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FINANCIAL SERVICES FOR RESILIENCE INTRODUCTION

Introduction
The role of financial services in supporting resilience and
adaptation to climate change is frequently discussed in policy
and practitioner forums and increasingly assessed in research
studies. Financial services, both formal and informal, have
been recognised as crucial for managing livelihood risks,
preparing for and recovering from shocks, and increasing
productive investments; thus reducing poverty and promoting
economic development.1 At the same time the importance of
considering medium and long term climate impacts in financial
service interventions and the potential of some products, such
as microcredit or agricultural insurance, to increase vulnerabilities
by introducing debt burdens or incentivising maladaptation
in farming practices have been highlighted.
Generally, people with low incomes have little access to formal
financial services, and products on offer are not necessarily
adequate or tailored to their specific needs. Informal, communitybased financial services along with self-insurance through savings
can help poor households in developing countries grapple with
some of the lower impact, idiosyncratic shocks they face and
therefore provide important contributions to resilience. Yet, these
mechanisms only offer limited protection for higher impact
events, especially when entire communities or social networks are
affected (Dercon, 2002). Increasing (formal) financial inclusion2

1

For reviews of the literature on links between financial services and
resilience see Carter et al. (2014), Jensen et al. (2014), Moore et al. (2019),
and Haworth et al. (2016).

2

Financial inclusion ‘means that individuals and businesses have access
to useful and affordable financial products and services that meet their
needs – transactions, payments, savings, credit and insurance – delivered
in a responsible and sustainable way’ (World Bank, 2018; see Box 1
for more detailed definitions).
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in these contexts is considered as critical for strengthening
resilience to climate-related shocks in developing countries
(Moore et al., 2019; Haworth et al., 2016). At the same time,
public safety nets can play a complementary role in targeting
lower-income populations and providing protection against
impacts from shocks that are beyond the coping capacity of
individuals, households and communities.
To date, low levels of financial inclusion remain a global challenge
despite the G20 underscoring the importance of its contribution
to enabling the achievement of numerous Sustainable
Development Goals (SDGs), including: eliminating extreme
poverty (SDG1), reducing hunger and promoting food security
(SDG2), achieving good health and well-being (SDG3), promoting
gender equality (SDG5), promoting sustained, inclusive and
sustainable economic growth, full and productive employment
and decent work (SDG 8), building resilient infrastructure,
promote inclusive and sustainable industrialisation and foster
innovation (SDG 9), and reducing income inequality within and
among countries (SDG 10) (GPFI, 2017). To support progress on
financial inclusion, the World Bank’s Universal Financial Access
initiative (UFA2020) has been working with governments and the
private sector towards increasing access to transaction accounts,
with a target of reaching 1 billion accounts by 2020. The initiative
focuses on the 25 countries that are home to almost 70% of the
world’s financially excluded population3 (World Bank, 2019).

3

These countries are: Bangladesh, Brazil, China, Colombia, Cote d’Ivoire,
DRC, Egypt, Ethiopia, India, Indonesia, Kenya, Mexico, Morocco,
Mozambique, Myanmar, Nigeria, Pakistan, Peru, Philippines, Rwanda,
South Africa, Vietnam, Tanzania, Turkey and Zambia.
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While the number of banked adults has grown since 2011, Figure 1
shows that levels of financial inclusion still vary greatly between
countries and are highly correlated with economic development
(Demirgüç-Kunt et al., 2018).
Figure 1: Level of financial inclusion in 2017, by country
% of population over 15 years with account at bank, other type of financial institution
or using mobile money service in the past 12 months
0 – 25

25 – 50

50 – 75

75 – 100

Source: Author’s calculation based on Global Findex database 2017
(Demirgüç-Kunt et al., 2018).4

Financial services are expected to support resilience through
various pathways, including: savings acting as a form of selfinsurance; asset accumulation, microcredit and productive
investments that can help address poverty and reduce inherent

4

Detailed glossary, methodology, and translations can be found at:
www.globalfindex.worldbank.org
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vulnerability; time-saving through ease of access that can be
translated into financial savings; and enhanced preparedness and
coping capacity through rapid availability of emergency resources
from transfers, microcredit, insurance or pooled emergency funds
(Demirgüç-Kunt et al., 2017a; Clarke and Dercon, 2009).
A recent review of evidence on building resilience through
financial inclusion concludes that, overall, research indicates ‘that
improved access to formal financial services can help people
become more resilient’ (Moore et al., 2019). More specifically,
the benefits of financial inclusion for resilience are related to
mitigating impacts from shocks, supporting people to be better
prepared and helping them smooth consumption while avoiding
negative coping strategies. This is particularly well demonstrated
for small-scale and idiosyncratic shocks.
Therefore, governments, donors and practitioners are looking
at the provision of financial services within their resiliencebuilding and development interventions. This includes projects
operating under the Building Resilience and Adaptation to
Climate Extremes and Disasters (BRACED) programme in the
Sahel, East Africa and Asia. Several of the BRACED projects have
recognised the potential of financial services in strengthening
resilience and actively engage in the development and delivery
of different types of services. Some BRACED projects have also
contributed to identifying needs for different types of financial
services based on local contexts, vulnerabilities and livelihoods;
supported policy dialogues around adequate financial services;
or supported the development of products. Past experiences
underscore the need to tailor financial services to the economic,
social and ecological contexts of users in order to make services
fit for purpose and to support transformation (Moore et al.,
2019; Demirgüç-Kunt et al., 2017a). Furthermore, it has been
suggested through various frameworks that access to a portfolio

13
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of financial services (including various types of services), along
with other emergency resources (for instance delivered through
social protection programmes) can be beneficial for addressing
different types of risk at the individual, household and business
levels. Services at various degrees of formality and volume – from
informal groups with small amounts of savings gained through
a semi-formal savings cooperative and microfinance to formal
banking with larger credit sums – need to be available to
cater to people with different capacities, and linking these
services in an intelligent way can allow people to transition
from informal services towards more formal systems when
they have the capacity, capability and need to do so.
In this report, we explore how BRACED projects support
the development and delivery of tailored-to-context financial
services. We also assess to what extent these projects are
integrated within existing financial service systems, risk
financing structures and wider resilience-building projects.
More specifically, the report considers two factors:
•

Firstly, whether and how BRACED activities are following
a layered approach to financial service provision. The term
layering, as used in this paper, refers to an approach where
different types of financial services are targeted at various
tiers, or layers, of the intensity and frequency of events
(e.g. low, medium, high intensity or frequency events);
target groups (e.g. low-, middle- or high-income); and time
scales (e.g. resources become available before, during or
after an event; instruments are put in place ex ante or use
ex post in an ad hoc way). Additional relevant factors that
influence the choice of financial services delivered through
resilience interventions include: rationales (e.g. humanitarian,
disaster risk reduction, development); intended positive
outcomes (type of expected outcomes and short, medium

14
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or long term); and avoided negative impacts from the
event (see more details on these various dimensions
of layering financial services in Box 2, Section 1 and an
overview for existing frameworks covering some of these
dimensions in Annex 2). The aim of a layered approach is
thus to finance risks comprehensively through a portfolio
of financial instruments that address the different layers
(either by delivering a portfolio or by covering existing gaps).
Relevant considerations for resilience programming entail
the variety and characteristics of hazards beneficiaries are
exposed to, people’s vulnerability, as well as the different
financial services and resources people access to manage
risks. Such resources and services include formal, semiformal and informal financial services along with cash
transfers through public safety nets or remittances. A layered
approach to financial service provision at project level,
consequently, would mean that projects view their financial
service interventions within a wider context of available risk
financing options and emergency resources people have
at their disposal to address a variety of idiosyncratic and
covariate risks; and aim to support existing approaches
or fill the major gaps through their activities.
•

Secondly, the report sheds light on how projects are tailoring
services such as savings accounts, loans or insurance
products to the socioeconomic and environmental
contexts in which they operate. This entails looking at the
ways in which financial services and products are adjusted, for
instance to reflect specific risk environments, cater to social
or religious needs, or are embedded in economic and sectoral
structures. While some BRACED projects directly engage in
financial service development and delivery, others contribute
to wider policy debates, research and reflections on how to
tailor financial services to local needs and contexts.

15
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We consider here a broad definition of financial services
(see Table 1) that reaches beyond ownership of a formal bank
account and includes different kinds of formal, semi-formal
and informal financial services. The focus in this report is first
and foremost on resilience, climate-related shocks, and longerterm stresses. This includes, for example, droughts and floods,
which have had immense social and economic impacts across
BRACED countries in the past decades (Simonet et al., 2017).
At the same time it is recognised that other types of covariate
and idiosyncratic shocks and stresses may compound the impacts
from such events on individuals, households and businesses.5
Furthermore, some of the instruments discussed, and conclusions
emerging from the research, could have wider implications on
other covariate events, such as price shocks or pandemics.
Table 1: Typology of financial services
formal

Banks, insurance companies, post banks,
building societies

semi-formal

Savings and Credit Cooperatives (SACCOs),
Microfinance Institutions (MFIs)

informal

Rotating Savings and Credit Associations
(community-based savings and loans) (ROSCAs),
Village Savings and Loans Associations (VSLAs),
Accumulating Savings and Credit Associations
(ASCAs), savings clubs or groups (tontines,
merry-go-rounds, etc.); groups/individuals/clubs
other than family and friends (e.g. employer,
moneylender, hire purchase/shop/buyer)

Source: Adapted from Johnson and Niño-Zarazúa (2011).

5

‘Idiosyncratic shocks affect individual households or household
members, for example job loss or the death of a breadwinner…
Covariate shocks affect large numbers of people and/or communities
at once. Such shocks are often concurrent. Covariate shocks may be
natural, economic or political’ (O’Brien et al., 2018).
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Methodology
This paper brings together evidence from financial services
literature and four case studies, drawing on experience generated
by four consortia under the BRACED programme.
Section 1: Review of literature and existing frameworks.
The first part of the study discusses existing financial services
research, as well as a review and synthesis of conceptual
frameworks on comprehensive or layered approaches to financing
risk from the development, disaster risk management and
climate change literature. This includes frameworks targeted
at decision-makers in governments, international organisations
and NGOs, aiming to guide the implementation and integration
of different types of financial services that can be made available
to households or individuals to support resilience. This aims to
gather evidence on:
•

the role of financial services in resilience-building;

•

the relevance of a layered approach to designing and
implementing financial service interventions in supporting
resilience-building and the role of resilience programmes;

•

the role of specific and tailored-to-context financial services.

Our analysis relies on papers that provide theoretical frameworks
or empirical evidence about how various types of financial
services can complement each other, or be complemented by
other activities, to cover a broad range of needs and diverse risks.
We consider papers that focus on financial services with an aim
of poverty reduction, resilience-building or strengthening climate
change adaptation.
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Section 2: Case studies. Four country case studies from
the BRACED programme were chosen to assess projects’
experiences with layering and tailoring financial services to
support resilience under BRACED. Case studies draw on project
documents, monitoring and evaluation reports, project proposals
and interviews with implementing organisations, financial
service providers and other key stakeholders. All interviews were
administered either via phone, skype or in person by the authors.
The selection of case studies was based on a consideration of
consortia that include, or are considering including, support
to financial service design or implementation and marketbased approaches to climate- and disaster-resilient economic
development as part of their project activities. Figure 2 shows
the four case study projects and countries. Though some of the
consortia operate in more than one country, the research focused
on a specific country context for each project.
Research informing this study was conducted between December
2017 and December 2018.

