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PURPOSE OF THE STUDY

The objective of this research is to identify andleate socio-economic determinants
of micro life insurance demand in Indonesia. Thelgtis motivated by the fact that,
while microinsurance is considered to facilitatevegxy alleviation and economic
development in emerging economies, take-up rataeairebehind projections. To attract
the required private capital needed for the prowisof financial access and market
development, however, high take-up rates are aatémtcreate a commercially viable
business opportunity. This study aims to providgight in customer characteristics
which cause actual microinsurance take-up and,eliyerfacilitate more effective
product design and distribution to seize the opputies in microinsurance.

DATA

For this study a sample of 208 microfinance custsmeas collected through

personally-administered questionnaires in the ur@ad semi-urban area of Jakarta,
Indonesia. All interviewees were previously offertm participate in a micro life

insurance program. About half of the sample decidepiarticipate while the other half
abstained from the program. Based on the socioegsimnhousehold data gathered in
the field study, factors influencing the demand foicroinsurance are determined
through econometric analysis.

RESULTS

The results of this thesis, based on marginal effpoobit regression analysis, support
earlier findings regarding the positive influendeeducation and household wealth on
life insurance uptake. In addition, economic cagyacheasurements deemed more
appropriate for low-income households are introdusmed corroborate an unambiguous
strong positive influence of households’ relativamomic capacity. Further, positive
influence is found for respondents’ financial lgey and product understanding as well
as client trust attitude and brand recognition. tforgy negative life-cycle effect is

revealed when taking into account economic selfigahcy of dependents.
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Microfinance, Microinsurance, Insurance, Bottomtué-Pyramid, Data Collection,
Probit Regression, Indonesia
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"Microfinance recognizes that poor people are rekadnle reservoirs of energy and
knowledge. And while the lack of financial serviises sign of poverty, today it is also
understood as an untapped opportunity to createketar bring people in from the
margins and give them the tools with which to hiegmselves.”
Kofi Annan (2005)

1 Introduction

Poverty alleviation, economic development for thirorld countries, as well as creating
attractive opportunities and new markets for theitess community are the high
expectations set in microfinance (Morduch, 1999l&a& Zinman, 2009). While the
former expectations were crystallized in awardimg Nobel Peace Prize to Muhammed
Yunus and his Grameen Bank in 2006 as well as fd&s decision to name 2005 the
‘Year of Microcredit’, the latter is more quietlyident by the efforts economic
institutions like the World Bank or multinationalriyate companies spend on
developing the field of microfinance. Since the difMluhammed Yunus received the
Noble Peace Prize for establishing the Grameen Bawkpromoting microcredit, the
field of microfinance has expanded into more difed services. Even though many
microfinance institutes have also included theraifgof insurance and savings in their
portfolio, microcredit remains the most intensivehgsearched subject within
microfinance (Giesbert, 2010; Bendig & Arun, 2011).

Microinsurance, in particular, is a vital tool inet fight against poverty (Siegel et al.,
2001; Churchill, 2002; Cohen & Sebstad, 2005; Der@?906; Dercon & Kirchberger,
2008; Chandhok, 2009). An anecdotal story repoiteddams and Raymond (2008)



highlights why microcredit alone cannot achievetaingble poverty alleviation. One
customer of the Grameen Bank in Bangladesh was-abli¢h the help of the loan — to
start a successful rice threshing and betel nyb.shfier a devastating cyclone in 2007,
however, she lost all her productive assets butstkhsitting on an outstanding loan of
USD 900. She had lost her capability to service kb@n and was even more
impoverished than before. Insurance would havedtelper to gain back her assets,
continue to service the loan, and improve her arddmily’s economic situation. This
example illustrates how microinsurance can haveositipe impact. However, to
capitalize on the poverty alleviating potentialroicroinsurance, involved parties have
“to fully understand the needs and demands of ther po extensively contribute
towards poverty alleviation” (Mawa, 2008, p. 88lt)is recognized that studies on the
‘microfinance revolution’ are needed to develop fiedd and monitor its success
(Robinson, 2001). An enormous potential for micsoirance has been suggested by
numerous studies (e.g. Cohen & Sebstad, 2005; Mt€toal., 2006). Yet, the observed
take-up rates of the offered microinsurance pdigeem disappointing (Ito & Kono,
2010). Dercon and Kirchberger (2008) statee“key questions to understand [..udjy
people buy or don't buy insurance products whermereff (p. 18). To contribute in
answering this question, for the present thesimgmy data was collected from the
clients of a microinsurance program in Indonesid aoonometric analysis applied to

identify socio-economic determinants of microinsww@demand.

Microinsurance is commonly defined as the “protattof low-income people against
specific perils in exchange for regular premium rpawts proportionate to the
likelihood and cost of the risk involved” (Churdhil2006, p. 12). Hence,
microinsurance is in essence the same as regu@laraimce; certainly, with lower sums
insured, lower premiums, and simpler terms and itond to cater to the
characteristics of the target market. Therefore,rdsearch on microinsurance demand
can build upon the more established field of demstndies for regular life insurance.
The pioneer empirical studies on life insurance a@sinwere ascribing influence on
consumption levels to factors such as income, agkjcation, and number of
dependents on a common sense basis (e.g. Hammald 1&67; Mantis & Farmer,
1968; Duker, 1969). While income consistently wasnid to be of positive influence,

the direction of the other characteristics seemadbiguous. In parallel, theoretical



models to explain the demand for life insuranceewdeveloped (e.g. Yaari, 1965,
Campbell, 1980; Lewis, 1989; Browne & Kim, 1993)ckihowledging that life
insurance is basically a form of savings, the ilifeurance demand models took a start
in existing theoretical work of savings utility (Msall, 1920; Fisher, 1930). Later
Campbell (1980) added a discussion of the bequesivenand Lewis (1989), lastly,
established the still predominant model for lifsurance consumption based on the
interest of dependents. A multitude of empiricaldsgts on macroeconomic and
household level were using this theoretical franmbwtm explore a varied set of
hypothesis. Particularly influential variables wdé: age, education, marital status,

number of dependents, income, net wealth, and aticup(c.f. Table 1).

As pointed out above, micro life insurance is imngipal the same as regular life
insurance. Therefore, the few empirical studiesyoero life insurance also take these
as a starting point (Bendig & Arun, 2011; Giesladral., 2011). However, the context
of microinsurance is arguably very different. Sagdion the demand for agricultural
insurance, for example, revealed that risk averdias a negative influence on
microinsurance uptake (Giné et al., 2007). A sugggksexplanation for this odd result is
that the unfamiliar concept of insurance might espnt a risky option itself for
prospective customers (Cole et al., 2008; Ito & &0R010). A lack of understanding
for the product and insufficient funds to pay fbe fpremium are cited as main reasons
for not buying the offered microinsurance prod&ing et al., 2007). Formal education
and financial literacy were examined as factors rommg customers’ product
understanding and showed a positive influence (@oblal., 2008; Cole et al., 2010).
Dercon et al. (2011) suggested that a lack of frulie insurance provider is one of the
reasons for the observed low take up rates for ammsurance. This hypothesis is
supported by their findings in an experimental gtirdm Kenya (Dercon et al., 2011).

For micro life insurance in particular, factors aedjng need perception and
affordability were investigated. In two distinctngples from Ghana and Sri Lanka, the
number of dependents in a household was consigtesytbrted of positive influence

(Bendig & Arun, 2011; Giesbert et al., 2011). Tikamination of an age effect revealed
ambiguous results. In Ghana a life-cycle effectedasn age squared is conceivable,

however, in Sri Lanka no life-cycle effect could identified (Bendig & Arun, 2011,



Giesbert et al.,, 2011). Generally, the studies acramlife insurance find a positive
influence of formal education on insurance uptdk&ther, these studies explored the
effect of recent economic shocks, such as deasierwus illness in the household, and
found some evidence for the positive influence xgegiencing iliness (Bendig et al.,
2010). Also the role of remittances received by floeisehold was investigated but
yielded ambiguous results. While the negative gflce in the one study is suggested as
a result of substitution effects (Giesbert et 20]1), the positive finding in the other is
attributed to additional financial income througimittance payments (Bendig & Arun,
2011). A positive influence of household asset @mdent levels was consistently
found in both studies.

For this contribution, primary data on a voluntanjcro life insurance was collected
from Indonesia. The research opportunity came éxistence thanks to the launch of a
new microinsurance product, namelamadera in the end of 2010. The micro-
endowment insurance plan which integrates life lamsic health insurance is suited to
investigate determinants of household demand sins®mers voluntarily chose to buy
this product. In addition, also other charactersstire facilitating the research objective
of identifying socio-economic demand determinaiitse product fulfills many aspects
which are considered vital in the literature (Mwhlp 2002; Churchill, 2002, 2007,
Akula, 2008). It is a deposit-cum-insurance scheliséributed via a local and trusted
partner, has a cap on claim payments, utilizesw@olgy in order to reduce costs, and is
simply structured and easy to understand. The ptodharketing and distribution is
organized as a partnership between a multinatioralrance company and a local
NGO. In 2011, about six months after the launchtha product, a sample of 208
respondents were interviewed via personally adn@resl questionnaires. The interview
organization was assisted by the NGO and two sofb89 insurance participants and
109 non-participants could be collected. The coimgmsive questionnaire comprised 83
questions on demographic and economic aspecteaktpondent’s household as well
as on the respondent’s product knowledge, finarteracy, and experience with the
insurance providers. In the subsequent economatradysis of the sample, using a
marginal effect at the mean probit regressiony@ngt negative life-cycle effect (-0.37,
p<0.01), which was assessed as an interaction blarinetween age and mature

children, could be found. Further, a positive dfféar economic capacity of the



household is suggested. In order to test the hgsatthat relative economic capacity is
a decisive factor rather than absolute wealth tenmnaslow income environment, a set of
new variables was included. The analysis for tlyigolthesis yielded a positive effect
for asset endowment (0.38, p<0.1), relative consiompdevelopment (0.01, p<0.1),
regular employment (0.16, p<0.05), and paymentafittances (0.29, p<0.01). In the
light of previous findings on remittances, an iesmg observation is presented in this
analysis: the direction of influence changes whikaute value of remittances received.
Low remittances seem to have the substitution effesposed by Giesbert et al. (2011)
and higher values seem to have the effect of antiawa financial resource as
suggested by Bendig and Arun (2011). Basically,uhe@erstanding could be supported
that in a low income environment liquidity is alveagtressed and available cash is
competing for alternative uses. And also previandifgs by Bendig & Arun (2011)
and Giesbert et al. (2011) that micro life insugcmainly purchased by the wealthier
households were supported in the Indonesian safmpkeresult for financial literacy’s
influence is positive (0.40, p<0.05) as expectedt. ffoduct knowledge the regression
coefficient is also positive but not significariinally, it could be found that the client’s
experience with the institutions involved in thansaction has a positive effect (p<0.05)
and a strong brand recognition of the insurer sitpe for micro life insurance uptake
(p<0.05). For the latter, however, causality was tested. With these new results the
present study adds to the literature due to theasans. Firstly, it extends the literature
by adding more empirical data to a subject whiclsaarcely researched until today.
Secondly, it deepens the empirical literature orcromnsurance demand since it
introduces a variety of new variables which weré tested until now. And, finally, it
allows for a comparative analysis since the ingeséid data can be tested against a

reference group.

In the remainder, the thesis proceeds as followshé next chapter, the context of
microinsurance is described and the angles of idjie éxpectations in this concept are
explained. Here, particular respect is given toditgation in Indonesia, the country of
investigation. After detailing the research fieldsntext and the relevancy of the
investigated research question, the following okiaptrovides important background
information on the life insurance history and cqicé€&irstly, the historical development

of insurance is presented and elaborated how ¢hases to the current development in



microinsurance; secondly, the notion of demancdel;mdated with particular respect to
factors influencing insurance demand. In the fowftlapter, a review of the relevant
literature is given. This chapter is divided intoreview of the established field of
guantitative studies on regular life insurance dainand the rather unexplored field of
microinsurance demand to highlight similarities alifterences. Subsequently, building
up on the discussed pertinent previous researchmigodology for this thesis is
established, including the description of hypotkesige data collection process, and the
theoretical framework underlying this study. Based the literature review and
theoretical framework, the sixth chapter compris@s econometric analysis of the
sample in order to identify the socio-econometetedminants of micro life insurance
demand in Indonesia. Chapter seven concludes tbsistiby relating the research
findings to the context of microfinance and prowddeas for further research in this

young field of interest.

2 Microinsurance in context — why understanding the
customer matters

The focus of this study is examining the socio-ewic determinants for

microinsurance demand to gain a better understgndim who are the buyers of
insurance in the BoP market. There are three uyidgrireasons which render this
question relevant: (i) poverty alleviation, (ii) wmemarket opportunities, and (iii)

macroeconomic development. In this chapter, thegestrof microinsurance and its
importance in it is introduced. The expectationsai@s microinsurance are shown to
be important factors motivating demand research @mntstitute the benchmark for

verification with empirical results.

2.1 Microfinance — more than just credit to fight povigr

Microfinance is widely regarded as the appropritiel to overcome the adverse
consequences of economic downturns, nature cagphsspand social shocks which are
considered the main hindrance for many low-incormeskholds to escape the cycle of

poverty (Radermacher et al., 2009). As pointed mfore, this widespread belief is



reflected by the acknowledgments of reputable tinsdins like the UN and the Nobel

Peace Prize Committee. In light of internationadiges and microfinance success
stories, some even see a more profound societalgehtowards an inclusion of the

Bottom-of-the-Pyramid (BoP) market in the globabeamic system by means of micro
financial services (Valadez & Buskirk, 2011).

The scope of microfinance has evidently evolved andened over time. While
Hossain (2002, www) describes it as “the practicefi@ring small, collateral-free loans
to members of cooperatives who otherwise would Immte access to the capital
necessary to begin small business or other incanergting activity” in 2002. Today,
the Consultative Group to Assist the Poor (CGARJanstands microfinance to be more
than just microcredit. For them microfinance is finevision of basic financial services
— such as loans, savings, insurance, and monesféraservices — to the poor (CGAP,
2012). An integral part of the microfinance conceéptproviding financial access
through field workers who bring the financial sees to the homes and neighborhoods
of the poor. But there is more to it than just irevision of scaled-down, common
financial services via intense distribution chasneMicrofinance works on the
assumption that the poor have unutilized skillsatThoverty is not created by the
people but the policies and institutions surrougdimem. Thus an access to financial
services can help the poor to leverage their skiid become entrepreneurs (Yunus,
2003).

Financial arrangements are nothing new to the BaPken participants. People in
developing countries often create informal finahcassociations themselves as
instruments to cope with financial necessities @vl& Sebstad, 2005; Maleika &
Kuriakose, 2008). Yet, it can be observed thatrmfad solutions created are inferior to
formal financial markets. Prahalad (2005), for epdn finds goods and services
offered in the BoP markets are inefficient and mft®me at a “poor’-premium. The
same holds true for informal burial societies —uaqq life insurance — in rural India
(Murdoch, 2002). Moreover, it is questionable iésk informally created solutions are
effectively addressing the participants’ needs1994, Robert Townsend investigates
the informal mechanisms existing in rural India. Whhe does find cooperative

solutions, he realizes that these are not abldféatevely address idiosyncratic risks



(Townsend, 1994). The available institutions asufficient to fulfill the requirements

of poor communities. Thus, the extension of forfirencial services to the BoP market
is empowering the poor. A competitive and regulatearket decreases individuals’
dependence on reciprocal social networks and theyusterest of moneylenders.
Microfinance provides the tools low-income houseBaleed to improve quality of life
and enable entrepreneurism (Valadez & Buskirk, 20Pkople can increase their
productivity by investing in education, machinery;, technology. It enables BoP
households “to build assets, increase incomes audice their vulnerability to

economic stress” (Mawa, 2008, p. 876). Moreoversease of self-efficacy raises
confidence and self-esteem of individuals (Bandut897). Consequently, today
numerous development organizations employ micrafieaas a central instrument for

social interventions in Africa, Asia, and Latin Area (Hossain & Rahman, 2001).

Recognized institutions like The World Bank, théehlmational Labor Organization
(ILO), and the United Nations Development ProgrddNDP) see a direct relation
between the persistence of poverty and the lacksoirance and thus put risk reduction
on top of their development agenda (Murdoch, 20@®w-income households are
especially vulnerable to the materialization oksigMaleika & Kuriakose, 2008). Due
to their limited resources and access to finamo@lkets, these households are inhibited
to make investments in their business or educatiodlividual, ex ante risk
management strategies lower chances for prospauity.coping with financial shocks,
ex post is costly due to inefficient financial marketsofién & Sebstad, 2005). As
Churchill (2007, p. 401) puts it “poverty and vulakility reinforce each other in a
downward spiral”. Jalan and Ravallion (1999) fimitt 40 percent of income shocks
directly translated into reduced consumption. Aretdon (2006), in a time-series study
in Ethiopia, observes that if the occurring incosteocks during this period were
insured, poverty could have been lowered by abdhird. A detailed review of existing
studies investigating the impact of microinsuraagepostis provided by Radermacher
et al. (2009). For example, Ekman (2004) repomsdaiction of out-of-pocket spending
and improved recovery thanks to micro health inscea Agricultural insurance in
China is found to increase farm productivity andeasbase (Cai et al., 2010).

Nonetheless, the importance of product design awénstanding for the target group to



ensure microinsurance can actually work towardsepgvalleviation is expressed in a
study by Hintz (2010).

Another issue arising due to the success of mitaofte is its commercial viability. A
concept which originated from humanitarian and qottihropic ideas is becoming a
business, raising questions about its purpose {ala& Buskirk, 2011). Often a
dilemma is perceived between achieving commerciabiity and service to BoP
households (Robinson, 2002). It is questioned dfify are appropriate if poverty
alleviation is the objective (Magnoni & Powers, 2D0In the young history of modern
microfinance, microfinance institutions mainly eglion donors and subsidies and only
rarely raised capital or were able to mobilize sgsi (Robinson, 2002). Yet, the
experience and resourcefulness of commercial azgtians could address the needs of
BoP households far more effectively (Otero & Rhyh@94). And Magnoni and Powers
(2009) add that commercial capital markets neetetdapped if the estimated credit
need of USD 45 billion by the poor is to be satidfiHowever, fostering a for-profit
orientation in microfinance raises the danger thstitutions employ questionable and

exploitive practices in marketing to the poor (Alogsy, 2010).

In a nutshell, there are great expectations towardsofinance and its contribution to
poverty alleviation. Particularly, microinsurance praised for protecting BoP
households against important risks and enablingntihe take chances which can
ultimately lead to prosperity and break the ciroe poverty. Yet, the success of
microfinance and effects of the financial crisis davelopment budgets tests the
capacity of development institutions. And while dimpment actors remain skeptical
about the contribution of commercial organizatiopsyate capital is needed to fuel
microfinance’s growth trajectory.

2.2 New market opportunities for financial service prolers

Not only the development lobby is critical aboutreoerciality of microfinance, also
private companies are cautious to enter the BoFketsr Nonetheless, commercial
organizations are increasingly urged to particigatéhe microfinance movement by

development advocates as well as opportunity-sgahkiestors. The small, local MFIs
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are often not able to sustainably service the Ba@Pket due to high transaction costs
and small premiums (Brau & Woller, 2004). Moreowee subsidizing by governments
and development organizations is constrained dieidget deficits and financial crisis
(Clark, 2004). But also multinational companies anere of the considerable benefits
they can reap by entering the microinsurance makkgiloring an untapped market of
up to 3 billion potential customers not only praasdprofit opportunities but also helps
to diversify the risk pool, yield process innovaiso and increase reputation and brand
value (Lloyds, 2010). Comparisons to the more adsdmmicrocredit market show a
market volume of USD 43 billion outstanding loansdamore than 500 million
borrowers for 2009 (Daley-Harris, 2009). In the ipér from 2003 to 2008 the
compounded average growth rate (CAGR) for the roreit market of 34 percent —
whereas most of the traditional financial servicrkets were weathering the storm of a

global financial crisis (Gonzalez, 2010).

The market potential for microinsurance is constts. In 2006 more than 78 million
people from the BoP market already made use of skim& of microinsurance
(McCord, 2008). Long-term trends such as increasii@gexpectancy, urbanization,
breaking up of traditional family systems, and tieakness of social security systems
are expected to foster further market growth (Chakgd2009). A study by USAID, for
example, projects a number of one billion micromasge clients worldwide by 2018
(McCord, 2008). Also for Indonesia the market patédns enormous. About 53 percent
of the country’s 238 million population lives onstethan USD 2 per day and are

regarded as the microfinance’s target market (Md@obial., 2006).

It is a remarkable challenge for private insuré®yever, to develop this market. The
commercial programs are still in its infancy simgrofinance “only recently garnered
global attention as a commercially viable activifffhe Economist, 2009, p. 4). Itis
mainly a lack of understanding, experience, and datBoP customers which hampers
the provision of insurance services (Wipf & Gara@007). Limited experience and
asymmetric information reinforce the risks due tlvexse selection and moral hazard
for the insurer. In addition, transaction costs asaally higher and contracts harder to
enforce in the BoP market. Irregular cash flows méed literacy of the target market

adds to these problems.
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The key for successful for-profit initiatives sarvig the BoP is volume (Churchill,
2007). To achieve significant numbers, marketing analytical tools are needed to
study and understand the clients; then transactisits can be further decreased by the
employment of technology (Valadez & Buskirk, 201[k).order to mitigate adverse
selection and moral hazard issues seasoned miancinconcepts, like group lending,
can be utilized. Cooperation with existing trushBls and innovative concepts to use
the entrepreneurial spirit of BoP market subjects rreeded to create cost effective
distribution channels. As Prahalad (2005) putshe“best allies in fighting poverty are
the poor themselves” (p. 138). Having them parét@pin the mammoth task also
creates business perspectives for low-income holdehNonetheless, the incentive
structure in selling microinsurance always needbdacarefully evaluated. Incentives
are, on the one hand, necessary to achieve rapikket@enetration, but, on the other
hand, need to ensure that sales agents keep thd @othe customer in mind.
Reputation is fragile and in order to create suasthicustomers, the low product

understanding of customers should not be exploited.

