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Executive summary

This report was commissioned Bynenseg and CNSeg, the Brazilian insurance school and
insurance industry association respectively, as an independent assessment of the
microinsurance market in Brazil, the drivers of its development and how this development
has been shaped by regulatioh.proposes a strategy for the further development of the
microinsurance market, with specific focus on regulatory strategy and design.

A number of dedicated focus group discussions held in Rio de Janeiro, Sao Paulo and
Fortaleza (for which a separate rapds available) were conducted as part of the research,

as well as an analysis of available IBGE smooomic and financial services usage data
subcontracted to Rio de Janeibased firm IETS. The Brazilian private insurance supervisor,
SUSEP, kindly me their database available for dedicated analysis that identified trends in
product lines especially relevant to microinsurance.

Key findings
Themarket analysisyielded the following key insights:

Between 23 and 33 million microinsurance clieritde Brailian insurance market
(including informal funeral assistance, but excluding health insurance) in 2009 covered
between 40m and 50m people (roughly between 30% and 37% of adults). Of these
between 23 and 33 million would represent the existing microinsceaslient base

In excess of 40 million clients without any insuranddéne target market for
microinsurance is largely persons earning below three minimum salaries (the minimum
salary in 2009 was R$ 465) or falling in income categories C and D, i.mill@8
people. We exclude persons falling in income category E since private insurance will for
some time to come still be unaffordable for most of them. Assuming maximum potential
insurance penetration of 5 60 % in this market, it implies a potentiaicroinsurance
market at current income distribution of 6277 million. Of these in excess of 40 million
people are currently entirely untouched by insurance and those who do have insurance
are likely to have very limited risk coverage.

Formal microinsunace mostly provided by large commercial insurers, with informal
funeral market Microinsurance in Brazil is mostly provided by large commercial insurers
who started marketing products to this market from about 2001. The exception is the
large informal funeal assistance market comprising to 20-25 million clients served by
several large and many smaller funeral homes. By law, funeral assistance is not
considered as insurance. Health insurance remains the largest single private insurance
market in Brazil.

Mass market distribution channelfgcilitate active sales at lower cosCommercial
insurers utilise a number of innovative mass market distribution channels to reach the
low income market. The three largest channels are (1) banks, (2) retailers (for lexamp
Casas Bahia) and (3) marketing to existing client bases of retailers, financial institutions,
mobile operators and the like through direct mail or call centres (often referred to as
affinity). The latter channel was developed by large broker compaineaddition to

! These figures are estimates only and are based on assumptions and estimates as set out in thetmain tex



these channels, microinsurance is also marketed via (4) networks of credit agents linked

02 YAONRBTAYI YOS AyalAaddziazya 62F gKAOK .| yoO2
example), (5) common bond organisations such as trade uniorssilccessful PASI

model) and cooperatives, and finally, (6) door to door sales by brokers (the smallest

channel). Whereas brokers are involved in all of these channels, the bulk of the actual

sales is performed by the employees of third parties, such @adees, for whom income

from insurance sales is an additional but not a primary income stream. This ability to

harness noragent and norbroker sales forces to actively sell microinsurance to new

Ot ASyGa Aa I O2NB NBlFaz2g¢g F2NJ . NITAfQa YAONRA)

Products . dzy Rf SR LINRPRdzOG&a 6AGK GoSYySTAlthe AYy A TS
microinsurance products found in Brazil exhibit unique features, including the fact that

GKSe o0dzyRftS Ay @IFINA2dzAa aoSySFTAaida Ay f(AFSE
(contractual saving entitling the policy holder to participation in a lottery deamsurers

are allowed to split out the savings component and cede the lottery entitlement to their

policy holders). For example, a policy will contain a core personatieadtcor life

component, plus funeral assistance, plus a capitalisation component. Interestingly, a

number of products incorporate some kind of medical component such as discounts

from selected pharmacies or even discounted access to a clinic. The buradied m

Y2aid OFasSa AYyO2NLRNIGSa aoSySTAdGa Ay tAFSéExT |
a discount at selected stores, a food hamper or an assistance call centre) that you get

access to while you are still alive. This is driven by culturabfact. NI T A€ A yaQ LI a3
for life and aversion to the topic of death, a fact strongly revealed by all the focus

groups. Products naturally also tend to relate closely to the interests of the distribution

channel used, for example insurance policies shfdugh a white goods retailer would

tend to include extended warranty and credit life components.

Premiums range from R$2 to R$50 per morithe microinsurance target market is

served by a broad range of products offering different levels of cover. Monthly

premiums range from as low as R$2 per month up to R$50 per month. Benefits (sums

I 3adzZNBRO NI y3IS dzZll G2 wbpnXnnn F2N K2YS 24\
respectively, around R$20,000 for personal accident and just below R$4,000 for funeral
assistance.

Clients: Welinformed target market living in a new reality, but not prioritising
insurance The focus group research points towards a iwdbrmed lowerincome
market. It confirms that the upward mobility of recent years (between 2001 and 2008
more than 20 million people moved from income categories E and D into C) hasabred
new-found consumerism, a sense of being financially empowered and optimistic about
the future, and of strong growth in retail credit extension. At the same time,
indebtedness is onhe rise and the new reality is creating a spending rather than a
savings culture. While the value of insurance is recognised, the market will need some
convincing to actually buy insurancéhey see the need for regular premium payments
as a constraintiad currently prefer to cope with adverse financial shocks through loans
or family support. Thessocietal trends raise a warning signal on the risk of the newly
empowered middle market losing the gains of social inclusion through inadequate
savings and ris protection. This presents a crucial public policy imperative for
developing the insurance market in Brazil.



Health and personal accident risks rank -tapst in the minds of thairban target
audience The focus groups present an interesting deviation frdm demandside
findings, internationally, that death and health are the two biggest risks in the minds of
the microinsurance target market. While health is still paramount, the fear of accidents
is mentioned alongside it. Unemployment was second in fleeanchy of risks that most
concern people. Though death was recognised as unavoidable and unpredictable, the
focus groups participants were more concerned about having to bear the funeral
expenses of a family member than the impact of their own deathhair family.

Perceptions of insurance depend on having a policy orTina perceptions of insurance

differ markedly between persons who have a policy and persons who do not. Those

without insurance were suspicious about it, based largely on word of mgarding

bad claims experiences of people whom they know. More concerning, though, was the

prevailing opinion amongst those without insurance, and even those persons who had
OKSILISNI F2N¥ya 2F Ayadz2NI yOS> (GKIF G AfgedsdzNI yOS 4
group participants imagined the cost of insurance to be in the ratio of 1 (monthly

premium) to 100 (compensation). When asked how much they thought a life insurance

L2t AOe G2 GKS @rftdzS 2F wbPon nnn ¢g2dZ R 02adx
wbmyn LISNJ Y2Y(iKéD ¢K2aS gA0GK Ayada2NIyOoSzI 2y
the real costs of insurance and believe the benefits to be worthwhile. Funeral plans were

regarded as especially good value.

Low client valueWhile the introduction of miminsurance or mass market products has
led to increasing coverage, the value delivered to clients has been decreasing. An
analysis of SUSEP data from 2001 to 2008 for 5 product lines particularly relevant to
microinsurancé (group life, group personal aident, credit life, extended warranties

and multiperil) reveal a dramatic increase in total premium, a sign of the dramatic
growth in microinsurance over the period. Total premium for group personal accident,
for example, increased from just more than R®2million in 2001 to just short of R$2
billion in 2008. The increase in credit life was even more pronounced, increasing to
almost R$2.5 billion. Yet, over the same period, the claims ratios for these product lines
dropped, sometimes dramatically. Theiota ratio for multiperil went from 62% in 2001

to 22% in 2008. For group personal accident the claims ratio dropped from 30% to 16%.
For credit life the ratio was 25% in 2008 and for extended warranty 13%. These claims
ratios are low by international stalards, the only exception being group life with a
claims ratio of 51%. Low claims ratios signify low value to clients, a situation that will
ultimately threaten the sustainability of the market. In the case of extended warranty
and multiperil, the low clans ratios are also matched by very high sales experso

and 52% of direct premium respectively. These figures are high by international
standards.

The most importantimpacts of regulationon the development of the microinsurance
market:

Financial inlusion policies have delivered a ubiquitous e@gndly payment system and
strong growth in microcredit The emphasis of the Brazilian government on social
inclusion and financial inclusion has yielded a number of regulatory changes that have

2 SUSEP does not gather data for microinsurance products as a separate category. The analysis therefore focused on those
product lines that include a large proportion of policies that could be categorized as microinsurance.



benefited the growth of microinsurance. Paramount amongst these is the introduction

of banking correspondents. The more than 130 000 banking correspondents that have

been established since the introduction of the regulation has created a ubiquitous cash
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municipalities. This provides an accessible and relgtigbeap avenue for premium
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deposits be deitated to microfinance operations have contributed to the growth of

credit for low income clients, spurring the growth in credit life insurance.

Interplay of labour regime and broker legislation has shaped mass distribution models:
Brazilianlegislation @es not provide for amgent categoryBrokerage may only be paid

to a brokerand in those cases where a broker is not involved, the law provides that an
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development of insurance deication. Moreover, constitutional and other provisions

protecting labour rights impute an employment relationship where persons earn a

specific percentage of their income from commission from a single source.

The joint impact of the broker regime and talr legislation has shaped the mass

distribution models seen in the Brazilian microinsurance market. Utilising the provision
foranaSaGALIzZ ' yiS¢eé ONBLINBaSyGl GA@S0 G2 &a2daNDS
industry has contracted retailers and othévind parties with large distribution footprints

and extensive sales forces to sell insurance on their behalf. This places the employees of

0KS SadAlLidz IydS +Fad FNyQa fSy3adK FTNRBY GKS Ay
employment relationship between th@nsurer and those who sell the insurance. The

estipulante is paid a performandmsed fee for its sales and administrative support,

which can be passed on to the sales persons on an incentive hagisaricethus
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involvement of a estipulante, these distribution channels will also involve a broker. The

result has been longer and more expensive distribution channels. Funeral homes, who

de facto also sell life insurangcehave capitalised on not being subject to these

regulations by using very short and lower cost distribution channels.

Regulation has facilitated the use of new distribution chanréig Brazilian Insurance

Code delegates the power to regulate detailaspects of insurance provision to the
CNSP (National Private Insurance Councill and SUSEP (Private Insurance
Superintendent). This allows these institutions to adjust regulation in response to
market developments. Over the past eight years they have usésl ftexibility to
introduce various regulations that have enabled the introduction of new distribution
channels and new products. Of particular note is Circular 267/2004 that expanded the
distribution channels for popular group life insurance as well f&s dirculars that
provide certainty on the role and position of the estipulante.

Increasing costs of complian@ad relatively high capital and solvency requirements
discourage small insurerSince 2003 SUSB®&sset out to modernise Brazilian insurance
regulation, creating a more sophisticated regulatory framework. Whereas these
improvements have advanced the stability of the sector, they have also increased the
regulatory burdenand entry barriers for insurersAdded to this are relatively high
minimum @pital requirements, consisting of a fixed portion (R$1.2 million) and a
variable portion determined according to the regions in which the insurer operates. The



variable portions for the two most lucrative regions in the country, Sao Paulo and Rio de
Janeio, are R$8.8 million and R$2.8 million respectively. In addition to the capital
requirements, insurers must also maintain minimum solvency margins ranging from zero
to R$4.1 million, depending on type of activity. Being an insurer in Brazil therefore
requires significant capital, a fact that has discouraged the entry of smaller players. It is
often these smaller players who, through innovative products and distribution methods,
catalyse the most dramatic changes in the microinsurance market. At the same ti
higher compliance costs and capital costs are passed on to clients, affecting the
affordability of microinsurance products and limiting the reach of the market down the
income spectrum.

Heavy tax burdeninsurance business is subjecffiice separate txes, including a tax on
financial transactions that vary between life (0.38% of premium), health (2.38%) and
non-life (7.38%) business. To assess the impact of these taxes on microinsurance
providers and clients respectively, we modelled the tax impactHerfive product lines
under which most microinsurance is likely to be written (see above). We used direct
premium (excluding rénsurance premiums) for each product line as reflected in the
SUSEP database as the baseline for these calculations. Theigmalvanalysis showed

that the total tax burden for large companies (with lower administrative expenses than
smaller companies) as a percentage of beftare profit vary between 46% for group
personal accident to 91% for mufieril. However, when the sha of direct premium

taken in tax is compared with the share taken by clients in claims, the figures become
more glaring group life and credit life fares best with tax burden amounting to 28% and
76% of claims respectively. However, for the other prodimts the tax revenue is
either equal or much higher than the cligportion: 100% for multperil, 180% for group
personal accident and 203% for extended warranty. Tax thus has a very large impact on
the viability and profitability of microinsurance procidines.

Availability ofcapitalisationfor microinsurance distributiom he fact that apitalisationis
allowed (anhistorical provision in Brazil that few other countries hatas proven a
strong stimulus fomicroinsuranceauptake Insurers are permitted by law to bwyseries

2F OF LA G f,st@Eg otk gavidgs dohdorat &nd cede the entitlement to
the draw to their policyholders. The lure of a lottery win has proven critical for the
success of many microinsurance scies. Although there are concerns that the
capitalisation element may undermine policyholder value, there is limited evidence that
this is the case since the savings element is stripped out.

