIASA, Geneva Switzerland and Laxenburg, Austria.
2. Microinsurance Network (2014). “Exploring new frontiers: The potential of impact investments in microinsurance”, Microinsurance Network: Luxembourg.
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risks low-income families and individuals
are confronted with. To date, the demand for
microinsurance has been relatively low due
to the mix of several conditions, including
economic and social factors, trust, finan-
cial literacy, and the existence of informal
risk-sharing networks amongstindividuals
in low-income countries®.

Economic factors such as the price of in-
surance and the level of personal wealth
have been shown to influence the demand
for microinsurance. Estimates of the price
sensitivity of microinsurance demand are
usually high*, hence, the low demand could
be due to the fact that households perceive
the level of premiums to be too high. The ef-
fect of wealth on microinsurance purchase
also seems positive on the grounds that
wealth provides a higher level of liquidity
and potential access to credit and, there-
fore, facilitates the purchase of bundled
insurance. The wealth effect of microin-
surance is distinct from the effect in tradi-
tionalinsurance, where it translates into a
higher level of potential loss, and therefore
increases the needs forinsurance.

Social and cultural factors also drive the
demand for microinsurance. Surprisingly,
many works have shown that more risk-
averse households are less likely to pur-
chase microinsurance. One explanation
could be that households viewinsurance as
risky or that they do not fully understand the
product. The presence of basis risk in the
case of parametricinsurance, which refers
to the situation where insurance benefits
are not perfectly correlated with underly-
ing losses, could also explain this result.
Policy-holders would perceive basis risk
asanincrease in uncertainty®.

Besides risk aversion, trust in insurance
contracts can also be a significant barrier
to participation. This is especially relevant
in environments with weak legal systems
for enforcing payment of valid claims. Low-
income individuals are unsure about pay-
ing in advance for a service that they may
or may not receive in the future from an
institution that they do not know, or worse,
do not even trust. Hence, low financial lit-
eracyanda lack of awareness of insurance
explainthe lowinsurance demandindevel-
oping countries.

. Eling et al., (2014) Ibid.
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Risk exposures also affects microinsurance
participation®. Having experienced personal
loss generates demand for microinsurance.
Italso seemsthat personal lossesare more
strongly associated with enhanced demand
than observations of losses incurred by
other people nearby, even though such
observation of loss by others enhances
the demand for flood insurance as well.
Yet, depending on the nature of the shocks,
such shocks might affect people’s ability to
copewith loss by reducing the availability of
wealth to pay for the premium.

. Eling, M., Pradhan, S., Schmit, J. T. (2014), “The determinants of microinsurance demand”, The Geneva Papers on Risk and Insurance - Issues and Practice, 39, 224-263.
. Cole, S. et al., (2013), “Barriers to household risk management: evidence from India”, American Economic Journal: Applied Economics, 5(1), 104-135.

. Turner, G., Said F., Afzal, U. (2014), “Microinsurance demand after a rare flood event: evidence from a field experiment in Pakistan”,
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Finally, informal risk-sharing networks,
which are largely developed to cope with
risk in developing countries, could deter
the demand for microinsurance, since they
are seen as substitutes. Onthe other hand,
such networks could playanimportantrole
in extending insurance knowledge to the
wider community, affecting positively the
demand forinsurance.

Supply of microinsurance

Theissue of the supply of microinsuranceis
intrinsically related to the concept of insur-
ability, i.e. the conditions by whichinsurers
willin principle offer cover for a particular
risk. According to Berliner’,to be insurable
inactuarialterms, risks must be independ-
entand estimated reliably so that the law of
large numbers must apply, i.e. the larger
the number of mutuallyindependent risks,
the higher the ability to predict the average
loss. In addition, the maximum loss per
event must be manageable in terms of in-
surer solvency, and the premium mustalso
be affordable.

Many factors therefore affectinsurability in
microinsurance including risk assessment,
correlated risks and transaction costs®.

