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INTRODUCTION

1-  Why this document?

There is a growing interest for risk management exignsion of social protection in the
context of poverty reduction strategies in deveigptountries. This interest is materialized
by a number of initiatives that involve civil sotyi@rganizations.

Among these initiatives micro-insurance plays Risk management
a role on both sides: it is certainly a risk measures
management instrument; but it can also be used

as a tool to extend social protection.

Micro-insurance is a concept that eNCOMPaSSE:«««xxxxsrrrsfrrrararsssnnns .

a large diversity of organizations: mutual

benefit organizations in Africa and Latin i o
America, micro-insurance schemes set up and o Micro-
operated by health care providers, B isurance
cooperatives, associations, unions, NGOS Ol .. .t eenras ;

MFIs providing an insurance service to theirSocial protection
members, sometimes in partnership with a

public or a private insurance company, etc. 1. Micro-insurance: a risk management

and social protection mechanism

These schemes may cover various risks or contimg®nkealth, maternity, life, invalidity,
assets, crops, etc. They all have in common foligwieatures: they use the mechanism of
insurance (among others); at least part of theiebeiaries are people excluded from formal
social protection schemes in particular informabremmy workers and their families;
membership is not compulsory (but can be automdtie)members pay, at least partially, the
necessary contributions in order to cover the benehese schemes differ from schemes
created to provide legal social protection to fdre@nomy workers.

Setting up a micro-insurance scheme is not nedsta right answer in all circumstances.
The decision to implement or support micro-insueaschemes should therefore not only be
driven by a risk analysis but also by political smterations: on populations to be targeted and
on their priority coverage needs; on the relevasfcmicro-insurance and on its comparative
advantages; on the possibility to link micro-ingw@ to other mechanisms in order to
improve each others efficiency; on the integratadnmicro-insurance within coherent risk
management and social protection strategies.

As micro-insurance is too often put in place withauhorough assessment, this instrument is
usually not complementing in the most effective wather existing strategies and
mechanisms to face risks and to extend social giote causing a limited impact or
sometimes even wasting the scarce resources gigbgle, most of them being poor. The
present document has been produced to reduce dpisogknowledge on thadd-value,
strengths and limitations of micro-insurance as adol to face risks within the extension

of social protection.

This document was jointly produced by the “Stradsgiand Techniques against Social
Exclusion and Poverty” (STEP) programme of the &8lderotection Sector of the ILO and the
Deutsche Gesellschaft fir Technische Zusammeng®&i). Both organizations have been
involved in efforts to explore the potential of midnsurance schemes in various countries.
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2- To who is the document addressed?

The document is aimed at current and potential ptera of micro-insurance (community
based organisations, MFIs, NGOs, trade unionsgprégneurs, insurance companies, projects,
local authorities, etc.) irrespective of their gegaiical location. The document is also aimed
at political decision-makers and provides informatfor the formulation of policies in the
field of social protection.

3- What are its objective and scope?

The document is an information and awareness-tpisaxtbook, and is consequently
relatively short without going into operational aiiég.

More specifically, the document will allow users to
» Become aware of existing strategies and mechansmsnage risks.

» Have an overview of the overall potential of midansurance schemes, their
limitations, the diversity of their features, anketcomplementarity with other
mechanisms aimed at managing risks.

* Become aware of the factors for success as weheadifficulties of implementation
and operation of micro-insurance schemes.

* Become aware of the role of micro-insurance inekiension of social protection and
of the advantage to develop linkages between nmigorance and other components
of social protection systems.

This document deals with micro-insurance schemesgrotg various types of risks (health,
death and old-age, disability, injury and/or maitgyrcrop failure and loss of assets), apart
from part IV that focuses on risks falling withimet realm of social protection.

4-  What is its place in the range of tools producelly the ILO and the GTZ?

Other tools developed by the ILO and the GTZ wiblmplement this document on the
operational level. Particularly, the¢ealth Micro-Insurance Schemes: Feasibility Studyd®é
(ILO/STEP, 2005) provides step-by-step instructiansl useful tools for designing a health
micro-insurance scheme. Other example, $ie¢ting up a micro health insurance scheme:
Relevancy, challenges and proce@sO/STEP, soon to be published) deals with the
advisability of setting up a health micro-insurargeheme, and provides a precise and
systematic explanation of how health micro-insuearftnctions. The GTZ InfoSure
methodology for the analysis of health insuranag #we CHIC (Centre for Health Insurance
Competency) - Management Course enable participangn the set up of health insurance,
design the benefits package, calculate the transaobsts, etc. The CGAP working group on
micro-insurance developed guidelines for the desigmicro-insurance and case studies. The
financial simulation tool (Simins), jointly develeg@ by the World Health Organisation
(WHO) and GTZ, projects the development of incorard health expenditures over a 10
years period.
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5- How is the document structured?

The document includes four parts.

Part |

Part Il

Part Il

Part IV

May 2006

“The need for protection against risks” describes risks that are threatening
workers in the informal economy and their familiaad poor households in many
developing countries and their impact on househoidsome and level of
consumption. It draws attention on the necessitgrioritize between risks when
considering protecting a given population agairsist

“Multiplicity of options to deal with risks” describes the different risk
management strategies, some of their comparativanéages and lists manifold
mechanisms that actors (individuals, communitielip authorities) have at hand
to deal with risks. It tries to explain what aree thnain factors of choice among
exiting strategies and mechanisms of protectiomagasks.

“Micro-insurance: a mechanism to manage risks”describes micro-insurance
and its diversity (in terms of risks covered antiveey models). It also identifies

some of the factors for success and challengesetting up and operating a micro-
insurance scheme in a given context, and highliggsadvantage to link micro-

insurance to other risk-management mechanismsder ¢o increase its impact and
its viability.

“Micro-insurance: a component of social protection” reminds the necessity to
extend social protection to the excluded groupgives indications on existing

strategies of extension of social protection arelrible of micro-insurance in this
extension. It finally explains the main implicat®ooth for the State and the
promoters of considering micro-insurance as a foolthe extension of social

protection and suggests pathways to enhance tteasan.
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PART I. THE NEED FOR PROTECTION AGAINST RISKS

Understanding the risks to which households areosegh and their impact is important in
order to design appropriate strategies and meahartis face these risks.

1- Brief presentation of risks

«» Definition of risk, identification and classificatbn of multiple risks
Risk is an uncertain event (e.g. drought) or ouedeg. famine). When a risk occurs it can
damage well-being. A risk’s occurrence with a negaimpact is called an adverse event or a
shock. Uncertainty may relate to:

» The occurrence (will the adverse event occur?).

* The timing of the event (when will it occur?).

* The severity of the shock (will the shock be sesiouminor?).

» Its duration (how long will the shock last?).

» Its frequency (how often will it occur?).

Through most of the developing countries, all hbotds and communities are facing
multiple risks, but the workers in the informal aomy and their families and the poor and
low-income groups are especially exposed to thieviahg risks and negatively affected by
their impact:
» Natural risks such as drought, flood, erratic mamscain, crop pests, fire that can
cause loss of assets including loss of work presrasel tools.

* Environmental risks such as problems associateddetorestation, pollution.
» Health risks such as sickness, child delivery, epiids.
» Life-cycle risks such as old-age and death.

* Economic risks such as unemployment, business esiafailure, loss of assets,
death of livestock.

* Policy based and institutional risks such as a lafclegislation to protect workers,
insufficient public services (e.g., a lack of hkalare facilities or inappropriate public
health care policy), taxation.

» Social and political risks such as crime, theft agldted loss of assets, gang activity,
civil war.

Defining such categories is useful to understandedging causes of risks occurrence.
However it is partly simplifying since a risk caelbng simultaneously to various categories.
For instance an epidemic which is first consideas@ health risk can be also considered as a
policy based risk, since the lack of health cawlifees or inappropriate public health care
policy (e.g., insufficient immunization campaignglabasic health education) can increase the
chance of occurrence of an epidemic or its severity

% Risks’ impact

Characteristics of risks’ impact

Adverse events have most often financial consesqsgnbhat means a negative impact on
households’ income and level of consumption. Fetance illness and injury have both direct
costs for prevention, care and cure, and oppostunitsts (lost income while ill): the
unexpected rise in expenditure on treatment coascdith a drop in incomé&ome adverse
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events may also have consequences on individuatistion, health status, on the level of
education, on individuals feeling of security, onigy, human rights and even life (when the
shock causes death).

Some shocks are few and far between, such as #ib dethe breadwinner of a household.
Some others occur with frequency, such as trandieess. Some shocks even if they are
infrequent have a long-lasting effect and may nexyiermanent transfers to the affected
households. This is the case of the disabilityhef breadwinner. There are other shocks that
might be of high frequency but whose effects arevaeoy severe. In such cases the required
relief is temporary. This is the case of transibméss or temporary unemployment.

Risks’ impact on other risks (inter-linkages) arshbwball effect”

Risks are most of the time interlinked. The ocaureeof a risk may increase the chances of
other risks to occur, and give way to a spate ek events. For instance such natural risk
as a drought can lead to a harvest failure. Houdehmcome may then fall down. To cope
with this situation, households may — among othelscrease their food intake, which may in
turn increase the chances of falling ill or evemehdramatic consequences (death). A drought
may also weaken and kill cattle which farmers imgnpoor countries use as a buffer stock.
Since the households no longer have buffer stock®ly on they may postpone treatment
which will contribute to the decline of the sickrpens’ health status, leading in some cases to
death.

Natural risks Economic risks
Drought p| Harvest failure
l Decreased income &
Death of livestock food intake
|
Reduced buffer stock to
rely on
/ v
Human death 1_—_--_-_-_-_-_—_—_—_—_—_—_—_—_—_—'_ _________________ Disease
Life cycle risks Health risks

2. Inter-linkages between risks and “snowball” effet

% Insecurity, vulnerability and poverty

Impact of adverse events is stronger on poor haldghfor they face twin disadvantages:

(1) Poor households facegaeater insecurity, means they are more exposed to risks, for
various reasons: they most often work in the infdrmconomy that is in an unregulated
environment with unsafe working conditions; theyyntack basic education (illiteracy) and
are little reached by prevention or health educatimgrammes and not aware of their social
entittements; they may in addition live in remoteas far away from public social services.
As a result, a recent study of poverty in Indianduhat the poor are 4.5 times as likely to
contract tuberculosis as the rich [World Bank, J0@bor working women are more exposed
to risks than men for at least three reasons: &ehigroportion of women work in the

! The ideas and notions explained in this sectientaken from the literature on risk managementjqaarly:
Holzmann & Jorgensen, 2000; Morduch, 1999; Siegél\8ang, 1999.
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informal econom$; they face discrimination related to their reprciite role such as
dismissal when pregnant or upon marriage; they fuecific health and economic risks
linked with maternity, and unlike women in formabhge employment do not benefit from
related safeguards and benefits.

(2) Poor households are moralnerable, means they are less resilient to the shocks since
their earnings are low and irregular and since theyot have at hand appropriate tools to
manage the risks: they have small if any asseteelip on, they do not have access to
insurance, they cannot afford costly preventing suess, etc. For instance, weather-related
uncertainties, plant disease, and crop pests chaatest risk for all farmers, but technologies
for reducing such risks, such as irrigation, pedtis, disease-resistant varieties, are less
available in poor areas. In 1994-96 less than 20%llaropland was irrigated in low- and
middle-income countries (only 4% in Sub-SaharanicAjr [World Bank: 2001]. Other
example, in South Indian villages an increasesk (from monsoon arriving too soon or too
late) reduced farm profits for the poorest quanfenouseholds by 35% but left the wealthiest
farmers nearly unaffected. Women working in theoiinfal economy who most often have
less qualified and less paid jobs are even leslerdsto adverse events than their male
counterparts. This is one of the reasons why advevents’ consequences are worse for
women. For instance, rising food prices led todangductions in nutrient intake for women
than for men in Ethiopia and India.

« Women'’s vulnerabilities and security needs diffieom those of men. The needs also differ at diffepoints
in their lives. Women, especially poorer womengefparticular vulnerabilities, constraints and risksociated
with different stages of their life cycle. At aarly age, as a young girl, they are less likehatiend school
more likely to engage in child labour. Her educatibealth and nutritional needs are given a lownuen. As a
young woman, she combines both productive and detove roles as well perform unpaid caring work, a
home, for the sick, the frail and the elderly. Verfyen, her productivity and employment are coriiséa by
these very reproductive demands. She experieneessks to her health and to her work security cissed
with maternity, and in her old age, she faces esdn@nd social risks associated with widowhoodhabiala
& Sinha, 2006].

Poverty leads to greater insecurity and vulnergbiand in turn exposure to adverse events
increases poverty. When exposed to a shock, pooseholds are often forced to make
choices, such as depleting productive assets if seducing food intake, or withdrawing
children from school, that jeopardize their ecormamd human development prospects, and
leave them stuck in a poverty trap. Moreover, theedt of destitution and non-survival
renders the poor very risk adverse: since they lan®st no protection against adverse
events, they avoid risky situations or actions.yrban be very reluctant to engage in higher
risk / higher return activities, or longer term jes, and forego potentially valuable new
technologies and profitable production choices.aAsonsequence, poverty is likely to be
perpetuated for them and their children.

In Haiti, a micro finance institution (Associatigour la Coopération avec la Micro Entreprise, ACMigd to
gain as clients active entrepreneurs in manufagjusector through the provision of loans with matarly low
interest rates; but it could simply not find enowftthem. They represent only 10% of ACME’s totaltfolio
whereas petty trade and service activities acctam®0%. This reluctance to engage in manufactusecgtor
may be patrtially linked to risk aversion since taturn on investment is slower and riskier thep.m, trade and
service activities. In a context of acute poveittys also difficult for entrepreneurs to investan activity that
will not provide any revenue during several weeks.

2 |LO statistics show that in two thirds of the otries for which separate figures are available, ittiormal
economy accounts for a larger share of total ferndab@an employment than is the case for men. [ILODGA,
statistical annex, table 7].
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2-  Selecting priority risks to be managed

Hence the provision and selection of appropriatggation mechanisms against risks is an
important device in order to reduce insecurity,nenbbility and provide a means out of
poverty. In many poor countries, resources dedicatethe fight against risks are often

limited (lack of resources; sometimes unfavourdhldget allocation at the local and central
levels). It is therefore important, when considgnomotecting a given population against risks,
to focus on a limited bunch of priority risks.

The choice of priority risks is mainly determineglfactors such as: actors’ own perception of
the risks which may be different from that of tlaeget population, the importance that they
attach to the risks, economic and political staledsted with the management of certain risks
(including personal interests), political influesa@nd choices, actors’ past experiences, etc.

The choice of priority risks may also lean on targepulation’s and other stakeholders’
perception. It is important to take population’spexience and perception of the risks into
account, since people wouldn’'t be - on a volunthasis - interested by protection
mechanisms against risks that they do not considepriority. In many cases however,
population’s perception is biased or partial. Peaplay not notice some risks that are yet
threatening. It is why it is also important to takéo account other stakeholders’ perception:
social actors, health professionals, health andigadlauthorities, development agencies, civil
society organizations, social partners, etc.

Technical criteria may also be used in order torfirtse between risks. Following list is far
from being comprehensive but aims to help actayaré out what criteria should be most
appropriate in the context of their interventiohe$e technical criteria include the seriousness
of the consequences, the magnitude of the risketigth of exposure, and risks’ probability.

* The seriousness of the consequences can range rfoiwr to catastrophic. For
instance, a slight illness, a few days without wéok casual workers have minor
consequences whereas a natural disaster, the afedud breadwinner, a loss of work
premises have major consequences.

* The magnitude is the number of persons affectedsaigle occurrence of the risk and
its geographic or social spread. When a single roecage of a risk affects a large
number of persons (village, community) its magretusl large. This kind of risks is
called covariate or covariant. Such risks thataffenly isolated individuals in the
community are called individual or idiosyncratisks. For instance, an epidemic or a
drought has a large magnitude, whereas a non-comahle disease is only
experienced at the individual's level. In practiéew risks are purely covariate or
idiosyncratic [Dercon, 2005b].

* The length of exposure or duration can be of séwags, such as in the case of a
minor illness. It can be of several years suchnashe case of war. Length often
contributes to increase the seriousness of the thgklonger a war, usually the more
catastrophic.

* Risk’s probability is the chance that the risk iz2d at least once per person and per
year. Probability ranges from 0 to 1. For instaricthere is on average one drought in
ten years, probability of a drought occurrenceaming year equals 0.1.
Assessment of technical criteria of choice is fanf being an easy task. Since the same event
can be considered as catastrophic or easy to awercaccording to the characteristics and
past experiences of the individuals experiencirmgativerse event, it may be difficult in many
cases to find a consensus on first criteria (serness of the consequences). To assess the

% For a definition and examples of idiosyncratic andariate risks see Holzmann & Jorgensen, 2000.
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other criteria (magnitude, length of exposure, pholity) it is necessary to rely on precise
data, recorded over sometime long periods of tifaeticularly for low probability events,
periods of several years may be required. These atat unfortunately not available in many
developing countries.

