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Introduction

Uninsured risk leaves poor households vulnerabgetmus or even catastrophic losses
from negative shocks. It also forces them to uradkertostly strategies to manage their
incomes and assets in the face of risk, loweringmecomes earned. Welfare costs due
to shocks and foregone profitable opportunitiesshaeen found to be substantial,
contributing to persistent poverty (Morduch, 19B@yrcon, 1996, 2004; Rosenzweig and
Binswanger, 1993; Elbeet al, 2007, Pan, 2008). Microinsurance has the poteotia
reduce these welfare costs. By offering a payowtndm insured loss occurs, it avoids
other costly ways of coping with the shock leavimiyire income earning opportunities
intact. Furthermore, the security linked to beingured can be expected to allow the
avoidance of costly risk-management strategies po#titive impacts on poverty
reduction.

This literature review provides an overview of therent state of research on
microinsurance, identifies key knowledge gaps aketbps a conceptual framework to
inform and organize the research agenda of thediisurance Facility in the area of
impact evaluation, demand and supply issues. eoptinpose of this review,
microinsurance is defined in line with ChurchilD() as an insurance that (i) operates
by risk-pooling (ii) is financed through regularepriums and is (iii) tailored to the poor
who would otherwise not be able to take out insceaihe main focus of the literature
review is on voluntary insurantedther ways through which individuals or the pabli
sector can insure against risks, such as precanyi@avings, access to credit or through
public safety nets are therefore not treated iaitligt this review. However, this leads
already to one key omission in the existing literat generally, the benefits of
microinsurance are not compared to alternative mr@sms that may provide insurance-
like benefits, possibly in a more cost-effectiveywsuch as microsavings, consumer or

emergency credit, and public safety nets.

! This includes voluntary insurance sold to groupthwiandatory within-group membership.



This paper is divided into four parts. The firsttsen offers a general framework to
understand the link between risk and poverty, ahgvus to carve out a clear place for
insurance activities as part of poverty eradicaéfiarts. It also summarises some of the
key findings related to the work on risk and itesequences for households,
communities and firms. Part two deals with evahgthe impact of microinsurance and
develops a general conceptual framework for impaatysis applicable to various types
of insurances. It reviews some of the (few) papieas have been able to assess the
overall impact of insurance on welfare outcomest fhaee reviews demand side issues:
is there a demand for insurance, and what (if angjrconstrains this demand to be
reflected in actual uptake of insurance productsad considered relate to the actual cost
and pricing of microinsurance, the credibility bétprovider, and the issue of information
and knowledge about risk and insurance. Part fewiews key supply side challenges,
such as effective product development, pricing,kei@mg and sale, institutional models
and delivery channels as well as technology optidnsoverview of studies reviewing a

range of microinsurance programmes is presentdteidnnex.

It is important to highlight that, while differemtsurance products are discussed at the
same time, readers should keep in mind major @iffees between health insurance and
other types of insurance such as life, propertyamfall insurance. The latter products
can typically be seen as only dependent on theogpipte functioning and management
of the insurance system itself. The impact on tsievill depend on whether incomes,
assets or other outcomes are better protectedhathroduct rather than without. Health
insurance is more complicated. The impact of haaibrance is most appropriately
assessed in terms of health, but this is dire@jpetident on the strength and weaknesses
of the health care provision, and not just therfmal side of the insurance scheme. For
example, factors such as the structure of healthice delivery system, its financing,
monitoring and regulation play a crucial role irtetenining health insurance

performance (Preker, 2007).



1. Risk and its implications for poverty

To understand the impact of insurance initiativiels, instructive to put it in the context
of how risk shapes behaviour and outcomes of tioe. @@ble 1 offers a simple
framework (based on Dercon, 2008), linking risktsoconsequences in terms of
outcomes in various dimensions of welfare in tharishnd long run. Households,
communities, firms or societies as a whole, fansudtitude of risks. Given their options
and characteristics, they will make “risk managentgecisions”, or at least decisions
with implications for risk management. This deaisimaking ‘ex-ante’ (when risk is
present) has implications for outcomes, in thetshwr and long run, which will be
discussed below further. Next, shocks may occufectvely a realisation of the state of
the world whose risk may or may not have been neiseg beforehand. People’s
responses or inability to respond will again hawplications for outcomes, in the short
run and in the long run.

It is worth emphasising that two distinct ‘decisimoments’ are considered: one when
there is still ‘risk’ (i.e. a potentially large ndrar of different possible events or
circumstances), and one when a ‘shock’ (i.e. asa@bn of one of these possible events
or circumstances) has occurred. The decisionsded to be taken in the face of risk
(risk management or ‘ex-ante’ strategies) are gatdynvery different from those taken
in the face of a shock (risk coping or ‘ex-postagtgies). Nevertheless, they cannot be
viewed independently, as risk management decisidhbave implications for the
possible set of risk coping strategies, while aeking will have implications for the type

of risk management decisions that can be takemeiméxt period.

Table 1 Risk and outcomes
risk Implications for SHOCK ‘risk Implications for
UNINSURED management WELFARE “realisation coping’ WELFARE
RISK 2 decisions -2 OUTCOMES 2 of the state 2 decisions 2 OUTCOMES
‘sources of risk’ In the SHORT RUN of the world” In the SHORT RUN
In the LONG RUN In the LONG RUN




What risk strategies are commonly observed? TaBlsm#marises some of the evidence,
highlighting some survey articles of the vast atere available. A number of recent
survey articles have summarised some of the kayesfies observed. These strategies
have been widely acknowledged as a central pgreople’s livelihoods. Households
have strategies to cope-postwith shocks, to smooth consumption and nutritidrew
shocks happen, even if formal credit and insuranaskets, or social protection schemes
are not available. They may use savings, ofteherfarm of live animals, built up as part
of a precautionary strategy against risk. They oewelop personalised informal credit
arrangements. They also often engage in informaliahsupport networks, for example,
clan- or neighbourhood-based associations, or ;n@e formal groups such as funeral
societies However, group-based systems cannot work effdgtinehe face of
‘covariant’ shocks, affecting the whole group, vehihe lack of good stores of wealth,
with limited risks, also means that building th&sgfer stocks’ is highly costly and
indeed not as effective as hoped for. On the |adt@rell-known example is when
households in Northern Wollo in Ethiopia tried ®euheir standard smoothing device —
selling small and larger livestock — to cope whk trought and famine in the mid-1980s.
Livestock prices collapsed due to oversupply acll t demand, in the face of high
grain prices, providing a classic case of entitletriailures as in Sen (1981). In terms of
risk management strategies, different forms of difieation are commonly observed —
either in crops, activities or assets. As longhasreturns to these activities are not
perfectly covariate, there will be benefits frometisification. Specialisation in low risk,
low return activities is another strategy, usualhen alternatives are all involving

considerable risk&Families will also build up extra savings in tlaeé of risk

2 In particular in economics, the ‘consumption srhiray’ and ‘risk-sharing’ literature has thrived,dan
indeed they are examples where work on developngteies has heavily influenced the mainstream
research agenda. Surveys of this literature anedidm Townsend (1995) or Deaton (1997); as welhas
Dercon (2005) and Morduch (1995).

