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EXECUTIVE SUMMARY

Social protection is a basic human right. Therlrd&onal Labour Organization (ILO) defines it as
“the set of public measures that a society providegs members to protect them against economitsm
cial distress that would be caused by the abseneesubstantial reduction of income from work aseault
of various contingencies (sickness, maternity, egyméent injury, unemployment, invalidity, old agada
deathlof the breadwinner); the provision of healéine; and, the provision of benefits for familieishachil-
dren”

Social protection plays a key role for social, emmic and political development. Its social funntio
is to reduce poverty and inequality. Its econominction is to reduce the vulnerability of low-incem
households to risks, thereby encourage them to mmakestments in human or physical capital, whiabnpr
ise an increase in income in most cases and thehebyppportunity for households free themselvemfro
poverty. And its political function is to contriuto social inclusion, build social cohesion arab#ise the
political and social system.

In Western Asia, inequality has risen again duthrglast twenty years, which is not least duénéo t
fact that large parts of the population are notecedt by any formal social protection system. Thedy on
informal risk management mechanisms such as mstyglort networks among relatives and neighbours,
which suffer, however, from deficits in terms obpe and reliability. In consequence, at least 56f%he
inhabitants in Western Asian countries are highlingrable, i.e. they are likely to fall into abs&lyoverty
when everyday risks occur — such as illness, olJ-agemployment, bankruptcy or harvest failure.

The United Nations Economic and Social Commis$iwniNVestern Asia (ESCWA) and the Interna-
tional Labour Office (ILO) have started an initisgito promote dialogue on the national and regiteagl
on the question how Western Asian countries camomgtheir social protection policies.

For the purpose of this study, ‘Western Asia’ refe twelve countries: Bahrain, Iraq, Jordan, Ku-
wait, Lebanon, Palestine, Oman, Qatar, Saudi-Ara®yaia, the United Arab Emirates (UAE) and Yemen.
Thus, the report does not cover Egypt, Libya, MomdSudan and Tunisia even though these countrées a
also ESCWA countries. But a report on microinsueaincAfrica has recently been published by the ILO,
and it is covering not only sub-Saharan but alsaidon Africa.

One option in this regard is microinsurance: d@aquotection instrument that is essentially based
on the pooling of risks and hence mainly financgdrember contributions but affordable for low-inam
earners and responsive to their specific needspestilems. It has proven to be effective in filliagleast
parts of the gaps in social protection coveragattirer world regions: Several studies have beenighdd in
recent years on the prevalence and effects ofwwiggonumber of microinsurance schemes in largespart
the world while we still have only very little infimation on the incidence and experience of microisce
schemes in Western Asia.

This study has been commissioned by ESCWA antLtedo fill this information gap. It is meant to
explore whether the information gap is due to & lafcexperience with microinsurance in Western Asia
just a lack of documentation of such experiencetardiscuss to what degree microinsurance might twl
extend the overall coverage of social protectidrestes in Western Asia. A particular focus of thedgtis
on microtakaful. Takaful can be defined as insurance that conforms toules of Islam, and micrtakaful
is thetakaful variant of it.

1 Bonilla-Garcia and Gruat, 2003, pp. 13-14.
2 Matul et al., 2010.



Micro insurance as a social protection tool

All human beings are exposed to manifold riskshsag e.g. iliness, old age or unemployment. They
can try to manage these risks on their own but rpesple are unable to do so. They need supportdy t
state, commercial companies, welfare organisatiom&peratives or society at large, which is calkedtial
protection’.

Unfortunately, the huge majority of people worlédes get no support in the management of their
risks. The most affluent can buy private insurarhlic sector employees tend to be entitled to-non
contributory pensions and free health care, emgleyd formalised companies are covered by (cortly
social insurance schemes, and some of the verynegeive social transfers. But people in rural siraad
those who generate their incomes from informal eoun activities often fall into a gap between thdge
ferent social protection schemes and are, henseeptible to falling into poverty whenever a risicors.

Basically four strategies can contribute to fijithe gap: (i) extending social insurance coverage,
(i) broadening the outreach of social transfergpammes, (iii) promoting the accessibility of conmial
insurance for low-income earners and (iv) strengtigg mutual and other kinds of informal insurance
mechanisms.

Microinsurance is the result of either of thedativo or their combination. It can be providedtby
state, commercial insurance companies, micro-fiaanstitutions (MFIs), non-governmental welfare or-
ganisations, co-operatives, self-help groups alience of two or more of these organisations.

Microinsurance schemes world-wide show that ipassible to insure low-income groups without
subsidy but a number of conditions must be in placethis, which can be grouped into four categarie
(i) existence of demand, (ii) capabilities of theoyader(s), (iii) appropriate design of the prodactd (iv)
conducive framework conditions.

Microinsurance can help to close the gap thairtfemally employed, poor and marginalised often
face in the overall set of social protection schefnedeveloping countries. But it is no substitiste social
transfer schemes that support the extremely paoceSt is financed by members’ contributions sifiriade-
quate for people who are not able to meet theirt ipasic current consumption needs, let alone maké-p
sion for future needs.

In some circumstances, also, it may be helpfelstablish microinsurance as midedaful, thetaka-
ful variant of microinsurance. According to Islamihalars, conventional insurance is at odds withnisla
while takaful is acceptable. It must be organised as mutuatanse, i.e. policy-holders insure each other,
share all gains and losses and own the insurarsegviess themselves. If a commercial provider gets in
volved, it does not take over the risks of poligteers against a premium but manages only all Gi@n
flows against a service charge and is therefoled&bkaful operator’ rather than ‘insurer’. And, of course,
reserves must be invested in a way that confornksldmic law: e.g. not in gambling institutions,trio the
production of or trade with alcohol, pork or weap@md not against a fixed interest rate.

Framework conditions of micro insurance in WesternAsia

The social protection systems of Western Asian t@sare characterised by four characteristics:
- The states are the dominant providers: Privateramae markets are small, NGOs and co-operatives
suffer from weak capacities, and even the volumenwtfual support provided within traditional soli-
darity networks is comparatively limited.

- Public social protection policies focus on the reeefithe urban middle classes. Governments in the
region spend huge shares of gross domestic pro¢l@EtBs) on social protection but the bulk is al-
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located to schemes that cover only formal sectgl@yees (such as pension schemes) or benefit ur-
ban middle classes substantially more than the (smh as energy and food subsidies). Only small
sums are transferred to social assistance scharhis) distribute income to the poor, while some of
the other schemes even redistribute income fromit@ame earners to the urban middle classes.

- Large shares of the population do not have acoegshlic social protection schemes: some 80 % in
Yemen, at least 50 % in the Gulf states, Lebarawg, &nd the West Bank and Gaza Strip and more
than 40 % in Jordan. In the Gulf states, the ma@son is that migrant workers are not covered by
public social protection schemes, while in the p8ie countries, mainly informal sector workers are
concerned.

- Many public social protection schemes suffer fr@awese deficits in terms of efficiency and sustain-
ability.

Microinsurance in Western Asia

Unfortunately, there are no accurate figures basedound assessment methods on the spread of
microinsurance in Western Asia. Many studies sttieasonly very few microinsurance schemes exish@n
region, and the result of our own survey confirtis finding.

Nevertheless, there are some schemes — mainlgrétad, Lebanon, Palestine and the UAE — and
some of them are rather successful. The oldestnidy a health care provider in Jordan, which ferafg
insurance against the treatment of cancer. Buptbduct is almost a bit expensive for low-incomeness.
After 2001, three micro-finance institutions (MFktarted offering credit life and work-disabilitysurance;
MFIs in Lebanon and Yemen followed later. In aduititwo of the Jordanian MFIs are now also offering
health insurance in co-operation with commercigumance companies. And one MFI in each Jordan and
Palestine are now doing the same with regulardifd work-disability insurance. At least five comuiat
companies are offering combined life, work-disapilaccident and health insurance packages asfulr-
ers in Jordan, Kuwait, Lebanon, Qatar and the UAktl huge numbers of co-operatives in Jordan, Letvano
and Palestine are running very rudimentary mutuaéfal, health transportation and life insurancaraye-
ments.

At least one of the commercial companies, onénefMFIs and one of the co-operatives is offering
its respective product as mictakaful, i.e. in accordance with the Islamic Law.

Conclusions on the potential of microinsurance in Wstern Asia

The existing schemes demonstrate that microinseranprincipally feasible in Western Asian coun-
tries, and the wide range of the products theyrdifiows that the potential of microinsurance inreggon is
substantial. Most of the different actors can oigamicroinsurance as both, midakaful and conventional
microinsurance.

However, there are at least five handicaps fopitapthe full potential of microinsurance: (i) The
microinsurance concept is still very little knowmrdughout the region. (i) Most NGOs and co-op&esi
suffer from weak capacities, MFIs have only limiteat-reach with the exception of Jordan, Lebanah an
Palestine, and in most Western Asian countriesiramce companies do not see a need to turn torloarie
earners. (iii) Insurance, co-operative and NGO lafiseveral countries constitute constraints toessv
forms of microinsurance. (iv) Commercial companéesl third-sector organisations (non-profit organisa
tions being organised by members of society bottipintend to mistrust each other and therefore Héffie
culties to co-operate. (v) Many citizens continaeskpect solutions for their social problems maifitym
the government rather than themselves.



Policy recommendations for governments

Governments in Western Asia should urgently rewilegir social protection policies in order to im-
prove their impact on their three goals: the reidacof poverty and inequality, the promotion of @sément
and growth and the stabilisation of state and $pcie

The most important step in this regard is to sieifiources from the subsidisation of energy (a$ wel
as from some of the less efficient mechanisms bsislising food) to direct social assistance prognes,
which tend to have stronger impact on the livingditions of the poorest and most vulnerable groos®-
ciety.

But governments should also provide better helph#orisk mitigation efforts of people hovering
around the poverty line — especially migrant woskiarthe Gulf states and informal sector employedke
other six Western Asian countries. Governmentsdmaso by extending the coverage of public socisliin
ance schemes. But they could also think about stipgaitizens in their own, sometimes self-orgadi&f-
forts to manage risks — such as through microimag.a

In particular, governments could (i) disseminatéoiimation on the potential of microinsurance,
(i) legalise the involvement of NGOs, co-operasivand MFIs in the marketing and management of
microinsurance, (iii) support NGOs, co-operativesd aMFIs in building capacities in these tasks,
(iv) facilitate between NGOs, co-operatives and 86 the one hand and insurance companies onhbe ot
in order to enable them to co-operate in the proniof microinsurance, (v) subsidise start-up costs
(vi) provide emergency liquidity, (vii) inform conmers on the strengths and weaknesses of micraimseair
products offered by different providers, (viii) def minimum quality standards for microinsurandeesues
and products, (ix) ease dispute settlement betvewviders and consumers of microinsurance schemes
through improvements in official legal proceduresd ¢he establishment of unofficial arbitration asrand
(x) promote the networking of microinsurance scheme
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l. INTRODUCTION

Western Asia is currently going through profounditipal, economic and social changes. Many of
these have been triggered by the so-called ‘Araingpthe upheaval of people in several Arab coiestin
2011, which has ultimately led to regime changelsdgpt, Libya and Tunisia, a reconstitution of paditi-
cal system in Yemen and a disastrous civil waryiriaS Some Western Asian countries have embarked on
political, economic and social reforms in ordemptevent broader upheavals and their possible impatt
politics. But none of them has introduced so far arore systemic reform of its social protectionteyss.
That is surprising because the ‘Arab spring’ wasedr not only by the wish of young people in thealar
countries to live a life in dignity and increaseitipolitical voice, but also by their feeling ththe economic
growth of their country during the 2000s had betedi only a small portion of the population anct thav-
erty levels had stagnated at best during this timidle inequality of opportunitgnd outcome had risen sub-
stantially.

In fact, human development has been lagging bediodomic development in most Western Asian
countries during the last two decades. All coustiiethe region started to develop from very lowels of
human development after the Second World War bey tiould substantially make leeway after independ-
ence in terms of both economic and social developntédowever, as from the mid 1990s, they continteed
grow at moderate rates but their progress in malgdsional poverty reduction lost pace and theni Go-
efficients (which had been low in international gmrison throughout the 1970s and 1980s) begaséd ri

One reason for this trend is that public sociakgotion systems in Western Asia became more and
more inefficient and socially unjust — and henceffigctive in particular in terms of poverty redocti Gov-
ernments spent increasing shares of their budgetiseosubsidisation of pension schemes and conssuber
sidies while the existing social assistance scheairied up financially. Today, large parts of thepplation
in Western Asian countries are still lacking acdesany formal social protection scheme. They oaltra-
ditional forms of risk management, which are, hogrelimited in scope and reliability.

ESCWA of the United Nations Organisation (UNO) dhe International Labour Office (ILO) have
therefore started an initiative to promote dialoguethe national and regional level on possiblerrafop-
tions for Western Asian countries in the field otigal protection.

One such option is microinsurance, which is a $qmiatection instrument that is mainly based on
the pooling of risks and hence mainly financed mber contributions but affordable for low-inconzere
ers and responsive to their specific needs andgrab It has proven to be effective in filling aaét a part
of the gap in social protection coverage in othemtgpof the world. The question is thus if microirence
could also be helpful for extending the coveragsaafial protection in Western Asia as well.

So far, we have too little evidence to answer thisstion. Other world regions have been more in-
tensively researched with regards to the prevalefogicroinsurance. Roth, McCord and Liber have enad
first try in 2007 in assessing the provision of rainsurance in the poorer half of countries worlidievbut
they provide hardly any information on Western As@untries. Only Jordan, Lebanon, Palestine ami Sy
are among these countries because it was appasetisiantially more difficult for the three authdosget
information on these three Middle Eastern countttia® on countries in Latin America, sub-SahararicAf
or South-East Asia. Still, they conclude:

A glaring gap in microinsurance availability is be found in North Africa and the Middle Efst

Another research paper was written by Giesbertvgs (2009) but it summarises only the study by
Roth, McCord and Liber (2007) and some other repd®n the Arab countries it says that they lack a sig

3 Cf. Loewe, 2010c, p. 12.
4 Roth et al., 2007, p. 18
5 Cf. Giesbert and Voss, 2009; Roth et al., 2007.
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nificant “microinsurance sector” and explains thneling by the prohibition of interest in Islam (evéhough
there are many ways to organise insurance withmexast).

In 2010, a more detailed microinsurance landscapm/swas published with a focus on Africa, and
a second orlein 2013. In the same year, McCord, Ingram andrifagleran produced a stidyn Latin
America and the Caribbean, and in 2014, a StadyAsia and Oceania was published by the MunichRe
Foundation. But no study has focused so far on &vegisia.

Therefore, this study has been commissioned byadingé initiative of ESCWA and the ILO. It is
meant to analyse the strengths and weaknesse<insurance as a social protection instrumentest-
ern Asian countries with a particular focus on mitakaful. Takaful can be defined as insurance that con-
forms to the rules of Islamic Law, and midakaful is the variant ofakaful that is affordable and appropri-
ate for the poor.

The study looks only at countries in Western A8abhrain, Iraq, Jordan, Kuwait, Lebanon, Oman,
Palestine, Qatar, Saudi-Arabia, Syria, the UnitegbEmirates (UAE) and Yemen.

The study proceeds as followShapter 2explains why microinsurance may be needed and where
and when it can be an effective social protectmul.tChapter 3analyses the state of social protection in
Western Asia as well as the framework conditiorrsnfiicroinsurance with a special eye on mitakaful.
Chapter 4assesses the prevalence of miedasful and other forms of microinsurance in the regiGhap-
ter 5 documents the experience of selected example®mfmercial microinsurance in different Western
Asian countries and discusses their strengths aakmesses with regards to equity, efficiency, guwece,
regulation and sustainability asped@hapter 6draws conclusions from the preceding chaptersierpoten-
tial of microinsurance in Western Asia. A@thapter 7closes with policy recommendations.

The study is primarily based on information frona@emic literature and the mass media including
the internet. In addition, a survey was conductedreg actual and potential providers of microinsaeaim
all Western Asian countries. Tens of questionnairege sent out by e-mail to insurance comparnégful
providers, Islamic development organizations, cerapives, micro-finance institutions (MFIs), non-
government organisations (NGOs), insurance regugatnd policy makers. However, only very few of the
addressees answered at all, and most of thesmfoished us that they do not offer microinsuranod also
do not know any microinsurance scheme in their tguin the end, we received only eight filled-ines-
tionnaires, while we had initially hoped to getledst thirty. Perhaps, the meagreness of the retamrbe
seen as just the most telling indicator of the loeidence of microinsurance in Western Asia. At saene
time, however, it disables us from drawing moreagahconclusions on the potential and challengasief
croinsurance in that part of the world.

Matul et al., 2010.
McCord et al., 2013a.
McCord et al., 2013b.
Mukherjee et al., 2014.
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II. MICRO INSURANCE AS A SOCIAL PROTECTION TOOL

The large majority of people in low and middle imo® countries lack access to adequate social pro-
tection schemes and must therefore manage risksasudiness, old age and unemployment on their.own
Especially low income earners in the informal ecopare in this way highly vulnerable as they akelly
to fall into poverty whenever a risk leads to urestpd expenditures or a loss in income. Severalegfies
can be thought of to close the gap in formal sqmiatection schemes coverage in the informal ecoe®of
low and middle income countries, and one of themioinsurance, that is insurance for low incorame
ers. Since conventional insurance is considerdxt ta bit at odds with Islamic law, a special forithstamic
insurance, calletakaful has been developed, and it also has a versioedaalicrotakaful, which is particu-
larly targeting low-income earners.

The remainder of this chapter argues that everyamubeing faces manifold risks at any point in time
and can theoretically deal with these risks inetéht ways, that social protection means suppdttérman-
agement of risks and can be organised by mostréiffectors, that it is possible to organise snatde mi-
croinsurance for people on low-income, that micsanance has substantial potential in many countrfies
the world but that there are also limits to itsguial, and that micréakaful is nothing but the Islamic vari-
ant of microinsurance and can thus be organiseihiitar ways.

A. RISKS AND RISK MANAGEMENT

Literally everybody is exposed every day to a braady of risks such as illness, work-disability,
unemployment, business default and others thatezahto a significant decline in well-being. A riskthe
possibility of an event with insecurity regardirige tprobability of occurrence (e.g. illness) or widlgards to
the possible magnitude of effects (e.g. longeviBgme risks impact the income of a person or haldeh
(e.g. unemployment), some impact the spending lialgjlity) and some impact both (e.qg. illness thesds
to temporary work-disability and the need for metizare).

Risks can be differentiated by their sphere ofinrigraditionally, the literature on social polisie
and social protection has been focusing on healtted risks (infections, chronic diseases, ingjrepide-
mia etc.) and so-called life-cycle risks (birth,rmege, death, age-related work-disability etcgr Example,
ILO convention 102 concerning minimum standardsaifial security from 1952 requests all signatorges
provide protection at least against three of tieviong risks: costs of medical treatment, lossnaiome due
to sickness, unemployment, old-age, loss of incdoeto employment injury, care for children, lo$sme
come due to maternity, loss of income due to inNigliand loss of income due to the death of a rbagad-
winner of a family'® However, many people, in particular in rural regiof low and middle-income coun-
tries, are much more exposed to economic riskskbiptcy, terms of trade shock, financial crisis,rkea
break etc.), social and political risks (war, ciwibr, coup d‘état, political default, social uphakaheft,
bomb attack, riots etc.), environmental risks (rigellution, deforestation, soil salination, nucleisaster)
and in particular natural risks (drought, hail, vest pest, animal disease, flood, landslide, tsijneanth-
quake, volcanic eruption etc?).