In terms of risk assessment, a number of
issues arise from theindependence of risks
and the quantification of loss probabilities,
suchasalack ofdata, non-independence of
risks and increasing variability in loss fre-
quency and intensity. Many studies point
out that the provision of coverage against
risks due to climate changeis limited due to
scarce information on the underlying risk’.

In addition, the risks of natural catastro-
phes affect large areas at the same time.
They affect large portions of the population
or risk pool simultaneously, violating the
assumption of statisticalindependence that
makes the law of large numbers applicable.
Microinsurance is not able to disseminate
risks easilyacross members of the scheme.
Related to this, a small risk poolis also an
important issue, which makes microin-
surance highly vulnerable to losses from
low-frequency, high-severity events. This
raises the question of insufficient financial
capacity in the case of natural catastrophe
losses, which may lead to a significant risk
to insurers’ solvency, especially for small
and local schemes. This high insurers’ in-
solvency in the face of such risks requires
further diversification of risks.

Transaction costs are also one of the major
reasons for the failure of insurance markets
in covering disaster risks as these costs,
along with high loading factors, make pre-
mium unaffordable. These high loadings
result also from violations of insurability
criteria due to limited historical data and
non-independent risks'’.

How to reach scale

Insurability of risk events for low-income
peopleis challenged byvariousissues, and
overcoming these issues is a crucial step
forward to increase coverage. A first issue
relates to increasing capacity of microin-
surance schemes. This could be done by
means of risk transfer or risk financing,
such as reinsurance, index-based rein-
surance, derivatives. Various works or
experiences have shown the usefulness
of providing reinsurance for microinsur-
ance schemes''. Another important way
to increase insurability is to make the risk
pool larger. This would allow sharing risks
amongsta higher number of households or
individuals and making the microinsurance

7. Berliner, B. (1982). Limits of insurability of risks, Englewood Cliffs.

8. Biener, C., Eling, M. (2012), “Insurability in microinsurance markets: an analysis of problems and potential solutions”,

The Geneva Papers on Risk and Insurance - Issues and Practice, 37, 77-107.
9. Dlugolecki, A. (2008}, “Climate change and the insurance sector”, The Geneva Papers on Risk and Insurance - Issues and Practice, 33, 71-90.

10. Dlugolecki, A. (2008) Ibid

schemes, as well as their members, less
vulnerable to high consequence catastro-
phes. Yet, thiswould necessitate expanding
the organisation of the scheme to a higher
levelthan the local level.

Ways to increase the demand for micro-
insurance is to build trust in insurance
contracts and providers, whether through
reinsurance participation and through a
better understanding of how insurance
works. Increased knowledge in insurance
and trustin claims payments is definitely a
way to increase demand. Institutionalising
financialliteracyininsuranceis partof such
astrategy. Reducing the cost of microinsur-
ance, forinstance through subsidy or taxin-
centives, is also likely to increase demand.

Bothinsurersand governments haveanim-
portant role to play in making microinsur-
ance a successful tool to help low-income
people in coping with increasing disaster
risk. Developing such products will not only
benefittheinsuranceindustryitselfbutalso
societyin general.

11. Dror, D.M., Amstrong, J. (2006}, “Do micro health insurance units need capital or reinsurance? A simulation exercise to examine different alternatives”,
The Geneva Papers on Risk and Insurance - Issues and Practice, 31, 739-761.
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AGRICULTURAL INSURANCE

Agricultural
insurance fever -
a development fad
or here to stay?

Agriculturalinsurance is having a bit of a moment. It is increasingly
acknowledged by the international development community and by
insurers as animportant financialinclusion and risk management tool,
with a spate of new initiatives launched, backed by funds and policy
discussions. However, capitalising on this momentum is proving easier
said than done, as emerging economies continue to falter on commit-
ment to agriculturalinsurance programmes, and with questions of
scale and government subsidies looming large. Further, the emphasis
placed on making agricultural microinsurance financially viable risks
eclipsing concerns over the protection of smallholders.

s it gains recognition and finds its
A place in development and financial

inclusion discourse, we take a look
at the state of agricultural insurance today
and reflect on the critical questions dividing
stakeholdersinthisinnovative sectortoask:
is agricultural microinsurance a develop-
ment fad oris it here to stay?

