
Mansingbhai and Champaben are
rearing a family in a world of

risk. Living a marginal existence in
their Gujarati village in western India,
they frequently worry about what
tomorrow may bring. Gujarat is one of
India’s wealthier states, but even so,
poverty is endemic. It is a place where
tragedy is not unknown—in 2001, an
earthquake killed 30,000 Gujaratis and
left half a million people homeless. 

Disasters such as drought, death,
and illness would push Mansingbhai
and Champaben into even deeper
poverty. If their children fall ill, how
would they pay for medicine? Should
their only cow die, how would they
manage with the significant loss of
income? With meager savings, their
recovery from natural disasters or
personal tragedies would be a struggle
at best.

Insuring the World’s Poor
When a crisis strikes, the poor are often the most vulnerable and the least
protected. However, the advent of pro-poor insurance policies in developing
countries may help to change this.
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It has long been clear that women and
men can be affected in quite different

ways by policies designed to alleviate
poverty and food insecurity. For the past
two decades, IFPRI has engaged in research
to better understand the role of gender in
development. Now IFPRI is undertaking a
new generation of gender research to help
policymakers make poverty-reduction poli-
cies more effective.

When government policy interven-
tions and investments are well-targeted
with regard to gender, they can greatly
improve human well-being for both
women and men. One new IFPRI
research project examines the impact of
gender-focused policy interventions and
investments on agricultural productivity,
food security, and nutritional well-being.
Using quantitative evidence from
existing data and model-based simula-
tions utilizing IFPRI’s International Model
for Policy Analysis of Agricultural
Commodities and Trade (IMPACT),
researchers expect to find that better
gender-targeting of policy and invest-
ments can alleviate key constraints on
productivity and improve rural liveli-
hoods and well-being.

Another new project analyzes and
promotes gender-sensitive governance
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IFPRI News

Resource-poor smallholders, food-insecure households, and other marginalized social groups
face a daunting array of technological, market, environmental, and institutional constraints

in their day-to-day lives. They require continuous innovation and improvement in agricultural
production to escape poverty, and such innovations and improvements often come from concerted
investments and partnering in research, extension, and education by public organizations, private
firms, and rural producers. However, the formation, execution, and evolution of partnerships in
agricultural research and development (R&D) remain poorly understood, posing fundamental
challenges to innovation and improvement in agriculture in developing countries.  

Institutions and individuals must have the capacity to identify opportunities, develop common
interests, negotiate commitments, and jointly carry out the activities for successful public–private
partnerships. Yet, many such partnerships fail due to lack of both skills among the partnering
agents and efforts to strengthen these skills. Researchers from the International Service for
National Agricultural Research Division of IFPRI are studying partnership building in seven agri-
cultural production chains in Central and South America. Results show that efforts to strengthen
partnership-building capacity should focus predominantly on identifying common interests among
potential partners in technological development, production, and sales. Furthermore, partnerships
should rely on an external broker who motivates the actors and builds trust, and on at least one
visionary leader among the partners who eventually takes over the initiative from the external
broker. (See www.ifpri.org/pubs/dp/ifpridp00699.asp)

Another study examined public–private partnerships in agricultural R&D as a means of stimu-
lating greater investment in pro-poor science, technology, and innovation in developing-country
agriculture. After analyzing 75 projects undertaken by the centers of the Consultative Group on
International Agricultural Research (CGIAR) and their partners, researchers concluded that the
centers are shifting their focus from a narrow emphasis on research for technological innovation,
to a wider emphasis on innovation at both a societal and organizational level. The study also
found that the dissemination of pro-poor knowledge requires different and creative approaches to
R&D, whereby both public- and private-sector organizations must become more innovative in the
ways they manage risk, conduct business, and build strategic relationships with each other.
Without organizational innovation within the CGIAR and among its partners, researchers
concluded, pro-poor technological innovation would be largely impossible. 
(See www.ifpri.org/pubs/dp/ifpridp00708.asp)

For more information on R&D partnerships: Frank Hartwich (f.hartwich@cgiar.org) or David
Spielman (d.spielman@cgiar.org).  ■

Building Bridges and Sharing Science
Toward Stronger R&D Partnerships for the Poor



Agricultural growth that improves
productivity on small farms has

proven to be highly effective in slashing
poverty and hunger and raising rural living
standards, but the conventional conclusion
that developing countries should continue
to invest in agricultural development, and in
small farms in particular, is being challenged.
In a new 2020 Vision discussion paper, The
Future of Small Farms for Poverty Reduction
and Growth, authors Peter Hazell, Colin
Poulton, Steve Wiggins, and Andrew
Dorward take a close look at the
arguments for and against small farms.The
hungry and poor who are “easy” to reach
are already benefiting from global efforts to
reduce hunger and poverty. So who are the
poorest people—those who are so difficult
to reach with current and past approaches?
Why are their situations so dire? How can
they be reached?