But not only is the distribution system vital tarforofit success in microfinance, also
competitive products, which provide value to clgnteeds at a fair price, are required
(McCord, 2008). The BoP market is highly compe#tiWNot only want customers
maximum value for the little money they have, blgoacompetition from informal
arrangements or other MFIs is high (Prahalad, 20853tudy by Webb et al. (2009)
found that institutional characteristics such aputation and involvement are the
strongest predictors for microfinance customerstpase decision. These features are
controllable by the financial service provider butl require some effort to build and
maintain. To develop the market often financiadrkicy training and high involvement
marketing efforts are considered necessary whieltastly for the insurance providers.
Yet, for-profit insurers might convince their shaméders to invest in microinsurance
markets based on the rationale of sheer marketasiddfuture potential corresponding

with economic growth, income development and Igyaftmicroinsurance customers.

For the case of Indonesia, the country is partibulauited for pilot studies in

microinsurance and can provide ground for agingegepce (McCord et al., 2006).
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Dense population of 117 persons per square kilanazetd a high literacy rate of 88.5
percent facilitate quick distribution of new microfinangeoducts. Being the"blargest
country worldwide and experiencing high economiovgh rates make it an attractive
market itself. In addition, experiences made irs thavorable environment can be
utilized for the provision of microinsurance elsend

To sum up, although skeptical, development orgdioiza recognize the potential of
for-profit orientation in microfinance and also yaie companies are aware of the
business opportunity. But private companies aramiifar with the BoP market and
need to develop new skills and gradually gain erpee in order to successfully

include the BoP into the global market economytlier benefit of all participants.

2.3 The macro-impact of microfinance

Besides benefitting low-income households and plioginew business opportunities to
private companies, on a macroeconomic basis mianie can also foster economic
growth. The development of the national economy igfinancial sector are strongly
intertwined (Han et al., 2010). Indeed, so impdrteninsurance in the trade and
development matrix that, at its first session i84,%he United Nations Conference on
Trade and Development formally acknowledged thasdand national insurance and
reinsurance market is an essential characterisecanomic growth” (UNCTAD, 1964,
p. 55). Generally, the role of the banking sectereconomic development is prominent
(King & Levine, 1993; Beck et al. 2000). Applyin@nvous econometric methods and
cross-country examples, these studies exhibit & liggree of robustness for the
banking sector’s positive influence on economicsperity. The insurance market,
however, is comparably less examined (Han et @LOR However, it is recognized that
the quality of the insurance market has a strofigence on economic growth, since it
promotes financial stability, possibly substitufes government programs, facilitates
trade and commerce, mobilizes savings, enableseffirisk management, encourages
loss mitigation, and fosters a more efficient capatlocation (Skipper, 1997).

Besides the capital-market effect, also the impnuaet of education levels, technology,

and creation of entrepreneurial spirit need to beoanted for (Valadez & Buskirk,

! According to the CIA World Factbook, 2011.
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2011). In developing countries, often an abundaotdabor exists which is not
efficiently utilized. If microfinance is able to \@ an impulse to microeconomic
development, this will also have an effect on agregated level. Woller & Parsons
(2002) believe that the presence of microfinance kave a positive impact on a
society’s economic capability and output “reachive]l into the millions of dollars” (p.

11).

In the context of Indonesia, the mobilization o¥isgs and increased efficiency in
national capital allocation cannot be underestichaggce about 50 percent of the
Indonesian people belong to the income group wisctargeted by microinsurance
products. For example, if all potential microinswra target customers in Indonesia
would participate in the investigated microinsueptan, Tamadera that would mean
about USD 25 billion of national savings (approx percent of GDP) which can be
utilized for financing investments in the capitehniet and, thereby, increasing national
income. Thus even though the individual policy’smisal value has to be considered as
“micro”, the sum of these mobilized savings carrespnt a significant share of national
productive capital. As anecdotal evidence from ftekel in Indonesia suggests that in
the absence of adequate saving opportunities precnetals in form of jewelry is often

utilized.

The positive effect of insurance on economic dgwalent is found to be particularly
strong in developing countries with an elasticify lopercent increase in insurance
density to 9.172 percent increase in economic drqudr capita as compared to the
elasticity in developed economies of 1 to 1.87peetvely (Han et al., 2010). Another
study shows that even in an economic downturn @819vhen the overall insurance
industry experienced negative growth, the life msge industry was still able to

achieve a small positive development (Lim & Habemn004).

Altogether, a strong relationship between sound fanthalized financial markets and
national economic welfare exists. The impact miaarice can have on the individual
level will be reflected in the aggregated numbdrany society with a significant low-
income population. The mobilization of national isgé and more efficient capital

allocation can further add to the positive macroecoic effect of microinsurance.
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In this chapter, it was shown that (i) microfinarioegeneral and microinsurance in
particular can have a positive effect on povertgvation and inclusion of the BoP
market, (i) represents an attractive business adppiy for private financial service
companies, and (iii) promotes economic growth. regéngly, all of these three
microfinance’ potentials are interrelated. CurrgntMFIs are often constrained in
servicing the BoP market by limited funding fromndos and governments. The
resources of commercial organizations can take MB[sability to provide financial
access and efforts in alleviating poverty to a hevel. Inclusion of the BoP market, in
turn, can boost economic growth and enable natigoatrnments to improve society’s
development. Higher national education and incomésnately, increase the market
potential for private companies. Given that thessitive effects of microfinance exist,
proving the commercial viability of microfinancedsucial to initiate this upward spiral.
While some pilot projects are already under walacl of data and experience with the

BoP market inhibits for-profit companies to pariie.

In the next chapter, a look at the historical depalent of the insurance industry shows
that once it had to overcome the similar issueseling on the concept of demand
shows that an understanding for the insurance psecldecision is the basis for rapid
product dissemination and gaining volumes whichaterecommercial viability of

microinsurance.

3 Insurance and Demand: Fundamental concepts of the
analysis

Before immersing into the literature on determiganit demand for life insurance, and
more particular the demand for a micro life inswenpolicy, establishing an
understanding for the concepts of insurance andaddns beneficial. Therefore, in the
following chapter, firstly, a brief overview on tlestoric development of insurance, a
differentiation of the two main insurance types @sdmplicationsis given. Secondly,
the nature of demand and factors influencing ithaghlighted to provide the grounds

for further analysis.
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3.1 Historical development of insurance: a blueprintifo

microinsurance?

Insurance evolved as a result of the economic dpwednt of societies. Already as
early as 2250 B.C. the Code of Hammurabi, a BabgiorKing, set forth that a
borrower should be freed from its liability if he befallen by an accident in return for
higher interest payments (Trennery, 1926). Nel87@) argues that the Commercial
Revolution in the 18 century sparked the need for a true insurancecedetihe first
documented insurance contract dates back to 13d8vaa written for a merchant ship,
the Santa Catlina(Nelli, 1972). By pooling the risk associated wiiim individual
venture, many commercial undertakings were madsilplesin the first place. In its
definition insurance is a private contract in whimhe party accepts the transfer of a
risk, the other party is exposed to due to the uaire materialization of an adverse
event, in exchange for certain premium paymentgdégr010).

An important step in the evolution of the insuraredustry took place in the 19
century. Until then, the premiums for an insuracastract were basically established as
result of haggling and business knowledge of therecting parties. With the advent of
premium pricing based on actuarial models, insweapoovision became feasible
beyond a group of knowledgeable business men. Naysadtatistical modeling allows
calculating insurance for more or less any riskalwhzan be quantified (Rejda, 2010).
As a result an interminable list of available irewe policies was created which is

generally divided into either Property & Casualtgurance or Life Insurance.

As expounded above, the development of P&C Insardras its historic roots in the
necessities of commerce. Legal frameworks and iatin policies evolved in parallel
to the requirements of commercial activities. Lifisurance, on the other hand, has a
less explicit origin. The burial societies whichmeady existed 2500 B.C. in Egypt and
thrived in antique Greece and Rome can be considesesarly types of life insurance
(Vance, 1908). Similar informal arrangements and stidespread in developing
countries today. The modern form of life insuranbewever, took a controversial
origin in the 1% century (Clark, 1999). First, as part of a merc¢hsinip’s freight

insurance the lives of the slaves aboard werealgered under the merchant’s casualty
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policy. Later it became common to underwrite anuraace on a debtor's life to
increase his line of credit and provide a colldtéathe principal (Stefani, 1958). This
concept is similar to the common Credit Life ingw®@ policies offered today. As the
trade with life insurance evolved into a type omiping, were people, for example,
also wrote policies on the life of popes or king& insurance got condemned as
immoral by the church and banned in Continentabper(Clark, 1999). In England life
insurance remained legal and its development coediruntil the 19 century when
actuarially-based life insurance companies and igneacieties emerged (Clark, 1999).
Nonetheless, it was still regarded objectionableetdeon ethical considerations (Clark,
1999). Also in the US the market for life insurah@a a delicate evolution. Insurance
on life was considered as speculation with deatth @presented a bet against God
which would be punished by God as a crime (Zeli289). But with the progress of
enlightenment and industrialization life insuran@mecame gradually popular among
middle-class families as a tool to preserve weailtth for protection of dependents. The
trends of urbanization, disintegration of familiasd spread of financial access further

promoted life insurance.

When evaluating the opportunities in the microficemmarket also the experience of
microbanking in 18 century Europe should be considered. In tHedghtury, member-
owned microfinance institutes emerged in many pairiSurope which were a driving
force of economic development (Seibel, 2010). Imn@y, for example, these former
microfinance institutions, such aRaiffeisenbakor Sparkasse,are dominating the
national banking sector until today. The currenbrban microfinance should leverage

on this historical success story in its furtherelepment.

In summary, the life insurance as it is now essdigld in industrialized countries had its
origins in informal finance institutions — just édkmicroinsurance today. At the
beginning of a formal market development, were #&mpgredit-life schemes.
Furthermore, before its success story it was censdimmoral and undesirable for
centuries. In fact, insurance was still regardedaaservice for the low-income
populations in the T®century. The bourgeois households preferred thirsmire by
means of their wealth (Churchill, 2007). Not befbrstoric philosophical and economic

societal changes and a rising middle-class, liguiance gained momentum in the
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western markets. Nowadays, life insurance premiaatsunt for almost 60 percent of
total insurance premiums. The global life insurapeamium market accounted for four
percent of worldwide GDP that is about USD 2.id¢nil in 2009 (SwissRe, 2010).

3.2 Demand for life insurance and the importance of vohe

In today’s market economy the concepts of suppty @@mand are fundamental. In this
thesis, the focus of the investigation is on thealed side of this elemental economic
equation. Demand is characterized as the quantity given product consumers are
willing to buy at a given price. Thus, in econontieory the critical factor for the
demand for a given product is its price. Howevessities the price of a product there
are other factors determining the demand for ayrbdsalient factors are preferences,
income, and number of consumers in a market as agefirevailing interest rates and
prices of complementary or substitute productsoddther these factors determine the
level of effective demand which is the quantity semers are willing and able to buy of
a given product (Mankiw, 2008).

In the life insurance market in particular, thecprelasticity for demand is considered of
lesser importance. Life insurance is “characteraed ‘sold good’ not a ‘bought good™
(Babbel, 1985). This notion is supported by twosaess: firstly, typically the initiative
in a life insurance transaction comes from theesedind not the buyer (Zultowski,
1979); secondly, the complexity of pricing in lifensurance contracts makes
comparisons difficult for buyers (Auxier, 1976; Ghy & Stephens, 1987). In a survey
amongst insurance agents, it was found that less2B percent of sales are initiated by

the consumer (Zultowski, 1979).

The complexity of life insurance pricing, or insnca premium, lies in its combination
of actuarial value and loading factor. Actuarialueais the expected payoff from an
insurance policy. Following this definition, a rigkerse person will always be better
off by entering into an actuarially fair insuranceverage (Hofmann, 2009). But the
provision of insurance is also costly. The secomcepcomponent, the loading factor of
a policy premium usually includes a safety buftakes, and all the administrative costs

attached to providing an insurance plan (Vaté &rpa®02). For example, in the US
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market the average load for a life insurance pakcgstimated at 18 percent; and if the
policy is terminated before maturity these costs icecrease up to 51 percent due to
high front-loads (Browne & Finkelstein, 2007). Thusesides the complexity in

actuarial valuation of a policy and differencesmodels across insurance companies,

the load factor is a considerable price componaétft potential for differentiation.

Despite the difficulty of comparing insurance psgcearticularly in microinsurance,
competitive pricing is of high importance. On theedhand, low-income households in
emerging markets are particularly price-sensitiReafalad, 2005). On the other hand,
with its very small premiums and risks coveredltaing factor as a percentage of the
premium is relatively higher in microinsurance (@ttull, 2007).

This constitutes sort of a dilemma for microinsweanWhile demand for life insurance
iIs negatively correlated with its price (Mantis aRdrmer, 1968; Campbell, 1980;
Babbel, 1985; Browne and Kim, 1993), the costswelitance provision can be expected
to significantly decrease with high volumes. Diamdi992), for example, finds that
the load factor on insurance for fewer than fivespas insured is 40 percent, whereas
the load for a group of 10,000 or more insured tis5& percent. Therefore, an
understanding of the other factors influencing dednéor life insurance is of utmost
importance in the development of the microinsurameeket. It is the objective of this
research to find demand determinants for micro lifeurance besides insurance

premium.

In the next section, previous empirical studiestiom demand for life insurance are
presented. While some of them were investigatimgitifluence of insurance premium,
most are focusing on other factors. The discussedlts will lay the foundation for the
hypotheses investigated in this study.
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4 Empirical investigations of the demand for life insirance

To examine the demand determinants for a micrarigarance policy in Indonesia, it is
beneficial to explore and relate to previous redearn the topic. A review of the
literature enables identification of potentiallyfeneant factors and qualified methods of
analysis. Further, unexplored niches can be deteklence, the review builds the basis
for formulation of hypotheses and choice of anabjtimethod. However, quantitative
demand research for micro life insurance is a yoamg relatively unexplored field in
the literature. Therefore, first the contributiorf qualitative examinations on
microinsurance demand is recognized. Second, itssayle drawn on insurance demand
determinants in general from the established fadldjuantitative demand studies on
regular life insurance. Lastly, quantitative stisdaa microinsurance demand in general

and micro life insurance in particular are discdsse

4.1 Relevant insights from qualitative research on magnsurance

Qualitative research is a widespread methodologgoitial science and development
studies in particular (Hulme, 2007). Also in orderidentify factors contributing to the
demand of microinsurance a qualitative approackdeismed useful (McCord et al.,
2006). Techniques usually used in qualitative neteaare: observation, in-depth
interviews with key persons, focus group discussioand biographical methods
(Ritchie & Lewis, 2003). Often employed for the demd research on microinsurance
are interview and focus group techniques. Bothregles inherent are the importance
of the relationship between research subject asehreher. The researcher’s objectivity
is constrained since she needs to purport the Ssaddressed as well as record and
interpret the individual answers given. However, annew field of research, like
microinsurance, qualitative approaches can bewsatbéd instrument to explore the topic
and narrow down important issues to be addresskdthrer investigations.

Gathering qualitative data from key people oftervolmes the supply side by
interviewing knowledgeable practitioners on inseeror MFI level. Focus group
discussions are more appropriate for examinatiothefmicroinsurance target group.
They generally consist of 8 to 12 persons and aesl &s an explorative tool to learn

about needs and concerns of the target group (Pl&Mance, 2011). The topics
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investigated include clients’ comprehension of msge, risk understanding, and
willingness and ability to pay as well as life-aycltime series of crisis, income
seasonality, expenditures, savings and credit, smagonality of risk (McCord et al.,
2006). Relevant to this study, for example, trougdepth interviews it was found that
a lack of understanding is an important factor icipg the participation in
microinsurance (De Allegri et al., 2006). And otlgealitative studies identified trust in
the involved institutions as an important influemmeemicroinsurance demand by means
of focus group discussions and case studies (Siémné& Diop, 2001; Basaza et al.,
2008; Patt et al., 2009).

While qualitative techniques are valuable toolsdientifying insurance demand drivers
within a community, this study focuses on quantigattechniques and results. A
considerable body of literature is directed atgkamination of demand determinants of
regular life insurance, which can provide importargights for the analysis at hand.
Thus in the next section an overview of this litera is given. Regarding

microinsurance demand, however, quantitative datarather limited. Results of

gualitative studies can amend these investigatiand are, therefore, considered
subsequently when considered appropriate.

4.2 Review of quantitative empirical studies on lifesarance demand

In this chapter, quantitative studies regardingdemand for regular life insurance are
reviewed to learn more about research designs aotdr related to the life insurance
demand. First of all, differences in the design tbése studies as well as the
development of the research field are stated. Suiesely, a more detailed review of
the findings on the most important demographic andnomic influence factors is

provided.

4.2.1 The design of regular life insurance demand studies

The following section consists of a synopsis of més applied and results reported in

empirical, quantitative studies regarding the dedrfan life insurance.
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Prior work on the consumption of life insuranceogtized three important demand
drivers: demographic, economic, and institutionattdrs. Institutional factors are
generally subject of country-comparison studiegs found that the development of the
financial service sector is a significant predictdrlife insurance demand (Beck &
Webb, 2003). An established legal framework whicbtgxts creditor's and property
rights and facilitates the enforcement of contrastsarguably of positive influence
(Beck & Webb, 2003). Though, existent empirical utes did not support this

proposition so far (Beck & Webb, 2003). The presgntdy comprises an analysis of
demand factors on a household level in a homogemstisutional environment. For

this reason, the presented review of relevantalitee is focused on the work on

demographic and economic demand factors.

Demographic and economic demand determinants dfeereinvestigated on a
household level or based on macroeconomic datauSé®f aggregated data to explore
demographic and economic determinants of life imsce demand, however, brings
about some limitations: (i) the indicators aggregauipply and demand factors for life
insurance and a subsequent distinction is not Iplesdii) prices for life insurance are
affected by national government policies and maskeicture and thus a cross-national
comparison has limitations (Beck & Webb, 2003). éwing to Beck and Webb (2003)
these problems are mitigated by the fact that paaelated to supply-side factors and,
since they are included in the regression modegntbe controlled for the price effect.
In addition, comparing insurance demand on a cgumdisis requires the assumption
that national aggregate data represent an avemgmal household and thus assume
that inhabitants in one country are homogenou®agared to other countries (Browne
& Kim, 1993). This causes an additional potentiaurse of error, for developing
countries in particular this measurement of insceaconsumption arguably leads to a
bias since often considerable differences in incdisibution exist

Due to the loss of information in the aggregatidndata, empirical macroeconomic
studies can only provide limited insight into thetefminants of life insurance demand.
However, they are an important source for compagsacross country and can provide

valuable hints regarding which factors should benexed in more detail.

2 Based on distribution of family income — Gini Ind¢€IA, 2011, www).



22

Microeconomic data on the demand for life insurarme the other hand, are more
difficult to obtain. Researchers either need td fEck on general household and
consumer surveys which hamper the possibility tgestigate specific research
questions or conduct their own laborious consumeweys. In a first empirical
investigation of determinants of household life ui@ce premium expenditures,
Hammond et al. (1967), for example, used two ceasdional data sets which were
published by the Survey Research Center of the ddsity of Michigan in 1953 and
1962 respectively. The data do not distinguishthar type of insurance owned, thus,
term, whole life, and endowment policies have tdrbated equally. Their investigation
Is said to be “the first to address specific lifsurance demand determinants” (Zietz,
2003, p. 160). The pioneer empirical studies ondamand for life insurance were
conducted in parallel to the theoretical discussbtife insurance demand models in
the 1960s and apply a common sense approach iy jingt selection of variables (e.g.
Hammond et al.,, 1967; Mantis & Farmer, 1968; Neumah969; Duker, 1969).
Nowadays, it is common practice to relate the ifieation of variables to theoretical
models (e.g. Lewis, 1989; Browne & Kim, 1993; Ouitle, 1996).

Hammond et al. (1967) in their study focused oremifferent independent variables to
explain household expenditure on life insurancempuen. For their sample of US
households’ income and net worthinter alia — proved to be statistically significant
factors. Since their groundbreaking empirical wartkleast 26 additional empirical
investigations for life insurance demand determisavere published in peer-reviewed
journals (Zietz, 2003, p. 160). The results of Haondhet al. (1967) for income and net
wealth were replicated in an array of additionaldss. Hence, the empirical,
quantitative examination of life insurance demaeenss to produce reliable results. In
Table 1 below an overview on the empirical findingisthe determinants for life

insurance demand is presented.
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Table 1: Determinants of regular life insurance derand

Showers & Shotick (1994)
Auerbach & Koltikoff (1989)

Gandaolfi & Miners (1996)

Variable Positive Negative MNonsignificant
Age Berekson (1972) Ferber & Lee (1980) Hammond et al. (1967)
Showers & Shotick (1994) Auerback and Kotlikoff (1983) Duker (1969)
Truett & Truett (1990 Bernheim (1891} Anderson and Nevin (1875)
Gutter & Hatcher (2008) Chen et al. (2001) Burnett & Palmer (1984)
Fitzgerald (1887
Gandolf & Miners [1996)
Age squared Showers & Shotick (1994)
Gender Gandofi & Miners (1996)
Married Hammond et al. (1967) Burnett & Palmer (1984)
Mantis & Farmer (1968) Berekson (1972)
Housewife Ferber & Lee (1980) Duker (1963)

Number of Dependents

Berekson (1972)
Ferber & Lee (1980)
Burnett & Palmer (1884)
Lewis (1989)

Bemnheim (1951)

Browne & Kim [1993)
Showers & Shotick (1994)
Outreville (1998)

Hammond et al. (1967)
Marntis & Farmer (1968)
Auerback and Kotlikoff (1983)
Ward & Zurbruegg (2002)

Duker (1969)
Anderson and Nevin (1975)

Ferber & Lee (1980)
Burnett & Palmer (1984)
Truett & Truett (1990)
Browne & Kim (1993)
Gandofi & Mirers (1996)

Religion Burnett & Palmer [(1984)
Islam Browne & Kim (1993)
Education Hammaond et al. (1967) Duker (1963)

Anderson & MNevin (1975)
Auerback and Kotlikoff (1983)

Financial Literacy

Browne & Kim (19393)
Outreville {1998)
Ward & Zurbruegg (2002)

Asset Endowment

Hammond et al. (1967)
Duker (1965)

Headen & Lee (1974)
Anderson & Nevin (1975)
Ferber & Lee (1980)

Lewis (1989)

Bermnheim (1991)
Eisenhauer & Haylek (1995)

Fortune (1973)

Fitzgerald (1983)
Auerback and Kotlikoff (1983)

Occupation/ Employme rt

Hammond et al. (1967)
Mantis & Farmer (1968)
Duker (1969)

Ferber & Lee (1980)

Miller {1985)

Fitzgerald (1987)

Auverbach & Koltikoff (1989)

Anderson & Mevin (1975)

Income

Hammond et al. (1967)

Mantis & Farmer (1968)
Duker (1969)

Meumann & Berekson (197 2)

Fortune (197 3)

Anderson & Nevin (1975)
(low and high income class)
Ferber & Lee (1980)
Burnett & Palmer (1984)
Truett & Truett (1990)
Browne & Kim (1993)
Showers & Shotick (1994)
Gandofi & Miners (1996)
Outreville {1996)

Ward & Zurbruegg (2000)

Anderson & Nevin (1975)
{mid income class)

Berekson (1972)

Expected Future Income

Anderson & Nevin (1975)

Brand Loyalty

Burnett & Palmer (1984)

Source: Based on Zietz (2003) with adjustments by the author.
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As shown in Table 1 the most commonly investigatadables are Age, Number of
Dependents, Education, Asset Endowment, and Incivinde the first three influence
factors can be considered demographic, the latterare attributed to the economic
situation of a household. The influence of demoli@gharacteristics seemsprima
facie— rather ambiguous, whereas the results for ecanfawtors offer an unequivocal
picture. Subsequently, these commonly tested asaére regarded as the standard
variables in life insurance determinants reseaFdr. a better understanding of these
important influences, in the following a brief daption of studies, findings and their

interpretations is given.

