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PREFACE TO THE SECOND EDITION

Building Security for the Poor continues to
be in demand. It was germinal in contribut-
ing to thinking at the policy and operational
levels, triggered discussion among insurers
looking for market prospects, and motivated
further exploration into growth of the sector to
benefit the poor. Ongoing demand for the pub-
lication, even after the first stock of copies was
exhausted, provides the immediate motivation
for this second edition. A broader motivation
is to continue to engage with policy makers,
insurers and other stakeholders in Asia-Pacific
and beyond, to focus on using insurance for ad-
dressing ex ante risks and shocks among poor
households. Poverty reduction is not just about
income generation. Equally, it is also about pro-
tecting incomes in the hands of the poor. Under
the broader area of inclusive financial servic-
es, microinsurance is a relatively new area, in
contrast with microcredit. Using insurance for
managing ex ante risks and shocks among poor
households is receiving increasing attention.
How can insurance be adapted to cover the cir-
cumstances faced by the poor while simulta-
neously ensuring commercial viability for the
insurers? What are the market prospects and
complementary support needed to catalyse in-
cipient demand and develop this latent market?
It is hoped that the growing interest in these
questions within and outside Asia will benefit
from this second edition.

When the UNDP Regional Centre for Asia
Pacific, Colombo Office supported the research
and investigations that went into the first edi-
tion of this publication, little was it realized
that the book would be a sellout. It has been
extensively quoted in the 2008 Report of the
Committee on Financial Inclusion set up by the
Government of India headed by C.Rangarajan,
formerly Chair of the Economic Advisory
Council to the Prime Minister. The publication
has thus influenced policy at the highest level.
The work was presented at Sudan’s first nation-
al consultative forum on microfinance hosted
by the Central Bank of Sudan and contributed
to discussions at ADB’s regional consultations
on the development of the microinsurance sec-
tor. It has also become a sales publication at the
UN Book store in New York.

Anuradha Rajivan, who led the original work,
took the lead in this update as well. She was
very competently supported by Niranjan
Sarangi who undertook a verification and up-
date of the data. Rohini Kohli supported the
production. Without their expertise and dedi-
cation it would have been hard to bring out this
edition in so short a time.
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Chief, Policies and Programmes
UNDP Regional Center for Asia Pacific
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EXECUTIVE SUMMARY

Moving towards poverty reduction requires
not just the generation of growing and sus-
tainable income streams among the poor but
also protecting these incomes through effec-
tive risk management. In contrast with in-
come generation schemes, risk management
among the poor has received much less atten-
tion, especially for those in rural areas and for
women. Microinsurance is an important con-
stituent of a broader overall poverty reduction
strategy. The first Millennium Development
Goal aims to eradicate extreme poverty and hun-
ger, while Goal three aims at gender equality and
the empowerment of women: microinsurance
contributes to both.

Insurance is an ex ante risk management
tool through which individuals and businesses
hedge potential financial losses in exchange
for fixed premium payments. Microinsurance
is a set of market based insurance products
and processes designed to address both-
life and non-life risks faced by people at
the bottom of the socioeconomic pyramid
(BoP). These products are priced at rates
affordable for the intended clients, while
being financially viable for sustainability of
operations. In contrast with the well established
insurance industry in developed countries, it is
in a state of infancy in most developing coun-
tries, including those in Asia and the Pacific. For
the BoP population, there are both supply and
demand side bottlenecks, resulting in a ‘miss-
ing’ market. This study seeks answers to the
question of how insurance services for the rural
poor can straddle two seemingly contradictory
objectives — the social bottom line and the
financial bottom line.

The timing for this study is strategic - there
is a renewed policy interest in energizing the
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rural insurance market in India at the national-
level. The November 2005 regulations by the
Insurance Regulatory and Development Au-
thority (IRDA) are seen as highly favourable
for growth of this sector, even though some
limitations are recognised. Insurance compa-
nies are looking to expand their businesses.
The microinsurance industry is in a similar
state of development as micro-credit was a
decade ago.

A well developed insurance sector has
both micro implications for households and
macroimplications for the economy as a whole.
At the household level, insurance serves as a
tool for addressing ex ante risks as opposed
to coping with a disaster after an unfortu-
nate event has occurred. At the macro level,
insurance provides long term funds that can be
used for infrastructure development. While the
utility of insurance for the poor is evident,
market based insurance may not be immedi-
ately applicable for all categories of the BoP
population. Its potential is likely to be greater
for those with income streams and assets to
protect, at least in the early days of market
development. Conservatively estimated, the
potential market size for microinsurance (life
and non life) in India ranges between INR 62,
304.70 to 84,267.55 million (US$ 1,298.01 to
1,755.57 million), which is only expected to
grow as microinsurance is better understood.
In the case of life, the potential is estimated
to be between INR15,393 to 20,141 million
(USS$ 320.69 to 419.60 million); in the case of
non-life, between INR 46,911.70 to 64,126.55
million (US$ 977.33 to 1312.05 million). The
non-life estimation is limited to four types of
coverage — milch animals, livestock, health
and crop insurance. The population used
for this estimation is 40-50 percent of those



earning less than US$ 1 a day and 50-70 per-
cent of those earning between US$ 1-2 a day.
This is expected to increase as demand grows
and a wider range of risks are recognized as
insurable.

Ground realities based on primary field in-
vestigations in rural areas in three Indian states
provide very clear insights. The states of Oris-
sa, Rajasthan and Tamil Nadu were selected as
they are quite distinct, allowing us to capture\
considerable variability of circumstance rel-
evant for rural insurance, as well as the differ-
ent stages of development of this industry. Field
investigations were supplemented by two con-
sultative multi-stakeholder workshops covering
operational, strategic and policy level issues.
All this provides clarity on (a) the differing per-
spectives of clients, insurers and intermediaries,
(b) what works and what does not, and (c) con-
crete measures that could provide a fillip to the
microinsurance sector.

Six key issues pertinent to the growth of
the microinsurance industry are analyzed,
capturing the concerns of different stakeholders.
(1) There are specific reasons for low demand
for insurance in spite of intense need. Suppliers
have their own concerns which helps to explain
why there has been so little effort at market
development. Consequently, the rural market
is characterized by limited and inappropriate
services, inadequate information and capac-
ity gaps. (2) There are challenges in product
design, which result in a mismatch between
needs and standard products on offer. Reasons for
inadequate effort in product development are
identified. (3) Pricing, including willingness to
pay and the availability of subsidies, influence
the market. In the absence of a historical data-
base on claims, premium calculations are based
on remote macro aggregates and overcautious
margins. Building and sharing claims histories
can help in aligning pricing decisions with actu-
arial calculations, thereby reducing price. (4)

Difficulty in distribution, is one of the most
cited reasons for absence of rural insurance.
The high costs of penetrating rural markets,
combined with under utilization of available
distribution channels, hinder the growth of
rural insurance services. (5) Cumbersome and
inappropriate procedures inhibit the develop-
ment of this sector. (6) Contrasting perspec-
tives of the insured and the insurers, lead to low
customization of products and low demand for
what is available.

The core issue is the gap in perspectives
between the insured and the insurers. For the
rural poor, a product should fulfil needs and be
affordable. When both these criteria are met,
there is a willingness to pay for the service. The
poor are specific about their need for insurance
to cover high frequency risks, many of which
are low impact events. They also need to be able
to trust the insurers. One bad experience with
an insurer in a small well knit community can
have long term adverse effects on client faith
in insurance services. For the insurer, many of
the needs of the poor do not translate into an
insurable proposition due to questionable prof-
itability. Frequently occurring adverse events
are difficult to cover, making them a challenge
for insurance companies with limited rural in-
frastructure. In addition to this misalignment of
incentives, there is the problem of deliverabil-
ity. Insurers are yet to identify and effectively
use appropriate distribution channels. This
mismatch and difficulties in distribution have
prevented insurance companies from investing
in new product development and providing ap-
propriate services.

Intermediary organizations also have
their own set of issues. There are reasons why
existing distribution channels have not
considered insurance as an add-on service.
Insurance burdens the system without, as things
stand, sufficient returns. Centralization of
services by insurers to keep costs at a minimum
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also simplifies meeting audit requirements.
But centralization leads to delays in settlement
leading to frustration and reduced trust of rural
clients.

Several interesting local innovations were
identified and documented in the course of the
field investigations. These provide ideas to
insurers for modification, replication and expan-
sion. The key obstacles that need to be addressed
relate to addressing customer satisfaction (de-
mand- supply gaps, appropriate products and
pricing), distribution efficiencies for better out-
reach, and procedural issues for easier renewals
and claim settlements. Unleashing the incipient
potential for growth of the microinsurance sec-
tor needs a longer term perspective, replacing
the current preoccupation with immediate prof-
its. Specific recommendations are identified in
nine areas, which can be taken up nationally.
Of these, the five areas identified for strategic
external support to complement national efforts
with preliminary cost estimates for a three year-

period are:
*  Support for innovations in concept design-

products, pricing, distribution, processes —
facilitating experimentation and exchange

Executive Summary

*  Support for initiating database building
and management

e Support for capacity development for
insurers, insured and facilitators

*  Support for the development of technolog-
ical innovations and their use

*  Support for policy dialogue

The total cost estimate for external
support works out to approximately USS$
1.5 million over a period of three years, or
around US$ 0.5 million on average per year
for three years. Put together, this could form

the ingredients for possible programme
development.
Microinsurance, which was poised

for a take off in India in 2005, has in fact
done so. With heightened interest from
different stakeholders, stimulus provided by the
November 2005 directives of the IRDA,
and better awareness overall, by 2007 the
sector witnessed rapid growth and estab-
lished a growth trajectory closely linked to the
overall growth of insurance in the country
(IRDA, 2007; Allianz, 2009). However, it is yet
to take the shape of a movement, as happened
in the case of microcredit.






INTRODUCTION

1.0 Background and Structure
Rationale for Microinsurance

Moving toward poverty reduction requires not
just the generation of growing and sustainable
income streams among the poor, but also pro-
tecting these incomes through effective risk
management - a complementary, twin-track
approach. However, in contrast with income
generation schemes,' risk management among
the poor has received much less attention, es-
pecially for those in rural areas and even more
so for women, who tend to be at the bottom of
the economic and social pyramid. The very first
Millennium Development Goal aims to eradi-
cate extreme poverty and hunger; microinsur-
ance also contributes to the third Goal of wom-
en’s empowerment among the rural poor. With
low assets and incomes, even small shocks
can have disproportionately large, adverse im-
pacts on women’s human condition because
the capacity of this section of the population to
weather risks is limited; a need exists to insti-
tutionalize risk management.

For India, in keeping with its national
development goals, risk management among
low income populations can contribute to eco-
nomic and social inclusion, especially for rural
households and women, addressing the multi-
dimensionality of poverty. It can complement
rural development and employment generation
schemes, promoting convergence between in-
come generation and protection. Insurance can
minimize the loss of development gains among
the rural poor by reducing vulnerabilities faced
by the relatively disadvantaged. Where income
is dependent on credit-based agricultural op-
erations or rural micro and small enterprises,
insurance can provide cover for repayments in
times of loss.

Chapter 1 : Introduction

Microinsurance is an important compo-
nent of a broader set of financial services under
microfinance — making available financial ser-
vices for poor households and their enterprises
to sustain their livelihoods. Access to financial
services enable those at the bottom of the socio-
economic pyramid (BoP) to increase and diver-
sify their incomes, build assets, and graduate
from daily survival to planning for an improved
future. It can contribute to improvements in their
quality of life through better nutrition, shelter,
health and education, which also enables im-
provements in productivity. Because microfi-
nance has largely developed outside the formal
financial sector, with separate techniques and
standards, it tends to face limitations of scale
and reliance on subsidized or donor funding -
though major exceptions do exist. The size of
the currently excluded BoP population is enor-
mous; larger financial institutions could play a
very important role in scaling up. Integration of
financial services for the poor into the overall fi-
nancial sector can expand sustainable outreach.
Inclusive finance not only means increasingly
opening up financial services to the excluded,
but also covers the integration of providers of
sustainable microfinance into the formal finan-
cial sector. This will result in improved access
to capital, better protection of savings of the
poor, and increased legitimacy and profession-
alism of the microfi- nance industry, without
compromising the social objective.?

Establishment circles with faith in the
market mechanism also have started support-
ing it in recent years. This is probably because
it is a seen as a market-based instrument that
has demonstrated some clear successes in
poverty situations, where other market-based
approaches have failed.>* Macroeconomic
structural adjustment programmes promoting
privatization, trade and currency liberalization,
deregulation and fiscal tightening have been
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criticized for having contributed to inequal-
ity and poverty in any parts of the develop-
ing world. Inclusive finance, which includes
microinsurance, also can be a safety net for
millions of people destabilized in the process
of structural adjustment.

Insurance is an ex ante risk management-
tool through which individuals and businesses
hedge potential financial losses in exchange for
fixed premium payments. For the purposes of
this study, microinsurance is taken as consist-
ing of a set of market based insurance products
and processes designed to address risks faced
by people at the bottom of the socio-economic
pyramid. These would cover life and non-life
risks and be priced at rates affordable for the
intended clients, while being financially viable
for sustainability of operations. Low price is
not the only criteria for microinsurance. Based
on the experience of microcredit and microsav-
ings, women are expected to form a very sig-
nificant part of the client population for micro-
insurance.

The microinsurance industry is in a simi-
lar state of development as microcredit was a
decade ago. A key difference between promot-
ing insurance and credit is that clients have to
pay money upfront rather than receive money.
They have to be able to trust insurers. Even in
developed countries like the United Kingdom ,
insurance started by being sold door-to-door
by a trusted person from the neighbourhood,
often to housewives. To what extent can insur-
ance companies provide a useful service to the
world’s BoP population, without it being seen
primarily as a charitable social obligation, and
only incidentally, if at all, as business opportu-
nity? Can insurance services for the rural poor
straddle two seemingly contradictory objec-
tives — the social bottom line and the financial
bottom line? The study attempts to address
this question. It proposes concrete steps under
specific aspects of microinsurance, including
recommendations for insurance companies and

government, and also identifies specific areas of
external catalytic support.

Strategic Timing

The timing for this study is strategic - policy in-
terest has been renewed in energizing the rural
insurance market in India at the national level.
In November 2005, India’s Insurance Regula-
tory and Development Authority (IRDA) is-
sued regulations seen as highly favourable for
growth of the sector, even though some limi-
tations are recognized. These are being studied
and discussed closely by insurance companies
and intermediaries. Some discussions have in-
formed the present study as well. The team is
pleased to be participating in shaping this new
industry, catering to the needs of around one
quarter of the world population at the bottom of
the socio economic pyramid.

The Global Context

In contrast with the well established insurance
industry in developed countries, where the legal
and economic infrastructure is relatively strong,
insurance is in a state of infancy in most devel-
oping countries. Insurance services, overall, are
almost negligible among the rural poor in devel-
oping countries of Asia and the Pacific. Glob-
ally, United Kingdom, Netherlands and Ireland
are leaders in the industry; Table 1.1 gives an
overview of the penetration and density ob-
served worldwide. Insurance peneration’, used
to measure the level of risk awareness in the
population and significance of insurance in the
economy, is seen to be highest in Taiwan, Prov-
ince of China, United Kingdom, South Africa
and Netherlands. Another measure. insurance
density’, indicates the maturity of the indus-
try in the economy. Ireland, United Kingdom,
Netherlands and Switzerland have the highest
insurance density in the world. The situation
is quite different in most developing countries
of Asia and Africa, where insurance penetra-
tion and density are both low. India ranks much
better under penetration than density, which is
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the general pattern in Asia. People’s Republic
of China ranks 48" in the world in terms of
insurance penetration and 62" in terms of
density. India is below the People’s Republic
of China in insurance density, with a ranking

of 78, but above it in terms of insurance pen-

etration, with a ranking of 30. More developed
Asian countries like Japan, Republic of Korea
and Singapore rank high on insurance penetra-
tion and density scales, whereas poorer devel-
oping countries such as Bangladesh, Indonesia,
Pakistan, Philippines and Sri Lanka rank low.

Density rank
(out of 88)

13

21

31

19

88
69
77
79
86
81
80
17
14

82
&7

84
29
71
53
34

Table 1.1
Global Insurance Industry: Density and Penetration
Insurance Penetration Insurance Density
Penetration Rank (out of 88)
Global Average 7.5 607.7
Global Leaders
Denmark 8.9 12 5103.1
France 10.3 9 4147.6
Hong Kong, China (SAR) 11.8 6 3373.2
Ireland 11.6 7 7171.4
Korea, Republic of 11.8 5 2384.0
Netherlands 13.4 4 6262.9
South Africa 15.3 3 878.5
Switzerland 10.3 8 5740.7
Taiwan, Province of China 15.7 1 2628.0
United Kingdom 15.7 2 7113.7
Asia
Bangladesh 0.7 84 2.9
China 2.9 48 69.6
India 4.7 30 46.6
Indonesia 1.6 69 30
Pakistan 0.7 83 6.5
Philippines 1.5 73 23.9
Sri Lanka 1.5 70 24.9
Singapore 7.6 18 2776.0
Japan 9.6 10 3319.9
Africa
Algeria 0.5 88 21
Nigeria 0.6 85 5.5
Middle East
Arab Republic of Egypt 0.9 81 14.4
Israel 5.5 27 1278.5
Hashemite Kingdom of Jordan 2.6 53 68.6
Lebanon 3.4 40 185.7
United Arab Emirates 1.9 64 811.6
Source : Sigma Report 3/2008, Swiss Re.
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The Missing Market for Inclusive Insurance

For rural households to pay for insurance,
theyneed dependable, useful, transparent and
affordable solutions to effectively deal with
risks and shocks they face. For such solutions
to be sustainable, they have to be commercially
viable as well. Both supply and demand side
bottlenecks exist in extending insurance services
to the rural poor, resulting in a missing market.
A mismatch exists between the standard prod-
ucts and services available in the market and
what can be of use to the target population.

On the supply side, the standard set
of products offered by insurance companies is
largely designed for the relatively better off,
predominantly urban male clientele, with a few
products aimed at female customers. Insurance-
companies have limited understanding of the
needs and priorities of the rural poor. Another
challenge is finding effective delivery mecha-
nisms for better outreach. Rural households
are more dispersed and have a lower popula-
tion density than metros and other urban areas.
Road infrastructure linking rural areas tends to
be poor. This adds to costs, both, managerial
and financial. Like inclusive credit, inclusive
insurance is expected to be a ‘low ticket’ busi-
ness, requiring volumes for viability.

On the demand side, the poor have not
ought formal insurance services to a great
extent. While the rural poor face very specific
and varied risks and shocks, they have tended
to depend upon less formal coping mecha-
nisms. Insurance is not well understood and the
knowledge of its potential as a risk manage-
ment tool is not widely prevalent. Pricing of ex-
isting insurance products has been a deterrent.
Moreover, the products have been unsuitable.
Complicated procedures also have contributed
to alack of demand, in spite of need.

In combination, these and other bottlenecks
discussed below have constrained the devel-
opment of more inclusive insurance services.
Though ambitious in stated intent, most poverty
reduction programmes have limited reach and
only partially support the poor, addressing risk
incidentally, if at all. The most vulnerable rural
populations - in particular, women - are largely
excluded from the insurance market.

Micro and Macro Benefits

A well-developed insurance sector has both mi-
cro level implications for households and macro
implications for the economy as a whole. At the
household level, insurance serves as a tool for
addressing ex ante risks instead of coping with a
disaster after an unfortunate event has occurred.
Insurance can provide part or full cover for both
unanticipated events - natural disasters, illness
and death - as well as expected events such as
drought, or vital events like marriage or child-
birth, when households in India can face desta-
bilizing lump-sum expenses. It can serve as an
alternative and a supplement to more informal,
traditional support mechanisms.

At the macro level, insurance provides
long-term funds that can be used for infrastruc-
ture development while strengthening risk-
taking abilities of people. In India the life in-
surance sector has contributed INR 6,041,798
million (US$ 125,871 million) as funds avail-
able for investment, as of March 2007 cumu-
latively; non-life insurance investment amounts
to INR 503,828 million (US$ 10,496 million)
in the same period’. These funds have been in-
vested in government and market securities, so-
cial and infrastructure sectors benefiting the na-
tional economy. The current numbers may well
be insignificant if the untapped potential of the
insurance industry is taken into account. Table
1.2 presents an estimate of the extent of exclu-
sion in the sector, providing a basis to estimate
the potential size of this missing market.
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Table 1.2
Population Excluded from
Insurance in South Asian Countries

Countries Excluded Population
(Percent) (Million)
India 90 950
Bangladesh 93 134
Pakistan 97 147
Nepal 95 23

Source : Mare Socquetl, 2005. ILO / STEP, Microinsurance
Workshop, October, Hyderabad.

Potential Clients for Microinsurance

While the focus of this study is pro-poor risk
cover for rural populations, insurance as an in-
strument may not be immediately suitable for
all categories of the rural poor. For example,
the ultra poor, the destitute, the old and infirm,
children, and others who do not have current
productive potential, may require other com-
plementary support. Just as microcredit is not
a panacea to address poverty in its many di-
mensions, ® microinsurance should not be seen
as the only or even the best instrument for all
poorpersons. It is obviously beneficial for those
with income streams and/or assets to protect.
The importance of protecting existing assets
increases the less the households have — the
bene- fits being inversely proportional to the
person’s economic status. While insurance can
be vastly beneficial for the ultra poor, elderly
and infirm, insurance mechanisms, in the form
of planned savings to hedge against adverse
circumstances, whether expected or unex-
pected, need to be in place before these situ-
ations arise. It appears that the potential utility
of microinsurance may be even broader than
that of microcredit, being closer to the poten-
tial market for micro-savings, balanced by af-
fordability considerations in the early stages.
Some 52.4 percent of India’s population of 1.08
billion earns less than US$ 2 a day (PPP terms),
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of which one-third is estimated to earn less than
USS$ 1 a day.” Microinsurance can be an impor-
tant constituent of a broader overall poverty
reduction strategy to protect incomes and mini-
mize loss of development gains among the low
income populations.

Quantitative estimation of the microinsur-
ance market is a difficult proposition. The po-
tential size of the market depends upon a num-
ber of factors including:

*  Realizing the need for insurance

*  Awareness about the products

*  Supply of suitable products

*  Affordability of price

*  Reliability of service by insurers and inter
mediaries

*  Trustworthiness of insurance companies
and agents

e Period of collection of premium

*  Availability of finance for payment of the
premium

e Social, cultural and environmental barriers

These factors are dynamic, and therefore
change over time. However, an attempt has
been made to move toward a quantification of
potential demand (see Annex 1). Conservatively
estimated, the potential market size for micro-
insurance (life and non life) in India ranges
between INR 62,304.70 to 84,267.55 million
(USS$ 1,298.01 to 1,755.57 million), which is
only expected to grow as microinsurance is
better understood. In the case of life, the poten-
tial is estimated to be between INR 15,393 to
20,141 million (US$ 320.69 to 419.60 million);
in the case of non-life, between INR 46,911.70
to 64,126.55 million (US$ 977.33 to 1,312.05
million). The non-life estimation is limited to
four types of coverage — milch animals, live-
stock, health and crop insurance. The popula-
tion used for this estimation is 40-50 percent of
those earning less than US$1 a day and 50-70
percent of those earning between US$ 1 — 2 a
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day. This is expected to increase as microinsur-
ance is better understood, demand grows, and a
wider range of risks are recognized as insurable
and appropriate supply responses.

Genesis

This study builds on previous work by the team
leader on issues in managing rural financial ser-
vices in India and advisory work in other coun-
tries. This work with commercial banks, inter-
mediaries, potential beneficiaries and insurance
companies suggested that although supply and
demand side bottlenecks were persistent, with
some initial catalytic support, it would be pos-
sible - and mutually beneficial - to galvanize
the insurance sector through a strategic pub-
lic-private partnership for providing inclusive
insurance services.'” Discussions and feedback
from the New Delhi sub-regional workshop on
“Unleashing Entrepreneurship in South Asia”
indicated much wider interest in exploring
ways of promoting rural insurance for the BoP
population. As a direct follow-up, the UNDP
Regional Bureau for Asia and the Pacific pro-
vided financial support for this work.

Structure

The Study is divided into six chapters. Chapter
1 contains the background, the aims and scope,
research methodology and limitations of the
study. Chapter 2 presents the national context
- the evolution of the insurance industry in In-
dia, development of microinsurance and macro
factors in the country that influence growth of
microinsurance, leading up to the recent regu-
latory developments. Chapter 3 analyzes the
risks faced by the rural poor, including how
low income populations cope with risks; cat-
egorization of risks by frequency and impact;
how risks are perceived and prioritized by the
target population; and the range of risks faced.
Chapter 4 analyzes recent secondary sources in
the sector, presenting what the literature says.