People can deal with their risks in three diffensiay/s: prevention, mitigation and coping. Prevemtio
means that people try to reduce the probabilita eisk through e.g. careful behaviour in traffiggtene,
safety measures at the working place etc. Mitigaiieludes all kinds of strategies that are meametuce
the possible consequences of a risk: risk poolingutance), diversification and provisioning. Rskping
finally includes all efforts to go along with théfexts of a risk (reduction in spending, borrowifigm

10 Cf. International Labour Organization, 1952.
11 Cf. World Bank, 2000.
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neighbours etc.). Prevention and mitigation measina@/e to be implemented before a risk may unfold,
while coping is always an ex-post mechantdm.

Studied® on risks and risk management in Palestine shomexample, that households without ac-
cess to public social protection schemes typidaylyo mitigate their risks with the following insiments:

- Accumulation of savings/ assets in the form of bufftocks, cattle, gold and land (in this order).

- Participation ingamdiyyat fardiyya (rotating savings and credit associations/ ROSCwih
friends, neighbours and colleagues.

- Organisation of accumulating savings and credib@asions (ASCAS) within the extended family,
which have a savings and an insurance component.

- Organisation of group insurance (most frequentlyecimg funeral costs) within the community.

- Collective saving and investment within the extehtimily.

- Income diversification through the diversificatioh jobs within the family (for example: one son
joining the father in his business, the secondystgdengineering at university, the third learnig
different craft and the fourth migrating to the Gubwith the effect that the brothers can provide m
tual support if the economic sector of one of themgoing through a recession).

- High number of children to provide support at ol a

- Themahr(dowry) that provides social protection to both thife (in case of a divorce or early death
of the husband) and her parents (at old age intbagehave no sons).

Typical ways of Palestinian households to cope witks are

- To reducing consumption spending (e.g. by skippireals, eating cheaper food, walking parts of
the way to work, moving to smaller houses).

- To ask relatives, friends and neighbours for hetpdit or grant).

- To found or participate in gamdiyya (ROSCA) where the first round goes to oneself.

- To use up savings and sell valuables.

- To increase the family’s labour supply (wife staxtsrking, husband starts to do a second job in the
evening.

- To sell land and machines.

The vulnerability of households depends on thedividual risks (probability and magnitude of pos-
sible effects) as well as their ability to deallwitsks. Vulnerable households are not necesgaoidy. Pov-
erty and vulnerability differ in conceptual ternWhile poverty is a state at a specifioint in time vulner-
ability is the likelihood of a significant decreasewell-being due to risks within a giveéime span

Nevertheless, poor households tend to be more rableethan rich ones for two reasons: First, they
are normally exposed to more risks, a higher rigdbability and a higher relative decline in incoftlee
same absolute loss is more threatening for peoipfel@wer income), because they often have moregrre
ous living and working conditions than the rich.eyJtmay house next to a dangerous river, be expmsed
lack of hygiene in the living area, lack of safénling water and sanitation, lack of proper focatK of
safety at work, hazardous work etc.. Second, teeg to have less access to adequate risk management
struments. In particular, they suffer more from shene absolute loss that is due to a risk thanmsopavith
much higher income and wealth because the losssreeanuch higher cost in relative terms for a par p
son than for a rich person and hence a more seatietime in well-being?

At the same time, vulnerable people tend to be.peiost, they are more likely to suffer from a de-
cline in well-being and thus become poor. Secomely tend to be particularly risk-averse: If evestinave
some extra money that they can save, they tenddaadht or save it in a way that the money is seand
easy to access once it is needed to cope wittk ai.es once they have to use it to get along whtheffects

12  Cf. Holzmann and Jgrgensen, 2000.
13 E.g. Hilal and EI-Malki, 1997, pp. 51-68; Logw®97.
14  Cf. Loewe, 2005, p. 407.
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of a risk. However, whenever an investment straisgyominated by a security and a liquidity gohkt
bear normally only very limited returns. Only ongénousehold is protected against the most seriekis r
does it start to invest also in more high-returd &ss-security assets. In the literature, thetbus an in-
creasing consensus that social protection canrgtbena ‘safety net’ but also a ‘springboard’ tlea@bles
poor households to invest into their economic & and thereby free themselves from the wonshoof
deprivation — a thesis that is also being discusséehgth in the World Development Report 267.3.

B. SOCIAL PROTECTION

Social protection is the support of householdsndividual persons in their efforts to manage risks
and poverty. The ILO defines it athe set of public measures that a society providiedks members to pro-
tect them against economic and social distresswmatld be caused by the absence or a substantiaicre
tion of income from work as a result of various tigencies (sickness, maternity, employment injuny,
employment, invalidity, old age, and death of treabwinner); the provision of health care; and, frevi-
sion of benefits for families with childr&f

It can thus be a contribution from most differeatoas (the state or any public organisation, a com-
mercial company, a welfare organisation, a co-dperaa mutual support network or society at largethe
implementation of either of the risk managemerdtsegiies mentioned above. Table 1 shows that aliesfe
actors can help households in similar ways of miargagsks: risk prevention, risk mitigation (poaindi-
versification or provisioning) or risk coping.

However, governments remain with an overall resjmlity to make sure that (i) quality social pro-
tection schemes are available and (ii) that alppebave access to social protection schemesdbpbond to
their needs and problems. Thus, the state doeseauatssarily have to become active in social priotedt
non-state actors are able to provide equitablf@ndocial protection to all population groupsnr-idea that
has sometimes been labelled the ‘principle of slitasty’.’” But the state must become active in case of de-
fault at least by building up public social protentschemes for those who are not well enough deloye
non-state schemes of social protection.

Social protection is a fundamental human right gnteed by the Universal Declaration of Human
Rights®, the International Covenant on Economic, Socidl @nltural Rights from 1968and many national
constitutéié)ns such as those of [faduwait?, Omarf®, Qataf®, Saudi Arabi&, Syri&” and the United Arab
Emirates”.

15 World Bank, 2012.

16 Bonilla-Garcia and Gruat, 2003, pp. 13-14.

17  Cf. Lampert, 1991, pp. 416-417.

18 United Nations, General Assembly, 1948, Ar§@e, 25.
19 United Nations, General Assembly, 1966, Artizle
20 lIrag, 2005, Articles 29-31.

21  Kuwait, 1962, Article 11.

22 Oman, 2011, Article 12.

23  Qatar, 2010, Articles 21, 23.

24  Saudi Arabia, 2005, Article 27.

25  Syrian Arab Republic, 2012, Article 22.

26 United Arab Emirates, 1996, Article 16.
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Table 1: Actors and strategies of social protectiarsome examples

Society/ Co-operatives Third sector wel-| Commercial com-| The state

mutual  support fare organisations | panies and

networks public institutions

Risk prevention

— Proper feeihg and —Joint construction—Legal consultancy —In-service training —Financial ~market
weaning of dams an dykes| —Health awareness-Labour standards| literacy

—Hygiene campaigns —Predictable

—Sustainable use —Adult alphabetisa- macroeconomic
public and cluk tion programmes policies
goods —Quality public

education (lowert
ing the risk of un
employment)

—Consumer proteg-
tion policies

Risk pooling (insurance)

—Mutual cash sup-—Community-based —Microinsurance | —Private health gr—Social insurance
port on the bas| insurance offered by welfare life insurance —Non-contributory
of generalise organisations pensions
reciprocity *

Risk provisioning

—Mutual cash sup-—ROSCAs and —Bank accounts Public  provident
port on the basi o©ther savings and funds
of balance¢ credit associations
reciprocity *

Risk diversification

—Multiple jobs —Joint portfolio in- —Investment in —Extension 0

_Investment in huk vestment multiple financial financial services
man and socid —Multiple jobs assets to the poor
capital within community

Risk coping

—Selling of real as-—ROSCAs and — Disaster relief -Bank loans —Social assistance
sets, dissaving other savings and —Loans from —Subsidies

—Mutual support o credit associations employer
the basis of bal- —Paid / unpaid
anced reciprocity leave

—Child labour

—Migration

Source: own design but based on Holzmann and Jgegef000, table 3.1; Loewe, 2009a, overview 4.
* The term reciprocity refers to an exchange of transfers between ecansubjects that is based on the idea of ‘give-
and-take’, i.e. the transfers are somehow siméien, they are not executed at the same timethieefirst takes the form
of a gift, which is, however, tied to the expedaiatthat a gift-in-return will follow at some momenttime. Reciprocity is|
thus distinct from true gifts such as charity (aktic transfers).

Traditional solidarity networks tend to be basedstmong relations and considerable trust betweemlmes. They are
thus based on ‘generalised reciprocity’, i.e. tmeé@mbers help other members if they are in needh-the expectatior
that they will also be supported by the network mwiteey need it — but not necessarily by the vergqes that they hav
supported themselves. Rather, they can claim thgjet from any network member that is well enouflatathe critical
moment. Generalised reciprocity is thus the bafses toaditional form of insurance where individuéd®l responsible fo
the community and expect the community to help tieoase of need.

If the relations between the members of networkswazaker, they tend to be based on “balanced mtipr That means
that their members assist other group members tivéhexpectation that these members are going tahgapssistance
themselves at some point in time in the futurethegibecause the donor of the transfer becomesed her/himself o

W
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because the recipient recuperates and can paythedgjft like a credit. Networks that are basedoah a kind of ‘mutua
support’ are therefore not pooling risks like vérgditional support networks or insurance scheneedistributing re-
sources over time. From the point of view of thiéiahrecipient of transfers, they resemble a dredheme, while from
the point of view of the initial donor, they arkdian investment scheme, which pays back thegi@gment at some point
in time with or without an interest. For more ditaif. Loewe, 2006; Loewe, 2009b.

In addition, the International Labour Organisati@as passed several conventions and recommenda-
tions calling for a minimum set of social proteatischemes in signatory countries — the most impbdaes
being Convention 102 from 1952 @&ocial Security Minimum Standardsd Recommendation 202 from
2012 onSocial Protection Floord’ The latter goes back to an initiative taken by ¢ Chief Executives
Board (CEB) in April 2009 in response to the soc@m®mic effects of the global financial and ecoromi
crisis, which called for joint global action to pnote access to essential services and social éranfsfr the
poor and vulnerable. The initiative involves thellLthe World Health Organization (WHO), the Foodl an
Agriculture Organization (FAO), UNESCO, the Inteiinaal Monetary Fund (IMF), the World Bank and the
United Nations Organization (UNO) itself in additido several non-governmental and bilateral domer o
ganisationg®

Social Protection Floors include:

- abasic set of essential social rights and trasisiiercash and in kind, to provide a minimum income
and livelihood security for poor and vulnerable plagions and to facilitate access to essential ser-
vices, such as health care

- guaranteed geographical and financial access tmtalsservices, such as health, water and sanita-
tion, education, social work (see Figure 1).

According to ILO Recommendation 202, these guaenghould be provided to all residents and all
children by national laws and regulations specdyiine range, qualifying conditions and levels & bene-
fits that give effect to these guarantees. In a&ldithese laws and regulations should also profadeffec-
tive and accessible complaint and appeal procedtres

Micro-insurance is not part of the social protectflmor. The ILO recommends that social protection
floors should cover the entire population, whileople with somewhat higher incomes should in additio
have access to risk mitigation schemes such asatwydsocial insurance plus possibly voluntary rasae,
which includes micro-insurance (see Figure 1).

27 International Labour Organization, 2012.
28 Cf. United Nations System Chief Executives Bdar Coordination, 2009.
29 Cf. International Labour Organization, 2012.
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Figure 1: The social protection staircase
A Level of
social Voluntarylnsurance
protection (commercial, public, community-based etc.)
Mandatory social insurance / social security benefits
of guaranteed levelsfor contributors
The floor: four essential guarantees
Basic set of essential social rights and transfers, Physical and financial access of all citizens to
in cash and in kind: essential services such as
Universal Child Pensions Social
access to benefits for all assistance | waterand | education housing other
essential to secure people & employ- | sanitation
health care | nutrition, | atold age ment
services education or with policies
and care disability | for people
in active
age who are
un-able to
earn
sufficient
income
L%
Cal
Individual / household income
Source: own design based on International Labofic&f2010b, p. 20.

Apart from legal obligations, there are three goeasons for the state to make sure that all cgizen
have access to social protection: a social, ananamnand a political one:

- Of course, social protection is important to im@®ocial justice and equity in a society by prevent
ing people from falling into poverty, assisting $eowho are in poverty and helping the poor to es-
cape from poverty.

- In addition, however, social protection also haseaanomic function. As said, all people tend to
avoid risky investments unless they enjoy at leaste basic protection against their main risks. Any
improvement in the access to effective social mtaia instruments can therefore contribute to rais-
ing the readiness of people to invest in highewrrethigher-risk assets: machinery, innovationdlan
or education and training. For example, the impletaion of the Indian National Rural Employ-
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ment Guarantee Act scheme has led to a starkishifie cultivation by eligible farmers from low-
risk, low-return crops such as rice to higher-rtsigher-return crops such as cotfdn.

- Finally, social protection is also important foetktability of the state and the society. It addsd-
cial inclusion, social cohesion and social pea@mé&cho (2014), for example, shows that the Peru-
vian conditional cash transfer programmes contebsubstantially to the building of social capital
among beneficiarie¥.

Nevertheless, the majority of mankind has no actessliable social protection schemes (see Fig-
ure 2). As a rule, some 20-50 % of people in mididé®me countries are covered by either privateoaial
insurance (only 5-25 % in low-income countries)jle/R0 % of the poor receive direct social transf@nly
2-10 % in low-income countrie&j.

Figure 2: The gap in social protection coverage itow and middle-income countries
Income stratification:
higher i Private insurance:
igher income
9 up to 12 per cent
A
ol . The dotted line represents the border between
Social insurance: i A
the formal and the informal sector, which is,
covers 5-60 per cent of the of course, less clear-cut than the figure
population in low- and makes assume. The shape of the line is
middle-income countries meant to tell that all of the poor are working
(the shaded area illustrates in the informal sector, while not all
that some countries have informal sector workers are poor!
have been hetter able .
than others to extend The_bulk of |nfqrr'|rlal stecttc_)r wotr:ers
the coverage of their e:‘goys notsolc 1al pro nec 'On.: der
social insurance V%Tuwtl;ua rsc?upnpc?s apn:%\rr: ?‘ri:nnds
schemes to most relativg%nd nei hbourgs ,
formal and even 9 :
some informal Microinsurance:
sector
up to 5 per cent
employees) P P
\ 4 Basic social protection/
lower income social transfer schemes:
up to 10 per cent
Source: Loewe, 2010b.

The remainder falls into a gap in formal socialtpation system coverage. It accounts for more than
50 % of the population in middle and more than 80®the population low income countries on average.
Most people in this segment are poor or near-podrveork in the informal economy. They rely on tlups
port provided by traditional mutual support netwoodnd informal risk management arrangements such as
savings and credit associations, which are weaklittted reliable and tend to continue to erode witie
modernisation, urbanisation and ageing of the siesief low and middle-income countries. In addifio

30 Cf. Gehrke, forthcoming.
31 Cf. Camacho, forthcoming.
32 Cf. International Labour Office, 2010a.
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these mechanisms are often limited in scope anké seal highly susceptible to economic stress sisch a
global financial and economic crises.

Four main strategies have some potential to cari&zito closing the gap in social protection system
coverage in low and middle income countries: (teeding the coverage of membership-based pension,
health and unemployment benefit schemes (includingial insurance and tax-financed provisions);
(i) broadening the outreach of social transfergpammes, (iii) promoting the accessibility of conmoial
insurance products and (iv) strengthening mutudlather kinds of informal insurance mechanists.

Some countries have been comparatively successfokiintegration of large parts of the population
into one or several social insurance schemes. Wlgeibya and Costa Rica, for example, were ablento
crease the overall coverage of their public pensiremes to significantly more than 80 % of the leygd
populationg.4 Likewise, Tunisia, Korea and Thailand have achiemear-universal social health insurance
coverage by 2013, while countries such as Kuwafabon have made their non-contributory public theal
systems accessible for free to almost all citiZ8ns.

In most low and middle-income countries, howeviee, tesults were rather modest. Especially low-
income countries were unable to deal with the $iogaroblems of low-income earners, especiallyha in-
formal sector? The extension of social insurance coverage is keagpby four factors:

- Social insurance schemes in low and middle-incomaties face administrative obstacles in deal-
ing with additional members, particularly if theaee active in the informal economy. Problems
emerge from their identification, the registratiohtheir personal data, the collection of contribu-
tions and the control of declared income.

- New groups to be covered by social insurance latisi typically lack a good lobby or self-
organisation. Hence, they are unable to put pressuoirthe state to extend the coverage of social in-
surance in their favour. At the same time, theesgntatives of formal sector employees as well as
middle and higher income classes often oppose @saingthe eligibility criteria of social protection
schemes fearing that such changes might underiméngrivileges of the groups currently covered.

- Due to the scarcity of financial resources, govemnis are often reluctant to broaden social security
systems. They prefer to spend public funds on dtaens.

- Given the limited financial capacity of low incomerkers, the contribution and benefit rules of ex-
isting social insurance schemes are difficult tplapo new members. In some middle-income coun-
tries such as e.g. Egypt, the government thereduobssidises the contributions of informal sector
workers, which is, of course, much more difficut fow-income countries, where up to 90 % of the
working population is employed outside the fornesiter®’

The scope of increasing the outreach of tax-findremcial transfer schemés even more limited.
Especially low-income countries, which tend to havether limited tax-base and a very high shangeof
ple living below the poverty-line, face severe idififties in financing social assistance, sociatlitrer public
works programmes that reach more than a rathetelihshare of those who would need the supportddii a

33 Cf. Beattie, 2000, p. 135; Bender et. al. Hooming; van Ginneken, 1999, p. 58-66.

34 Cf. Loewe, 2014, pp. 88-90; Mesa-Lago, 1992.

35 Cf. Loewe, 2013b, pp. 147-148.

36 Cf. Van Ginneken, 1997, p. 12; Beattie, 2000,3%; Gillion et al., 2000, pp. 203-204.

37 In particular, Egypt has a Comprehensive S@&salrity Scheme for Informal Sector Workers. Adang to Law 112 from
1980, membership is manadatory for all Egyptiaas éine not covered by any other social securitgseh According to dif-
ferent sources, the scheme is non-contributorye@sgely charging a rather symbolic contributionldEGP per month. There
are few references to the scheme but Law 81 froh2 20oves that the scheme still exists becauseliogly mentions that
the minimum pension guarantee provided by thatdpplies inter alia also to the Comprehensive S@&ealurity Scheme. Ac-
cording to different sources, the level of pensiisrs0 respectively 63 respectively 79 EGP butniyp ease so high that it can-
not be financed by the low contributions, cf. Loe®@04, p. 6; Egypt, 2012; Helmy, 2008; Selwan2642; United Nations
Population Fund Egypt, undated.
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tion, even if these countries were able to extéed spending for social transfer schemes, theylaviind it
hard to target their transfers well to the neediesciety because of limited administrative cépes And
finally, these countries often suffer from limits the commitment of policy makers for spending publ
funds for the improvement of the well-being of thexy poor in society — which is again due to thet that
low-income groups tend to be much weaker thanxample the urban middle classes in organisingipalit
protest and opposition.

Commercial insurance companies also face diffiesllih offering products that are affordable and
adequate for lower income groups:

- Their costs resulting from transactions such asketsrg, underwriting, premium collection and
claim management do not depend on the insured gther, they are an almost fixed amount per
contract — whatever the actual level of premiunt tiie size of the benefit package are. These costs
are often as high as the premiums that low-incoaraegs can afford to pay — or even higher. This
problem is further intensified by the fact that loveome earners are predominantly employed in the
informal sector and that they often live in ardeat tare difficult to reach. As a result, the trantissn
costs of insurance companies are particularly leiggn in absolute terms when they deal with this
part of the population.