Health insurance regulation restricts scope for health microamse& The Brazilian
constitution enshrineghe right to universal healthcarand the state spends massively
on public health care.The supplementary(private) health plan market isthus
characterised by strict regulatory conditions including the inabildyexclude prior
conditions or to price on an individual risk badis addition, private health plans must
offer certain prescribed minimum benefits. These conditions make health insurance
expensiveHowever, KSNB A& y2 2LJiA2Yy PDhédthiplang it O2y R A
lower benefits but also lower premiums that at least provide some protectédimough
low-income households identified health costs as the biggest risk facing theatth
microinsurance (with the exception of dental plans, some of olhiare quite
inexpensivewill remain outside the reach omostin the lowincome market Due to
these dynamicssome nonrhealth insurers have started to offer limited healype



benefits (such as hospital cash benefits, pharmacy or clinic discasm)t of policies
aimed at the lowetincome market. There seems to be a high demand for such benefits,
implying that it could be a driver of the direction that the microinsurance market will
take.

Regulation of banking correspondenisen if they were redisred as brokers, banking
correspondents are currently not permitted to sell insurance.

Microinsurance Bill During 2008 a Microinsurance Bill was introduced in the Brazilian
Congress to address some of these regulatory issues. The CNSP appointed aarom
Consultative Commission who recommended various changes to the bill that were duly
incorporated. The bill proposes fagaching changes to the microinsurance market. The
most important are:

e The creation of specialised microinsurance firms who seill microinsurance only.
Alternatively, existing insurers can create separate microinsurance divisions to
capitalise on the benefits provided by the new dispensation.

e The creation of a new category of microinsurance brokers with lower entry
requirements.

e The recognition of a new category of intermediary known as microinsurance
correspondents. They may collect premiums and promote acts required for the
marketing and administration of microinsurance.

e The creation of a special taxation regime for microinsaeanperations that would
limit the tax on financial transactions to no more than 1% and permit the payment
of a combined tax equivalent to 1% of monthly income earned from microinsurance
operations. This will entail a dramatic reduction in current tax lardon
microinsurance.

The Bill initially also covered funeral assistance, but that provision has since been removed.
Recommendations

To continue and accelerate the growth of the microinsurance market in Brazil, the following
recommendations are made:

Publc policy objectivesThe market analysis reveals at least three public policy
imperatives for supporting the growth of private microinsurance:

e Large uncovered risks for poor householdSur estimate of 233m
microinsurance clients does not mean that &létcore riskmitigation needs of
these clients are covered. Some of them may only have purchased an extended
warranty on an appliance, a funeral policy for the funeral expenses of a family
member, or credit life covering the outstanding loan amoutbwever, if these
households are hit by major risks, notably health risks or the death or disability
of a breadwinner, leading to the cessation of household income or
unmanageable increases in household expenditure, they are uncovered and
likely to becomehe responsibility of the state if they cannot meet their needs in
any other manner.



Income risk produced by the new realifihe significant growth of credit but not
savings in income categories C, D and E creates large areas of vulnerability
among the reently upwardly mobile. In the absence of formal employmeith

its formal pension provision or savings, the upwardly mobile households are
heading for dependency on the state when they retire or lose their income
stream. This present risk to the stateas the safety net of last resort. But more
important, the gain®f social inclusion are at stake.

Low value to clientd.ow claims ratios mean low value to clients. This situation is
exacerbated by the fact that this market generally consists of -tiimse
insurance users unfamiliar with the best or selective usage of insurance to
mitigate household risks and safeguard incomes and wealth. Insurance products
that deliver low value to clients raise consumer protection issues and place a
guestion mark over th sustainability of these schemes.

Why regulat® If the Brazilian insurance market has managed to reach between 23 and
33 million people in the low income market over the past 8 yeahs; should it now be
necessary to make any specific regulatory prowisior microinsurance?hree main
reasons are suggested:

High costs limit outreach and client valu&he distibution costs for
microinsuranceelevant product lines are higher and the claims ratios lower
than would be expected from a large sophisticategurance sector like that of
Brazil and certainly compared to other emerging markets. This means that
higher than necessary costs are caused by either the market structure (including
competitive forces) or the insurance regulatory compliance burden oeroth
costs imposed by legislation. These costs could be lowered by regulatory
intervention while the competitive dynamics can similarly be improved by
regulation.

Suboptimal distribution systemIn the mass distribution models used for
microinsurance in Bl the client (insured) has its primary relationship not with
the insurer, but with the retailer or other third party and the primary content of
that relationship does not relate to insurance, but to the business of the third
party, whether that is retajlmicrocredit or banking. The market analysis shows
that insurance products sold through these channels often serve the risk
mitigation interests of the distributor more than they meet the risk mitigation
needs of the client. Moreover, the sales personedito sell the policies do not
necessarily contribute to the development of a general insurance culture
amongst the client base. For the growth of a mature insurance market, it is
essential to balance the interests of the insurer, third party distribugord(its
employees) and the client. Experience shows that regulatory intervention is
required to achieve this.

Utilising microinsurance as a social protection to@rowing private risk
mitigation by all households reduces the social protection obligatmnghe
state. There is thus a sound rationale for the state to provide fiscal incentives for
the growth of microinsurance. For such incentivies example tax concessions,

to hit the intended target market will require a clear delineation of qualifying
products as well as measures to prevent abuse and/or regulatory arbitrage.



Recognise that difference insurance seators require different incentiveBifferent
subsectors of the Brazilian insurance market will respond to different regulatory
incentives snply because they serve different markets, are at different levels of
development and sophistication and have different levels of resources. Thus, whereas
changes to distribution regulation, for example the creation of the microinsurance
broker, are likef to be of similar interest to the entire sector, other changes such as
reduced capital requirements as well as reductions in the compliance burden are likely
to have a differential impact between different categories of companidge
recommend that at lest three different subsectorsare recognised in the regulaty
approach:

i. large capitaintensive and sophisticated insurance firms (often linked to banking
groups in Brazil) with the primary markets in traditional insurance categories
who could be inentivised by reducing the costs of selling microinsurance and
reducing taxes;

ii. smaller formally registered insurers who specialize in the microinsurance market or
would be interested in entering the marketn addition to sales cost and tax
reductions, thg would also respond to reductions in the general compliance
burden, including minimum capital and solvency requirements; and

iii. funeral assistanc@roviders who are currently out of the regulatory regime, yet
competing with registered providers of similarergices. Althoughfuneral
assistance providers have a strong incentive to stay out of the regulatory regime,
they may find thgproposedMicroinsurance Tax Regime very attractive.

Define microinsurance as broadly as possiburrent products bought by the
microinsurance market cut across life and Hifie categories with a significant range of
premium and benefit levels. At the same time there is a great need fortknng savings
products (similar to VGBL) to be offered as part of the microinsurance re@ioreent
insurance legislation as well as the proposed Microinsurance Bill allow for separate
categories of microinsurance products to be defined by regulation. To facilitate
maximum expansion in access to insurance products and realisation of the paoilitic
objectives, we recommend that the microinsurance product categories be defined to
include as broad a range of products as possible. In particular we recommend:

e At least two categories for risKirstly, a microinsurance product category with
systemdically lower risk that would permit a lower compliance burden.
Secondly, higher risk products that would include contractual savings products.

e Actuarial modelling to set the benefit limits for product categoriise exact
levels of the benefit limits fothe different product caggories should be set
based on atuarial modelling to determine the risk implications for different
benefit levels for insurers, with different insurer size scenarios. It is important
that a balance be found between limiting thresk and therefore the benefit
levels allowed for a particular product categpwyhile not making the limit too
low to meet thecurrent and potentiakequirements of the market. Should the
benefit be lower than the products the market wants to offer or tesel of
cover the target market wants, will simply not achieve takap.



e Bundled productsIn defining microinsurance product categories, particular
attention must be paid to bundled products. These products dominate the low
income market and will cdmue to be the mainstay of microinsurance in Brazil.

e Dealing with regulatory arbitragél'he risk of a broad definition of microinsurance
is that some insurers might attempt to market traditional insurance produbist (
should not qualify as microinsuramcand are not really targeted at insurance
inclusion or lowefincome customers as microinsurance to take advantage of
regulatory concessiongor example, instead of selling one life policy with a high
benefit level to one high income client, the insureould sell multiple
microinsurance life policies to that client up to the higher level of cover required
by the client.

Limit dedicated microinsurers to lower risk produétsr the bngterm strength of the

industry it would be necessary not to tailor tktempliance requirements for dedicated

microinsurers to the profile of existing insurers. The requirements should be designed to

encourage new entry. Such new entrants could be small operators wishing to

experiment with new technology or product combinats A specific option to consider

would be that dedicated microinsurers qualifying for lower capital requirements are

limited to lower risk microinsurance products, while larger insurers who already meet
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within the higher risk microinsurance product categories.

Stabilise and strengthen microinsurance intermediation through a law of Congress
Whilst most of the issues raised above can be dealt with through subordirgitdaiton,

that is not the case for the intermediation challeng&hestrategic objective must b
facilitate continued sales of microinsurance products by the sales forces of third parties
(noting that the primary income of these sales people are netived from selling
insurance) while at the same time strengthening the position of insurers to promote
greater insurance awareness, an improved insurance culture and sales of a larger variety
of insurance products through these channels. Resolving thiatigin will require, at

the very leastan amendment to theurrent broker regimdo enable a new category of
brokers to be established. This requires@ lof CongressThe proposed Microinsurance

Bill provides a good way forward

Unlocking banking corspondents to sell insuranceBanking correspondents are
potentially the single largeasdistribution channelfor microinsurancen Brazil Banking
correspondents are currently not allowed by banking regulation to sell insurance.
Neither are they allowed binsurance regulation to intermediate insurance unless they
are registered as brokers. Unlocking this distribution channel requires two regulatory
changes: firstly, banking correspondents must be allowed (as banking correspondents
and not as normal entermes) to intermediate insurance. Such a change will allow
various groupings of banking correspondents to be contracted by an insurer to
intermediate insurance. To effect this change will require a decision from the Central
Bank. Secondly, the staff membaeast banking correspondents must be allowed to sell
insuranceg a change that will be facilitated if the Microinsurance Bill is passed and they
can be classified as microinsurance brokers. With these two changes, a vast distribution
channel for microinsurarecin Brazil will be unlocked.



The microinsurance tax regimeThe introduction of a special tax regime for
microinsurance will have a dramatic impact on access to insurance in Brazil. When the
fiscal impact of such a regime (assuming the scopeigfoinsurance recommended
above) is scoped, a number of factors must be taken into account: (1) revenue sacrificed
on current microinsurance products; (2) revenue to be gained through new product
sales resulting from the introduction of the regime; and (®tential increases in
government expenditure if the regime is not introdugeésulting in hadequate risk
coverage for lowincome households.



1.1

Introduction

Study background & methodology

Brazilhas achievedremarkable eonomic and socigbrogressin recent yeardollowing its
more turbulent economic historyThis is also withessed in the insurance industry, where
there has been a marked rise ienetration and in activity in the middle to lower end of the
market. Internationally, insurance products targeted at the lower end of the market are
referred to as ncroinsurance

In Brazil microinsurance represents in the first instance a new market opportunity of
potentially vast scaldnternational experience is showing thatrough innovation and with

the right enabling environmentthe low-income market can be served in a viable and
profitable way However, it is more than just the business opportunity that matters for
Brazil. Microinsurance can also be a potent social protection boaimes of crisisit is more

often than not the poor who are most at risk and least able to protettemselves.
Calamities such as the sudden death of a family member, illimggsy or loss of income or
property can increase the vulnerability of poor people and perpetuate poverty by causing
costly interruptions to the difficult process of asset forioat Very often, families that have
clawed their way up out of direqverty is tirown straight back into poverty when they are

hit by risk events.In the absence ofdirect government provision, such risks may be
mitigated through savings, informal supportetworks and community risk pooling
mechanisms. Such strategies are however often not adequate and may break down at the
time when support is needed most.

International experience has shown that insurance can play an important role in risk
mitigation forthose with low incomesWhereas the individual may not be in a position to
accumulate sufficient savings to cover losses when they occur, Beemay be able to pay
premiums relating to the risk, should the product be desigreed distributedto be
affordable and appropriate to the needs of the podihe provision ofmarketbasedrisk
protection to the lowincome market can thus plag vital roleA y . Ndcibl inEluian
drive. A key policy objective for microinsurance development in Brazil must baféguard

the advances in income and wealth of millions of households that have recently emerged
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Objectivesof this study This study was commissioned by Funenseg and ChNiséghalf of

the insurance industry in Brazil, as an independent assessment of the microinsurance
market, the drivers of its development and the interaction with regulatithrwill propose a
strategy for the development of the markehat will have implications for regulatory
strategy and design. At the same time, it aims to provide an information base to inform
industry strategy and dialogue between different players in the insurance value chain and
between the insurance industry and regulators.

Methoddogy. The analysis contained in this report is based on:

e Insights gained during a twweek consultation process in Brazil in September 2009
during which we visited Rio de Janeiro, Fortaleza, Brasilia and Sao Paulo

e An analysis of available IBGibcioceconomic and financial services usage data
subcontracted for this study and conducted by Rio de Jadmised firm IETS.