It identifies six key issues relevant for catalyz-
ing the market for microinsurance — demand
and supply, product design, pricing, distribu-
tion and outreach, procedures and regulation.
Chapter 5 presents an analysis of findings from
the field work based on direct interactions with
current and potential clients, insurers and in-
termediaries, combined with feedback from
the two multi-stakeholder workshops among
insurers, intermediaries (MFIs, NGOs), regula-
tors and bankers. In combination, these help in
understanding ground realities with respect to
key issues. It also presents concrete examples
from the field that capture specific problems
and local innovations. The concluding Chap-
ter 6 identifies the way forward to catalyze the
incipient market for microinsurance, based on
both secondary sources and insights from the
field. It contains specific recommendations re-
garding product design, pricing, strategies for
distribution and improving the claims process,
which can build better customer satisfaction
and make insurance viable. It also proposes
building and managing a common database,
based on local information, to help sharpen ac-
tuarial calculations so prices are better aligned
with risks, rather than relying on remote macro
figures for determining pricing. An important
suggestion is to support innovations to provide
a space for experimenting with new ideas in this
emerging industry and benchmarking products
that cover common risks. Specific recommen-
dations for service suppliers and Government,
including the IRDA, are proposed. The chap-
ter concludes with a proposal with rough cost
estimates for developing a project to provide
catalytic support to the incipient market for mi-
croinsurance.

1.1 Aims of the Study

The ultimate objective is to address poverty by
meeting the risk management needs of the rural
poor, currently outside the cover of insurance.
Risk management complements control over
assets and generation of income among the
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rural poor. In order to propose ways in which
insurance services can become more inclusive
- useful and affordable to clients, while being
financially viable for insurance providers - this
study aims to:

*  Explore the evolution of insurance as a
whole in India and, in particular, the de-
velopment of microinsurance, identifying
supply side factors that come in the way
of growth of this section of the insurance
industry.

*  Examine different risks faced by the rural
poor in India, their current coping mecha-
nisms, categorization and prioritization of
risks by the client population. This is ex-
pected to help in identifying factors that
inhibit demand.

»  Study what the literature says, identifying
key issues relevant for the development of
this industry, both, on the demand and sup-
ply sides.

*  Understand ground realities through direct
interactions with a variety of stakeholders
— current and potential clients, intermedi-
aries and insurers — to explore the realistic
market potential for microinsurance in In-
dia. This exploration is expected to iden-
tify problems and potential solutions for
product design, pricing, distribution for
better outreach, and ways of addressing
procedural challenges.

* Draw conclusions for the way forward,
with specific recommendations on each
key issue, identifying possible roles of dif-
ferent players for a public-private partner-
ship, including areas of external support to
galvanize microinsurance.

e Facilitate cross-fertilization of ideas and

exchange of experiences across states in
India and across countries where microin-
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surance work is on going or where there is
interest.

Given the size and diversity of individual
states in India, each the size of countries, it is
expected that the study will be of wider rele-
vance to other developing countries in similar
circumstances.

1.2 Scope of the Study
In pursuit of the aims, this study investigates:
a. India’s Insurance Industry

How has the industry as a whole evolved over
time, and who have been the target clients for
insurance services? With a history of national-
ization, how has economic liberalization, the
entry of private companies and increased com-
petition affected the potential for microinsur-
ance? What are the implications of recent regu-
latory developments as policies have started to
refocus on the needs of the poor?

b. Risk Assessment Among the Target Population

As a starting point for entry into this market,
two questions addressed are: What are the na-
ture and magnitude of risks facing the rural
poor? How does the target population, at pres-
ent, prioritize these risks and cope with them?
Understanding this helps in assessing the incip-
ient demand and existing competition.

¢. Demand and Supply

The rural insurance market is characterized by
many and different risks that are not covered
or inadequately covered. While the need for
risk management exits, demand continues to
be latent. Assessing this demand vis-a-vis pres-
ent coverage of insurance services helps in un-
derstanding the scale of this potential market,
relevant for both the private and public sector
insurers.
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d. Product Design

There is no reason to expect that risks faced
by rural clients will automatically be similar to
urban ones (commonalities may, however, be
expected in urbanized rural areas in proximity
to urban centres). Standard insurance products
normally offered to urban clients need to be
re-examined, taking into account the specific
and varied needs of the new clientele. Existing
products and their features are examined to un-
derstand the gaps that need to be addressed in
product design to suit the needs of low income,
rural clients.

e. Pricing

From a client’s perspective, the products, apart
from being suitable, also have to be affordable.
Hence, estimating willingness to pay for ser-
vices is critical. On the other hand, for the in-
surance industry pricing has to be commercial-
ly viable. An attempt is made to find ways to
bridge the gap between the two perspectives.

[ Distribution and Outreach

Distribution of microinsurance services for bet-
ter outreach is a challenge for insurance com-
panies interested in expanding to this target
market. This is perceived by suppliers as per-
haps one of the biggest constraints to growth of
the industry. Possible distribution channels that
could be effective are explored.

g. Procedural Bottlenecks

Standard procedures that work for urban clients
may not be suitable for remotely located and
less educated rural clients. How can procedures
be simplified to suit the new environment? An
attempt is made to address this issue.

These questions are investigated from the
perspectives of the clients and insurers. The

investigations lead to concrete suggestions for
the growth of the microinsurance segment of
the industry. The study proposes recommenda-
tions for insurance companies, intermediaries,
policy makers and international agencies that
can catalyze the expansion of the insurance
industry to increasingly cover those currently
excluded. This provides ideas for possible pro-
gramming.

The following section (1.3) presents the re-
search methodology for this study. Those read-
ers interested in proceeding with the rest of the
study can directly move to Chapter 2.

1.3 Research Methodology

The study employed a mix of three methodolo-
gies: (a) secondary research based mainly on
a review of the literature and secondary data
search, both from India and outside; (b) primary
research based on field investigations in three
states in India, each the population of some na-
tions; and (c¢) two multi-stakeholder workshops,
the first on operational aspects and the second
on strategic and policy issues. Previous direct
and diverse ground level experience of team
members in addressing rural finance broadly,
and rural insurance in particular, helped in pro-
viding a starting point to frame the questions
that later evolved as the study progressed.

a. Secondary Research

This included a survey of recent material on
concepts, issues, and successful and failed ini-
tiatives on microinsurance in India and outside,
with a data search. Together with insights from
experience of the team members, the survey
helped in developing a framework for the study
and short-listing key issues that hampered the
development of microinsurance for further
analysis. The literature survey also helped in
structuring the primary field investigations.
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b. Primary Research

This included field investigations in three se-
lected states of India - Orissa, Rajasthan and
Tamil Nadu - covering different geographic
regions. These states also capture differences
in stages of microfinance development in the
country, with Tamil Nadu being relatively ad-
vanced. The investigations were in the form of
focussed group discussions among the target-
population, complemented by in-depth inter-
views among selected stakeholders.

India is an enormous country (population
1.08 billion; area 3,287,263 sq. km)," with
varied geography and socio economic and
cultural diversity. The three states were selected
to capture the variation in geographic, econom-
ic and socio cultural conditions relevant for
microinsurance within the limitations of time
and budget. Orissa, in the east, is one of the
poorer states in the country, with poor social
conditions, and prone to floods and droughts.
Rajasthan is in an arid region in north-western
India, with low rainfall and low agricultural output,

Macro Indicators for the Selected States and All India

Table 1.3
Indicators Orissa
Total population 37 million

Comparable countries,
in terms of population

Geographic location

Location risks

Poland- 38.6 million
Spain — 42.6 million

East India

Cyclones, floods

and droughts
Percent rural 85
Poverty percentage (2004-05) 46.4
Popular rural occupations Agriculture,
fisheries
Average household size 4.8
Per capita income (2006-07)  INR 20,240
Female: male ratio 972
Infant mortality rate 97
Female literacy (%) 51
Main local language Oriya
Organizations with Parivartan,
insurance experience BASIX
Organizations with Utkal Mahila
limited insurance Swayam Sahayak
experience Samabaya (UMASS)

Rajasthan Tamil Nadu All India

56 million 62 million 1.08 billion
Italy — 58 million ~ France — 60.3 People’s
United Kingdom  million Republic of
- 59.5 million China — 1.3 billion
North West India ~ South India South Asia
Droughts Droughts Most types
78 56 71.5
22.1 22.5 27.5
Agriculture, Agriculture, Most types
tourism dairying
6.1 43 5.3
INR 20,492 INR 32,733 INR 29,642
922 987 933
87 43 62
443 64.6 47.8
Hindi Tamil Several
Urmul Kalvikendra, -

Dhan Foundation

Gandhigram Trust
Sewa Mandir Sarvodaya Nano -

Finance Ltd

(SNFL)

Sources: www.census.tn.nic.in; www.tn.gov.in; Census of India 2001, Government of India; UNDP, 2006a; Government of India, Central Statistical

Organisation [http://mospi.gov.in/]; Government of India, Poverty Estimates for 2004-05 [http://planningcommission.nic.in/].
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characterized by poor social indicators, espe-
cially those related to women. Tamil Nadu, in
the south, is relatively developed, where rural
areas are largely dry and face challenges of
uncertain rainfall. The states capture various
agro-climatic regions in a country where rural
households face different forms of risks. Indi-
vidual states also have considerable intra-state
variation.

Table 1.3 presents basic macro indicators
for the three states. Given the comparability in
size of these states to some countries around
the world (Pakistan’s 154.8 million popula-
tion and 778,720 sq. km size; Bangladesh’s
139.2 million population and 133,910 sq. km
size; Malaysia’s 24.9 million population and
328,550 sq. km size; and Vietnam’s 83.1 mil-
lion population and 325,360 sq. km size), one
can expect the experience at state level to be of
relevance elsewhere.

Focused group discussions (FGDs) among
current and potential clients were carried out in
two locations in each state. The FGDs were
based on a pre-designed survey instrument
(Annex 2) that provided qualitative informa-
tion to help assess client perspectives on the

bottlenecks confronting microinsurance and
the potential market. The FGDs provided a
rapid assessment of users’ perspectives on risks
and insurance needs to assess demand, product
design, willingness to pay (with implications
for product pricing) and delivery mechanisms.
The FGDs were structured to account for dif-
ferences in rural clients with insurance cover
and those without or limited prior insurance ex-
perience. Most FGDs were conducted among
those with insurance cover to understand their
current challenges, such as suitability of prod-
uct design and delivery mechanisms, which
were limiting the growth of this new industry.
Including those without or with limited insur-
ance experience ensured that the study captured
risks faced by the potential target market and
gauged unmet demand for microinsurance ser-
vices. In addition, in-depth, semi-structured in-
terviews with selected stakeholders in the three
states supplemented the FGDs. These covered
staff of life and non-life insurance companies,
MFIs, NGOs and Government regulatory agen-
cies, thus capturing the different perspectives of
suppliers, intermediaries and regulators. Tables
1.4 and 1.5 present the coverage of groups and
institutions in the three states.
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Interviews with insurance companies were
structured to understand the operational and
policy issues on the supply side. Interviews
with intermediaries — NGOs and other commu-
nity organizations - were undertaken to under-
stand grass roots perspectives on demand for,
and distribution of, insurance services to the
target market. These organizations are uniquely
positioned to bridge the gap between demand
and supply. Staff of Government agencies pro-
vided regulator and policy perspectives. These
interviews resulted in first hand knowledge of
existing microinsurance products, distribution
challenges, limitations in product design and
bottlenecks at the operational level, as well as
future prospects for insurance companies.

¢. Two multi-stakeholder consultative workshops

The workshops provided important inputs —
one, at an operational level, and two, at a more
strategic and policy level. They provided space
to present the findings of the field investiga-
tions to experts and practitioners for feedback
and discussions. The categories of stakeholders
who contributed to the consultations were:

*  Insurance companies (life and general in-
surance), for understanding operational
and policy issues

*  Bankers, to get their perspectives regard-
ing their entry into and exit from the insur-
ance sector and their plans for diversifica-
tion into insurance, especially into the new
microinsurance market

*  NGOs, MFIs and CBOs, to understand
grassroots perspectives and assess the sup-
port required in distribution and outreach
of microinsurance services

*  Rural insurance experts, to uncover issues
on rural insurance and to obtain views on
the scope and strategies for scaling-up to
better serve the untapped market
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The first workshop focused on operational
issues hindering the promotion of microinsur-
ance in India, and participants were mainly
operating personnel, the second workshop was
designed based on the outcomes of the first
workshop, to focus on the strategic and poli-
cy issues in the sector. Participants were from
higher management levels. The composition
of workshop participants is presented in Table
1.6.

The workshops provided opportunities in
putting the findings and insights from the field
in perspective, through discussions with poten-
tial suppliers of insurance, intermediaries, ex-
perts and policy makers. They also provided



a forum to share and understand each others’
concerns. The interactions and exchange of
views were very useful in identifying specific
pointers on operational and policy issues. This
helped in identifying ways to address the dou-

ble bottom line:

The social bottom line, with affordable
coverage that was also responsive to the
needs of the rural poor, and

The financial bottom line, ensuring com-
mercial viability of insurance operations
for sustainability

Overall, the field work and consultations
proved a valuable exercise, complementing the

secondary research and providing very useful
insights into the potential for the microinsur-
ance sector. This facilitated the exchange of

information, experience and differences in per-
spectives across clients, intermediaries, suppli-
ers and policy makers, and helped to arrive at
very specific suggestions for the way forward.

1.4 Limitations

The study has three clear limitations. The re-
sults should be read and interpreted keeping
them in mind.

India is so large and diverse that it is not
possible for this relatively small study,
with field investigations covering a limited
number of states, to claim to represent the
country as a whole. Many areas in the up-
lands of the north-east could display quite
different risk patterns and delivery issues
(for example, travelling on mules), requir-
ing location-specific solutions.
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2. The short duration (six months, October
2005 to March 2006) and limited budget
available for field-cum-technical work
leading up to the stakeholder consultations
with a zero draft was a challenge. This
prevented a full scale sample survey and
necessitated being strategic in identifying
respondents for the focused group discus-
sions and interviews in order to obtain
maximum feedback.

3. The qualitative nature of analysis, while
providing insights, could lead to biases of
the respondents and / or inadvertent gener-
alizations.
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This rapid assessment of the microinsur-
ance sector provides insights on the issues,
constraints and opportunities in the sector. The
findings were shared with a broader, national
level audience in the workshops, where they
were widely accepted. To that extent, one can
take the findings of the study to be robust, pro-
viding a basis for further investigation. Keeping
the limitations in mind, it is hoped that, given
the relative newness of the microinsurance in-
dustry in Asia and the Pacific, this study will
contribute useful insights and concrete ideas
relevant for India and beyond the Indian sub-
continent, suitably adjusted to local circum-
stances.







INSURANCE IN INDIA

2.0 Introduction

Of the total global insurance premium, esti-
mated at US$ 4,060.87 billion in 2007, India’s
share of the insurance market accounted for
1.34 percent, up from an abysmal 0.73 percent
in 2005. This amounts to US$ 54,375 million
for the year against US$ 25,024 million for
2005, improving India’s spot from 19 to 15
out of 88 countries. Among emerging mar-
kets India ranked second, after China. Of the
total for India, most was accounted for by life
insurance premiums with a turnover of US$
47,132 million in 2007, more than doubled to
USS$ 20,176 million in 2005 (which was 11.38
percent of total emerging markets). Though
non-life premiums comprised just US$ 7,243
million in 2007, they were up from US$ 4,848
million in 2005 (which was 3.31 percent of to-
tal emerging markets).'? Insurance penetration,
an indication of the level of risk awareness in
the population and significance of insurance in
an economy, increased from less than half to
63 percent of the global average between 2005
and 2007. Insurance density, used to measure
progress of the insurance industry relative to
other countries and its maturity in the economy,
increased from about 4 percent to 7.7 percent
of the world average (Table 1.1).

As suggested by these statistics, the overall
insurance industry in India is still at a rudimen-
tary stage of development, in spite of its large
population and the varied risks people face.
This points to an enormous scope for growth.
The potential is even higher when the untapped
rural population is considered. At present, only
10 percent of India’s population is served by
the insurance industry, thus excluding about
950 million people, mostly in rural areas. The
present outreach of microinsurance in India is
around 5.2 million people, covering only two
percent of the poor in the country. Moreover,
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it is largely supply driven, as most insurers re-
peatedly indicated during discussions. Consid-
erable work remains for the potential to be real-
ized. Recent changes in national policies have
brought about an expectation of new dynamism
in the insurance sector, inducing a shift from
the past, with a clear signal to the industry to
expand in the direction of the rural poor. Yet,
some questions remain.

2.1 Evolution of Insurance in India

The insurance sector has undergone many twists
and turns over its nearly 190 years of operation,
with a recent emphasis on growth and efficien-
cy followed by an attempt to incentivize a rural
and pro-poor focus. In India the formal insur-
ance industry started in 1818 with the establish-
ment of the Oriental Life Insurance Company
in Calcutta. General insurance business (non-
life) came into existence in 1850 with the com-
mencement of the Triton Insurance Company.
The first Insurance Act was formulated in the
pre-independence period in 1938.

Almost a decade after India’s indepen-
dence from the British in 1947, the Government
of India merged 240 private insurance compa-
nies to form the government owned Life Insur-
ance Corporation of India (LIC) in 1956. The
stated aims of nationalization were countering
high levels of fraud and improving the spread
across the country for better security for people.
Non-life insurance companies also were nation-
alized in 1972 and taken over by General Insur-
ance Corporation (GIC) and its four subsidiar-
ies - United India Insurance Company Limited,
Oriental Insurance Company Limited, National
Insurance Company Limited and New India As-
surance Company Limited.

Though public sector companies have
been offering a wide range of life and non-life
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products, their outreach has overwhelmingly
been to those in urban areas with formal em-
ployment. Unlike the financial services in-
dustry, public insurance companies did not
penetrate rural areas despite nationalization.
Coverage also has been largely for men. Lack
of appropriate products and challenges of de-
livery channels, coupled with limited demand
arising from low awareness, have resulted in
a rather low penetration of insurance services
outside urban areas. Thus, the rural poor have
largely remained outside the old of insurance
in India.

Major changes in the financial services
sector, caused by increasing liberalization of
the economy starting in 1992, resulted in great-
er competitive pressures and a premium on ef-
ficiency. Insurance also was recognised as an
integral part of financial services. Soon after, in
1993, the Malhotra Committee'3 was appointed
to look into the insurance industry and make
recommendations for the expansion of this
sector. Critical recommendations included:

*  Reduce Government equity in insurance-
companies to 50 percent and give compa-
nies more independence in operations

e Privatize subsidiaries of the General In-
surance Corporation

*  Open market to competition by allowing
entry of private players; lower minimum
capital requirements to INR 1 billion

* Allow foreign companies to enter the
market though joint ventures with domes-
tic companies

e Alter the Insurance Act and establish a
Regulatory Body

*  Require companies to pay interest on pay-
ments delayed beyond 30 days

* Increase the use of technology to achieve
greater operational efficiency

Clearly, efficiency and growth were

the focus of the recommendations. Based on
the recommendations of the Malhotra Com-
mittee report in 1994, the Insurance Regulatory
and Development Authority (IRDA) legislation
was passed in 1999. The legislation was a mile-
stone in the insurance industry in India, playing
a catalytic role in development of the sector. As
per the provisions of IRDA Act (1999), the In-
surance Regulatory and Development Author-
ity was established in April 2000 in Hyderabad,
to protect the interests of clients and regulate,
promote and ensure healthy growth of the in-
surance industry. As of 2007 IRDA has estab-
lished 38 regulations, adding 11 more to the 27
regulations of 2005, on a number of issues such
as registration of insurers, regulation of agents,
solvency margins, re-insurance, obligations of
insurers to rural and social sectors, investment
and accounting procedures, and protection of
client interests.

In 2000 IRDA relaxed barriers to entry in
the industry to attract private players. Foreign
companies were allowed to enter through joint
partnerships with Indian companies (their eq-
uity stake was restricted to a maximum of 26
percent). By December 2007, private life insur-
ance companies totalled 16, while there was
only one public life insurance company. In the
non-life segment there were 11 private and 6
public insurers. The list of private and pub-
lic sector insurance companies operating is in
Table 2.1.

Premiums underwritten by the insur-
ance industry, which had nearly doubled from
INR 456,776 million (US$ 9,516 million) in
2000-01 to INR 836,451 million (US$ 17,426
million) in 2003-04, jumped again to INR
1,809,471 million (US$ 37,697 million) in
2006-07, a hundred percent plus increase in
three years. While levels are low by global
standards, growth has been rapid and has ini-
tiated healthy competition among public and
private players, resulting in product innovation
and better customer service. As per the ILO /
STEP (2005)%, as many as 51 products under
microinsurance were identified as available
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Table 2.1
Insurance Companies in India, 2007

Life Insurance Companies

Private Sector Public Sector
Bajaj Allianz Life Insurance Company Ltd, Pune

Birla Sunlife Insurance Company Ltd, Mumbai

HDEFC Standard Life Insurance Company Ltd, Mumbai
ICICI Prudential Life Insurance Company Ltd, Mumbai
ING Vysya Life Insurance Company Pvt Ltd, Bangalore
Max New York Life Insurance Company Ltd, Gurgaon.
Metlife India Insurance Company Pvt Ltd, Bangalore
Kotak Mahindra Old Mutual Life Insurance Company Ltd, Mumbai
SBI Life Insurance Company Ltd, Mumbai

TATA AIG Life Insurance Company Ltd, Mumbai

Reliance Life Insurance Company Ltd, Chennai

Aviva Life Insurance Company India Pvt Ltd, Gurgaon

Sahara India Life Insurance Company Ltd, Lucknow

Shriram Life Insurance Company Ltd, Hyderabad

Bharti AXA Life Insurance Company Ltd, Mumbai

Future General India Life Insurance Company Ltd, Mumbai

Life Insurance Corporation of India, Mumbai

Non-Life Insurance Companies

Private Sector Public Sector
Bajaj Allianz General Insurance Company Ltd, Pune

ICICI Lombard General Insurance Company Ltd, Mumbai
IFFCO Tokio General Insurance Company Ltd, Gurgaon
Reliance General Insurance Company Ltd, Mumbai

Royal Sundaram Alliance Insurance Company Ltd, Chennai
TATA AIG General Insurance Company Ltd, Mumbai
Cholamandalam Ms General Insurance Company Ltd, Chennai
HDFC Chubb General Insurance Company Ltd, Mumbai

Star Health & Allied Insurance Company Ltd, Chennai

Apollo DKV Insurance Company Ltd, Delhi

Future General India Insurance Company Ltd, Mumbai

National Insurance Company Ltd, Kolkata

New India Assurance Company Ltd, Mumbai
Oriental Insurance Company Ltd, New Delhi

United India Insurance Company Ltd, Chennai
Export Credit Guarantee Corporation Ltd, Mumbai
Agriculture Insurance Company of India Ltd, New Delhi

to customers. Including other products identi-

fied during the study phase (October — March

2006), the number adds up to 102, split
between life (38 products) and non-life
insurance (64 products)."

ance is an investment with a return — a percep-
tion strengthened by life insurance, which has
become a popular tax saving device yielding
an assured return after a prescribed period. The
‘contingency cover’ aspect of insurance is not

. , . yet fully understood or accepted, needing much
Yet despite this recent growth and esti-

mates of a middle class of around 250 million, more communication for changing attitudes.

overall insurance coverage - even among the
non-poor - continues to be very small, and
more so for non-life products. Insurance is not
well understood even among the middle in-
come groups. The perception exists that insur-
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Most non-life products have to be ‘sold;” only
health insurance is ‘bought.” For example,
motor vehicle insurance is compulsory, as is
housing insurance when purchased through
financing.
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Given these weaknesses, the insurance
industry in India has a long and challenging
path ahead in order to overcome the ‘exclusiv-
ity barrier’ and begin catering to the currently
excluded rural population, the vast majority of
whom, are poor.

2.2 Development of Microinsurance

Rural microinsurance in India was encouraged
by financing institutions primarily to hedge their
own risks while lending to the poor under the
requirements of directed lending. Rural insur-
ance products, therefore, tended to address the
needs of the poor only incidentally — respond-
ing primarily to the needs of lending banks.
Rural insurance, guaranteed by the Govern-
ment under poverty alleviation programs, was
built into the credit package as a compulsory
element. Credit recipients often perceived it as
part of the cost of borrowing from banks, with-
out fully understanding the concept of insur-
ance or its benefits. Crop and animal husbandry
loans were commonly covered by insurance.
Most non-life insurance companies had a mas-
ter policy with the banks at the apex level, with
little or no contact with the insured, resulting

in substandard service and limited products and
creating a negative image of insurance compa-
nies.

In 2002 IRDA established rural and so-
cial sector targets for insurance companies.
All insurers entering the business after the
commencement of IRDA Act 1999, therefore
needed to comply with obligations toward the
rural and social sectors in a phased manner. The
obligations are prescribed under guidelines for
insurance companies as summarised in Table
2.2.

