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.  The ECCP Special Committee on Open Finance and Financial Inclusion

Financial inclusion has become a policy objective of the Philippine government to promote inclusive
economic growth and poverty reduction. According to the Bangko Sentral ng Pilipinas, the Philippine
government aims to onboard at least 70% of Filipino adults to the Philippine financial system.’

To achieve this, approaches that connect policymakers, industry players, and consumers should be
strengthened. This was likewise recognized by the Department of Finance, which stated that a strong
government-private sector partnership is key to achieving the government's aim to accelerate
financial inclusion.?

While there remains gaps in creating a wholly inclusive ecosystem that connects every Filipino to
formal financial institutions, the European Chamber of Commerce of the Philippines (ECCP) also
acknowledges that there is a significant opportunity to meet this goal through collaboration among
stakeholders.

For this reason, the ECCP established its Special Committee on Open Finance and Financial Inclusion,
which is envisioned to serve as a platform for stakeholders to discuss relevant issues and formulate
actionable solutions to shape the current policy environment that will foster broader and wider
financial inclusion among the populace through technology. Furthermore, the ECCP believes that the
Committee can play a role in shaping dialogue in this pressing issue as a driver of business activity,
poverty reduction, economic growth and competitiveness.

.  Methodology

The ECCP Insurance Whitepaper features issues and recommendations on the Philippine insurance
sector, formed after discussions with its Special Committee on Open Finance and Financial Inclusion,
and dialogues with representatives from the Philippine Government, and other stakeholders. The ECCP
and its Special Committee on Open Finance and Financial Inclusion have also taken into great
consideration the information gathered from organizing its event on “InsurTech Sandbox: Utilizing
Optimization, Innovation, and Growth" last 25 November 2021.

[ll.  The Philippine Insurance Sector
In 2020, the Philippines ranked 8th worldwide and 2nd in Asia® in terms of financial inclusion
promotion.* The Economist Intelligence Unit recognized the government’s response to promote digital
channels as among the considerable improvements in the region in terms of building a financially

inclusive environment.

At the same time, the insurance sector is poised to record a sizeable growth in 2021, according to
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Insurance Commissioner Dennis Funa. As of the third quarter of 2021, the industry’s income increased
by 31.04% year-on-year, while premium income expanded by 28.71%.° Additionally, rises in investments
and assets by 14.02% and 12.5% have also been registered by the Commission. At a global scale, it is
projected that the growth in the insurance market is at 6.3% in 2021, and will be at 9% in 2022 - a
considerable leap from the 3.6% increase in 2020, and 3.3% growth average from 2010 to 2019.°

Meanwhile, in terms of digital transformation, the Insurance Commission noted that technological
innovations have long been a part of the insurance sector environment. These include the facilitation
of transactions, provision of customer portals, as well as electronic billing services, among others, that
started as early as 2014.

Nonetheless, with the quarantine rules in place as a response measure to the COVID-10 pandemic, the
insurance industry had to adapt to continuously be able to connect insurance providers and clients. In
the first year of the pandemic, a survey showed that the majority or 85% of insurance companies
worldwide are likewise working towards digitalising their operations, and 79% are creating new digital
business models and services.” Key players regard digitalisation as a key factor in the continued and
foreseen growth of the insurance sector.

As a response to the trends towards digital transformation, the Insurance Commission introduced a
number of Circular Letters that provide guidelines and implement digital strategies in conducting
insurance processes and services. Among which include:

e Circular Letter No. 2014-47 which provides guidelines on electronic commerce of insurance
products®

e Circular Letter No. 2018-07 stipulates amendment to item 7.18 of Insurance Commission
Circular Letter No. 2014-47 on the use of mobile application for the distribution of insurance
products®

e Circular Letter No. 2018-51 which provides guidelines defining an online insurance aggregator
and providing for the licensing and regulation®

e Circular Letter No. 2020-7054 which issues guidelines on the use of digital payments in the

conduct of insurance transactions. An amendment to a number of provisions under this
issuance were later introduced through Circular Letter No. 2020-88."

e Circular Letter No. 2020-10957 which stipulates the guidelines on the institutionalisation of the
remote selling initiatives for insurance products."

