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Executive Summary

The aim of this work is to discuss the probableesgy between microcredit and micro-
insurance. The analysis started from the presdtitien of microcredit and the characteristics
of its offer in the Brazilian market, chiefly by slzribing the main players and the business mod-
els in use. The main database about the inforn@iauy was explored in order to analyze the
main characteristics of the potential market ofnegcedit and microinsurance. The innovations
of the microfinances in Brazil, considering theeofdéf microcredit as well as other financial ser-
vices, can be useful to the synergy between miethicand microinsurance.

The idea that there is no microcredit in Brazil isfalse Though there are few banks op-
erating in the productive microcredit, and the ylesed potential market is large, the rates of
growth, not only in volume but also in active clignare quite high in comparison with other
credit segments, even in the pre-crisis period whest traditional credit segments were grow-
ing at high rates.

Microcredit in Brazil and around the world is characterized by the creation of inno-
vative ways of conceding creditAmong these innovations, one should detach thehamesm
of group loans and the role of the credit agent fitst diminishes the risk represented by the
lack of guarantee because the poor have nothidfdo for this purpose, as real estate to guar-
antee for the loans. The group represents a kirfgbiot guarantee” based on the several forms
of link (social capital) between the borrowers. Thedit agent is responsible for the relationship
between the institution and the borrowers, with mtbere is constant contact and monitoring.

The credit agent has the potential to act in the diribution of other financial prod-
ucts. The existence of the credit agent has a great paltdar distributing other services and
financial products that affect the well being oé thoorer. In the microcredit, the credit agent
goes to the client and not the other way roundrdeeevidence that the poor will not seek mi-
croinsurance. Lack of information, mistrust andamiliarity with the product are the main ob-
stacles. The credit agent has an enormous potémiislercome such obstacles. To take the most
from this potential is a question of developing@uehe business models.

Innovations like flexibility of payment produce syrergy between microcredit and mi-
cro-insurance.One of the great innovations of microcredit is &velop a model of business in
which the conditions of payment are adequate toctiemts’ cash flow, be it daily, weekly or
fortnightly. Concerning the microinsurance as weilgrket research indicates the preference for
flexible payments adjusted to income. Consequetitly distribution of microinsurance together
with microcredit would permit the creation of impamt synergies as to the cash flow.

Innovations focused on women promote synergy betweemicrocredit and micro-
insurance. Experiences with microcredit in Brazil and arouhd world testify the importance
of focusing on women. Such strategy tends to augnmenbenefits for the family. Market re-
search indicates that women understand betterrtteanthe benefits of microinsurance, opening
space for models of business in microinsurancesioguon women that use microcredit.

Bank correspondents are channels of potential distoution for microinsurance and
microcredit. About 90% of all existing bank correspondents adbthe world are in Brazil.
Their distribution net is much larger than the nembf bank branches. Market surveys about
microinsurance strongly stress the role of corraedpats in the life of the poorer, though pres-
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ently the main objective of correspondents is paynservices. There are microfinance institu-
tions (MFIs) that use the correspondents’ modeé @lannels of distribution and the technology
are already available. Their use to bring out thetjoffer of microcredit and microinsurance is
chiefly a question of developing adequate businasdels.

For the MFIs, microinsurance adds value In the first place, because insurance linked to
credit can contribute to a lower risk of defaultlam effective loss for the MFI. Furthermore, the
MFIs should try to offer services that cover theolehof their clients’ needs. As they are gener-
ally excluded from the traditional financial systethe clients are severely affected by unex-
pected events. Thus, microinsurance contribut@sctease the well-being of the clients by com-
plementing the credit.

A correct mapping of microcredit should include thevarious segments concerning the
offer of credit to low-income people.The productive microcredit for financing micro ent
prises is the core of the microcredit activity. Meteless, one must consider that a credit to fight
poverty should consider the whole need of the goch as consumption and housing. In Brazil,
the government has indirect action through legmtathat demands banks to direct resources to
microcredit (mandatory). Concerning direct actiti:e most noteworthy program is the Cre-
diAmigo of productive microcredit, run by the BaakNortheast (Banco do Nordeste). Among
the traditional commercial banks, the only one tred a program of productive microcredit in a
larger scale is Real Santander Bank. Cooperativpsoducers are important vehicles for micro
finances, but their action in microcredit is stitit well mapped out.



INTRODUCTION

Sustainability is very commented nowadays. Bagicdie term sustainability concerns
the involvement of a firm in acting in a viable eomic way while trying, at the same time, to
generate social benefits also keeping the envirotaeheesources. Microfinances fit exactly in
such context, i.e., the search for inclusive bussirie the offer of services and financial products,
thus contributing to combat poverty through madattions.

Microcredit represents the best known face of nficemces and its development is
linked, above all, to the use of innovative mechars which put out a great number of flaws that
have kept the poor away from the market. Microiasge has a high potential impact on the
well-being of the poor and, as such, must be ireduith the traditional lines of business. Above
all, there are important synergies with microcredét need to be made profitable, encouraged
and operational.

In order to give basis and discuss such potentrargies in the specific case of the Bra-
zilian market, this document is divided into thpaets. The first presents the offer of microcredit
in Brazil, giving special attention to the questmihhow term microcredit is conceived, as well
as to the existing segments and their respectayeps.

The second part presents an exploratory analysiBeo$o-called Urban Informal Econ-
omy (ECINF), a public database under the respditgibf the Brazilian Institute of Geography
and Statistics (IBGE). The clients of microfinanestitutions (MFIs) are generally informal and
it is indispensable that their characteristics tidisd in order to carry out any concrete intention
of business in microfinances.

The third part deals directly with the synergy betw microcredit and microfinances,
taking into consideration not only the existing ibess models, but also the potential of changes
through the introduction of new technologies antkiof institutions.



PART 1 — THE OFFER OF MICROCREDIT IN BRAZIL
1. Microcredit: How to define it?

1.1 The innovations

The term microcredit, as popularly used, appeangtie “70’s starting with the adoption
of an important set of innovations that aimed akin possible the offer of credit for the poor.
Its appearance is not linked to any theoreticalaademic concept but rather to a “concrete revo-
lution” in the way to offer small-amount credit pmor people who generally live outside the
formal economy. The traditional business modelsueberl the needy because they didn’t present
new solutions to overcome three great obstaclesigh) risk; 2) high transaction costs; 3) ab-
sence of guarantees.

So the lines along which microcredit is presendfirted are given exactly by the innova-
tion which aims at overcoming the obstacles meetioabove. Such innovations are:

a) Group loans
Group loans can be defined as arrangements manhelividuals who do not dispose of
the guarantees normally required by the bank sysiémse people spontaneously form a group
with the object of obtaining loans. Each membethef group receives a certain amount and si-
multaneously guarantees the loans of the othersada of default from one of the members, the
others have to pay the correspondent installmenterupenalty of having their credit cut off.

There are many models of group loans. For exampl¢he Grameen Bank model, the
groups have about five members and the funds dallyn released to two members. When
some part of the loan has already been paid back,td six weeks after the first release, two
other members get their part. The process goestirthe last member gets his loan. The varia-
tions of the group loan model depend on the sizéh@fgroup, the moment when amounts are
released and the frequency of payments.

The great advantage of group loans is to deal thighproblems of asymmetry of informa-
tion and the high costs of business. In a markedrevithere are good and bad payers, the latter
tend to benefit whenever the bank cannot tell véhaho. In economic terms, high-risk borrow-
ers (bad payers) end by getting a subsidy fromidterisk ones. Inefficiency emerges when
such subsidy is so high that reliable payers l¢hganarket. Group loans may reduce the interest
rates and keep these payers in the market.

