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4 = Insurers are using mobile phones fo address two INCREASING EFFICIENCY ACROSS

S 9 main challenges facing the microinsurance sector: THE MICROINSURANCE VALUE

2 e increasing efficiency and reaching scale. This CHAIN

'g o brief is based on a review of literature and of 13 By leveraging mobile phone infrastructure

= g insurance schemes that are using mobile phones insurers have made processes more efficient

£ to fulfill either of these objectives. The review across the insurance value chain. They have

reveals good practices and lessons for insurers to reduced turnaround times for enrollment premium
consider when implementing mobile phone based collection, claims processing; lowered costs; and
microinsurance schemes. bridged geographical distances.

FIGURE 1. Leveraging mobile phone infrastructure
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! This brief is excerpted from the Microinsurance Paper no. 26. The paper is available
at hitp://www.ilo.org/microinsurance. Pranav Prashad and Aparna Dalal are part of
the ILO's Microinsurance Innovation Facility. David Saunders is part of the Centre for
Financial Regulation and Inclusion (Cenfri).




Mobile phone infrastructure is more than just the
mobile phone. It consists of all the components that
are used fo deliver mobile services. Many of these
components can be leveraged when delivering
insurance (figure 1). For instance, the client’s mobile
phone transaction history can be used by insurers

in product design and fo target clients based on
usage. Further, the extensive network of mobile
phone refail agents can be used to enrol clients and
collect premiums.

ENABLING SCALE: PARTNERING
WITH MOBILE NETWORK
OPERATORS

Mobile network operators (MNOs| provide a
distribution channel with immense potential fo provide
insurance to the vast pool of mobile phone subscribers,
the maijority of whom do not have insurance. In Africa
alone, the 44.4 million lives and properties covered
by insurance pale in comparison to the more than
600 million mobile phone subscribers.

In addition fo offering access to a large client base,
MNOs also offer an established network of distribution
points fo interact with these clients. In many developing
countries, MNOs are highly visible and accessible
to people of all income levels, with branded shops,
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Taking photograph for mobile enrollment

comer stores selling prepaid airfime, and umbrello-cart
service sfops.

From an MNO’s perspective, adding insurance fo

its product portfolio serves multiple purposes. First,
insurance has the potential fo provide another revenue
stream, received either as commission (in a typical
distribution partnership) or through profitsharing.
Perhaps more importantly, insurance helps MNOs
differentiate themselves from competitors and attract
and retain clients. Insurance can also be used to
motivate clients fo spend more on airtime in order to
refain their cover.

LESSONS FOR INSURERS

Understand why and how you want to |everage
mobile phones. The mobile phone is a powerful
fool to access both current and potential clients;
however, it should not be seen as the “silver bullet”
for microinsurance. Mobile phones can be used for
multiple purposes, including for enrolment, policy
administration, premium payment, and claims.

Some providers also offer value-added services
through mobile phones to make products tangible
and to provide more frequent benefits. For example,

Weather Risk Management Services Lid. (VWRMS) in
India provides various value-added services such as
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weather forecasts and alerts, and crop market prices fo
clients via mobile phones as part of its insurance package.

Match products to the maturity of the market. Insurance
can be offered as a free product, a paidfor product, or a
combination of the two. Insurers and MNOs need to gauge
the maturity of their insurance market, assess customers’
perceptions and understanding of insurance, and adapt
products accordingly (Figure 2).

In markets with limited insurance experience, it makes
sense fo start with loyalty-based schemes that include a free
insurance product embedded in the MNO's core service.
As markets mature and customers gain experience with
insurance, a “freemium” product that is still loyalty-based,
but offers clients the opportunity to buy additional coverage,
can be considered. Stand-alone, voluntary products that
cover various risks and are paid for by the client are most
appropriate in mature insurance markets with a more
developed insurance culture.

FIGURE 2. Product evolution stages

i

Segment client data. MNOs' data on client mobile
phone use, demographics, efc. provide an opportunity for
insurers fo design customized products that farget specific
populations. Improvements in processes to share data
seamlessly between MNOs and insurers are needed.

Agent-less enrolment models cost less, but face challenges.
The cost of agents comprises a large percentage of

overall distribution costs; an agentless model can therefore
franslate info significant savings. However, an agent,

who describes a product and assists during the enrolment
process, may provide needed information and improve
enhanced customer understanding. When using an agent-
less model it is important that insurers monitor customers’
knowledge about the product and benefits and address
any gaps in understanding.

YuMobile in Kenya offers YuCover, an “optin” life
insurance product, sold under an agentless model.
YuMobile estimated that removing the agent from the

Oleremyleach



sales process reduced the cost of enrolment from Leverage mobile phones to pay claims quickly.

