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Foreword

This work on microinsurance in the Philippines was carried out with the generous
funding of the Dutch Government as part of itsPartnership Program with the ILO. Thereport is
part of larger multi—country project that seeks to understand how low-income entrepreneurs
cope with risk in securing alivelinood and the role that insurance can play in managing risk.

Low-income entrepreneurs are particularly vulnerable to risk. While many of the risks
appear to be in principle insurable, little insurance is available to them. A mgor reason, of
course, is that insurance is one of the mogt difficult of al financid services to provide. Insurers
face risks getting the prices wrong, fraud, mord hazard and adverse sdection. Those who
provide insurance to low-income entrepreneurs, face the additiond chalenge of trying to cover
their costs (and make a profit) through the sde of reatively low-cost insurance policies. Against
this background it is particularly noteworthy that a few microfinance ingtitutions have begun to
add microinsurance to their product lines,

This paper presents the results of an extensive survey of the risks faced by Philippino
microentrepreneurs. The authors argue that many of the risks would be best addressed through
non-insurance means, but that insurance is gppropriate and viable in the management of certain
risks for example, the death of a member of a household enterprise. The authors provide a
fascinating account of the emergence of microinsurance based on indigenous “insurance like’
mechanisms. In addition to analysing risks and microinsurance schemes, this paper, with its
extendve overviews of the Phillipino microinsurance industry, will serve as reference guide for
donors, MFIs and other parties who currently work or intend to work on microinsurance in the
Philippines.

The Socid Finance Programme has taken a lead role among international agencies in
exploring and promoting the prudentid use of microinsurance as a new instrument in their
microfinance toolkit. The InFocus Programme on Boosing Employment through Small
Enterprise Devdlopment (IFP/SEED) ams to ensure that low-income entrepreneurs have
access to socid services and protection. This research indicates that a viable drategy for
achieving this is by ddivering microinsurance through microfinance inditutions. The lessons
identified in the research project have been incorporated into atraining manua developed jointly
by the InFocus Programme on Boosting Employment through Smal Enterprise Development
(IFP/SEED) and the Socid Finance Programme (SFP). The manua will be used in training the
managers of M sin developing and managing microinsurance products

Bernd Balkenhol ChrisEvans-Klock
Socid Finance Programme InFocus Programme on Boosting
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1.0  Executive Summary

Microfinance inditutions (MFIs) in the Philippines have created innovative mechaniams
to address the financing needs of low-income families and entrepreneurs. Most recently, some
MFIs have begun experimenting with microinsurance as means of reducing their dients
vulnerability to a range of risks. To learn about these nascent activities, this sudy maps the
microinsurance landscape and establishes knowledge on the regulatory framework for insurance
in Philippines; identifies the details of microinsurance operations, and examine the demand for

insurance by micro and smdl enterprises (M SES).

There are three types of organisations currently providing microinsurance in the
Philippines. Firet, there are MFI-owned insurance companies that offer forma insurance to
smdl and micro entrepreneurs through their co-operative members. The biggest among these
insurers is the Co-operative Insurance System of the Philippines (CISP) and Co-op Life
Insurance Mutual Benefit Systems (CLIMBS). The second source for microinsurance is the co-
operatives themsalves, which sometimes prefer to offer their own insurance products rather than
sarve as an agent for the MFI-owned insurers. Third, there are NGO-MFIs that may offer

insurance on their own or as an agent for an insurer.

The insurance services available through these MFIs are limited to credit-life, life
insurance, and hedth insurance. Credit-life is the most widdy available, perhaps because it
primarily reduces the risk of the MFI. Life insurance is dso common, often based on the
traditiond practice of damayan where rdaives and friends in the community voluntarily
contribute cash to the dependents of an individua who passed away. Hedth insurance was only
available from a few organisations that have offered it for a short period of time. Based on the
experiences of the MFls in ddivering these products, a number of useful lessons emerge about

ways to minimise transaction costs, reduce adverse sdection, and manage other insurance risks.

This study attempted to quantify the risks and vulnerailities of persons operating micro

and small enterprises. The three risks that emerge as the greatest concerns for MSE operators



are 1) illness or accident of the entrepreneur or a family member; 2) naturd caamities such as
typhoons, 3) basic business risks such as high competition and low demand. While insurarce
may be an appropriate tool to manage the first two risks, the third is probably best addressed
through training and other business support services. In generd, entrepreneurs had a postive
attitude about insurance and its potentid to reduce their vulnerability, perhaps because of their

familiarity with damayan schemes.

The gap between the supply and demand for insurance is clear. There is a need to
improve the qudity and availahility of health insurance, and to develop disaster insurance. These
represent enormous chalenges for the microinsurance industry in the Philippines. Significant
investments in microinsurance training, research and development, as well as discussons about

preliminary microinsurance regulations are required to narrow the gap.

Just as microfinance has gained widespread acceptance as an effective development
Srategy; microinsurance, too, promises to be a sustainable gpproach to risk management for the
informa sector. MFIs are currently in the best position to provide microinsurarce to the informa
sector and should actively experiment and innovate to meke the maingreaming of

microinsurance aredity.

This paper is organised into eight parts including the Executive Summary. Section 2
introduces the study and provides background information about the Philippines. The third
section describes the forma and informa financid sectors and the regulatory environment.
Section 4 provides an overview of the insurance indudtry in the Philippines. The fifth section
introduces the MFIs in this research, describes the insurance products that they offer, and
anayses key differences based on the type of ingdtitution. Section 6 presents the results of the
MSE survey tha investigates the risks and coping strategies of entrepreneurs. Based on these
findings in Sections 5 and 6, the seventh section develops a framework for anaysng

microinsurance and Section 8 summarises the mgor lessons learned.



2.0 I ntroduction

Socid development organisations in the Philippines, particularly microfinance inditutions
(MFls) have created innovative mechanisms to address the financing needs of low-income
families and entrepreneurs. They have proven that poor families and entrepreneurs have the

capacity to save and improve their overdl well-being given the appropriate financid support.

Given the success of MFs in providing credit and savings facilities to low-income
families and entrepreneurs, the next question is whether MFIs can provide low-cost insurance

for this same group.

Micro and smal entrepreneurs (MSES) have shown that they can contribute to the
growth of Philippine economy. Ther srength lies in their number and in their huge contribution
to the country’s Gross Nationa Product (GNP). A mgor weakness, however, lies in ther
exposure to avariety of risks.

Over the years, anumber of Philippine MFIs have provided microinsurance products to
MSEs, and have continudly developed innovative mechanisms to fit the needs and the paying
capacity of ther clients. Severd MFIs that have responded to these needs are examined in
detal in this paper. Studying their efforts provides a vauable opportunity to learn more about

the emerging practice of microinsurance.

2.1  Objectives and Methodology of the Study
This sudy amsto:

I. Map the microinsurance landscape and establish knowledge on the regulatory

framework for the insurance industry in Philippines.

ii. Identify the detals of microfinance operations for the provison of insurance, with
specific interest in what difficulties they have faced.
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iii. Examinethe demand of micro and smal enterprises for insurance.

Primary data was gathered through key informant interviews, a survey of MSEs, and
case dudies. MFIs for the case studies were sdected on the basis of having provided
microinsurance for at least one year. Of the twelve MFIs gpproached for the case Sudies, six

were able to accommodate the researchers.

A desk review of secondary documents was done to establish the regulatory framework

of the insurance indudtry.

2.1 Background on the Philippines

Demography: The Philippines is a tropicad country located in Southeast ASa The
country has atotal land area of approximately 300,000 sg. km. (115,830 sg. miles) and 7,107
idands. It is the second largest archipelago in the world, next to Indonesia, and is divided into

three mgor idand groups. Luzon, Visayas and Mindanao.

The country is divided into 16 regions and has atota of 78 provinces, 67 cities, 1,539
municipdities and 41,296 barangays (villages). The seet of power isin Metropolitan Manila

Table 2-1. Population of the Philippines

Estimated total population (in millions) 76.4
Population density (inhabitants per square kilometer) 255
Average annua population growth (%) 2.32

Source: Nationd Statigics Office, Nationd Statistics Coordination Board, Population
Census: 1995

According to Nationd Statistics Coordination Board (NSCB) estimates, with a growth
rate of 2.32%, population is expected to double in 29 years.

4



Socio-economic Summary. Poverty data showed a disparity of incomes and well being
across the country. According to the NSCB, nationd poverty incidence was estimated at
32.1%. In 1994 the country’ s human development index was 0.66.

Based on the 1997 Family Income and Expenditure Survey (FIES), Filipino families had
an average annua income of P123,168 (USD 2,463.36) and an average annua expenditure of
P 99,537 (USD 1,990.74). These figures can be mideading, as there was an uneven distribution
of wedth in the country. The overdl Gini coeffecient of the Philippines was 0.45 in 2000. As
such, wedlth in the Philippines was concentrated in asmall fraction of the population and families

on the lower end of the income scale earn far less than what the average suggests.

The Adan economic crigs had tangible negative effects on the country. The
unemployment rate increased from 7.9% in 1997 to 9.6% in 1998 and the economy had to
struggle with the effects of inflation (5.9% in 1997, 9.0% in 1998, and 11.5% in 1999),
decreasing foreign investment, and outflow of capitd.

Table 22 shows the growth rates of goss domestic products (GDP), gross nationa
products (GNP) and persona consumption expenditure (PCE) from 1999-2000.

Table 2-2. Philippine GDP, GNP and PCE in year 1999-2000

1999 2000 Growth rate
GDP 39,025 42,370 8.6%
GNP 41,100 44,697 8.8%
PCE 28154 29,779 5.8%

Source: Nationd Statigtics Office, Nationd Statistics Coordination Board, National Accounts:
Fourth Quarter 2001

At present, the Philippinesisin an ungtable palitica and economic Stuation. For the past
two years the country had been confronting political turmoil and economic dowdown. In
January 2000, the former president was accused of plunder, and was removed from office. As
a result, the vaue of the Philippine peso fdl agangt the US dollar to its lowest level. The
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exchange rate hovered at P50 to the US dollar. In addition, the country’s externd debt to the
World Bank and other financid inditutions amounted to 40 billion USD (in 2000).

History: The Philippines had a diverse mix of cultura influences. Though dominantly
Malay in origin, many Filipinos traced their roots to the Chinese, Indians, Arabs, Spaniards and

the Americans.

Before the Spanish came to the country, there was no nationa-state but a collection of
villages scattered across the idands. These villages were closed, self-contained palitica, socio -
economic and ecologica sysems. They have crested indigenous solidarity mechanisms to
mobilise individuds and households to address individud and community needs. In a non-cash
economy, services and goods were exchanged based not solely on the principles of the market,
but dso on customs, reciprocity, and mutudly beneficid collective action. Many traditiona
schemes of mutudly beneficid collective action and solidarity mechanisms that existed during the

pre-colonid period form the bads of today’ s microinsurance.

Arriving in 1521, the Spanish brought an overlay of forma inditutions such as the
government bureaucracy, trading companies and the Roman Catholic Church. Americans came
in the late 19" century and neintained key components on the Spanish bureaucracy. They
ingdled even more inditutions such as the bicamerd legidature and the educationd system.
Other modern ingtitutions such as corporations, and among them forma insurance companies,

began to dominate the loca market.

3.0 Microfinancein the Philippines

This section begins with an introduction to the formd and informd financid sectorsin the

Philippines. It concludes with an overview of the regulatory environment for microfinance.



31 Overview of the Financial Sector

3.1.1 TheFormd Financid Sector

Formd finance in the Philippines conssts of banks and other nontbank financd
indtitutions (NBFIs) regulated by the Philippine Centrd Bank or Banko Sentral ng Pilipinas
(BSP). Banking indtitutions are composed of universa, commercid, thrift and rural banks, which
differ in the financid services they offer and their target clients.

Universa banks, dso known as expanded commercid banks, have the authority to
exercise the powers of investment houses; that is, invest in the equity of companies engaged in
businesses not related to banking. They can dso invest in the equities of dlied and non-dlied

enterprises.

Commercid banks can receive deposits, buy and sdll foreign exchange; and lend morey
on a secured or unsecured bass. Their services include accepting drafts and issuing letters of
credit; discounting and negotiating promissory notes, bills of exchange and other evidences of

indebtedness. These banks serve the medium and large enterprises.

Thrift banks primary service is to provide short-term working capita and medium-and
long-term financing to businesses engaged in agriculture, services, and other indudtries. Thrift
banks cater to smdl and medium-szed enterprises and individuas.

Rura banks are mandated under Republic Act 720 of 1952 to make credit available
and readily accessible in the rurd areas on reasonable terms. They are primarily organised to

meet the credit needs of farmers, fishermen, co-operatives and merchants.

Non-bank financid inditutions include lending ingtitutions and pawnshops. A profile of
the Philippine Banking Sector is provided in Table 3-1.



Table 3-1. Number of Financial Institutionsin the Philippines

Type of Financial Institutions (FIs) Total Head Other
Office Offices

Supervised/ Regulated Fls 16,615 6,049 10,566

|. Banks 7,643 974 6,669

Rura and Co-operative Banks 1,880 805 1,075

Commercial banks 4,340 52 4,288

Thrift banks 1423 117 1,306

I'1. Non-Bank Financial Ingtitutions (NBFIs) 8,956 5,061 3,895

a. With Quasi-Banking Functions 42 12 30

Investment Houses 30 7 23

Financing Companies 12 5 7

b. Without Quasi-Banking Functions 8,914 5,049 3,865

Investment Houses 33 2 7

Financing Companies 51 42 9

Investment Companies 10 10

Securities Dealers and Brokers 22 2

Lending Investors 13 13

Pawnshops 8592 4,829 3,763

Venture Capital Corporations 4 4

Government Non-Bank Financid Ingtitutions 2 2

NSSLAsS 171 & 86

BLAS 6 6

Credit Card Companies 10 10

I11. Offshore Banking Units 16 14 2

Source: Rura Bankers Association of the Philippines, Briefing document: March 2000

3.1.2 The Informal Financial Sector

The informd financid sector congdts of inditutions engaged in financid intermediation
that are not regulated and supervised by the BSP. Informd indtitutions have emerged to fill the



gap in the demand for financid services in both rurd and urban communities where the formd

sector fails to operate or where its services do not met the needs of low-income clients.