Ay Of d:
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e Demandside insights from a series of 15 focus group discussions conducted by Mr Joao
Fortuna in Rio de Janeiro, Sao PaBlartdezaand a semiural location in Ce@among
lower-income people to better understand their risk experience, coping strategies,
awareness and perceptions of insuranc@. full focus groupeport authored by Mr
Fortunais available as a separate documgnt

e An assessment of available desktop research, including the research commissioned by
Funenseg to feed into the CNSP Consultative Commission process and the reports
prepared by the SUSEP Working Group on Microinsurance.

e An analysis of insurance industry dats contained in the SUSEP database.

e An analysis of the current regulatory framework (drawing, amongst others, on the
second SUSEP Working Group on Microinsurance report that analyses the legislative
barriers to microinsurance) and of international exaegoand learning on the regulation
of microinsurance.

Structure The report considers the scope for, opportunities and challenges to
microinsurance expansion in Braad the basis for strategic recommendatiofi$e review
coversthe relevant socieeconomicand financial sector context, as well as tiemandside,
supplyside and regulatory dimensions of the markehe sections are set out as follows:

e Section 2describes the macreconomic, social inclusion and financial sector context

e Section 3considers the curreninsurance markein terms of the different players in the
value chain, the distribution channels employed, the products of relevance to
microinsurance and the current usage of insurance in Brazil

e Section 4unpacks the demandide irsights gained from a series of focus group
discussionsmongthe lowincome market in Brazil;

e Section 5summarises the salient market features aidtiiswhat we consider to b¢he
drivers of microinsurance developmeint Brazil;

e Section 6sets out theregulatory framework for microinsurance; and

e Section 7suggests a strategy for the development of the microinsurance market in
Brazil. This includes suggested public policy objectives, an assessment of the potential
target market and the most likely didbtition channels to reach them, as well as the
main issues that have to be considered in the regulation of this market.

Definitions and analytical framework

Conceptual dfinition. The first SUSEP Working Group partial report considers the definition
of microinsurance in detail. After considering the target market and its features, it concludes
that a conceptual definition of microinsurance is calléwt rather than one relating
specifically to the income of the target markétccordingly, the Consultative @mission on
Microinsurance in Brazil has adopted the following definition of microinsurance in Brazil:

"Financial protection provided by authorised insurers to Joeome population against
specific risks in exchange for the payment of premiums that amgpgmtional to the
probability of those risks occurring and to the costs of said risks, in accordance with relevant
legislation and generally accepted insurance principles”.



Insurance accessible to the lemcome marketThis definition is in lingvith that used by the
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income population, provided by a variety of diffateentities, but run in accordance with

generally accepted insurance practices (which should include |8 Insurance Core

Principles). Importantly, this means that the risk insured under a microinsurance policy is

managed based on insurance @A LJX Sa | YR T dz(IRS R0DHE LINBYA dzY & é
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Insurance:Microinsurance forms part of the broader insurance market, distinguidhe its
particular lowincome market segment focus. This market often needs distinctive methods
of distribution and distinctly structured productg/hile definitions varyinsurancegenerally
denotes a contracwhereby an insurer, in return for a premiurmandertakes to provide
specifiedbenefits. Insuranceis distinguished fromfor example social welfare in that it is
funded by premiums relating to the risk, and benefits are paid out of a pool of funds that is
managed on insurance and risk princigl¢gAlS, 2007)In an insurance product risk is
transferred from the policyholders to the insurer and the insurer guarantees the insurance
benefit if the premiums are paid@Benefits may include one or more sums of motigat may

be fixed orthat indemnify a pecific expense or losClaims may be paid out in the form of a
lumpsum, aservices or other benefitar asan annuity.

Accessible toMicroinsurance products need to be accessible to theiles@ome population
Financial inclusiotis the position whee consumers, particularly losimcome consumers, can
accessanduseon a sustainable basis, financial services that are appropriate to their needs

e Access factorsFactos that impact onaccessinclude affordability, physical proriity,
regulation, oreligibility requirements imposed by the insurény oneor a combination
of these factors may push up cost or make it difficult or impossible for some potential
customers to buy an insurance policy.
e Usage factorsin addition to these access barriers teemay also be usage factors that
discourage people from taking up the product even if they have access. These include the
I @ AfFroAfAGE 2F AYyTF2NXI§ FfGSNY I 0A@Sas TSI N
insurers, distrust in the formal sector, etc.

Both access and usage factors are important determinants of develapinghsurance
market and will be considered in this report.

Appropriate productslt is important to note that financial inclusion is also defined in terms
of appropriate products. It is therefore, not merely about extending any product to the
poor, but products that present value to them atitht they are able to usen the case of
microinsurancethis means thatonsideration should not only be given toet sales side but
alsoto the daims sideas that is where the value of the product is delivered
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“ Note that, sometimes, these benefits need not be a-oay, but can take the form of a defence made on your behalf by the
insurer.
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The lowincome population The lowincome nature of microinsurance has important
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may require speciaproducts, delivery channels and business models in order to provide

such products in a cosfffective manner. Low premiums in turn imply low margins, which

require high levels of efficiency in both market delivery and regulétibime following should

be taken into account:

Relative and absolute povertiicroinsurance is not necessarily restricted to those
below the national or some international poverty line. Such poverty lines are typically
defined to isolate themost vulnerable segments of society aridgger government
intervention as final resort. There may be many otherdoaome households that are
not below the poverty line but still earn a low income, are vulnerable and are not served
by the formal financial sector.

Minimum wage as moving targeSimilarly, as argued by the SUSEP Working Group,
multiples of the minimum salary can give an indication of the target population, but
cannot serve as an absolute enff for the target market, as the minimum salary is a
public policy tool, adjusted annila to grow above inflation. A strict definition of income
caps for microinsurance is usually only required when subsidies are provided and
government wants to restrict subsidies to a very specific segment of society. As the rest
of this document will arge, one should however be careful to be too restrictive in the
definition of the target market.

Market expansion rather than exclusive poverty focBsom a strategic market
development point of view, facilitating market provision, i.e. expanding the curren
reach of the insurance market, is an important goal alongside the broader goal of social
protection of the poorest and most vulnerable. Market facilitation requires an
understanding of how markets evolve. While the extension intoileeome markets can

be accelerated or pushed into specific kwecome client pockets, the
momentum/trajectory of market development is likely to follow earnings potential. The
YFEN] SO oAttt LINA2NRGAAS (GKS Y2ad LINPFAGEOES
Getting insures to move to the next market segment that is not currently served is
taking them one step closer to an-aiclusive market. Given that most of the unserved
market in developing countries will be bf lo@w-income nature, expansion will serve

the low-income market even if it gradually evolves from the midaieome to the poor.

This will be considered in more detail in the Strategy discussion (S&gtion

® Despite this special focus, microinsuranceaéns an integrated part of the insurance market and should be managed
accordingly.



2.1

Market context

The context within which the microinsurance market operates is vitaingerstanding the
current and future drivers of developmeritere we highlight the acro and socieeconomic
context, includinghe trends around social inclusioand the financial sector context.

Macro and socieeconomic

A large, diverse and mostly urbaopulation Brazilhad a population ofaround 192n
people in 208’. This makes it the country with the 5th largest population in the world
(World Bank, 2008. The Brazilian population is highly urbanised compared to many other
developing countries, with®% of all Brazilians living inban areas61% of households live

in the relatively more wealthy South and Sodhst regionsGiven its size, Brazil v@ry
diversel a O2y Ay Sy ( with yery 2liffefent Qithaliy régitBadd sectorsand it

is unlikely that a onaizefits-all strategy will work in any sectofo add to the diversity, the
population is an amalgamation of various settler and immigrant communities, the
indigenous population and the slave trade over the centuries, alindotogether by the
single language they speak.

Recent eonomic succedsllowing reforms in the 1990&\fter a turbulent economic history,
Brazil in 1994 embarked othe Real Plan toreform and stabilise the economy It
incorporated an orthodox macroecomic policy approach embracing, amongst others,
fiscal disciplineafloating exchange ratsince the late 1990and inflation targeting Since
then, Brazil has seen dramatic economic improvementd today it is classified as apper
middle-income county. A number of macroeconomic indicators illustrate this (World Bank,
2009b & c):

e GDP (PPP adjusted) reached US&mn in 208, making Brazil théth largest economy
in the world(8" largest without adjusting for PPP)

e GDP per capita (PPP adjusfadsestimated at US$0,296in 20@8, ranking Brazil4h
out of 178 countriesThis is more or less unaltered from its position a decade ago
(Nationmaster, 2009)

e RealGDP growth was 5.4¢4.2% per capitafrom 2006to 2007, before reducing slightly
to 5.1%in 2008 From 2003 to 2008 growth averaged 4.1F%.line with the global
economic crisis, negative growth of 1.8% was experienced in the first quarter of 2009
(BACEN, 2009). Brazil Hasveveralready emerged from the recession, one of the first
countriesto do so.Growth resumed after the economy shrank for only two quarters
(Economist, 2008},

e Consumer inflation was %6 in 208, having reduced steadily from 12.5% in 2002
(BACEN, 2009)his is asignificant feat given its erstwhile hyperinflationary dés/
(inflation averaged 763% per year between 1990 and 1895tages reaching as high as
2,500%"). The economy is characterised by very high real interest réttesigh interest

" http://siteresources.worldbank.org/DATASTATISTICS/Resources/POP.pdf
8 As measured in the World Bank World Development Indicators database for 2008.
° Though Brazil rankes8" in 1998, this was out of only 169 countries. Its position remains within th&&36 of all countries.

10 It is important to caution that there may be some second order impacts of the recession that will come through in the next
few years so. Howevethis does not take away from the fact that Brazil did convert to positive growth after only 2 negative

quarters, one of the few countries to recover so soon.
' Economist, 2009.



rates have fallen b§%during the global economic crisis of 2008The SHC" rate, set
by the COPOM (monetary policy committeeduced from 13.75% in January 2009 to
its current target rate of 8.75% (BAGER091).

e Next to China, Brazil is currently the developing country with the highest foreign direct
investment, totallingnore than USD45bn in 2008 (Economist, 2009).

Structure of the economy moving towards tertiary sector, but agriculture remains important
The composition of the Brazilian economy in terms of share of GDP

Agriculture, 5%

Industry, 31%

Figurel. Structure ofthe Brazilian economy, 2007

Source: World Bank (2008), Brazil at a glance

The tertiary sector (services) accounts for 64.5% of GDP, with agriculture only contributing

4.99%° down from 10% a decade earlidtevertheless, agribusiness more broadly remains

an important bedrock of the economy, contributing abow8% to export earnings
(Brazzilmag,2008) NI T Af A& GKS 62NI RQa fIFNBS&aid SELRNISN
and orange juice and also one of the largest exporters of soya and of papefrgupts
commerciaplantations*.

Employmenigenerating gowth drives upward mobilityNot only has the Brazilian economy
grown significantly over recent years, but thigrowth experience hasalso been
employmentgenerating. At around 8%, unemployment i®wer than in the USA.The
structure of the population by economic activity looks as follows:

2 5pecial System for Settlement and Custody.
'3 For comparative purposes: agriculture contributes 3.6% to GDP in Mexico, 4.1% in Chile, 10.5% in Colombia and 8.4% in

I NBESYGdAylF® . NITAfQa GSNIAIFINE YR &ASNWAOSE aSOG2NE KIS I YdOK ¢
economies such dsadia and China, where agriculture contributes respectively 26.1% and 18.1% to GDP (World Bagk, 2009
O NK2dza o/ 2dzy GNE G | Ft+yOSe FIrOlakSStaood

 http://www.economist.com/specialreports/displaystory.cfm?story_id=14829525
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Figure2. The Brazilian labour market.
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Relatively low informiity reduces distribution challengedn other poorer developing
countries, the large share of the informal market challenges microinsurance development.
LYRAIFZ F¥2NJ SEIFYLXSS yeiz 2F |ttt 62N]SNE I NB
(Raveendran et al, 2006). In a small, least developed country like Zambia, only 12% of the
workers are formally employed (Zambian Central Bureau of Statistics, 2006pnly are

the incomes of those in the informal sector less certain than of thoséerfarmal sector,

but they are also more difficult to reachresentingdistribution challengeswhereasormal

sector employees can be reached via their unions and emplpyeesinformal sector is

more fragmentedIn Brazil, informality is lower, but 8% it remains substantiddompared

to e.g. the 27.5% informal employment in Mexico as measured by Cardero & Espinosa, 2009
Argentina, with 20% informal employment; and Chile, where 24.4% of those employed are in
the informal sector according to the 1.O

(s}
Qx¢

But not as formal as it appears at first glandeéurthermore, at closer inspection, it is

F LI NByd GKFEGY K2dZAAK cw: 2F GKS fF062dz2NJ F2NDOS
effect formal if considered from an insurance distribution point @wi That is, not all of

them can be reached via employee groups. If domestic workensd unremunerated

employees are taken out of the formal equation, the share of formal employment in the

total employed market reduces to just 44%, placing 56% of the [ptipn in the market that

does not form part of formal employee groups and therefore cannot readily be targeted for
insurance via their employers. Galiza (2009) estimates there to be 30m union members. This
represents only 34% of the employed market, sigiigg that 66% of employees would be in

the unorganised sector.

