Villagers in Belanting, Indonesia, with a map showing the village's risks, emergency meeting points and evacuation routes. A comprehensive,
community-based approach is key for successful risk management. Photo: Rodrigo Ordonez/Oxfam
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Reducing the impacts of disasters on poor people is absolutely vital.
Climate/disaster risk financing could play a useful role, if it is part of an
approach that includes risk reduction, if it strengthens social protection, and
has the real participation of civil society. Insurance, as one component of
risk financing, could play a supportive role if carefully designed, keeping in
mind the limitations, including the risk of worsening income and gender
inequality.
The InsuResilience Global Partnership should build more evidence of what
works for poor people, invest in pro-poor business models, and ensure the
insurance schemes developed are part of a broader approach to reducing
risks and the inequalities that make people vulnerable to disasters.
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useful definitions
Disaster risk management terms
Risk management: the identification, assessment and mitigation of risks. The mitigation
may involve one or more of risk reduction, risk financing, risk transfer, risk sharing or selffunded risk retention.
Risk reduction: actions taken to reduce the probability or impact of an event, or to reduce
exposure.
Risk financing or climate/disaster risk financing: the process of managing risk and the
consequences of residual risk through financial products such as contingency funds,
insurance, catastrophe bonds (CAT bonds), etc.
Risk transfer: shifting the burden of financial loss to another party, through insurance,
reinsurance, legislation or other means.
Risk sharing: the cost of meeting the loss is shared among all participants (as is any
profit).
Retained or residual risk: a party retains the financial responsibility for loss in the event of
a shock.
Risk layering: separating risk into tiers to allow for more efficient financing and
management of risks. High-probability, low-consequence events may be managed by
savings or contingency funds. Lower-probability/higher-consequence events may be
transferred to the markets. Low-probability/high-consequence events may need aid.
Resilience: Oxfam defines resilience as the ability of women and men to realize their rights
and improve their well-being despite shocks, stresses and uncertainty.

Climate/disaster risk financing (CDRF) terms and measures
CDRF measures: the different financial mechanisms that can be used, such as
contingency funds, contingent credit, insurance etc.
InsuResilience Global Partnership (IGP): an initiative launched in November 2017 to
stimulate and support CDRF measures.
Insurance: an arrangement by which a company or the state undertakes to provide a
guarantee of compensation for specified loss or damage, in return for payment of a
specified premium.
Contingency funds/emergency reserves/savings: funding put aside by governments or
households for disasters.
Contingent credit: a donor or bank pre-commits to provide credit, usually to a government,
when a disaster threshold is triggered, often on concessionary terms.
Catastrophe bonds: investors provide capital and receive interest, but if the disaster
threshold is triggered, the principal does not have to be repaid and is used to provide
liquidity for the disaster response.
Forecast-based financing: pre-agreed funding provided for specific actions when specific
triggers are met.
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Insurance terms
Micro/meso/macro insurance: where the policyholder is an individual/risk aggregator
such as a microfinance institution, cooperative or government.
Indemnity insurance: where the payout to the insured party is matched precisely to the
loss, as measured by professional loss adjusters.
Index or parametric insurance: where payouts are triggered by a pre-agreed index and,
once triggered, the amount of the payment is determined by the index.
Basis risk: the risk with index insurance of a difference between the payout, determined by
the index/model, and actual losses.
Premium: the (often annual) cost of an insurance policy.
Deductible/excess: the loss that the insured party has to bear before the policy will pay
out.
Moral hazard: when the insured party’s behaviour can influence the extent of damage that
qualifies for payouts – such as carelessness, fraudulent claims and irresponsibility.
Reinsurance: insurance taken out by an insurer who is unwilling or unable to carry all the
risk.
Mutuals: organizations that provide insurance and other financial services on the basis of
risk sharing, not for profit.

A few acronyms for key insurance schemes
ARC: African Risk Capacity
CCRIF: Caribbean Catastrophe Risk Insurance Facility
PCRAFI: Pacific Catastrophe Risk Assessment and Financing Initiative
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Summary
Disasters resulting from natural hazards are becoming more frequent and more harmful.
They push an estimated 26 million people into extreme poverty each year.1 They also drive
increasing inequality, as poor people are hit hardest and find it far harder to recover than
wealthier people. For all these reasons, the goal of reducing the impact of disasters on poor
people is absolutely vital. This report asks if and how the international investment on
climate/disaster risk financing (CDRF) and climate/disaster insurance (not other forms of
insurance such as health or life cover) can contribute to this.
In 2015, the G7 agreed a target to provide climate risk insurance for 400 million more poor
and vulnerable people in developing countries by 2020, and this has now developed into
the InsuResilience Global Partnership (IGP). In less than three years, $715m has been
raised, the vast majority of it to support insurance schemes.2
Our rapidly warming world suggests a focus is required on proven solutions. There is still,
however, relatively little empirical evidence that insurance is effective in supporting poor
people in the face of disasters. Well over 100 disaster insurance schemes targeting lowincome populations have been set up around the world,4 yet remarkably few evaluations
have considered their impact.5 It could well be argued that the InsuResilience target on
quantity – without an equally clear focus on quality – is premature.

Opportunity cost
With limited public funds available, investing in one area inevitably means investing less in
others. And this becomes even more relevant as insurance schemes for poor people are
likely to require public subsidies for the long term and possibly indefinitely. This focus of
public expenditure on insurance could therefore potentially jeopardize effective and proven
risk management approaches.
For example, social safety net programmes are proven ways to support poor people
through the shock of disasters. In 2017, a meta-evaluation covering 27 safety net
programmes in 14 African countries found strong evidence of increases in food and other
consumption, and in livestock and productive assets, as well as incomes and earnings. 6
Measures to reduce the risk of disasters and to adapt to climate change are also both
effective and cost-effective. For example, one analysis found that 102 out of 117 disaster
risk reduction (DRR) programmes were cost-effective, with higher impacts for those in less
developed countries;7 another found that early warning systems could yield benefits 4 to 36
times greater than the cost.8 Yet both DRR and climate change adaptation (CCA) remain
critically underfunded.
The $715m that has been put into InsuResilience work is about as much as international
donors spend on DRR every year. So, while recognizing that innovative approaches will be
needed, it is a legitimate question to ask where limited public resources are best
channelled. Is enthusiasm for insurance, including the InsuResilience target, skewing
efforts and diverting investment from better-established and proven interventions that would
probably make a better job of reducing the risks faced by the world’s poorest people?
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‘Insurance will not
make crops grow.
Incorporating risk
reduction
mechanisms such
as weeding,
irrigation and
recommendations
for planting at the
right time can be
combined with
insurance.’
Rahab Kariuki, Managing
Director, ACRE Africa3

Knowing the limits
This does not mean that there is no role for insurance in dealing with the risk of disasters.
But far greater investment is required in monitoring and evaluation (M&E) for impact,
analysis on the factors that make access to insurance fair and for everyone, and in
research on the alternatives and opportunity costs involved. In the meantime, a more
balanced dialogue is needed around the potential for insurance and recognition of some of
the limits and the unknowns.
For instance, a rule of thumb for practitioners is that disaster insurance is not likely to be
cost-effective for disasters that occur more frequently than about once in seven years. 10
Nor can insurance be used to manage the slow rise in sea levels or any other gradual effect
of climate change that is a tragic certainty rather than a risk. And yet poor people suffer
enormously both from these slow certainties of climate change, and from frequent disasters
that strike every year or two.
Further, despite the potential, there is little evidence that insurance incentivizes risk
reduction, and there is mixed evidence on adaptation. Paradoxically, indemnity insurance
for infrastructure is unlikely to foster ‘building back better’, a principle of effective aid after
disasters since at least the 2004 Indian Ocean tsunami.
Insurance can also increase inequalities – as without substantial and well-targeted
subsidies, poorer people are likely to be excluded from micro-insurance schemes (where
the individual is the policyholder) due to affordability, political, social or economic
marginalization or other reasons. Many schemes are gender-blind, such that schemes may
exclude women or increase household inequalities.
Crucially, ‘basis risk’ (the difference between an insurance payout and actual losses), which
is a key problem for index insurance, means that insurance schemes may not reduce
financial risk at all. When considering the opportunity cost of the premiums, people or
governments could even be worse off.

pro-poor insurance
Standalone microinsurance seems not to be appropriate for the poorest people, who have
many risks, little income and few assets to insure. It may be a solution to prevent vulnerable
people from falling into poverty due to shocks, but more work is needed to identify the income
or asset threshold for success. As weather hazards are not the only risk poor people face, a
deeper understanding of the root causes of vulnerability must be the starting point. Integrated
approaches that combine insurance with measures to address other constraints (such as
credit or risk reduction) – like R4 and Nataal Mbay – offer more promise.
Macro- and meso-insurance models (where the government or a ‘risk aggregator’ such as a
cooperative is the policyholder) seem to offer potential, especially if they are integrated into
broader programmes to increase resilience. But to ensure that payouts swiftly reach poor
people, more investment is needed to develop effective contingency plans, delivery
mechanisms and targeting.
Finally, business models need to be found that can better meet the needs of poor people:
both adding in the missing ‘p’ in public–private–people partnerships to rebalance the roles
and interests of all parties, and supporting mutuals and cooperatives which are often
uniquely placed to support poor communities.
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‘We should be
investing more in
prevention. Firstly
because you save
lives, and
secondly you save
money.’
Enrique Guevara, former
head of Mexico’s National
Center for Disaster
Prevention, CENAPRED9

A way forward
The world’s development, adaptation and humanitarian systems are almost overwhelmed
by the scale of the challenges they face, so investment in innovation is required. But this
must be underpinned by a strong commitment to learning, ensuring that results from
increased investments in impact measurement swiftly find their way into programme
development. It should not come at the cost of proven risk management strategies,
particularly in a rapidly warming world.
There is an argument that insurance could be a useful tool for middle-income people,
thereby freeing up government and donor resources for people in poverty. While attractive
in principle, the lessons from health insurance are that this leads to a stratification of
services and support, such that inequality is deepened further. 11 Disaster insurance must
be designed so as to avoid this.
More broadly, the objective of the CDRF process – to provide better financial management
for risks – is clearly positive. But it must be pursued with a clear imperative to protect poor
people, be driven by climate justice (a recognition that those most impacted by climate
change have done least to cause it and should be supported), and be implemented in
combination with measures to reduce risk. Perhaps most importantly, risk-financing
decisions of governments should be open to public scrutiny, and made after a meaningful
involvement of civil society in affected countries.
For none of these are simply technical processes. They involve decisions about how to
respond to the different risks faced by different parts of society – poor and rich, women and
men – and whether governments, insurers and donors tackle, ignore or at worst deepen
such inequalities.
Insurance schemes cannot of course answer the whole challenge of reducing the vast
human needs of disasters – payouts from regional insurance pools have been small in
relation to the sums sought in UN humanitarian appeals – but well-designed schemes could
complement aid if funding can be found. To meet the promise of the Sustainable
Development Goals, agreed in 2015, to ‘leave no one behind,’ this must be married with a
greater investment in social protection and safety nets, and a broader approach to reduce
risks and adapt to climate change.
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‘People’s own
determination to
get out of
poverty should
be matched by
our commitment
to redistribute
risk and build
equality, thereby
supporting them
to thrive and
prosper, rather
than just cope
and survive in a
world of
increasing risks.’
HE Ellen Johnson Sirleaf,
former President of Liberia12

key Recommendations
Donors and governments should ensure that protection is provided for the
poorest people
•

Ensure that social protection and safety nets are available to protect the poorest
people, funded by progressive taxation13 and international aid. CDRF measures could
play a role in funding shock-responsive systems.

•

Prioritize risk reduction and adaptation to reduce the risks that poor people face.
Public investment in CDRF should not disincentivize or otherwise crowd out investment
in DRR or CCA. Use the World Bank’s well-being metric, or similar, to identify an
appropriate package of measures that delivers for poor people. 14

‘There are so
many risks,
resulting in so
many
emergencies, that
it is unrealistic to
expect poor
households to
contain them by
means of the
single financial
strategy of
insurance.’

IGP partners should identify the right balance of CDRF priorities
•

Ensure that the target to reach 400 million people with insurance does not skew
programme responses. The IGP should provide a) impartial technical advice and b)
funding for the full range of CDRF and risk reduction tools, not just insurance,
considering forecast-based financing, contingent credit and grants, resilience bonds,
and so on.