18
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Figure 2: Map of BRACED project areas and countries included
in this study

Senegal
– Strengthening
the resilience of pastoralists and
agro-pastoralists through transborder
livestock mobility

LIVESTOCK MOBILITY

LEAD ORGANISATION:

Acting for Life

FINANCIAL SERVICES SUPPORTED THROUGH
THE PROJECT:

Scoping opportunities
for developing livestock insurance
(not implemented in practice)

Ethiopia
MAR

– Market approaches to resilience

LEAD ORGANISATION:

Farm Africa

FINANCIAL SERVICES SUPPORTED THROUGH
THE PROJECT:

Insurance, village savings and
loans associations (VSLAs), incorporating
climate risks into MFI and bank risk
management portfolios, innovative credit
products, mobile banking

Kenya

Nepal

PROGRESS – Building resilient governance,
markets and social systems

ANUKULAN

LEAD ORGANISATION:

LEAD ORGANISATION:

Mercy Corps

– Driving small farmer
investment in climate-smart technologies
iDE

FINANCIAL SERVICES SUPPORTED THROUGH

FINANCIAL SERVICES SUPPORTED THROUGH

THE PROJECT:

THE PROJECT:

Sharia-compliant savings, loan
and investment

Community-based revolving
funds; loans and risk sharing to be
included in the extension phase of
BRACED (starting April 2018)

Source: www.braced.org/about/about-the-projects/
Note: The map only refers to countries that are included as case studies in
this working paper, even though some projects mentioned are active across
several countries.6

6

More detailed information about these and the remaining BRACED
projects can be found on the BRACED programme site: www.braced.org/
about/about-the-projects/
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1.
CONCEPTS,
FRAMEWORKS AND
EXISTING EVIDENCE
image:
amisom public
information /
flickr

The role of financial services in
strengthening resilience to climaterelated shocks, stresses and disasters
The relationship between disasters and poverty is closely
interlinked: natural hazard-related disasters have a larger,
direct impact on populations of lower-income countries than
those of upper-middle and high-income countries. Over the
last 40 years, the share of the population directly affected
by climate-related disasters7 has been significantly higher in
developing countries, especially in Least Developed Countries
(LDCs) (Simonet et al., 2017). Negative indirect and long-term

7

In absolute and relative terms (i.e. share of the population affected).
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impacts of disasters on key socioeconomic dimensions, such as
human capital, are a further barrier to economic development
(Mechler, 2004; Baez et al., 2010; Rodriguez-Oreggia, 2013;
Noy 2009). While disasters affect the poor disproportionately
(Wilkinson et al., 2015), many of the underlying determinants
of poverty are also drivers of greater risk. Poverty and low
levels of human development leave people more vulnerable
and less able to respond, thus amplifying the impacts from
disasters and hampering effective risk management and
response (Skoufias, 2003). Due to this mutually reinforcing
bond, impacts from extreme events and disasters can ‘trap’
low-income countries and the poorest populations in poverty
(Carter et al., 2007). Whereas the macroeconomic picture clearly
shows the correlation between poverty and disasters in terms
of numbers and shares of people affected (though not in terms
of economic impacts due to larger exposure of high-value assets
and infrastructure in upper-middle income and high-income
countries), this relationship is more difficult to disentangle
at the micro level.8
Strengthening financial inclusion is regarded as one of
the solutions to help address these inter-dependency issues
posed by disasters and economic development (for definitions
and challenges related to financial inclusion, see Box 1). Enhanced
access to, and use of, financial services are expected to support
economic development and resilience to climate-related shocks
and stresses through various pathways (Demirgüç-Kunt et al.,
2017a; Karlan et al., 2016; Collier, 2013). These are summarised
in Figure 3.

8

See chapter 1 in Wilkinson et al. (2015) for a review of evidence.
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Figure 3: The potential contributions of financial services 
for building resilience to climate-related shocks and stresses
at the household level
anticipatory capacity

absorptive capacity

Enhancing preparedness and
mitigating expected impacts

Protecting investments,
productive assets and livelihood

Smoothing consumption
through rapid acess to

from anticipated shocks

activities after a shock

resources after a shock

(transfers, savings, insurance
linked to early warnings)

(insurance, transfers, savings,
recovery lending)

(savings, transfers, insurance
linked to early warnings)

Resilience to climate-related shicks and stresses

Reducing underlying
vulnerabilities by increasing

Reducing exposure
through climate-smart and

revenue through (high-return)
productive investments

risk-informed investments

Spreading livelihood risks by
diversifying income sources

((global-based) savings, credit)

(credit, savings)

(credit and savings independently
or bundled with insurance)

adaptive capacity

Source: Author’s figure, based on Moore et al. (2019); Demirgüç-Kunt et al.
(2017a); Haworth et al. (2016).
Note: The figure shows conceptual links between financial services and
resilience. Some of these links have been demonstrated by empirical
evidence while others remain to be tested. For an overview of evidence,
see Moore et al. (2019).

Recent trends confirm that low-income and lower-middle
income countries (including LDCs) have been experiencing
extensive and rapid financial inclusion. This is exemplified
by a rising share of the population holding a bank account
(Figure 4). Mobile banking has also grown rapidly in subSaharan Africa, opening various development opportunities
(Demirgüç-Kunt et al., 2018). Despite this dynamic, the level
of financial inclusion in low-income countries remains lower
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than in high- and middle-income countries. Sources of credit are
mainly informal in low- and lower-middle income countries, and
the unbanked population is still large where income per capita
is low (Demirgüç-Kunt et al., 2018).
Figure 4: Trend of financial inclusion (share of the population
with a bank account, as a percentage of those aged 15
and older)
Share of the population with a bank account, as a percentage of those aged 15 and older
Low income

Lower-middle income

South Asia

Sub-Saharan Africa

Upper-middle income

High income

100

80

60

40

20

0

2011

2014

Source: Authors’ calculation Based on World Bank (2017) Global
Findex Database.

As such, governments, donors and practitioners are looking
at financial inclusion and the provision of financial services
within their resilience-building and development interventions.
They have also explored the key factors that are necessary
for building a holistic portfolio of financial products,
services and resources that would help households and
small businesses increase their resilience to climate-related
shocks and stresses. Often, the provision of such services is

2017
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further linked with other disaster risk management (DRM)
or development activities, recognising that financial services
cannot act as stand-alone instruments to achieve a multidimensional goal of poverty reduction and resilience-building
to climate extremes (Collier, 2013). This is reflected in a growing
pool of literature in the DRM field that embeds financial
inclusion in a broader classification of disaster risk reduction
(DRR) or DRM activities (Kellett et al., 2014; OECD, 2017;
Twigg, 2015; Warner et al., 2007).

Box 1: Financial inclusion – definitions and challenges
Financial inclusion can be defined as a state where:
‘individuals and businesses have access to useful and
affordable financial products and services that meet
their needs [and that these products and services are]
delivered in a responsible and sustainable way’. Products
and services entail transactions, payments, savings, credit
and insurance (World Bank, 2018).
‘At its most basic level, formal financial inclusion starts with
having a deposit or transaction account at a bank or other
financial institution or through a mobile money service
provider. The account can be used to make and receive
payments and to store or save money. Financial inclusion also
involves access to appropriate credit from formal financial
institutions, as well as the use of insurance products that allow
people to better manage financial risks such as crop damage’
(Demirgüç-Kunt et al., 2017b).
The G20 group, through the Global Partnership for Financial
Inclusion (GPFI), committed in 2017 to promote and support
global financial inclusion (GPFI, 2017). While financial
inclusion has accelerated over the recent period, countries

24

FINANCIAL SERVICES
FINANCIAL
SERVICESFOR
FORRESILIENCE
RESILIENCE   concepts,
CONCEPTS, FRAMEWORKS
frameworks
AND
and
EXISTING
existing
EVIDENCE
evidence

are facing new challenges to increasing the positive impact
of financial inclusion on development (Demirgüç-Kunt et al.,
2018). These challenges are essential to overcome in order to
maintain positive impacts from financial services:
•

securing the access of economically and socially

marginalised people (including women, poor and remote
populations) in order to prevent aggravation of inequalities;
•

designing relevant and economically viable financial

products that are fit for purpose in order to achieve positive
impact and prevent negative effects;
•

designing financial services that are tailored to

consumer needs in order to support uptake and relevance
of the services.
Financial inclusion is often defined through the use of formal
financial services supplied by banks. Nonetheless, semi-formal
or informal institutions such as SACCOs, MFIs, VSLAs or SHGs
can play an important role in providing financial services that
are better suited for the needs and preferences of populations
who would otherwise be excluded, for instance due to limited
financial resources, low literacy levels, marginalisation or
remote location. Strengthening financial capacity, business skills
and financial literacy through informal and semi-formal financial
systems may also be a stepping stone towards accessing formal
services in the longer run.
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Evidence on the role of financial
services for resilience and the
importance of tailoring financial
services to needs, preferences
and contexts
Generally, empirical studies, especially at the microfinance level,
have generated mixed evidence about the impact of financial
services on development and resilience metrics. Effects on
relevant outcomes, such as income, poverty, health, or food
security, have been found to vary depending on socioeconomic
institutional contexts, exposure, needs and preferences of
customers, and the characteristics of services and products
(Moore et al., 2019).
While many early studies conclude that microfinance can have
a positive effect on the lives of the poor, later studies have an
understanding that microfinance is more complex. In a study
of Bolivia, Mosley(2001) found that whereas microfinance had
positive impacts on income and asset levels, it could increase
the poor’s vulnerability if the debt-service ratios were too high,
and their coping strategies were limited, thus ultimately forcing
borrowers out of the microfinance system further impoverished.
In an impact-evaluation from Bangladesh, Khandker (2005)
concluded that microfinance has a significant positive and
sustained impact on the poorest, along with positive impacts on
the wider economy. The author also suggests that microfinance
should be bundled with other services to improve the skills of
poor borrowers. Other papers highlight the secondary effects
of microfinance, such as DeLoach & Lamanna’s (2011) study of
microfinance services in Indonesia. The authors find that the
mere presence of microfinance institutions in communities has
a significant positive impact on the health of children. However,
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recent papers such as Banerjee et al. (2015) demonstrate the
limited impact of microfinance on key socioeconomic outcomes
(except expenditure profiles). The authors mostly explain the
mixed evidence and contradictions in existing studies as a result
of the context and the design of the services, which is not always
comparable across cases. For instance, Banerjee et al. (2015)
highlight the low uptake of financial services and the size of the
businesses run by beneficiaries as a critical factor explaining the
low level of impact found in their evaluation.
Overall, literature on the impact of financial services on
development provides a body of evidence indicating positive
effects from access to savings accounts, whereas the ‘evidence
from the microfinance literature on the development impact of
access to credit is mixed at best’ (Demirgüç-Kunt et al., 2017a).
Though scholarship on microfinance does not speak with a single
voice, it points to how varied the positive (and potential negative)
impacts can be. Microfinance in and of itself can be positive,
but how programmes are delivered (and to whom) has a bearing
on the diverse outcomes that are cited in the literature. Impact
studies and reviews on various types of financial services underline
the importance of tailoring such services to the needs and
preferences of specific target groups as well as to economic, social
and ecological contexts in order to adequately address livelihood
risks and support people’s resilience (Moore et al., 2019).9
The mixed evidence from microeconomic studies echoes the
difficulties projects face in providing financial services that
produce impact at scale. There are a variety of different risk

9

For examples of impact studies highlighting the need for more tailored
savings, loans and insurance products see, Delavallade et al. (2015),
Brune et al. (2016), Dupas and Robinson (2013), Dupas et al. (2016),
Karlan et al. (2014) or Karlan et al. (2011).
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financing options along the development and disaster risk
management spectrums and the extent to which these are
applicable and cost-effective will depend on the specific case
and context, including for instance financial structures already
in place, risk profiles, needs, preferences and capacities of
decision-makers. The importance of financial infrastructure
and a regulatory environment that provides a ‘safe, stable, and
reliable financial system’ (Demirgüç-Kunt et al., 2017a) is also
essential to support the positive impact of financial services.

