o B
C|D|F|
6 Unlocking Public and Private

Finance for the Poor

Briefing Note 2 .,

Financial health-centric insurance
for catalyzing customer wellbeing
and business growth

As a part of UNCDF's Centre for Financial Health learning series on individual financial health and
its relevance to public and private actors, we release our second briefing note for insurance
providers. We explain how financial health data can help insurers to pre-empt consumers’
financial condition, thereby moving the insurance focus from risk protection to risk prevention
and wellbeing. The financial health approach can aid insurers in designing inclusive products
while also boosting consumer trust and business growth.

UNCDF would like to acknowledge the contribution of Mayank Jain, Financial Health Data and
Measurement Specialist, UNCDF who wrote this learning piece with Akshat Garg. This brief is
made possible by the MetLife Foundation through the i3 Program.

Introduction

Insurance cushions people against a variety of unforeseen risks, builds retirement savings and
contributes to inclusive finance development by making credit and investment products viable for
financial institutions. Insurance is also a stronger enabler of Sustainable Development Goals
(SDGs) including zero poverty, zero hunger, universal health coverage, decent work, and climate
action. Moreover, the Covid-19 pandemic has demonstrated that countries lacking insurance
provisions and social safety nets stand at higher risks of social and economic crises. Thus,
insurance plays a pivotal role in improving people’s financial health and advancing sustainable,
resilient, and inclusive societies.

Despite these remarkable benefits, life insurance penetration (premiums/GDP) and consumer trust
in insurance is declining globally. This is due to several factors including inadequate risk coverage
and retirement savings amid rising health and socio-economic risks, complicated contracts,
limited customer engagement, and opaque wellbeing benefits.

There are also parallel demographic challenges: the increased need for old-age security in a


https://www.ilo.org/wcmsp5/groups/public/---ed_protect/---soc_sec/documents/publication/wcms_744612.pdf

population that is rapidly ageing and living longer, and an increase in chronic illness among young
adults which undermines their productivity and reduces wealth accumulation.

Addressing these challenges require insurers to look beyond traditional business models and focus
on a spectrum of dynamic financial needs of consumers including financial literacy, financial
behaviour, and aspirations during their life cycle. Financial health (or financial wellbeing) is a potential
approach for insurers to fulfill market needs and overcome challenges.

In Briefing Note 1 on the banking sector, we discussed how focusing on customers’ financial health
can create new value for bankers and customers alike. The purpose of this briefing note is to help
readers gain a better understanding of financial health practices and opportunities in the insurance
sector, with focus on life and health insurance. We visit the financial health concept, it's business
case, and approach to building a financial health-centric insurance business.

Understanding financial health

Just like insurance companies, individuals also have financial goals of having sufficient liquidity to
manage short-term expenses (i.e. financial security), protection against unforeseen risks (i.e.
financial resilience), balancing assets and liabilities (i.e. financial control), and accumulating cash
for financing future goals (i.e. financial freedom). All these financial outcomes put together are
generally referred to as ‘financial health’ (or financial wellbeing).

Financial health is influenced by a multitude of individual and external factors. Direct drivers of
financial health include money use behaviours (such as saving, spending, and borrowing), financial
confidence and control, socio-economic variables of income and expenditure changes, and work
status. In addition, factors such as money management behaviours (i.e., budgeting and keeping
track of money), financial attitudes, knowledge, and experience indirectly impact financial heath.
Figure 1 below depicts the simplified conceptual model of financial health.
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Figure 1: Simplified Conceptual Model of Financial Health
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The business case of financial health for insurers

A recent study by The Geneva Association recognises four key drivers that necessitate reimagining
the fundamentals of existing insurance business models through financial health:

1.Retirement insecurity as a result of increased longevity, rapidly ageing population, and
weakened old-age family support.

2.Rising healthcare spending due to population ageing, chronic illnesses such as obesity among
young adults, and technological and quality advances in medical treatment.

3.Economic factors include persistently low-interest rates, which affect returns on long-term
savings for retirement and changing working patterns such as gig work resulting in irregular
income and savings.

4.Increased digital technology adoption resulting in shifting customer expectations and
preferences for accessing products and services.

Below we discuss why focussing on customers’ financial health makes a strong business case for
insurers.

Minimize risks to promote wellbeing of customers and business sustainability

There is a strong association between financial health and well-being as well as risk factors such
as poor financial behaviours, bad health, and socio-economic shocks that indirectly influences
well-being. There is also a reverse relationship; financial stress can lead to bad physical and
mental health including increased physical pain, lowered pain tolerance, and risk of coronary
heart disease. In fact, financial health is the leading cause of poor mental health of employees in
the workplace, as per the MetLife 2021 Employee Benefit Trends Study.