•

Develop pro-poor principles that will guide the work of the IGP, derived from the
recommendations in this paper.

•

Ensure that supported CDRF schemes are pro-poor and reduce risk: embedded
within a strong and comprehensive risk management framework; explicitly seeking to
incentivize and enable risk management and avoid maladaptation; and having clear
contingency plans, delivery mechanisms and targeting protocols.

Portfolios of the Poor15

All stakeholders should ensure that CDRF and insurance schemes are
demand-led
•

Provide much clearer objectives, success criteria and indicators on reducing the
vulnerability of affected populations.

•

Foster schemes that are nationally and locally driven, by both government and affected
communities. Support full participation of affected communities and capacity building
and financial support for Southern civil society organizations.

•

Provide support for the delivery of insurance through cooperatives, mutuals and selfhelp groups, including appropriate regulation and support for federation and
reinsurance.

•

Support public–private–people partnerships, balancing the roles and interests of all
parties to achieve effective outcomes.

•

Ensure accountability and transparency. Support stronger national regulatory and
parliamentary oversight, and the IGP should set up an independent facility where
concerns can be registered and complaints investigated.

Where insurance is being considered, all stakeholders should consider the
root causes of vulnerability and inequalities
•

Analyse the root causes of vulnerability that drive risk, including structural
inequalities affecting women and girls, older people, people with disabilities and
marginalized and vulnerable groups.

•

Prioritize options which achieve a more balanced distribution of risk across society,
and ensure that measures to address power and inequalities are incorporated or
provided alongside insurance.
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•

Commit to improving gender equity through the development of a gender framework,
using disaggregated data, gender-sensitive design and further research to increase
impact and avoid unintended consequences that may deepen existing inequalities.

The IGP should support learning and increase programme quality
•

Build evidence, undertake research and focus on learning to stimulate an informed
and nuanced debate and improve programme quality. The research agenda should
include work to identify those for whom insurance is an effective and cost-effective
option (and those for whom it is not), more work on opportunity cost and alternatives
and development of insurance schemes that support adaptive capacities.

•

Radically increase funding and strengthen monitoring and evaluation. Rather than
focusing primarily on counting coverage (to achieve the target of 400 million people),
M&E should focus on developmental impact, including social and ecological
consequences, both intended and unintended, and any maladaptation. A minimum of
5% of programme spend should be invested in M&E

•

Develop tools for the sector. The IGP should develop and/or promote minimum
programme standards, an M&E framework, a gender analysis tool and other tools to
ensure impact as well as sustainability.

All donors should support climate justice
•

In line with UN Framework Convention on Climate Change (UNFCCC) obligations,
donors should provide sustained, predictable and long-term financial support for
comprehensive disaster risk management and climate change adaptation, which may
include CDRF.

•

Develop alternative sources of finance for CDRF measures that address loss and
damage, such as levies on fossil fuel extraction or revenues from carbon pricing
systems, to ensure less reliance on aid.

•

Request evidence from insurance company partners that they do not drive climate
change through other investments in fossil fuels and other high-emission sectors or,
at the very least, that there is a time-bound plan to phase out such investments as soon
as possible.
Oxfam insurance programmes
This report has been informed by Oxfam’s work on insurance.
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•

The biggest and best-known is the R4 Rural Resilience Initiative, a partnership
between Oxfam America and the World Food Programme (WFP). The programme
is most established in Ethiopia and Senegal and WFP is expanding the programme
to Malawi, Zambia, Kenya and Zimbabwe. It is targeted at the very poor and
consists of a package of measures: risk reduction (DRR), risk transfer (insurance),
risk reserves (saving) and supporting prudent risk taking (credit). It enables poor
people to pay for their insurance through social protection work schemes.

•

An innovative meso-level flood index scheme in Bangladesh is providing business
interruption cover to very poor landless men and women who are reliant on wage
labour. This was suspended for a while due to lack of funds; it is now operational
again, but still needs to scale up.

•

Schemes are being developed in the Philippines (a meso-level scheme for
municipalities), Nepal (livestock) and Sri Lanka (crops), and others are at
exploratory stage in Pakistan, Burkina Faso and Vietnam.

‘I have become a
very good convert
for the role of
insurance in the
broader spectrum
of risk financing.
But I also want to
point out that it is
subject to
affordability
challenges, and it
should not be
seen as a silver
bullet. It has to be
seen as part of an
overall toolkit
which also sees
investments into
risk and
vulnerability
reduction.’
Ronald Jackson, Executive
Director, Caribbean
Disaster Emergency
Management Agency
(CDEMA)16

1 Introduction
Disasters resulting from natural hazards are becoming more frequent and more harmful.
They push an estimated 26 million people into extreme poverty each year.17 The vast
majority of disasters are related to climate – 87% of them in the decade to 2014.18 In 2017
there was a series of devastating disasters in various parts of the world: Hurricanes Harvey,
Irma and Maria, deadly heat waves in India, drought in the Horn of Africa and flooding in
South-East Asia. Disasters from natural hazards have caused the death of 54,000 people,
affected 97 million others, and led to economic losses of $27bn on average per year.19
Vulnerable and poor countries are most affected by disasters and bear the brunt of
worsening climate change. People lose their lives, homes, jobs, security, as well as their
income and productive assets, with longer-term impacts on health, education and hopes of
getting out of poverty. And within poor countries, it is the poorest people who are most likely
to be affected, as they live in the most marginal and risk-prone environments.
The human impact of disasters is often huge. Yet humanitarian aid usually covers only a
fraction of the impact (estimated at 8% of total losses);20 governments and households
inevitably shoulder much of the cost. Unforeseen and therefore unbudgeted expenditures
after a disaster can cut deep into developmental projects, diverting expenditure and
increasing debt. This in turn can increase inequality and poverty.
Against this backdrop, climate/disaster risk financing (CDRF) has gained momentum, and
insurance, in particular, has received a lot of interest. The OECD has provided a steady
stream of guidance;22 the World Bank’s Disaster Risk Financing and Insurance Program
has provided assistance in more than 50 countries;23 pilot insurance schemes at all levels
have proliferated, funded by donors including the UK, Germany, the US, Switzerland and
Japan; and insurance is the most dynamic aspect of loss and damage within the UN
Framework Convention on Climate Change (UNFCCC) – at least from the perspective of
developed countries.
In 2015, the G7 agreed a target to provide insurance for 400 million more poor and
vulnerable people in developing countries by 2020. In July 2017, the G20 endorsed the
creation of a partnership in this field, which was duly launched in November 2017, as the
InsuResilience Global Partnership for Climate and Disaster Risk Finance and Insurance
Solutions, or the IGP for short.
The IGP’s stated objective is to ‘enable more timely and reliable post-disaster response
through the use of climate and disaster risk finance and insurance solutions, thereby
reducing humanitarian impacts, helping poor and vulnerable people recover more quickly
and strengthening local resilience over time’.24
As the IGP is newly launched, it is not clear yet how this objective will be met in practice.
While it suggests that the IGP will cover all CDRF options, the vast majority of the $715m
raised under the InsuResilience name is for insurance,25 and efforts so far seem to be
focusing primarily on insurance delivered through public–private partnerships, through
mechanisms such as the InsuResilience Investment Fund and InsuResilience Solutions
Fund.26
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‘Farmers don’t
usually get their
inputs on time
because of
shortage in
market, lack of
access to
certified seeds,
lack of resources
and lack of
proper
instruments,
which are the
major risks.
Regulating
markets would
solve all the
problems of small
farmers.’
Dr. Hafiz Akram,
Ayub Agriculture,
Pakistan 21

The enthusiasm for insurance seems to be somewhat out of step with the (lack of)
evidence. The unfortunate reality is that to date more than 100 unsubsidized microinsurance schemes have failed27 and other schemes have failed to reach their potential.
This paper takes a closer look at issues and challenges around CDRF and insurance and
seeks to answer the question of whether and how they can be a part of the solution for poor
people. It does not consider insurance for wealthier countries or people.
There is no single, universal definition of poor people, but the InsuResilience target group is
defined as follows:28
•

extremely poor: people living on less than $1.90 PPP/day 29

•

moderately poor: people living on $1.90–3.10 PPP/day

•

vulnerable: people living on $3.10–15 PPP/day.
Box 1: What is climate/disaster risk financing?
Climate/disaster risk financing is the process of how to manage the financial
consequences of a shock caused by natural hazards. This entails undertaking a
careful analysis of the historical costs of disasters, the risk of future disasters and an
exploration of what the most appropriate financial mechanisms would be to manage
these costs.
The most common CDRF mechanisms for governments include:
•

contingency funds or emergency reserves – funding put aside at national or other
levels of government to fund disaster response;

•

contingent credit – pre-arranged credit, from donors or multilateral banks, often at a
preferential rate, released when an emergency is declared;

•

catastrophe bonds – set up to provide substantial amounts of money from
international capital markets after a major crisis;

•

agricultural or catastrophe insurance – this is usually index-based, i.e. payouts are
triggered when a threshold is crossed, such as rainfall levels, wind speed, average
farmer yield, etc.

For insurance, there are a range of options:
•

micro schemes, particularly for agriculture or livestock, where farmers or other
individuals are the policyholders;

•

macro or sovereign schemes where the government is the policyholder. These
may be regional risk pools involving a number of countries or national-level
schemes;

•

meso-level schemes, where a ‘risk aggregator’ such as a rural bank, microfinance
institution or cooperative is the policyholder, and it distributes the payout to its
members/creditors.

This paper and the IGP are concerned only with disaster/weather insurance, and not
with health, life or other forms of insurance.
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‘The expense of a
constant
construct,
reconstruct,
reconstruct,
frankly, no
country can
afford. Because
we know we will
be getting more
of these effects,
we cannot let
ourselves get to a
scenario where
we are
systemically
uninsurable.’
Christiana Figueres,
former United Nations
climate chief30

2 ensuring that cdrf is pro-poor
Climate/disaster risk financing is the process of identifying the best financial solutions for
governments to deal with the costs of disasters. The CDRF process involves undertaking a
careful analysis of the historical costs of disasters and the risk of future disasters,
identifying governments’ ‘contingent liabilities’ and then developing ways to better manage
these liabilities. This usually involves a layering process, with different financial solutions
found for different types of disaster: for instance, the cost of frequent/low-level hazards
could be met with emergency reserves and/or pre-arranged credit, whereas more
infrequent and catastrophic hazards might require insurance and/or aid.
In order to really add value, the CDRF process needs not only to identify the right financial
tool (credit, reserves, insurance or other) but also to develop clear plans for how that
money would be spent in a disaster – i.e. precisely who the money will benefit and what
delivery system or distribution mechanism will be used. Without this key element, there is
no guarantee that funding will get to those in need quickly post-disaster.