4.2.1.1 The demographic determinants

Age

Based on theoretical considerations age is expéoted an influential variable on life
insurance demand since it influences the expeateilapility of death and the amount
of future earnings an individual is expected toumeaolate (Campbell, 1980; Lewis,
1989). Further it can serve as a proxy for thedifele stage of a family (Duker, 1969;
Ferber & Lee, 1980). The positive influence duditgher death probability, however, is
probably offset by adjusted insurance premiumsdawteasing dependency of children
(Hammond et al., 1967). In addition, people of lighage are likely to have
accumulated wealth which can serve as a subsfibutife insurance. This offsetting
effect due to actuarial calculations and life-cydtrelopment might be an explanation
for the ambiguous results found for age in thediiere (cf. Table 1). Empirical tests
suggest that the influence of age depends on incoass and type of insurance
(Hammond et al., 1967; Ferber & Lee, 1980). Whidmgle on lower income classes
seem to find less value in life insurance as thgsy, anore affluent households perhaps
consider it as an appropriate tool for retiremeatirsgs. Controlling for a life-cycle
effect, age is found to be of positive but dimimmghinfluence as the household matures
(Showers & Shotick, 1994). On a country level, positive effect of population age
might be related to higher economic development iacteased need for retirement
savings (Truett & Truett, 1990).
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Education

Education is intuitively associated with increaddd insurance spending. Higher
formal education is thought to foster need awareaesl enable more objective analysis
for the life insurance purchase decision (Hammonale 1967). Moreover, higher
educated individuals are hypothesized to have @gér inclination to protect their
dependents by means of life insurance (Truett &eftrul990). Generally, education
correlates with higher demand for life insurancempirical investigations (Hammond
et al.,, 1967; Burnett & Palmer, 1984). The reportGutter and Hatcher (2008) that
higher educated individuals “had greater proportbheir human capital insured” (p.
685) supports these earlier results. Yet, themvidence that the effect of education is
influenced by additional factors. Higher educatpduses, for example, even though
aware of life insurance’s benefits, are less depenhdn the income of their husbands
(Ferber & Lee, 1980; Gandolfi & Miners, 1996). Ahatively, higher educated parents
anticipate longer financial dependency of theirspfing due to pursuit of higher
educational levels (Browne & Kim, 1993). Resultggesting a negative influence of
education in the reviewed literature are potentialased by exogenous factors such as
inflationary periods (Anderson & Nevin, 1975) orsess the relative insurance
consumption of households (Auerbach & Kotlikoff 899.

Number of Dependents

The number of dependents is thought to increasefirthncial protection requirements
of a household throughout the literature. Alrealdg early studies incorporated this
variable on ara priori basis in their models (Hammond et al., 1967; Ma&tiFarmer,
1968; Duker, 1969; Berekson, 1972). Hammond €t1867) state “if an individual has
no one dependent on his earnings [...], then the faelife insurance [...] may not
exist at all” (p. 399). In his application of theomomics of uncertainty, Campbell
(1980) tied the influence of dependents to an indiai’s intensity for bequests.
Acknowledging income transfers on behalf of depetgleit was Lewis (1989) who
developed the prevalent model in which the demanrdlife insurance is primarily
driven by the interest of dependents. A reviewhef émpirical literature demonstrates a
predominantly positive influence of dependents egutar life insurance demand (cf.
Table 1). However, in some cases a high numbeepédents lead to lower insurance

demand, possibly due to budget constraints (Fe&bdree, 1980). Also demand
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elasticity is decreasing in the number of childsaiggesting economies of scale in life
insurance demand (Showers & Shotick, 1994). Frontroegonomic data it was
inferred that life insurance demand developmens laghind number of births by two
years (Mantis & Farmer, 1968). Browne and Kim (19%3und a strong positive
influence of national dependency ratios, that ikdobn below age 15 over population

between 15 and 64, for life insurance uptake amah stronger for the amounts insured.

4.2.1.2 The economic determinants

Asset Endowment

Theoretical considerations relate the individualea®ndowment to the demand for life
insurance (Pratt, 1964; Babbel, 1985; Lewis, 1988sed on the model proposed by
Lewis (1989) the direction of wealth’s influenceosld be negative. Also Fortune
(1973) theorizes an inverse relationship betweeetasndowment and life insurance
demand and finds some supportive empirical evidemte a time-series of
macroeconomic US data. On the other hand, BabB8&5{l1states that the influence of
wealth is ambiguous and “dependent upon the sh&pbeoabsolute risk aversion
function of the insurance consumer” (p. 230). Tosion is supported by Hammond et
al. (1967) who argue that net worth of a houseleolald intuitively either be perceived
as substitute for life insurance which can bezdii to maintain its standard of living or
it could have a positive effect on life insuranamsumption since family heads might
want to protect the household’s asset endowmentraeyheir life time by using life
insurance. In empirical studies a positive infllenaf household’s wealth on life
insurance uptake prevails (cf. Table 1). Yet, ded#ntiation for income classes
suggests a more articulate effect of wealth leielsw and high income classes than in
the middle income class (Hammond et al., 1967)tHeamore, wealthier households
utilize life insurance rather as a protection aglthe risk of premature death, whereas
less well endowed households have an increaseéty tdiim a policy which is including

a savings component (Anderson & Nevin, 1975).

Income
Income is the most frequently tested factor andsisbently found to be of significant

influence (cf. Table 1). Contrary to the represgotain economic literature, not capital
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income uncertainty but uncertainty from labor in@mor human capital uncertainty —
is the prevalent risk for household consumptionni@lell, 1980). In the existing
literature, life insurance is regarded as the gmpate means to mitigate the risk
inherent to a household’s income stream due to rtainelifetime of the main
breadwinner (Yaari, 1965; Fischer, 1973; Pissarid&80; Lewis, 1989). Thereby,
income itself is a relevant factor regarding thended for life insurance: firstly, a
certain minimum level of income is required to mdie insurance affordable and,
secondly, income determines the level of a houskéhadlotal consumption and,
therefore, the rational amount of life insuranceocading to theoretical models (Yaari,
1965; Lewis, 1989).

Empirically, the influence of income was testedaggregated macroeconomic data and
on household level. In macroeconomic studies attenGDP per capita is related to life
insurance premium expenditures. Several studiemdfoa statistically significant,
positive influence with elasticity figures rangimgtween 0.32 and 0.62 (Browne &
Kim, 1993; Outreville, 1996; Li et al., 2007). Naterthy for the present investigation
of micro life insurance, two studies reported sotmahigher income elasticity figures
in less developed countries (Truett & Truett, 198@ck & Webb, 2003). Ward &
Zuerbruegg (2000) investigate the reverse relatipnisetween GDP and life insurance
premiums, testing if life insurance promotes ecoicogrowth. In their sample of
OECD countries from 1961 to 1996 they find ambigoesults. A Granger causality
analysis reveals that the direction of the relaiop depends on national circumstances,
such as national culture or regulative norms.

On a household level positive income elasticity aig® consistently reported, however,
figures between 0.02 and 0.35 are somewhat lowam¢Hond et al., 1967; Showers &
Shotick, 1994). Differentiation for income classeseals a particularly high elasticity
for middle income households (Hammond et al., 198he absolute amount of life
insurance coverage purchased, on the contrargthem high for low and high income
groups (Anderson & Nevin, 1975). This non-linediatien between income and life
insurance purchased is thwarting prior emphasfts ftammond et al., 1967; Duker,
1969; Berekson, 1972).

One explanation for this unforeseen result is Etyfunction as proposed by Friedman
and Savage (1968) (Figure 1).
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Figure 1: Friedman-Savage utility function
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Source: Adapted from Anderson & Nevin (1975, p. 382)

Assuming that the two convex portions of the cuapply to low and high incomes and
the concave part in between applies for middle nmes, than the middle income
households might have a preference for risk takiwgderson & Nevin, 1975). A
relationship between life insurance demand andnmecdollowing this pattern could
explain why income elasticity is higher in develupicountries. As the population
average income increases from very low towards lidthss levels, the utility of
insurance is particularly strong.

Finally, another household level study focused bme influence of income risk
diversification (Showers & Shotick, 1994). It wasuhd that the demand for life
insurance is significantly lower in multi-earneruseholds.

In summary, income was shown to be of positiveugriice by almost all empirical
studies (cf. Table 1). As discussed above macragnandata strongly suggests a
positive relationship between GDP per capita leaal$ life insurance consumption. On
a household basis, researchers were able to shawditfierences exist for income
classes and multi-earner households. Unexpectiedigr income classes seem to have

a higher utility from life insurance than the middilasses.
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Other determinants relevant for the study
Other demand determinants previously investigatéichvare also relevant for the
present thesis include: Occupation, Expected Futnceme, Religion, and Brand

Loyalty.

The occupation of the insured is subject to sevi@alinsurance demand studies. In
their pioneer study, Hammond et al. (1967) findogifive association of working in a
white-collar type profession with household’s liflgsurance demand. This result is
supported by subsequent investigations (Duker, 1%&9ber & Lee, 1980; Miller,
1985; Fitzgerald, 1987; Auerbach & Kotlikoff, 1989pn a macroeconomic level,
Mantis and Farmer (1968) report a positive relaiop between employment rates and

life insurance demand.

Income expectation of households and its relationlife insurance demand was
investigated by Anderson and Nevin (1975). Theyntbuhat households which
expected to be in a higher income category in taws/ahead purchased higher amounts

of life insurance today.

Religion is theorized to be associated with lifsurance demand for two reasons:
firstly, historic development of life insurance waféen in conflict with religious views
and for some time condemned as distrust in Goddeptive care (cf. Chapter 3.1);
secondly, a society’s culture is said to be infeexhby religious beliefs and related to
levels of risk aversion (Douglas & Wildavsky, 198@n a household level, Burnett and
Palmer (1984) investigated the relationship betwedégion salience and life insurance
consumption a middle-sized US city. The respondehis indicated a high importance
of religion owned considerably less life insurartban people who claimed a low
interest in religion. Macroeconomic studies havenfb that the demand for life
insurance is significantly less widespread in premgh@antly Muslim countries — like
Indonesia (Browne & Kim, 1993). Yet, this might rm evidence for higher religious
salience or risk aversion in Islamic imprinted stieis but rather a result of constrained
life insurance supply. For a believing Moslem tegular life insurance contract is not a
viable option due to Islamic regulations (Redzuiaale 2009). To meet the demands of

Muslim consumers th&akaful insurance was developed in Sudan in 1979. Siree, th
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the new concept is successful marketed in Islarointies. For example, since the
introduction oftakaful in Malaysia in 1985 it was able to gain a markedrehof 13

percent (Redzuan et al., 2009).

Finally, respondents from households which owneghdri amounts of life insurance
indicated a lower brand loyalty (Burnett & Palmé&g84). As possible explanation,
Burnett and Palmer (1984) suggest “that owneramgd amounts of insurance purchase

coverage from several different insurers” (p. 459).

The review of the empirical literature on reguliée insurance demand above yielded a
set of socio-economic determinants which can, gglyerbe considered influential.
However, the demand for life insurance is dependamtindividual consumer’s
characteristics and needs (Burnett & Palmer, 1984juably, the reality of low income
households in developing countries — the targeigfor micro life insurance — differs
in some aspects from the context in which the alstudies were conducted. As per
definition the target group of microinsurance isvimcome households, besides the
obvious lower financial capabilities and asset endent other relevant characteristics
are attributed to this particular group. Foremoss ia lack of access to finance, less
experience with financial services, irregular ineostreams, a lower understanding of
the product and need awareness, as well as preameaeof informal financial service
arrangements (Murdoch, 2002; Churchill, 2007). Herfactors found influential on the
demand for regular life insurance in developed twes might have a different or no
effect in the microinsurance context. Moreoverpdbctors which were previously not
considered relevant might are of interest in thalymis of microinsurance demand.
Unfortunately, there is only limited empirical wodn the demand for micro life
insurance. To learn more about context-specific aleimdeterminants, in the next
section also studies on agricultural and healthremsurance are considered as well as

work which was not yet published in a peer-revieyeeanals.

4.2.2 Studies on microinsurance uptake

Until today, quantitative, empirical studies on whdetermines the demand for

microinsurance are scarce. However, the availahldies from various developing
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countries provide important insight for the anaysi this thesis. While the focus of
these studies varies, they are all investigatinguliities of low-income customers in
developing countries. Typically, the focus of thedses is on “product and marketing
characteristics, socioeconomic household charatityiand the degree of risk aversion
as potential explanatory factors for demand” (Madksi2011, p. 5). The different
product types researched can be grouped intoiféijrisurance, (ii) health insurance,
(i) agricultural insurance, and (iv) other miansurance studies. Table 2 provides an

overview of influence factors investigated anddbeording findings.
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Table 2: Significant variables in microinsurance denand research

Variable Life Health Agricultural Others
Demographic
Age Bendig et al. (2010) [+] Chankova et al. (2008)* [-] Ginéetal (2007)

Gieshert (2010) [+] Ito & Kono (2010)* [-] Coleetal (2008)
Bendig & Arun (2011) [+] caietal (2011)
G_'leshert etal_.__{_ZD:].ll‘

_(_E_gnder {male]___ [+] Schneider £

Marital Status ) ) ) [+] Akoteyetal (2011)*
‘Number of De;gndents,-" -[-+-]m(-3-'|e5hert {2010] [+] Schneider &Dlop {zoo1) T [+] Cole e{;l-.-{-éDlD] --------
Household Size [+] Bendig & Arun (2011) [] Ito & Kono (2010)*

Muslim " coleetal ooy T
Life-Cycle

Age squared [-] Bendigetal.(2010) [+] Coleetal. (2010)

[-]1 Giesbert(2010)

[+] Bendig & Arun (2011)

[-] Gieshertetal (2011)*
Economic Characteristics
Occupation/ Employment [-] Bendig et al. (2010) [+] Chankova et al. (2008)*
[ Giesbert (2000) |
Income, Expenditures [+] Giné and Yang (2009)* [+] Coleetal. {2010)
e 4] Akoteyetal (2011)*
Wealth Bendig et al. (2010) [+] Chankova et al. (2008)* [+] Coleetal. (2008) [+] Morsink & Geurts (2011)

Gieshert (2010) [+] Giné and Yang (2009)*
Bendig & Arun (2011)

G_'leshert etal_.__{_ZD:].ll‘ ________________ e
Credit Constrained [-] Ginéeta
-I:«‘-r_;m'lttances [-r-é;:e'l\red] ---------------- T

[+] Bendig & Arun (2011)

[-] Gieshertetal (2011)*
Product Understanding
Education [+] Bendigetal. (2010) [+] Schneider & Diop (2001) [-] Caietal.(2011)-1lliteracy [+] Coleetal.(2010)

[+] Bendig & Arun (2011) [+] Chankova et al. (2008)* [+] Giné and Yang (2009)*

[+] Gieshertetal (2011)*
Financial Literacy UM Coleetal (2008 T

[+] Gauravetal (2011)
Insurance skills [+ Pattetal. (2010)° ""[4] Coleetal. (2008] "] Akoteyetal. 2011
Trust
Other known HH
purchasing [+] Ginéetal.(2007)
Membership in other [ Gieshert(2010) T M Ginéetal (2007) T
MFls/groups [+] Coleetal.|{2008)
[+] Caietal.{2010)

-L-iiizher Insurar;-c-r_; Palicy T Cole et al (2008) T
Wik ———
Low Trust in MFI B []

Move

[+] Derconetal.(2011)
__[#] Morsink & Geurts (2011)

Claim Payment

-I:-‘-r_;rcept'lon of-l-\-ﬂ-FI,-" Insurer - [+

I
=
i
E
m
w
=
o
=
=
3

Shock

Death Experience

Iliness Experience
Health Status

___1_:her Shock ________
Other Factors
Perception of risk [+] Morsink & Geurts (2011)
Risk Aversion [+] Bendigetal. (2010] [ Chankova etal [2008)°  [-] Ginéetal. (2007) T perconetal (2011) |
[+] Bendig & Arun (2011) [-] Coleetal.|{2008) [-]1 Clarke and Kalani (2011)
[] Giesbertetal.{2011)* [+] Giné and Yang {2009)*
Loss Aversion e UM steinf2oto) T

Hyperbolic Preferences

Own Risk Assessment

Premium Flexibility [+] Akoteyetal. (2011)*

Note: [+] indicates positive influence of researched variable and [-] negative influence respectively. Studies marked
with an asterisk * were published in a peer-reviewed journal.
Source: Compiled by author.
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Comparing the results with the findings for the dewh on regular life insurance age,
wealth, and education show a similar relationshipe number of dependents seems to
have a somewhat more reliable positive influencéha microinsurance context and,
oddly, risk aversion is in some cases negativdjted to insurance participation. While
income — a commonly significant variable for reguite insurance demand — is rarely
investigated, credit constraints, reception of teance, insurance skills, recent shock

events and trust are added to the analyses oninsarance.

The first noted quantitative study on the demandiicroinsurance was conducted by
Giné, Townsend, and Vickery in 2007 for the WorlahR. They investigated a rainfall-
index agricultural insurance which was offered tigio a cooperation of an international
insurer and a local MFI in southern India. Respotideage, credit constraints,
sedentary residence and risk aversion were founblet@f negative influence. Land
cultivation, technology adoption, membership inaficial groups and familiarity with
other participating households were positively texla Most prominent reasons cited by
respondents for non-participation were a lack afdprct understanding and money to
pay premiums (Giné et al., 2007).

Interestingly, the take-up rate for the produckeegshed by Giné et al. (2007) lagged
considerably behind microinsurance demand projestiovith mere 4.6 percent
participation at the time of research. Subsequenklg focus of many quantitative
studies shifted to exploring why the microinsurangs#ake lags to such an extent
behind projections (e.g. Cole et al., 2008; Ito &g, 2010; Cai et al., 2010; Cole et al.,
2010; Cai et al., 2011; Dercon et al., 2011). Wditbet of experimental studies the roles
of liquidity, financial literacy, and trust on ma@nsurance uptake in particular were
investigated.

Low financial capability and constrained liquidiy theorized to be a main barrier for
low-income households to utilize microinsuranceigsks management tool (Cole et al.,
2008). Field experiments in India and Indonesiagssgthat a positive liquidity shock
at the time an insurance product is offered orsthsidization of financial services have
a positive effect on patrticipation (Cole et al.p80Cole et al., 2010).

Education is consistently found to be a positivedmtor of microinsurance uptake in
the literature (cf. Table 2). A study on the demémdfinancial services in Indonesia

revealed a positive influence of education and tognabilities on demand for formal
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financial services — including insurance — and tiggainfluence on participation in
informal arrangements (Cole et al., 2010). Morecdjally, financial literacy is found
“an important predictor of financial behavior in erging market countries” (Cole et al.,
2010, p. 37). Experimental studies employing arfaia literacy education module,
however, showed to have only an insignificant eff@ole et al., 2008; Cole et al.,
2010; Dercon et al., 20%)A brief training module is possibly insufficierto
substantially enhance client education and, coresdtyy product comprehension.
“Clients’ understanding of insurance products [heo&rg is key not only to take up of
insurance, but also to use and appreciation optiiey as well as satisfaction with the
insurance” (Dercon, 2008, p. 16).

Further, in contrast to prior findings on regulasurance, a negative relation between
risk aversion and uptake was identified. Supposepyticipation in the unfamiliar
insurance represents a risky option by itself ® skhrveyed households (Cole et al.,
2008; Ito & Kono, 2010). Trust is a mitigating factand its importance for
microinsurance participation is suggested (Der@)8; Schneider, 2005; Basaza et
al., 2008; Patt et al., 2009). As pointed out abau@ong the services offered by
microfinance providers, insurance needs the higtlegtees of trust on customer side.
Trust, however, is a vague concept and cannot s/ ¢asted for. Various quantitative
studies tried to control for this influence. Coleat. (2008), for example, used the
endorsement by a well-known party as a proxy. Stgdy sow insurance product
offered by the government in China, Cai et al. (0dsed the participation in another
health insurance provided by the government andptiegious reliable reception of
government subsidies as proxies for trust and fdaottl to have a significant positive
impact. Fortunately for the research, a snow stocourred in the sample area which
killed some of the insured sows and provided a research opportunity. It could be
shown that in villages with more claim paymentsmead for insurance coverage
significantly increased. The positive effect of ebsng satisfied claims is also reported
by Morsink & Geurts (2011).

% In cost benefit analysis, a USD 17 per head fir@niteracy training yielded only an increase afrfal
financial service demand of about 5 percent; subsidon the other hand, of USD 14 increased
probability of opening a bank account by 7.6 percemaking subsidies about 2.5 times more cost
efficient that financial literacy training (Cole a&it, 2010).



35

The importance of social networks was shown in faotstudy from China.

Respondents who participated together with friemdsa microinsurance marketing
event were more likely to take-up the offered pridinhan respondents who were
informed individually about the insurance (Cai kf 2011). In an experimental design
in Kenya, Dercon et al. (2011) could show that pesswho were more trustful in a
classical sender-receiver trust game, in whichréoeiver was always the field staff of

the participating MFI, were also more likely to ¢algp insurance.

