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1. Introduction

The poor in developing and threshold coun-
tries'are not adequately protected against the
consequences of illness, death, accidents, nat-
ural disasters, and extreme weather. And yet it
is the poor who are more exposed to risk. Proper
medical facilities and good water are often lack-
ing, as are adequate safety regulations at their
places of work. Not only are developing countries
more severely affected by climate change and
natural disasters but demographic change and
migration weaken the traditional social and eco-
nomic mechanisms that poor households tend

to use to protect themselves. The financial pro-
visions made by the poor are therefore limited

in scope. They collect money from the family or
from neighbours in order to tide over life-cycle
events and emergencies. Should they still fall
short, they take out loans, use their savings, or sell
their assets.

According to the World Health Organization
(WHO), the exorbitant amounts spent on health
alone drive about 100 million people a year into
poverty.2 Many people forego essential expendi-
ture on food and medical care. As opportunities
to be educated and productive are limited, the
poor sink deeper into the poverty trap. Develop-
ment efforts in social security, education, health,
rural development and the advancement of
women are thwarted by the lack of protection.

Microinsurance is of particular relevance in eco-
nomically difficult times: for instance, millions
of people across the world are losing their jobs
because of the financial and economic crisis -

1 Developing and threshold countries will be referred to as developing
countries in this paper.

2 World Health Organization (2005)
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adevelopment that is putting the social security
systems under pressure. People who previously
held secure jobs are being driven into the infor-
mal sector, and most of them are consequently no
longer covered by the public social security sys-
tems. Informal security mechanisms such as re-
mittances from family members living and work-
ing abroad are also weakened by the crisis. Micro-
insurance can help to close this gap.

Microinsurance is a poverty-related financial
service and therefore an integral part of an evolv-
ing financial system. It allows low-income people
to secure themselves financially, socially and
economically. Microinsurance makes a signifi-
cant contribution to social security and hence
to poverty reduction. It is a vital tool with which
the poor can generate income and wealth, be-
sides gaining access to education and health fa-
cilities. The potential of microinsurance for the
poor has barely been tapped. Four billion people
in the world today have an annual income of less
than US$ 3,000.2 Of them, about three billion - the
bulk of the population in developing and thresh-
old countries - do not have adequate access to
financial services.

Only 3% of the population in the 100 poorest
countries are protected by insurance.* In factin
countries like Bangladesh, Laos, Angola or Ethio-
pia, less than 1% of the population has access to
insurance schemes compared with industrial
countries where virtually everyone is covered by
health insurance and personal and non-life insur-
ance are widespread.®

3 Hammond et al. (2007)
4 McCord et al. (2007)

5 Personalinsurance includes life, disability and accident insurance.
Home and automobile insurance are the most common non-life
insurance products in industrial countries.
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German development policy has acknowl- ment (FSD). It develops a strategy for German
edged the relevance of microinsurance. This development cooperation to pursue in the
position paper provides a basic outline of micro- field and so effectively help towards ensuring
insurance and describes the key challenges from that the poor have access to microinsurance in

the perspective of Financial Systems Develop- the long term.
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2. Microinsurance as a pro-poor financial service

The poor and their risk cover

Microinsurance is an insurance product that
hasbeen adapted to meet the demands and
conditions that are specific to the poor. It is
financed by insurance premiums.

Microinsurance is geared to poor households
that are able to pay premiums on an ongoing
basis. The target group includes micro and small
entrepreneurs in the informal sector. It is not
appropriate for the poorest sections of the pop-
ulation that must be protected through social
security instruments such as transfer payments.

The life situation of the poor shapes their demand
for microinsurance:

The poor are usually self-employed in the
informal sector or work in the agricultural
sector and have an irreqular income. They
are covered only inadequately or not at all
by the public social security systems.

The poor are often either illiterate or have
spent just a few years in school. They know
next to nothing about finance and are not
familiar with the concept of insurance.

Box 1. Life insurance to protect the family

They often live in rural areas with weak
infrastructure (e.g. for transport and finan-
cial services). Being far removed from in-
surers, their insurability is limited. A pay-
ment cannot simply be debited to an ac
count because they usually do not have
bank accounts.

Microinsurance is adapted to the circumstances
of the poor: low premiums, simple product de-
sign, flexible premium payments and a prompt
settlement of claims make it an attractive option
(see Annexe1and Box1).

In terms of risk cover, poor households can
choose from a range of pro-poor financial ser-
vices: loans, savings, cashless payment prod-
ucts and microinsurance. Of these, the loan is
the most common option. Poor households tend
to take loans because a loan is something famil-
iar and is offered by the moneylender or by a
microfinance institution (MFI) located in the area.
Itis granted immediately and requires no ad-
vance payment. While loans may help to tide over
afinancial emergency, the repayment of a loan is
an additional strain on the family budget. In con-
trast, microinsurance guarantees ongoing pro-
tection while keeping premiums low.