Top-down and bottom-up
National-level analysis and strategy development on CDRF, typically undertaken by World
Bank experts and ministers of finance, is presented as a very technical exercise – and in
many ways it is, involving data and analysis relating to historical and modelled loss,
financial impact, cost-benefit, macro-economics and financial management. But it also
involves highly political decision making; the first part of the process is for the government
to decide how much protection to provide, and to whom.31
Framing risk management purely as a technical process ignores the fact that risk does not
affect all parts of society equally and that real-world risk management can involve the
strategic use of power to leverage opportunity by displacing risks onto others.33 As finance
is inevitably limited, trade-offs and decisions have to be made that may prioritize economic
growth or ‘economically productive’ areas or sectors (such as commercial centres or
commercial agriculture), rather than poor people and smallholder farmers. Such decisions
need to be open to public scrutiny. Yet the World Bank’s CDRF process does not currently
require or carve out space for civil society engagement.34
It is perhaps not surprising that much of the work done on CDRF and insurance so far has
been rather top-down. This is a technical issue and is also new and innovative, and it
requires a certain push from donors and others to overcome initial barriers and structural
inertia. Nevertheless, extreme care must be taken to ensure that a somewhat top-down and
supply-driven approach is rigorously balanced with a bottom-up perspective, to ensure that
the drive for successful CDRF initiatives does indeed meet the needs of those it is aiming to
serve.
Participation, transparency and accountability are key to ensure that the priorities of
vulnerable communities are reflected and the needs of those suffering the impact of
disasters are met. A positive and progressive engagement with civil society will strengthen
outcomes, and in some places this may need to be actively fostered (for some promising
examples, see Box 2).
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‘Farmers’
interviews in the
Philippines
showed their top
concern is the
high price of agro
inputs, while
weather risks
were not
mentioned,
despite frequent
natural hazards.’
Jimmy Loro, GIZ-RFPI
Asia32

What is important is listening to affected communities. ‘Inclusion’ does not only mean a seat
at the table or being allowed to pick from a fixed menu of solutions – this can be a way of
legitimizing the injustice of existing practices and reproducing fixed roles and power
positions.35 Rather, it must be a genuinely open exercise.
Box 2: Increasing transparency – examples from Bangladesh and Kenya
In the past 10 years, the Government of Bangladesh has taken a range of positive
and proactive measures to address climate change, in particular the Bangladesh
Climate Change Strategy and Action Plan in 2009 and the Climate Change Trust Act
in 2010. The latter agreed to set aside a fund of $100m per year for several years,
two-thirds of it for adaptation and one-third for disaster response. While some projects
have been extremely successful, there has been criticism around corruption and a
lack of local-level risk assessment, and whether plans prioritize activities to help the
most vulnerable people.36
In response, the Climate Finance Transparency Mechanism is being established. The
goal is to increase the efficacy of climate change funds in tackling the impacts of
climate change in Bangladesh, through analysing and processing information on both
fund receipt and disbursement and making it available and accessible. This will
strengthen accountability to citizens directly and will enable parliament to hold the
executive to account.37
In Kenya, Transparency International and Germanwatch have recently begun a
project with the objective of strengthening civil society engagement and developing a
multi-actor partnership to promote a human rights-based approach in the work of the
African Risk Capacity (ARC). This will build civil society capacity and develop an
analytical framework for ARC contingency plans based on pro-poor and human rightsbased principles.

impartial analysis
Alternative CDRF options should be analysed on their merits, without any preconceptions
about specific schemes or mechanisms. In other words, the CDRF process needs to be
impartial. There is a danger that the political drive to achieve the InsuResilience target to
provide climate risk insurance to 400 million additional poor and vulnerable people could
skew international efforts to protect people from worsening climate and disaster risks, if it is
not proactively complemented with other approaches.
There may be some way to go before an impartial approach is achieved in practice. An
evaluation of the Caribbean Catastrophe Risk Insurance Facility (CCRIF) found that it was
‘supply-driven in the sense that the insurance solution was the modality on offer when
[programme objectives] seemed to invite a broader, demand-driven approach’.39 Similarly,
the ARC Agency provides a valuable service to African governments to increase
understanding of risk through the development of a customized model, capacity building
and contingency plans, yet currently the only financial solution offered to help governments
respond to this risk is insurance, and not a suite of different and integrated responses.
One study found that countries with high insurance penetration bounce back more quickly
economically after disasters.40 But this study tells us nothing about the costs of the
insurance policies, and whether alternative uses of that money would have had more
impact.
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‘How climate
change
funding is
disbursed,
managed and
governed will
determine
whether it
would truly
meet the
needs of poor
and excluded
communities.’
Sumaiya Khair,
Transparency
International
Bangladesh38

The review of different disaster financing options needs to incorporate an estimate of costs
and opportunity cost. For insurance schemes aimed at poor people, there is a growing
recognition that subsidies will be required, for a long time and potentially permanently.
Analysis is required to estimate whether this is the best use of public money. And rather
than purely subsidizing insurance, there may be higher demand for well designed,
transparent insurance projects, complemented with risk-reduction measures.41
It is hard to find comparisons of different options and specific details matter – thus it is not
possible to be clear on opportunity costs. However, we do have a few illustrative
comparisons:
•

•

In an early analysis, ARC was expected to cost $1.50 for every $1 delivered, due to setup costs, capitalization of the scheme, management costs, reinsurance profits, etc. For
one-in-five-year events, ARC would represent worse value for money than a regular
budget allocation, i.e. a national contingency fund.43 (A new cost-benefit analysis has
just been commissioned.)

‘We need to
consider what
we are
promising with
agricultural
index
insurance, and
if we can deliver
on those
promises.’
Miguel Solana, Impact
Insurance Facility, ILO42

In Kenya, both livestock insurance through the Index-Based Livestock Insurance (IBLI)
scheme and social protection through the Hunger Safety Net Programme (HSNP)
have positive impacts. Considering total costs to date per beneficiary, the two
programmes are comparably cost-effective at their current scale. But for scale-up – the
marginal cost of additional clients – IBLI is an order of magnitude more cost-effective,
reflecting the relatively large sunk costs of developing and marketing a new product.44

There is a real need for more research on the costs and benefits of alternatives, and on the
opportunity costs of insurance.

Integrating risk reduction and risk finance
A comprehensive approach to risk management is required, where risks are assessed and
the most appropriate solution is found. For example, when faced with flood risk, a solution
might be to ensure that vulnerable people have insurance against flooding, or the
government has a line of credit available for response, but other risk reduction and
adaptation options could include strengthening flood defences, implementing construction
and planning controls or providing early warning and evacuation systems.

Developing comprehensive strategies
A clear-sighted analysis of all of these options and others needs to be undertaken, and the
optimum solution is likely to be a combination. For example, a study considering the costs
and benefits of different risk management options for drought in Maharashtra, India, finds
that about 80% of expected losses can be covered by a portfolio of risk reduction measures
(such as watershed management and rainwater harvesting) and insurance is required to
offset the impacts of high-severity events.45
Risk reduction has to go hand in hand with risk transfer – the cost of full insurance
protection would be prohibitive without policy measures and investments to address the
causes of risks and to mitigate vulnerabilities. 47 Risk reduction measures will help to make
insurance more accessible, affordable and viable in the long run. For example, one study
found that improvements in irrigation for maize production in Mozambique would reduce
insurance costs by at least 30%.48
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‘What is needed
now is more
coordination
across the
various risk
management
schemes to
ensure cover is
targeted at the
most vulnerable,
and schemes are
joined up to
ensure all
affected groups
are protected.’
Vincent Mutie Nzau,
Senior Economist,
National Treasury of
Kenya46

Thus CDRF schemes should be embedded within a strong and comprehensive risk
management framework. Yet there is little evidence that the World Bank, a key player in
both CDRF and disaster risk reduction (DRR), currently seeks real integration of these two
approaches;49 teams that design and deliver risk finance and risk reduction are separate
and may not exploit the co-benefits or ensure that strategies are joined up.
Within governments, CDRF is often led by the ministry of finance, whereas responsibility for
DRR is situated in a dedicated authority to deal with disaster management (e.g. the
National Disaster Management Authority in India) and it is then implemented by different
line ministries – agriculture, water, etc. Without specific efforts to integrate this work,
agencies may operate in parallel.50
In fact, there are some good models for how this integration can happen. ASEAN’s disaster
risk financing programme specifically aims to link DRR with CDRF: it has set up a standing
committee involving representatives from ministries of finance, insurance regulators and
disaster management authorities. Similarly, in the Philippines, the National Disaster Risk
Reduction and Management Council is an inter-agency body, with representatives from
finance, risk reduction and line agencies.

Risk reduction is the bedrock
In both of these cases, risk financing has grown out of strong pre-existing risk reduction
programmes, not the other way around. Even in countries with experience in this area, such
as the Philippines and Mexico, challenges remain. 51 Where CDRF measures have been
superimposed on weaker DRR systems, or treated as standalone solutions, there is a risk
of creating a false sense of security, and it may not be the most cost-effective solution. For
instance, Malawi has had two drought insurance policies (now both discontinued), while at
the same time having no DRR budget and no emergency reserves.
Some risk transfer measures – such as insurance and catastrophe bonds – are complex,
requiring a high level of sophistication in systems and capacities as well as strong political
support. These solutions are unlikely to be effective in countries that do not have
established disaster risk management programmes. Even in Peru, it took six years and
several failed attempts before the government managed to set up an agricultural insurance
scheme.53
The basics – of DRR strategies and funds and emergency reserves – should be in place
before looking to develop more complex schemes like insurance. Several countries (such
as the Dominican Republic,54 Mauritania, Malawi and Kenya)55 do not yet have successful
DRR strategies or budgets, while others have contingency funds that have been set up but
are still empty (including Lesotho, Mali and Pakistan)56 or in practice are used for any crisis,
and hence are unreliable.57
More efforts are required to, at a minimum, dovetail and ideally integrate risk finance and
risk reduction measures.
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‘Insurance is
only part of the
puzzle of
disaster risk
management.
Stakeholders
must be open
and transparent
about the
expectations and
the possibilities.’
Andrea Camargo,
Microinsurance Catastrophe
Risk Organisation (MiCRO)52

3 limitations of insurance
While proponents of insurance are careful to say that it is not a panacea, there is still a lack
of nuance about if, how and where different models of insurance can reduce the impact of
shocks on poor people. This section explores some of the limitations of insurance.

not all disasters
Insurance has a specific role and, as with all things, must be used in the right way to
maximize benefit. Insurance is not suitable for all disasters – this is an obvious and
uncontroversial point, but it needs to be understood.
A rule of thumb for practitioners is that disaster insurance is not likely to be cost-effective for
disasters that occur more frequently than about once in seven years. 58 However:
•

Poor people are often significantly affected by so-called ‘extensive disasters’: disasters
that happen frequently (e.g. every year or two years) and which might be fairly localized,
and would not be suitable for insurance.

•

Some insurance schemes, such as ARC, are in fact being used for one-in-five-year
disasters because of the political reality of countries needing to receive relatively
frequent payouts to maintain engagement in the scheme. This means that insurance is
expensive.

Further, insurance cannot be used for all hazards. Slow-onset impacts of climate change –
such as rises in sea level and ocean acidification – cannot be insured, as these are
certainties not risks.
Finally, as climate change continues to bite, making disasters more frequent and more
severe, the costs of insurance will inevitably rise, potentially out of reach for poor people.

questions about risk reduction and
adaptation
Insurance spreads the cost of risk, so rather than suffering one huge loss when a disaster
strikes, policyholders make regular smaller premium payments. Thus financial risk is
managed and reduced, but the risk of the hazards remains the same.

Risk reduction and ‘build back better’
Advocates posit that insurance instils ‘risk discipline’ and incentivizes risk reduction, and
there is good experience of this in developed countries but less in developing ones. For
example:
•

One study reviewing 27 flood insurance schemes found that ‘very few schemes show a
direct operational link or an indirect association between risk transfer and risk reduction,
and where identified, the evidence for success and effectiveness is extremely limited’. 59
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•

For regional risk pools, the process of working with governments to explore risk, and
insurance as one solution, could plausibly lead to better risk management. However, no
evidence has yet been provided in the case of either CCRIF60 or ARC.61

One further important issue is that indemnity insurance, which might be used to cover
infrastructure losses, is usually based on ‘like for like’ replacement, i.e. it provides for
rebuilding the same infrastructure with the same risk profile. The insurance principle of ‘no
betterment’ means that, by design, it cannot enable ‘build back better’. 63 Paradoxically,
therefore, insurance can perpetuate risk and inhibit long-term adaptation, as recovery is
prioritized over prevention. Successful schemes have to circumvent this problem; the
FONDEN scheme in Mexico offers an interesting model (Box 3).
Box 3: Incentivizing ‘build back better’ in Mexico
The Mexican disaster management system has evolved over 20 years into a highly
sophisticated and multi-layered programme, including budget reserves at state and
federal levels and the use of insurance and catastrophe bonds. FONDEN, Mexico’s
Fund for Natural Disasters, was established to support the rapid rehabilitation of
federal and state infrastructure affected by adverse natural events. There is also a
small fund, the Federal Fund for the Prevention of Natural Disasters (FOPREDEN), for
risk reduction.
To incentivize building back better, FONDEN does not provide endless resources for
reconstruction. For example, for an uninsured federal asset, the fund will provide
100% of the reconstruction costs the first time it is hit by disaster, but only 50% for the
second time, and nothing for third and subsequent disasters.64
Although the insurance itself does not allow ‘betterment’, the Mexican government
provides specific funds for this work. When a disaster strikes, the state government is
asked to provide estimates to the FONDEN Technical Committee of the costs of pure
replacement and the increased costs for improvements to reduce future disaster
damage.
However, funding for risk reduction remains small. Of the total resources available for
FONDEN (relief and recovery) and FOPREDEN (risk reduction) from 2004 to 2014,
FOPREDEN represented only 0.2–9.3% of the total, with a general decline in risk
reduction spending over this period. 65 And funding for these schemes has dropped in
recent years; in 2017, funding for risk reduction through FOPREDEN was cut by 50%,
and FONDEN by 25%.66
Other problems include excessive bureaucratic procedures, diversion of funds, fraud,
delays and the failure of aid to reach victims.67 And while the Civil Protection Law
(2012) and FONDEN rules include the participation of civil society, this is not
mandatory.68
Other countries could build on Mexico’s experience while also increasing the funding
available for risk reduction, ensuring that these principles in relation to building back
better are realized in full and in practice, and ensuring accountability and transparency
around the use of funds.