Agriculture has become a relatively
minor sector in many successfully trans-
forming countries and is now seen as less
important for growth and employment
creation than other more rapidly growing

sectors. Even in countries with good
prospects for agricultural growth, small
farms may no longer have a promising
future. In countries that are growing
successfully, many small-scale farms
disappear as their workers are attracted to
higher-paying opportunities in other faster-
growing sectors of the economy, and farms
become fewer and larger. History shows
that this exit pattern contributes to national
economic growth and helps avoid widening
income gaps between rural and urban
areas.Today, however, this transition must
happen on an unprecedented scale and
with unprecedented speed. More than 2
billion people live in developing countries
whose per capita incomes are doubling
every 10–15 years, a situation that leads to
enormous pressure for millions of small
farms to find exit strategies.

Small-scale farming also faces challenges
from new driving forces, including falling
commodity prices, especially for food
staples; the scourge of HIV/AIDS; mounting
pressure on natural resources from popula-
tion growth; intensified international

competition; and stringent requirements
from the supermarket chains entering some
developing-country markets.

Hazell and his coauthors assess the seri-
ousness of these threats to small farms,
examine how small farms can generate
incomes above the poverty line, consider
alternative opportunities for small farmers
who cannot climb out of poverty, and
identify policy interventions to help manage
the transition to fewer and larger farms
while avoiding worsening poverty and social
inequalities at regional and household levels.

To read 2020 Discussion Paper 42, The
Future of Small Farms for Poverty Reduction
and Growth, or the accompanying policy
brief, go to http://www.ifpri.org/2020/
dp/vp42.asp. ■

The Future of Small Farms for
Poverty Reduction and Growth

IFPRI News
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Norman Borlaug Awarded
Congressional Medal
On July 17, Norman Borlaug received the Congressional Gold Medal, recognizing his
efforts to alleviate hunger and poverty in the world. He was a seminal figure in the
Green Revolution, which led to dramatic increases in the productivity of small-scale
farmers, saving millions from hunger, especially in Asia and Latin America. This award is
the highest honor given by the U.S. Congress.An audio interview with Norman Borlaug,
his statement at the award ceremony and additional resources are available at
www.ifpri.org/media/20070716borlaug.asp. ■
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Interview

“In some instances

we have worked

directly with

governments to

develop tailor-

made insurance

solutions . . . By

managing their

exposure to natural

catastrophes,

governments stand

to benefit in

different ways,

including

stabilizing their

finances, enabling

faster recovery, and

reducing the

likelihood of

political instability

following a major

disaster.

FORUM: How active is Swiss Re in the developing world? Is it a growing market for you?  

Roger Ferguson:  Swiss Re has longstanding business relationships in many developing markets,
and we see a tremendous opportunity to expand this market further over the coming years.
Expanding business in these countries will play an important role in the company’s strategic
priority of enlarging our market scope. Insurance penetration in emerging markets is currently
very low—roughly equivalent to 2.2 percent of gross domestic product (GDP) for the life
insurance business and 1.4 percent for non-life. In developed markets the percentages are more
than double these amounts. So there is a lot of potential and we believe that growth is fueled by
the rapid increase in wealth in markets such as China and India, as well as by the increasing
awareness of the important role insurance plays for a prospering and growing society. Swiss Re,
with its risk management capabilities and presence in many emerging markets, is a natural
partner for local insurance companies and governments. This enhanced ability to serve local
markets helped us to close more business last year in various developing countries, including
Colombia, India, Laos, Mexico, and Thailand.

FORUM: What is your overall approach regarding insurance in developing countries? Are there
any fundamental differences with regard to insurance in developing and developed countries?  

Roger Ferguson: We always attempt to identify individual client needs regardless of whether a
client is based in a developed country or a developing nation. In essence the products are very
similar in developed and developing markets, but the approach and business model sometimes
differ. We also need to distinguish between the growing urban middle classes of developing
nations and people in rural areas. The insurance solutions being sold in urban markets are
effectively the same as those being purchased in markets in developed countries. Those in rural
areas, however, may require less complex products with more diverse delivery methods.

In some instances we have worked directly with governments to develop tailor-made
insurance solutions. Recently, for example, Mexico’s federal government decided to insure itself
against catastrophic earthquakes. The government purchased reinsurance and issued a
catastrophe bond for US$450 million in total that will be triggered if an earthquake exceeds
certain agreed-upon parameters. Swiss Re structured the deal and absorbs a large portion of the
risk. By managing their exposure to natural catastrophes, governments stand to benefit in
different ways, including stabilizing their finances, enabling faster recovery, and reducing the
likelihood of political instability following a major disaster.