When identifying priority risks, it is also importathat the actors take into consideration their
ability to prevent risks’ realization or limit thezonsequences. Some risks can be dealt with at
the local level, some at the regional or natioeakl, some need international intervention,
some others such as natural hazard are very diftcdeal with.
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Natural Health

Econo-

PART II. MULTIPLICITY OF OPTIONS TO DEAL WITH RISKS

1-  Generic strategies to face risks

One of the main reason for building the State ésrduction of civil and social threats. The
State is supposed to provide for two types of @taia: civil protection which is to grant
fundamental freedom to people, insuring their secais well as that of their assets; social
protection which is the protection against the egences on individuals’ well being of such
risks as ill health, accidents, old age, etc. [€lag003]

The society as a whole develops different and cemphtary strategies and mechanisms to

protect its members against riks

» Strategies of protection (ex ante) involving mecdsias aiming at reducing the risk,
means its chances of occurrence and its seriougpesgntive actions), mechanisms
aiming at reducing exposure to risk, means avoidigky situations (precautionary
measures), and mechanisms aiming at mitigatingiske means reducing in advance
the potential impact of the adverse event;

» Strategies of repairing (ex post) involving meclkams aiming at relieving the impact
of the adverse event.

Adverse event (risk’s occurrence)

Strategies of protection (ex ante)

—

Reducing exposure

—~

Strategies of repairing
(ex post)

Reducing the risk to risk Mitigating the risk Relieving the impact
¥ ¥ ¥
Preventive actions Precautionary Mechanisms of compensation | Search for increased
measures or moderation of possible financial resources and

... that aim to reduce
in advance the
chances of the risk
occurring and/or the
seriousness of the
adverse event

... and are introduced
before the risk occurs

... that aim to limit
exposure to risk

... and are
introduced before
the risk occurs

welfare losses

... that aim to reduce in
advance the potential impact
of the future adverse event if
the risk were to occur

... and are introduced before
the risk occurs

reduction of expenditures

... that aim to relieve the
impact of the adverse event
once the risk has occurred

... and are introduced after
the risk occurs without prior
planning

« | Preventive health Wearing gloves Building up assets and/or a Going to traditional (less

-2 | practice (for analysis social network of mutual help | expensive) healers
(immunization) laboratory workers) | Social health insurance

o Irrigation Settling in areas Crop insurance Delivering ex post financial

2 | Building a dam less prone to compensation to distressed
Monitoring hurricanes | volcanic eruptions farmers / disaster victims

% | Drastic management | Diversification of Savings Working more hours

5 Continuing education | income sources Asset accumulation (including child labour)

'€ | Labour laws Unemployment benefits Free meals

Examples of arrangements against health, natural and economic risks

3. Generic strategies to face risks & examples ofrangements

* See the Social Risk-Management framework [Holzm&dwrgensen, 2000], which includes three strasetgie

deal with risks: prevention, mitigation and coping.
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Some of these strategies and mechanisms calldablkic intervention, in line with the State’s
function of civil and social protection mentioneldoae, some others may be handled by the
private sphere or a combination of public and g&vactors: central / local government,
employers, private firms, local organizations, rehads, etc. See & Actors involved in ex
ante and ex post strategies and mechanfemfurther details.

Generally, one single arrangement is not sufficiemtgrant sufficient protection. It is
necessary to combine several mechanisms corresgpndiith different strategies
complementing each others.

2-  Existing mechanisms to face risks (ex ante ana post strategies)

% Mechanisms aiming at reducing the risk or exposuerisk

Preventive actions

Some preventive actions prevent the adverse evemt dccurring. Others only succeed in
reducing the risk: they lower the probability ofetladverse event occurring or lessen its
seriousness. As far as occupational safety andhhisatoncerned, strategies and mechanisms
of prevention should pay primary attention to weskien especially hazardous occupations in
sectors where the risks to life and safety are fasity high, such as agriculture, mining and
construction, and those occupationally exposedbiss@ and exploitation, such as women,
children and migrants.

Despite their benefits, pesticides can, in someuaistances, also cause harm to health and theoeamant.
Wearing rubber boots and gloves while using petgiwhen working as an agricultural labourer majuce
the risk of poisoning.

Precautionary measures
Precautionary measures aim at avoiding risky sdgnator being exposed to a risk.

When households settle in areas that are less poonatural disasters (floods, volcanic eruptiahgy reduce
their exposure to these risks.

Precautionary measures also include the diversiicaof income sources. Households in
developing countries are usually involved in a efyriof income-generating activities. This
diversification enables them to smooth the flovingbme over time.

Households may combine farm and off-farm activitesl, within farm activities, diversify productiemplanting
different crops, in different fields, staggeringplings, etc. Through crop diversification, thevast is secured
so that if one harvest is disastrous due to cedaénts, other crops might flourish. Similarly timégration of
family members or the marriage of a daughter intlegocommunity, allow geographic diversification |of
earnings sources. In that way remittances can Between areas depending on who is suffering a ivegat
shock.

- When the risk or exposure to risk are reduced butnot prevented or totally
eliminated, complementary protection measures may & necessary => see next
paragraph.

®> A comprehensive literature exists on ex ante angast strategies and mechanisms. For a synthesis a
numerous examples, see [Dercon, 2005b].
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% Mechanisms aiming at mitigating the risk, means rgng in advance the potential
impact of the future adverse event if the risk weceoccur

Mutual and self help within solidarity networks

Mutual and self help can develop between membeesgrbup to support each others in case
of hardship through cash or in-kind assistances&larangements are often observed within
extended families, ethnic groups, neighbourhooduggoand professional networks. They
operate through transfers, gifts, or loans betwaembers, typically with expectations of
reciprocity.

Building up assets

Households build up stocks (livestock, food, jeesf) that are used as precautionary savings
and can be depleted in hard times.

Savings and emergency credit programmes

Savings (financial deposits) can be mobilized tgtodecentralized savings institutions. They
create a buffer against expenditure shocks anthare efficient than real assets such as cattle
since their value is not depreciated in case obwaigant shock, except in case of high
inflation.

Some credit programmes specifically implementedoider to provide emergency credit
facilities to their members in case of a shock banconsidered as mechanisms aiming at
mitigating the risks.

In Uganda “CIDR members settled on two health neknagement options to offer to their groups. That s a
community-based insurance programme with risk pgpland the other is an emergency credit faciBiyth are
linked to a local hospital and cover in-patientecanly.

The insurance program requires a recurrent annigxhipm payment at the beginning of each year. [The
emergency health care credit programme requiresi@hbers to contribute a set value of capital, \edent to
the first year premium. This forms the capitalisatfor the loan fund. All funds are held at thetpar hospital,
which provides treatment when someone from the @requires in-patient care. Charges are paid dyréom
the accumulated fund. At subsequent annual rengevadds, members of credit groups simply pay a lsi@alto
cover the minimal operating expenses.

The loan is repaid to the group with no set repaytndates except that full amount must be repaitiwithree
months of hospitalisation. These groups chargenteveést. With the insurance program, there is payment to
the group.

In the first year, all groups were insurance basethe second year, most were insurance basedyatie third
year, all CIDR groups chose the credit option dliercommunity-based insurance option. They foumtiéaper
overall, and noted that it satisfied their needielne Several members noted that the three momrghayment
period allows them a chance to accumulate fundsnmore effective manner (away from the desperaifathe
moment when someone is hospitalised), and thathit whey find most helpful.” [Cohen; McCord; Selosta
2003].

Community based emergency and solidarity funds

Emergency and solidarity funds are usually imple@@nwithin communities (village,
church, etc.) or civil society organizations (co@pees, trade unions, etc.). These funds are
financed either through individual contributionstidé members or through income generating
activities organized by the community. The conttidmos (or other financial resources) are
pooled and used to share the risks i.e. to helpnmbers in need particularly when adverse
events have occurred to them: loss of a job, dekthe breadwinner, health expenses that
exceed individual financial capacity, etc. Sometluése funds have well defined benefit
packages: the members know in advance how much lieyeceive in case of specific
adverse events (iliness, death of a child/aduit) & some others, conversely, the amount of
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aid is defined according to needs, on a case-by-t@sis. When contributions of the
members are paid on a regular basis and when tiedibpackage is well defined, these funds
are very close to micro-insurance mechanisms. Hewsdtie main difference between these
funds and insurance mechanisms, is that in thes#sfabligation extends to means available
which means that the members do not have any gearaih coverage (the aid stops when the
fund is empty).

In Munno mukab{“friend in need”) systems of Uganda, a budgetgseed on at the inspection and split equally
among the members. The proceeds are used to perdssets (such as large saucepans, dishes, $antern
canvas, etc.) as are required for most househatéhlstunctions: burials, weddings, children's gratilns,
baptismal parties, etc. After the initial capitaléstment is made, members attend weekly or montlelgtings

at which a collection is made. One group for exampbllects USh200 per head per sitting; otherkecblp to
USh5000. This money is kept and lent out wheneaverisis strikes. Members also pledge to make thbbr
available whenever a member faces a crisis or heotddebration [CGAP, 2000].

Prepayment mechanisms without risk sharing (foltha#sks)

Prepayment mechanisms are used to facilitate atodssalth care services. These include:
subscription cards, flat rate payment in advanceayificen benefits. Households pay for future
care at a time when they have the wherewithal tosooThis can be advantageous for
households with irregular income that might fineriselves faced with health care expenses
at a time when they have no financial resourcesh $uepayment mechanisms without risk
sharing are appropriate for maternal and child,cafeere it is possible to forecast a fixed
number of use for each service (example: 2 ant nahsultations, 1 post natal consultation
and delivery).

Prepayment mechanisms with risk sharing (for headtks): obstetrical flat-rate payments

Prepayment mechanisms may also include some raknghas it is the case in following
example.

A mechanism called “obstetrical flat-rate payme(frfait obstétrical) has been implemented sinc@22th
Nouakchott, Mauritania. The package can be purchbggregnant women only. It covers the cost dbfelup
and delivery in public health facilities, namelguf antenatal consultations, a biological checkaupultrasound
normal or complicated delivery including caesarsantion if necessary, transfer in ambulance toréferral
maternity, hospitalisation, one post natal consioita The package costs 5,000 Mauritanian OuguyR@) -
about 20 US dollars - which is affordable to mostiven in urban settings. This amount is lower thencost of
delivery at Nouakchott’s national hospital two yeago (from 14,200 to 42,000 MROs depending ortyibe of
delivery) but higher than the cost of a normalwily at the Health centre. This prepayment mechaiisludes
risk sharing between women that will have a nordeivery and those that will undergo a caesareaticse
[Centre Population et Développement, 2004].

Insurance

Insurance is a mechanism intended to provide cgeeagainst the financial consequences of
prescribed uncertain events, by spreading theipated costs resulting from the occurrence
of those events — also known as risks — among akepersons. Insurance is based on (1) the
prior payment of premiums, i.e. before the occureeaf the risks; (2) risk sharing; and (3)
the notion of guarantee. The premiums paid by edynersons are pooled together and used
to cover the expenses of exclusively those persdiested by the occurrence of a certain
number of clearly pre-determined risks (see partol further details). Unlike solidarity or
emergency funds insurance is based on resultsabioiig which means that insured persons
obtain the insurer’s guarantee to provide thisrfoia compensation.

Insurance is particularly appropriate to proteciast risks which are not very likely to occur,
but whose consequences are serious. These riskisecdistributed over a large number of
individuals or households and the insurance camiob or premium will be low for each
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insured household in comparison to the expenseésttivauld have to pay when a risk occurs
(if it were not insured).

Several types of insurance exist in developing t@@s) Insurance can be either compulsory
(e.g., compulsory health insurance for public andape sector employees) or voluntary (e.g.,
asset insurance). Insurance can be organized anshigation of public authorities (e.g.,
social security regimes), by commercial insuranceammanies, or by civil society
organizations, including health care providers. Wioeganized at the instigation of public
authorities, insurance schemes may be State-r@aufety unemployment insurance for
example), or State-regulated but operated throhghptivate sector. When organized at the
instigation of one institution (for instance cigibciety organizations), insurance schemes may
be operated in collaboration with other institusgie.g. NGOs in collaboration with formal
insurance providers).

* Social insurance
Social insurance schemes provide coverage agashst such as unemployment, inability to
work due to injury or ill health and/or old age (ime form of pensions), and perhaps some
form of health care benefits.

In Niger the Caisse de sécurité sociale does rmtighe health care benefits. Those affiliated arartfamilies
have only access at a discounted price to thethealt facilities of the Caisse.

The establishment and main characteristics of treetemes are stipulated by law and
affiliation within the targeted population (e.gorinal private sector employees) is generally
compulsory. Such schemes are usually contributorghat eligibility is based on the payment

of premiums. The premiums are in most of the c@sely paid by workers and employers

(except in the case of self-employed), with in saages a financial participation of the State.
Premiums are most often linked with amount of inedercentage of the pay roll).

Social insurance schemes can be handled eitheulidicsector or private sector institutions

(e.g., social partners). Where such programs iechine participation of the private sector,

however, government usually retains a major roleoirerseeing and regulating their

operation.

Social insurance schemes are difficult to implemerdertain sectors (very small enterprises,
self employed) since many of the workers are ngistered and it is difficult to estimate the

amount of income (on which premium calculationasdxd).

* Commercial insurance
Commercial insurance may be either public or pevahd provides coverage against the
financial consequences of certain risks. The cgesia formalized by means of a contract,
concluded between an insurer and an insured padividual or group). In exchange for the
payment of premiums, the insurer guarantees theedsparty that it will provide a specified
level of coverage for expenses resulting from tbeuaence of a given risk: fire, flood, theft,
accident, illness, loss of harvest, etc.

* Micro-insurance
Micro-insurance schemes are built to cover peoglduded from statutory social security,
notably the workers in the informal economy andrtfamilies. Micro-insurance schemes are
most often initiated and operated by organizatioh<ivil society such as trade unions,
NGOs, micro-finance institutions (MFIs), cooperaB8y community based organizations,
mutual health organizations (set up for this spegiurpose). For a more comprehensive
description see part llI.
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Social assistance

Social assistance schemes are poverty alleviayisterss for citizens and residents in special
need [ILO, 2004]. They provide non-contributoryx-fenanced benefits, in cash or in kind,
generally targeted towards certain categories asduto be with no or low contribution
capacity. Social assistance is funded out of tleeStudget (national or local) without the
requirement for prior contribution from the recipie Eligibility is generally determined by
some means test. In low income countries, cashfibeaee rare and subsidies towards State
services or exemption from fees for State servimag be more common channels of social
assistance. This is also true for universal benédee below).

In the recent years, a new type of scheme hasttia lot of interest, especially in middle-
income countries: conditional cash transfer prognas The principle is to condition the
provision of the cash benefit to behaviour, gemgrtlle household’s investment in their
children’s human capital. Conditions may includéaad attendance for children, regular
visits to health centres and participation in dif& educational programmes.

In 1997, the federal government of Mexico introdicBROGRESA (Programa de Educacion, Salud y
Alimentacion) for poor rural families. The programmrovides cash transfer linked to children’s enmit and
regular school attendance and to clinic attendaltcalso includes in-kind health benefits and nignal

supplements for children up to age five, and pragaad lactating women. It was fully implementedearly

2000 and covered then 2.6 million families, thaaiieund 40 per cent of all rural families [Skoufia®01]. It
was expanded in 2002 through the Oportunidadesr@mognd reached 4.2 million families [Rawlings & lde
Briére, 2006]. In education this program has dermatesd a positive effect on enrolment rates fohbmiys and
girls. It also showed a significant increase irritioh monitoring and immunization rates [Rawling904].

In 2003, the government of Brazil launched the Boisamilia Programme, which integrates previous iash
programmes into a single one. The transfers areenméferentially to women in each family and are

conditioned to children’s school attendance, useeaith cards and other social services. The pnagey which
is supported by the World Bank, has grown expoaéntsince its launch: in January 2005, it coverswd 26
million people. It is expected to cover about 44liani people by the end of 2006, at least two-thiod whom
are extremely poor [Lindert, 2005].

Universal benefits

Universal social benefit schemes are benefit schefmreall citizens including tax-financed
family benefits and health-care benefits. Univelsadefits of services are also financed from
general State revenues, but they cover the whalett@opulation without any condition or
income test (for instance, those over a certail. age

Examples of universal benefits in health are tddvmd in many countries where the government presvi all
the population a free access (or at a discounted)do public health facilities.

- In case of an adverse event (occurrence of a hskjseholds will rely on the mechanisms
of protection that have been set up in advance:rirey call on support networks for transfers
or loans, they may sell livestock or other assitsy may deplete their monetary savings,
their loss of welfare may be compensated by anram&e scheme in line with a predefined
benefits package, or they may rely on social aast&t and/or universal benefi¥hen these
mechanisms of protection fail or fall short, houseblds try to offset the consequences of
the adverse event => see next paragraph.