In a nutshell, studies on microinsurance other tifarpolicies show mixed results for
the influence of age and number of dependents.miecand asset endowment of the
household as well as education and financial litgraf the respondent is positively
related to microinsurance demand. In contrast tuleg life insurance demand, risk
aversion seems to be negatively related to inserdemand. Regarding the influence of
trust, endorsement by a trusted party, membergahipther financial groups, and
observation of claim payment served as proxies exigibited significant positive

influence.

The demand for micro life insurance is so far &eatunexplored field. Presumably a
lack of appropriate sample data is one of the ma&sons for the limited research on
this interesting and important topic. In the litewa, two distinct data sets build the
basis for quantitative micro life insurance reskaso far. The first is from 1030
households and once more from 350 households ofpopalation in Ghana and the
second from 330 households in Sri Lanka.

For the samples from Ghana, consistently a positiffeence of age and negative for
age squared is found which is interpreted as Wdec effect (Bendig et al., 2010;
Giesbert, 2010; Giesbert et al., 2011). In Sri lagnkge is negatively related to
insurance demand and ‘no life-cycle effect at abtuld be found (Bendig & Arun,
2011). The number of dependents exhibits a positgelation in all micro life
insurance studies (cf. Table 2). Income from noreafjural activities increases the
demand for life insurance in Ghana suggesting aathey influence of income
seasonality (Giesbert, 2010). In Sri Lanka, on otiger hand, self-employment and
associated irregular cash flows have a positivéuénice on micro life insurance

purchase (Bendig & Arun, 2011). Also the role ahigances is ambiguous between the
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two countries. While remittances received are neglgtrelated to insurance uptake in
Ghana and believed to have an substituting efleendig et al, 2010; Giesbert et al.,
2011); they seem to serve as an additional finanesource in Sri Lanka and increase
micro life insurance participation (Bendig & AruB011). Wealth is consistently of

positive influence in all studies (cf. Table 2).ighsuggests that the very poor
households are still excluded from microinsurari@engig et al., 2010: Giesbert, 2010).
Educational level of the household head is, gehgralpositive predictor of insurance

demand (cf. Table 2). The specific influence ofafinial literacy was not tested for
micro life insurance so far, even though it is ¢desed a more fruitful control factor

than education levels (Giné et al., 2008; Cold.e2809, Bendig & Arun, 2011). The —

theory contradicting — negative influence of rislession is often associated with a lack
of product understanding (Bendig & Arun, 2011; Gexs et al., 2011).

Commonly, also a location dummy is included in she&dies on microinsurance demand
and often found significant. However, since the nmeg of this dummy changes from

study to study — at the onetime meaning distancélkd, the other it represents

treatment groups, next environmental settings is mot considered in the literature

review above.

In summary, age is also showing mixed results faraonlife insurance uptake. While a
life-cycle effect and bequest motives based onaagdound for the African sample, in
Sri Lanka no life-cycle effect at all could be fauby Bendig and Arun (2011). A
motive for bequests, however, is suggested du@sdiye influence of household size
in Sri Lanka. Regarding the economic householdasdn, mixed results are reported.
While wealth is consistently related positive, eayphent and remittances exhibit
ambiguous findings. Furthermore, the experienceeainomic shocks is generally
positively associated, even if not always significd=or microinsurance, the effect of
risk aversion is yielding different results. Whibenstantly negative for agricultural
insurance, it is also found of positive influen@g fmicro life insurance. On the one
hand, this perhaps suggests that understandingustdor micro life insurance is more
straightforward and the insurance product is tholsperceived as risk itself. On the
other hand, in one study, participation in otheci@ogroups in general showed a
positive sign. Thus, a positive influence of trysbxies — as in the agricultural

insurance investigations — might also exists orraniife finance uptake. Participation



37

in an alternative credit and savings associatios, Wathe contrary, negatively related —

suggesting a substituting effect.

5 Methodology

Based on the previous review of life insurance dainéerature and the objectives of
this thesis, the following chapter expounds theaesh methodology chosen. First of
all, the hypotheses tested in this analysis areedtand rationalized. Secondly, the
micro life insurance product which provides theesesh opportunity is explained in
more detail. Thirdly, the mode of research andddi@ collection process are described.
Finally, the theoretical framework and research eh@gpplied build the fundament for

the subsequent statistical analysis.

5.1 Hypotheses

Rooted in the objectives commonly associated witrainsurance and the previously
reported studies on life insurance demand four thgses were formulated. The
remainder of this subchapter provides the ratiaal these are considered relevant for
the uptake of micro life insurance. Furthermore wariables used and constructed to

test these hypotheses are described.

5.1.1 Life-cycle effects

One important characteristic of a household isutsent life-cycle stage. The life-cycle
correlates with the probability of the insured’satteand the level of total consumption
if the breadwinner survives (Campbell, 1980; Lewi889). Further the dependency of
children will decrease in later stages of a houkkhdife-cycle (Hammond et al.,
1967). Hence, it is expected that households iradwranced life-cycle stage are less

likely to participate in micro life insurance.

H1 : Life-cycle stage is negatively related to mitife insurance uptake.
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The age of an insured is often considered an apptepproxy to test the life-cycle
effect (Duker, 1969; Ferber & Lee, 1980). Howevmipr investigations have found
mixed results for the influence of an insured’s &ge Table 1 and Table 2). In the
microinsurance context, Giesbert et al. (2011) aingbsitive effect of age and negative
effect of age squared for their sample from Ghakibereas Bendig and Arun (2011)
find a negative influence of age and a positiveaffor age squared in their sample
from Sri Lanka. Investigating the factor age bylitstherefore, seems not to grasp the
whole picture.

In this thesis, the investigation of life-cycle'8eet is extended beyond the examination
of respondent’s age. In order to test the life-eyltypothesis an interaction variable is
constructed. The variablde_cycleis 1 for households with the household head over
the age of 49 and children over the age of 16 (bage49 * ch_16plus The value
for age is chosen because Bendig and Arun (20pbytréhat an age of 49 was found as
tipping point for micro life insurance demand. Adlildren over 16 are assumed to be
less dependent on the income of the household &weddaven likely to contribute to a
household’s income in times of hardship. This ippguted by dependency definitions
of the UN?

5.1.2 Economic Capacity

Household’s economic characteristics such as incandewealth are highly related to
life insurance demand (cf. Table 1 & Table 2). Thegicate households’ ability to
afford life insurance and the appropriate amountirfurance protection. In the
microinsurance context, however, all households gererally of low income and
wealth levels, many times earning only irregulasiclows (Churchill, 2007). Yet, the
economic capacity of household differs and is etqubto have a positive influence on

micro life insurance uptake:

H2 : Economic capacity is positively related to mitife insurance uptake.

Due to characteristics of the microinsurance markesearch on microinsurance

demand already takes different measures into atcbesides income and wealth.

4 See http://www.un.org/esa/sustdev/natlinfo/indicgtoethodology _sheets/demographics/dependency.pditio
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Households’ wealth is often included in the analy€But in contrast to regular
insurance studies it is not measured as househoéd’'sapital wealth but rather as an
asset endowment index. Households already ownirgy ofadhe basic goods which are
commonly acquired in the low-income peer group,ehaither more productive assets
or less need to save for future acquisitions. ldgyiis an important issue in financially
constrained household. Therefore, ability to acdesther credit and reception of
remittances were also investigated in microinsugatemand studies (Giné et al., 2008;
Giesbert et al., 2011; Bendig & Arun, 2011). Thdigbto access further credit might
be an appropriate measurement for a householdsidedo invest in insurance of
productive assets; however, it is arguably notteeldo a household’s decision to invest
in life insurance. And also the examination of re@amces produced contradicting
results so far. It could not be determined if itves as additional financial resource or
substitute for insurance (Bendig et al., 2010; Bg®Arun, 2011). In this thesis, it is
hypothesized that in the microinsurance contextedifitiation due to household’'s
economic situation needs to take a different apgrod/ith the — by definition — scarce
resources microinsurance customers have, the ecomapacity of a household needs
to be assessed differently. Therefore, measurentepisting the free or discretionary
financial resources of a household are investigdfthdt is: form of employment, multi-
earner household, relative asset endowment, congmgevelopment and remittances.
In addition, the payment of remittances by the lkbo#d is introduced to test the
influence of economic capacity. The payment of teances is regarded as a sign that
the household has a higher economic capacity velgtto the peer group and can thus

afford remittance payments.

5.1.3 Financial Literacy and Product Understanding

In the microinsurance literature a lack of underdiag for the insurance concept is
often cited as one of the main reasons for low tgkeatios (McCord, 2001; Chankova
et al., 2008; Ito & Kono, 2010; Bendig & Arun, 2QRlaNet Finance, 2011). Arguably,
an understanding for the product is of high impactafor the participation decision of a
household’s decision-maker. Therefore, a posithfeuénce of product understanding

on life insurance demand is expected.
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H3 : Product understanding is positively relatednecro life insurance uptake.

In the literature, the effect of education on Iiieurance demand is often examined and
consistently found positive (cf. Table 1 & Table R)is suggested that higher formal
education fosters need awareness and the incinagiprotect dependents (Hammond
et al., 1967; Truett & Truett, 1990; Beck & Webl®02). Also in the microinsurance
context it is found that higher education levelsréase the uptake of life insurance
(Chankova et al., 2008; Giné et al., 2008; Giesbed., 2011; Bendig & Arun, 2011).
Particularly, the importance of financial literacy customers is stressed (McCord,
2001). Recently, a study found that financial at®r “is one of the strongest and most
consistent predictors” of financial service demantbng low-income households (Cole
et al., 2010, p. 38). Understanding for the insoceaconcept itself, was reported as an
often quoted reason for abstaining from an offgrelity (Giné et al., 2008). And a test
of insurance comprehension on a fictional prodiawsed ambiguous results (Cole et
al., 2008). To the best of my knowledge, this pagethe first which undertakes a
comprehensive survey pfoduct knowledgéor the actual product offered and analyzes
its effect on the micro life insurance purchaseigsien. Further, respondentBhancial
literacy is also evaluated for the first time with respctmicro life insurance building
up on the procedure applied by Cole et al. (2010).

5.1.4 Trust and Experience

The importance of trust on the demand for finansmivices in general is shown in
previous studies (Doherty & Schlesinger, 1990; Guws al., 2008). Of all financial
services, insurance is the one which requires ihleebt trust levels on the consumer
side (Churchill, 2000; Cai et al., 2010). It is satered as a crucial factor to the success
of microinsurance programs (Maleika & Kurakose, 200n this thesis, individual trust
levels and the experience with the provider is etgme to have an effect on

microinsurance uptake.

H4 : High trust levels and a positive experience positively related to micro

life insurance uptake.
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The importance of trust on microinsurance partibgrawas recognized by previous
studies on agricultural insurance policies. Meanamts related to clients trust
comprised, for example, endorsement by a trustedope high-involvement of
socializers, observation of claim payment, and erpnts with sender-receiver trust
games (Cole, 2008; Cai et al., 2010, Dercon, 2011).

To assess trust levels of individuals in this redeaa Likert-scale type survey was
utilized. First of all, respondents were askednididate their degree a@fust in general
and towards specific groups of persons. Seconet afsquestions inquired about the
respondentsexperiencewith the insurance socializer, the MFI, and thsunance
provider. Third, themembershipn a ROSCA-type informal finance group was also
evaluated and serves as a proxy for trusting otiwéfs one’s money. Finallybrand
recognition was measured to assess if a reputable brand osifive influence.

However, causality direction in this respect is foother tested.

The hypothesis regarding life-cycle stage)(&hd economic capacity {Hare related to
the characteristics of the household, whereas ptathderstanding ()l and trust levels
(H4) are associated with the characteristics of thes@m-maker. The data set which
will be subject to the analysis was generated leyrésearcher. The following chapter
describes the background of the data set and @®wad overview of the data collection

process.

5.2 Background and suitability of the researched produc

A crucial requirement for the purpose of the présaralysis is the voluntary nature of
the insurance product offered to the clients. Gaher the most widespread
microinsurance concept is so called credit-lifeduais which are often mandatory
attached to the provision of microcredit and, hethess suited for the examination of
demand factors. The product subject to this rekeisra voluntary capital-endowment
life insurance policy which integrates basic heatid life insurance with a saving
component. The producfiamadera was developed by the multinational insurance
company Allianz. It is actually an adaption froi8arva Shakti Surakshaa
microinsurance product which was successfully laedc 2008 in India, to the

Indonesian market. Compared to the product suadgssfiarketed in India, Tamadera
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has lower death benefits and no interest paymaritsffers coverage for five defined

serious illnesses5. Tamadera policyholders pay 1IDR0O0 (approx. USD 1.10) weekly
for a period of five years. During those five yetire customer benefits from insurance
against the five specified, common critical illnessand death. In either case, the
beneficiaries receive IDR 2.5mn (approx. USD 27p.&8 one-time payout and the
policy automatically terminates. In case of surijithe insurance plan returns the
complete savings amount net of interest at matutitgnce, instead of interests
customers benefit from a basic health and deatlegion plan during the policy

duration. This might be an appealing characteristithe preponderant Islamic market,
even though the product is not classified as afthkasurance and not marketed as
such. The reason to include critical illness insueais rather to differentiate the
offering from the widespread local ROSCA schem@sisan than to cater to

requirements of Islamic insurance.

The product was introduced in the Indonesian markéte end of 2010. For sales and
distribution Allianz Life Indonesia cooperated héttime of research with Vision Fund
Indonesia (VFI). VFI, a subsidiary of the Christidevelopment organization World
Vision, is striving to empower the enterprising paod liberate families from poverty.
The non-profit organization is targeting groupseafrepreneurial women with existing
microbusinesses and a lack of access to commereiaks to provide microloans
ranging between USD 50 and USD 600 (average USD ih7Ahe communities World
Vision is present (KIVA, 2012, www). In June 201FMserved 7,584 MFI clients in
the Jakarta region. The insurance plan is offe@dhe institution’s microcredit

customer base.

The product is socialized by representatives of Nt to groups of about 5 to 10
persons. The representatives approach their cheititssimple, illustrative material and
explain the product’s structure before offeringnthhe choice to participate in the five
year insurance scheme. If people decide to sigfoughe insurance product, the MFI
officers transmit client data electronically to iheurer who in return issues the policy.

® The serious illnesses covered are Cancer, HettltKidney Failure, Major Burns, and Stroke.
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The launch of this microinsurance product providatew research opportunity because
it is the only such voluntary life insurance protlfar low-income people in Indonesia
and one of the few products globally that combideath and health benefits with the
character of a savings products. However, its walynnature is the crucial factor for
the investigation of household demand drivers.

In addition to the products favorable design foe tiesearch interest, Indonesia is
particularly suitable for commercial pilot studiasd can provide a ground for aging
experience (McCord et al., 2006). Dense populatiohil7 persons per square kilometer
and a high literacy rate of 88.5 percent facilitageick distribution of new
microinsurance products. Being the 5th largest tguworldwide and experiencing
high economic growth rates make it an attractiveketatself. Experiences made in this
favorable environment can potentially be utilized the provision of microinsurance

elsewhere.

In a nutshell, Tamadera is a deposit-cum-insuracbeme distributed via a local and
trusted partner, has a cap on claim paymentszesiltechnology in order to reduce
costs, and is simply structured and easy to uramis(cf. Appendix). Hence, the
product fulfills many aspects which are considevédl in the literature (Murdoch,

2002; Akula, 2008). We therefore consider the asialgf the Tamadera product and its
disbursement appropriate to identify reasons atten product design which influence

the take-up for new microinsurance products inpgcgl market environment.

5.3 Data Collection

In 2011, an own data collection was conducted olohesia for the purpose of this
thesis. The respondents were selected from 56 fimarce groups spread across 24
different areas in the Jakarta area. In total 288 wonses were collected using a
personally administered, comprehensive questioenddf the 208 respondents 99
voluntary chose to participate in a microinsurasckeme and 109 abstained from the

offered product.
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The decision for an own data collection was duthéolack of available data suited for
the objective of this research. Furthermore, gatgeadditional data and diversifying
data bases is a crucial task in the novel and diyniahd of microinsurance research.
The objective of this thesis is to investigate faetors influencing the take-up of
voluntary microinsurance policies. The above revadwelevant literature revealed that
a variety of demographic, social, and economicoiacproved to be influential on a
household’s life insurance demand in the pastnkioroeconomic studies on household
level a comprehensive questionnaire addressingetla@eas has proved the most
appropriate tool to gather the required data ivipres research (e.g. Hammond et al.,
1967; Duker, 1969; Burnett and Palmer, 1984; LewWw889; Showers and Shotick,
1994; Bendig et al., 2010; Cole et al., 2008; Bgradid Arun, 2011).

5.3.1 Sample Selection

The data sample was selected from clients of aafmance provider, namelYision
Fund IndonesiaVFI), who services — at the time of research —raxmately 7,500
MFI clients in the Jakarta region. The sample aredyin this thesis is thus a subgroup
of the population targeted by VFI and subject t@-gelection. Being the pilot
distribution partner in Indonesia, VFI was offeritigg product as a voluntary choice to
its existing clients since November 2618t the time of the field research, the product
lacked considerably behind its projected sales rusiwith a total of 136 clients who
had paid the weekly premium. Almost three quarbérthe insured were interviewed in
the process of the study and matched by an equab&uof persons who chose to
abstain from the offered microinsurance program. phactice, the product was
socialized by representatives of the MFI to groapsibout 5 to 10 persons of whom
some decided to participate and others to abstam the offer. Since the population
subject to this research did not meet the projectedbers until interviews commenced,
a high response rate was of particular importancebtain sufficient data sets for the
subsequent statistical analysis. The small pomratequired a particular carefulness
for the selection of interview partners. Therefatata from the insurance partner and

distributing MFI was analyzed and such microfinargreups which comprised of

® Due to low take up, later it was considered to ende product mandatory for more affluent microitred

customers.
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participants and non-participants were primarillesed in order to mitigate bias from
fixed-effects of the MFI representative, context sufcialization or group dynamic

effects.

5.3.2 Design and Mode of Questionnaire

As pointed out above, a comprehensive questionnwea® considered to be the most
appropriate instrument to gather the required dAfaen designing a questionnaire the
“experience of those who have gone before” shoelditilized (Webb, 2000, p. 197).
Thus the questionnaire design is based on prewtuases in a similar context (Giné et
al, 2008; Cole et al.,, 2010) and adjusted for thditeonal hypotheses which are
intended to be tested. When formulating the questinot only the data need according
to the hypotheses was considered but also sodlat@tural aspects in order to increase
the reliability and validity of the given respons@édter consultation of academics and
practitioners, the questionnaire was tested inlat gtudy with actual microfinance
customers and further refined after each round. fiffa questionnaire consisted of 47
closed-end questions and 36 Likert-type scaled toumessspread over nine pages (cf.
Appendix). It was divided into four sections: A.tidde towards microinsurance and
providers; B. Economic situation of household; @dect Understanding and Financial
Literacy; D. Demographic Information.

Initially, the questionnaire was designed to alsdrass clients’ risk aversion. Risk
aversion is arguably considered an important detenmt of insurance demand and thus
part of several quantitative studies on microinsaeademand (Bendig et al., 2010;
Bendig & Arun, 2011; Chankova et al., 2008; Coleakt 2008; Giesbert et al., 2011,
Giné et al., 2007). However, reliably surveyingo@sdents’ risk aversion is difficult. In
the previous studies on micro life insurance demagspondents were asked for a self-
assessment of their risk-taking behavior or riskawor (Bendig & Arun, 2011,
Giesbert et al., 2011). Both studies acknowledgdlithitations of this question design,
yet incorporate it as a proxy for risk aversion tireir analysis. Other studies on
microinsurance in general used a superior but nmireate experimental design (Cole
et al., 2008; Giné et al., 2007). For the studpatd, a mixture of these methods was
planned. A question tree regarding the respondéntg-preference should reveal their

grasp for time-value of money and risk aversionwieer, during the pilot phase this
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part of the questionnaire proved to be too com@es too much facilitation by the

interviewer was needed. Therefore, it was removea the final questionnaire design.

The mode of questionnaire administration had toetake sampling frame,
characteristics of the target population, and negliresponse rates into consideration.
The objective of high data reliability and validityas also of high importance regarding
the way of questionnaire administration. Face-teefaterviews are found to generate
more valid responses than other survey methods@¢Bgell986). In addition, the specific
characteristics of the research subjects, who weanéamiliar with answering
questionnaires and in part showed low literacy Ievas well as the need for high and
reliable response rates favored the research mddeecsonally administered,
questionnaire-based interviews. On the one hand, résearch form facilitates the
understanding of the respondents for the askedtiqunes On the other hand, it also
guaranties that questions are answered individuatlg the importance of genuine
answers can be stressed and somewhat controllegerfonal administration of
questionnaires is also expected to increase thmomes quote from the interviewed
subjects due to higher involvement of interviewad anterviewee (Yu and Cooper,
1983). Consequently, the personal administratioguastionnaires was regarded as the
most appropriate way of conducting the data caleciThe interviews were conducted
over a time span of three month. Interpreters weceuited locally to assist with the
data collection. Before going to the field for thetual data collection, the research
assistants were made familiar with the questioend@#arned about the importance of
independent and genuine data collection, and motkniews with feedback
discussions were conducted. The interview sessi@ns organized with the help of the
local distribution partner, VFI. Thus it was unadable that would perceive an
affiliation between the interviewers and VFI. Howevduring the interview process
itself the interviewers aimed to establish an iredefent atmosphere and anonymity of
answers was reassured to the respondents. Théhddnterviews were conducted in
the familiar atmosphere of the respondents’ homes @aeighborhoods eased the

situation further.

Despite careful questionnaire administration, reas¥e of the respondent’s anonymity

and stressing the fact of the importance of genuwnswers for this independent



a7

academic interview, answering bias due to persomatives cannot be completely
mitigated. In order to enhance data validity, hogrevsubsequently to the data
collection process via the comprehensive questiognthe gathered data was cross-

checked with client information provided by the M#fd the Insurer.