Originally, the ‘rural sector’ was defined
quite strictly, with a specification of standards
such as a population of fewer than 5,000 with
more than 25 percent of the male population
employed in the agricultural sector. But upon
requests from insurers, the IRDA later modified
its definition of a rural area, diluting it.'"® The
‘social sector’ includes unorganized, self-em-
ployed individuals, vulnerable population, and
disabled persons, among others. For life insur-
ers IRDA has fixed a floor percentage for poli-
cies in the rural sector in order to increase in-
surance business in this target market segment.
For non-life insurers, on the other hand, IRDA
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has fixed a floor percentage for premiums, to
encourage a higher number of persons covered.
This works well because the sum insured in
the rural areas is generally lower than in urban
centres. As seen in Table 2.2, the minimum
required percentage for both life and non-life
insurers increases over a five year period for
rural and social sector coverage. Those insur-
ers existing on the date of commencement of
the IRDA Act had to ensure that the quantum
of insurance business was no less than they re-
corded or the previous accounting year, ending
in March 2002.

Very recently, under its new regulation of
November 2005, IRDA has for the first time
strengthened its focus on microinsurance. It
has defined both general and life microinsurance
products. The former refers to any health
insurance contract protecting assets such as a
hut; livestock, tools and instruments; or an ac-
cident contract, either for an individual or a
group. The latter refers to any term insurance
contract, with or without return of premium;
endowment insurance contract; or health insur-
ance contract, with or without accident rider,
either on an individual or group basis. For each
of these policies, the minimum and maximum
for amount of cover, term of cover, and age at
entry have been specified. Companies have to
design products under these specifications and
get special approval from IRDA for them to
qualify as microinsurance products.

The rural and social sector obligations
have forced insurers to extend some insurance
products to these sectors to meet pro-poor
policy objectives. In practice, however, it is the
social sector products that have tended to
better satisfy the essence of microinsurance. In
contrast, under the rural sector requirements,
most companies have preferred to sell insurance
for expensive farm equipment such as tractors,
harvesters and commercial dairy farming ma-
chines, used by the relatively well off. This is
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primarily because targeting rural populations
requires revisiting and revising insurance
models, which is a challenge in the short run.
This challenge is further exacerbated when the
poor are perceived less as a potential business
opportunity and more as a charity oriented
social obligation, a requirement that needs to be
ful-filled to meet Government regulations.

Statistics on microinsurance business under
rural and social sectors and on product innova-
tion (Table 2.3) also support this.

Insurance companies prefer to meet the
rural targets rather than the social sector ones
because larger farmers can be covered. During
2006-07, all 16 private life insurers and the LIC
met their rural sector targets. However, under
the social sector two private companies, Bharti
Axa and Shriram, did not meet their targets, with
a shortfall in the number of lives covered under
the social sector. By publishing and sharing this
information, the Government is taking its first
steps in encouraging compliance with its pro-
poor policies. For example, two non-compliant
companies (Tata-AIG and Om Kotak) were no
longer in the list of 2006-07. Non-compliance
can lead to penalty and/or cancellation of li-
cence. Among the eight private non-life insurers
in 2006-07, all met the rural and social sector
targets. All the four public sector non-life insur-
ance companies achieved their rural targets. The
one public sector insurance company that did
not achieve the social sector obligations - New
India Assurance Co Ltd. - faced a financial pen-
alty for non-compliance (IRDA, 2007).

Around one-third of India’s population
earns less than US$ 1 per day and 52.4% of
population earns under US$ 2 per day. Out of
the total Indian population of 1.08 billion, the
population earning less than US$ 2 per day is
estimated at 569.64 million. This indicates the
potential at the BoP.

Product innovation by life and non-life
can be seen in Table 2.3. The life products
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Table 2.3

Insurance Products During the Financial Year 2006-07

All insurance products and Life products
those under microinsurance Public Private
All insurance products 8 185
Microinsurance products - 1

Non-life products Total products
Public Private Public Private
30 92 38 277
6 4 6 5

Source : IRDA, 2007.

It is useful to
identify some
of the macro
factors

that are
contributing
to emerging
oppor-
tunities
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cleared by IRDA and the non-life products filed
by insurance companies under ‘file and use’
procedure during the financial year 2006-07
are summarised. Among the 315 products (38
public; 277 private), only 11 were microinsur-
ance products (6 public; 5 private). The small
share of microinsurance in all insurance products
in 2006-07 suggests that most insurers do not
invest much thought in treating microinsurance
as a business opportunity, considering it more
as a Government obligation to be satisfied with
the least effort.

In August 2004 IRDA released a concept
paper on microinsurance and used it as a plat-
form to engage a variety of stakeholders in a
consultative process to discuss future prospects.
The result was the revised set of microinsur-
ance regulations published in November 2005
discussed in Section 2.4 below. The years ahead
are expected to be hectic for the insurers, with
possible launch of several microinsurance prod-
ucts with support from international develop-
ment organizations.'” Annex 5 provides a list of
products and Annex 6 includes details on some
of these products observed in the field. While a
much larger number of products are available
on the books, only a limited number are actually
operational, as found during the field investiga-
tions and discussions.

2.3 Emerging Opportunities for the
Growth of Microinsurance in India

The growth of microinsurance depends on
many factors. It is useful to identify some of the

macro factors that are contributing to emerging
opportunities. These help explain the changing
national context for the microinsurance indus-
try in India.

a. Economic

The Indian economy had a robust growth dur-
ing 2005-06, with a real GDP growth of 8.4
percent. The projections for 2006-07 stand at
real GDP growth of 8 percent. Real GDP has
increased to 8.9 percent during the first quar-
ter of 2006-07. Pro-poor economic policies are
resulting in directing sizeable investments into
rural employment, self-employment and other
development programmes for the poor such as
the National Rural Employment Guarantee Pro-
gramme (NREGP), the Sampoorna Grameen
Razgor Yojana (SGRY), the Swarnajayanti
Gram Swarozgar Yojana (SGSY), Prime Min-
ister’s Rozgar Yojana (PMRY) and the Swarna
Jayanti Shahari Rozgar Yojana (SJSRY). Even
with all these limitations, overall growth, com-
bined with focused opportunities for the poor,
especially those in rural areas, is contributing
to increased income generation among rural
households. The poverty percentage fell from
about 50% in 1980 to about 40% in 1990,18
although concerns about inequalities persist. In
contrast with a policy focus on income genera-
tion, relatively little attention has been paid to
protecting assets and incomes.
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b. Financial

Government of India has increased attention to
lending to the rural sector through banks using
self-help groups, resulting in increased propoor
credit flows. Agricultural lending through
formal financial institutions soared from INR
462,680 million, or US$ 10,281.78 million, in
1999-2000 to INR1,574,800 million, or US$
34,995 million, in 2005-06. At the same time,
lending to self-help groups from formal finan-
cial institutions has increased from INR 1,360
million (US$ 30.22 million) in 1999-2000 to
INR 44,990 million (US$ 999.77 million) in
2005-06.19 This increased credit flow has con-
tributed to more entrepreneurial activity, both
farm and non-farm, increasing income earning
avenues in rural areas. Out of the total lend-
ing to self-help groups, 90 percent has gone
to women; this has increased direct finance in
women’s hands, exposing them to financial in-
stitutions, enterprise and external markets.?

¢. Social including Gender

The self-help group movement is resulting in
a silent revolution in rural India, transform-
ing society from within. Individuals from
poor households and excluded sections of the
population, particularly women, now have op-
portunities for economic empowerment and
greatly improved self-confidence. They are
better able to effectively articulate their de-
mands to Government and non-Government
agencies and have the social cohesion to push
for increased voice and social space within
their communities and achieve community
goals. As a result, women are increasingly be-
ing involved in decision- making forums at
the local level. With increased incomes, they
are investing in the education and health of
their families as well as upgrading shelter.
Many have enrolled in literacy programmes.
In states like Andhra Pradesh, Maharashtra
and Tamil Nadu, the SHG movement also has
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contributed to increased mobility of women —
they travel outside their villages in the course
of their work (banking, marketing, group
meetings), capacity building (training, work-
shops, exposure visits) and even for pleasure
(sightseeing, pilgrimage). Out of 1,600,000 self-
help groups as of March 2005,?! a quarter were
more than three years old, with well established
operations, (having received more than one
loan from formal financial institutions) and on
the verge of graduating to manage larger micro-
enterprises. While there are instances of male
backlash, by and large, men have supported
women'’s participation in SHGs. SHG members
are ready for commercially oriented risk man-
agement options. There is also strong demand
for microinsurance products to secure life and
assets in areas with social unrest and commu-
nal tensions, where womentend to be relatively
severely impacted.

d. Technological

India has more than 600,000 villages spread
over 29 states and 6 union territories.”> With an
area of 3,287,263 sq. km and a total rural popu-
lation of 777 million - of which the adult popu-
lation is 524 million - an enormous pool exists
from which will come the potential clients for
microinsurance services. It is estimated that
more than 87 percent of villages® now have
at least one public telephone. These telephone
booths are increasingly being used as social
focal points where villagers get together to ex-
change information and news and share ideas
across age, socio economic status and ethnic
groups. Because India is emerging as a global
leader in providing information technology ser-
vices, leveraging these to increase the outreach
of microinsurance is not a distant goal.

e. Cultural
Increased media exposure is affecting rural life

styles and culture. As per the 2001 census, it
is estimated that 31.5 percent of rural house-
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holds have radios and 18.9 percent have tele-
visions or radios which provide exposure to
new ideas and experiences even to semi-liter-
ate populations. Field investigations indicated
that most households with television sets view
programmes via cable and satellite. They are
thus able to access knowledge of major events
in real time and be exposed to ways of doing
things outside their immediate milieu. This is
dramatically impacting rural households and
providing avenues for change - many supersti-
tious beliefs and customs are being questioned,
traditional approaches are being re-examined
and new ways of thinking explored. This pro-
vides an opportunity to overcome traditional
reluctance to insurance services through appro-
priate exposure, education and marketing.

f- Technical

International development organizations such
as the UNDP, ILO, GTZ, Interpolis Re (a sub-
sidiary of Robobank Group), World Bank and
USAID are promoting the development of
microinsurance through technical assistance,
investing in product development, creating
a database on rural households, and sharing
experiences through workshops. The Inter -
Agency Consultative Group to Assist the Poor
(CGAP) has established a working group to
document good and bad practices in microin-
surance. It has documented some successful
experiments in India, for example, innovations
in microhealth insurance. Some user friendly
processes have evolved which are emerging as
models for others to consider for suitable ad-
aptation. Even stand-alone health insurers may
have a niche business opportunity. With better
availability of accumulated field experience
and focused technical studies, the IRDA may
revisit the current guidelines, including entry
norms and lowering capital requirements, for
stimulating supply.

g. Environmental

Rapid urbanization and the focus on economic
growth have contributed to environmental ne-
glect. The poor tend to pay a disproportionate
price for this neglect. Often the poor dwell
in high-risk areas that are highly polluted or
disaster-prone. For example, households living
in encroachment areas on the banks of rivers
or canals are adversely affected during sud-
den floods. These households are beginning to
realize that their exposure to risk can be man-
aged and attempt to acquire insurance cover for
their household assets like televisions, grinders,
sewing machines and refrigerators.

h. Institutional

Reaching rural households for financial servic-
es, including microinsurance, is a distribution-
challenge. Creation of a separate distribution
channel can be very costly - hence, impracti-
cal for affordability and financial sustainabil-
ity. Therefore, existing institutional structures
need to be used effectively. Existing institu-
tions include non-Governmental organizations,
selthelp groups, microfinance institutions, post
offices, commercial banks with branches in ru-
ral areas, regional rural banks, and agricul tural
cooperatives. Overall processes need to be sim-
plified and modified to be made to suit each in-
stitutional structure.

i. Legal

In October 2004 India’s central bank, the Re-
serve Bank of India, permitted Regional Rural
Banks (RRBs) to undertake insurance business
as a ‘corporate agent’ without risk participa-
tion. Because RRBs have a network of branch-
es in rural areas, they could play an important
role in increasing outreach. Though the 2005
IRDA regulation on microinsurance has some
restrictive aspects, it has a number of positive
features. Its most innovative feature is legally
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recognizing non-Governmental organizations,
microfinance institutions and self-help groups
as ‘microinsurance agents.” This has the poten-
tial of significantly increasing rural insurance
penetration.

All these factors have contributed to increased
potential for business and an enabling envi-
ronment. The microinsurance industry seems
poised to make a quantum leap in India Even
though the microinsurance market has some
challenges inherent to the rural target popu-
lation (high distribution costs, inadequate
knowledge, inappropriate products) and other
challenges common to all insurance activ-
ity (pre-transaction adverse selection, post-
transaction moral hazard, risk assessment), the
success of the self-help group movement has
demonstrated that many of these challenges -
especially those specific to the BoP market -
can be overcome.

2.4 Implications of the November 2005
Regulations for the BoP

IRDA’s regulations of November 2005
(Annex 7) mark a turning point in signalling
policy support to the ‘micro’ segment of the
insurance industry. Although some issues still
need to be addressed, overall the regulations
are viewed as highly favourable for the growth
of this sector by insurance companies, microfi-
nance institutions and NGOs. It remains to be
seen how these regulations are being used and
what wrinkles needing ironing surface. Key
issues addressed under these regulations, are
highlighted below.

a. Easing Distribution Challenges for Inclusion
* A wider and more inclusive definition
of microinsurance agents: Non-Govern-
mental organizations, microfinance in-

stitutions and self-help groups have been
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explicitly named as agents, thus legally ac-
cepting them. Local institutions now can be
tapped for provision of services. This is a
major change that could multiply the pool
of agents exponentially, utilizing those al-
ready operating in rural areas - especially
the self-help groups - many of which also
would be part of the client population. This
can facilitate distribution through a sub-
stantial jump in outreach.

Allowing the same company to provide
life and non-life cover: Clients now can
have their life and non-life insurance needs
handled by the same insurance company.
It also will be convenient for poor rural
clients, since they will no longer need to
deal with different institutions for different
needs. This also is expected to minimize
avoidable paper work and travel for sup-
pliers and customers alike.

Permitting composite products: These
will allow a ‘single window’ for life and
livelihood protection services, facilitating
the work of agents as well as clients. For
the agents, it could make their work easier -
convincing new clients about an insurance
product that provides multiple benefits is
easier than having them take a number of
policies for different risks. For clients as
well, composite products are beneficial
because they can receive multiple benefits
through a single window. This is an ‘en-
abling’ provision and does not preclude
un-bundled products also, that are preferred
in some circumstances (e.g., by women).

Revising commission structure upward:
To meet higher distribution costs in rural
areas, commissions have been increased.
Insurance companies are required to pro-
vide 10 percent commission on life (single
premium) products, 20 percent on life
(multiple premium) products, and 15
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percent on general insurance products.
Earlier, the rates of commission varied
between 5 to 15 percent; for example, for
tractors and gobar gas insurance it was 5
percent, for silkworm and honeybee insur-
ance 10 percent, and for livestock and hut
insurance 15 percent. This will increase
incentives for agents and facilitate expan-
sion of the sector.

Fixing upper and lower coverage
limits: The new directive has specified the
upper and lower coverage limits of insur-
ance products to ensure that products are
useful for clients, while insurance compa-
nies retain a focus on ‘micro,’ aimed at the
poor. These are given in Table 2.5.

Reducing Procedural Bottlenecks

Permitting premiums to be collect-
ed and remitted by micro insurance
intermediaries and agents to insur-
ance companies: This change will reduce
transaction costs of insurance companies,
improving operational efficiency.

Table 2.4

IRDA Prescribed Minimum and Maximum Cover

other tools or assets

Type of Policy Cover (INR)

Minimum Maximum

Life term 5,000 50,000
Endowment 5,000 30,000
Health, individual 5,000 30,000
Health, family 10,000 30,000
Personal accident 10,000 50,000
Crop 5,000 50,000
Livestock 5,000 50,000
Dwelling and its contents, 5,000 50,000

Source :

Insurance Regulatory Development Authority, New Policy Directive,
November 2005

28

* Allowing agents to distribute policy
documentstoclients: Thischangealsowill
reduce transaction costs, contributing to
operational efficiency.

 Contracts in vernacular languages:
This will empower clients with knowl-
edge about both the benefits and the con-
ditions on their insurance policies. It is
surprising that this was not the norm even
for the urban population.

*  Lowering the required training period
for agents: The training period for insur-
ance agents has been lowered from 100
hours to 25 hours. This will enable rural
people to become agents, given the time
and resource limitations they face.

Reduced transactions costs will help in-
surance companies offer better prices to clients
while improving viability. The four modifica-
tions above also are expected to create confi-
dence among clients regarding service deliv-
ery, currently a challenge

. While the pool of permissible microin-
surance agents has been substantially in-
creased, it is yet to be seen how this will
be operationalized and what criteria will
be adopted for a microfinance institution,
non-Governmental organization or self-
help group to be qualified as an agent.
Clearly, not all would have the required
strengths to handle insurance operations.

. Although companies will in the future be
permitted to provide both life and liveli-
hood cover, insurance companies are cur-
rently not set up to provide both types of
services. How this will be resolved is yet
to be seen. It will depend on the adapt-
ability of insurance companies in provid-
ing a far more flexible product line.
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c. Residual Concerns

Reduced training duration could lead to
a dilution of skills unless it is part of an
overall rationalization and specialization
exercise to widen the pool of agents more
suitable for the new client group. New,
shorter training curricula may need to be
designed, as well as new trainers identi-
fied and provided with appropriate train-
ing of trainers.
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The pressure of profits because of in-
creased marketization and competi-
tion could contribute to increasing
fraud, high turn over among agents, and
other negative practices, which can hurt
customer confidence.In identifying agents,
concerns about fraud also need to be
addressed to ensure uniformity in proce-
dures.







RISKS FACED BY THE RURAL POOR

3.0 Coping with Risks

The rural poor have to grapple with both ad-
verse events and their limited capacity to weath-
er shocks. In combination, they face income
fluctuations and sudden asset depletion. Those
around the periphery of a poverty line, however
defined, also are vulnerable, since small shocks
can push them deeper into poverty. They do
have their own informal and traditional cop-
ing mechanisms, including belt tightening and
forbearance. Self insurance strategies include
diversification of small income sources, ‘doing
without’ by reduced consumption of food, and
cutting down on all ‘non-essential’ expenses
such as schooling. Other traditional risk man-
agement strategies include reliance on patrons,
drawing down past savings, borrowing from
moneylenders, family, friends and neighbours,
and temporary migration.

Though helpful in addressing one-time,
low impact shocks, such as minor accidents or
small illnesses, informal and traditional sys-
tems are inadequate for a number of reasons.
The traditional jajmani (patron-client) system?*
is breaking down, and zamindars (landlords)
have disappeared as the system was dismantled
after independence. In any case, these sys-
tems are inadequate in addressing repeated or
larger risks sustainably. The strategies have a
small reach and range. They can negatively af-
fect self-esteem and burden rural households
with reciprocity obligations. They also are
quite unsuitable in addressing risks that affect
households across the board, such as floods
or droughts. Moreover, these coping mecha-
nisms significantly reduce the ability of poor
populations to withstand future shocks, limit-
ing their capacity to earn, save and accumulate

Chapter 3: Risks Faced by the Rural Poor

assets, leaving them even more vulnerable to
future risks and, in many cases, further driving
households into poverty. A number of Govern-
ment run poverty reduction and social security
schemes have replaced traditional systems, but
they have limited coverage and do not address
vulnerability to risks and shocks.

Coping with risks and shocks without in-
surance further limits potential for income
growth, savings and asset accumulation. These
shocks affect poor rural households in many
adverse ways, including reduced capacity to
work, low productivity, increased absenteeism
from work, reduced food consumption and nu-
trition security, high drop out rates of school
children, and homelessness, aggravating overall
deprivation and human poverty. Understanding
risks among the BoP is essential in formulating
appropriate supply side responses through ap-
propriate products, pricing and procedural in-
novations, as well as in facilitating the growth
of demand through education and marketing.

3.1 Risk Categorization

Risks and shocks arise from many different
factors, unanticipated and anticipated. Un-
anticipated events are harder to budget for at
household level, but can be much more easily
addressed at an aggregate level. These may in-
clude, accidents, disasters, death of the bread-
winner, death of animals, crop failures, market
fluctuations and personal events like illness,
abandonment, widowhood or disability. Antici-
pated events (marriage, child birth and old age)
also can set back poor households substantial-
ly. In the Indian context, social norms require
households to incur relatively high, one-time
expenses on such occasions — dowries, feasts,
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gifts and medical expenses. Households require
lump sum funds on such occasions, which can
be a problem for the poor.

Shocks can be covariant or idiosyncratic.
Covariant shocks affect all households in a cer-
tain geographic area, such as a flood, drought or
earthquake. The October 2005 Pakistan earth-
quake and the December 2004 Asian tsunami
are examples of covariant shocks. Idiosyncratic
shocks are restricted accordingly to a particu-
lar household, such as theft, illness or accident.
These differences have implications for design-
ing suitable products and their pricing.

In risk assessment terms, events can be
categorized by frequency and impact. Chart
3.1 presents a simplified schematic picture of
frequency and impact of shocks. Examples in
the boxes may be seen as illustrative, since the
intensity of impact and frequency can vary by
household circumstances.

High frequency risks are relatively harder
to cover; though the cost of insurance may be
high, it is much needed. Low frequency risks
are easier to insure but harder to sell. In situ-
ations of great need (high impact, covariant
risks) insurance by itself may not be adequate
— it could support an overall risk management
programme.

Risks identified by rural households are
discussed below, combining secondary sources
and field research.

3.2 Risk Perceptions and Prioritization
by the BoP

During field investigations, respondents were
asked to identify and rank four top priority risks.
Tables 3.1 presents the risks identified in each
of the three states while Table 3.2 presents a
prioritization by the poor of risks they perceive,
categorized by location. Considerable variation
was found within states, with location a key
factor. The range of risks is, of course, much
wider than presented in the table (discussed in
section 3.3), but the tables are indicative of the
perceptions and priorities.

Thus, risk perception and prioritization for
insurance by low income rural households is
found to be highly location specific. Prioritiza-
tion differs widely by local agro-climatic con-
ditions and the local economy, which influence
livelihood options, security perceptions in the
area of normal residence, degree of exposure
of the area of residence to risk, and awareness
of risks. For the asset less poor in tribal and dry
areas, where personal labour is the primary or
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even the only source of livelihoods, health in-
surance was among the top two priorities; life
was identified as a third priority. In coastal ar-
eas, fisher folk feared death and accidents on
sea; protection of assets and health also were
concerns. Urbanized rural areas had similar

risk prioritizations, but the accident sources
were quite different. In other rural areas, it was
life, accident, health and livestock. Finally, loss
of business assets were a top priority risk for
insurance in riot prone areas, followed by life.
Those living along highways prioritized road
accidents as the top risk.

3.3 Range of Risks
a. Crop Losses

Agriculture is subject to many uncertainties like
droughts, floods, pest attacks, untimely rains,
and price fluctuations. Agricultural risks vary
among agro-climatic conditions, types of crops
grown, types of irrigation facility, pests and
diseases, and prices of the final produce. Some
agricultural risks can be controlled through bet-
ter management practices, whereas others need
to be tackled through commodity exchanges
and appropriate insurance services. Many chal-
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lenges arise in developing appropriate insur-
ance products. Product development requires
historical data on prices, costs, benefits and
losses, which are not currently available. Even
for products offered, administering them poses
another set of challenges because of difficulties
in assessment, measurability and estimation of
value of the loss and compensation. The suit-
ability of data lands and units of area for de-
termining compensation have been contentious
issues. These problems have deterred insurance
companies by providing full-fledged crop in-
surance to farmers.

Where cultivation is on the basis of in-
stitutional finance, there exists an element of
compulsion in insurance for the protection of
lender interests. An interesting example is the
World Bank funded and Krishna Bhima Sam-
ruddi Bank initiated pilot programme in India
on Innovative Rainfall-Indexed Insurance.?
The programme draws on rainfall-indexed
insurance (combined with other financial ser-
vices) to decrease risk and advance the supply
of financial services to clients. Weather indexed
insurance is innovative because it does not suf-
fer from the usual moral hazard, unfavourable
selection and high administration costs of tra-




ditional crop insurance, and therefore is better
suited to small farmers who depend on rainfall.
Banks also can benefit from secured lending
and decreased default rates, enhanced collateral
and a greater volume of lending amounts and
savings in rural areas. The public sector is in
a position to benefit from a decreased need to
supply emergency assistance.

b. Livestock Losses

The distribution of livestock is more equitable
than land among rural households. Though 63
percent of rural households classify as small
landholders (owning less than 2 hectares of
land), they own only 34 percent of arable land.
In contrast, they own 67 percent of bovines, 65
percent of bovines, 70 percent of pigs and 75
percent of poultry. Livestock in rural house-
holds not only augments income, employment,
and food security, but also serves as a store-
house of capital and insurance against shocks.
It is estimated that income from livestock con-
stitutes 20-30 percent of income of the average
rural household. Women tend to have a greater
control over livestock as compared with land.
Livestock related risks faced by rural poor that
came up in field investigations were death of
cattle, sheep or goats, stoppage of milk yield,
theft of animal, non availability of fodder for
the animal, and outbreak of livestock diseases
during the monsoon season. Livestock insur-
ance is an important means of protecting in-
come generating and supplementing assets,
though administering it poses many challenges.
The most commonly reported challenge by in-
surers is identification of the insured animal.