Pp2iSs K26SOSNE G(KFG y2i FHtf R2YSAGAO 62N]I SNE 6Aff 65 GAYF2NYI

domestic workers and extending benefits such as pension plans to them.



An ongrid population Brazil has achieved neaniversal access to electricity. According to

the 2007 PNAD (IBGE, 20Q&s analysed by IETS), 98% of all Brazilians have electricity in

their homesand receive regular utility account§he account rather than prepaid nature is

an important aspect of the Brazilian situation. It means that the provider has a lot more

detail to profile customers, is effectively providing services on credit wisctepaid in

arrears and the clients are already used to these «ipidon-going paymentsThe figure is

100% in urban areas and 90% in rural areas. Part of the reason for the recent success in
AYONBIFaAy3a LISYSGNI GA2y Aa 3I@ighSoAlRograniiie). t N2 I NI Y
It was created in 2003 with the goal to provide free installation of electricity in the homes of

10 million rural inhabitants by 2008, prioritising those on the Bolsa Familia Programme. By

2008, 9.5m people had been reached (&sli2009b). Furthermore, 91% of Brazilians have

NHzy yAy3a gFGSNI Ay GKSANI K2YSad ¢KAa AYLXASa (K
receive regular utility billgg an immense advantage in terms of marketing of insurance

products, as it provides a readguch point to otherwise difficult to reach customers (i.e.

those not employed in the formal sector). Furthermore, the 85% urbanisation rate reduces

the distribution challenges to reach the rural poor that often undermine microinsurance

viability in otherdeveloping countries.

Low absolute povertyThere has been a large increase in income at the bottom of the

pyramid recently.There are two ways of considering poverty in Brdistly, considering

those below the Brazilian poverty Iiffeas well asBrazi Q& LISNF 2 NX I yOS NBf I i
international poverty lines defined by the World Bank, namely $1.25/day (PPP adjusted) or

$2/day"’. Using the national poverty line, we find that 23% of the population are classified as

poor. Absolute poverty is much lower eh using the international poverty lines: only 5% of

Brazilians live on less than $1.25 per day and 15% below $2/day. This is low compared to

some other large developing countries, but high compared to selected Latin American peers.

The table below compasethe prevalence of poverty in Brazil with a select set of countries

using the poverty lines defined by the World Bank.

'8 Calculated as the aggregate of the population under the vastate-level poverty lines. Poverty lines in Brazil are defined by

state and according to urban, metropolitan or rural status, i.e. there is no official single national poverty line.

"e¢eKS FT2N¥SNJ Aa GKS | @SNI IS 27 tibril$overty linesi2nsalidg & aimefsardnfdbsahit8 & Ay (G KS 5
or hungerpoverty. The latter is the median of all developing country poverty lines.



Population (%) living on <$1.25/day Population (%) living on <$2/day

Brazil 5.2 15.3
vs. BRIC and South Africa:

China (rural) 26.1 63.8
China (urban) 1.7 13.6
India (rural) 43.8 85.6
India (urban) 36.2 72.6
Russia 0.2 2.67
South Africa 26.2 473
vs. selected other Latin American countries:

Argentina (urban) 2.8 9.9
Chile 0.2 4.0
Colombia 160 31.6
Mexico 0.65 7.1

Tablel. Absolute poverty measures in Brazil ancti@sssection of countries.’®

Source: World Bank, Povcalnet

But a large lowincome market Another, more feasible way to look at the microinsurance
target population is by considerg income or socieconomic classes rather than absolute
poverty levels. These are more relevant from a market perspeclivee measures are
commonly used in Brazil: 1) multiples of minimum wage and 2) classes constructed from
sociaeconomic variablesThemost straightforward measure is the minimum wage and its
multiples. It asks what proportion of the population eara monthly income below the
minimum wage, with the three minimum wageer family level (currently R$1395 or US$
775 per month?) widely regarded as the cwiff for the lowincome market.The CNSP
Consultative Commissiceddopted an even broader definition at three minimum wages
capitaper month In 2007, 85% of the Brazilian populati@mound 163m)qualified as low
income accorihg to this measure:

'8 This information is based on the most recent survey data for each country and the survey dates therefore diter acr

countries. All data has been adjusted for Purchasing Power Parity.

®The 2009 level of the minimum salary is R$465 (Galiza, 2009b), up from R$260 in 2004. Therefore three minimum wages per
capita income amounts to R$1395 per moqth 2 2 KA I K- 6522 fod3i & YIS NI & é YSI adz2NB X 6 dzi
with the population that falls below the income tax threshold (which is just below R$17,000 perSieaoes, 2009 email
communication).
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Figure3. Breakdown of the Brazilian population by minimum wage multiples.

Source: Beltrao et al (2009), based on IBGE PNAD 2007 data

As noted by the SUSEP Microinsurance Working Greaprth Partial Repoyt2009), the
minimum salary is a public policy tool that is increased each year in real terms (i.e. above
inflation). It is therefore not necessarily an objective measure of poverty.

Another commonly used measure, which is not based on income, but ratharrange of
socieeconomic variables such as asset ownership and education, is-Eheagieeconomic
classes. This is the classification used by the IBGE in its household surveys.

Socieeconomic clasg % of population
AB 14.97
C 53.2
D 13.51
E 18.32

Table2. Breakdown of the Brazilian population by soeaconomic classesjuly2009

Source: FGV (20Q%®ased on the IBGE PME dataset

85% of the populatioror 128m individualgesort in classes C, D and E (FGV, 2009). This
breakdown thereforecloselycorresponds with the minimum wage measute.the rest of

the document, this market will be referred to as the microinsurance target market, as set
out in Section7. Note, however, that class C is quite broad. The lower part typically
comprises microinsurance target clients, while the richer end of the category may not
I Oldz £ £ & oA Y@EAXKTFE&D I & af

Largescale poverty reductionwhichever way it is considered, Brazil has seen significant
poverty reduction over recent yeardhis is in line with the broader emphasis on social
inclusion in policyo be discussed belovBetween 2003 and 200&27m people moved into
classes A, B andabd 24m movedout of poverty (classes D and E). The largest growth has
been in class C. The relative size of the different classesviodved as follows over time:
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Figure4. Evolution ofthe socio economic classes in Brazil: 2@02009

Source: FGV (20p%ased on the IBGE PME dataset

¢KS NRAS 27F GKS & Y grddhSnresp¥cally klasSC, Wuk dis® dlaSses A

and B has been remarkable. This is no small feat and illustrSa . N} T Af Q& O2 Y YA
upward mobility and social inclusioh.is estimated that about 40% of this increase is due to

Bolsa Familigsee the Boelow), 10% derives from state pensions and 50% is from labour

income (FGV, 2008 personal communicatign Together with the growth experience, the

size of the economy, the big population and the level of employment discussed above, social

AyOf dzaAz2y KI a LINE RdzOS R¢ alclasg f 2pivarélySnidbile; aspiving S YA RR
poor who collectively have comgrable spending power.

Purchasing poweEarlier research synthesised by FenaPiievZanzini2009) indicates that

GKS /3 5 YR 9 OflFraasSa KIFI@S Y2NB (@®assC I (KANR
dedicates more than 30% and classes D and Endr@0% of their purchasing power to

consumption. At the time, this was still significantly lower than Mexico, Chile, Colombia,

Argentina and Costa Rica. However, more recent figures suggest that families with a monthly

income of up to R$4,080 consumed R#noy Ay wnantI NBLNBaSyidAyS3
spending powerThis ispredicted to rise to more than R$1,300 bn by 2030 (BGY/Ernst &

Young 2007 quoted in Zanzini, 200Research presented at the Microsseguros Workshop

(JLV, 2009) indicates that class C are able to spend 38% of their disposable income on non
essential itemsThis is in sharp contrast to the poor in many other emerging markets where

the main goal is stilurvival. This presents a significant opportunity for microinsurance.

The purchasing power at the lower end of the marketmplements the large base of the
economy and the growth experiente create alarge domestic demarfdin Brazil. It is this
demandthat has (at least partly) buoyed Brazil through the current global economic crisis.

Box1. The Bolsa Familia program unpacked

! fINAS LINIG 2F GKS NBOSyid az20Al ¢ Ay Of dzia A 2
experig/ OS YR SYOGUNBLINBYSdzNAFE FGGAGdzZRST 6 dzi

 This would still fall within the 3 minimum wages papita market. A household earning R$4,000 per month and comprising 3
individuals quld be earning three minimum wages per capita per month. .
ZCa2NJ SEF YL SY F2NJ GKS LI ad ¢ 2grawig chidmarketNEcbrbrhist, 109 6 SSy GKS 62 NI RQ:
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willingness to try new things. The Bolsa Familia Program is the umbrella under which various
assistance programs have consolidated,

History Up to the 1980s, th@orm in Brazil was to provide social assistance through the distriby
of basic food packets in deprived areas. Concerns about corruption and a lack of logistical
however prompted a debate on the goals and structure of social protection. Ca@ddso 3 2 @ §
(from 1995) was the first to roll out larggcale social programmes through various ministries, sq
implemented in partnership with NGOs, and all under the umbrella of one social protection net
Introduced in 2003, the Bolsa Famila Paorgme unified several of these programmes and expan
them into a single national conditional cash transfer programme. It draws its mandate from
10836 of January 2004, deriving from Provisional Amendment 132 of October 2003 (Galiza,
Today 11m hoseholds (about 45m individuals) receive cash transfers totalling R$11.4 billion pef

Families covered (million| Budget (R$ bn
2003 3.6 3.2
2004 6.6 5.6
2005 8.7 6.8
2006 111 7.5
2007 111 8.8
2008 111 10.5
2009 111 114

Table3. Bolsa Familia coverage and budget

Source: MDS (2009)

Structure Bolsa Familigargets households earning up to half a minimum wage per capita, or a
monthly household income of no more than 3 minimum wages (MDS, 28&defts are broken
down as follows (MDS, 2009):

e A basic benefit of R$68 per month to families with a monthly per capita income of up to
regardless of the number of children or adolescents in the household.

e A variable benefit of R$22 for families with amthly income of up to R$140. This benefit is p
per child up to 15 years of age up to a maximum of three children per household.

e A variable youth benefit of R$33 is paid to families with an income of up to R$68.5 where
are adolescents aged 1% in the household that attend school, up to a maximum of t
benefits per family.

The benefits paid will therefore vary according to family size and age of children, with a ma
amount of R$200 per family per month. The average benefit paid is R$51f&npiér per month.

ConditionsMinimum required school attendance is 85% for children from 6 to 15 years, reduci
75% for those between 16 and 17 years. In addition, an immunisation schedule needs to be fg
for children up to 7 years of age andeth nutritional status must be monitored. Likewise, t
nutritional status of pregnant or breastfeeding women is tracked and there is prenatal and pos|
monitoring (MDS, 2009).

Wide distribution network Bolsa Familia is disbursed through the Caixa Economica Fe
distribution network, including its 20,000 lottery outlets and 4,000 branches. In fact, Bolsa Famil
one of the motivating factors for the formalisation of the banking correspondent cbiarin
regulation by BACEN. Recipients are issued a Bolsa Familia card used to withdraw the grant. C
the card does not allow the recipient any transaction or savings functioratitye full benefit must
be withdrawn in a single transaction.

Sinde database Operating costs represent only 5% of the programme budget, despite the fact
means testing needs to be conducted and education and health conditions need to be mon
(MDS, 2009). The success lies largely in the fact that a singleyegidled CadUnico, is used whe
each individual on the system is assigned a unique Social Identification Number. CadUnico

12



information on all families with per capita income of less than half the minimum wage or a mq
family income of up tdB minimum wages. It currently covers 17.5m families, 11m of whom ar
Bolsa Familia (MDS, 2009). The database contains information on the characteristics of the ho
family composition, the identities of each family member, the qualificationsashefamily member
and their position in the labour market, as well as the main family expenses. The data are cg
and tracked at municipal level and then centralised in the unified database. Benefits can be bl
suspended or cancelled by municiias through a central webased management system (Galiz
2009b).

Administrative reachGovernment has effective administrative reach through the municipalities
state-owned financial institutions for the implementation of Bolsa Familia. The unifighbase
effectively documents and monitors the poor (Galiza, 2009b).

Bankinginclusion programMDS (the Ministry of Social Development) regards its next challeng
incorporating the Bolsa Familia recipients into the financial system in an efforpremnote
OAGAT SYyakKALKkaz20Alt AyOfdzaiazy +i tFNEBS IyR

beneficiaries build up assets (Dias, 2009). To do so, it plans to convert the disbursement sy
one based on basic/simplified current bank agnts”, where the Bolsa Familia account become
savings and transaction account for its users (MDS, 20@@nsultation). More than 2 millior
beneficiaries already have a bank account (Dias, 200%). Bolsa Familia accountll be a Caixg
Economica Fedal account with a debit card. Customers can choose whether it should

Mastercard or Visa accourithe immediate goal is to open 4m accounts by the end of 2010. M
however confident that this goal will be exceeded and that 6m new accounts wilb&eead over the
next year. After that, the rest of the Bolsa recipients will be targeted, as well as the rest of the fa
on the CadUnico database but not covered by Bolsa (Dias, 2009).