Informa systems such as the “paluwagan” or borrowing from private moneylenders
and the Rotating Service and Credit Associations (ROSCAS) are used as aternative solutions
by individuds shunned by the formd inditutions. Usudly, microentrepreneurs and other informal
sector operators belong to this classification. They are perceived as hight-risk debtors due to the
Sze and nature of ther busnesses, which are vulnerable to external shocks, generdly lack
collateral and require high transaction cogs. Consequently, informa sector operators have
turned to the financid services provided by co-operatives, non-government organisations
(NGOs), private moneylenders, and peopl€e's organisations. The scae of informa finance in the
country was highlighted by the study conducted by the Social Weather Station and the Ateneo
de Manila University, which showed that of the total voting population that borrowed in 1987,

as much as 66% resorted to informal sources of credit.

Microfinance ingtitutions (MFIs) are financid inditutions that provide financid
sarvicesto the poor. They are called “micro” because of the small sze of their transactions; they
grant loans as smal as USD 50 and accept savings as smal as USD 5. Some MFls are dso
engaged in microenterprise development as a means of improving the Stuation of their poor
clients. There are two types of microfinance inditutions in the Philippines, the co-operatives and

the non-government organisations (NGOs).

Co-operatives have grown rgpidly and have been particularly successul in finencd
intermediation for low-income communities. As banks generdly do not offer services to these
communities, co-operatives have sepped in to satisfy the demand. These engines of
development in the countryside have the distinct advantage of ther familiarity with the locd
population. However, problems have arisen with the co-operatives capacity for financia

management, proper governance, and the limited variety of services offered.



Table 3-2. Statistical Information of All Types of Co-oper atives (1985 to 1993)

1985 1993 % Increase (Decrease)
Tota Registered 3,350 21,125 750.0
Samahang Nayon (SN) 4,496 - --
No. of Reporting/Confirmed Co-ops 1,142 4,494 3935
Credit co-ops 592 1,095 184.9
Consumer 305 290 (4.9
Producer 65 118 181.5
Marketing 87 160 183.9
Service 35 180 514.2
Multipurpose (agricultural) 27 2,189 8,1074
Multipurpose (nor+agriculturd ) -- 334 --
Area marketing 17 16 (5.8)
Co-op bank 29 2 --
Co-op federation -- 40 --
Co-op union -- 43 --

Source: Universty of Wisconsin Centre for Co-operatives, A Century of the Philippine Co-
operatives, Table 3.

NGOs are d=0 involved in informa finance. A 1998 study conducted by Mdiza H.
Agabin commissioned by the Codition for Microfinance Standards concluded that, athough the
NGO sector is the smalest in number, with only 300 NGOs, it has amassed significant assets.
NGOs served approximately 177,000 active borrowers, or about 1.5% of al households.

3.2 Regulatory Framework for MFIs

The regulatory framework for microfinance in the Philippines is directly related to the
Philippine government’s poverty dleviation policies. In the 1970s and 1980s, the government
created direct credit and guarantee programs specifically targeted at the impoverished portion of
the population, which primarily involved the agriculturd sector. However, these programs failed
to reach the intended beneficiaries. The government then indituted financid reforms as it
pursued market-oriented interest rates, the termination of subsidised re-discounting by the
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Centrd Bank, consolidation of existing agriculturd credit programs and termination of direct
agriculturd lending by government agencies. Although these reforms were primarily targeted at
the agricultural sector, there was aso a resulting decrease in subsidised credit programs for

amdl and medium enterprises.

Due to these developments, the Nationd Credit Council (NCC) was created on
October 1993 through Administrative Order N0.86. The NCC had the following goas and
objectives.

to rationdize and optimise al government lending programs,
develop anationd credit ddivery system;
encourage private sector participation; and

to define and rationdize the role of guarantee programs and guarantee agencies.

The NCC dso formulated a set of Policy Guiddines for Credit Programs that were intended to
discontinue al government-lending programs.

The Socid Reform and Poverty Alleviaion Act (Republic Act 8425), which was
passed in 1997, was landmark legidation for microfinance. 1t recognised microfinance as the
central srategy for poverty dleviation. The act started the People’'s Development Trust Fund
(PDTF), a governmenta support system for capacity building of MFIs. Unfortunately, nothing
worth noting had resulted from the PDTF and its implementation had been effectively hated.

RA 8425 aso recognised the role of the People's Credit and Finance Corporation
(PCFC) in addressing the credit and savings needs of the poor. PCFC's primary role was to
mobilise resources and deliver financid services to the MFIs. As of June 30, 1996 PCFC had
supported 73 nongovernment organisations (NGOs), peopl€'s organisations (POs) and private
financid inditutions (PFls) in the implementation of their credit assistance programs intended to
fund livelihoodincome generating projects of poor salf-help groups members. Totd credits of P
171,931,042 (USD 3,438,620) have been released benefiting 25,262 borrowers.
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The raionde for the creation of PCFC stemmed from a Peopl€'s Empowerment
Caucus, held on June 17, 1994 that acknowledged the important function of credit in
empowering the basic sectors. It was part of the mechanisms to address the provison of credit
as mandated in the master plan of the Credit for the Poor program of the Presdentid
Commisson to Fight Poverty (PCFP). PCFC was then established on February 9, 1995 under
the supervision of the Landbank and PCFP. PCFC was registered with the SEC on September
14, 1995 with an authority to operate as a finance company. It has an authorised paid up capitd
of P100 M (USD 2 M).

Apart from alowing access to liveihood and income generating activities for the poor,
PCFC dso provided a lending window for digible conduits that use various credit ddivery
systems that are replicable, self-sugtaining, operationaly viable, and proven effective in servicing
the credit needs of the poor in their areas of operation. The PCFC aso gives inditutiond
building support to NGOs, POs and PFIs that orntlend funds to members of poor communities

to finance income- generating projects.

Ancther recent development in the MFI regulatory framework was the issuance of the
Bangko Sentral ng Pilipinas (BSP) Draft Memorandum related to MFIs in December 2000.
This draft memorandum classified dl loans beow P 150,000 (USD 3,000) as part of the
microfinance sector. The BSP dso urged and enticed banks to venture into microfinance by
opening a rediscounting window for microfinance. This rediscounting window offered lower
interest rates, one percent below national treasury hbills. The RCFC however, opposed the
BSP's draft memorandum, as they believed that this would only result in the duplication of
functions on the part of the government financia indtitutions and the rurd banks.

3.2MFI Regulatory Agencies

The entry of MFIs into the financid system prompted the cregtion of microfinance

sandards to promote accountability. The creation of standards is an attempt to ensure that the
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sarvices offered by MFIswere both reliable and viable.

The Microfinance Council of the Philippines is a federation of MFIs, mostly NGOs,
cregted in 1997. Its members include some of the biggest MFls in the country, which include
the Center for Agriculture and Rurd Devdopment (CARD) and the ABS-CBN Bayan
Microfinance. The Council has the following membership aiteria 1) a misson datement that
includes a vison for the poor; 2) at least 3, 000 clients, 3) a minimum portfolio of P10 million
(USD 200, 000); 4) a three-year track record; 4) a manua of operations and a management
information system; 5) membership fees and dues,; and 6) SEC documents for corporations.

The World Council of Credit Unions (WOCCU) has helped Philippine co-operatives
achieve some leve of sandardisation through its Credit Union Empowerment and Strengthening
(CUES) Program. The 3-year program aimed to make Philippine co-operatives achieve world -
class gatus by introducing standard financid systems and policies.

4.0  ThelnsuranceIndustry in the Philippines

In this section, the higtoricd, legal, and regulatory aspects of the insurance industry are
discussed.

4.1 Indigenous and Formal Insurance

Insurance in the Philippines can be dassfied according by the historicd origin of the
insurance technologies. Not only do forma and indigenous insurance have different roots, but

they dso serve dlients of different income levels.



4.1.1 Forma Insurance

Forma insurance was introduced in the early 190 century during the Philippines
colonid periods. Forma insurance largely originated from the West by foreign insurance firms
catering to the Philippine market. Nortlife insurance was introduced to the Philippines when
Satcham, Murray and Co. and began operations in the country in 1829. Sun Life Insurance of
Canada garted lifeinsurance in the Philippinesin 1895.

These services were based on the insurance sciences developed abroad, particularly
from countries with a long history of formd insurance such as Europe and North America
Formd insurance companies were moddled after large, profit-oriented insurance companies
that sold policies to individuads and companies. In terms of technologies, the formd insurance
companies utilise actuarid science, financia management and reinsurance concepts to run thelr

systems.

In terms of scae, the players in formd insurance have a large number of policyholders
ranging from tens of thousands to hundreds of thousands. The target markets of these firms are
in the middle and upper income brackets. Formd insurance does not cater to the informa sector
because of the insurers unfamiliarity with this segment of the population and the absence of
tools and skills to manage the relatively high risks and transaction cogts involved in serving this

market.

The Insurance Commission regulates forma insurance firms and ensures the financiad
and actuarial soundness by mandating minimum requirements in terms of capitaisaion and
sandards for prudence in risk management. The Philippine Hedlth Insurance Corporation and
the Department of Hedth regulate forma hedlth insurance.

Generaly, these policyholders have no sense of ownership over the insurance firm. The
sense of solidarity is low because the policyholders are strangers to each other. The insurance
relationship isimpersond and is basicdly guided by the policy written in the insurance contract.
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4.1.2 Indigenous Insurance

The practice of microinsurance in the Philippines is not new. Risk-sharing and other
forms of risk management through solidarity schemes have been part of Philippine community
life for centuries. In the subsistence economy of the past, risk-sharing and resource-pooling
customs were developed 0 that individuals and groups could cope with the occasiona crises
that befell them.

One of these risk-sharing customs that remains prevaent is the practice of damayan
where rdaives and friends in the community voluntarily contribute cash to the dependents of an
individua who passed away. The damayan has become the basis of risk-pooling schemes for
life insurance and is common among co-operatives and associations. In this sdf-insurance
scheme, group members agree to shift the risk from one individud to the group, which manages

and ownsthe risks collectively.

As will be shown in Section 5, many MFIs trace ther insurance schemes to the
damayan that their members ingtinctively practiced as part of the loca customs. After some
time, ther damayan was ingtitutionalised and labelled as “life insurance’ by the MFIs, dong
with the ingalation of some policies to make the custom of damayan binding and compulsory.

Thee damayan-based schemes are based on solidarity and sharing. Relationships
within the damayan group are persond. “Contributions’, rather than premiums, are collected
and are given as gifts, rather than clams, from the community to the bereaved. The implicit
threat of ostracism serves to enforce participation and significantly reduce the problems of mord
hazard and adverse sdection.

Indigenous insurance is usudly smdl scale, covering a few dozen to a few thousand
members. Such schemes work well for lower income groups because they cannot afford forma
insurance policies. Informa insurance schemes are largely unregulated, which alows for ste-

and client - gpecific customisation at the local leve.

In terms of technology, indigenous insurance predominantly uses socia mohilisation,
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community organising, indigenous customs, and socid capitd. It isimportant to note at this point
that most of the cases studied can be thought of as hybrids, or semi-formd, having qudities of
both indigenous and formd insurance. Mutua Benefit Associations (MBAS) fdl within this

category.

Mutud Benefit Associations are insurance schemes run on a not-for-profit bass, which
exig for the purpose of helping their members. MBAS are dso regulated by the Insurance
Commission and are required to engage the services of an actuary for the purpose of ther

insurance functions.

Such schemes are often managed by co-operatives and NGOs. The sense of ownership
is high, especidly among co-operative members becauise they know where their money goes,
why, and how it is managed. There is often high face-to-face contact among those in the risk
pool. The nature of the rdaionship is persond particularly in the smaler and longer-running

schemes.
Table 4-1. Indigenous vs. Formal Insurance
Indigenous I nsurance Formal Insurance
Origin Traditional risk sharing custom Insurance sciences from abroad
Players Co-ops and NGOs Formd insurance, for profit, and
MFI-owned insurance corporations
Technology Socia organisation, socia capita, | Actuaria sciences, financial
socid  mohilisation,  community | management, reinsurance
organising, indigenous customs
Scale Smdl Large
Target market Lower income Middle and Upper income
Regulation None. Unregulated, alows site- | Insurance Commission - ensures
specific customisation financial and actuarial soundness,
favours big formal insurance firms
Sense of | High Low
ownership among
members
Sense of Solidarity | High Low
Nature of Personal Impersonal
relationships
among members
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4.2 Regulatory Framework for the I nsurance I ndustry

Insurance operaions in most countries are subject to government intervention to ensure
that they behave prudentidly with the premiums they receve and fulfil their contractud
obligations. In the Philippines, the Insurance Code of 1974 guides regulation. The Philippine
Insurance Commission is the government agency that regulates and supervises the insurance
industry in accordance with the Insurance Code. The Insurance Commission ensures that
adequate insurance protection is avalable to the public by monitoring the insurance companies
compliance with pertinent rules and regulations. The commisson aso protects the financid
dability of the insurance industry so that dl legitimate insurance clams are met promptly and
equitably.

4.2.1 Liberdisation of the Insurance Industry

After being closed for 26 years, the Philippine insurance industry was opened to new
entrants, garting in 1992 with the lifting of the ban on the licenang of new domestic insurance
companies. In October 1994, foreign life and non-life insurance companies were alowed to
penetrate the insurance market. In March 1996, Republic Act 8179 completely opened the
insurance market to dl insurance companies that met the requirements set by the Philippine

Insurance Commission.

The Philippine government has proclamed its continued support of the insurance
industry because insurance is expected to boost nationd savings and the development of a
capitd market. In 1997, the Insurance Commission launched the government’s 20/20 vision.
This amed to increase to 20% the number of Filipinos with insurance, in whatever form by the
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end of the year 2000.

The Insurance Commission is tasked with maintaining the quality of the management of
insurance companies and ensuring better protection to policyholders and the public in generd. It
does 0 by prescribing minimum capitdisation requirements, qudifications of the executive
officers and other key officids of insurance companies, dong with the setting of risk
management and financiad management standards.

The minimum capitdisation for insurance firms is P100 million (USD 2 million). For
MBAs to get a license from the Insurance Commission, they are required to depost with the
Insurance Commission an initid minimum amount of P10,000 (USD 200) in cash, or in
government securities with a total value equa to such amount. MBAs mugt aso comply with
certain reporting requirements as well as financid management standards. Many programs

functioning as MBAS, however, do not register with the Insurance Commission.