%It is not just individuals and communities thavelep risk strategies. Firms in developing coustaéso
have been observed to respond to risk. For exarfiptes adjust their stock management policiestie li
with a precauationary motive, so that they canituag a risk coping strategy (Fafchamps et al. 0200
labour market contracts in firms reflect risk-shgrarrangements, i.e. workers and firms share juiskas
informal village institutions (Bigsten et al., 2Q0&irms have also been observed to change iretedf



(precautionary savings) with the result that lesources are available for consumption

and other necessary spending.

Table 2. Cost of risk: a review

Theme Selected references Nature of the Evidence

Risk management is common, via
diversification or entry into low risk, low return

ri);r?géirtri;t ,\Rﬂi\::jelﬁi '?1'995) activiti_es. Risk reduction at the cost of Ic_)wer
mechanisms Dercon (2005) mean incomes . Lower mean consumption
spending due to precautionary savings. Povdrty
persistence.
Reviews in Evidence pf use of_ assets to smooth _
Ex-post risk coping Townsend (1995) consumption, a.n'd informal sharing O.f risk
mechanisms Morduch (1999) within communities; overall only partial

smoothing of shocks, especially related to

Dercon (2005) covariate shocks

Asset accumulation Rosenzweig
and Wolpin (1993), Elbers,
Gunning, Kinsey (2007), Elbers, | Lower accumulation of assets due to risk,
Gunning, Pan (2008), Pan (2008) mainly due to ex-ante responses; effects of

Impact beyond portfolio composition of assets, such as higher
consumption or Nutrition and Health Gertler and | liquid assets rather than higher return illiquid
income Gruber (2002) assets. losses in health and nutrition, especially

Hoddinott and Kinsey (2001), due to large shocks, such as drought or
Dercon and Hoddinott (2005), catastrophic events.

Lybbertet al. (2004), Aldermaret
al. (2006)

Much research on the effectiveness of these stestégstill taking place, documenting
and analysing different rather sophisticated meisinam used in poor societies around the
world. But the key finding seems to stand: theywjite some protection against risk and
shocks; however, this protection is never more fretial, and considerable risks remain
(Morduch, 1999). In short, this literature cleastyens the door for a policy focus: how to
design better protection schemes, as informal nmesims are not offering perfect

protection.

This framework also allows us to emphasise thaisc® not just incurred in the short
run, via fluctuations in welfare outcomes. Risk iogpstrategies come at a cost, as assets
are depleted when trying to cope with risk. Exarmmp@ee sales of livestock during crises,

risk of corruption, their investment portfolio awligm easily expropriated assets (Svensson, 2@x3).
course, the latter would be a risk for which thepnse is unlikely to be to offer insurance consrac



going with less food, potentially affecting long#tehealth and nutrition, not least of
children, or withdrawing children from school affieag long-term human capital.
Furthermore, ex-ante strategies can be very cdstlgxample limiting the use of
modern inputs or in general holding less than ieffitasset portfolios or just less
accumulation of assets (Elbers, Gunning and Kin2@97; Dercon and Christiaensen,
2007). The result is that risk can be a cause &igtent poverty, with consequences not
just limited to temporary welfare costs.

This nature of the benefits of insurance initiasive the context of its actual benefits for
poor households can then be directly seen. Insareaic offer a means of coping with the
consequences of shocks, allowing smoothing of trartror avoiding costly asset
depletion. It also allows the poor to take advaatafyjopportunities that would help them
to escape poverty but that are too risky withoulitawhal protection. At the same time,
from this framework it is also clear that insuraicenly one of many possibilities to
reduce the impact of risk on poverty. Clearly, otleancial instruments could be
beneficial too, such as better and more flexiblengs products (strengthening self
insurance and risk coping) or better credit pofgds (such as emergency and
consumption credit products). Furthermore, strosgeral protection systems, such as
forms of social security or safety nets, could offienilar credible alternatives. The
review below will also highlight numerous problemish insurance provision, so
developing insurance may also involve considerabsts and ensuring that insurance
products are taken up by clients may be difficolathieve for other reasons than just
costs. In short, there may well be trade-off$ Wauld make insurance not necessarily
the optimal response. More research is clearly edéal pinpoint exactly the
circumstances and conditions in which efforts tpaasd insurance offer broader benefits
to households than other alternatives. As a relsettides offering a review of the
literature on microinsurance, we offer below alsweber of research questions that

deserve more work.



2. Impact of Microinsurance

In this section, we turn to the evaluation of timpact of specific insurance products, and
provide a number of key research questions desgfuither attention. The impact of
microinsurance products can be measured in a nuofiloimensions: first, the level of
protection the insurance provides when a shockredex-post); for example, how well
does a health insurance protect households froasttaphic spending in case of serious
illness of a household member? It directly impaatsseholds’ ex-post risk coping
mechanisms and is the prime justification for hdwdes to take up insurance: it helps
households to keep consumption spending stablewwid asset loss. The impact of
microinsurance on consumption, assets or otherrdiioes of welfare (such as health,
nutrition, school enrolment) is therefore a uséidicator to investigate the role of
microinsurance in allowing individuals to avoid ther poverty and hardsHipgndicators
can be measured at the relevant client-level, diclyithe household level or different
members within the household, allowing the explorabf gender or within-household

allocation effects.