As the conditions for the basic current account hold that one persmay only have one bas
account, it will imply that those recipients who already have an account would have to closs
account in favour of the Caixa account, should they want to receive their Bolsa Familia grant
bank account.

The banking inakion project was piloted with 45,000 families in one city in 2008 and rendered
than 97% uptake (MDS, 2009). Most recipients however still tended to withdraw the cash in one
is likely that this culture will only gradually change and that deditdinancial education will bé
required. In this regard, MDS is involved in the coordinated process towards a National Strat
Financial Education with entitidike BACEN and SUSEP (MDS, 2068nsultation).It plans a masg
marketing campaign to cege consumer awareness (Dias, 2009).

Phasdl: financial inclusion more broadl¥he plan is that the basic bank account should then pro
the platform for other financial services (such as microcredit and insurance) as a next phase
financial inalision program. The plan is to provide funeral, personal accident or residential covel
below R$2 per person per month. While this is a laudable goal, careful research will be nee
ensure that it is indeed attainable and will achieve the necessesje to make insurance provisig
viable.

The Brazilian government annually invests great resources into the Bolsa Familia Prognam
managed outreach on an unprecedented scale, making it a frequently quoted success
internationally. The big chi@ingenow is graduating people out of the programme as well as mal
the program the basis of financial inclusion by adding transaction functionality.

Decreasing inequalityAll of these factors also contribute to decreasing inequality.
Traditionally, Bazil has been one of the countries with the highest Gini coefficient (a
measure of inequality) in thevorld. Along with poverty reduction, income inequality has

however decreased in BraZilhe 2009 United Nations Human Development Report (HDR)

22 Created by BACEN in 2004, these accounts offer free transactions up to certain limits.
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estimatesthe Gini coefficient for Brazil to be 0.55 (UNDP, 2009), down from 0.61 as

measured in the 2003 HDR (UNDP, 2008js represents a significant change in an index

value. Between 2001 and 2007, the income distributod Y SI adzNBER o6& L. D9Qa t
changed as follows:
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Figure5. Brazilian household income distribution: 200&rsus2007°

Source: IBGE, PNAD 2001 & PNAD 2007 (graph drawn up from data analysis by IETS)

As is apparent from the diagram, the hump of the bell cuimdicating the percentage of
people in the lowest income bracketsioved down between 2001 and 2007. Also, more
people now fall in the R$46800 (roughly 1 to 2 minimum wages in 2007 terms) categories
¢ noting that the income brackets have not been adjukter inflation

But high functional illiteracy¢t KS 2y S aFfe& Ay GUKS 2AyGYSydé 6KS
41 SGOKSR 0208 Aa O2y OS NPeSpRe speading MiofiGDP éhd S R dzO |
SRdzOF A2y 3z Fyydz tfez SRdzOlchalefgés. N ¥fltheyadult 2y S 2 F
population is functionally illiteratg, reaching 45% in rural areas:

% Note that the income brackets have not been deflated for 2007 versus 2001 and therefore the 2007 income will be inflated
relative to 2001. However, inflation will not amge the relative income distribution (the shape of the curves).

*This is slightly more than selected other Latin American countries. According to Unesco (2007) Chile, Argentina and Mexico
respectively spend 3.4%, 4.51% and 4.83% of GDP on education.

% Furctional illiteracy can be defined as a level of literacy insufficient to meet the requirements of everyday life. Therefore a
functionally illiterate person may be able to read and write and would have had some schooling, but at an inadequate level.
See, fo example http://dictionary.reference.com/browse/functional+illiteracy
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Figure6. Functional illiteracy rates in Brazil

Source: IETS (2009), based on IBGE PNAD 2007 dataset

NI}TAfQa LlzLJAf &a NRdziAySte &a02NB yY2y3d (GKS
tests (Economist, 2009). 9% of the population above 25 years of age have completed tertiary
education, with the mean number of years of education for those 25 yeapfder standing
at 6.9 (8.2 metropolitan and only 3.5 rural)l.4% of pupils in the 1st to 4th grades are over
the expected age, rising to4% for those from the 5th to # 8th grades ad 27% for high
school students31% of all those aged 1B are stillin school(IETS, 2009, based on PNAD
2007).

The challenges in education spill over to other parts of society, including the financial sector,
where it poses challenges to consumer education and, hence;upkand can increase
consumer vulnerability to alse.

In conclusionDuring the past decade Brakads made huge strides in reducing inequality and
increasing the disposable income of the poorest parts of its population. ¥epite the
good economic and poverty reduction performantee low-income market remainsarge

In many ways, this presents an opportunfty, rather than an obstacle tothe Brazilian
insurance market.

Financial sector context

The financial sector context is important from a microinsurance development point wf vie
for two reasons: firstly, the financial sector footprint and infrastructure provide the payment
system backbone for microinsurance transactions. Relevant, appropriate and affordable
microinsurance products are of no use to the target audience if thegaldhave access to

the means to pay premiums and receive claims. Secondly, it provides an important
distribution channel for the sale of insurance products and a ready client base to whom
insurance can be crosssold. Bancassurance often presents an impattdirst order
opportunity for growing the insurance customer base and there is much innovation in
marketing and delivering mass produdtgough the banking sectorFurthermore, credit
provides a powerful tool for microinsurance distribution, as will sedssed below.
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Sophisticated financial sectdBrazil has the largest and most sophisticated financial system
in Latin Americalts retail banking system is a hybrid of stantrolled and private banks
that compete directlyThere are two large federatate-owned banks and a number of large
private banks, many of them with insurance subsidiariésllowing aNovember 2008
merger, Itau Unibanco is now the largest bankBrazil énd among the 15 biggest banks in
the world) with combined assets at the tenthat the merger was announced of R$575 bn
(US$ 261.4 Bf) (Bloomberg, 2008 Sate-controlled Banco do Brasi the second largest
bank In total, state banks account for almost 38% of credit extension (Economist, 2009).

In 2007 Brazilian banks had ircess of 18,500 branches, 153,000 ATMs and about 2.5m POS
devices. This implies that there were almost 9,800 people per branch, 1,181 people per ATM
and only 73 people for every POS deficén 2008, the ATM network grew further to
158,628 and the POS network expanded by more than 30% to 3,244,170 terminals (BACEN,
2009e). This represents very high penetration by LAtimerican standards for ATMs and

POS devices, more so than for branches] also compares favourably with developed
countries. For example:

Number of people per:
Branch ATM POS device
Brazil 9 800 1181 73
Chile 10 649 4161 589
Bolivia 65 539 20 833 n/a
Colombia 11 441 10 416 n/a
Venezuela 22675 6024 n/a
Mexico n/a n/a 657
Germany n/a 1529 142
Japan n/a 924 102
UK n/a 1002 96

Table4. Financial system infrastructure: Brazil versus selected other countries, 2007

{2dz2NOSY .1/ 9b oO6HnnT0X &aGrdAadAOrt dzLRFGS G2 NBLEZ NI

OHNNyO a.NITAEALY tI &Y SDémirguektiit & Beck (2003EEn&iBaS N Hnny €T

(2008)

Usage of banking services on thereaseln itscomprehensive study on access to finance in
Brazil, the World Bank (200§uoted the number of people with bank accouras60m or
around 30% of the populatigrbased on BACEN estimates. The World Bank also conducted a
non-representative survey of 2,000 lan adults in 2002, which fourd3%of adults in the
sample to have a bank account. The mean income of the sample was 3.5 times the minimum
wage and the median income was 1.8 times the minimum wage, making this a good

indication of access among the micrsimance target markel. . D9 Q& K2 dzZaSK2ft R SE LJX
survey (POF), the latest which was conducted in 2002/8hows 37% dfiousehold$o have

a bank accourit.

% As comparison: this asset base would make it the dixtpest bank in the USA

(http://www.istockanalystcom/article/viewarticle/articleid/276560%

TLF dzaiy3d GKS LRLMZFGAZY SadAYFEGS F2NI HanTt 2F mynodY FOO02NRAY3I |

% The survey tested only expenditure. 37% of households indicated that bank tariffs are one of their expenditute lines. |
therefore does not throw any light on how many people have bank accounts or what type of account it is.
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Banking penetratiofis likely to have increased significantly since th&ocording to th008
aGFadAaGAOrNt dzLRIFIGS G2 GKS . 1yO2 [/ SyuaNTft
there were 125.7 million deposit accounts in Brazil 2008°. No data is available on the
average number of accounts per accodnaider, but if a ratio ofbetween 2 and 3is
assumed’, it would mean that there ardetween42m and63m bank account holders in
Brazil(between31% and47%of the population over 15 years of ag&he upper bounéd3m
would seem to be more realistic, while still relatively low compared te World Bank
estimates quoted above.

Extensive networlof correspondents extends acceBsazil is a pioneer, internationally, in
the use of norbank banking correspondents to extend the reach of the banking setor.
variety of non-bank correspondents local merchants, post offices and lotteoutlets ¢

distribute a range of financial services on behalbafksregistered with Banco Central do

Brasil.The urban household survey conducted by the World Bank (2005) revealed that 47%

of respondents use geanent outlets as their main financial institution.

NJ

History of correspondent$ KS Y I Ay NI GA2yFfS FTNRBY 3I28SNYYSyilcC
banking correspondents was to expand the then Bolsa Escola programme (now included in

Bolsa Familia) to municiptdis where there was no bank branch. It therefore relaxed

regulations to allow Caixa Economica Federal to use its network of lottery outlets to pay
benefits. Many shop networks in the Northeast then took advantage of these regulations to
integrate their sevices electronically with the banks. In this way, pharmacies and shops

developed into banking service poin{$&sonzalez et al, 2009)Banks welcomed the
opportunity to move customers out of their branches for bill paymemtsbank branches
are very experige to operate in BraZil. Customers, in turn, prefer to do their transactions

through correspondents due to the easy access and reliable, informal atmosphere

(Datapopular survey quoted in Gonzalez et al, 2009).

Current correspondent market featurefoday around B0,000 banking correspondents

ensure the availability of banking services in each of the more than 5,000 municipalities in

the country (Gonzalez et al, 200BACEN, 2002 Correspondents are equipped with card
swipe and barcodeeading point ofsale (POS) terminalén December 1999, there were

1,679 out of 5564 municipalities without access to financial services. Within three years this

had reduced to zero (BACE2009. 1,380 municipalities have fewer than 5,000 inhabitants,

making this all te more remarkableCGAP (2008) notes that 2,200 municipalities were not
yet covered by cell phone reception at the time; this makes the banking sector footprint

larger than that of mobile phoneg a feature that sets Brazil apart froomany other

developing countries Correspondents are able to efficiently and cheaply process cash
payments. This implies that insurance is not of necessity limited to those with a bank

account who can pay by debit order.

® These include all different kinds of accounts: savings, current, individual and business.
® This ratio varies amongst countries. In Pakistan, thegaye number of accounts per person is between 2 and 3. For
Indonesia ,the ratio is between 2.5 and 3 accounts per person (Bester, et al 2008c)

¥ These reasons are listed by the World Bank (2005) and include: the fact that banks are required by fHenerirvarious

expensive security measures, specific requirements for transporting cash to and from branches, as well as capital reguirement

I R2dza G SR LISNJ NI yOK® ¢KS Y2a80 AYLRNIIYy({d 0230 RNABSNE K25SOISNE A
imposes a maximum workday of six hours, five days a week for all bank employees other than management. Extra hours attract

overtime. Furthermore, labour costs are generally high and social contributions and taxes allegedly amount to mobé&than 8
of salaries (World Bank, 2005).
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The majority of transactions through correspondents ati# bill payments (noraccount
based), but withdrawals are also on the rise:

1800000
1600000
1400000 -

1200000
M Bill payments
1000000
Balance checks
200000
M Deposits
600000
OWithdrawals
400000 A

200000

D 4
2001 2002 2003 2004 2005 2006 2007 2008

Figure7. Correspondent transactions

Source: BACHRO009) based orSoares &elo Sobrinho (2008) & Deban (2009)

Size of the microfinance market depends on the definitimiernationally, microfinance is

often the main channel for microinsurance development, as clients are offered insurance on
the back of their loan to cover the risk of credit default due to dehthhis way, compulsory
insurance introduces many people in the kiweome market to the concept of insurance. As
part of the financial sector context, it is therefore very important to understand the scope
and nature of microfinance in Brazil, the extettt which this is currently linked to
microinsurance and the scope for future synerdie$raditionally the term microfinanégas
applied in Brazil refers only to productive microcredit, i.e. credit for microentrepreneurs. It is
widely documented that thismarket is quite small in BrazilThe main example of
microinsurance marketed through the microcredit channel is statmed bank Banco do

b 2 NR SGreti@rfigoprogramme. In 2008, CrediAmigo accounted for around 60% of the
active portfolio of the producti®@ YA ONR ONBRA UG YINJ Sl ¢62 0G§KANRA
in the Bolsa Familia Program. CrediAmigo expects to reach the 550,000 client mark by the
end of 2009 (CrediAmigo consultation, 2009).

More detail on the rather complex productive microcredit ret; the various entities
operating in it and data estimates on its size are contained in Appendiid however does
not capture the full picture of credit to the loimcome market.