Layering financial services to manage
risks more comprehensively
Where people are faced by a variety of risks – including from
threats related to climate and weather, financial markets,
health or politics – it is not only important to tailor products
to context and local needs, but also to finance and manage
risks comprehensively. In this context, and as used in this
paper, layering refers to an approach where different types
of financial services are targeted at various tiers, or layers,
of the intensity and frequency of events (e.g. low, medium,
high intensity or frequency); target groups (e.g. low-, middleor high-income); and time scales (resources become available
before, during or after an event; instruments are put in place
ex ante or use ex post in an ad hoc way). Additional relevant
factors that influence the choice of financial services to be
delivered through resilience interventions include: rationales (e.g.
humanitarian, disaster risk reduction, development); intended
positive outcomes (type of expected outcomes and whether they
are short-, medium- or long-term); and avoided negative impacts
from the event (see more details on these various dimensions of
layering financial services in Box 2, and an overview or existing
frameworks covering some of these dimensions in Annex 2).
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Layering various types of financial instruments along one or
several of these dimensions has been advocated as a way to
support resilience more holistically than it would be possible
through reliance on a single instrument. This is because
a portfolio of financial instruments and resources can increase
the effectiveness with which risks of different natures, frequencies
and intensities are addressed. For instance, while people may
put some savings aside for emergencies or share risks within
their neighbourhood, formal insurance contracts could provide
coverage for impacts from more extreme events or those that
affect the entire community, where informal systems are often
insufficient (Demirgüç-Kunt et al., 2017a). For people on lower
incomes who may be unable or unwilling to pay insurance
premiums, government subsidies or direct cash transfers through
social protection systems could provide a financial safety net
(Dercon, 2002).
A number of frameworks have been developed to support
such layered approaches to financing risk (see Annex 2).
These frameworks aim to guide decision-makers in assessing
risk financing options at their disposal and in selecting a bespoke
portfolio of instruments. They focus on different purposes and are
embedded in a variety of contexts, spanning across disaster risk
management, climate change adaptation and development fields.
Furthermore, they revolve around actors at different scales: while
some of the frameworks are guided towards decision-makers in
government, for instance those in finance ministries, others focus
on different financial service options available to households
or small businesses and the question of how to best bundle
or integrate these to support resilience. The various dimensions
considered across frameworks in layering financial services
or instruments are summarised in Box 2.
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Box 2: Dimensions for consideration in layering financial
services for resilience
Common dimensions along which financial services are
conceptualised and layered in existing frameworks from
the disaster, climate change adaptation and development
literature include:
risk characteristics – What types of hazards are being
considered? What is the expected frequency and intensity of
events? Are long-term trends and processes being considered?
target groups – Who makes decisions about financial service
portfolios? Who benefits from them? What are the characteristics
of the target groups that need to be considered in identifying
adequate financial services and instruments (e.g. income
or wealth levels, mobility, geographical remoteness, land
ownership, subsistence versus commercial livelihoods, gender,
religion, social or economic marginalisation, etc.)?
time scales – At what point are financial resources required
to enhance anticipatory and absorptive capacity? At what time
(before or after a shock) do decisions about accessing finance
need to be taken to meet these needs? When can adaptive
investments be made and, consequently, when does access
to financial services need to be ensured?
outcomes – What are the specific intended outcomes or
impacts for which the use of financial services and instruments
are considered? Are these short-, medium- or longterm outcomes?
avoided impacts – What negative impacts from climaterelated shocks and stresses (e.g. macroeconomic losses,
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household income or asset loss, reduction in food security,
yield shortfalls, etc.) are to be addressed through the financial
services or instruments?
rationale – What is the rationale for financial services
delivery? Is it a humanitarian perspective, is it focused
on (economic) development, or does it span across both?

While the frameworks reviewed differ across many of these
dimensions, they share a common thread: the idea of layering
various financial services or instruments to manage the risk of
climate-related shocks and stresses, or natural hazard-related
disasters, at different intensities or frequencies, and catering
to various capacities, needs and preferences of the target
group (be it households, governments, or others).
Drawing on such frameworks can provide guidance for what
aspects to consider when developing financial inclusion or
financial service interventions as part of resilience-building
programmes, for instance by governments and donors or
by development organisations and their partners, through
projects such as those operating under BRACED. A range of
frameworks put the resilience financing needs of individuals
or households at their focus and are particularly useful for this
purpose (examples include frameworks proposed in Hallegatte
et al., 2017; Clarke and Dercon, 2009).
At the same time, many of those frameworks revolve mainly
around extreme events and disasters, thus primarily addressing
anticipatory and absorptive resilience capacities as outcomes.
Considering climate-related shocks and stresses, risk management
and financing needs over the long term can help identify financial
services and products that are adequate for strengthening
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adaptive capacity and reducing risk where this strategy is most
cost-effective. Linnerooth-Bayer and Hochrainer-Stigler (2015)
suggest that this is particularly the case for frequent, lowintensity events and longer-term climate trends.
A solid understanding of the nature of risk in relation to
different types of hazard and potential impacts – from shorterterm variability, shocks, and longer-term stressors – is crucial
to defining both how financial services can be layered into
a comprehensive resilience financing portfolio and how
they need to be tailored to context. A good understanding
of risk profiles, including rates of return, will thus not only
support a sustainable financial ‘eco-system’ design but also
support economically sustainable financial tools (DemirgüçKunt et al., 2018).

32

FINANCIALSERVICES
FINANCIAL
SERVICES
FORRESILIENCE   
FOR RESILIENCE
Casestudiesfrom
CASE
BRACED
STUDIES
project
FROM
implementation
BRACEDinEthiopia,Kenya,NepalandSenegal

33

2.
CASE STUDIES FROM
BRACED PROJECT
IMPLEMENTATION
IN ETHIOPIA, 
KENYA, NEPAL 
AND SENEGAL
image:
international
federation of
red cross and
red crescent
societies / flickr

Building on existing concepts and experiences discussed in
the earlier parts of this paper, the following section present case
studies from BRACED project activities in four different countries.
This aims to (1) outline the roles that resilience projects and
the various types of partners involved in BRACED consortia have
taken on in strengthening provision and use of financial services,
as well as (2) draw lessons from their experiences in tailoring
services to target group needs and contexts, and layering financial
services with other risk financing instruments already in place
at various scales.
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LIVESTOCK MOBILITY: strengthening
the resilience of pastoralists and
agro-pastoralists through transborder
livestock mobility in Senegal
The Livestock Mobility project is active across several West
African countries – Burkina Faso, Mali, Mauritania, Niger and
Senegal – to facilitate internal transborder livestock movement
through corridors. This enables pastoralists and agro-pastoralists
in the Sahel to manage climate variability or extreme drought
and ensures their market access. One of the focal areas of the
project is to provide adequate services for pastoralists and
agro-pastoralists along the length of the corridors, and to test
innovative services for mobile herders through action research.
In Senegal, one component of the project was to explore the
potential of indemnity and index-based livestock insurance (IBLI)
to support resilience to climate-related shocks.

Financial service environment in Senegal
The Senegalese banking sector is fairly concentrated in a few
large banks with relatively low user rates. Among the four case
studies included in this paper, Senegal has the lowest percentage
of the population with an account at a formal financial institution
at 11.92% (World Bank, 2017; Making Finance Work for Africa, n.d.).
The microfinance sector in the country, on the other hand, is
dynamic. This is reflected in higher rates of saving and borrowing
compared with Ethiopia despite a lower share of the population
holding a bank account. Nonetheless, ‘[a]ccess to finance for
small and medium enterprises (SMEs) remains a challenge, with
an estimated 80% of bank credit applications being denied
because of insufficient collateral’ (Making Finance Work for
Africa, n.d.). The capacity of microfinance institutions (MFIs)
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reaches from large, sound and profitable to small and fragile
(Ibid.). Overall, access to financial services has increased in
recent years, as reflected in the rising number of access points
per 10,000 population across regions (Microfinance Information
Exchange, 2017). See Figures 5 and 6.
Figure 5: Financial inclusion and access to emergency finance
in Senegal

SENEGAL
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Source: World Bank (2017) Global Findex Database.
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Figure 6: Access to financial service points per
10,000 population
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Source: Microfinance Information Exchange (2017).

Following this trend, mobile finance has experienced a surge
in Senegal in recent years. Between 2016 and 2017, the number
and reach of operators has significantly increased, and the size
of their combined agent network has more than doubled in
this time. Those regions with the lowest number of agents in
2016 even tripled their mobile banking agents during the same
period (Microfinance Information Exchange, 2017). The number
of mobile banking access points has by far outperformed other
types of financial institutions, such as MFIs or banks, and growth
in the number of agents was far greater in the mobile finance
sector (see Figure 7).
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Figure 7: Financial service access point by type of institution
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Source: Microfinance Information Exchange (2017).

The insurance industry in Senegal only makes up a small part
of the country’s financial system and penetration rates are low.
Life insurance products have been used increasingly over the
past years (Making Finance Work for Africa, n.d.), but coverage
against climate- and weather-related risks in livestock and
agriculture sectors remains behind, with 3.39% of the adult
population having purchased a product in 2017 (World Bank,
2017). The crop and livestock insurance sector in Senegal operates
entirely through one insurance company – the Compagnie
Nationale d’Assurance Agricole du Sénégal (CNAAS) – which is
a public private partnership that includes the Senegalese national
government, private insurers and producer organisations.
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Livestock Mobility portfolio of financial
service provision
The Livestock Mobility project, unlike the other three case
studies included in this paper, has not directly engaged in
supporting the provision of financial services as part of its
BRACED activities. Instead, it has focused on assessing the main
hazards to which mobile herders in the Sahel are exposed and
to exploring what role indemnity insurance and IBLI could play
in supporting their management.10 Additional BRACED research
and a policy dialogue were also carried out in Senegal to assess
the relevance of IBLI in country and to explore how products
could be tailored to local needs and context.
The provision of indemnity livestock insurance products
through CNAAS in Senegal, to date, has mainly focused on
larger scale sedentary breeders. Two types of coverage have
been on offer: (1) an accident product paying out in case of
road accidents, drowning, wild fire and poisoning and (2) an
‘all risk’ insurance including the above listed accidents as well
as natural death and authorised slaughter. For the provision
of products and sales process, CNAAS works with a network
of livestock extension agents (including veterinaries, livestock
engineers and technicians). This has the advantage of reaching
a large number of potential clients through a pre-existing
structure, and the advantage of being able to monitor claims
and identify animals through the livestock extension agents with
which pastoralists are registered. Both have helped CNAAS to
increase outreach and lower operational costs of their livestock
products [KI12]. The livestock insurance products have been
received well, according to CNAAS, and are mainly taken up