- In addition, commercial insurance companies arélen® level out information asymmetries inher-
ent in the insurance business when dealing withifmeme earners in the informal sector. Insurers
need information on the risk profile of their pdiahclients in order to price their products ade-
quately and to avoid adverse selection. Likewisey tmust be able to observe the behaviour of poli-
cyholders after underwriting in order to contral fooral hazard and fraud. The problem is that poli-
cyholders are better informed about their risk jgcdind behaviour and can hide their information
from the insurer. As opposed to informal sectorkeos with unstable employment and without la-
bour contract, insurers can gain at least someations of the risk profile and behaviour of formal
sector employees, because these are easy to olasehvesually registered with government institu-
tions.

- Finally, commercial insurance companies face diffies in inspiring confidence among low-
income earners because they tend to be distapaimk social and temporal terms from this group
of the population. Spatial distance means that Hrey as a rule, based in the commercial areas of
towns and thus difficult to reach by people livimgvillages or informal urban settlements. Social
distance means that the staff of insurance compatypically originating from urban middle in-
come classes, lacks the necessary understanditigefoeeds and problems of the poor, who, on the
other hand, shy away from direct relationshipsabse they are not familiar with the concept of in-
surance, do not expect commercial companies to pfiaucts fitting their needs and are suspicious
of insurance companies because of fear being adhe@igamporal distance, finally, means that the
benefits commercial insurers promise are in masgsaue long time ahead in the future: a time ho-
rizon that low-income earners, sometimes strugglorgday-to-day survival are unable to plan or
even consider.

The gap in social protection coverage might alsoclssed by the promotion of self-organised
schemes such as community/ group-based insurarcsee\tér, co-operative arrangements of this kind are
often very weak and not sufficiently reliable usléisey are taken up and ultimately fuloy the state:

38 Traditionally, Islamizakit was a means of social protection and redistrilbutiche MENA region. It is an alms toll that the
Islamic state used to collect in medieval times eanktitutes one of the five main duties of Muslif@kanu-I-Islam). In the
absence of an Islamic state, #adat is given by Muslims on a voluntary basis but sonwelern states have introduced the
zakat again. In the public debate of Muslim countrieg zakat is often highlighted as an effective instrumensodial protec-
tion but in reality the amounts that voluntawjat redistributes are very limited, cf. Loewe, 20002p; Loewe et al., 2001, p.
32. The reasons are very much the same as thos®nezhin the main text. However, thakit tends to be very inefficient
and hence effective despite the limited levels bseat is often distributed to those in need byvaotivated and well in-
formed Muslims working in locaakat without pay. In addition, the volumes and the @ffeness increase substantially when
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- Most of them lack the know-how needed to calcutatgtainable premiums for the offered insurance
package with the result that they are either tquessive or go bankrupt because their premium in-
come does not suffice to cover their expenses.

- Likewise, most schemes are very small and hencbleita manage any random coincidence of a
larger number of claims. Whenever by chance a targeber of their policy holders are hit by the
insured risk at the same time, these schemes cpagdiecause their reserves are exhausted.

- And these schemes are often very unstable. Whénfthmders leave the scheme or die, they often
stop to operate all of a sudden and leave thentdiwithout compensation for their claims.

C. MICROINSURANCE

Microinsurance is a concept that has been develagaihst the background and as a response to the
weaknesses of other strategies to extend socitdgtian coverage in low and middle-income countries
emerged almost simultaneously in two areas of dgweént policy practice: On the one hand, self-help
groups and social welfare organisations were tryomgneet the demand from low-income households for
life, health and crop loss insurance. On the ott@rd, microfinance institutions started offeringuirance
together with credit in order to safeguard themsglagainst losses that are due to the death doildisaf
their clients.

The word ‘microinsurance’ refers to predominantigkrpooling schemes that compensate their
members in the event of specified risks (sickndsability, etc.) and are financed from contribngahat
even low-income earners can afford. Hence, its fitsrare limited because contributions must be |Ber-
haps even more important, the contribution and fitecenditions should be flexible in order to beealo
react to the living conditions of low-income peofdeg. contributions due yearly after the harvest).

At the same time, it is of secondary importance whganises microinsurance. Accordingly, most
different organisations have already set up micmiance schemes:

- social insurance corporations (e.g. the ComprelaenSpcial Insurance Scheme in Egypt or the
Rashtriya Swasthya Bima Yojana (RSBY) scheme imjnd

- public insurance companies (e.g. the Janashree Bojaa in India),

- commercial insurance companies (Delta Life Insueao. in Bangladesh),

- health care providers (e.g. the Chogoria Hospit&enya),

- micro-credit institutions (e.g. the Card Bank ie ®hilippines),

- private welfare organisations (e.g. IRAM in Mozaue or the Activists for Social Alternatives in
India),

- co-operatives (e.g. the Asociacién Mutual ,Los Astda Columbia) and

- community networks (such as the harambees/ puttiggther groups in Kenyj.

There are basically three options how microinsugazan be built: downscaling, upgrading and link-
ing. Each option is a different attempt to overcaime difficulties of the existing actors in offegirafford-
able social protection instruments to low-incommees.

the state starts collecting thakit again from at least parts of the population. Gndther hand, in these casesiat tends to
be nothing else but a modern tax-transfer-schertteamieligious label shifting resources from thehio the poor. For a
broader discussion of the history and differenteoporary forms ofakat, cf. Loewe, 2010a, pp. 69-70 and 83-84.

39 Cf. Loewe, 2009a, pp. 138, 162-170.
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1. The downscaling approach

The first option is to scale down the products aiblic or commercial providers of insurance to the
needs and capacities of low-income earners. Thisines measures to (i) reduce the high transactsts of
professional providers of insurance, (ii) protegaiast adverse selection and fraud and (iii) gaa donfi-
dence of the target grodp

One way how commercial and public providers of rasge can keep down transaction costs is to of-
fer only group-insurance: The per-unit costs ofugreontracts do not substantially differ from tho$éendi-
vidual contracts, but several people are covereddnh unit. Another way is to outsource the intioae
intensive tasks of insurance provision — the mangethe underwriting, the premium collection ahd ser-
vicing — to an independent broker or sales agehictwcan operate at lower costs than the inswself it- ei-
ther because its labour costs are lower (suchgagnethe case of NGOs or self-help groups) or bseat has
already a dense distribution network, which caruked for multiple purposes and thereby allow foresy
gies (e.g. mobile phone companies, retailerstyitbmpanies, post offices).

An additional advantage is that a broker or safEmay also be able to bridge the social and spa-
tial gap between the insurer and the policy holifengs personnel stems from the same social dikeghe
clients and thus speaks their language. And a thayg is to use modern technologies and (e.g. mobile
phones, mternet banking and automated teller mashiat least for the collection of premiums artlese
ment of claimg”

The risk of adverse selection can be lowered inwags. The first is to offer group-insurance only:
By covering all members of a given group by ongl&rinsurance-contract, the insurer makes surave a
well-balanced mix of high and low-risk insurantsidithe second way is to introduce waiting periddeey
prevent, for example, already ill patients from imgkclaims immediately after signing a health-irmswe
contract and, thus, reduce the incentive for higk-individuals to buy insuranéé.

Instruments to control for moral hazard and frauclude co-payments and no-claims bonuses. Co-
payments limit the sum that an insurer must paynathe insured risk occurs. They make sure thaintbgr-
ants still suffer a little bit when they are hit the risk and, thus, have an incentive to behavefuddy and
prevent the risk from happening. Similarly, a nahtis bonus discourages policyholders from frivoloos-
duct and fraud. It rewards clients who have noteradlaim for a certain by e.g. a discount in tlleie in-
surance premiurft.

2. The upgrading approach

The second option to build microinsurance is toragg the capacities of self-help groups, co-
operatives or welfare organisations. The approaduires that these organisations (i) learn howesigth
sound contracts and to compute sustainable premifijnsnd ways to stabilise their financial siti@n and
(iii) gain political and legal acceptance and thgristitutional stability.

Learning how to desigsound contracts and to compute sustainable premperhaps the biggest
challenge for self-help groups, co-operatives aetfare organisations. Most of them do not have exper-
tise in the insurance business so that trial arat & their only option to identify the most adetgipremium
level. An alternative is to purchase the necesaatyarial expertise from established insurance eoieg,
independent actuaries or foreign experts. Alsd;tedp groups, co-operatives and welfare orgaragatican

40 Cf. Loewe, 2009b, p. 76.

41 Cf. Meessen et al., 2002, pp. 83-84; Prashal,&2013; Smith et. al., 2012.
42  Cf. Brown and Churchill, 1999, pp. 31-33.

43  Cf. Brown and Churchill, 1999, pp. 36-38; Hogggn, 2001, p. 108.
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send one of their staff members to be trained abnoalesigning contracts and calculating premiumd a
benefit levels?

The next challenge is to protect the financialililify of an insurance scheme. The schemes that are
run by self-help groups, co-operatives and welfaganisations have often not very many policy hdde
with the effect that they are susceptible to theadence of a larger number of bad claims. Onatgwi for
the problem is the formation of an alliance betwsenilar schemes of self-help groups, co-operataves
welfare organisations where a scheme that facgsaeary liquidity problems can ask the others tovjaie a
credit. The arrangement could be seen as a kirmdnofitual re-insurance contract. In addition to,that/-
ernments or non-government donors could estabfisan@ergency fund from which group-based insurance
schemes may borrow if they are confronted withapierary liquidity problenf?

Finally, gaining legal recognitiorcan be another challenge for self-help groupsyperatives and
welfare organisations in low and middle-income ddes. Especially authoritarian regimes tend toeham
interest in controlling all activities within sotye Some are more reluctant with regards to puselgial /
charitable (i.e. less political) activities. Othenswever, are particularly rigorous in this fiéfd.

3. The linking approach

The third option to build microinsurance is prolyatiie most promising one. It consists in the co-
operation (‘linking”) of comparatively different s in the provision of microinsurance. This a@mto is
based on the notion that in order to provide insceaseveral quite different tasks have to perfornaed
while some of them are easier for more professipnabiders of insurance such as commercial ins@ranc
companies and social insurance corporations thaeelié-help groups, co-operatives and welfare cggan
tions, the situation is just the opposite for thieeo tasks.

As a consequence, in the ‘linking approach’ or mpamragent approach’, a self-help group, co-
operative or welfare organisation acts as an ‘agenteaning that it performs all tasks in which loasts,
good knowledge of the target group and the latteu'st are important: the marketing, the underwgitithe
premium collection and the servicing (including thwstomer care and the verification and settlenoént
claims).

At the same time, the agent is backed by a ‘pdrtf@rexample, a commercial insurance company
or a social insurance corporation. It takes orrathaining tasks, which require much less the prayito
clients and the knowledge of their need but knowshgiability and professionalism. These tasks idelthe
product design, the risk management, the investmiepossible reserves and the re-insurance of tiaey
scheme.

D. FEASIBILITY OF MICROINSURANCE

Still, microinsurance cannot be realised by just aator or in just any country or for any risk. Its
feasibility depends on several conditions, which ba grouped into four broad categories: (i) thisterce
of demand, (ii) the capabilities of the provideii) (he design of the product and (iv) adequatarfework
conditions.

44  Cf. Meessen et al., 2002, pp. 78-79.

45  Cf. Brown and Churchill, 1999, pp. 51-52; Hoegen, 2001, pp. 106-107; Loewe et al., 2001, p. 5.

46  There is not enough room to discuss the redsemes For an extensive discussion cf. Internatiésaociation of Insurance
Supervisors and Microlnsurance Network, 2010, pL2&we, 2010a, p. 78.

47  Cf. McCord, 2001.
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1. Demand

The most important condition for the applicabildf the microinsurance is, of course, that there is
demand for insurance among low-income earners. dgpgends on several factors:

- Atleast some low-income earners suffer from unieduisk.

- They are aware of their vulnerability to these sisk

- They understand how insurance works.

- They accept the principles of insurance (which maeyple in Islamic societies do not).

- They are able and ready to pay at least the aatlyafiair price of an insurance covering their 6sk
- The insurance contract conditions are compatibtl thie needs of low-income earners.

- The target group trusts at least one of the patepioviders.

Some of these conditions might be influenced bydbreduct of public information and awareness
campaigns. This is in particular true for the tag®up’s awareness for their risks and its undeding for
and acceptance of insurance. Other factors deperitleoframework conditions, the existence of adsxjua
providing institutions or the design of the contrcbe offered. However, the by far most crititzdtor is,
of course, the target group’s ability to set asidee portion of its income for insurari€dn addition, the
impact oIgmost education campaigns conducted ip#st has been rather limited according to the $L&X-
perience:

2. Provider

Even if the different tasks of an insurance prowvigi® shared among two or more actors such as in
the ‘partner-agent’ or ‘linking model’ model outlid above, at least one of them should be abledrrome
the following challenges:

- minimise administration and transaction costs edagree that an insurance product can be offered
at a price that is affordable for low-income easner

- retrieve enough information on (possible) clientsl @heir behaviour that adverse selection and
moral hazard can be controlled for,

- create trust among possible clients,

- invest possible reserves adequately,

- pool risks sufficiently among a high number of pglholders and

- prevent all actors involved from having contradigtmterests that may set perverse incentives.

3. Product

Microinsurance contracts should always be easyetigd (for the provider) and understand (by the
customers — but also the providers): The languageld be as simple as possible. There should ber no
only very few exclusions. And the level and timimfgpremiums and benefits ought to be adapted teadkh
flow of the customers. If possible, the premiumsat be linked to an existing financial service.

Apart from that, microinsurance contracts can cawest different, but certainly not all risks. The
risk to be covered must fulfil the following critar

- The risk should be entirely random (beyond the rmbmtf the insured) — or the insurer must be able
to control for moral hazard (detect the misusehefinsurance). Neither of both is the case for e.g.

48  Cf. Brugnoni, 2013; Loewe, 2009a.
49  Information provided by Craig Churchill (ILO) a comment on an earlier draft of this study.
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the risk of harvest failure. Therefore, many hardasure insurance schemes that have been set up
during the 1950s and 1960s failed because manyeddarmers relied on the insurance cover and
became reluctant to make every effort to colleetdptimal harvest.

- The risk probability and possible impact of the eed risk should be calculable. Insurers often re-
fuse to cover damages caused by very new produidmologies because they lack the informa-
tion needed to assess the probability and estimedfedt of risk occurrence and are therefore unable
to calculate adequate premiums for the cover.

- The insurer should be able to assess the effeictipact of an insured risk — which is another reason
for the failure of the mentioned harvest failureurance schemes from the 1950s and 1960s. Insur-
ers can cover specific weather phenomena (suctgadail, lack in rainfall, frost) that can lead to
harvest failure. But they cannot offer insuranceeting the harvest failure as such because itis im
possible to determine how much a farmer would Haargested if only the weather conditions had
been better’

- The effects of risk occurrence should correlatenveither the income or the assets of the policy
holders. For this reason, micro life and work-dikghinsurance can be offered, while micro health
insurance poses serious problems. It refunds tsis of medical treatment of policy-holders, which
do not correspond with their income or assets. Wedns that in any given indemnification package
the insurer must expect to spend the same on tenefeach and every client. Consequently, he
cannot sell the package to low-income clients latwaer price than to high-income clients. At best,
he can offer poor clients a slimmed-down package ttoes not cover certain illnesses, excludes
very expensive medical treatments or is restritbed certain maximum annual amount. It must be
considered that insurance makes sense primarilynvitheompensates for very high expenditure,
since it may be possible to make provisions fordowxpenses by saving. Nevertheless, for low-
income clients, a limited-benefits package refugdihleast some health care costs is still somstime
helpful if they do not have access to social healtiurance scheméSsStill, McCord et al. (2013)
report a loss rate of 103 % for micro health inssiie Africa®

In addition, it can be difficult for micro-insurets cover risks of the far future — i.e. to offer £x-
ample pension insurance, which protects policy érslcgainst the risk of longevity. Risks of thiadicon-
stitute a particular challenge for three reasonsthe provider must be particularly trustful besatpolicy
holders contribute for many years and get theirebenonly after a very long period. The risk of iasol-
vency or institutional breakdown of the insurethsas particularly high. (ii) The insurer accumutatauge
funds on behalf of the insured to be paid back arfilgr a very long period. It must therefore besdbl in-
vest these funds at an acceptable level of riskeasufficient rate of return over many years. {lije insurer
must offer insurance holders to port their fundariother scheme when they move to another place.

4. Framework Conditions
Finally, the feasibility of microinsurance deperadtso on stable framework conditions:

- High inflation may pose problems for microinsurasochemes covering future risks. It means that
the real value of a specific amount of money desgeajuickly over time. As a consequence, the
benefit promised by an insurance contract for theecof risk occurrence may be far less than the
amount that a policy holder actually needs to camspte for a damage caused by the risk because
inflation has driven up prices. In addition, inggrthat have to invest accumulated reserves may fac
supplementary problems.

50 Cf. Gehrke, 2011.
51 Cf. Loewe, 2009a.
52 Cf. McCord et al., 2013a, p. IX.
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Finding adequate opportunities for the investmémeserves may be another challenge not only for
insurers covering far future risks. Even life andability insurance schemes (health insurance
schemes a bit less) should generate some surghestethe insurer should better invest in order to
improve the internal efficiency of the arrangeméhit many low and middle-income countries have
underdeveloped capital markets and non-commertagleps such as self-help groups, welfare or-
ganisations and co-operatives typically lack actess

Regulatory issues concerning capital requirementsthe role of the insurer can also constitute a
problem for micro-insurers — especially if they a@n-commercial actors: (i) Minimum capital re-
quirements generally aim at encouraging finandgtbiity; however, if capital requirements are set
too high, insurers are unwilling to offer low-premi policies, since only a large business volume
can ensure a sufficient return on investment. Alsey may impose significant barriers to market
entrants willing to offer microinsurance produdig. The insurers’ ability to offer microinsurance
often limited as a result of overly rigid insurarmoarket regulation: sometimes, for example, the in-
tegration of insurance products with other finahs&vices (credit, savings) is restricted or the-c
ditions for selling insurance contracts are todiaift to be met by MFIs and NGOs.

Finally, microinsurance requires also socio-cultaceptance. The prevailing values and norms of
the respective society should not be in contramfictiith the mechanisms underlying insurance; and
even if insurance as such is accepted, care muskba to design concrete microinsurance schemes
in a way that does not offend any major group afiedy. For example, conventional insurance in
general can be at odds in several aspects withnislaw, theSaria, but it is still possible to organ-
ise insurance, even in Islamic countries, provithed it follows the guidelines a@kaful >

E. POTENTIAL OF MICROINSURANCE

Microinsurance is a promising tool for improvingetlocial protection of low-income earners in low

and middle-income countries. It may have benefieffdcts for consumers, the providing institutiamsl the
respective economy as a whole.

ConsumersMicroinsurance offers the opportunity for low-imge earners to protect themselves at
affordable premium levels against major risks. Adang to a recent literature survey, it thereby
prevents households from selling assets when theyhid by a risk, from taking children out of
school and sending them to work, from acceptingai®ccupations to survive and from taking
loans at excessive interest rates. In contrastomigurance help member households to save, to in-
vest and to use health treatment facilities. Fpalinder certain conditions, it contributes also to
strengthening the position of females in society @nreduce income inequaliti&s.

In addition, microinsurance can foster the awaremdsactual policy holders but also others of the
risks they face in their lives and thereby haveemanstration effect that induces on the long riin al
households to reconsider their risk managementegies. Finally, successful microinsurance pro-
jects might make commercial insurers recognise lihvatincome earners are an interesting target
group despite their limited capability to pay fosurance — at least because they constitute a huge
mass of people in low and middle-income countries @timately turn to this segment of the market
i.e. offer more products to low-income earners.