+ Mechanisms aiming at relieving the impact (repaigmmechanisms)
If the protection provided through ex ante mechasiss not sufficient, households try to
offset the consequences of the adverse event,tbagesk has occurred, through the search of
additional financial resources, cutting spendingllirey assets, calling on unusual and
unplanned sources of financing or support netwoiks®ey may borrow money from the
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extended family, friends, neighbours, a financratitution or even moneylenders often at
usurious rates of interest. They may take moneyobuhe family business. They may use
credit not for its original purpose. They may irage their labour supply, working more hours
or involving more household members including aleiitd They may migrate to unaffected

areas especially when the shock is covariant amdottal labour market has collapsed. They
may also cut spending, withdrawing children fronhca, reducing food intake. They may

benefit from public emergency programmes partitylar case of covariant shocks: e.g. free
distribution of food and clothes.

A recent study [Rajasekhar et al., 2005] conduet®dng unorganised workers in Karnataka, India shtbas
38 percent of the households faced some kind o$dtold level crises during the past 3 years, mbathach
were related to health concerns and death of holehember. The most important source of finandimg
crises was borrowing from money lenders at a hégé of interest (between 48,29% and 54,92% of Huids
chose this source of funding depending on the caiowmpal group). Sales of assets only accounts étwéen
2,79% and 3,62%.

The search of additional financial resources wéiftainly raise ready cash in the short term,
although it might take some time to find one or enanders, but may ultimately compound
the family’s poverty (e.g., heavy indebtedness)cutting spending households incur a high
long-term cost by jeopardizing their economic amnmnhn development prospects. Ex post
arrangements often lead to child labour and malsborent, with lasting damage to childten
[World Bank, 2001; Rosati, Mealli & Guarcello, 2Q038esides, such arrangements often
impose an inordinate burden on women whose workilba@ases with stress, yet their duties
at home are not lessened.

3- Actors involved in ex ante and ex post strategsgeand mechanisms

The respective roles of the different actors (@ntrlocal government, employers, private

firms, local organizations, households and indiaidu etc.) are defined by the societies
themselves and may depend on the socio-economielmfmtbwed and the means available.

In countries where the State faces fiscal congsand institutional weakness, strategies and
mechanisms to fight against risks and to extenéhkpootection are more and more involving

the agctive participation of the private sphere opaatnership between public and private

actors.

Although preventive actions and precautionary messumay be introduced at the
household’s level, they are not widespread amongr fmuseholds in most developing
countries. The State may play a major role in ttemotion and implementation of such ex
ante strategies and civil society organizationglisseminating these measures among the
population. At the global level, the collaborati@f various actors (donor agencies,
independent private agencies, international orgdiozs, NGOs, private companies, etc.)
may be required to provide global precautionary suess (e.g., global epidemiological
surveillance) and to finance, promote and deliersé preventive actions considered as
global public goods (e.g., immunization programnpesiection of the environment).

Among risk mitigation arrangements some may bedhiced by the households themselves
(e.g., building up assets and social networks);esesuch as the set up of a solidarity fund, an
emergency credit programme, a micro-insurance sehetc. - require the intervention of

® Several reports and research are to be found @b site of Understanding Children’s
Work, an Inter-agency Research Cooperation Prdpégt//www.ucw-project.org

" For a discussion on the role on the State in thension of social protection please see part
V.
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organizations which may be of various types acogrdbd the context: NGOs, health care
providers, community-based organizations, commkentgirance companies, employers, etc.
The State (local, regional or central) of courseyrhave an important role to play in the
design and administration of such arrangements., (sarial insurance schemes, social
assistance and universal benefits programmes)hén régulation of these mechanisms
(legislation, control, redistribution, etc.) and the design of national strategies of risk
management and extension of social protection. Ftete may develop redistribution

mechanisms within the population and call on iraéonal support for some kinds of risks
(e.g., malaria, tuberculosis, HIV/AIDS) or groudgpopulation.

Repairing mechanisms (ex post) against the consegseof idiosyncratic risks are usually
handled by the households themselves, with sumgddheir social network when necessary.
The State has a major role to play in relieving ithh@act of covariant risks (floods, earth

guakes, epidemics, etc.), with the support of eleactors when necessary.

4-  Choice of most appropriate strategies and relatemechanisms

The choice of most appropriate strategies ande@latechanisms depends mainly on the
influences, relations and interactions betweendifferent actors involved; their agreeing or

disagreeing; the priority given to short term versang term objectives (particularly for

politicians, directors of private companies, etthe economic and political stakes of risk
management including personal interests; past @&qu&s in risk management; actors’
capacity of action in terms of resources and kndgge existing financial incentives; existing

legislative frameworks; etc.

Other factors may also play an important part ie tthoice of strategies and related
mechanisms of protection:

% The characteristics of the risk
Some risks may be prevented. For instance, immtioizaan prevent certain diseases from
occurring. But most of the time prevention and ptgmnary measures do not eliminate the
risks or exposure to risks, they only reduce rigkiances of occurrence or the seriousness of
the adverse event. Therefore they may not alwaygssdficient response.
Existing risk mitigation mechanisms usually onlpyide an appropriate protection against a
limited number (or type) of risks and may be mordess efficient in dealing with major
risks, risks repeated over time and covariant risks

Savings, emergency credit programmes and prepaymechanisms (for health risks) are individualized

mechanisms. Households can only draw upon the anafumoney they have saved or borrowed, or use| the
amount of services they have pre-paid. These mérhardo not therefore offer enough protection agjaimjor
risks that exceed an individual's ability to payg(ehospitalization).

Building up assets gives an appropriate protedtiooase of minor and idiosyncratic (non covariaigks. In
case of majors risks the store of assets may nsuffigient to achieve adequate protection. Duridespread
shocks (covariant risks) assets prices tend tafallemand shifts inward and many sellers floodrtagket with
distress sales. When shocks are repeated overttimépusehold may deplete its assets as a restmtisefirst
shock and have no asset left when the second stuocks.

When risk increases in intensity and in geographisocial spread, insurance can give a more effectisponse
than individualized mechanisms.

% The characteristics of the population to be covered
Some mechanisms are working better when the popnlet large and geographically spread
(e.g., insurance). On the contrary, mechanismsdbaseselective membership and guided by
a principle of balanced reciprocity such as soltgaretworks might function well in small
populations. But such mechanisms entail the riskxaiuding from membership vulnerable
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households (e.g., in-migrants to communities, y&Egr households, ethnic minorities, elderly
and infirm, chronic ill persons) particularly singe counter-gift can be expected from them.

Educational and cultural barriers may sometimesvgme households to undertake
precautionary measures. Workers in the informaheot may moreover not be sufficiently
aware of the risks they are exposed to: therefeténg up or joining mechanisms of
protection is not felt as a priority.

When they are aware of the risks they may be adbactant to join schemes since the
protection provided does not match felt priorityeds. This may be the case of statutory
social insurance schemes providing for instanceipas or unemployment benefits, whereas
many households in the informal economy are motdrested in smoothing health care
expenditures, assistance with funeral and survemsts, and smoothing the impact on
expenditure and income foregone that result fronteméy, childcare and basic education.
When the setting up process of the mechanism iscipative, there is a greater chance that
the protection provided better matches the praieateeds of the target population.

« The resources at hand: financial requisites, lewdlknowledge, etc.

When wishing to diversify income sources, entry staaints (skills, start-up costs) may
prevent poor households in leading high returns/iies. Similarly undertaking preventive
actions may need an initial investment that is roftsmaffordable for poor households.
Financial mechanisms that involve regular paymésasings, emergency credit, insurance,
prepayment mechanisms) cannot — in the absenagbsicies - reach the very poor that have
a limited ability to pay or to save. When the sgftup process of these financial mechanisms
IS participative, contribution requirements oftegttbr take into account the ability to pay of
the target populations and of their variable incqratterns.

When the community decides to set up mechanismsotéction it may also be slowed down

by entry constraints at its level: financial initiavestment (e.g., building a dam to reduce the
risk of floods), skills and knowledge required tlaa¢ lacking among community’s members
(e.g. implementing a micro-insurance scheme).

+» The cost-efficiency

When choosing strategies and mechanisms of protedtis important to favour most cost-
effective ones i.e. mechanisms with lowest costlagtest impact in reducing insecurity and
vulnerability. This is the case of ex ante arrangets, which are usually more efficient than
ex post ones in terms of resource allocation. Tdley manage to reduce both insecurity and
vulnerability. On the contrary when households rainly on ex post strategies, they incur a
great stress when a risk occurs, and the respdmesegive to cope with the shock often
contributes to increase their vulnerability towafalsire adverse events.

Within ex ante arrangements, preventive actionspaadautionary measures are all the more
so important in developing countries as the majarithouseholds have only limited access to
risks related information, as a result, among othiigs, of their low level of literacy and are
more exposed than others to risks. For instanc&ex®rin the informal economy are very
often exposed to dangerous working conditions aay not be aware of the threatening risks
of sickness and injury, such as those connectel thié use of machinery (frequently

8 Different kinds of subsidies exist among whichsidtes of the premiums targeted to the poor mem(eeysity
subsidies) are the most equitable. However theedmphtation and management of such subsidies iameasy
task.
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obsolete, unsafe and without protective deviceg) Hrmose connected with the use of
dangerous substances, air or water pollution,roplsi inadequate ventilation or lighting.

Although they appear to be necessary, preventitterscand precautionary measures are not
wide spread among poor households and efficienhar@ésms of risk mitigation are in most
developing countries little developed, for varioeasons (see further). The State may play a
major role in the promotion and implementation wéls ex ante strategies (for further details
please see part IV).

Besides, other measures can prove to be efficrerrder to protect households from the
consequences of adverse events and reduce ingesmualitvulnerability although they are not
specifically mechanisms of protection.

Examples include: instruments aiming at improviegwity of access (e.g. tenancy reform, proteatibaccess
to common property of resources) as well as digile measures (e.g. land reform) and income géngra
activities.
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PART Ill.  MICRO-INSURANCE: A MECHANISM TO MANAGE RI  SKS

1- What is micro-insurance?

In this section we will try to give a definition aficro-insurance and describe two aspects of
the diversity of existing micro-insurance schenushigersity of micro-insurance products on
the one hand, diversity of micro-insurance delivamnpdels on the other hand. This
description has some limitations since diversity &g captured through other lenses or
dimensions: the size of the schemes, their geogrdpbation and expansion, the level of
empowerment of the target population and/or memlbestype of management tools used,
the degree of integration in national risk manag#nw social protection strategies and
policies, etc.

+«+ Definition and characteristics of a micro-insurancecheme
A micro-insurance scheme is a scheme that usesn@utbers) the mechanism of insurance
whose beneficiaries (at least part of) are peoplduded from formal social protection
schemes, in particular informal economy workers it families. The scheme differs from
schemes created to provide legal social protettidarmaleconomy workers. Membership is
not compulsory (but can be automatic), and mempays at least partially, the necessary
contributions in order to cover the benéfits

The use of the mechanism of insurance implies:

* Prepayment and resource-pooling: the regular grepat of contributions (before the
insured risks occur) that are pooled together.

» Risk-sharing: the pooled contributions are usegdp a financial compensation to
those who are affected by predetermined risks tlamse who are not exposed to these
risks do not get their contributions back.

» Guarantee of coverage: a financial compensatiom foumber of risks, in line with a
pre-defined benefits package.

The expression “micro-insurance scheme” designaiteer the organization (e.g., a mutual
benefit organization) or the set of institutionsttiprovide insurance (e.g., an NGO and an
insurer linked in a partner-agent relationshipjhar service itself provided by an organization
that conducts other activities (e.g., a micro-ficeumnstitution that provides micro-insurance
to its clients).

As insurance, micro-insurance works better when gteerse events and the population
covered have certain characteristics listed *frb@x below. Beside, micro-insurance is also
threatened by insurance’s inherent risks (moralatthzadverse selection, etc.) that may
jeopardize the scheme’s financial viability. Theisks are described if2box below.

° Since their capacity to contribute is most oftew,Ithe coverage provided by these schemes isheimbsence
of subsidies — usually limited, with a small numbérisks covered and low levels of benefits.
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General principles of insurance that can be also ggfied in the case of micro-insuranc®
Insurance (and micro-insurance) work provided thatadverse events show the following charactesisti

(1) The adverse event should be random i.e. ungtedale in terms of whether the event will occunot, and/or
when it will occur, and/or how often it may occifrthe event is predictable, other risk managensérategies
(e.g. planned savings) may be more approptiate

(2) The adverse event should cause a financialttoise individual. If the individual does not seiffa financiaj
loss, there is no insurable interest.

(3) The adverse event should not have occurretieatitne the member joins the scheme. It is thegefart
possible to insure a house against fire when thehfis already occurred.

(4) The occurrence of the adverse event should@atnder the direct control of, or caused intertiigrby, the
insured member or any other related party.

(5) The expected loss should be measurable. Foddélseggn of the benefit package and calculationhef t
premium, the expected loss for a particular poprdtas to be determined and measured prior todherrence
of the insured event.

(6) The adverse event occurrence should be eapyote and its consequences (financial losses) bg tex
measure. Otherwise, insured individuals could nfalee claims.

Insurance (and micro-insurance) work better whenitisured persons or units are numerous, homogsrseal
when risks are independent from each other:

(1) Large number of insured persons or units (heusesets, cattle): premium calculation is baseanoestimat
of the future losses of the insured persons/uliitish a large number of insured persons/units theragye real
losses have a greater chance of being close &sthmate.

(2) Similarity of insured persons or units: a hatlaa factory, for instance, are not sufficientlynisar to be
covered by the same insurance policy. In realingured persons or units are rarely similar: sonseirrgd
persons have a greater probability of death oesindue to their age, sex, health status, occughtgroup
place of residence. When calculating the risk,itisarer may classify insured persons and unitomdgeneous
categories (same age, sex, occupation, etc.).clmegegory, the risks are regarded as sifilar

(3) Independence - or at least non dependenceodberrence of the insurable event should be gtatilst
independent from individual to individual or unit tinit. This means, the chance of the event happgeni one
individual is not affected by the fact that it Hasppened to another. For instance, the fact thatimsured
individual in a village breaks its leg does not mézat all other insured in the same location higak their leg
as well.
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+ Diversity of micro-insurance products

Micro-insurance schemes may cover various riskalihglife, etc.); the most frequent micro-
insurance products are described in following paalgs.

Life micro-insurance (and retirement savings plans)

Life micro-insurance provides coverage againsffitiencial consequences of the death of the
breadwinner or of old age. Although life insurangenormally meant to be subscribed for a
long period, the poor generally buy life micro-insoce products for a short period (1 year)
with no guarantee of renewal. There are two categaf life micro-insurance products.

% These are common principles; they do not incluglecHicities of certain schemes, such as mutuakfiien
associations that may share other principles.

2 1n many countries the costs for the daughters weddr for other traditional ceremonies can causgh h
indebtedness for poor families. In these eventsaxiitsurance is not suitable as the probabilitpafurrence is
very high, the timing of the occurrence is predi¢asince it is a planned event and their impaast ¢or the

wedding/the ceremony, is controllable. Therefolapped savings and/or mutual and self-help groggssting

each other at these occasions are more suitable.

12 Classifying the risks does not necessary leadvel$ of premiums that are linked to the risks.elth micro-

insurer may for instance decide that all insurethée young or old, male or female, in good or haadlth) pay

the same level of premium.
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Under the first category, the compensation is paidhe death of the insured person. The life
micro-insurance pays the pre-defined benefit to dbsignated beneficiary of the deceased
policy holder. A distinction can be made betweemtife and credit life products.

 Term life micro-insurance: the nominee, in mosttleé cases a family member,
receives a lump sum in the case of the death ointheed person during the term of
the micro-insurance policy. The amount can be adii@mount sometimes limited to
the coverage of the costs of the funeral and dilhenediate) expenses. The amount
may also be variable.

It may be linked to the amount of savings of theedsed policy holder, such as in the case of| the
Jamaican credit unions where the designated bésmédic receive 3 times the amount saved.

» Credit life micro-insurance is the name given tontdife micro-insurance when it is
required by micro-finance institutions in orderdecure the reimbursement of their
loans. If the insured person (the borrower) digfereethe end of the given term, the
benefit goes to the lender (the micro-finance instin) to cover the repayment of the
outstanding balance of the loan. One of the mairpgaes of credit life micro-
insurance is to secure the loan portfolio of thel MRd to provide a relief for the
family of the deceased borrower, who are thus vetdefrom the burden of loan
repayment.

Under the second category, the compensation isaftee a predetermined period (usually
after a minimum of 5 years) either on the deathhef policy holder or while the insured
person isstill alive. These long term policies provide maturity besefitat could take the

following two forms: endowments and annuities. Theynbine death protection benefits with
savings accumulation.

* Endowments: If the policy holder survives the pfed term she/he receives a lump
sum from the insurance. In the case of death duiliegcontracted period a fixed
capital may be paid to the nominee.

* Annuities: After the predefined term the insuredspe receives a pension until death.
If the policyholder dies before reaching the teth® nominee may receive either a
lump sum or a series of payments. Retirement sayptens are usually based on this
mechanism.