10 A summary of research and workshop activities can be found
in Thebaud (2017).
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by modern, entrepreneurial livestock producers [KI12]. However,
the Government of Senegal also subsidises insurance coverage
and the Ministry of Livestock incentivises CNAAS to target
less finance savvy, lower income herders that are vulnerable
to the different types of shocks covered by the insurance policy.
This is part of the government policy programme for better
managing and financing risks to agriculture and livestock
production set out under its Vision 2030 plan (Republic
of Senegal, 2014).
In collaboration with a development project by the Senegalese
branch of the Réseau Billital Maroobe (ASE/RBM), CNAAS
engaged in efforts to make indemnity livestock insurance
accessible to mobile herders in 2014. The product was marketed
in combination with sales of livestock fodder through mills
and again relied on a network of livestock extension agents
to support product provision, identify animals and monitor
claims. Though these activities were not implemented under
the BRACED umbrella, the BRACED/Livestock Mobility project
has supported efforts to assess this pilot phase experience.
Additionally, the Livestock Mobility project has commissioned
work to learn from experiences with IBLI in Mongolia and Kenya
and to explore its applicability in the economic, social and
environmental context of pastoralism of the Sahel. This was in
response to an increasing interest from practitioners and donors
in replicating IBLI experiences from East Africa in other regions.
Livestock Mobility, in this context, has highlighted the need to
better understand major risks as an entry point to identifying
options for managing them and assessing the value of insurance
in this context, rather than pursuing a supply-side driven
approach to the provision of livestock insurance.
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Layering financial services in the Livestock
Mobility project
The Livestock Mobility project has undertaken research and
stakeholder consultations to assess the types and diversity of risks
that mobile herders are confronted with in the Sahel region. Through
this work, the project highlighted the need to approach financial
service provision, specifically insurance, with a comprehensive vision
of pastoral livelihood risks and strategies, such as mobility, already
in place to manage these livelihood risks. For this purpose, it was
suggested that any livestock insurance product developed in Senegal
and the wider region should be complementary to government
and to more comprehensive strategies in the household to
manage risks and protect assets in the livestock sector (Thebaud,
2016). Furthermore, the sequencing of different services over time
is important as livestock death can take years from which to recover.
An indemnity product can provide reimbursement for mortality cases,
but where possible, it is preferable to prevent death from the outset.
Index-based insurance (microinsurance, or through safety nets linked
to sovereign insurance such as provided through the African Risk
Capacity drought risk pooling mechanism) could help to prevent
livestock deaths in relation to drought if they pay out early enough.
Nonetheless, they are very difficult to implement effectively and
the reliability of products transferred from Mongolia or East Africa
in the West African context was judged as poor due to far-reaching
mobility, microclimates and transboundary movements.
In Mongolia, the insurance product protects livestock owners not
only from climate-related risks, but covers any type of mortality.
This is because the index is based on historical mortality rather
than climate or vegetation data. Mongolia has documented
mortality rates for all animals since the 1920s, which allows this
index to be calculated. However, without such animal census data
it is not possible to build an index that tracks all mortality risks.
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Another challenge in effectively layering IBLI at micro level
with sovereign risk pooling through ARC at macro level is
the limited coordination and integration of strategies within
government and among partners. In Mongolia, for instance,
a more comprehensive system aims at covering risks related to
medium-frequency and -intensity events with private livestock
insurance where a share of the risk is transferred to a third party.
Risks of infrequent, high impact events are owned by government
and require state intervention for risk management and disaster
response. The ‘Government Catastrophic Coverage’ developed
for this specific high-risk layer is a safety net programme only
available to those herders that have also purchased basic livestock
insurance coverage (Thebaud, 2017; Luxbacher et al., 2011).
A similar system may be imaginable in Senegal, especially
given that premiums for the standard livestock microinsurance
are already partially subsidised by the government and that
the government has a stake in CNAAS. Next to its involvement
with microinsurance, the Senegalese Government has also joined
the African Risk Capacity’s risk pool every year since 2014 and
received a pay-out from the facility in 2015. One of the activities
funded through this pay-out – as per the government’s contingency
plan – was subsidised sale of livestock fodder for pastoralists
in drought-affected regions of the country. Starting in 2019,
ARC is also trialling ‘ARC Replica’ coverage in Senegal, where
United Nations (UN) agencies and NGOs can match government
insurance policies and align planning to enhance coordination
and timely availability of funding. This means, there is potential
for a layered approach – considering different levels of intensity
and frequency, as well as target groups for commercial and public
intervention – to transferring risks in the Senegalese livestock
sector. However, in practice, coordination between livestock
microinsurance initiatives and ARC or ARC Replica, to date, is
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limited. To implement a more comprehensive approach, closer
alignment of public safety nets, humanitarian interventions and
microinsurance mechanisms would be required in relation to
product design, provision, targeting and contingency planning
under ARC. Furthermore, an enhanced strategy for targeting lowerincome livestock producers that are vulnerable to climate extremes,
while maintaining financial viability of operations under CNAAS, is
needed and could be facilitated through better coordination across
the mechanisms already in existence at different scales.

Smaller impact events

Larger impact events

Figure 8: Layering financial services in the Livestock
Mobility project

Livestock Mobility
SENEGAL

Social protection,
subsidised sale
of livestock fodder,
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transfers
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Note: This is a simplified depiction of financial services and social
protection systems, which aims to roughly outline the role of BRACED
projects in financial service provision. We recognise that this figure is not
comprehensive and may omit other relevant support systems and financial
services. Design inspired by Hallegatte et al. (2017).
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The Senegalese Ministry of Livestock has been driving
the development of livestock insurance through CNAAS
in Senegal within a wider policy strategy of intensification in
the livestock sector. This also entails efforts to enhance access
to other financial services, such as loans, in order to facilitate
investments. CNAAS has entered into collaboration with banks,
MFIs and the Ministry of Livestock to introduce mandatory
bundling of insurance with credit in the livestock sector
via a range of institutions [KI12]. Insurance then is regarded
as a key component in managing risks related to livestock
production in a sedentary breeder setting, where livestock
insurance would, to some extent, function as an alternative
to mobility as a strategy to cope with depressed rainfalls and
insufficient biomass availability, provided that the mechanisms
pay out swiftly and are of a high enough amount. However,
this ‘replacement’ will remain imperfect because mobility
contributes to the management of a variety of risks, not
exclusively those that are also covered under an IBLI contract
(Thebaud, 2017). Alternatives could be to integrate a rainfall and
fodder component within the ‘all risk’ product to make coverage
more comprehensive, allow herders to combine these different
products in a simple and affordable way, or to link the IBLI
product with additional mechanisms that can provide access to
finance and further support for other emergencies. A buildingblock model of base coverage and add-ons to cover further risks
(though not currently climate-related) has been trialled by CNAAS
since 2016 on its ‘all risk’ product to include coverage of livestock
theft through a guarantee extension [KI12].
Though the Livestock Mobility project in its assessments and
trials has been considering different types of insurance, it
has placed less emphasis on a broader portfolio of financial
instruments available to pastoralists and the question of how
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indemnity or index-based insurance could address needs for
(financial) resources to cope with different types of shocks
at various points in time. A layered or ‘tiered’ approach to
financing risk, following the example of IBLI in Mongolia (with
different products for various risk levels), has been discussed
by the project. However, the emphasis placed by the Livestock
Mobility project in Senegal was on commercial insurance and
complementary non-financial strategies, such as transhumance,
rather than on financing different risk layers through insurance
and public safety nets, or on access to other financial services
and resources for resilience.

Tailoring financial services to context
RISK ENVIRONMENT AND PATHWAYS TO IMPACT

IBLI has already been implemented in other developing country
contexts, including Ethiopia, Kenya and Mongolia, and initial
research has demonstrated its role in supporting pastoralists in
coping with rainfall- and vegetation-related shocks. However,
assessments under the Livestock Mobility project have also
shown the variety of non-climate risks pastoralists are faced
with [KI10; KI14]. These include, first and foremost, livestock
theft [KI12] – one of the major concerns for Senegalese
pastoralists – and also injuries, illness, road accidents, predators,
excessive rains or off-season rains, drowning, broken boreholes,
bush fires and snake bites (Thebaud, 2016). This has raised
questions about whether index-based livestock insurance,
in isolation, is the most relevant product to meet pastoralists’
need for risk financing, whether traditional insurance could
provide better value to address a larger proportion of risks
that Senegalese pastoralists are faced with, or whether
government safety nets could be an effective alternative
to protect those most vulnerable to various types of shocks
and stresses [KI10; KI14].
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Nonetheless a more recent study, conducted as part of
an ongoing BRACED policy dialogue on livestock insurance
involving representatives of pastoralist organisations, concluded
that rainfall deficit remains the primary threat that pastoralists in
Senegal are facing. Asking a representative group of pastoralists
and agro-pastoralists randomly selected from five departments
in the Senegalese pastoralist zones, the study finds that herder
households prioritise risk of rainfall deficit as the preferred risk
to insure, followed by cattle theft and animal illness (Syll et al.,
2019). Climatic patterns differ between East Africa, with two
rainy seasons, and West Africa, with one rainy season, which
requires a modification of indices. Key informants also pointed
towards a need to reassess and test whether the relationship
between rainfall, pasture availability and livestock mortality
at the core of IBLI products in Ethiopia and Kenya would
equally apply in Senegal [KI12]. The recent BRACED research
and policy dialogue confirm these considerations, along with
the need to assess how mobility of herders would impact IBLI
implementation. One of the main conclusions emerging from
this process is that IBLI should not replace livestock mobility
as a strategy to adapt to climate-related shocks and stresses
but, instead, should complement mobility, allowing herders to
better manage drought-related risks. This position is strongly
supported by herders’ associations. Insurance has become
increasingly relevant due to wider changes in the sector,
including an increasing restriction of livestock mobility because
of the extension of agricultural lands, along with patterns of
demography and mobility, which means that herders from
the same region often head towards the same destination in
the case of drought (Syll et al., 2019). Efforts to test the feasibility
of IBLI in the Sahel are more widely underway, for instance by
the International Livestock Research Institute (ILRI) in Niger.
Key aspects under consideration in assessing suitability and
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tailoring IBLI to context include condition and use of land,
drought history, as well as livestock migration and grazing
patterns. Overall, the study concludes that there is strong
potential for IBLI in Niger, though substantive socioeconomic
and institutional challenges remain to be addressed to support
uptake and impact (Fava et al., 2018).
To our knowledge, no (pre-)feasibility study with a similar
level of detail had yet been undertaken for IBLI in Senegal
at the time of writing. However CNAAS, in collaboration with
the African Development Bank and the World Food Programme,
is currently setting up a feasibility study that includes an IBLI
pilot. While some stakeholders, particularly the Senegalese
Government, Ministry of Livestock and CNAAS, are convinced
that IBLI is critical to manage climate-related risks in livestock
production and to support intensification in the sector, others
are more sceptical of this approach and its rationale, arguing
that the case for IBLI in Senegal remains to be demonstrated
and that products need to be tailored to local contexts and be
compatible with existing adaptation strategies, including mobility.
IMPLICATIONS OF HERD MOBILITY ON PRODUCT REACH AND DESIGN

