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1—INTRODUCTION

Risk is inherent in agriculture. 
Farmers face a variety of market 
and production risks that make their 
incomes unstable and unpredictable 
from year to year. Input prices may 
increase out of reach, crops may 
be destroyed, selling prices may 
plummet and harvests may rot in poor 
storage facilities. In many cases, 
natural disaster is the major risk 
faced by farmers. Assets and lives 
may be lost due to severe droughts, 
hurricanes, earthquakes and floods. 
The type and severity of the risks 
confronting farmers are particularly 
burdensome to small-scale farmers 
in the developing world. Unless 
adequately managed, agricultural 
risks slow economic development, 
hamper poverty reduction and 
contribute to humanitarian crises.1

 1http://www.ifad.org/ruralfinance/pub/weather.pdf
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To try to stabilize the incomes of the rural poor, governments 
of developing countries have looked to crop insurance models 
such as indemnity insurance of developed countries.

In indemnity insurance, the contract payout is dependent on 
the crop outcome on the client’s farm. If the crops fail then 
the farmer can claim a payout, which naturally leads to a 
powerful incentive to allow crops to fail, called moral haz-
ard. Adverse selection is an equally difficult issue to solve, 
where clients’ demand for insurance is positively correlated 
with their risk of loss (higher risk clients tend to buy more 
insurance). Both of these phenomena lead to increased pre-
miums in order for the insurance company to account for the 
increased risk of a payout. Premiums are also raised if there 
are logistical difficulties in sending a qualified assessor to the 
insured farms. This might be possible for a few large farms, 
but quickly becomes expensive and impractical when applied 
to a developing country with many small farms and poor 
transport infrastructure.¹  

Index-based insurance is recently presented by many develop-
ment agencies as an important tool that can allow smallholder 
farmers to better manage risk, create enabling environment 
for investment and growth in the agricultural sector.

This type of insurance differs from the traditional approaches 
to agricultural insurance in that loss estimates are based on 
an index, or proxy for loss rather than upon the individual 
loss of each policyholder. The index policy is designed to cor-
relate the benefit with the actual value of the financial loss. For 
example, a rainfall index that uses measurements taken from 

secure weather stations is commonly used as an indicator of 
crop performance. Too little rainfall and too much rainfall can 
both result in poor production outcomes. Indexes can also be 
constructed from aggregate statistics such as area yields.²  
 
Index-based micro-insurance overcomes many of the chal-
lenges faced by crop insurance programmes by delinking 
indemnification from individual production. Although subject 
to its own limitations, such as basis risk, index insurance may 
provide less-costly and more-transparent risk management 
than other alternative products, enabling farmers to make 
more-productive investments and better manage consumption 
risk.³ 

Among those index-based insurances, the India Weath-
er-Based Crop Insurance Scheme (WBCIS), the Agriculture 
and Climate Risk Enterprise (ACRE) developed in Kenya, 
Rwanda and Tanzania, the Mongolia Index-Based Livestock 
Insurance Project (IBLIP), the Index-Based Livestock Insurance 
(IBLI) project in Kenya and Ethiopia, and the R4 Rural Resil-
ience Initiative implemented in Ethiopia and Senegal have 
been considered by many experts as successful cases.

In order to tackle many risks faced by millions of smallholder 
farmers, an integrated approach of risk management would 
be necessary. The R4 has been singled out as a promising 
holistic approach for tackling those kinds of risks because it:
• Protects livelihoods with safety nets;
• Reduce risks to livelihoods;
• Protects household gains through insurance and financial 

services.