4.2.2 Regulatory Framework for Hedlth Insurance

Hedth Maintenance Organisations (HMOs), which are not consdered insurance
companies, are technicaly regulated by the Department of Hedlth. Because the Department of
Hedlth has not come up with mgor regulaions, however, HMOs remain largely unregulated.

The Philippine Hedth Insurance Corporation is a government-owned corporation
mandated to achieve universal coverage with hedth insurance by the year 2010. Though it does
not have any regulatory powers over HMOs, its ability to define standards for smadl
Community- based Hedlth Care Organisation givesit some influence over these grassroots hedlth

organisations.



4.3 Government I nsurance Programs

A number of government agencies provide insurance: the Socia Security System (SSS)
and the Government Service Insurance System (GSIS), the Philippine Hedth Insurance
Corporation (PHIC), and the Philippine Hedlth Insurance Corporation (PCIC)

The SSS and the GSIS provide life, health and disability insurance products to private
and public employees respectively. In the year 2000, there were 1.3 million government
employees who participated in the GSIS, and 23.2 million private employees for the SSS,
induding the 3.7 million sdf-employed individuds.

The PHIC is a government-owned and - controlled corporation mandated to implement
the Nationd Hedlth Insurance Program. It provides headlth insurance to government and private
sector employees. To date, 28% of the population or some 20.6 million employees and their

families were covered by the NHIP.

The PCIC is tasked to implement crop insurance. As of 1998, the corporation has

insured 61,285 rice and corn producers and farmers covering an areaof 110,964 hectares.

4.4 Commercial | nsurance Companies

As of December 31, 1999 the commercid insurance industry in the Philippines had a
total of 153 authorised businesses offering life, nontlife and reinsurance. The industry posted a
premium production of P 34.37 hillion (USD 680 million) and aggregate assets of P 183.20
billion (USD 3.66 hillion). Overdl, the total net worth of the private insurance companies was P
72.26 hillion (USD 1.45 hillion). Table 42 shows the profile of the commercia insurance
industry in the Philippines.

Commercid insurance companies offer rdatively expensve insurance products, the
chegpest being P4,200 (USD 84) for an individud life insurance policy. An informa survey of
the top five life insurance providers in the Philippines reveded that the average minimum policy
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is 9,000 Philippine pesos (USD 180) per year or 750 Philippine pesos (USD 15) per month.
With a poverty incidence of 32.1% and an average rurd annua household income of P 73,319
(USD 1,466), one average life insurance policy would eat up nearly 6% of the household
income. The poor populaions bardy have enough income to satisfy their basic needs, much less

afford commercia insurance.

Moreover, transportation costs, opportunity costs, and transaction costs are extra
expenses incurred by policyholders over and above the premium, further increasing the actua
cogts of the insurance palicy.

Table 4-2. Companies Authorised to Transact I nsurance Businessin the Philippines as
of 31 December 1999

Classification Composit | Life Non-Life | Professional | Total
e Reinsurers

A. Domestic 1 23 98 3 125

B. Foreign

Domestically 2 14 5 - 21

I ncor porated - - 6 1 7

Branch

Total 3 37 109 4 153

Source: Philippine Insurance Commission, Annua Report: 1999.

4.5 Overview of MFI-Owned | nsurance Corporations

There are severa MFI-owned organisations that offer forma insurance products to
MSE operators. The biggest among these insurers is the Co-operative Insurance System of the
Philippines (CISP) and Co-op Life Insurance Mutud Benefit Systems (CLIMBS). The Co-
operative Insurance Unification Task Force is an atempt by several MFI-owned organisations

to improve insurance provison to the members of the co-operatives.




4.5.1 Co-operative Insurance System of the Philippines (CISP)

The Co-operative Insurance Systemn of the Philippinesis anationa confederation of co-
operatives registered with the Department of Locad Government and Community Development
since 1974.

CISP's main function is to provide insurance protection to the members of grassroots
organisations such as co-operatives, farmers or workers organisations, trade unions and other
co-operative-oriented groups. For 23 years, it has provided life insurance to co-operative
members through the Co-operative Union of the Philippines (CUP).

CISP s specific functions were: 1) to provide low-cost insurance with socia content; 2)
to build a strong financid base for the co- operative movement; 3) to promote savings and sdif-
help programs;, 4) to spread co-operative ideology.

CISP is licensed to act and operate as a life insurance company and is regulated and
supervised by the Insurance Commission. Membership with CISP is open to al types of co-
operatives and co-operative-oriented groups by subscribing to and paying for shares of stocks.
Members are entitled to al the services offered by CISP such as life insurance plans and loan

insurances.

Loan Payment Protection Insurance (LPPI) — Loans from banks and other lending
indtitutions enrolled under the LPPI may be insured for a premium of about 1% of the loan per
year or less, depending upon the period of payment. In the event of the borrower’s untimely
deeth, the CISP shdl pay the insured loan amount to the creditor for the reduction or outright
full-payment of the debt incurred. Any excessis given to the borrower’ s beneficiaries. Thus, the
LPPI relieves the borrower’ s family of the added burden of inheriting loan obligations and & the
same time it assures the fast settlement of unpaid loans from credit co-operatives and co-

operative banks.

Group Yearly Renewable Term Plan (GYRT) — Thislife insurance plan is open to the

members of co-operdives, village associations, trade unions and other co-operative oriented
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groups. Under this plan, members who are 15 to 65 years of age and in good hedth may be
insured as a group for a comparatively low premium annudly ether on a bracketed age-
premium or level premium depending on the size of the group. If an insured member dies, the
beneficiaries receive the face amount of his or her insurance though the co-operative or group.
Members may aso purchase an Accidentad Desth and Dismemberment Rider and a
Dependents Rider for other members of the family.

Basic Life Insurance Security System (BLISS) — This plan enhances the package of
benefits offered under the GY RT. Dubbed as a buy one-take five scheme, the BLISS includes:

Life Insurance Cover — for any cause of degth

Accidental Death Benefit

Accidenta Dismemberment Benefit

Total and Permanent Disability Benefit — due to accidental means
Burid Benefit — for any cause of death

The BLISS plan dso includes an extra in-hospital income benefit, cash benefit while confined in

ahospita for any cause.

At the end of 2000, the LPPI accounted for 77% of the CISP's tota gross premiums
for the year while the GYRT contributed 22%. Other plans, including the newly introduced
BLISS, accounted for the remaining 1%.

The CISP currently has a membership base of 603 agricultura co-operatives, 1,002
non-agricultural co-operatives, 10 labour groups and 12,909 village associations with capital
contributions amounting to P25,368,213 (USD 507,364). Totd premiums collected in 2000
were P21,140,243 (USD 422,804) with total claims amounting to P4,609,210 (USD 92,184).

4.5.2 Co-op-Life Mutua Benefit Services Association, Inc. (CLIMBS)

CLIMBS was established in 1971 as an experiment in mutud protection by the
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Southern Philippines Educationd Co-operative Center (SPECC) and the Misamis Oriental-
Bukidnon-Camiguin Federation of Co-operative. It was registered with the Co-operative
Development Authority in 1992 and was later licensed as a Mutual Benefit Association (MBA)
by the Insurance Commission in 1994. CLIMBS is a member of NATCCO, the biggest
confederation of co-operativesin the Philippines.

CLIMBS ams to: 1) create and develop mutua protection service responsive to the
needs and reaching out to the mgority of the Filipinos 2) work towards unifying the Mutua
Protection Systems in the co-operative movement; 3) develop Life and NortLife Insurance
Systems, 4) serve as one of the financid sources of the co- operative movement; 5) develop and
establish a dynamic educationd and research program, especidly in preventive medicine and
hedlth for members and the generd public.

CLIMBS offered a variety of insurance products to its member-organisations, including
Group Life Protection with Mutud Aid System (MAS), Co-op Life Savings Plan (CLSP), and
Co-op Loans Protection Plan (CLPP). It also acted as a genera agent for nont life products and
had plans to offer products such as pension, educationd and memorid plansin the near future.

From its initid membership of 1,769 policyholders from only sx co-operatives,
CLIMBS has expanded its coverage to include 124,934 policyholders from 484 co- operatives
in 1998. CLIMBS recently unveiled its five-year business plan, starting in the year 2000, which
isamed at achieving a 30% growth in the period.

CLIMBS' s five-year plan indudes achieving full life insurance company status by 2004
with a paid up capitdl of P 50 million (USD 1 million); pursuing new products for new markets,
offering approximately 20% return on equity to attract more co-operatives and outsders,
building a network with other co-operatives, associations, and internationd funding agencies.
CLIMBS reversed its decision to venture into an Health Maintenance Organisation (HMO) as
previoudy planned by the Co-operative Insurance Unification Task Force (see discusson
below), but instead decided to act as an insurance broker for PhilamCare, an HMO, to meet
the hedlth financing needs of its members.



Table4-3. Number of Policies Issued by CLIMBS asof 1998 by Product

REA Mutual Aid Co-op Loans Co-op Life Co-op Comprehensiv | Co-op Special TOTAL

System Protection Savings Members' e Personal Officers Program

(MAS) Plan (CLPP) System (CLSP) | Protection Accident Protection (S. Prog.)

Plan (CM PP) (CPA) Plan (COPP)

Luzon 9,748 27,284 1,851 625 A 91 781 40,474
Visayas 6,306 13804 6,271 2,276 45 72 113 28,887
Mindanao | 7,308 30,574 16,835 409 316 31 100 55,573
TOTAL 23,362 71,662 24,957 3,310 455 194 A4 124,934

Source: Co-op Life Mutua Benefit Services Association (CLIMBS). Annua Report 1998.
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4.5.3 Co-operative Insurance Unification Task Force

In 1997, various confederations of co-operatives and trade unions came together to
create the Co-operative Insurance Unification Task Force. The participating parties were CISP,
CLIMBS, the Philippine Federation of Credit Co-operatives (PFCC), and the Trade Union
Congress of the Philippines (TUCP). The Task Force aimed to establish a corporation that will
“combine the spirit of co-operatives and their tradition of working together with the efficiency of
corporate managed enterprise.” It amed to strengthen insurance and hedlth care servicing for

both the co-operative and |abour sectors.

The Task Force envisons that in the future, this proposed corporation would become
the biggest co-operatively owned enterprise in the country. This initiative is Hill in the
developmenta stage. Due to economic crisis in recent years, which has badly affected the co-
operative sector, the Task Force has not met its paid-up capital requirements and has yet to

implement its plans.

The Task Force dso intended to set up a Health Maintenance Organisation (HMO) to
bring affordable health insurance products to the co-operative sector. But this plan was not
implemented due to the losses experienced by the HMO industry in 1999.

Table 4-4. Summary of Playersand Regulatory Agenciesin the Insurance Industry

Indigenous Formal

Formal sector None Regulator: Insurance
Commission, PhilHedth
Players: for-profit Insurance
companies, MFI-owned
insurance companies,
Government insurance firms

Informal Sector - Sdf-regulation for non- | Regulator: Insurance
health insurance Commission
Co-operatives Players: Philippine Crop
NGO-MFls Insurance Corporation, MFI-

owned insurance companies,
Mutua Benefit Associations




5.0 ThePractice of Microinsurance in the Philippines

51 MFIsStudied

Three types of microfinance indtitutions were sudied: co-operative MFIs, NGO MFIs,
and MFI-owned insurance companies. The co-operative MFIs were represented by the Sta.
Ana Multi-purpose Co-operative (SAMULCO), the Paco-Soriano-Pandacan Devel opment
Co-operative (Paco Soriano PDC), and the Cebu People' s Multipurpose Co-operative (Cebu
People’s MPC). The three NGO MFIsin this sudy were the Center for Agricultura and Rurd
Development (CARD), ABS-CBN Bayan-Microfinance (Bayan) and Alalay sa Kaunlaran sa
Gitanang Luzon, Inc. (ASKI). CLIMBS and CISP, representing the MFI-owned insurance

companies, were introduced in the previous section.

Information was gathered through key informant interviews, focus group discussons,

and areview of secondary information.

5.1.1 Sta. Ana Multi- purpose Co-operative (SAMULCO)

SAMULCO, one of the oldest and biggest co-operatives in the Philippines, began
operating in 1967 and has over 12,000 members. Based in Davao City in the southern part of
the Philippines, SAMULCO caters to a diverse set of clients ranging from farmers, government
employees, fishermen, students, and micro and small entrepreneurs. As of December 2000, it
had an asset base of P202,886,983 (USD 4,057,740) with loans granted amounting to
P176,003,280 (USD 3,520,066) corresponding to a total number of 12, 411 loans granted for
that year. Since 1983, the co-opertive has covered dl loans with credit-life protection offered
through CLIMBS and CISP.
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5.1.2 Paco- Soriano- Pandacan Devel opment Co- operative (Paco Soriano PDC)

Started in 1997, Paco Soriano PDC serves mostly vendors in three public markets in
the City of Manila. It had 2,500 members and assets of P103,132,332 (USD 2,062,647) as of
December 2000.

5.1.3 Cebu Peopl€’ s Multipurpose Co-operative (Cebu People’' s MPC)

Cebu People's MP) is one of the biggest co-operatives in the province of Cebu. Cebu
People' s MPC had a tota number of 16,475 members, 6,845 of whom were regular members
with fixed depodits while the remaining 9,630 were associate members who had savings and/or
time deposits with the co-op. As of the year 2000, the co-op had assets of P88,212,789 (USD
1,764,256).

These three co-operatives—SAMULCO, Paco Soriano PDC, and Cebu People's
MPC—are members of the Nationa Confederation of Co-operatives (NATCCO), the largest
confederation of co-operativesin the Philippines.

5.1.4 Center for Agriculturd and Rura Development (CARD)
The CARD group is composed of three distinct organisations.

CARD, Inc. or CARD-NGO,;
CARD Bank; and
CARD-Mutud Benefit Association (MBA).

CARD-NGO darted in 1988 as a non-profit organisation engaged in providing
livelihood projects to landless rurd coconut farmers and rura organisations in the province of

Laguna. In the early 90's CARD-NGO gradudly shifted to savings and lending operations
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directed soldly a women. In 1994, the Members Mutua Fund (MMF) was started for the
primary purpose of protecting the loans upon the deeth of a member. On September 9, 1999,
the management of the MMF was formaly turned over to the members. The MMF was spun-
off as CARD-Mutua Benefit Association (CARD-MBA) and on May 22, 2001, CARD-MBA

recaived its license to operate as aMutua Benefit Association from the Insurance Commission.