FORUM: In your view, what are the main risks developing countries face when it comes to
economic growth and the reduction of poverty and hunger?  

Roger Ferguson:  In many ways the risks that developing countries face differ little from those
of developed countries. The difference lies in the resources available to manage the risk and to

Roger W. Ferguson, Jr.,
Chairman, Swiss Re
America Holding
Corporation

IFPRI Forum interviews Roger Ferguson on the role of insurance in economic
growth and poverty alleviation in developing countries.



recover from major events such as catastrophic drought, earthquake, storm, tsunami, 
or pandemic.

We can look at this a little closer by taking agriculture as an example. Agriculture accounts
for approximately 50 percent of overall employment and nearly 40 percent of total land area
in the developing world and has significant political, social, economic, and cultural value.
Precisely because it is so embedded in society, it is subject to a vast array of risks, including
natural risks such as weather, seismic activity, pests, and diseases; social risks such as war,
looting, theft, fire, and accidents; economic risks such as price, demand, and interest rate fluc-
tuations; and other risks associated with international trade tariffs, subsidies, and taxation
policies, among other things. For many developing countries, increased stability in the agricul-
tural sector can have very positive knock-on effects for the whole economy. Insurance
definitely has a role to play here. For example, Swiss Re has been working with various
countries, local insurance companies, and other stakeholders in the agricultural sector to
provide indexed weather insurance products to compensate for crop failure following drought.
Such products reduce the insured’s financial vulnerability and thereby allow farmers to
borrow money at better terms, which they in turn can invest in higher-yielding crops and more
profitable farming practices. As a result such products can literally save a family from the
poverty spiral, help ensure the supply of food, and generally help stabilize local economies.

FORUM: What do you think of the recent development of insuring crop yields, such as the
initiative launched by the World Food Programme in Ethiopia? Will we see more of this in the
future?

Roger Ferguson:  We are strong supporters of this kind of approach and have been involved in
the development of such products. They provide an excellent example of public-private
partnerships in which risk management expertise can be used to the benefit of those most
exposed to poverty and hunger. I am convinced that we will see more of this kind of risk
management technique in the future partly because such products are made available on a
commercial basis. The commercial approach will attract more of the private sector to commit
resources, and hopefully a market will be established. In this way a far greater contribution can
be made toward solving issues such as poverty and hunger than if companies treat the issue
purely as a philanthropic issue. Supporting humanitarian issues with direct corporate
donations is important and should continue. I believe, however, that the direct business route
toward tackling some of these major challenges will enable more practical solutions to be
reached more quickly.

FORUM: What potential do you see for partnership with development agencies with regard to
insurance in developing countries?  

Roger Ferguson:  Swiss Re is actively looking at opportunities to join in partnership with
development agencies and other actors in the field because we believe we have a number of
common interests. I believe that today more than ever, development agencies, governments,
and nongovernmental organizations (NGOs) are looking more closely at the various risks that
their activities entail and how such risk can be managed most efficiently. This is where a
company like ours can bring in its vast risk management expertise and offer a variety of
products, services, and solutions to assist the process. Extracting risk allows capital to be
released and made available for an organization to use it to fulfill its basic mission, whether
that is fighting poverty, reducing hunger, or pursuing other valuable causes.

FORUM: In your view, what role can insurance companies play in helping very poor people
recover from shocks and crises? Are there mechanisms through which these people can afford
or obtain insurance?
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Roger Ferguson: Insurance cannot compensate for every element of a loss, but it can help cover
some of the financial consequences. People who live in poverty do not have the assets or reserves
to easily withstand shocks such as the death of a family member, loss of income, illness, or
medical bills. If people have assets, they may be forced to sell them to, for instance, buy food or
cover debt repayments. If a whole community is affected by, for example, a drought, storm, or
outbreak of disease, then many people may be forced to sell at rock-bottom prices. Insurance can
help reduce this level of financial vulnerability.

There are significant challenges in getting suitable products to poor people, many of whom
lack formal education. Products, generally referred to as microinsurance policies, need to be
flexible enough to meet their specific needs, priced affordably, and delivered to them.
Microinsurance products are scaled-down versions of traditional products, but the challenge is
getting them to market in an effective manner that minimizes administration costs for the
insurance provider and thus enables it to offer the service. This goal can sometimes only be
achieved by collaboration among insurers, reinsurers, local authorities, NGOs and self-help
groups. Through such public–private partnerships, the World Bank developed the first weather
insurance coverage in India—an initiative that Swiss Re has supported with reinsurance and that
after three years has developed into a market involving many of the Indian direct insurance
companies.