5.4 Theoretical Framework

This research on factors influencing the demandnfaro life insurance continues in
the tradition of the research on regular life iase. Consumers are expected to make
use of financial markets to level their lifetimensomption by means of savings and
credit (Ando & Modigliani, 1963). Basically, lifensurance contracts can be considered
as a means of saving (Beck & Webb, 2003). Therefibrie no surprise that the first
widely recognized model for life insurance demawdylaari (1965) takes the works of
Marshall (1920) and Fisher (1930) on the utility s#fvings as a starting point. Life
insurance provides an instrument to reduce uncgytaa a household’s income stream
due to the death of the breadwinner (Browne & Ki893). Hence, Yaari (1965)
extends the previous saving models with a provig@nincome uncertainty, due to
lifetime uncertainty, in order to explain the derddar life insurance. He argues that for
a proper evaluation of life insurance demand theteod of a consumer’s lifetime
allocation process must be considered. In his adalife-cycle model the utility of an
arbitrary consumption plad(c) is a function of the consumpti@nat any time valued

by g and discounted by plus the value of any bequeStat random time of death
weighted bys andg for time and size of bequest respectively.

(1) u(c) = [l a(®)gle(®]dt + B(T)o[S(T)]

In a world where life insurance is available, thensumer is able to separate the
consumption decision from the bequest decisionthacconsumption of life insurance
can be beneficial to an individual who is interdsteleaving any bequest (Yaari, 1965).
The bequest motive is not further expounded in ¥ag1965) model. From a

philosophic, utilitarian view, however, the virttwbehavior is on which increase the

welfare of all affected individuals (Hume, 1751hdahus an individual can increase his
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own expected utility by buying a life insuranceipyplto protect dependents. In Yaari's
(1965) model the expected utility of the life in@nce purchaser depends on the
discounted present utility of consumption and tisealnted utility of any bequest.

Lewis (1989) advances this model by incorporathgypreferences of dependents in the
model. He assumes that the breadwinner in a faooihducts regular income transfers
to his dependents. Therefore, the dependents Heeie dwn utility function on the
breadwinner’s uncertain income. Formerly exogenexpglanation factors are made
endogenous and the demand for life insurance caranadyzed according to the
preferences of dependents. A utility maximizingelegent will prefer that some income
is allocated to insure the ability of the breadvenmo generate non-capital income
(Lewis, 1989). In the maximization problem (Equati®), F is the face value of all
insurance contracts written on the breadwinnerf. liThe probability of the
breadwinner’s death is written ps The loading factor of insurance is noted.a&nd
the dependents’ risk aversion is accounted faf. inC stands for the present value of
dependents’ total consumption in case the breadwisarvives and, finallWV is the

household’s net wealth.

b}
4

) (1- Ip)F = ma}c{[ ! ]g TC - W,l]}

Ly
11-p)
In this model five factors explain the demand fte insurance: (i) policy loading factor
[, (ii) probability of breadwinner’s death, (iii) household's risk aversios, (iv) net
wealthW, and (v) total transfer of wealth on dependér@s While the policy loading
factor is subject to actuarial calculations, thieeotfactors can be inferred from socio-
economic characteristics of households (Lewis, 1989
More recently and adequately for the microfinanaetext, Giné et al. (2008) provided
a framework regarding the demand for rainfall indegurance in rural India. The
determining factors here are: (i) risk aversior),qize of risk exposure, (iii) correlation
between risk insured and insurance payout, (ivh lagtuarial value of insurance, and
(v) financial constraints of household. Their omgipd model is based on the
assumption of symmetric information and thus ndgledfects of moral hazard and
adverse selection. The concepts of moral hazard amhwérse selection from new

institutional economics play a crucial role in thesurance market. Various
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contributions (e.g. Rothschild & Stiglitz, 1976;\Way & Philipson, 1996) assign them
a hampering effect for the development of insurameekets. Bendig and Arun (2011)
consider adverse selection and moral hazard pratiierm the context of micro life
insurance since the insurer is disadvantaged iesasgy the individual's death
probability at reasonable costx anteand the insured’s risk taking behavior might
changesex post Murdoch (1995), however, argues that life insaears particularly
suited to explore new markets because of low adveedection and moral hazard
effects and easy verification of claim legitimaderefore, adverse selection and moral
hazard considerations are excluded from the scbftescanalysis.

The theoretical model applied in this thesis fokothe approach by Bendig and Arun
(2011) which is rooted in the described models efvis (1989) and Giné et al. (2008).
Bendig and Arun (2011) argue that a household’'sighiaation in a microinsurance
scheme is conditional on its wealth statuwg, (other household characteristicg),(
personal characteristics of the household’s datisiaker H), regional characteristics
(R), and an uncovariant error termj.(Thus the probability that a household parti@gat

in an offered insurance scheme is described wetldhowing equation:

(3) Py =f(wir Hf: ZE,R,u)

The dependent variable in this econometric analisi®f binary form: either the
respondent is participating (1) or is not partitipg (0) in the offered insurance
scheme. Therefore, the common ordinary least sq@r8) regression method cannot
produce the best linear unbiased estimator andoisapplied. In fact, a maximum
likelihood estimation method is apt for the analyai hand. The binary probit function

used is:

(4) P = faw; + BoH, + BaZ, + BuR + u;

with p* = 1 if the respondent is participating in the insuescheme ang: = o if the

respondent is not participating.
The previous chapter reviewed the literature anihurance demand and reported a set

of standard explanatory variables which have becwadely accepted and repeatedly
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tested in empirical investigations. Therefore, thely be included in the econometric
analysis in this thesis. In addition, this papenisao explore a set of variables which
are expected to influence the factors of the abhoeeel for insurance participation,
related to the household characteristisand the characteristics of the decision-maker
(H). The additional areas under investigation carclbstered into four categories: (i)
life-cycle effects and (ii) economic capacity ofetrhouseholdZ, (iii) product
understanding and (iv) trust of the respondédnin the following chapter, firstly, the
collected data is described and, secondly, a margififect probit regression analysis is

conducted.

6 Empirical Results and Analysis

In this chapter, the data sample collected is aealyand tested for the hypotheses
stated above. To begin with, a statistical desonpof the collected data provides an
overview and understanding for the sample. Subsdlyu¢he data set is regressed on
insurance participation of the interviewed samplenarginal effect probit regression is

reported to allow for evaluation of the individwariables’ effect.

6.1 Data Description

The data collection process yielded an array o dla@m microinsurance participants
and non-participants. Before the above expoundeubthgses are tested applying
econometric analysis, a sound understanding fors#meple and its characteristics is
expedient. Therefore, in the following an overvied the data set is given using
descriptive statistics. The data comprises a saofi208 microfinance customers in the
greater Jakarta area. Respondents from 56 difféi&htgroups were interviewed in 25
different locations. The selection of groups iniewed was driven by two objectives:
firstly, to prefer groups which consisted of pagants and non-participants; secondly,
to achieve parity of the two strata. The majorifytlee respondents live in an urban
surrounding (83.7 percent). All 208 interviewediwnduals were offered to participate
in the microinsurance scheme according to the médion provided byision Fund

IndonesiaHowever, 12 respondents claimed that they weremeffered any insurance
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scheme. Ultimately, 99 (47.6 percent) respondealisntary decided to take part in the

offered micro life endowment insurance scheme, am@madera.

Demographics

Evaluating the demographic characteristics of redpats reveals that the sample is
skewed for gender with 91 percent of respondentsgbiemale. This is mainly due to
the lending policy of the MFI, who preferably lenidsgroups of women due to better
repayment experiences. Similarly, Bendig et al1®dinds that women represent the
preferred target groups for MFI's due to higherialbconnectivity in groups and
incentive to provide security to their families.er'gender distribution in this sample is
close to the distribution in the MFI's total cliebaise of 7,582 persons (89.1 percent
female).The average respondent is 39.3 years ofStgadard Error (SE) 0.61), Muslim
(90.9 percent) and married (86.5 percent). For @epn, the average age for
Indonesia is 28.2 years and 86.1 percent are Mu@li Factbook, 2011). Most
respondents consider themselves to be ratheraefigiith a standardized average score
of 0.83 (SE 0.01) on three Likert-scale type inthcs The typical household size is
4.51 persons (SE 0.11) with 2.72 children (SE 0.The household’s children are in
average 17.3 years old and spend 8.3 educatiorsak yi@ school. The mean for
respondents’ years of schooling is 9.92 (SE 0.223jifference between the two strata
suggests general higher education of insurancecipants with 10.2 (SE 0.32) school
years and non-participants with 9.68 (SE 0.31) eespely. Consequently, the
proportion of participants with secondary or higleglucation exceeds that of non-
participants by 13 percent (cf. Table 3).

Financial Literacy and Product Knowledge

One focus of this thesis is to better encompass éubweation and knowledge relate to
the participation in microinsurance offers. Therefan addition to educational levels of
respondents, their grasp of mathematical and fiahnmoncepts as well as their
individual knowledge of the microinsurance prodoitéred is evaluated.

Formal education of individuals is expected to bkated to financial literacy. And,

indeed, a Pearson correlation coefficient of 0.2fvieen formal education and financial
literacy scores is found (cf. Appendix: Table IBe financial literacy of interviewees

was tested using a set of seven questions on fusrainmathematical and financial
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concepts such as: (i) summation, (ii) distractipm), multiplication, (iv) percentages,
(v) diversification, (vi) interest, and (vii) infln. The questions applied to test
respondents’ knowledge on these concepts are fad@nthe Harvard Business School
guestionnaire used by Cole et al. (2010) and asfjusdr the survey context. The
relative amount of interviewees’ correct answergdported in the table 3 below.
Results show that insurance participants consligtachieve higher financial literacy
scores than non-participants. Only in the area ivérdification the group of non-
participants performed slightly better.

To assess the sample’s understanding for fundairieataiance concepts in general and
specific attributes of the product at hand in gattr, six closed-end questions were
included in the survey (cf. Appendix: 9.3 Questiain@). Insurance participants
performed better in all six knowledge areas (cfbl&a3). On the question regarding
which five events constitute a termination of theurance policy, insurance participants
could identify in average 2.72 (SE 0.14) events aod-participants 2.33 (SE 0.16)
events. Asked to name the five critical illnessesured undeifamaderaparticipants
recalled 1.91 (SE 0.16) and non-participants 180 Q.14) respectively. The question
on how much the product will yield in the end otthve year term was answered
correct by 43.3 percent of non-insured and 45.&qugrof the insured interviewees.
When inquired about the financial effect of an maswwe claim, 71.7 percent of
participants returned the correct answer and 58icemt of non-participants.
Particularly, interesting is the result on the kickperiod of the insurance. Anecdotal
and analytical evidence suggests that the five yean of Tamaderais a too long
period to commit to and a main reason deciding regaihe product (cf. Appendix:
Table 18). Thus an understanding of the possiltititgpt out of the scheme could have
a mitigating influence. And, indeed, the questionfond lock-in period reveals that
38.5 percent of non-participants believe that tbay get their paid in funds back only
after the course of five years. However, even $eisent of the participants believe in
such a long lock-in period. The correct answer mbhths — is given by 23.1 and 25.3
percent of non-participants and participants respelg. The last question on the
appropriate cancelation fee was answered corre@53¥ percent of non-participants
and 59.6 percent of participants. Based on all ansva product knowledge score was
constructed to reflect the understanding of theaedents for the offered product. The

mean for this indicator is 0.43 (SE 0.02) for pessabstaining fronfamaderaand 0.49
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(SE 0.02) for participants. The level of significanof difference for this indicator is

significant at the 5 percent level (cf. Table 11).

Table 3: Education, financial literacy, and productknowledge of respondents

Non-Participants Participants

Higher Education 69.7% 82.8%
Financial Literacy

Summation 81.0% 92.9%
Distraction 81.0% 84.8%
Multiplication 60.0% 70.7%
Percentages 45.3% 59.6%
Diversification 29.2% 26.3%
Interest 83.0% 90.9%
Inflation 37.8% 51.5%
Product Knowledge

Termination Events (average out of 6)° 2.33 2.72
Coverage (average out of 5)° 1.59 1.91
Product Yield 43.3% 45.5%
Claim Benefit 58.7% 71.7%
Lock-in Period 23.1% 25.3%
Cancelation Fee 55.8% 59.6%

I ———
Note: Table states the portion of respondents who have secondary or higher education and who answered the
corresponding questions for financial literacy and product knowledge correctly in percent; all items separated for
the non-participants and participants strata.

" average correct answers

Source: Author’s calculation.

Occupation

Commonly, also economic characteristics of housishate investigated as explanatory
factors for life insurance participation (cf. Chaptl). In the present study, a set of data
was collected in order to analyze the economic agpaf sample households. These
comprise occupation of household earners, housshaltkerage daily expenses as a
proxy for income, and asset endowment of resposdéaiuseholds. In addition, the
interviewed MFI clients were asked about any reanites they pay or receive and their
personal perception of development regarding thairsehold’s economic situation.

With respect to occupation, respondents were askdddicate to which out of six

typical job categories they and their spouse aseaated with. The categories were
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Employee, Trader, Farmer, Food Stall, Housewife Pavduction of Goods. If they
could not associate themselves with one of thegodes, the option to name another
profession was provided. Being an entrepreneur rgjpsatedly mentioned and is thus
reported in addition to the six categories. Theroes in table 4 shows that the
respondents themselves mainly fall into the categurbeing either a Trader or a
Housewife. This result has to be considered togettih the fact that 91 percent of
sample is female due to the marketing policy of gestnering MFI. Divergence
betweenTamaderaparticipants and non-participants are minor. Thedke spouse’s
income mainly seems to stem from petty trade amgdeseas complementary financial
resource. For the spouses — that is mainly the rbedadwinner of the family —
differences are somewhat more striking (cf. Tallel® the group of participants 19.7
percent more employees and 13.2 percent less sradgerfound. These results hint at a
distinct influence of regular income streams andrkmg capital needs on the

participation in the microinsurance scheme.

Table 4: Occupations in sample households

Occupation Respondent Spouse
Non-Participant Participant Non-Participant Participant

Employee 6.5% 10.1% 34.1% 53.8%
Trader 45.4% 50.5% 33.0% 19.8%
Farmer 1.9% 0.0% 3.3% 1.1%
Foodstall 10.2% 9.1% 4.4% 2.2%
Housewife 26.9% 25.3% 0.0% 4.4%
Production 1.9% 3.0% 2.2% 2.2%
Entrepreneur 3.7% 0.0% 11.0% 7.7%
Other 3.7% 2.0% 12.1% 8.8%

Note: Table states main occupations found in sample households segregated for respondent and respondent’s
spouse and the non-participant and participant strata.
Source: Author’s Calculation.

Income

The level of income is one of the most importanedctors of life insurance
consumption found in the literature review abovewldver, since income is rather a
personal matter, not readily shared, and oftenestibjo considerable fluctuations

among the microinsurance target group, the questiom asked for average daily
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expenses instead. This is in line with the WorlchiBapproach to measure poverty
levels as daily consumption and not income (Coudetal., 2002). In order to allow

for an analysis of dynamic effects of consumpterels, the questionnaire asked for the
average daily expenses of the past five years.dDfse, the report of consumption
levels of past years is subject to bias of therumgvee’s ability to remember exact
numbers for several years ago. However, the celiedata for past years can still serve
as an indicator of the direction of consumption edlegment. The development of

average daily expenses for both groups over thdilasyears is shown in figure 2.

Figure 2: Average growth rate of daily expenses
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Note: The figure depicts the average growth rate of daily expenses separated for the non-participants and
participants strata and benchmarked against the average annual inflation for each year between 2007 and
2010.

Source: Author’s calculation.

The above exhibit reveals that the income developrfee both groups is positive for
the period from 2006 to 2010. However, the compednaverage growth rate (CAGR)
of consumption is noticeably higher for participga(t3.7 percent) than non-participants

(10.3 percent) and well above average inflationasfsumer prices (6.5 perceht)

" Inflation rates are retrieved from http://www.itlon.eu/inflation-rates/indonesia/inflation-
indonesia.aspx (02/01/2012).
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In absolute numbers the group of participants spendaverage IDR 67,310 per day
(USD 7.5) and non-participants IDR 58,430 per dagD 6.5) in 2010. In the average
household this constitutes daily expenses of USEB And USD 1.41 per capita for
participants and non-participants respectively. @beelopment of consumption during
the last year is significantly different for botlogps at the five percent level (cf. Table
11). Insurance participants experienced an increbdaily expenditures of IDR 10,778
(USD 1.20), whereas expenditures of non-particgpanrily increased by IDR 5,495
(USD 0.61) during the same period.

Asset Endowment

The asset endowment of households was also subjebe survey. The respondents
were asked to indicate which of nine assets thewmsbhold possesses. The list
comprised a set of assets of different value andneonly desired and acquired by
Indonesian households. Namely these are: Power Nsu@iean Water Dispenser,
Fridge, Mobile Phone, TV, Motorcycle, Computer, Cand House. The investigation
revealed that asset endowment of participantslaively higher in all categories (cf.
Table 5). Only regarding housing property the reéabwnership in the non-participant
strata is slightly higher. For further analysise tasset data was aggregated and an
equally weighted asset endowment ind@k (iX) was constructed. The index value is
0.60 (SE 0.02) for non-participants and 0.67 (SE)for participants with a level of

significance of difference significant at the 1qeat level (cf. Table 11).
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Table 5. Asset endowment of sample households

Asset Endowment Non-Participant Participant
Electricity* 92.5% 94.9%
Clean Water Dispenser 53.8% 66.3%
Fridge 74.3% 84.8%
Mobile 75.2% 88.9%
TV 95.4% 98.0%
Motorcycle 67.9% 81.8%
Computer 21.1% 26.3%
Car 4.6% 7.1%
House 59.6% 58.6%

*Respondents living in boarding houses may not have their own electrical connection.

Note: Table shows the portion of sample households which own the stated assets in percent and separated for
non-participants and participants strata.
Source: Author’s calculation.

Remittance

Previous work on the uptake of microinsurance razegl the role of remittances;

though, with mixed results. The study by Giesbérale (2011) in Ghana found that

remittances received by a household have a signifi(p<0.05), negative influence on
microinsurance participation, whereas Bendig andnA¢2011) found a significant

(p<0.05), positive effect. Suggested interpretatainthese results were either that
remittances work as a kind of substitute for ineaeaproducts (Giesbert et al., 2011) or
that they provide an additional resource which banallocated to microinsurance
participation (Bendig & Arun, 2011). In the liteva¢, so far, only the role of

remittances received by a household was considaretis study, additionally the role

of payment of remittances by a household is exathiAs these could either have a
negative effect due to the outflow of funds or,hgpothesized in this thesis, have a
positive effect since it is an indicator of relay higher economic capacity of a
household. Therefore, survey subjects were askedt @ny remittances they receive or
pay and the monthly value in IDR of these. The ltssdifferentiated for the group of

Tamadergparticipants and non-participants are reportedlae 6 below.
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Table 6: Remittances paid and received

Remittances

Non-Participants Participants
Received 12% 13%
Mean Value 479,167 1,179,286
Paid 6% 15%
Mean Value 221,429 392,667

Note: The table states the portion of respondents who received and/or paid remittances in percent as well as
the mean value of these payments per household in IDR separated for non-participants and participants strata.
Source: Author’s calculation.

The table 6 above shows an equal distribution afittance reception across both
groups. Yet, the value of remittances receivedrsserably higher for microinsurance
partakers. Regarding the payment of remittanceageter, it shows that nine percent
more of theTamadergparticipants are paying remittances to other hooisis. And also
the value of the remittances paid is higher tharttfe non-participating households. A
possible inference from this in light of the resulty Giesbert et al. (2011) and Bendig
& Arun (2011) might be that influence of remittaeaeceived depends on the value of
them. For lower values they serve as a substitutaitroinsurance, however, once a
certain threshold is exceeded they are regardedditonal financial resource fostering
microinsurance participation. A better indicator feouseholds’ economic capacity
might be their payment of remittances as a sigreafnomic capacity in excess of

personal needs.

Economic Shocks

Besides economic capacity, another conceivableoffacifluencing the demand for
insurance is the previous experience of materidlizesks. Previous work on
microinsurance demand investigated the influencin@fexperience of death, illness or
other severe shocks to the household. In Ghanaitiveobut non-significant effect for
death and illness and non-significant, negativeotbier shocks was found (Giesbert et
al., 2011). In Sri Lanka a positive, non-signifitanfluence was found for death
experience and a negative and significant effects&vere illnesses or other shocks
(Bendig & Arun, 2011). For this study, data wadexdked regarding the influence of the

experience of death, iliness, flood, fire, andiduitpayments. Table 7 shows that most
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households were affected by tuition payments ingast (NP 69.7 percent / P 67.7
percent). However, for none of the risk eventsgaificant level of difference could be
found. Absolute numbers, though, show that 6.4greérmore households of participant

had the experience of death in their household.

Table 7: Shock experience of sample households

Shock Experience

Non-Participants Participants
Death 13.8% 20.2%
Serious lliness 11.9% 14.1%
Flood 24.8% 22.2%
Fire 5.5% 3.0%
Tuition 69.7% 67.7%

Note: The table states the portion of households which experienced the indicated shocks separated for non-
participants and participants strata.
Source: Author’s calculation.

Demand Research

In many countries microinsurance market researchagaducted which tested prior to
product conception and piloting of microinsuranagigies if a demand exists. These
studies usually use qualitative tools, like intews with the target population and focus
group discussions, to assess demand for certaimainse products. A study conducted
by the GTZ, UNDP, and Allianz for Indonesia in 20@évealed five major risks people
are concerned about: (i) serious iliness, (ii) etion costs, (iii) loss of harvest, (iv)
death of a relative, and (v) accidents (McCordl ¢t2806). Part of the questionnaire in
the survey underlying this thesis asked people tathair interest in certain insurance
products. The motivation for this question is teastigate ifex antestatements made
about interest in certain insurance products -t estypically done in demand studies —
are corresponding with actual microinsurance tgke-Lhe questionnaire asked the
respondents to rate on a 7-point Likert-scale thgrest in five different insurance
products, namely Health, House, Education, MotdegyAssets, and Life insurance.
This question was asked in an early part of thestjuenaire before respondents were
asked about their participation Tamaderato mitigate that respondents are influenced
by their earlier answers given. The results ardedihtiated for the two groups

interviewed and means reported in figure 3 below.
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Figure 3: Interest in insurance products
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Note: The graph depicts the respondents’ subjective interest in given insurance products indicated on a 7-point-
Likert scale and standardized between 1 and O separated for the non-participants and participants strata.
Source: Author’s calculation

The graph shows that participants indeed reporglaeh interest in insurance products
across all product types. While this difference wasdicularly strong for asset and life
insurance with a level of significance of differenof 3 percent and below 1 percent
respectively, it also shows that the interest ialtmeand education insurance was high
across the whole sample (Mean 0.79 / SE 0.02). rEsslt suggests that the indicated
interest in insurance products indeed correspondk wactual participation rates.