Adela Chavez from Mexico City had never heard of insurance. As she needed to repair the roof of the house,
she recently applied for a loan from the Banco Azteca. She was offered the option of paying US$ 2 more per
week and obtaining life insurance worth over US$ 6,000 for her family. Her thoughts went immediately to
her nephew who was killed in an accident in 2003. His death had spelt disaster for his family. Ms Chavez, who

cleans offices, signed herfirst life insurance policy with Seguros Azteca.

Christian Science Monitor, 13 July 2007
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Poor families must save in order to build re-
serves for difficult times. It takes a poor family
along time to save US$ 1000. An insurance pol-
icy however offers immediate cover against risk

- starting with the first premium itself. Insurance
is the financial service to choose when there is the
likelihood of a low-probability risk having serious
financial consequences.

Microinsurance is particularly important for
women. In many ways they are harder hit by risks
than men. There are usually more women than
men in the informal sector and as a rule they are
not covered by public social insurance. As head

of the household, a woman must rely on herself.
She is often less educated than a man, may not
understand the policies and is thus more likely to
prey to fraudulent offers. A woman’s mobility is
restricted; she earns less than a man, takes care

of sick family members and therefore has only
limited time available for a paid job. Women are
exposed to pregnancy-induced health risks and
bear the brunt of diseases such as HIV/AIDS. As
they often have no control over property, they are
vulnerable when divorced or widowed.

The experiences of pilot projects show that micro-
insurance does indeed improve a poor family’s
quality of life. It helps the poor survive emergen-
cies without major setbacks. Unforeseen expenses
do not strain household and business budgets, as
insurance, with its financial provisions, comes to
therescue (Box 2).

Box 2. Insurance gives a family better life chances

As the offer of financial products becomes more
vast and diverse, it also becomes increasingly
complex for poor households. Instead of using
the most effective product to protect themselves
againstrisk, they fall back on the familiarity of
aloan. The poor will use microinsurance only
when they understand the workings of insur-
ance. [t is also important that they trust the in-
surer and intermediaries before agreeing to buy
apolicy.

Diversity of providers

Insurance for the poor has been offered for de-
cades by death benefit associations or commu-
nity-and member-based insurers. The term micro-
insurance was coined at the end of the 1990s in
the debate on microfinance. At the time, MFIs
started to take out obligatory life insurance pol-
icies for their borrowers, primarily to secure

their credit portfolios, but also to retain their cli-
ents with new offers. To this end some MFIs en-
tered into partnership agreements with insur-
ers. Today, numerous insurers themselves see an
opportunity in this market, are expanding their
productrange, and developing new sales and dis-
tribution models.

The providers include insurers and intermediar-
ies (Box 3).

Cheekati Ahalya was a member of a self-help group set up by MARI, a non-governmental organisation (NGO) in
India. She had a health and accident policy from the Healing Fields Foundation (HFF). She had to pay an annual
premium of Rs 320 (€ 4.80). When she died in an accident, the insurer acted promptly. Her husband received
Rs25,000 Rs (€375) and the two daughters Rs 5,000 (€75) each to be set aside for their marriage and the same
amount for their education; the son was given Rs 15,000 (€ 225) towards education and training. The family

togetherreceived Rs 60,000 (€ 900).

What Ails the Poor? www.Small Change.in, November 2007
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Box 3. Insurers and intermediaries

(Micro) insurance providers are divided into insurers and intermediaries. The insurers bear the risk cover while
the latter only mediate between customer and insurer. Insurers fall into the following categories:

(1) Commercial (capital-based) insurance companies like national or international corporations;

(2) State-owned insurers;

(3) Community-and member-based insurers like cooperatives, death benefit funds and mutual companies;

(4) Non-governmental organisations and MFIs.
Groups (3) and (4) are often comprised of insurers who are not subject to insurance law. However, as soon assuch
aninsurerreachesouttoacritical mass of clients, itisimportant for himto be integrated into the formalinsurance
sector. This calls for an adequate regulatory framework and wide-ranging organisational adjustments.
Theliaison function of the intermediaries includesinformation, sales and customer care, as well as assistance with
data processing. In microinsurance, insurers cooperate with intermediaries such as MFIs, NGOs, grocery stores,

cooperatives, trade unions or individuals like teachers or religious leaders, as this gives them the opportunity
toreach out to areas and population groups that are difficult to access, and to work with distribution partners

who are not only close to poor customers but also enjoy their trust.

The political and economic context

The political and economic environment is crucial
to the fundamental question of whether micro-
insurance is at all adequate as a tool to protect the
poor, i.e. whether these products are appropriate
for the poor and whether such an offer is feasible
forinsurers.