To understand such behavior it is necessary to keepnd that the formation of groups is
spontaneous, and if the credit contract establiieso-called joint responsibility, i. e., every-
body is responsible for everybody else’s defawdteptial debtors are encouraged to use all in-
formation available in order to form a group wikie tbest possible peers. Assuming that the bor-
rowers have better information about each othen the bank has, the effect on the expected
default will be beneficial. Furthermore, it shoudd noted that the bank keeps on ignoring the
credit reliability of the borrowers. The borrowdhemselves are better informed and will take
care of the screening and subsequent monitorintgeofroup. It is important to remind that, as
the groups are formed spontaneously, a certaid dveelationship amongst the borrowers is
expected. Consequently, the above mentioned (3amsts associated with the selection and
monitoring become cheaper, for it will be less yokir a borrower to monitor his peers than it
would be for the bank to do it.

b) The credit agent
Another crucial innovation is the credit agentis official is responsible for gathering
data about the borrowers (chiefly new entrepreneurgroups), for accompanying and helping
clients, for preparing and analyzing technical repand for recovering credits from borrowers



in default. The credit agent has the prime resplitgifor introducing microcredit in a commu-
nity. No wonder many institutions consider the @genthe key to all small-loan activity.

Looking at the traditional banking market, one sae that it is usual for the banks to have
employees to attend a specific group of clientse @treater the economic importance of the cli-
ent, the greater degree of exclusiveness in atteeddn the world of micro-entrepreneurs, this
market logic would not make sense, as it would japtesent automatic models of decision and
transaction. The credit agent breaks this paradagoh leads to an activity that constitutes an
“upside down private banking”. Even dealing withathsums, the borrower enjoys a near and
special relationship, similar to that of the higkoame clients.

A highly productive credit agent may handle, in #verage, 300 clients, something that al-
lows the credit institution to get a certain econavh scale. Furthermore, with the greater prox-
imity between the agent and his clients, one ofetsences of the traditional credit operations is
recovered: the structuring of a long-term relatiopdetween creditor and debtor, with a poten-
tial impact over the levels of default.

Besides, the credit agent tends to spend a loisdirhe close to the borrowers. The agent
often lives near the neighborhood of his clientelegven in their community, reinforcing the
link between them and allowing a better accompantroétheir portfolio. This way, it becomes
possible, for example, to handle problematic ceediith specificity, investigating why a certain
payment was not accomplished. A case of illnesthénfamily, of theft or delay in delivering
products to be sold may afford a negotiation tivautaneously attend the debtor, giving him a
chance to redress his cash flow, and reduce tbetefé loss on the loan.

It should be added that, despite the economy dé sidatained by the credit agent through
growing productivity, the operational costs tendohigh. That is why, taking into considera-
tion usual market rules, the interest rates chavgmald hardly ever be similar to those applied to
great organizations, though for this analysis ifuisdamental to consider not only the costs but
also the risks involved.

c) Progressive loans

The concession of progress in granted loans repiesefundamental dynamic incentive for the
administration of risk in microcredit operationg/pically the loans start with small values and,
if repayments flow regularly, the ceiling on thduaborrowed is increased. The repetition of the
operations permits the accumulation of informatdout the client. In the model of progressive
loans, the menace of cutting down future loansrhage weight, because the entrepreneurs may
understand that if they fail to fulfill their oblgions, they won’t get the higher amounts that
would follow those granted at the beginning.

Considering this flow of thought, it is understablgawhy microcredit, despite high opera-
tional costs, should keep interest rates lower tktawse traditionally applied to micro-
entrepreneurs, as those offered by usurers. Théesrttze interest rate, the bigger the present
value of the benefit the entrepreneur loses ifdiks to pay. To summarize, the rates must be
sufficient to cover the capital cost of all invastabut they become counterproductive if they are
too high. Another important factor is the mobildy the borrowers. The more an entrepreneur
changes from one place to another, from one cigntather, the less will be the efficacy of these
dynamic incentives.

d) Frequency of payments

The design of an adequate frequency of paymentanather innovation among the practices of
microcredit. From the point of view of the borroweit is important that the payment of the

loans be synchronized with the cash flow of thariited enterprises, according to the famous
“golden rule” of matching installments proposedthg financial administration. Payments are

collected weekly by most of microcredit institutsorwhich seems logical due to the cash cycle
typical of the attended entrepreneurs.



For the creditor, regular weekly payments allow payers to be quickly detected, so that
action may be taken by the agent, and, in the chgeoup loans, by the partners. Another ad-
vantage is having at hand a cash flow that maydwsel dor different objectives, not only for
monitoring the payments. Many institutions demamat &all members of a group be present at
the moment of payment, or else, that one membad¢€lg be responsible for the whole payment,
I. e., in one and only booklet. This way, the lead#l, in due time, collect the money from the
other participants, creating an immediate pressargotential delays.

Though weekly (or fortnightly) payments preservetfte borrowers the system of match-
ing installments, cultural factors tend to weiglaviey against such practice. To educate the mar-
ket seems to be a constant defiance for the crediétany entrepreneurs end by being charged
with much higher interest rates for having chosepay monthly.

e) Focusing on women

Another important innovation of microcredit is tfeeus on women. It is better to offer micro-
credit to women than to men. The main reasonssilggport this assertive are to oppose the fre-
quent sex bias shown at the financial market anackmowledge the role played by women in
the family and the society, which contributes atéothe reduction of poverty.

The difficulty for women in obtaining material afidancial resources is obvious, although
less now than decades ago. This fact is due terdift cultural aspects and to the way social
relationships are constructed. The main inequalityes from the condition of access to the la-
bor market, but the gender difference in the acte$imancial services is also important. In the
70’s, women represented less than 1% of all loarBaingladesh. In Brazil, IBGE estimated in
33% the number of informal urban businesses leddayen. Out of 10 million concerns in this
segment, only 5% had obtained access to creds.ifthportant to have in mind that, in 2007,
19% of the families were led by women without sgouuch percentage goes up to 33% if one
includes families in which the woman is the refessraccording to a survey also done by IBGE.

The second argument refers to the concept of waangmowerment, which is the increase
on autonomy, authority and legitimacy of womenha face of family and society. It is believed
that women are more cautious than men in the adiration of resources. Consequently, higher
income resulting from the efforts of women leachigher welfare benefits like better nourish-
ment, health and education for children, as wellea®vation and enlargement of homes. So
credit granted to women tends to bring greater fitsnte members of the household. There are
researches that demonstrate statistically sigmificifferences of these effects among men and
women.

If we consider a chain of impact, women empowernieimgs up broader social changes.
This may be related to the greater use of conttaeemethods that can cause variations in the
rate of fertility. There is concrete evidence o tiroader participation of women in community
associations and in political activities in genefidus the focus on women represents a redefini-
tion of their social role. According to Amartya Séobel Prize of Economy, women are now
seen as endowed with a condition of free agent) waipacity to act on their own and promote
dynamic social transformations.

1.2 Microcredit in practice
To sum it up, microfinance is related to the offéfinancial services to low-income population,
generally excluded from the traditional financetsys in different ways. Amongst such ser-
vices, the most outstanding (not necessarily thetrmoportant) is microcredit. Other services
are microinsurance, savings accounts, means of grayaic. Therefore, microcredit is nothing
more than credit within the definition of microfimee.

Though there is a relative agreement about sudhitien, in a practical viewpoint there is
no manual of classification, as microcredit or riot,the financial products, either formal or not.
A certain kid of loan may be classified as micradrer not by two different institutions.



The question above makes it difficult to systeneatiformation on the subject and evalu-
ate the size of the market. Even institutions spizeid on benchmarking in this field recognize
the existence of different definitions and also ithlications of such great diversity, as is the
case of Microfinance Information Exchange (the MiX)ho defines microcredit as any credit
inferior to 250% of the per capita GDP adjustedhsyparity of the purchase power (PPP). From
a practical viewpoint, this definition classifies microcredit all loans inferior to R$ 10,000, ap-
proximately.