Fairly large lowincome credit market in Brazil, broadly defin&dhen all popular credit is
taken into account, Galiza (2009) estimates the total market to have 21m clients, of which
less than 1m areriented productive microcreditEven this may be an underestimation, as
the Ministry of Finance (consultation, 2009) estimgtinere to be 20m pensioners alone

%1 it delivers value to them (i.e. if they claim and receive benefits ), this can demonstrate the value proposition aheacould

to the voluntary future purchases of other types of insurance. This process is refeged & a Y N} SG RAaO020SNB¢ | yR
in more detail in Bester et al (2008b). Should clients, however, not be aware that they have insurance cover, be charged

exorbitant premiums due to the captive nature of the compulsory market, and not claim dveggayouts this will

undermine trust in insurance and will discourage future insurance usage.

#t is debatable when credit becomesicrocredit. The Microinsurance Information Exchange (MIX) defines it as any credit

below 250% of the per capita Gross datl Income (GNI) adjusted for purchasing power parity (quoted in Gonzalez et al,

2009). In Brazil this amounts to a loan amountaefitUSD 25,175 according to the PPP GNI per capita for Brazil of USD 10,070

as captured in the 2008 World Bank World Depehent Indicators data. According to this fairly broad definition, the number

of people with microcredit can be expected to be significantly higher than the estimates quoted.
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with consigned ¢ LJI &med@tt @nd as the estimates quoted in Appendix 1 indicatee
microcredit statistics reported by BACEN (2009d) indicate that, since B@®4onsigned
credit market has grown to a portfolio sinf R$61.9 bn in August 2009. The average value
of a loan is R$4094.12. This would suggest that the number of customers is around 15.1m.
The main target for theonsigned credimarket is the C and D classes, making this market
and the extent to which it distributes credit life and other insurance of relevance to our
analysis

Galiza (2009) and Gonzalez et al (2009) suggest the following classification of microfinance
activities:

4 )

Popular credit
2lm+

Productive microcredit

(=) -
- J

Figure8. Typology of microfinance.

Sourcel dz(i K2 NE Q | RI Lalizéd (2@09pndoGodz&ldz etAly(2009); usage numbers are
from Galiza

e Popular creditis defined as all loans to the lewwcome population, whether it ior
productive purposes or for consumption. It therefore includes payroll or consigned
credit.

e Productive microcreditas the name suggests, is credit for productive purposes, i.e. for
microentrepreneurs and the sedfmployed to invest in their businesstavities, whether
formal or informal.

e Oriented productivemicrocredit is a specific subset of productive microcredit that
specificallytargetsthe lowincome population (this will relate to government supported
programmes where the recipients are subjdota means test or assessment by the
credit agent).

It is this broader market that isnportant from amicroinsurancepoint of view There is still
significant room for growth: Soares & Melo Sobrinho (2008, quoted in BACEN, 2009)
estimate the total markepotential for microcredit to be at least 35m individuals (assuming
that only half the 70m eligible individuals they identify will want credit).

Diversecreditsector According to BACEN, there were 1,98&yers in thdow-incomecredit
market (credit cogeratives and no#bank financial institutionswith a total of 2,428
branchesin Brazil in 2007(BACEN, 2008 The market is comprised of a number of
institutions, as illustrated by the following diagram

*Consignedcred? NJ LI e N2t f f SyRAY3IE A& | $2NI RgARS LKSy2YSy2y 3ILAyAy3d .
forthelowA y O2YS YIN] SG® ¢K2dza3K GKS GYAONBTAYIlI yOS NBG2tdziazyé F20dzaSi
defined in this way, is estimated have only around 140 million clients. There is however a much bigger market in personal or

consumption credit i.e. credit to individuals that does not try to control to what use the individual puts the money. It allows

the low-income marketto borrof 2 NJ SYSNASYy OAS&ar GKSNBoe&e SyloftAy3a O2yadzylLliazy &avez
group lending methodology is however absent, such loans often have formal employment or proof of regular income as a

prerequisite, with a compulsory debit order cayroll deduction to cover the instalments.
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Figure9. Types of crediproviders in Brazil.

SourceAdapted fromBACEN2009

e Public fundsare microcredit initiatives from states and municipalities. They exist in 14 of
the 27 federal units (Gonzalez et al, 2009). data exist on their exact reach.

e OSCIPandNGOsefer to nan-profit entities that provide microcredit. Notable OSCIPs
are CEAPE (Centre for Backing Small Businessgsh, has 25,000 client§, KS 2 2 YSy Q&
Bank, the VivaCred Program, the Community Credit Institutions, the Sao Paulo Confia
program and the PopularadBk of Santo Andre (Gonzalez et al, 2009).

e Development agenciesire statelevel publiccredit entities. Each state may only have
one development agency, though not all states have one yet.

e SCHMEPPsre forprofit entities supervised by BACEN that providgclusively
microcredit (Gonzalez et al, 200BACEN, 2009

e Credit cooperativesare cooperatives of small entrepreneurs and microbusinééses
Most credit cooperatives belong to cooperative networks. The largest networks are
SICOORSistema dasCooperativas de Crédito do BrasBCRED(Sistema de Crédito
Cooperativo) and CRESOI(Cooperativa de Crédito SolidarioJhe first two have
registered their own commercial banKBANCOOB and BANSICREDihereas the
latter is more focused on the rurahd agricultural sectodn addition, Unicred operates
a network of 400 credit cooperatives for medical doctors in 14 states (World Bank,
2005).

e Among the commerciabanks the most important microcredit initiative is Banco do
b2NRSaGSQa / NIESRA !'YOA2IRS 060 RAYaEROdzak y 02 wSIEt {Fydly
programme. The latest available figures for Real Microcredito suggest that it has only
around 8,000 clients (Gonzalez et al, 2009)

¥ Before 1999, any NGO could obtain public funds tdemwl. After the passing of Federal Law 9,790 of 1999, NGOs have to

qualify as OSCIPs in order to obtain public funds. To do so, they must apply to the8Min&tF Wdza G A OS | yR Sy i SNJ Ay iz
tFNOYSNEKALE o6D2yiFfST SG X wnndood

®ekra OFGS3I2NE 614 ONBIGSR o6& wSaztdziAzy odnpy RRYMIMMAYEL Y HANoO.
cooperatives (Soares & Melo Sobrinho, 2008, quotedoinz&lez et al, 2009).

" The establishment of commercial banks by cooperatives is authorised GMirResolution 2193 of August 31, 1995.
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Box2. The role ofcredit cooperatives in the Bazilian financial sector

In Brazil, ooperatives can be formed for a number of reaspimgluding for agricultural purposes, |
workers in various industries, or for the purpose of providing credit to members (credit cooperat
According to the latesfigures of the Cooperative Organisation (availablevatw.ocb.org.by, there

were 7,672 cooperatives in 20070f whichly Hc 6 SNB ¢ 2 NJ S NBdQuer®ayaculiSral
cooperatives, 1138 were creditcooperatives and the rest a range of othéypes such as
infrastructure, housing, educational or transport cooperatives. In total, the cooperative shatb
7.7m members, of which 2.9m belonged to credit cooperatives2007 Today, BACEN (200
estimatesthe credit cooperative market to have more than 4m membé&rsoperatives are present i
1,751 of the more than 500 municipalities in Brazil (OCB, 2009).

Types otredit cooperativesThere are three types of credit cooperatives in Brazil: mutual, mmdl
Luzzatti Mutual credit cooperatives can only be formed by people who work together or belong
professional associatiofi.e, by people of the same tradéljhere must be a minimum of 20 membe
Rural credit cooperatives can be formed by rural geopho work in agriculture or related activitig
(World Bank, 2005)Luzzatti areopen cooperatives. This allows cooperatives to serve meml
without a preexisting common bond. Since this category was created, any person from anyrtegd
join a freeadmission cooperative to get credit (Gonzalez et al, 2088th cooperatives have bee
allowed by regulation since 1993, but limited talp (only 10 registered Luzzatti by 2003) led
regulatory changes in 2003 (World Bank, 2005).

Functions of credit caeratives While other cooperatives can act as distribution channels for Ig
and other financial services to their members, only credit cooperatives may mobilise deposi
offer financial services (World Bank, 2005). Credit cooperatives can offeveanl@oader range o
services if they link up to a cooperative bank. In this way, members of SICOOB and SICRE
credit cards, offer internet banking, issue trade credit, extend working capital and investment
funded by public programs such as@RAF or lines of credit under the BNDES. Furthermore, the
as a distribution channel for insurance (World Bank, 2005).

Large creditand storecard sector/ NERA G OF NRa LINBGARS |y AYLRNI

microinsurance. Not only is it a way of okéng clients, but it is also a way of collecting
premiumsand can be a channel for credit life insuranéecording to BACEN Directive 1,
2006, the use of payment cards increased 29% a ywaaverage from 1999 to 2005, and
accounted for more than 45% of interbank nroash paymentsOver the same periodhe
corresponding value of transactions increased from some R$41 billion to R$190. billion
There are a number of payment cards such as credtitls, debit cards,-money, retailer
cards and charged cardsard usage in Brazil has evolved as follows over the past few years:

Number of cards (millions) | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
With credit functionality 40.8 | 44.0 | 53,5 | 675 | 85.2 | 117.7| 132.1
With debit functionality 114.2| 125.4| 149.1| 163.9| 174.5| 182.4| 207.9
Retailer and fidelity cards | n/fa | 71.0 | 86.0 | 97.0 | 118.0| 144.0| nl/a
Number of deposit account 77.3 | 87.0 | 90.2 | 95.1 | 102.6| 112.1| 125.7
Table5. Number of creditdebit and retailer cards in circulation in Brazil: 202908

Source: BACER007, 2008 an@2009%

In 2008there were132m credit cardsand 208mdebit cards (just a few million fewer than
the total population) in circulatioBACEN2008). In addition, there were 144m retailer and
fidelity cards in 2007 (BACEN, 2008)retail chain like Casas Bahia alone has 15m active
payment cards (Galiza, 2009hough the number of cards denot necessarily correspond

to the number ofpeoplewith cardsas one person may have several cards, it does indicate
that the market is large and growing.
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Small microfinance sector implies that credit providers do not feature as underwriters of risk
International evidence shows that microinsurance tale is often not the result of
voluntary strategies by the poor to mitigate their material risks. Rather, it is the outcome of
compulsion by credit providers seeking to cover their own exposure to default. Therefore
microfinance institutions or other microcredit prows are often the dominant players in
microinsuranc&. This phenomenon is however not widespread in Brazil. MFls do not
feature as insurance providers and credit life insurance is not yet as important in Brazil as in
many other jurisdictions. Credit provads are therefore relevant as distribution channel for
microinsurance rather than as direct providers/underwriters of insurance.

High cell phone penetrationut mobile banking only now starting to take .offccording to

the World Bank (2005), 100m Brazika(57% of the population at the time) had a mobile
phone even though only 60m had a bank account. This number has since grown significantly.
In November 2008 the market regulator Anatel reported the number of mobile phone users
to have reached 147m peogfe; about 75% of the population. Anecdotal evidence suggests
that this has now surpassed the 100% mark.

DAGSY G(GKS KAIK Y20AfS LISYSUGUNIXdGA2y NI GS> Y20Af

LIR2AYGE F2NI I aA3IYyAFAOL Yy LINE L2, sbyldmz2 ¥ G KS
payments achieve largecale takeup. In the insurance sphere, mobile platforms could be
harnessed for premium payments as well as the communication of policy and claims
information. There are indications that mobile banking is startingaket off in Brazil, though

it is not widespread among the Ieimcome population yet. An interesting example is the Oi

Paggo mobile credit card, discusse®wx3 below:

Box3. Oi Paggo case study

Oi is now the largest telecommunications company in Brazil. In January 2009 it acquired
Telecom, bringing its client base to 56m across the whole of Brazil, 30m of whom are |
subscribers. Ohese, 24.4m are Oi clients, and the rest are Brasil Telecom subscribers (Oi, 200
2T hAQa Y20AfS dzaSNBR INB LINBLIAR O0hAX wHnany

hAz GNryatrdAy3a G2 alAé Ay 9y3IftAakKzI KFa |
innovative Oi Pagp mcredit card service. In December 2007, Oi concluded the acquisition of F
Administradora de Credito (Oi, 2008). Oi Paggo operates as a cardless credit card, with trans
being conducted via the mobile handset and SMS messages rather than defAGS The merchan
2NAIAYIFGSa GKS GNryal Oliazy o6& aSyRAy3a | 4GS
transaction value and the number of instalments. The purchase is authorised on the Oi Paggo
which then sends an sms to thestamer with the transaction details and a secret pin. The cl
confirms the purchase with the pin, after which both the client and the store/service pro
receives confirmation of the transaction via SMS. The confirmation SMS includes an update
FoFrAtlFotS oFrtlyOS YR GKS Y2yGiKQa oAff G2

hA tlF332 RSoAda (GKS Odzad2yYSNna ONBRAG OIF N
(McMahorE HnnyT hAZ HAngpoO® ¢2 NBIAAGESNI F2 NI ek
and residence must be posted, faxed or emailed to Oi Paggo. An additional person (SIM card
placed on one Oi account, in which case the credit limit will just be shared between the tw

*®_For example, in IAIS/MIN Joint Working Group on Microinsurancedivetry study (see Bester et al, 2008 for #ymthesis

report), compul®ry credit lifeaccounted for the bulk ahe microinsurance100%of microinsurance clients were compulsory

credit life clients irJgandaaround40% in SA, almost 50%tire Philippines, 90% in Indiandalmost 30% in Colombig2l.7%

of insurance in the MroinsuranceCentre GlobaMicroinsurancesurvey (2007) is sold through MFls.