Insurers: The providers of microinsurance gain access to mewkets and clients and improve their
national reputation. Moreover, the population, @megral, in this way grows more accustomed to the
concept of insurance, gaining confidence in comiakhgsurers.
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Cf. Loewe et al., 2001, p. 54; Patel, 2007.
Cf. De Bock and Ontiveros, 2013.
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Agents (in the ‘linking’ or ‘partner-agent modelf enicroinsurance):Potential agents, such as e.g.
self-help groups, welfare organisations, co-opeesatiMFIs, retailers, telephone companies etc. need
intensive training before they take an active ialehe provision of microinsurance. This training
and their new experience with marketing financialrket products can contribute to building these
organisations’ capacities and ultimately strengiigcivil society at large.

The national economyMicroinsurance can boost the public discussiorr dlve role of the state in
social protection. As a result, governments migie themselves confronted by a rise in pressure to
tackle the problem of widespread vulnerability tigb reforming social insurance and assistance
schemes and extending their coverdge. addition, microinsurance might have a very posief-

fect on the behaviour of low-income earners: enagerinvestment in physical, human and social
capital and thereby boost growth where it is mastlyl needed: in micro and small enterprises
within the informal economy.

There are, however, also limits to the potentiah@froinsurance:

It addresses vulnerability rather than chronic piyveMicroinsurance schemes (like social insurance
schemes) are financed by their members’ contribatend they are intended to mitigate possible fu-
ture downturns in the income and unexpected riséisd essential spending of their members. They
are thus a social protection instruments for loeeime earners who cannot spend more than a small
amount for their own social protection but certainbt for the ultra-poor who cannot even afford the
most basic of their current consumer needs — teteaimake provisions for future social needs. Mi-
croinsurance can therefore never be a substitutaxtfinanced social transfer schemes, which are
the only instruments being able to provide supmmthe absolute poor.

In addition — again unlike tax-transfer schemesthigt time also unlike social insurance systems —
microinsurance schemes cannot redistribute furm®s fiich members of society to the poor. This
weakness is due to the fact that enrolment withremsurance is normally voluntary. Once micro-
insurers start to cross-subsidise the benefitsigeovto poor policy holders from the contributions
made by more affluent policy holders, they arasit to lose all of the wealthier and attract orilg t
very poor in their respective region.

Microinsurance is also not capable to reach ouanger parts of the population in low and middle-
income countries. In 2007, microinsurance schentesat cover more than 12 % of the population
in any low or middle-income country of the worldtivithe single exception of Peru. This pattern
might change to some degree over time, but mangrex@re convinced that microinsurance will
never reach a majority of the population even utidemost optimistic assumptiorfs.

Microinsurance is able to protect low-income easragainst some of their most serious risks — but
certainly not against all of them. One reason & tbw-income earners may be able to pay for one
or sometimes even two products covering some af thest threatening risks but only very few of
them at utmost would be able to buy an insuranoéract for each of their risks. The second reason
is that microinsurance cannot provide reasonatgd&geption against all risks that may be of concern
for low-income earners. Micro life, work-disabilitgnd index weather insurance can be offered
while micro health, liability or pension insuranmenstitutes a very serious challerige.

As a result, microinsurance can never compete sadtlial transfer schemes and is also only a sec-

ond-best option under normal circumstances in dtemparison with social insurance. Membershiphef t
latter can be prescribed by law, making redistidsuamong the insured possible. The same healtinense

package can then, for example, be sold to poorrighdnembers through the partial financing of pagtae
to poor members from the contributions of the ridloreover, social insurance schemes give their neesnb
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A recent publication by the ILO’s MicroinsuranEacility shows how strong this leveraging efigan be: Kimball et al., 2013.
Cf. Roth et al., 2007.
Cf. Deblon and Loewe, 2012, p. 51.
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more legal certainty, since they are backed bystage, which must ultimately take responsibility fioeir li-
abilities.

Nevertheless, microinsurance can be a very hefpfdlimportant social protection tool — especially
in cases where the state is unable to build umbkogurance schemes at all or to extend themfoonral-
sector employees.

In addition, it can also play a role where soamlurance exists but is not attractive for inforised-
tor employees. This may be due to the fact thatiiks these schemes cover constitute a majorttfoear-
ban formal sector employees only while farmers peaple in the informal urban sector are much maie v
nerable to other risks such as e.g. harvest failurienal pest or terms-of-trade shocks. In sucasacmicro-
insurance can offer, for example, weather indeurisce. Likewise the contribution rates may beHhigh
or payment procedures may not be well suited fopfgewith irregular income. Furthermore there mayab
general mistrust in systems administered and ozgdniby public institutions. In all of these casas;ro-
insurance schemes can be built up in parallel andnaalternative to social insurance with the éftbat
every population group and every household carfapthe kind of social protection instrument thatts
best to its specific needs and preferences: simsatance, microinsurance or commercial insurance.

Finally, microinsurance can also complement sdosiirance — for example where public social in-
surance schemes provide only partial protectioet Mam, for example, has a voluntary social heatshr-
ance scheme for informal sector employees butdbv&ring only health treatment costs and not xangle
the costs of bringing ill people to hospital. Itlhsis almost useless for poor households in renuoét areas,
where the next hospital is far and health transpiort costs are high. The government has theresietrep
some microinsurance schemes, which are providimgng other things, compensation to their membaers fo
health transportation costs. In the same way, npertsion insurance might top up the pensions gilaiote
its policy holders by social pension insurance se® And microinsurance can provide protection resjai
risks that are not covered at all by social insoean for example droughts, animal diseases, floodhsil.

F. MICRO-TAK AFUL

Some microinsurance providers seek to comply with requirements of Islamic law, ti¥ar‘a:
They are providingakaful, which is a form of insurance that Islamic schel@ulamz) consider permissible
for Muslims. It is based on the principles of ceeration (a‘awun) and mutual supportgbarru) and there-
fore similar to conventional mutual insurance. Ward literally means to mutually take care of amoth
And somé&ulany state thatakaful has already been practiced by the early Muslimroanity in Mekka and
Medina, who extended the practices of the then spideadfagila system — which is the obligation of people
in a tribal society to come to the financial resofi®@ther members of the same tribe — to the Istacom-
munity Umma.*®

Adherents otakaful say that conventional insurance is unlawfidrgm) for Muslims for four rea-
sons:

- Maysir (gambling) may be encouraged by insurance produil as life insurance. For example, a
person could die right after signing a life insw@rontract and paying just the every first premium
and her/his dependants will then receive a bearéieeding by far the contribution.

- The benefit conditions may be unclear with theaffaat policy holders suffer frogarar (uncer-
tainty) regarding the expected gains and the prolbteeven more serious for products with a sav-
ings component such as life and pension insurance.

58 Cf. Patel, 2007.
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- Often, interestr{ba) is paid on the reserves / funds of policy holdereby making money on
money.

- Reserves are often invested in immoral or impugnass activities such as gamblimgalsip, the
production of or trade with alcohol or pork meanon-interest free bankirg.

Unlike in the case of conventional insurance, thiopophy underlyingakaful is not that an insurer
takes the risks of policy holders against a premiRather, policy-holders co-operate in order totgbute
to their common good: to help the ones that nesstasice. In theory, one part of their premiumseisn as
a donationt@abarru) to today’s needy, while another part may be sagimy/araba) for future needs.

Further, the insured participants themselves arettners of the fund t@"awurr principle’). They
are thus also the insurer and therefore sharesigdims but also in the losses of the scheme. Nobaxl de-
rive advantage at the costs of others.

Any company that is organisingtakaful scheme is callethkaful ‘operator’ (vakl) rather than ‘in-
surer’ because it is only moderating between thenbees (Wwakala principle’). In the conventional insur-
ance business profit can be made by (i) bearingiihe of policy holders, (ii) benefiting from s (i.e.
the fact that the reserves can be invested at ohresurn that are higher than those to be pajbtizy hold-
ers), (iii) administering the products and finahdiews and (iv) marketing and servicing. Butakaful op-
erator can only take a lump-sum fee for its ses/axed, hence make mainly profit with the latter.two

The reserves dfakaful schemes have to be used iBag°a compliant way. For example, they may
not be invested in gambling institutions, businegbmat produce or trade with alcohol, businessas géll
weapons or assets that pay fixed intengist].

Likewise, the benefits granted to members may eatdiculated on the basis of a fixed interest rate
(riba).

Any kind of uncertainty in expectations — for exdenpegarding the level and time of contributions
and benefits — must be eliminated. All actors naasevery act of participation at utmost sinceritynten-
tion (niyya) and with full knowledge on the consequences. Tinegt therefore have legal capacity and be
mentally fit. And the insurance contracts must bey\clear, in easy and understandable languagenaind
contain too many exceptions.

. And finally, the scheme must be supervised Barda board in addition to the usual board of direc-
tors.

In practice, there are four models of htakaful can be organised:

- The co-operativet§'awurt) model refers to true mutual insurance schemesatigaorganised by the
members themselves.

- The non-profit model refers tmkaful schemes that are organised by a third party, wisichow-
ever, not charging any fees for its services anithvis typically either the state or a public entir
a third-sector welfare organisation.

- Thewalkala model refers to schemes that are organised bgemt against a fix fee.

- And themuw/araba model refers to an arrangement where the profésshared at a specific rate
(e.g. 50:50 or 70:30) between the insured and geatd*

59 Cf. Hussain and Pasha, 2011; Khan, 2011; SwadzZoetzer, 2010.
60 Cf. Brugnoni, 2013; Haryadi, 2006; Patel, 208®artz and Coetzer, 2010.
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Some Islamic scholars, however, insist thatrth@araba model is not in accordance with the phi-
losophy underlyingakaful and should therefore not be practiced any rffolss a consequence, Saudi-
Arabia has prohibited alhkaful programmes except for the strictly co-operatte&ivury) ones’®

As suchtakaful does not particularly aim at protecting low-incopenple, and it faces probably no
less difficulties in that regard than conventioimurance. However, just like the microinsurancecept
has been developed since about 20 years ago apanse to the difficulties of conventional insurengcro-
takaful schemes have been set up since about ten yeans sggponse to the difficulties of ordinaakaful
schemes in reaching out to the poor.

According to empirical studies, these schemes dderal to be inferior to notakaful microinsur-
ance in terms of efficiency, equity and sustainghiBut they are definitely better acceptable tany peo-
ple in Islamic countries. And it seems that veitdatribution (in favour of less affluent membeasthe
same scheme) can be more easily integrated intoo#taikzful than into nortakaful micro insurance
schemes — probably because the membetakaful schemes in general tend to be particularly religiand
hence ready to share some of their savings witergtéople who are more in need than themséfves.

Typically, microtakaful schemes are offering credit life or funeral insw&— sometimes also life or
work-disability insurance. Often, they are orgadisgong the lines of the partner-agent model oedin
above — that is by professiortakaful operators or notekaful insurance companies but in partnership with
self-help organisations, co-operatives or welfarganisations, which operate close to the targetigraf
low-income earners and therefore know well abostdhoup’s specific needs and problems.

Experience furthermore tells that midadaful works best

- if thetakaful operator and its local agent agree jointly on tha@ae of the product and its design,

- if there is a high degree of trust and transpard&mtyeen both organisations,

- if the design of products is as simple as possible,

- if every product covers only one single risk,

- if only group insurance contracts are offered @ ¢bllection of premiums from one region can be
synchronised and

- if the staff of all involved organisations as wad#l all customers are well informed on how insurance
in general andakaful in particular worlké®

The first moderntakaful company — the Islamic Insurance Company of Sudavas- founded in
1979. The first micrdakaful scheme — the Agricultural Mutual Fund of Lebanomas established in 1997.
It provides health insurance coverage for costscowered by the public Lebanese social health arse
scheme (which reimburses only 85 % of hospital)feésovers 5000 families and it is open to aligieus
groups. In 2005, there were abouttakiful companies altogether world-wide but conventionalirers can
also offertakaful products and quite several of them have alreastostered that business fiéft.

61 Cf. Patel, 2007.

62 Cf. Fisher and Taylor, 2003.

63 Cf. Gonulal, 2012, p. 18.

64 Cf. Mohieldin et. al., 2011.

65 Cf. Erlbeck et al., 2011; Haryadi, 2006.
66 Cf. Patel, 2007.
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.  FRAMEWORK CONDITIONS OF MICRO INSURANCE IN WESTERN ASIA

A large group of people in Western Asia has no sst¢e formal social protection schemes except
health schemes. They must therefore rely on infbsupport from relatives, neighbours, friends ol co
leagues or within co-operatives if they are gettidy work-disabled, unemployed or bankrupt or whies
main bread-winner of a family dies. But traditioaald informal risk management arrangements areneco
ing weaker and weaker, they are neither relialbbe,sofficient in scope and scale. As a result, nthem
80 % of the population in Yemen is highly vulnerald manifold risks, more than 50 % in Lebanong Ira
and the West Bank and Gaza Strip and more than #03érdan. In the Gulf states, too, large partthef
population are highly vulnerable; mainly, thesefareign migrant workers — but also increasingliioraals.

As a result, there is considerable potential focrpinsurance. However, the legal and institutidnane-
work conditions for the provision of microinsurarar@ not easy in all countries of Western Asia.

This chapter portrays the landscape of social ptiote schemes in Western Asia other than micro-
insurance and assesses the framework conditiomgcodinsurance.

A. SOCIAL PROTECTION INWESTERNASIA

Social protection schemes in Western Asia suffemffour major weaknesses: (i) the relative weak-
nes§’ of non-state actors in the provision of socialtection (see for example Figure 3 on the role fge
insurance), (ii) the preferential treatment of thiban middle classes by the public schemes, {@iicant
gaps in coverage for most risks and large parth@fpopulation, and (iv) deficits in terms efficdggnand
sustainability. These weaknesses have been discasgength in literaturé.

67 Western Asian states spend between 8 and Zfzpeof GDP on social protection (including consuasubsidies), cf. Hofti-
jzer, 2006; Loewe, 2010a, table A11l. At the sammefiprivate (commercial) insurance against riskhss iliness, old-age,
death and work-disability accounts for less thdn%.of GDP of Western Asian countries on averagaieh less than in other
world regions except sub-Saharan Africa (JordanBattrain are the main exceptions within Westerrapgif. Lester 2011,
tables 1 and 2 and box 1; Loewe 2010a, table A%(a Pesult, for example, private health insureseconly about 4 % of the
total costs of health care costs in Jordan, 12 ¥ebanon and 9 % in Saudi-Arabia, cf. Drechsler ditting, 2007, p. 509.
Likewise, the role of private charity is often ovestimated. Its total volume is even smaller thraather developing regions.
Of course, members of the core family support edlobr wherever thy can. But even the mutual suppodng members of
the extended family has apparently lessened 4deedhe assistance given to other people. Surveyducted in the late
1990s have already shown that only 1 % of Jordanigre receiving transfers from other familiesddigion to another 12 %
who reported receiving assistance from relativéslenn Palestine, 8 % of all households statedl ttey were receiving trans-
fers from non-relatives, while 10 % said that thayre receiving from relatives (extended family).%&f all Yemeni house-
holds reported that they were getting assistarme fither household (relatives or non-relatives)tbetrespective share was a
bit higher for households below the national poyéne (28 %). These shares are very low in congoarivith the respective
share of the Indonesia (58 %), Jamaica (53 %), Ndpa6), Panama (38 %) or Kirgizstan (36 %), dbrBquist, 2006;
Loewe, 2010a, p. 90, table A9.

68 Cf., for example, Loewe, 2013a; Loewe, 2013teWwe, 2014.
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Figure 3: Private life insurance penetration of MENA countries in comparison with other world regions
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Source: Lester, 2011, figure 2.

The main issue for the purpose of this study i$ Huae parts of the population in Western Asian
countries have no access to reliable social protesthemes covering relevant risks such as oldvagek-
disability, the death of the main bread-winner émily, unemployment etc.

The main exception is social protection againstthaasks. At least formally, Western Asia fares
very good in international comparison in this regavhich is mainly due to the wide spread of taaficed
health systems in the region. At least all citizease a right in eight of Western Asia’s 12 cowggrio be
treated for free in the government's health syst®ms

Of course, this does not correspond to an effect@ % coverage because some people in remote
areas may live at such distance from the next h&tation that they cannot make use of their righfree
health treatment. According to estimates, thishes ¢ase for 1-5 % of the inhabitants of Saudi-Aaamd
Jordan, 5-15 % in the Oman and the UAE and up t®1f Syria (prior to the current civil war) (sea-T
ble 2). In addition, in some countries, patientsehto pay co-payments for their health treatmerer&f
these are moderate at first glance (such as eJpraan), they constitute considerable barriersatmess to
medical services for many people with limited inefhAnd finally, the meaning of coverage is also ques-
tioned by the fact that the quality of the servioffiered by the public health systems in Westeria Aaries
substantially between and within countriés.

69 Cf. Loewe, 2010a, table A18.

70  Cf. International Labour Office, 2009, p. 6;evee, 2013b, p. 154.

71 Cf. United Nations Development Programme arabAfund for Economic and Social Development, 2p02;1; World Bank,
2002, pp. 58-60.
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Table 2: Estimated cumulative coverage rates of fonal (public and private) social protection schemem
Western Asia with regards to key risks
Country Key risk protection as a share of the tptglulation: Estimated share
health  risks| old-age, unemploy- children O,f total poP‘%'a'
(treatment, work- ment (family  al- tion bengflttmg
not wage re- disability, (wage re-| lowances) fr.om social as;
placement) | death of| placement) sistance of
wage-earner cher tax-
(wage re- financed cash
placement transfer  pro-
grammes
Bahrain 25-40 % 30-40 % - 4%
(100 %)*
Iraq 20-30 % 30-35 % - -
Jordan 65-75 % 50-60 % - - 5%
Kuwait 20-40 % 20-30 % - -
(100 %)**
Lebanon 50 % 25-35 % - 38 %
Oman 90-99 % 10-20 % - -
Palestine (only West 90 % 35-45 % 5% -
Bank)
Qatar 60-70 % 5-10 % - -
(100 %)*
Saudi-Arabia 30-50 % 20-30 % - -
(100 %)**
Syria (prior to civil war) | 90-100 % 30-40 % - -
UAE 20-35 % 5-15 %*** - -
(100 %)**
Yemen 20-30 % 10-15% - - 2%
For comparison: Data for North African countries
Algeria 100 % 70-80 % 80 % 16 %
Egypt 99 % 55-65 % 18 % - 4%
Libya 100 % 80-90 % 80 %
Morocco 15-25 % 20-25 % - 22 % 1%
Tunisia 90-95 % 75-85 % 44 % 58 % 10 %
Sudan 65-75 % 8-15 % - -
* The figure in brackets refers to the coverage efrthtional population (excluding migrant workers).
* The figure in brackets refers to the coverage thfe national population (excluding migrant worRers
In the future, migrant workers will be obliged tarel with a health insurance scheme.
** Almost 80 % according to International Labourf@@e, 2009, figure 1.
Source: International Labour Office, 2009; the Mdwt 2014; Loewe, 2010a, tables A15, A18, A19 argDALoewe,
2014), table 3.1.

The most restrictive limit to overall social heafitotection coverage is however set by the fadt tha
the public health systems of Bahrain, Kuwait, Qafaudi-Arabia and the UAE do not accept migrantkwo
ers for free. In addition, in Jordan, Lebanon drel\West Bank and Gaza Strip only members of prigate
social health insurance enjoy free health treatmwériie all others have to pay moderate fees (seeelb

34



As a result, almost one third of all health car®\astern Asia is still financed on average by spont
neous out-of-pocket spending. The treasury finaB&% on average but this share ranges from a % 2
in Lebanon to more than 80 % in some Gulf counti@s average, only 5 % of gross national healtle car
spending are financed by social health insuranicerses (the respective share being 20 % in JordAb &
in Lebanon, but 0 %, among others, in Iraq, Qatal the UAE). At the same time, only 7 % of gross na
tional health care spending are covered on avdragieird party payers such as commercial healthrarsce
and other pre-paid schemes (the respective shang & % in Lebanon but 0 % in Iraq and Syria). {Tha
leaves 29 % of the costs on average to be paidverage out of pockets: This position includes pgeva
medical fees, excess payments and user fees aawvatlditional payments (tips, bribes etc.). Theeslof
out-of-pocket spending on total health care spepidiralways a good indicator for the extent of abbealth
protection of a population. Within Western Asiaisithighest in Yemen (78 %), Lebanon (57 %), andaSy
(51 % before the civil war) (which indicates a pperformance in social health protection) and ldvire¢he
gulf countries (12-17 %) (which indicates a verpd@erformance in social health protectién).