Noteworthy, however, one question remains: 21 péro€ non-participants reported a
high interest in a life insurance product, yet dedito abstain from participating in the

offered product.

Trust and Client Experience

Trust is deemed a highly relevant factor regardanuiyvidual’s participation in financial
markets (cf. Doherty & Schlesinger, 1990; Guisalet2008). It is one objective of this
thesis to examine if an individual’'s degree of triasthird-parties and, particularly, the
players involved in the microinsurance transactidluences the respondent’s decision

to participate in the offer. Firstly, to assess degree of trust an array of Likert-items



61

regarding individual's trust and experience withe tmvolved parties, namely the
socializer, the MFI, and the insurer, is asked @&ppendix: 9.3 Questionnaire).
Secondly, respondents brand recognition is examsiede a strong brand can be
associated with trust. Finally, the interviewed rofmance customers were asked how
long they cooperate with the MFI and if they papate and informal financial saving
scheme as well.

Results show that microinsurance participants graye exhibit higher degree of trusts
towards other people (cf. Table 8). Significantairi-test for level of significance of
difference revealed the degree towards relativepefGent level) and the insurer (10
percent level). Also the respondents’ experiencth e socializer is significantly
different (5 percent level) and better for the grad microinsurance participants. While
the experience with the MFI and attitude towards ihot significant it also shows a
higher mean value for the insurance buyers. Andkllff, the attitude towards the
insurer is suggested to be significantly differ€htpercent level) and more benevolent

for the group of participants.

Table 8: Trust and experience of respondents

Ordinal Variables Non-Participants | Participants Full Sample t-Test
Mean SE Mean SE |Mean SE Pr(|T|>|t])
Trust
General 0.48 0.03 0.45 0.02 0.46 0.02 0.44
Neighbors 0.54 0.03 0.55 0.02 0.54 0.02 0.81
Friends 0.63 0.02 0.64 0.02 0.63 0.02 0.74
Relatives 0.73 0.02 0.80 0.02 0.76 0.01 0.01
Work colleagues 0.55 0.03 0.59 0.02 0.57 0.02 0.31
MFI 0.78 0.02 0.80 0.02 0.79 0.01 0.56
Insurer 0.70 0.02 0.76  0.02 0.73 0.02 0.05
Experience
Socializer Index 0.76 0.02 0.82 0.02 0.79 0.01 0.01
MFI Index 0.80 0.01 0.82 0.01 0.81 0.01 0.11
Insurer Index 0.74 0.02 0.82 0.01 0.78 0.01 0.00

Note: The table states the respondents’ subjectively rated trust levels in general and for certain groups of people
and their perception of the experience with the institutions involved in the sales process indicated on a 7-point-
Likert scale. All values are standardized and separated for non-participants, participants, and the full sample.
Further, the t-test statistic for level of significance of difference is reported.

Source: Author’s calculation.
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To assess the respondents’ ability to recall tremdbmame of the insurer, they were
asked to pick one brand name out of a list of fwel-known insurers in the Indonesian
market (cf. Appendix: 9.3 Questionnaire). Resutigve 56.9 percent of non-participants
and 78.8 percent of participants were able to n#meecorrect brand. The “Do not
know” option was chosen by 10.1 percent of nonipigeints and 3.0 percent of buyers.
However, the results are subjecteto postbias since respondents who decided for the
insurance received a certificate of insurance wighlly stated the brand name of the
insurer. Causality, therefore, cannot be relialdiednined.

Further, people were asked how long they already laacredit relationship with the
MFI. It showed that the group of non-participamsaverage cooperated with the MFI
for 9.8 months (SE 0.88) anthmaderaclients for 11.0 months (SE 1.31). A longer
tenure with the MFper secan arguably be regarded as trust increasing ciesistic.
On the one hand, since the behavior of the othey fieels more familiar it increases
comfort of making business with each other. Onatiter hand, the fact of continuing to
work together is a sign of trust in the MFI. In gtiae, the new insurance product was
predominantly marketed to clients who either reediva new loan or renewed an
existing one. Thus, this result reported here bdsettreated with care. Actual influence
of MFI tenure might even be stronger.

ROSCA participation

Lastly, the participation in informal financial grmes — so called Rotating Savings and
Credit Associations (ROSCA) — is deemed as a sfgrust with ones money in third
parties. Also in a ROSCA “participants take a cleabg placing their money in one
another’s hand” (Fessler, 2002, pp. 29/30). An stigation of ROSCA participation in
the sample yielded that 67.0 percent of non-paditis and 72.7 of participants took
part in at least one ROSCA. If people are partiongain a ROSCA, in average they are
participating in 1.6 informal saving groups. The xmaum for one single person,
however, is participation in five different ROSCASifferentiated for non-participants
and participants the average group participationlid7 and 1.76 respectively.
Contributions to the ROSCA differ from group to gpo For the strata of non-
participants the mean monthly payment to ROSCABK 182,383.60 (SE 43,434.32;
USD 20.25) and for insurance participants IDR 168,80 (SE 26,118.82; USD 18.72).

While Tamaderacustomers in average take part in more differddDSERA groups they
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put less money in these schemes. This could suggasthey are more wary to put ‘all
eggs in one basket’; but also that they are madyréo trust their money into someone
else’s hands.

Regarding the question if income spend on insurawteally competes with money
spend on ROSCA groups, 42.5 and 31.9 percent ofpaditipants and participants
respectively said they did plan to reduce their RBScontributions as a result of
engaging in microinsurance. However, at a lategesta the questionnaire only the
participants were asked again if they actually cedutheir ROSCA participation since
starting Tamadera An actual reduction of ROSCA contributions is agpd by 23.9
percent (cf. Table 9). The majority of 74.6 percesm still not decide if they should opt

out the ROSCA scheme and answered Witybein the questionnaire.

Table 9: ROSCA reduction when participating in microinsurance

ROSCA Reduction Non-Participants Participants
Intended Intended  Actual
yes 42.5% 31.9% 23.9%
maybe 38.4% 38.9% 74.6%
no 19.2% 29.2% 1.5%

Note: The table states separated for non-participants and participants strata the intention of respondents to
reduce participation in Rotating Saving and Credit Associations (ROSCA) given the participation in
microinsurance. For participants also their actual decision on ROSCA spending following microinsurance
participation is collected.

Source: Author’s calculation.

Fund Application

An interesting observation was made regardingespondents’ plan on what they want
to use the financial services offered by the MHKl #hile for the application of MFI
credit the overriding plan was to use funds forestments in working capital (46.8
percent NP / 54.8 percent P), thamaderacustomers reported they want to use the
proceeds of the micro endowment life insurancer éifte years to invest in education of
children (67 percent). Of course, framing of thedurct has to be taken into account:
the insurance product is sold as one way to pratectamily and save up for education

of children which could distort responses.
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Table 10: Application of financial services

Non-Participants Participants
Product Application Credit Credit Insurance
Working Capital 46.8% 54.8% 21.0%
Children Education 22.8% 17.8% 67.0%
Other 30.0% 27.0% 12.0%

Note: The table states for which purpose respondents’ plan to use the funds from their microcredit facility and
their microinsurance savings respectively, separated for non-participants and participants strata. .
Source: Author’s calculation.

In this chapter data collected in the client intexss was summarized and described.
The data description revealed that there are soginf differences between the group of
non-participants and participants with respect touaber of factors (cf. Table 11).
Respondents’ age and number of dependents doegsettsignificant differences for
both groups. However, the t-statistics for the rextdon life-cycle variable which is
based on these two factors and constructed tddestypothesis 1 expounded above,
exhibits a significant difference at the five perckevel. Further, the variables related to
individual’'s product understanding, namely formdueation, financial literacy, and
product knowledge, all present with significantfelience levels.

From the factors expected to be related to houdshaconomic capacity only
employment, asset endowment, consumption develapraed payment of remittances
significantly differ for the two groups. The expmice of shocks did not yield the
expected differences; however, the microinsuransgomers had more experience with
death inside their family. The interest expressgddspondents in insurance product
corresponds with the actual decision-making. Fnalata gathered on trust levels and
proxies for individuals are in line with the hype#iis of having a positive influence on
microinsurance uptake. In the next chapter, thevabatroduced variables will be

included in an econometric regression model totteshypothesis stated in chapter 5.
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Table 11: Summary statistics for explanatory variales

Variable Participants Non-Participants Level of significance of  Full Sample Standard Min. Max. N
Mean Mean difference, if any (%) Mean Deviation
Age 39.394 39.238 39.313 0.612 21 71 208
Dependents 2.647 2.796 2.725 1.591 0 9 208
Education® 0.828 0.697 5 0.760 0.428 0 1 208
Location 0.869 0.807 0.837 0.371 0 1 208
Life-Cycle” 0.091 0.193 5 0.144 0.352 0 1 208
Employee” 0.556 0.321 1 0.433 0.497 0 1 208
Multi-Earner Household" 0.707 0.734 0.721 0.450 0 1 208
Asset Endowment 0.672 0.600 1 0.635 0.187 0 1 208
Consumption Development 10.778 5.495 5 8.010 16.555 -50 150 208
Remittance — received” 0.141 0.119 0.130 0.337 0 1 208
Remittance — paid” 0.162 0.064 5 0.111 0.314 0 1 208
Financial Literacy 0.672 0.598 1 0.634 0.193 0 1 203
Product Knowledge 0.486 0.432 5 0.459 0.184 0 1 203
Trust Degree 0.654 0.626 0.640 0.147 0 1 199
Client Experience 0.821 0.769 1 0.794 0.108 0 1 197
ROSCA Participation 1.296 1.029 10 11.584 1.053 0 5 202
MFI Tenure 11.030 9.798 10.385 11.170 1 58 208
Brand Recognition* 0.788 0.591 1 0.686 0.465 0 1 204

indicates dummy variables with value between 1 and 0.

Note: Definitions for explanatory variables included in the analysis are: Age of respondent measured in years; Dependents’ number in household; Education of respondent is secondary or higher level; Location of
respondent is in urban environment; Life-Cycle as interaction variable between respondent’s age over 49 and has children over 16; Employee indicates formal employment of respondent or spouse; Multi-Earner Household
are households with more than one breadwinner; Asset Endowment is an index value for number of common assets owned by household; Consumption Development defined as difference in IDR between households daily
consumption value today and one year before; Remittance - received indicates household receives regular payments from relatives; Remittance — paid indicates household pays regular payments to relatives; Financial
Literacy is an index value based on the respondent's ability to answer a set of financial literacy assessing questions; Product Knowledge is an index value based on the respondent's ability to answer a set of questions
related to the previously offered product correctly; Trust Degree is an index value based on the respondent's own trust assessment in general and towards specific groups of persons on a 7-point Likert scale; Client
Experience is an index value based on the respondent's own experience and attitude assessment towards the socializer, the MFI, and the Insurer on a 7-point Likert scale; ROSCA Participation states number of informal
financial groups the respondent is participating in; MFI Tenure is the number of months the respondents is already cooperating with the MFI which offers the microinsurance plan; Brand Recognition for respondents’ ability
to recognize brand name of insurance partner.

Source: Author’s calculation.
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6.2 Probit Regression Model and Discussion of Results

In this section, the previously described data dang examined using econometric
analysis to identify the socio-economic determisardf micro life insurance
participation. Firstly, the choice of econometritabysis instrument is explained and
rationalized. Subsequently, the regression redoitsthe control variables and the
investigated hypotheses are reported and interprete

6.2.1 Choice of econometric analysis instrument

When the dependent variable is dichotomous, comynaither a logit or a probit

regression model is applied to estimate the effeftghe explanatory variables.
Basically, both estimation techniques return simitzsults (Chambers & Cox, 1967).
Earlier studies on the uptake of microinsuranceyewer, tend to prefer the probit
regression (e.g. Giné et al., 2008; Giesbert gR@ll1; Bendig & Arun, 2011). Thus, to
pander comparison with previous studies, in thesihalso a probit estimation model is

applied.

The binominal probit model is generally denoted as

(5) Ve = By +Byxpqt ot Brxg tu,

(Wooldridge, 2000). In the model applied hesg, represents the binary response

variable either taking the value 6f for non-participants and for microinsurance

participants. The regressions constant value isritbesl by g, and g, represent the
coefficients for the according variable,. An error termuy, is also included in the

equation. In a probit model it is assumed thatreleoms are independent and normally
distributed. The probit estimation is based on andard normal distribution of
observations; whereas a logit regression make®fuee logistic distribution function
which is flatter in its tails. Using an iterativeaximum likelihood process, the
binominal probit regression estimates the coeffise f, which maximize the

probability of observing the given sample.



67

However, probit regression is not assuming a limekationship between the response
variable and the regressors. The estimated coaffie), hence, provide no direct
measure of a variables effect. The direction ofaffiect can be inferred from the sign of
the coefficient, yet the size is unclear. Brook®0@ describes a method to make
interpretation of coefficients more meaningful. Tharginal effect a one unit change of
any variable has on the probability6£1 can be calculated, but it is different for every
person. Therefore, the model coefficients are dcatdts mean and, subsequently, can
be interpreted as the marginal effect a one urahgh of the independent variable from
the sample mean eeteris paribus- has on the probability of=1. Interpreting the
marginal effects coefficients, it needs to be didtfor discrete and continuous variables
X. For continuous variables the coefficient providde percental change an
infinitesimal alteration ofx has on the probability that=1. For discrete variables,
however, the coefficient denotes the change in giby that Y=1 if the discrete
variable switches from O to 1.

In order to identify which variables have a stataty significant effect, &-statisticis
modeled. This z-statistic is a standardized vahleutated as the raw scoreyofminus
the population mean divided by the population séathcieviation. The z-statistics are
the same for the binominal probit regression madtimating probit coefficients and

the one estimating marginal effects.

The explanatory power of a binominal probit models-measured by the F-statistic for
OLS regression — can also be assessed. Gener&lyiz-aistribution test for model fit
is utilized. This test statistic analyzes the pioliy that all regression coefficients are
simultaneously equal to zero and, hence, whethemntbdel as a whole is statistically
significant.

Several attempts were made to develop a coefficcgntletermination for probit
regression — as thB2 represents for the analytical OLS regression — &asure a
model’s goodness of fit. This coefficient of detamation should measure how much of
Y’'s variance is explained by the regression modem@only, McFadden’®seudo R?
is used in binominal probit regressions. In maximikalihood estimations this statistic
is not of much value on an absolute basis. Yetait serve as a relative measure to

compare the various models estimated in this thesis
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In addition, each of the four estimated modelsegted for multicollinearity by using a
variance inflation factor (VIF) analysis. To mitigaeffects of any heteroskedasticity a

robust probit regression model is estimated.

6.2.2 Control variables included in the model

In accordance with previous quantitative studiedifeninsurance demand (cf. Chapter
4), a set of standard variables is considered @ rtftodel. However, the variables
regarding gender, marital status, and religion vexx@uded from the analysis due to the
nature of the sample. As described above 90.1 peofehe sample were female, 86.5
percent married, and 91.3 percent Muslim, thusettdistributions are considered too
skewed to provide meaningful results. Yet, theyicteptandard characteristics of the
Indonesian microfinance market. The control vagablkept for further analysis
comprise age, number of dependents, educationaoadidn. An univariate marginal
effects probit regression suggests a positive emibe of age/#=0.0005), number of
dependents (0.0150), urban location (0.1119), aludation (0.1790) (cf. Table 16). A
statistical significant effect at the 5 percenteleis only found for education. The
positive, significant effect of education on midifie insurance demand confirms prior
results by Giesbert et al. (2011). It is also melwith the majority of findings on regular
life insurance demand (cf. Chapter 4) and affirrhe nhotion that higher formal
education fosters need awareness and enables @méd life insurance purchase
decision (Hammond et al., 1967). In the subseqasatysis, these four variables will

be included as controls.

6.2.3 Regression results for Life-Cycle

In the first model |, the hypothesis that lategstain a family’s life-cycle are negatively
associated with the uptake of a micro endowmest ilifisurance product is tested.
Therefore, an interaction varialdlée-cycleis included in the model. This dichotomous
variable takes the value 1 if a household’s heaalder than 49 and has children older
than 16 as described above. Including this variabléhe regression changes the
coefficient estimates for the control variableseTharginal effect of age increases to

0.0134 and becomes significant at the 5 percerdl.levhe direction regarding the
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influence of the number of dependents variablestywsitive but remains insignificant.
The life-cycle interaction variable itself is neigat (-0.3677) and highly significant at
the 1 percent level. The model estimation usessiobtandard errors. An analysis of
multicollinearity yielded a mean VIF of 1.46 andushcollinearity of variables seems
not to be an issue. In this model the Chi?-statiatid McFadden Pseudo R? are 0.0071
and 0.0543 respectively.

Table 12: Marginal effect probit regression for life-cycle effect

Model

Life-Cycle
|
Age 0.0134%**
(0.0059)
Dependents 0.0024
(0.0260)
Education® 0.1976**
(Secondary or Higher Education) (0.0819)
Location® 0.1017
(0.0940)
Life-Cycle* -0.3677***
(0.0956)
Prob > Chi? 0.0071
Pseudo R? 0.0543
Multicollinearity (Mean VIF) 1.46
Observations 207

Robust standard errors in parentheses

* significant at 10%; ** significant at 5%; *** significant at 1%

" indicates dummy variables with value between 1 and 0
Note: Definitions for explanatory variables included in this table are: Age of respondent measured in years; Dependents’
number in household; Education of respondent is secondary or higher level; Location of respondent is in urban environment;
Life-Cycle as interaction variable between respondent’s age over 49 and has children over 16.
Source: Author’s calculation.

A direct comparison with previous findings in theedature is not possible as such a
variable was — to the best of my knowledge — ndested before. The studies by
Bendig and Arun (2011) and Giesbert et al. (20149 discussed a life-cycle effect,
although based on the influence of the age vari@fleChapter 4). A similarity might

exist with the findings for an age-squared variapteviously tested by the same
studies. Both included age-squared and found afisgnt negative relationship with

microinsurance demand. According to Bendig & ArdfX1) one possible explanation
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for this result might be that “older household hefd.] are less educated and thus, less
able to understand insurance products and markatstheir younger counterparts.” (p.
15)

The result of the life-cycle model in this thesiggests an alternative explanation. The
coefficient estimate for number of dependents tyrositive when including the life-
cycle interaction variable. This indicates that thenber of children indeed could have
a positive effect as reported in earlier studiegeg@ert, 2010; Bendig & Arun, 2011).
Also the age control variable’s marginal effect dmees stronger and significant in
specification | suggesting that other factors -hpps a more solid financial situation
and increased experience — outweigh the educasiotors proposed by Bendig and
Arun (2011). The results could be explained if hgvchildren above 16 in a family
represents a kind of insurance by itself since tbagy contribute to a household’'s
income in times of need. Yet, one caveat regarthigyresult needs to be mentioned:
the MFI distributing this product is particularlyorecerned with the well-being of
children and thus this result could be influencedtbe MFIs pre-selection. The
hypothesis K1) that a household’s life-cycle is negatively rethtto micro life

insurance uptake, however, is supported by theessgrn results in specification 1.

6.2.4 Regression results for Economic Capacity

In the second estimation model, the hypothesis that economic capacity of a
household has a positive influence on microinsuggrarticipations is tested. In contrast
to the many studies on influence of wealth and nme@resented above (cf. Chapter 4),
in this analysis not protection of living standdmat liquidity and thus affordability of
the insurance premium is highlighted to account tfee microfinance context. The
marginal effects at the mean estimated by the prebression are positive as expected
and significant for the employment status (p<0.0&83set endowment (p<0.10),
consumption development (p<0.10), and payment wifittances (p<0.01). However,
the expected positive effect of remittances reakiige not found to be significant.
Further the effect of multi-earner households tuong negative as expected but is
insignificant. This marginal effects at means eation uses robust standard errors. An
analysis of multicollinearity yielded a mean VIF @f20 and thus collinearity of

variables seems not to be an issue. Yet, a highs®eaorrelation could be found
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between the variable for formal employment with @tion (0.3096) and asset
endowment (0.2316) (cf. Appendix: Table 19). Duethe high correlation it is not
surprising that the control variable education summsignificant in the specification 1.
Regarding the models explanatory power, an impr@reraf the Chi-statistic (0.0015)
and the McFadden Pseudo R? (0.0986) is observedigbfe 13).
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Table 13: Marginal effect probit regression for ecaomic capacity

Model Economic Capacity
|
Age 0.0046
(0.0048)
Dependents -0.0157
(0.0283)
Education® 0.1029
(Secondary or Higher Education) (0.0980)
Location® 0.0655
(0.1023)
Economic Capacity
Employee* 0.1636**
(0.0783)
Multi-Earner Household* -0.0142
(0.0859)
Asset Endowment 0.3793*
(0.2005)
Consumption Development 0.0052*
(0.0027)
Remittance — received® 0.0190
(0.1225)
Remittance — paid* 0.2884%**
(0.1046)
Prob > Chi? 0.0015
Pseudo R? 0.0986
Multicollinearity (Mean VIF) 1.20
Observations 207

Robust standard errors in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%
" indicates dummy variables with value between 1 and 0.

Note: Definitions for explanatory variables included in the analysis are: Age of respondent measured in years; Dependents’
number in household; Education of respondent is secondary or higher level; Location of respondent is in urban environment;
Employee indicates formal employment of respondent or spouse; Multi-Earner Household are households with more than one
breadwinner; Asset Endowment is an index value for number of common assets owned by household; Consumption
Development defined as difference in IDR between households daily consumption value today and one year before;
Remittance - received indicates household receives regular payments from relatives; Remittance — paid indicates household
pays regular payments to relatives.

Source: Author’s calculation.

The economic capacity model Il shows a positive amgphificant effect of formal
employment. This suggests that calculable incomeasts are an important determinant
regarding the demand for microinsurance. Taking ogdnsideration that the long term

of the microinsurance product — 5 years — was tepdas the main reason for deciding
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against participation, it seems as if the worryhow to finance the insurance for such a
long term with uncertain income is a main reasaraftstaining from the insurance. The
payment of remittances by the household is alssigrfificant positive influence which
suggests that a household who is able to help girayifor others has the ability to pay
for the insurance premium and take a financial gugon for the own family. The
positive effect of asset endowment is in line wvith vast majority of previous research
on regular and micro life insurance (cf. Table T'&ble 2). A high asset endowment is
not only a sign of higher income and economic cayp&at it could also hint at the fact
that the most important assets are already paheofiousehold, i.e. the household is not
constrained by saving for necessary additionaltas3dne positive relationship with
consumption development supports the notion thalitiadal income represents a
windfall and discretionary consumption alternatiae still competing for the most
efficient use of the increment.

