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Introduction

Craig Churchill and Dirk Reinhard

The poorest citizens of the poorest countries are typically exposed to the greatest risks.
Earthquakes, floods, drought, disease, crime all tend to hit the poor hardest. Vulnera-
bility and poverty go hand in hand, bur microinsurance holds out the promise of
breaking a part of the cycle that ties them together.

Jonathan Morduch, 2006

Five years after the publication of the first volume of Prorecting the poor:
A microinsurance compendium, the publishers felt that it was time to look at
recent developments and achievements and consider where the industry stands
now.

The intervening years have seen a significant transformation. In 2008, the
launch of the ILO’s Microinsurance Innovation Facility, financed initially by the
Bill & Melinda Gates Foundation, substantially increased the number of micro-
insurance pilots and research activities. In 2009, the CGAP Working Group on
Microinsurance became the Microinsurance Network to formalize its efforts to
share experiences and collaborate on improvements. In addition, in 2009, the
Access to Insurance Initiative was launched — the second offshoot of the Network
after the Facility — to help strengthen the understanding of insurance supervisors
and their ability to create an environment more favourable to inclusive insur-
ance. Microinsurance providers evolved as well. While many of the schemes dis-
cussed in the first book involved small organizations, there is now active involve-
ment by governments and the insurance industry, which contributes to the
attainment of significant scale.

The quotation above from Morduch talks about the promise of microinsur-
ance to contribute to breaking the cycle of vulnerability and poverty. As
described throughout this book, significant progress in fulfilling that promise is
being made, though it still remains an aspiration. The promise of microinsurance
can be seen at various levels as it benefits the working poor and their service pro-
viders, and contributes more broadly to economic development.
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Benefits for the working poor

At the household level, the potential contribution of microinsurance to breaking
the cycle of poverty has both protective and productive roles (e.g. Collins et al.,
2009, Dercon, 2005, Cohen and Sebstad, 2005). There are many challenges in
measuring these benefits, but initial evidence presented in Chapters 3 and 15
illustrates that some of those benefits are being realized.

On the protective side, insurance can protect policyholders from the financial
consequences of various risks, including illness and death. If a risk is insured, the
poor can cope more efficiently when they experience large losses. Regular pay-
ments of small premiums are easier to afford than the large immediate expenses
that accompany crises.

On the productive side, insurance can be a means through which the poor
can amass a lump sum of savings, for example through a long-term life insurance
policy that allows them to build assets. Alternatively, insurance can help unlock
access to productive inputs such as credit by covering some of the risks (e.g.
drought, excess rain and livestock death) that a lender does not want to assume.
There is also the peace-of-mind effect whereby the poor may feel less compelled
to set aside unproductive funds in contingency saving under the mattress if they
are insured, and therefore they may make larger investments, possibly in higher-
risk, higher-return activities.

Benefits for the providers

A diverse range of organizations are involved in the provision of insurance to
low-income households. Although these organizations have a variety of motiva-
tions and interests, they all can, or at least should, be able to benefit from provid-
ing insurance to the working poor.

Insurance can help cooperatives, unions, non—govemmental organizations
(NGOs), self-help groups, and other organizations that are primarily interested
in helping their members manage risks, to achieve their social objectives. As
such, insurance can be an ideal tool to complement other services they might be
providing, including loss prevention, financial education and the provision of
savings and emergency loans.

Microinsurance can assist more commercially minded organizations in enter-
ing a new market or expanding their services to an existing market. For example,
microinsurance provides insurers with a bottom of the pyramid (BoP) strategy
(Prahalad, 2005) to effectively reach and serve the next generation of policy-
holders today. For delivery channels, such as retailers, utility companies and
providers of agricultural inputs, microinsurance is not only an additional source
of revenue, but if designed properly, can also generate additional turnover for
their core business.
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Even governments can fall into this category of provider. Where they have an
interest in extending social protection cover to excluded populations, such as
workers in the informal economy, microinsurance may be a means to achieve
that objective. Additionally, the proliferation of microinsurance should provide
governments with more efficient means of expanding social protection, provid-
ing better cover against the increasing threat of natural disasters, and achieving
public policy objectives including several of the Millennium Development Goals

(Churchill, 2006).