Adaptation and maladaptation
Theoretically, insurance could help people to adapt to shocks and stresses. The certainty of
knowing that potential losses are covered could improve access to credit, lead to
investment in higher risk/reward activities, increase productivity, conserve savings and
promote risk reduction behaviour.
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‘After the first
flood my insurer
was great! They
sorted
everything out
– a new home;
even a new
telly! But that
didn’t stop
flooding a
second time. Or
a third time...’
Victim of flooding in the
UK62

But the evidence is not strong that this is achieved in practice, partly due to the lack of
substantive evaluations of insurance schemes. Quite a few models and experimental
studies have been undertaken which show some benefit, but their results can be indicative
only, as real-world demand and impact has failed to materialize in most cases.69
A handful of evaluations of real micro-insurance schemes have found an increase in crop
production, and a reduction in the selling of assets or reduced consumption, 70 such as the
PlaNet Guarantee scheme for cotton in Mali and Burkina Faso; and Kilimo Salama for
maize in Kenya.71 It is difficult to judge this impact on poor people, as most schemes are
not specific on the asset/income level or gender of the policyholders. Livestock schemes,
such as in Mongolia (see Box 4) and Kenya, seem to offer some promise, although are less
successful for poor herders.72 This thin evidence base requires strengthening.
These results are in contrast to a particularly robust study from India 73 that modelled realworld conditions as closely as possible, used randomized controlled methods and
monitored impacts over a period of eight years. It found that although insured households
benefited financially from the insurance scheme (as overall payouts were higher than
premium costs), there was no systematic, long-term effect of access to insurance or its
adoption on agricultural investment decisions (e.g. no switching to high-yielding crops) or
on agricultural revenues and profits. The insurance payouts had no impact on consumption
or savings (as payouts substituted for informal transfers), and there were weak impacts on
well-being.74
This shows the current dilemma – weak and conflicting evidence on adaptation, and a lack
of clarity on if and how lessons from one country or context could be extrapolated
elsewhere.
More worrying perhaps than the missed opportunity of risk reduction is the fact that
insurance has the potential to undermine DRR and increase maladaptation.76 Agricultural
insurance may lead to unintended negative impacts on the ecological system, primarily
because it incentivizes increased cultivation of (insured) cash crops, leading to
overspecialization and monoculture – as has been seen in India, Mali, Mexico and China. 77
More intensive agriculture can contribute to the degradation of agricultural landscapes and
loss of biodiversity and thus reduce resilience to weather-related disasters. While switching
to cash crops can have short-term benefits for the individual, it may lead to longer-term
ecological costs.78 These impacts are clearly unintended, but they cannot be ignored. In a
further example from Mexico, insurance reduced investment in irrigation, because farmers
were insured only as long as production took place on non-irrigated land.79 (The eligibility
criteria were subsequently changed to include producers with access to irrigation. 80)
We thus find little clear evidence, so far, that standalone insurance for poor people will lead
to risk reduction and weak evidence for adaptation. Integrated approaches such as the R4
programme may offer more promise (see Box 6).
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‘Where insurance
is not applied
without
adequate risk
reduction it can
be a disincentive
for adaptation,
as individuals
may rely on
insurance to
manage their
risks and are left
overly exposed to
impacts.’
IPCC SREX report75

likely to worsen inequality
Those who are marginalized – whether socially, politically or economically – face higher
risks. These inequalities mean that, for example, some households are forced to live on
marginal land or in risky locations, some herders no longer have access to grazing land,
small farmers, often women, cannot access water, technical advice and inputs, and so on.
Commercial insurance cannot of course deal with these structural inequalities – that is not
its role – but the designers of schemes should be aware of power dynamics in order to not
inadvertently favour or exclude certain people, thereby entrenching inequalities further.
Where possible, they should seek to redistribute risk by easing the burden on the most
vulnerable.
If there is remarkably little in-depth evidence on the developmental impact of insurance
schemes, there is even less that even considers the impact on equity. But it is highly likely
that insurance by itself will worsen inequality because it excludes the poorest people, due
to affordability or other reasons, including geographic location, gender, region or ethnicity.
For example, tenant farmers can struggle to access insurance schemes, as can women,
who are more likely to be landless; Muslims may be excluded as commercial insurance is
not compliant with Islamic religious law.82 This differential take-up of insurance will reinforce
inequalities unless other protection mechanisms are in place. This was found to be the
case for the CADENA scheme in Mexico.83
Subsidies can increase access to insurance for poor people. However, they will only
support equity where:
•

Subsidies are taken up primarily by poor people. Universal subsidies will differentially
benefit richer households.84

•

Government subsidies come from a progressive tax system. In fact, government
budgets in developing countries are often largely financed from direct taxes, such as
VAT, which are not progressive but are paid disproportionately by poorer households. 85
This means that poor households contribute relatively more to government insurance
premium subsidies than wealthier households. 86

Further, care should be taken that subsidies benefit poor people rather than insurers; there
has been significant criticism in India of the heavily subsidized insurance system, where
insurers are perceived to profit at the expense of poor farmers. One study found that
payouts to farmers totalled just 40% of the money paid into the scheme.87
And of course, the cost effectiveness of direct subsidy in insurance premiums should be
proven to be higher than using the subsidies for other mechanisms, such as disaster risk
reduction, work for insurance, programmes to address liquidity issues, or public goods.
There is an argument that insurance could be a useful tool for middle-income people,
thereby freeing up government and donor resources for people in poverty. While attractive
in principle, the lessons from health insurance is that this leads to a stratification of services
and support, such that inequality is deepened further. 89 And this is certainly what has
happened in Mongolia, where the proposed social protection scheme for the smallest
herders did not materialize – see Box 4.
Macro-insurance schemes which provide funding that is channelled into well-targeted
humanitarian aid or social protection systems may not worsen inequality. For other
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‘Stop calling me
resilient. I’m not
resilient. Because
every time you say
“oh, they’re
resilient”, you can
do something else
to me.’
‘I do not think
that we were born
to be resilient.
You are forced to
be resilient when
you are placed in
an environment
that is unnatural
with manmade
suffering.’
Tracie Washington, New
Orleans civil rights
lawyer, Louisiana Justice
Institute81

‘Many publicly
subsidised index
[micro] insurance
schemes are little
better than a
lottery ticket. We
can do better.’
Tara Chui, Assistant
Director of the Assets and
Market Access Innovation
Lab, UC Davis88

schemes, in a worst-case scenario, market-based solutions and the privatization of risk
mean that protection becomes a private good for sale, rather than a public good, and
available only to those who can afford it. The IGP could have a role to play in ensuring that
the development of insurance is framed within the rubric of rights and equity.
Box 4: Mongolian livestock insurance has positive impacts for middle-sized
herders
The Index-Based Livestock Insurance Project (IBLIP) in Mongolia aims to reduce the
vulnerability of rural herders to frequent and high livestock mortality rates, which are
often due to extreme cold. Small losses (under 6% of the herd) are absorbed by the
herders; medium losses (6–30% of the herd) are covered by private insurance; and
catastrophic loss (over 30% of the herd) is covered by the national government.
The scheme is often hailed as a success,90 and a recent evaluation found a positive
impact.91 Insured households recovered faster from losses due to an extreme winter
than comparable non-insured households, and herd sizes were larger one and two
years after the shock.
However, on closer analysis, this evaluation considered only medium-sized herders,
because these were the only ones to have taken up the insurance. In fact, this
scheme was not aimed at the smallest herders. Initially, its designers proposed a
parallel social protection scheme to run alongside IBLIP, but this did not happen.
The result has been that inequality has been exacerbated.92 A detailed study looking
specifically at equality aspects93 found that losses were to a great extent socially
determined, with poorer herders losing a higher proportion of their herds to the same
adverse weather conditions compared with their wealthier neighbours. This is because
mortality rates are not determined by hard work, good husbandry or entrepreneurial
initiative but instead by herders’ degree of access to pasture, campsites, shelter,
fodder, wells and veterinary services, which in turn is driven by existing social
hierarchies.
IBLIP is playing a useful role in protecting middle-sized herders, but small herders are
excluded. This example shows that three things are required to understand and
address the real impact on the resilience of poor and vulnerable people:
•

disaggregated impact evaluations, to be clear about who is benefiting;

•
•

a specific consideration of social equity and power in the development of schemes;
risk management solutions provided for all people.

can exclude women
Women are over-represented among the world’s poor and vulnerable people. Although men
and women are equally exposed to risks from production and income, women face
additional sources of risk – particularly health risks associated with fertility and childcare –
and shoulder the burden of managing them on behalf of their families. Yet women have
fewer economic options and have reduced access to resources, services and decision
making power. Therefore in theory, women could benefit disproportionately from improved
risk management.94
However, there is an extraordinary paucity of research that specifically explores the
gendered dynamics of insurance.95 This is despite the fact that women and men often
control different crops and livestock or are responsible for different tasks, so the impacts of
insurance might have strong impacts on gender dynamics.96
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In general, it seems that women are less likely to access agricultural insurance, due to
household power dynamics, lack of trust, lack of land ownership, financial constraints,
different priorities or lack of access to formal financial services. As one example, female
farmers in Senegal and Burkina Faso are more likely to invest in savings than agricultural
insurance schemes as the former can protect against a range of risks; for men, it is the
reverse.97 One successful way of reaching women is through mutuals or cooperatives 98 (as
explored in section 4 below).
The R4 programme (Box 6) is one of the few schemes that explores the impact on gender.
It has found particularly positive impacts on food security and production for female-headed
households in Ethiopia.99 While effects are also positive in Senegal, male-headed
households have seen greater increases in production, suggesting the need to work with
local institutions to remove barriers that women face in agricultural production. In Senegal,
women’s decision making increased, as did their ability to save and acquire small loans for
income generation.100
Currently, many insurance schemes are gender-blind, which means that they are likely to
exclude women and could further shift the balance of decision making power and resources
towards the male head of household. By contrast, a women’s self-help group is more likely
to provide benefits for the whole family and support women’s empowerment, which could
potentially be transformational for household and community gender relations. 101
It is not sufficient for insurance to increase household income if this simply increases
household inequalities. Gender and power analysis are required to provide a richer picture
of who is facing daily and regular hazards as well as structural inequality, in order to design
schemes that will support gender equality.

Serious technical challenges remain
In most developing countries, index rather than indemnity insurance is being used. This is
primarily because of the huge administrative costs and time required to verify individual
losses at household level.