In any case, coverage rates of formal old-age, swis&bility and survivorship protection schemes
are significantly lower on average than the coverames of health protection schemes. Jordan Isaptp
the only country in Western Asia where more tha®/b0f the population are covered by a formal conitri
tory or non-contributory pension scheme. In mokeptountries, the ratio is between 25 and 40 %,ian
Qatar and Yemen it is even lower. On average, aB@@b of the population are enrolled in a formaigpen
scheme, which is definitely more than in sub-Sahlraca but less than in Latin America and the Gari
bean, Eastern Europe and Central Asia and SoutkrBassia (see Table 2). The main reason, agaihats
large groups of employees are excluded from coeebgdaw in most Western Asian countries: in patéc
temporary employees, self-employees, domestic wsyrlo®ntributing family members and foreign migrant
workers (see Table 3). In addition, many workers aot registered with any public social protection
schemes although membership is mandatory, or tieeyegistered but fail to pay contributions (regiyla—
with the effect that effective coverage rates amndower than legal coverage rafés.

No social insurance scheme in Western Asia exbeptébanese generates family grants.

72  Cf. World Health Organization, 2013.
73  Cf. United Nations, Economic and Social Comiois$or Western Asia, 2014, p. 18; Loewe, 2010a,1)8-109, 168-169.
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Table 3: Legal coverage of major groups of employseby public old-age, work-disability and survivor-
ship social protection schemes in Western Asian aridorthern African countries
= S 3% =
2 | § 843
3 D @ O o
c Q q>)\ E %] =
= "C'U' e) E =] Q =
1] 556 2 3 2
g ° |E28 8| § | = 0
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> - = = 5 £ e Lo} =
@ 2 S SEE o £ 0 ]
5 EE | 881838 =2 2 02| = o
e | °3| 22|28 £ | 2 |&8| § | &
g § | ;52| &2lg°5 2 g | 85| & S
S| s |2 eR|fes 5| B |Es| 5| &
s S SR8 | W |ase|l F ] o 3 a e
Bahrain X X + + H-2 | — +H-2 | (+) —
Iraq X X X X + — + — —
Jordan =P x/+P + + + — +/— +¢ —
Kuwait X + + + + + + x) + —
Lebanon X X X X + — — — —
Oman X X X + + — — — —
Palestine (here « + + . . . . . . .
only West Bank)
Qatar + + + — — — — — — —
Saudi Arabia X + + + + — — (+) — —
Syria X + + + + — + + — +
UAE X + + + + — — — — —
Yemen X X X X + — — — — +
For comparison: North African countries
Algeria X + + + + + + X + +
Egypt X X + + + X + X X +
Libya X + + + + + + + + +
Morocco X X X X + +/- +/- — — +
Sudan X X X + + +/- + +/— — +
Tunisia X X X X + + X X X +
Note::
+ covered by the main public social protection sche
X covered by a separate pension scheme (in mass$ cas-contributory)
- not covered
+/— partially/some covered
+) may enrol on a voluntary basis, but have to paire contribution (employer's and
employee’s share) except in Iran, where the engplsyshare is financed by the government
a only people employed by enterprises with at [Gastemployees
b civil servants recruited after 1994 and militestaff recruited after 2003 are required| to
pay contributions to the Jordanian social insueascheme, while those recruited eailier
are entitled to non-contributory pensions
c compulsory since 2010
d For the majority of MENA countries, the ILO (20Q1@stimates the share of actijve
contributors to a pension scheme in the working-ggpulation at only between half gnd
three quarters of the percentages displayed intabée. This difference is not due to a
contradiction. Rather, it results from the facattifemale labour force participation rates
are very low in MENA countries and the portionpefople who are not in the labour
force because they have given up looking for emmpkyt is very hig
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e For some countrs, however, such as Bahrain, Egypt, Jordan andsiynihe differenc
is even larger. Here, it becomes obvious that H® (2010) estimates include only
members of contributory pension schemes and nosethwho are entitled to a ngn-
contributory pension such as military and civilngmts. This is particularly apparent for
Jordan, where, according to the ILO (2010) est@madnly 21.2 per cent of the working-
age population were contributing to a pension swhén 2007 but more than 30 per cent
of the working-age population were covered alone the non-contributory programmes
for army people and civil servants. These haveppstd in the meantime to accept new
members but their old members are still coveratkuthe old provisions

f The ILO (2010) estimates the effective coveragge rof the Libyan pension schemes| at
no more than 38.1 per cent of the working-age (ajmn in 2003, while Robalino assumes that
as much as 90 per cent of the Libyan labour fareecovered not yet including the armed forices
(another five per cent of the labour force), whate covered by a separate pension scheme,
cf. Robalino 2005, p. 54

g The ILO (2010) estimates that only 2.9 per cehthe Sudanese working age population
were actively contributing to the country’s pemsinosurance scheme

Sourct: Loewe, 2014, table 3.

No country except Jordan has social maternity Brsce.

And with the exceptions of Bahrain and Jordan nmtgy in Western Asia has an unemployment in-
surance scheme so far. Jordan has an unemploymwetion scheme since recently but it is basethdi
vidual accounts and hence does not allow for eitteetical or horizontal redistribution. The Kingdooifi
Saudi-Arabia has decided to establish such a scldemieg the months to come. The 5 % Palestinians wh
enjoy membership in an unemployment insurance sef@mthe inhabitants of East-Jerusalem who are cov
ered by the Israeli scheme.

Finally, perhaps even worst, no country in theaaghas a rights-based social assistance scheme —

meaning that citizens have a real chance to enfcml assistance entitlements by legal actiohcélin-
tries have some kind of cash transfer schemes,wdrie meant as a basic social protection tooto.ed-
dress poverty in general rather than individudtsidHowever, the budget of these schemes is nbigigi
most countries and the number of beneficiaries doégxceed 20 % of the number of people livingliso-
lute poverty in any single country. In additionpigally, the transfers paid out to beneficiaries aery low.
And even if a household is eligible for supportading to a cash transfer's own targeting criteitiaas no
possible to sue the support in. Normally, new daxsaistance entitlements are only given once cibeial
assistance beneficiaries have been deleted frofilebé’

Several countries in Western Asia have multipleggpgommes — each with a very tiny budget but dif-
ferent targeting conditions and modalities of pagtewhich risks overlapping support to some hoakih
and the complete exclusions of others. In additioa,selection of beneficiaries is not always utadem in a
transparent process and not always adjusted imelytimanner if economic conditions of beneficiaries
change. Against the background of limited budgeissbcial assistance this may result in the exatusif a
substantial numbers of households who would inggle be entitled to social assistance. And finathe
main programmes tend to focus on households witadutt able to work male members. They contribute
thus to the social protection against work-disab#ind the death of a male bread-winner but noinagan-
employment?

74  Cf. Blomquist, 2006; Loewe, 2010a, pp. 127-129.
75 Cf. International Labour Office, 2009.
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B. THE INSTITUTIONAL FRAMEWORK FOR MICROINSURANCE INVESTERNASIA

The main challenges for the spread of microinsweanhiemes in Western Asia are (i) that the insur-
ance, co-operative and NGO laws of several countre rather restrictive, (ii) that most co-opeesiand
NGOs in the region suffer from weak administratavel technical capacities, (iii) that co-operati@tween
commercial and third-sector organisations is haeghéy serious mutual mistrust and (iv) that matygens
continue to expect solutions for their socio-ecommproblems to come from the government rather than
from themselves.

Some aspects of the framework conditions for mitgeiance in Western Asian countries are com-
paratively favourable:

- Half of the countries in Western Asia are middleeime countries and the other half are even high-
income countries. Financial constraints should tiatse the main obstacle for the spread of micro-
insurance.

- Alarge majority of the population in all countriescept Yemen is urban with the effect that transac
tion costs relating to the marketing and serviahgnicroinsurance are not too high for a large part
of the population.

- Seven countries in the region (Jordan and the ulhtries) provide fairly stable economic and po-
litical framework conditions for the development oficroinsurance (low inflation, no radical
changes in economic policies, limited levels ofmej state power monopoly, very low risk of war,
civil war, riots or coup d'états). The frameworknditions are less stable in Lebanon, Yemen and
Palestine but still allow for the provision of méstds of microinsurance (it may be difficult toopr
vide coverage of long-term risks such as e.g. giel-aAnd the provision of microinsurance is cur-
rently impossible in Syria and parts of Iraq beeaoviolence and war.

- The majority of the population can at least read bas enjoyed enough education to understand
how insurance works if this is well enough explaine them.

- The incidence of endemic and other commutable séseas limited, and so is the spread of
HIV/AIDS.

A first major weakness of the framework conditiamaVestern Asian countries is that their private
insurance markets still tend to be underdevelopedlifferent reasons (overregulation, dominance éw
large providers, weakness of capital markets eAdcgording to Richard Leftley (MicroEnsure), comigiet
is still weak in most countries of Western Asiahwihe effect that the main providers of microinsweado
not perceive any need to diversify and watch ougafiglitional markets:

Penetration is expected to remain low in the shomedium-term. Insurance companies in the
region are not motivated to go after the mass ntadked instead are securing core busin€ss

Of course, this bottle-neck could be by-passed BysVINGOs or co-operatives offering microinsur-
ance on their own. But most NGOs and co-operaiivé§estern Asia do not have the potential for sach
endeavour. The number of powerful NGOs is verytiuhi as a trend only the big religious (Christiamezll
as Muslim) charity organisations have the capdoityffer a financial service for longer and to teact to a
larger part of the population. The bulk of NGOdlie region are grass-root initiatives that are lsyrvery
few activists for whom even the limited task totdimite and service only an insurance product (likéhe
partner-agent model) would be too challenging. RidH_eftley (MicroEnsure) is convinced:

76 Richard Leftley, chief executive officer of MaEnsure in an interview: Mena Insurance Revievi,220
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There is huge market potential for microinsurandewever, one of the main challenges as it
develops will be distribution. The key problemd wiise not necessarily through the insurers,
but through the current lack of organisations thalt distribute the product$’

A study® conducted by the German Development Institute /utfhes Institut fir
Entwicklungspolitik (DIE) in 2001 on the potent@il microinsurance in urban Jordan concluded thatdke
of an agent in the provision of microinsurance caly be played by either of the four sustainable$/Mi-
crofund for Women, Ahli Microfinancing Company, ©perative Housing Foundation and Jordan Micro
Credit Company, which is now Tamweelcom) or eitbérthe four royal welfare foundations (Noor al-
Hussein Foundation, Jordan River Foundation, Jokttshemite Fund for Human Development and Queen
Alia Welfare Fund) — but not by either of the cayig NGOs. And in fact, the four best known micrsuimn-
ance schemes that have been set up in Jordantsarcare run by the Microfund for Women, by Tamweel
com, by the Noor al-Hussein Foundation and by tirdah Hashemite Fund for Human Development (see
Chapter 4).

At the same time, Western Asia has also only a vesagperative movement. There are some small
co-operatives in several countries of the regiontbe large majority of them are agricultural pwasimg,
marketing or utilities co-operatives, a few are $ing co-operatives and even much less are credit co
operati\égs. The number of the rest (including sgwino-operatives) does not exceed thirty in anglsin
country.

For decades, governments in the region have prom@sgrovide social welfare as a substitute for
political participation. And at least until the ml®80s, they were also quite well able to fulfistpromise.
At the same time, the legal scope for co-operativdésrmal self-help groups and non-governmentdfave
organisations is limited. Therefore, co-operatiaasl other grass-root organisations are still weathese
countries, and people tend to expect social sugparbme first and foremost from the government.ewh
Jordanian households were asked by the DIE resézaahin 200 which actor might do anything to ease
the management of their risks, almost all mentiooely the state while people in Latin America tdnd
consider first of all grouping together and solvthgir problems jointly and if necessary withoulphigom
outside — or as Patel (2005) has put it:

Unfortunately, there is limited presence of the pmrative and mutual movement in the Arab
World, it is the responsibility of organizationscbuas the ICA and ICMIF to increase aware-
ness and promote the benefits of popular-baseiltitisns®*

In addition, market regulation causes serious rokIfor microinsurance as well. Insurance laws are
meant to protect consumers and the insurance iydasta whole but they are somewhat outdated ierakv
countries of Western Asia. As a result, they sttematight restrictions for the provision of insoca — for
example in terms of minimum capital requirementsher conditions for people taking key management po
sitions — which non-commercial insurers can newdil.f When the respective clauses were draftech — i
some countries like Lebanon more than twenty yagos— nobody thought about microinsurance andaits p
ticular feature§?

Other insurance laws regulate the marketing ofrerste products. In Jordan, for example agents and
brokers needed to have until 2001 at least 15 yadaggperience with insurance before they couladzred-
ited by the insurance regulatory commission. A donl of this kind would disqualify all third seatar-
ganisations from becoming an agent of microinswggovision in the partner-agent model. Fortunattly
requirement was eliminated in the context of allegaendment in Jordan in 2001, but similar provisio

77 Richard Leftley, chief executive officer of MaEnsure in an interview: Mena Insurance Revievi,220
78 Loewe et al., 2001.

79 Cf. Polat, 2010.

80 Loewe etal., 2001.

81 Patel, 2007, p. 17.

82 Cf. Andrew, 2012; Lester, 2011, pp. 9, 19.
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continue to exist in the insurance laws of otharntdes in Western Asia. In Iraq, for example, mgice
agents and brokers need a license to be issuetiebyegulator, which may be difficult for NGOs, co-
operatives and self-help groufs.

And some association, co-operatives and NGO lagsso a hindrance for microinsurance: Many
of them prohibit, for example, NGOs from performiagy kind of commercial activities — which may ex-
clude the provision of insurance — and co-operatase also not allowed to run insurance schemesrie
countries such as e.g. Jordan.

The most important question however is how a cquintiplements its insurance market regulation.
Some countries — like for example Lebanon — havepawatively rigid insurance laws but interpret thema
very liberal and pragmatic way. Others, such as ¥eagnen, have less strict laws but insurance pereid
never know how the existing rules are going toriierpreted because there is considerable scopetéor
pretation by officers in the regulating state agernkccording to Dirk Reinhard (MunichRe Foundatipn)
such deficits in the rule of law are always a sgrdisincentive for investors in the respective @ect

The important thing is the support of the countmggulator, which is absolutely crucial. That
is one of the key steps in the development of mgumnce, and if we have a dedicated regula-
tor [...] that is the first important step of improving acs®&s

Finally, religious values and cultural norms arsabften seen as an obstacle to the spread of -micro
insurance in Western Asia. In fact, many peopléhia part of the world mistrust commercial provisledf
financial products in general. And many Muslimsiée that conventional insurance arrangementshie t
offered by commercial, mutual or welfare organimas) do not conform with the principles of theiligion.

However, as we have outlined above, there is a t@gyrevent these objections: Possibly, micro-
insurance has to be constructed as miakaful in large parts of Western Asia in order to be pte by its
target group.

Fortunately, according to the existing literatutee regulatory framework seems not to be signifi-
cantly more restrictive for micrtakaful than for more conventional microinsurance.

Nevertheless, there is still an additional chaleeiigMany countries — such as e.g. Lebanon or Jor-
dan - lack an official accreditation for the usedled label takaful’ — with the effect that consumers cannot
know whether a product that is sold as mitakzful is in fact conform with théari‘a.

83 Cf. Andrew, 2012.
84  Cf. Loewe (2010a), pp. 215-216.
85 Dirk Reinhard, vice chairman at Munich Re Faatiah, in an interview: Mena Insurance Review, 2012
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IV. PREVALENCE OF MICROINSURANCE IN WESTERN ASIA
A. PROVEN MICRO INSURANCE SCHEMES

Apparently, there is substantial potential for minsurance initiatives in Western Asia: In most
countries, the majority of the population is novexed by any formal social protection except health
schemes and therefore highly vulnerable to risksd overnments have not conducted extensive efforts
during the last twenty years to overcome this bt for example by extending the coverage of satia
surance or social assistance schemes — with tlepoen of Jordan, which has extended the legal re@ee
of social insurance to all employees (until 2008yavorkers in companies with at least 5 employead to
enrol. In contrast, it appears that policy makexsehnot given enough priority to improving the soci
economic situation of the poorer halves of theipylations, who are mainly migrant workers in thelfGu
states and informal sector workers in the rest es¥tn Asia. In a situation of this kind, microiremce is a
promising instrument for limiting at least the @nt social problem... at least until governmentsobee
more active in social protection policies themsglve

Urban households would need in particular insuragagnst the work-disability and the death of the
main breadwinner, unemployment and bankruptcyadiufition to property damage (fire, burglary, theftd
liability. This is the result of several surveysdacted in major towns of the Middle E&%t.

For multinationals such as Zurich and AXA, whicleestly partnered with Grameen-Jameel Micro-
finance to provide low-cost insurance in WesterisAmicroinsurance is an essential part of expanaiad
can even be a viable business propaosition.

Unfortunately, we lack systematic research on taerfactors of vulnerability of rural households in
Western Asia. In other world regions, they diffabstantially from the main sources of vulnerabibtfyur-
ban households. In Ethiopia and Viet Nam, for examihe most threatening risks include illnessdideast
as much drought, flood, heavy rainfall, crop pésgstock disease and price sholkat least for Jordan,
there is evidence for significant demand in ruralaa for livestock disease insurafiténd a study con-
ducted by Commercial Insurarfeén Lebanon with funding from the ILO found thaetk is demand for dif-
ferent kinds of agriculture insurance in Lebanaswell.

In any case, microinsurance is not common in Westaia — despite its principle potential. Accord-
ing to several comparative studies, the Middle BastNorth Africa in general, and Western Asiaanticu-
lar, are the least penetrated part of the worltkims of microinsurance initiativ€s And this viewpoint is
supported by the fact that there is hardly any roardaf an existing microinsurance scheme in eitoemtry
in Western Asia on internet, in journals or in m&gas. This can have two explanations: Either tlaeesn-
deed not more than two or three schemes on avaragese countries. Or there are more schemesttigan
web and the literature mention, but most of theensar small or informal that they are not known exde
their immediate area of activities.

For the purpose of this study, questionnaires weng out to 255 co-operatives, insurance companies
(including takaful providers), MFIs, Islamic development organisagiaregulators, policy makers and other
actors in order to find out who knows of providefamicroinsurance in Western Asia. Only few addeess
responded in any way, and the majority of these saessed that they had never heard of any miarsins
ance initiative in their country.

86 Cf. Loewe, 2010a, pp. 176-178; Jordan, Minisfri?lanning and International Cooperation, 2012,
87 Cf. Loewe and Hartig, 2008, p. 3.