¢. Premature Death
Premature death is a majorrisk faced by the rural

poor. For India, 2002 data on age-standardized
mortality rates per 100,000 persons by cause

revealed 750 deaths from non-communicable
diseases, 428 from cardio vascular diseases and
109 from cancer. Deaths due to injuries from
natural calamities and sectarian riots stood at
117 per 100,000 persons.?® Further, figures for
2004 indicated deaths per 100,000 persons due
to tuberculosis amongst HIV-negative people
stood at 28, while the figure for HIV-positive
people was 2 per 100,000 persons.?’

Untimely death of an earning family mem-
ber leads to severely reduced income, which
in turn can contribute to forced coping mech-
anisms that destabilize family structure and
cause a host of social challenges arising, for
example, from trafficking or child labour.

The Ministry of Health and Family Wel-
fare calculates the mortality rates for rural per-
sons aged 15 — 59 in Table 3.3, showing higher
rural mortality amongst the rural working age
population.
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d. Accidents and Ill Health

For those with limited or no productive assets,
labour is the primary income source. For such
persons illness, or even small accidents, repre-
sent an on going threat to their income earning
capacity. Accidents and ill health were a source
of anxiety among the poorer sections because
they contributed to loss of work days - and
hence, wages - directly affecting loan repay-
ments, current consumption, savings and any
potential for building assets. The direct costs
of treatment also forced affected households
to borrow. Those with productive assets faced
losses due to asset sale or pledging to raise
funds for treatment. In either case, economic
costs were a concern.

Risks and shocks reported in field investi-
gations included disability caused by accidents
while using a harvester or thresher, injuries
arose by falling down in a muddy field, bullock
hits, falling into a well while drawing water,
being hit by toppled trees during high veloc-
ity winds, snake bites, inhaling pesticides while
spraying crops, boat capsizing during fishing,
getting dragged into the sea while spreading
fish nets, falling down from camel carts, and
road accidents for those living by the side of
highways and in urbanized areas. Under ill
health, economic implications differed depend-
ing upon whether hospitalization was required.
In case of hospitalization, loss of wages of the
attendee also needed to be accounted for. Al-
most 80 percent of diseases causing ill health
are either waterborne or caused by water bod-
ies (cholera, diarrhoea, typhoid and hepatitis
A), particularly relevant for rural populations
whose access to protected water cannot be tak-
en for granted. Communicable diseases also are
reported, adding to health risks faced by indi-
viduals and communities.

The average rural household spent INR 90
(USS$ 2) on an illness without hospitalization
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and INR1,044 (US$ 23.20) in case of hospital-
ization.”® Under the former, major components
of costs include - 71 percent on medicines, 8
percent on diets, and 14 percent on transport.
In case of hospitalisation, major components
of cost are 52 percent on medicines, 15 per-
cent on clinical tests, 12 percent on transport,
8 percent on surgery, 8 percent on diet and 4
percent as hospital charges. The Network for
Education and Empowerment of Rural Artisans
(NEERA)* conducted a health survey in 2002
among 1,748 self-help groups in southern Tam-
il Nadu - a population group where women are
relatively empowered and are more likely to
seek health care - the results of the 2002 health
survey suggested that 9.32 percent of all mem-
bers had been hospitalized for in-patient care.
Their average stay in hospital was 14 days in a
year and the average hospital expenditure was
around INR10,344 (US$ 230). Hospitalized
members met 72 percent of expenses by bor-
rowing and 13 percent by selling assets. Among
lenders, local moneylenders were foremost at
39 percent, followed by newer sources of cred-
it such as financial institutions and self-help
groups. The NEERA survey supported a World
Bank study® that hospitalization impoverishes
one-fourth of the hospitalized Indian popula-
tion. Gender implications are important as well.
When expenses are a concern, in a patriarchal
society, women’s health tends to be much more
neglected — with adverse implications not just
for their productivity, but also for their well be-
ing and status in the household. Insurance can
expressly provide for such contingencies.

Relatively poorer households spend pro-
portionately more on health as compared with
better off households.*' Health expenditures ac-
count for 7.8 percent of the household income
for households with annual income below
INR18,000 (US$ 400) in the NEERA survey
however, this proportion falls to 2.3 percent
for households with annual income above
INR54,000 (US$ 1,200).
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e. Loss of Assets

The rural poor own assets such as huts, tools,
livestock and carts. Artisans and crafts persons
own basic machinery such as pottery wheels,
spinning wheels and weaving frames. These
assets are susceptible to idiosyncratic contin-
gencies such as fire, theft and breakdown. Most
of these assets are low priced, hence repairable
and replaceable so the overall impact of such
shocks on poor households, though temporally
adverse, is not extreme from an insurer’s per-
spective. However, this occurrence suddenly
interrupts household income generation. Impact
is more severe when assets are on borrowed
funds or are pawnable (like gold or silver), as
that further pushes the vulnerable into a down-
ward spiral of indebtedness and poverty. Some
shocks observed during field investigations
were theft of electric motors in the dry season,
when they are in higher demand for pumping
water, mud house collapse during rainy season,
theft of household articles such as radio, televi-
sion or sewing machine, hut fires, loss of fish-
ing nets while at sea, theft of boats, and boat
engine breakdown.

f- Natural Disasters

The Indian subcontinent is highly prone to nat-
ural disasters, and floods, droughts, cyclones
and earthquakes are recurrent. Among the 35
states, 25 are disaster prone. More than 8,000
km of coastline is exposed to tropical cyclones,
and an additional 40 million hectares of land
is prone to floods. Landslides, hailstorms and
avalanches also are common. It is estimated
that 56 percent of the country is prone to earth-
quakes and 68 percent to drought. Natural di-
sasters affect the vulnerable poor populations
much more than the better off. The devastating
effects of the 2004 tsunami on the coastal ar-
eas are well known, the tsunami which hit 12
coastal countries killed around 280,000 while
successfully damaging infrastructure and pro-
duction facilities. All this has underscored the
need for insurance, perhaps not as a stand alone
instrument, but certainly as a part of overall
risk mitigation for areas prone to such covariant
risks. Droughts also can be disruptive, though
their risks are underestimated because they
do not happen suddenly. In Rajasthan severe
droughts are a prominent risk, as the illustrative
case from Kolasar demonstrates in Box 3.1.

g. Life Cycle and Female Oriented Risks

Financial shocks associated with the life cycle
affect rural households because of the demands
they impose on the household. These are dif-
ferent from premature deaths, as they are pre-
dictable in nature. Women and young girls are
a more vulnerable segment within this group.
They face financial expenses and health risks
associated with pregnancy and childbirth, in-
fertility treatment, exorbitant expenses and
dowry requirements during marriage. Widow-
hood and abandonment of the wife and chil-
dren also occurs, causing disruption of income
streams, though these are harder to predict.
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Domestic violence induced injuries is another
risk that directly affects regularity and capacity
to work. In a traditional set up, some of these
risks were managed through social support net-
works such as extended families sharing wages
and food. Female relatives looked out for each
other, helping during pregnancy and childbirth,
sharing the heavier workload and even ensuring
better nutrition through various religious and
cultural customs and rituals. Customary prac-
tices of confinement before and after childbirth
saved women from domestic burdens. Maternal
mortality, while common, was handled through
support within the extended family. Even chil-
dren with both parents alive were brought up
by the whole family. This system also took care
of the aged and ill. These arrangements have
become eroded and need to be replaced with
alternate social security mechanisms to reduce
their adverse impact. Yet they are often left
un-addressed. Diseases faced by women, for
example, are often neglected due to ignorance
and high cost of treatment.

Women'’s risks have received little atten-
tion among mainstream insurers, but these may
well form half or more of the client group.
Health insurance needs to be designed to in-
clude gender specific health needs of women
like coverage for delivery expenses, female in-
fertility treatment, and gender violence induced
injuries. Most insurance companies do not so
there is a need to examine for whose education
has education insurance been used for.

With the exception of health related risks,
most other risks for women are societal in na-
ture and hence not be typically covered by in-
surance. Even in situations where they are well
understood, insurance as a cover to protect
women and girls receives the lowest priority in
a household. Such deliberate neglect for gener-
ations as a result of social norms has been a key
impediment in protecting vulnerable women
and girls.
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Over the last decade, the self-help group
phenomenon is changing the way women are
seen and the way they perceive themselves.
Physical mobility, handling finances, micro-
businesses, and mutual support through group
membership are yielding economic and so-
cial spaces to women; this is starting to gen-
erate interest in self-protection and insurance
among them. Some products even are tailored
to cater to women and girls, for example, the
Rajarajeshwari Mahila Kalyan Yojana and the
Mother Teresa Woman and Child Policy under
welfare schemes. In the case of life insurance,
however, concerns have been expressed against
making payouts to the husband of the deceased
woman. This was a deterrent for purchasing life
cover because women were wary of providing
a financial incentive to the husband for their
deaths, freeing up opportunities for taking on
another wife. During dialogues with insurance
companies women proposed that the payout
could be to their daughters. This would secure
the financial position of the daughters, without
adding to the risk to their lives.

h. Male-oriented Risks

A risk particularly relevant to males is alcohol
or drug addiction. Alcohol or drug abuse results
in loss of work-days, and job losses. It also di-
verts limited household income toward unpro-
ductive expenses, contributes to ill health and
expenses for treatment, and increased indebt-
edness. Domestic violence is a side effect that
can reduce income of the wife as well. Another
concern is male infertility treatment, which can
drain household resources. These risks are rare-
ly included under health insurance.

i. Market Risks

In addition to loss of assets, production and
consumption capabilities, insurance cover for
‘exchange losses’ due to market fluctuations
also is important. As the country’s economy be-
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comes increasingly open, the rural population
faces far more market risks, for example, those
arising out of price fluctuations. Small poultry
farmers faced heavy losses in Madhya Pradesh
because a market crash for chicken when avian
influenza affected a neighbouring state. De-
mand declined even though the local poultry
was not affected, and prices fell dramatically.
More open trade also is expected to contribute
to greater price fluctuations. When crops are
based on agricultural credit, whether through
banks or other money lenders, the effects of
a price fall on sellers can be devastating, as
stories of farmer suicides have demonstrated.
Market risks are faced not only by individu-
als, but also by organizations like SHGs, where
group produce is involved and risks of default
or delays in repayment can be real, jeopardiz-
ing future credit access.

In sum, the BoP population faces a variety
of risks and shocks in very diverse contexts that
canresult in severe economic hardship, with im-
plications for social stress, health and nutrition,
children’s education, shelter and, more gener-
ally, the quality of life. Risks can be of high or

low frequency, high or low impact. They could
be idiosyncratic or co-variant. Risks also vary
by location. Traditional coping mechanisms
exist, but are not only inadequate but also limit
the potential of rural households to jump a level
in their economic status. Crop losses, livestock
losses, premature death, accidents and health,
asset loss, natural disasters, life-cycle and fe-
male-oriented as well as male-oriented risks,
and market risks - all can suddenly set back a
poor household. A better understanding of the
risks and their prioritization for insurance is
a prerequisite for (a) facilitating the develop-
ment of demand through appropriate informa-
tion, education and communication customized
for potential clients could also benefit market-
ing efforts; (b) designing appropriate supply
responses through innovations in products,
pricing and processes; and (c) modification of
policies and regulations needed for the devel-
opment of the sector.

Complementing an understanding of risks,

in Chapter IV, the study looks at what is already
taking place through a review of the literature.
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SIX KEY ISSUES FOR CATALYZING
THE MICROINSURANCE MARKET

4.0 Introduction

This chapter presents a brief review of litera-
ture on microinsurance, focusing on but going
beyond India, and including relevant material
from other developing countries. Because the
sector is relatively new, and in order to be for-
wards looking, the review is based on an exam-
ination of more recent secondary material. This
material also informed the overall analytical
framework for the study and guided the field
investigations. The review helped in identify-
ing six key issues for catalyzing the market for
microinsurance, as follows:

*  Demand and supply

*  Product design

*  Pricing

*  Distribution and outreach
*  Procedures

*  Regulation

We discuss each in turn.
4.1 Demand and Supply

Even though there is need, it often is not trans-
lated into effective demand. Available prod-
ucts tend to be supply driven or compulsory,
and more recently, driven by the quota system
imposed on insurers under rural and social sec-
tor obligations. Demand and supply issues tend
to be intertwined: demand is influenced by the
suitability of what is supplied and how it com-
pares with existing coping mechanisms; supply
is influenced by perceptions of willingness and
ability to pay.

Inadequate knowledge, affordability, sup-
ply of unsuitable products and lack of trust are

some relevant factors inhibiting demand. Will-
ingness to pay is important, but affordability is
not all that restricts demand. Demand creation
involves a strong element of explaining what
insurance means and demonstrating its benefits
and limitations.

An assessment of the need for microinsur-
ance, based on major adverse events experi-
enced during the previous 10 years, was made
in a study of rural households in India.’> The
study, over 18 months, covered 60 villages,
from which about 600 rural poor individuals
(300 men and 300 women in Sharanpur district
in UP, Bharatpur in Rajasthan and Raichur in
Karnataka) and 110 rural branch officers were
canvassed, using structured questionnaires.
An in depth analysis was carried out of more
than 600 loan records and 750 deposits. This
was supplemented by a review of available
published material and analysis of financials
of National Commercial Banks (NCBs) and a
number of Regional Rural Banks (RRBs) and
cooperative institutions. The survey found that
44 percent of the households reported losses
due to floods or heavy rains, 39 percent due to
drought, and 27 percent due to pest attack. It
also revealed that only 15 percent of respon-
dents possessed an insurance policy, while 64
percent wanted some form of insurance.

Similar findings were reported in a CGAP
working group case study of VimoSEWA.*
Immediately after an event causing loss, peo-
ple perceive the need for insurance cover and
demand goes up. Following the massive earth-
quake in Gujarat in January 2001, the number
of insured through VimoSEWA soared from
30,000 to 92,000. The comprehensive insurance
scheme has two levels of asset loss components.
Scheme I covers asset losses up to a maximum
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of INR 10,000 and Scheme II up to a maximum
of INR 20,000. The benefits of asset insurance
were demonstrated after the communal vio-
lence in Gujarat in 2002 and floods in 2003-04.
Insured members received funds to replace the
loss of equipment and huts, enabling them to
return to productive employment quickly. This
resulted in increased demand.

A 2003 rapid study in the predominantly
rural Dindigul district of Tamil Nadu, revealed
that out of 59,695 self-help group members, 17
percent of women had taken some form of in-
surance cover.* A survey in Chennai among
the Mahilar Thittam NGO network® showed
that of 68,535 self-help group members, 11
percent®*® had taken insurance. Though low
by international standards, these figures show
Tamil Nadu is relatively developed in insur-
ance, contrasting with Rajasthan and Orissa,
where coverage is less than 1 percent. This also
indicates that in circumstances where the rural
population is already aware, organized and net-
worked — as the case of SHGs — the need for
insurance may be more easily translated into
effective demand.

Potential demand is also influenced by
type of vulnerabilities. An analysis of natural
disasters related vulnerabilities in India®’ es-
timated that 54 percent of total area is earth-
quakes prone, of the total area of 328 million
ha, 12.20 percent is flood prone, 8 percent is
cyclones prone and 68 percent is susceptible
to drought. Such risks affect about 30 million
people, on average, in a year. It is the poor who
are most affected by natural disasters as they
tend to live in disaster-prone high risk areas. In-
tegrated disaster management does not in most
cases include a social insurance component to
cover the poor exposed to disaster risk.

A primary concern in rural areas is to ad-
dress health related problems. Indeed, there

is a huge unmet demand for health insurance,
showing economic and well-being implica-
tions. As noted earlier, women’s health issues
tend to recieve a low priority in India. The Na-
tional Family Health Survey 1998-99 revealed
that 39.2 percent of women report at least one
reproductive health problem, with states like
Meghalaya and Jammu and Kashmir report-
ing the highest percentages of more than 60
percent. Among these women, as many as two
thirds did not seek advice or treatment.*®

Hospitalization is low in India, with 40
percent of hospitalized people borrowing mon-
ey or selling assets to cover hospital expenses;
among those hospitalised, one fourth fall below
the poverty line.** One reason for low hospi-
talization rates could be affordability, coupled
with lack of insurance services. Even if a part of
out-of-pocket expenses on health is channelled
through an insurance risk-pooling mechanism,
the poor would get better protection and finan-
cial security. Thus, health insurance, especially
for women, is a priority in the rural areas, as
was confirmed during the field investigations.

In a position paper submitted to the Par-
liamentary Committee on Public Undertakings,
the Government* presented preliminary find-
ings of a project on Strengthening Micro Health
Insurance Units for the Poor in India, which
surveyed 4,900 households in seven locations.
The survey revealed that half of the households
at the bottom of the pyramid spend more than
INR 2,400 per year on health care, and that
the poor prefer to have insurance benefits for
hospitalization costs, drug costs and compensa-
tion for loss of earnings due to hospitalization.
However, less than 2 percent of the population
is covered by health insurance.

The study found that health insurance was
perhaps in greatest demand, but in short sup-
ply, because of difficulties in operating health
insurance schemes.
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An exploration of actuarial data availabil-
ity*! reported that need for health insurance was
influenced by changes in population character-
istics. Demographic changes such as increasing
life expectancy result in an increase in the de-
pendency ratio; with a larger segment of retir-
ees, more will need to be spent on health care.
This contributes to an increase in demand for
insurance and pension products.

Willingness to pay likewise is an important
indicator in realizing latent demand (see also
Section 4.3 on Pricing). Even in a country like
Ethiopia, one of the poorest in sub-Saharan Af-
rica, one study found that the poor are willing
to pay up to 5 percent of their monthly income
for a scheme that can take care of their illness
related costs.*? In India an overview of com-
munity health insurance found that the most
insurance schemes charged a premium in the
range of INR100 per member per year, while
clients were willing to pay only around INR20
to INR60.* Findings from the field confirmed
this. The wages for unskilled rural workers are
INR30 to INR50 per day. The latter study also
took the view that community health insurance
could be an important intermediate step in the
evolution of a more equitable health financing
mechanism, comparable to social health insur-
ance in Europe and Japan.

A quantitative study under the Microfi-
nance Centre for Central and Eastern Europe
and the New Independent States, in exploring
demand for microinsurance in Georgia, found
that 32 percent, 20 percent and 16 percent of
households declared a willingness to buy health
insurance, life insurance and property insur-
ance, respectively.* Of the three, willingness
was highest for health insurance. The main rea-
sons stated by the respondents for not possess-
ing insurance were ignorance about insurance
(nearly 45 percent of respondents had never
heard about insurance or did not have enough

information), lack of trust (36.2 percent), and
high cost (31.6 percent).

An examination of the demand for insur-
ance vis-a-vis affordability also in Ethiopia
concluded that lack of demand for insurance
need not necessarily be the result of lack of af-
fordability alone, but may also be the result of
other institutional rigidities such as credit con-
straints.* The study found that if the poor are
allowed to borrow against their future incomes,
demand for insurance will go up.

Does it make a difference if insurance is
mandatory rather than voluntary? A compari-
son of the options was presented, using Vi-
moSEWA’s example, at the microfinance pro-
gramme of the Boulder Micro Finance Training
Institute, held at the International Training
Centre of TLO in Turin.* In 1992 and 1993
VimoSEWA enrolled 50,000 members for its
insurance programme when it was made man-
datory. In contrast, when the insurance product
was offered on a voluntary basis in 1994, the
number of insured dropped to 10,000. While
compulsion can increase enrolment and even-
tually stimulate demand, customized insurance
products accepted on a voluntary basis indicate
real client demand in the long run. It is this real
demand that could push service providers to in-
novate in creating new products and processes
that respond to client needs and priorities.

4.2 Product Design

Standardized product designs do not respond
to client needs, which tend to be localized.
Moreover, such products tend to be relatively
expensive, excluding access by low income
households.

An ILO / STEP (2005)* working paper*’
on insurance products provided by insurance
companies to the disadvantaged in India listed
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83 microinsurance products of which 55 per-
cent (as many as 46 products) covered a single
risk only. Most products covered life, which is
a relatively simple entry-point for microinsur-
ers. Client perspectives were hardly sought or
incorporated.

In an examination of the performance of
standard products for the poor, it was found
that despite a target of covering 1,000,000%
lives under the Universal Health Insurance
(UHI) policy announced by the Government
and implemented by the four public sector non-
life insurance companies, a mere 9,000 UHI
policies had been sold, i.e., less than 1 percent
of the target. This indicates that standardized
products across a large country may not serve
far more localized client needs, resulting in a
minimal response to purchasing of insurance
products.®

In East Africa, meanwhile, another esti-
mate demonstrated that as compared with the
cost of a comprehensive policy that bundles
in and out-patient coverage, the option of an
in-patient only policy could reduce the cost of
coverage by two thirds to three quarters of the
comprehensive policy.”® Depending on local
circumstances, offering separate, unbundled
products as an option in addition to comprehen-
sive products can offer wider choice to clients,
allowing more enrolment.

Again, examples from elsewhere demon-
strate that product innovations that respond to
circumstances of poor households can be ben-
eficial to clients. In particular, a policy of the
MFI Pulse Holdings Limited in Zambia pays
off loan repayment instalments (a maximum of
three) due for the period when an insured client
is il1.!

A serious consequence of having unsuit-
able products is a high dropout rate. In an

analysis of the health insurance schemes for
the poor in India, it was highlighted members
left the scheme if they did not get the benefits
they needed.>> The study emphasized the need
for inclusion of high frequency, low cost out-
patient care to provide such needed coverage.
Provision of out-patient care can be expected
to have spillover effects on in-patient care be-
cause it can reduce hospitalization rates and
cost of being an in-patient.

4.3 Pricing

Pricing of insurance products for low income
populations is a critical issue linked to supply
and demand. Premiums alone may not be ad-
equate to provide full risk cover while cover-
ing costs. Thus early years of microinsurance
offerings require soft funding to cover start up
costs.

A VimoSEWA India case study®® for the
CGAP Working Group on Microinsurance
assessed good and bad practices. Other un-
audited financial results of 2004 showed that
VimoSEWA suffered a net deficit of INR4.1
million without taking into account the donor
grant income. A revised business plan projected
it would take seven years time to attain viabil-
ity. This indicates that for sustainable micro-
insurance operations to stabilize financially,
substantial donor grant support is essential to
finance initial operational deficits.**

Rural households in India are estimated to
spend more than 6 percent of total household
expenditures on health, in a report by the Na-
tional Commission on Macroeconomics and
Health. The Indian per/capita household ex-
penditure on health for 2004-05 was estimated
atINR1,012, accounting for 73.5 percent of per/
capita total health expenditure from all sources.
At the same time cost estimate for providing
a comprehensive package of services that ad-
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dressed more than 95 percent of health care
needs was INR1,160 per /capita™ -- around 15
percent higher than the per/capita household
expenditure.

Female clients especially could benefit
from lower premiums. In an analysis of mor-
tality variations in India at the 7th Global
Conference of Actuaries, held in New Delhi in
February 2005, it was pointed out that because
female mortality rates are lower than male, a
need exists to reflect this phenomenon in pric-
ing of life products.”’

Insurance provision for the poor could be a
key factor enabling economic recovery after a
catastrophic loss, but as a constituent part of a
catastrophe management plan, since stand alone
insurance would have to be priced exorbitantly.
The December 2004 tsunami is a case in point.
The Report on Natural Catastrophes and Man-
made Disasters® estimated a total damage of
USS$ 14 billion in 2004. Out of this, the share
of insured property loss was only US$ 5,000
million, indicating the low spread of insurance,
especially among the poor. In India the esti-
mated loss of facilities and infrastructure due
to the tsunami was US$ 6.5 billion and loss of
production was US$ 2.1 billon. According to
an IMF estimate,” tsunami affected countries
faced direct reconstruction costs ranging from
0.5 percent of GDP (India) to as much as 23.8
percent of GDP (Maldives). Such catastrophic
events and consequent costs of rebuilding can
affect macroeconomic indicators, resulting in
deterioration of fiscal and trade balances, ris-
ing inflation and interest rates. Covering cata-
strophic events through affordable insurance is
not financially viable given that risks are co-
variant across potential clients. However, as a
part of a broader catastrophe management plan,
Governments can ensure a minimum level of
insurance provision. This was demonstrated in
Turkey in 2000, following the 1999 Marmara

earthquake, by making earthquake insurance
compulsory with the setting up of the Turkish
Catastrophe Insurance Pool (TCIP) through the
domestic reinsurer Milli Re.