In addition to these, insurers have innovated to bridge the access and information gap with the public.
The online market was maximised to allow insurance companies to offer and sell their policies through
e-commerce, company websites, or mobile applications.
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With the strategies that have sparked the technological era of the insurance sector, there came the
development of insurance technology, a secondary insurance industry or an insurance sub-sector.”
Insurance technology, or insurtech, is considered to continuously scale up the momentum in the
insurance sector. According to Willis Towers Watson, global insurtech investments reached a new high
of USD 2.55 billion in the first quarter of 2021, recording a 180% growth from the first quarter of 2020."
Further to this, Asia Pacific is considered to be among the most diverse markets for insurers, as well
as an emerging market for the insurtech sector.®

The response of the Philippine insurance sector to the digitalisation trend has positioned the Insurance
Commission to further open opportunities for market players. Given this, the Commission issued
Circular Letter No. 2020-73, which adopts a regulatory sandbox framework for insurance technology
innovations,™ as well as Circular Letter No. 2021-1158, providing the same for financial technology
innovations for health maintenance organizations and pre-need companies."”

The Insurance Commission regards regulatory sandbox as a “framework that allows tech startups and
otherinnovators such asinsurance companies to conduct live experimentsinacontrolled environment
and designed to incubate innovation in a relaxed but safeguarded environment.” The Philippine
insurtech sector is seen to gain momentum in its direction and through its policies and strategies, the
Insurance Commission is aimed at maximising the role of technology in providing benefits to the
consumers.”

IV.  Key Messages and Recommendations for the Philippine Insurance Sector

e The insurance sector continues to be a key area in promoting financial inclusion and
wellness, as well as economic development.

Financial inclusion has been identified as an enabler of eight” out of the total seventeen 2030
Sustainable Development Goals.? Insurance, as a sub-sector and an element in the financial services
sector, plays a critical role in promoting and achieving the financial awareness, inclusion, and wellness
agenda.

However, while a concept and sector that has been present for years, insurance is yet to be maximised
by the majority of the Philippine population. Insurance penetration in the Philippines is said to be at
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only 1.58% in 2020 and 2.05% as of 2021,> making the country lag behind its Asian peers such as
Singapore, Malaysia, and Vietnam, which recorded a 5.9%, 5.4%, and 3.6% penetration in 2020.%

Understanding the value-adding implications of insurance and reaching more customers to gain
access to insurance products are key to advance financial inclusion and wellness, and inclusive
economic development.

Particularly, insurance allows customers to mitigate financial risks in the face of interruptions,
emergencies, and other unforeseen events for individuals, businesses, or properties and assets. In
addition to this, on a macro level, insurance contributes to the economy by providing security to its
customers, thus promoting societal resilience as well as continuity of economic activities even in the
midst of unwanted circumstances. Insurance also plays a part in generating capital formation through
premiums, as well as employment for the populace - both of which, important in promoting sustainable
growth for economies.

A number of barriers to financial inclusion in insurance have been identified, both at the demand and
supply side. These include low levels of income and financial education, as well as limited distribution
mechanisms, product designs, and unsuitable business models, among others.? However, over time,
innovations have constructed approaches that significantly support in making insurance more
accessible to the public. It is highly encouraged that insurance stakeholders maximize these
mechanisms to reap the multi-faceted benefits of a strong insurance sector. Among these approaches
include maximising channels to raise awareness on the importance and benefits of insurance, pursuing
innovations and adapting to the market trends and needs, as well as establishing a strong requlatory
framework that supports the growth of the industry.

e Technology plays a central role in bridging the gap in access to financial products and
services.

The immense growth in technological innovations and strategies has paved the way for market players
to easily reach their potential and current customers, and for customers to gain access to information
and platforms that support their daily needs and activities.

The proliferation of digital transactions as well as the increasing capacity of the public to access
mobile devices and the internet go hand in hand in terms of reaching and encouraging the market to
acquire insurance products. With digitalisation, more and more individuals may be reached by
insurance services that will alleviate their way of life, as well as help attain financial security.

On the other hand, the use of technology allows insurance providers to understand the needs of the
public, which results in the development of innovative products and services. Navigating the virtual
value chain reduces the need for face-to-face transitions, which helps cut transaction costs, and
eventually translates to boosting affordability, awareness, and appeal of insurance to customers.

ZInsurance Commission. (2021). /nsurance Industry Performance - Life, Non-Life, and MBAs. Retrieved from
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Ultimately, maximizing the use of technology supports the sustainability of business models while
attending to the varying needs of the public across borders and from different segments.