CARD-MBA is a mutud benefit asociation formed to promote the wefare of
margindised women. It extends financia assstance to its members in the form of death benefits,
medica subsidy, pension, and loan redemption assistance. As of April 30, 2001, CARD-MBA
had 39,793 active members in its 28 branches located in Laguna, Masbate, Marinduque,

Mindoro, and Quezon provinces.

The third entity in the CARD group is CARD Bank. Savings and lending operations of
the CARD-NGO were spun-off as CARD Bank in September 1997. CARD Bank was the
first Philippine NGO to transform into a bank and is currently considered the largest MH in the
country. With microfinance operations now housed in CARD Bank, CARD-NGO focuses
solely on training operations. All three CARD entities currently have the same board chairman.

5.1.5 ABS-CBN Bayan Microfinance

ABS-CBN Bayan Microfinance utilises the Grameen Bank approach with modifications
picked up from other exiging Philippine MFIs. Egtablished in 1997 by the ABS-CBN
Foundation with a microcredit project for 25 poor women in Quezon City, it uses the concept
of the multi-window branch in which one branch handles many different loan products. Today, it
hes five regiond offices with a tota of 20 branches. All branches are in Luzon with the
exception of Iloilo, which isin the Visayas. Its assets reached P81,070,845 (USD 1,621,417)
in December 1999, and amount of loans disbursed for that year was P127M (USD 2.54M).



5.1.6 Alday saKaunlaran sa Gitnang Luzon, Inc. (ASKI)

The Alday sa Kaunlaran sa Gitnang Luzon, Inc. (ASKI) is a nontstock, non-profit
organisation whose main objective is to promote and develop microenterprise and socid
sarvices. It started its operations in 1987. To date, ASKI has dishursed |oans amounting to
P346,498,821 (USD 6,929,976) to 218,722 beneficiaries. As of June 2000 the organisation’s
asset base was P 39,332,951 (USD 786,659).

5.2 Microinsurance Products

The MHFs offered from one to three microinsurance products (see Table 51). Life
insurance was particularly common among co-operatives, while credit life insurance was
common in both the co-operatives and the NGO -MFIs. Hedth insurance was dso provided by
the three co- operatives, while the NGO-MFIs had plans to provide hedlth insurance



Table 5-1. Summary of Insurance Products by Organisation

Y ear Type of Type of Microinsurance Coverage
Cases | founded| Organisation Credit-life Hedth Life
CLIMBS 1977 MH -owned Insurer Insurer
insurance company|
ClisP MF! -owned Insurer
insurance company|
CARD 1988 NGO Group sdif- Currently None, Group sf -
insurance planned group self- insurance
insurance by 2002
Bayan 1997 NGO Group sdf-  |Third Party Insurer None
insurance
ASKI 1987 NGO Group sdif- None Group sdf -
insurance insurance
SAMULCO| 1967 Co-operative Third Party Group sdf- Group sdf -
Insurer insurance insurance and
Third Party
Insurer
Paco Soriano| 1977 Co-operative Group sdif- Group sdf- Group sf -
PDC insurance insurance insurance
Cebu 1972 Co-operative Third party Group sdlf- Group sf -
People's insurance insurance
MPC

5.2.1 Credit-life Insurance

Credit-life or loan insurance is imposed on borrowers in order to buffer the MF from

loss in the event of the death of the borrower. This safeguarding mechanism insures the loan

portfolio and improves the financid viability of the MF. All MHs with credit-life insurance

programs had a smilar gpproach. Fird, the credit-life cover was compulsory. The schemes

were designed such that premiums were automaticaly deducted from the loan and/or added to

their amortisation payments. Second, there were no exclusions; al loans were covered under
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the credit-life insurance.

Two of the five MFls studied, namely Cebu People s MPC and SAMULCO, offer
credit-life cover through CLIMBS under its Co-op Loan Protection Plan (CLPP). The co-ops
act as CLIMBS' agents and receive 20 to 25% commission from the premiums collected. The
NGO-MFIs and Paco Soriano PDC, on the other hand, salf-insure their loan portfolios against
the risk of borrower desth.

The management of SAMULCO and Cebu People’'s MPC fdt it was adminigtratively
easer to insure their members under CLIMBS. Minima adminigrative cost was incurred and
the co-operatives earned commissions. More importantly, the co-op did not have to bear the

risks of the insurer.

Bayan preferred to have control over the premiums, policies and avoid transaction costs
with commercia insurance companies. ASKI gtarted systematising its Mutua Aid Fund in 1999.
The Mutud Aid Fund program is il in its formative stage and ASKI preferred to control and

closely monitor the program on its own.

Table 5-2. Summary of Credit-Life Insurance Products by Organisation

MFIs Name of Credit Risk Management Premium for a
Life Insurance Method P5,000-loan payable
in 2 months
CARD L oan Redemption Sdf-insurer P125 (USD 2.5)
Fund
Bayan Damayan Fund Sdf-insurer P150 (USD 3)
ASKI Damayan Fund Sdf-insurer P300 (USD 6)
SAMULCO Loan Protection Third Party P37.5 (USD .75)
Plan (CLIMBS)
PACO SORIANO Loan Guarantee Sdf-insurer P6 (USD .12)
PDC Fund
CEBU PEOPLE’'S Loan Protection Third Party P37.5 (USD .75)
MPC Plan (CLIMBS)

Premium Setting. Through their relationship with CLIMBS, Cebu People s MPC and
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SAMULCO had access to an actuary who set premiums, as mandated by the Insurance

Commission.

CARD-MBA dso made use of an actuary in setting its premiums, benefits and policies.

The rest of the MFIs did not have any actuarid bass for computing their premiums. On the part

of ASKI, for example, the P300 premium, the Mutua Aid Fund (MAF) collected from ther

clients was seen as the mogt affordable amount their members can give and the most reasonable

fee to make the fund operationd, in terms of being able to pay the clams a a given time. The

contributions were computed intuitively. Table 53 summarises the premium collection methods

and premium rate of the four MFIsthat provide credit life insurance on their own.

Table 5-3. Premium Collection Methodsfor Credit Lifelnsurance

Institutions with

Credit Life Insurance

Premium Collection

In--house Credit Premium method
Life scheme
ABS-CBN Bayan 5% of total loan Automatic deduction 5% premium
Microfinance from the principal breakdown -
2% service fee, 2.7%
initiad savings fund and
0.3% damayan or
credit-life premium
ASKI P300.00 (USD 6) Automatic deduction The premium goes to
from the principa credit and life insurance
scheme
CARD-MBA 2.5% of loans P10,000 Automatic deduction
(USD 200) above from the principal
Paco Soriano PDC depends on the Automatic deduction

borrower’ s loan amount,
fixed deposit and loan
term

from the principa

Overall Performance. In the MFIs studied, credit-life insurance was integrated into

the other operations such that direct adminigtrative costs could not be isolated and quantified.

For Paco Soriano PDC, the adminidrative costs were charged againg the genera adminidrative

budget rather than againgt the premium income. This was a deliberate subsidy to the insurance
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programs and explained as the co-operative' s socid respongihility to its members.

CARD-MBA edimates that it does not use more than 20% of tota collections the
adminigrative, maintenance and operating expenses.

For dl of the organisations for which there was sufficient data, dams were sgnificantly

lower than premiums, as shown in Table 5-4.

Table 5-4. Proportion of Claims Paid and Premiums Collected of MFIs

MFls Claims paid Premiums Proportion of
collected claims paid to
premiums collected
ASKI P227 400 (USD | P683, 800 (USD 0.33
4548) 13, 676)
CARD P1,804,142 ( USD P5,529,417 0.33
36, 032) (USD 110, 588)
CEBU PEOPLE’'S P642,085 (USD 12, P2,193,779 0.29
MPC 841) (USD 43, 875)
PACO SORIANO PDC| P361,500 (USD P479,940 (USD 0.75
7,230) 9,598)
SAMULCO P3,139,350 (USD
62,787)
--- not available

Dealing with Adverse Sdection. CLIMBS Co-op Loan Protection Plan (CLPP)
excludes co-op members who are 65 years old and above from loan coverage. Coverage is
automatically terminated on the borrower's 65" hirthday, regardiess of the outstanding
indebtedness. Only members who are in good hedth and are able to perform their socid and
economic duties can be covered. Around their 65" birthday members are required to submit a
hedlth certificate declaring that they are in good hedlth and able to perform norma activities.

SAMULCO requires members to submit a hedth certificate before borrowing more
than P20,000.00 (USD 400) to assess the health of the member and hisher capacity to repay
the loan. Another risk management mechanism used by the co-op was through waiting periods,
where the granting loans was based on the member’s length of membership. For example,
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members who have been with the co-operative for less than Sx months could only apply for
loans that were less than 150% of their share capita, while those who have been a member for
over three years could borrow aloan amount up to 250% of their share capital. These policies
were implemented after a person joined the life insurance program of the co-op and then passed
away five months later with a claims exceeding P100,000 (USD 2,000).

Dealing with Fraudulent Claims. In generd, by ensuring a strong sense of ownership
of the organisation among members, the problems of asymmetric information and the related
risks of adverse selection and mora hazard were reduced. The use of clear operationd policies
ensured that claims were to be verified by supporting documentation such as death and medica
certificates. In Paco Soriano PDC, it was cusomary for co-op managers and board members
to go to the wake of departed members. This alowed them to vaidate clams, though this was
not the primary motive for going to the wake.

Incidence of fraud in the provison of microinsurance was very rare in SAMULCO.
According to Generd Manger Daniel Corrd, there was one example of a member who lied in
his hedth certificate when he gpplied for aloan. He had a termind illness when he enrolled in
SAMULCO's credit-life scheme. After this member’s death, his sster inssted that the co-
operative cover her brother’s outstanding loans. The co-operative did not write-off the
member’s loan, as it was able to prove that he was aware that he was termindly ill when he

acquired the policy and failed to disclose this.

5.2.2 Lifelnsurance

Besides credit-life, severd of the MFIs studied dso offered life insurance policies to the
their members, as summarised in Table 5-5. Life insurance benefits were given upon the degth
of a member who paid a certain premium for a particular period of time. Benefits were given

directly in cash to the member’s beneficiaries.



Table 5-5. Summary of Life Insurance Products by Organisation

MFIsoffering | Lifelnsurance | Typeof Risk Management Premium Collection
Life Insurance Project M ethod
CARD-MBA Group self-insurance Through the cell leader,
cdll leader then deposit
collection to CARD
account
ASKI Mortuary Group sdlf-insurance Over-the-counter
Assistance Fund payment
CEBU Social Services Group sdlf-insurance Automatic deductions
PEOPLE'S Package from dividend share
MPC (Mortuary and Over-the-counter
Health Insurance) payment
PACO Damayan | Group sdf-insurance Automatic deductions
SORIANO from dividend share
PDC Over-the-counter
payment
Damayan |1 Group sdf-insurance Automatic deductions
from dividend share
SAMULCO Mortuary Aidand | Group sdlf-insurance Automatic deductions
Trust Fund from dividend share
(MATF) Over-the-counter
payment
SAMULCO Group sdlf-insurance Over-the-counter
Mutual Benefits payment
System (SMBS)
Member'sYearly | Insurance Agent Over-the-counter
Renewable payment
Accident-C- Life
(MYRACL) Plan

Paco Soriano FDC, SAMULCO, and Cebu People’'s MPC all had long-running life

insurance schemes based on the traditiona damayan system that were systematised and

ingtitutionalised two or three years after the co-operatives were founded. Whenever a Paco

Soriano PDC member passed away, a P5 (USD 0.1) contribution was collected from the other

members. The collected money was then given to the family of the dead member. In

SAMULCO, the co-operative deducted ten pesos (USD 0.2) from each member’s savings

account and the collected money was d <o given to the family.
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CARD-NGO darted offering life insurance policies, caled the Members Mutua Fund
(MMF) to its clients in 1994. This was created together with the credit-life insurance project
and aimed to cover burid expenses in cases of desth among the members or their legd spouses

or children.

The Mortuary Assstance Fund (MAF) of ASKI started with members paying P50
(USD 1) with the benefits pegged at P5,000 (USD 100) to P10,000 (USD 200). A mechanism
was eventually developed in which members would pay P300 before the release of aloan. This
would need to be replenished before another loan could be released. The amount of cash
benefits depended on the tota number of clients that contributed to the mortuary fund for a

specific period.

The lack of actuarid computation to set premiums was common among the co-
operatives. Pricing and benefits were computed based on what the inditutions' officers thought
was reasonable for both the inditution and the members. Because of a relativey long

relationship with their clients, the ingtitutions used their judgment to assess members capecity

and willingness to pay.

It was ds0 discovered that these inditutions were not very drict with the clams
requirements and with the implementation of their insurance rules. There were ingances when
the co-operatives bent rules to accommodate members in need. In SAMULCO, for example,
one policy to qudify for claims was to maintain a savings account of at least PS00.00 (USD 10)
and to have regularly replenished their mortuary fund. Although an instance was reported in
which a member died with only P2.50 (USD 0.05) in his savings account and nothing left in his
mortuary fund, the co-operativeé's management decided to give a payout to the beneficiary
knowing that this member’s family needed the money. A smilar event happened in Paco
Soriano PDC.

Life insurance products offered by these inditutions were mostly compulsory. In co-
operdtives, they offered first level, compulsory packages a a low price. Additiond insurance

coverage was optional. For example, in Cebu People’ s MPC the members were required to
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avall of the Socid Package 1 with a P100-premium (USD 2) and P10,000-mortuary benefits
(USD 200). Packages 2 to 5 were optional and offered to members who can afford them and
who were looking for more coverage. The co-operatives found it easy to implement or enforce
compulsory life insurance because the practice of damayan was deeply ingrained among their

members.

Eligibility. There were some important differences in the digibility of the life insurance
schemes. CARD-MBA and ASKI serve primarily poor, rurd women. The life insurance
schemes of these NGOs covered the member, her legal spouse and children, a design that
seems to reflect the preference of women to include their family members in the bendfits.

Co-operatives did not show such an inclination. The spouse and dependents were
generdly not covered. In 1995, SAMUL CO established the SMIBS to extend coverage to the
members spouses and dependents. In contrast, Paco Soriano PDC and Cebu People s MPC

have no plansto include the members dependentsin the coverage.