The Annapurna Mahila Mandal based in Mumbai, Indiayides for a pension scheme in collaboration
with the Life Insurance Corporation (LIC). Membdrsomen) mobilize their small savings and once
the amount reaches Rs. 5,000, the amount is irvestéIC pension scheme. Savings amounts |are
invested in sound securities and after 20 yearsuatado Rs. 50,000. On this principal amount adixe
amount of Rs. 500 per month is paid to the womaolédsge pension. The principal can be paid to|her
nominee at the time of her death (only natural lefdit O-STEP, 2005b].

Health micro-insurance (hospitalisation, primaryatin care, maternity, etc.)

Health micro-insurance provides coverage agairesfittancial consequences of ill health and
maternity. The financial consequences are of séwves#ures: direct medical costs for

prevention, care and cure (fees for consultatiaixratory tests, medicines, hospitalisation,
delivery, etc.); direct non-medical costs such asts for transportation, food in case of

hospitalisation; and indirect costs (opportunitgtsd, as ill health and maternity usually cause
a loss of productive time for both patients andetaders. Health micro-insurance schemes
most often cover direct medical costs with a prexteined list of risks (or health services)

that are covered. Very few provide cash benefitsaiine replacement) in case of ill health

and maternity.

AssEF in Benin is a micro-finance institution thigveloped a health micro-insurance scheme in 200ag dit
Guérin, 2006]. This scheme offers its members a ¢6%rage of health expenses in the main geneaatipe,

May 2006 ILO/STEP - GTZ Page 26



maternity and hospitalisation services that meetrtéeds of women and their children. This coveiagalid
within a network of contracted health care provideho, furthermore, participate actively in the sthorunning
of the system, particularly by intervening in thegification of entittement to benefits

AssEF’s members, only women, have had a leadershepin defining the health micro-insurance beefithat
is why the benefits largely focus on women’s needith a special emphasis on reproductive health
(gynaecology and obstetrics). As women are genetaft with the sole responsibility of paying foheir
children’s healthcare, the benefits were also shesigo meet children’s needs, particularly throagherage for
consultations and outpatient care, since theyter@timary consumers of those services.

In general, coverage is subject to a number of iiond, e.g. exclusion of chronic diseases,
the limitation of medication to essential genemags and/or the restriction of services to a
limited number of defined health care providers.

There may be a contractual arrangement concludéd avihealth provider detailing all
services to be provided. There is also anotheriorerehere there is no such agreement,
services are reimbursed at a pre-set value to tiieypolder who can go to the health
provider of his own choosing.

SEWA'’s micro-insurance scheme in India covers hatipation for general diseases, gynaecologicahezits
and occupational health-related diseases [ILO-ST2PB1a]. Hospitalisation refers to any in-patiedinéssion
to a hospital and can include any treatments thengaundergoes while actually admitted to the litasp
Members are free to choose the public or privatgphal where they wish to receive treatment. Usutidey
base their choice on the hospital location, persknawledge, and of course, cost. The scheme hdsmual
agreement of any sort with private or public healtre providers or charitable organizations offgnin
hospitalisation. Members have to pay the whole obstospitalisation and are then reimbursed bysttieeme
(no third party payer agreement). A new methodeovising members called “prospective reimburseméetps
reducing delays in claims settlement and reimbuesgrfGarand, 2005]. According to this method amuiasce
promoter (Vimo Aagewan) visits hospitalised memberithin 24 hours and collects information from the
hospital to estimate the claim amount. Based of ¢bst estimate a partial reimbursement, up to 80%he
estimated claim amount, is provided on the spat Wie balance provided on discharge when all ¢dugiired
documentation is received.

The Yeshasvini plan (India) covers 1600 surgerigslable only at approved hospitals on a cash besss to
beneficiaries. The Yeshasvini plan pays the padiing hospital a fixed tariff for each of thesdimed benefits.
It is believed that the tariff is 40-50% off thegtdar price of the private hospitals.

Disability micro-insurance

Disability micro-insurance provides coverage addine financial consequences of invalidity,
whether temporary or permanent, depending on tinéraxt. Disability is called temporary

when the physical loss is reversible and lastsafdimited period of time (generally up to

three years). Disability micro-insurance may coaerariety of disabling events that need to
be precisely defined in advance. The pre-definednitial compensation can be proportional
to the severity of the disability (also called digigy rate). The disability rate needs to be
assessed by a doctor.

NIDAN (based in Bihar State in India) offers a ldad disability insurance product to the memberthefself-
help groups that it is working with. The packageludes an amount of Rs. 50.000 for permanent disabue
to accident, Rs. 50.000 for loss of two eyes ary timbs or one eye and one limb due to acciderd, Rs.
25.000 for one eye or one limb due to accidentwbeh ages 18 and 60 years). This product is indoyettie
Life Insurance Corporation of India [ILO-STEP, 2005

Disability micro-insurance is often appreciated ioycro-finance institutions in order to
secure the reimbursement of the loans. It is traled “Credit disability micro-insurance”
and covers the repayment of the outstanding balahtee loan in case of disability of the
borrower.
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Property micro-insurance — assets, livestock, hagisi

Property (or asset) micro-insurance provides ca@esiggainst the financial consequences of
the damage or loss of personal assets, work prenaisd tools (e.g. hut micro-insurance
against fire, theft of items, or death of livestpckhe insured person is usually the owner of
the assets and/or tools. The financial compensasiassessed once the adverse event has
occurred.

Proshika in Bangladesh provides Livestock insuraoc81,000 members. If animal dies due to diseate,
policy holder is paid Tk 0O if death occurs withifi 8ays policy, 5% of cost of animal if death ocowithin 91-
180 days, 10% of cost of animal if death occuriwitl81-270 days and 15% of cost of animal if deatburs
within 271-365 days [ILO-WEEH, 2003].

Crop micro-insurance

Crop micro-insurance provides a financial compeasah the case of crop failure generated
by uncontrollable adverse events (e.g., drougldp grest). The financial compensation is
assessed once the adverse event has occurredssse®f the value of the loss is, however,
difficult. In developing countries there have bdithe examples of successful crop micro-
insurance without substantial reliance on goverrinsibsidies, for several reasons (e.g.
frauds, moral hazard).

In India, the inventory conducted in 2004 (updaited®005) identified only 1 crop micro-insurance acte,
organized by BASIX, a community based micro-finanostitution settled in Andhra Pradesh. BASIX has
initiated a micro insurance scheme for its membmnse 2000. Affiliation is compulsory for all BASIX
members. Among other risks, the scheme covers dropase of rainfall deficit. The contribution ftire crop
insurance product is Rs. 30 per thousand sum ids@gected yield); the contribution may vary adiog to
the type of crop insured (Groundnut, Jowar, Pa&dwflower, etc.). The crop micro-insurance scheeceives
no subsidies.

Although it cannot be considered as a micro-instgascheme, the National Agricultural Insurance 8eh@n
India is an interesting example of crop insuraridee scheme is being implemented by Agriculturalitaace
Company Limited (AIC), a government of India inihiee. It is presently covering 20 million farmerstmf a
target population of 170-180 millions (target paidn by 2010). The scheme covers loss of yieldase of
natural fire and lightening, storm, cyclones, flpadundation, landslide, drought, pests / diseasts, The
premium varies from 17 Rs. per 1000 Rs. insured0td&rs. per 1000 Rs. insured depending on the sé¢tsme
are two crop seasons in India) and the type of.cPopubsidy of 10% of the premium is being finandsd
central and state governments and is available fonlgmall and marginal farmers. The crop insurasamade
compulsory for loanee farmers (those availing ciagns from any of the notified financial institutis). All
normal claims are being settled by Implementinghag€AIC) and any claim exceeding beyond 100 to% 5
premium (depending upon the crop type) will be leoby a corpus fund which is being created to meet
catastrophe losses with equal contribution frortestad central government of India. ﬂ’!

Relative frequency of the different types of rigkeered

According to the results of the inventories of mtmmsurance schemes conducted in
2003/2004 in Africa (11 countries), India, BanglsideNepal and the Philippines:

v Health micro-insurance is predominant in Afric®@% of investigated mutuals) and the
Philippines (70% of investigated schemes providmeng others - health insurance benefits);
it ranks second in India (56% of schemes), Nep2%{band is less important in Bangladesh
(39%).

v Life micro-insurance is most important in Banglsllg(72% of investigated schemes
provide - among others — life insurance), the Bpihes (66%) and India (60%). It seems less
important in Nepal (38%). Although this inventong chot capture information on life micro-
insurance in African countries, we know that in soai them (e.g., Cape Verde) there exist
burial societies whose concept is close to théfeomicro-insurance.
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v' Examples of crops micro-insurance merely exignitia (two schemes in 2004, only one
left in 2005). Pension schemes are to be found lgnerdndia (4% of investigated schemes
provide old age insurance) and the Philippines (24%
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4. Distribution of micro-insurance schemes in 15 amtries by risks covered
89% of schemes cover health, 60% cover life, etc.
Source: ILO/STEP: 2003/2004. Consolidated datalwddbe inventories of micro-insurance schemes.
Health figure includes data from Africa (11 coues), India, Bangladesh, Philippines, Nepal
Other figures (life, accidents, etc.) merely in@uthta from India, Bangladesh, Philippines, Nepal

+« Diversity of micro-insurance delivery models
Running micro-insurance is a complex business inuglthe following main functions:

* Product design and pricing

* Product sales and distribution, including marketiagd monitoring clients’
satisfaction

* Technical management (membership, premiums, clamk)ding monitoring

* Financial management

 Management of agreements with health care provi@eesreditation, contracting,
follow-up)

* Risk bearing (insurance, financial consolidation)

In some cases all the functions are managed byoagenization; in other cases, they are
shared by two or more organizations (example: paiaigent agreements).

All the functions are managed by one organization

Under this category, one may find in particular:

(1) Pre-existing civil society organizations (MFNGOSs, Health care providers, trade union,
etc.) that add to their activities the provisionn@tro-insurance. Most often, the civil society
organization provides insurance services togethién wther products and services (e.g.
emergency loans, health funds, savings productkadies to government programs, health
cooperatives). They implement all insurance tasksassume the (financial) risks. Although
the design and operations of the insurance schemeually done in participation with the

potential policyholders, the micro-insurance reraaim the ownership of the implementing
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organization. When health care providers offer thesdsurance to their patients (integrated
system / sub-model), it is with two objectives: (fk¥rease patients’ access to health care
services; (2) secure the health care providersmegs and return on investments (new
equipments). Health care providers hold all théisttes on episodes of iliness (frequencies,
costs) among the target population, which is udefakder to calculate the premiums.

(2) Community based organizations that are settiethe sole purpose of providing a micro-

insurance coverage, such as mutual benefit asesafThe system is owned and managed
by the insured groups themselves, and relies aneasblidarity mechanisms. The insurance
coverage provided usually responds to (at leastesofynthe members’ needs and to their
capacity of contribution. Many of these schemeegroffiso supplementary activities such as
prevention of risks.

(3) Commercial insurers that sell insurance prasit@wexcluded groups.

Several organizations involved in the operatiothef scheme

This second category includes partnerships betwaganizations aiming at providing
insurance services to excluded groups. Under tipaswmerships one finds among others
Partner-Agent agreements and outsourcing of manageitnctions (such as in arrangements
with TPAS).

In partner-agent agreements the partner is anansarprovider (usually a regulated insurer,
occasionally a Government institution or a natioagency such as Phil Health in the
Philippines), and the agent is a civil society oigation (e.g., NGO, MFI). In exchange for a
commission, the agent sells the insurance prodoicthe partner to its target population
(members and/or non-members) and offers its infrestre for product servicing such as
marketing of the product, premium collection, arskisting in claims management. The
insurance provider is usually responsible for tlesighing and pricing of the product, the
final claims management, investment of reserves afsorbs all the insurance risks.

Vimo SEWA (India) has a long history of partneringth a variety of different insurance companiesteAf
having changed several times partner insurers, aAbiecame the life insurer starting in 2005 as rmjitéed
Vimo SEWA to pay the life claims, reducing reimbemsent time to 1 week. For health and asset insarahe
private, non-life insurer ICICI Lombard became fhatner in 2003, providing improved conditions, Isas a
fund to reimburse claims. This partnership hasioaetl to date. Vimo SEWA has MoUs (Memorandum| of
understanding) with Aviva and ICICI Lombard outhigithe duties of each party and the term of theegent.
These agreements delegate distribution, premiunteatimn, record-keeping and claims payment to Vimo
SEWA, with the insurer bearing the risk [Garand)2]0

“Third party administrators” (TPAs) are service yiders that may take over several
functions: the accreditation of health care proksdend the monitoring of these agreements,
claims management, etc.

In the Yeshasvini rural micro insurance schemenitid, a TPA called Family Health Plan Limited (FHR&
responsible for most of the day-to-day administratiunctions of the scheme, among others: it hagdbkk of
maintaining the membership and claims data basescerediting hospitals, training hospital staff tre
Yeshasvini plan, auditing service agreements withwark hospitals, approving treatment of benefiemr
monitoring claims to prevent over-utilisation, pess reimbursement to network hospitals and colésrback
from members. The FHPL is paid a fee for its sewiat the rate of 5,5% of the contributions reakivem the
members.
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Product Product Technical Agreements Risk bearing

design and sales and and financial HC providers
pricing distribution management

MFI, NGO providing micro-
insurance, “mutuals” + + + + +
HC providers providing
micro-insurance + + + +
Partner-agent agreements

NGO + + +

Insurer + + + +
Outsourcing of managem ent
functions (e.g. TPA model)

Micro-insurance organization + + + +

TPA + +

5. Diversity of micro-insurance delivery models : saring functions

Some of the advantages and challenges of the wadelivery models

When all the functions are managed by a civil dgc@ganization already active in the
informal economy or a community based organizatitve, main advantage is a relative
vicinity between the organization and the membenglwenables to better take into account
the needs and demands of the potential insurecbmeis the product design (which is in
some cases participatory) and the operating ruldgpeocedures; to reduce the administrative
and transaction costs (no intermediate structuvkjmeer work); to reduce some risks like
frauds ; and to reduce delays (e.g. in claimsesattht). Share of resources (equipment, staff)
that contribute to limit the overhead costs may &le possible. The main challenge relies in
the difficulty to manage all by oneself a whole ibess whose complexity is intensified by
the fact that needed resources are scarce or ereexistent in many developing countries,
that access to financial markets and to consotidathechanisms such as reinsurance or
guarantee funds is limited, that membership is tikgdly small and geographically
concentrated, that it is difficult to collect pramms and build up reserves when members have
a low ability to pay.

When several organizations are involved simultaslgou the operation of the scheme, the
main advantage is that all partner organizationy fiogus on their core business and
expertise. One of the challenges is that there Ipeag gap between the supply of insurance
(products marketed by commercial insurers for ms2q and the demand (needs of the target
population). Another limitation is that such a mbde not replicable anywhere; in some
Western African countries where commercial insuie not (until now) interested in the
micro-insurance “market”, partner-agent arrangesiere not feasible; the outsourcing of
management functions to third party administraorsexternal management cells) are only
feasible if such structures do exist, which is¢hse in very few countries today.
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% The need for reinsurance, coinsurance (syndicatesumance) and other financial
mechanisms

Reinsurance and coinsurance (syndicate insurance)

These arrangements enable micro-insurance schenssate the risks with insurers or re-

insurers. Reinsurance allows for diversifying risksd redistributing them over a broader
base. It contributes to reduce the micro-insurersk of loss when the risks are not

sufficiently independent and broken up. It is a haagsm through which an insurer (or a
micro-insurer) secures insurance from a third péhg re-insurer) for part of the risks it has

undertaken to cover, in exchange for the paymerd pfemium. The reinsurance contract
may be thought of as the micro-insurer's insuracoceerage, or second-degree insurance.
There are two types of reinsurance: (1) Proportigemsurance where the micro-insurer

cedes a predetermined share of each premium toethmesurer which promises to pay the

same share of claims. (2) Non proportional reinstceawhere the micro-insurer cedes a
predetermined share of each premium to the re@nswhich promises to pay claims

exceeding a certain amount. Reinsurance arrangsnaeatparticularly important to prevent

the risk of catastrophic events.

Coinsurance (syndicate insurance) allows for dngdrisks and redistributing them among

several micro-insurers with an aim to reduce irdlial micro-insurer’s risk of loss. Each

micro-insurer bears a share of the risk, receiliessame share of premium and will pay the
same share of claims were the risk to occur. Tleem® solidarity between co-insurers; each
of them remains responsible for the share of riiskears.

Although the need for these mechanisms is impqrtamntro-insurance schemes have still

little access to them.