Relative to this and particularly in line with the varying levels of financial capacities of individuals,
microinsurance? proves to be a strong mechanism to approach the market with tailor-fit and cost-
efficient services for emerging customers. The Insurance Commission stated that mobile phone-
based insurance or mobile insurance has become an emerging distribution channel for micro
insurance.? In the first half of 2021, the Commission reported a 4.49% increase in the number of
insured and 34.1% growth in premium production from the same period in 2020.%

The industry is well-positioned to adopt technology as a central element in their conduct of business,
further fostering the insurtech sector. Nonetheless, with the evolving trends and demands of the
market, it is essential that insurance providers are able to customize their approaches and put in place
new distributional models.

InsurTech Best Practices and Success Stories

Pru Life UK in the Philippines. Through Pru Life UK's Pulse initiative, which is powered by Al
technology, both customers and non-customers across the Philippines are provided with tools
that are so relevant to them, not only in terms of promoting more financial literacy, but also health
and wellness literacy. The Pulse application has exceeded over 6 million downloads as of
November 2021, and according to Google latest data year 2021, the first 10 months of the year,
the application was rated number one lifestyle and health based on user downloads.'

American International Group. AIG has had various insurance initiatives in its operations in China,
Malaysia and Korea. In China, it has partnered with a gymnasium to offer bite-sized insurance
products to its members. Meanwhile AlG's work with Shopee Malaysia involved providing
insurance for the purchase of consumable products, which includes coverage for treatments of
infectious diseases, as well as restorative surgery. Finally, AlIG and Korean company, Kakao,
worked in making use of the social media communication platform (KakaoTalk) to promote
insurance through KakaoTalk Gift's inclusion of insurance plans in the roster of gift products that
users can send to each other.?

UBX. Reintroduced the concept of embedded insurance, which allows insurance companies to
reach out to anew set of customers, to the digitally native customers. In approaching the delivery
of insurance products, UBX underscores the crucial role of seamless customer return. More
specifically, in its Thailand and Indonesia markets, UBX provides protection for customers of e-
commerce shops, while Singapore and Malaysia operations bundle value added services, i.e.
telemedicine, to consumers. Finally, its initiatives on covering small and medium enterprises is
aimed at advancing customer education and insurance coverage.’

WWong, E.T..(November 2021). Speech [InsurTech Sandbox: Utilizing Optimization, Innovation, and Growth].
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e Regulatory sandbox provides opportunities for sustainable growth, as well as offers
safeguard to the insurance industry.

While innovation is akey componentin meeting the transforming market needs, it cannot be left unsaid
that developing and introducing new products for the market entails numerous risks and cost factors
for businesses.

Itis forthisreason that aregulatory sandboxis a suitable environment for insurtech players. According
to the Insurance Commission, the sandbox approach provides a mechanism for insurtech companies
to test new business models, and at the same time, allow requlators to supervise and control the risks
that go along with the innovation in a‘limited but dynamic environment’.?

This then boosts research and development, augments the industry players’ confidence to create new
products, and creates a perception of how the market will react to insurance innovations. Moreover,
asaninsurtech sandbox encourages increased activitiesin the sector, this facilitates the entry of more
players in the market, thereby strengthening competition and growing the inventory of quality
insurance products and services available to the public.

Similarly, a sandbox offers value to regulators as the engagement with insurance innovators helps
create a deeper comprehension of the insurance sector, as well as establishes a systematic approach
for strengthening interaction with the industry. In the end, stimulating sustainable market
development will greatly contribute to economic growth and development.

Since the introduction of insurtech sandbox in the Philippines in 2020, the Insurance Commission has
received two applications. To reap the benefits of such opportunity in the Philippine insurance sector,
insurers are highly encouraged to participate in the insurtech regulatory sandbox. Preliminary and
clarificatory inquiries, as well as exploratory meetings are accommodated by the Commission, to help
companies test the temperature prior to submitting formal applications.?

e Maintaining an open dialogue and consultative relationship between the industry and
government decision makers is an important factor advancing regulatory policies.

As what has been seen from the sector developments in the past years, the Philippines is well-
positioned to further develop its insurance sector due to the strong support of the government in
terms of requlations and policy mechanisms. On this note, it is crucial that continuous exchange
between the government, private sector, and other stakeholders take place in the form of public
dialogues, consultative meetings, and policy documents among others.

The Insurance Commission stated that it “is and has always been in open dialogue and discussions for
purposes of collaborating on matters which will promote the welfare of the industries that we
regulate.”®

Meanwhile, industry players share the same enthusiasm to engage with the Commission, otherrelevant
government bodies, as well as experts and customers, to promote knowledge and technology transfer,
and betterunderstand the insurance sectorin the Philippines. Insurance providers can also offer policy
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