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Motivation

———

Reaction to those proposing answers without (enough)
gualification

o We have no idea if they benefit

o Nor do we have any idea how to systematically design better
Insurance products

A call to researchers that these are more fundamental
than the important, motivating challenge of designing
good insurance products for the poor
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Risk Management and Insurance go together

How does one evaluate the welfare effects of risk
management and insurance?

Its all about the distribution, not the average

Bring in the insurance economists
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|. Risk Management and Insurance

DArYL COLLINS
JONATHAN MORDUCH
STUART RUTHERFORD

Rural Pouerty: ORLANDA RUTHVEN

Risk and
Development
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Implications

f———

Cannot characterize insurance demand in isolation

The Interdependence of Individual Portfolio
Decisions and the Demand for Insurance

David Mayers

University of California, Los Angeles

Clifford W. Smith, Jr.

University of Rochester
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Implications

f———

Cannot characterize insurance demand in isolation

Implications for self-protection and “self-insurance”
o For example, group insurance contracts

Market Insurance, Self-Insurance, and
Self-Protection

Isaac Ehrlich

University of Chicago and Tel-Aviv University

Gary S. Becker
University of Chicago \QS’
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Implications

Cannot characterize insurance demand in isolation
Implications for self-protection and “self-insurance”

The “triple whammy” of the poor

o Low resource levels, so limited scope for investment in costly
risk mitigation

o0 Uncertain resource flows

o0 Unpredictable resource flows
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1l. Welfare Evaluation is Subtle

EENEEEER.

Think about the insurance product

O You give a certain amount of money to someone else now

o They promise to pay you in the future if something you
subjectively believe to be uncertain happens
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1l. Welfare Evaluation is Subtle

Think about the insurance product

O You give a certain amount of money to someone else now

o They promise to pay you in the future if something you
subjectively believe to be uncertain happens

For example, is low take-up irrational?

o Need to know discount rates of consumers
o Need to know risk attitudes of consumers
Diminishing marginal utility of income
Plus possibility of probability weighting
Plus possibility of “loss aversion”
0 Need to know subjective probabilities of consumers
Maybe also uncertainty aversion \%’
o0 Need to know “trust” or credibility of payout GeorgiaState
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Low take-up example: 4.6%
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Probability Weighting?
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| 0SS aversion?

f———

‘ Like a cult but wi
the animal sm:wftilll::f“
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Florida’s ‘mean season’ lives up to its name

Ima remarkakly active hurricane season, 4 storms have slammed Flonda since Aug. 13 — each a Category 2 or greater, Every storm has affected Central Florida, causing flocding,

property damage, power outages and, in some cases, deaths,
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lll. Distributions, Not Averages

f———

Not just in the mean-variance sense (“evaluation”)

Poverty lines versus the risk of poverty

o Chronic poverty
o Transitory poverty or poverty spells
0 Stochastic poverty

Poverty and Vulnerability

By JONATHAN MORDUCH™
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V. Bring In the Insurance Economists

Actuarial contract design

o0 Solvency and profitability

Organizational structure

o The organizational form that dominates will be the one that
successfully minimizes total costs of production including

Direct costs
Indirect costs of agency conflict

o0 The use of organizational form to elicit information

Public regulation and rating

J. MACK
ROBINSON
COLLEGE

OF BUSINESS

. . \
Marketing of insurance products Cgﬁgtg_t’

Univers ity




Warnings for (and about) Researchers

f———

Beware of surveys measuring the big, visible things

0 Role for complementary data collections
Beware of surveys bearing one data point

0 Role for longer-term longitudinal data collection
Beware of behaviorists bearing anomalies

0 Role for basic critical reading skills of the literature
o Normative role for (artefactual) field experiments

Beware of Randomistas bearing average effects

0 Role for complementary structural analyses
Beware of research in intellectual bunkers \&S
) 4
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Next Steps

Sustained dialogue between researchers in several fields

o Annual CEAR Workshops on Insurance for the Poor
0 Scientific track at International Microinsurance Conference

Structured research program into behavior

o Laboratory experiments with rich students
o Field experiments with poor in rich countries (e.g., Atlanta)
o Field experiments with poor in poor countries

Field Experiments
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