The conditions and the market environment in
which microinsurance should be given priority,
asitis superior to alternative strategies, must be
clarified in concert with other development sec-
tors such as social security, health, rural develop-
ment, climate protection and financial systems
development. Against this background, one of
the questions that crops up is whether the people
in fragile states, in countries with a high conflict
potential or with poor governance, are basically
willing and able to advance the premium and

whether the insurers have the capacity to exploit
the market potential.

The latest developments

In several countries the volume and diversity
of microinsurance products is growing steadily
but surely. However, overwhelming majority of
the people in developing countries continue to

be without any risk cover in the sense of financial
protection.

There have been a number of developments that
have supported the provision of microinsurance:

An increasing number of pro-poor finan-
cial service providers such as cooperatives,
mutual insurance societies or MFIs can now
be considered providers or sales partners.
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The insurance industry is testing special
offers for the poor. It sees this strategy as
part of its corporate responsibility and is
also interested in the opening up of new
markets.

Governments are increasingly pursuing an
agenda of creating an inclusive financial
system that facilitates access to financial
services, also for the poor. Furthermore, the
goal of creating an inclusive social secu-
rity system for the entire population is also
gaining importance as a political priority.
Microinsurance is an integral part of both
fields of policy.

New technologies such as electronic
modes of payment (smart card, mobile
banking) and innovative business models
like supermarkets as sales outlets for finan-
cial services can reach out to poor custom-
ers without bank accounts.

Better infrastructure and increasing lev-
els of education make it easier to reach out
to customers in remote areas and to new
target groups.

Given the tremendous significance of microinsur-
ance in development policy, international spon-
sors such as donors, development banks or foun-
dations are reinforcing their commitment in the
sector. In comparison with the volume of as-
sistance in the microfinance sector, microin-
surance has been only marginally serviced to
date. The international donor community plays
an importantrole in promoting product develop-
ment and new distribution channels, in providing
risk capital, promoting networks and providing
public goods like data and financial literacy, be-
sides creating an enabling environment includ-
ing policy frameworks and laws. All these efforts
are fraught with impediments that hamper
the independent development of markets for
microinsurance.

Cooperation in the Microinsurance Network is a
key element in fine-tuning the concept of micro-
insurance and in harmonising promotional ap-
proaches pursued by the different sponsors (Box 4).

Positive developments and the growing volume
of promotion funds notwithstanding, the spread
of microinsurance is still relatively limited in
comparison to micro credit. Efforts to mobilise
demand and improve supply are faced with di-
verse challenges.

Box 4. Cooperation with other donors in the Microinsurance Network

MIN plays a central role for sponsors. Numerous international organisations as well as development and financial
sector experts operate in this network. The network was founded in November 2008 and emerged out of the
CGAPWorking Group on Microinsurance that has been in existence since 2002. It makes a pivotal contribution
towardsrefining the concept of microinsurance and towards harmonising the promotional approaches. Thematic
working groups include Capacity Building, Impact, Health, Delivery Channels; and Regulation, Supervision
and Policy Issues. The network publishes pioneering documents, such as the recent publication Emerging
Practices for Donors and, in collaboration with the Munich Re Foundation, organises an annual tone-setting

conference on microinsurance.
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3. The challenges of microinsurance

In developing countries the insurance sector
counts among the poorly developed sub-sec-
tors of the financial system, a fact that hampers
the development of microinsurance. There are
almost always bottlenecks in terms of the frame-
work conditions, service providers and suppliers.
The objective is to create an inclusive financial
system that enables the poor to gain access to ef-
fective (value-for-money) microinsurance sys-
tems.

Sustainable microinsurance is characterised by
the following features:

e Financial viability, i.e. insurers and inter-
mediaries operate efficiently and in the
medium term without external support,
thereby guaranteeing a sustainable offer.

e Demand orientation, i.e. microinsurance
isdeveloped and marketed according to
demand and verifiably improves the life
situation of the persons insured.

e Breadth of outreach,i.e. large sections of
the population have access to microinsur-
ance.

Two cross-cutting themes are particularly rele-
vant in microinsurance: adjusting to the special
needs of women and effective client protec-
tion. Awareness building, products and market-
ing must take account of the special challenges
facing women. Potential obstacles such as illit-
eracy and limited mobility should be given par-
ticular attention while striving to reach out to
women.

Effective customer protection is characterised by
a transparent product offer in terms of prices, ser-
vices and rights, the prompt settlement of claims,
accessible redressal options in case of conflict,
trustworthy and healthy providers, and guaran-
tee programmes for the insured in the eventuality
of the insurer suffering a financial collapse.