The insurance scheme ‘Yasiru’ in Sri Lanka may éensas an exception. It signed a reinsurance agreesith
a Dutch Insurance Company, known as Interpolis Re Interpolis Re - working together with Rabobank
foundation - developed a combined financing andsugiance model along the following lines. All betsepaid
out by ‘Yasiru’ for death and disability risks afi@ly compensated by reinsurance up to a set maxirper
event (SLRs 120 000 per risk) and per annum (theuanlimit is of five times the reinsurance premjur
‘Yasiru’ pays 20% of the total annual gross premijuen year to Interpolis Re under this reinsurargreement.
Interpolis Re deducts only 5% of the reinsurancempum for their administrative costs and 95% of the
reinsurance premiums is paid back to ‘Yasiru’ amamission. This special facility is offered bydmniolis Re
to build up adequate reserves for the ‘Yasiru’ sohe

jn1

Guarantee funds and investment funds

A guarantee fund is a fund that a health micro4iasce scheme can call upon in the event of
financial difficulties. Generally speaking, the iat@nce provided by the guarantee fund takes
the form of a loan. The circumstances in which dbharantee fund may be used are usually
specified in detail. The fund’s assistance may kaenconditional upon changes in the
operation of the health micro-insurance schemer#&uiee funds may be financed by member
schemes, the State, financing institutions or sttprganizations.

Some micro-insurance schemes (PREM, Vimo SEWA [&TEP, 2001a]) are granted an
initial seed fund from partner organizations of #aheme (Plan-International in the case of
PREM, GTZ in case of Vimo SEWA). Investment earsiinglp to support and stabilize the
scheme (in case of Vimo SEWA, investment earnimgsavering administrative expenses).
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2-  Some factors for success and challenges

Prior to establishing a micro-insurance scheme fthilowing factors for success and
challenges shall be taken into consideration.

% Setting up and operating a micro-insurance schemseailong process
Setting up micro-insurance is time consuming amguires high investment in terms of
human and financial capital. The length of theisgttup process depends on the risks
covered, on the model chosen and other factors, (exgerience of the implementing
organization, familiarity with insurance in the oy, financial and technical resources,
either internal or external).
Yielding the benefits of being insured is a lonmei process, except for health micro-
insurance. This is even more relevant for ceriénnhicro-insurance products (long term life,
endowments, annuities) that can be materializezt 4% years or even later. This implies a
stable and professional structure of the implemegndirganisation with a long term vision and
ability to survive internal and external challengerder to fulfil its commitments towards
its insured members (and the insurance providease of a partner-agent model).

% Setting up a micro-insurance scheme requires spéeed skills

At the product design stage

Product design is a real challenge since it igatiff to design a customized benefits package
that both responds to the numerous coverage nddble target population and is affordable
to them. Problems of design of the benefit packagg result in low population penetration
rates, particularly when membership is voluntary.

The design of a health micro-insurance benefitkage needs to take into account several criteria:

First criterion: The health care coverage provided must be relevant

e N

Third criterion: The premium Second criterion: The coverage
must be affordable provided must be visible

N e

Fourth criterion: The scenario selected
must enable the scheme to guard against:

: Moral hazard and the risk
Adverse selection o
of aver-prescription

Fraud and abuse Catastrophic cases

1- The health care coverage provided must be retewhe health services to be covered must effelstiy
correspond to situations that members perceive @ tisk.

2- The coverage provided must be visible: a healitro-insurance scheme that chooses to cover aayjth
services that are used rarely, such as emergespjtalizations or surgery, runs the risk of notigevery lively
and attractive. A scheme that covers minor riskstte other hand, will be very active, and therefoery
visible, but will require members to pay a highmpiem, no doubt rendering the scheme less accessible

3- The premium must be affordable. A premium tisatoo high will be prohibitive for the vast majgrivf the
scheme’s members.
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4- The scenario selected must enable the schemgeiai against insurance-related risks: adversetgaie
opportunistic behaviours, moral hazard, risk ofrgmeescription, catastrophic cases.
Source: ILO/STEP. 2005. Health Micro-Insurance $obg Feasibility Study Guide.

In terms of technical management

Technical management is highly complex and includesnagement of membership,
premium collection, claims management, assessmerdustomer satisfaction for better
renewal rates, monitoring and evaluation, prevent@md fight against risks inherent to
insurance (moral hazard, adverse selection, etc.).

“Inherent risks” to insurance may jeopardize the stieme’s financial viability
Moral hazard is a phenomenon according to whichréd persons change their behaviours because tioay| k
they are insured. For instance, their utilizationhealth care exceeds the standard used as an fop
determining premiums. Crop and health micro-insceaare particularly prone to moral hazard: a farmay|
reduce its efforts of prevention (e.g., fail to p&sticides) as he/she knows that its crop is @tsuk patient may
use more expensive health services as his/hehheake expenses are covered by insurance.

Over-prescription is a form of moral hazard butcifie to health (micro-)insurance. It occurs whegalth
providers raise their prescriptions to exploit thaximum level of patients insurance benefits whadients dq
not oppose to the practice.

Adverse selection is a phenomenon according tolwpézsons with a greater-than-average risk enralrimcro-
insurance scheme in a higher proportion than ttaheir share of the target population and/or cleots
highest levels of coverage. Disability micro-inswa covering blindness caused by cataracts coulel &
adverse selection problem. Because blindness frataracts is progressive, somebody who was regently
diagnosed could join the scheme and later get émefii of the payout (in case of blindness) or ewbtain 3
loan with the knowledge that they will become blanttl have their debt written off.

Catastrophic risks are contingencies that affeletrge segment of the covered population, such aerycs,
major floods, earthquakes, climatic risks and/aryséh for which the unit costs are high, such as westly,
hospitalisations.

[
—

The complexity increases when periodic claims reirebments are necessary such as for
health insurance or when the payment of the premsubased on monthly instalments. The
acceptance of micro-insurance depends to a signifiextend on rapid claims settlement.
This calls for experience in verifying claims anskiating policyholders in completing the
necessary documentation. The lack of adequate amgpuwterized management information
system (MIS) may also prevent many schemes fromitararg properly their operations,
particularly memberships, premium collection arairok.

ILO/STEP has developed two management and monit@aftware in French. MAS Gestion is a managenhent
software aimed at micro-insurance schemes mandg@ravides day-to-day management devises (merhlpers
premiums and claims), a simplified accountancy nwdund a set of indicators that are useful to noortte
development of the scheme. MAS Pilote is a monitprsoftware aimed at supporting structures of micro
insurance schemes. It can be used to monitor thela@ment of one or more schemes. These softwae ar
distributed free of charge. For further informatioplease contact ILO/STEP office in Senegal:
step_afr@sentoo.sn

Among micro-insurance schemes, health micro-insi@aschemes face an additional
challenge, that of the relationship with healthecproviders: implementation and follow-up
of agreements on quality of care, on the tariffstfee payment procedures.

In terms of communication and awareness building

Since micro-insurance is a relatively new concethie target population lacks the
comprehension of this risk management instrumeénis bften misinterpreted with micro-
finance causing difficulties in selling insurancelipies and low renewal rates, particularly
from insured persons that have not had a claintgfigibility” of insurance). Often, policy
documents (contracts, statutes, internal regulpaomtoo complicated for the members, most
of whom are illiterate. In a partner-agent modeg partner (a commercial insurer) may have
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a poor image among low-income communities, beiry g quick to sell and slow to pay. It
is therefore necessary to invest into IEC (Infoiorat- Education — Communication) and

training of field staff.

Dealing with this complexity requires specializ&dls and knowledge

Operating a micro-insurance scheme therefore resjspecialized skills and knowledge in
various fields (accountancy, management, marketimglerwriting®, communication, etc.)
and sufficient staff members. However it is in sarnatexts more cost-effective to outsource
selected management functions to specialized agetitan keeping these functions in house.
This presupposes that such agencies do exist.

In India some schemes outsource the relationshifis wealth care providers and the management ofegom

technical functions (e.g., claims settlement) ®4b-called Third Party Administrators (TPAS).

This complexity differs from one field of microtirence to the other

On the whole, the complexity of the setting up ps and operation of micro-insurance
varies from one field of (micro-)insurance to thbeo.

Field / product
Crop

Health care

Life/old age: Annuities
Endowment

Property and asset

Disability

Term Life

Credit Disability

Credit Life

6. Relative complexity of the different fields of ifnicro-)insurance

Protection provided Complexity

Financial compensation in case

of crop failure generated by HIGHLY COMPLEX

uncontrollable adverse events

Compensation of the health care
expenses in case of illness,
childbirth and/or physical
njunes COMPLEX
Financial compensation in case
of the death of the breadwinner
and / or survival (old age)

Financial compensation of the
damage or loss (destructlo_n, MODERATE
theft) of assets, work premises
and tools

Financial compensation in case
of disability of the breadwinner

Financial compensation in case
of the death of the breadwinner +
compensation of the burial costs
On-going loan payments if
borrower becomes disabled

Loan principal and interest paid
on death of borrower

SIMPLE

Amended from: “Preliminary Donor Guidelines for $ugpting Microinsurance”, CGAP Working Group on
Microinsurance, October 2003

13 Underwriting is the entire process of designingd aricing of the product including terms and coiedis such
as waiting periods, avoiding adverse selection, etc
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% Operating a micro-insurance scheme requires stabteirces of funding

During the first years of operation, micro-insuranmay incur losses due to the limited

number of insured and fixed overhead costs. Unteesscheme is highly subsidized or

benefits from infrastructure and staff of the immpénting organization, it may face a dilemma
between the intention of fostering its own expansaaod at the same time the need to limit
overheads. In any cases, long-term revenues wilk Ha be funded through premiums,

commissions of insurance providers (in the casé¢hefpartner-agent model), government
budget allocations and external funding, if any.nding assistance provided either by

government or external donors may be aimed at ocayéne administrative expenses of the
scheme (e.g., staff's salaries); it may also beedirat subsidizing the premiums of some
specific categories of members (e.g., subsidy efgremiums for the poorest households).
The first type of funding should not last longearhthe necessary start-up period aiming at
sustainability of the micro-insurance product. e topposite redistribution mechanisms
should be encouraged as long as they are finahcedgh sustainable arrangemef8se part

IV for further details)

«» Conducive social and economic environment

Confidence in the implementing organization

Micro-insurance presupposes the regular payment poading of premiums. The target
population cannot easily be persuaded to poolrgsnpums when it lacks full confidence in
the promoters and the other persons/institutionsled in the project, nor when its
experience with “collective” projects (service ceogtives, savings and loan associations,
etc.) consists of projects that ended in failure.

Existence of interest for insurable risks

Setting up a micro-insurance scheme is worthwhilly @f the insured risk is perceived as
important by the target population. Some workerghminformal economy may for instance
be more concerned by the risks of illness or deéattihe breadwinner than by the financial
risk linked with old age.

Existence of mutual assistance

Since insurance is based on the concept of mutialis (resource pooling and risk sharing)
the understanding and acceptance of the insuraecbanism is enhanced when traditions of
mutual aid exist within the target population. Tisigirit of mutual aid may arise from a

number of situations such as being members of mga credit group, a cooperative or

workers of an enterprise, residents of the samghbeurhood, or members of a social
movement.

A dynamic of socio-economic development has béteateal

It is difficult for households to make regular piem payments when they have other priority
needs that strain their budgets, such as food andifg. It is also difficult in a context of

sluggish monetary circulation and seasonal cash-fldonversely it is easier to agree to
regular premium payments when a dynamic of econaieimelopment has been initiated.
However, in order to facilitate access to micradiiagice it is important to design and
implement an appropriate payment method. Examplelside: instalments designed to suit
the disrupted cash-flow; interests earned on thieaxga which may be used for the premium
payment; deduction of the premium from the amoduirat loan taken by the member, which is
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not causing the burden of additional premium payniart taking the money when the
member has money at hand. Furthermore, by reduaihgerability and insecurity, micro-
insurance may contribute to developing increasex@uic activity, which in turn facilitates
the payment of premiums.

% Conducive political environment

Regulatory requirements

Insurance regulations are meant for protecting retsypersons against misleading selling
practices as well as the financial viability of threcro-insurance schemes. If organizations
intend to establish an independent insurance bssihigh capital requirements can obstruct
the provision of insurance products to low-incomeugs. Small premiums cause obstacles to
accumulate the required capital for receiving arlce as a formal insurer.

However, in an increasing number of countries, $igeregulations which are adapted to
micro-insurance organizations are being designddraplemented.

In India the Insurance Regulatory and Developmeuthérity (Micro-Insurance) Regulations, 2005 [Oiffic
Gazette, 2005] officially recognizes and regulates agreements between micro-insurance agents (N&&s
Help Groups, MFIs) and formal insurance companpast(er-agent model). For instance it specifiesliieof
functions that the micro-insurance agent could ddtbaized to perform through the agreement. ltdatés also
that “a micro-insurance agent shall not work forrenthan one insurer carrying on life insurance ress and
one insurer carrying on general insurance busindssilso stipulates the maximum amount (expressed
percentage of premium) of remuneration paid byirtkarer to the agent for all the functions rendearetliding
commission.

Commitment towards social protection

Micro-insurance cannot be in a position to redutenajor risks of low-income groups and
poor sections of the society. The effectivenessnmiro-insurance schemes is strengthened
when it is integrated in national strategies ofeaston of social protection and risk
management (see part IV).

3- Mechanisms that may supplement micro-insurance

% The need for a multilevel and integrated strategysocial protection

Taking the potential of micro-insurance into acdoaimd realizing the advantages and gaps of
other existing risk management mechanisms (sedlp#éne need for a multilevel strategy is
obvious. Such an approach combines mechanisms eompting each other at various
levels. Ideally an integrated strategy of sociabt@ction should be implemented in
collaboration with the government, public instituts (such as statutory social security
schemes), the private sector, organizations ofl siwciety, and self-help groups or other
community-based networks (see part IV).

% The linkages between micro-insurance and other rislanagement instruments
Beside micro-insurance, civil society organizatisapport a large range of risk management
instruments in order to protect their members ayeiagroups against adverse events. These
instruments include: prevention and precautionasasuares, savings & emergency credit
programs, and emergency & solidarity funds. Thesgruments are essential in order to
supplement micro-insurance risk coverage, incréasmpact, and reduce the future expenses
(claim reimbursements) of the micro-insurance se&em

May 2006 ILO/STEP - GTZ Page 37



Linkages between micro-insurance and preventiveegutionary measures

As elaborated in part Il, preventive actions andcputionary measures are all the more
important as low-income groups have a limited agdesrisks related information and are

more exposed to risks than others. Although mosh®freventive actions and precautionary
measures cannot eliminate the risks, they can esthueir chances of occurrence or their
severity. These measures are useful to micro-inserachemes by reducing future claims and
thereby the scheme’s expenses.

When individuals get immunized and apply basic éggi principles the risk of falling ill is reduceld.they

undergo regular check-ups the chances of diagnesiigease in a early stage are increased thezdhging the
cost of the necessary treatment. With lower rigid lawer costs of treatment, the insurance schemaisnses
(claims) will be reduced.

Linkages between preventive and precautionary mmeasuind micro-insurance schemes are of
various natures:

Information dissemination

In-service trainings like watershed managementiogrove the quality and quantity of crops. This
does not only increase the income but also redtimeshances of crop failure, thus leading to loyver
premium as the number of claims can be reduced.

Advocacy and networking

Improving the working conditions of the target plation has a positive effect on safety at work and
reduces the number and severity of accidents. Estaly cooperative networks with the aim of sejlin
generic drugs at low price to the members may dmutr to better health status and reduce |the
scheme’s expenses.

Conditioning the insurance coverage to the respégreventive and precautionary
measures

In an insurance contract against theft, the minsadier may require that the insured accommodations
be secure enough (e.g., presence of security lobtkg) disability insurance group contract, the nou
insurer may require that the director of the cli@ctory fit the machineries with safety devices.

Linkages between micro-insurance and savings & geray credit programs

Savings and emergency credit programs may be prdwa members of the micro-insurance
scheme in order to supplement the protection affesemicro-insurance, that is:

To provide a protection against risks which are oovered by micro-insurance.
Savings and emergency credit programs are pantigud@propriate for minor risks
that entail moderate expense and have a high piypadd occurrence. These risks
could consequently be taken out from the insurgple@ thereby contributing to
reduce the insurance premium.

The protection against health risks would inclugalth savings for minor risks (e.g., consultatiathw
a general practitioner, the purchase of generigsjriand health insurance for major risks (el.g.,
hospitalization and complicated delivery).

To provide a supplementary protection when advexants financial consequences
are only partially covered by micro-insurance.

In most asset micro-insurance products, the lostaorage of e.g. huts due to fire or natural disaste
not fully covered. Savings and/or emergency loaag provide the additional funds for rebuilding the
hut.
Although medical savings accounts may raise problefrequity (since they limit risk sharing between

the healthy and the sick, and do not provide fdisteébution between the rich and the poor) and may
not be an appropriate protection device for majsksr (that have a low occurrence and entail high
expenses), this mechanism may be a useful supptargenechanism to insurance, particularly in case
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of benefits with high co-payments (deductibles ifastance). In fact, co-payments are an effective
means of combating moral hazard, but, when too,higay may have the effect of limiting the

accessibility of health care. Moreover, MSAs proenatdividual responsibility in health spending

[Hanvoravongchai, 2002].

* To pre-finance expenses covered by micro-insuramdbe absence of a third-party
payer mechanism. After the occurrence of the advexsent the policyholder may
need money for paying his/her loss immediatelldims settlement takes too long,
the insured person may need to avail a loan falgbrg the time until he/she received
the reimbursement from the micro-insurance. Ifah denefit from a loan at a low
interest rate, it brings more financial protecttban going to money lenders or selling
assets [Chatterjee & Ranson, 2006].