Without preventive risk measures in place, individuals can experience financial difficulties and
shocks regardless of their income, wealth, education, and or age. Breaking this perpetual cycle of
vulnerability and well-being over longer lives is where efforts to improve financial health become
critical.

Financial health can be a powerful tool for insurers to pre-empt consumers’ financial status and
emotions and move the insurance needle from risk coverage to risk prevention. Data science and
technology can then be leveraged to offer tailored solutions that promote individual financial
security. Proactive risk management can result in reduced insurance claims and boost profits for
insurers and improve the overall well-being of customers.

A few insurers are already redefining their services and strategically taking a more holistic view of
consumers’ needs in their offerings. For example, Manulife's MOVE app enables customers to
track and improve their health and rewards them with lower premiums for healthier habits.
Metlife's Upwise, a financial wellness app, allows any individual to analyse and track their financial
behaviour and make personalized recommendations to achieve good financial habits and
financial health.


https://www.genevaassociation.org/sites/default/files/research-topics-document-type/pdf_public/financial_wellbeing_report.pdf
https://scholar.google.com/scholar?q=Economic+insecurity+increases+physical+pain+Chou+2016
https://www.metlife.com/employee-benefit-trends/2021-well-being-resilience-and-employee-benefits/?cid=q8zc3&utm_id=q8zc3&utm_source=vanity&utm_medium=vanity&utm_campaign=g_ebts_1q21_MetLife&utm_content=v_vanity_ebts2021coretrends&promoid=q8zc3
https://www.manulife.com.hk/en/individual/products/manulifemove/about-manulifemove/move-program-and-app.html
https://www.upwise.com/explore/

Design tailored insurance products for different life stages

Most health and life insurance products today focus on risk protection and building retirement
savings rather than addressing the financial needs of consumers during different life stages. In a
rapidly changing business and socio-economic environment, selling insurance products with
fixed premiums is simply not sufficient to meet people’s financial needs and aspirations. Insurance
solutions must address changing lifestyles and new market realities such as an ageing population,
increased health risks, and deeper technological penetration.

Just as telematics has fundamentally changed motor insurance propositions by tracking and
impacting driving behaviour, financial health can be leveraged to make insurance solutions more
need-centric and influence better financial behaviours and lifestyles. For example, health
insurance can be repurposed to encourage and reward healthy habits, and insurance-linked
savings products should aim to fulfil savings goals at various life stages. Moreover, people
demonstrating and maintaining good financial health can be rewarded with a lower premium on
insurance renewal or new products. Offering financial health-centric solutions has a favourable
impact on customer and business KPIs including customer numbers, retention, experience, and
engagement, as the global survey of 25 large life insurers finds.

Uplift consumer trust in insurance by demonstrating its impact on people’s financial

health

The insurance industry grapples with trust issues despite protecting people from a variety of risks.
Besides complicated product contracts and communication, trust issues can also be attributed to
the insurers pivoting focus on products, pricing, and premiums rather than customer experience,
needs, and impact. This creates an antagonistic relationship between customer and insurer, rather
than a fiduciary one, limiting trust and engagement.

Demonstrating insurance value in achieving financially resilient lives is one way to influence
customers' perceptions of insurance. This can be achieved by the measuring financial health of
customers and reporting back the realised benefits and avoiding monetary losses, as a result of
insurance. We are not advocating that financial health as the panacea to mistrust in insurance.
Rather, it can tip the scale in favour of customer-centricity and institutional accountability which
can strengthen customer trust in insurers and lead to increased business growth and shareholder
value.

Financial health can be a barometer to track and influence customer outcomes.

The concept of financial health is particularly relevant for insurers as it is the primary purpose of
insurance, particularly for life and health products, and serves as the intermediate link between
financial capability and overall wellbeing. Thus, tracking the drivers of well-being such as financial
health, physical and mental health, becomes fundamental to understanding whether insurance
positively contributes to people’s lives in addition to the risk protection strategies they already
employ. Furthermore, insurers can leverage financial health data to enhance wellbeing through
better customization of products, personalised advisory, and seamless insurance delivery via
digital means.


https://www.genevaassociation.org/sites/default/files/research-topics-document-type/pdf_public/financial_wellbeing_report.pdf
https://www.genevaassociation.org/sites/default/files/research-topics-document-type/pdf_public/financial_wellbeing_report.pdf
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Promote inclusive-insurance markets

Inclusive insurance is generally referred to as “appropriate and affordable insurance solutions for
the unserved, underserved, vulnerable, or low-income populations”. Inclusive insurance can
prevent the vulnerable segments from falling into the vicious cycle of poverty through efficient
preventive and coping strategies including building long-term savings.

The need for inclusive insurance arises as conventional insurance may not work effectively for the
excluded segments for reasons, inter alia, low financial literacy, lack of risk data, affordability, and
remote delivery.