To access insurance from the NGO-MFIs, policyholders had to be active borrowers.
Eligibility for the co-op’s scheme, however, only required that one was a member regardless of
one's participation in the co-operative's credit services. They only needed to contribute a
certain amount to the Mortuary Fund and replenish this monthly. The amount to be replenished
depended on the number of mortdities for a specific period. In this scheme, risk was borne by
the members and not by the MFI.

Since most people prefer not to remain in perpetud debt, the co-op's approach
provides greater continuity of coverage than the NGO-MFIs.

Benefit Packages. Severd inditutions offered a range of benefit packages Cebu
People's MPC provided five options, SAMULCO three, and Paco Soriano PDC two. In
contrast, the NGOs offered only one package. This difference may reflect the fact that the co-
operatives have a heterogeneous clientee with different needs and paying capacities. The co-
operatives thus created packages with some leve of differentiation to address different market
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segments. ASKI and CARD-MBA have more homogenous clients (poor rura women), thus

one insurance product was more appropriate.

CLIMBS' insurance products may provide better coverage because both the Mutua
Assgtance System and the MYRACL—which were offered by Paco Soriano PDC and
SAMULCO respectively—had added features not found in the insurance products of other
MFls, including doubling the benefits when desth was caused by accident and provided
indemnity for loss of limbs.

Premium Collection. Premium collection methods differed among the inditutions
studied. In CARD-MBA, the centre leader collected weekly premiums from each member
during the loan repayment process. She then either brought the collection to a CARD Bank
branch or deposited funds in the CARD account in a designated bank in the area. For the co-
operdives, the premium was ether automatically deducted from the members dividend share
or patronage refund at the start of the year, or collected through the members cash payment in
ingaments or in on lump sum, depending on the members capacity to pay. There were no
means to determineif the two premium collection methods differ in transaction cogts. Both were
essentidly integrated into existing collection mechanisms.

Payment Schemes. Building on the history of damayan, some of the products do not
require upfront premiums, but rather request contributions when insured events occur. Just-in-
time payment was done by making fixed deductions from the accounts of the members every
time a member died. This system was practised by Paco Soriano PDC, ASKI and
SAMULCO. Members could claim benefits aslong as they regularly replenished thair funds. In
SAMULCO's Mortuary Aid and Trust Fund, members contributed P10 (USD 0.20) per
mortality and contributions were deducted every month. In Paco Soriano PDC, the same
procedure was used, the only diference was that the members had to replenish the fund
annually and the contribution of P50 (USD 1) was made per mortality.

This type of arangement essentidly eiminates the need for actuarid andysis snce
deductions occur after deaths occur. Participants in a just-in-time payment scheme do not
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know, however, how much it will cogt them in a given year. In addition, such schemes do not

have reserves or reinsurance to cope with covariant risks.

Claims Processing. Clams processing was drictly followed in NGO-MFIS  life
insurance projects. In CARD-MBA, the beneficiary had to submit dam forms dong with
certified copies of the following: death or disability certificate, plus a marriage contract for the
death of the spouse, or a birth certificate for legtimate children. The Board of Advisors (BOA)
then determined whether the claimant would be compensated or not.

Premium Setting. Life insurance had been along-running program implemented by the
MFIs. What gtarted as the indigenous damayan ad given to co-members had evolved to a
more organised and systematic insurance among the co-operatives. Premium contributions were
arived a not through actuarid computations, but charging what was consdered to be the
reasonable price based on the members capacity to pay.

Risk Management. These life insurance products were mostly sdf-managed, dthough
the co-operatives offered additional insurance packages from CLIMBS. The sdf-insured
schemes were particularly lax in their methods of managing risks of fraud, adverse selection and

mora hazard.

In Paco Soriano PDC, the requirement of showing a death certificate to avail a desth
benefit was not being gtrictly implemented. Funds were disbursed based on a verba report of a
member’s death, which was later confirmed during the co- operative management’s visit to the

member’ s wake.

MFs gave ther members grace periods during which they could replenish ther
mortuary fund. Beyond this time, members were congdered indigible for any dams. The MFIS
grace period for their life insurance was usudly 30 days, after which time members were given

letters reminding them to replenish their fund.

The co-operatives had only recently incorporated waiting periods the insurance



schemes. In 2001, SAMULCO implemented a waiting period policy because of an incident
where a new member, whom was termindly ill, enrolled in the co-operative's life insurance
scheme and died three months later. The inditution was not aware of the member’s medica
condition when he applied. In addition to etablishing a waiting period as a control against
adverse sdection., the co-operative required the new applicants to undergo a hedth
examindion or present a hedth certificate. The co-operative adso crested a benefit schedule
whereby better benefits were available to long- tanding members.

5.2.3 Hedlth Insurance

Two of the MFIs studied provided hedth insurance: Paco Soriano PDC and Cebu
People’ s MPC. Information on SAMULCO's hedth insurance scheme is aso included here,
dthough this scheme was only available to employees and officers and will be offered to
membersin 2002.

None of the NGO-MFIs in this sudy had hedth insurance schemes at the time of
writing. They have, however, recognised the hedlth needs of their members and had plans of
offering hedlth insurance to their clients. CARD-MBA intends to put up its own hedth insurance
package, while ABS-CBN Bayan Micrafinance is partnering up with PhilamCare, a for-profit
HMO in 2002.

Cebu People’s MPC. Hedth insurance had been a part of Cebu People's MPC since
1972. It darted separately from the mortuary program, but the two insurance schemes later
evolved into one comprehensive insurance package, the Socid Service Package, which was
formdly launched in 2000. There were five hedth and death ad packages that the members
could choose from. Once launched, the members decided, through a Genera Assembly (GA),
that Package 1 should be made compulsory. The same GA decison mandated that premiums
be automaticaly deducted from each member’s dividends for the year, amounting to P520
(USD 10.40) per member. Members whose dividends did not reach the specified amount,
would pay the compulsory premium for the mortuary assistance amounting to P100 (USD 2) in
cash.



Benefits under the Socid Service Package include free medica consultation, medicine
refund, dental and optical services. Death benefits vary across the five packages—the minimum
benefit is P10,000 (USD 200). The benefit packages were modelled from the Angono Credit
and Development Co-operative (ACDECO), another affiliate co-operative of NATCCO that
integrated the two insurance products.
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Table 5-6. Summary of Health Insurance Packages offered by MFls

CEBU PEOPLE'SMPC PACO SAMULCO
SORIANO PDC
Package 1 Package 2 Package 3 Package 4 Package 5 Hospitdisation SAMULCO Care
Aid
Premium USD 10.4 Usb 12.8 UsSD 15.20 uUsh 17.6 uUsb 20 USD 2 Usb 24
Benefits Basic benefit Basic benefit Basic benefit Basic benefit Basic benefit USD 50 for USD 1500 for
package* plus | package* plus package* plus package* plus package* plus hospitaisation hospitdisation
usD 20 for USD 40 for USD 60 for usD 80 for USD 100 for expenses and USD | expenses,
reimbursement | reimbursement of | reimbursement of | reimbursement of | reimbursement of | 10 for discounts on
of medicines medicines during medicines during medicines during medicines during reimbursement of | outpatient services.
during confinements confinements confinements confinements medicines during
confinements confinements
Type of Risk Group sdf - Group f- Group sdf- Group f- Group f- Group f- Group f-
management insurance insurance insurance insurance insurance insurance insurance
mechanism

*Basic benefit package includes free medica consultation for the member and his’hher dependents, free optica consultation and free eyeglasses,
unlimited tooth extraction and temporary filling, once ayear cleaning and permanent filling, 20% discount for other servicesincluding

bendficiaries.
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Paco Soriano PDC. The hedth insurance scheme of Paco Soriano PDC was added to
the Mortuary Program and was collectively labdled the Damayan Fund in 1989. The P2,500
(USDS0) benefit was initidly concelved to help the sck members to be admitted in hospitas by
giving them money for a down payment. However, adminidrative complications in poviding

upfront payments eventualy resulted in a converson to a rembursement scheme for

hospitalisation expenses.

Table 5-7. Paco Soriano PDC’ s Health I nsurance Programs from 1974-2001

Insurance Y ear Premium Benefits Premium Collection

Program | Implemented | Contribution M ethod
Mortuary 1974 — 1989 usD 4 Death aid Automatic deductions
Program from dividend share
Damayan 1989 — 2001 uUsD 6 Death aid of P10,000 (USD Automatic deductions
Fund 200) and hospitdisation aid from dividend share

which includes a maximum of
P2,500 (USD 50) for in-
patient services and another

Over-the-counter
payment if member’'s
dividend share did not

P500 (USD10) for reach USD 6
reimbursement of medicines

SAMULCO. SAMULCO's hedth insurance scheme is dightly different from the other
co-operatives offering health microinsurance. The program sarted in 1992 under the Medica
Misson Group Hospitd Co-operative (MMG) of Davao City. MMG acted as the hedth
service provider and insurer. In 1998, SAMULCO tapped the services of Ayada Care, a
private commercid insurance company, as hedth insurer for its officers and employees. By
adopting the Ayada Care packages, the co-op established “SAMULCO Care’ in 1999. The
hedlth insurance will be offered to the members on 2002.

Claims Processing. All three co-operatives reimburse expenses based on the provision
of appropriate documentation. In Cebu People's MPC, a member seeking treatment or
medication presents himsdf or hersdf to the physician hired by the co-operative to access free
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outpatient services. For pharmaceutical benefits, the co-operative reimbursed the cost of
medicines prescribed by the co-op’'s physician after members submit prescriptions and officia
receipts. For Paco Soriano PDC and SAMUL CO, members who required inpatient services
and purchased medicines while they were in hospitd had to present a statement of account from
the hospital and the receipts for the medicines. The co-op Treasurer or officer-in-charge of
insurance verified the authenticity of the documents and then reimbursed the member’ s hospital

EXPENSES.

Coverage. Between Cebu People’'s MPC and Paco Soriano PDC's hedlth insurance
programs, variation lay in the individuas covered under the hedth insurance project. In Cebu
People’s MPC, members and their immediate dependents are covered while in Paco Soriano

PDC, only co-op members are dlowed to enral.

By placing a celling on the total potentid benefit in any one year, the schemes are able
to reduce the risk of over usage, contain costs and make reiable projections. The leve of
coverage, however, differs between the three programs. Cebu People's MPC reimburses
outpatient- service expenses only, while Paco Soriano PDC pays for in-patient services availed
by the members. SAMULCO, on the other hand, pays for the hospitdisation expenses and

gives adiscount on outpatient services.

Premium Setting. The co-operatives did not use a technicd or actuarid bass for
setting premiums for their hedth insurance programs. The premium amounts were based on
what members had previoudy paid for medicd and death benefits prior to the consolidation of
the two programs. Even if the process was unscientific and imprecise, the amounts were
computed to include cogts associated with providing insurance services, including administretive
costs and claims expenses. Cebu People’'s MPC for instance pays retainer’ s fees to the co-op
physician a P12,000 (USD 240) every month. They had alotted P70 (USD 1.40) per member
for denta expenses and P450 (USD 9) for every pair of eyeglassesin agiven year.

For Paco Soriano PDC, in 1989 the General Assembly approved the addition of P100
(USD 2) to the previous P200 (USD 4) life insurance premium to be able to give additiond
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P2,000 (USD 400) hospitdisation benefits to the members.

The co-operatives were generaly attuned and responsive to their members needs. To
provide and sustain hedlth insurance, they consdered the paying capacity of their members. The
co-operatives were aso quick to point out that insurance was a socia service that they offered

to their members, not an income-generating mechanism.

Premium Collection. The health insurance schemes operated by Cebu People’'s MPC
and Paco Soriano PDC had smilar methods of adminigtration and premium collection. Both
insurance services were compusory (at least the Package 1 for Cebu People's MPC) and
premiums were automatically deducted annualy from the members dividend share or patronage
refund. For SAMULCO Care, the premium for the co-op employees and officers were
deducted from the Co-operative's Provident Fund. Employees and officers who wished to
enrol their spouses or dependents into the insurance scheme paid for them separately. Besides
minimising the transaction costs associated with premium collection, automatic deductions dso

serve to prevent lapsed coverage that can occur with over-the-counter payments.

Adverse Selection and Exclusions. The MFIs used saverd mechanisms to control
adverse selection. First, those 65 years old and above and those with termind cancer were
excluded from te hedth insurance project. In the case of Paco Soriano PDC, only co-op
members could enrol, while in SAMULCO only employees and officers were covered by the
SAMULCO Care project. Pre-exigting illnesses were excluded for coverage in the first year of

membership in the program.

Risk Management. The co-operatives employed forma procedura guiddines and
policies concerning the operation of the hedth insurance program to prevent fraud. Documents
such as receipts and prescriptions must be submitted, processed, and approved by appropriate

officers of the organisation before claims were made.

However, the Paco Soriano PDC Generd Manager reveded that in instances when

they had discovered fraud, it was the co-operative officers and employees who were involved.
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The GM sad that it was very unlikely that members commit fraud because they were not awvare
of the policies and thus did not know potentia loopholes.

Although Paco Soriano PDC had been callecting a compulsory fee from its members
since 1989, officers admitted that information about the hedlth insurance program had not been
disseminated. Only the officers, employees, and a few members knew of the program and were
able to avail of the benefits. The officers withholding of information resulted in an ineguitable
Stuation. In effect, the mgority of members who paid but were not aware of the hedlth benefits
subsidised the few individuds, mogtly officers, who were aware of the scheme. Withholding this
information from members was done for fear that funds coud be depleted if al members made
clams, which semmed from the organisation’s lack of confidence in the soundness of ther

package designs.

5.3 Analysisby I nstitution Type

Three types of organisations were scrutinised in this study: forma MF-owned insurance
corporations, NGO-MFIs and co-operative MFIs. This section andyses inditutiond type as it
influences the operation and provison of microinsurance. It specificdly looks into how the
inherent nature of each type of organisation affects ther rdative srengths as insurance

providers. Table 5-8 summarises the strengths and weaknesses of each organisationa type.