For others, microcredit may have the following defons:

(A) Microcredit aspopular credit: refers to the loan of small amounts to the low-
income population. The object for which the loangranted (consumer items,
payment of debts, productive investment) has noontapce is this definition.
The methodology of concession is not different friitea one used by the tradi-
tional financing system. The main providers of thisduct are the public banks
(Caixa Econbmica Federal — CEF, Banco Popular, @aecBrasil) and the fi-
nance companies;

(B) Microcredit asproductive microcredit: it refers to credit services chiefly to fi-
nance assets (fixed investment or working capifal) activities of self-
employment, formal or informal;

(®) Microcredit asoriented productive microcredit: it refers to the concept of pro-
ductive microcredit, aiming at the low-income paidn. The methodology for
granting the credit depends on the action of cragnts.

Figure 1, below, helps to understand this:

Figure 1: Financial services oriented to the loweime population

MICROF INANCES: all fi-
B A nance services rendered to
low-income population
(credit, savings, insurance etf)

Discussing which of these definitions is the maguate is not the purpose of this document,
mainly because there are clearly political and lioigioal positions involved. More than deciding
which definition is the best, what really mattesshe design of differentiated credit products fit

! MIX is the most important supplier of busines®mmfiation dedicates to strengthen the microfinantieity. The
main focus of the organization is to provide ohjectiata and analyses on the microfinance providémough
this, MIX promotes financial transparency in thiglistry and helps to build an information infrastrue in the
developing countriesafww.themix.org.

2 Officials trained to prepare socioeconomic reportself-employment activities, give educationatotation on
business planning, identify the need for credit amhagement, and keep a close relationship witklibets.



for the integration of the poor to the market. Theus of this report shall be the mapping of in-
stitutions thatoffer services of productive microcredit to activites of self-employment, for-
mal or informal, for the low-income public.

1.3 Governmental initiatives and types of institutdbns linked to microcredit

1.3.1 National Program for Oriented Productive Microcredit (PNMPO)

Due to the potential importance of microcredit as@ to combat poverty, several areas of the
government have been strongly active on the sulffectyood and for bad), directly and indi-
rectly. In order to characterize the offer of mmnexit, Federal Law 10,735, of September 11,
2003, is worth mentioning. According to this lawp 2f cash deposits in commercial banks,
multiple banks with a commercial portfolio and tRederal Savings Bank (CEF — Caixa
Econbmica Federal) must be destined to microcréditidentify institutions authorized to oper-
ate with microcredit, it is indispensable to examthe National Program for Oriented Produc-
tive Microcredit (PNMPO), set up by Federal Law111, of April 25, 2005 under the Ministry
of Labor and Employment (MTE) to direct funds te thicrocredit sector. The main characteris-
tics of the PNMPO are:

* Objects: (a) promote the generation of jobs and incomergsibpopular micro entre-
preneurs; (b) offer resources for the oriented petide microcredit; and (c) offer tech-
nical support to the institutions operating withiédted Productive Microcredit.

» Source of funds (a) Workers’ Support Fund (FAT); (b) pegged dawaources: part of
the cash deposits of commercial banks, multiplekbavith a commercial portfolio and
the CEF, according to Law 10,735;

» Definition of popular micro entrepreneur: a natural or legal person engaged in pro-
ductive activities with an annual gross incomeaR$ 120,000.00;

» Qualification of oriented productive microcredit institutions: (a) independent credit
cooperatives; (b) fomentation agencies (Provisoryadlire 2,192-70, of August 24,
2001); (c) micro entrepreneurs’ credit societi€SMCs (Federal Law 10,194, of Febru-
ary 14, 2001); (d) Civil Society Organizations aflfic Interest — OSCIPs (Federal Law
9,790, of March 23, 1999). To be able to operatid WNMPO resources, such institu-
tions must register with the MTE;

* Qualification of organizations that forward funds to the oriented productive micro-
credit institutions: development banks, fomentation agencies, codperbainks, credit
cooperative federations.

1.3.2 Summary of operating institutions
Starting from the characterization of the prograwtiNPO, it is possible to classify the operating
institutions as follows:

Banks: initiatives promoted by public and private banks.relation to public banks, the Cre-
diAmigo initiative of BNB deserves special mentidinis the most important microcredit initia-
tive in the country. As for the private banks, Hreval of the big banks in the activity is to be
noticed, with emphasis in the Real Microcréditojratiative of Real Santander Bank. It is worth
noting that CrediAmigo is operated in partnershighan OSCIP.

NGOs and OSCIPs: In 1999, Federal Law 9,790/99e@dhe Law of the Third Sector, i. e.,
neither public nor profit-oriented) improved theyuéatory structure of the relationship between
NGOs and the government. From then on, in ordebtain public funds, NGOs must qualify as
OSCIPs before the Ministry of Justice and execulean of Partnership. In the same year of
1999, a Provisory Measure (MP 1,914, of July 289 %xcluded OSCIPs and SCMs from the
Usury Law, allowing them to operate credits with iaterest rate above 12% per year. This
measure opened the possibility for OSCIPs to hamgesncome (and for SCMs to obtain prof-
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its). In this category, among other entities, itmarth citing the network of Centros de Apoio a
Pequenos Empreendimentos — CEAPE (Centers for Bgc&mall Businesses), the Women’s
Bank, the VivaCred Program, the Community Credititations, the Sdo Paulo Confia program,
and the Popular Bank of Santo André.

SCM: the Micro-entrepreneur Credit Society (SCM) isp&cial kind of entity under the control
of the Central Bank of Brazil (BACEN). It was credtas a profit-making institution, with the
exclusive purpose of operating in microcredit.

Public Funds these are microcredit initiatives from states emdicipalities. At the sites of the
27 federated units, 14 indicated the existencerofcaocredit program. In this category, the pro-
gram Banco do Povo Paulista (Sdo Paulo State Bartké People) stands out, with 10 years of
operation in 2008.

Independent Credit Cooperatives Soares and Melo Sobrinho (2008), while mappiregeto-
lution of credit cooperative regulations issuedtlhy Central Bank, selected two moments that
were milestones in the effective engagement ofettegganizations into the productive micro-
credit activity. The first moment was marked by tesuing of Resolution 3,058, of December
10, 2002. This document allowed the creation ofpevatives of small entrepreneurs and micro-
businesses. Formerly this type of organization wray authorized for rural activities. Besides,
the focus on micro and small entrepreneurs becapneaty.

The second moment resulted from Resolution 3,108upe 25, 2003, which introduced
the possibility of creating free-admission coopgest. The authors say that the approval of this
document became a great benefit for the cooperatngefinancial sectors, for it enlarged the
scale of the service and, consequently, broughitadroaller spreads and fees.

In practical terms, free admission brought micrdirservices nearer the potential demand.
To give an example, a self-employed merchant, dilgp-corn seller, does not need to find an-
other 19 people in the same trade to form a coediperative. Joining a free-admission coopera-
tive he may get individually the credit he may need

1.4 Assessment of microcredit supply in Brazil

1.4.1 Previous studies

The last published survey of microcredit supplyBirazil is reported by Soares and Melo So-
brinho (2008), and contains information additiotwathe reports on the activities of the PMNPO.
Its numbers are shown in Table 1.