The mobility of many pastoralists in the Sahel has posed a further
challenge to the design and contracting of a potential IBLI
product. Since movement over long distances and across borders
is a key adaptation strategy employed by mobile herders in the
region to increase productivity through more diversified fodder
and to find pasture in times of drought, it can be difficult to tie
the parametric product to a specific location that adequately
reflects correlation of rainfall or vegetation indices with actual
livestock mortality or increased financial needs to protect
livestock. This is the case due to high spatial variability of rainfall
and pasture production, which could mean that pastoralists
without sufficient resources in their home location, to which
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the insurance index is tied, may not need to travel far to find
sufficient fodder in some cases, while they may be required to
migrate across the region in others. In addition, the specific path
taken for transhumance can have implications for the severity of
impacts felt by a herd and its owner, and can change the nature
of risks to which both are exposed.
As remarked by several key informants, previous experience
with indemnity contracts designed for sedentary breeders has
demonstrated that these are not aligned well with the reality
of mobile herders and their movements. Additional capacity is
required within the insurance company and its partners to better
understand mobile pastoralist livelihoods and adequately tailor
insurance products to related needs [KI5; KI10; KI14].
Finally, as part of their seasonal migration, many Senegalese
herders move within the country in search of pasture.
Some cross-national borders through neighbouring countries
such as Mauritania and Mali, or travel through Gambia to
reach the more rain-prone Casamance region in southern
Senegal. This means they are no longer within reach of the
network of Senegalese livestock extension agents working with
CNAAS to support provision and claims handling of livestock
insurance for the indemnity product. Therefore, herders could,
in practice, not be compensated for livestock mortality due
to causes that would otherwise technically be covered under
their policy because the cause of death could not be verified
due to their cross-border location; there is a question around
the legal validity of livestock insurance contracts outside
the country where they were signed [KI12]. These constraints
may be circumvented in the case of IBLI products, which
do not require claims assessments by livestock extension
agents and where pay-out are tied to geographic areas within
Senegal irrespective of where someone decides to migrate.
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However, regulation around index-based insurance in West
Africa generally, and related to these questions in particular,
remains somewhat unclear and would require engagement
of national government and the regional insurance regulation
body – Conférence Interafricaine des Marchés d’ Assurances
(CIMA) – to address.
Further potential options for integrating mobility into
the design of IBLI in Senegal include: (1) creating indices along
the mobility corridors, (2) using mobile phone data of herders
to follow animal movement, or (3) giving herders the choice
of splitting annual contracts into periodical contracts tied to
different locations they visit at different times throughout
the year. These suggestions emerged from a BRACED
workshop on the topic, which took place in Dakar in May
2019. The importance of local expertise in Senegal about
the livestock sector and index design was also highlighted
during the workshop as critical for tailoring IBLI to context
instead of directly copying what is being done in East Africa
or Mongolia (Syll, 2019).
LOW LEVELS OF FINANCIAL SERVICE MARKET DEVELOPMENT

As highlighted by key informants, the market for financial
services, including insurance, targeted specifically at mobile
herders in Senegal is very small, and there is currently no
livestock insurance product available to meet their specific
needs [KI10; KI14] (Syll et al., 2019). Prior experience with
indemnity livestock insurance products offered through
CNAAS has pointed towards the limited understanding many
livestock producers have of insurance. Though the prior sale
of insurance policies coupled with fodder has bolstered takeup in the pilot (which has since been discontinued), many
pastoralists were unaware that they had obtained coverage
or had only a rudimentary understanding of the product.
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This points to an information asymmetry between the insurer
and the herders, and raises serious concerns about a lack of
information and limited consumer protection in the provision
of livestock insurance. Though working with intermediaries
such as mills, veterinaries and producer organisations,
as already pursued by CNAAS, can help facilitate information
flows, there remains a need to better inform (potential)
customers about the details of the products to increase
their effectiveness and to enhance consumer protection.
In the ongoing policy dialogue around livestock insurance
in Senegal, herders’ associations are strongly advocating
for enhanced transparency, communication and consumer
education about the products on offer. Vice versa: closer
engagement with mobile livestock producers, producer
organisations and experts is vital in order for the insurance
company and its partners to get a better grasp of pastoralist
livelihoods, practices and risk environments, so as to facilitate
the development of adequate products.
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MAR: Market Approaches
to Resilience in Ethiopia
The MAR project, led by Farm Africa working with Mercy
Corps as key project implementer, aims to support resilience
of pastoralists and agro-pastoralists through a market-based
approach in the Afar, SNNP and Somali regions of Ethiopia.11
Among the BRACED projects included in this study, this one
directly supports the greatest variety of financial services. For this
purpose, it has established official partnerships with several public
and private sector microfinance institutions, mobile banking
providers and service platforms. These include Afar MFI, Omo
MFI and Somali MFI, offering savings and loans products to
their clients; Nyala Insurance, which is working on developing
insurance products relevant to MAR areas and target groups;
and Belcash and MBirr, which collaborate with MFIs and Nyala
Insurance to provide mobile platforms for savings, loans and
money transfers.

Financial service environment in Ethiopia
In a regional and global comparison, financial service coverage
in Ethiopia is relatively low (Haworth et al., 2016). Only about 22%
of the adult population have an account at a financial institution.
See Figure 9.
Despite an almost fourfold increase in the number of bank
branches between 2000 and 2012, physical access to services
remains a challenge (Zwendu, 2014). This is especially the case
in remote rural areas. In addition, the Ethiopian financial sector

11

www.braced.org/about/about-the-projects/project/?id=93c57ed1-dd524e5e-a9c6-1711e03a6e4a
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is highly regulated, closed to foreign companies and lacks
diversity in financial products and the institutions delivering them
(Haworth et al., 2016). This is reflected in the MAR intervention
areas, where the public Omo MFI, Afar MFI and Somali MFI are
the only microfinance institutions offering financial services to
project beneficiaries [KI2].
Figure 9: Access to emergency finance and financial inclusion
in Ethiopia

ETHIOPIA
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at a financial
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0.03%
Have a mobile
account

—
Have purchased
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insurance

Number of people
who have borrowed...

Number of people who
are able to come up with
emergency funds

Main source of
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(of % able to raise funds)

43.52%

28.80%

41.21%
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Not very possible

Financial institution
or credit card

1.10%
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...from a private informal lender

Somewhat possible

10.36%

21.96%

...from a store by buying
on credit

Very possible
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11.72%
Savings
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Other
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Source: World Bank (2017) Global Findex Database.

FINANCIALSERVICES
FINANCIAL
SERVICES
FORRESILIENCE  Case
FOR RESILIENCE
studiesfrom
CASE
BRACED
STUDIES
projectFROM
implementation
BRACEDinEthiopia,Kenya,NepalandSenegal

The rapid expansion of MFIs and SACCOs (Savings and Credit
Cooperatives) has increased access to microfinance in recent
years. The number of member-based SACCOs, for example, rose
from 495 in 1992 to 10,270 in 2012 (Tesfamariam and Tesfay, 2013).
Nevertheless, a significant share of the population remains unserved
or underserved. Almost half of all 31 MFIs registered in Ethiopia in
2014 are operating in Addis Ababa and although there are 1,385 MFI
branches across the country, the ratio of branches to clients remains
low (Amha and Kifle, 2013; Haworth et al., 2016).
The Ethiopian insurance sector touches only a small proportion
of the population: 16 insurance companies operate around
190 branches countrywide (Making Finance Work for Africa, 2018a).
Microinsurance targeting small-scale farmers and pastoralists
to transfer weather-related risks has experienced a recent surge
with the introduction of index-based insurance in the country.
However, most insurance products remain focused on crops, not
on livestock [KI2]. So far, international donors are largely driving
the development of this sector (Haworth et al., 2016) as part of
wider risk management or social protection efforts, while reaching
scale and economic viability remain major challenges.
In 2014, less than 1% of Ethiopian adults had a mobile money
account. This remains well below the sub-Saharan average of 12%
(World Bank, 2017 and is far less than mobile money account rates
in neighbouring Kenya. Mobile banking in Ethiopia has, so far,
mostly been an ‘urban affair’ [KI2]. Fast, recent growth in mobile
subscribers and rapid expansion of mobile infrastructure and
networks, however, have opened up new opportunities for
mobile banking (Making Finance Work for Africa, 2018a).
The Islamic banking sector is growing in Ethiopia. In 2008, the
Ethiopian Central Bank introduced interest-free banking, and
formal directives on Sharia-compliant finance in 2011 (Byrne and
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Anderson, 2015). Somali MFI was the first provider in the country
and has since expanded its clientele, though interest-free banking
has not been able to keep up with increasing market demand
(ibid.). Partially, this is due to gaps in knowledge around product
design and legislation, for instance the settlement of disputes
arising from interest-free finance (Haworth et al., 2016).12

MAR portfolio of financial service provision
Since the beginning of the project, MAR has placed an emphasis
on the importance of financial services in strengthening resilience.
It has facilitated the provision of a range of different services to
beneficiaries, including savings and credit through Village Savings
and Loans Associations (VSLAs) or MFIs, livestock insurance and
financial education and training. MAR also works with mobile
banking platforms to increase the reach of financial services.
See Figure 10.
VSLAS

Village Savings and Loans Association (VSLA) and Self-Help Group
(SHG) models have rapidly spread and efforts have been underway
to take these to scale by international and local NGOs in Ethiopia
in recent years (Lawson-McDowall et al., 2016). They are groups
of usually around 15 to 25 members (BRACED / MAR, 2017)
who contribute regular savings to a communal savings box or
bank account. Members can take out loans against a predefined
interest rate, service charge or voluntary contribution. Some
groups also maintain social or emergency funds, which provide
grants or loans to members, free of interest or other charges, in
case of emergency. These, and other terms, are set and recorded
by members in group by-laws, which govern the VSLA. The MAR
project does not provide seed capital to VSLAs, but supports their

12

For an overview of Islamic microfinance products and principles,
see Annex 3 and Karim et al. (2008).
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set-up and operation through training on the VSLA approach and
capacity-building on financial literacy, accounting and business
[KI2]. VSLAs supported by MAR usually share out all their savings
and earned interest or other contributions to their members at
least once a year. The groups can then re-form and build savings
up again to continue operations.13
The large majority of VSLA members are women (over 90%),
especially in Somali and Afar. To support financial literacy and
capacity-building in the groups, MAR has adopted the Private
Service Provider (PSP) approach from Catholic Relief Services. PSPs
are educated community members who can train VSLA members
on a range of different skills. Each of them works with around
5-10 groups and are initially paid by BRACED for their services
in the first nine months. The hope is that PSPs will contribute to
the longer-term sustainability of VSLAs, because they remain in
the communities and can continue group support beyond the
project earning small fees they charge VSLAs for this service [KI2].
However, whether this model is self-sustaining in the longer run
and after the end of the project remains to be demonstrated.
Initial experience in South Omo indicates that communities led
by traditional elders challenge this approach of paying members
within their own community for their support. MAR project field
staff observed that most PSPs moved on to become primary
school teachers or work for local government after the first round
of VSLA creation and agent training (Yaron et al., 2018).