Microinsurance is targeting poor households inipaldr and great hopes regarding
poverty alleviation are associated with this marfagt Chapter 2). Nevertheless, also
this study supports earlier findings that it is tmadarly households with already
relatively high asset endowments, formal employmeatd the ability to pay
remittances who consume this product (Bendig & Ar2@l1; Giesbert et al., 2011).
Hence, it is rather the better off, more liquid seliolds who become microinsurance
customers. Altogether, the hypothedif2) that economic capacity of a household is
positively related to micro life insurance uptalee supported by the results of the

analysis.

6.2.5 Regression results for Product Understanding

The specification 11l examines the hypothesis thaetter understanding for the offered
insurance product increases the likelihood of pedting in the microinsurance
scheme. A lack of understanding for the insuranmecept is often mentioned as a
principal reason for low product adoption in thecrafinance market (McCord, 2001,
Chankova et al., 2008; Ito & Kono, 2010; Bendig &uA, 2011). Therefore, in this
analysis a thorough evaluation of the target greujmancial literacy and product
understanding is conducted.
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The estimation results for the marginal effectdhaf binary probit regression analysis
show a strong positive effect of product compref@nson microinsurance
participation. A positive marginal effect at theanes found for financial literacy and
significant at the 5 percent level. The coefficieft0.4073 implies that an increase of
financial literacy by one unit for an average respent increases eeteris paribus- the
probability to participate in the microinsurance4y. 7 percent. Also the marginal effect
at the mean for product knowledge is quiet strad@Qq05), though, not significant
(Robust SE 0.2000). An analysis of multicollineargsulted in a mean VIF of 1.22 and
thus collinearity of variables seems not to beadistg the results. A two-sided t-Test
for the individual variables yielded a clear lewdlsignificance of difference for the
group of microinsurance participants and non-pigiats for both variables (cf. Table
11).
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Table 14: Marginal effect probit regression for praduct understanding

Model Product Understanding
]|
Age 0.0021
(0.0050)
Dependents 0.0008
(0.0295)
Education” 0.1148
(Secondary or Higher Education) (0.0913)
Location” 0.0774
(0.0972)
Product Understanding
Financial Literacy 0.4073**
(0.1919)
Product Knowledge 0.3005
(0.2000)
Prob > Chi? 0.0435
Pseudo R? 0.0465
Multicollinearity (Mean VIF) 1.22
Observations 201

Robust standard errors in parentheses

* significant at 10%; ** significant at 5%; *** significant at 1%

" indicates dummy variables with value between 1 and 0
Note: Definitions for explanatory variables included in the analysis are: Age of respondent measured in years; Dependents’
number in household; Education of respondent is secondary or higher level; Location of respondent is in urban environment;
Financial Literacy is an index value based on the respondent's ability to answer a set of financial literacy assessing questions;
Product Knowledge is an index value based on the respondent's ability to answer a set of questions related to the previously
offered product correctly.
Source: Author’s calculation.

The sentiment in the literature that an understandor the concept of insurance and
specific product features is beneficial for micsurance uptake is supported. As
expected the relationship between financial litgraod product knowledge is quite
strong with a Pearson correlation of 0.1745 (cfpépdix). The analysis shows that an
understanding for the product increases the derfarttie abstract product ‘insurance’
and probably also increases faith in the conceptohclusion, the hypothesid3) that

product understanding is positively related to mikfe insurance uptake is supported

by the empirical findings presented here.
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6.2.6 Regression results for Trust

Insurance participation requires trust in the padevi Participants are paying a regular
premium and receive in turn the promise of a paynrethe future if certain conditions
are met. Particularly in the microinsurance contexgt can work as a mitigating factor
for a lack of understanding and risk aversion talsathe unfamiliar concept. Trust,
however, is an abstraconcept and cannot be measured easily. Therefoset af
variables is investigated and included in the agalip examine if trust is influential.
The binary probit regression model IV yields pagitmarginal effects at the mean for
all trust related variables included in the modgignificant at the 5 percent level,
however, are only the variables for experience7®49 and brand recognition (0.1742)
(cf. Table 14). In the case of experience, thengfreffect supports the intuition of
previous work (e.g. Churchill, 2000; Cai et al.,189 Bendig & Arun, 2011). A
breakdown of the aggregated variablgerienceareveals that the correlation between
being a microinsurance participant and the attitwgeards the insurer (0.2472) and the
experience with the socializer (0.1875) is somevghainger than the correlation with
the MFI experience (0.1133) (cf. Appendix). Thduehce of branding, though, is less
meaningful since it could not be controlled for theection of causality of brand
recognition observations. While, on the one hamghdr brand recognition might be a
sign for increased familiarity with the insurer athadis trust, on the other hand, it could

also be a result of the participation in the mideinsurance.
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Table 15: Marginal effect probit regression for trust

Model Trust
v
Age 0.0025
(0.0053)
Dependents -0.0022
(0.0295)
Education 0.1411
(Secondary or Higher Education) (0.0940)
Location 0.1584
(0.1063)
Trust
Trust Degree 0.2492
(0.2838)
Client Experience 0.9724**
(0.3831)
ROSCA participation 0.0361
(0.0360)
MFI Tenure 0.0027
(0.0033)
Brand Recognition 0.1742%**
(0.0814)
Prob > Chi? 0.0075
Pseudo R? 0.0931
Multicollinearity (Mean VIF) 1.23
Observations 189

Robust standard errors in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%
indicates dummy variables with value between 1 and 0

Note: Definitions for explanatory variables included in the analysis are: Age of respondent measured in years; Dependents’
number in household; Education of respondent is secondary or higher level; Location of respondent is in urban environment;
Trust Degree is an index value based on the respondent's own trust assessment in general and towards specific groups of
persons on a 7-point Likert scale; Client Experience is an index value based on the respondent's own experience and attitude
assessment towards the socializer, the MFI, and the Insurer on a 7-point Likert scale; ROSCA Participation states number of
informal financial groups the respondent is participating in; MFI Tenure is the number of months the respondents is already
cooperating with the MFI which offers the microinsurance plan; Brand Recognition for respondents’ ability to recognize brand
name of insurance partner.

Source: Author’s calculation.

A breakdown of the trust index reveals that theslesf significance of difference is
significant for the observations regarding the ttiosvards relatives (1 percent level)
and the insurer (5 percent level) (cf. Table 8)isTiesult supports the conjecture that

trust towards the insurer is of particular impodanFurther, it might indicate that
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respondents who are particularly close with thamify are more likely to purchase a
product which protects their financial interestsheTlow marginal effects and
insignificant value for ROSCA membership could Belained by the close proximity
of the participants, usually either among neighbarsrelatives. Peer monitoring is
intensive and, hence, perhaps does not requirgla thist level on the participant’s
side. Yet, the positive marginal effect of all colesed influence factors and the
statistically significant effect of experience abrhnd recognition support the initial

hypothesis that trust level is positively relatedicro life insurance consumption.

6.2.7 Probit Regression results for Full Model

The full model V including the control variablescatie variables on life-cycle, product
understanding, economic capacity, and trust isnesgéid (cf. Table 15). A statistically
significant model fit at the 1 percent level (PrebChi2) and approximation of the
model’s coefficient of determination of 0.1890 (Meften’'s Pseudo R?), suggest that
the factors investigated in this thesis indeed hexglanatory power regarding the
uptake of voluntary micro life insurance. The fdbat direction of effect of the
explanatory variables remains the same in the iated model implies that no
considerable rivalry between the formulated hyps#iseexists. Multicollinearity for the
full model is acceptable low with a VIF of 1.35.

The findings indicate a particular important infhee on micro life insurance uptake of
the factors life-cycle, asset endowment, formal leyimpent, remittance payments,
consumption development, respondent’s experienttetive involved parties, and brand

recognition.



Table 16: Marginal effect probit regression for ful model

79

Model Univariate Full Model
Age 0.0005 0.0168**
(0.0039) (0.0070)
Dependents 0.0150 -0.0065
(0.0218) (0.0308)
Education” 0.1790** 0.0332
(Secondary or Higher Education) (0.0781) (0.1172)
Location® 0.1119 0.1360
(0.0918) (0.1137)
Life-Cycle” -0.2056** -0.4437%***
(0.0919) (0.0969)
Employee” 0.2382%** 0.1696**
(0.0682) (0.0859)
Multi-Earner Household® -0.0333 -0.0331
(0.0775) (0.0967)
Asset Endowment 0.5425%** 0.4259*
(0.1873) (0.2528)
Consumption Development 0.0063** 0.0051*
(0.0025) (0.0029)
Remittance — Received® 0.0489 0.0372
(0.1033) (0.1233)
Remittance — Paid” 0.2470** 0.2091*
(0.1029) (0.1177)
Financial Literacy 0.5240%** 0.3338
(0.1818) (0.2203)
Product Knowledge 0.4077** 0.0873
(0.1929) (0.2247)
Trust Degree 0.3263 0.1579
(0.2423) (0.3151)
Client Experience 1.2314*** 0.9421**
(0.3632) (0.4140)
ROSCA participation 0.0613* -0.0143
(0.0339) (0.0372)
MFI Tenure 0.0025 0.0029
(0.0031) (0.0034)
Brand Recognition® 0.2290%** 0.1975**
(0.0723) (0.0871)
Prob > Chi? 0.0001
Pseudo R? 0.1890
Multicollinearity (Mean VIF) 1.35
Observations 188

Robust standard errors in parentheses

* significant at 10%; ** significant at 5%; *** significant at 1%

*indicates dummy variables with value between 1 and 0

Source: Author’s calculation.
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7 Conclusion

In this thesis, socio-economic determinants of mitife insurance demand were
analyzed in light of the microfinance context arasdd on previous research on life
insurance as well as microinsurance demand. Thectgions and hopes towards
microinsurance with respect to poverty alleviatiorew market opportunities, and
economic growth were established to begin wittcdmbination with an abstract of the
historical development of insurance and particyl#ne important role of microfinance
institutions for the development of the middle-slas 19" century Europe, the potential
of microinsurance in today’s emerging economiesingerscored. Microinsurance is
found an important tool to enable bottom-of-thegmgid communities to benefit from
ex anterisk management strategies which contribute to Kimgaout of the poverty
circle. It empowers entrepreneurs to make moreiefft use of their productive assets
or helps family’s to safeguard the well-being arduaation of their dependents.
Furthermore, due to its sheer size the microinsiramarket worldwide holds huge
revenue potential for international insurance ptevs despite the low, individual
premium. As an aggregate the contributions of nmsarance customer can provide an
important capital source for national and economieizelopment in emerging economies
once they are included in the formal economy. Yewever, in contrast to the
successful microfinance movement in Europe, theeotirmicrofinance revolution is
less participative and without sound regulation férer's of development organizations
and donors that private capital will seek to exptbe bottom-of-the-pyramid market
instead of developing it might comes true. It wis® &xpounded in this thesis, for what
reasons volume is a crucial consideration in instgaprovision next to actuarial
modeling and appropriate loading factors. Sinceuv@ seems to be the key for
successfully developing the microinsurance marktet, question what determines the
demand for offered products is of crucial impor&anc

Further, previous research on demand determindnltifecinsurance in general and
microinsurance in particular was reviewed in tlissis and provided the basis for the
empirical analysis. The review showed that in adanoce with the predictions of
theoretical models a number of variables was contynfmund influential. Moreover,

the analysis revealed that emerging markets incopdait are responsive to the growth of
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the insurance sector and national economies caefibérom a developed insurance

industry.

Based on the previous research introduced in teeture review and the expectations
expressed towards microinsurance, four hypothesa® iormulated. Two of them
concerned the properties of the decision-makerisébold, that is life-cycle stage and
economic capacity, and the other two were direetecharacteristics of the insurance
purchaser individually, namely product understagdend trust levels. The data
availability for microinsurance research is stdasce and thus for the purpose of testing
the formulated hypothesis, an own data collectioas vweonducted. For this, 208
microfinance clients in urban Indonesia were suedewith personally administered,
comprehensive questionnaires. The resulting datevae prepared for the analysis and
described. A marginal effects probit regressionlyama revealed significant influence,
either in full or in part, for all four demand detenants investigated in this research.
For microinsurance, the demand determinants wenergy in agreement with the
findings for life insurance demand in developedritaas. Yet, a contradicting result for
the influence of risk aversion was reported (Gihale 2008; Giesbert et al., 2011). An
explanation for this finding could be the unfamila of the BOP market with the

concept of insurance which presents a risk for thisetf.

Further, it could be shown that the life-cycle staf households is significantly related
to micro life insurance consumption. In contrastetrlier studies which based their
analysis on the effects of age and suggested ativegife-cycle effect due to
decreasing comprehension of the insurance coneeph@ older persons (Bendig &
Arun, 2011), the results in this thesis pointshat importance of mature children which
can substitute for risk protection through theirligb to earn additional income.
However, this indicative result needs to be corrateal by future research. Especially,
anex posinvestigation could provide the required data tdarmine this result.
Regarding economic capacity as a demand determiagtgr, this research focused on
the relative capability of households to afford tmsurance premium rather than
considering the economic situation of a househsldeterminant of the proper amount
of life insurance. Earning regular income as anlegyge, an already higher endowment

with desired basic assets, a current increase p$uroption capacity, and regular
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transfer payments to relatives were found to betigeky related to micro life insurance
uptake. These results suggest that a householdewitpsdity situation is relatively
stable and allows for discretionary allocation isrenlikely to add life insurance to its
financial portfolio. Moreover, it was revealed thatline with previous findings also
microinsurance in Indonesia is not yet able to meawt to the very poor community
members.

As suggested by the reviewed literature a positredation between product
understanding, expressed as higher financial tteemnd better product knowledge, to
micro life insurance demand was found. Also thertb experience with the involved
parties and the recognition of the insurer's bres#m to be important demand
determinants. Already Webb et al. (2009) suggesied insurers’ reputation is an
important selection criterion for clients. A detien from this result for the
microinsurance practice could be that providersdnee take a high involvement
distribution approach in order to stimulate the dach volumes needed to achieve
commercial viability for microinsurance. In additiothe analysis revealed that the
understanding of microinsurance customers in Ingi@nér the financial product is
rather low which makes them vulnerable for expt@mta In order to create a
sustainable market, insurers need to carefullyvai# their reputation among the BoP

community.

The findings in this thesis might offer some adbhtl insight for policy- and decision-
makers in a development context. For NGOs and atiséitutions with a preponderant
poverty alleviation interest, it is relevant thaipport on education and, specifically,
financial literacy potentially accelerates the gtamce of microinsurance services.
Further, an independent advisor role to help hanldeheads on how to make best use
of additional financial resources could help thepérsion of insurance in the low
income households. Moreover, it can protect thenecocally advancing families
against exploitation by dubious businesses. Alsedonmercial market participants this
analysis can hold some interesting findings. Bjirsthe insight on economic and
demographic demand determinants, such as life-cgffects, occupations, or asset
endowments, can facilitate a more focused targefugcessful targeting is crucial to
keep transaction costs down and make micro lifeirarsce commercially viable.

Secondly, the importance of clients experience sigdificant correlation with brand
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recognition is an opportunity and a warning at f@mne time. While commercial
businesses can use micro insurance to gain an featlyold in a market segment of
increasing attraction, they need to offer high qualervices to build a good reputation
and also be wary to maintain this fragile good.tllag not least, government officials
and policy-makers need to take the micro insuramoement serious and see the
potential for economic development which can begezed looking at the aggregated
numbers. In addition, enabling a private markeutsmh for basic health and social
services can take some pressure off public budgats tension from a quickly
developing society, characterized by urbanizatdisintegration of traditional family
structures and widening gaps between rich and gdaeses. However, therefore a sound
legal framework needs to be established which pteteustomers and creates sufficient
trust to commit to long-term financial products;tbalso encourages commercial
businesses to invest in the development of a maxketse profitability depends on

volume.

A recent study from Ghana on general willingnespdy, ex ante for a microinsurance
product supports the results from the present aisaljiscussed above. Akotey et al.
(2011) find that the possibility of flexible prenmupayments is appreciated as well as
positive demand effects of an increase in inconoeng insurance knowledge, and
positive perception of the insurer. However, theliings presented here are subject to
certain limitations and thus further research iedeel to validate them. Firstly, the
sample size which could be utilized in this anaysirather small and the investigation
if these results hold for a larger sample sizeassiered necessary. Secondly, the
insurance purchasers interviewed in this resealtha first ones from their peer group
to participate and, hence, represent a group df-adopters. If the characteristics
which are influential for the micro life insurandemand of the whole populace are the
same, needs to be assessed at a later point irafteremarket introduction. Moreover,
in this context not only an analysis of the factetsch influence microinsurance uptake
but also determinants’ of persistency is of impoecta Thirdly, this investigation was
conducted for a micro life insurance product ma#lein urban Indonesia, more
specifically, the greater Jakarta area. Additidesating of the hypothesis examined in
this work in alternative surroundings is desirallased on the results of this and

previous research an investigation of the inteoachietween the effect of risk aversion,
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trust and product understanding could provide egeng insights in how far the three
are interrelated and can substitute for anothedithshal research can help to better

explore and understand the field of microinsuraacd, thereby, contribute to tap its
full potential.
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9.1 Additional Graphs & Tables

Table 17: Definition of explanatory variables

Variable Description

Age The respondents’ age measured in years.

Dependents The number of dependents in household.

Education Dummy variable indicating the education level of respondent. Takes
the value 1 for secondary or higher education and 0 for no or primary
education.

Location Dummy variable taking the value 1 for urban environment and 0 for
rural environment of the respondent's household.

Life-Cycle Constructed interaction variable taking the value 1 if respondent is
over the age of 49 and has children over age 16 and the value 0
otherwise.

Employee Dummy variable taking the value 1 if one household member is

Multi-Earner
Household

Asset Endowment
Consumption
Development

Remittance - received

Remittance - paid

formally employed and the value 0 otherwise.

Dummy variable taking the value 1 if more than one household
member is earning income and the value 0 otherwise.

Index value based on the amount of commonly desired assets owned
by the household.

Measures the difference in IDR between households’ daily
consumption value today and one year before.

Dummy variable taking the value 1 if respondent's household receives
regular payments from relatives and the value 0 otherwise.

Dummy variable taking the value 1 if respondent's household pay
regular payments to relatives and the value 0 otherwise.

Financial Literacy

Product Knowledge

Index value based on the respondent's ability to answer a set of
financial literacy assessing questions.

Index value based on the respondent's ability to answer a set of
guestions related to the previously offered product correctly.

Trust Degree

Client Experience

ROSCA Participation

MFI Tenure

Brand Recognition

Source: Author’'s compilation.

Index value based on the respondent's own trust assessment in general
and towards specific groups of persons on a 7-point Likert scale.

Index value based on the respondent's own experience and attitude
assessment towards the socializer, the MFI, and the Insurer on a 7-
point Likert scale.

Number of informal financial groups the respondent is participating in.

Number of months the respondents is already cooperating with the
MFI which offers the microinsurance plan.

Dummy variable taking the value 1 if respondent is able to recognize
the brand name of the insurer and the value 0 otherwise.
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Table 18: Reason to decide against micro life insance

Abstaining Reason

Long Term 22
Unattractive Benefits 16
Price 14
Low Coverage 13
Offer 12
Interest 11

Similiar Product
Undecided
Understanding
Cancelation Fee
Other

Note: Respondents were asked to choose any of the reasons from the options
given above for abstaining from the product. Multiple selection was possible.
Source: Author’s compilation.

A W b 00O,

Table 19: Pearson correlation coefficient of explaatory variables

Asset Multi-Earner

Pearson Correlation Coefficient ~ Participation Age Dependents Education Location Life-Cycle Endowment Household Employee
Participation 1
Age 0.0088 1
Dependents -0.0472 0.5077 1
Education 0.1531 -0.2407 -0.2971 1
Location 0.0829 -0.0847 -0.1509 0.1469 1
Life-Cycle -0.1446 0.6692 0.4000 -0.1533 -0.0406 1
Asset Endowment 0.1923 0.0939 -0.0154 0.2316 -0.0604 0.0379 1
Multi-Earner Household -0.0299 0.0988 0.0476 -0.1491 -0.1009 0.1027 -0.0557 1
Employee 0.2363 -0.1203 -0.1303 0.3096 0.1499 0.0005 0.2251 -0.0628 1
Remittances received 0.0329 0.1422 0.1034 0.0164 0.1320 0.0857 0.0238 0.0807 -0.1352
Remittances paid 0.1551 -0.0700 0.0006 -0.0887 0.0315 -0.0138 0.0697 0.0825 0.0324
Consumption Development 0.1597 -0.0695 -0.0043 0.1012 0.0522 -0.0400 0.0570 -0.0308 0.1123
Financial Literacy 0.1942 -0.0091 -0.1226 0.2648 0.1163 -0.0596 0.0325 -0.0037 0.1724
Product Knowledge 0.1461 -0.0362 -0.0523 0.1265 0.0391 -0.0446 -0.0386 0.0605 0.0746
Trust Degree 0.0946 0.0716 0.0140 0.0267 -0.1774 -0.0013 0.1502 -0.0419 -0.0810
Client Experience 0.2434 -0.0145 0.0143 0.0694 0.0470 -0.0088 0.0495 0.0749 0.0207
ROSCA participation 0.1271 0.0276 -0.0993 0.0842 0.0678 -0.0752 0.2005 0.0181 0.1431
MFI Tenure 0.0552 0.0290 0.0516 -0.0563 -0.2309 0.0018 -0.0097 0.0753 0.0082
Brand Recognition 0.2126 -0.1104 -0.0273 0.1480 -0.0675 -0.0772 0.0883 -0.0208 0.1261

Remittances Remittances Consumption  Financial Product Client ROSCA

received paid Development  Literacy Knowledge Trust Degree Experience participation MFI Tenure
Remittances received 1
Remittances paid 0.0919 1
Consumption Development 0.1184 0.0379 1
Financial Literacy -0.0842 0.1026 0.0168 1
Product Knowledge -0.0380 0.1353 0.0235 0.1745 1
Trust Degree -0.0531 -0.0294 0.1038 0.0163 0.0882 1
Client Experience 0.0541 0.1220 0.0575 0.0263 0.1515 0.3196 1
ROSCA participation 0.0687 0.0201 0.1694 0.1399 -0.0045 0.1386 -0.0338 1
MFI Tenure 0.0804 0.0883 -0.0658 0.0151 0.0737 0.0122 -0.0487 0.0899 1
Brand Recognition 0.0147 -0.0262 0.0222 0.0430 0.2349 0.0954 0.1137 0.1057 0.0876

Note: Table states Pearson correlation coefficients for all explanatory variables included in the analysis.
Source: Author’s calculation.
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Table 20: Correlation coefficients of client expeence breakdown

Experience Experience Attitude Attitude
Correlation Socializer MFI Insurer
Experience 1
Socializer
Attitude MFI 0.4044 1
Attitude

0.3396 0.3732 1
Insurer

Note: Respondents were asked to rate their perception of the experience with the institutions
involved in the sales process on a 7-point-Likert scale. The results for the three distinguished
institutions, Socializer, MFI, and Insurer, exhibit high Pearson correlation coefficients and were
thus aggregated in the Client Experience variable.