I am quite certain that the insurance industry can make a major contribution to help
developing nations develop by allowing their people to deal with the risks they face in everyday
life. This process will be accelerated considerably, however, through the effective use of
public–private partnerships.  ■
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reforms for the provision of rural services like health, water, sanitation, education, rural infrastructure,
and agricultural extension. Much remains to be learned about what works best, where, and why.
The project will address these knowledge gaps by undertaking surveys and qualitative case studies to
compare governance reforms in Ghana, Ethiopia, India, and Sri Lanka, with special attention to gender.
The project will also create indicators to measure the performance of rural service provision in a
gender-specific way and will work on developing capacity for inclusive local government.

Land reform programs are being considered and implemented in many African countries, but legis-
lation on land reform alone does not guarantee secure access to property, especially for women.
Consequently, IFPRI researchers are working in Liberia and Uganda to identify the social, economic, and
institutional factors that facilitate or impede women’s access to and control over land and other assets.
They will examine how statutory law, customary law, and social norms—including marriage and inheri-
tance patterns—shape individuals’ access to land and other assets.

Finally, IFPRI is undertaking a project in Bangladesh to better understand how collective action
improves women’s well-being, strengthens their control over assets, and reduces their own and their
families’ vulnerability over the long run.This work will investigate the long-term impact of one partic-
ular intervention—agricultural technology disseminated through women’s groups.The ultimate aim of
the project is to make collective action more effective and enhance its impact on development
outcomes such as empowerment of women, gender equity, more equitable asset ownership by gender,
and reduced vulnerability.

A common theme cutting across this new research is the importance of women’s control over
assets, broadly defined. IFPRI’s earlier research on intrahousehold decisions demonstrated the critical
link between women’s assets and status and the reduction of poverty.

IFPRI is now making available its past 20 years of ground-breaking research on gender on a new
CD-ROM. For more information: www.ifpri.org/themes/gender/gender.htm. ■

New Directions for Gender Research at IFPRI (continued from page 1)
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Forty years ago the United States, the
European Commission,Australia, Canada,

and other major grain producers signed the
Food Aid Convention (FAC). Originally
designed to facilitate the orderly disposal of
agricultural surpluses, the FAC is a legally
binding treaty that requires members to
provide international development assistance
in the form of food. It is a key component of
the patchwork quilt of institutions and agree-
ments—characterized by overlapping
mandates, differing degrees of authority and
legitimacy, and problematic stakeholder repre-
sentation—that makes up global food aid
governance. But while the use of food aid has
come along way since the 1960s, the FAC
has failed to keep pace.

The current convention expired in 2002.
Since then, it has been kept on life support
via a series of short-term extensions. Serious
renegotiation of the FAC has been kept on
hold while the Doha Round trade negotia-
tions were taking place.With the future of
those talks unclear, a number of factors point
to the need to start renegotiation of the
FAC now. First, for much of the past decade,
global cereal demand has outpaced produc-
tion. Second, food insecurity has worsened in
the developing world since the mid-1990s.
Third, the international community does not
always respond quickly or fully to emergency
aid appeals, as shown by the tragedy of the
2005 Niger food crisis. Fourth, increased
amounts of grain are going into biofuel
production, driving up global cereal prices.
Fifth, controversies about food aid using
genetically modified cereals are likely to
persist and complicate the provision of food
aid, especially in emergencies. Sixth, climate
change is likely to reduce food production in
tropical countries and to cause more
frequent and severe floods and droughts. For
all these reasons, food aid will continue to
have a small but important role in interna-
tional development assistance in the

foreseeable future.A reinvigorated Food Aid
Convention can help enhance the effective-
ness of food aid. Four reforms in particular
would be especially valuable.

1. Over time, the FAC has evolved from
having an “instrument focus” (the
provision of food aid) toward having a
“problem focus” (global food insecurity).
A strengthened problem focus for the
FAC that makes explicit the objectives of
food aid in preventing famine, reducing
hunger and malnutrition, and working
toward improved food security would
clarify the appropriate role of food aid.

2. Given that food aid may well become an
increasingly scarce resource, the FAC
should retain minimum commitments by
members.The means by which these
commitments are calculated, however, is
in serious need of overhaul. Not only is
the current approach to counting these
commitments opaque, but it also creates
perverse incentives. Improved counting
of commitments would encourage
greater use of local purchases, encourage
the provision of micronutrients, and
enable greater donor coordination.

3. The FAC’s governing body, the Food Aid
Committee, lacks transparency. It does
not publicize members’ failures to meet
tonnage commitments and provides
remarkably little public information on its
discussions. Mechanisms ensuring greater
transparency should be part of a new
FAC. Furthermore, the committee
consists only of donors.A revamped
FAC could include some mechanism
allowing representation of recipient-
country governments.The committee
could allow relevant and competent
international organizations, the private
sector, and nongovernmental organiza-
tions (NGOs) to observe and speak at
its meetings.