Customer protection measures are important as
poor households rarely have any insurance expe-
rience. Their financial literacy, which is poor to
begin with, is particularly weak when it comes to
insurance. A lack of transparency and competi-
tion in the insurance market prevents them from
drawing comparisons. Dubious actors offer over-
priced products, delay the processing of claims,
or misappropriate the premiums. In the case of
life insurance policies that must necessarily be
sold with microloans, the insured are often un-
aware that there is insurance cover.® Misinforma-
tion and fraud dilute interestin insurance and de-
stroy trust. That the insurance client when paying
his premium in effect advances funds for a prom-
ise, makes it difficult to sell insurance policies.
Effective customer protection therefore calls for
innovative solutions on the part of all actors.

For microinsurance to be able to unfold its full
impactin poverty reduction, demands are made
of the actors at the three levels of the financial
system: (1) Legislators, regulators and supervisory
organs that create enabling environments; (2)
Service providers such as training institutes, re-
insurers, associations and networks that support
microinsurance providers; and (3) Providers (in-
surers and intermediaries) who develop and mar-
ket effective microinsurance products.

6 Tranetal.(2004)
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(1) Enabling political and regulatory
framework (macro level)

The creation of a financial sector characterised
by competition, market efficiency and broad
outreach is on the development agenda of nu-
merous governments. Enabling policies and reg-
ulations along with effective supervisory organs
facilitate growing private-sector involvement,
while enhancing the distribution and quality of
microinsurance.

Some governments such as those of Brazil, India,
Peru, Mexico and the Philippines have developed
special policy approaches that have helped to
improve access (Box 5). Other countries are also
working on innovative framework conditions.
However, the overwhelming majority of govern-
ments has yet to take steps towards integrating
the poor into the formal insurance sector.

The challenges in creating a favourable political
and regulatory environment are the following:

Politicians, ministry and other officials
are not adequately informed about
microinsurance. They include insurance
supervisory bodies, the finance minis-

n

try, central bank, bank supervisory bodies,
cooperative authorities and the ministry of
social affairs. Hence policy issues such as the
integration of death benefit funds into the
mainstream financial sector or the taxing
of microinsurance are not dealt with. Funds
are often not available to finance the costs
of adjusting policies, regulations and super-
visory systems. Without state supervision

to ensure good practice and create aware-
ness among customers, there is a risk of cus-
tomer protection being neglected as micro-
insurance becomes more widespread.

Strategies and laws in the financial sec-
tor are not coordinated with other policy
areas such as social policy, health policy
and cooperative policy. There should be
coherentinteraction between these policy
areas and the financial sector. For example,
theregulation and monitoring of coopera-
tives, health insurers and mutual societies
that fall outside the insurance supervisory
entities may pose a problem if the respon-
sible authorities apply standards and prac
tices that do not ensure the intrinsic value

of the products and sustainability of the sup-
pliers. Conversely, over-regulation, i.e. exces-

Box 5. Framework conditions improve access and safeguard customer protection

The insurance supervisory authority in the Philippines introduced a special regulation for member-based
microinsurers (microinsurance mutuals). These insurers offer simple products for poor households. Most of
them have been formed by MFIs and as mutuals, are exempt from income tax. In comparison to commercial
insurance companies, this model requires a much smaller capital base. After just two years they cover more

than two million poor policyholders.

Wheninsurers are not subject to state supervision, itis easy formismanagementorfraud to creepin. Not having
a licence means that insurers cannot reinsure themselves against large-scale disasters and therefore cannot
share the risk with other insurers. The special licence for microinsurers helps small insurers to formalise their
operations and so be subject to state supervision, which in turn ensures quality and sustainability.

Llanto et al (2008)
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sively high standards, can mean the end of
community- or member-based insurers.

e Regulations and supervisory mecha-
nisms are tailored to the requirements of
commercial insurers who offer products to
higher-level clients. They often do not allow
informal insurers to become part of the for-
mal sector and do not encourage commer-
cial insurers to integrate the poor. They
neither allow for alternative distribution
models, e.g. via MFIs, post offices or elec-
tricity supply companies, nor facilitate the
establishment of new microinsurers. The
insurance supervisory body is often not ad-
equately equipped for these new tasks and
there are as yet no global standards or guide-
lines that could serve as a reference point.

Subsidising the premiums of policyholders runs
the risk of distorting the market and creating a
bandwagon effect. Subsidies can however be re-
sorted to if they can significantly expand the scope
of microinsurance services, and, in particular,
reach out to marginalised population groups such
as HIV-infected persons or the very poor. These
subsidies must be designed such that the unin-
tended side effects mentioned above are kept to a
minimum. It would be expedient to have subsidies
particularly for capacity-building measures, train-
ing and upgrading for example, that target inter-
mediaries, service providers or public authorities,
as well as subsidies to finance public goods such

as the provision of data for insurance societies, or
even for awareness campaigns about the purpose
and importance of insurance for poor households

(2) Specialised service providers (meso level)

Service providers include associations, networks,
actuaries (insurance mathematicians), marketre-
searchers, auditors, information technology pro-
viders, consultancy firms, assessors, educational
and training institutes, research institutions, data
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administrators and reinsurers. Their services are re-
quired to support the insurers and intermediaries.