4.4 Distribution and Outreach

Distribution for better outreach to low income
populations is a serious challenge. Some ex-
amples of distribution for better outreach in ru-
ral areas exist -- generally using intermediaries
like NGOs or MFTIs already working among the
target population -- but their financial viability
seems to depend on availability of soft funds
for initial market penetration and development
of distribution channels.

A micro-agent model in India was devel-
oped by Tata-AIG Life Insurance Company
Limited with a matching grant from the DfID’s
Financial Deepening Challenge Fund (FDCF).
Under the model, Community Rural Insurance
Groups (CRIG) registered as partnership firms
were formed with the help of NGOs who sold
and serviced microinsurance products. It was
observed that in the shortrun, premium pay-
ments alone could not result in profits, since
relatively large costs of US$ 0.24 million were
incurred in the development of distribution
channels for rural and social products. This
compared total premium revenues of US$ 0.12
million from the corresponding client group
since inception of the model in March 2002.%

A CGAP Working Group case study on
good and bad practices in microinsurance iden-
tified AIG Uganda as the first commercial in-
surer in the world to enter the microinsurance
arena and successfully upscale operations to
cover 1.6 million people in three countries.®!
Further, its microinsurance portfolio brought in
a profit of 20 percent on premiums collected.
Once established, AIG also was able to extend
cover to persons affected by HIV/AIDS. Initial-
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ly, however, the cover excluded deaths due to
AIDS. Over time, it became increasingly clear
that people do not die of AIDS but of diseases
like tuberculosis or pneumonia, to which AIDS
patients are also vulnerable. Further, HIV/AIDS
status in Uganda is highly protected, therefore
making it hard for an insurer to determine the
HIV status of a client. Following this, AIG
Uganda dropped the policy saying that it was
unenforceable and difficult to explain to clients.
Once extending insurance cover to HIV/AIDS
patients, however, it was shown from 2000 to
May 2004 that only 0.1% of total claims to AIG
Uganda were made giving the reason of “AIDS
death.”®? In India, coverage of HIV/AIDS pa-
tients through Tata AIG insurance is purposely
avoided as a “high risk group” and areas that
have high levels of HIV/AIDS (such as truck
stops) are avoided.® Further, microinsurance
agents have an incentive to avoid selling to
these and other “high risk clients” with pre-ex-
isting health conditions. The agents desire re-
peat clients from whom they can continue to
earn commission. Initially, the first year’s com-
mission was subject to a claw back if the policy
lapsed in the first six months. The claw back
had a harmful effect on the agents’ motivation
and was consequently discontinued.** There
are, however, microinsurance schemes in India
that extend coverage to people living with HIV
and AIDS. The Karuna Trust is implementing a
pilot health insurance scheme with the National
Insurance Company and UNDP India in Kar-
nataka State; pointing to a potential for change
in this approach. Under this pilot scheme, anti-
retroviral drugs will be covered for all insured
clients in three select field locations.®

An assessment of the impact of micro-
insurance in Kenya, Uganda and Tanzania
showed that expanding distribution of micro
health insurance policies to low income holders
contributed to access to better health care, as
compared with those who remain uninsured.®

Similarly, an investigation regarding whether
increased outreach through community based
health insurance schemes improved poor peo-
ple’s access to health care in Senegal found that
insured members used hospitals more often
than non-members, and their out-of-pocket ex-
penses for health care were lower -- thus, better
outreach did improve financial security. At the
same time, it was also noticed that while the
community health insurance scheme succeeded
in attracting the poor people, the poorest of the
poor remained excluded.®” This underlines the
need for an ongoing focus on improving out-
reach, while recognizing that, at least in the be-
ginning, the worst off may not be immediate
clients.

4.5 Procedures

Unsuitable procedures and procedural rigidities
can lower service quality and add to operating
costs. The consequent exclusion of potential
clients undermines market development. Pro-
cedural innovations can be critical in obtaining
and retaining clients while improving viability.

In East African countries — Kenya, Uganda
and Tanzania — where the procedure is to pay
the medical insurance claim directly to the
health service provider, access to health care
increased.®® Cashless transactions not only had
the added benefit of procedural simplicity from
the client’s perspective, but they also contrib-
uted to getting people care in the early stage
of illness. From the insurer’s perspective this
provided greater control over costs and service
quality. An innovative initiative is MicroCare
in Uganda, which offers “SMART cards” to
its clients, with their photo and details printed
it on it. When swiped, the card brings up their
photo for verification, as well as the entitlement
and coverage against the database records. Fol-
lowing the clinical examination, the SMART
card holder must return to the check-in desk to
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have the transaction details recorded in a da-
tabase, including the clinician’s name, the di-
agnosis, tests done and drugs prescribed. This
feature makes available the actuarial data and
the assurance of cost containment necessary to
secure the support of leading international re-
insurance companies.®

An exploration of alternative approaches
at a microinsurance conference in Munich pro-
vided the example of an MFI in Poland — TUW-
SKOK — which had linked the provision of mi-
croinsurance to savings rather than credit. This
procedural innovation could help those not
willing to be in debt with the MFI but wanting
to avail benefits of insurance.”

In India some NGOs have functioned as
effective intermediaries to overcome cumber-
some procedures, including rigid payment
schedules and documentation requirements, in
partnership with insurers, promoting market
development and renewal of policies. Some ex-
amples are Parivartan, DHAN Foundation and
BASIX, whose specific procedural innovations
were observed in the field and are presented in
Chapter VI.

A reduction of microinsurance premium
is possible with complementary procedures
for reduction of vulnerability of insured assets.
This is seen in the context of disaster risk man-
agement for developing countries in an analy-
sis of premium versus vulnerability.”! For In-
dia, in the state of Karnataka, a comparison of
claim ratios in two areas brought out significant
differences within the same UNDP sponsored
health insurance project: the claim ratio in Nar-
sipura Block of Mysore district stood at only 23
percent, as compared with 55 percent in Bail-
hongal Block of Belgaum district. The lower
claim ratio in Narsipura could at least partly be
attributed to (a) preventive intervention in the
form of propagation of benefits of consuming
herbal medicines for common minor ailments,

and (b) provision of revolving funds to SHGs
for on-lending, to cover health needs that fi-
nanced out-patient care.

4.6 Regulation

Standard regulations may be unsuitable for mi-
croinsurance, as is seen in the examples below.

India’s regulatory authority, IRDA, did
not have different (lower) capital requirements
even for those insurers willing to sell only mi-
croinsurance policies. The same high capital
requirements as a commercial insurer were ap-
plicable — of INR1,000 million (US$ 21.7 mil-
lion).”> Nevertheless, numerous examples exist
of lower capital requirements in this sector, for
example, US$ 1 million in Uganda, US$ 1.2
million in South Africa and US$ 0.29 million
in Sri Lanka. In the Philippines, microinsurers
based on a mutual schemes basis are permitted
to operate with lower capital requirements.

Some concerns have been raised regarding
IRDA’s August 2004 concept paper, Need for
Regulations in Microinsurance in India. One
was an implicit restriction of microinsurance
to a partner-agent model for India, limiting the
potential to innovate. The paper also was con-
sidered overly prescriptive regarding product
design.” Further, in the context of health in-
surance for the rural poor, serious reservations
were expressed by cooperatives, mutuals and
NGOs that the paper perceived them only as
agents with a limited distributional function.
This blocked their way in evolving pro-poor
processes and product features in an emerging
sector, as was reported in the newsletter Micro-
insurance Update in June 2005.

Before working on an enabling and sup-
portive framework, it would be useful to first
demonstrate functioning of different cases of
microinsurance operations at the grassroots
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level, and then use the experience as evidence
for policy advocacy.”* There are around 230
microinsurance schemes in Asia according
to AMIN (Asian Micro Insurance Network),
which provides bottom-up feedback. This sug-
gests using the micro to inform the macro in
addressing regulatory issues to grapple with the
challenges of financing and distribution.

Field level NGOs and MFIs that offer or
facilitate microinsurance generally tend to do
so for poor people living in relatively close
proximity. Consequently, their risk pool is not
well diversified across geography, occupation
and age. It was necessary to transfer the risk, an
important avenue for which was re-insurance.
Just as the poor have no access to insurance,
microinsurance institutions typically have no
access to re-insurance under current regula-
tions.” During the 7th Global Conference of
Actuaries it was demonstrated that re-insurance
was a cheaper alternative than holding high
contingency reserves.”® Creation of a facility
that would reinsure MHIUs would improve
their financial viability.

At a Round Table Conference on Microin-
surance Regulations, organized by FICCI and

IRDA in February 2005, it was proposed that
smaller microinsurance organizations, such as
NGOs and MFIs, be given the space and op-
portunity to grow by bringing them under
the scope of regulations. However, the IRDA
guidelines published in November 2005 did not
consider these smaller players as insurers, even
though some had pioneered interesting innova-
tions in this nascent industry. They were thus
left to operate in a legal vacuum.””

The review of literature signals and un-
derlines the need for microinsurance in India
and elsewhere. It highlights factors that have
inhibited this market. Need has not been trans-
lated into demand. Non availability of custom-
ized products and perceived high premiums by
customers can be compounded by poor distri-
bution, resulting in low outreach. Procedural
and regulatory factors can inhibit and facilitate.
Yet it has also found that the impact of micro-
insurance is positive where new products and
processes have been successful in responding
to client needs. This helped the study team to
develop a framework for exploring ground
realities based on field investigations. Find-
ings from the field are presented in Chapter V,
which follows.
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UNDERSTANDING GROUND REALITIES:
WHAT WORKS AND WHAT DOES NOT

5.0 Introduction

This chapter presents an analysis of ground
realities based on:

*  Primary field investigations in rural areas
through focussed group discussions
among possible clients, supplemented by
interviews with insurers and intermediaries
operating in the field

»  Presentations, interactions and feedback
from two consultative multi-stakeholder
workshops

The aim was to understand ground
realities in India through direct interactions,
complementing and taking forward the
brief review of recent secondary sources of
Chapter 1V, in order to (a) take account of
differing perspectives of clients, insurers
and intermediaries; (b) examine prevailing
experiences in insurance in the field to identify
what works and what does not; and (c) lead to
an identification of concrete measures that could
provide a fillip to the microinsurance sector. As
discussed in Section 1.3, the states of Orissa,
Rajasthan and Tamil Nadu were selected for
the primary field investigations. Each state
is quite distinct, allowing the work to capture
considerable variability
relevant for rural insurance, as well as different
stages of development of this industry.

of circumstances

Twenty focussed group discussions (FGDs)
were conducted among potential clients in the
three states, Rajasthan, Orissa and Tamil Nadu,”
providing valuable insights. Two types of
respondents were selected: those who had prior
experience with insurance services (current

clients) and those who had no past experience
(potential clients) to capture as much diversity
as possible. Separate interactions were held
with the two groups in each state. Responses
from the focus group discussions helped gain a
deeper understanding of client perceptions.

Questions centred on exploring demand
side issues, analyzing current challenges and
the extent of willingness to pay for insurance
services. An outline of the survey instrument
used to guide the FGDs may be seen in Annex
2. The FGDs were structured to investigate.

* Demand for insurance based on factors
like risk assessment and prioritization by
clients

* Reasons for and against insurance

*  Ranking of insurance preferences

*  Gauging general awareness aboutinsurance
services

* Estimating willingness to pay and
preferences regarding payment schedules

In depth interviews with selected insurance
suppliers helped in investigating supply side
challenges faced, such as delivery of services,
and tailoring products and payment schedules,
which were bottlenecks to growth. The
intermediaries helped in finding ways to bridge
the divide between suppliers and clients and also
shared their local experiences. For NGOs and
insurance officials, a semi-structured schedule
for conducting the interview was prepared and
used as a guide (Annexes 3 and 4).

These state specific field investigations
supplemented by two consultative
multi-stakeholder workshops — the first on
operational issues (Hyderabad, 21 November

Were
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2005) and the second on policy level issues
(Mumbai, 2 December 2005). Participants for
both workshops were strategically selected
and included insurance companies, regulatory
agencies and intermediary microfinance
institutions. The first workshop had more
operational level staff as participants, while
the second had more senior participants for
strategic and policy inputs. The workshops
provided opportunities to share the findings
from the field with insurance companies and
intermediaries, and to jointly discuss solutions.

Six sections follow; each takes up a
key issue pertinent to the growth of the
microinsurance industry. Section 5.1 discusses
the reasons for low demand in spite of intense
need. It also presents concerns of suppliers to
help understand why there has been so little
effort at market development. The rural market
is characterized by limited and inappropriate
services, inadequate information and capacity
gaps. Section 5.2 identifies challenges related
to product design, which results in a mismatch
between needs and standard products on offer.
Thesectionalsoidentifies reasons forinadequate
effort in product development. Section 5.3
discusses pricing issues, including willingness
to pay. It also highlights the criticality of
building historical data for competitive pricing
and discusses the vexed issue of subsidies.
Issues relating to distribution for better outreach
are analyzed in section 5.4. This is one of the
most often repeated reasons for absence of rural
insurance. The high costs of penetrating rural
markets, combined with under use of available
distribution channels, hinder the growth of
rural insurance services. Cumbersome and
inappropriate procedures inhibit development
of this sector, as seen in Section 5.5. Section
5.6 summarizes the key issues, capturing
contrasting perspectives of clients and insurers
that aggravate the difficulties. Specific field
examples and local innovations presented in
each section provide ideas for addressing each
issue.

5.1 Issues in Demand and Supply
a. Low and Limited Present Coverage

Feedback from the three selected states
supported what was observed at the macro
level, in Chapter IV, that the vast majority of
the rural poor did not have access to any form
of insurance services. Insurance coverage was
better in a relatively developed state like Tamil
Nadu, varying by area and availability of active
groups with NGO facilitation, as compared to
Orissa and Rajasthan. Coverage was far more
common in the case of life rather than non-life
products, confirming that most non-life products
needed to be ‘sold” or made compulsory. This
was true despite a very wide range of risks that
the rural poor face and clearly articulate, as
seen in Chapter III.

b. Willingness to Buy Insurance: Perspectives
of the Target Population

The poor provided reasons for buying or not
buying insurance products. The willingness
to buy insurance was seen to depend on a
number of factors, including recognizing
need, understanding insurance, availability of
a suitable product, awareness of the product,
affordable price, trust based on observed
reliable service, suitable period of premium
payment, and availability of finance for
premium payments. Why was the willingness
to buy insurance so low? Responses of potential
clients and current clients were distinctly
different, as presented below.

Potential clients, i.e., those with limited or
no previous insurance exposure, provided the
following reasons for not buying insurance:

»  Unaware of microinsurance products
*  Could not afford the premium, because

income was highly variable
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* Annual cycle followed by insurance
companies did not match the 6-8 month
timeline that livestock owners needed for
exchanging milch animals. (Thisis theusual
duration, after which milk yield is reduced
and animals need to be exchanged)

*  No one was willing to visit them for sales
and claim servicing because the village was
remote, even though they were interested
in finding out about insurance

*  Unfamiliar with the local agent or company
selling insurance products

*  Thought that insurance was only for the
old and sick

* Did not own enterprises, hence, did not
think they had any insurable asset

Those with previous insurance experience,
the current clients, had a set of different
responses:

»  Distrustful of insurance companies because
they had seen a genuine claim rejected in
the neighbourhood

*  Products on offer did not cater to real
needs

*  Tired of the expense and time required for
documentation and processes involved in
claim servicing; in particular, obtaining
a certificate from a veterinarian and ear
tagging” required to insure milch animals
was considered too cumbersome

*  Paying premium each year even when no
loss was incurred was seen unfair; so the
motivation to insure was low, particularly
when products were perceived to be priced
high

*  Too much time taken in receiving the
payout

* Insurance forced by banks when animals
(cattle) were purchased using a bank loan

The responses were interesting, specific
and informative. These could help in building
demand.

¢. Perspectives of Suppliers

Staff of insurance companies confirmed that
they provided minimum cover to this section
of the population, primarily under the rural
and social sector obligations to meet IRDA
directives. Further, they preferred to fulfil the
mandatory directives through rural insurance,
rather than social sector, focusing on the
relatively rich. As a consequence, the BoP
households in most cases continued to remain
excluded from commercial insurance services.
Coverage of low income rural households has,
by and large, been through special initiatives
of NGOs and microfinance institutions. Some
commercial insurers are now watching these
operations with interest, with the aim of
forging partnerships following a new interest
in expanding their client base. They agreed
that the rural sector had untapped potential,
but insurers were daunted by the initial costs
of market development because there was no
guarantee that those investing would be the
ones to reap profits. Incentive incompatibility
was a concern -- insurers felt that benefits of
incurring costs of market development could
go to competitors, which they could not justify
to their supervisors. Overall, the mainstream
insurance players, both public and private,
have yet to take this up seriously as a business
proposition.

d. Low Awareness and Gaps in Understanding
Concepts and Procedures

The field investigations revealed low awareness
about insurance related issues, not just among
the BoP population, but also among the
facilitating agencies and field staff.

Among poor rural households, insurance
services were so limited that there was little
experiential knowledge. Self-help groups
were ignorant about new, private insurance
players. However, they were familiar with
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the intermediary organizations, which worked
much more closely with them; the intermediary
organization’s name and role was much more
easily reported by the respondents, rather
than ultimate insurers. Regarding knowledge
about products, it was largely limited to life
insurance and the Life Insurance Corporation
(LIC). Awareness of non-life risk coverage,
insurance products and insurance companies
was abysmally low. Some awareness existed
about crop insurance, but only a single
beneficiary of crop insurance was found
in the survey. Ironically, the field staff of
implementing agencies also were ignorant
about the technicalities of insurance, and were
not always aware of the products’ features
and processes. Consequently, they were often
misinforming clients as well.

Conceptually, the purpose of insurance
was differently understood by clients and
insurers. Both concepts were partial and led
to a gap in the motivation for insurance. For
the client, insurance mentally translated into
savings,* whereas for the implementing agency
it was a matter of equal return, if not more, to
cover costs and make profits. In combination,
inaccuracies and gaps in understanding led to
false claims and non-renewal of policies, which
in turn contributed to loss of faith in insurance
services.

Educating prospective clients may notbring
directreturn to insurers, but such investment will
go a long way in supporting market creation.
While long term portfolio growth required
investment in capacity building, insurance
company officials revealed a reluctance to
do so, because of incentive incompatibility.
Nevertheless, examples of capacity building
could be found. Box 5.1 shows an example of
an effective capacity building program from
Tamil Nadu.

e. Managerial and Operational Capacity Gaps

Provision of microinsurance services to the
rural poor requires management and operational
capacity at the grassroots level. Well established
organizations, with professionals heading field
units and operational procedures and systems
in place, were most trusted by insurance
companies because of their managerial and
operational capacity. Examples were Bhartiya
Samruddhi Investments and Consulting
Services Limited (BASIX) and Development
of Humane Action (DHAN) Foundation. These
were used as first-tier partners for field level
functions by insurance companies. Second-tier
NGOs and microfinance institutions were those
with experience in social intermediation and
effective communication skills, who also were
familiar with microinsurance. But NGOs that
satisfied these criteria were very few in number.
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The vast majority of medium sized and small
NGOs require a great deal of capacity building
to bring them up to par for delivering insurance
services.

The first tier, well reputed NGOs and
microfinance institutions, operating on a
reasonable scale with established systems and
procedures, have managed to negotiate good
deals with insurance companies for more
relaxed conditions and suitable insurance
products at better prices. The same advantages
need to be transferred to smaller organizations
that could qualify to become agents. Box 5.2
shows an example.

5.2 Challenges in Design of Insurance
Products

As we have seen, though public sector insurers
claim the existence of more than 100 rural
insurance products®! (Annex 5) covering a
range of crop, livestock and business assets,
health risks and accidents, field investigations
revealed only a few were operational on ground,
e.g., cattle, life and accident insurance. The full
range of products available on paper are neither
promoted nor demanded in the marketplace.
The primary weakness is the rigid design of
products offered: since diversity is the hallmark
of rural India, standardized designs for the
entire country resulting in a ‘one-size-fits-all’
approach by insurance companies does not work
well to serve the needs of rural poor. Serving
this market requires insurers to understand the
localized needs of their clients and to develop
and promote customized products to meet these
needs.

a. Mismatch Between Customer Needs and
Products Available in the Market

As seen in Chapter I1I1, survey findings show that
needs are highly location specific - influenced
by local livelihood options, agro-climatic

conditions and other location-specific risks.
The risks faced by the poor vary not only across
states, but also within the state. For example,
the risks faced by the poor in both Orissa and
Tamil Nadu differ significantly between coastal
and interior areas. Asset loss was more of a
concern in coastal areas whereas priorities were
different in the interior. Thus, drought and health
(primary health), which influence livelihoods,
were of greater concern for the poor than life per
se in two states -- Rajasthan and interior Orissa.
In the coastal regions of Tamil Nadu and Orissa
the major concerns were losses in business or
household assets, probably due to the frequency
of cyclones and the recent tsunami experience.
Undernourishment caused by drought-related
food shortages and lack of primary healthcare
were considered a higher risk factor than life
per se in Rajasthan and interior Orissa as
compared with coastal regions of Tamil Nadu
and Orissa. Existing insurance products did not
consider the different needs and priorities that
varied by location. Basic market development
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activities such as identifying local needs and
promoting products that addressed them was a
significant gap.

Apart from variations in risks, other
local circumstances also were relevant in
understanding client needs which products
tended to ignore. A number of specific
examples of mismatch were observed. Under
life insurance inappropriate age limits were a
deterrent. For example, the product Janashree
Bima Yojana (JBY), offered by the Life
Insurance Corporation, had an upper age limit of
60. In a country where average life expectancy
is higher, at 63.3 (male - 61.8; female - 65),
this was a major deterrent for rural clients. The
deterrent effect was compounded in self-helps
groups, where one or two women from a group
of'around 15 members, who were above the age
limit, might be excluded, while the rest were
considered insurable. This disturbed group
cohesiveness, even while the insurers depended
on the group for collection of premiums. The
situation was worse in the case of private
insurers, like the Housing Development Finance
Corporation Standard Life and MetLife, which
only covered clients younger than 50. Further,
life insurance companies effectively exclude
poor rural clients when they have a minimum
endowment insurance plan for INRS50,000
(US$ 1,100.00). Moreover, rural clients, like
their better off urban counterparts, also would
like to be compensated if they are alive after the
duration of the life insurance policy, which was
not found to be the case.

At times policies were found to be stricter
for rural areas, virtually creating entry barriers,
and shrinking demand. Though the JBY is sold
to groups of 25 in rural areas, some units of
insurers insist upon a minimum enrolment of
1,000 members, excluding smaller NGOs and
self-help groups. In the case of endowments
for education scholarships under the Shiksha
Sahayog Yojana given to children studying in

9th to 12th grades, the entitlement was lowered
in some cases from two children per household
to one per household. There also were reports
in the field whereby intermediary agencies had
restricted scholarships without adequate and
transparent eligibility criteria. In cases where
grandchildren were being cared for by clients,
children were excluded from the scholarship
programme with no regard to differences in
households and caretaking arrangements.
This was another example of inflexibility in
responding to client circumstances. Rigid
payment plans, out of sync with cash flows
of rural clients reflect the ‘one-size-fits-all’
approach of insurers. Because October is the
month in which social security payments are
made, clients postpone scholarship eligibility
payments until then, paying for three-quarters
in a lump sum, rather than following the
prescribed quarterly schedule of payments.
One popular product was the combined pension
product for farmers, Krishi Shramik Samajik
Suraksha Yojana, offered by the LIC in 2001.
Despite high demand from women’s self-help
groups, this product was withdrawn from the
market for unclear reasons.*

Women at the bottom of the socio
economic pyramid also have limited access
to formal financial resources, so they tend to
depend on informal sources for most of their
needs. Overall income streams are less regular
and subject to seasonal fluctuations. Currently
offered microinsurance products are not
flexible and not priced suitably, as observed in
the review of the literature and feedback from
the field that helps understand ground realities
(Chapter V). Even the minimum sum assured
(INR 50,000) prescribed in certain insurance
covers acts as an entry barrier to participation
in these schemes.

Health insurance products were observed
to be fraught with challenges in the field. In

the case of mediclaim policies, the sub-limits
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allocated to categories such as transport, room
rent for hospitalization and surgeons’ fees
unnecessarily complicated reimbursement
of expenses for rural clients. Simplifying
reimbursement processes would ease procedural
requirements for the predominantly semi-
literate rural clients. Currently healthy persons
also need to be motivated, through cumulative
bonuses, to join or continue to participate
in health insurance plans. Discussions with
clients suggested that the 30 day waiting period
until the policy comes into effect, along with
exclusion of hospital expenses for the first year,
are seen as deterrents. Exclusion of common
health procedures like caesarean section
operations for mothers-to-be also had negative
market consequences. Absence of policy cover
for HIV-positive people was a further problem
in areas where such cases were prevalent; such
exclusions affect women disproportionately
because they are both the infected and affected,
through being primary care-givers to an
infected family member, while facing stigma
and discrimination in the local community.
Customized health insurance products were
found to be piloted in just two cases, arising
from the facilitating NGO’s initiative in
working with rural populations.