4. Stronger monitoring and evaluation
should figure prominently in a new FAC.
The committee could collaborate with
other international organizations to
harmonize monitoring, increase trans-
parency, and assure periodic member
peer reviews.Assessment of needs and
analysis of whether food or cash is the
most appropriate form of intervention
could improve.A new FAC should
require donors to base assistance on
sound evaluations.

At this time, the principal obstacle to FAC
reform is political will. Food aid has been
caught up in the Doha trade negotiations. In
particular, the European Union has demanded
that food aid be subject to trade disciplines to
ensure that it is not used as a back-door
means of subsidizing American farmers.This
dispute, together with the collapse of the
Doha trade round, has made it impossible to
begin serious negotiations about the reform
of the FAC—a vivid testament within wealthy
countries to the power of trade negotiators
and the impotence of international develop-
ment ministries.A reformed FAC can play a
small but valuable role in enhancing global
food security, but only if it operates with a
clear focus, improved commitments, greater
transparency, and more accountability. But
these goals can be achieved only once the
political obstacles have been overcome. ■

John Hoddinott is deputy director of
IFPRI’s Food Consumption and
Nutrition Division, and Marc J. Cohen
is a research fellow in the division.

Commentary

Time to Update the Food Aid Convention
John Hoddinott and Marc J. Cohen



Development professionals face fundamental questions
about the impact of their work: Do advances in

knowledge, research, and technology make a real difference in
the lives of poor people? Who benefits from the work of
organizations such as the centers in the Consultative Group on
International Agricultural Research (CGIAR)? Does research
lead to positive change?

These critical questions about impact are addressed in a new
IFPRI book, published through Johns Hopkins University Press:
Agricultural Research, Livelihoods, and Poverty: Studies of
Economic and Social Impacts in Six Countries. Edited by
Michelle Adato and Ruth Meinzen-Dick, senior research fellows
at IFPRI, the book explores the impact of research by CGIAR
centers and other institutions on the livelihoods of poor people
in Bangladesh, China, India, Kenya, Mexico, and Zimbabwe.

Employing methods and perspectives from economics, sociology, and anthropology in their
analysis, the contributors find that whether and how agricultural research affects poverty
depends on livelihood strategies, the vulnerability of different groups shaped by gender and
resource access, and the institutional and economic contexts. Perhaps the most dramatic
example of impact is the International Rice Research Institute’s rice-breeding program in India.
It contributed to an average of 1.5 million Indians moving out of poverty each year between
1991 and 1999. The dissemination of high-yielding, drought-resistant maize hybrids by the
public and private sectors in Zimbabwe led to more modest increases in smallholder income
that allowed farm families to purchase livestock and better protect child health in times of
drought. Women, however, were disadvantaged because they traded in open-pollinated rather
than hybrid varieties. Later generations of maize bred by the private sector have been more
responsive to the needs of better-off farmers.

From these and other studies of agricultural research in low-income countries, the authors
suggest ways to design future agricultural technologies for poverty reduction. First, such
technologies must be tailored to poor peoples’ conditions, for example their need to minimize
financial risk, work with limited labor pools, and address the effects of gender inequality.
Second, the methods used to disseminate these technologies must match the social environment
in which poor farmers operate; mismatches can prevent farmers from adopting a technology.
Following both these principles requires strong partnerships between CGIAR centers and
institutions with a good understanding of local livelihood strategies.

This new book should give researchers a valuable sense of the larger context that affects how
their work is used and will help inform the design of future agricultural research programs.
Such programs can ensure that technologies help poor women and men escape poverty. ■
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More IFPRI News

Does Agricultural Research Lead to
Better Livelihoods for the Poor?



Insuring the World’s Poor (continued from page 1)

Mansingbhai and Champaben are not alone. Sudden crises have
devastating effects on the livelihoods of millions upon millions of
people worldwide who live in poverty, undoing in an instant hard-
won progress that may have taken years to achieve.Those who do
not have access to insurance that can protect them and their
assets—in other words, the overwhelming majority of poor people
in developing countries—face tremendous challenges in recovering
from an unanticipated crisis and as a result, are even more vulner-
able when the next one occurs.

Recognizing this, many local communities try to help themselves.
After the community-based Self-Employed Women’s Association
(SEWA) began offering insurance policies in Mansingbhai and
Champaben’s village, the villagers became better able to manage
and mitigate their risks. By paying into a comprehensive insurance
plan covering accidental and natural death, sickness, and property
loss, they began to share many of the most devastating risks they
faced. Now when the villagers or their children need medical
attention, they can visit the local doctor without paying large fees.
The insurance gave them peace of mind and optimism for the
future. “SEWA is like a mother and father,” Champaben says.