* hitp://www.telecompaper.com/news/article.aspx?cid=650142ell phone penettion however still has an urban bias. Only

39% of rural households (versus 82% metropolitan and 72% urban) had access to a cell phone in the 2007 PNAD survey (IETS,
2009).

22

d:


http://www.telecompaper.com/news/article.aspx?cid=650142

2009b).

The Oi Paggo system offers retailers the advgetaf not having to buy a POS terminal, just an
SIM. Clients pay only R$2.99 for each month that they use the service (a bill generation fee)
not need to be at the point of sale to conduct the transaction. Oi Paggo is available to both p
post-paid customers, though it is primarily targeted at the prepaid market for the C and D-s
economic classes. For pgsaid customers, billing is separate from the mobile phone bill (McMak
2008; Wireless Federation, 2009; Oi, 2009b).

To offer this sevice, Oi Paggo has obtained a consumer credit license. It is therefore not a lic
bank and cannot offer other banking services. Oi Paggo currently has 200,000 customers
growing fast. Its main challenge has been creating customer awarenesetooaw the preference
for cash transactions as well as to be able to compete with the established credit card system
2009).

CrediAmigo is currently piloting a partnership with OiPaggo to provide their customers with n
credit cards (CrediAmigmnsultation, 2009). This will significantly increase the reach of OiPaggo

Another interesting model to watch in future (launched rNdvember 2009), is
alaiSNI FNRQa az2oAf S et in&omjSngtibrawitiDItaii Snibanéozand2 ¥ F S NJ
Vivo. It allowdMastercard users to link their phone number to their debit or credit accounts,

thereby enabling them to use their mobile phone as awadlet for sending and receiving

money. It uses technology from a subsidiary of Philippmedile network andm-banking

operator Smart Communications (Bills, 2009).

ConclusionBrazil has a very sophisticated and well resourced financial sémbonly does

the financial sector offer a ready distribution channel for microinsurance, but the
widespread andcashfriendly payment systemprovides complete access throughout the
entire country for the payment of premiums.
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3.1.

Insurance providers, products and intermediary channels

Building on the context provided in the preceding sections we now proceed to explore the
main features and trends in the insurance sectdihe section will explore the insurance
market insevensections:

¢ Anintroduction to the insurance context and the institutions involved;

e A reviewof trends in premium growthglaims and sales costs across product categories;
e A short note onhe health insurance landscape;

e The involvement of the state in agricultural insurance;

e An overview of the main features of the microinsurance product landscape;

e A review of the main microsurance models found in the analysis; and

e Ananalysis of current takep of insurance.

Insurance context

A large number of insurerdlhe insurance sector in Brazil comprisgfs 160 companies
involved inone, or a combination of, eithénsuranceopen private pensior capitalisation
(offering savings bonds linked to the national lottera large market in Brazil as described
below). Some life insurance companies may also offer open private pensmioducts
depending on their license conditio(SUSER009- website). Anumber of banks own both
insurers and capitalisation companies.

The top 10 insurers (some of them from the same group), account for 52% of all industry
premiums. The breakdown by market share is as follows:

Company Share
1|Bradesco Yida E Previdéncia 5. A, 15.2%
2 [tz Wida E Previdéncia S/A 3.9%
3[ltau Seguros SiA 5.2%
Other 47 8% 4[Porto Seguro Cia De Seguros Gerais 5.0%
‘ 5|Bradesco Auto/Fe Companhia De Seguros 4,8%
& |Brasilprev Seguros E Previdéncia S/A 4,2%
7[Caixa Vida E Previdéncia 355 3.5%
g|Sul América Cia Macional De Seguros 3.2%
9[Mapfre Wera Cruz Seguradora S/A 2,9%
10[{Companhia De Seguros Alianga Do Brasil 2,8%

Figurel0: Breakdown of total insurance market share by premium, Jul. 2@QRin 2009

{2dzNOSY | dziK2NEQ NBLINBaASYy(dlFdAz2zy o6FaSR 2y {! {9t

A more detailed breakdown of the four largest insurafit@roviders in Brazil, namely,
Bradesco, ItatBrazil Prev, Porto Seguro can be found in Appefidix

Four categories of underwriters in the kimcome marketAt a high level there seems to be
at least 4 categories of insurance providers that are exploring therdloame market.

“°Largest insurers ameasured in total premiums collectggar ending June 2009.dividual product contributions to insurers
are measure relative to total contributions for year ending December 2008.
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e Bankled groupsdominantin the insurance markeBancoBradesco andtat Unibanco,
the two lamgestprivate banks in Brazil, are the parecompanies for several insurance
companies and/or licences responsible for 32% of the gross premiums written in the
Brazilian insumace market.

e Large independent insurers exploring alternative chanféls. &condcategory is made
up of large insurers that do not have direct relationships with baMapfre, the 7"
largest insurer, is the most prominent example of relevance to thiglystgiven its
interest in the lowincome marketGiven the absence of the bank relationship Mapfre is
aggressively pursuing relationships with other client aggregators such as retiailers
which it is said to have the dominant market positidfuch of MapNBE Q& | OGA BAG& Ay
low-income market has come about in the last 5 years.

o Smaller players following different modeélghile the scope of this analysis did not allow
for an exhaustive scan of all the players in the market we did come across a small
number of smaller players that are exploring the lamcome market using different
approaches and models. SINAF is one of these pldperssing ordoor-to-door saleof
funeral policies. Another is QBE, which specialises in affinity distribution. It is likely that
there are more players like these looking for niche products and channels in order to
compete with the larger players.

e Informal funeral parlours and cemates. In addition to the abovenentioned formal
players the funeral parlours and cemeteries make up the final categories of informal
providers. This market evolved in the gaps created by regulatbanges in 200 and
have since grown to a significant matkwhich estimates place at as many as28n
lives coveredThis category is discussed further below

Dominance of corporate brokers the affinity market In addition to these categories
corporate brokers AON and Marsh seem to play a dominant role iraffigity business
channel selling insurance through utility companies, telephone networks, call centres, etc.
Industry interviews suggest that these brokers may control more than 90% of this market.
Thdar dominant role relative to the insurers in this nket developeddue to their primary
relationship with the aggregator clients and the advanced administrative systems that they
have developed providing them with superior efficiencies. In several cases linekers

have also taken oran extensiveadministiation role resulting in some insurerfeing
relegated toan underwriting vehicle in these models. Control over access to significant client
bases places them in a powerful negotiating position relative to the insurers.

Recent emergence of lelwcome actiy. With a few exceptions (notably PASI) insurance
entry into the lowincome market across all these categories is a phenomenon that started
in the last 10 years and mostly concentrated in the last 5 years.

Largest players specialize in life insurance aneidominantly sell VGBIAN interesting
phenomenon is thathe largest life insurers sell predominantly VGBL. ExampleBradesco
Vida e Previdencithat largely sells Indidual (71%) and group VGBL (8%80 Vidawho
modly sells Individual VGBB3%) andBrasilprev Seguros E previndenaibo sokly sells
individual VGBL.

A handful of key microinsurance playetsirrent industry data does not allows us to identify

all the insurers that may provide microinsurance or to accurately quantify the exten
which such products are provide@here arehowever,an increasinghumber of players that
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place emphasis on the leimcome/mass marketThese players provide mostly personal
accident as well as life insurance (including funeral cover), extended migsacredit life
and some property insurance to the lamcome market, mostly through bundled products.
Capitalisation is an important aetth to most if not all products.

Realisation of untapped opportunitieApart from the few innovators in the marketost
AYAadz2NENB F2fft26 | Y2NB a6l Ald FyR aS8Sé¢ | LILINRI
can partly be explained by the fact that the traditional corporate, employee group and high

end retail market is still relatively profitable and presents furthgportunities for growth.
Nevertheless, the realisation is increasingly taking root that there is a large untapped market

with large opportunities for scale.

Memberowned entitiesplay limited role in insurance sectdt is not clear what the total
penetraion of such organisations in the Brazilian insurance market is. In the health market,
31% of the51.2n Brazilians who have private health insurance (medical plans and dental
plans) are served by cooperativdsefaSaude, 2009This amounts to about5.9m people

or 8% of the populationThe credit cooperative discussion showed that there are around 4m
credit cooperative members. Howevehiring our consultations, cooperatives outside of the
health market did not emerge as players in the insurance marketpitke such entities
playing an important role in insurance provision elsewhere in the world. This is because the
Insurance Act does not allow cooperatives as an institutional form to provide any insurance
other than agriculture insurance, health insurargeNJ ¢ 2 N SNAQ O2YLISyal GAzy
second SUSEP Working Group report identified this institutional limitation as a barrier to
microinsurance development in the current regulatory framework. Nevertheless,
cooperatives are important aggregators of ctiein the microinsurance target market. Some
insurers already distribute insurance products through cooperative networks, but this
presents an opportunity for further growth.

Broad outreach of informal insurance through funeral hom&s noted abovenformal
insurance through funeral homes and cemeteries make up one of the key categories of
institutions in the lowincome market Under Resolution 102/2004 funeral coverkind

O
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qualify as insurance. As a consequence, funeral homes and private cemeteries offer funeral
insurance outside of the insurance regulatory framewoikhis market has grown
significantly and some estimates place this market at as mu@@-28 million lives covered

This amounts to up to 13% of the population. Thoughcamprehensivedata exist, players
estimate there to be in the order of 1,500 to 2,000 funeral homes providing funeral pfans
which no more than 50 are estimated to be large h@méth more than 200,000 lives on

their book The rest are all smaller, with between 10,000 and 30,000 lives each
(consultations, 2009).

Limited informal provision outside of funeral sect®here is somesvidence ofinformal
underwriting in the cooperat® sector. For example, sonmmoperatives(who are only
Fft26SR (2 6NAGS KSIFfGKXZ F3INROdAZ GdzNIF £ | yR
underwrite cargo insuranceAs far as we could ascertain, this is however on a small scale

and not of relevance to mioinsurance. Furthermore, there are allegedlgumber ofhealth

insurance providergcooperatives or otherwiseywho still operate outside of the lawlhe

scale of informal health insurance lwever, not documented.
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3.2.

3.2.1.

Trends in premium growth,claims and sales costsacross product
categories

In this section weexplore the main trends in premium growth, costs and claims experiences
across the main product categories and lin€s. provide the necessary context we review
the performance of the industrysaa whole as well as the contributing product categories.
Building on this we then look at the performance of specific product lines relevant to the
microinsurance debate (as Ieivcome products cannot be identified separately in the data).

Across all thee levels we review the experience of premium growth and claims experience
as the main indicators for which data is available. Where possible we include analysis of
sales costs and we also consider the full spectrum of costs at the company level (foitwhich
is available).

Total industry

Total premiums in the insurance markeexcluding open market private pension, medical
insurance and capitalisationhave grown significantly in recent years. It reached R$ 70.5bn
(around US$ 39bn) in the year ended J@0O9; this corresponds to a yearly average growth
rate of 14% between 1995 and 2008 and is higher than the nominal yearly average GDP
growth rate of 12% for the same periodsa result insurance premiums grew from 1.8% of
GDP in 1995 to 2.4% of GDP irD2(Qincreasing to 3.3% if capitalisation, open private
pension schemes and medical insurance are included). This makes Brazil the largest
insurance market in Latin America (SUSEP, 2008b) and ranks it in"tpedifion globally
(Swiss Re, 2009)he growh trend is apparent from the following figure:
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Figure 11. Insurance penetration excluding capitalisation, open private pension schemes and
medical insurance

Source:! dzi K2 NARQ NBLINBaSy Gl A2y ngiince dtaf Nominab @DPdgta) R G 0 | ¢

obtained fromCentral Bank of Brazilebsite
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Structural change in premium growth since 2002 driven by the introduction of. W3iée

certain reforms (see Sectiof) have provided the platform for growth, it is the introduction

of VGBL that has really boosted insurance penetration growtlere was a structural break

in the penetration trend around thentroduction of VGBL. Before 2002, insurance premiums

decreased as percentage of GDP. If the effect of VGBL is removed, insurance premiums as
percentage of GDP are still lower in 2008 than in 1985he absence of VGBinsurance

penetratior’* would onlyhavereachedr NB dzy R M®p’z 2F D5t 0@ HAnyo® =
the insurance market stood at 35% in 2008. This comes after a yearly average growth rate of

27% between 2003 and 2068

Box4. The rise of VGBL

Two products in the pensionsector deserve special mention for their popularity: the VG®&Ha(
Gerador de Beneficios Livrescreated in 2001) and its precursor the PGBlarfo Gerador de
Beneficos Livregintroduced in 1998). They are inspired by the American 401(k) plans aridrere
term savings productdyut unlike the 401(k) plans arereated for individual employees rather the
employers The PGBL is a pensiproduct governed by pension laws and supervised by the
(Secretariat of Complementary Pensions), whereas VGBIn i;isarance product governed b
insurance laws. Both enjoy special tax benefits, but target different types of &Avers

e ThePGBlplan is often offered through employers. Contributions are tax deductible up to 12|
GKS 62NJ] SNDa S| Njyha sta alowrlledédsictiah Kriclidingl dthgransukasic
This tax advantage is however only available to those people in the tax net and willing to fil
complex incomeax form. It is therefore not suited to those in the informal market. Furtherand
while enjoying an upfront tax benefit, PGBL benefits (annuity or lumpsum) are fully taxable
payout.

e Contributions toVGBlare not tax deductible. listherefore suitablefor the needs of those in thg
informal sectorand also for tax payers that have exhausted their tax deductibmgas intended
to provide a pension savings vehicle for the informally employed. These people still
simplified income tax return on which they claim a standard deduction. The VG®uH is
comprised of aftetax money. Capital gains are &k annually. The big difference from PG
however, is that the full benefit under a VGBL policy is tax free upon paybetYGBLhas a
lower limit for monthly or annual contributionthan other pension plansBy the end of 2006
VGR total premiums had reached R$.3 billion (US$ billion), representing 66.7% of all lif
insurance premiums in that ye§8USEP, 2008b; EIU, 2007).