Table 5-8. Strengths and Weaknesses by Type of Organisation

Organisation Strength Weakness Ways of
Overcoming
W eak nesses

MHF -owned Insurance | Technica skillsin More expensive Focus on products that

Company insurance compared to group are difficult for co-
Large financial base | Seif-insurance operatives to self-
Low priced insurance inefficiency Increase operational

it | Weak patronageof | €fficiency though
compared to for-profit patronag ; )
policies co-operatives closer links with co-
] operatives

Simpler than group
self-insurance

NGO-MF Focus resultsin Lack of innovation Pool resources for
prudent risk Limited services R&Din
management microinsurance
Professional managers

Co-operative-MFl Social capitd Risky insurance Accesstechnical
Risk-bearing member- | design assistancein
ship allows ventures insurance design

into health insurance
innovation

Pool resources for
R&D

5.3.1 MFI-owned Insurance Companies

CLIMBS and CISP are for-profit corporations owned by microfinance inditutions and

licensed by the Insurance Commission. Their primary motive was to provide low cost insurance

for the informa sector. These insurance companies intend to make profits, which will enable

them to sugtain their efforts and expand in their coverage. No subsidies were built into the

insurance products. They had professona managers and actuaries. As regulated insurers, they

had to comply with financid and actuarid standards for prudent risk management and sound

financid management.
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Insurance policies designed for the informa sector addressed a demand that other for-
profit insurance companies did not supply, providing much needed risk management instruments
for the informal sector.

For their MFI-owners, purchasng insurance from these firms was much smpler and
less risky than managing the insurance scheme themsdlves. Yet less than 10% of the co-
operative members in the network of CLIMBS patronised it. Many co-operative managers
believed that CLIMBS' policies were inferior to the insurance products that co-operatives
could design on agroup sdf-insurance bass. Adminigratively, CLIMBS and CISP were said to
be dower, more expensive, and less sendtive to locd redlities than the insurance products

offered through sdf-insurance.

These wesknesses may be overcome through closer integration with the co-operatives
90 that adminigration is less centralised. Focusing on specific products that are difficult to

provide through sdlf-insurance will adso keegp MFI-owned insurance firms competitive.

Unknowingly, CLIMBS and CISP became sources of the insurance technology that the
co-operatives adopted or copied as they designed their own schemes. Given the tendency of
co-operdives to manage insurance on their own, this demand for insurance skills anong co-

operatives may be a market opportunity that CLIMBS and CISP might consider addressing.

5.3.2 NGO-MFlIs

The NGO-MFIs are non—stock, non-profit organisations governed by trustees elected
in a generd assembly. In the case of CARD, the governance structure was more like a co-

operative, Snce most trustees came from the member—borrowers.

While dl of the co-operative MFls had ventured into the provison of hedth insurance,
none of the NGO MFIs have. This may be explained in two ways. Firs, NGO-MFIs were
highly focused on microfinance operations. Although life insurance, particularly credit-life, isasa
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logicdl extenson of the savings and credit services, hedlth insurance was beyond the NGO's

core competencies.

The second explanation has to do with the ownership structure. Because members do
not own the NGO-MFIs, managers are risk-averse, unwilling to venture into high-risk insurance
products since they could not share the busness risks with their clients. This conservative
approach is o reflected in the operations. Although premiums and benefits were not (usudly)
based on actuarid sudies, product desgn involved conservetive forecadts of clams plus
adminidrative costs. Since they lacked in-house technica capacity, managers basicaly adopted

an insurance product from aforma insurance firm and then made some modifications.

The motive for getting into microinsurance was pimarily to manage the risks of their
microfinance operations, and only secondarily as a socid service to ther members. An
additional motivation was to generate an extra source of funds, which could be on lent and

generate interest income.

CARD’s approach toward microinsurance may represent a possible solution to the
inherent weaknesses of NGO-insurance providers. The organisation has set up a completey
separate organisation, an MBA, with member-owners. Not only does this structure foster a
sense of ownership that dlows for risk sharing, but aso it separates insurance risk from credit
rsk.

5.3.3 Co-operative MFIs

Co- operdtives have a long history of striving to address their members  diverse needs,
which partly explains ther multi-faceted approach to insurance provison. The ownership
structure has aso enabled co-operatives to take greater risks than the NGO-MFIs. Co-
operatives are owned by their members, who meet once a year to elect a board of directors

from among themsdves. As owners, the members share in the profits aswell asin therisks. For



example, though hedth microinsurance is extremdy risky—especialy since co-operatives do
not have the expertise to manage such projects—managers knew that members accepted the

risks facing the co-operative enterprise.

The members sense of ownership aso reduces the need for marketing expenses
because microinsurance products created by co-operative management were readily supported
by the membership. Furthermore, the co-operatives diverse operations and enterprisng

character created an environment supportive of innovation.

The moative for entering into microinsurance was primarily as a socid service to co-
operative members. Some co-ops even subsidise the adminigtrative cogts of insurance because
it was a socid protection product. Only secondarily did insurance serve as a risk management

tool for the co-operative' s operations.

The provison of insurance aso alows the co-operatives to gain inditutiona capita
through increased support from ther member-owners. Insurance enabled the co-ops to
leverage socia capitd, as people supported each other from one adversity to the next. Risk
sharing reinforced the sense of solidarity and socid responsibility among members. There were
adso politicad gains because the annud genera assemblies of co-operatives were political
exercises and good performance of the co-operative—in terms of vaued services more than
financia performance—benefited the incumbent leadership.

The co-operatives wesaknesses include the technical aspects of insurance, such as
product design, pricing and risk management. Indeed, the co-ops innovativenessis a cause for
concern since design flaws are likely to occur as managers experiment with their own insurance
schemes. This disadvantage could be overcome by accessng technica assigtance from

CLIMBS and CISP of which they were members.



Table 5-9. Profile of the Different | nstitutions

Informal Formal
Type of Micro insurer Co-op MFI NGO MF MFI-owned insurer For-profit insurance
L egal persondity co-operative Nortstock, non-profit For-profit corporation
Leverage Low Low High High

Basis of coverage and premium

forecasted claims plus admin costs
divided by no. of members

Some actuaria optimum when
reverse engineered from formal

forecasted claims plus admin
costs divided by no. of members
Some actuaria optimum when
reverse engineered from forma

Statistical maximum
less profit less loading
costs

Statistical maximum less
profit less loading costs

insurance products insurance products
Ownership of savings/profits/losses | Co-operative or members MFI Investors Investors
Moative Primarily Socid protection/ socia | Primarily Risk management for | Provide low-cost Profitability
service MFI insurance for the
Risk management for MFI Social protection/social service | informal sector,
Profitability
Subsidies Source or recipient of subsidies Source or recipient of subsidies | None None
Acrossrisk groups and financial Across risk groups and financial
subsidies subsidies
Resources Financia plus social capital Financia Predominantly financial | Predominantly financial
Additiona gainsfrom the Political capita Ingtitutiona capital
microinsurance Socia capital Social capital
Ingtitutional capita Synergy
Synergy Interest income
Interest income
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6.0 Risk Profileand Coping Strategies of M SEs

In the Philippines, micro and smdl enterprises (MSES) are defined as any busness
activities with totd assets fdling beow P15,000,000 (USD 300,000) including loans but
excluding the land where the busness office was dtuated. In terms of employment, those
enterprises with 9 employees or less were consdered micro, while those with 10-99 employees
were congdered smal enterprises. Micro and smdl enterprises were mostly household

enterprises. Table 6-1 shows the categories of enterprises based on asset and employment.

Table 6-1. Enterprise Category by Asset and Employment

Size Assets Employees
Micro | ess than-P1,500,001 1-9
Smdl P1,500,001- P15,000,000 10-99
Medium P15,000,001-P60,000,000 100-199

Source: Philippine Law, Statutes and Codes. www.chanrobles.com. Republic Act 6977 of
1997

This section ams to describe the risk profile of micro and smdl enterprises in the
Philippines based on a survey of 294 MSE operators in different parts of the country.
Respondents were al members or clients of the 6 MFIs. This section begins by describing the
MSE respondents and their perception of risks. It then considers their coping mechanisms,
including a detailed andysis of their use of savings and insurance as risk-managing financid

services.

6.1  Profileof MSEsin the Sample

The respondents were mostly women as shown in Table 6-2. This was due to the
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NGO-MFIs exclusvedy femae membership. It isinteresting to noke, that the co-operatives aso
had mostly women members. The mean age of respondents was 41.7 for women and 43.6 for
men. They have been in business for an average of 9.2 years and they work long weeks, as

shown in Table 6-3.

Table 6-2. Gender Composition of the M SE Sample

Type of MFI Female (%) Male (%)
NGO-MFIs 100 0
Co-op-MFls 68.5 24.7

Table 6-3. Timeat Work

ltem M ean
Y ears in business 9.2
Number of days per week 6.2
Number of hours per day 9.4

One quarter of the respondents had never borrowed money. Asreveded in Table 6-4,
amost 32% said they had one loan. Fourteen percent said that they had a second loan and
amost seven percent said they had at least three loans.

Table 6-4. Number of Loans

Number % Rank
None 24.8 2
One 31.6 1
None 21.8 3
Two 15.0 4
Three or more 6.8 5




Their main business assets were weighing scales, vehicles and stock; cash in the bank
and cash on hand. Average business assets were USD 3,342, indicating that most respondents

operated microenterprises.

Table 6-5. Cost of Assetsin US Dollars

Asset Min M ax Mean
Vehicle 140 7,000 2,684
Inventory of goods 40 4,000 395
Others 0.4 1,200 162
Cash on Hand 1 400 45
Cash in Bank 60 4,000 28
Weighing Scde 40 200 27
Total 281 6,800 3,342

Respondents were predominantly involved in commerce and production. Commerce
refers to the diverse economic activities ranging from trading of fruits and vegetables on the
Sreets to retailing of chicken and other meat products in public market stdls. Production is
primarily home-based, including food preparation, and making rags, necklaces and home

decorations.

Respondents were asked about their expenses for the last 7 months from January to
July 2001. As shown in Figure 6-1, they spent most on food and education. Interestingly, the
second largest expense, after food, was for other reasons, which include the payment of
insurance and debts. Since the respondents were members of MFIs, payments of debts were
high. Payment of insurance premium may comprise only 2 to 3% of the other payments the
respondents had to settle.

High education expenses may be due to high dependency ratio (the ratio of non-
working dependents to working individuas in the household) in Filipino households. This means
that there is a relaively large proportion of the population under the age of 15 and above the
age of 65 who were economicdly dependent on a much smdler number of the working age
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population. High education expenses may aso be due to the stiff competition in the job market.
Parents invest much on the schooling of their children by sending them to private schools with
relatively high tuition fees. Educaion was seen as an invesment, and a way to improve a

household' s economic status.

Figure 6-1. Expensesfrom January to July 2001 in US Dollars

Expenses from January to July 2001 in US Dollars

liness

136.5 Leisure and
Transportation Entertainment

296.7 69.5

Household Food

Expenses 1036.7

366.4
Others
(insurance,
. payment of debt)
Education 799.9

486.6

6.2  Saving and Borrowing Practices

Respondents were asked for their reasons for saving and borrowing money; this

information was then related to the role of the M SEsin household maintenance.

Reasons for Saving. Almog dl of the respondents sad that saving money was
important and cited that their main reason for saving was to prepare for or cope with any
emergency or criss (Table 66). For these MSE operators, saving money was a relatively

effective way of coping with emergencies or crises.

The next reason for saving money was to be able to pay for the education of their
children. This is not risk-management mechanism but an investment move. Payment for
education is alarge “seasond” investment in their own socia security in the hopes that children
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will take care of them in their old age.

Table 6-6. Reasons for Saving Money

Reason % Rank
Emergency/Crisis 78.6 1
School expenses 354 2
Leave for children 25.2 3
Enlarge business 24.8 4
Poor Business 21.4 5
Buy more things (e.g. food) 18.4 6
Retirement 9.9 7
Others 9.2 8
Buy big house 7.5 9
Increase interest of savings 0.1 10

Reasons for Borrowing. The primary reason respondents borrowed money was to
support their enterprises, as shown in Table 6-7. Borrowing to pay household expenses was a

distant second, followed by education. Borrowing for emergencies was uncommon.

Table 6-7. Reasonsfor Borrowing Money

Reasons for Loan First Loan (%) | Second Loan (%) | Third Loan (%)
Business 46.9 16.0 6.1
Household expenses 12.6 5.1 0.3
Education 10.9 34 2.0
Others 4.1 2.4 0.3
Emergency 2.7 1.0 0

While respondents cited that they saved money to pay for school expenses, they dill
had to borrow money to use for the same purpose. This was an indication that the respondents
had barely enough income to cover household expenses and business expenses, thus leaving
them with little or no money to spend for school expenses.
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The other reasons cited for borrowing was to use the money for socia events such as
wedding, baptism and fiestas (reigious festivals). This may meen that avallable savings facilities

are not designed to prepare for such occasions.

6.3  Risksand Risk Perceptions

To assess risks, respondents were asked to identify the income shocks they had
experienced in the past eight years. As shown in Table 6-8, illness in the family was the most
distressing situation the respondents had to cope with, followed by the occurrence of natura
caamities such as typhoons and its natural consequence, flood.

Table 6-8. Income Shocks Experienced by M SEsin the past 8 years

Type of Calamity % Rank
llIness in the family 30.6 1
Other Natural calamities 22.5 2
Flood 20.1 3
Loss of Business 10.2 4
Drought 8.5 5
Death 7.1 6
Loss of Property 6.1 7
Others 5.8 8
Dezath of animas 4.8 9
Accident 4.8 9

To approach this issue from another angle, respondents were asked to identify
business-reated risks, and to rate these risks according to the effects they may had on their
businesses, frequency of occurrence, and the likelihood these events would strike. They were
adso asked how these risks would affect business operations. The results from this line of
questioning are summarised in Table 6-9.
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Table 6-9. M SE-specific Risks | dentified

Risk (%) Effect on Type of Effect Frequency of Possibility of
Business Occurrence occurrence
Natural calamity 231 21 14 2.8 25
(typhoon, etc) (1.1)* (1.1) (1.3 (15
No profit 231 17 19 32 29
(0.9) (1.4) (1.5) (12)
Unpaid customer 201 22 16 35 30
credit (1.1) (1.1) (1.0) (L1)
Others (inflation, no | 17.7 19 16 29 28
buyer, no supply, (1.0) (0.8) (15) (12
etc.)
IlIness/Accident 157 21 15 31 35
(1.0 (1.0) (13 (13
Competition/Other 95 21 16 27 23
similar business (13) (10) (14) (15)
Fire 88 17 21 30 34
(1.0 (1.8 (1.6) (17)
Theft/ Robbery 6.1 25 13 35 37
(0.8 (1.0) (1.2 (10
Debtsto be paid 44 28 13 32 26
(1.2 1.2 (13 (15
Crisis(Economic) 31 2.8 13 33 27
(1.2 (0.9) (1.3 (10)
No electricity/ 0.7 20 20 20 20
Brownout (L4) (1.4) (L4) (14)
No Response 12.6

*Figures in parenthesis are standard deviations.