Index insurance and basis risk
The advantage of index insurance is that it can pay out much more quickly. For example, in
Sri Lanka, although a relatively cheap indemnity scheme is available for paddy farmers, it
involves cumbersome procedures and farmers have to wait months until loss adjusters visit
their farms. Instead of watching their fields lie idle while they wait, farmers would often
rather reinvest and replant even though this invalidates their policy. Under a new index
insurance scheme, payouts are decided using a rainfall index, and distribution starts within
2–4 weeks of a disaster event.102
However, one of the biggest disadvantages of index insurance is basis risk – i.e. the
difference between payouts and actual losses. Basis risk has had an impact on all regional
risk pools and has caused many micro-insurance pilots to fail (Box 5). By design, using an
index that is correlated with but not identical to individual losses is a second-best
approach.103 There are different kinds of indices; for those that attempt to model losses, this
requires a very detailed understanding of the growing needs (heat, rain, soil moisture, soil
composition, etc.) of each crop at very particular times in its growing cycle, and highresolution ways of measuring these.
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‘Basis risk: it’s
like a casino,
sometimes you
win, sometimes
you lose, and this
will average out.’
Quote from an insurer

The existence of basis risk means that index insurance products may not reduce financial
risk at all, and in fact could leave a policyholder worse off, given the opportunity cost of
premium payments. Expecting poor and vulnerable people to accept any financial gamble
is clearly unacceptable. Denying basis risk incidents, failing to respond quickly and failing to
have a pre-agreed process for response – as happened with ARC in Malawi in 2016 –
compound the human cost.
While basis risk can be minimized through careful product design (e.g. more sophisticated
models, increased density of ground weather stations, increased level of detail of satellite
data, etc.), it can never be totally eliminated. One promising ‘fail-safe’ approach, currently
being trialled, uses two indices and provides farmers with a complaints system: if enough
farmers report losses over a certain threshold, the insurer must undertake an audit.104

Other challenges
Problems with an index can often be worsened when policies cover only a single hazard; in
the real world, hazards often come together – for example, a hurricane will come with a
storm surge as well as wind and rain. Further, climate change is tilting the baseline, such
that historical records are not a good measure of future losses, and this makes basis risk
harder to avoid. Even within a single hazard, coverage is often limited by the price that is
affordable.106
As well as technical problems with the index, there may also be mis-selling or mis-buying,
which results in the purchase of an option that means that the insured party is (knowingly or
unknowingly) accepting a high level of first loss (‘excess’ or ‘deductible’) before the index
will pay out. Mis-buying happened in the case of Rwanda, as explained in Box 5.
Basis risk and related problems due to highly constrained coverage are probably the key
challenge for index insurance, but there are others that have caused schemes to fail:
technical design issues and data-related constraints, inadequate capacity building for local
insurance companies, lack of attention to developing distribution channels and creating
value chain propositions, lack of investment in creating awareness and a resulting lack of
commercial viability. All these have prevented schemes achieving scale – which is crucial
for sustainability.
Insurers need to take a more responsible and proactive approach to managing basis risk
and other technical challenges; insurance regulators need to play a more active role in
monitoring the performance of pilot insurance schemes and in protecting consumer
interests; and policy makers must ensure a legal and regulatory framework that protects
insured households and fosters development of sustainable pro-poor insurance markets.
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‘We’re living in a
world where risk
is growing
exponentially.
Climate change
fundamentally
challenges the
existing
insurance
business model
because it is
rendering
actuary analysis
in many places
obsolete.’
Tom Herbstein,
ClimateWise at the
University of
Cambridge105

Box 5: Some examples of basis risk
Basis risk has affected many index schemes, often with disastrous consequences
when the products have failed to trigger payouts, despite policyholders experiencing
major losses. In some cases, insurers or other stakeholders have been obliged to
make ‘ex gratia’ payouts in order to protect their reputations; others have closed their
programmes down, leaving policyholders very aggrieved.
The Solomon Islands withdrew from the Pacific Catastrophe Risk Assessment and
Financing Initiative (PCRAFI) after the country experienced flash flooding in March
2014.107 Losses were estimated at 9.2% of gross domestic product (GDP) but no
payout was triggered because the disaster was due to a tropical depression, whereas
the policy covered only for tropical cyclones.108
A severe drought in Malawi in 2016 left 6.5 million people requiring humanitarian
assistance, but initially the country’s ARC policy did not pay out.109 This led to a huge
outcry and a technical review, which found problems with the model input data, and a
payout was received nine months later. Malawi did not renew its ARC policy.
In Jamaica, flooding in May 2017 caused $400m in damage. However, the CCRIF
model estimated damages at only $100m, which was below the threshold for
payout.110 The difference was due in part to the fact that CCRIF policies cover only
built-up areas, including damage to infrastructure, and do not cover agricultural
losses.111
The ACRE micro-insurance scheme in Rwanda was developed to protect farmers’
loans for an improved seed and fertilizer package. It was expensive and, after
negotiation with the government, the deductible was raised so that the scheme would
trigger payouts only in the case of a relatively severe drought. When serious crop
losses were experienced in 2013/14 but no payouts were triggered, farmers’ unions
protested to the government, which put pressure on the providers to make ex gratia
payouts. After this, one of the providers, MicroEnsure, pulled out of designing and
implementing agricultural weather index microinsurance.
In 2015, the R4 programme in Ethiopia experienced major losses that did not trigger
the index. However, it was able to make payments to needy households out of its
Basis Risk Fund. An assessment was undertaken for about 26,000 people in 81
villages of Tigray; the time taken for the assessment process meant that payouts were
received several weeks later than usual. To reduce the likelihood of basis risk, the
index has now been changed in one region, using two indicators rather than one. 112
In Sri Lanka, Oxfam worked with insurance company SANASA to introduce a new
scheme for paddy farmers. In 2016, short bursts of extreme rain damaged paddies but
failed to trigger a payout. Oxfam’s damage assessment found that nearly 70% of the
insured farmers had experienced crop damage of over 50%, and this was a key factor
in getting ex gratia payments from SANASA.113
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inherently expensive
Insurance is inherently expensive as policyholders are paying a third party to carry the risk
– it is therefore not appropriate for frequent risks.
Precise costs will vary from scheme to scheme, but Table 1 shows indicative costs and
limitations for micro-insurance. The best solution will be a combination of different
financing options – with savings for frequent risks and insurance for less frequent risks.

Table 1: Indicative costs for micro-insurance and alternatives114
For $1 benefit
from

Approximate
cost in $

Issues

Savings

0.95–1.00

Flexible – can be used for a range of risks.
Surprisingly, research finds that people living on
$1–2 a day can manage to save 255 of their
income,116 but nonetheless it can be very hard
for poor people to build up savings into a
significant sum, and particularly to set them
aside for a ‘rainy day’ without using them for
urgent needs.

Assuming low
interest rate
on savings

Credit

1.25
Assuming
interest rate of
25%

Insurance

1.50
Assuming
typical costs of
index
insurance

‘In the
beginning we
thought it would
be hard [to
create a savings
group] because
there is no
money to save.
Then we saw
that “little by
little, the bird
makes its nest”.
The money was
growing and it
was only from
us!’
Member of Saving for
Change group in Mali115

Flexible – can be used for a range of risks. But it
requires creditworthiness and access to credit,
which can be a challenge. Note that insurance
can support access to credit.
Will provide funds at the time of a loss. But risk
may not be reduced due to basis risk, or due to
shocks not covered by the policy.

One interesting innovation from BRAC in Bangladesh is contingent emergency credit that is
released in the event of a shock; with a 25% interest charge, it is cheaper than existing index
insurance contracts.117 Such contingent credit may not only be cheaper but may also make
more sense; research finds that emergency lump sums loans are really important for poor
people – they can provide a general cushion for risks, rather than formal insurance which
requires each risk to be separately insured and the payment of multiple policies.118
In terms of regional risk pools, pooling risk between countries can dramatically bring
down the cost of insurance – for instance, PCRAFI has more than halved the cost of
insurance for individual countries in the Pacific. 119 However, even with this cost reduction,
according to the World Bank, ‘catastrophe risk pools cannot make insurance cheap’. 120 It is
worth noting that developed nations do not have sovereign insurance because they have
cheaper options in the form of emergency reserves and borrowing on international markets.
In terms of national schemes, there is little information on costs, except for CADENA, the
national insurance scheme in Mexico, where an evaluation found that ‘while the cost of
insurance appears to be high relative to the payouts, the benefits exceed the costs for a
substantial range of outcomes’.121
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a complement for humanitarian aid
The problems facing humanitarian aid in-country (slow, insufficient, uncertain) and for
donors (hugely rising costs) are well understood, and have been a significant driver in the
search for other solutions, including insurance. What role can insurance play?
A major advantage of insurance compared with aid is speed and certainty of payouts – and
CCRIF and PCRAFI perform extremely well on this front, with payouts being received in a
matter of days. (But note that basis risk can destroy both of these advantages, and payouts
to household level from ARC so far have been very delayed in all but one case. 122)
There is real hope that insurance can start to substitute for humanitarian aid, and the
potential is there, but the premiums need to be paid from somewhere. The size of the
payout is dictated by the premium paid, which in turn is limited by willingness and ability to
pay by either the country or a donor. So far, payouts have been small in relation to
humanitarian need (Table 2) and the Start Network has struggled to find funding for its
innovative approaches: ARC Replica and the Drought Financing Facility.124

‘The [CCRIF]
payouts, although
they are very
quick, are not
sufficient to
address the
issues.’
Hon. Francine Baron,
Minister of Foreign
Affairs and Caricom
Affairs, Commonwealth
of Dominica123

The maximum payout from ARC is currently $30m, whereas the cost of responding to
drought will clearly be much more than this. Haiti’s maximum payout under CCRIF is $35m
for tropical cyclones and $20m for earthquakes; the World Bank notes that radically
increasing coverage (to $328m and $150m respectively) would be ‘more adequate’, but
annual premiums would increase to $15m and $3.5m respectively, which is considered
prohibitive.125
Insurance cannot therefore replace humanitarian aid, but it can be a complement.
Table 2: Comparison of humanitarian costs and insurance payouts
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Risk
pool

Country

Disaster

UN
Payout
Humanitarian amount
Appeal for
($m)
emergency
needs ($m)

Payout as
percentage
of
humanitarian
needs

ARC

Mauritania

Sahel drought, 2015

94.6

6.3

6.7%

ARC

Niger

Sahel drought, 2015

375.5

3.5

0.93%

ARC

Senegal

Sahel drought, 2015

59.5

16.5

28%

ARC

Malawi

El Niño drought, 2015–16

366

8.1

2.2%

CCRIF

Haiti

Earthquake, 2010

575

7.8

1.34%

CCRIF

Haiti

Tropical Cyclone Matthew,
2016

139

23.4

16.8%

PCRAFI

Tonga

Tropical Cyclone Ian, 2014

13

1.9

9.8%

PCRAFI

Vanuatu

Tropical Cyclone Pam, 2015

95

1.9

2%

4 which insurance models could deliver
for poor people?
Poor people are obviously highly vulnerable to shocks pushing them into destitution and
loss – can insurance protect them from this?

a major evidence gap
As already stated in this paper, there is a big gap in empirical evidence, which poses a
challenge in understanding the impact of insurance on affected populations. This is partly
because many schemes have been only pilots and have folded after a few years, and partly
because proper monitoring and evaluation (M&E) systems have not usually been used.
Even where impact has been considered, there has been a tendency not to differentiate
between different kinds of household on the basis of income or sex.
Commercial insurers would be expected to prioritize growth and profitability, and perhaps
consider impact evaluation as a ’nice to have’ feature rather than core business.126 They
are even less likely to consider impacts on gender, equity, vulnerable groups and social
cohesion; whether some people are excluded or informal risk-sharing systems are
squeezed out; whether the scheme works for tenants, female-headed households or those
who cannot prove land ownership; and whether there are negative unintended
consequences.
While it may not be reasonable to expect insurers to have the skills to do this, it is not
acceptable that donors and governments, which are investing millions of dollars of public
money in these schemes, have not worked with them to develop robust standards for
impact evaluation. Even now, for the IGP the primary goal of M&E is ‘tracking the number of
poor and vulnerable people with insurance coverage in a transparent and accountable
manner’.128 This is entirely about coverage, it says nothing about impact.
There is some good practice to learn from, but this needs to be standardized. For example,
the R4 programme has an established framework that looks at four areas of measurement
of resilience: processes of social change, resilience capacities, well-being and rights, and
changing context.129
There is a real need to strengthen M&E approaches to ensure that impact is better
understood. And this requires investment. Oxfam has a commitment across all its
programming that 5% of programme budgets will be spent on M&E and learning,130 and this
figure would be expected to be higher for innovative programmes. Establishing this norm
within the IGP could help to ensure that IGP schemes achieve quality as well as quantity.

micro-insurance
Many different products have been designed and offered in developing countries but, so far,
all of those aimed at smallholder farmers have struggled to deliver an efficient solution at
scale. Improving the product (supply, design, price), it is assumed, will transform latent
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‘Evaluating the
performance of
[insurance]
pilots is
sometimes seen
as a weak link.
Interpretation is
based on opinion
and impressions
and there is less
confidence in
the results of
the innovation in
the absence of
data to back it
up!’
Arup Chatterjee, Asian
Development Bank127

demand into actual demand, thereby enabling scale-up and sustainability, but this has yet
to be achieved.131

Need to define a poverty threshold
Most commentators would now agree that standalone micro-insurance is not the best
option for the poorest people, as they have few assets to insure, many risks to cover and
premium payments could push them further into destitution.132 However, there remains a
lack of clarity on what ‘poorest’ actually means here. As one example, in Haiti, the World
Bank estimates that only 3–5% of the population have a disposable income that is sufficient
for them to be considered as potential micro-insurance clients.133
For subsistence farmers, who often produce barely enough food to consume, the
combination of basis risk, high premium costs, low access to financial services and the fact
that micro-insurance covers only one or two pre-defined hazards (e.g. drought, but not
pests) means that not taking it up is a rational choice. 134
However, micro-insurance could have an important role in preventing vulnerable people,
those just above a certain income or asset threshold, from being pushed into extreme
poverty due to shocks.135 An obvious question, then, is what is this critical threshold and
how can the impact of insurance be maximized for the vulnerable? Yet surprisingly, this
seems to be a question that is not often asked in the insurance debate, and more research
is urgently required on this area.
Livestock is a productive asset, the loss of which can easily push people into a poverty
trap from which it is incredibly difficult to escape. Insurance could have a valuable role to
play in preventing this. Research from Kenya shows that the minimum viable herd size to
support an average pastoralist household’s consumption needs and to survive droughts is
around 8–12 Tropical Livestock Units.136 Insurance could be specifically targeted for those
just above this threshold.
In terms of agriculture, research commissioned by Oxfam suggests that micro-insurance is
not suitable for subsistence farmers where:137
•

crops are produced primarily for on-farm consumption, with little excess production for
sale and low use of technology (own seed varieties, no purchased fertilizers or plant
protection chemicals);

•

there is very little cash investment, and the farmer bears no financial or credit exposure
in relation to production;

•

the premium cost exceeds 10–15% of the value of the assets insured. In this case, it is
very unlikely that the returns from growing the crop and selling part of the harvest, after
deducting for costs, will be adequate to cover the additional cost of insurance.