13

Though this seems to be the standard model in the MAR project
context, other VSLAs and SHGs operate on an ongoing basis, continually
building up savings and income over time without sharing out regularly.
Some groups also have separate emergency or social funds in addition
to the savings and loans account. Members contribute to these funds
on a voluntary basis and they can be shared out according to need
without depleting all group savings (Weingärtner et al., 2017; LawsonMcDowall et al., 2016).
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In total, the MAR VSLA work has benefitted 6,642 households
in 342 groups. Together, VSLA members under the MAR project
have saved 3,080,577 ETB, close to 80,000 GBP, over the three
years of the project. Almost 2 million ETB, or just over 51,000
GBP, has been disbursed as loans to VSLA members. This makes
an average of around 12 GBP savings and 7.50 GBP loans per
member (MAR BRACED Year 3 reporting). The maximum amounts
of loans available to MAR VSLA members per lending cycle
often remains well below 100 GBP (Gebreselassie, 2017). Interest
rates are around 5–10%, or a voluntary contribution to the group
savings in some of the Islamic groups in Afar and Somali, where
interest is not allowed. For larger credit needs, the MAR project
also facilitates individual or group access to MFI loans.
MICROFINANCE

In the MAR intervention areas, the bank and formal microfinance
landscape is limited to a few public MFIs, most of which are still
young. Afar MFI, for example, had only been established in 2014
and was so far constrained in capital and the types of services it
could provide. Afar MFI, Omo MFI and Somali MFI have serviced
5,807 BRACED beneficiary households. Between the second and
third year of BRACED, loan amounts rose by over 50%, reflecting
the increasing interest of MAR beneficiaries in savings and credit
services provided by the MFIs. Loans are provided by the MFIs
for the duration of one year [KI8] and incur a maximum of 15%
interest, as set by the Central Bank. For Islamic finance products in
Afar and Somali, MFIs charge around 13% mark-up. Two collateral
arrangements are offered under the project. The first is based on
a solidarity model in group loans, where members guarantee for
each other. With the Somali MFI, for example, each group consists
of three to five individual members [KI1]. The second, for individual
loans, requires collateral in the form of compulsory savings of
10–20% of the loan value in a dedicated account with the MFI.
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The size of loans made available to BRACED beneficiaries varies
between MFIs, ranging from 2,500 ETB in Afar to over 4,500
ETB on average in Omo to between 7,000 and 50,000 ETB in
Somali [KI1; KI3; KI8]. In some cases, the amounts disbursed
under BRACED are much smaller compared to the standard
amounts given out by the institutions. In Afar MFI, for example,
the minimum loan size is otherwise 5,000 ETB [KI8].
Loans taken out through MFIs under the BRACED project
have mainly been used for the purchase of animals and animal
fattening, though some beneficiaries are also engaging in petty
trading and different types of services [KI3; KI8]. So far, the
repayment of loans given out by MFIs has not been satisfactory
in all cases. For instance, in Afar, people have not always kept
up with the monthly repayment schedule [KI8]. Nonetheless,
rates of complete credit default have been relatively low overall,
and MFIs are engaging closely with community elders and
institutions to enforce repayment. This also includes discussions
with Kebele and Woreda officials about the importance of
paying back loans and the negative consequences of failing
to do so [KI8].
INSURANCE

To help protect livestock assets from drought-related shocks,
the MAR project accompanied the Ethiopian private company
Nyala Insurance in designing and delivering insurance products
for pastoralists in MAR intervention areas. With ongoing support
from Pula Advisors, a consultancy specialised in agricultural
microinsurance, two products have been developed: a livestock
mortality indemnity insurance aimed at asset replacement in the
North Omo agro-pastoralist zone, and an IBLI product to support
asset protection in Afar and Somali [KI2]. The indemnity product
allows herders to insure animals against a range of risks (including
from accident, illness and disease, smoke, fire and lightning,
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windstorm, snake bites, electrocution, calving and flooding)
(Zegeye, 2017), while the IBLI product is triggered by thresholds
in the availability of pasture (Pula Advisors, n.d.).
Based on observed low product take-up rates and limited
willingness to pay for insurance premiums of similar products
elsewhere, MAR decided to subsidise the indemnity insurance
premiums at 50% and to completely subsidise IBLI premiums for
project beneficiaries [KI2; KI16]. While the indemnity product is
coupled with loans and offered to clients of Omo MFI, veterinary
service providers were chosen as suitable channels for IBLI product
subscriptions (Pula Advisors, n.d.). The indemnity insurance
product was released in 2017 and served 163 clients in its first year
(MAR BRACED Year 3 Reporting). It charges a premium relative
to the loan value and usually processes claims within seven days.
At the time of writing, 118 cows had been insured and two policyholders received pay-outs, which are directly transferred to the
MFI for full repayment of the loan [KI16; KI2] (Zegeye, 2017).
Though introduction of the IBLI product had also been planned
for 2017, its development and implementation proved challenging.
The need for extensive data collection, stakeholder engagement,
capacity-building in the insurance company, awareness-raising
at local level, delays in payment of project partners, training
insurance agents, and conversations with veterinary shops and
doctors turned out to be crucial bottlenecks and slowed down
the process. As a result, the launch of IBLI was delayed several
times throughout the project period [KI2; KI17].
MOBILE BANKING

Together with MBirr and Belcash, two operating mobile money
platforms, MAR has driven the provision of services from Omo
MFI, Somali MFI and Nyala Insurance company in remote
project locations, with otherwise limited access to bank and MFI
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branches. While mobile banking platforms have already existed
in these areas, MAR has helped to establish new partnerships
with financial service providers and accelerated coverage
expansion by supporting the recruitment of new agents [KI13].
At the time of writing, the National Bank of Ethiopia had not
(yet) approved Afar MFI for mobile banking, thus far preventing
the provision of mobile banking services to Afar. Nonetheless,
6,422 MAR beneficiary households used mobile banking services
in the Somali and SNNPR project areas (MAR BRACED Year 3
Reporting). The main feature of the MBirr collaboration with
Omo MFI is a mobile wallet and the option of two types of
savings accounts on which users can earn interest: an open
account and an account that they cannot access for six months
but offers slightly higher interest. Accounts can be opened
using a simple push phone [KI15] and are managed through
Unstructured Supplementary Service Data (USSD) menus or
the interactive voice response (IVR) option [KI13].
TRAINING AND EDUCATION

Complementing the provision of financial services, the MAR
project emphasises the importance of enhancing financial
literacy and strengthening business skills, which have been
major barriers for financial service use in the project areas [KI16].
Training and capacity-building are supported to familiarise people
with new concepts, such as livestock insurance, and to ensure
that beneficiaries can make effective use of savings, loans and
insurance products. Under its Small and Medium Enterprises
Development Strategy, the Government of Ethiopia has set up
One-Stop Service (OSS) centres for community outreach. MAR
helped build capacity in weak and new OSS centres, and set
up new centres where they did not exist, reaching a total of
10,347 households that now have financial management support,
business development services, entrepreneurship training and
audits (MAR BRACED Year 3 report, 2018).
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Layering financial services in the MAR project

Larger impact events

Figure 10: Layering financial services in the MAR project
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Note: This is a simplified depiction of financial services and social
protection systems, which aims to roughly outline the role of BRACED
projects in financial service provision. We recognise that this figure is not
comprehensive and may omit other relevant support systems and financial
services. Design inspired by Hallegatte et al. (2017).

Partnering with a wide range of institutions has allowed the
MAR project to support a number of different types of financial
services in its intervention areas. By establishing continued
engagement and trust with various partners, the delivery of
multiple products, such as savings, loans, insurance and mobile
banking services, has become more cost and time efficient. It has
also allowed for the better integration of products, because these
are supplied through the same channels and available on the
same mobile money platforms.
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In contrast, reliance on a few specific partner institutions has
also resulted in dependencies. Firstly, in some cases, this has
presented a challenge due to staff turnover as well as pressure
from government to prioritise other activities for public partner
institutions (MAR BRACED Year 3 report, 2018). Secondly, it can
limit the breadth and outreach of interventions, focusing many
services on fewer beneficiaries. This has become evident with
the insurance component. For example, Omo MFI offers livestock
mortality insurance to agro-pastoralists who take out a loan to
purchase livestock from the institution, yet the insurance product,
though technically independent of the loan, is not available to
pastoralists without credit from the MFI. Broadening access to
the insurance product is currently under consideration by MAR,
and offering insurance to the wider client network of the MFIs
and a distribution through alternative channels, such as veterinary
services or mobile banking platforms, could facilitate it [KI2;
KI16]. Mobile accounts cannot yet be used to pay for insurance
premiums of the indemnity product, but Nyala Insurance and
MBirr are collaborating to offer this option in order to facilitate
product provision to pastoralists [KI15; KI16]. Finally, reliance on
a few providers and integration of insurance and loan products
has meant that delays in the provision of one service can also
slow down others. Omo MFI, for example, has experienced
delays in loan disbursements. This meant pastoralists could
not get their loan or insurance contract on time. Additionally
high value dairy cows, which are the main asset to be covered
by the insurance product, are not easily available in the local
market, reducing the effectiveness of both loan and insurance
for incentivising economic investments and strengthening
resilience [KI16]. This example highlights the importance of
considering financial service development and provision within
a wider context of resilience-building and in combination with
other market-based and structural interventions. Furthermore,
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it points to a potential trade-off between product simplicity
and comprehensiveness; while integrating insurance with loans
or other lead products can result in added benefits, it can also
complicate effective product provision.
Support to VSLAs for providing savings and loans is targeted
specifically at low-income MAR beneficiaries, many of them
women. Though the project does not collect systematic data
on this overlap, anecdotal evidence implies that a share of
VSLA members are also beneficiaries of the Ethiopian Public
Safety Net Programme (PSNP) or recent graduates thereof.
Credit, savings and insurance products provided by MFIs in
Ethiopia are generally directed towards a slightly higher income
tier with needs for more credit and the capacity to save and
invest larger amounts of money. Incentivising MFIs to offer
smaller loan amounts than they usually would has helped
the MAR project to service slightly lower-income clients than
the usual customer base of the MFIs. MAR has also established
deliberate links between VSLAs and MFIs, referring successful
groups to the semi-formal financial institutions, allowing
them to continually increase loan amounts. This appears to be
an effective way of layering the different services for increasing
investments and livelihood diversification by building initial
business and financial capacities, as well as creating a conducive
environment to enhance mentalities around saving and lending
through community groups and subsequently improving access
to larger capital. Loan default rates of BRACED beneficiaries
who accessed funds through Omo MFI, Afar MFI or Somali MFI
have been low, which may be related to linking services along
with financial education and business training efforts.
However, challenges of market access remain a barrier to
the use of financial services in the BRACED context. Loans
present an opportunity to strengthen resilience by investing
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in business intensification or diversify economic activities,
but this is challenging when access to markets is generally
low, as is the case in pastoralist project communities in Afar.
Although financial services are a key component to address
this, they alone cannot create diversified market opportunities
[KI8]. Furthermore, it seems unlikely that MFIs would continue
to offer small loan amounts to low-income clients after the end
of BRACED, unless this strategy has proven profitable to them
during the course of the programme. Whether this is the case
is, at this point, uncertain.
Links between VSLAs and MFIs also help to close a gap in
risk financing. VSLAs and similar groups have been shown
to help members cope better in times of drought by reducing
vulnerabilities and making small amounts of money available
when shocks and stresses occur. In the MAR context, VSLAs
have shared out funds more frequently as a response to
recurrent drought (MAR BRACED Year 3 reporting). This can
help members cope, and it also reduces the amount of
funds groups are able to build up and can then lend out
for re-investment. A key strength of VSLAs lies in buffering
smaller and more frequent idiosyncratic shocks, such as injury
of a household member or asset destruction due to small fires.
These usually do not affect all group members at the same time,
meaning emergency savings, loans and grants are more readily
available (Weingärtner et al., 2017).
Through insurance, remittances or external lending, formal
financial service providers could then help VSLA members
address less frequent, higher impact covariate events. As IBLI
premiums are going to be fully subsidised by MAR, this
protection will also be accessible to lower-income, livestockowning target beneficiaries. However, if a full subsidy can
be maintained in the long run, and whether government or