A continuous growth fuelled by
public support and innovation

The variety and volume of agriculturalin-
surance solutions has expanded consider-
ablyinthe last50years’. In developed econ-
omies, premium volumes have risen under
the impulse of favourable public policies,
whetherin the form of premium subsidies
or public reinsurance provision. The global
volume of agricultural premiumsincreased

dramatically between 2004 and 2007, rising
from USD 8 billion to approximately USD 15
billion.

This spectacular growth is partially due
to the increase of agricultural commodity
prices, and therefore of the sums insured.
Itis also the consequence of rapid market
development in emerging countries such
as Brazil, India, and China which is now the
second largest market intheworld”. Inthese
three countries, government support has
been critical for the market to reach scale.

India offers avery goodillustration of public
support leading to product innovation and
socialinclusion. India’s crop insurance pro-
gramme started in 1999, and covered more
than 25 million farmers by 2012°. India has
succeeded like no other country in offering
insurance for smallholder farmers, thanks

. Sandmark, T., Debar, J. C., & Tatin-Jaleran, C. (2013). The emergence and development of agricultural
microinsurance. Microinsurance Network: Luxembourg.

2. Mahul, 0., & Stutley, C. J. (2010). Government support to agricultural insurance: challenges and options

for developing countries. World Bank Publications.

3. Mahul, 0., Verma, N., & Clarke, D. (2012]. Improving farmers’ access to agricultural insurance in India.

World Bank Policy Research Working Paper, (5987).
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‘4 Should an admission of
the need for government
support be taken as a failure,
when we consider that the
three largest agricultural
insurance sectors, which are
found in the USA, Chinaand
Spain, are subsidised to the
tune of 80%? *
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to a continuous effort of innovation and fi-
nancial support to the sector to make poli-
cies more affordable.

India was also one of the first countries to
offer index-based insurance. Unlike tradi-
tional insurance, index-based insurance
relies on a proxy to evaluate the loss in-
curred, rather than on an in-the-field loss
adjustment. A trigger for indemnification
is established. For example, under a cer-
tain amount of rainfall, insured farmers
would receive a pay-out. Index insurance
can be based on various data sources, like
area-yield indices, rainfall, temperature,
livestock mortality or vegetation indices
estimated through satellite imagery. This
technological shift from traditional insur-
ance holds significant potential to reduce
costs and make agricultural insurance
available even for smallholder farmers.
However, basis risk, which arises when
losses are not perfectly correlated with
the index, is an issue. Other challenges to
improve agriculturalinsurance’saccessin-
clude affordability, lack of financial educa-
tion, appropriate legal framework, distribu-
tion issues or reinsurance capacity.

Reaching scale or reaching
smallholders?

Agriculture insurance matters because
2 billion people’s livelihoods depend on
smallholder farms. As a relief instrument,
agricultural insurance covers farmers
against catastrophic losses. Asa means for
development, it protects their investments
and can improve their revenues.

As the Millennium Development Goals
come up for evaluation with the 2015 dead-
line, it seems that the agricultural microin-
surance sector is reaching a critical junc-
ture. Experimentationthrough agricultural
insurance pilots worldwide has grown im-
pressively, with many heads turned in the
international development donor com-
munity, and to some degree in the insur-
ance and reinsurance sectors. The spurt
of recent initiatives, backed by funds in the
case of the Global Index Insurance Facility
(GIIF) and by policy discussions in the case
of the Global Action Network, is testament
to this, as is the interest shown by AXA and
Swiss Re, to name but a few. At the same
time, emerging and developing economy
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governments have been somewhat more
impassive, dithering over the importance of
agriculturalinsurancein the context of their
economies and their rural constituencies.
It is this dissonance that makes the next
phase sointeresting and also so crucial.