Specialised service providers have emerged in
some countries, for example the organisation
RIMANSI in the Philippines that primarily sup-
ports microinsurers, besides facilitating regula-
tory adjustments. Service providers from the in-
surance and microfinance sectors are increas-
ingly putting microinsurance on their agenda
but are not yet prepared for the growing demand.
The challenge therefore lies in ensuring that new
specialised service providers can emerge while
existing providers in the insurance and micro-
finance sectors are motivated to include micro-
insurance into their service package.

(3) Providers (micro level)

Challenges faced by insurers and intermediar-
iesvary according to type. Community-based
and cooperative insurers are close to the target
groups and reach out to the poor, even in remote
areas. However, their range of services is often
limited, as is their catchment area, and their or-
ganisation and ownership structure are weak in
some aspects. Commercial insurers and tradi-
tional intermediaries are rarely geared to serve
lower-level clients. Business start-ups are ham-
pered by the lack of capital and experience.

All providers are faced with the challenges of
product development, new administrative pro-
cesses, marketing strategies and further train-
ing. New products and marketing techniques are
tested in several places, but the need for learning
and innovation remains considerable in this re-
gard. Obligatory life insurance, which is tied to a
loan and which currently accounts for the bulk of
microinsurance, is a common product. It should
be improved in terms of its transparency and vol-
untary nature. The trend however is towards life
insurance that offers more than just the repay-
ment of an outstanding loan.
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Box 6. Index-based insurance policies provide security for small farmers

The revenue earned by small farmers is exposed to several risks, for example drought or floods can destroy their
entire crop. Even if the annual crop can be safely harvested, extreme fluctuations in the market price may mean
thatthe hard-earned harvest can only be sold at aloss. There is hardly any cover for these risks as it works out to be
extremely expensive forthe insurer. In orderto avoid fraud, each claimis examined on anindividual basis. But the
high costsinvolved bear norelation to the low premiums that the small farmers can pay. For this reason, agricultural
insurance is usually highly subsidised which is why the sustainability of this scheme is often questioned.

Index-based insurance offers an innovative alternative. The paymentis not coupled with the examination
of asingle case but with the occurrence of a particular event. For example all the persons insured in an area are
compensated ifthe area experiencestoo little ortoo much rainfall. In this case the indexis the rainfall measured
according to a defined scale. One of the challenges facing index-based insurance is the necessity of investing
ininfrastructure, i.e. in a network of weather stations covering the entire region. Other possible indices are for

instance the market price, to protect farmers against price volatility.

The number of additional products on offer is
growing - life insurance, for example, that is not
tied to aloan or policies that include accident and
disability protection. Non-life insurance and com-
bined products that pool together several risks
such as life, accident, damage to buildings as well
as pension-related products are also on the rise.’
Index-based insurance cover for diverse weather-
related risks for areas vulnerable to flooding or
for agriculture falls under this category (Box 6).

Health insurance is important for the people
and there is tremendous interest on the part of
the poor. However, most people find the premi-
ums to be too high or the services too limited.
Subsidised programmes are often fraught with
weaknesses and, in the long term, are not finan-
cially viable for the state. Health insurance is par-
ticularly beneficial when good quality health ser-
vices are available. Ensuring the delivery of these
services is an enormous challenge in develop-
ing countries. The service package must be de-
signed such that the key risks are covered and the
poor are able to afford the premiums. The threat
to health systems posed by epidemics must also
be taken into account. Given these challenges,

7 McCord etal (2007)

in some partner countries microinsurance in the
health sector may not be a suitable approach.

Simple microinsurance products such as life in-
surance have already proved to be suitable for
poor households. Several innovations with more
complex products like non-life insurance, pen-
sion schemes or health insurance are in the pro-
cess of being tested. Depending on the degree

of complexity, their suppliers are challenged in
various ways. Young microinsureres usually start
business with life or health insurance, while more
experienced insurers offer non-life insurance,
endowment policies or pension schemes.