Natural Calamities. With the exemption of the respondents from Davao City, which is

located outside of the “typhoon belt” in the Philippines, occurrence of naturd calamities was the

number one concern. There was a large possibility that caamities would hit the entrepreneurs

more than once in ayear given the country’ s geography and location. During the past 3 years 26
typhoons visited the Philippines.




Respondents perceived this risk as severe because it could cause a sharp increase in
expenses and temporarily reduce their income. They reported that they worried about this risk
only once a month because they lacked effective and gppropriate mechanisms to soften the
negative impact of this risk. While one can cope with illness or injury by turning to on€' s socid
network for help, the effects of natural calamities cannot be easily mitigated because of the high
cost of destruction and the covariant nature of the risk—those whom one might turn to for
assgtance are likely to be affected as well.

Often, the client resorted to loan restructuring and refinancing to manage the impact of
cdamities. However, restructuring and refinancing will dso impact on the MF as interest
income may be delayed and cash flow will be affected.

No Profit. Low demand for their products and services results in reduced earnings for
entrepreneurs. There was a high posshbility that this would occur during the respondents
entrepreneurid life and would have undesirable effects on their busnesses. Although it may only
have temporary effects, this perceived risk would reduce dgnificantly the income of the
respondents. This finding showed that the respondents were sengtive to fluctuations in the
demand for their products and services. Respondents would have to shoulder fixed costs
despite reduced demand, thus leaving them with little or no net income.

Unpaid Customer Credit. This was the third busness-related risk identified by the
respondents. They considered this a somewhat severe risk, but something they rarely worried
about. Mogt respondents said that unpaid customer credit had a 50:50 chance of occurring in
their business and would reduce their income sgnificantly for awhile.

[lIness and Accident. Respondents nostly conducted their businesses in public markets
or on the dtreets where they were exposed to many occupationa and health hazards. 11Inesses
and accidents to the entrepreneurs themsalves was an identified risk. Although the respondents
worried rarely about thisrisk, they identified it as severe.

The respondents, especidly by women, dso percaived illness of a family member as a
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risk. Even if the Sck person is not an income-earner, illness can reduce income because the

mother usudly has to leave her business to take care of a sck family member.

[llness or injury of MSE operators, ether short or long term, not only decreased
productivity; it aso decreased income and in worse cases, depleted savings. This risk had
severe effect on MSEs and their households due to the direct costs (hospitalisation expenses
and medicine cogts) and opportunity costs. During the past 12 months, the maximum number of
household illness days experienced by respondents was more than two years and the mean was
amogt a month (see Table 6-10). The mean expense of P10,476 (USD 210) was nearly twice
the monthly minimum wage in the country.

Table6-10. IlInessin the Family in the Past 12 Months

Item Min Max M ean Standard deviation
No. of Persons 1 9 1.5 13
No. of days sick 1 70 25.5 91.0
No. of occurrence 1 12 15 16
Expense (in US Dallars) 1 6,000 209.5

In addition, respondents worried about illness in the family due to their lack of accessto
hedlth care. The respondents spent an average of 6.2 days per week and 9.4 hours per day
working in their businesses. If ever they needed to access hedlth care, they would incur high
opportunity costs.

Competition. Respondents perceived competition from other enterprises as a risk.
This concern was understandable because many respondents operated in a highly competitive
market where there were little or no entry barriers. The respondents seldom worried about this

risk, but it could have an income-reduction effect on their businessss.

Fire. According to the respondents, fire could have a severe effect on their enterprise,
wiping out their income and assets. Y et respondents rarely worry about this risk for they felt that
firewas unlikely to happen.



Theft. For respondents who conducted their business on the streets and other unsafe
aress, loss of business assets due to theft and robbery was not uncommon. It would have a
moderately severe effect on the business, but respondents believed it was unlikely to happen to
them. Loss of any of their assets could reduce earnings for a while or, in worst cases, leave the

entrepreneur unemployed.

Debts Absence of savings pushed the MSEs to borrow money from different sources
during criss. Respondents who had limited access to formd lending inditutions turned to

informal sources when hit by asudden crigs.

6.4  Risk Management Practices Employed by MSEs

To better understand the risks faced by the MSE operators and the risk management
practices they employed, the identified business-related risks were categorised into idiosyncratic
and covariant risks a the micro, meso and macro levels (Table 6-11). The difference between
these levels depends on who are hit and the underlying causes. Micro risks hit an individua or a
household. Unpaid customer credit, for example, is a micro idiosyncratic risk when caused by
ether the MSES poor collection system or the clients unwillingness to pay. It can be a meso
covariant risk if it strikes a group of MSEs in a community and was caused by clients' inability
to pay due to the poor economy. Macro risks, o the other hand, strike a large number of
individuas because they occur a anaiond or internationd level.

Table 6-11. Typology of M SE-related Risks

Idiosyncratic Risks Covariant Risks
Microrisks Meso risks Macro risks
Unpaid customer credit Unpaid customer credit Natural calamities
Illness/accident Competition
Theft Fire
Debts to be paid No electricity
No profit
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Source: World Bank. Quality of Growth 2000

Covariant and idiosyncratic shocks can put MSEs in difficult financid gStuations.
Occurrence of these shocks may wipe out the entrepreneurs savings and assets, and decrease

their income. M SEs have developed various mechanisms to cope with these different risks, as

summarised in Table 6-12.

Table 6-12. Risk-management M echanisms Practiced by M SEs

Type of Risk Risk management practices
risk
Monetary Non-monetary
Micro Unpaid customer Improve collection system
credit
[lInessinjury Savings, join hedth AsK childrento helpin
insurance business
Theft
Debts to be paid Enral in co-operatives and
NGO-MFls
No profit Savings formation or Decrease production
membership in ROSCAs
Meso Unpaid customer
credit
llInesslinjury Savings, join hedlth
insurance
Competition Loan for more capital to Be more competitive by
improve business improving business
competitiveness management
Fire Fire prevention measures
No/decreasein Savings
profit
Electricity failure
Macro Natural calamities | Enrol in government and
formal insuranceto avail of
calamity loans
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6.5  Savingsto Cope with Risks

MSEs employed both monetary and non-monetary instruments to mitigete or cope with
risks. Savings, however, was the most commonly used coping Strategy, and therefore it merits

particular attention.

For savings to be an effective risk-coping mechanism, MSEs must accumulate wedlth
during good times so they can withdraw when calamities or other shocks arise. MSES may have
been relatively successful in coping with shocks through savings because the survey has shown
that M SEs seldom borrow money to pay for emergencies.

The capacity to save was contingent on the amount of income a household earns. the
greater the income, the greater the capacity to save and invest. Therefore, savings was effective
only when the MSEs had a regular and smooth inflow of income and if they have not faced any
previous cash shortfdl. MSEs enumerated a number of factors that hindered them from saving
money, as shown in Table 6-13.

Table 6-13. Reasons for Difficulty in Saving M oney

%% Respondents
llInessin family 28.2
Put money in my business 25.8
Too many dependents 25.5
Payment of debts 235
Poor business 22.8
No safe place for saving 17
Spouse getting my money 1.0

Respondents identified illness as a main reason for savings difficulties, which reinforces
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the finding that this is the primary vulnerability of low-income households. A key reason it
received such a prominent response is because illness comes on unexpectedly and disrupts the
normal spending/saving pattern of a household. Iliness was not only an additiona expense, but
dso it tended to reduce income-earning potential. Depending on the degree and nature of the
illness, it could deplete whatever savings the household had accumulated.

Ancther reason M SEs have difficulty saving is because they prefer to reinvest additiona
cash in their businesses. Roughly a quarter of the respondents fdlt that they could get a better
return on their investment by increasing their stocks or purchasing business assets than saving in
abank or aROSCA.

The most common reason why MSEs had difficulty saving, however, is because they
did not have sufficient funds, either because they had too many debts to repay, or they had too
many dependents thereby increasing household expenses, or the business was not generating
aufficient casi—perhaps due to low demand, unpaid credit, competition, or increasing costs of
production. These business problems are perhaps best addressed through training and other

business support services rather than through financia services.

6.6 Microinsurance

Because of the gpparent difficulties in saving, and because saving can be an insufficient
risk coping strategy for large losses, this study aso considered the M SE’ s attitudes toward, and
potential demand for, insurance. All respondents were asked about their definition of and
attitudes towards insurance. Then they were asked if they had insurance policies or planned to
enrol in an insurance scheme. Those who did not have insurance, and were not interested in
getting a policy, were asked to cite her reasons. The potential demand for insurance was

identified by looking at the respondents’ profile, shocks they faced, and the risks they identified.



6.6.1 Attitude Towards Microinsurance

There was a general openness towards insurance. Respondents sid that insurance

could help them achieve gtability and business growth. Many respondents identified insurance

schemes run by their MFI s and the traditiond damayan schemes operating in the community as

beneficid. The practice of damayan, though positiored more as socid solidarity than as

insurance, was widespread.

Some reasons for the respondents high acceptance of microinsurance was the smdl

cogt of premium and the frequency of payment which were more suitable to ther paying

capacity, as demonstrated in Tables 6-14 and 6-15.

Table6-14. Premium Cost Of Microinsurance

ltem Min Max M ean
Premium (in P) 10.00 100,000 1,820
Membership (inyears) | 0.25 37.00 7.2

Table 6-15. Frequency Of Payment

Category %

Wekly 33.0
Annudly 13.9
Monthly 10.2
Semi-annudly 9.9
Daly 2.4
Quarterly 2.4

6.6.2 Potential Demand for Insurance

Despite the diverse coping Strategies employed by MSE operators, there were ill

unmanaged risks and vulnerabilities. Of the mgor risks that the respondents identified, only

some can be managed through informa coping mechanisms, suggesting a potentia to expand the
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provision of microinsurance products, especidly related to illness and natura disasters.

Respondents perceived illness and accident as a mgor risk. lliness was the number one
income shock they experienced and a mgor reason for savings difficulties. The respondents
expensssfor hedth were rdatively smdl, frequent, but highly unpredictable. This unpredictability
meakes it difficult to manage this risk through savings. Since the government and private HMOs
have not effectively reached the informa sector, it opens up a huge potential market for MFIsto

sarvice.

Respondents were mostly middle-aged women with severd dependents. They were
exposed to gender-specific risks and expenses. The nature of the respondents’ enterprise made
them vulnerable to diseases and prevented them from accessing primary hedth care services.
Women entrepreneurs would greetly benefit from insurance that will congder their profile and
the nature of their busnesses in the product design. Hedth sarvice ddivery, marketing and
collection systems should be tailored to the needs and paying capacity of women entrepreneurs.
Maternity benefits and access to affordable primary hedth care will greatly help them.

In addition, illness in the family resulted in missed days a work and income reduction.
[lIlness and accident do not only have direct hospitaisation costs but adso posed large
opportunity costs. Creation of income insurance should limit the MSE operators earning losses
dueto illness or from having to take care sick family member/s. Such a feature would have to be

carefully designed to prevent over-usage and fraud.

Ladtly, the number one risk the M SE operators were worried about was the occurrence
of naturd caamities, especidly because this risk was not effectively managed by any existing
coping practices. The MFIs and the MFI-owned corporations did not have any mechanismsto
mitigate this risk for the MSE operators. If such insurance could be provided, and if it could be
reinsured, it would aso benefit the MFI s since their business loan portfolio would not suffer as

sonificantly.



7.0 Framework for MFlsand Microinsurance

Two frameworks can be drawn from the information gathered in the study: 1) a the
level of insurance product design and ddlivery; and 2) a the level of the markets that these

insurance products are sold.

7.1  Operations Framework of Microinsurance

Three mgor dements influence the way microinsurance is delivered—the MFI
sructure, insurance product qualities and client profile—as represented by the three overlapping

crcesin Figure 7-1.
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Figure 7-1. Key Elements of Microinsurance Operations by
MFIlc

ORGANIZATION

legal structure, leadership,
mandate, management
systems, culture

normative systems,
relationships,
social capital

Administrative
systems

LOGICand FIT

values, sense of

ownership, governance
mechanisms

MEMBER

Gender, proximity, risks, PRODUCT

nature of MSE

Price, benefits,
relevance

moral hazard and adverse
selection problems, risk
management schemes

Ingtitutional Factors. As discussed in section 5.3, the type of inditution has a
ggnificant influence on microinsurance The legd structure, ownership and governance,

leadership, mandate, management systems, and culture influence the organisationa context of
the microinsurance program.

In the overlap between organisation and product are the adminidrative sysems that

allow it to manage the transactions needed to ddliver the microinsurance product, from dams



processing to collections to fraud control. Efficiency, convenience, and complexity of these
adminidrative transactions are factors in the MFI’ s preference to manege the insurance scheme

itsdf or to partner with aformd insurer.

The organisation influences member behaviour through its normative systems,
relationships, and socia capitd. Norms within the organisation are shgped through forma
policies and procedures, as wdl as unwritten rules. Socid pressures to conform to the norms
are particularly strong in Grameenttype MFIs. Socid capita alows the organisation to absorb
socid tensons that go with experimentation in microinsurance. These socid dynamics reduce
information asymmetries, mord hazard problems, and transaction codts in ways that are not

possible with forma insurance contracts.

Member Factors. Member varigbles include gender, proximity to MFI facilities, risks,
business type, and length of membership in the MF. Members are senstive to the price, the
benefits, and the relevance of the insurance product as far as ther percelved risks are

concerned.

Product Factors. Technica aspects of insurance—such as the possibilities of mord
hazard, adverse sdection problems, as well as the risk management schemes used—are
variables that influence the design of the product.

The insurance mechaniam is a relaionship between the member and an insurer or peers
in arisk-poal. Thisreationship is guided by vaues of solidarity, socid responsbility or utility, or
acombination of these values. Ownership over the risks and the benefits from participating in an
insurance scheme make risk sharing possible. The governance mechanisms provide a vehicle for

negotiating the terms of the relaionships in the microinsurance project, and create the political
legitimacy for new policies.