Second, microinsurance can impact on householdsveur before shocks occur (ex-
ante). As discussed above, a large part of the abstninsured risk for poor households
are due to costly ex-ante risk management strategiee question arises whether
insurance helps clients to redirect their actigitand assets to entrepreneurial, higher
return even if more risky portfolios. Here the feaould be on the type of activities
households are involved in, their asset accumuldiehaviour and the composition of
assets. At the same time, given moral hazard, amear may affect behaviours in more
negative ways reducing the potential benefits, sischeing less careful with crops or
property, unless products are designed to coui®rlt the case of health, insurance
could impact on health seeking behaviour, inclugirgyention, and depending on the
nature and incentives entailed in the product aedtganisation and quality of the

health care system, impacts could be very different

* Wagstaff (2008) discusses methods for measureafidimancial protection in health.



A further issue that is important to consider retato the impacts of taking up
microinsurance across households and individualee-benefits most? Clearly,
microinsurance evaluation should not just be irsexe in average impacts across a
population, but gain understanding on the typdiefts and their family members for
whom insurance offers most benefits. One couldystind impact by socioeconomic
background, ethnicity, gender dimensions, and otledrdefined characterisations.
Finally, the provision of microinsurance schemesl@étave indirect effects on existing
systems of protection, such as informal insuramcenautual support mechanisms in the
communities involved. For example, other infornmalurance systems may be affected

and undermined, possibly with detrimental impactsome households and individuals.

Table 3 presents a number of studies that managedbtuate a number of insurance
schemes in a methodologically sound way, focusmgrgact dimensions beyond just
the purchase of insurance. Overall, this set afistuis clearly very limited and one could
argue that some others should have been includedt,ib in any case correct that there
are few studies that can really credibly evaluagewtelfare or other benefits from

insurance.

Table 3. An overview of key microinsurance impactlaations on clients

Theme Available research Nature of the Evidence

Impact of weather insurance on modern

input use: Gine and Yang (2007) No increased risk-taking in the form of

Impact on ex- modern input use in Malawi.
ante risk . .

Impact of health insurance on precautlona% . . .
management ecrease in precautionary savings due tp

savings: (Gruber and Yelowitz, 1999; Chqu

et al., 2003) health insurance

Positive impact of health insurance on
anthropometric status in Vietnam.

Impact on health of health insurance:
Wagstaff and Pradhan (2005) Insurance protects against payments for
Chankova et al. (2008); Dong (1999); Dror inpatient care, but does not decrease out of

ﬁ:;ﬁf:ﬁzeo{n et al. (2006); Gumber, (2001); Jitting pocket expenditures for outpatient care.
offering ex- (2004), Preker et al. (2002); Ranson (2001),

'9 Wagstaff (2007), Wagstaff et al. (2007) | Differential treatment (drug prescription)
post risk ; . AR
conin between insured and uninsured individugls

pIng Direct evidence of other insurance in China due to financing.
mechanisms on specific welfare dimensions
is limited or missing. Micro-health insurance units contribute tg

smaller differences in access to health care
among according to income in the




Philippines.

Reduced out-of-pocket expenditures for
members of community health insurances
but exclusion of the poorest in Senegal.

Increase in service utilization and inpatient
care, but no reduction in out-of-pocket
expenditures in Vietnam.

Increase in service utilization but no
impact on out-of-pocket expenditures and
utilization among the poor.

Uptake of weather insurance (India,

gfeltriroag;nelty Malawi): Gine et al, 2007b; Gine and Yang
( rofilloes of 2007; Signs that relatively not-so-poor
V\r/)ho benefits households take up more insurance.
most) Uptake of health insurance: Wagstaff and
Pradhan, 2005; Jowett, 2003
. . Possible crowding out by microinsurance
Impact on informal insurance schemes : )
" of informal insurance.
Impact on (externalities)
existing . . L . .
informal Attanasio and Rios-Rull (2000) (theory); E.V|dence. n Ethiopia is suggestive of this
. . risk, albeit in the context of a safety net,
mechanisms | Dercon and Krishnan (2003) (safety net) not in terms of insurance
and other Jowett (2003) (health insurance in '
external Vietnam). Evidence in Vietham shows that strong
effects

informal insurance hinders uptake of new
insurance products.

So far, the literature evaluating the impact ofinasice in low-income countries is not
just relatively limited; it is also rather unbaladcbetween different types of insurances.
The main emphasis has been on different typesaifrhmsurance schemes, and their
impact on health care-utilization, out-of-pocketpenditure or social inclusion
(Chankova et al., 2008; Dong, 1999; Dror et al0&G@umber, 2001; Jowett et al., 2003;
Jitting, 2004, Preker et al., 2002; Ranson, 200dg&tff, 2007, Wagstaff et al, 2007).
Very few studies evaluate the impact of insurantewerall household income, nutrition,
or other dimensions of welfare than those direclgted to the insurance. Exceptions
include Wagstaff and Pradhan (2005), who evallsempact of health insurance on
health outcomes (anthropometric indicators), hezdtie utilization and non-medical
consumption expenditure for households in Viethamgipanel data and propensity
score matching. They find that voluntary healthunasice had a positive impact on
height-for-age and weight-for-age of young schdulidcen, and led to an increase in

non-medical household consumption. Building on @rudnd Yelowitz (1999)’s
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evidence from Medicaid in the U.S., Chou et al0@0find that public health insurance
in Taiwan has caused a reduction in savings fecautionary reasons, with the effect

negatively proportional to the size of savings.

Careful evaluations on the impact of microinsuraincene field of life, property,

livestock and weather on the poor are scarcer. Y@tm@l. (2006) highlight the lack of
even a standard framework in which to measurentipact of microinsurance, as well as
difficulties with measuring its impact. For exampgfea shock forces a household to sell
livestock, despite insurance, but insurance allbuwessell it later and at a better price, the
additional benefit of insurance is not straightfard/to measure. In fact, this is just one
example of the key problems with evaluating insaeaschemes: it is perfectly possible
that in the period evaluated, few if any may fageaus losses, and in that case, those
paying the premium may in fact have lower outcothas those not buying insurance. In
general, evaluative work is hindered by the lackystematic baseline data on
beneficiaries and plausible control groups. Thedased use of randomized experiments
and the careful use of panel data to allow constrgcomparable treatment and control
groups will provide scope for much progress. Belaw,summarise some of the key
methodological challenges. In the field of weatinsurance, recently a number of
interesting randomised experiments have tried $esatheir impact on incomes and also
on risk-taking behaviour (Gine et al., 2007a; 2003ime and Yang, 2007). The findings
do not show substantial impacts; for example, Gimeé Yang (2007) undertake a study in
Malawi and show that those with insurance did notease the uptake of risky

technologies, one of the expected outcomes.