Awide-ranging and sustainable offer of effective
microinsurance made available through a free-
market approach is still along way off. As described
above, there are challenges at every level in the fi-
nancial system with some extending to other policy
fields (such as social security and social policy). The
situation requires innovative political, technical
and organisational solutions, as well as committed
interaction between all actors in the partner coun-
tries not only at global level but also at the level of
the international development agencies.
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4. Strategy for German development policy

In many ways, new approaches are necessary if uted. In several countries the private sector, part-
effective microinsurance is to be widely distrib- ner governments and international development

Box 7. Project examples

1. Microinsurance Innovations Project Philippines: Poor households have only very limited access to
insurance products and public social security programmes. This reduces their opportunities for development,
and heightens the danger of poverty and social conflict. The objective of the project is to ensure that the
poor have better opportunities to protect themselves against risk. The target group comprises primarily the
two million people who are currently reached out to by Microinsurance Mutuals, and MFI clients. The project
is active in the financial and social security sectors. The framework conditions and policy instruments in the
fields of insurance policies and health insurance are being improved. Service providers are empowered to be
efficient, conflict-sensitive and sustainability-focused when performing their tasks in education and training,
ensuring transparency, data collection, research, reinsurance and product development. Measures related to
product development and demand stimulation are conducted at the level of the providers and customers. The
projectwaslaunchedin early2009 and works together with several national partners like the finance ministry,
insurance supervisory body, the service provider RIMANSI, the public health insurance company PhilHealth,
insurers like Microinsurance Mutuals and with MFls.

2. LeapFrog Microinsurance Fund: Leapfrog is the first fund in the world specialised in setting up and
developing microinsurance providers. The aim of the fund is to provide 25 million poor people in some African
and Asian countries with sustainable and efficient insurance services that meet the needs of the target group
and so helpininsuring basic risks in life such as the high medical costs, the death of the main breadwinner and
theloss of the one’shome or harvest. The fund’s business model envisages activating risk capital and specialised
know-how in the target countries for joint ventures with established commercial private insurers and MFls or
otherappropriate marketing structures and investing in existing young and healthy microinsurers.In addition to
German development cooperation, other European and international actors are also involved in the formation
of the fund, e.g. EIB, FMO and Accion. For further information visit www.leapfroginvest.com

3. Social security for the poor in India, Indonesia and Laos: The starting point for the public-private
partnership between UNDP, Allianz and GTZ was a joint study of the risks that the poor are exposed to, and the
strategiesrequired to deal with these risks. Based on the results of the study, three product lines were developed
forthe poorinindiaandIndonesia.Acreditlifeinsurance has been developedinIndonesia, whichis distributed
through MFIs and local banks within the framework of a credit programme. In case of death, this micro life
insurance covers the outstanding instalments in addition to paying a compensation so that the survivors are
not facing poverty. The product has been sold 75,000 times to date. In India, two products for survivors, which
combine a life insurance policy with a savings plan, are being distributed together with an Indian NGO, NFls
and local banks; over one million people have been covered so far. A health insurance product that includes
coverage for hospitalisation expenses has been successfully developed and has been sold more than100,000
times to date. Allianz believes that the microinsurance business in India is profitable and can expand.
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agencies are currently working on innovative ap-
proaches covering issues such as customer pro-
tection, product development, distribution, ad-
ministration, regulation and supervision, as well
as integration into public programmes and into
the policy framework. This is where German de-
velopment cooperation can make a significant
contribution (Box 7).

Building on their financing and consultancy
approachesused in microinsurance, German
development cooperation actors can harness syn-
ergy effects. The sectors of microfinance and mi-
croinsurance operate in the partner countries
with the same institutions (finance ministry, cen-
tral bank, microfinance associations) or with simi-
lar ones (insurance supervisor, insurance associa-
tions, MFIs, cooperatives).

Along the lines of interweaving promotion
strategies across the disciplines, German de-
velopment cooperation actors in different sectors
can jointly design their development policy ap-
proaches for more efficient microinsurance. This
is particularly true of social security but also ap-
plies to food security, the promotion of health,
agriculture and small enterprises, rural develop-
ment, disaster prevention and measures to miti-
gate the effects of climate change. Microinsur-
ance is a vital tool in the systemic promotional
approach, particularly in the social security sec-
tor, e.g. the promotion of community-based
health insurers. The tools in these sectors can be
combined with financial systems development
approaches.

Box.8 The Access to Insurance Initiative
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Microinsurance is effective in the interaction
with the other pro-poor financial services and
financial subsectors. The premium for an in-
surance policy can be saved in and debited to a
savings account, a functioning payment system
facilitates the flow of money between insurer and
client, and insurance helps to reduce credit risks
in agricultural financing. Microinsurance should
therefore be an integral part of financial systems
development in the partner countries.

International networking between German
development cooperation and other donors
and international experts makes for more
efficientinterventions. For instance, cooperation
with other donors such as bilateral and multi-
lateral institutions, foundations, the Microinsur-
ance Network and IAIS can be further improved
through exchange and collaborative projects.
German development cooperation, which makes
a significant contribution to the international
dialogue and to the development of tools, can ex-
pand its involvement in this sector too (box 8).

