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Making Financial Markets Work for the Poor

§ Independent trust formed in April 2002

§ [Initial funding from UK’s Department for International
Development (DFID)

§ Mission:* Making Financial Markets Work for the Poor”

§ Facilitating and catalysing the next generation of development
around access to financial services.

§ Further information available at www.finmarktrust.org.za

FinMark Trust




Poor people need financial services

§ Toprovideapath out of poverty

§ Sothat atemporary misfortune
won't push them into destitution

But in addition:
§ A political and social priority
8 A priority for growth

8 HENCE it affects everyone

§, Why does access matter ?

THE RISK FRAMEWORK MODEL




Risk mitigation in practice
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Benefits of insurance

* Risk pooling & transfer
(+ discounts)

e For informal insurance,
proximity and social
capital

Inf

Savings

al insu

ce

Formal insurance

Potential to crowd out the
market?

| Gov Insurance |

Emergency
assistance

Own
mitigation
using the

Potential for
linkages?

Government
assistance

sOeamme
LI MmN, o e
YMISOR @Ko

How the poor deal with adver se events

Source: Finscope
V 1.0

Adults (000s)

3,000
2,500 2415
2,183 \Q
2,000 1
1,751
1,591
— 1,462
1,500 1
1,051
1,000 1 920
500 1
0 T T T T T
c > S o “= > £ T =
£ 2 £ S 2 z
< = c @ [ T S x [=)
£3 558 Efg 25z & E3% 3
« € c © = 8 o 2o 5 0 = 23 2
o 3 Ls5s o % £ 3< a5 S5 2 a
2 0 EBE3S £ 9 =9 9 g = = c o
S o £ 355 T & gE: o o g o
s 2 o) @ o T 9 n 3 <
5 o £ < A s oege o 3 » =]
0 2 Eod © 2 3 g%B M
a ° 3 Lo HSar
o 5] @ < Sg° o
3 < =

Reality of household risk in LSM 1-5




Incidents over 16 monthsin 167 poor households 7

150

1231 *Medical (incl. traditional) is
1201 [ 1.6% of Financial Diaries
households’ gross income

1 Funeral & death more

prevalent that medical — can

60 1 one separate risks?
30 1
2 17 16 16 12
8 7
. [1 1T M = &
T T T T T T T
Funeral of Theftof Wedding/ Serious Loss of Initiation  Death of Fire
family property traditional injury regular job household
member feast member
elsewhere
Average
costg R945 R2,289 R3,572 R2,693 R4,080 R8,737 R1,771

Source: Financial Diaries Project 2004 www.financialdiaries.com

§f Reality of household risk in poor households
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Source:Toth Associates, 2004, Joint Civil Society Monitoring Forum 2005

i Living with AIDS —thereal challenge




THE ACCESS FRONTIER
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§ Dimensions of access:
1. Affordability
2. Physical proximity
3. Appropriate features

8§ Access vs usage

The Access Frontier: introduction &
background
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The Access Frontier is defined as the * maximum proportion of
eligible consumers who presently have access to the product or
service”.

5.DON'T WANT IT

4.BEYOND THE REACH OF THE MARKET
% usage (supramarket zone)

3. MARKET CAN REACH FUTURE (3-5Yrs)

2. MARKET CAN REACH NOW

HAVE NOW
(15%)

Time Source: Porteous 2004 & 2005 mimeo

The Access Frontier: Introduction &
background

§ Segmentation of providers
— Regulated: open and restricted schemes
— Bargaining council schemes (exempt)
— Other insurers (demarcation)
8§ Active and extensive regulation
— Medical SchemesAct
— Demarcation
—  Prescribed minimum benefits (PMB)
— Risk Equalisation Fund (REF)
§ Lower-income exposed
— Coverage limited to high-income
— State subsidy to high-income (to be capped)

— For those who are in the system: Employers move to
cost-to-company basis

The Access Frontier: Introduction &
background
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Current usage and trend

Have now:

Av household income: R14,241
Bank access: 98%

Full-time work: 63%

15% of Pensioners:18%

popylation Life insurance: 65%

%
Formal funeral insurance: 65%

20%

1998 2004
Source: AMPS, Statutory returns,
FinScope, Genesis
% Developing the frontier
V 1.0
Could acecoce novwas 15
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Could access now:

« Full coverage for those
households using (a)
affordability level of 15%
per HH (b) with bank
accounts and (c) full time
employed.