In terms of the impact of new schemes on existieghmnisms, Jowett et al. (2003) find
that social cohesion and informal financial netvgoake negatively associated with
insurance uptake, suggesting that the former crmwtghublic voluntary health insurance.
Dercon and Krishnan (2003) present evidence thggesis a crowding out effect of
informal risk-sharing arrangements by food aid. Mkie evidence base is limited,
microinsurance can also have important externaldtehe community level. For

example, health insurance can produce positivermddon externalities through

11



improved preventive behavior so that also individweho are not insured benefit from it.
On the other hand, Morduch (2006) points towargessible negative price effect of
insurance during times of shocks when insured iddads drive up the price of goods,

for example food.

In conclusion, there are few studies that rigorpesiluate the welfare or other benefits
from insurance. A key issue is methodologicals weéry hard to evaluate such
programmes. To conclude this section, a list ostjaas and avenues for further
research is offered. Box 1 further below discussek=rant methodological issues in

addressing these evaluation questions.

This list of questions is written generically, famy type of product. This will not be
always sensible. Different risks have specificdeas, and as would have feasible
insurance products for different risks. Specifighould be taken into account when
studying the impact of products. For example, mbeaalard may be more problematic in
the case of crop insurance (farmers may feel fedged to try to salvage their crops
when insured) compared to life insurance (as imst@as unlikely to affect mortality risk
systematically). Adverse selection may be a biggeblem in the case of health
insurance than, say, crop insurance (for exampbeigit risks may well be more similar
in a community than health risks). Such factors afflect the nature of the products that
can be offered and the heterogeneity of impacts tlaerefore it will have implications

for the interpretation of any impact evaluation.

Specificity will be especially important in the easf health insurance evaluation. The
impact of insurance in this case on key outcomestefest, such as health or nutritional
status, will be strongly affected by the qualitytieé health services on offer. In
particular, a limited impact of health insurancelddbe caused by problems with the
insurance product (and the incentives regardingtheaeking behaviour) dyy problems
related to the quality of health care it providesess to. As a result, health insurance
evaluation is bound to have to be rather diffefearh the evaluation of most other

products, especially for those products for whomithpact is mainly dependent on the

12



financial compensation for a loss that is expemensuch as the loss of a crop, property

or costs related to mortality).

Further Research: Does insurance enhance welfare?

The key question deserving more attention relatethé overall impact on household
welfare such as whether persons protected are bettet@bb@nage riskand break the
poverty cycle than persons without insurandéd@re research is clearly needed on
specific aspects of this, such as (i) To what extienlow-income households adopt more
efficient risk-management strategies when they sising microinsurance? (ii) How do
consumers use insurance payouts? (iii) Does insaraoverage promote undertaking
higher-risk, more productive economic activities} Does health insurance contribute to
more efficient health seeking behaviours? Any ekthimpacts will need to be unpacked
further to address questions such as which segneértsv-income households benefit
the most? What are the intra-household dynamics® #tmes insurance impact women,
men, other household members? How do they ber(efidf? is it through more efficient
behaviours, stronger asset or human capital pasitimre asset accumulation, etc.) Are
there any externalities at the community level? &mmple, does it affect local health
care provision, does it crowd out informal schendes it affect credit markets? Finally,
questions arise about which products provide tgbdst impact: what is the best product
for particular risks in particular circumstancesislican be related to pricing of products
(e.g. low premiums with low protection compared hagh premium for higher
protection)?0r comparing the impact of single versus compgsitelucts (for example,
combining health and agriculture insurance produotsmandatory versus voluntary
products). Product comparison should not limitlitse insurance alone: a key concern
when studying the impact of insurance will haveb® more work on comparing the
impact of insurance with other complementary finahservices (such as savings,
consumption or emergency credit) as well as safety and social protection (including

social security and cash transfers).
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Box 1. Methodological Notes on Impact-Related Redea

(a) To study the impact of insurance schemes,riecessary to design the data collection in ssatay
that credible counterfactuals can be constructegnimg that one needs to be able to assess what the
impact of insurance is compared to having no instgaThis can be obtained using randomized
controlled trials (in which among a population, theneficiary’ group is randomly chosen in relatior
to non-beneficiaries), before and after evaluatiwite control groups (in which control groups are
established that can be considered similar to émeficiaries involved). Alternative designs thatilco
be consistent with these outcomes include quasréxgental designs (for example, ‘natural’
experiments, or the exploitation of staggered bhiiion of schemes or evaluation exploiting rules

O

implementation that allow credible counterfactualgsis near the threshold that separates
beneficiaries and non-beneficiaries).

(b) In quasi-experimental designs care must bentadk@ccount for existing risk coping strategieghia
absence of insurance. The question is whethergeaple would benefit from insurance relative to
these alternatives (often informal institutionshwiisurance characteristics). An important chakeisg
to compare the cost of insurance with the (implicdst of such alternative arrangements.

(c) Researchers are encouraged to take into actwatrin practice people who choose to take uprarsze
are likely to differ systematically from othersa éxperimental designs researchers may therefame wa
to define the treatment group as those to whonramae is offered (but may decide not to enrol & th
program).

(d) Impact assessment of insurance is fundamerddflgult as, by definition, insured losses may no
occur for many of the participating households nigia relatively short evaluation period. For
example, only those experiencing health problentisr@geive payouts of health insurance. The resuilt
is that those paying a premium and not facing kssay seem ‘ex-post’ to be worse off than those ot
paying a premium, if few people experienced angédssn the period of investigation.

Source Concept Note prepared by EUDN (2008).

3. Demand for Microinsurance Products

Successful microinsurance products need to givefwaattention to clients’ demand and
satisfaction; often they appear to be more taildoeithe providers’ needs. This implies a
movement away from products ‘masked’ as microinscggroducts but often mainly
benefiting MFIs, such as credit-life insurance, 408 paying more attention to the
insurance needs of the poor. To be able to devrldps direction, it is crucial to obtain
a better understanding of why people do or doalat tip insurance products when
offered: what limits the usage of insurance? Ineedademand through well-informed
choices of individuals is a prerequisite for saglirp microinsurance products to reach

large numbers of poor people. A considerable bddgsearch has been making careful
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points on these issues, increasingly based on gadénce. Table 4 provides an
overview of some of the most relevant demand sisieds, and some of the papers that
have discussed these issues. It is again impdddnghlight the peculiarity of health
insurance vis-a-vis other other insurance prodddte.demand for health insurance is not
solely a function of product attributes of the ireswce, consumer education and
appreciation of the insurance product, but alsaiatly depends on the quality of health

care services offered.