* To finance premiums payments on a regular basis.irfsbance, the annual interest
generated on savings may be used to pay the premium

Vimo SEWA, India has implemented two ways of paythg premium. The original method is by
annual payment. Since 1993, members have had ttienopf payment through the fixed deposit
arrangement. The deposit, which can be paid attiamy of the year, must be paid in cash into the

member’s account in SEWA Bank, where it remainse Bhnnual interest is used to pay the annual

premium. The deposit is paid back to the woman wéten reaches the age of 58. The fixed deposit
arrangement brought greater security in the scremahagement since it was assured of a known| size
of membership and avoided problems of collectireppums.

Linkages between micro-insurance and emergencyli@asay funds

Emergency & solidarity funds may supplement micrsdrance products notably by
providing a financial compensation for benefits patvided by the schemes. They may also
be useful to meet the specific protection needgabéntial members with high risks such as
the Elderly, the disabled, chronic ill persons @ptovide coverage to the extreme poor that
do not have the financial means to pay the premi@mshicro-insurance.

% The linkages to other social protection componenssicial security schemes, social
assistance schemes and special health programs

Civil society organizations involved in micro-insmce may assist their members to access
social protection programs supported by the goveminor welfare funds operated by
employers and employee organizations (even in ttiermal economy). They may for
instance facilitate the access of their memberpuialic schemes and programmes through
information on these programs and the procedureshaflment, or through the provision of
assistance in registration of entitled individuat&l households. They may also channel social
assistance to those members that are eligible laydhe role of an intermediary between the
State and the recipients; they may receive publdsislies aiming at covering full or part of
the contributions of the poorest members. Civilistycorganizations may also lobby for
improved public social programs and services. Tinay finally participate in the design of
new programs and services, in the improvement efdilivery channels of existing public
funds and schemes (e.g., emergency assistancenafteal disasters), in the monitoring of
existing public schemes & programs with an aimnbpriove the quality and efficiency of the
services provided (e.g., health care centres, fgsistance programs, disability programs,
residential dwellings and/or minimum income progsdor the poor).

« Synthesis table of examples of measures and progrdinat may supplement micro-
insurance coverage or increase its impact
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Risk management measures and programs that may supp  lement

micro-insurance coverage or increase its impact

Prevention & Savings & Solidarity Access to public
precaution emergency credit funds programs
Life risks Awareness Savings Burial Social assistance
raising for old- Asset building association minimum pension
age pension Premiums payments schemes
S Advocacy for Savings Solidarity Public assistance
Disability risks safety at work Emergency loans fund for the for disabled
disabled
0
o
[v2 ) . Training Savings Participation in
Lifestock risks Cattle rearing Productive loans public works
Fencing cattle programs
_ IEC* Health savings Solidarity Social health
Health risks Immunization Emergency loans fund for insurance
Prepayment HIV/AIDS Public health
. , I programs
*|[EC : Information — Education - Communication
7. Examples of supplementary measures and programrae
Page 40
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PART IV.  MICRO-INSURANCE: A COMPONENT OF SOCIAL PRO TECTION

Some micro-insurance schemes (certain types oh@akons covering certain types of risks
or contingencies) are not only risk managementunsénts, but have the potential to actively
contribute to the extension of social protectioneixcluded groups and furthermore to
facilitate and improve the governance of the sqggoratection sector and raise supplementary
resources (financial means, human resourcesleat henefit to the social protection sector as a
whole. This is particularly the case in context$oed financial and institutional capacity of the
State (low income countries).

Considering micro-insurance schemes as compongétite oational social protection systems
has several implications, among which:

v Micro-insurance schemes may take over some ofdieéal protection functions such as
redistribution, with internal cross-subsidies amotigh the channeling of external subsidies to
their members (public subsidies).

v Micro-insurance schemes should not only be evetuan technical aspects (financial
viability, etc.) but also on their capacity to rbasocial protection expected outcomes
(financial protection in case of a shock, accesa tainimum, efficient and relevant health
package, etc.); more generally the socio-econompact of these schemes on their members
and on the non-members should be taken into camgide. A non-regulated market may fail
in providing an efficient benefit package to the@po

v' Micro-insurance schemes have an important rofdayp in the promotion of empowerment
and participation of their members, which has icgtions in terms of the design of the
products, the choice of the most appropriate behpfiemium combinations, the organization
of the schemes (participative decision making).

However stand-alone, self-financed micro-insurasceemes have strong limitations to
become sustainable and efficient social proteat@thanisms able to reach large segments
of the excluded populations. Their potential adsdo extend social protection is increased
when the governments recognize their interest aoldide them as a key dimension in their
national strategies of extension of social protegtiinking them to other components of the
social protection systems in order to create a ressively more coherent, efficient and
equitable system of social protection for all.

In any case, the decision to implement or suppata¥insurance schemes is not only driven
by a risk analysis but also by political considienad: on priority contingencies to cover, on
populations to be targeted, on the relevance efritechanism as compared to others, on its
comparative advantages, on the possibility to linto other mechanisms and other social
protection components, in order to improve eaclermstlefficiency, to increase coverage and to
progressively create more coherent and equitaltess of social protection.

Because they have a specific role, micro-insurasbemes in the context of social protection
should be considered in a different way from otfmécro-insurance schemes (e.g., property
micro-insurance (assets, livestock, housing), aditrlife micro-insurance securing the
reimbursement of loans) regarding in particular aspublic subsidies, design of the benefit
package and regulation

1- What is social security? What is social proteabin?

+« Definition, objectives and key functions of socis¢curity and social protection

Social security has always been a core mandatkeofLO since its creation in 1919 and a
first series of conventions and recommendationsammal security were adopted before 1939.
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The Declaration of Philadelphia, adopted in 194fuires the ILO "to further among the

nations of the world programmes which will achi¢hre extension of social security measures
to provide a basic income to all in need of suaktgmtion and comprehensive medical care".
The objective of implementing everywhere in the Waocial security schemes aiming at
universal coverage was established.

According to the ILO [ILO, 2000a], social securigy/the protection which society provides
for its members through a series of public measures

» To offset the absence or substantial reductiomnobme from work resulting from
various contingencies (notably sickness, maternitgmployment injury,
unemployment, invalidity, old age and death ofttheadwinner);

e To provide people with health care; and

* To provide benefits for families with children.

Social protection is defined to include not onlyfpei social security schemes but also private
or non-statutory schemes with a similar objectisach as mutual benefit societies and
occupational pension schemes, provided that théribations to these schemes are not
wholly determined by market forces.

ILO’s approach to social security and to socialt@cton is set out, among other places, in the
decent work strategy [ILO, 1999], which states thktmen and women must be able "to
obtain decent and productive work in conditionsfreiedom, equity, security and human
dignity”. One of the aims of decent work is to sgthen and extend social protection for
everyone.

ILO’s definition of social protection is one amorg large range of approaches. Other
organizations such as the World Bank and the ABiavelopment Bank claim more holistic
conceptions of social protection, with a largergarof contingencies addressed as long as
they affect individuals’ income security, with vawmis overlaps with other sector policies such
as education or labour market policies (e.g., @efment of labour standards, elimination of
child labour), with not only protecting mechanising also promotional interventions aiming
at increasing the levels of asset base or econopportunities for the households (such as
microfinance programmes, price supports or commadibsidies).

GTZ's definition of social protection (to be writtdy GTZ)

Through the attainment of the core objectives nometil previously, social protection can
have also other functions.

Social protection is an important tool to preveovgrty, and strengthen the capacity to go out
of poverty. The absence of social protection ldadgreater chances of falling into poverty or
remaining stuck in a poverty trap. Some social gotidn measures consisting of direct
transfer of funds to the poorer (e.g., social &ste benefits that are means tested) have a
direct and at least temporary effect on the lev@overty.

Social protection also contributes to poverty reduc through its positive impact on
economic performance and productivity. It can bensas a productive factor [ILO, 2005] &
[ILO, 20014a], for three main reasons.

» Firstly, social protection helps people to copehwinportant life risks and loss of
income. In doing so, it can enhance and maintagn pfoductivity of workers and
creates possibilities for new employment. For inséa health-care systems help to
maintain workers in good health and to cure thoke secome sick. Other example,
work injury schemes are playing an important rote greventing work-related
accidents and sickness and in rehabilitating warkéro fall victim to these.

» Secondly, social protection can be a critical tioomanaging change in the economy
and the labour market. For instance unemploymesitirance creates a feeling of
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security among the workforce which facilitates stanal and technological changes
and encourages individuals to undertake riskigratives in the production and labour
market spheres, that can result in a higher rdarrthem and for the economy overall.

e Thirdly, social protection can stabilize the econdmy providing replacement income
that smoothes consumption in recessions and tlevepts a deepening of recessions
due to collapsing consumer confidence and its negaffects on domestic demand.
For instance, unemployment benefits and old agesipes help to maintain the
purchasing power of workers after they lost thelr pr retired.

Social protection can enhance principles such ladasity, dignity and equality.

» Solidarity within a social protection scheme arigsdsen every one contributes to a
common pot according to its capacity and draws ftbis pot according to its needs
(within the limits fixed by the internal rules dfé¢ scheme). Solidarity can materialize
through public subsidies and redistribution of femdised through taxes. The level of
solidarity depends on the nature of the financingtfruments that are being used:
unlike income tax or income-related contributionsatt are usually progressive,
consumption taxes or flat-rate premiums entailrtble of being regressive.

» Social protection is linked with the principle afjdity since it gives people the right
to live a decent life whatever the adverse evebdsitrary to charity, social protection
integrates individuals in a process of exchangeravtmdividuals have the right to
receive and the obligation to give. Giving peojle possibility to give (or contribute)
is fully recognizing their dignity.

* Social protection is also linked with the principté equality (including gender

equality) and non-discrimination when equal rigits given to people exposed to the

same risks or supporting the same burdens withsatichination of any kind, such as
race, colour, sex, ethnicity, etc.

According to the New Consensus [ILO, 2001ptial security should promote and be based or the

principle of gender equality. However, this impliest only equal treatment for men and women in|the

same or similar situations, but also measures sorenequitable outcomes for women. Society derjves
great benefit from the unpaid care which womenartipular provide to children, parents and infirm
family members. Women should not be systemicakbadvantaged later in life because they made|this
contribution during their working years.”

The application of the principles of solidaritygdity and equality within social protection

may help to foster social cohesion, social inclnsand social peace, which are in turn

prerequisites for stable long-term economic growth.

Social protection can play an ‘integrative’ roledaassist in bringing back into the mainstream itlials or
groups that have been excluded, by providing sugpagetting back into employment and becoming etive
(and possibly tax-paying) member of society oncairagSocial protection can be justified on the adisocial
inclusion related to equal citizenship. It is akscstrategy for responding to social exclusion andag of
promoting greater social cohesion [Piron, 2004].

Social protection can finally be a tool to prometepowerment and participation through the
representation of workers (within formal statut@gcial protection schemes) and that of
mutual benefit associations’ members (within comityubhased social protection schemes,
mutual benefit associations). This participatioong way of enhancing democracy.

The Declaration of Philadelphia stipulates “thelatmbration of workers and employers in the prepamaand
application of social and economic measures” (8)I[{LO, 1944]. The new consensus on social sec{iti,

2001b] stipulates that “In order to be effectiveitiatives to establish or extend social securgguire social
dialogue.” (816) and states that the ILO’s techin@a@operation should include a wide range of messuin
particular: “ supporting and training the socialrtpars to participate in policy development andstrve
effectively on joint or tripartite governing bodiesocial security institutions” (§19).

ILO’s conception of social protection (definitiofyunctions) is shared by many institutions
worldwide. Recently, the most important internaéibnfederations and organizations

May 2006 ILO/STEP - GTZ Page 43



representing the cooperative and mutual insuraeotors and the ILO have formed the
International Alliance for the extension of socjabtection fwww.social-protection.ond*.
Their shared vision, values and principles are sggdan the “Geneva consensus”, 2005. This
consensus recognizes th&otial security is a fundamental and universal hamght.” and
that“ The International Labour Standards of the ILO i trea (particularly Convention
102) are the basis of referencel’his consensus also enumerates basic principlesands
regarding social protection, such as: solidarigdistribution, role in economic and social
development, importance of efficiency, relevanceodjgovernance and financial viability,
and suggests that values held by the cooperatigdenartualist movement be valued (e.g.,
social justice, absence of exclusion and discritionaetc.).

% Right to social security

Several international instruments affirm that evéwyman being has the right to social
security. These include: the Universal DeclaratafnHuman RightS, the International
Covenant on Economic, Social and Cultural Right® International Convention on the
Elimination of All Forms of Racial Discriminatiotthe Convention on the Elimination of All
Forms of Discrimination against Women, the Conwanton the Rights of the Child, the
European Social Charter, the Additional Protocoltite American Convention on Human
Rights in the Area of Economic, Social and Cultiraghts.

Universal Declaration of Human Rights: the right tosocial security

Art 22: Everyone, as a member of society, has itji& to social security and is entitled to realigatthrough
national effort and international cooperation am@dcordance with the organisation and resourceadf State
of the economic, social and cultural rights indisgeble for his dignity and the free developmenthisf
personality.

Art 23 (3) : Everyone who works has the right tetjand favourable remuneration ensuring for himaetf his
family an existence worthy of human dignity, andoglemented, if necessary, by other means of social
protection.

Art 25 (1) : Everyone has the right to a standdrtiving adequate for the health and well-beinchofself and
of his family, including food, clothing, housing cdvmedical care and necessary social services,hendght to
security in the event of unemployment, sicknessaltullity, widowhood, old age or other lack of livelod in
circumstances beyond his control.

(2) Motherhood and childhood are entitled to sdemdae and assistance. All children, whether barariout of
wedlock, shall enjoy the same social protection.

One of social security areas (provision of hea#tfetis related to a specific human right: the
right to health care. Similarly this right is reoazed in numerous international and regional
human rights instruments. According to the Econoamed social council [Economic and

social council, 2000], the right to health includestably the right to a system of health
protection, which provides equality of opportunity people to enjoy the highest attainable
level of health.

141ssA (The International Social Security AssociafjohlM (The Association Internationale de la Mutite),
ICA (The International Cooperative Alliance), ICMFhe International Co-operative and Mutual Insgean
Federation), IHCO (The International Health Co-gpee Organization), WIEGO (Women in Informal
Employment: Globalizing and Organizing)

5 The Universal Declaration of Human Rights: arc® and 25.1

The International Covenant on Economic, Social @alfural Rights: article 9

The International Convention on the EliminationAdifForms of Racial Discrimination: article 5

The Convention on the Elimination of All Forms oisBrimination against Women: article 11

The Convention on the Rights of the Child: arti2ée

The European Social Charter: articles 12 and 13

The Additional Protocol to the American Convent@mnHuman Rights in the Area of Economic, Social and
Cultural Rights: article 9.
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In line with these international and regional humagghts instruments, the Declaration of
Philadelphia adopted in 1944 by the Internatioraddur Conference assumes that “all human
beings, irrespective of race, creed or sex, haeeritiht to pursue both their material well-
being and their spiritual development in conditiafsfreedom and dignity, of economic
security and equal opportunity” (8ll-a). This ddiion of social security as a human right is
reasserted by the International Labour Conferemats i89th session, 2001: “Social security is
very important for the well-being of workers, thé&milies and the entire community. It is a
basic human right (...)” (82).

ILO’s social security conventions constitute teclhiextensions dealing with the practical
implementation of this right [Reynaud, 2005]. Thesnimportant of these conventions is the
Social Security (Minimum Standards) Convention, 2980. 102). It defines nine branches
of social security and the corresponding contingenacovered: medical care, sickness
benefit, unemployment benefit, old-age benefit, lmympent injury benefit, family benefit,
maternity benefit, invalidity benefit and survivolenefit. In addition, it introduces the idea
of a general social security minimum level that thesachieved by all member States.

Convention No 102 has been subsequently complgtadskries of conventions and recommendations:
 Equality of Treatment (Social Security) Conventi@962 (No. 118)

* Employment Injury Benefits Convention, 1964 (N2}

« Invalidity, Old-Age and Survivors’ Benefits Comteon, 1967 (N0.128)

» Medical Care and Sickness Benefits Conventio891(®o.130)

» Maintenance of Social Security Rights Conventit#82 (No. 157)

» Employment Promotion and Protection against Urleympent Convention, 1988 (N0.168)

« Maternity Protection Convention, 2000 (N0.183)

To take into account the different national sitoasi, most of these norms contain flexibility
clauses in terms of the population covered as agethe scope and level of benefits provided.
They also give to the States full scope on therosgdion of their social security schenhe.
other words, these conventions derive from thematiional instruments that affirm the right
of everyone to social security, but at the sameetitney recognize the major practical
difficulties in actually implementing this right ithe various social realities that prevall
worldwide.

Definition of social security as a human right tsdrom the principles of universality and
equality: every human being is equally entitled stacial security, which has two major
implications.