In case of death, households needed quick
payouts to cover immediate expenses like costs
of the funeral. No product addressed this need.
But some NGO innovations were based on
revolving funds of established SHG federations
(Box 5.3).

A number of bottlenecks were unearthed
under livestock and cattle insurance. As noted
above the general cycle in milch animal raising
is to exchange the animal after a period of six to
eight months, when the milk yield is reduced.
Rural clients with cattle look for insurance
products with this timeframe in mind, rather
than a year. Insurance companies sometimes

offered short term products for other livestock;
doing the same for cattle would help. For many
clients milch animal theft was perceived as a
high risk, but existing products did not cover
this risk.

Despite demand for insuring dwelling
units and household assets, insurance coverage
was only available if the house had been
constructed using institutional sources of credit.
The coverage available is INRS5,000 (US$
110) for the structure, and INR1,000 (US$ 22)
for its contents. Given the demand for home
insurance, a wider range of products and prices
on offer would help tap into this business.

Bank managers recommended that
credit life insurance products be offered by
insurance companies linked to bank loans, as
a small addition to the interest rate structure.
Clients were open to the idea when it was well
understood and accepted, rather than perceived
as compulsory without understanding the
benefits. Box 5.4 relates the case of a situation
where such an arrangement could have helped
save a self help group.
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b. Lack of Sensitivity to Gender

The challenges which women and other
disadvantaged sections face have not
disappeared. Women still face barriers such
as limited mobility, access to resources,
access to information and pressure on their
time. Most insurance offices are located in far
away urban centres. Hence, women and other
socially disadvantaged groups such as tribal
and scheduled caste households are not able to
visit those offices often; conversely, insurance
company messages do not reach these groups.
For training, insurance companies
trainees to urban centres. These groups tend
to skip such trainings because they cannot
commute to these centres daily. Sensitivity to
the need of specific female and male oriented
concerns was very limited. There was no

invite

anti-gender stance, but rather, very limited
exposure and understanding of gender related
issues, which limited the suitability of product
design. For example, while SHGs, with their
overwhelmingly female membership, were
considered efficient vehicles to promote life
insurance for women, the dangers of promoting
it amongst all women members of SHGs
including those living in conflict with husbands
-- was not fully recognized. Safeguards in
productdesigntoremoveincentives fordomestic
violence were needed. In cases of widows
buying life insurance, the sharing of benefits
between sons and daughters was a relevant
question. Male alcoholism or drug abuse which
directly affected household income was not
covered. Under private health insurance, while
payments to providers certainly promoted
efficiency, cases of unnecessary caesareans and
hysterectomies in Northwest India have been
reported.® In a strongly pro-natalist society
like India, childless couples spend a great
deal of resources on fertility treatment, which
was not considered for insurance. Policies
for education expenses often were advertised
primarily for sons and marriage expenses for
daughters, reinforcing stereotypes in spite of
changing social circumstances.

c. Inadequate Effort in Developing New
Products

Overall, little or no effort in customization of
products or development of new products was
observed among insurers.

A major reported impediment to new
product development was a near absence of
historical data on the BoP population. Lack of
historical data came in the way of insurance
companies understanding these markets better,
building product features, excluding benefits,
if any, pricing competitively, and developing
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a conscious promotion strategy around a
product. The question is, who should be doing
such data collection and management, which is
a public good that can help the sector at large?
Individual companies were reluctant to invest
in shared databases and pooling their claims
history for the common good of the sector.

A second impediment was lack of trust
between the insurer and the insured. Building
of trust tends to be a time consuming process
requiring investment from both parties and
facilitation by intermediaries. Trust can be
built based on a good track record, but short
time horizons and concerns with immediate
profits were inhibiting factors. At the same
time, many facilitators also lacked adequate
knowledge. Unless insurers saw value in
engaging a facilitating agency (say, an NGO or
MFT already working with the BoP population),
it was going to be hard to bolster and retain
trust.

Where insurers worked with intermediaries,
the tendency was to see them primarily as
a means of access to clients for collecting
premiums, rather than a resource that could
be involved in both product development and
pricing. Insurers need to see a ‘win’ in a far
more substantive engagement with intermediary
agencies, going beyond treating them as a
means for client access, in the absence of which
customization would be difficult. Product
development required a longer term horizon
and an ongoing dialogue. Nevertheless, some
innovations observed in the field (Box 5.5),
though few and far between, provide pointers
for the future.

While workshop feedback underscored the
feeling by most insurers that microinsurance
is primarily a social obligation rather than a
business proposition. There was nevertheless
new thinking and serious debate about this

being a future area of thrust. However, at
the time of the study, no strategic moves had
yet been made by companies for substantial
investments in new products or scaling up of
the microinsurance business. A ‘wait-and-
watch’ approach prevailed, though companies
expected significant developments soon — it
was only a matter of time.

Table 5.1 presents an outline of specific
coverage and limitations of currently available
products.

5.3 Pricing Issues

a. Willinness to Pay and Perceived High Price
of Microinsurance Products.

The opportunity cost of money for the poor
tends to be high. Not only are they price-
sensitive, but their ability to pay also is low.
Pricing of insurance services therefore requires
considerable thought. Insurance companies
have yet to devise ways to provide superior
insurance services at competitive prices to cater
to the BoP market.
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Respondents among the SHG women
reported that they had developed their own back
upsystemstotide overunforeseencircumstances
and therefore were reluctant to pay what they
considered high premiums. They indicated a
willingness to spend, about a day’s wage per
month on insurance overall for their particular
risks and priorities. This worked out to a sum in
the range of INR360-600 annually (US$ 8-13),
assuming wages to vary between INR30-50 a
day. The relatively poorer ones were willing
to pay in the range of around INR100-300 a
year on insurance. Conservatively, a reasonable
average starting range for insurance companies
to consider seems to be around INR300-400 a
year premium to begin with, with variations
across specific client groups and products.

Expenditure toward insurance premiums
as a proportion of the total annual household
income for relatively well-off families in urban
areas is estimated at be around 8-10 percent. A
low income household with an annual household
income between INR 9,000 and 15,000 may
not pay out and maintain such percentages over
the years, more so for products considered sub-
standard. Survey results indicate that premiums
exceeding a day’s wage per month on average
will be difficult for clients to accept, at least in
the early stages.

Currently, the break even price (premium)
for a simple health insurance product for a
family for four, assured a sum of INR10,000
is estimated at INR350-400, while the break
even premium for other products such as crop
or livestock insurance is much higher, in the
range of INR750-1,500. Clearly, this is beyond
a poor family’s capacity to pay.

Interestingly, existing premiums charged
were seen as high, not just by clients, but
also by insurance experts themselves. Expert
opinion was that insurance companies, both

public and private, tended to overprice products
(Box 5.6).

b. Inappropriate and Unclear Basis for Fixing
Premiums

Insurance company staff explained that prices
most often were fixed on the basis of macro-
economic and secondary data. Such data are
remote from the BoP population and not quite
relevant. It was difficult to arrive at competitive
pricing in the absence of reliable local data.
Location-specific data could help build
actuarial costs and facilitate more competitive
pricing. For example, BASIX was able to
reduce premiums based on historical data of its
own programme with one of the leading private
insurance agencies. Building historical data on
claims could help companies lower premiums.

Prices tended to be higher when risks were
spread over a relatively small population with
limited variety in client profiles, as in the cases
of small pilots undertaken by a single agency.
Scaling up pilot projects within and outside
a state could help in spreading risks over a
wider population, thus reducing price, as could
competition in this market.
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Pricing mechanisms often were not clear.
When intermediary facilitating agencies,
particularly grassroots organizations, did not
clearly understand the logic of the pricing
structures, they could not explain the reasons
for the perceived high prices to the beneficiaries.
Intermediary agencies working at the grassroots
said that, with their local knowledge, they
would play an important role in contributing
to competitive pricing. For example, historical
data from BASIX and similar organizations,
when pooled, would be very useful for insurance
companies entering this market.

¢. Lack of Data and Information Management
Systems

Lack of historical data on risks and claims
experience makes it challenging to calculate
premiums on any actuarial basis. For example,
in assessing premiums for health insurance,
poor information exists on the health status

and claims history of the rural poor within a
region. This makes it difficult for any scientific
calculations. Insurance companies therefore fix
premiums over cautiously, adding cushions,
such as basing the health insurance premium
on the age of the eldest in the family as well
as the number of family members. Moreover,
systems to pool and manage information
about microinsurance clients are absent. Even
basic information, for example, on product
performance or comparisons of different
microinsurance products was not published
regularly. When no historical data are collected
from clients, insurers are unable to price
products actuarially.

Even so, some information exists based
on small experiments, NGO programmes and
individual insurance company experience. But
these data were not shared or pooled, because
no individual insurer had the motivation to
make available information to competitors.
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Management and pooling of such data is vital
for insurers and intermediaries to be able to
offer the best prices -- even reduce them over
time. Box 5.7 illustrates how data can be used in
pricing decisions. The SMART Card system of
MicroCare in Uganda (see Section 4.5) also is
illustrative of how shared electronic databases
updated in real time, have helped adjust prices
for medicines and treatments as well as moni-
tor diagnostic practices for microinsurance
clients.

d. Subsidies

Insurance was being subsidized in part because
of the need to meet quota obligations. The
question of whether ornotto subsidize was much
discussed among insurers and intermediaries.
The predominant opinion opposed subsidies.

Insurers and intermediaries argued that
subsidies were highly detrimental to the long
term development of this new market. It was
important for long term sustainability that ru-
ral insurance products be designed and priced
to be affordable and financially viable on their
own. However, NGOs and some insurance
staff wondered why the sector should not ben-
efit when soft funds were available. This group
felt that a measure of subsidization through
Government grants or donor funds was even
necessary for certain aspects of insurance —
1.e., those of common interest to all insurance
suppliers.

The two positions were only seemingly
contradictory. On further probing, there was
agreement that financial support was useful -
even essential -- for a limited time during the
market development, creating and strengthen-
ing complementary services and establishment
of a database as a 'public good'. Over time, cost
and, thus, prices were expected to fall as data
on claims history became commonly available
and competition was established.

Box 5.8
Subsidies Could Lead to Distortions:
An Example from Rajasthan

The Urmul Seemanut Samity operating in Bajju, Rajasthan,
paid a premium of INR 13,000 (USS$ 289) for rainfall insurance
covering 21 farmers. Having become accustomed to this, they saw
no point in paying the premiums from their own pockets. This
also created a dependency on the NGO. The farmers were neither
aware of product’s features, nor whether it met their needs -- and
they did not really care. The money spent on subsidizing insurance
for a handful of farmers could have been better spent on educating
a larger number about the risks they faced and insurance potential
to address their real needs.

However, inappropriately applied and
ongoing subsidies distorted the market. An ex-
ample of an NGO from Rajasthan illustrates
how price distortion can impact the market
(Box 5.8).

While subsidies could distort incentives,
the reverse is also taking place, with demand
being sustained through subsidization of

premiums. As seen in Box 5.6, the prominent The
life insurance product JBY is being sold for question
INR 200 per member per year, of which only of whether
half is paid by the insured. Although the price or not to
is considered unduly high for the cover pro- subsidize
vided, clients were buying the JBY because of was much

the Government subsidy, helping market devel- debated

opment. However, what would happen if the
subsidy were suddenly withdrawn remained an
open question.

Well meaning social protection schemes
initiated by the Government thus could dis-
tort the market for rural insurance and create
avoidable confusion, as seen in a Tamil Nadu
example based on donor funding from the In-
ternational Fund for Agricultural Development,
Rome (Box 5.9).
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5.4 Distribution and Outreach Issues

Insurance companies found the cost of
distribution in rural areas more expensive
because of poor connectivity and the absence
of a physical presence. Setting up office
infrastructure with staffing involved overhead
costs. The agency model, predominantly used
in urban areas, was not considered cost effective
for rural areas where business volumes were
expected to be lower.

a. Underutilization of Existing Distribution
Channels

Insurers preferred to tap into larger NGOs
and  microfinance  institutions  already
working in rural areas, with a critical mass of
beneficiaries. This limited their rural operations
to collaboration with a few big NGOs with
SHG members running into several thousand.
Thus, while benefits reach the rural poor,

especially women, through SHGs, smaller
NGOs are excluded, as is the majority of the
rural population.

Insurance companies and intermediaries
clearly realized that the present outreach was
seriously limited. Now that IRDA regulations
have permitted NGOs, microfinance institutions
and self help groups to act as microinsurance
agents they could be used to scale up delivery
exponentially.

b. Inadequacy of Commissions

As it now stands, the commission structure
for rural agents is inadequate. As stipulated
in the regulations, an insurer may pay a
commission of 10-15 percent of the premium
as compensation for expenses incurred on
marketing and administration. In rural areas,
poor connectivity and dispersed populations
result in higher entry costs. The experience of
large rural agents indicates that administration
and marketing expenses stand at around 20-35
percent of the premium (for a customer base
of 10,000), clearly higher than the present
commission levels permitted. While larger
NGOs may be able to cross-subsidize based
on other operations and soft funds, this deters
potential agents considering an entry in rural
areas.

c¢. Potential for Other Delivery Channels

Potential exists for exploring other channels as
well, such as the rural branches of nationalized
banks and the network of Regional Rural
Banks. For example, SBI Life Insurance has
demonstrated the effectiveness of using its
network of rural and semi-urban branches to sell
insurance directly to rural customers. Similarly,
agencies like BASIX have been linking their
borrowers with insurance by providing life
insurance services combined with a credit
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product. Indian Farmers Fertilizer Cooperative
Limited already is selling insurance as a
bundled product with fertilizer bags. Another
innovation has been selling non-life products
through post offices by Oriental Insurance
Company Limited.

Again and again local presence was named
an important prerequisite for doing business
in rural areas. The field survey revealed that
farmers were unaware of the availability of
crop insurance. This was primarily because
the Agriculture Insurance Company had no
field presence beyond state capitals. One way
of accessing farmers to sell crop insurance is
through reputed agricultural input dealers (say,
fertilizer dealers), and following up with a field
officer for monitoring and evaluation. United
India Insurance initiated some field presence
by setting up one man ‘micro-offices.” These
‘micro-offices’ issue policies and collect
premium, but for the present, do not process
claims, which is a service bottleneck. The focus
appears to be primarily on ‘getting the business’
rather than servicing client needs, which can
affect credibility. Commission on sales would
be a great incentive for rural insurance agents,
with little capital investment.
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Box 5.10 is an example of how insurance
companies could expand outreach at low cost,
while simultaneously benefiting the poor.

In the case of the LIC’s Janashree Bima
Yojana, the location of their Pension and Group
Schemes division in the state capital -- with no
local outreach in spite of an NGO tie-up -- has
resulted in enormous costs and delays in claims
processing, as Box 5.11 illustrates.

Office bearers of successful SHGs have
acquired a prominent position in the local
communities because of their credibility and
close social interaction with both the local
population and formal institutions including
the elected village panchayats, banks and local
government agencies. Commercial interests
are beginning to tap into this new resource and
hire SHG leaders to sell a variety of products.
Insurance companies have yet to tap into this
in a big way. Table 5.2 puts together a list of
possible channels identified.

Many SHG leaders were found to be taking
up the work of agents in private sector financial
companies that provide insurance cover that is
unapproved. These companies take a master
policy with other formal insurers for products




like accident risks. The SHG leaders have
mobilized sizable deposits for such unapproved
schemes from the members of SHGs in their
own and nearby villages. This phenomenon was
widespread in Madurai and Villupuram districts
of Tamil Nadu, and could lead to unscrupulous

practices.

To discourage unscrupulous practices,
NGOs could work with the SHG leaders,
weaning them away from the fold of such

unapproved companies, and could propose
legitimate insurance companies train such
self-help group leaders as insurance agents
to expand their reach, furthering outreach and
providing them business. Instituting visible
and well publicised certification for approved
providers also would reduce the potential for
unscrupulous practices that could severely
damage the fledgling market.

5.5 Procedural Challenges
a. Cumbersome Processes

Access to client information was a challenge
for insurance companies across the board.
This resulted in far greater concerns regarding
adverse selection®” and moral hazard®®
concerns applicable for all insurance services,
not just rural. In the case of rural populations,
insurance companies’ distance from clients,
gave rise to a greater discomfort factor on the
part of insurers contributing to exceptionally
cumbersome procedures, particularly in claims
servicing. This intimidated both beneficiary
and the nominee, contributing to non-renewals
and mutual suspicion.

Some stipulations were difficult to fulfil
such as having local authorities certify the
occurrence of an event, or a government doctor
certify that death was not suicide. Obtaining
such certificates was very hard for the poor
and prolonged claim servicing. These time
consuming, cumbersome processes were a
major deterrent to enrolment and renewals.
For example, life insurance payouts required a
death certificate to be issued by the Revenue
Department authorities in case of a natural
death, and a Police Inquest Report in the case of
an accidental death. Companies also required a
certificate from a doctor verifying the cause of
death.” In some rural areas, accessing a doctor
can be a challenge, and obtaining a death
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certificate in the case of sudden death, when the
person was not hospitalized was difficult. Box
5.12 provides a real life example from Tamil
Nadu.

However, the documentation challenge
did not stop there. Some insurance company
staff carried it further, going as far as charging
a higher premium from clients who could
not produce a formal proof of age through
documents such as a birth certificate, hospital
certificate, passport or school records. This
creates an entry barrier for those clients for
example who were born at home or did not
enrol in the formal education system. The local
equivalent of a birth certificate, such as religious
documentation, janamkundli or jathakam, or
certification by sarpanch, should be identified
and accepted by suppliers in these cases.

Procedural challenges affect livestock
insurance as well. Insurance companies need
a way of verifying the identification traits,
health and value of the insured animal. This
requires tagging the insured animal’s ear, and
obtaining certification from a veterinarian,
and costs time and money to clients. Genuine
claims for cattle insurance often were rejected
by insurance companies because of a lack of
an ear tag,” sending a discouraging signal to
clients and reducing future business. Clients
were frequently unaware of how to address their
grievances when genuine claims were rejected.
At the same time some interesting innovations
for livestock certification were observed in the
field (Box 5.13).

Rigid payment schedules also deterred
clients. Many SHG members expressed
difficulties in paying insurance premiums of
INR100 or more in one lump sum. In fact, it
was the poorer clients who found it hardest,
even though they were eager to enrol in health
insurance schemes perceived as beneficial.

They asked for flexibility to be introduced such
as paying the premium in monthly instalments.
However collecting premiums monthly added
to administration costs. This dilemma could
be eased if an SHG could pay the premium
to the insurance company from its common
fund and collect it from individual members
in easy monthly instalments, making premium
payments affordable and convenient. Potential
solutions are illustrated in Box 5.14.

Non-renewal by clients was seen across
all states, and clients need to be educated in
the benefits of continuity of policies. ‘No-
claim bonus discounts’ are offered as reduced
in premium payments for clients who had a
claim free year. These are limited to vehicle
and poultry insurance. Extending this to other
types of insurance will provide a positive
incentive for claim-free clients to continue. In
addition, renewal processes need to be simple
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and systematic to help continuation. Box 5.15
presents an innovative example of how this
can be accomplished even in a remote tribal
village.

Claims settlement remains predominantly
centralized. More experienced public sector
insurers preferred centralization, not so much
because of cost consciousness, but more
to suit audit requirements. Centralization
also was observed among private players
that were relatively inexperienced in rural
insurance. Nonetheless this often led to
delays in settlements, leading to loss of faith
in insurance among rural customers, who not
only needed the payouts, but also needed them
at critical times. Easing these processes and
decentralizing claims servicing, while ensuring
suitable checks is an important condition. There

are also gender issues. Existing processes of
enrolment and claim settlement followed by the
insurance companies are time consuming, some
requiring at least four to five visits to different
offices; e.g., visits to veterinary hospitals
and Government authorities for tagging and
obtaining certificates. Poor women have severe
time constraints, working more than 16 hours
a day on average in paid and unpaid work that
includes taking care of children, spouse and
otherrelatives; household work such as cooking,
water collection, fuel wood collection, washing
and cleaning; and the farm related work such
as crop production and maintaining cattle and
other animals. Poor women thus tend to avoid
joining microinsurance programmes, depriving
them of access to insurance products.

Other practical problems included a weak
postal infrastructure and inadequate addresses
of clients which hinders delivery of claims and
receipt of documents. In Orissa, for example,
it was reported that 20 to 25 percent of policy
documents sent by insurance companies do
not reach their destination. This underlined the
importance of expanding the potential role of
intermediaries as third parties in administering
claims processes. However, while the role of
intermediaries could be widened, some caution
is called for in using their services. Exceptional
delays in settlements when third parties are
used could mean misappropriation of funds.
Field evidence indicated that third-party claims
administrators could at times create more havoc
than good, as seen in Box 5.16.

On the other hand, New India Assurance
Company Limited in Madurai had processed
claims of self-help group members of Network
for Education and Empowerment of Rural
Artisans without engaging any third party help.
The clients reported they were satisfied with
the speedy claim settlement processes.
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b. Local Language

Surprisingly, many insurance companies did not
follow what seemed like common sense, such
as producing materials in the local language.
Choosing English was unsuitable becuase most
rural clients were not only illiterate, semi-
literate or less educated, but education they
had was predominantly in the local language.
Even those who could read some English
found it hard to understand and interpret what
was written. However, processes are often not
clearly understood by the facilitating agency
staff either, when the forms and instructions
are not available in local languages. This built
enormous information barrier, since clients
and even facilitators needed interpreters to
understand policies and fill out documentation.
While this is a problem for men and women
alike, women are less likely to have access to
education in general and English in particular,
aggravating the communication gap. This
becomes a problem at later stages, for example,
when NGOs find that terms and conditions,

particularly exclusion clauses, cannot be
properly explained to clients before enrolment.

As insurance companies have recognized
the potential of this new market, some were
taking steps to rectify this common practical
problem. For example, New India Assurance
Company Limited had designed application and
claim forms in Tamil for a special Mediclaim
Policy offered to self help group members.

Problems of non-transparency likewise
could be solved through printing of leaflets and
forms in the vernacular. IRDA regulations now
require insurance companies to print a policy
brief in the local language and distribute it to
all clients.

c¢. Inadequate Transparency -
Information to Clients

Incomplete

Language is a natural barrier, but insurance
agents did not always give complete
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information to clients while selling products.
Sometimes they acted callously, not explaining
the terms and conditions of the policy to clients,
which created misunderstanding and lack of
trust between clients and insurers. This was
particularly so for health insurance products,
where claims are portioned into sub-categories
and reimbursement requires keeping track of
expenses within each sub-category. Agents
were, in short, not completely transparent
in explaining all aspects of coverage, non-
coverage and claims processes.

This was the case with the Kaliamman self
help group in E. Pudupatti village of Madurai
district, Tamil Nadu. Rajathi had been leading
this SHG with 18 members for 10 ye five
years. Upon the death of a member, the group
lodged a claim, which was rejected. It was
only then that the members learnt that their life
insurance only covered accidental death, not
natural death. The members felt frustrated and
cheated because this had not been explained
to them while shopping for life insurance; it

would have been an important factor in their
decision. They have now changed their life
insurance company and have a policy with the
Life Insurance Corporation.

5.6 Summary

The core issue in microinsurance lies in the
gap in perspectives between the insured and
the insurers, leading to low customization of
products and low demand for what is available.
For the rural poor, a product should fulfil needs,
be affordable and reliable. When these criteria
are met, there is willingness to pay for the
service. The poor are specific about their need
for insurance to cover high frequency risks,
many of which are low impact events, such as
common illnesses, crop loss due to pests and
drought, and illness of livestock. Insurance
products are sometimes sold by rural agents
who are not always convincing, and sometimes
not easily traceable. One bad experience in a
small, well-knit community can have long
term adverse effects on client faith in insurance
services.

On the other hand, for the insurer many of
the needs of the poor (especially high frequency
occurrences) do not translate into an insurable
propositionbecauseofquestionableprofitability.
Insurance products exclude these frequent
risks, reducing relevance to the customer.
From the insurer’s perspective, frequently
occurring adverse outcomes are difficult to
cover through insurance products, since they
are harder to design, price and administer.
This makes them a challenge for insurance
companies with limited rural infrastructure.
This misalignment of incentives, schematically
presented in Chart 5.1, is a key impediment to
growth of the microinsurance sector. In addition
is the problem of deliverability. Insurers in
some cases fail to effectively use appropriate

Building Security for the Poor



distribution channels. In agricultural insurance,
microfinance institutions and rural banks,
though ideally suited for reaching clients,
are not being used. If the bank adds on the
premium to the loan amount, farmers could pay
the premium from future cash accruals while
protecting themselves from crop losses.”