Table 4. Understanding the demand for insurance?

Issues Researchers involved Evidence
Cohen and Sebstad (2006)- health
Most important risk- Sebstad et al. (2006) - loss of income earner
management needs researching demand for | - highly context specific, require careful market
microinsurance research
Churchill (2006) - simple
Successful product Leftley and Mapfumo - affordable
attributes (2006) - valuable
McCord (2008)
Factors influencing Chankova et al. (2008) - education of household head
Gine et al. (2007b) - wealth
uptake
- lack of understanding of mechanisms behind
insurance
Literacy gaps '(\:/lﬁ Cord (2001a) - lack of effort by insurance agents to explain
ankova et al. (2008) . i
products in a way that is understandable for lgw-
education, illiterate groups
- building on existing structures
Improving trust and Radermacher et al. (2006) - education
credibility in insurance | Schneider (2005) - careful marketing and sales strategies
providers Gilson (2003) - arguments for subsidizing insurance premial{for
vulnerable groups
- nominal willingness to pay is higher than
Willingness to pay Dror et al. (2007) estimated in previous studies

- importance of household size as determinant of
nominal willingness to pay

Cohen and Sebstad (2006) highlight the need tdudgretudy clients’ insurance needs
before introducing a new product, where marketaiesecan include studying (i) clients’
needs, (i) specific products, or (iii) the sizetloé potential mark&tAnalyzing demand
studies from Uganda, Malawi, Philippines, Vietndnionesia, Lao P.D.R., Georgia,

Ukraine and Bolivia they find that the most prewalgsks relate to health and loss of a

® See Sebstad et al. (2006) for guidelines on resiay demand for microinsurance.
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wage earner. However, despite these patterns, holgisé priorities regarding demand
for insuring certain risks are nevertheless condgecific and solid research is essential

before entering a market.

There seems to be general agreement about thammmtant product attributes of
microinsurance products from a client perspecsuaple, affordable and valuable
(Churchill, 2006; Leftley and Mapfumo, 2006; McCpa008). These factors are
determinants of uptake and therefore determinénpact of microinsurance as well. An
often identified constraint in selling insuranceptmor households is a lack of
understanding of insurance products (McCord, 200daye educated households have
been found to be the ones who are more likelyke tgp insurance (Chankova et al.,
2008; Gine et al., 2007B)Overcoming this constraint requires a dual efforitmprove
communication and financial education on risk-pagliinsurance and rights of policy-
holders tailored to low-educated and illiterateividbials on the one hand, and simplify
policies on the other hand. Clients’ understanaihigisurance products is key not only to
take up of insurance, but also to use and appreciaf the policy as well as satisfaction
with the insurance. The impact of microinsuranceéhenwelfare of the poorest
households strongly depends on whether househmdsaare of the benefits of the
insurance, can therefore make full use of it, amttioue to stay members of their
insurance policy. However, keeping products affbleanplies keeping costs low.
Therefore, more research is needed on innovatost;affective ways and channels of
communication and financial education tailoreddtec to low-educated, illiterate

people’

A serious constraint to the uptake of insurancetb&e® trust. The contrast of
microinsurance with microcredit helps to see tlitettnce between these two

microinsurance activities. In the latter, monegfiered first, and then lenders have to

® This problem should not come as a surprise: ewsitlroncepts of risk and insurance tend to belpoor
understood in many poor settings (Platteau, 1997).

" This problem is not just a problem of a poor usteTrding of formal insurance. Even the mere coscept
of risk and of the principles of insurance, eveimiiormal settings, are difficult to grasp. Platiga998)
documents how fishing communities, despite faciegrcrisk, find it hard to understand fully thermiples
of insurance, including that they are not just isgs’ schemes so that premiums have to be retuimed
due course’, and not just in probability.
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find ways of ensuring that clients repay the lodanders have to find ways to ensure
they can trust that repayment by clients will tpkace. In insurance, clients first part with
their money, and then they have to trust the indiiag they will indeed get money (or a
service, such as health care) when problems damswlers have to trust borrowers; while
insurers have to be trusted by clients. Radermasthadr (2006) underline the importance
of trust along these two dimensions: first, thatitisurer is willing to make payments to
clients; and second, that the insurer is able livetehe payments. Trust is also essential
for customer retention. Trust of individuals andnzounities can be built by education,
building on existing structures, or through carefalrketing and sales strategies. McCord
(2008) underlines that a fine balance is requiretivben acquisition of new technologies
(which decrease costs by making the insurance ptdess labor intense) and human
contact to educate policy holders and build trDssspite its importance, there is little
systematic knowledge about instruments and meamartis build trust (Schneider,

2005).

Dror et al. (2007) study households’ willingnespé&y, analyzing data from a bidding
game conducted in more than 3000 households ia.lfittiey find a higher level of
nominal willingness to pay compared to previousli&s; further, they show that
household income and nominal willingness to paypastively correlated, while
household income and willingness to pay as a p&gerof household income is
negatively correlated. Further, their results ssggeat household size is the most

important determinant of willingness to pay levels.
Willingness to pay could also be enhanced by siyipty premium collection methods
and making premiums payable in higher frequenaeddcbe helpful in promoting

enrolment by low-income households (Chankova, 20R&8Ying premiums should be in
line with households’ cash flows (Cohen and Sehs2@@6).

Further Research: the demand for insurance?
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There clearly is a need for more and careful amabysthe demand for insurance. The
key is to offer products to clients that reallyasfizalue to clients, and understanding
clients, their needs and their satisfaction withdorcts is essential. At least as important
is to understand whether and how clients can lzened. The key questions to
understand are therefore \iijhy people buy or don’t buy insurance products when
offered and (ii))why do people not renew their insuraficst the end of this section, box

2 offers some methodological guidance useful widsliessing some of these questions.