Mansingbhai and Champaben’s story indicates that new
insurance products make life better for the poor.Their experience
and those of others like them are moving the issue of insurance for
the poor beyond the traditional informal sphere and are attracting
the interest of both private and public-sector actors.

Coping in a World of Risk
For generations, the poor have engaged in various types of risk
pooling and informal insurance schemes to reduce the risks they
face.Traditional burial societies, known as iddir, have helped many of
Ethiopia’s poor to share the financial “shock” when an unexpected
event occurs. Faced with a death or illness, contributors to an iddir
are eligible for assistance, ranging from coverage of funeral expenses
to cash payouts and loans.

“In effect, iddir are life—and in some localities, health—insurance
providers, safeguarding their members from losing everything they
own,” says John Hoddinott, the deputy director of IFPRI’s Food
Consumption and Nutrition Division and the coauthor of a paper
on collective action and vulnerability in Ethiopia’s rural burial
societies.

Ethiopia’s iddir and similar institutions in developing countries
have helped to lay the foundation for the emergence of more
formal types of insurance, which are increasingly being used to help
the world’s poor mitigate and manage risks.

Who’s Insuring the Poor?
Although pro-poor insurance programs are increasing in scope
and number, a great deal of the developing world still lacks access
to any type of insurance. According to a recent study by the

MicroInsurance Centre, 23 of the poorest 100 countries have no
formal insurance targeted at the poor. In the other 77 countries,
insurance is far from universal; less than 8 percent of the poor in
the Americas, less than 3 percent of the poor in Asia, and only 0.3
percent of the poor in Africa are covered.The very few poor
people who do have insurance receive it through community-
based organizations (CBOs), mutual insurers, nongovernmental
organizations, or commercial insurers.

Owned and managed by their members, CBOs such as the Self-
Employed Women’s Association typically operate in small villages and
offer only a few products, particularly assistance with funeral
expenses. Despite their documented success in assisting their
members, CBOs do face some limitations. Lacking professional staff
and regulatory oversight, they typically require significant outside input
to handle more complex products like health insurance. Because they
do operate locally, CBOs are also vulnerable to the risk that a large
number of their clients could face the same crisis at the same time.
CBOs cover fewer than 1 million poor people worldwide.

Like the CBOs, mutual insurers are non-profit, member-based
organizations, often owned by credit unions or cooperatives that
operate in close proximity to their clients. Unlike CBOs, however,
mutual insurers are professionally managed and typically regulated.
Approximately 2.5 million poor people globally are covered by
mutual insurers.

Non-governmental organizations (NGOs) are also key providers
of insurance, especially in health, and are managed by development
organizations, trade unions, federations, and microfinance institutions.
Given these organizations’ flexible structure and their ability to closely
engage with poor clients, they are more able than other types of
insurers to tackle and effectively deliver complex types of products,
such as health insurance. However, NGOs involved in insurance
provision are generally unregulated and have less professional exper-
tise than commercial insurers. Nearly 10 million poor people globally
are covered by insurance products under the direction of NGOs.

Commercial insurers are for-profit companies that are closely
regulated. Despite their status as relative newcomers in the field,
these insurers cover almost 38 million poor people across the
developing world.They primarily focus on life, death, and disability
insurance—products that are generally inexpensive to deliver and
manage, and therefore more likely to return a profit.The entry of
commercial insurers into developing countries is in part driven by
the possibility “that today’s low-income client may be tomorrow’s
middle-class client,” according to Michael J. McCord, president of the
MicroInsurance Centre. He says that insurance provision by
commercial insurers is projected to grow by well over 100 percent
during the next five years.

(continued on page 10)
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Insuring the World’s Poor (continued from page 9)

Risky Business? 
This growth in insurance provision is significant, because for a long
time, insuring poor people was considered to be a risky venture.
Until recently, the financial resources of the poor were seen to be
too limited to qualify for formal financial services such as savings
accounts and credit. In much the same way, the poor have generally
been viewed as too great a risk for formal insurance protection.

However, this is changing rapidly. Governments, donors, nongovern-
mental organizations, and the private sector increasingly recognize that
insurance products can work for the poor, if they are designed with
the poor in mind.That means looking at innovative ways to provide
cost-effective insurance while keeping operating costs low.

“Microinsurance” has emerged to highlight this idea. According to
the Consultative Group to Assist the Poor (CGAP)—a consortium
of public and private development agencies working to expand
access to financial services for the poor—microinsurance is simply
the provision of insurance to low-income households.

