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The Practice in Micro-insurance

Pranav Prashad
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India — A Brief Snapshot

Population of over 1 billion, About 60% of population
aged below 30 years

23 cities with population greater than 1 Million

Rapidly growing middle-class - 150 Million plus

150 Million people literate in English which is
twice England’s population

World’s largest pool of trained manpower

Over 60 Million automobile owners

I 100 Million TV owners; 450 Million TV audience
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Strong Economic Growth Indicators

Forex
GDP reserves
Average growth From USD

of 6.2% over the

S BYES 6billion in 1991 to

USD 165 billion in

Economy Sep 2006
4th largest economy
< on PPP basis -GDP at >
External USD 3.1 Trillion
debt Current
Reduced from aCCQU_nt
deficit

30.8% of GDP in -1
1995 to 18.3% in From deficit of

2005, with short- 1.7% of GDP in
1996 to a surplus

term debt :
W of 3.2%in 2006
0,
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Rural India — Next Big Opportunity

Backaground
e Rural India accounts for 70% of India’s population

e Agriculture contributes 21% of GDP

e Characterized by non-availability of organized credit and
financial services

e Poor availability of infrastructure

e Around 300 million people or about 60 million households,
are living below the poverty line

e Only about 20 percent have access to credit from the formal
sector.

e India still has a low insurance penetration of 2.88 per cent
(premium as percentage to GDP)

ﬂ:c:c:@mmbard
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Rural India — Next Big Opportunity (Contd.)

e Rural market is set to reform

e Rural non-agri sectors such as infrastructure
(construction, electricity, gas & water supply),
rural health, education, tourism, transport,
communication are exhibiting high growth rates

e Financial service providers such as banks, life,
non-life insurance are aggressively looking at
rural India, which is expected to revolutionize
rural India in the coming future
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Need for Rural Insurance

Livelihood
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Current mechanisms of risk mitigation

Self
Insurance
[

|
Community

Insurance
-

|
Government

S t
Suppor

Dig into savings

Distress sale of produce/assets
Credit at higher interest rates
Shift to non-remunerative crops
Change of vocation

Community insurance schemes
Risk funds

Calamity relief
Subsidies
Minimum Support Prices

é?1cic1€Lombard

—GENERAL INSURANCE—

WE KEEP YOU GOING

13-4




The Geneva Association

Rural Market Segmentation- The Rural Pyramid

Retail Policies (Motor/
Health/ Home) for self &
assets

I

Business / Livelihood/
Agri related policies
(Weather, business
assets, warehouses for

Health PA polici |
bank funded assets) ealth and policies sold

through MFIs/NGOs
Government funded bulk
Health and PA policies

o R1/R2 customers —-Demand of insurance is no different from those of
urban customers

® R3/R4 customers — Unique requirement with customized product needs
and innovative distribution strategy

e 70% of Indian population scattered across 640,000 villages
e Insurance penetration low

e Distribution/Infrastructure a key challenge ﬂlClCl@l_ombard
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Micro Insurance

“Micro Insurance refers to protection of assets and
lives against insurable risks of target population (R3
& R4) through formal, semi formal and informal
institutions *“

Existing models:

e Self insurance

o Community based insurance
o Partner Agent model

ﬂ:c:crél_ombard
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Bridging the Demand Supply Gap

o The segment of the rural population above the
poverty line but not rich enough to be of interest
to the formal financial institutions does not have
proper access to the formal financial intermediary
services, including savings services

e A group of micro-finance practitioners have
estimated annualised credit usage of all poor
families (rural and urban) at over Rs.45,000
crores, of which some 80 percent is met by
informal sources. (source SIDBI)

ﬂ:c:c:@mmbard
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Traditional View

Regulatory

Obligation

Micro Insurance is a Loss

Making Proposition ? ﬂlClC!@Lombard
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Product
Innovation
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Key Success Factors — Micro Insurance

Distribution

Product Innovation
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Distribution — Three Pronged Strategy

o Key challenge is sheer spread and diversity

e 37% of the urban population lives in 23 cities
e 37% of the rural population lives in 100,000 villages

e Involvement of all entities

ICICI

Lombard
Aggregators Organised Retailing

ﬂ 1cici€Lombard
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Cost Effective Distribution - Channels

Bank
Branches,

Semi-Urban locations

Agents
MFIs, NGOs, .
Tehsil / Blocks
Franchisee,
Agents

Villages Admin System,
Kiosks,MFls, NGOS,
SHGs

Villages Admin System, Self help
Groups, E-Choupal, MFIs, NGOS

Villages >5000 population
Villages <5000 population

Locally available channels are effective

Trust is the cornerstone of relationshipsﬁlClCl@I.ombard
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Technology Driven Distribution

[~

Multi-channel delivery

Core
Banking

Mobile Phones Softw

Low ticket premium

Smart Cards collection
Technology . i
Innovations Handhelds, Mobile phones Ca“?' accessed by service
iy ) ) providers Technology
Mini Deposit Machines

Innovations
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Challenges for Product Development

e “One size does not fit all”

Semi literate customer — individually poor , collectively strong

e Need for innovative and customised products keeping in mind
rural mindset and the ability to pay

o Nascent stage of industry makes it difficult to conceptualize and
file products as per regulation

o Need to have “Need analysis” by insurance companies in order to
understand risks

o Work with target customers, NGOs, MFIs

o These institutions can be used for explanation of the product
and subsequent servicing

e A smaller bundle of innovative products in sync with rural needs
and perception and an efficient delivery system are the two
aspects that have to be developed in order to penetrate the rural

kets.
markets 1cici€1Lombard
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Focus Products

Insurance Product

ﬂ 1cici€Lombard
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Types of Micro Insurance Products

payout

o Weather Insurance — An index based parameters covering entire
crop cycle
o Extends to non — Agri sector also

e Health Insurance - Designed to cover OPD, Hospitalization and
critical illness through cashless, re-imbursement and benefit

o PA —Covers Death & disabilities resulting out of accidents

e Cattle — Covers accidental death, diseased death and disability

ﬂ 1cici€Lombard
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Key Success Factors

e Alliance with Credible Channels
e Leveraging existing channels working with the community

e Predefined groups minimize anti selection and moral
hazard

o Awareness building and education through the channel is
the key

Clearly defined transparent servicing parameters
Simplified documentation and processes
Pre-defined service levels and turn around times
Effective grievance re-dressal

Public private partnership

é?1c1c1€CLombard
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After sales service

o Clearly defined transparent servicing parameters
e Index based weather insurance scheme
o Benefit based health and accident insurance

e Simple and predefined processes
e Local contact for first point of reporting of claim

e Reliance on local community for preventing
frauds and check moral hazard

e Support through banking infrastructure for
disbursing low ticket cash based payouts

ﬂ:c:c:@mmbard
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e Micro-insurance provides

o An effective risk management tool for the economically
backward

o Helps provide access to quality healthcare

¢ Rural demand for products and services is no different from
urban requirements provided

o Fairly priced and arelevant product is made available
o Cost effective distribution systems are established

o Effective administration is ensured

o Easy accessibility and quality service is ensured

e Focused approach along with appropriate regulation will
help build a model which is viable, sustainable and scalable

e Availability of financial services and insurance would
change the rural landscape in future

ﬂ:c:c:@mmbard
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Improving the lives of the
billions of people at the
bottom of the pyramid is a
noble endeavor. It can also
be a lucrative one...C.K.
Prahalad

Thank You
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