This mismatch has prevented insurance
companies from investing in new product
development and providing appropriate
services. Staff of insurance companies felt
that there should be systematic interactions
between themselves and facilitating agencies
(NGOs, MFIs) who are closer to the ultimate
clients in order to understand client needs. They
also recognized the need to seek help from
facilitating agencies in building a database,
even as they realised the ‘public good’ nature of
a database with a pooled claims history, which
led to reluctance of an individual company to
invest.

Intermediary organizations also have
their own set of issues, including existing
distribution channels not considering insurance
as an add-on service. Insurance burdens the
system without sufficient returns; cumbersome
enrolment and claim settlement processes
and inappropriate product design can make
it a logistical nightmare for intermediaries.
Moreover, the income earned from insurance
does not justify the current costs involved
in administration. Service inefficiencies are
increased by insurance companies’ centralized
service processes.

Claim servicing is usually a centralized
service set up to minimize costs by not
developing the necessary infrastructure in
rural areas. It also simplifies meeting audit
requirements. But centralization leads to delays
in settlement, giving rise to frustration and
reduced trust among rural clients.

Chapter 5: Understanding Ground Realities: What Works and What Does Not

In sum, client perspectives and feedback
from NGO intermediaries highlight the key
obstacles that need to be addressed. These
relate to addressing customer satisfaction
(demand-supply gaps, appropriate products
and pricing); distribution efficiencies for better
outreach; and procedural issues for easier
renewals and claims settlement. Currently
most suppliers are operating on a short-run
perspective, waiting and watching, rather than
investing substantially in market development.
Addressing the factors identified above requires
a longer term perspective for unleashing the
incipient potential for growth in this sector. The
field investigations provide new ideas based on
examples of local innovations as well as policy
recommendations for the way forward, which
is the subject of Chapter V1.






WAY FORWARD

6.0 Introduction

Development of the microinsurance sector
needs a longer term perspective that combines
responsiveness to client priorities with market
development and financial viability, replacing
the current preoccupation with immediate
profits. This chapter identifies a set of prudent
recommendations in nine areas. It concludes
with identifying five strategic areas for
immediate external support.

After accounting for exogenous factors,
the first three recommendations cover products,
pricing, distribution and processes for efficiently
using resources. Appropriate product design
and pricing can improve responses to customer
priorities and contribute to repeat purchase,
thus retaining clients. Distribution can provide
adequate scale, wider and deeper markets and
better pro-poor coverage. Improved claims
settlement can better address client needs
and increase efficiency. Put together, this
can build customer satisfaction and make
insurance viable. Building a database will help
sharpen actuarial calculations, better aligning
risks with pricing. Supporting the testing of
innovations, including establishing a risk pool
fund, will provide a space for experimentation
on new concepts. Benchmarking will help
identify desirable features for insurance
products. India’s history with microcredit can
provide early indications regarding some of
the problems that microinsurance could face,
providing an opportunity to take advance
action against undesirable practices. Specific
recommendations are proposed for insurers,
intermediaries and Government,
IRDA.

including
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This chapter also identifies strategic ideas
for external support, with preliminary cost
estimates, to complement national efforts.
These could form the ingredients for possible
programme development to catalyze the
microinsurance sector, possibly with private
sector partnership.

6.1 Factoring in Exogenous Constraints

Some inherently exogenous factors hamper
development of the microinsurance industry
and should be explicitly recognized. At
very low income levels, the affordability of
insurance is also low; hence, social protection
schemes would be more relevant. Suitable
client groups should be identified for whom
insurance can be a useful tool for managing life
and livelihoods risks. Complementary services
and infrastructure for claims settlement may be
inadequate or absent. For example, it is difficult
to process livestock claims in areas where there
are not enough veterinarians. It is difficult to
settle health claims in the absence of nearby
or suitable hospitals. These are structural
issues with which an insurer has to live, and
are linked to the overall macroeconomic
development of the country. A strategy for the
development of microinsurance must factor
in such constraints, aligning the strategy with
expected developments in future.

6.2 Recommendations Regarding
Product Types and Design

The core problem of contrasting perspectives
should be addressed by focusing on key factors
holding back insurers from covering high
priority risks. The approach needs to vary by
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individual product requirements. Designing of
products should take into account the following
considerations as guidelines:

*  Focus primarily on risks related to income
generation or livelihoods protection
activities; very low income activities
undertaken by the poor can have a lower
priority for insurance purposes, the poor
themselves undertake multiple low income
activities to diversify income sources as a
strategy against inherent risks.

* Allow for premium amounts to be paid
through against future cash flows, including
borrowing, to be able to cover lower end
workers. Product design should take this
into account.

e Deliver the benefit immediately when
needed; delays in receiving the eligible
benefit amounts reduce the wvalue of
insurance to clients. To the extent possible,
benefits of insurance should be cashless,
such as cashless medical services under
health insurance.

*  Monitor the utility of products designed
for the poor; a useful check is to track
reduction in earnings volatility per rupee of
premium charged. The higher the reduction
in volatility per unit of premium, the better
it is from the insured’s perspective.

*  Broaden the scope of product design with
a readiness to customize, replacing legal
jugglery and remote actuarial calculations
with a proactive drawing of inputs from
different institutions like MFIs and CBOs
involved in promoting rural insurance. This
would involve restructuring of existing
roles and processes.

Close the ‘communication gap’ between
insurance companies and rural clients by
creating versions of brochures, pamphlets
and forms in vernacular languages so that
poor people can understand the terms and
conditions more clearly.

Insurance companies could customize
their products to match with the different
segments amongst the poor. They could
cover only the prioritized risks and price
the products at a lower and more affordable
level. In case of premium lapses, insurance
companies could recognize the inherent
seasonality of rural incomes, giving a
longer grace period to restart payment
or building in greater flexibility to
poor women to continue their premium
payments in flexible installments, instead
of standardized fixed installments.

Recognize that on a stand alone basis,
insurance will not be practical for high
frequency risks because costs will
invariably be too high to be affordable.
For such risks, use insurance as a part of
an overall risk management programme,
including the use of group funds. For
example, it can induce desired behavior in
the community, including a more efficient
use of community funds, thereby reducing
costs of the overall programme. Lessons
can be learnt from community initiatives
like those of AKHS and SEWA Bank.

Treat products meant for asset protection
against natural disasters as a form of
complementary social security, with
insurance being a cost effective medium
to facilitate percolation of benefits from
Government schemes and subsidies. Such
products cannot be sold commercially on a
large scale.
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*  Consider concepts like ‘mutuals,’" which
leverage social equity to address problems
of adverse selection and moral hazard.
This can limit the frequency of occurrence,
thereby making risks more insurable.
Mutuals could be particularly relevant in
situations where high priority risks occur
that need coverage, but where transparent
claims settlement is an issue. Box 6.1
provides an illustration.

Explore different technology solutions,
taking advantage of evolving techniques,
which can improve transparency.
Technology not only reduces long
run costs, but also facilitates speedier
claim settlement. It must, of course, be
recognized that these technologies are at
different stages of development. Examples
of possible uses of technology and their
limitations include:

*  Weather and satellite imagery data
are increasingly available and can
be used for crop insurance to settle
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crop loss issues. A beginning has already
been made in using weather and satellite
imagery based crop settlement, with fine
tuning still underway

*  Livestock claims could be settled
using RFID-GSM?? technology, though
this is yet to be tried out in the field. A
fair amount of developmental work is
required to be done here.

*  Disaster claims could be settled using
transparent disaster indices.

The use of such technologies requires
a minimum scale. Moreover, it needs to be
recognized that claims settlement through
technology is not free from error, which needs
to be weighed against the gained efficiencies.

6.3 Suggestions Regarding Pricing
As seen in Chapter V, premiums always have

been an issue for both the insurer and the
insured. Survey results indicate that premiums
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exceeding a day’s wage per month, on average,
will be difficult for clients to accept, but current
premiums are higher for common insurance
needs like crops, livestock and health. Apart
from being beyond a poor household’s capacity
to pay, it is hard to convince the poor to pay
for what they consider sub-standard products.
For the intermediary, permissible commissions
have been inadequate to cover rural transaction
costs.

Three cost components determine the
premium from a suppliers’ perspective: Risk
expectation (R), administration (A), and
preventive-promotionalexpenses(P). Toachieve
viability and affordability, pricing should take
account of the following suggestions:

*  Meet risk costs, R, through user fees at
any given point, ensuring that risk is met
through premium amounts.

*  Usesubsidy or grant funds toward covering
partly or fully the A and P expenses, while
putting in place a plan of reducing them
over time by:

* Supporting increased usage of products,
thereby increasing spread and reducing
fixed costs per customer (A and P)

* Reducing administrative costs (A)
through capacity building, technology
interventions and so forth

* Improving products and innovation by
better data use and its management

* Reducing risk incidence and its impact
(R) by preventive and promotional
care

e Collect, pool and share data on risk
incidence and claims among insurers for

improving actuarial calculations over
time.

* Reduce the use of soft funds in a phased
manner as data improve, coverage
increases, and fixed costs per client come
down.

* Use the experience of pilot projects
available in the field.

* Involve experienced intermediaries more
directly in the pricing process, not just in
outreach.

*  Plantoreduce premiums over time as better
data management and competition results
in actuarial pricing of customized products,
replacing the more macro- assumptions
being applied to rural populations.

* Consider giving a longer grace period
to restart payment in case of premium
lapses and ensure greater flexibility in
paying instalments for the poor, especially
women.

6.4 Strategies for Distribution

To achieve a reasonable scale and better poverty
outreach, it is recommended that distribution
strategies identify appropriate channels by
geography and product, and where required,
develop new channels. For this, specific
suggestions are:

»  Select geographic areas where exogenous
conditions are suitable for operation of
insurance -- like income levels being
appropriate and claim supportinfrastructure
in place or likely to be in place. Without
conducive macro-conditions, any distri-
bution strategy would be short-sighted.
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It is also important to demonstrate early
success.

Insurance companies could use the
services of the intermediaries like NGOs,
MFTIs, PRIs, CBOs and commercial banks
to reach the people effectively. Insurance
companies also could go to villages and
organize flexible training programs by
scheduling the timings in the afternoon,
so as to ensure the participation of more
women.

Partner with facilitating agencies, rather
than individual agents, that have a role
in a livelihoods or comprehensive risk
management programme for low-ticket
insurance. In such cases, commission
income alone may not be attractive for
individual agents.

Partner with channels like banks and/or
MFTIs for crop and livestock insurance.

Follow the guiding principle of ‘deep
mining,” focusing first on maximizing
returns with a few selected partners. For
example, insurers could treat a rural branch
of an MFI or RRB as a service unit and
allocate resources to the unit according
to its earnings potential. This approach
has worked for some insurers, leading to
higher premium collections.

Create new channels where absent,
provided insurance supports an operating
livelihoods promotion or a comprehensive
risk management programme. Insurance
growth should be tied to the growth
and success of such a programme. New
channels cannot, in all likelihood, be
built exclusively around insurance sales
— there must be incomes to insure. For
health insurance, tying up with a broad
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based, comprehensive health management
programme would be a better bet in the
long run than enrolling health insurance
agents just for hospitalization cover.

* Disseminate the insurance concept for
selected risks (frequent occurrences
with low impact) through local micro-
organizations rather than selling an
individual  insurance  product.  For
example, risks such as livestock illness
can be managed within smaller groups (as
the lower the risk impact, the lower the
customer base required for diversification
of'the risks), by following simple principles
of mutuals.

e Scale up such simple, useful and easy to
implement ideas after success has been
demonstrated on a smaller scale. Various
forms of mutuals are being explored
around the world. It would be prudent
to experiment with a set of promising
concepts on a small scale to understand
fully the nuances in the delivery of mutuals.
The idea, with further refinement, then can
be scaled up with appropriate promotion
tools. The benefits of this strategy have
been demonstrated time and again — be it
the “green revolution” in northern India,
the “white revolution” in western India, or
the SHG movement in many Indian states
and other countries. The key to success
lies in the simplicity of the idea and its
demonstration on the ground before scaling

up.
6.5 Improving the Claims Process

Apart from the products and pricing being
suitable, speed and accuracy in claims settlement
are necessary. The recommendations for rural
products are:
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Adopt a decentralized claims settlement
approach for rural products. Private
players have successfully experimented
with decentralized settlement process in
urban product categories. Now is a good
time to do this for rural products as well,
which have a much lower sum assured and
thus are much less risky than their urban
counterparts.

Build a cadre of decentralized
microinsurance agents, anchored with
local MFIs or other similar agencies. This
will not just facilitate the claims process,
but will also help in building demand
for insurance and disseminate accurate
information.

Authorize local insurance officials to settle
claims up to a certain level.

Channel claims through identified CSOs
that have a good grasp of the extent of
damage and people affected.

Use technology to improve the claim
process through better speed. Internet
facilities in rural areas, particularly at the
block level, can be a key driver. Technology
can facilitate issue of certificates to clients,
collection and remittance of premiums
by microinsurance agents. This also can
reduce costs.

Improve accuracy and independence of
data available to the insurer and customize
for local conditions, reducing subjective
assessments and buffers. This can help
build confidence in the claims process. For
example,

* Collect and analyse decentralized
weather station data for rainfall
insurance

* Develop disaster indices and track
health of livestock through RFID-GSM
technology

* Innovate and use examples from local
experiments to simplify claims settlement.
Such examples already are available for
life and livestock insurance, as seen in
chapter V, and also have been accepted
by insurance companies. Innovations
such as depositing advance claims with a
facilitating agency are of interest.

*  Use local languages for better customer
satisfaction.

» Disseminate process innovations to
facilitate positive demonstration effects
leading to scaling up.

6.6 Building and Managing Data

As seen in Chapter V, insurance companies
currently use macrodata to design products for
a local community. Unsure about its accuracy
and relevance at local levels, they add additional
reserves, thereby increasing the premium. In the
case of insurance products like health, life and
crop, building good, clean, location-specific
historical data and properly managing the
database can help to design products relevant
for specific clients, period and place. For
insurance companies, it can reduce the costs of
risk coverage and re-insurance. For clients, it
can reduce premium costs.” Other long-term
benefits are:

» Facilitating collaboration with an external
insurance partner in developing and offering
suitable products to targeted communities.

» Increasing operational efficiency of
microinsurance divisions 1n insurance

companies, through efficient policy
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issuance, premium collection and claims
settlement.

*  Helping counter issues arising from moral
hazard and adverse selection.

Specific suggestions on data are:

*  Pool and categorize data for health, life and
crop for the rural population from different
locations; organize the data architecture
using sampling techniques and design for
representativeness at the national, state,
district and block or taluka levels.

» Use appropriate statistical techniques
for an actuary to be able to price specific
insurance products for a given rural
location without adding the usual surplus
reserve cost, thereby bringing down the
premium.

* Hire an actuary as part of a team of
consultants for advice on database building
and management and operationalizing of
a concrete strategy. Identify data sources
taking into account actuarial advice.

* Digitize data from different sources and
build a common database organized
in a form that allows periodic updates.
Distributing SMART or swipe cards for
customers could be an option. Check the
credibility of existing data against new data
for necessary modifications or adjustments
as may be needed for decision making.

* Identify an agency for data management
and distribution to wusers. Using the
services of persons and/or institutions with
experience in microinsurance sector would
be preferred. The database can be anchored
with a Government agency or an external
agency like a consulting firm engaged in
data management. While an MFI also may
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be possible, selection of a single MFI may
be problematic if it competes with others in
the business. An association of MFIs with
a full time unit for database management,
or a bureau with user representation in
management, could be options. The work
should include distribution of data to
interested companies and clients. It would
be useful for the agency to be ‘equidistant’
from competitors.

e Plan and budget for one-time and
recurring costs for data management. Cost
components include:

*  Fixed costs - Infrastructure, hardware
and software costs, and initial data
collection and digitization costs (data
collectors, data entry operators)

*  Recurring costs—Ongoing management
ofthe data, its updating and distribution
to users

6.7 Supporting the Testing of New
Concepts and Products

Where need clearly exists but insurance is yet
to be proven feasible -- like high frequency
and low impact situations -- support can be
extended to develop alternate mechanisms,
with or without participation from insurance
companies. These could include events like
floods or cyclones or even primary health care
needs. Mutuals are a case in point — the concept
of mutual insurance can be explored on a trial
basis, even without insurance company support
to begin with. To operationalize this:

* Support a risk pool fund through a
development agency.

* Establish benchmark levels for claim
sum(s) to be settled within or outside the
mutual insurance group.
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+ Settle small claims up to the agreed * Extend such support to the experiment

sum(s) within the mutual insurance until the product is standardized and
group. insurance companies are willing to

treat it as a business opportunity.

* Settle claims beyond the agreed sum(s)
from the risk pool fund during the trial
period.

Table 6.1 illustrates  health  risk
management based on a holistic set of
interventions, combining preventive and

Table 6.1
Steps in Designing a Comprehensive Pro-Poor Rural Health Insurance Cover

Phases Steps Details Expert Resources
I Assess effectiveness of present healthcare model

Identify disease 1. Children, adults and the old

incidence in 2. Special focus on chronic, epidemic and

different pregnancy-related

demographic

segments

Assess direct costs Details by location, disease:

of healthcare 1. Transportation cost of patient and one relative

2. Cost of tests / diagnostics
3. Cost of treatment
4. Cost of medicines

Assess indirect 1. Loss of work and wages of patient and
costs of healthcare one relative

2. Interest on loan taken for treatment

3. Loss of income from asset sold

Epidemiologist, health
economist, health related
IT/data management

o . : specialist

Study current 1. Availability of curative healthcare services,
healthcare situation both public and private systems
in identified locations 2. Status of preventive and promotive healthcare
Outline existing Assimilate information about various sources of
health financing finance available with the rural poor
system prevailing 1. Govt. grants and facilities
in the area 2. Savings

3. Credit

4. Insurance

5. Existing community programs, if any
Study effectiveness Have these sources result in:
of each source of 1. Proper treatment of the poor
financing 2. Reduction in overall healthcare cost

3. Reduction in disease incidences
4. Improvement in healthcare infrastructure
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curative care, and using the concept of mutual
insurance. A comprehensive, viable health
delivery model can be developed, based on
the three pillars of a) focused preventive care,
b) cheaper and efficient curative care, and c)
a comprehensive health finance model using
the social infrastructure of existing community
initiatives. Design details will differ by location
based on local disease profile, health care
infrastructure, present community initiative
programmess, and other factors, which must
first be understood. The example is indicative
of the type of work envisaged in concept design
and its development.

An approach as described above would
provide comprehensive health coverage for
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the poor, combining mutual insurance (for
preventive and primary health care) with health
insurance (hospitalization). This design needs
to be further tested. Support would be required
for carrying out the study and possible testing
of the idea through an interested agency.

6.8 Benchmarking: Identifying
Desirable Features in Products for
Common Risks

In developing new microinsurance products,
it is useful to identify desirable features. Table
6.2 presents a summary of such features. These
may be taken as indicative guidelines to be
considered in the development of new products
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for five common risks that can be covered
through life, health, livestock, crop and disaster
insurance.

6.9 Learning from Second Generation
Issues in Microcredit

India’s long and varied experience with
microcredit can provide early awareness
of possible second generation issues that
microinsurance is likely to face — an awareness
that should be taken into account to help in being
prepared in advance. Microcredit is currently
facing three types of competition (a) between
non-governmental MFIs and subsidized
Government schemes, leading some states to
start regulating NGOs; (b) between different
NGOs/MFIs themselves, resulting in attempts to
control clients; and (c) between moneylenders
and NGO/MFIs. The former seems to be due a
‘battle of ideas,’® while the latter two involve
competition for clients as the business becomes
financially viable. Competition for ideas and
clients increases the availability of options,
providing choice to the poor, but questionable
practices by some NGOs provide a justification
for governments to regulate. Overall, this
turmoil may have positive consequences, such
as the introduction of a code of conduct similar
to one used among providers of microcredit,
which could be replicated within the insurance
business, and a recognition that every agency
has to abide by external or self imposed
regulations. Governments, for their part, need
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to recognize the critical role that NGOs/MFIs
can play in poverty reduction, and that the
existence of some unscrupulous elements does
not mean that the entire non-government sector
aims to exploit the poor. Some have argued
that there may even be a role for traditional
moneylenders and other support systems, given
their familiarity with rural circumstances and
the fact that clients still use their services for
situations that cannot be covered by banks and
MFTIs. Co-opting moneylenders and reviewing
money-lending regulations may be an option as
part of linking micro-credit, income generation
and insurance, but one which should be
approached with some caution.

6.10 Recommendations for Service
Providers and Government

Recommendations for Service Providers —
Intermediaries and CBOs

Intermediaries consisting of non-governmental
organizations and microfinance institutions
play a critical frontline role in the distribution
and outreach of microinsurance services. While
very important, their role is far too restricted.
Those with microinsurance experience can
work together with insurers for innovations in
product design, pricing and claims settlement.
They can also form insurance committees at
a grassroots level and build in community
participation to tackle problems of adverse
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selection and moral hazard. Establishing these
systems will help build trust between insurers
and grassroots organizations.

At present very few organizations
have administrative capacity and technical
experience in this sector, though many have
excellent contacts at the community level.
Investment in training will optimize the full
potential of intermediaries.

Community-based  organizations like
federations of self help groups are starting
to take on more responsibilities. These
organizations can be trained to handle day-to-
day management of insurance services, while
the facilitating NGOs take on an advisory role,
providing strategic guidance to the CBOs. This
can reduce costs and compensate for high staff
turnover in many NGOs. In addition, NGOs
and CBOs can promote insurance products
and services. Engaging these organizations in
developing training manuals and providing
‘training-of-trainers’ for CBOs will facilitate
information dissemination and the growth of
the industry.

Recommendations for Service Providers -

insurance companies

Insurance companies should develop a range of
marketing tools for promoting microinsurance
in rural areas. Tools such as videos, illustrated
banners, posters can be used and pamphlets
should be distributed at public carnivals in rural
areas.

It has been demonstrated time and again
that rigidly standardized products with little
flexibility are not going to help penetrate the
rural market in India. Insurers should customize
products in consultation with experienced

intermediaries to cater to the different needs
of the target population. This will help them
achieve scale in this potentially large, but
untapped market.

Insurance companies should organize
capacity development programs for their
management and field staff. Training
programmes should include study visits with
current and potential microinsurance clients
to get a first hand feel for perspectives of the
target group.

Insurers need to simplify operational
procedures for both client satisfaction and
cost-effectiveness. Routine fieldwork can be
outsourced to intermediaries with suitable
checks, with core underwriting retained by
insurance companies.

Apart from NGOs, other delivery
channels need to be utilized, such as branches
of commercial banks, regional rural banks,
cooperatives, postal offices, agricultural input
dealers, self help groups and sales persons to
improve outreach.

Joint ventures, like the Indian Association
for Savings and Credits model,” should be tried
by insurance companies to derive benefit from
synergies in penetrating the rural market.

Insurance companies should partner with
microfinance institutions for a 3-5 year term
so that institutional adjustments can be made
within their organizations to successfully
provide microinsurance services. Insurance
companies should also consider seconding staff
to their partner microfinance organization when
the client base exceeds a certain critical level,
say, 100,000 clients. This will help build the
capacity of the field-based organizations while
microinsurance programmes are being built,
and also ensure better customer service.
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Re-insurers should create a special pool
for high-risk clients, like HIV-positive clients
and those living in disaster-prone areas, by
accessing subsidies through government or
donor agencies. Though idiosyncratic risks are
being managed fairly well through community-
based organizations, managing co-variant risks
is a challenge. This is primarily due to an un-
diversified risk pool and limited technical
expertise. Re-insurance facilities should be
offered to microinsurers, so that low income
households can protect themselves in cases of
co-variant risks.

Recommendations for Government and IRDA

The Government service tax of 10.2 percent
on premiums adds to the price of insurance.
To help keep premiums low for the rural poor,
Government could consider a waiver of the
service tax on microinsurance products for a
limited period, as an incentive to low income
rural and social sector insurance suppliers.

The Government should end programmes
that subsidize microinsurance premiums and
encourage actuarially sound prices that will
be sustainable. Market distortions will hamper
the growth of this sector. Subsidies should be
restricted to ‘public goods’like capacity building
and database development and management for
a limited period.

Recommendations for IRDA

Though recent IRDA guidelines have
recognized self-help groups operational for at
least 3 years as microinsurance agents, it has
not given them the legal authority to directly
take up insurance cover in a SHG’s name. IRDA
needs to recognize self-help groups and CBOs
as eligible entities and possibly allow insurers
to issue policies in their names. Guidelines for
selecting SHGs and CBOs can be developed,
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so that those with adequate capacity to safely
manage the complexities of microinsurance are
selected. The capacity of established CBOs/
SHGs can be simultaneously strengthened
through approval of suitable courses, which will
enormously expand distribution and outreach.
Without this change, the challenge of reaching
rural clients is likely to continue.