“During the last several years, people have gone from asking ‘What is microinsurance?’ to actively
seeking it out,” says McCord.This is a result of what he calls the “demonstration effect”—the success that
some of the first few commercial insurance companies experienced in developing countries. He was one
of these early entrants, working with the international insurance company, American Insurance Group
(AIG), in Uganda, to design and implement a group accident insurance program as well as introduce a
health insurance program for microbusiness clients. McCord says, “If we develop the right products to
match the needs and livelihoods of poor people, they will benefit from them.”

Of the insurance that is currently available to the poor, the most sought-after products are in the
areas of health, life, and agriculture.

Health Insurance
Each year, approximately 100 million people become impoverished for simply falling ill.Without health
insurance, a poor family can pay more than 100 percent of its income on health care. And when a sick
person remains out of work, the household can also suffer a significant loss of income.

It is therefore not surprising that there is high demand for health insurance among the poor. Recent
surveys of poor people in 11 developing countries found that they reported health care financing as their
greatest concern, followed by death.

However, health insurance is one of the most complex types of insurance to provide and sustain.
Many providers, such as CBOs, face major risks in covering the costs of delivering health care coverage.
For example, the lack of previous service to a community—and the detailed knowledge of the health
risks faced by those people—prevents the providers from being able to accurately predict the patterns of
illness that allow them to set health insurance premiums that are both profitable and affordable.The Self-
Employed Women’s Association (SEWA), for example, experienced difficulty covering its costs.

“Community-based health insurance programs can be very effective in delivering health coverage and
protecting households from catastrophic health expenses, provided they are affordable and geared to the
needs of the poor,” says Abay Asfaw, a former postdoctoral fellow at IFPRI now with the World Bank.
“Beyond improving the health of the poor, these programs can promote greater work productivity and
help break the cycle of poverty from one generation to the next.”

Life Insurance
Life insurance is a relatively low-risk product that is widely available to the poor. Many of the obstacles
that impede efficient delivery of insurance to the poor do not affect the less complex delivery of life
insurance.Whereas health insurance is largely dependent on infrastructure like clinics and hospitals, life
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insurance is not.When a death occurs in a household, the provider
can compensate the insured household for its loss in a timely fashion.

In 2003, the Indira Kranti Patham (IKP) program, a joint under-
taking of the World Bank and the state government of Andhra
Pradesh, India, began its innovative work in insurance provision for
the poor by offering life insurance coverage for death and disability. It
brought together both CBOs and commercial insurance providers to
leverage their unique capabilities—CBOs provide low-cost and
community-friendly administrative support, such as payment collec-
tion and claims processing, while the commercial insurer takes on the
financial risk.

A unique component of the program is that it builds upon
numerous pre-existing “Self-Help Groups,” which work together to
request price quotes from various commercial insurers in order to
determine which one offers the best price with the best terms.

More than 2.5 million poor people are currently enrolled in this
insurance program, which is en route to becoming one of the largest
insurance programs for the poor in the world. “The success of the
IKP model in Andhra Pradesh offers an opportunity for the poor to
access ‘formal’ markets to manage their risks, and in the process
brings about financial inclusion of the poor,” says Vijaysekar
Kalavakonda, a senior insurance specialist at the World Bank.

Agriculture Insurance
Agriculture is one of the most important sources of income for
poor people, but is also one of the riskiest.Without enough rain,
crops wither and die.Too much rain and floods wipe out an entire
harvest. Interest in finding the right insurance to protect poor
farmers from such losses has understandably been strong, but
generally the products that have resulted have been costly and
unsuccessful.

In the 1950s and 1960s, many developing countries introduced
crop insurance initiatives to compensate farmers for their losses.
However, the high costs of managing these insurance schemes, in
addition to difficulties compensating farmers in a timely manner and
incidences of corruption and political interference, made them unsus-
tainable and many were eventually ended.

During the past several years, however, an innovative new tool
known as weather index insurance has emerged that can provide
farmers with coverage based on observable weather events, rather
than on crop losses. “Index insurance offers a more viable approach
to agricultural insurance for most farmers,” says Peter Hazell, a visiting
professor at Imperial College-London. “Take drought coverage, for
instance, which pays out only if the rainfall measured in a given area
falls below an agreed minimum.This kind of insurance is more afford-
able and accessible to all kinds of rural people, including the poor.”

Weather index insurance compensates farmers for income they
may lose as a result of a catastrophe, enabling them to stay economi-
cally afloat during times of crisis. Coverage can be provided by the
private sector with little or no government subsidies, and is easy to

market and sell through banks, input suppliers, farm cooperatives, and
microfinance organizations. And unlike most agricultural insurance
programs, weather index insurance avoids moral hazard and adverse
selection problems.