A first sub-set of questions addresses this is§tdient-value’ — what is offered to
clients and how satisfied are they with these petsllObviously, any research has to be
closely linked to questions discussed in the previgection, related to the actual impact
on welfare outcomes, but here, the actual outcaresot only important, but the focus
here is more on the insurance product itself, fimguen the uptake and satisfaction of
clients. Specific questions include: To what exgmet clients satisfied with current
microinsurance products? What do they value? Witatyzt attributes are the most
important for them and why? What is the potenteldfit or the actual client value of
different microinsurance products for differentgps in different contexts? For which
risks and for whom can microinsurance provide betdéue in terms of appropriateness
(demanded protection coverage), affordability (totessts) and accessibility (simplicity,
physical access, convenience) compared to or irboc@tion with other risk-
management mechanisms (including credit, savimgsirance, informal schemes, safety
nets, social security) used to date? What are adoa#tiers for different types of
risks/products? How deep can a market-based inseiischeme reach? To what extent
can microinsurance enhance value of basic soaaritg packages (health care,

maternity, pensions, unemployment benefits) for-lnoeome households?

Besides these questions, analysis of demand, uptakestention have to dig deeper into
the market conditions and constraints to insurgmogision. A key concern has to be an
understanding of the potential market, to proviteriecessary market intelligence to
penetrate low-income markets. What is the sizéefootential market in specific

contexts and expected take up rate? Is there $oopearket segmentation to assist

18



penetration and increased understanding of marRéisfz are also the key issues related
to insurance understanding and literacy, and tnusisurance provision and providers.
Relevant questions include: Why do consumers mst tnsurance, insurance providers
and system? How to build trust? How do househohdierstand risk? Do they properly
understand insurance concepts, for example asiclistom pooled savings? How are
they understood in different cultural settings?afdre the most important gaps in
insurance literacy - knowledge (understanding ofcepts), skills (being able to use
insurance for effective risk-management), andwatés (opinions, culture and self-

confidence)?

Finally, insurance does not tend to be offered ffee to be sustainable or to offer
appropriate incentives. Questions requiring morswens include: How sensitive are
potential clients to price changes? How much cé#fierdint households be expected to be

able to contribute to insurance?

Box 2. Methodological Notes on Demand-Related Rebea

(&) For many of these questions, the variable of istasethe uptake of insurance. To allow a clear
understanding of many of these issues, such aedeiathe link between price or other product
attributes, a well-defined ‘counterfactual’ remmimecessary, so that the comments above on impact
analysis remain relevant. (As noted above, the teofactual may involve participation in an informal
institution (social insurance) or the use of livest or other assets for self-insurance.) Similady,
studies related to finding schemes that appeaate more credibility (e.g. schemes with more
frequent interaction in the form of small payoutkg key tools for analysis are likely to be similice.
making a comparison between different schemes, wéthdefined control groups). The same applies
to studying the impact of information programmesupiake.

(b) However, there is room for other methods as wéilk d@iesign issues related to developing credibility
require further conceptual and theoretical workilevHocumenting cases in a comparative framewark
remains relevant. A study of the understandingséf and of insurance may well have to go beyond
standard economic, business or insurance anafysishe realm of psychology or anthropology.

(c) The study of insurance behaviour is often donegusiiingness to pay or other hypothetical
guestioning. Caution is required as the relatignslgtween actual insurance behaviour (such as
subsequent uptake) and responses to willingngsaytds typically not strong. Experimental games

—

may offer some insight but issues such as the terrg-horizon of actual insurance relationshipstw
payouts often many years later if any) make théagpon of actual circumstances relatively

implausible in short game settings. In any caseaked risk aversion and actual uptake of insurange
are substantively different concepts, partly mdtngthe type of research proposed.

Source Concept Note prepared by EUDN (2008).
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4. Supply

Two key issues deserve specific attention whenidenag the research on the supply of
microinsurance products. Firstieveloping and pricing microinsurance produetsd
secondly,the relevant institutional models and delivery mhels. Table 5 presents an

overview of selected studies.

Table 5. Key challenges and bottlenecks for widespand sustainable provision?

Issues Researchers involved Key Conclusions

Brown and Churchill (2000a)
Wipf et al. (2006)
| Leftley and Mapfumo (2006)
” Wipf and Garand (2006)
McCord et al. (2006)
Churchill and Cohen (2006)

Detailed suggestions on balancing
inclusion, premiums, benefits and
sustainability; need for
professionalisation for pricing:
involvement of insurance professionals

Developing and pricing
microinsurance product

McCord (2000a; 2000b; 2000¢
2001a; 20001b, 2006; 2008) | Arguments on agnosticism regarding
Fischer and Qureshi (2006) | institutional models is required; issues
Leftley and Roth (2006) related to incentive contracts for agents
Radermacher and Dror (2006

Institutional models and
delivery channels

The first step in the design of an insurance prodbould be evaluating the insurability
of the risks the product is intended to cover. Bromnd Churchill (2000a) discuss a
number of criteria, which include (i) a large numbé similar units exposed to risk, (ii)
limited policyholder control over the insured evefiti) the existence of insurable
interest, (iv) losses can be identified and measurg losses should not be catastrophic,
(vi) chance of loss is calculable and (vii) premguare economically affordable. Leftley
and Mapfumo (2006) highlight the importance of &u® on the demand side for
developing a successful product, coupled with anaiing process of examining the
operational and regulatory environment as wellisis carrier options. Insurers always
have to strike a balance between inclusion, premjupolicy coverage and financial
sustainability. The CHAT tool, developed by the Midnsurance Academy, deals with
the coverage-premium tradeoff by providing a mehahmices and letting clients chose

their desired coverage and corresponding premiumr(2007).
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Composite (bundled) insurance products, as recometehy Cohen and McGuinness in
McCord (2008), can be useful instruments to mamageal hazard and adverse selection
problems and thus offer cheaper products. NevesbkelRoth and Chamberlain (2006)
warn that in practice the potential benefit of beddmicroinsurance in terms of lower

premiums is hardly passed on to clients.

Institutional models and delivery channels
McCord (2001a) contrasts four classical servicevdgl models: the partner-agent

model, community based model, the full-service nhaaled the provider model.