International donors are supporting
some community managed microinsurance
programmes. These have not been recognized
and therefore lack any legal status in IRDA
guidelines. These should be brought under
IRDA regulations as pioneers in the industry,
so that mainstream insurers can learn from their
field experiences.

The present capital requirement of
INR1,000 million (US$ 22 million) is an entry
barrier. IRDA could prescribe lower capital
requirements (like Uganda and Sri Lanka) to
attract foreign microinsurers to enter the Indian
market. This will bring international expertise
to India and help develop this new industry.

IRDA should designate selected institutions
as ‘Resource Institutions’ on microinsurance.
This will help in capacity development of
smaller NGOs and help them adopt systems
and procedures for effective management
External support for
developing training and learning materials and
conducting initial training can be considered.

of microinsurance.

A  multi-media campaign to create
awareness about microinsurance should be
used. Multi-media will help pull in potential
clients of varying literacy levels, language
groups, and socio-economic status. Audio-
visual presentations through television and
local cable, radio and print media should all be
used simultaneously to achieve impact.
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The present targets for coverage under
social and rural sectors are low, and unless they
are increased it may take insurers more than a
decade to reach a sizable segment of the target
market.

A database to record historical information
on rural and microinsurance trends is needed
for insurers to price products more accurately,
using actuarial standards. Since this is a
common good to facilitate the growth of this
sector, IRDA should facilitate the creation
of a ‘national microinsurance information
unit’ to undertake information gathering and
sharing among stakeholders. Management of
a common data base is critical — it should be
equidistant from all data users. During the
initial establishment phase external support,
including contributions from the industry, can
be utilized.

IRDA should collect and publish product-
wise disaggregated data on microinsurance
players quarterly. This will help insurers
compare their performance and create healthy
competition.

A ‘national consultative group’ can be
created by IRDA to supplement these efforts
by serving as a forum for policy dialogue.
Technical expertise from internal and external
sources can be invited for initial work.

Itwouldbea goodideato provide incentives
like an annual ‘innovation award’ in the field
of microinsurance to foster improvement and
create interaction between stakeholders. A fund
(possibly with industry and external support)
can be established for this award.

IRDA should revisit and revise specific
clauses, such as the definition of family and
product specifications in the November 2005
guidelines, to facilitate the expansion of this
sector.

6.11 Identifying Strategic Areas for
External Support

For microinsurance to take-off, financial and
technical external support would be useful
in specific areas, which would be difficult
for insurance companies to sponsor — areas
where the work is either of a germinal nature,
or has public good characteristics, or both. A
development agency like UNDP could work
on a pilot project with IRDA, the Government
and, possibly, the private sector as well, to play
a strategic role.”” Five strategic pilot project
areas are identified in Table 6.3.

These recommendations capture some of
the critical groundwork needed in developing
the microinsurance market. Specifics are spelt
out below for four of the five areas, where there
is potential for immediate action. Rough cost
estimates under each category for a three year
period are also presented and summarised in
Table 6.4

*  Support for innovations in concept design.
One of the key impediments faced by
insurance companies investing in new
product development is the high initial cost
and costs of administration. There are also
risks arising out of ignorance or neglect
by rural clients. Support to facilitating
agencies for developing new products in
collaboration with insurance companies
can be proposed. A risk pool fund can
be created, which will cover insurance
scheme risks beyond a certain claim ratio.
Technical support can be provided through
funding of experts, such as an actuarian
and persons with relevant experience in
other countries. This ought to be carried
out over a minimum three year period,
allowing time for the nuances of new ideas

to be fully understood. An estimated lump

sum of INR4.0 million per year is required
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to supporting these projects. The cost
estimate for a three year period is INR12.0
million.

Support for initiating database building
and management. For the long term
development of affordable, customised
products, financial support for building
a database that would contribute to
systematic management and dissemination
is estimated to cost INR8.4 million in year
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1, with lower amounts of INR7.4 each
in years 2 and 3. The cost estimate for a
three year period covering both design and
manpower expenses is INR23.20 million.

Support for capacity development. To
give a boost to this sector by facilitating
the rolling out of products and creation of
awareness in rural areas, providing support
to fifty MFIs and two microinsurance
agents in 500 villages each year for three




years on a trial basis is proposed. This is
estimated to cost INR7.5 million each year
adding up to INR29.85 over three years.
Support to joint workshops for insurers
and intermediaries at a higher level is
also recommended and is estimated at
INR6 million over three years. A total of
INR32.85 million is estimated for capacity
building.

Support for development of technology
usage. To foster process innovation and
thereby reduce administrative and claim

settlement costs, technology adaptation
and use needs to be supported. This type of
support could involve a major investment,
as well as minimum period of support,
depending upon a strategic decision from
international  organizations,  perhaps,
together with other donors and the private
sector. Hence costs are not estimated.
However, this area for support should be
kept in mind for co-financing.

Support for policy dialogue. Medium to
long term particiaption in an ongoing
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policy dialogue process on microinsurance
(or the broader microfinance sector) can be
considered. UNDP can support workshops,
documentation of the pilot projects and
dissemination. UNDP could also be part
of a Catalytic Consortium or Task Force
on microfinance, which will contribute to
Government efforts. Including this type of
support in the country programme for the
sector could be considered. The present pi-
lot study is a starting point. A lump sum
provision of INR 2 million per year, i.c.,
INR 6 million over a three year period is
proposed for ongoing policy dialogue.

These are rough cost estimates which
should be refined in consultation with the
UNDP India Country Office.

The total estimate of INR 74.05 million
works out to an investment of approximately
US$ 1.5 million over a period of three years,
or around US$ 0.5 million on average per
year for three years. This support could be con-
tributed by any development agency, either sin-
gly, or through a co-financing arrangement, to
achieve a reasonable scale for an impact in the
sector.

6.12 Conclusion

It is evident from the study that microinsur-
ance, which was poised for a take off in India in
2005, has in fact done so. With heightened in-
terest from different stakeholders, stimulus pro-
vided by the November 2005 directives of the
IRDA, and better awareness overall, by 2007
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the sector witnessed rapid growth and estab-
lished a growth trajectory closely linked to the
overall growth of insurance in the country.

From the viewpoint of insurers, microin-
surance is starting to demonstrate its business
potential. While investment from their side is
still sporadic and limited to tie-ups with some
facilitating agencies, most companies are eying
microinsurance as a real business opportunity
of the near future. Efforts by a few NGOs and
MFIs have resulted in the introduction of mi-
croinsurance as an add-on to their existing mi-
cro-credit projects, demonstrating its potential
and utility for the rural poor. These institutions
have also managed to attract some companies
to provide the necessary re-insurance. Their
work can provide useful insights for the devel-
opment of the sector.

Asset provision and income generation
schemes, by themselves, are not adequate
for securing livelihoods in the face of risks
faced by the poor. Under Goal 1 of the
MDGs, poverty reduction also involves risk
management to secure assets and income
streams. Microinsurance is yet to take the
shape of a movement, as has happened in the
case of microcredit in India. This is mainly due
to novelty of the concept, low demand for ser-
vices from the potential clients on account of
inadequate exposure and knowledge, a ‘wait
and watch strategy’ adopted by companies, as
well as lack of adequate infrastructure and an
enabling environment. The study has proposed
concrete steps to address constraints which will
help demonstrate the ‘insurability of the poor’
in the near future.

Micro-
insurance,
which was
poised for

a take off
in 2005,
has in fact
done so.
However,
it is yet

to take the
shape of a
movement,
as has
happened
in the case
of microcredit.
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1

10

Policies, programmes and innovations di-
rectly aimed at poverty reduction have typi-
cally focused on income generation through
microcredit based self employment or rural
works based wage employment. A few other
types of interventions are also seen, for exam-
ple, land redistribtion.

See CGAP 2003a. Donor Brief number 11,
March, 2003, Washington D.C.

For example, see Bello, 2006.

Insurance Penetration is Gross Insurance
Premium as a percent of Gross Domestic
Products (GDP). It is used as an indication of
the level of risk awareness in the pop lation
and significance of insurance in the economy.
Insurance Density is calculated as Per Capi-
ta Insurance Premium. It measures the prog-
ress of the insurance industry and is used as
an indicator of the industry’s maturity in an
economy.

Like that observed in parts of India or East
Africa.

IRDA, 2007. (Exchange rate used for con-
verting to US$ is INR 48 = US$ 1. The dol-
lar-rupee exchange rate has been fluctuating
from 43 to 49 during last two quarters of
2008. By December 2008 the exchange rate
was around US$ 1= 48 INR. Exchange rate
fluctuations will affect the dollar values of
the estimates).

Many poor prefer wage employment to self
employment; others need pensions or other
forms of social security. Microcredit works
best for self employment, for those who can
be motivated into entrepreneurial activity,
where lack of finance is a binding constraint.
It is relatively a painless and effective in-
clusive mechanism for the marginalised,
especially women (unlike land reforms, for
example), and can bring about an extent of
rural transformation.

World Development Indicators in World
Bank, 2006.

Anuradha Rajivan worked as Chair and
Managing Director of a joint Gol-GoTN
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public sector undertaking (1998-2002) that
linked poor women to financial services
through commercial banks in India and
did advisory work in Sudan, Myanmar and
Nepal. Her work explored the bottlenecks and
potential for microinsurance at the field and
policy levels. However, the type and extent
of support needed to unlock the bottlenecks
was only partly understood and not fully
documented. The present study provided
an opportunity to work with other technical
experts, Sourindra Bhattacharya and his team
from BASIX, Sonu Agarwal from Weather
Risk, and N.Jeyaseelan of Indian Bank, to
attempt a deeper understanding, document
the issues, and identify concrete areas for
strategic support (UNDP, 2006b).

11  Government of India, www.india.gov.in

Chapter 2

12 Sigma Report 3/2008, Swiss Reinsurance
Company, Zurich, Switzerland.

13 The Malhotra Committee looked into struc-
tural and regulatory issues, competition,
investment and customer service issues in the
insurance sector and recommended changes
for a more efficient insurance industry.

14 Conversion rate for INR to US$ used is INR
48 =USS$ 1.

15 ILO/STEP, (2005)a

16 ‘Rural area’ is defined as an area unqualified
as an urban area with municipality or corpo-
ration or cantonment board or notified town
area.

17 These organizations included the UNDP,
1LO, World Bank, DfID, USAID and GTZ

18 World Bank Development Indicators for In-
dia, 2006

19 NABARD, 2006.

20 This is not to downplay concerns regarding
women’s de facto control over assets and in-
comes.

21 NABARD Report on “Progress of SH Bank
linkage in India 2004-05”, Mumbai

22 Government of India, www.indiaimage.nic.in

23 The Rural Marketing Book- Text & Practice

“(UNDP, 2006b)
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full employment, so they can obtain income,
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co-operatives, a training academy, other
cooperatives, a health programme—and has
developed VimoSEWA to provide insurance
benefits. In Gujarati, Vimo means insurance,
and the pronunciation of SEWA means service.
VimoSEWA began in 1992 as a “trust” operated
by the SEWA union. It provides a voluntary,
integrated microinsurance product covering the
risks of death, accident, health and asset loss.
Study by Dr.N.Lalitha, “SHGs in Dindigul
district — A position document 2004-057,
CAPART, Hyderabad, unpublished paper
Jeyaseelan N., 2005, “Rapid study on
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Tamil Nadu — 9 FGDs, Rajasthan — 5 FGDs
and Orissa — 6 FGDs

Animals have a metal ‘tag’ inserted in the
ear with identification markings to prevent
unauthorised  disposal through sale or
substitution.

For example, many expected to get their
premium money back with interest.

Forty-five products from the public sector
insurers and fifty-seven from private insurers.
In some cases women face difficulties in being
recognised as farmers, even when they regularly
and actively undertake farming operations.
Ravindran, 2005.

Farm Income Insurance Scheme (FIIS)
implemented by AIC in 20 districts during the
2003-04 Rabi season for rice and wheat on pilot
basis. Under the FIIS the indemnity calculation
is modified to account for income shortfall, not
just yield shortfall.

Difficult to assess losses for OPD, chronic
illnesses, further high incidence rates result in
high premiums.

Though UHIS provides for cashless facilities
for members at Government hospitals, many
households are bereft of this benefit as they
have to access private health care facilities
due to poor conditions of the Government
hospitals.

Adverse selection occurs before the event, in
this case the event being purchasing insurance.
If those prone to higher risks are much more
likely to opt for insurance, we have a situation
of adverse selection.

Moral hazard occurs affer the event. If after
buying insurance, people are more likely to
behave in a risky way because they are covered,
we have a situation of moral hazard.

One insurance expert commented that so
much time, money and energy was spent in
identifying the specific cause of death primarily
to rule out that the death was not due to suicide.
In normal insurance idiom, self-harm was not
insured to prevent people from damaging their
own property just to claim the payout. While
suicides did occur, it would be rather far
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fetched to assume that there would be a spurt
in rural people killing themselves just for the
nominees to claim the payouts.
Itissurprisingthatonly 12 percentofagricultural
borrowers are covered by insurance, including
crops for which agricultural insurance is
mandatory. Insurance coverage ratio dips to an
abysmal 3 percent for non-compulsory crops.
This coverage ratio varies across regions
and institutions, for example in Orissa crop
insurance coverage ratio is 3 percent, whereas
in Andhra Pradesh it stands at 16 percent. This
can be partly attributed to product design but
mostly signifies under-utilization of the present
available network (Sidharth, 2005).
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91
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A mutual is a risk management mechanism
wherein members of a community pool in funds
and other resources to protect each other from
risks they might commonly face, following
mutually agreed upon management principles.
A mutual as a risk management concept
works best for uncorrelated, low to moderate
frequency and moderate impact risks.

RFID - Radio Frequency Identification
Devise; GSM — Global System for Mobile
Communication.

As was seen during field research, there was a
reduction in premium for customers of BASIX
based on historical mortality rate for two
years.

This is meant for new products. Design
limitations in existing insurance products may
be seen in Table 5.1.

Mathew Titus, of Sa-Dhan, an association of
Indian microcredit institutions, sees the row as
a “battle of ideas” between the non-government
sector and those ideologically opposed to
NGOs working with the poor. (The Economist,
Aug 17th 2006).

With equity participation by HDFC, a financial
institution, and PWDS, a non-governmental
organization.

In the past USAID played a role in financial
sector reforms in India.
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ANNEXES

Annex 1

Microinsurance Potential in India: an Estimation

LIFE INSURANCE
FACTS ASSUMPTIONS*

Total population Possible coverage among
1,087.10 million potentially economically active

population earning less than

Share of population USS$ 1 a day
between61253t; 64 years (conservatively assuming coverage
. 0

to range between 40% to 50% of

thi
Hence potentially economically is group)

active population

million persons

Share of population
earning between USS 1 — 2 a day

17.7%
Hence potentially economically active Possible coverage among
population earning US$ 1 -2 a day potenially economically active
119.87 million

population earning
between US$ 1 -2 a day
(assuming coverage to range
between 50% to 70% of this group)

Share of population earning
less than USS 1 a day
34.7%

Hence potentially economically active 59.93 million to 83.90

population earning less than USS$ 1 a day million persons
235.01 million Number of clients =

94.00 to 117.51 million
Estimated average life cover premium
INR100 per person per year
(Among the poor, the most popular life
insurance product is LIC’s JBY with
premium paid per person per year of INR100)

MARKET SIZE

Premium =
INR9,400 to 11,751 million
(at the rate of an average
premium of INR100 per
member)

Number of clients =
59.93 million to 83.90
million

Premium =
INRS5,993 to 8,390
million
(at the rate of an average
premium of INR100 per
member)

LIFE INSURANCE POTENTIAL: INR15,393 to 20,141 million
(US$ 320.69 to 419.60 million)**
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Potential demand for milch animal cover @ INR400/animal INR17,872 to 25,020 million

Potential demand for livestock cover @ INR200/unit INR5,856 to 8,198 million

Potential demand for health insurance @ INR363/HH

INR13,423.74 to 17,895.9 million

Potential demand for crop insurance @ INR189/ha INR9,759.96 to 13,012.65 million

TOTAL POTENTIAL FOR NON LIFE INSURANCE:
INR46,911.70 to 64,126.55 million
(US$ 977.33 to 1,312.05 million)

TOTAL MICROINSURANCE POTENTIAL (life + non life):
INR62,304.70 to 84,267.55 million
(USS$ 1,298.01 to 1,755.57 million)

*Based on Stakeholder’s inputs and adjusted for PPP
** US$ 1 =48 INR (The dollar-rupee exchange rate has been fluctuating from 43 to 49 during last two quarters of 2008. By December 2008 the
exchange rate was around US$ 1= 48 INR. Exchange rate fluctuations will affect the dollar values of the estimates)

Ministry of Agriculture, Government of India

Note: If other risks related to lifestyle, damage due to riots, natural disasters, asset loss, etc., are added the market size is expected to increase

Sources: UNDP Human Development Report 2006, New York, Livestock Census 2003 and NSSO 2003, Agricultural Statistics at a Glance 2004,
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Guiding Questions for Focus Group Discussions

What events do you perceive as ‘risky’ in your
life? Indicate in terms of frequency and level of

impact.
e Life
e Health
* Assets

* Enterprise
¢ Natural calamities
e Others

What are your current coping methods?
Explain both formal institutional mechanisms
and informal mechanisms, such as individual

and social.
e Life

* Health
e Assets

* Enterprise
¢ Natural calamities
e Others

If insurance services were available to you,
which risks would you prefer to cover? Name
and indicate priority.

* Life
e Health
* Assets

* Enterprise
* Natural calamities
e Others

Do you currently have any form of insurance?
A.Yes B. No

A. If “Yes’ explain.

Institution Premium Individual / Group
e Life

* Health

e Accidents
e Crops

e Livestock
* Assets

¢ Natural calamities

e Have you voluntarily taken up insurance
cover, or was it compulsory, packaged with
other financial services?

e Are you aware of the terms and conditions
of the insurance policy? Have you been
provided with any documentation to explain
the features?

e Are you satisfied with existing insurance
cover and premium payments?

* Are you satisfied with existing insurance
services?

* Are you aware of alternate products and
services?

* Have you renewed your insurance? If not,
explain why.

*  What improvements would you suggest for
greater coverage?

e If suitable products are offered, what
percentage of the population do you estimate
would be willing to take up insurance?

e What are you willing to pay for individual
and / or family insurance? Estimate annual
premiums for different types of insurance.

* How would you prefer to make premium
payments? Periodically or as a lump sum at
one time in a year?

B. If ‘No’, explain.

Why have you not taken insurance cover?
Explain your reasons.

Personal

Unaware of products and service providers
Non-availability of products

Pricing too high for the existing products
No service providers

Other

L S I .

If suitable products are offered, would you be
interested in taking up insurance cover?

Who do you think can provide insurance
services to you?

What are you willing to pay for different types
of individual and/ or family insurance?
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What payment schedule would you prefer to
make premium payments?

Name an insurance company / companies you
know of.

Do you know the office address and officials of
insurance companies in your area? (a)Address;
(b)Officials.
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Can you specify some popular products of the
above companies?

Do you know the features, processes and
benefits of the policy/policies?

‘What more information do you need to make a
decision to buy insurance?

How should insurance companies advertise
their services and products?
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Guiding Questions for Semi Structured Interviews with Insurance Officials

Do you perceive rural sector policies of your
company as a profitable business or just to
meet the target set by the regulatory authority?
How much of your present business is derived
from the rural sector?

a. Has your rural sector business over the last
3 years grown or decreased?

b. If it has grown, what do you think are the
reasons?

c. If it has decreased, what are the reasons?
And how would you change this?

d. Up to what distance from your office can
you effectively service the policies in the
rural sector?

e. As the competition in the cities is heating
up after the entry of private insurers, have
you evolved any strategies for penetrating
the rural sector?

i. If so, please give details.

What will be the easiest mode / frequency of
premium payment to the rural customer?

Do you find any problems in premium
collections by the insurance agents?

What is the drop-out rate in the rural sector?

If the insured fails to pay the premium on exact
due dates, do you allow any grace period to pay
the dues at a later date?

a. If so, what is the maximum time allowed
for remitting the delayed premium?
b. With a fine or without?

In the rural sector, which are the fast moving
products?

a. For slow moving products, have you
received any feedback from the customers
and subsequently changed the product
design?

How are you creating product awareness
among the rural people?

How often do you conduct product promotion
campaigns?

10.

11.

12.

13.
14.

15.

16.

17.

18.

a. After the campaign, how do you follow up
with the prospective clients?

b. Do you conduct these promotional
campaigns during any particular period?

What is the time lag between preparing a
product and getting it approved by the IRDA
for the final launch of the product?

a. How much time is roughly needed at each
stage?

b. Is it necessary to seek the approval of the
IRDA for each product you design, or is
your company’s board approval enough?

Do you think that the premium for rural/social
sectors should be subsidized?

a. Is there any subsidy in the present premium
charged to the rural/social sectors?

b. If there is a subsidy element, do you plan
to phase out this subsidy? How long can
subsidized operations continue?

What is the field capacity you have for
marketing the products in the rural sector?
What is the time frame for claims payments?
There is a general negative impression that
when a claim is submitted, you will quote the
exclusions which are used to reject a large
proportion of cases. How do you plan to change
this negative impression from the minds of the
prospective customers?

If customers are not satisfied with your claim
processing, how can they get redressal?

How many complaints do you receive on an
average from rural clients?

a. What is the major complaint prone area
among rural clients?

What is the commission you pay to insurance
agents?

Have you targeted SHG leaders to market your
products?

a. Ifnot, why?
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19. Do your executives visit rural areas to get first
hand feedback from the rural population?

20. Have you come across any bogus claims in the
rural sector?

a. How you have dealt with these bogus
claims?

Annexes

21.

22.

23.

How often do you train your staff on rural
sector products?

What changes would you like to propose to
make the penetration in rural areas easier?

Anything else you would like to share?




10.

Annex 4

Guiding Questions for Semi Structured Interviews with NGOs

For what risks could poor people come forward
to sign up for insurance cover?

a. What, in your experience, is their order of
priority for taking insurance cover?

What is the awareness level of the poor
regarding the various insurance products?

a. High
b. Medium
c. Low

Have you conducted any programs to upscale
insurance outreach amongst your target
groups?

Has any insurance company contacted you
for insuring your target groups under group
insurance?

a. If so, have you taken insurance cover with
any of these companies?
b. If not, why not?

How aware are you about the different
insurance product designs offered by the
various insurance companies?

If you have taken insurance cover for your
target groups, how do you schedule premium
collection?

What is the strategy for collection of renewal
premiums?

What is the percentage dropping out of
insurance cover after a year?

a. What are the reasons for these drop-outs?
b. Have you have taken any steps to prevent
these drop-outs?

Have you allotted any dedicated staff to deal
with insurance related issues?
Have the staff has been trained in the basics of

11.

12.

13.

14.

15.

16.

17.

18.

19.

insurance?

When taking group insurance cover, do
you give written documents in vernacular
language(s) to the members? (E.g., mentioning
the policy number, date of expiry, important
exclusions, address of the insurance company
for emergency contact, etc.)

What is the time lag involved in getting the
policy from the insurance company after the
payment of the premium?

Are you aware of the different steps in making
a claim in case of loss for the clients covered?
Has the insurance company given you a
checklist to help in preferring claims?

When a client is faced with a claim situation,
which document(s) presents the mostdifficulties
to the insured?

a. In your view, how can these difficulties be
overcome?

How much time does it take to receive the
claim payment from the company?

In case of a death claim, do you follow a
system of disbursing a lump-sum (say INR
3,000 to 5,000) on the day of the funeral to help
the bereaved family? Later will this amount be
adjusted against the claim amount received?

a. Ifthe above system is not followed, do you
think it would be useful?

b. If so, how it can be introduced in your
place?

c. Ifnot, why?

If you did not know the process of a claim
submission, did the insurance officials guide
you through this process?

a. Were you satisfied with their guidance?

Have you come across any fraud committed by
the insured in preferring their claims?

a. Ifso, what kind?
b. What precautions do you take to prevent
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such fraud?

20. Do you disburse the claim amounts in public

21.

meetings, so as to encourage others to opt for
an insurance cover?

a. Ifyes, what is the experience?
b. Ifnot, why?

Has the insurance company rejected any of your
client’s claims without any valid reasons?

a. If so, please give details.

b. In such cases, how you have followed it up
further? Have you ever taken up these
issues with higher officials or with an
Insurance Ombudsman?
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22.

23.

24.

What is the general satisfaction level of the
people with regard to the services being offered
by insurance companies?

a. High
b. Medium
c. Low

Do you operate any insurance scheme on your
own?

a. If so, please give operational details
b. What are some of the positive and negative

experiences for the last 3 years?.

Anything else you want to share?
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