First implication: States have some kind of oblmgatregarding the right to social security /
social protection [Maastricht Guidelines, 199%7]They have the obligation to fulfill this right
i.e. they have to take appropriate legislative, iatbtnative, budgetary, judicial or other measures
to ensure the full realization of the right. Sopabtection schemes to provide minimum social
security to all would come under this obligatiortheugh the obligation does not necessarily
mean that the State has to directly provide sgc@tection; it can facilitate or encourage actions
of third parties.

16 Other elements than the conception of social ptiote as a basic human right may require Staté&\iention

in the delivery, financing and regulation of sogabtection mechanisms. Some of these mechanisngudnlic
goods, that cannot be efficiently delivered with@tate's intervention. Among social protection syetate’s
intervention is above all required to provide asdmshealth care, since health is being recograsgubpulations
priority need (Source : Millenium poll, United Naiis, New York, 2000), is one of the components oiniin
Development and therefore one of the ultimate go&ldevelopment (Source : UNDP Human Development
report 2003), and is included in four of the Miliem Development goals (namely MDGs n° 1, 4, 5 anthét
have been adopted by 189 States in september 2000.
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e Obligation can be of conduct: States have to tdlee necessary steps to realise a
particular right. This would include an obligatitm take steps towards ensuring the
realization of social security and more broadlyaleping a social protection strategy.
Other actors of society (e.g., local communitiesgalth professionals,
intergovernmental organizations, civil society ongations, as well as the private
business sector) may also play a part in the pssgre implementation of this right or
the denunciation of its violation, although theg @ot ultimately responsible for its
realization.

* Obligation can also be of result: States have tuese specific targets to satisfy a
specific standard. In this case, States are obtligat actually ensure social protection in
line with the policy and legislative framework thHegve adopted.

In addition, there is some sort of, but so far fin@ly recognized, obligation of the
international community to support States with ffisient resources for the realization of
human rights standards, including right to socglusity. This is in line with the idea behind
the Global Fund for Malaria, Tuberculosis and HIV.

Second implication: everybody is entitled to a mmaom of social protection, without
exception or discrimination. This claims for an ggjle access to social protection,
independently of individuals age, sex, health stalocation, type of occupation or level of
income. This entitlement to a minimum of socialtpation is often put forward in order to
justify the design and implementation of equitysdies between the rich and the poor.

% Gaps between right and reality

In many developing countries, however, social i@ coverage is dramatically low: it
reaches a very limited proportion of the populataord provides protection against only a
limited range of risks [Reynaud, 2002]. In sub-SahaAfrica and South Asia it is estimated
that only 5 to 10 percent of the active populatiercovered by a statutory social security
scheme, most of these being old-age pension schémssme cases providing also access to
health care. Although the situation is less draenatiother parts of the world, it can be taken
that worldwide only 20 per cent of workers enjoyauate social protection. In some cases
the percentage of covered population is even simgnkn particular as a result of structural
adjustment policies, privatisation and the develeptrof the informal economy. Although
some excluded people work in the formal sector.,(eémgCape Verde: members of liberal
professions, employees in civil engineering firntkg large majority is active in the informal
economy: employees in small workplaces, self-engalayorkers.

Until the last decade, social protection strategrese in fact designed with the idea that the
formal economy would progressively gain ground be traditional economy and therefore
that social security systems would progressivelyeca larger proportion of the working
force. But this trend did not come true since imgndeveloping countries, and particularly in
Latin America and Africa, most of the jobs creatkding the last decade have been in the
informal economy [ILO, 2002a]. Today, informal emynent comprises one half to three-
quarter of non-agricultural employment in develgpaountries: 48 per cent in North Africa,
51 per cent in Latin America, 65 per cent in Asia &2 per cent in sub-Saharan Africa (78
per cent if South Africa is excluded). If informaiployment in agriculture is included in the
estimates, the proportion of informal employmentréases significantly: from 83 per cent to
93 per cent in India, from 55 percent to 62 peit geiMexico and from 23 per cent to 34 per
cent in South Africa [ILO, 2002b]. Statutory socegcurity schemes’ attempts to extend
coverage did exist in some countries, but remaingafficient.
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« Priority to extend social protection coverage andsgible strategies

It is therefore necessary to find supplementaryswayranslate the right to social protection into
appropriate operational, organizational and insbihal arrangements. This priority to extend
coverage ensues from the principles of universaiy equality mentioned before and was
reaffirmed by the International Labour Conference iis 89th session, 2001, where
governments, employers’ and workers’ organizatiagseed that "Of highest priority are
policies and initiatives which can bring social s#y to those who are not covered by existing
systems.” (85) [ILO, 2001b]. The ILC 2001 propossveral ways of extending coverage:
“When coverage cannot be immediately provided tesehgroups, insurance — where
appropriate on a voluntary basis — or other meassteh as social assistance could be
introduced and extended and integrated into thialssecurity system at a later stage when the
value of the benefits has been demonstrated aseédonomically sustainable to do so. Certain
groups have different needs and some have veryctavributory capacity. The successful
extension of social security requires that theBerdnces be taken into account. The potential of
micro-insurance should also be rigorously exploreden if it cannot be the basis of a
comprehensive social security system, it could bsedul first step, particularly in responding to
people’s urgent need for improved access to health Policies and initiatives on the extension
of coverage should be taken within the contextnahéegrated national social security strategy.”
At the suggestion of the Conference, the ILO lagacin 2003 the “Global Campaign on
Social Security and Coverage for All”.

Facing present situation where a large (and growmgnber of persons are excluded from
social protection and where existing social prabectschemes provide most of the time
insufficient levels and scope of coverage, it isgssary to conduct proactive strategies to
extend social protection. These strategies ainm@easing the number of persons covered
and at improving the level and the scope of exgssiocial protection benefits. There is a large
range of mechanisms that can be used to implernesé tstrategies.

* Social insurance schemes can extend existing orifietbdoenefits to previously
excluded groups or contingencies, either on a ctsapuor voluntary basis. They may
also enhance their effectiveness through improesemance and design.

» Special social insurance schemes can be set egdtuded groups.

* Universal benefits covering the whole target potoita without any condition or
income test (for instance, those over a certaii eaye be implemented.

e Social assistance programs targeting specific vabie groups can also be implemented:
waivers, social pensions / cash benefits, conditioash transfers (for instance on school
attendance).

A complementary option is to encourage and supfiwet development of micro-
insurance and innovative decentralized social #gcwchemes to provide social
protection through communities, social partnersiat society organizations.

Following examples illustrate part of the variety maths that can be followed and the
multiplicity of actors involved.

Some countries managed to include new categorie®dders within compulsory health insurance scherités
the case of the Republic of Korea [Kwon, 2002] wahias gradually extended compulsory health ins@rang
all workers over a period of 12 years (from 1977.889): wage earners of large corporations withertban
500 workers were first to be covered, governmenplepees and teachers came next, followed gradimsl
workers in increasingly small enterprises. Extemsio the self-employed began through pilot prograsm
before being generalized.

Extension of social insurance on a voluntary basies not very often gain much success. In Senégl,
2003] a special social protection scheme for thekers in the informal economy was implemented i86,9e
at the inception of the health mutual benefit aggmns movement in this country providing coveragearious
social risks but living workers free to seek cogerdor one or several risks. The contributions werebased or
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the actual income of the workers (for difficultiebassessment) but on a flat rate. Insufficienbrimiation and
communication on the programme, and a two highlle’eequested contributions (compared to the mgliiess
to pay of the target population) explain that thegpamme did not gain much success (1,000 workaatgdined
in 2000).

Some others chose to develop special public schéanexcluded groups. In Uruguay [Reynaud, 2002 cise
understanding of the characteristics of differeqi@ded categories of workers in the informal eaoponamely
construction workers, domestic servants and thieesgbloyed, led to the design of specific arrangetsdor
each category: one scheme covering constructionkeser for old-age pensions, sickness, family and
employment injury benefits; a health insurance sghdor domestic servants; and coverage for the self
employed by the country’s main social security itnsbn for old age pensions, survivors, invalidiand
sickness benefits.

Welfare funds represent one of the models develapénddia for providing social protection to workein the
informal economy. They are occupation based arahéiad by levying a cess on the production, exposate
of specific goods, or by collecting contributiomerf various sources including employers and emgsy€hese
funds have been promoted and implemented by Cegurarnment and State governments. The Beedi wafker
Welfare Fund was created in 1976 by the Centratégowent; it is financed by a cess in the naturaroéxcise
duty on manufactured beedis. The benefits providetide among others: scholarships, coverage of @b
treatment in dispensaries and hospitals, matebeitefits.

When these special schemes are to include very pmaseholds, it is usually necessary that subsidfighe
contributions be implemented. These subsidies neaffnfanced from the fiscal budget and/or througimdfers
of the active contributors to the social insurasgstem, such as in Colombia (Régimen SubsidiadSated),
see furthe® 3 sectiorThe development of linkages

In Brazil [Swarzer; Querino, 2002] the health caeevices have been transferred in the mid-1980a Bocial
insurance to the Health Ministry and eventually ederalized in the 1990s to States and municipalitiehe
services were transferred into a universal basidtieare system, which offers primary, secondawy trtiary
health care, in principle for any person withoutrcie.

Some developing countries, particularly in Latin énoa, have set up tax-financed cash benefit schahad
provide basic income security for those in neecheylare generally targeted to categorical groufe(y
people, widows and children) who have few or noeptial links with the labour market. Benefit levedre
frequently lower than the poverty line, but theypagr to be a welcome supplement to family income |an
encourage the integration of children and elderly the household [Van Ginneken, 2003].

Among these programmes, conditional cash trangfergide money to poor families contingent upon gaie
verifiable actions, such as sending children t@mstlor bringing them to health centres on a reghésis. CCT
programs have been successfully implemented onrge lacale in several middle-income, high inequality
countries such as Brazil, Chile, Colombia, Ecuadamaica, Mexico, South Africa and Turkey [Rawlings la
Briere, 2006]. Examples include the so-called PRBSA (Programa de Salud y Educacion) in Mexico and
Bolsa Familia in Brazil. The CCT programmes in hafimerica have had reasonable success in meetig|th
basic welfare objectives, namely reducing shorat@overty through increased total and food expengkt,
decreased malnutrition among young children, higltrcational enrolment, lower dropout and repetjtand
reduced child labour. The cost of these progranes dwt usually exceed 0.5% of GDP (0.32% in Mex|co,
0.36% in Brazil).

Uy

In addition, various forms of linkages can be depetd between the different schemes and
other public policies, including a wide range ofbpecprivate or public-third sector
partnershipg®

BOX PPP to be written by GTZ

" Beedi workers are cigarettes rollers.
'8 For a typology of the different possibilities, §6@nnan, 2004].
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2- What are the current potentials and limitationsof micro-insurance as a
mechanism of extension of social protection?

As said previously, ILO considers that it is that8$’ responsibility to define their own social
protection policy and to design the organizationthair social security schemes. Some of
them may consider micro-insurance to be a toolttier extension of social protection, and
may include this mechanism in their strategiesxtémsion.

% Types of micro-insurance schemes concerned

It is necessary to precise that not all micro-iasge schemes may play a role in the extension
of social protection. The importance of some miosurance products is recognized and
supported, although these products are not strigplgaking providing social protection
coverage. It is the case of assets, livestock,ihgusar accidents micro-insurance. It is also
the case of credit life and credit disability miégnsurance that merely consist in covering the
repayment of the outstanding balance of the loazase of death / disability of the borrower,
although life and disability are part of the coggncies listed in ILO Convention 102. On the
contrary some micro-insurance products such asthheaicro-insurance (hospitalisation,
primary health care, maternity, etc.), life, olcegmensions, disability and loss of income are
entering into C 102’s list of contingencies, andynii@ereby play a role in the extension of
social protection.

+«+ Positive contribution of micro-insurance in the esmsion of social protection
In a context of low financial and institutional eajity of the State (low income countries)
micro-insurance schemes may raise supplementaynes (financial means, human resources,
etc.) that benefit to the social protection se@sra whole and contribute to facilitate and
improve the governance of the social protectiotosec
More specifically, health micro-insurance schemastribute to improve access to health care:
utilization of health services is facilitated thgbuthe reduction of the financial barriers that
delay access, in some cases quality of care isomedrwhen the scheme signs agreements with
health care providers on the quality of deliveryafmbility of medicines, effective presence of
the health care staff, effective use of treatmentogols, etc.). Contracting with health care
providers also contributes to increase transparenbiling and invoicing practices and thereby
to improve the way the health sector is managed.
Micro-insurance has also several positive effeot$erms of participation of civil society,
empowerment of socio-occupational groups includuagnen. Since many schemes are being
set up and operated by women’s associations they aoatribute to strengthen women’s
capacity to meet their health needs including thioged with their reproductive role.
Moreover, micro-insurance as a mechanism of extensias several added values or
comparative advantages as compared to classidal security schemes.
1- Micro-insurance has a good capacity to reachuggoexcluded from statutory social
insurance, such as most categories of the workedhgiinformal economy and rural workers.
2- The transaction costs necessary to reach thepalgtions are reduced, since micro-
insurance schemes are often operated by deceattadiwil society organizations that are
usually implemented in the vicinity of their targebpulations; their staff includes social
workers that are used to work and communicate thigke populations; etc.
3- Micro-insurance benefits package are most oftesigned in close partnership with the
target population. This participation is highesmatual benefit associations where the choice
of the package is the result of a voting in theegahassembly. In other types of micro-
insurance schemes, less participative, the targmipg are usually consulted for instance
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through households surveys. As a result, the bsnefickage is often customized i.e.
responding to the coverage needs of the targetiatigu with affordable contributions.

4- Small community-based micro-insurance schemesliysecord less problems of frauds and
abuses than centralized systems of social protedilocce members often know each other,
belong to the same community and share the saeresis. This social vicinity may help also in
the distribution of the product. However it raisies problem of the sustainability of small scale
schemes and that of the weak social pressure toqudgibutions on a regular basis resulting in
high levels of drop out. Some schemes managessir iof drop out (law renewal / repayment
rates) through the implementation of group insugaoontracts with organized occupational
groups (such as cooperatives).

«+ Current limitations of micro-insurance as a mecham of extension of social
protection

The development of micro-insurance is ongoing, wwitkind of proliferation of new schemes.
This shows that these schemes respond to a realndeamd that they manage, at least at the
local level, to solve a certain number of issues.

India’s 2003/2004 inventory published in 2005 [IISTEP, 2005b] found 60 micro-insurance schemes oayer
5 200 000 people. The inventory is being updatie current (beginning 2006) number of scheme stand 1
covering more than 6 800 000 people.

It seems however that this development faces pmobldnat limit micro-insurance schemes’
contribution to the extension of social protection:

1- The total population covered in most countrgefar from reaching the target (populations
excluded from legal social protection schemes¥abt, many of these schemes (particularly
in Africa) have great difficulties in extending thgeographic or socio-occupational outreach
and in increasing the size of their membership.

2- Many micro-insurance schemes have poor vialalig sustainability.

These 2 points are linked (particularly in Afrioaijth poor management skills (not enough
financial resources in order to hire professionaffsand information systems (difficulties to
produce information and monitor the scheme’s opmraj.

3- Members’ ability to pay is most often very lowhich leads also to a very limited coverage
in the absence of subsidies.

4- Most of these schemes do not take over the ifumgthat are usually played by statutory
social security schemes such as redistributionidasity between richer and poorer segments
of the population (since contributions in such scbe are very often flat rate), and do not
reach the poorest segments of the excluded grélipse(that cannot contribute).

5- In many countries the legislative framework amedulations are not adapted to these
schemes and do not facilitate their extension.

6- Micro-insurance schemes are most often selfigavg organizations. They may pursue
objectives that are not in line with governmentiategy of social protection and their promoters
may be unwilling to participate in the design aetlugp of national systems of social protection
for this participation would challenge the schenaegbnomy.

3- How can micro-insurance be used to achieve thextension of social
protection?

An increasing number of States consider micro-izsce to be a tool for the extension of
social protection, and include this mechanism iairtlstrategies of extension. In several
countries micro-insurance schemes are already ebrthe process of designing and
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implementing progressively more coherent and iatiegr social protection systems: in India the
partner-agent model contributes to increase thedbacceptance of these schemes; in Senegal
micro-insurance schemes are mentioned in the ratisacial protection strategy as key
mechanism to extend social protection; in RwandbGimana, the State implements nation wide
social protection schemes in health that are lmnltdistrict and community based mutual
organizations.

To overcome the limitations mentioned above onegesigthree pathways (developed in
following paragraphs): First that the further depghent of micro-insurance be enhanced and
accelerated (in terms of population covered, soojpthe benefits package, technical and
financial capacities of the schemes, etc.); Sedbad linkages be develop€dwith other
actors and institutions (e.g., outsourcing of managnt functions) as well as other components
of social protection and the health sector (cotitrgavith health care providers at local level but
also defining contractual frameworks at nationaklg Third that micro-insurance be further
integrated in coherent and equitable national systef social protection.

% The further development of micro-insurance

This further development has implications for vadaactors, particularly the State and the
promoters / operators of micro-insurance schemes.