The main differences between PGBL and VGBL can be summaristoves

PGBL VGBL

Contributions to a PGBL policy are tax deducti Contributions to a VGBL policy are n
up to the limit allowed by law tax deductible.

Investment growth of policy not taxed beforl Investment income taxed at norme
payouts. rates on arannual basis.

Full income tax on all benefits received from t| No tax on benefits received from policy
policy.

Governed by pension laws Governed by insurance laws

Table6. The differences between PGBL and VGBL plans.

The VGBIplan has proven to be a significant boon tahe life insurance market in Brazil. It saw raf

“! Bxcluding capitalisation open private pensions and medical insurance

“2TheVGBL product line code was only included in the SUSEPRasatfrom 2003. It should be noted however that VGBL
products have been available since 2001.

“3The discussion below draws strongly on an article (no author quoted) available at:
http://www.thefreelibrary.com/Going+formal: +Brazil's+widespread+"informal+economy"+left+mas@a5198734as well as
on a consultation with Regina Simoes of SUSEP in September 2009.
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uptake and now accounts for more than half of all premiums in the life and providence industry
target market finds it especially attractive as there ismed for a fixed commitment of funds unt
retirement, though there are some penalties for early withdrawal. It is possible to add a terr|
component to the savings product. The policy holder has a choice between asumppr annuity
payout. VGBL coritrutions can be as low as R$30 per month.

Relevance of VGBL to microinsuranteaditionally, pension products are not viewed as of dif
relevance to microinsurance. Microinsurance entails simple risk products that are affordable

low-income market Longterm contractual savings products often introduce more risk and are n
expensive, making them less suitable to the domwome market. Nevertheless, the precedent set
VGBL in Brazil served as trigger for the interest in microinsurance by th® @N& the
microinsurancerelated reforms set in motion since 2003. Furthermore, indications are that VG
very much a product taken up by the middle to lower income market, including those in the inf
sector and was specifically designed as a {mrgy savings vehicle for those outside of the forn
sector.{ LISOAIf O2yaARSNI A2y GKSNBT2NB-+pSERa Of

the development of the overall insurance market in Brazil.

Growth in life insurance industry biggesbntributor to overall gain As a category,ife
insurance premiums contribution to total insurance premium increased from 21% in 2001 to
52% in 2008. However, wheseparating outVGBL contributios, life insurance premiunt3
contributionto total premiums reducedrom 21% in 2001, to 18% in 2008 the remainder

of the trend analysis we isolate VGBL from the rest of the life industryndicate the
differences in trends within the life categorWithin the life insurance category the product
lines of potential interest to microinsurance are credit life, educational, group personal
accident, group and individual lifend random events.

The life insurance industrgexcluding VGBL3howed strong relative expansion with an
average annual growth ratef 13% between 2001 and 2008. The rate of growstibwed from
a 37% yeapn-year in 2002 to 12% yearon-year in 200§seeFigurel2 below).

4 See note on possiblistortion in reporting within product lines in asset and life breakdown
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Figure12. Growth in gross premiuntollection’ ¢ excluding private pension and capitalisation
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Assets insurance contribution to total premiums unchangesse® contribution to total
insurance premiure remains stable over the period 2001 to 20Q&aking above its 9%
contribution in 2001 and 2008 at 11% during 2002, 2003 and 2005. In the asset insurance
category fire*®, burglary and theft, loss of profit, multi peril and extended waties were
identified of interest to microinsurance. We will discuss the trends for these products in
more detail later in this section.

When the growth in premiums is calculated frdAigurel2, asset insurance lines showed
strong growth between 2001 and 2008 with an average yearly growth of 20%. The highest
yearly growth over this period was recorded in 2002, 30%, and the lowest during 2004, 2%.

Decreased contributionf auto insurance to total insurance premiunighile increasing in
absolute termsauto insurance premiumiave decreased as a percentage of total insurance
premiums from 38% in 2001 to 30% in 200®e contribution of asset insurande total
insurance pemiums has remained constant. Asset insuranas a proportion oftotal
insurance premiurawas 8%2001, peaked at 11% in 2003, 2004 and 2006 but reduced again
to 8% in2008.Within the auto insurance category the product lines of potential interest to
microinsurance are private passenger, auwtobile, auto civil liability and DPVAT and we
discuss the trends for these products in more detail later in this section.

Claims ratios declined for overall insurance sec@laims ratio at an industry level has
declined from its highest poindf 65%in 1999 to its lowest poinbf 53%in 2008. Asset
insurance experienced the largest decline from a high of 61% in 2001 to 32% in 2008. Life
claims ratid” has declined from a higof 51% in 2003 to a low of 39% in 2008.

“ For illustrative purposes we have only included the three largest categories of insurifeceisset and auto.

“Fire, even though still registered as a separate product lias,in recent years mainly been recorded under household and
business insurance lines.

" Bxcluding group and individual VGBL
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No clear trend in the auto industry claims ratidsito insurance lines have shoveoth the
highest claims ratioas well as théargeg volatility. The auto insurance industry experienced
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its highest and lowest @ims ratios in 2007 (86%) and 2006 (68%) respectively.

Figurel3: Claims ratio for total industry, life, auto and asset insurance lines
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Slower growth in capitlisation, open market pension than insurance linéapitalisation
showed a slightly weaker growth rate, compared to market insurance product categories, of
9.4% between 2000 and 2008. Capitalisation recorded a 15% yearly growth rate in 2008 and
a mere 29% yearly growth rate for 2006. Open market pensions recorded a average yearly
growth of 8% between 2000 and 2008 with the highest growth rate recorded in 2007 of 9%
and negative growth figures in 2004 and 20064%7% and6.3% respectively.

Box5. Capitalisation overview

¢CKNRdzaIK2dzi GKA& R20dzySyidz 6S NBFSNI (i2 G(GKS
products in the market. This is made possible through a phenomenon called capitalig
Capitalisation plans aratype of savings bond linked t@lottery draw ¢ if you have a plan you ar
taken into account for lottery drawdn fact, all the insurers consulted singled out capitalisation
one of the single biggest driving forces in ensuring uptake in thahoeme market, an indispensibl
marketing tool.

Capitalisation planare the oldestinsurancerelated products in BrazilThe market has been prese
in Brazil since 1929. Premiums can range from as low as R$3 per month to R$30 orTiighraoney
earns somenterest andmust stay in the plan for a fixed peripdith penalties for early withdrawal

At the end of 2008 there were 12 registered capitalisation companies offering 60 different typ
products. The main types of capitalisation according to G&%@@9) are:

Types of capitalisation | Description
Monthly or yearly premiums, full inflation adjustment of the purchase price
returned upon maturity

Traditional
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3.2.2.

Savings certificates with a specific objective, i.e. capital formapecifically for
the purchase of goods, services or travel.

Intended for customers with lower purchasing power, emphasising the lotto
Popular aspect. Greater volume of sales than the above categories. Main featstgeris
legally allowed not to pathe clientthe full valueof the inflation adjustment.
Linked to a promotional event set up by an underwriter. General conditions
include the free cession of the right to participate in draws to third parties.

Table7. Types of capitalisation

Scheduled purchase

Incentive

Source: Galiza (2009)

Capitalisation GoSYSTAG Ay f AF& éhe ity bevefitOoNBnicbisdzikio
LINP RdzOG A3 GKS Ayadz2Ny yOS AyRdzaGNE LINY OGAOS
insurer buys the right to participate in draws from the capitalisation company. In effect, it bu
batch of capitalisation numbers guaranteeing one prize every month (or week, depending ¢
terms of the contract). Only the lottery component is then charget ithe premiums, not the
savings component. For the insurer, the money placed in capitalisation is a form-oftiaw savings
rather than a direct expense. There is therefore no loss in -opilvalue for the policy holder. A
discussed inSection 3.55 Ay adaNENB @GASg OFLRAGEIEEAALFIGAZY
microinsurance; offering clients value during their lifetime, not just upon death. It ioee driver of
uptake in the microinsurance market.

Getting people to make the right decision for the wrong reasdhgre are some regulatory concer
regarding capitalisation, most notably that it does not deliver value to the client and that the sg
value may be eroded by the lottery component. However, the way that it is applied in the insu
industry as described above would seem not to be to the detriment of customers. It attracts peo
to the insurance market. From a more paternalistidrpof view, it could be argued that it entice
people to make the right decision for them (buying insurance), albeit for the wrong reason (the
rather than the value of the insurance). Thereatfter, it is however the value of the insurance polig
should keep them in the market. One piece of anecdotal evidence explains: when we visited
CrediAmigo insurance customers in Fortaleza in their homes and asked one microentreprene
he has insurance he emphasised that it is due to the protectipnovides. Even though he may ha
been lured into insurance by the capitalisation component, it is the subsequent realisation (¢
value of insurance that keeps him a customer.

Internationally, regulatory authorities are uncomfortable about the profiosi of using an incentive
to draw people into purchasing insurance. For this reason, capitalisation or a lottery compon
insurance is prohibited in many countries, South Africa being one example. We however find tf
it works in Brazil to be an movative way to trigger usage and a positive driver of uptake, as long
goes hand in hand with appropriate, valmr-money products to the target market and efforts

consumer awareness.

To provide the necessary context we shall briefly reviewaberall premium growth trends
in the auto, asset and life insurance industriedere after we shall take a more detailed
look at product lines of potential relevance to microinsurance.

Auto insurance industry

Consistengrowth in auto insurance industryotal insurance premium in the auto insurance

lines have increased at an annual average yearly growth of 12% over the period 2001 to
2008. The highest growth figures were recorded in 2008, 2006 and 2004 at 16%. Lowest

growth figures for this period can lmbserved in 2002, 4%.
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Figurel4: Growth in auto line premiums collection
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Strong growth in microinsurance relevant product Ifie/ithin the auto insurance category
private passenger, autoobile, auto civil liability and DPVAT are the main lines. Compulsory
3" party liability coverage, DPVAT (Danos Pessoais CausadveipatosAutomotores de

Via Terrestre), grew at an average annual rate of 12% singetrisgluction in 2003. Auto
insurance remained the largest contributor to total auto insurance industry growing at a
yearly average of 8% over the same period.

Auto insurance industry relevant to Brazilian microinsurance maBketn thoughit is not

the primary focus of this study, the role of auto motor insurance is of relevance in the
Brazilian context. During focus groups discussi&me Gection 4) the high costof motor
vehicle insurance came to light as a particular concern to-ilmeme households. In
addition SUSEP identified microinsurametevant lines as auto, DPVAT and private
passenger auto liability.

3.2.3. Asset insurance industry

Five main product lines @g asset insurance performanda 2008 the main contributors to
asset insurancdines were extended warranties (24%), comprehensive business insurance
(19%), operation risk insurance (16%), multiple peril (16%) and comprehegasidential
insurance (15%

“8 Auto product lines identified by SUSEP to be relevant to microinsurance is as follows: Private passenger auto, Autb, auto civ
liability and DPVAT.
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Figurel5: Individual product lines contribution to asset insurance industry (Year ending 2008)
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Microinsuranceelevant asset insurance lifsmake up 41% ototal asset insurance
industry. The contribution of microinsuraneelevant product lines reached 41% in 2008
from a low in 2004 of 21%. It should be noted that it is not possible to calculate the size of
microinsurance premiums written under these lines, otig growth in insurance lines
under which microinsurance products are writtéfhe premium for these product lines will,
therefore, include both higlncome and lowincome policies.

Rapd growth in extended warrantg contribution to total assetRapid gowth in the
contribution of extended warrantis ¢ a key product line in the microinsurance sectoto

total asset premiums can be seen between 2006 and 2008. The yearly aveoagk tate

of extended warrantis for this period vas 75% making extended wanties the largest
contributor to i K ®tal &sseé insurance line.

“° Insurance lines identified by SUSEP relevant to microinsui@hire, burglary and theft, loss of profit, multiple peril and
extended warranty.
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