88 Cf. Al-Kouri et al., 2009.

89 Cf. CGSI Consulting — Commercial Insurance, 200

90 Cf. Giesbert and Voss, 2009; Loewe, 2010a2ppff.; Roth et al., 2007.
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The first explanation is supported by McCord et(2013) who found that microinsurance was very
much on the rise in the South and East of Africeahmost absent in the North of the contingrffor exam-
ple, while more than 30 million people were coveire@012 by micro life or property insurance in Sarn
Africa and almost 9 million in Eastern Africa, on0/4 million were covered in Northern Africa. Since
Northern Africa is the immediate neighbour of WestAsia and very similar to it in many aspects, caa
hypothesise that the incidence of microinsurancé/estern Asia is similarly low. The authors of gtady
estimate that more than 50 % of the low-income fadfmn of the Republic of South Africa and Namibiz
covered by a microinsurance scheme, and more tlBanobthe inhabitants of Tanzania, Ghana, Senegal,
Swaziland and Zimbabwe have some coverage — baithes 0.5 % of those in Egypt, Sudan and Maurita-
nia, and even less than 0.1 % of those in Moroctya and Algeriaﬁ2

Mukherjee et al. (2014) present very precise datéhe coverage of microinsurance schemes in six
Western Asian countries in their stdtipf the landscape of microinsurance in Asia andaBige According
to them, 1.44 % of all people in Jordan have mitoiance, 0.12 % of all people in Lebanon, 0.08 &lo
people in the West Bank and Gaza Strip, 0.01 %l gfemple in Kuwait and Oman and less than 0.01f% o
all people in Yemen. However, questions arise toesof their calculations for Jordan because thoedal
nian MFIs have already a total of 110000 credd ftficroinsurance customers representing about 8& o
Jordanian households or 2.5 % of individuals atkimg-age, which would be a very high figure whemeo
pared with the data that we have actually collected this figure does not even include the micsanance
clients of several other known providers yet — abcourse those of unknown schemes. Neverthelesset
figures can be taken as another indicator for #seimption that microinsurance is in fact not vesgnmon
in Western Asia (with the possible exception oflamy).

Probably, there are different reasons for this phemnon, but again, we can only speculate because
no representative survey has ever been conduct#isoguestion. At least, DIE’s non-representasiuuedy*
from 2001 on the potential of microinsurance inamrkllordan provides some evidence. It allows usyto h
pothesise at least that the deficits in the instinal frameworks of Western Asian countries that rave
identified above can in fact explain why microirsuee is so rare in the region. This includes, atingrto
the case study:

- restrictive insurance, co-operations and NGO lagish,

- deficits in the rule of law in public administrati@nd jurisdiction,

- the low level of development of Western Asian coestfinancial and insurance markets,

- lack of interest among low-income people to co-aper

- deficits in the capacities of third sector orgatises (self-help groups, co-operatives, welfare or-
ganisations etc.) and

- significant mistrust between third sector / welfarganisation on the one hand and commercial
players on the other hand.

The DIE study points also to the fact that somepfee Jordan refuse insurance in general for reli-
gious reasons. However, it finally concludes tinat teservation of orthodox Muslims should not bénan
pediment to the diffusion of microinsurance co lseait is possible to create microinsurance schepes
plying the principles ofakaful.

Still, some experiments with microinsurance havenbmade in the Western Asian countries — and it
would not be exaggerated to say that literallypaBsible ways of providing insurance to low-incopaeners
have been tried in Western Asia: top-down, bottgnand linking (partner-agent).

91 Cf. McCord et al., 2013a.

92 McCord et al., 2013a, pp. 5, 9.
93 Mukherjee et al., 2014, p. 10.
94 Loewe et al., 2001.
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1. Top-down initiatives

Commercial insurers are running microinsurance raognes in several countries of Western Asia as
full-insurers. This includes, among others, Al Mansurance in Jordan, Warba Insurance in Kuwzat,
man Islamic Insurance in Qatar, Commercial Insuraimceebanon and Takaful Emarat in the UAE. Lok
Sureksha, a micro life insurance policy was laudde Warba Insurance in 2009 in order to offer loost
social protection for the more than 1.5 milliondign workers in Kuwait, and it is now one of thestbe
known microinsurance products in the Gulf regiomc8 recently, Al Manara is offering a combinect lif
accident and health (only hospitalisation) insueapackage called ‘Wafedeen’ to migrant workersoirddn
for 7 US$ per year as well as a similar produadmestic workers in Jordan at the same price. Sadame
400 customers have bought either of these two pisdDanan in Qatar has introduced “Family Shield Ta-
kaful”, a micro term life insurance product, iny@012, which is also providing compensations im ¢hse
of illness, work-disability and loss of employmelttis targeting low-income migrant workers in Qasad
costs 14 US$ per year. In summer 2013, Brahmd already almost 12000 customers for the ptdduc

At least onehealth care provider is offering an insurance pgekeovering the costs of exactly the
health services that it provides itself. The Kingsldein Cancer Foundation runs a cancer care iri@n-
grammé® that provides the recovery of expenses for eaalycer diagnosis and cancer treatment in the
Foundation’s own King Hussein Cancer Center (whiefs established back in 1997 as Al Amal Center in
Amman). The problem of the insurance is that itstigbution rates (of at least 33 JOD for one agbat
year) are not affordable for the very poor and thate are ceilings to the compensations and tiezet ceil-
ings are much too low for an illness like canceewmthe treatment costs can become extraordirexgn-
sive.

MFIs are offering credit life and work-disabilitpsurance products at least in Jordan, Lebanon and
Yemen?’ They repay the outstanding debts of micro-crekiets when these die or become work-disabled.
One might argue that these products are meaniteqtrfirst of all the micro-credit provider rath#yan its
clients. This is also shown by the fact that som@dvgrant credits only in combination with the phase of
a credit insurance in order to limit their loandes. One example is the Jordan Hashemite FunduoraH
Development (JOHUD), which has already started tgrgreredits only in combination with outstanding-
balance life insurance back in the mid 1990s. Teeihsurance was introduced in the mid-1990s aasl h
probably some 10000 clients today. It is re-insuhedugh a private insurance company. Its mainetaigto
secure the loan portfolio of JOHUD and to lowercitdlection cost§?

But some MFIs in Western Asia are now selling &ifedl work-disability insurance products with dual
benefit: When policy holders die or become workallisd, the insurance does not only repay the out-
standing share of their loans to the MFI but alsrall cash benefit to policy holders themselvespec-
tively their families. Tamweelcom in Jordan insuitss 60000 borrowers in this way, and Microfund for
Women, also in Jordan, has some 40000 insuraresli

2. Linking (partner-agent) initiatives

In addition, these two Jordanian MFIs are now a@fering health insurance to their micro-credit
clients — both in co-operation with commercial iress, that is along the lines of the partner-ageodel:
The MFI is the agent while the insurance compariisipartner and thereby responsible for produstgie
risk management and financial management. The diamlavicrofund for Women co-operates with Al
Amara Insurance Company in the provision of a healsurance, and for the product design, additiexal

95 Results of our own survey (see Chapter 5).

96 The foundation presents its insurance prograsvonéne at: http://ccp.khcf.jo/ (accessed 14 OetdlD14).

97  Cf. Brugnoni, 2013; Pearce, 2011.

98 Cf. Loewe et al., 2001, box 6.

99 See for example the Aman Free Insurance Prageaoi Tamweelcom in Jordan online at: http://wwwmta
weelcom.org/content/aman-%E2%80%9Csafety%E2%80%8Drance (accessed: 25 November 2013).
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pertise has been brought in from the ILO. New beers have to buy the product with their loan fgre-
mium of about 1.5 US$ per month. It is providingn@spitalisation per diem (of up to 15 US$ per night
transportation to hospital and medication in additio a wage-replacement allowance is obligatorynéw
borrowers since 2010° In March 2013, the number of policyholders excee22000:"!

At the same time, Tamweelcom (the micro-financenbineof the Noor al Hussein Foundation) is of-
fering a health insurance package in co-operatitin Rharmacyl, which is covering only the costsegju-
lar health check-ups and primary treatment in desigg health care posts in AmmahThe rational might
be to provide an incentive to customers to verigiit health status regularly, thereby detect amdttill-
nesses at an early stage and become more health swée — which is certainly also good for theedit
provider itself. So far, some 2000 of Tamweelcobdsrowers have also decided for the health ins@ranc

Another example for the partner-agent model iditeensurance scheme that National Insurance has
set up in Palestine in 2009 (as partner) in co-atpear with Planet Guarantee Social Business (astagehe
scheme had some 3000 customers in 2013 (see Table 4

And the Jordanian Microfund for Women is also sgllits credit life and work-disability insurance
in co-operation with a partner, Jordan Insurancen@amny. Borrowers are obliged to buy the product to-
gether with the loan through a 0.11 % loading @nltian repay®®

The partner-agent model is also used in severaktaffeé\sian countries to provide supplementary
health, life and work-disability insurance to threoyees of larger companies and to the membepsaaf
fessional associations — who are however definibelflow-income earners. In Jordan, for examplegrent
prises with a minimum of 100 employees are obligeduy a group health-insurance contract for atheir
employees from a commercial health insurance cognpitnthe same time, professional associationgin s
eral Western Asian countries offer not only grogalth insurance but also group pension insurantieeio
members. The Engineers Association in Jordan, Xamgle, covers automatically all members by a com-
bined life and work-disability insurance, whichissued at a special group insurance contract pgic&m-
man Insurance Company. In addition, the Engineasogiation is offering a very attractive health atdt
age pension insurance package on a voluntary 1fagi&kewise, in Lebanon, among others, the Order of
tIfngilrg)(seers and Architects and the Lebanese Ordehydicians offer health and life insurance to thesm-

ers.

However, these schemes are no real microinsurastoames — even though they are constructed
along the lines of the partner-agent model — bex#usir beneficiaries tend to be the better-offnewéthin
the urban middle classes.

3. Bottom-up initiatives

Finally, there are also manifold examples for theual insurance model — ranging from rather for-
mal to very informal ones. The Agricultural Mutualind in Lebanon is certainly one of the most formal
ones; it is offering ‘health plus insurance’ i.eimbursing the costs of health care that the staalth in-
surance scheme does not cover (it pays for exaople85 % of hospital fees). In 2008, the fund cede
5000 low-income families (with some 23000 familymizers) in 180 villages in Southern Lebanon but made

100 For more details on the product see onlirtp:/htww.microinsurancefacility.org/hwg/productsiea
giver-microfund-women (accessed: 25 November 2013).

101 Cf. Amoudi, 2011; Morris et. al., 2010; WorreehVorld Banking, 2013.

102 For further information see: http://www.tamveeen.org/news/tamweelcom-launches-free-health-ansur
ce-its-customers (accessed 25 November 2013).

103 Cf. Amoudi, 2011; Middle East Insurance Reyi2@08.

104 Cf. Loewe et al., 2001, p. 36.

105 Cf. website of the Order of Engineers and Aecis: http://www.oea.org.lb/Arabic/LandingPagex®
pageid=142 (accessed 29 September 2014).
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efforts to reach out to the whole country. The puemis just 10 US$ per month and family but 50 %hef
costs are still financed by a subsidy of the treadm addition, the Fund is reported to lack téchhcapa-
bilities in insurance design and management asasaiéliable re-insuranc®

But the development of formal mutual health insaefunds in Lebanon started much earlier. The
first ones were established in 1991 in the conbéxdyndicates, professional associations, tradensnand
other interest groups. Today, these funds are uhéesupervision and protection of the MinistryAgfricul-
ture (rather than the Ministry of Economy and fisurance Control Commission) provided that theyehav
minimum of 50 active members. A provision in the kaw that provides for a tax-break of the actastiof
these groups has led to the proliferation of muiustirance funds in Lebanon with the effect thahiceer-
cial insurance provider complain about a distoriiorihe level-playing field that hampered their quat-
tiveness on the mark&t.

On the very other end of the spectrum is a mualefanumber of very informal mutual insurance
groups — including among others so-called familykior associationsgamdiyyat “a'iliyya). According to
Baylouny (2010), Jordan had 789 registered arraegésrof this kind back in 2003, and the numberihas
creased significantly since théHi.In Lebanon there are about 1500, and at least soisein Palestine, as
well.*®® Presumably, the phenomenon exists in other AratdMiEastern countries as well but we lack evi-
dence for this assumption. According to the DIEveyrmentioned above, a fourth of all householdSast-
ern Amman were members of a family associatiorDi®12'° And the share is likely to have increased rather
than decreased since then if Baylouny (2006) iktrigith her thesis that family associations setveirt
members as a private social safety net and hawdisantly spread after the former Middle Easterelfare
states have reduced their social spending in tBestd"

According to Loewe et al. (2001), members of swrhily associations in Jordan typically pay a very
modest monthly contribution of less than 1 US$eeery fully employed male into a fund, which théyaee
with the entire extended famig/ respectively clAnd the fund grants financial support to membersied-
dings, births, studies or funerafd.

In addition, there are in all three countries -daor, Lebanon and Palestine — associations that func
tion in the same way but are not based on kinshipordan, most of these solidarity funds have ksstup
by Palestinians who have migrated to Jordan in 48r 1967 from the same village or town in Pahest
Each member household makes a limited annual baomitth to a fund that provides financial aid to its
members in specified cas&3 Typically, parts of the contributions are redistiied ‘horizontally’ between
members — meaning like in any other insurance sehathmembers have a chance to benefit from the al
lowances granted by the fund if one of the insweeehts (e.g. iliness, death, work-disability, weddetc.)
occurs. Another part of the contributions, howevsrsometimes redistributed vertically — like intax-
transfer scheme — and is meant from the beginrsrgdonation to the most needy memb¥r$his combi-
nation resembles the very early mod&akaful schemes, which combined also insurance with ghat@-
ments:*> As a result, some of the solidarity funds in Jordkave been established as co-operatives while
others are non-governmental charity organisattths.

106 Cf. Brugnoni, 2013; Kalra, 2010; Middle Easturance Review, 2008.
107 Cf. Kronfol, 2002, p. 15.

108 Cf. Baylouny, 2010, p. 100.

109 Cf. Baylouny, 2010, p. 104.

110 Cf. Loewe et al., 2001, table A26.
111 Cf. Baylouny, 2006.

112 Cf. Loewe et al., 2001, p. 40.

113 Cf. Loewe et al., 2001, p. 40.

114 Cf. Baylouny, 2006, p. 355.

115 Cf. Khan, 2011.

116 Cf. Baylouny, 2006, p. 353.
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Baylouny (2006) interprets the formation of solitlaassociations that are not based on kinship rela
tions as a step towards generalising social saljddr The family associations do not differ substaniall
from traditional mutual support mechanisms in tribacieties where the individual identifies withringés
clan or tribe rather than social classes, geogcaphégions or even society at large. People aeyréo pool
their risks with other family, clan and tribe mendband even share part of their income with pokires-
men. The modern family associations are little mibwn a formalisation of these mechanisms — then mai
advantage for members being that contribution ratesbenefit conditions are codified. The secome tyf
associations, however, is a bit more distinct fitoaditional social protection arrangements in thaty are
not restricted to persons with kinship relationlse Tact that most of the solidarity associatiorsraade up
of people who have something in common (e.g. teohical living place in Palestine) could lead te in-
terpretation that simply kinship is understood viergadly by their members. However, one might algue
that the founders of the more open solidarity a@ssions have sought for a substitute replacingiticathl
social units such as the clan or the tribe. Inipaldr, Palestinians in Jordan must have felt alneehave
some social unit to identify with because theyrasemally not organised in tribal structures likefisjorda-
nians but also have difficulties to feel like intagmembers of a single Jordanian society. Thistije be-
came, of course, even more pertinent when botldhdanian state and the United Nations Relief andg/
Agency for Palestine Refugees (UNRWA) reduced tketial spending in the 1990s, and Palestinians in
particular (faced increasing problems in managhgjrtrisks because they were less integrated naidi-t
tional structure like clans and tribes such as Jjradanians. At That time, the identification dilea of
Palestinians in particular became increasingly mxamied by a socioeconomic dilemma and both coeld b
solved somewhat by the creation of intermediarysuaii organisations above the level of families teibw
the level of society at larg@®

A particularly telling example is theallzgi-Fund, which was established already after the 18&7
with the aim to assist refugee families in need iognfrom Al-Fallizge, a small town in the former Palestin-
ian Governorate of Gaza (1 kilometre northwestodfay’s Israeli town Kiryat Gat). Like other fundEits
kind, it is self-organised by approximately 3500nmer households belonging to only 15 extended famil
(clans/hamialat) — all originating fromAl-Fallzige. It is registered as a charitable non-governmesrgdnisa-
tion and has four branch offices (in Irbid, BagZahab and Madaba) in addition to its main offircm-
man. For contributing members, the fund offers edding hall’ for free, loans for the education bildren,

a cheap kindergarten, a ‘funeral car’ and finansigport to families where the main bread winney tea
cently died. In addition, the fund runs a sociaistance programme transferring up to 60 US$ pamilies
Al-Fallzge — even if they are not members of the associai@hhave thus never paid contributions. The as-
sociation’s main source of funding is membershigsféhe minimum being 5 US$ annually for every male
adult) in addition to donations and returns on &ted capitaf®

B. THE ROLE OF MICRGTAK AFUL

Takaful is increasingly becoming important in Western Asiespecially in the Gulf countries — even
if the region is not a forerunner in that regard Malaysia, for exampleakaful is much more wide-spread
since long). An increasing number of conventionglrance companies is now also offering produatieun
takaful label and hence in conformity with Islamic lawdhgh specialised offshoot&

Micro-takaful, however, is less common in Western Asia. Onlgva $chemes exist so g

Takaful Emarat, &ari’a compliant life and health insurance company fromWAE, has established
a microtakaful product called ‘Sehat Plan’: It is a combined tieahccident, work-disability and life insur-

117 Cf. Baylouny, 2006, p. 353ff.

118 Cf. Baylouny, 2006.

119 Cf. Loewe et al., 2001, box 4.

120 E.g. Medgulf Allianz Takaful, Legal and Genegallf Takaful, Chartis Takaful Enaya, Hannover &etful, ACR Retakaful
MEA etc. Cf. Akhter, 2010, p. 1; Bahrain Economievglopment Board, 2014; PricewaterhouseCoopers,200d0.

121 Cf. Brugnoni, 2013; Patel, 2012, p. 39.
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ance package, which is sold at an annual pricdodital40 US$ to low-income manual workers in theBUA
—i.e. itis not available for office worket&

Al-Amal in Yemen is an example for an MFI sellingracrotakaful product. It is offering loans,
sight deposits, child savings accounts, time dépasid aaria compliant credit life insurancé®

And the health plus insurance offered by the Adtiral Mutual Fund in Lebanon is also said to
function according ta@akaful rules. In this way, the fund would even be thstfinicrotakaful scheme ever
established (in 1997§*

122 The product was launched in 2012 and it ig amilable for manual workers whose income dog¢€reeed US $1360 per
year, see: http://www.takafulemarat.com/repositosdia_cnt/TakafulEmarat/Takafu
|_Emarat_Launches_New_Sehat_Plan_03-04-2012_hcr66028if (accessed 25 November 2013).

123 Cf. Pearce, 2011. See also the product déscripn the Al-Amal Bank’s website: http://www.alain
bank.com/index.php?option=com_content&view=artid&221&Itemid=259&lang=en (accessed 31 DecembeBR01

124 Cf. Brugnoni, 2013; Kalra, 2010; Middle Easturance Review, 2008.
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V. CASE STUDY ON SELECTED COMMERCIAL MICROINSURANCE SC HEMES

In order to get more concrete information on thégrenance of microinsurance schemes in Western
Asia, we circulated more than 100 questionnairanast different organisations in all countries ires&térn
Asia but have received only five replies from comeied insurers and three from MFIs. As we have also
used our contacts to insurance regulatory bodiésofinance networks, co-operatives umbrella organi
tions and commercial insurance syndicates, we jaee reason to assume that we have covered aisignif
cant portion of the insurance companies in theoreginat are actually offering insurance productsldav-
income people.

Our questionnaires had two parts: Thst part was aimed to get a general overview on the compa-
nies offering microinsurance. It examined theiralegfatus, geographical outreach, and key finarfigafes.
A special focus was on (i) whether they distingugtween their conventional and their microinsueaac-
tivities, (ii) what they did to develop microinsae and create awareness, and (iii) to what degeseper-
ceived their business environment as supportive.s€ond parbf the questionnaires focused on the char-
acteristics of the microinsurance products offdégdhe responding insurance companies.