Levels of intervention

Building on the sector strategy of financial sys-
tems development and on the earlier experiences
in the field of promoting microinsurance, the ac-
tors in German development cooperation work at
the different levels of the financial system, which
ensures that microinsurance can develop to its
full potential. A holistic approach to the support
at all three intervention levels

The Accessto Insurance Initiative, created jointly by BMZ, the International Association of Insurance Supervisors,
the World Bank, Finmark Trust and ILO improves the regulatory framework in a number of partner countries. It
works in partnership with various donors and in close cooperation with insurance supervisory authorities. The
corefields covered by the Initiative (in terms of regional and national activities) include knowledge generation,
dialogue, development of standards, coaching and capacity development. Forfurtherinformation, please visit:

www.access-to-insurance.org
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e framework conditions (sector strategies,
regulation and supervision; macro level)

e service providers and public goods (meso
level), and

e insurers and intermediaries (micro level)

can initiate structural improvements in the over-
all financial system, enabling microinsurance to
be offered on a sustainable basis with a broad out-
reach.

The objective of German development co-
operation and its measures is to facilitate the
largest possible number of poor people to have
permanent access to beneficial microinsur-
ance products. This is an important contribution
towards providing social and economic protec
tion for the poor. The following overview (Figure)
illustrates the interventions proposed for Ger-
man development cooperation at the three levels
of the financial system.

Promoting consumer protection and adapting
products and services to meet the needs of
women are cross-cutting tasks involving all actors.
In its capacity as moderator, German develop-
ment cooperation can bring them together and
can promote a code of conduct or a consumer
protection campaign that is then put into prac
tice by public and private actors. Assistance in
developing information material for women and
products for women is also conceivable.

Development cooperation tools

Promotion activities should be selected on the
basis of the country context. Examples of activi-
ties are listed in Figure 1 followed by a detailed de-
scription in Annexe 2. Selection criteria include
partner demand and aspects of donor harmonisa-
tion in the sense of complementary involvement:
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The following development cooperation tools are
of relevance in this context:

e Capacity development through person-
nel cooperation (on the part of technical co-
operation) for ministries and public institu-
tions like supervisory authorities, service
providers, insurers and intermediaries;

e Financial tools (on the part of financial co-
operation) like loans and financial con-
tributions, participation in equity capital
with accompanying consultancy inputs as
well as training;

e Publicprivate partnerships in an effort to
integrate the private sector and to promote
knowledge transfer.

In interaction with global actors, German de-
velopment cooperation contributes to cross-sec
toral learning processes, good practices, stan-
dards and measurable results that are reflected in
a sustainably improved offer of microinsurance.

Principles for implementation

The following principles for implementation
summarise the strategy described while ensuring
that the support strategies are efficient and effec
tive in design:

(1) Microinsurance is an integral part of the
financial sector. The quality of providers
and products is thereby assured and syner-
gies with other fields in financial sector de-
velopment are harnessed.

(2)  Aspects of effective microinsurance that
vouch for its quality, such as financial
viability, demand-orientation and breadth
of impact guide all action and are mea-
sured on the basis of the corresponding
indicators.
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Figure: Examples of promotional approaches at the different levels of the financial system

Objective:

Permanent access to sustainable and beneficial

microinsurance for broad segments of the population

(1) Macro level: super-
visory authorities
and ministries

Training supervisors and
representatives from the
political level

Adjusting the regulatory
framework and supervision

Dialogue processes between
private and public actors

Sector policies

(2) Meso level: Service
providers and public
goods

Training existing service
providers

Setting up new service
providers

Public goods such as data,
weather stations and
consumer protection

Cross-cutting themes: customer protection, gender aspects

Global activities:

(3) Micro level: insurers,
intermediaries,
customers

Promoting products and
marketing

Investing ininsurers (setting
up orreforming)

Linking actors (private, public)

Customerinformation

Contribution to global learning processes in order to disseminate good approaches more rapidly

and effectively

Contribution to the development of international standards and guidelines and good practices
and tools to measure the results of policy reforms.

Inter-disciplinary networking with other development policy sectors

(3)  Thesupportrests on a holistic multi-level
approach in the financial system. This
does not mean that German development
cooperation must support every country si-

multaneously at all three levels. It is more a
question of selecting and combining sup-
port activities from the three levels of inter-
vention depending on the context, part-
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(4)

()

(6)

ner demand and the commitment of other
donors.

The support is based on a free-market ap-
proach that encourages competition and
costrecovery. This also applies to non-
profit oriented insurers like mutuals and
publicinsurers.

Sector policies are coherently designed

that microinsurance policies are uniformly

geared towards sustainability and towards
better access within the framework of fi-
nancial sector policy, social policy and so-
cial security, agricultural policy, etc.