Table 1 — Microcredit offer, December 2006 and Datwer 2007 (average loan value in R$)

Dec/2006 Dec/2007
Type Entities | Clients| Entities Clients| Average | Total loans
Loan value | (R$ x 10)

SCMs 56 21,286 53 20,145 2,531.92 51.01
NGOs, OSCIPs and 136 89,997 143 94,856 724.47 68.72
Public Funds

CrediAmigo 1 235,729 1 299,975 782.07 234.60
Micro-entrepreneurs’ 23 33,672 27 64,637 3,921.06 253.45
cooperatives

Private banks 4 42,08! 4 65,587 1,680.00 078.8
Foreordained funds -- 267,51 -- 518,182 970.74 503.02

Total 220 690,278 228 1,063,383 1,768.38 1,189.49

Source: Soares e Melo Sobrinho 2008
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Foreordained funds come from the “2% of call defso®ceived by various financial enti-
ties, except credit cooperatives, under Law 102353 (...)” (Soares; Melo Sobrinho, 2008:
30). In order to estimate the supply of orienteddpictive microcredit, this value should not be
considered (it either represents the microcregipbuor the productive microcredit supply).

Comparing data of 2007 with those for 2005, asemesxl by Monzoni Neto (2006), one
may see a remarkable growth in oriented produativerocredit. Data for 2005 are shown in
Table 2.

Table 2: Microcredit supply in 2005 (value of aetportfolio in R$)

MFI name MFI type Ractive clients Value active portfolio
Banco do Nordeste Public bank 195,378 136,200,000.C
CEAPE — MA OSCIP 14,018 7,600,000.00
CEAPE - PE OSCIP 4,610 5,400,000.00
CEAPE — RN OSCIP 3,265 2,200,000.00
CEAPE - SE OSCIP 2,679 2,000,000.00
S. PAULO CONFIA OSCIP 3,458 2,630,000.00
CEAPE - RS NGO 2,111 2,300,000.00
BANCO DA MULHER OSCIP 1,400 1,800,000.00
VIVACRED NGO 4,800 4,700,000.00
Others NGOs & OSCIPs 50,107 32,570,000.00
MICROINVEST- UNIBANCO SCM 5,100 12,000,000.00
Others SCM 29,052 72,340,000.00
REAL MICROCREDITO Private bank 8,236 11,190,000.00

TOTAL 324,214 292,930,000.00

Source: Monzoni Neto (2006)

Looking at the number of active clients in TabletZan be seen that it almost trebled be-
tween 2005 and 2007. This growth is even more toib @907 is compared with 2001. Nichter
et al (2002) estimated the number of active client®@1 at 159 thousand. Comparing this
number with the one obtained by Soares and MelaiSud (2008), in Table 1, one can see that
the number of active clients has grown almost sielémetween 2001 and 2007.

1.4.2 Central Bank Statistics

Since January 2004, the Central Bank (BACEN) segphformation about resources directed to
microcredit (consumption and productivity). Thisten will show the evolution of the numbers
in productive microcredit.

According to BACEN, the balance of funds directedptoductive microcredit has been
growing remarkably, as shown in Figure 1.
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Figure 1. Evolution of the balance of funds directed todarctive microcredit, from January
2004 to January 2009

Source: Central Bank of Brazil (BACEN)

If a comparison is made between productive micditrand total credit operations, and also
between the former and the total loans made toralgbersons, one can see that in several mo-
ments productive microcredit has grown at a hightr than other forms of credit offered in the
market, as shown in Table 3.

Table 3 Comparison between productive microcredit, loenmgatural persons and total loans,
from 2004 to 2009

Productive Credit to Total credit
Period | microcredit % @ nat. persons 0@ R$ x 16 % ®
R$ x 1,000 R$ x 16
Dec 2004 197,383.60 - 136,455.81 37.84 498,72151 9.241
Dec 2005 197,383.60 47.59 188,783.82 38.35 6073023. 21.72
Dec 2006 301,050.13 52.52 235,815.59 24.91 735589, 20.69
Dec 2007 355,043.39 17.94 314,352.[79 33.31 931372 27.76
Dec 2008 509,529.31 43.51 389,540.87 23.92 1,227109 31.13
Feb 2009 512,729.77 0.68 399,092.06 2.49 1,229,016.00 0.14@

Source: Central Bank of Brazil (BACEN)
(1) growth rate in relation to the same period, presigear
(2) growth rate in relation to December 2008

1.4.3 Considerations about the Evolution of Producte Microcredit in Brazil

Once the amounts and the growth speed of productigecredit are known, it is important to
name some players that perform an important rotaermarket. Their names are in the papers of
Soares and Melo Sobrinho (2008) and Monzoni Ned0§2.

According to the numbers shown, one can see thedi@migo (Banco do Nordeste/ Insti-
tuto Nordeste e Cidadania) and Real MicrocreditBNBAmro) together have more than 50% of
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the market. Adding their active portfolfband comparing the total with the active portfatio
PNMPC, one can see that, in 2008, they made 63.7% ohtr&et.

The extensive participation of those two institnfan the sector also shows that the activi-
ties of productive microcredit take place predomthain the northeastern region, where both of
them predominantly operate.

Although some conclusions may be taken from the gaésented, it is not possible to
reach a firm assessment of the sector. There ispdated information on the SCMs and few
systematized and consolidated data about the caibgEs concerning productive microcredit. It
is worth considering that only the ANCOSOL systevhich, by its nature (familial agriculture),
fits the concept of productive microcredit, haswaalated from June 2007 to June 2008 a total
of R$ 261,207,000.00 in microcredit operations, pogsing 198 independent credit coopera-
tives.

Summarizing, the productive microcredit (and thaditoned productive microcredit) has
a large potential market and is already expandiragcmnsiderable speed. Should it keep the pre-
sent speed for some 10-15 years, the market wilbtadly served.

% CrediAmigo, December/2008 = R$ 362,200,000.00 (Sawww.bnb.gov.br) ; Real Microcrédito, Decem-
ber/2008 = R$ 88,811,000.00 (Source: contact wighRrogram operators). Sum: R$ 451,011,000.00.
* Total active portfolio PNMPO, December/2008 = RB162,212.65 (Source: PNMPO, 2008)
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PART 2 — INFORMAL ECONOMY AND MICROFINANCES:
EVIDENCES FROM THE DATABASE OF ECINF

2.1 Definition of the potential market

The object of this part of the paper is to explibre social-economic characteristics of informal
workers who constitute the main target public o€mwiinances in Brazil. We shall use informa-
tion from the Informal Urban Economy (ECINF), a poldatabase under the responsibility of
IBGE (Brazilian Institute of Geography and Statis}i The option for ECINF is due to the fact
that it gives socioeconomic information on autonasmavorkers and employers with up to five
employees who operate informally at the economyINEQs a rich source of data on a relevant
part of the target public of the MFIs as one cam isethe table below. Paradoxically this data-
base is not very explored in studies related tostheeral themes of microfinance, above all mi-
crocredit and microinsurance.

Table 4: Percentage of informal clients per region where $/fierate

Region Total
North 99%
Northeast 84%
Southeast 90%
South 74%
Central-West 76%
Total 83%

Source: Prémio Itat Apoio ao Empreendedor (ItatkBamard to Stimulate Entrepreneurs)

As a starting point for this analysis, the amourR#® 1,000 was defined as the ceiling income of
the autonomous workers to be investigated in thesien. The choice of this amount was based
on three reasons. The first is that this numbeery near the median of the 39 institutions ana-
lyzed by Banco Itad in its study (2005) titled “Qredstico das Instituicdes de Microcrédito no
Brasil” (A Diagnosis of the Microcredit Institutisnn Brazil). The second is that this parameter
corresponds to the methodology adopted byMi@obanking Bulletin Finally, the third reason

is that this procedure follows the one adopted U EP in its Partial Report for 2008 (GT Mi-
crosseguros), though in this report it is recoghiteat other variables — like education (years of
schooling) — should be considered in the identiftcaof groups eligible to use Microinsurance,
beside the fact that, in the report, the incomeiraytlimit was clearly higher than the one
adopted here.