Unfortunately, we received only eight replies. Tditerent reasons for this low response rate most
probably lie in the fact that:

- So far, only a limited number of formalised or sdorimalised microinsurance schemes exist in
Western Asia, and the non-formalised schemes #Hieutli to find without extensive field.

- Some insurance companies consider themselvesrfogers in their country thus, were reluctant to
share information. In some cases, they mentionestomisurance was one of the most profitable
lines and did not want to draw attention on that.

- Some insurance companies considered the governmanan indirect promoter of microinsurance
such as the UAE which has enforced insurance ofamigvorkers and health insurance for all (in
Abu Dhabi and Dubai recently).

- Some insurance companies especially those prob&inian mentioned their country was too rich
with a minimum average wage of US$ 1000 per mohttus microinsurance is not an immediate
need.

- Accessing Syrian insurance companies was veryearigithg in view of the current political turmoil.

- Finally, requesting insurance companies to filsthuestionnaire was not easy in view of the general
hesitance of insurance companies to share infoomati

A. PROVIDERS

Five commercial insurers have responded to ouresurMational Insurance Company (Palestine),
Commercial Insurance (Lebanon and Iraq), Jordanrémee (Jordan), Al Manara Insurance (Jordan), and
Daman Islamic Insurance (Qatar) (see Table 4).

In addition, we received filled-in questionnairesm three MFIs: Al-Abyan and Al-Amal in Yemen
and Al-Bashaer in Irag but only a small share efdbestions in our questionnaires was answereddoy.t
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Table 4: Responding commercial micro-insurance praders in Western Asia

Name National InsurangeCommercial Jordan InsuranceAl Manara| Danan Islamic In-
Company Insurance Company Insurance PLC surance
Company Company
Establishment 1992 1962 1951 1974 2010
Country Palestine Lebanon Jordan Jordan Qatar
Legal status Regulated Commercial Insurer
Supervisory instit Palestine Capitalinsurance Commission Qatar Cen
tution Market Authority Bank
Gross  premium 24 180 1200 442 342
income (thousands
of US$) (2012)
Product design Insurance Only insurance company
company with
local partners
Marketing and Local agent Local agent Company itself Call centreCall centre
customer service | organisations organisations local agents
(co-operatives, (co-operatives, local agen
NGOs, MFIs); NGOs, MFIs) organisations
cell phones (only (co-operatives,
for customer ser- NGOs, MFIs)
. vice)
Premium collec Cell phones, spg-Banks
tion and claim set- cialised software];
tlement local agents
local agen
organisations
(co-operatives,
NGOs, MFIs)
Awareness camni-Local agent Local agent — Local agent Local agen
paigns organisations organisations organisations organisations

(co-operatives,
NGOs, MFIs);
media campaigns

(co-operatives,
NGOs, MFIs);
on-site trainings
information
brochures

(co-operatives,

NGOs, MFIs);
information  bro-
chures

(co-operatives,
NGOs, MFIs);
on-site trainings
information
brochures

Source: own survey.

All of them operate in the entire territory of thegpective countries.

The legal status of all responding insurance conegatakes the form of composite licensed regu-
lated commercial insurers with the exception of Banslamic Insurance Company, Qatar, which alsoahas
Takaful license.

All are regulated by a government body. Commeicislirance is regulated by the Insurance Control
Commission at the Ministry of Economy, Jordan lasiwe Company and Al Manara Insurance PLC by the
Insurance Commission - Insurance Federation avihestry of Industry and Trade, and Damlslamic In-

surance Company used to be regulated by QataraC®&ank until July 2013.
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All insurance companies with the exception of @anslamic Insurance Company are requested to
build reserves to provide for liquidity problemsdhigh they currently invest mainly in bonds and ktodNa-
tional Insurance Co specified they invest in BhitiSordanian, Brazilian, South African, and Saudclss
and bonds. Commercial Insurance was the only omeqly it was currently satisfied with its investmie
strategy whilst the others abstained from answeewven though it was the only one that complainesliab
the fact that investments had become difficult beeaof decreasing returns. Insurance companiesrtlyrr
investing their reserves either follow corporatédglines such as National Insurance Co and Comailerci
Insurance or those imposed by the Insurance Coruniss is the case in Jordan. Third parties such as
banks and brokers act as the main advisors far ithedstments.

The microinsurance scheme of Jordan Insurance Qomigaby far the largest of the commercial
schemes covered by our survey. It had a gross pmnmcome of 73.4 million US$ in 2012, while Al
Manara had only 15.1, Commercial Insurance Lebdkb@, Daman Insurance 0.3 and National Insurance
just 0.02. For all commercial providers, the premitncome had been relatively stable over the lastet
years.

Apparently, there is no correlation between theafgen insurance company and its readiness to start
an engagement in microinsurance as the year dilestanent of the responding commercial insuranaga-co
panies varies significantly (between 1951 and 2010)

In Lebanon, most clients have had prior insurangeeence mainly with the compulsory motor
third party liability insurance that is imposed thye government as a significant number of houseshatd
car owners in view of the poor public transportatsystem.

All responding insurance companies offer traditlansurance in addition to microinsurance with the
exception of Daran Islamic Insurance Company, which offers micro anthll credit along with micro-
insurance.

All — except Jordan Insurance Company — distingbistween traditional insurance and microinsur-
ance:

- National Insurance Company through design and ntiackef different products

- Commercial Insurance through a specialised depattrdesign and marketing of different products,
separate accounting for microinsurance productigrdint management for microinsurance products
and different distribution channels

- Al Manara Insurance PLC through a specialised deynt, separate accounting for microinsurance
products and different distribution channels

- Daman Islamic Insurance Company through design and etiaxdk of different products, separate ac-
counting for microinsurance products and custoraerice dedicated to microinsurance clients

There is no correlation between the size of therarsce company and its engagement in microinsurance
Whilst Jordan Insurance Company is a leader, Corialdnsurance is an SME and Damislamic Insur-
ance is still nascent. Commercial Insurance redat@5% of overhead costs which matches the avefage
insurance companies while Damlislamic Insurance Company reported overhead cd&8%. We assume
they have higher than average overhead costsunofi¢heir recent establishment (2010).

B. ORGANISATIONAL DESIGN

All companies develop their microinsurance servialeme — with the exception of Commercial In-
surance which co-operates with local agent orgtinisa (co-operatives, NGOs, MFIs, self-help groups)
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even in the design of new products. National InsceaCompany tends to set up a brainstorming project
team to develop, test and implement new produotslah Insurance Companies relies on customer ssirvey
in the establishment of new products. And Rartslamic Insurance Company makes use of markdtestu
suggestions by clients and marketing agents anextperience of successful providers in other coemtr

All respondents stressed, however, that stayingedo the needs and problems of low-income clieats a

key factor of success.

National Insurance Company and Commercial Insuraoceperate with local agent organisations
(co-operatives, NGOs, MFIs, self-help groups) ia mharketing (distribution) and provision of custerser-
vices of their microinsurance products, while Ganislamic Insurance Company sells its products only
through their call centre and Al Manara Insurant€ RBses both methods.

For the premium collection and claim settlementiidfgl Insurance Company and Commercial In-
surance co-operate with local agent organisatioasoperatives, NGOs, MFIs, self-help groups), while
Manara Insurance PLC uses cell phones and itceatte, and Daam Islamic Insurance Company works
with bancassurance — i.e. they co-operate with ankhe sale of their products.

Policy Management is done through paper forms fatidsal Insurance Company, local organiza-
tions (cooperative, NGOs, MFIs, self-help groupdor Commercial Insurance, call centres, specaliz
software, paper forms and local organizations (eaaive, NGOs, MFIs, groups...) agents for Al Mankn-
surance PLC and banks for Damislamic Insurance Company.

Data transfer is done through specialized softfaréNational Insurance Company and Al Manara
Insurance PLC who also uses paper forms and tla ¢wganizations (cooperative, NGOs, MFIs, selphel
groups...) whilst Commercial Insurance only useslater.

Nevertheless, all responding insurance companiessirin microinsurance awareness and informa-
tion campaigns, which is done by their local agelmtsddition, National Insurance Company alscegebn
TV/radio advertisements and focuses on social respiity, Commercial Insurance conducts on sitentr
ings and develops education materials such as breshAl Manara Insurance develops education nadteri
and Daman Insurance Company has an extensive program Witheapreviously described in addition to an
FAQ booklet. The frequency is more based on denmandn ad-hoc manner. The main target is building
general awareness on microinsurance, charactsristithe products the client is subscribed to datns
processing, and enticing the individual to beconp®i@ntial client. Amounts spent on awareness afoi-i
mation campaigns were either unavailable or unolisd with the exception of Dam Islamic Insurance
Company which spends 15% of its overhead costardnse companies measure impact of their education
campaigns through area word of mouth. National reastce Company also measures adherence and its in-
crease, consumption and claims reporting, Al Mariasarance measures renewals, and @aimsurance
Company conducts sms surveys.

C. FRAMEWORK CONDITIONS

In general, the responding insurance companiespertheir framework conditions for providing
microinsurance as favourable. As such, they considemselves not hindered in their microinsuraratievia
ties and do not perceive any constraints in fireneigulations, or other legal provisions, or ig Hvailabil-
ity of re-insurance options. They all agree ther@idemand for microinsurance which is perceivedfas
fordable, and are positive on the growth of pralitcamicroinsurance business for the coming yearaddi-
tion, they have enough information to develop tHecmate microinsurance products. Their only corgern
are

- that possible clients lack information on insuraaod
- that there are only few NGOs, co-operatives, self-lgroups and MFIs able to assume the tasks of a
microinsurance agent.
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According to these five companies, there are nallpgpvisions hindering the development of micro-
insurance with the exception of Iraq, where therstill no clear understanding of MFIs, interedesaare
capped, and it is still uncertain whether MFIs tegally offer microinsurance. Some insurance corigsgan
mentioned that appropriate legal provisions coulthte the development of microinsurance. For icsta
National Insurance Company stated that it woulddgase the number of customers, trust and cregibélft
fordability and awareness especially if legal psais matched better the possibilities of non-govemtal
institutions. Both Commercial Insurance and Natidnsurance Company agreed the right regulationlevou
positively impact premium collection and affordétiil

At the same time, our respondents unanimously caimgdl about a couple of obstacles in the know-
how of their customers on insurance. They sugggstidic information campaigns to be launched in the
media and insurance courses to be integrated ookchrricula.

Likewise, they admitted suffering from a lack ofysrful local intermediaries with whom they could
co-operate in particular in the marketing of th@inducts, in premium collection, claims settlemamd cus-
tomer services. Commercial Insurance expressedigis for funding of capacity development activities
among NGOs, co-operatives and MFIs. And Barand Al-Manara proclaimed that they needed helpén
ating a more positive mindset among possible inggliaries.

Commercial Insurance and Al Manara Insurance PleCtlae only ones who reported support re-
ceived by a donor. Commercial Insurance benefiteioh technical assistance for market feasibilitynfdad)
research and introduction to the Iragi market, /il Manara for reinsurance security (100% reindyre
product design and public awareness. Commerciakrémee believes the support received was very tielpf
while Al Manara admitted that it would have beetedb fully cover the risk of developing a micraimance
product by itself — without donor support. Therefoonly Commercial Insurance expressed its wisteio
ceive additional funding or capacity building fawn microinsurance activities.

D. PRODUCTS

Currently, National Insurance Company and Barnslamic Insurance Company are offering just one
microinsurance product each: a credit term life amak-disability respectively an untied life insarze.
Commercial Insurance is offering a credit term-tfed work-disability?> and an untied life insurance prod-
uct. At the same time, three products are offeesghectively by Jordan Insurance Company (one tiéem |
and two different health insurance products) andv&hara Insurance PLC (all three are mainly health
surance products).

1. Credit microinsurance (microinsurance against ctetbfault)

Credit term life and work-disability insurance ygically the first microinsurance product offered i
a country (see Chapter 2). It protects mainly treglitor — typically an MFI — against credit defathiat is
due to the death or work-disability of a client lofen also promises benefits for the survivorshef bor-
rower. Credit insurance products are offered byiddal Insurance in Palestine and by Commercialrinsu
ance in Lebanon and Iraq.

All three products were launched after 2006 anceliged along similar lines: They were developed
in-house — without external support or consultatiimey are tied to the purchase of a loan (i.& bundle),
they are mandatory for all clients of certain micredit programmes, and their term is contingenthanre-
payment period of the loans taken by their custgmer

125 Credit insurance is an insurance coveringthistanding credit amount. It may cover differesis. Credit term-life insurance,
for example, pays the remainder of loan takerst tietheir creditor if they die with the effect ththeir families do not have to
repay, while credit work-diability insurance paybem a loan-taker becomes work-disabled.
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The products cover the death and the permanertilifigaf borrowers. For all, the minimum sum
insured is 500 US$ but, of course, the averageissared is substantially higher: 1359 US$ for comos
of National Insurance in Palestine, about 2000 {8 ebanese and about 1500 US$ for Iraqi clierits o
Commercial Insurance. For this same average susiprogrs paid 7.8 US$ per year in Palestine, 7.510S$
Lebanon and 6 US$ in Irag, which is equal to 5. B8 every 1000 US$ insured in Palestine, 3.75 #S$
Lebanon and 4 US$ in Iraq (see Table 5).

In addition to the commercial insurers, Al-Bashaer Jraqi MFI, is also offering a credit term life
surance product — but on a non-commercial basisTable 5).

National Insurance Co. employs mainly three instrots to protect against adverse selection and
moral hazard: (i) There is a waiting period forirla of 30 days. (ii) There is an upper ceiling étaims of
10000 USS$. (iii) A number of risks that may caulke tleath or work-disability of a policy-holder ae-
empted from coverage: war, suicide, terrorism, gi@n etc. Unfortunately, Commercial Insurance has
taken a different approach by removing all exclosidt covers all causes of death and permaneabitlty
(including even suicide) as from the first day o¥erage.

Table 5:  Credit insurance products offered by commeeial respondents to our survey
National Commercial Commercial For comparison:
Insurance Ca. Insurance Insurance Al-Bashaer
Palestine Lebanon Iraq Iraq

(MFI)

Year of product launch 2009 2010 2011 2009

Distribution channel tied to purchase of micro-ared

Target group mandatory for micro-credit clients

Re-insurance No

Minimum sum insured (US$) 500 n/a

Average sum insured (US$) 1359 2000 1500 n/a

Average annual premium per policy.8 7.5 6.0 n/a

(US$)

Average annual premium pgb.70 3.75 4.00 n/a

1000 US$ insured (US$)

Number of policy holders at the end074 ca. 4836 ca. 5825 n/a

of 2012

Total premium income in 20124191 36273 34951 n/a

(US$)

Total expenditure on claim settle1400 10931 7580 n/a

ment in 2012 (US$)

Estimated costs of over-heads (abHA 9068 8738 n/a

ministration, distribution etc.) in

2012 (US$)

Source: own survey.

2. Untied life microinsurance

Daman Islamic Insurance is offering a life insurancedurct in Qatar that customers can buy even if
they have not taken a credit. — just like Jordautance Co. in Jordan. The product of Barfslamic Insur-
ance is re-insured and has been designed by thparors reinsurance partner while the product otidor
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Insurance Co. is not re-insured and has been d=sigy the insurer itself. Allegedly, both produdts not
generate surplus for the provider.

The product offered by Jordan Insurance Companysisple term life insurance product but sold as
a group contract only. It targets in particulaf-sshployed female MFI clients.

The product offered by Daan Islamic Insurance Company in Qatar, in contriasgets all kinds of
migrant workers. It is sold in the form of indivialuicontracts and includes, in addition to termilifeurance,
smaller accident, hospitalization and unemployncemtponents.

Table 6: Untied life insurance products offered bycommercial respondents to our survey

Jordan InsuranceDaman Islamic InsuranceFor comparison
Company Company Abyen
(Jordan) (Qatar) (Yemen)
Name of the product Himaya Family Shield Takaful | Micro-finance
Year of product launch 2006 2012 2013
Product tied to another product No
Re-insurance no a commercial re-insurer self re-insurance
Product designed by insurance provider itself  &surer insurance provider itself
Covered risks term life term lifeterm life
plus accidenfplus natural disaste|
plus hospital cashplus fire
plus unemployment
Type of policy group individual individual
Target group in particular selfmigrant workersj in particular self-
employed MFI clientsin particular bank clients | employed MFI clients with
with limited income limited income
Minimum annual premium per poligyt.2 13.7 23,22
holder in 2012 (US$)
Minimum sum insured (US$) 2111 13720 464
Average annual premium per polic.1 28.8 116,12
holder in 2012 (US$)
Average sum insured (US$) 2359 27440 2322
Number of policy holders in 2012 75550 11784 n/a
Total gross premium income for th604126 341090 [in 2011] n/a
product in 2012(US$)
Total spending on claim settlement 804899 13720 n/a
2012 (US$)
Average share of over-head cosi$-20% 50% n/a

(administration, marketing, servicing
etc.) on total gross premium income

Source: own survey.

Most contracts sold by Jordan Insurance Compangrcorly the minimum sum insured (approxi-
mately 2000 US$) at an annual premium rate of £3:Ihe average sum insured is just 2359 US$ and th
average annual premium per policy holder is 5.1.US$he case of Dafn Islamic Insurance Company, the
average sum insured is substantially higher (2748%) and also considerably higher than the minimum
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sum insured (13720 US$). Likewise, the average anpremium paid by the clients of Damlslamic In-
surance (28.8 US$) is much higher than those pattid clients of Jordan Insurance (5.1 US$) — batan-
nual premium paid per 1000 US$ insured is loweQatar (1.05 US$) than in Jordan (2.2 US$) evenghou
it covers additional risks (see Table 6).

Daman Islamic Insurance employs mainly three instrument control for adverse selection and
moral hazard: (i) There is a waiting period of /sl for claims after underwriting. (ii) The justiition of
claims is checked. (iii) Certain critical illnessae exempted from coverage. Unfortunately, Joidanr-
ance has not reported what they do to controldeeese selection and moral hazard.

3. Education fees plans (term-life and works-disapilitsurance covering school fees)

Commercial Insurance pioneered back in 2000 inrioiflea special term-life and work-disability in-
surance for the parents of students. The prodwetreall tuition fees to be paid by student polmigers un-
til graduation if their breadwinning parent diesb@comes work-disabled and is therefore unablentirue
paying for the education of her/his children.

The product is mainly distributed through schoald aniversities; and it has become mandatory in
some of them. The premiums are equal to about 1db 84ition fees. To make a claim, policyholdersstnu
send a copy of their identity card, the death fieatie of their parent and/ or the doctor report.

So far there have been no conflicts between paddiicidrs and the insurer — mainly because there are
no exclusions in the contracts. Renewal rates ang high as this kind of insurance is a win-win &blren-
gaged parties. The school advertises its socipbresbility by keeping the child in school and fheents do
not feel the burden of the premium, as it is ineldiéh the tuition fee.