Interventions start at the lowest possi-

ble level (principle of subsidiarity). This
means that the state is only active in areas
where other actors are unable to come up
with a solution.

(7)

(8)

(9)

(10)
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Market distortions and the bandwagon
effect as side effects of publicly sub-
sidised premiums should, as arule, be
avoided or at least kept to a minimum.

Public and private actors advance cus-
tomer protection, including financial lit-
eracy. Customer protection helps to ensure
healthy market development in which poor
households are motivated in terms of micro-
insurance and are confident that value-for-
money products will be offered on a sus-
tainable basis.

The effectiveness of microinsurance is en-
hanced when products are adapted to the
special needs of women.

International networking enhances
efficiency and quality. Itisused in line
with donor harmonisation and to develop
and disseminate best practice, standards
and guidelines.
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Annex1

What makes microinsurance customer-friendly?

Low insurance premiums make an insurance policy attractive, as low-income groups find them affordable,
and they do offer effective protection.

Group insurance reduces transactions and lowers costs for customers and insurers.

Information about insurance in the local language and with the help of simple methods increases the
customers’ understanding and confidence.

Comprehensible policies, simple product design and no terms and conditions for access, such as
screening requirements, help to reduce administrative costs and to facilitate sales.

Combined products that cover several risks reduce transaction costs forinsurers and for the insured.

Flexible premium payments are adjusted to fit in with a family’s cash flow and allow the family to pay the
premium when money is available.

Payment reminders and other incentives in product design and service boost the number of people
who retain their policies.

Abuilt-in savings quota ora policy that can be partly refundedif no claimis madeis anincentive for policyholders
tostayinthe programme.

Insurance agents who are close to the customers and enjoy their trust are indispensable.

An unbureaucratic and quick (within a few days) procedure to settle claims creates confidence in
products and providers.
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Annex 2
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Overview of fields of intervention, partners and promotion activities

Fields of intervention/partners

Promotion activities undertaken by development cooperation actors in
financial systems development

1- Framework conditions such as fin

ancial sector strategies, tax laws, regulation and supervision (macro level)

Insurance supervision and other
supervisory authorities

Finance and other ministries

e Supporttosectorreformand contributiontothe harmonisation of

sector policies (e.g.financial sectorand social policy), integration of
microinsuranceintofinancial sector policy and with otherrelevant
policy fields

Harmonisation of supervisory sectors (e.g. cooperatives and the
financial sector)

Training and upgrading of insurance supervisory authorities and
politicians
Adaptation of laws, norms, standards and supervision

= Integration of non-regulated insurers

= Motivation of regulated insurers

m Public consumer protection measures.

2-Setting up new service providers

and training existing ones (meso level)

Associations and networks
Training institutes

Colleges and universities,
research centres

Reinsurers
Specialist service providers such
as actuaries, auditors, market

researchers, assessors, and
consultancy firms

Promotion of associations and networks (e.g. start-ups, self-requla-
tion, consumer protection, studies, data collection, dissemination
of information)

Upgrading of training facilities

Promotion of linkages between microinsurers and reinsurers; setting
up of specialist reinsurers where required

Training of specialist service providers

Financing of investments in private-sector institutions, e.g. parti-
cipationinreinsurance orin training institutes

»Insurance infrastructure*, e.g. weather stations.
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3-Development of new products and marketing methods, setting up insurers and reforming existing insurers,
linkages and customerinformation and protection, equity participation (micro level)

Commercial insurers

Community- and member-based
insurers

Insurance societies
State-owned insurers
NGOs and MFls

Brokers, agents and other
intermediaries

Financing investments in private-sectorinsurers (equity
participation) for newly set-up microinsurers, orin existing
insurers

Technical support and/or investment-supporting measures for
formalising non-regulated insurers, consolidating/reforming
existing insurers, expanding the product portfolio, exploring new
distribution channels

Technical assistance for community- and member-based and
otherinsurers

Promotion of linkages between reinsurers and insurers, and
between intermediaries (like MFIs) and insurers

Measures to enhance consumer protection

Linking up microinsurers or MFIs with public social security
systems and social security tools (e.g. welfare payments)

4 - Global actors and strategic activities

Microinsurance Network
1AIS

World Bank, ILO, UNDP/UNCDF,
IFAD, IADB, ADB, etc.
Supra-regional private and
publicinitiatives (e.g. Geneva
Association, Financial Access
Initiative, Making Finance work
for Africa)

ICMIF

Funds and other investors

Researchinstitutes

Supra-regional exchange of expertise (publications, conferences,
workshops, dialogue seminars)

Studies, research, statistics, data collection

Elaboration of international standards and guidelines, and best
practices

Participation in supra-regional specialised investment funds or
holdings

Consumer protection as a cross-cutting theme

Coherence with other fields of policy and cooperation with other
development policy sectors
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