In the partner-agent modelthe insurer teams up with a local agent, for gdama
microfinance institution, informal savings institut or other grass-root organizations.
For example, in Uganda, FINCA Uganda cooperatetd Ngambya Hospital Healthcare
Plan (NHHP), a health financing entity, to provitlealth insurance to its clients
(McCord, 2000a). Under this setup, the comparatidyvantage of the insurer in
developing and pricing policies is combined witle tomparative advantage of the local
agent by having experience in reaching the pooth wetworks already in place, and
enjoying the trust of large numbers of clients. leger, McCord (2006) also discusses a
number of disadvantages for insurers, agents aedtsl For the partner-agent model to
work for the poor, he stresses that (i) the instceaproduct and distribution has to be
driven by clients’ needs, (ii) the regulatory framwek should facilitate simple procedures
while at the same time protecting customers’ rigatsl (iii) MFIs should involve clients
in product development and obtain feed-back, tothiseinformation in negotiations with
the insurer. In India, Tata-AlIG has developed a ehaxf micro-agents in addition to
MFIs as agents. NGOs are contracted to recommethddnals in communities to form
a so-called community rural insurance group (CRAGich then performs an agent’s role
(Roth and Athreye, 2005).

In the community-based moddéhe insurance is entirely owned and managed by the

community members (the policy holders). It is natyprofit, and characterized by its

participatory processes and the important role afiad cohesion. Community-based
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insurances, or mutual insurances, can be found wargety of set-ups, including: (i)
standalone mutual (or cooperative) insurance pessifor example, CARD MBA in the
Philippines), (ii) insurance companies affiliatedl & network of financial cooperatives
such as savings and credit cooperatives (for examMplUSCCO in Malawi and ServiPeru
in Peru) and (iii) networks of mutual insurancecasstions (for example, the Union
Technique de la Mutualité Malienne) (Fischer andedhi, 2006).

Under thefull-service modelthe insurance provider assumes all functionsn fpsoduct
development to marketing, sales, premium collectiod claims processing. An example
for the full-service model is the Self-Employed Wemms Association Insurance (SEWA)
in India. Extending this model to also include fitevision of, for example, health care,
yields theprovider model GRET Cambodia is an example of a health microsrste
following the provider model (McCord, 2001b).

Leftley and Roth (2006) discuss alternative insititiual approaches, including the use of
a protected cell company, alternative administeapvocedures such as amended agency
agreements, or outsourcing to third party admiaists, as well as alternative distribution
channels, such as retailers, workers’ unions,pf@he companies, or burial societies and
ROSCAs.

In conclusion, many of the above discussed modets umder development and
‘agnosticism about insurance models’ (McCord, 20@8heeded to establish the most
effective delivery channels for different risk ageies. Further knowledge is also
required regarding effective marketing and selliagg underlying incentive contracts of
agents. Francis Sommerwell, managing director aracare (in McCord, 2008) points
out the importance of costumer retention for buadditrust and for an insurance to
function. To provide adequate incentives, agent$igder commission for renewals than

new sales.
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Further research

Key indicators for supply analysis are efficienaydaoutreach. A massive research
agenda is still outstanding, as much learning Wwdve to be done based on actual
experiences, focusing on the supply value chaihalmo conceptually and theoretically.
The main question igdow to expand access to valuable products in acieft way?
The questions below are structured around supplyevehain concerns, which is key
from the practitioners’ point of view; delivery meld and linkages; pricing issues and the

supply of consumer education.

Questions around the supply value chain are: Hawpraviders improve efficiency of
business processes to expand access to valualdacs® Why certain processes and
solutions in the supply value chain presented belmsk and why some do not work?
What are costs in the value chain and how theybesatrimmed? This is a broad area,
covering issues such as getting the products righdanising efficient distribution
systems, including the delivery channels, the gmte bundling with other insurance
financial and non-financial products, sales and agament models, etc. Further
questions include: How can technology help to imaprefficiencies in the supply value
chain? What are the costs and benefits of variectsiblogical solutions?

Next, one needs more research on possible delmedels: Which delivery models work
best in specific contexts in terms of insuranceakipt sustainability and efficiency for
providers, and the highest client value? What ast-effective linkages between market-

based microinsurance and informal schemes or seetairity schemes?

Pricing insurance is also crucial. Research questimclude: How can providers
overcome data limitations for actuarial pricing? ahs the rationale and role of
subsidies? What are the potential detrimental tffen efficiency? Finally, if trust and
literacy are crucial constraints on the demandctivgent of consumer education as well
as its delivery require more research. How shoulgkiorganised? Who should do it —

independent groups or insurers? What should besased?
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Box 3 below offers some generic methodological esswhen researching the
questions. Of course, different products dealinth wlifferent risks face different supp
side problems, leading to specific other questitmde addressed. In box 4, as
example, some of these more specific questionsrdiclated for the contrasting issu

related to health insurance delivery and agricaltursurance delivery.

Box 3. Methodological Notes on Supply-Related Resea

se
ly
an

es

(a) For many of these questions, the variable of istéeenot easily defined, as it refers to the éficy
or sustainability of microinsurance operations. fieed for well-defined ‘counterfactuals’ remains
necessary. For some issues, such as comparingedifi@odels of delivery (e.g. individual versus
group based), the principles and methods of imaaalysis as discussed earlier would still be most
relevant. For others, the evidence base will bd tarconstruct (such as comparative empirical wor
on institutional models, which rarely operate imguarable contexts).

(b) By implication, much of the work will have to bedwmal on careful theoretical/conceptual work,
supplemented with carefully documented case studieffer empirical evidence. The virtues of

theoretical analysis (such as on delivery modsksuld not be underestimated, even if based oerath

stylised differences.

(c) In general, this work will have to be done in tlmatext of a limited information base, and effods t
build this information base in a systematic angha$sible, quantitative way should be strongly
encouraged.

Source Concept Note prepared by EUDN (2008).

Box 4: Specific questions for health versus agtimal insurance

Further questionsfor health insurance delivery

How to limit adverse selection for both compreheashdemnity packages and defined ben
schemes? What is the best use of co-payments ahdttiddes to limit moral hazard witho
undermining demand for products and discouragiientd from seeking preventive health ca
What is the impact of exclusions on performance diaht value? What are good practiceg
finance and collect premiums cost effectivelyGw to reimburse health providers directly so t
claims are cashless for policyholders?

How to reduce health claims costs, including préeenand negotiations with health care g
pharmaceutical providers? How to control the riskraud? How can health insurers encour
greater use of, and improvements to, public healgpvernment health care services?