Table 5: Proxy of relative poverty (average loan value/GRP gapita)

Region GDP per capita* 1,000/GDP per capita
Central-West 9,823 10%

North 4,642 22%

Northeast 3,498 29%

South 9,185 11%

Southeast 9,977 10%

* values referred to 2003
Source: Ipeadata

Table 5 contains two fundamental indications. Tin& felates to the differences between
the regional per capita GDPs. It is easy to seg ththe definition of poverty is based exclu-
sively in income, the north and northeast are mumbrer than the other regions. This compari-
son must be taken cautiously, since although tbennes are expressed in real terms, no allow-
ance was made for the difference in cost of livingach region.
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To avoid this problemMicrobanking Bulletindefends that the comparison between loan
values granted by MFIs that operate in differemfioes should be made using the per capita
GDP as a reference, that is to say, the valueeofdins should be expressed in terms of the cor-
respondent regional per capita GDP. That is exadtigt is shown in the last column of Table 5.
The amount of R$ 1,000 is very near the averageeval loans granted by CrediAmigo and the
median of the 39 institutions analyzed by Banca ltaits study (2005) titled “Diagndstico das
Instituicbes de Microcrédito no Brasil” (A Diagnesf the Microcredit Institutions in Brazil).

Dividing the values by the regional per capita Gie,come to a number which is com-
monly used as a proxy to evaluate the focus oMhés. According to the Microbanking Bulle-
tin, this number should not be higher than 25%hefper capita GDP. Looking at the table, one
can see that only in the northeast this ratio isenisan 25%. Nevertheless, if the per capita GDP
is duly adjusted to the regional cost of livingg tlatio would come nearer to 25%.

Table 6 shows the number of informal workers dididieto two groups, the autonomous
and the employers with up to five employees. Ihagiceable that the number of autonomous
workers corresponds to almost six times the nurabemployers.

Table 6: Composition of workers in the informal economy

Region Autonomous Employers
North 87% 13%
Northeast 87% 13%
Southeast 84% 16%
South 80% 20%
Central-West 81% 19%

Source: ECINF, 2003

Due to the high proportion of autonomous workengs teport will focus only the sample that
represents this category. Furthermore, a limit $f1IR000 will be adopted for the familial earn-
ings. Thus, the potential market here defined mmased of informal autonomous workers with
a familial monthly income of less than R$ 1,000.

2.2: Socio-economic characteristics of the potentianarket

It is vastly known the preference of some instiins for female clients, as shown in the litera-
ture about microfinance. The reasons for this jpeetion have been previously analyzed. Basi-
cally, empirical studies and the experience of itragdents have come to the conclusion that
women are wiser in allocating resources amongstitembers of the family and less prone to
fall behind in paying the installments on loansbl€a7 shows informal autonomous workers
with incomes up to R$ 1,000 (October 2003) clasdifiy gender.

Table 7 Composition by gender of autonomous workers witinthly income up to R$ 1,000

Region Men Women
North 50% 50%
Northeast 55% 45%
Southeast 39% 61%
South 48% 52%
Central-West 48% 52%

Source: ECINF, 2003

Except in the southeast region, the proportion betwmen and women among the self-
employed is well balanced. In the southeast thegtmn of women is much higher than men.
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This datum may be useful for the MFIs that giveopty to women in the formation of solidarity
groups or loans to groups (PIZA, 2005). The neltetgpresents the level of instruction, by re-
gion, for the autonomous workers with incomes up$ol,000.

Table 8 Schooling status of autonomous workers with migritcome up to R$ 1,000, per re-
gion

North Northeast Southeast South Central-West
No schooling 156 563 204 54 29

(4%) (7%) (6%) (3%) (3%)
Read & write 131 371 149 45 34

(4%) (5%) (4%) (2%) (3%)
Incomplete 1288 2588 1157 613 280
grammar (36%) (34%) (34%) (29%) (28%)
school
Complete 438 871 365 332 162
grammar (12%) (11%) (11%) (16%) (16%)
school
Incomplete 433 781 309 190 101
High school (12%) (10%) (9%) (9%) (10%)
Complete High 846 1786 796 572 236
School (24%) (23%) (23%) (27%) (23%)
Incomplete 107 270 114 81 52
College (3%) (4%) (3%) (4%) (5%)
Complete Col- 166 453 314 235 124
lege (5%) (6%0) (9%) (11%) (12%)
Total 3,565 7,683 3,408 2,122 1,018

(100%) (100%) (100%) (100%) (100%)

Source: ECINF, 2003.

The data show that more than 50% of the autonomaukers do not have high school
education, with the highest percentages in thenn@8%) and northeast (67%). This seems to
show a negative (positive) correlation betweenpirecapita GDP (poverty) and level of instruc-
tion in each region.

One of the most important discussions in the wofldnhicrocredit deals with the depth of
outreach, i. e., to what point those institutions actually assisting the poorest of the poor. The
database of ECINF may be used to explore prelinitias topic of interest. The table below
illustrates this discussion and shows the proposty gender, of autonomous workers with an
income up to the minimum wage.

Table 9 Proportion of autonomous with an income of ugh® minimum wage in 2003

Group Estimate Poverty line
Men 2.98% 240.00
Women 2.97% 240.00
Sample 2.98% 240.00

Note: minimum wage in 2003 was at R$ 240.00
Source: ECINF, 2003.

Estimates for men and women are extremely sinbdlagach other and, consequently, to
the result of the sample. For both sub-samplegjtad#b of autonomous men and women had an
income of R$ 240.00 or less in October, 2003. Thoeee if we adopt this value as the limit for
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the line of poverty, we would have about 3% of raed women below this line. For this public
(the poorest of the poor), the microfinance studidgcate a low possibility of inclusion through
usual business models, showing the need of a ppblicy sponsored by the State. Anyway,
there is evidence that a substantial part of thoe pan be attended by inclusive business models.

2.3 The use of insurance

This section tries to explore the database in keafrinformation about the use of insurance by
informal workers, already considering the previotiteria of income (R$ 1,000) and autonomy.

The data will be used for a preliminary analysishe&f potential synergy between microcredit and
microinsurance. The argument is based on the edesooh scale that can be explored by the
microfinance institutions considering that the euteristics of those that seek microinsurance
are very similar to those of microcredit clients.

Although the financial needs of informal, low-incernworkers are relatively modest, the
risks involved in their activities may be considerelatively high. With a precarious production
technology and low specialization, the payoff & thvestments tend to be low, since there is no
investment diversification, the production scaleeasy limited and available market savings and
insurance to soften adverse shocks are limited(Ri@05). Considering these facts, families that
depend on subsistence activities become vulnetablrlverse exogenous shocks that impair
their cash flow and their consumer habits (Zell&99).

The first step in this analysis consists in chegkivhether the persons that used credit,
loans or other type of financing in 2003 had acdessome type of insurance. Though ECINF
does not contain information whether the personrbkadrted specifically to an MFI, on limiting
the income level of informal workers to R$ 1,000isi believed that the sub-sample thus ob-
tained corresponds to people that are apt to #ys#hvices offered by the MFIs. The main con-
clusion is that greater use of credit does not keegationship with greater use of insurance.

Table 10 Usage of credit and insurance by autonomous wemkéh monthly income up to
R$ 1,000 in 2003.

Insured?
Credit user? No Yes
No (80.6%) (19.4%)
Yes (79.5%) (20.5%)

Source: ECINF, 2003
The following tables show information about theeygf insurance most sought for by low-

income workers.

Table 11 Demand for life insurance among autonomous warkéth monthly income up to
R$ 1,000 in 2003.