The State may support this development througheased efforts of promotion of micro-
insurance and sensitization of the public opinipariicularly the target populations). It may
also support this development through the improvemef design management and
monitoring of micro-insurance schemes. The Stateldcdor instance support structures
aiming at providing technical support and traintogmicro-insurance schemes’ operators. It
could facilitate the share of experiences betwextors (e.g., development of networks) and
the access to information and knowledge, also tkensaire that isolated experiences can be
replicated to other groups or geographic arease@®onents could more specifically (such as
in Cambodia’s Master Plan) formulate recommendati@m design: benefits package,
affiliation, administration, payment methods of lieaare providers; they could implement
mechanisms aiming at strengthening the viabilitythef schemes (management information
systems) and their financial capacities (e.g.,su@i@ance mechanism, guarantee funds); they
could also set up structures able to produce irdtion (statistics, indicators) on these
schemes and to monitor the performance of microrarxce schemes. The State could finally
promote public-private partnerships (see furtharagraph on linkages).

In Cambodia the Master Plan for Social Health lasge in Cambodia recommends the set up of Community
Based Health Insurance schemes that respond w@ircehiaracteristics in terms of levels of contribng (flat
rate corresponding to not more that 4% of the famitome), type of affiliation (all the members istgred in
the family book are registered in the CBHI), behpfickages (list of services to be covered), paymmthods
with health care providers (capitation mode of pagth etc. [WHO Cambodia, 2003].

For promoters and operators of micro-insurance reelethis further development may in
some cases mean altering the way the schemes ttyiroperate: making their management
become more professional which goes hand in harth whallenges (e.g., increased
complexity) that many promoters and operators afrorinsurance are not yet ready to face;
outsourcing some of their management functionstheromore specialize organizations (see
next paragraph on linkages). It may also meannggttp new schemes targeting the members
of already large organizations (trade unions, coapes, occupational associations, etc.). In
fact, schemes with larger membership are in a iposito provide more comprehensive

9 Note: This second pathway may contribute bottheodevelopment of micro-insurance and to its irgttégn
in national systems of social protection.
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coverage to their members (particularly againstomagks like hospitalization) and are often
more sustainable (for instance, they can moreyelasild up financial reserves).

% The development of linkages
Linkages are all sorts of relations that may beettgyed between a micro-insurance scheme
and other organizations, institution or systemseylimay be classified according to the types
of mechanisms used and to the actors (or partrfensiazo-insurance schemes). Following
typology is not exhaustive.

Mechanisms Actors / partners

Subsidies (local, national, international) Other micro-insurance schemes, Federations| of
Contracting with health care providers schemes

Outsourcing management functions Civil society organizations, MFIs, trade unions,

networks of cooperatives ...
Health care providers
Service providers: TPAs ...
aPrivate sector, pharmaceutical industry

Technical advise

Financial consolidation (reinsurance, guarantedgyn
Distribution of insurance products

Distribution of public goods (immunization, soc

assistance) Central and local governments

Bargaining Public health programs

Exchange of information, practices Social assistance programs

Regulation, control Social security schemes, Private or public insurers

International cooperation

Linkages aiming at improving the functioning of Hfothemes

The sharing of functions / responsibilities accogdio each others core competences and
scope of activities (with other schemes or withviger providers such as TPAS) may create
economies of scale and make the micro-insurancensefl become more efficient. Examples
of linkages include: outsourcing management fumstito Third Party Administrators (TPAS)
in India, distribution of formal insurance compaii@roducts in the Indian partner-agent
model, creation of economies of scale and of admanmgy power through the grouping of
micro-insurance schemes (such as emerging Afriederétions).

Functional linkages may also be established witierotomponents of social protection; they
contribute to improve the coherence of the nati@yatem of social protection. Examples of
linkages include: channeling social assistance social services to eligible members;
distribution of social insurance services. Theskdges have to be defined in national master
plans.

In the Philippines, Philippine Health Insurance @wation (PHIC), or "PhilHealth", has a mandateathieve
universal coverage by 2012 [GTZ-ILO-WHO, 2005]. Owofethe paramount challenges is to provide health
insurance coverage to workers in the informal eopnavhich is estimated at 19.6 to 21.7 million wasker
approximately 70% to 78% of employed population.réisponse to this challenge, PhilHealth approved th
Board Resolution No. 569 (PBR 569) in June 200X hillowed partnerships with organized groups g
basis. The partnership, called PhilHealth OrganZeaup Interface (POGI1), is seen as an innovatjygroach
to reach out to workers in the informal economytigh micro-credit cooperatives. The initiative &y tested
with six (6) cooperatives in Cavite and five (5)operatives in Southern Leyte agreeing to enter mto
partnership with PhilHealth. The cooperatives aatnarketing and premium collection agents for Péudllth.

As far as health micro-insurance schemes are coedethe decentralization of the health
care sector and the design and implementation afnéractual framework between micro-
insurance schemes and health care providers asawell set of tools may facilitate the
establishment of contractual arrangements withthealre providers.
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In Senegal most of the mutual health organizatgige contractual agreements with health care pessithut
the relation is often unbalanced (information aswimy) and the mutual has no real means to compehéalth
care provider to respect its commitments. To faie groblem the Ministry of health recognized tleeessity to
design a contracting framework that gives guidelia@d concrete tools to facilitate the contracfimgcess:
stages in the design of an agreement, minimum obofean agreement, commitments of both partiedyding
financial aspects, invoicing and payment methodsapnitoring tools and procedures, State's role and
implication. A working group has been created iO& order to design a first draft of this framekvthat will
next be presented to the actors involved (mutualtiherganizations and theirs federations, ministiryealth,
health care providers, support structures, soeighprs, etc.).

Linkages for redistribution

Micro-insurance schemes can constitute mechanidhredistribution of public subsidies
(e.g., premiums subsidies coming from the statusogial insurance system or equity funds)
that can help to provide poorer households or iddals with low contributive capacity and /
or high social risks (e.g., the Elderly, the chooill, some occupational groups) with a
package of social protection. Such mechanismsegigrhate as far as they aim to provide an
equitable access to social protection (indepengeotl| individuals’ characteristics and
financial capacity). Beside their redistributiorleréhese subsidies also make the beneficiary
micro-insurance schemes more attractive and canérito increase their membership.

Within the reform of the health care system in @ubéa [Pérez, 1999] in the 1990s, a special schétégitnen
Subsidiado de Salud) was introduced to financetiheare for the poor and vulnerable groups (incigdheir
families) who are unable to pay contributions te tfeneral insurance scheme. The funds are raisedgth a
solidarity contribution collected under the condtitry social insurance scheme (50%) and a Statsidsub
(50%). They are then channelled to several ingtitgt (including 8 mutual benefit associations ardesal
private insurance institutions) that are managimg $cheme. Today this subsidized scheme coverdli®mi
people.

The mission of the GLOBAL SOCIAL TRUST Network ie systematically reduce poverty in developing
countries through a partnership that invests in gpdnsors the development of sustainable nationahls
protection schemes for people and groups which haeen excluded from the economic benefits| of
development. The basic idea is to request peoptleeimicher countries, i.e. OECD countries, to dbate on a
voluntary basis a rather modest monthly amount ayper month or about 0.2 per cent of their mgnthl
income) to a GLOBAL SOCIAL TRUST which will be ongaed in the form of a global network of National
Social TRUSTSs supported by the ILO, which will thémsest these resources to build up basic soc@kption
schemes in developing countries; and sponsor ctnbenefits for a defined initial period until thasic social
protection schemes become self-supporting.

For more detailed information:
http://www.ilo.org/public/english/protection/socfessearch/global/global.htf2006]

% The integration in coherent and equitable nationgystems of social protection

Providing social security to citizens remains ati@nobligation of a society as a whole.
Government has to organise the access to and tdvekrvices through legislative and
regulatory means. This does not mean that all kseturity schemes have to be operated by
public or semi-public institutions. Governments ad@legate its responsibility to various
institutions and organisations in the public, pré/aco-operative and non-profits sectors.
What is needed, however, is a clear legal defimibb the role of the different players in the
provision of social security to all members of &isty. The definition of these roles should
be complementary while achieving the highest pdsdiwvel of protection and coverage. A
government could develop a social security devekgnplan that defines the scope and
coverage of public provision of services throughvegament agencies, social insurance,
private insurance, employers and micro-insurandeerses. It is therefore desirable that
governments and social partners explicitly recagnmsicro-insurance as a tool for the
extension of social protection, which implies tiaicro-insurance be integrated in national
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strategies of extension of social protection, lmedkvelopment and poverty reduction (e.g.,
PRSPs). The role dfealth micro-insurance in an overall health financingipoktoordinated
by the State should be as well recognized. Theativedm of such a policy is universal access
to health, based on pluralistic financing strucsure

In Cambodia the government recognizes the potestiabcial health insurance as a major health fiaamcing
method in the future. Cambodia’s Master Plan foci&loHealth Insurance recommends — in order totreac
universal health insurance coverage - to follow aalel and pluralistic approach which comprises) |(
Compulsory social health insurance through a sseialirity framework for the public and private sald sector
workers and their dependants; (2) Voluntary insceathrough the development of community based Inealt
insurance schemes (CBHI) and (3) Social assistdmoeigh the use of equity funds and later governrherds
to purchase health insurance for non-economicaliy@and indigent populations [WHO Cambodia, 2003]

The design and adoption of appropriate legal fraotksy is a key step towards this
integration. Such a framework may specify — amotigis - the role of micro-insurance in
the national system of social protection and inticeda set of rules and institutions for the
supervision of the operations of micro-insurandeestes: regulatory body (e.g. ministry in
charge), procedures of agreement, etc. Legisldtammeworks may moreover be a strong
factor of development of these schemes. On thesigpdrameworks with too high financial

requirements or a too strong supervision from thblip authorities may restrain this

development.

ILO / STEP supports the construction of a regionamework for the development of health mutual lfiéne
organizations in several UEMOA countries (Benin,riue Faso, Mali, Niger, Senegal) and, within th
framework, the design and implementation of natiéegislations that will regulate mutual benefiganizations
and support their development.

S

In India the Insurance Regulatory and Developmeuthdrity (IRDA) adopted in 2002 regulations aimitay
extend the insurance coverage to the rural secuwltiators, agricultural labourers, workers inestock,
forestry, fishing, etc.) and social sector (unoigedh sector, informal sector, economically vulnéabr
backward classes both in rural and urban area€)-BIEP, 2005c].

For life insurers : For life insurers : The insurance companies falling into the
16 % of total policies Cover 20.000 persons scope of the IRDA regulations will have to
within 5 years within 5 years . . .
comply to the following obligations:
- life insurers have to sell 16% of
@ @ total policies within 5 years in the
rural sector, and cover 20 000
Rural Social persons within 5 years in the
Sector Sector social sector;

- non-life insurers have to earn 5%
of total gross premium income
ﬁ ﬁ within 3 years in the rural sector
and cover 20 000 persons within 5
For non-life insurers : For non-life insurers : years in the social sector.

5 % of total gross premium Cover 20.000 persons This development is further Strengthened
through the Insurance and Development
Authority (micro-insurance) Regulations,

2005 which officially recognizes the

micro-insurance partner-agent model
[Official Gazette, 2005].

8. IRDA regulations

income within 3 years within 5 years

The supervision of micro-insurance schemes’ interegulation, operations and financial
statements, are moreover useful to check that 8uksemes effectively contribute to an equitable
access to social protection and are accountablénéoefficient use of public funds (e.g. tax
financed funds channeled to subsidize the premafriiee poorest members of these schemes).
For the promoters of micro-insurance, the integraiin national systems of social protection has
various implications. The benefits package that theovide should include an insurance
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coverage against one or more social protectionirogencies (Cf. those listed in C 102).
Moreover, when a minimum guaranteed package obbkpobtection has been defined by the
legislation, these schemes should provide this muim coverage to all their members.
Micro-insurance schemes’ internal regulations sthoabide by the principles of equity
defined by legislation (if any). Rules such as éixelusion of members over a certain age or
calculation of premiums based on individuals’ riskay not be in line with such principles. If
micro-insurance schemes are to receive public @ilmhrsupport (such as equity subsidies)
they should be accountable for the efficient uséhege public funds. This implies that strict
rules of management and accountancy be enforced tlaatd micro-insurance schemes’
operation and management be more professional oNtisiurance schemes should also agree
that their financial statements be supervised pyldic or independent regulatory body.

More generally it is important that promoters apermtors of micro-insurance be involved -
either directly or indirectly (through groupingsdafederations of schemes representing their
interests) - in national consultations and negotmst with the State and other stakeholders
(social partners, legal/statutory social securdigesnes) on social protection issues, such as
the design and implementation of national strategfesocial protection.

Such integration needs that a climate of trust@nrdidence be created between operators of
schemes, networks and federations of schemes, dithlesociety organizations representing
the populations covered by these schemes (tradensginicooperatives, etc.) and the
government.

% The dynamic of extension using micro-insurance
The dynamic of extension of social protection meyeédd by:

v Bottom-up initiatives: further development of nuer
insurance, advocacy, sensitisation of public ominio
policy makers, donors and development agencieseds W Bottom-up
as social partners, and other social protection
components.

v' The development of linkages: with other micro-
insurance schemes, with health care providers, wi
service providers such as TPAs, with social segurit
institutions, etc.

v' Top-down efforts: recognition of the potential for
micro-insurance by a number of actors includingiaoc Micro-insurance schemes
partners, local and central governments, supporting
structures and donors, etc.; willingness to organiz
coherent social protection systems including micrd:
insurance schemes.

State

Top-down

Linkages

Micro-insurance and the dynamic of
extension of social protection

In Senegal, joined efforts of a large number obex(civil society organizations, the State, logalernments
social partners, support structures and donordthhesre providers) have contributed to accelettadgorocess of
extension. Several events have been significant:

- in 2003 : the law on mutual health organizatiovess adopted, a national concertation framework hen
development of mutual health organizations wastetgathe national committee on social dialogue (B®r
National du Dialogue Social, CNDS) in charge of ithglementation of the national charter on socialat) was
created as well.

- in 2004 : the global campaign on social secuaityg coverage for all was launched in Senegal, rftietunion
of transport operators (Syndicat National des Tileums des Transports Routiers du Sénégal, SNTTRS)
included in its claims platform social protecticgsiies ; the Law on agriculture, forestry and bregdLoi
d’'Orientation Agro-Sylvo Pastorale, LOASP) that qdathe design and implementation of a social ptiaed
scheme for rural workers was adopted.

S A
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These events or elements have been integratee ilogical framework of the national strategy ofesdion of
social protection and risk management (SNPS/GRpditated in 2005 with the active participation ofasge
number of actors. This strategy aims at extendiwigs protection from 20% to 50% of the populatimn2015
through the design and set up of new schemes rdsmpbetter to the priority needs of the informabeomy
workers.

These events and the national strategy formuldgiad in 2006 to the conduct of feasibility studising at the
design and establishment of two nation-wide sqmiatection schemes: one for the transport operatodstheir
families (target population of 400 000 people) dhe other for the rural workers and their familigarget
population of 5 000 000 people).
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CONCLUSION

This guidelines starts with the statement of thedndor protection against risks and
enumerates the various mechanisms or options towddarisk. One of these mechanisms,
namely micro-insurance, may be useful to face risks

Micro-insurance is a technical notion that encorspasa large diversity of organizations:
mutual benefit organizations in western Africa, rainsurance schemes set up and operated
by health care providers, NGOs or MFIs providingigurance service to their members in
partnership with a public or private insurance camp (partner-agent model), etc. These
schemes may cover various risks or contingencesthn life, assets, crops, etc. The decision
to implement or support micro-insurance schemesildhoot be made without a thorough
assessment on priority contingencies to cover, lmn relevance of this mechanism as
compared to others, on its comparative advantamethe existence or absence of conducive
conditions (internal / external factors for suc¢esn the possibility to link micro-insurance to
other mechanisms in order to improve each othdiisiency.

Some micro-insurance schemes (certain types ohaa@ons covering certain types of risks
or contingencies) are not only risk managementunstnts, but have the potential to actively
contribute to the extension of social protectionexcluded groups and furthermore to
facilitate and improve the governance of the sqaiatection sector and raise supplementary
resources (financial means, human resources,th#t. penefit to the social protection sector
as a whole. This is particularly the case in cotst@t low financial and institutional capacity
of the State (low income countries). However staluhe, self-financed micro-insurance
schemes have strong limitations to become sustainabd efficient social protection
mechanisms able to reach large segments of thadedlpopulations. Their potential as tools
to extend social protection is increased when theements recognize their interest and
include them as a key dimension in their natiotr@tsgies of extension of social protection,
linking them to other components of the social @ctbn systems in order to create a
progressively more coherent, efficient and equéabystem of social protection for all.
Because they have a specific role, micro-insuraebemes in the context of social protection
should be considered in a different way from otfmécro-insurance schemes (e.g., property
micro-insurance or credit life micro-insurance seaythe reimbursement of loans) regarding
in particular use of public subsidies, design ef llenefit package and regulation.
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