US$ 1.35 per policy to US$ 0.45 per policy, and  Establishing a track record of paying claims quickly

allowed YuMobile to break even in five months. and fairly is critical to build trust and stimulate
However, YuMobile discovered that customers did ~ demand. Mobile phones are being used fo facilitate
not completely understand the disability benefit speedy claims sefflement, as shown by the Kilimo
that was provided as part of the life insurance Salama example in Box 2.

policy, leading to many rejected claims and
much dissatisfaction. YuMobile's plans to improve

customer understanding under an agentless sales BOX 2. Efficient claims settlement
model are described in Box 1.
The Kilimo Salama project in Kenya is a pariner-
ship between the insurer UAP and the Syngenta

BOX 1. Testing clients’ Foundation. The scheme has enlisted local agro-

. dealers fo distribute a crop insurance product. At
understanding of the YuCover . o p Instrance prodt
the time of purchase, farmers choose the automa-

product ted weather sfation nearest fo their land and their
policy is based on the parameters recorded af
that weather stafion. Farmers’ phone numbers are
collected at the time of the policy purchase.

YuMobile contacts customers regularly to test
their understanding of its insurance product and
processes. YuMobile found that 46 per cent of
customers failed to enrol correctly because they
did not understand the enrolment process, while
35 per cent failed to enrol because of techni-

cal difficulties. Almost 87 per cent did not fully
understand the product, especially the disability
benefits. Clients wanted to claim for small injuries
and shortterm disabilities, though the product
only covered permanent disability. This misun-
derstanding led to dissatisfaction as customers felt
claims were being unfairly rejected.

To address these problems, YuMobile is conside-
ring eliminating the confusing disability benefit. It
also intends to provide a voice education option
accessible through the phone, as well as automao-
ted and manual welcome calls to new registrants.
In addition, it is considering infroducing tests
administered via SMS to check clients” understan-
ding of the product. YuMobile would analyse res-
ponses, and call cusfomers who show insufficient
understanding of the product. Making calls only
fo less informed clients will help optimize the call
centre agents’ time.

When the weather event friggers a claim (based
on weather stafion data), all farmers’ phone
numbers that are linked to that weather station
receive a payout direcily via M-Pesa. Farmers
receive a confirmation of payment via SMS. If
the farmer does not have a mobile phone, then
the dealer through whom the insurance was
purchased receives the payout and passes if
on to the farmer. The dealer provides a paper
receipt to the insurer fo document the payout fo
the farmer.

Mobile phone kiosk in Ghana
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Weigh the benefits of airtime vs. mobile money accounts whereas airtime, being the core offering of

for premium payments. For schemes that include the MNO, is available to and used by all customers.

an MNQO partner, premiums are typically paid
parmern P WP P Weigh the benefits of automatic premium deductions.
through clients” airtime or through their mobile money

PN " In many MNO+ied schemes, the premium is
accounts, often called “mobile wallets”. There are

advantages and disadvantages fo both payment automatically deducted from the customer’s airtime

mechanisms. Mobile money transactions, like bank or mobile money balance. While this promotes
fransactions, are usually not taxed, and therefore persistency, clients do not need fo actively decide to
cheaper than payment through airtime deductions. pay the premium and therefore may not be aware
However, not all customers have mobile money that they are enrolled {or that the premium payment
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Weather Risk Management Services Ltd.
G-3, Sidbi Innovation and Incubation Centre, IIT Kanpur, Kalyanpur, Kanpur-208016

Web : www.weather-risk.com e Email : support@weather-risk.com

© Additional services being offered on mobile phone: Weather risk Management Services
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was deducted from their account). Another drawback of
scheduled, recurring payments is that people dislike the
feeling that their balance is being “eaten” when they're
not looking — they may load their account to make @

call and see part of the top-up immediately deducted.

In comparison, by requiring clients to make an active
decision to pay premiums, insurers can reinforce the idea
of insurance in the client’s mind, but risk greater lapses

as clients might forget fo pay on time. The value of both
options needs to be better understood, and the benefits of
greater efficiency and lower lapses (resulting from automatic
payments) need fo be weighed against higher customer
loyalty and value (resulting from greater understanding and
active purchase decision).

Build brand recognition. Cusfomers naturally associate
insurance products offered through MNOs with the MNO
and not the insurer. leveraging the MNO's brand in the
initial phase of market development makes sense from a
distribution standpoint. However, the insurer needs fo find

ways fo build brand recognition and be visible in the mind
of the client to enable development of other distribution
channels and products in the future.

CONCLUSION

Insurers are using mobile phones to make enrolment and
claims processes more efficient, provide better customer
care, and communicate better with customers. Insurers have
partnered with MNOs and provided insurance products
that have reached scale quickly. Loyalty-based products
have had the most success initially. However, as insurers
and MNOs gain experience and as markets mature and
become more competitive, products are expected fo evolve
fo offer voluntary options, farget specific client segments,
and provide value-added services. Insurers need to
carefully design products and processes and pursue new
partnerships in order to grasp the tremendous opportunity
offered by mobile phones to efficiently provide valuable risk
management services to all.

Housed at the International Labour Organization’s Social Finance Programme, the Microinsurance Innovation Facility
seeks to increase the availability of quality insurance for the developing world's low income families to help them guard
against risk and overcome poverty. The Facility was launched in 2008 with generous support from the Bill & Melinda
Cates Foundation fo learn and promote how to extend better insurance to the working poor. Additional funding has
gratefully been received from several donors, including the Z Zurich Foundation and AusAID.

See more at www.ilo.org/microinsurance
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