62

FINANCIALSERVICES
FINANCIAL
SERVICES
FORRESILIENCE   
FOR RESILIENCE
Casestudiesfrom
CASE
BRACED
STUDIES
project
FROM
implementation
BRACEDinEthiopia,Kenya,NepalandSenegal

veterinary service providers will be willing and able to take
over premium funding once the BRACED programme has
ended, remains to be established. If not, the target group,
as well as the potential for scaling up the product, may
shift substantially in the future, depending on commercial
premium rates among other factors. In addition, as research
in comparable northern Kenyan pastoralist contexts has
indicated, IBLI does not eliminate nor transfer all relevant risks,
as pastoralist policyholders, on average, were left with 69%
of original risk they faced from high-loss events (Jensen et al.,
2016). This highlights the importance of strengthening and
layering different financial services to address livelihoods more
comprehensively in pastoralist areas in eastern Africa.
Within the Ethiopian insurance landscape, indemnity and IBLI
products developed and introduced under the BRACED project
reach new areas and shares of the population that previously
had no access to market-based risk transfer. Livestock insurance
products had simply not previously existed in the intervention
regions [KI16]. Furthermore, the new indemnity and IBLI
schemes target more commercially-oriented (agro-)pastoralists
compared with other approaches, such as the R4 Rural
Resilience Initiative for farmers or the Ethiopian PSNP (Pula
Advisors, n.d.). In the wider context of available safety nets and
financial services in Ethiopia, it supports smallholder livestock
producers with few to very few assets and some access to
smaller amounts of credit. Mobile banking platforms can help
to increase the reach of financial services, but possession of
a mobile phone and ownership of an identification card are
prerequisites for signing up to the service, which can present
a challenge particularly to the poorest, older people and
otherwise marginalised populations.
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Tailoring financial services to context
LIMITED MARKET DEVELOPMENT

In the Ethiopian pastoralist areas, financial market
development is much lower than in urban areas, where more
private microfinance providers are active. In most MAR
pastoralist project zones, the public Afar, Omo and Somali
MFIs are the only present formal financial institutions, as they
are obligated by the government to serve rural communities.
This means, options for collaboration with MFIs were limited
in the MAR project. Based on different levels of capacity and
experience in MFIs, and concerns around Omo MFI’s negative
reputation and how this may reflect on the project, MAR
negotiated terms with each MFI, starting out with the most
well-established Somali MFI. To incentivise MFIs to extend
operations to previously unserved or underserved project
regions and beneficiaries, MAR supported the opening of
new branches both technically and financially by establishing
revolving loan guarantee funds. This takes some of the risk
related to branching into new regions off the shoulders of the
MFI and makes expansion more attractive to them. In the case
of Omo and Somali MFI, MAR’s financial contributions to the
facility were matched one-to-one by the MFIs. In the case of
the younger and less capitalised Afar MFI, the MAR project
provided 100% of the funding for the revolving loan guarantee
fund. This means MFIs and MAR mutually agree on the loan
sizes, the number of clients, and the number of turnarounds
under the guarantee funds. To address gaps in technical
capacity and high staff turnover, MAR supports MFIs through
capacity-building in collaboration with the Ethiopian Inclusive
Finance Training and Research Institute, the knowledge and
research centre of the Association of Ethiopian Microfinance
Institutions (AEMFI) [KI2]. These preparatory steps,
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in combination with drought, slowed down the loan process,
which means less turnarounds than planned could be realised
by the project.
Similarly, the development and implementation of the insurance
component has taken more time than expected. This was partially
related to the limited breadth of the Ethiopian insurance sector,
which meant that no ‘ready-made’ IBLI products were available
that could be easily replicated in MAR intervention areas and
pastoralist target communities (MAR BRACED Year 3 report,
2018; KI3). Instead of using existing livestock insurance products
from other contexts as blueprints for application in Ethiopia,
MAR initiated a participatory product design process, which was
appreciated by local insurance stakeholders [KI16]. This process
built on in-country experience, with crop insurance by Nyala
Insurance and external consultancy Pula Advisors contributing
experience and technical support.
Starting out from a risk assessment with pastoralist communities,
the team explored options for a range of different insurance
products suitable to project aims and contexts (Figure 11; KI16).
Five different products were identified for the various project
locations based on: different risk profiles; the importance of
drought risk; varying levels of commercial orientation; access
to credit; access to markets; access to inputs and data quality
in the MAR pastoralist and agro-pastoralist intervention
regions of Afar, SNNP and Somali (Pula Advisors, n.d.; KI16).
Long-listed options were considered in a multi-stakeholder
consultation, involving community representatives, government,
MAR implementing partners and the National Bank of
Ethiopia, the country’s regulatory insurance body. Based on
this assessment, the project decided to work with Nyala and
Pula in the development and implementation of indemnity
insurance in SNNPR and IBLI in Afar and Somali [KI2].
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Figure 11: Assessment of risk profiles and contexts in MAR
intervention areas
region
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The indemnity product covers risks related to accident, illness
and disease; smoke fire and lightning; windstorm, snake bite,
electrocution, flooding and calving (Zegeye, 2017), thus catering
to the variety of risks with which (agro-)pastoralists in the area
are faced. In the Somali and Afar regions, where drought risk is
high to extremely high and represents a critical risk to pastoralist
livelihoods, IBLI was identified as the preferable option [KI16].
The MAR project expects IBLI to protect livestock assets by paying
out earlier, i.e. before livestock dies from a shortage of fodder and
water, based on a satellite index. This would provide additional
means to pastoralists to increase survival of their herd and support
consumption expenditures in times of crisis. However, as access
to markets and inputs is low in MAR intervention areas in Afar
(Figure 11), the extent to which IBLI pay-outs can help pastoralists
procure fodder or water during a drought remains a critical
question. If this is not guaranteed, in-kind provision through
public safety nets or other channels may be a preferable option
for the poorest and most remote pastoralists.
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FINANCIAL SERVICE REGULATIONS AND NATIONAL POLICY

The MAR project is working closely with the Central Bank of
Ethiopia in developing and implementing the financial service
portfolio. This is to ensure support of project activities and
coherence with national policies and regulations, and also
to inform government strategy and decisions around financial
services [KI2]. In the Afar region, where network coverage is
at 80% and therefore above some other regions in the country,
the potential for mobile banking is high. However, the National
Bank has, so far, not granted the young Afar MFI permission
to branch into mobile financial services, which has impeded
the introduction of mobile banking in the region [KI2].
A further regulatory challenge to MAR’s financial service
activities has been limited legal recognition of VSLAs or similar
savings groups by the Ethiopian Government. While this does
not currently inhibit VSLA activities, there is a risk to the stability
of such groups because they have no legal basis for existence
nor financial operations. MAR, along with other projects,
has supported an approach to incentivise the transformation
of VSLAs into SACCOs to enhance legal registration of
the groups in Ethiopia.
REMOTENESS AND THE MOBILITY OF PASTORALIST COMMUNITIES

Remoteness and the mobility of pastoralist communities has
meant that they often have limited access to financial services,
because infrastructure in the areas where they live is limited
and repayment schedules or other requirements are often not
easy to adhere to for herders on the move (Haworth et al.,
2016). To address this challenge, the MAR project encourages
the integration of the savings, loans and insurance products it
supports into mobile banking platforms. In addition, mobile
wallet accounts allow users to buy and sell using their mobile
balance. However, even in mobile banking, agents or service
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points are required to allow users to retrieve or deposit
funds as needed. For this purpose, Belcash and MBirr are
training traditional shop keepers as mobile banking agents,
thus increasing the density of their agent networks in more
remote locations [KI2]. In this context, continuous electricity
interruptions presented a problem to mobile banking, prompting
the project to supply 100 agents with solar panels so that
both agents and customers could charge their phones to
undertake transactions [KI13].
Mobile banking may also become a game changer for loan
repayment in contexts where this has been challenging due, in
part, to a mismatch between locations or movements of pastoralists
and loan repayment schedules. Someone taking out a loan from
an MFI branch in town who lives about 50km away, for example,
would usually be required to travel to the branch on a monthly basis
to deposit repayments. This imposes a burden on people’s time
and resources. In another instance, a group of pastoralists who
had taken out a loan through the project moved out of the area
for six months in search of livestock fodder and water following an
immense drought [KI16]. This led MAR to promote the expansion of
mobile banking to remote project contexts and mobile communities
in order to address the challenge of repayment and to facilitate the
use of financial services to support resilience in pastoralist contexts.
Though signing people up in the first place can still be difficult in
remote and mobile communities [KI13], once established, the mobile
account can be accessed via any agent or Omo MFI branch across
the region [KI15]. In the MAR mobile pastoralist areas specifically,
Belcash has adjusted its marketing strategy to increase user rates
by organising events or doing door-to-door visits [KI13].
FINANCIAL BEHAVIOUR

Previous engagement of Omo MFI in channelling government
emergency cash loans to beneficiaries in response to drought
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has established a culture of dependency and non-repayment
in some of the project intervention areas. Repayments of these
loans were not enforced by the government, which ‘backfired’
on Omo MFI because it incentivised people to take out higher
loan amounts without paying them back. This mentality created
a challenge for the MFI and its collaboration with the MAR
project, because people in areas that had benefitted from
the government programme were not interested in taking out
loans once they realised these needed to be paid back. As one
interviewee put it, ‘this has not only killed the clientele for the
MFIs, but it has also killed the entrepreneurship of the people’
[KI2]. To address this issue, negotiations with Omo MFI on
the terms of the partnership and close community engagement
have been project strategies, but the context remains challenging.
MAR regards VSLAs as the most crucial project component in this
regard, because they are seen as having ‘created a huge appetite
and a change, a transformation in many cases, to lend and
to save money’ [KI2].
SOCIAL AND RELIGIOUS ACCEPTANCE

In terms of microfinance product development, MFIs could rely
on their prior experience in the Afar, SNNP and Somali regions,
though some ‘tweaks’ were required to make them work in
the specific intervention contexts. In parts of the Afar and Somali
regions, this specifically entailed ensuring that MFI loan products,
livestock insurance and VSLA by-laws are Sharia-compliant [KI2].
Somali MFI, for example, offers Murabaha, a financing instrument
where the MFI procures a good requested by a client, and it then
sells it on to the client on the basis of deferred payments and
with an agreed mark-up14 [KI1]. Afar MFI offers Qard al-Hassan

14 For more details on Murabaha and other Islamic finance products,
see Annex 3.
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loans, a type of product where the amount of the loan is repaid
without the addition of any interest or mark-up (Negusse, 2017).
Similarly, innovations in the design of IBLI were introduced
that helped to make it fit more appropriately for the context.
Ground data from the government Disaster Prevention
and Preparedness Bureau is used to validate satellite measures
underlying the index. This simultaneously enhances the technical
quality of the index, reduces basis risk15 and supports Shariacompliance of the product (Pula Advisors, n.d.).