This work on thresholds is somewhat theoretical or country-specific – it needs further
exploration and testing in other contexts, and for impacts on gender. Developing thresholds
of this sort could act as a useful rule of thumb for future insurance schemes, enable
appropriate targeting, and would help to avoid wasting scarce public resources.
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‘But who will
insure the 800
million people
living in extreme
poverty, on less
than $1.90 a
day? Think of the
farmer who was
already
struggling to
survive before
the water
swallowed her
small field. Are
we asking her to
afford insurance
when her family
is already going
to bed hungry?’
Winnie Byanyima, Executive
Director, Oxfam International

Combined approaches
Poor people face a huge range of constraints that prevent them from flourishing
economically; these constraints and vulnerabilities must be fully understood before knowing
whether microinsurance is an appropriate solution and how it might best be applied.
For example, farmers face weather risks which could potentially be reduced with insurance,
but they also face other constraints such as lack of timely access to quality seeds and
fertilizers, poor rural transport, low market prices, and so on, which insurance will obviously
not address. While the Indian government has invested in insurance for many years,
farmers there face structural inequalities which mean that it is unlikely to be successful
without additional measures (see Box 8).
One key problem for farmers is access to credit, and there is an assumption that insurance
can help to unlock this, but a recent review finds an evidence gap. 138 Analysis for Oxfam in
Burkina Faso found that a major constraint for maize farmers was indeed lack of access to
credit, but that lenders were unlikely to extend credit, even for farmers who had insurance,
because poorly developed supply chains for cereals mean that farmers may not have the
necessary opportunities to achieve productivity gains and a margin to cover the
repayment.139
For poor people, the optimum solution is likely to be an integrated combination of
approaches141 – such as the R4 programme (Box 6) and USAID’s Nataal Mbay programme
in Senegal.142
Box 6: Insurance and the R4 programme
The R4 Rural Resilience Initiative is a partnership between the World Food
Programme (WFP) and Oxfam America which aims to support food-insecure
communities facing increasing frequency and intensity of climate disasters and other
shocks. The programme integrates four risk management strategies: improved
management of natural resources and diversification of livelihoods (risk reduction),
weather index insurance (risk transfer), micro-credit (prudent risk taking) and savings
(risk reserves). R4 is currently operational in Ethiopia, Malawi, Senegal, Zambia,
Kenya and Zimbabwe. Through its innovative integrated risk management approach,
R4 enables the poorest farmers to access crop insurance by participating in risk
reduction activities.
R4 has been running for longest in Ethiopia, where it is linked with the national safety
net programme. A recent evaluation143 found that it is helping smallholder households,
especially female-headed ones, to reduce the impact of drought on food security while
maintaining their productive assets. Evidence of improvement in agricultural
production in good years is limited, but declines in food security were reduced during a
severe drought in 2015. R4 supports food security while enabling farmers to maintain
and accumulate livestock, which is the most important productive asset among
smallholder farmers in Tigray. The integrated approach of the R4 programme seems
to enhance the variety of coping strategies at the disposal of households.
In Senegal, the R4 programme has demonstrated strong results in reducing the
adverse impact of shocks on food security and non-food expenditure. Households with
insurance spent more on average on agriculture inputs than those without insurance.
It seems likely that, protected by insurance, farmers felt more confident in investing in
agricultural inputs. Staple crop production has increased and the programme has also
strengthened social bonds and women’s empowerment.144
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‘The main
improvement
for me at home
is that if there
is an
emergency, I
can face it. If
something goes
wrong, I can
handle it. I
know, I am sure
to get support
from the group.’
Fatou Sow, a member of
the R4 Sinthiou Maleme
village steering committee,
Senegal140

It should be noted that these results come from the integration of different elements of
the programme: it is not possible to clearly quantify the impact of the insurance
element alone. Some questions remain in relation to the insurance aspect, such as
whether farmers have adequate risk protection in the event of a serious drought; how
to further reduce basis risk, increase coverage, and find sustainable solutions. It is
also not known whether greater benefits could be achieved through other options,
such as promoting higher levels of savings, greater support for climate-resilient
agriculture or increased social protection.
The next phase of R4 in Ethiopia will work to achieve substantial scale: it will focus on
the graduation of farmers to pay fully in cash, build a strong culture of savings, reach
out further to market-ready farmers and work to create an enabling policy and
infrastructure framework.

Macro- and meso-insurance
Macro and meso schemes seem to offer quite a bit of potential for meeting the needs of
poor people. It is interesting that a review of Kenya’s Financial Sector Deepening
programme recommended scaling down commercial micro pilots and concentrating on
meso- and macro-level cover instead.145

Macro-insurance
A macro-insurance scheme should pay out quickly to the disaster-affected government, so
the challenge is to ensure that this funding reaches affected households quickly.
Some schemes – such as CCRIF and PCRAFI – are not specifically designed around
meeting the needs of poor people; rather, their objective is to provide financial liquidity to
the government to support a faster response. A fast response is of course likely to support
poor people, but this cannot be confirmed or optimized as there is no requirement to spend
payouts on specific things and no formal monitoring or reporting of their use. From what we
do know, payouts have been used to pay civil servants’ salaries (Haiti);147 to restore power
grids, water systems and other basic services (St Lucia, Dominica and St Vincent and the
Grenadines);148 and to transport goods and emergency personnel to islands (Tonga and
Vanuatu).149
By contrast, ARC has invested heavily in supporting governments to develop contingency
plans, which are verified by external experts, to try and ensure a swift and appropriate use
of the payout. So far, this has not been very successful – only in one case (Mauritania) out
of four has it really worked, with a range of bureaucratic and programmatic delays in Niger
and Senegal, and basis risk in Malawi causing a nine-month delay.150 These problems
could potentially be ironed out, but they will require major investment, particularly in
capacity building.
In Mexico, CADENA – the national insurance scheme for poor farmers – has been
successful for the ‘moderate poor’, but not the ‘extreme poor’ (Box 7).
To successfully meet the needs of poor people, macro-insurance needs to invest
considerably more in effective contingency planning, delivery systems, and targeting. One
attractive option in principle is to channel payouts through scalable social protection
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Appropriate risk
finance and
insurance
solutions such as
regional sovereign
disaster risk pools
… need to be
integrated into
broader financial
protection and
comprehensive
risk management
strategies.
G20 Hamburg Climate and
Energy Action Plan for
Growth, 2017146

systems; this could provide a quick way of getting payments to vulnerable people.
Unfortunately, there is still a major gap in social protection systems, and significantly more
investment is required (section 5).
Box 7: The CADENA national insurance scheme for small farmers in Mexico
In 2003 Mexico was the first country to use macro-level agricultural index insurance
products to finance a national social safety net programme for small-scale farmers and
livestock producers, for whom commercial crop insurance is not necessarily an
appropriate or cost-effective mechanism, and to replace traditional ad hoc postdisaster relief schemes.
The CADENA programme is wholly funded by government – approximately 90% from
the federal government and 10% from state governments. It is provided free to
farmers across the country below a certain size of holding: less than 20 hectares of
rain-fed crops and up to 30 livestock units. The insurance payout is received by the
state government, which then distributes it to farmers.
This is a large programme that has been running for several years, and there have
been several evaluations. Headlines from these are:
•

Costs: ‘While the cost of insurance appears to be high relative to the payouts, the
benefits exceed the costs for a substantial range of outcomes.’151

•

Benefits: insured farmers have cultivated a larger land area in the season following
a weather shock, and have higher household expenditures per capita, indicating
welfare gains, although some of the benefits may be offset by a reduction in
remittances from abroad.152

•

Who benefits: the scheme benefits those in moderate poverty, but not those in
extreme poverty.153 It is not known whether this is because the extreme poor are
not eligible because they do not own land, or whether targeting is ineffective.154

•

Improvements required: speeding up the delivery of funding to farmers – some
cases have taken over six months – and keeping eligibility criteria under constant
review, to ensure that it is the vulnerable poor who are benefiting. 155

Meso-insurance
Meso-insurance is where a ‘risk aggregator’, such as a microfinance institution, farmers’
cooperative or community-based organization pays the premiums and receives the payout.
In one model, the risk aggregator takes out the insurance to protect its loan portfolio, and
keeps the payout in the event that households or farmers default on their loans. In this
case, the benefit to poor people is indirect, through the ability of the aggregator to continue
to operate and reschedule loans. In another model, the risk aggregator distributes the
payout directly to the member households.
Meso-insurance schemes seem to have many advantages, the key ones being that they
already have strong links with communities and proven distribution networks and therefore
they can easily achieve scale. Targeting, of course, will rely on membership or be limited to
those who have loans, and may exclude some people, including potentially the poorest.
However, meso-insurance is still very new and there is no empirical evidence to work from.
Emerging schemes should be carefully monitored for their impact on poverty and social
equity. Promising schemes include ARDIS (African and Asian Resilience in Disaster
Insurance Scheme), a major new initiative launched by VisionFund to provide insurance for
microfinance institutions to enable lending to poor people post-disaster,157 and Oxfam’s

31

‘There is a huge
population
segment that is
left out by
commercial
insurers.’
Kalyanasundaram
Muthukumarasamy,
International Network for
Alternative Financial
Institutions (INAFI), India156

Bangladesh Flood Index Insurance Programme, which is providing business interruption
coverage for very poor wage labourers.

pro-poor business models
To date, the search for successful insurance has focused almost exclusively on the
commercial/shareholder model. Private sector actors certainly have major expertise in risk
and financial analysis, but the approach is market- and consumer-based, with profit as a
driver. Takaful is a rapidly growing Islamic alternative to commercial insurance; there are a
variety of different models, all of which have shareholders, but vary in terms of where any
profits go.158
In a shareholder model, there is a concern that profits to shareholders could be maximized
by either high premiums or low payouts, which clearly does not bode well for people living
in or near poverty. A further problem is that some insurance companies profit from climate
change through their investments in fossil fuel companies and other high-emission sectors.