Outside the cases of countries where gov-
ernment support is significant - India,
Mexico, Senegal etc. - agriculturalinsur-
ance has demonstrated proof of concept
and is now the subject of long debates on
technical or quasi-technical questions,
from basis risk to distribution, to product
design to marketing. However, creeping
in almostin opposition to any triumphalist
statements is the question of scale, which
haslargely been elusive where the state has
notsteppedin. Of course, there are success
stories such as Kilimo Salama’s transfor-
mation into the limited company ACRE, the
sole dedicated agricultural microinsurance
initiative known to us to have secured out-
side investment.

Other pilots are showing promising fig-
ures, with GlIF-funded pilots alone total-
ling 750,000 cumulative clients by 2015.4 Yet
from the perspective of asocialinvestor like
the Grameen Crédit Agricole Foundation,
there appear to be few, if any, investable
opportunities on the horizon; a fact which
translates loosely as few pilots ready to be
taken to scale.

What does the future hold for
agriculturalinsurance?

This realisation should not put a damp-
ener on the promise of the sector. Rather,
it should invite all concerned to take stock
of where we are and consider some crucial
questions. Can scale be reached without
government support? Should an admis-
sion of the need for government support
be taken as a failure, when we consider
that the three largest agricultural insur-
ance sectors, which are found in the USA,
China and Spain, are subsidised to the tune
of 80%? If subsidised funding is needed ei-
ther to help developing country insurance
sectors work towards scale, and possibly
even maintain it, how can this be done over
the long term? And amidst all the talk of
scale, and portfolio and macro-level ap-
proaches designed to bring it closer, how
can we make sure that smallholder farm-
ers don’t become an afterthought?

Answering these questions is incumbent
on all stakeholders in the sector, and the
probability of getting the recipe right will
be higher if market development activities
in the next phase are approached collec-
tively rather than in a spirit of competition.
Bundling insurance with credit or farm
inputs is deservedly often presented as a
solution to low demand. This is indeed a
very promising path, as long as bundling
brings more value to smallholder farmers.

4. https://www.indexinsuranceforum.org/overview-global-index-insurance-facility

Stocktaking should veer away from navel
gazing and turning over the same stones.
As we admire what has been achieved, the
recent momentum should be exploited to
place agricultural insurance and agricul-
tural finance at the centre of post-MDG
discussions around development, taking
the topic outside the usual discussion fora.
The angles of attack are myriad. Indeed,
agricultural insurance can be couched in
terms of food security, market develop-
ment, capital market resilience, climate
change, disaster management and live-
lihoods. As transversal a topic as it is, it
needs to be placed on the political agenda
at the highest level. Agriculture is a public
good just as much as it is a market, and
should be treated as such as efforts are
made to capitalise on its market potential
by developing agricultural finance. The
world’s 450 million smallholder farmers
deserve as much.
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Microinsurance:

What does

the future hold?

What are the major upcoming
opportunities in microinsurance?

I would like to focus on one of many oppor-
tunities: the deepening of the customerre-
lationship. There isample scope to provide
more and better insurance to the micro-
insurance customers of today. If products
have theright fitand are well explained, we
see great interest from customers in buy-
ing more insurance. Because let’s face it:
although hundreds of millions of customers
have come into the fold of insurance over
recentyears, mostare still severely under-
insured. Itis time we take customers to the
next level.

This would generate more economic re-
turns for companies and more social ben-
efit for customers.

What are the key challenges?

Here | would focus on what stands in the
way of deepening customer relationships
—asinsurers we need to get closer to cus-
tomers. Inouremerging consumers target
segment, there is almost always a distrib-
utor or administrator between us and the
customer. That makes it difficult to position
our brand directly to customers and create
customer stickiness. Because priorities of
insurers and distributors don’talwaysalign,
itisalsoachallengetoroll-out cost efficient
insurance education measures that can ad-
dress a lack of general insurance aware-
ness among the target segment.