2—FROM TRADITIONAL FARMERS 
INSURANCE TO INDEX-BASED 
INSURANCE

¹https://cgspace.cgiar.org/bitstream/handle/10568/53101/CCAFS_Report14.pdf
²https://cgspace.cgiar.org/bitstream/handle/10568/53101/CCAFS_Report14.pdf
³http://r4d.dfid.gov.uk/pdf/outputs/systematicreviews/MicroinsuranceWeather2012ColeReport.pdf
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3—PRESENTATION OF R4
The R4 Rural Resilience Initiative (R4) is a strategic partnership between Oxfam America (OA) and the United Nations World Food 
Programme (WFP). R4 was initiated in 2011 to respond to the challenges faced by food insecure communities enduring increasingly 
frequent and intense climate disasters and other shocks.1 It targets poor smallholder farmers who were previously considered to be 
uninsurable due to a combination of poverty, lack of education, data limitations and remoteness.²

R4 is currently implemented in Ethiopia and Senegal and in pilot phase in Malawi and Zambia. It uses satellite rainfall indexes and 
covers many commodities such as beans, maize, wheat, sorghum and millet. The number of insured farmers was estimated in 2014 
at 24,143 in Ethiopia and 1,989 in Senegal.

4.1. RISK REDUCTION
Risk reduction is related to access to improved climate risk 
management, for example natural resource rehabilitation or 
new agricultural extension techniques. This is designed so 
that a drought year might have less of an impact on farmers.³

4.2. RISK RESERVES
Risk reserves involve access to individual or group savings, 
so that farmers can build a financial base for investing in 
their livelihoods. Savings can also provide a buffer for short-
term needs, increasing a household’s ability to cope with 
shocks. Group savings can be lent to individual participants 
with particular needs, providing a self-insurance mechanism 
for the community, or targeted at particular groups.4

4.3. RISK TRANSFER
Index-based insurance falls under the risk transfer, and aims 
to transfer the component of risk (e.g., a major regional 
drought) that cannot be reduced in any other way.5

 
4.4. PRUDENT RISK TAKING
This component involves access to microcredit. Microfinance 
institutions are often reluctant to offer credit to farmers be-
cause of the perceived high risk of default in bad seasons. 
Insurance reduces the risk carried by microfinance institution 
and allow credit to the more vulnerable groups. Access to 
credit allows investment in productive assets such as seeds, 
fertilizers and new technologies.6Source: https://www.wfp.org/climate-change/r4-rural-resilience-initiative

4—PROMISING EXAMPLE OF INTEGRATED RISK MANAGEMENT

 1http://policypractice.oxfamamerica.org/static/media/files/R4_Quarterly_Report_October_-_December_2014_PRINT.pdf
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R4 combines four risk management strategies to protect household’s 
food security while enabling farmers to make productive 
investments.

https://www.wfp.org/climate-change/r4-rural-resilience-initiative
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5—RESULTS AND IMPACTS FROM R4

Recent impact evaluations have demonstrated that: 
• R4 has a strong scale-up while targeting farmers previously considered uninsurable.¹
• Insured farmers save more than twice than those without any insurance.2

• Insured farmers invest more in productive assets.³
• Insured farmers, in some villages, have tripled their grain reserves compared with uninsured farmers.4

• Women achieved the largest gains in productivity, through investing in labor and improved tools for planting.5

With positive impact on production, income and saving, there is a strong indication that integrated risk management approach can 
be used to contribute to a wider impact on nutrition security and resilience.

6—INNOVATION AND RECOMMENDATION FOR ACF

When considering an integrated risk management intervention, key elements need to be considered:
• Micro-insurance cannot reach vulnerable group alone. Insurance is part of a tool box including access to credit, improved sav-

ings and promotion of resilient livelihood practices.
• In that sense, a 4R partnership needs to integrate: microfinance institution, farmer insurance, agricultural extension services (pro-

moting nutrition sensitive and resilient practices) and ACF.
• Insurance product has to be developed with farmers and tailored to their self-assessed needs (which crop, which season, which 

risks…?)
• Payment of insurance premium can be a blocking factor for the most vulnerable. It can be included in safety net payment (if 

beneficiary is enrolled in a cash transfer or cash for work) or build in agricultural supply price (e.g.: seeds can include an insur-
ance fee).

• R4 approach can be tested as a way to leverage emergency cash injection for long term promotion of nutrition security and 
resilience if insurance products are readily available.  
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