Mutuals and cooperatives
Mutuals and cooperatives offer a viable alternative to the shareholder model. Mutuals do
not work for profit or pay dividends to shareholders, and thus are usually able to offer lower
premiums. Mutuals can operate at sovereign level (CCRIF and ARC are mutuals) but their
real value-added is at community level, where there is huge potential to provide services
that genuinely meet the needs of poor people. There is a broad variation in the size and
scope of such organizations, but their roots are at community level and they embrace
values of equity, solidarity, empowerment and social capital. Their proximity to members
and shared ownership facilitate claims settlement and self-regulation on fraud.
Importantly, their community links mean that mutual insurance providers are well placed to
provide support and assistance on risk reduction, adaptation and climate-resilient
agriculture. For example, before The Goat Trust in India offers insurance, it will undertake a
baseline study on goat mortality and an aggressive risk reduction programme – involving
measures such as immunization, primary medical care and livestock nutrition. These
measures have brought animal mortality rates down from as high as 28% to under 5%.159
There are real advantages therefore to providing financial services for poor people via
mutuals and cooperatives. However, mutuals also suffer from some key constraints which
will require explicit and targeted support, as outlined below:
•

Mutuals work well for idiosyncratic risk (i.e. risks that affect individuals such as death or
illness) but most mutuals cannot access reinsurance due to regulatory requirements.
This means that they are vulnerable to catastrophic risk, where everyone in the
community is affected, which could potentially cause the scheme to collapse. However,
there are solutions to this: in Mexico, the government insurer Agroasemex provides
reinsurance for the national network of mutuals, Fondos;161 in Bangladesh, the Palli
Karma-Sahayak Foundation (PKSF) established a Covariant Risk Fund with donor
support;162 and the International Cooperative and Mutual Insurance Federation (ICMIF)
links major cooperatives in developed countries with smaller ones in developing
countries to provide informal reinsurance. 163

•

Many mutuals are small, whereas successful insurance requires scale in order to pool
risk and cover operational costs. Financial and technical support will be required to
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‘Mutuals strive to
build long-term
resilience for the
poor through
education,
access and risk
reduction
strategies – it is
not just about
selling insurance
in the short term,
it is about
developing a
range of
appropriate risk
coping and risk
mitigation
strategies for the
long term.’
Sabbir Patel, CEO, ICMIF
Foundation160

achieve federation at scale. One successful example is the PKSF cattle credit mortality
insurance scheme, which targeted 28 microfinance institutions across Bangladesh,
thereby offering the spread of risk and potential for growth.164
•

Mutuals often operate with benign neglect from regulators. This needs to change, in
order to develop a regime that can balance the solvency requirements of risk carriers
with the risks of covering the lives and livelihoods of poor people. 165

The missing ‘p’ in PPPPs
Public–private partnerships (PPP) are the most common model being used for insurance in
developing countries. The stated advantage of PPPs is that they can combine the different
skills and resources of the partners in innovative ways, such that governments can focus on
policy, planning and regulation while the insurance industry can provide technical and
management capabilities.166
However, what is missing here is a focus on communities. Current guidance on PPPs for
insurance does not stress the importance of actually engaging with affected people in the
design and development of such schemes.167
There are many positive examples of participation with communities to develop specific
schemes; this is certainly Oxfam’s experience 168 and it can be seen at national level too.
For example, reform to the Catastrophes Naturelles insurance system in France was based
on a wide consultation process with all stakeholders – disaster-affected communities,
consumers, local authorities, companies, the insurance market, the construction market,
scientific organizations – to develop a shared vision and to strengthen the reform
process.169
However, there are also cases where this has not happened. For example, after a few
years of operation, the evaluation of CCRIF sought feedback on the facility’s impact from
the standpoint of governments and various institutions, but not from the population affected
by catastrophic events,170 and the ARC evaluation found ‘strong evidence to suggest that
civil society and NGOs have often not meaningfully been involved’. 171
A shift is needed to PPPPs: public–private–people partnerships, to rebalance the roles and
interests of all parties to achieve effective outcomes.

‘Traditional
approaches to
decision-making
were born to the
colonial and
immediate postemancipation era;
it typically
involved a top
down approach
with little
engagement with
Civil Society… Civil
Society
participation in
national decisionmaking is
increasingly
recognized as
effective means of
addressing
development
challenges
including
management of
natural resources,
economic
development and
social equality.’
InterAmerican Development
Bank172
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5 key building blocks for resilience
The evidence around the impact and cost-effectiveness of insurance for poor and
vulnerable people remains incomplete. So what does work? And how can CDRF solutions
support this?

social protection
The past two decades have seen a rapid expansion of social protection programmes in the
developing world, targeting poor and vulnerable people, and with growing government
ownership. Social protection is a right for all174 and is explicitly transformational in that it
addresses social equity and exclusion.

‘In response to the
2017 food insecurity
in some areas of the
country, the
Government of
There is growing support for the concept of the Social Protection Floor (SPF), which
Senegal tested the
‘should ensure, as a minimum that, over the life cycle, all in need have access to essential use of the national
health care and to basic income security which together secure effective access to goods
social system’s
and services defined as necessary at the national level.’175 According to 2015 guidelines,
safety nets, namely,
social protection should also ‘protect populations at increased risks of climate-related
the Single National
hardship,’ mostly through cash transfers or employment schemes.176 An important principle Registry and the
behind the SPF is its universal approach, with a central role for governments, and financed Cash Transfer
through both contributory and tax-based mechanisms.
Program. This
innovative approach
Effective and cost-effective
has generated
tangible results in
Social protection initiatives have been accompanied by robust evidence-building research
terms of speed and
which has demonstrated their positive impact on poverty alleviation and the well-being and efficiency.”
livelihoods of poor people.177 A growing body of evidence finds that social safety nets – one
element of social protection, comprising non-contributory transfers in cash or in kind to
individuals or households in need – are an efficient tool to support poor people through
shocks, and this is even more pronounced when they are integrated into social protection
systems.178
•

Safety nets are effective: a recent meta-evaluation covering 27 safety net programmes
in 14 African countries found strong evidence of increases in food and other
consumption and in livestock and productive assets, as well as incomes and
earnings.179

•

Safety nets offer value for money: the annual cost of Ethiopia’s Productive Safety Net
Programme is equivalent to 1.2% of GDP, while safety net coverage in Kenya is
equivalent to 0.8% of GDP.180 Safety nets are often thought to be expensive, but studies
and simulations have shown otherwise: the cost of not protecting the poor from the
effects of shocks can result in even more costly setbacks in terms of long-term
development.

Unfortunately, there are still many gaps: in many countries, social programmes cover less
than half of the poorest quintile181 or are targeted only at particular categories of recipients,
such as the elderly.
From the perspective of equity and cost-effectiveness, it is imperative to invest in and
expand social protection systems that can be adapted or scaled up (and down) in response
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Dr. Anta Diacko, Minister for
Social Protection and
National Solidarity,
Government of Senegal173

to shocks. Successful shock-responsive protection systems remain rare, but there have
been experiences now in Kenya, Ethiopia, Uganda, the Philippines, Tanzania and Lesotho,
with new schemes being developed in the Sahel, and much effort is being made to learn
from and expand this work.182
Financing scalable social protection remains a challenge, and CDRF measures could be
key in supporting scale-up in relatively major crises (not annual hunger gaps). In fact, seven
African countries (Ethiopia, Kenya, Lesotho, Mali, Mauritania, Niger and Uganda) have
asked for technical support from the World Bank in developing financial risk management
approaches to help build shock-responsive social protection systems;183 Uganda has now
arranged contingent credit to fund its scale-up. Insurance could provide the funds to scale
up social protection programmes in times of crisis; this is precisely what Mali would do if it
received an ARC payout.184

risk reduction and adaptation
A huge effort is required to address the growing impacts of disasters and climate change.
This obviously needs to start with mitigating the impacts of climate change. Yet the world is
already locked in to substantial climate change from previous emissions, so it is imperative
for societies to adapt to a changing climate, to reduce the risks that poor communities and
countries face from future hazards and to provide support for those affected by disaster
loss and damage.
A radical increase is required in actions taken to help communities and ecosystems cope
with a changing climate and to identify, assess and reduce the risks of disaster. Adaptation
and risk reduction are proven to be both effective and cost-effective. One analysis of DRR
programmes found that 102 out of 117 were cost-effective, with higher impacts for those in
less developed countries.185 Some measures are strikingly so: for example, early warning
systems in developing countries could yield benefits 4 to 36 times greater than the cost.186
Yet DRR remains critically underfunded.
There is a huge and growing funding gap. Disaster response is prioritized over risk
reduction and only 40 cents in every $100 of development assistance is spent on DRR. 188
In terms of adaptation funding, the estimated needs are between $140bn and $300bn per
year by 2025/30;189 this compares with around $9bn per year that is actually provided by
developed countries.190 (These are figures for 2013/14; Oxfam will soon publish estimates
for 2015/16 which suggest that adaptation finance has only increased a little).
This is an enormous challenge, and one that is a priority. It certainly means that CDRF and
insurance should not disincentivize or crowd out funds – or indeed, scarce human
resources and institutional capacity in developing countries – from adaptation and
resilience-building options that are proven to deliver value for money. Our rapidly-warming
world requires a focus on proven solutions.
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‘To achieve scale,
agricultural
insurance needs
to be part of a
holistic approach
for agricultural
development with
basic services in
place such as
access to inputs,
access to data
and access to
delivery channels
in addition to a
strong
collaboration
between insurers,
farmers and
governments.’
Francesco Rispoli, IFAD,
Italy187

Identifying pro-poor options
If risk reduction and adaptation options are assessed by looking only at their impact on
reducing asset losses, this will produce skewed results: it will favour initiatives that protect or
support richer areas or people, simply because they have more assets.191 While the loss of
poor people’s assets may have a low economic value in absolute terms, it can nonetheless
represent an existential loss for them. Losing two goats might be inconsequential for a
commercial farmer, but it could threaten the livelihood of a poor farmer.
As the IGP’s objective is to create policies and programmes to support poor and vulnerable
people, the cost of assets cannot be the key metric. The World Bank proposes a well-being
measure, which models the effect of asset loss on consumption and income, so that, for
example in Guatemala, a $1 loss in pure asset terms represents a $4 loss when
considering the impact of that loss on the resilience of poor people.
This approach radically changes the landscape of which programmes have the most impact
and which to support. Solutions are country-specific, but the top three priority measures
from a well-being perspective across 55 developing countries are:193
•

Firstly, reducing the hazard exposure of poor people – this would include, for example,
upgrading slums with improved drainage;

•

Secondly, providing universal access to early warning systems;

•

Thirdly, accelerating reconstruction.194

The same research does not even consider market insurance for the poorest 20% of the
population as a viable option; insurance for the other 80% is only a priority measure in 4 out
of 55 developing countries.195
Policy measures also need to be considered for their impact on gender. Too often, policies
and budgets that appear gender-neutral on the surface in reality further increase inequality
and contribute to the ongoing subjugation of women. Gender impact analysis is crucial to
determine how different groups will be affected differently by the same policy. For example,
analysis by Oxfam in five countries finds that women are being failed by governments and
donors, whose agricultural investments (resources and technical assistance) are not
reaching women farmers.196
Box 8: Smallholder agricultural insurance in India
The smallholder farmer sector in India is in crisis; the most extreme indicator of this
being the huge number of farmer suicides, the majority of which are due to
bankruptcy, indebtedness and issues related directly to farming. 198
The Indian government has undertaken a range of reforms, including farm debt
waivers, and has invested massively in insurance, so much so that the country now
has the best-established and most dynamic agricultural micro-insurance programme in
the world. The new PMFBY scheme (Pradhan Mantri Fasal Bima Yojana – literally,
‘Prime Minister’s Crop Insurance Scheme’) was introduced with the following promise:
‘The scheme will be a protection shield against instances of farmer suicides because
of crop failures or damage because of nature.’199
However, on its own, the scheme is unlikely to achieve this goal. What it can do is
allow vulnerable small-scale farmers access to credit and ensure that they remain
creditworthy in the event of crop failure. But what is needed is a comprehensive
approach that addresses all of the factors that make farmers vulnerable.
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‘What matters is
not only how
much benefit a
project
generates, but
also who
benefits.’
World Bank, Unbreakable
report (2017)192

‘A robust irrigation
network, ample
rural/farm related
infrastructure, crop
diversification,
multi-cropping,
assured, but
reasonable
minimum support
price, guaranteed
purchase and fair
value to the farmer
for his produce. All
these need to be
taken care of first.
Then comes the
crop insurance. But
agriculture
insurance cannot
run with profit
motive. Crop
insurance is the
last resort. Not the
first option.’
Chandra Bhushan, Deputy
Director General of CSE, an
Indian independent think
tank197

One major problem is the increase in production costs, which the government’s
Minimum Support Price (MSP)200 barely covers; for example for sugar cane the MSP
is INR 1,000–1,100, against a production cost of INR 900–1,000 per unit. When
interest on loans is included, the MSP cannot protect farmers’ tiny profit margins from
shrivelling into debt.201
Other issues include the need for rural social banking, the loss of subsidies for
fertilizers and seeds and the lack of irrigation facilities in arid regions; these have
increasingly pushed farmers to rely on informal sources of credit at exorbitant rates,
leading to debt, landlessness and the entrenchment of inequalities in gender, caste
and class.202
Insurance might be one part of the solution, but only when it is part of a
comprehensive risk management approach that addresses the many reasons for
farmers’ vulnerability.