Still | am optimistic that these challenges
canbe overcome. Thereare emerging direct
approaches around mobile, and distribu-
tors start to see the social and economic
value of insurance deepening.

What are the major upcoming
opportunities in microinsurance?

The most attractive and relevant opportu-
nity for microinsurance is the expansion
of the branchless banking network. These
networks have retail presence all across the
operating countries, thus enabling mass
level penetration. Making small-ticket in-
surance products available through this
channel would not only achieve the objec-
tive of availability of the product, but the
middle manwould helpintackling the chal-
lenge of customer awareness.

However, dealing with distribution partner-
ships posesits own set of challenges where
the distribution partner holds the bargain-
ing power because of high customer af-
finity, and can pit insurance companies
against one anotherin a price war. A way
outforinsurersis to set up these networks
on their own, rather than relying on distri-
bution partners.

Development of the microfinance market
alsoprovides a good customer base to cross
sellinsurance products. Other opportuni-
ties include embedding insurance in lieu
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of usage of GSM and branchless banking
services. With the advent of smartphones
and its mass level penetration in under-
developed and developing countries, smart
applications canassistin providing the cus-
tomerwith detailed informationand enable
a smooth and easy subscription process.

What are the key challenges?

The key challenges can be classified into
three major categories: challenges related
tothetarget market, challenges associated
with commercial distribution, and regula-
tory challenges.

Customer awareness and literacy form
the primary challenge as the majority of
the population is unaware of the need for
insurance. Commercially, insurers are still
practicing personal selling which does not
generate the pull required to achieve scale

What are the major upcoming
opportunities in microinsurance?

For the past seven years, | have witnessed
the evolution of microinsurance distribu-
tion, from bundling with credit products to
the recentdistribution through mobile net-
work operators.

Microinsurance products are going to see
an explosion in its mode of distribution.
More untraditional distribution channels
are going to identify microinsurance as a
useful productinretaining clients, increas-
ing their clientele base and, most impor-
tantly perhaps, increasing their income
stream. This will lead to microinsurance
providers having to become more creative in
product designs and bundling these prod-
ucts to make them suit these distribution
channels. The microinsurance evolution
has also witnessed regulators becoming
more open and flexible to the needs of these
products hence giving the providers with the
free hand to be innovative.

LOOKING FORWARD

in microinsurance. Where a particular
segment is aware of its insurance needs,
customer outreach poses an enormous
challenge due to limited access to and of
insurance companies.

Product design is also a major area to be
worked on, as the majority of products
on offer are conventional ones which are
tagged with financial services intended for
the low-income market. Reinsurers are
also taking a cautious approach towards
such portfolios because of the lack of prop-
erinfrastructure and regulatory support.

Dependency of insurers on distribution
partners is yet another commercial angle
that should be addressed by the insurers
collectively. For regulatory purposes, mi-
croinsurance should have a standard defini-
tionasthereisnotoolin place togauge the
income level of the insured which forms the
basis of the definition of microinsurance.

What are the key upcoming
challenges?

In the past few years, microinsurance has
attracted a lot of attention. This attention
can be positive or negative and with it has
come the rapid evolution of products and
distribution channels which shows promise
for ensuring that microinsurance is readily
available.

However, will microinsurance really be
available tothe low-income earnersweare
supposed to serve, given the introduction
of so many mass marketing channels and
products? This challenge is realand one we
as providerswill have to start thinking seri-
ously about.

We providers are faced with the fact that
competition will drive us more into mass
marketing/distribution channels, which
might eventually mean we do not provide
our microinsurance products to the target
we set outtoserve.

Regulators will realise that with these de-
velopments, theywillhave toact quicklyand
provide the right legal framework to encour-
age playersinthe market to notforgetabout
the realtargets that need serving most.
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What are your
predictions for
the sector?

Let us know on Facebook,
Twitter or LinkedIn

About the Microinsurance Network

The Microinsurance Network is a global network of microinsurance experts
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