4. Health microinsurance

Some insurance companies have started offeringhhleatpitalization microinsurance services.
These programs started after credit life microiasue in 2010 and typically target MFI borrowers émelr
dependents (see Table 7).
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Table 7: Health insurance products offered by commeial respondents to our survey

Jordan Insurance Compahil Manara Insurance PLC
(Jordan) (Jordan)

Product name Reaya Salamtak Microfund |fBxpatriates House-maids
Women / hospit insurance / insurance
talisation wafedeen

Year of product launch 2011 2012 2011 2010 2012

Product tied to other produgt no to  micro-credio no
(mandatory fo (typically sold to
micro-credit employers 0
clients) housemaids tp

their benefit)

Re-insurance none by commergidlone
re-insurer

Coverage hospitalisation hospitalisation hospitalisation
(plus accident) | (plus accidenandterm life)

Type of policy group individual

Target group especially all women migrant workers Housemaids

self-employed
MFI clients with
low income

Distribution channel(s) MFls MFI general insurance brokers;

specialised microinsurance brokers

Minimum annual premium1.1 1.0 n/a 7.0 7.0

per policy-holder in 2012

(US$)

Average annual premium pet.1 1.0 ca. 5400 7.0 7.0

policy-holder in 2012 (US$)

Average sum insured pgen/a n/a n/a 10557 10557

policy-holder in 2012 (US$)

Number of individual policy; 599293 2776 62480 n/a n/a

holders at the end of 2012 [in 2011]

Total gross premium incomeé32700 2638 338796000 93062 8646

for the product in 201p

(US$)

Total spending on claim sgt241364 2224 47322600 n/a 8977

tlement in 2012 (US$) [in 2011]

Average share of over-headl5-20% 15-20% n/a n/a n/a

costs for the product (ag-

ministration, marketing, sef-

vicing etc.)

Surplus made with product No

Product designed by insurance provider itself BRHIAr insurance provider itself

Source: own survey.

These products are developed in house and in sases evith no reinsurance such as in the case of
Jordan Insurance Company. In many cases, healttoimgarance is sold independent from other products
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but sold by microfinance institutions. Terms vagpdnding on the service and waiting periods. Latiss
are often low the first years until the client féiamzes with the insurance policy and claim filing

Al Manara Insurance offers a health microinsurgaroeluct covering the costs of medical treatments
that are due because of accidents. But the pradumily sold in combination with a credit; adherens
mandatory and targets women. Al Manara has reinseréor the product and verifies claims by an Ve
tion by an employed doctor.

Daily hospitalization indemnity has been a verycassful microinsurance product especially in Jor-
dan where health treatment costs are taken in elarghe state. This program targets women prignant
is used to cover for transport and other fees. Wooam use this income to keep their businessesnito
ensure continuous cash flow.

Some other health microinsurance schemes targepgrand are voluntary. They target the group
members through the latters’ agents. For exampléhe case of MFIs, their agents are responsibl¢hi®
sales of health microinsurance and are compensatmidingly. Loss ratios can be higher since beraefi
ies enrol for usage the first year. The sustaiitgtwf such programs is doubtful and insurance camigs of-
fering it such as Jordan Insurance Company aiddrstiheir first experimental years. Renewal staissare
still not available.

Some insurance companies offering health microarse focus on bundle packages. Barslamic
Insurance Company distributes through banks a taturpackage, which includes life, medical fees for
critical illnesses or following accident, hospitalfion cash indemnities, and indemnity for involugtloss
of job. This program started in 2012 and is solihiidually on a voluntary basis. The program isiseired
and targets bank clients. It is too young to shdwetlver it is making profits or losses or what staréhe
contracts are renewed or not. Most non-renewalglaeecto the fact that policy holders leave the tgun
Claim filing requires the traditional paperwork.whaiting period, claim ceiling and claims verificati are
used to prevent abuse. In case of conflict, theye iheir own arbitration courts or they can refeiQatar
Central Bank's claims handling unit.
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VI. CONCLUSIONS ON THE POTENTIAL OF MICROINSURANCE IN W ESTERN ASIA

The case studies have shown that microinsurarfeassble in Western Asia; and it has a substantial
potential in improving the social protection ofdarparts of the population in this part of the \wort the
time being, more than one out of two people inrdggon have no access to reliable social protectistiu-
ments. A first best solution for this problem midi® that governments extend the outreach of psbiial
insurance and assistance schemes but there argnsatisat this will happen in the near future. Anttro-
insurance is certainly at least a second-bestisolutherever it can be implemented.

The main challenges in this regard are probablthé) the microinsurance concept is still veryditt
known throughout the region and (ii) that most feg kinds of institutions that provide microinsurarn
other parts of the world are relatively weak in Yées Asia. In addition, there are some legal ceasts to
the spread of microinsurance schemes in severaeeasian countries.

Normally, the potential of a policy concept dependsthree criteria: First, there must baeedfor
it, which means that there is a problem that hayebbeen tackled (well enough). Second, the qunoeist
be feasiblein general andidequatefor the concrete context. And third, the concepistrbesuperiorin
terms of effectiveness, efficiency and social pestio alternative policy concepts. Microinsuranasuld
widely fulfil all three criteria in most countries Western Asia.

Need for microinsuranceChapter 3 has argued at length that there is sidenable gap in the cov-
erage of people in Western Asia by formal and b&isocial protection instruments. Half of all plopave
no access to any formal social protection scherdeaas thus highly vulnerable to manifold risks. ¥have
to rely on individual risk management strategieshsas saving and self-insurance (risk diversifargtiand
traditional social protection mechanisms such as miutual support exchanged among relatives and
neighbours, but these are weak and unreliableranddecline, which is due to the modernisation unbeni-
sation of societies. Hence, there is a large gadygeople in Western Asian countries who are viahks to
manifold risks and who are in need of access teemgiable social protection schemes (be it puditemes
such as social insurance or transfer programmes@ninsurance projects). In the Arab Gulf coursritne
majority of this part of the population consistsnaifjrant workers, while in Iraq, Jordan, LebanoaleBtine,
Syria and Yemen these people are predominantlyineame workers in the informal economy.

Feasibility and adequacy of microinsurand®s we have seen in our case studies in Chapieisb,
possible to establish sustainable microinsuranicerses at least in some ways and at least in sourgris
in Western Asia. Especially Jordan seems to progimad conditions for the establishment of microirsu
ance schemes and especially if these are orgaalised the lines of the partner-agent model. Anddoveot
see any reason why it should be significantly mdificult to organise microinsurance in Western asi
countries than elsewhere: There is demand, sensibtkicts can be thought of, there are potentiligers,
and the political, socio-cultural and economic feavork conditions do also allow for micro-insurancat
least in the majority of Western Asian countries:

- Demand:The experience of all the microinsurance scheimasexist already in Western Asia show
that there is substantial demand for microinsurasee there is a concrete offer. Of course, we
should not expect all households that fall into ¢herent gap in social protection coverage to buy
microinsurance once it is offered. For some, it rhaytoo expensive, for others not adequate and
others again might mistrust the concept. But ast|ed there were some more microinsurance
schemes in Western Asia, they would find their @onsrs and thereby contribute to reducing the
current social protection gap.

- Products:Apparently, there is demand for credit, life, walisability, accident and health insurance
products in Western Asia, and most of these pradcah in fact be offered. Health microinsurance
is a special case, the health microinsurance sclierebanon is said to run deficits while the Jor-
danian schemes seem to be profitable. This is gnainé to the fact that most of the Jordanian
schemes do not really provide protection againatthegisks. They generate compensation but it is
far from covering all relevant health care costsatdition, even to the degree that the Jordanian
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schemes do reimburse the full health care utibsatees, they have to pay much less than the Leba-
nese schemes because health care is provided &t lower prices by the Jordanian public health
system than in Lebanon — or put otherwise: Muclindiigparts of the real health care costs are born
by government subsidies in Jordan.

- Offer: Apparently, some kinds of microinsurance produets be offered by commercial insurance
companies at least in some countries of Westera isluding the Arab Gulf states, Lebanon and
Jordan. Some MFIs are also able to offer basicumtsdsuch as credit life and work-disability mi-
croinsurance in Jordan, Lebanon and Yemen, andategven able to sell more complex products
such as normal capital life, work-disability andalie microinsurance — at least in Jordan and Pales-
tine — if they have the backing of an experiencadner (preferably a commercial insurance com-
pany). At the same time, we have little evidence@ustainable mutual insurance scheme in any of
the countries in Western Asia.

- Framework conditionsAs we have argued, most framework conditions f@romsurance are fa-
vourable or at least fair in all Western Asian doi@s with the exception of Syria and parts of Iraq
Nevertheless, there are four major challengedn(Bome countries, insurance, co-operative and
NGO laws contain requirements that can make mistwance extremely difficult to provide at least
for certain actors. (ii) Co-operatives and NGOgltemhave only limited capacities in most countries
of Western Asia. (iii) The partner-agent model iicllt to implement because commercial and
third-sector organisations tend to mistrust eadterot(iv) Citizens are still inclined to expect ithe
governments to solve all social problems rathen tilasearch support elsewhere or organise them-
selves.

Probably, the concentration of several comparatigsatcessful microinsurance schemes in Jordan is
due to factors other than extraordinarily positirmmework conditions. The microinsurance concepted
known in large parts of Jordan’s institutional lacdpe since 2001. Several important actors — imgiuithe
government — have had a favourable opinion abaeitnticroinsurance concept and therefore repeatedly
pushed for the implementation of a pilot projectd anternational donors as well have sought Joataa
place to act as a forerunner in the Middle Eagénabsorption of the microinsurance concept.

If ever there is anything in the frameworks corwht that contributes to explaining that there are
several successful microinsurance schemes in grdiad, it would probably be the existence of ther fo
royal foundations. On the one hand, they behaeeNittOs but with considerable experience and caparit
implementing development projects, while, on thieeothand, they enjoy strong backing of the stakes T
status allows them to act in a very flexible wag anthe same time take a risk in the implementatibnew
concepts.

Superiority of microinsurancevlicroinsurance can help to reduce the number @farable people
in Western Asia. It offers low-income families thpportunity to protect themselves against theirtrses-
ous risks at an affordable price. It may therebyekgemely beneficial to its customers — but as@ther
consumers, because it has the potential to raisegenerally people’s awareness of the risks tlaeg fin
life and of the need to take action in time to ngenthese risks smoothly. Thereby, microinsuranoceheae
a demonstration effect for all groups in societpdAt may finally also encourage commercial provsdef
insurance to turn their attention to low-income geaather than only the most affluent consumeds -
mately develop their own products for the bottord ehthe market where profits are made by the méss
clients rather than high margins.

At the same time, there are also limits to the mideof microinsurance in Western Asian countries.

First, microinsurance cannot cover the very pooo wh not even have income to finance their cur-
rent basic needs. It is a cheap but still contdbusocial protection instrument and therefore lsegied for
the near-poor: vulnerable people with an incomghdlly above the poverty line. As such, microinsgean
can help low-income people prevent further declinesell-being but it cannot help the ultra-poorstarvive
or even escape from poverty.
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Second, microinsurance cannot redistribute incornitbirwsociety. Membership is voluntary and
hence clients can terminate their contracts if {hexnceive the costs of these contracts to outwibigin bene-
fits. If larger amounts of money were distributedapermanent basis from richer to poorer policligas,
the richer ones would sooner or later leave thersels, which would ultimately go bankrupt.

Microinsurance is thus not an alternative for thalishment and extension of non-contributory so-
cial protection schemes such as social assistarcpublic works programmes in Western Asian coasfri
which are focused on the most destitute populajfonips and intended to redistribute money withiciety
and thereby fight poverty.

Third, microinsurance is unlikely to reach a majodf the population in Western Asian countries. It

may well narrow the gap in social protection cogeran the region but it cannot close the gap. Uisiadeso-

cial transfer schemes could close the gap but begiefits would either be too small to effectivetduce the
vulnerability of recipient households or too expeast least for the middle-income countries in gion.
Social insurance in contrast would also probably lve able to close the gap entirely but there goad
chance that it could cover a much larger share@pbpulation than microinsurance even under th& o
timistic assumptions. In addition, social insurace® also contribute to the reduction of absolueepty
because governments can make membership in sasialance schemes mandatory and thereby prevent
richer people from leaving the scheme just bectheie contributions exceed their benefits.

The point is, however, that the governments inrdggon have not spent much effort during the last
twenty years in reforming public social insurancel assistance schemes — and even less so in exgendi
their respective coverage. Some larger reforms baes implemented in Jordan and Palestine andadever
minor ones in Syria, Yemen and the Gulf stateslowever, since the expansion of social protectiover-
age in the countries of the region is progressatiger slowly, microinsurance is probably an impatrtaol
for reducing the vulnerability of migrant workersthe Gulf states as well as informal sector warkerthe
rest of Western Asia. And even if microinsurancaas going to cover more than 5-10 % of the pojporhest
of Jordan, Lebanon and Palestine at the beginthigshould be seen as a valuable and non-negigiiep
forward.

In addition, microinsurance can also provide sogfatection against risks that are typically not-co
ered by public social protection systems in Wes#ssia — such as e.g. droughts, animal diseasesrapd
pests. They may be more threatening to many ruaséholds, who are active in agriculture, thandsiesh
risks such as old-age, work-disability or ilinelsemost Western Asian countries, these householdsemp
just a small share of the population but they alestantially more numerous in others such as Yei@gna
and Lebanon where the potential for agricultureraiitsurance is substantial. Here, farmers faceifsignt
weather risks such as drought and heat, whichrareasing with global warming and adding to farmers
market challenges such as the high costs of ledaimd) barriers in the access to water and creditthe
monopolisation of agricultural markets by localajrand owner$?’

And microinsurance can also top up the benefiteggad by contributory or non-contributory pub-
lic social protection systems: pay, for exampleeaosd old-age pension that enables pensionergeo di
more decent life after retirement or reimburse ¢bepayments that customers of other insurance geran
ments have to pay themselves, i.e. the share afa$is that their other insurance arrangement doepay
back to them. In the end, this is exactly whattthe Jordanian micro health insurance schemes oftegy
do not cover the entire health care costs.

Finally, micro-insurers in Western Asia could atsiver those effects of a risk that the benefit pack
ages of existing (other) social protection systedmsot include. This can be, for example, the cobtsans-
porting sick people to hospital. A social healtBurance that covers the costs of hospitalisatiehrezalth
care but not the ambulance transport is uselegsefaple in remote areas who have long ways tolttavtbe
next hospital. Likewise, microinsurance in Westésian countries could also cover the treatment of

126 Cf. Loewe, 2014.
127 Cf. United Nations, Economic and Social Consiois for Western Asia, 2013, p. 5.
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HIV/AIDS or cancer — just like the Cancer Care Irsice offered by the King Hussein Cancer Centre in
Jordan, which makes sense because several soalt#t esurance schemes exclude these two kindl- of i
nesses from coverage.

Still, it may quite well be that the considerabtgemtial of microinsurance in Western Asia remains
largely untapped even in the medium term future anly isolated, small-scale microinsurance schemes
come into being in mainly a few countries of thgioa. To avoid this, strenuous action is due to

- make the microinsurance concept better known througWestern Asia,

- raise awareness that microinsurance can be arramedcrotakaful — that is in a way that con-
forms with the Islamic law,

- liberalise insurance, co-operative and NGO regutasiuch that it becomes easier for most different
kinds of actors to run a microinsurance scheme leaat market its products,

- build the capacities of co-operatives and NGOs anketing and servicing financial products,

- explore alternative distribution channels for comered insurers, such as utility companies, retailer
and mobile phone networks,

- support commercial and third-sector organisatiorsviercoming their mutual mistrust,

- make citizens understand that the state cannoe salery social problem and instead they should
jointly reflect how they can take action themselass group.
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VIl. POLICY RECOMMENDATIONS FOR GOVERNMENTS

Governments in Western Asia are urged to revise #oeial protection policies. Reforms are due
and their main goal should be to raise the shangeople with access to reliable social protectiwstru-
ments.

On the one hand, governments should consider isiaigegheir social assistance spending. The num-
ber of people living below the international poydihe of 1.25 US$ in purchasing power paritie2005 is
lower than in other parts of the world. But thershaf people with only slightly higher incomes mneider-
able and has been stagnating during the last 28.y&ad given the high levels of unemployment tlyloaut
the region, this share is unlikely to decreaseneghort to medium term even if economic growtkegao
up. The only way to ameliorate the living condisoof these people is thus to grant them sociattassie.
Such can be seen as a moral duty in countries whbgeous values still have a meaning. But thepsupis
also in governments’ own interest because stagnabnerty rates and rising inequality threatendtadbility
of states and societies.. And the additional comstseasily be financed in every Western Asia cquboyrre-
ducing and reforming energy and food subsidies.

On the other hand, governments should also redgceuinerability of people who are not suffering
from the worst forms of poverty. This can also bhi@ved by increased social assistance spendiregalfh
ternative would be to extend the coverage of sduglth and pension insurance schemes to additional
groups of the population. Tunisia and Libya (pti@the current civil war) have shown that it is gibke to
integrate at least 75 % of the economically acpegulation into one same or different social inscea
schemes (see Table 2).

Both strategies tend to be more effective in rasygoverty and vulnerability than microinsurance.
But the three strategies are by no means exclusiaantrast, they may quite well be pursued irapek'?®

Governments of Western Asian countries that wametiuce the vulnerability of citizens should not
only think about expanding their public social mamgmes. They can also contribute to their goalinpar-
aging and supporting citizens in their own effaédsnanage risks, by giving NGOs and co-operativesem
freedom in the building-up of non-public social f@tion schemes or by incentivising commercial iassi
to develop and offer products that target loweoime groups.

At the same time, this does not mean that the govents can lean back and leave it upon non-state
actors to support citizens in their risk managenedforts. All governments still have the overalspensibil-
ity to make sure that as many people as possilMe decess to adequate social protection schemeseHe
at least if the private and third sectors are unablhelp private household, it is upon governmentgep in
and close the gap. It is them who have signed thigdisal Declaration of Human Rights, where it seys
Article 22: “Everyone, as a member of society, has the rigbbt@l security...].”

In the provision of microinsurance, there is oftarmally no direct involvement of governments.
But they may still have to contribute more indinectAmong others, the governments of Western Asian
countries could consider to provide support with fibllowing:

- Disseminate informatioon the microinsurance concept as well as the ntadful in order to raise
the interest of commercial companies, NGOs, MFtspjgeratives and ordinary consumers, make
consumer consider to form self-help groups anddbud mutual microinsurance schemes themselves
and to alert them of the advantages and disadvesitaigdifferent kinds of microinsurance products
offered on the market in order to enable them tomare different options.

128 Cf. Deblon and Loewe, 2012.
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Legalise the involvement of self-help groups, welfaganisations, co-operatives and MFisthe
offer of microinsurance products. For this refoimshe associations, insurance and NGO legislation
may be needed.

Help NGOs, MFIs and co-operatives build capacifiesnarketing, servicing and possibly also de-
signing and managing financial products like micsoirance.

Facilitate between different kinds of actasch as NGOs, co-operatives and MFIs on the aee si
and insurance companies on the other in order lip them overcome their mutual mistrust and
eventually embark on a co-operation (such as eipe ‘partner-agent model’).

Subsidise start-up costStart up costs only: Current benefits shouldb®subsidised for reasons of
fairness as long as only parts of the populatioa ebuntry have potentially access to any micro-
insuarnce scheme).

Provide emergency liquiditiunds from which micro-insureres can borrow at @est interest rate
when they face temporary liquidity problems.

Inform consumerson the chances and risks of microinsurance arraeges and on the
microinsurance products offered by different previl

Define minimum quality standardsr microinsurance schemes and products — espeoigarding

the clarity and simplicity of insuarnce productgnbfit levels, packages and conditions and the
publication of inforamtion on the insurer’s riskdafinancial management startegies and the financial
status of the scheme.

Ease dispute settlemebetween providers and consumers of microinsurasbemes (as well as
between the different actors that are involvedchagrovision of microinsurance such as for example
in the ‘partner-agent’ respectively ‘linking modethrough (i) the provision of fair, efficient and
easily accessible legal procedures or (ii) suppavided to alliances of micro-insuarnce schemes in
the building up of a co-operative arbitration board

Promote networks of microinsurance schemésich can facilitate the exchange of informateord

ideas, the identification and formulation of comminterests, the communication of these interests
to the political process and eventually the coriclusf a mutual re-insurance arrangement.
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