« Coverage for all children
in households

Enables (ambitious) 46%

ncrease

21.9% of

%

20%

1998 2004 Now

Source: AMPS, FinScope, Genesis

Developing the frontier




SA’s large lower-income market untapped by formap

insurance
>R10bn
per year
8mp-—--""--T--mmmmmmooe-
100,000
burial
societies
am| T _
| | 50% contribute
< more than R50 pm
Individual life BUfiatl
licyhold society o
Poleynotters members _:?"f"

% L ower income market willing and able to pay
for risk mitigation
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100%
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| Medical cover B Funeral (formal or informal)
Source: www.financialdiaries.com

i Financial Diaries. who has what? L essons for
distribution?
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Could accessin 3-5 years: tweak pricing

Could access future:
 Impact of reduction in
cost of cover (25%
reduction) gives 5%

increase in access

27.1% of
population

%

20%

1998 2004 Now 3-5y

Source: AMPS, FinScope, Genesis

Developing the frontier

Supra-market-zone.
Choices:
1. Direct provide
2. Regulate (eg Charter) / cross-subsidize

%
3. Direct subsidy

But what are the consequences?

20%

1998 2004 Now 3-5y

Source: AMPS, FinScope

Developing the frontier




Choices around extending access
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1.Price discriminating enables market-determined

cross-subsidization to take place in sustainable fashion.

Determined by (@) regulatory factors such as price
caps, and (b) characteristics of the product e.g. VW &
Skoda

2.Lumpiness of the product i.e. how much must be
laid out upfront to purchase the product relative to
income. E.g. cell phone hand set subsidies

3.Scale of production and distribution to allow for
economies of scale - choices in providers.

Market characteristics affecting access

3 POSSIBLE ALTERNATIVE
SCENARIOS

21
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2 Key choices
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1. Which model for expanding access?:
Who pays?

Key uncertainties

Key choice: Who pays?
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Key choice: who pays?

Government’s approach

[}
I
Coerce Fhar eholde |
members i
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Mode of delivery

¢O0SOMME wXeXOm BOIZCOIE

Choice#1: Model for expandifg atcess™
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K ey choice#?

Will there be an open or closed architecture
in financial services?

12
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Financia architecture

8 The blue-print which wires together the players

8 It evolves from aseries of choices made by
government and private sector

§ It can be open in name but de facto closed

¢O0SOMME wXeXOm BOIZCOIE

Choice#2: open or closed ar ¢Hitettura™
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Open architecture

§ Removes massive barriersto entry (eg doeslack of
reinsurance prevents new entrants?)

§ Facilitatesrivalry, innovation and market expansion
May beless stable
8§ Requiresadifferent rolefor state:

— Leadership, coordination, facilitation, supervision

wn

Whether the ar chitecture of the sector isopen or closed depends on
both public sector and private sector decisions

¢O0SOMME wXeXOm B CIE

Choice#2: open or closed ar ¢Hitettura™

13



Scenario 1. The big squeeze =

8A tale of market dynamics with de facto
closed architecture and investors paying

40
35 Components:
30 - *PMB
8 o - Strict
g demarcation
£ 207
3 15 -
X
10
5 ~
0 T T T T T T T

2005 2006 2007 2008 2009 2010 2011 2012

3 possible alter native scenariosto drive access

But isthisthe optimal choice? Introducing St
Peters Child Care

14
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Scenario 2: Solo act

8A tale of the do-it-yourself approach with
de facto closed architecture and taxpayers pay

40
35 1
30
§ 25
< 20
% 15 - Components:
£
(=)
10 *Extensive
5 Govnt medical
scheme
0 T T T T T T T

2005 2006 2007 2008 2009 2010 2011 2012

3 possible alter native scenariosto drive access
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Scenario 3: Winds of change *

8A tale of the breezes and gales which blow when the
architecture is open and the costs shared

40
35 |
30 |
g — Components:
Q
%Cé 20 *Minima PMB
2 15 ] *REF (as
X _ envisaged)
10
4 *Open
5 demarcation
0 T T T T T T T
*Mzansi/ MTN
2005 2006 2007 2008 2009 2010 2011 2012 |Bank

3 possible alter native scenariosto drive access
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§, Scenarios compar ed:
A summary

In 1996, Telkom was given afixed line monopoly in exchange for

—expandingaceesstotelephory —

Net Fixed
line
L rollout— |

—

i A cautionary tale about expanding access




36

=

LMTN vodacom

0

9 hello the future
8

7

6

5

4

3

2

1 —
0

1997 1998 1999 2000 2001 2002

...and along came..
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FinMark Trust:
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*Demand side information — FinScope
/ Financial Diaries

§

\Alavla-naaanth-roecu
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Impact on acc

1997 1998 1999 2000 2001 2002

We partner with innovatorsto open sustainable

mar ket access
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Fu NMARK TRUST

www.finmarktrust.org.za
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