Data on financial condition and risks is particularly crucial as it will aid insurers in understanding
the needs and risk profile of the unserved customers, allowing them to design insurance solutions
that are affordable and manage risks adequately. Good data is also the key to developing inclusive
insurance markets and creating an enabling environment for innovation, as reverberated by aZ2ii in
its note on inclusive insurance.

We believe financial health can be the pathway to accelerating inclusive insurance markets.
Country-level financial inclusion and financial health surveys such as Global Findex or those
undertaken by the Central Banks provide a good diagnosis of the financial situation of the target
segments. Insurers should collaborate with development agencies, banks, and fintechs to develop
tools for quick financial health diagnosis of the unserved customers leveraging both survey and
transactional data. The financial health data can also assist insurers in obtaining necessary policy
and regulatory support from state actors.

Strengthen contribution to SDGs

Presently many leading insurers measure and track their contributions to SDGs as part of
sustainability/ESG reporting using an exhaustive list of SDG-linked KPIs crafted by azii. There is
however limited understanding and empirical evidence on how insurance links and contributes to
SDGs. Financial health may be the intermediate linkage between insurance and key SDGs,
including SDG 1 (No Poverty), SDG 3 (Good Health and Wellbeing), SDG 5 (Gender Equality), SDG
8 (Decent Work and Economic Growth), SDG 10 (Reduced Inequalities).


https://a2ii.org/en/knowledge-center/inclusive-insurance-fundamentals/inclusive-insurance-protects-households-and-promotes-economic-growth-briefing-note
https://a2ii.org/en/knowledge-center/inclusive-insurance-fundamentals/inclusive-insurance-protects-households-and-promotes-economic-growth-briefing-note
https://globalfindex.worldbank.org/
https://a2ii.org/en/supervisory-kpis-lexicon
https://a2ii.org/en/sdgs-pillar
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* Adapted from aZ2ii promotion and protection pathways from insurance to outcomes

Financial resilience, a dimension of financial health, is increasingly being advocated and pursued
as an instrument for sustainable development to keep low-income customers from falling back
into poverty as a result of economic shocks. Moreover, countries with strong financial resilience
are more likely to have lower levels of wealth inequality. Financial health is also a pathway to good
physical and mental health and well-being of customers and strongly influences work
productivity.

All in all, financial health is a promising pathway for insurers to increase their contribution to the
SDGs.

Steps to promote financial health of customers

1. Diagnose customers’ financial health

Deep customer insights are now at the core of how insurers can redefine their business strategy
and value proposition to promote both individual financial health and business sustainability.

Conducting (digital) financial health surveys can be a good starting point for insurers to generate
insights into the financial status of customers. Insurers can holistically evaluate all four dimensions
of financial health and summarise indicators into a single financial health score. Alternatively,
insurers can also choose to focus on specific aspects of finance, such as financial resilience.


https://a2ii.org/sites/default/files/2019-07/inclusve_insurance_protects_households_and_promotes_economic_growth.pdf

Insurers can also develop
custom financial health tools or
use existing methodologies
designed by experts around the
world, including the Consumer

Financial Protection Bureau,
Financial Health Network,
Kempon et al, and
Commonwealth Bank of
Australia.  Choices of the
financial health tools, and

indicators, should be informed
by the insurer's financial health
definition and measurement
purpose in the context of their
customers and business.

Based on a review of the various
financial health tools, and in
accordance with UNCDF's
financial health framework, we
propose the following key
indicators that insurers could
use to diagnose customers'
financial health.

Figure 2: Prospective financial health indicators to

measure using surveys

Have sufficient liquid savings
How many weeks of living
expenses can your liquid savings
cover?

Balance earning and
spending

In the past 12
months, how often
do you have any
money left over after
you have paid for
food and other
regular expenses?

Planning for financial freedom
How often do you pursue

choices that allow you to enjoy

life such as eating outside,
vacationing, or purchasing

goods or services?

With your current financial planning,
how confident are you in meeting
long-term financial goals?

No or limited payment

problems

In the past 12 months, how often
have you been unable to pay
bills or loan commitments at the
final reminder due to lack of
money?

Have manageable or
no debt

In the past 12 months,
how often have you
missed or delayed loan
repayments?

Planning for financial
freedom

How much of your household's
unexpected expense (equivalent
to a month's income), would you
be able to cover from the money
you have available, borrowing. or
overdraw from your account?

If your income stops suddenly,
for how long can you meet
household expenses without
needing to borrow?

2. Design solutions to address 360° financial needs and goals of customers

The next step is to combine deeper insights into customers’ financial conditions with needs and
pain points to create consumer-centric financial health solutions that address the full spectrum of
financial needs and goals. This will require insurers to invest in data and embed data science at the
core of product design. Doing so will enable insurers to better understand the dynamic customer
needs and behaviours and shift the insurance focus from risk protection to risk prevention.