What is the role of technology and Third Party Adisirators in increasing efficiencies of t
health insurance supply chaiWhat is the right reinsurance mechanism for haakhrance?

efit
Ut
re?

to
hat

nd
hge

he

Further questions for weather index and other agricultur e insurance specifics

How to build weather and other indexes to creadmsparent and efficient index insurar]
products? What are relevant triggers for crop petsfi How to reduce basis risk? What is
sufficient level of correlation between bad weathed bad crop yields? How to overcome
lack of historic weather data? What is the impddtlionate change on the usefulness of hist
data?

What is necessary weather infrastructure to colleetright data for index insurance? To w

ce
the
the
Dric

nat
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extent local communities can be involved in designveather maps?
How to market index insurance products, ensuresprarency and understanding by the market?
What is the impact of disaster relief or food aidtibe market for index insurance?
Can index insurance be extended beyond farmenssiare its sustainability and share its benefits
with other groups?

What are proper reserves and reinsurance polieieded for index insurance?
How to reduce fraud and moral hazard in delivelivgstock insurance?
What is feasibility of other property insurancegots for agriculture?
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Annex. Overview of selected micro insurance progres

I nsurer

L ocation and Start

Current Area of
I nsurance

References

Activists for Social
Alternatives (ASA)

India, 1986

life

Roth et al. (2005)

All Lanka Mutual
Insurance Organization
(ALMAO)

Sri Lanka, 2002

life, accident, loan
protection

Enarsson and Wirén
(2006)

American International
Group (AIG) Uganda/
Foundation for
International
Community Assistance
(FINCA) Uganda

Uganda, 1997

group personal acciden
insurance

McCord (2000a)
McCord et al. (2005)
Young et al. (2006)

Association d’Entraide

des Femmes (AssEF) Benin, 2003 health Guérin (2006)
Bangladeshi Rural

Advancement Bangladesh, 2001 health Ahmed et al (2005)
Committee (BRAC)

Bienestar Magisterial | g g1y ador, 1969 health Holst (2005)

(BM)

Center for Agriculture
and Rural Development
Mutual Benefit
Association (CARD
MBA)

Philippines, 1999

life, credit life, disabilit

McCord and
y Buczkowski (2004)

Chogoria Hospital

Kenya, 1991 health Musau (1999)
Insurance Scheme

Christian Enterprise credit life. funeral

Trust Zambia Zambia, 1995 ! ’ Leftley (2005)

property

(CETZAM)

credit life, life savings, .
Columna Guatemala, 1993 auto, fire and allied Herrera and Miranda

- (2004)

perils, theft
Coordination régionale .
de mutuelles de santé deSenegal health E'ﬁ;gﬁg\?; 2'{ &(“20(2%%)8 )
Thiés (CRMST) .
Delta Life Bangladesh, 1986 endowment McCord and Churchill

(2005)

Government of
Mongolia

Mongolia

index-based livestock
insurance

World Bank (2005)

Grameen Kalyan (GK) Bangladesh, 1997 health Ahmedl €2005)
Groupe de Recherche et McCord (2001b)
d’Echanges Cambodia, 1998 health Brown and Churchill

Technologiques (GRET

(2000D)

ICICI Lombard/

Bie Lilleor et al. (2005)

BASIX India, 2003 weather-based insuranc&ine et al. (2007a)
Gine et al. (2007b)
Insurance Association OfMalawi weather-based insuran¢e  Gine and Yang (200

Malawi

International
Cooperative and Mutual
Insurance Federation

Members in 67
countries, founded in
1992

(ICMIF)

reinsurance,
development, market
intelligence, investment

International
Cooperative and Mutual
Insurance Federation

training

(ICMIF) (2005)
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Current Area of

Insurer L ocation and Start References
I nsurance
. Radermacher et al.
Karuna Trust India, 1987 health (2005a)
La Equidad Seguros Colombia, 1970 life, disability Almeyda and Jaramillo

(2005)

Madison Insurance

Zambia, 2000

credit life, funeral

Manje (2005)

Malawi Union of
Savings and Credit
Cooperatives
(MUSCCO)

Malawi, 1980

credit life, life savings

Enarsson and Wirén
(2005)

Mutuelle d’assurance de¢
la FUCEC-Togo
(MAFUCECTO)

Togo, 1989

credit life

Tremblay et al. (2006)

Nnsambya Hospital
Healthcare Plan
(NHHP)/FINCA
Uganda

Uganda, 1999

health

McCord (2000b)

Seguro Basico de Salud
(SBS)

Bolivia, 1999

health

Holst (2005)

Seguro Integral (Sl)

Paraguay, 2002

health

HolBD%2

Seguro Materno-Infantil
(SMI)

Peru, 1998

health

Holst (2005)

Self Help Promotion for
Health and Rural
Development
(SHEPHERD)

India, 1995

life, health, accidental
death, livestock, asset

Roth et al. (2005)

ServiPeru

Peru, 1994

life, credit life, health,
savings, funeral, motor

Rodriguez and Mirandaj
(2004)

Society for Social
Services (SSS)

Bangladesh, 1993

health

Ahmed et al. (2005)

Spandana

India, 1992

credit life, spouse’s
death, asset

Roth et al. (2005)
Sriram (2005)

Tao Yeu May's Mutual
Assistance Fund (TYM)

Vietnam, 1993

credit life, health,
disability, funeral

Tran and Yun (2004)

Tata-AlG Life Insurance
Company Ltd.

India, 2000

life

Roth and Athreye
(2005)

Taytay Sa Kauswagan
(TSKI)

Philippines, 1986

life, credit life

Leftley (2005)

accidental death and

Churchill and Pepler

TUW SKOK Poland, 1998 disability, property, (2004)
savings completion
UMASIDA Tanzania, 1997 health McCord (2000c)

Union des Mutuelles de

Santé de Guinée Guinea, 1999 health Gautier et al. (2005)
Forestiere (UMSGF)

Union Technique de la

Mutualité Malienne Mali, 1998 health Fischer et al. (2006b)
(UTM)

VimoSEWA (SEWA- Chatterjee (2005)
Self-Employed India. 1992 life, health, accident, Ranson (2004)

Women'’s Association
Insurance)

property

Bennett et al (1998)
Jain (1999)

36



I nsurer

L ocation and Start

Current Area of
I nsurance

References

Garand (2005)
McCord et al. (2001)

Yasiru Mutual Provident
Fund (Yasiru)

Sri Lanka, 2000

life, accident, disability,
hospitalization

Enarsson and Wirén
(2006)

Yeshasvini Trust

India, 2003

health

Radermacher et al.
(2006)
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