In 2003, this thinking was put into practice when ICICI Lombard
General Insurance Company, the BASIX microfinance bank, and the
World Bank teamed up to develop weather index insurance for small
and marginal farmers in Mahaboobnagar District, one of the poorest
areas in India. As the developing world’s first weather index insurance
initiative, the program compensated small and marginal farmers in one
area when there was too little rain, and compensated farmers in other
areas when there was too much.These polices were offered through
the BASIX distribution network. During the 2006 monsoon season
alone, nearly 2,500 Indian farmers benefited from having such policies.
“Since offering weather index insurance, farmers across India have
gained an additional risk management tool,” says D. Sattaiah, vice
president of insurance and human resources at BASIX. “Our goal is to
extend this type of innovative coverage to as many farmers as possible.”

However, there are some challenges to this new insurance tool. It
only pays out when an insured weather event occurs and this may
not always reflect the production losses experienced by individual
farmers. Limiting the insurance to catastrophic events, such as severe
droughts, reduces this problem and makes the insurance more attrac-
tive to individual farmers. Additionally, the insurer incurs significant
losses when an insured weather event occurs because it must pay all
insured farmers in a region.To handle these losses, the insurer needs
access to large financial reserves or reinsurance.

“One of the most important factors driving index insurance today
is the growth of new international financial mechanisms like catas-
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trophe or “cat” bonds for helping insurers pool these kinds of risks internationally,” explains Hazell. “This
approach offers an intriguing way of linking world financiers and poor people in an effective partnership
that is beneficial to both.”

Future Challenges
Despite the successes so far in expanding insurance to the world’s poor, there are a number of emerging
challenges that must be addressed to render it more efficient and effective.

Improving the way in which insurance is delivered is one of these major challenges. Given their close
proximity to the poor, it is not surprising that CBOs, NGOs, and mutual insurance groups provide the
largest potential channels through which the poor can access insurance. Leveraging their structure as a
group could be advantageous in reducing the costs of the premiums that members pay.

“Better information technology and more decentralized rural communities are helping to reduce the
transaction costs of providing insurance to the poor,” says IFPRI’s Director General Joachim von Braun,
who led a pro-poor health insurance research program in the late 1990s. “As a result, various actors, from
microfinance organizations to the private sector, are utilizing their unique structures to make delivery of
insurance a reality.”

The use of technology, such as mobile communication, can also reduce operating costs, lower premium
payments, and generally better inform the poor about the potential benefits of insurance. In India, ICICI
Prudential uses kiosks in rural Indian villages to sell life insurance, while mobile phones are used in South
Africa and the Philippines.

Tailoring insurance products to meet the needs of the poor is critical, and as more and more people
become insurance policyholders, this will become increasingly demand-driven. Surveys have found that
poor people expressed interest in coverage that goes beyond burial expenses to providing financial assis-
tance to the household when the principal breadwinner dies. Another area of interest is access to
hospitalization—not just outpatient care—without the need for a large out-of-pocket payment.

The public sector has an important role to play in addressing these future challenges as well.Weather
index insurance, for example, may reduce the risks faced by poor farmers, but it also requires a significant
investment in information—remote sensing technology, such as weather stations; data gathering and
processing capabilities; substantial computer processing power for data manipulation and real-time satellite
analysis; and extensive geographic information databases.

“Developing countries generally lack the conditions to enable the delivery of sustainable agricultural
insurance services,” says Mark Wenner, a senior financial specialist at the Inter-American Development Bank.
“The public sector in these countries can, however, help create the right conditions for agricultural insurance,
and especially weather index insurance, by starting to invest in information and regulatory infrastructure.”

Regulation is yet another way in which the public sector can facilitate the growth of insurance, while
protecting the poor at the same time.Without the regulation of insurance products, the poor essentially
take on even greater risk, namely, the risk of relying on an insurer that may not function in a financially
sustainable way.Very little regulation of insurance currently exists in developing countries, with some
notable exceptions.The Philippines have regulations in place that oversee mutual benefit associations, and
in 2002, India decreed that all new insurers entering its market must sell a minimum percentage or
premium value of their insurance policies to targeted rural areas of the country. As a result, insurers in
India developed a range of innovative new products and delivery channels specifically for the rural poor, a
market that they would have been slow to enter without such government intervention.

Before the Self-Employed Women’s Association (SEWA) began offering insurance in villages like
Mansingbhai and Champaben’s, the poor found ways to share risk and cope with life’s unexpected events.
“Risk is nothing new to the poor,” says Hoddinott. “What is new for them is having access to affordable
insurance that can more efficiently mitigate those risks.”The challenge now is to ensure the viability of
these innovative insurance programs and make them more widely available to the poor. ■

—Reported by Veronica O’Connor
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