We suggest starting with low-hanging fruits such as encouraging promoting financial literacy,
insurance-linked savings products, simplifying product descriptions, and providing digital tools for
budgeting and financial planning. Also, forming strategic alliances with government, banks, fintech
development and research agencies can help accelerate holistic financial health propositions and
digital delivery that customers today demand.

3. Track customer and business outcomes to reflect and act

The overall financial health approach is centred on ensuring that insurance helps customers meet
their financial needs and goals, while insurers successfully navigate their business future.


https://files.consumerfinance.gov/f/documents/201705_cfpb_financial-well-being-scale-technical-report.pdf
https://finhealthnetwork.org/score/score-methodology/
https://www.bristol.ac.uk/media-library/sites/geography/pfrc/pfrc1705-financial-well-being-conceptual-model.pdf
https://www.commbank.com.au/banking/guidance/find-your-financial-wellbeing-score.html

This means that designing financial health solutions is an iterative process, as described below.
The process works in the form of a learning loop, starting with understanding the financial
condition of customers, then offering customised products, and putting them on a path to
achieve financial goals and wellbeing.

During new policy purchase
and policy renewal Assess the business

outcomes of the financial
health approach and

Insurer proposes a : :
2 refine business strategy.

financial health test to
NEW diagnose financial
APPROACH condition, behaviour, and

literacy of customers

Insurers regularly engage Based on test results
with customers to insurer offers customized
understand and support products, adjust premiums,
their journey towards and put customers on a
financial health and tailored digital journey to
wellbeing wellbeing

Customers choose
appropriate product(s), pays
the premium, and acts
appropriately to achieve
wellbeing

Insurers leverage customer
data such as through digital
health devices to nudge
customers towards good
financial and health habits

1. Insurers offer multiple insurance products directly or through

EXISTING
APPROACH —’ aggregators
(— 2.Customers choose a product and pay the premium

Insurers should also leverage the customer data to assess the impact of a financial health-
centric strategy on business outcomes such as sales, profit, customer engagement, satisfaction,
and retention. These business metrics, when combined with customer outcomes, should guide
insurers to continually refine their business strategy to navigate the market successfully.

Bottomline

Customer expectations from insurers are changing from mere risk protection and retirement
savings to ensuring their financial health and wellbeing. This requires insurers to go beyond
traditional solutions and place financial health at the very heart of their business models. Building
prosperous financial lives will require insurers to thoroughly understand both the drivers and
outcomes of financial health and create user-centric pathways to assist customers in achieving
their financial goals.
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The UN Capital Development Fund offers “last mile” finance models that unlock the
public and private resources, especially at the domestic level, to reduce poverty and
support local economic development.

UNCDF's financing models work through three channels: (1) inclusive digital
economies, which connects individuals, households, and small businesses with
financial eco-systems that catalyze participation in the local economy, and provide
tools to climb out of poverty and manage financial lives; (2) local development
finance, which capacitates localities through fiscal decentralization, innovative
municipal finance, and structured project finance to drive local economic expansion
and sustainable development; and (3) investment finance, which provides catalytic
financial structuring, de-risking, and capital deployment to drive SDG impact and
domestic resource mobilization.

At Metlife Foundation, we are committed to expanding opportunities for low- and
moderate- income people around the world. We partner with nonprofit
organizations and social enterprises to create financial health solutions and build
stronger communities, while engaging MetLife employee volunteers to help drive
impact. MetlLife Foundation was established in 1976 to continue Metlife’'s long
tradition of corporate contributions and community involvement. From its founding
through the end of 2020, MetLife Foundation provided more than $900 million in
grants and $87 million in program-related investments to make a positive impact in
the communities where MetLife operates. Our financial health work has reached
more than 13.4 million low- and moderate-income individuals in 42 countries. To
learn more about MetlLife Foundation, visit metlife.org.

The i3 Program works in Bangladesh, China, Malaysia and Vietnam to leverage digital
technology and uncover deep insights into low- and moderate-income people’s
needs, aspirations and behaviours to build and deliver financial services for the mass
market.

Centre For Financial Health

The Centre for Financial Health acts as a convener, providing a platform to bring together
global, regional and local actors committed to using financial and digital solutions to improve
the financial lives of low-income families—helping them climb — and stay — out of poverty. The
Centre creates space for thought leadership where best financial health practices and models
are exchanged and lead to concrete action with governments and the private sector.

The Centre is implementing programmes in different countries called Living Labs, in-country

platforms which support players with a combination of high quality financial, advisory and
networking support to design, test and scale financial health solutions.

For more information on the Centre, contact: financial.health@uncdf.org
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