a community-centred approach
To support social justice and build transformative resilience, a bottom-up and communitycentred model is required. This is not an easy option, but there are no simple solutions. It
also flies in the face of much donor support, which tends to favour projects at scale.
Cooperative and community-based organizations operate much closer to communities and
are able to draw on local context and knowledge, while being driven by an understanding of
community needs, aspirations and capacities. They can provide a range of services to poor
people – training on climate-smart agriculture, capacity building for business, finance and
livelihoods options, savings, loans, insurance, and so on. Importantly, they are often
particularly effective at empowering women, building their agency and voice and realizing
their potential within households and communities, which is crucial for transformative
resilience.
Such groups offer much potential (Box 9) and need to be part of the solution to provide
more transformational change. Federation – joining up community-based organizations into
a single group with centralized support – can provide economies of scale for services and
products, but governance can be a challenge, and a careful balance must be struck to
ensure that federation does not lead to a loss of community focus and ownership.203
Box 9: Self-help groups and Oxfam’s Saving for Change programme
Savings groups, self-help groups and similar community-based programmes have
demonstrated real benefits. Studies find that savings groups do include very poor
people204 and provide access to financial lump sums that could not be realized
otherwise.205 There is little evidence, however, that they reduce hazard risk.206
Oxfam’s Saving for Change (SfC) programme provides basic financial services to
more than 730,000 women across seven countries via small savings groups. The
programme trains groups of poor women (82% of whom live on less than $1.25 a day)
to save regularly, borrow from their group's fund when necessary and repay loans with
interest. The impacts are clear: members invest more in livestock, the food security
gap closes, and social cohesion and women’s confidence are built.

‘We are absolutely
amazed at what
the self-help
groups have
achieved. It is
remarkable to see
how these
women’s groups
are able to manage
their fastexpanding role in
the area’s
economy, while
demanding, and
receiving, better
services from local
governments to
strengthen their
functioning. It is
beyond what we
can define in the
World Bank as
women’s
empowerment.’
Junaid Ahmad, World
Bank Country Director in
India207

As the groups have become established, women have requested more training,
services and products adapted to their needs. Groups now serve as a platform for
delivering additional capacity-building activities in business, agriculture, citizenship,
mobile banking and also basic advocacy skills: SfC is as much about strengthening
members’ voices as it is about increasing financial inclusion.
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A forthcoming paper from Practical Action outlines how to develop an integrated national
resilience finance system which could include member-run institutions of the poor, such as
federated self-help groups, village savings and loans associations and cooperatives,
engaging with decentralized state structures, supported through locally managed funds and
an integrated, shock-responsive national social protection system, with resourcing gaps
met by rights-based international financing.208

who pays?
DRR, climate change adaptation and social protection schemes remain massively
underfunded; further, the gap between humanitarian needs and funding is growing.
Providing funding for CDRF schemes will further strain limited budgets. More resources are
required.
One report finds that ‘plausible development’ of insurance schemes in low- and middleincome countries could reduce losses by $4.4bn per year by 2030.210 But this is not free
money. The report says nothing about the premiums required to achieve that coverage, or
who will pay.
From a perspective of international climate justice, poor countries should not have to bear
the burden of worsening climate risks that they have done little to create. Under the
UNFCCC, developed countries accept an obligation to provide financial assistance to
developing countries for both mitigation and adaptation. This is further supported by the
UNFCCC principle of Common but Differentiated Responsibilities and Respective
Capabilities, which means that countries that have benefited from carbon emissions and
have grown rich along the way bear a responsibility to support others – through sustained,
predictable and long-term financial assistance.
However, rich countries are dragging their feet. In 2009 they promised to increase their
financial support to $100bn a year by 2020, but projections indicate that only a fifth of that
amount may come in the form of public finance for adaptation, 211 and the promise does not
include financial support to deal with future losses and damages from climate change.
CDRF will have a role to play in ensuring that poor and vulnerable countries can better
manage the financial implications of future disasters, especially as climate change impacts
are set to worsen and costs are becoming (more) unaffordable. Yet CDRF should not be
used as a way of shifting the increasing cost of climate chaos onto poor countries, for
example by forcing them to pay insurance premiums.212 This could be perceived as
developed countries offloading humanitarian responsibilities for disasters that have been
exacerbated by climate damages they have caused themselves.
If the evidence base improves, insurance, as one part of an integrated and comprehensive
package of measures to support poor people, could play a beneficial role – but the
associated costs should be shouldered by those who have intensified the risk.
To meet these needs, new and innovative sources of funding need to be explored to
generate such funding at scale, such as financial transaction taxes (FTTs), revenues from
carbon pricing systems (e.g. for international air and sea transport) or levies on fossil fuel
extraction, ensuring that developing countries are not burdened by such levies.
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‘We understand
that climate
change
potentially poses
a serious financial
threat to society
as a whole, with
implications for
the insurance
industry in areas
such as
catastrophe risk
perception,
pricing and
modeling
assumptions.’
AIG’s 2017 Annual
Report209

6 Conclusions and recommendations
In the light of the increasing impact of disasters resulting from natural hazards, the objective
of CDRF to provide better financial management of risks is clearly a good one. However, it
must be pursued with the imperative to protect people in poverty and must be implemented
in combination with additional components of a comprehensive agenda around adaptation
and resilience. And crucially, the political decisions made – how much protection to provide,
and to whom – should be open to public scrutiny and made after meaningful engagement
with civil society.
Insurance is not a quick fix to deal with inadequate financial support provided for
development, adaptation and humanitarian needs. Insurance will not be appropriate for all
disasters, it is inherently expensive, and the current evidence gap must be overcome. At
this early stage, it could well be argued that it is too early to be striving to achieve a target
on quantity (getting insurance to 400 million more poor and vulnerable people) without an
equally clear focus on quality.
From a narrow focus on market solutions, insurance seems to offer a logical option. But this
should not be the only entry point. Standalone commercial insurance is not an automatic fit
for development. To develop effective approaches, it will be vital to remember that:
•

It is not a tool for dealing with structural inequalities; very few schemes even consider
social equity or gender concerns.

•

Most current models are not well adapted to reducing risk or supporting adaptation; the
‘no betterment’ principle of indemnity insurance undermines the need to build back
better.

•

Significant subsidies will need to be provided and further cost-benefit analysis is needed
to demonstrate the pertinence of such investments and the most appropriate target for
subsidies.

•

The incidence of basis risk throw into sharp relief the difference between an actuarial
perspective, which resists ex gratia payments as they are deemed to undermine the
whole insurance model, and a humanitarian perspective which considers people’s
needs.

These limitations could potentially be overcome, but first they need to be clearly
understood. A pro-poor and pro-equity approach to insurance is not as simple as who pays
the premiums or the size of the subsidy. Pro-poor solutions must be found, including adding
in the missing ‘p’ – public–private–people partnerships – and supporting mutuals and
cooperatives.
Standalone microinsurance seems not to be appropriate for the poorest people, who have
many risks, little income and few assets to insure. It may be a solution to prevent vulnerable
people falling into poverty, but more work is needed to identify the poverty or asset
threshold for success. Understanding the root causes of vulnerability must be the starting
point; micro-insurance may only deliver when combined with other measures such as
access to credit, inputs and markets.
Macro- and meso-insurance models do seem to offer potential, especially if they are
integrated into comprehensive programmes to increase resilience. But much more
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‘Insurance by itself
doesn't reduce
risk. It spreads risk
over a longer
period of time at a
cost… It is an
integrated
approach which
could be very
powerful.’
Richard Choularton, food
security and climate
resilience expert213

investment is required to develop effective contingency plans, delivery mechanisms and
targeting to ensure that payouts swiftly reach poor people.
And of course, CDRF and insurance are means to an end, not ends in themselves. Some
$715m has been committed to InsuResilience work in less than three years, the vast
majority of which is for insurance rather than for research or other CDRF mechanisms. 214
So while recognizing that innovative approaches will be needed, it is a legitimate question
to ask where limited public resources are best channelled. Is enthusiasm for insurance,
including the InsuResilience target, skewing efforts and diverting investment from betterestablished and proven interventions that would probably make a better job of reducing the
risks faced by the world’s poorest people? The urgency of our warming world suggests the
focus should be on proven interventions.

Recommendations
Donors and governments should ensure that protection is provided for the
poorest people
•

Ensure that social protection and safety nets are available to protect the poorest
people, funded by progressive taxation and international aid. CDRF measures could
play a role in funding shock-responsive systems.

•

Prioritize risk reduction and adaptation to reduce the risks that poor people face.
Public investment in CDRF should not disincentivize or otherwise crowd out investment
in risk reduction or adaptation. Use the World Bank’s well-being metric, or similar, to
identify an appropriate package of measures that delivers for poor people. 215

IGP partners should identify the right balance of CDRF priorities
•

Ensure that the target to reach 400 million people with insurance does not skew
programme responses. The IGP should provide a) impartial technical advice on and
b) funding for the full range of CDRF and risk reduction tools, not just insurance,
considering forecast-based financing, contingent credit and grants, resilience bonds,
and so on.

•

Develop pro-poor principles that will guide the work of the IGP, derived from the
recommendations in this paper.

•

Ensure that supported CDRF schemes are pro-poor and reduce risk: embedded
within a strong and comprehensive risk management framework; explicitly seeking to
incentivize and enable risk management and avoid maladaptation; and have clear
contingency plans, delivery mechanisms and targeting protocols.

All stakeholders should ensure that CDRF and insurance schemes are
demand-led
•

Provide much clearer objectives, success criteria and indicators on reducing the
vulnerability of affected populations.

•

Foster schemes that are nationally and locally driven, both by government and
affected communities. Support full participation of affected communities and capacity
building and financial support for Southern CSOs.

•

Provide support for the delivery of insurance through cooperatives, mutuals and selfhelp groups, including appropriate regulation and support for federation and
reinsurance.
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•

Support public–private–people partnerships – balancing the roles and interests of all
parties to achieve effective outcomes.

•

Ensure accountability and transparency. Support stronger national regulatory and
parliamentary oversight, and the IGP should set up an independent facility where
concerns can be registered and complaints investigated.

Where insurance is being considered, all stakeholders should consider the
root causes of vulnerability and inequalities
•

Analyse the root causes of vulnerability that drive risk, including structural
inequalities affecting women and girls, older people, people with disabilities and
marginalized and vulnerable groups.

•

Prioritize options which achieve a more balanced distribution of risk across society,
and ensure that measures to address power and structural inequalities are
incorporated or provided alongside insurance.

•

Commit to improving gender equity through the development of a gender framework,
using disaggregated data, gender-sensitive design and further research to increase
impact and avoid unintended consequences that may deepen existing inequalities.

The IGP should support learning and increase programme quality
•

Build evidence, undertake research and focus on learning to stimulate an informed
and nuanced debate and improve programme quality. The research agenda should
include work to identify those for whom insurance is an effective and cost-effective
option (and for whom it is not), more work on opportunity cost and alternatives and
development of insurance schemes that support adaptive capacities.

•

Radically increase funding and strengthen monitoring and evaluation. Rather than
focusing primarily on counting coverage (to achieve the 400 million target), M&E should
focus on developmental impact, including social and ecological consequences, both
intended and unintended, and any maladaptation. A minimum of 5% of programme
spend should be invested in M&E.

•

Develop tools for the sector. The IGP should develop and/or promote minimum
programme standards, an M&E framework, a gender analysis tool and other tools to
ensure impact as well as sustainability.

‘Civil society
participation in
national
decision-making
is increasingly
recognized as an
effective means
of addressing
development
challenges.’
InterAmerican
Development Bank216

All donors should support climate justice
•

In line with UNFCCC obligations, donors should provide sustained, predictable and
long-term financial support for comprehensive disaster risk management and climate
change adaptation, which may include CDRF.

•

Develop alternative sources of finance for CDRF measures that address loss and
damage, such as levies on fossil fuel extraction or revenues from carbon pricing
systems.

•

Request evidence from insurance company partners that they do not drive climate
change through other investments in fossil fuels and other high-emission sectors or,
at the very least, that there is a time-bound plan to phase out such investments as soon
as possible.
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