Region No life insurance With life insurance
North 61% 39%
Northeast 65% 25%
Southeast 53% 47%

South 55% 45%
Central-West 60% 40%

Source: ECINF, 2003
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There is a potential demand for life insurancetifier poor. Besides, the different researches
already carried out reinforce the arguments of Mohd(2006) about the importance of such
type of insurance for poor families. In the evehtleath of the family head, the insurance can be
of extreme usefulness for (i) avoiding an abrugution of consumption and (ii) helping to face
funeral expenses. Besides, it is known that, contaother types of insurance, life insurance is
less prone to have problems of asymmetric inforomati moral hazard and adverse selection —
thus becoming the preferable candidate of manytiisins when they extend their products to
the poor.

Examining the operations of MFIs, life insurancewh at the top of the list of the products
offered, due to its lesser degree of complexitytf@ MFI. For example, FINCA, in Uganda,
offers life insurance to its clients of credit, opjag an additional 0.5% to the interest for the
loan operation (Morduch, 2006). This strategy shtivesscale gains to be explored by the MFIs
and the insurance companies, with evident berfefitdhe clients.

In general, the second type of insurance most mesdi in microfinance is health insur-
ance. There are innumerous reports about poor @eopb could escape the condition of ex-
treme or chronic poverty simply by ingesting veuié. A great number of people die of dehy-
dration, diarrhea and other diseases associatédweaitms (Ray, 1998). This way, health insur-
ance and life insurance would walk side by siddsT& the reason why Morduch (2006:348)
concluded that life and health insurance are comeitgary in reducing the vulnerability of poor
people.

Nevertheless, it is known that this type of inseedemands coping with the problem of
agency, which may raise the cost of the product ahthe same time, demand a certain degree
of administrative sophistication. This brings upce again, the potential synergy between mi-
crocredit and microinsurance. The agency problebsemwed in the microinsurance are exactly
the same that inhibited for a long time sustainabierocredit operations. However, the innu-
merable successful cases of MFIs, also in Brazdwsthat microcredit players have developed
innovative mechanisms to mitigate risks associatéd information asymmetry.

The following table pictures the demand for rest@dgnnsurance for the potential market
here defined. This is another product of potemgdvance (but with low penetration among the
poor), since a large part of the micro-endeavdedalace in the residence of the entrepreneur.

Table 12 Demand for residential insurance from autonommeokers with monthly income up

to R$ 1,000
Region No insurance With insurance
North 96% 4%
Northeast 95% 5%
Southeast 80% 20%
South 82% 18%
Central-West 94% 6%

Source: ECINF, 2003

The database from ECINF brings interesting inforamatabout private social security,
which is but a form of savings. The demand for #isl of insurance from the poorest informal
workers, as shown by the table below, reinforcesned to demolish the myth that “poor peo-
ple do not save”. Studies in several countries ldmmonstrated the existence of various infor-
mal savings (and insurance) mechanisms among péuwgielo not have access to the conven-
tional banking system. The most common of such rugisims is the acquisition of physical as-
sets, basically animals (Ray, 1998). The tablewetveals simultaneously the existence of this
market and its unexplored potential.
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to R$ 1,000
Region No private socia] With private so-
security cial security

North 76% 24%

Northeast 77% 23%
Southeast 78% 22%
South 82% 18%
Central-West 87% 13%

Table 13 Demand for private social security from autonosiawrkers with monthly income up

Source: ECINF, 2003

2.4 Potential market and access to financial produs

This section deals with the access to an assembkagedefined as the potential market for mi-
croinsurance and some financial services. Fromvig@point of microfinance, this discussion
has to do with the role of the financial systemcomtributing to economic development and,
more specifically, in the item of fighting poverty Brazil this discussion is incipient, for there
iS no consensus about the concept of bank accdsgouBly, such discussion transcends the
scope adopted here and, from a practical pointes,van exploratory analysis of the potential
market of microinsurance in relation to accessrtarfcial services is important.

Starting by the access to check accounts, tabhads that, in spite of the governmental
program of creating simplified accounts, a majort & the population, especially in the north
and northeast regions, still does not have accesd product. Table 15 has special interest for
microfinance studies because savings accountsrer@fothe basic mechanisms through which
the poor deal with adverse events. As a wholeatredysis is similar to that of the preceding
table, showing low penetration of savings, chieflythe north and northeast. Thus, a product
which is potentially a replacement for microinswr@is not used for that purpose.

Table 14 Number of workers with income up to R$ 1,000 thad checking accounts in 2003

Region Yes No
North 29% 71%
Northeast 32% 68%
Southeast 53% 47%
South 50% 50%
Central-West 49% 51%
Total 38% 62%

Source: ECINF, 2003

Table 15 Number of workers with income up to R$ 1,000 thad savings accounts in 2003

Region Yes No
North 21% 79%
Northeast 24% 76%
Southeast 27% 73%
South 27% 73%
Central-West 32% 68%
Total 25% 75%

Source: ECINF, 2003
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Table 16 Number of workers with income up to R$ 1,000 thad credit cards in 2003

Region Yes No
North 23% 7%
Northeast 27% 73%
Southeast 34% 66%
South 32% 68%
Central-West 36% 64%
Total 29% 71%

Source: ECINF, 2003

The penetration rate of credit cards shown aboveate some paradoxes. Firstly, as con-
firmed by various studies, credit cards have gaiteresence in Brazil, even among the poor.
Nevertheless, especially when directed to the loeoine public, the potential market is still
large. Studies on microfinance involving creditdsaare still scarce in Brazil, but they are an-
other potential channel for inclusive businesses.

The table below shows one of the most interestsppeets of the access to financial ser-
vices in the informal economy. It shows clearlytthanking correspondents are part of the day-
by-day life of the public and constitute the mahacnel for paying bills in the poorer regions,
the north and the northeast. It should be notetittieapostal bank (at the Post Offices), which
appears in the table, is also a correspondent rt$.sbhe potential of these correspondents to
offer products and financial services is very higgwill be seen afterwards.

Table 17 Main locales for paying bills used by autonomauskers with monthly income up to

R$ 1,000

Region Bank | Postal | ATM |Banking | Debit in| Telephong Internet| No fin.

branch | bank Corre- account transac-

spondents tions

North 28% 11% 2% 47% 1% 0% 1% 12%
N.East 26% 6% 2% 49% 1% 0% 1% 16%
S. East 45% 4% 3% 29% 3% 0% 3% 12%
South 40% 6% 2% 40% 2% 0% 2% 7%
Center-W| 40% 1% 3% 43% 3% 0% 3% 7%
Total 32% 6% 2% 43% 1% 0% 1% 13%

Source: ECINF, 2003

20



PART 3 — MICROCREDIT AND MICROINSURANCE: ANALYSIS O F SYNERGY

3. Innovations about microcredit and microinsurance

Innovations introduced from the 1970’s, notablyhatlie creation of the Grameen Bank in Bang-
ladesh, represented a great rupture with the toadit mindset of the financial community.
Lending low amount resources without guaranteesafgenerally informal public seems quite
contrary to what is prescribed by the credit risknagement manuals. However, the success of
uncountable microcredit institutions the world queostly due to low rates of default and effec-
tive losses, shows that there is room for inclugiusiness models, capable of integrating the
poor into the market in a sustainable way.

This set of microcredit innovations must be somelised to bring to the poor other finan-
cial products, mainly those related to microinsgerDue to the methodology of the MFIs and
to the characteristics of the enormous market wtittcome people, there is a relevant potential
of synergy between microinsurance and microcréait should be explored. It is worth remind-
ing that such synergy is not only related to thesgality of obtaining better economic results
(though this is essential to promote new businesdets), but also to offer products of greater
impact on the well-being of the poor, who need itraslwell as insurance.