All of these contribute to the logic of the insurance relationship as understood by the
MF and the members. It is important that a fit is achieved in this convergence point.
Otherwise, dissonance will result and destabilize the socid, actuarid, and financid equilibrium in
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the microinsurance project.

7.2  TheTechnologies and Markets of Microinsurance

On another leve of representation, the suppliers of microinsurance can be located in a
graphica representation of their markets and technologies. The costs and benefits of the
products are located on two curves of a graph seen in Figure 7-2. The X-axis represents the
cods of insurance to the member and the Y-axis represents the benefits of insurance to the
member and the MFI. Different microinsurance products can be located in the graph based on
their costs and benefits.

Curve A is higher and to the right of the graph indicating higher costs and higher
coverage per peso due to larger risk pools and optimisation of the actuariadly feasible benefits.
Forma insurance firms that use rigorous actuaria studies to optimise the benefits achieve this
level. Curve B is lower and to the left of the graph indicating lower scale operations, lower costs
and lower benefits per peso. The products of indigenous insurance, done through group self-
insurance or risk pooling, can be found on this curve. There are lower costs and benefits per

peso.

The MFI-owned insurance schemes, like CLIMBS and CISP, operate in the lower
levels of Curve A, but use the same actuarid technology as other forma insurers. They reach
the informa sector with low transaction and marketing cogts by working closdy with co-
operatives. They dso pay dividends to ther co-op members that reduce the net cost
experienced by clients.

Microinsurance from NGOs and co-operatives is typicaly found on Curve B. 1t is
possible that the insurance provided by MFIs is not aways actuarially feasble. This Stuation
might occur when they adopt the products of forma insurance firms, usng the same premium
and benefits. These products may not be viable because the MFls have a smdler and possibly
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Figure7-2. Cost and Benefits of Insurance

Benefits

Costs

Cost and Benefitsto the Policyholders

Cost and Benefits to the Policyholders + Other Benefits to the MFI

more homogenous risk pool, and they lack reserves and reinsurance. Although the lack of
actuarid bads for computing the premiums and contributions is risky, the MFIs seem to prefer

this gpproach to not providing insurance or to paying high consultancy fees of actuaries.

Factors that shift Curve Bto the left or to the right are transaction costs. With the
integration of insurance into other operating systems of an NGO or co-op, the transaction costs
are lower, shifting the curve to the left. For members, this integration represents a better value
for the money. Opportunity costs are dso lower compared to forma insurance, especially when
there isavery efficient collection system wherein members do not have to go out of their way to

pay premiums. Marketing costs are lower because the market is easily accessible and captive.
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Of the three types of MFIs studied, risk sharing is employed only by the co-operatives.
Risk pooling, where the burden of risk is on the MF, was seen in al three types of inditutions.
In the agency system, the burden of risk is shifted to the insurer. Technicdly, only the MFI-
owned insurers can operate on Curve A. The small risk pool and the lack of actuaria andysis
prevent the co-ops and NGOs from achieving that leve without an agency agreement with a
forma insurer. Otherwise, NGOs and co-operatives operate on Curve B—lower costs, but

lower benefits, and less value for money.

The three types of MFIs reach the informal sector in different ways. MF-owned
insurance companies make products that are found in Curve A but in the lower levels, the
marketing codts are lower because they work closely with the co-operatives who are a so their
stockholders. The NGOs are able to produce insurance products on Curve B that are more
affordable to the informal sector, through risk pooling, lower information asymmetries, lower
transaction costs, and possibly some gross subsidies. The same goes for co-operatives, except
that their socid capitd dlows management to innovate. The co-op members ownership of the
risks subgtitutes for the high reserves needed to buffer againgt design flaws during the
experimental stage of product development. This socid capitd, in the form of participatory
product development, aso reduces the R& D costs.

Table 7-1. Risk Management Profiles of the Three Types of I nstitutions
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Co-op MFI NGO MFI M FI-owned
Insurer
Risk sharing (burden of risk on Yes No No
members)
Risk pooling a indtitutiond level Yes Yes Yes
(burden of risk on MFI)
Agency (burden of risk on Yes Yes No
insurer)
Curve B B A
How the informal sector is Lower information | Lower information | Make products at
reached asymmetries asymmetries the bottom end of
Lower transaction | Lower transaction | Curve A

costs
Cross-subsidies

costs
Cross-subsidies

Lower marketing
costs

Dividends

Socia capita

8.0 Lessonsfor Microinsurance Development

The microfinance sector in the Philippines has just begun to play an active role in the
insurance market. To date, they have been able to provide insurance products in life, credit-life
and hedth. This section presents insights drawn from the study, including the scope for new
products and lessons in product design. It adso raises issues regarding regulation and state

intervention.

81  Scopefor New Products

Section 6 discussed the MSE operators demand ard need for insurance and showed
that low-income households were vulnerable to a number of risks. Section 5 described various
microinsurance products offered by MFIs. Between the supply and demand emerge a number

of gaps, especidly regarding illness and natural disasters.

The number one risk worrying M SE operators was the occurrence of natural calamities.
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This risk causes a spike in expenses while temporarily reducing their income. More importantly,
entrepreneurs could not manage this risk through their existing coping practices. MFls need to
develop mechanisms to mitigate disagter risk for their dients—and for themsdaves snce ther
loan portfolios are dso affected. Disaster insurance provided by MFls as an agent for aforma

insurer that has reinsurance could be an enormous sarvice to the informa sector.

Another mgor risk for the MSE operators was illness and accident, to the
entrepreneurs themsdves and to their family members. Hedth expenditures of low-income
households were unpredictable. When coupled with the opportunity costs of being away from
one s business, due to ill hedth or to care for a family member, M SE operators were exposed
to acute income and expense shocks. Currently, only 3 out of 6 MFIs in this study were
addressing the huge demand for hedth and accident insurance.

Women entrepreneurs have the greatest need for hedth insurance improvements.
Current insurance products and hedlth care services, even those being offered by the MFls, do
not consder the specid Stuation of the women entrepreneurs in the insurance design. For
example, income-loss insurance, to compensate women entrepreneurs who leave their

businesses to serve as caregivers, was not available.

The three types of microinsurance products provided by MFIs were inadequate to
cover the various risks of the informa sector. Idedly, there should be more microinsurance
products in the market, as wdl as loan and savings products that serve a risk management
purpose. For example, loans for education financing or home improvement could help reduce
risks and may have synergies with microinsurance. For these products to emerge, more

research and development is required.

8.2  Lessonsin Product Design and Delivery

There were a number of serious flawsin the products currently availade, some of which
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the MFIs have dready identified and addressed. This section summarises some of the main
lessonsin product design and delivery.

Bundling of Microinsurance Products It was common for co-ops to offer a product
that combined hedth and life insurance. Thisinsurance package likely lowers the margina costs
for the provison of each type of insurance, which should benefit the members. However, if
MFls are unable to manage the risks per product, it is possible that they are unnecessarily
vunerable. The bundling of voluntary insurance products increases the problem of adverse
sdection. In addition, management problems may occur because different sets of kills are

needed to provide different microinsurance products.

While the packaging of life and health products together may make sense from a
marketing perspective (dthough that is certainly debatable), it is criticd that the income and
expenses be disaggregated o that the insurer can offer appropriate benefits and caculate a
viable premium. Furthermore, microinsurers have a mora obligation to provide consumers with

information about the costs directly associated with each product.

Minimising Transaction Costs. Transaction costs primarily occur at five different
dages marketing and sdes, screening and enrolment, premium payments, clams verification,
and clams payments. In generd, the microinsurers in this sudy did an exceptiond job of
keeping their transaction codts to a minimum, especialy costs associated with marketing and
premium payments. The NGO-MFIs integrated the premium payment with a loan or savings
transaction, so there is not any additiona transaction. The co-ops deducted premiums from
dividends or specia accounts that members needed to replenish. A move toward diminating dl

over-the-counter premium payments would further enhance efficiency.

Mandatory Policies. A number of the microinsurance policies available from MF s are
mandatory for members or borrowers. On the one hand, this makes socid protection for their
members more efficient and effective, as marketing costs and transaction codts are subgtantialy
reduced. In addition, mandatory insurance minimises adverse selection problems since high-risk

persons cannot opt in while low-risk persons opt out. On the other hand, mandatory insurance
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could be abused by the MFIs, especidly if products are more expensive than market prices
(dthough thisis particularly hard to gauge given the lack of trangparency in pricing). The benefits
that microinsurance brings to MFIs, such as extra liquidity and profits might tempt MH
managers to abuse the Stuation.

Risk Management. Severd Philippine microinsurers have learned about managing risks
the hard way. Since they approached insurance largely from a benevolent perspective, somre
MFs only garted building in risk management policies once they found members taking
advantage of the system. Risk prevention techniques that should be considered upfront—and
which are pervasive in the insurance industry—indude:

Waiting Periods. Severa MFls now have policies whereby members are not digible
for insurance cover until after an initid period of time. These policies are intended to
reduce the chances that someone with atermind illnesswill purchase alife insurance

policy, for example, knowing that they are likely to diein a couple of months.

Exdusions Pdlicies that exclude coverage for high-risk members, such as persons
over 65 or those with pre-exigting conditions, are necessary to contain clams costs

and make the product affordable to the broader low-income market.

Screening Techniques: Requirements to furnish hedth certificates to be digible for
insurance significantly increases the transaction cogts to the clients and the insurer,
but they are probably necessary for larger policies (e.g., credit-life cover for large

loans).

Graduated Benefits. Because of information asymmetries, some MFIs have lower
benefit cellings for new members. Once they get to know the member better, then
the maximum benefit increases. These graduated berefits also serve as an incentive

for cusomer loydty.

Microinsurers that approach the provision of insurance as asocia service are unlikely to
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provide that service over time. If they overlook or loosdy implement important risk management
policies, and if they price their products based on affordability rather than viability, they are
likely to exhaust their financid resources in due course. When the inevitable occurs, no one will
benefit.

8.3  Improving the Production Chain of Microinsurance

Improvements to microinsurance can follow aong the production chain, sarting with the
organisationd development of MFIs as microinsurance suppliers, to the acquistion and
development of microinsurance technologies, and then finaly to marketing these products. This
discusson will project a possible future scenario for microinsurance, and then identify the gaps
and condraints that need to be overcome. State interventions that might be needed to achieve

this outcome are a'so discussed.

8.3.1 Organisationa Fadtors

A possible scenario is that MFIs effectively address the demand-supply gep for
microinsurance products. This scenario is logicd because MFls are dready engaged in financid
transactions with a large percentage of the low-income market, which engbles them to be a

cost-effective ddivery vehicle.

In this situation, there should be adequate, effective, and stable MFIs providing relevant
microinsurance products. To achieve this outcome, MFIs need a sgnificant injection of skills
and knowledge on microinsurance management, as well as technica support to implement

technically sound microinsurance operations.

The development of MFIs as microinsurers may be accelerated by the credtion of a
training program that will transfer microinsurance expertise to MFH managers. The NGO-MFI



networks, coalitions and co-operative confederations would be appropriate bodies to provide
these trainings. For example, the National Confederation of Co-operatives (NATCCO), one of
the biggest and most extensve networks of co-operatives in the country, can be tapped to

deliver microinsurance training.

The MFI-owned corporations like CLIMBS and CISP can also facilitate the transfer of
microinsurance know-how to MFIs. In addition, to expand the availability of insurance through
MFIs, it would be advantageous to identify and overcome the obstacles that prevent co-ops
from acting as agentsto el the insurers Curve A products.

MHFs may dso benefit at this point from some sdlf-regulation so thet initid standards
can be st and then evolve over time. This will protect members as wdl as MFs from

unnecessary design flaws as the microinsurance technology develops.

8.3.2 Technology Development and Dissemination

Microinsurance technologies are dill in ther infancy. At this stage, the regulatory
environment should foster experimentation and innovation so that technologies will mature. State
subsdies for R&D and lesson sharing can be judtified during these early days since it is unlikely
that the private sector would be willing to make such investments.

The second stage of technology evolution would be testing in a competitive market to
see which gpproaches will become dominant. When microinsurance technologies become more
widespread such that they effectively cover the market, then regulators may opt to increase the
standards so that MFIs become more cost effective and stable. At this subsequent stage, the
objective of regulation will be to encourage increased accountability, efficiency, effectiveness
and stability, and to weed out the inefficient and the ineffective schemes.

Ratemaking and reinsurance may be possble at this point when the technologies of

microinsurance have matured. Ratemaking and reinsurance will provide an extra measure of risk
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reduction to the microinsurers as well as the policyholders. There is a pressing need, however,

to identify cogt-€effective arrangements for accessing actuaria services.

8.3.3 Marketing

Currently, marketing of microinsurance has been done through mandatory add-onsto
membership or loans, or & optiona services that members could avail of. A second marketing
drategy has been to inditutionaise indigenous damayan-based schemes, highlighting the
compdtibility of insurance with local customs. These two marketing approaches may be the key
strategies for making microinsurance coverage widespread, dragticaly cutting down marketing
costs compared to forma insurance marketing Strategies.

While state run socid security is il unable to reach the informa sector, the government
may help promote MFI-based microinsurance schemes by subsdisng marketing campaigns to

bring more individuas from the informa sector under microinsurance coverage.

Another important role either for the government or a sdf-regulatory body would be to
enhance transparency in pricing and ensure consumer protection in marketing. MSE operators
are often passive consumers of microinsurance, sometimes unknowingly paying premiums and
unaware of the benefits. Consumer competence may be improved by making price information
more widely available, and compelling MFls declare the various processing fees and other costs
bundled into the loans. When consumers are well informed about their options on
microinsurance, then the market will work better and superior microinsurance products will

emerge.

84 Conclusion

MFH s have unique capabilities to cost-effectively ddivery microinsurance to the informal
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sector. Microinsurance complements the MFIS other interventions with MSEs because it

reduces their vulnerability to business and personal risks.

Microinsurance is a new technology, and innovations are emerging rapidly. Such lessons
need to be documented and disseminated to help the microfinance sector effectively address the

need of the informa sector for microinsurance.

Jug as micrafinance has gained widespread acceptance as an effective devel opment
Strategy; microinsurance, too, promises to be a sustainable gpproach to risk management for the
informa sector. MFIs are currently in the best position to provide microinsurance to the informd
sector and should actively experiment and innovate to make the maindreaming of

microinsurance aredity.
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