Benefits for the community and the country

Various studies have demonstrated a causal link between the development of the
insurance industry in general — not specifically microinsurance — and national
economic development (Arena, 2006; Haiss and Sumegi, 2008). This is accom-
plished in part by supporting entrepreneurial activity. For example, by enabling
businesses to operate with less volatility, insurance can promote economic stabil-
ity. Since insurers and reinsurers have an incentive to reduce claims, they contrib-
ute to development by promoting risk reduction measures. Insurance can be
used to manage certain risks faced by creditors and borrowers more efliciently
than other financial instruments, thereby facilitating access to credit and stimu-
lating entrepreneurial effort. Insurance also facilitates investment in higher-risk,
higher-return business opportunities by helping measure and manage high-risk
exposures. Investment in higher-return activities in turn contributes to higher
productivity and economic growth.

More broadly within the economy, by mobilizing long-term savings insurers
are an important source of long-term finance that can be invested in initiatives
such as infrastructure improvements, as well as acting as a significant stimulator
for the development of debt and equity markets. As prominent investors in
equity markets, insurers can compel listed companies to adopt stronger corporate
governance measures and greater transparency. In summary, according to
Brainard (2008), “The net result of well-functioning insurance markets should be
better pricing of risk, greater efficiency in the overall allocation of capital and
mix of economic activities, and higher productivity.”!

An important item missing from the literature thus far is the possible specific
contribution of microinsurance to the deepening and strengthening of the insur-
ance industry in general. Insurance industries in developed countries were largely
built on a strong foundation along retail lines, perhaps with roots that can be
traced back to friendly societies or industrial life assurance. The insurance sectors

For more details on the impact of insurance development on economic development, see USAID
(2006), Brainard (2008) and Skipper (1997).
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in many emerging and developing economies evolved in the second half of the
20th century, and focused largely on corporate clients, with little effort made to
build the infrastructure required for retail or personal lines.

Since many countries have missed out on this initial stage of insurance devel-
opment and leapfrogged to more sophisticated lines, the insurance sectors may
be thin and not well developed. Microinsurance, however, can provide them
with an opportunity to rebuild from the bottom up and create a foundation of
retail insurance, and ultimately make a stronger contribution to the country’s
general economic development. It is interesting to note that developing coun-
tries in which the insurance industry did have a strong retail base, such as India
and South Africa, have emerged among the microinsurance leaders.

The contribution of microinsurance to the community and the country
extends beyond its involvement in deepening the insurance industry. As microin-
surance lies at the intersection between social protection and financial inclusion
— two critical agenda items for the G-20 — its contribution to economic develop-
ment will be greatest where these forces are well coordinated. For example, public-
private partnerships seem to be an important way to get the best of both worlds,
although it is easier said than done. Similarly, as suggested by Dercon (2011), cash
transfers that provide a steady income stream for low-income households could
be supplemented by insurance to help those same households to manage risk
more efficiently as well.

Microinsurance is unlikely to break the cycle of poverty by itself, but it is a
valuable tool in the poverty alleviation toolkit. When coupled with risk preven-
tion and mitigation, and supplemented by other risk-managing financial services
such as savings and emergency loans, insurance can play a critical role at multiple
levels to efficiently manage risks, reduce vulnerability and, it is hoped, contribute
to poverty alleviation.

Target audience

As described in Chapter 1, for microinsurance to succeed it requires the commit-
ment of a host of stakeholders. Without the cooperation of insurance profession-
als, distribution channels, policymakers and supervisors, technical assistance and
service providers, donors, community organizations and academics, it would
hardly be possible to provide sustainable insurance solutions to huge numbers of
low-income households. This book is therefore intended for persons from any of
these groups who want to learn from experience and are keen to glean insights
into how to provide viable and valuable cover to the working poor.
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Structure of the book

This book is organized into eight parts. Part 1 highlights major developments in
the sector, explains the relationship between insurance and social protection,
describes the potential impact of microinsurance, and considers the challenge of
providing microinsurance in light of climate change. In particular, Chapter 1
provides an overview of the contents of the book by discussing the main trends
and referring to other chapters for more details.

Parts II through IV cover specific lines of business: health, life, and agricul-
tural and livestock insurance. Part V summarizes important topics specific to the
low-income market such as the psychology of microinsurance, consumer educa-
tion and client value. It also explores the design of microinsurance for specific
target groups, notably women and migrants. Part VI considers the profitability of
microinsurance for the insurance industry and the experience of commercial
insurers in serving the low-income market. This part of the book also describes
how to price microinsurance products with limited data and provides a detailed
analysis of microinsurance in India, which is a bastion of innovation and a beacon
for government involvement. Part VII focuses on distribution and intermedia-
tion, and the book concludes with Part VIII, which provides information on the
infrastructure necessary for microinsurance to succeed, including technology,
conducive regulations and appropriate consumer protection.