3.1 Synergy through the credit agent

Credit is a financial service typically based otatienship. The so-called microcredit has been
innovative by creating a new form of relationshiypough the credit agent, as described at the
beginning of this paper. The diverse market resest®n microcredit invariably point to mis-
trust and scant knowledge about insurance. Thagiggavated by the low schooling level of the
public. The fact is that potential clients findlifficult to obtain information about the real bene
fits brought out by insurance. The general peroepis that insurance is an expensive product
and the public fear about to whom they should claimase of necessity.

So, for the commercialization of microinsurancéiessential to create proximity and in-
teraction along time so as to build a relationsbgsed on trust. At the post-sale phase, re-
searches indicate that keeping a periodical contabtthe client makes him feel protected and
safe to keep the payments going. Microcredit, a6 agemicroinsurance, may be inserted in the
concept of “Proximity Finances”, understood as éhosiginating fromdirect and permanent
contacts with the productive agents. Abramovay 42Qibints out that organizations operating
under the concept of proximity finances are abledivert social relations between individuals,
enterprises and institutions into transactionat ceductions.

In practical terms, the great innovation capableiaiing feasible a permanent contact with
the poorer is the credit agent, described abowenasof the innovations of microcredit. This is
where a fundamental element of the synergy betwesdlit and insurance lies. Insurance is still
viewed with mistrust, originating many doubts i ghotential client, caused by lack of informa-
tion and also lack of schooling. All this is relea/by the presence of the credit agent, who looks
for the client, speaks his language and gives taiem about his deals.

A research by the Boston Consulting Group revetilatia significant part of the poor has
interest in the product insurance, but at the same believes they cannot afford it. However,
looking at some types of insurance already operatiith a cost of R$ 10/month, a paradox ap-
pears, because at this price accessibility exathqugh limited to the offer of few players).
Once more there is a problem of information becaqesgple do not realize that insurance is
compatible with their financial resources and,hst same time, feel doubtful about prices that
seem too low.

® The several researches here mentioned are: NowdsitBs e Canais de Venda em Microsseguros (Neduets
and Selling Channels in Microinsurance, Data PapuNext Billion Costumers (Boston Consulting Grpand
Microsseguro: Negdcio ou Insercdo Social (Micromasge: Business or Social Insertion — Fenaprevi).
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The same research has shown that, among the pdonidual incomes are generally con-
sidered as a package within the family and, consattyy decisions are taken jointly, so it is nec-
essary to know and/or influence the members theheaither words, the profile of the family is
as important as that of the individual for certdetisions. For sure, buying insurance is among
those decisions.

In all the above cases, the credit agent may hatalaole as a reliable source of informa-
tion to the client, having a better chance to iefice and know specifics about the domicile and
not only about the individual. Therefore, if thetgatial clients of microinsurance look for assur-
ance along all the acquisition procedures: goodnseling, clarity of the product, channel,
means of payment and relationship, the presendbeotredit agent stands a good chance to
cover all these requirements.

Furthermore, researches indicate that there ispecif&c quest for insurance among the
poor. In general, the access to insurance occuosigh other services. The credit agent could
become the promoter and the connecting link betwaerocredit and microinsurance.

3.2 Synergy through frequency of payments

One of the important innovations in microcredit @mnfrom the frequency of payments. No mat-
ter what product is offered — credit or insurance is important that the rhythm of payments

matches the cash flow of the clients. Surveys atdithat around 50% of the poor are paid fort-
nightly, weekly or daily. Besides, they show thatracial element for the acquisition of insur-

ance is flexibility of payments, since income floithe poor is irregular.

Several MFlIs in Brazil already adopt flexible paymeystems, as is the case of commu-
nity banks in the CrediAmigo program (Banco do Nmte), the S&o Paulo Confia and the
CEAPE-MA. Thus, concerning preferences of the dehas well as existing business models
(in microcredit), the frequency of payments indésapotential synergy between microcredit and
microinsurance.

3.3 Synergy through focus on women

A research made by Data Popular showed that woraga b better understanding about the
benefits of insurance, manifesting greater inteireghis type of product. In fact, as described in
the first section, women are more concerned abeepikg the family well-being, above all their
children’s. Women perceive, for instance, thatasecof death of the family head, insurance can
be extremely useful for (i) avoiding an abrupt retthn in consumption and (ii) paying the fu-
neral expenses.

It is known that a considerable part of microcrexgtierations are directed to women. In the
case of Grameen, around 95% of their clientelerxam@en. In the model of the FINCA commu-
nity banks the percentage of women is similar. Ampke researc¢habout MFIs in Brazil re-
vealed that about 55% of microcredit clients arensn. The predominance is observed in 25 of
the 37 institutions that answered the query. InilA&H09, the CrediAmigo program (reminding,
the amplest productive microcredit player in Bramin by the Northeastern Bank — Banco do
Nordeste Brasileiro) reported that 65% of its opers were directed to women.

Although in Brazil there are no major microcredistitutions clearly focusing especially
on women, there is evidence that, in practice, atpmrs have privileged women. Focus on
women means, therefore, an evident potential synieetween the offer of microcredit and the
offer of microinsurance.

® Diagnosis on Microcredit Institutions in Brazilali Award 2005.
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3.4 Potential interest of MFIs in microinsurance inBrazil
The basic activity of MFIs all over the world isetbffer of loans to the low-income population.
MFIs are subjected to the same risks as theirteliehen an adverse occurrence hits upon a
debtor or his family, the effect on the capacity fimcrocredit repayment is immediate. Conse-
quently, the incorporation of insurance to the bess model of MFIs can aggregate value and
serve as an important tool for credit risk managéme

Taking as an example the simplest case, i. e liftheésk of the clients, the main options
for the MFI would be:

(1) Ask for cooperation from the other member of theugy, if the loan was made in
this modality. Market experience signalizes thatthese cases, the group tends to
resist, with negative effect on the default ratbe MFI still runs the life risk on
other member of the group;

(i) Write off the loan, an obviously costly option tredfects financial sustainability.
In this case, it is necessary to keep track of®sssociated with the event (death)
in order to segregate them from other losses, ¢églclvhich costs are specific for
that event;

(i) Charge an additional rate (self-insure) on the .Igsingranting the microcredit,
MFIs could transfer to the borrower the costs aased with life risk, raising the
interest rate. The proceeds of this supplementaayge could be posted as a re-
serve fund to be used in case an adverse eventsoddus procedure could be ex-
tended to other types of risk. However, the greablem here would be, on the
one hand, the greater complexity of needed contvaiéch can deviate the MFI
from its core business, and on the other handptive may become excessively
high for the takers.

(iv) Partnership with an insurance company. One of thesiple solutions would be
the MFI offering microinsurance as an agent foirsurance company. From the
standpoint of the MFI, the advantage would be taeiaik the risk (life) from the
portfolio. Besides, aspects related to the adnmatisin of the processes may be
facilitated by the presence of an insurance ittty familiar with the procedures
related to this type of service. The disadvantagalavbe the difficulty in finding
an adequate partnership, capable of generatingatognefits.

The advantages and disadvantages mentioned abdviheucurrent degree of sophistica-
tion of the MFIs, beside their degree of capitdima and access to financial sources indicate
that the best option should be a partnership witinaurance company. Resorting to other mem-
bers of the group or absorbing the loss are net Best strategies in Brazil. In the former case,
not all the products of the institutions are graugdit, some are individual insurance. In the lat-
ter case, a simple writing-off of the loss does se#m justifiable since there is the possibility of
sharing the risk with an insurance company. Althobglpful, the creation of a reserve fund has
the disadvantage of not eliminating the risks ofac@nce.