Source: Author’s calculations.

Table 21: Variables with Pearson correlation in exess of +/-0.2

Age Education -0.2407
Age Dependents 0.5077
Age Life-Cycle 0.6692
Dependents Education -0.2971
Dependents Life-Cycle 0.4000
Education Employee 0.3096
Education Financial Literacy 0.2648
Education Asset Endowment 0.2316
Location MFI Tenure -0.2309
Asset Endowment Employee 0.2251
Asset Endowment ROSCA participation 0.2005
Product Knowledge Brand Recognition 0.2349

Source: Author’s calculations.



99

Table 22: Additional specifications excluding high} correlating variables

Full Model Age Dependents Education Location Assets Product
Vv Vi VI X IX X XI
Age 0.0168** 0.0021 0.0041  0.0167**  0.0167**  0.0150**  0.0141**
(0.0070) (0.0046) (0.0055) (0.0070) (0.0070) (0.0070) (0.0069)
Dependents -0.0065 -0.0188 -0.0063 -0.0054 -0.0054 0.0008
(0.0308) (0.0307) (0.0302) (0.0308) (0.0310) (0.0312)
Education” 0.0332 0.1722* 0.0344 0.0788 0.0431
(0.1172) (0.0963) (0.1160) (0.1135) (0.1173)
Location® 0.1360 0.1326 0.1256 0.1504 0.1153 0.1560 0.1033
(0.1137) (0.1131) (0.1142) (0.1088) (0.1106) (0.1113) (0.1136)
Life-Cycle* -0.4437%** -0.4021%**  _0.4446*** -0.4087*** -0.4263***
(0.0969) (0.1070) (0.0963) (0.1040) (0.1010)
Asset Endowment 0.4259* 0.4001* 0.4009* 0.4210*  0.4830** 0.4159*
(0.2528) (0.2316) (0.2306) (0.2517) (0.2450) (0.2478)
Multi-Earner -0.0331 -0.0576 -0.0611 -0.0495 -0.0328 -0.0398 -0.0406
Household’ (0.0967) (0.0930) (0.0935)  (0.0915) (0.0966) (0.0943) (0.0964)
Employee’ 0.1696** 0.1292 0.1286 0.1726** 0.1752**
(0.0859) (0.0837) (0.0838) (0.0854) (0.0863)
Remittance 0.0372 0.0500 0.0497 -0.0198 0.0477 -0.0058 0.0593
Received (0.1233) (0.1247) (0.1241) (0.1251) (0.1213) (0.1251) (0.1235)
. . 0.2091* 0.1719 0.1832  0.2466%* 0.2148* 0.2198* 0.1786
Remittance Paid
(0.1177) (0.1168) (0.1151) (0.1170) (0.1180) (0.1213) (0.1258)
Consumption 0.0051* 0.0045* 0.0048* 0.0055* 0.0050*  0.0057** 0.0050*
Development (0.0029) (0.0027) (0.0028) (0.0028) (0.0029) (0.0028) (0.0029)
Financial Literacy 0.3338 0.3802* 0.3727* 0.3250 0.3461 0.3271
(0.2203) (0.2066) (0.2073) (0.2179) (0.2195) (0.2202)
Product 0.0873 0.1136 0.1091 0.0814 0.0905 0.0849 0.1680
Knowledge (0.2247) (0.2270) (0.2290) (0.2175) (0.2253) (0.2222) (0.2181)
Trust Degree 0.1579 0.2067 0.1991 0.1776 0.1611 0.0839 0.1791
(0.3151) (0.3090) (0.3094) (0.3095) (0.3148) (0.3119) (0.3088)
Client Experience 0.9421*%*  0.9194**  0.9325*%*  0.9136**  0.9396**  0.9482**  1.0266**
(0.4140) (0.3935) (0.3919) (0.4023) (0.4130) (0.4083) (0.4127)
ROSCA -0.0143 0.0046 0.0013 0.0127 -0.0113 -0.0039
Participation (0.0372) (0.0365) (0.0369) (0.0358) (0.0365) (0.0374)
MFI Tenure 0.0029 0.0029 0.0030 0.0026 0.0031 0.0034
(0.0034) (0.0033) (0.0033) (0.0034) (0.0034) (0.0035)
Brand Recognition® 0.1975** 0.1736** 0.1793** 0.1974%** 0.2011%** 0.1994**
(0.0871) (0.0857) (0.0854) (0.0859) (0.0868) (0.0879)
Prob > Chi? 0.0001 0.0001 0.0001 0.0014 0.0000 0.0000 0.0001
Pseudo R? 0.1890 0.1490 0.1503 0.1512 0.1871 0.1747 0.1712
Mean VIF 1.35 1.16 1.35 1.33 1.35 1.33 1.35
Observations 188 188 188 188 188 188 188

Robust standard errors in parentheses

* significant at 10%; ** significant at 5%; *** significant at 1%

" indicates dummy variables with value between 1 and 0
Note: The additional specifications above exclude variables which have a Pearson correlation coefficient over +/- 0.2 with the variable

stated on top of the table.
Source: Author’s calculation.
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9.2 Tamadera Leaflet

Figure 4: Marketing brochure for Tamadera microinsurance

Tamadera Insurance
Building a prosperous future

Tamadera - Secure and clear

@ TAMADERA combines the benefit of saving for the
future with insurance protection

Mo administrative charges

Mo medical examination needed for joining
Attractive membership certificate

Life insuran ce protection starts on the first day
Protection for 5 critical illnesses® starts after the
gothday

Free usage of the maturity benefit, for example for
the education costs of your child

® You can choose the benefidary, for example your

ot
@ Your hushand can join as well (with a separate

Rp. 10,000 membership)
pecmesk ® The staff ot the group policy holder will assist you

Payment and protection period if there is a dlaim. After a dairn, the membership
ends

& 100% of your premium will be returned to you
after 5 years if there is no daim

Al | il dndoness

aEE8e

o]

5 Years
(250wesks)

¢ G e
charge of 15%of the premium already paid™

Rp. 2,500,000
{250 wesks x £p. 10000)

Rp. 2,500,000

About Allianz @

Allianz is one of the largest insurance and financial
services providers in the world, Established in
Cermany in 1890, today Allianz is present in over 70
countries and serves approximately 7 5 million
customers worldwide,

Benefit for 5 Critical linesses

{Cancer; Heart Attack, S oke, Kidney Failure, Major Bums)
Rp. 2,500,000

This brochure is not a membership contract and

100% of your premium will be returned toyou serves as product information anly.,

after 5 yearsif there is no daim

Allianz @)

in cooperaSion with -
S Allianz @)

il

= Subject i Allanz geicloes

Source: http://www.allianz.co.id/NR/rdonlyres/9DA&S&-75F2-4A0E-A746-
EF1AC231B648/8242/AsuransiTamadera_Eng_v11.pdi0222012)
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9.3 Questionnaire

A

Questionnaire on Socio-Economic Determinants of Microinsurance Demand

Dear Sir or Madam,

Thank you very much for participating in this survey. This survey alims at
identifying the socio-demographic backgrounds of microinsurance
customers in Indonesia. Ultimately, the results will contribute to provide
improved insurance services to the Indonesian community. Therefore, your
effort in answering these questions is of high importance and deeply
appreciated. You're kindly asked to answer all questions 1o the best of your
knowledge. Should you have any guestians your interviewer will be glad to
assist you. Al collected data will be treated confidential and anonymous.

Thank you,
Your research team

For Interviewer

A Microinsurance Attitude

VFI Customer Information

1. VFlcust since:

2. Amount of last VFl loan: IDR

3. VFlis partnering with an insurance company to provide Tamadera.
Can you please name this insurance company:

Allianz O aw [

Burmiputera O
Prudential O

Interest in Microinsurance

4. Daoyou use any other Insurance product than Tameadera and
Payung Keluarga?

nNe [

Yes, please specify:!

Group Name
|nterview-1D Naroe: of Intarviswer 5. Dovyou intend to acquire any other financial service in the next
three years, e.g. VFl Loan?
. Time ves [] Mo [  Donotknow yet O
Lecation Name of Interviewee If yes, for what reason:
Surroundings: Urban D Semi-Urban D Rural D
Allianz/ VEI Staff present: ves [ No (|
1

Fabian Huber; Aalto School of Economics, University of Cologne

A

Questionnaire on Socio-Economic Determinants of Microfnsurance Demand

6. Please read the following statement carefully, Then indicate the
extent to which you agree or disagree:

| am very interested in financial matters.
| 2 3 4 5 3 7
Stmagh  Dbogen  Somewhar  Meurnl  Sosesahia AQE Stongly
DEagree L] Disoaree T Ageee Agre

in order to inform myself about financial services I use the
following sources:
1
Tetannga O

Koran O
Rodio/ TV O

ooooog-

Teman O

VAl o O |
Srromgly Disagn  Semewharl  Mestrnl  Somewhd  Apree Stroegiy
Disagres & Disagres tAgree Agraa

4 5 & ?
)

]
O O
O O
O
O

my 1 2 E
Kesahatan O d
Rumah O d
Pendidiken [ [
Motor/ Milik ] [ O
Hiwa O O [f1]

Stromgl  Diogn  Semewhor  Amerrol  Semaewha  sdgree Seagiy
e Disagree rAgree Agres

Ooooono

Ethical Considerations

7. Did you consult with any religious council before you decided on
buying Tamadera?

Ne |:| Yes |:|

E. Do you think that Tamadera is Sharia compliant (takaful}?

No |:| Yes |:|

9. Please read the following statement carefully. Then indicate the
extent to which you agree or disagree:

[ am willing to pay a 10% higher premivm for o Sharia compliant
product over an otherwise egual conventional product

1 2 3 4 5 & 7
Samevwha Agree Steangly

Seengly  Disegrd Semewhet  Meure!
] i rAgres Agree

Disgere

Trust & Customer Satisfaction

10. Who was introducing Tamadera to you?

VFI Agent |:| Alllanz Rep. |:|
Eriendy Neighbour O

Other, please specify:

Fabian Huber; Aaito School of Economics, University of Cologne



102

A @

Questionnaire on Socio-Economic Determinants of Microinsurance Demand

11. Please read the following staterment carefully. Then indicate the The financial advisor fram VFI puts my customer benefit as the first
extent to which you agree or disagree: consideration.
& - . . 1 2 3 4 5 B 7
enerolly speaking, | trust most people.
1 2 3 4 % 5 7 g o O i g O O
I:‘ D D I:l D D I:l Swomgly  Dicagn Somewhor  Meoeal | Someefio Ages Seroaghy
Disogree [ Disopree Tdgeee Agrer
;ﬂm - s';'j':;:f sl f"_:::" Awee S:“;',:_" | have confidence in the VFi Agent.
1 2 3 4 5 & 7
[ trust the following people. O O O 1] O || O

1 2 3 Stromgly Disogn  Somewhol  Mewtrs Somewhd Agred Smengly

Disagree Ll Désganee rAgrer Agren
Even though other financial advisors provide more favorable terms,
Pl continue to purchase insurance services with my VFI advisor.

o oooo o o

Tetannga
Teman

O
O
Soudara O
O
O

oooooo
oooooo
oooooo-
ooooooe
ooooooge

ioooooo-

Teman kerfa
Srongly Disoge Somowho!  Reurral Sormewho Agree Serongly
VE Agen Oisagres L] Chogeee rAgne Agree
Allianz Agen  []
Strongly Disogn Somewhor  Mestral Savnewiia Agrer
Dvsagree . Dkaares FAges Agree Alllanz
VE | feel safe to keep my money with Allionz
1 2 3 4 5 & 7
When Tamadera was affered to me, | felt understood and well- D D D D D D D
advised by the VFI Agent and/or Allianz Ren.
1 2 3 ] 5 B T Suagly Dhoge  Somewhst  Neutal  Someeha  Ages Serangly
Disagree " Désoqres rgree Ageee

o o o o oo od

Stongl  Obsge  Somewhs  Meutrol  Somewhu  Agree  Soongly
Disrgree € Disagrre T Agres dgres 1 2 3 a 5 & T

[ e

1 have confldence in Alllanz,

My VFI advisor pays attention to what | say.

e Smowgly  Dige  Somewhs!  Meotral  Somewha  Agres Stronghy
|1:| ﬁ & &‘ é ﬁ |:7| Dhoges & Disaaree rAgree P
Soongh  Diagn. Somewhet  Meurnl  Somewho  Ageee  Swungly
g e Tisngeed t Agres Agree
Fabian Huber; Aalto School of Economics, University of Cologne 3
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Questionnaire on Socio-Economic Determinants of Microinsurance Demand

When | intend to purchase any additional insurance, Allianz will be 3. Does your household (i.e. those indicated in question A10) own any
my first choice, of the following?
1 z k| 4 5 3 7
D D D D D D D Electricity Since
Serangh Disagn  Somewha M 1 Somewd Agrs S iy i
b el siiook Rl < oo . Water Dispenser Since
Fridge/ Freezer Since
o . Handphame Since
1 am willing to recommend Allianz to my friends.
1 3 4 5 v

2 1) 7
O o oooo oo Nt

Stangly  Dissgr - Somewhsl  Neutral  Somewho  Agrer  Seongly

OooOoooood
2
=

Disagies F Disogase rAgies Agree Gampuier Since
Car Singe
House Since

B Economic Situation

4. Please read the following statement carefully. Then indicate the

5 : extent to which you agree or disagree:
1. Please specfy your principal occupation: o you agi g

Compared toa the prior year the economic situation of my
Employee D Trader D Farmer D household definitely improved.
Food stall [0  Housewife O
Goods or Food production {seffempioyed or family business) |:| 3006 Ii |E| li li |E| li |£|
Other:
2007 O 0o o o oo o
2. Please specify the principal occupation of your spouse: 2008 I:‘ D D D D D |:|
Employee O Trader [0 Former O
Food stall O Housewife | 2009 o o oo o d O
Goods or Food production (seif=mployed or family business) D 2010 D D D D D D |:|
Other: Swongly  Ologn  Somewhs!  Neumnl  Someeho Agere Strongh
Disagres e Dissgere tAgree Ageee

Fabian Huber; Aaito School of Economics, University of Cologne 4
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Questionnaire on Socio-Economic Determinants of Microinsurance Demand 3

I believe my household 1s saving enough for the future.
5

1 2 3 4 ] T
O oo o0oo0oag .
Srengly  Disog  Somewhsr  Meural  Somesio  Agees Scronghy
Dlsagree e Disparee T Agres Agrer

5. Please indicate your average daily expenditures over the last five

years:
2006 DR
2007 IDR
2008 IDR
2009 IDR
2010 DR

6. Do you pay regular remittances to relatives?

[ since
If yes, how much in average per month: 1OR

No 0 ves

7. Do you recelve regular remittances from relatives?

No O Yes O since

if yes, how much In averoge per month: IDR

8. Do use any formal financial services? If yes, please indicate which:

Bank Account (&g ATM) O Since
Credit fe.g. VFI) [ since
Savings Account O Since
insurance O  since
Pawn Shap D Since
Other:

9. Please indicate if your househaold (i e, those indicated in question
A10) suffered from any of the events listed below and the last year

of ocourrence?

Flood 1 vear
Fire 1 vesr
Serious llness 1 vear
Death O  vear
Tuition Payment O veer

Other:

10. How did you cope with the financial burden of the event indicated
inBY?
Savings [0 credit []  PawnShop O

Borrow from friends/neighbors [_] Borrow from Relatives [ |

Fabian Huber; Aafto School of Economics, University of Cologne

A

Cuestionnaire on Socio-Economic Determinants of Microinsurance Demand

®

Arisan Participation

11. Are you a member In an Arisan or other financial group?

€ Financial Literacy & Product Understanding

Noe [  —» Continue with C1, Product Understanding
Yes O How many groups?
1. Are you a Tamadera customer?
No O
12. Can you borrow money from your financial group or Arisan? Yes O Sinee: —» Continue with 3.
No [ ves [
2. Why did you dedde not to participate in Tomadera? (Multiple
13, Please indicate the purpose of the financial group you are answers possible)
participating In 2nd your average monthly contribution: Price |:| Unattractive Benefits |:|
Type Manthly Average Low Coveroge |:| Similor Product owmed |:|
Termtoolong [ ] HMigh Cancelation Fee O
IDR
Not yet offered |:| Other, please specify:
IDR
IDR
DR
3. In what events will you receive a pay-out from the Tomdera
insurance plan? [Multiple answers possible)
14. Imagine you start participating in a formal Insurance plan, would Death D
you reduce the participation in Arisans as a consequenca? Serious lliness D
Schooling of Children |:|
No O res [ Failure to pay premium for 2 weeks O
Do not know yet (] Upon request O
After 5 years O
Fabklan Huber; Aafto School of Economics, University of Cologne &
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Questionnaire on Socic-Econemic Determinants of Microinsurance Demand :‘

4. How much Rupiah will you get returned at the end of Temodera’s
five year saving plan?

More thar | paidin -~ []
Less than | paid in |:|

Same as | paid in O

5. Please name the serious illnesses covered under the Tamaderao
Insurance plan:

1 2.
EX 4.
5.

6. What s the monetary effect of premature termination of Tamadera
due to death or serious lliness?

Higher return than poid in funds |:|
Exact return of pald in funds |:|
Lower return than pald in funds |:|

7. ARer deciding for Tamadera when can you cancel your policy at the

earliest?
Immediately [0 12 weeks |
12 months [1  S5years O

B. How much is the cancellation fee for premature termination of
Tamadera upon request?

100,000 IR O  wone O
15 % of paid premium |:|

5. (For Tamadera customers only) What do you plan to use your
Tamadera savings for?

Working Capital O Pilgrimage O
Sofety Cushion [0  Edveation of Children [
Daily Consumption Needs [ | Repay Debt |

Other, please specify:

10. {For Tamadera customers only) Did you reduce your participation
in Arisan groups after engaging in Tamadera?

nNe [ ves [

if yes, how much: DR

Financial Literacy
11. I you have 2,000 Rupiah and a friend glves you 5,000 Ruplah, how
many Rupiah do you have?

IDR

12, Suppose you want to buy a bag of rice that costs 37 000 Rupiah,
You only have a 100,000 Ruplah note. How much change will you
get?

IDR

13, i you have four friends and would like to give each friend four
sweets, how many sweets in total must you have to ghve away?

Fabian Huber; Aalto School of Economics, University of Cologne
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5
Questionnaire on Socio-Economic Determinants of Microinsurance Demand .

14. What [s 10% of 4007

15. Do you think the following statement is true or false? For farmers,
planting one crop is usually safer than planting multiple crops.

True O  False O

16. Suppose you borrowed Ruplah 100,000 from a moneylender, and
the rate of interest was 2% per month. If you made no repayment
for three months, how much would you owe: Less than Rupiah
102,000, exactly Rupiah 102,000, or mare than Rupiah 1020007

Less than Rp 162.000 D
Exactly Rp 102.000 [
Mare than Rp 102.000 O

17. Imagine that you saved Rupiah 100,000 in a saving account, and
were earning an interest rate of 1% per year, If prices were
increasing at a rate of 2% per year, after one year, would you able
to buy more than, less than, or exactly the same amount as today
with the money in the account?

Less than today D
Exoctly as much as today O
More than taday D

D Demographic Questions

1. Areyou: male []  female [
2. Please provide your real age {NOT ID card):

3. From where in Indonesla does your family originate?

4. Place of Residence

& In which year did you change your place of residence for
the last time?

No change |:|

b. Approximately how many kilometers distance is between
your new and old place of residence?

keimy
5. Please indicate your marital status and year of change:
singie 0 married 1 since:

divorced |:| widowed D

6. How many years did you spend in school?

Fabian Huber; Aalto School of Economics, University of Cologne
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A

5
Questionnaire on Socio-Economic Determinants of Microinsurance Demand ?

7. Do you hold any educational degrees? i0. How many people live in your household?

a. Number of own children:

None [] 5D (Elementarys) [ | SMP frumiar High 5. |
SMA (Senior High S} Ll MK ocasionsis. ) | b. Please indicate the age of all your children and, if they
D203 niefamo Vocrmonnl £) L0 52 fsechessrocgree) O attend school, the number af years in school:
52 {Master Degree) O Other o —
i 1.
8. What is your religion?
Muslim |:| Protestant |:| Cathalic |:| IR
Hindu [0 Buddhist [0 conjucian | 3
Other, please specify:
4.
9. Please read the following statements carefully. Then indicate the 5
extent to which you agree or disagree: =
In everyday life | follow the rules of my religion,
1 b 3 & 5 G 7
o o oo g o g
Spoagy  Diogn Semwwhar  Neuto!  Somewhn  Agres Srroegly
Diogree & Dlogees rAgres Ages
| speok with my fomily/ friends often about refigious matters.
1 2 3 4 5 g 7
O o oo g o g
Srrongly Déogr  Somewhar  Neut!  Somewho Agree Srroigly
Desagrer v Dlsanires tAgree Agres
Thank you,

My religlen is very important to me.
2 3 4 5 & 7

é OO 0O 0O O O for your participation!

Srrengly Disogr  Somewhat  Meulre!  Somewho  Agree Strongly
Désagrer £ Disgres rAgres Agres

Fabian Huber; Aalto School of Economics, University of Cologne 9
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