An actual event, symbolic of the importance of miksurance for the MFIs is what hap-
pened with CEAPE-MA. The institution is known aseanf the best OSCIPs of microcredit in
Brazil. It has about 25,000 clients and is now gdinrough a transitional phase from a non-
profit OSCIP to another model in which profits admitted. The months of April and May were
especially hard for CEAPE-MA in view of the floottsat occurred in the Northeast, especially
in the state of Maranhé&o.

In a concrete example of covariance risk, as tieeligtle geographic diversification in the
portfolio, all concentrated in Maranh&o, the eféect the flood were in great extension passed
over to the MFI. As this is a recent event, numliersan in-depth analysis are not yet available.
However, an interview with the executive directdrGEAPE-MA revealed that there was a
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surge in the rate of default. A partnership witlmgoinsurance company could have mitigated
the risk to the portfolio.

3.5 Potential distribution channels: the case of cespondents

Market surveys on microinsurance strongly stressrtihe of non-banking correspondents in the
life of the poor. The research made by Data Pogdaland out that correspondents are the choice
place of people interviewed for making their paytsehe two main reasons for that are easy
access and reliable, though informal, atmosphere.

For those who study the question of microfinanaazB has promoted a real revolution in
giving the poor access to financial services wli nodel of correspondents. Nowadays, around
90% of all correspondents in the world are in Brdmi 2000, a third of Brazilian municipalities
did not have a single point of access to banksirogulation had to travel long distances just
to pay a bill or to receive a retirement benefitlastations in the rules of the financial market,
chiefly aiming at the expansion of the (then cgllIBdlsa-Escola program allowed the Federal
Savings Bank (Caixa Econdémica Federal) to useetwark of lottery-betting shops to pay this
benefit to the poor population in a much large nandf localities.

In parallel, taking advantage of the new regulajanany Northeastern networks of shops
integrated their services electronically with thenks, transforming pharmacies, small markets
and other retail shops into banking service pointshe Northeast this was especially important,
since banking services in that region was scarbes i€ how the model of correspondents cre-
ated, levering the expansion of financial service8razil to less developed regions and low-
income populations.

In 2003 there were no localities in Brazil with@atcess to financial services. In 2009, with
around 127 thousand points, correspondents outmaahlieank branches more than six to one.
Thanks to the sophisticated network technology shgiports its infrastructure, correspondents
are already the main low-income banking channdriwil. It is through them that the popula-
tion pays the majority of their bills, receive gowveental benefits etc. It is also remarkable the
significant number of simplified banking accounisened at the correspondents, without the
account holder having to go to a bank.

Table 18 Banking correspondents. Evolution of points eéatiance per region

Region 2000 2003 2006 2007
Central-West 3,482 4,334 7,766 7,884
Northeast 7,450 10,276 18,092 18,149
North 2,837 3,399 3,134 3,332
Southeast 42,116 50,852 49,084 47,500
South 7,624 9,678 17,158 18,984
Brazil 63,509 78,539 95,234 95,849

Source: Central Bank of Brazil

Up to now, researches indicate that there isgelapace to amplify the offer of financial
services to the poor through the correspondentsodastudies show that the use of correspon-
dents as a technological infrastructure to supihartactivities of MFIs — credit selection, distri-
bution and monitoring — appears to be promisifg.include microinsuranci this roll of ser-
vices would be quite natural. It should be alsa shat although MFIs and Credit Cooperatives
are allowed to become correspondents, few of thawe hdopted this role.

Correspondents are still much concentrated in thehgast region and focus chiefly in
paying and collecting. However, the evolution agtbhannel in the country shows a gradual but
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consistent regional deconcentration and an increasiee diversity of offered services, some-
thing that may attract other financial institutiobsside a more effective exploration of all its
potentiality by traditional banks.

Thus, the potential synergy between microinsuraand microcredit can be fostered
through the development of business models whitrtirsg from the existing channel of the
correspondents, go beyond the present focus centerdypically transactional products like
payments. Furthermore, the use of correspondenpdifea®m the potential synergy with micro-
credit because it includes the possibility of parships with credit cooperatives, whose volume
of credit and clients is many times larger thart tidahe traditional MFIs.

3.6 Important points in the interaction microcredit-microfinance

Four interview5 were carried out with four institutions, operaabmnd potential, concerning
microcredit and/or microinsurance. The main obyectvas to hear the participants’ comments
on the main points related to the development obidass models for joint micro-
credit/microinsurance operations. Their principalservations are listed below. It should be
noted that they represent the opinions of the wigared, not of the authors of this paper. Fur-
thermore, the items listed contain only the passagéy authorized by the interviewed.

)] The MFIs perceive the added value of microinsurarefly for the potential reduc-
tion of losses by default. The potential for gehagarevenue is perceived as rela-
tively low;

i) Among the MFIs there is a clear understanding ttmatcredit agent may be used for
the distribution of several services, financialnmt. Microinsurance is one of such
services;

i) MFIs stress that the productive microcredit neegsoactive publicity. People do not
look for it, it is up to the credit agent to goafpotential clients. It is the same with
microinsurance. MFIs already have a relationshid anmethodology to take the
product to the client, chiefly by using the creatyent;

iv) MFIs single out life insurance and accident insueaas the two products with more
potential demand among microcredit borrowers;

V) MFIs say that insurance companies offer a choicproflucts which are, almost al-
ways, incompatible with what is needed by the poor;

Vi) Mainly among the smaller MFIs, there is a suspidimat a partnership with an insur-
ance company would be only an “excuse” to get uthowith the clients of the MFI.
Once the access is established, principally ifinlserer is connected with a bank, the
next step would be to offer other products, esplgctaedit, creating a competition
with the MFI itself;

vii)  For the larger MFIs, mainly those linked to banke greatest problem is to offer a
product fit to the reality of the clients and ad@dsto the set of procedures of any
other product offered by the bank. For examplésgae a payment voucher with non-
monthly payments, how to make the controlling syst& the insurance company
compatible with those of the MFI?

viii)  If the MFIs use their credit agents to distributsurance, when the time for collecting
arrives, there would be difficulty in sending thgeats only to “collect insurance
premiums”. This would occur with clients that wouddoose to keep the insurance
while not asking for new credits or renewing exigtones;

IX) MFIs emphasize that, in the use of correspondénis,necessary to develop more
adequate models. Sdo Paulo Confia said that iivetea proposal for its credit
agents commercialize also insurance. However, taditcagent should also be re-

" The institutions were: S&o Paulo Confia (microir&$SCIP), American Life (insurer that started aminsurance
program in 2009), Real Microcrédito ( a microcreditiative of Banco Real) and Bradesco bank.
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sponsible for filling the insurance form for theecit and taking it, with the client, to
the nearest correspondent. In the opinion of te&tution, this procedure is not effi-
cient and is time-consuming.

X) The coupling of microcredit and microinsurance nb@yan important niche for the
small and medium-sized insurance companies. Higedficosts of larger insurers
may end by invalidating the development of partnigs with institutions whose cli-
ent portfolio is small. The small and medium-sibeslirance companies would have
more flexibility to offer products adequate to tieality of the MFIs.

Xi) Insurance companies know very little about the diafl the MFIs. The main reason
for this lack of knowledge may be the absence ofi@ocredit model consensually
accepted in the Brazilian market. There is no destration effect in the exclusive
case of the MFIs. The lack of knowledge has preackttie formation of partnerships,
especially between the small and medium-sized amsi& companies and the MFIs.

Xii) Projects about microinsurance should carefully @vorcible sales (by hook or by
crook). Many traditional insurance products are@mmercialized.

xiii)  For insurance companies, partnerships with MFlsishceduce the costs of project
implementation, because it would be cheaper tm tita¢ credit agent, who has the
main asset necessary for the success of micromserraccess to the clients and their
trust.
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