15 ‘Basis risk in index insurance arises when the index measurements
do not match an individual insured’s actual losses. There are two
major sources of basis risk in index insurance. One source of basis risk
stems from poorly designed products and the other from geographical
elements. Product design basis risk is minimized through robust product
design and backed by testing of contract parameters. Geographical
basis risk is a factor of the distance between the index measurement
location and the production field. The greater the distance between
the measurement instrument and the field, the greater the basis risk.
Some households that experience loss may not receive compensation
while others that experience no loss may receive payments. This basis
risk is reduced when the area covered by the index is homogeneous
both in terms of weather and in terms of farming techniques. Therefore,
as the density of weather stations and satellite pixels is increased basis,
risk is minimized’ (Global Index Insurance Facility, 2019).
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PROGRESS: building resilient
governance, markets and social
systems in Kenya
The PROGRESS project works in Karamoja in north-eastern
Uganda and Wajir County in north-eastern Kenya, with a focus
on three integrated areas: market systems development,
natural resource management and governance, and gender
mainstreaming (Figure 12). A crucial component of the market
development component is increasing community engagement
with the private sector to enhance their access to financial and
non-financial services, supplies and quality inputs.16 For this
purpose, the project has partnered with Crescent Takaful SACCO
(CTS), the first Sharia-compliant SACCO in Kenya. The PROGRESS
project aims to build resilience against major shocks and stresses
that include drought, desertification, floods, soil erosion,
and deforestation.

Financial service environment in Kenya
In a regional comparison, Kenya’s financial sector is larger, more
diversified, further developed and more efficient than that of
other countries with similar income levels (Making Finance Work
for Africa, 2018b). Relative to the other countries included as case
studies in this report, Kenya also has a higher level of financial
inclusion. Around 55% of the country’s adult population hold
an account at a financial institution (World Bank, 2017).
MFIs and SACCOs reach a smaller percentage of adults in Kenya
than banks, and membership in SACCOs and the use of MFIs
have both stagnated or increased slightly in Kenya over the past

16 www.braced.org/about/about-the-projects/project/?id=b34bef40-11704503-b51b-1bb2c1fd179d
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decade (Figure 13). Much larger gains were made in access to
banks, which rose from 14% of Kenyan adults in 2006 to 38.4%
in 2016 (FSD Kenya, 2017).
Figure 12: Access to emergency finance and financial inclusion
in Kenya
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Source: World Bank (2017) Global Findex Database.
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Figure 13: Access to formal and informal financial services
in Kenya
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Mobile money services have experienced a massive surge in
Kenya. Non-existent in 2006, close to 60% of Kenyans over
15 years old had a mobile banking account in 2014 (World
Bank, 2017). By 2016, this figure had grown to over 70% of
Kenyan adults (FSD Kenya, 2017). The rise in customers has
been accompanied by an increase in the number and value of
transactions, as well as by an expansion of the mobile banking
agent network (Central Bank of Kenya, 2015). Recent impacts
of Kenya’s largest mobile money system, M-Pesa, on increasing

Groups
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per capita levels of consumption and contributing to poverty
reduction in the country seem to be partially driven by labour
market outcomes such as people diversifying or moving their
income sources away from agriculture, as well as changes in
financial behaviour. This includes, for example, increased saving
and higher levels of financial resilience facilitated by mobile
money (Suri and Jack, 2016).
Though Kenya has about a decade of experience with
Islamic finance, the industry ‘remains in an embryonic stage’
(International Monetary Fund, 2017). In 2017, it included two
Islamic banks, 11 conventional banks with Islamic banking
windows, one Islamic investment fund, two investment
companies, one Takaful company, one Re-Takaful company and
two SACCOs. Though the number of operators offering Islamic
banking products has risen, their market share remains very
small, and an appropriate regulatory framework is lacking to
date (International Monetary Fund, 2017; Dahir, 2017).
An intra-country comparison shows that the population in
Wajir County, the PROGRESS area of intervention, still faces
tremendous barriers in accessing financial services. In 2013,
less than 20% of the population lived within 5km of a financial
service location (Figure 14). Though points of financial service
provision – including commercial banks, bank agents, mobile
money service providers, ATMs, post offices, money transfer
services and insurance service providers – have increased in
Wajir in recent years (from 154 in 2013 to 234 in 2016), the rate
of financial service points to population is behind other counties
(Bill and Melinda Gates Foundation, Central Bank of Kenya and
FSD Kenya, 2016; Bill and Melinda Gates Foundation, Central
Bank of Kenya and FSD Kenya, 2014).
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Figure 14: Access to financial service locations 
(population within 5km)
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Source: Bill & Melinda Gates Foundation (2013).
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PROGRESS portfolio of financial service provision
The PROGRESS project has placed an emphasis on the provision
of financial services as part of its efforts towards market systems
development in livestock markets, agriculture and clean energy
in northern Kenya. Through cash savings and access to financing,
the project aims to strengthen people’s absorptive and adaptive
capacities and contribute to transformative growth (Hujale and
Mutisya, n.d.). For this purpose, PROGRESS has been working
with VSLAs and supported the establishment of an Islamic
financial service provider, CTS, in Wajir.
VSLAS

Similar to the MAR project in Ethiopia, PROGRESS has been
supporting VSLAs formation and training, through, for example,
record keeping or business management, and by helping VSLA
groups establish links with formal financial service providers in
Kenya. This was done through awareness-raising on microfinance
and, more specifically, the availability of Sharia-compliant
formal financial services [KI4]. In Kenya, 3,090 men and women
benefitted from access to financial services through VLSAs under
the BRACED project.
SACCOS

The penetration of formal and semi-formal financial services
across northern and eastern Kenya is relatively low compared
to other parts of the country (FSD Kenya, 2016). Prior to
the PROGRESS project, no fully Sharia-compliant formal
financial institution had been operating in Wajir, which limit
the availability of adequate services in the predominantly Muslim
county. With technical and financial support, the PROGRESS
project has supported the development and delivery of Shariacompliant microfinance products for the northern Kenyan market
through CTS. Given the low levels of overall Islamic finance
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market development and regulation, this has also required
institutional capacity-building within CTS [KI6]. Though two
fully-fledged Islamic banks were operating in Kenya at the
time, the project aimed to address the identified lack of Islamic
financial services in the microfinance sector that targeted low
income shares of the population, who are unable to access banks
due to higher fees and larger loan volumes. In 2016, CTS opened
an office in Wajir Town and in 2017 a second one in Habaswein,
in southern Wajir County.
In early 2018, over 1,500 people had started saving through
CTS in Wajir and just over 100 people had taken out loans
as individuals or as groups. A total of 34 individual clients,
by that point, had accessed 42 loans of around KES 26,000,
or close to GBP 2,000 each, on average, while ten groups with
an average of 7 members had taken out almost KES 29,000,
or just over GBP 2,200.17

Layering financial services in the PROGRESS project
An emphasis of the PROGRESS project has been to support
people’s access to different levels of savings and credit through
VSLAs and SACCOs. The rationale for these activities within
the project context was to enhance people’s capacities to
respond to shocks and to incentivise investments in livestock
markets and climate-smart agricultural practices. See Figure 15.

17

In comparison, VisionFund International, under other NGO-led
projects aiming to reach low-income populations with financial
services, has experienced an average loan size of USD 498 or
roughly GBP 385 through their microfinance initiative in Kenya,
see www.visionfund.org/2127/average-loan-size/impact/
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Larger impact events

Figure 15: Layering financial services in the PROGRESS project
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Note: This is a simplified depiction of financial services and social
protection systems, which aims to roughly outline the role of BRACED
projects in financial service provision. We recognise that this figure is not
comprehensive and may omit other relevant support systems and financial
services. Design inspired by Hallegatte et al. (2017).

However, at project level, there has been some uncertainty
around the use of financial services provided through CTS to
enhance climate-resilient economic development and help
people cope with shocks. For example, this includes the question
to what extent loan use supports climate-smart agriculture and
livestock production. From interviews and loan user data, it
appears that business loans made available through CTS dominate
in urban or semi-urban areas and are much more difficult to
access in more remote locations. The majority of investments
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undertaken with CTS loans are in sectors not directly related
to agriculture and livestock. This entails, for instance, capital
for smaller grocery shops and bakeries, spare parts, or transport
businesses in town. Whether these loans support a trend of
diversification away from pastoralist and agricultural income
towards less rainfall-reliant livelihoods, or whether the majority
of clients are traditionally traders and business people, is not
entirely clear. In either case, it seems that the standard CTS loan
products predominantly support urban livelihoods with overall
lower exposure to climate- and weather-related risks. However,
as CTS lending has only started in 2017, there has not yet been
a ‘test’ of the system, or how well it is able to cope with a larger
share of consumption lending and potential defaults during
longer, more intensive drought periods.
The fairly high average loan amounts (and the collateral
that would be required to access finance) also implies that
the economic status of individual CTS loan users is fairly high and
well above the average target populations of public safety nets or
VSLAs, though groups as a whole might be able to access loans
through CTS at these rates nonetheless. Working with VSLAs
at village level, linking them up with (semi-)formal financial
services, sharing risks across the group and providing loans in
more economically integrated urban locations can thus present
an opportunity for economic advancement, albeit in small steps.
Similar entry points exist for linking people under the public
safety nets of the Government of Kenya – such as the Hunger
Safety Net Programme (HSNP) – with access to informal or
semi-formal financial services, particularly at the upper end
of the safety net beneficiary income spectrum.18

18 For a more detailed discussion of these particular links, as well as insights
into loan use of CTS clients, see Weingärtner et al. (2019).
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To cater particularly to livestock traders, Mercy Corps (through
another project running parallel to BRACED) has supported CTS
in developing a specific product – Mifugo Kash Kash (MKK) or
‘livestock cashing’. The aim of the product is to enhance traders’
access to larger livestock markets, thus increasing their income
opportunities and allowing them to better manage their stocks by
reducing income vulnerabilities and market risks. Over the pilot
phase, 45 livestock traders accessed a total of 12,494,000 KES
to trade 3,000 shoats within a four-month period. However,
the product trial revealed a need for more action from local
and national governments in establishing a policy environment
conducive to livestock production and trading (Hujale and
Mutisya, n.d.), as well as a limited understanding within financial
institutions, such as CTS, of livestock trading and its implications
on financial needs.
CTS appears to fill a gap in the northern Kenyan microfinance
market by providing Islamic banking products. This enhances
accessibility of semi-formal financial services to populations in
the PROGRESS area of intervention in Wajir, particularly in urban
areas, and therefore increases the pool of financial products
available to many households and small businesses. Nonetheless,
there is additional potential to deepen the integration of various
risk financing instruments, for instance by linking savings or loans
held by livestock herders with livestock insurance to enhance
their risk management options. On a global level, northern Kenya
is at the forefront of index-based livestock Takaful development,
and both commercial products sold through Takaful Africa and
subsidised insurance under the Kenyan Livestock Insurance
Programme (KLIP) are available to livestock owners in parts of
Wajir. However, so far, reaching a large enough scale for financial
viability has been a major challenge to the insurer. Currently,
there are no formal links between CTS services and the index-
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based livestock Takaful product. This means, Takaful is not
made available through CTS to its regular clients or bundled
with loans used to purchase heads of livestock. Thus, there
is some unexplored potential in better integrating different
types of services provided directly through BRACED – and
beyond – to better protect loans taken out for livestock rearing
and, consequently, to enhance financial viability of both loan
and Takaful provision.

Tailoring financial services to context
LOW LEVELS OF MARKET DEVELOPMENT AND COMPETITION

Traditional social and financial support structures are developed
well in the PROGRESS intervention areas in Wajir, but many
people are without or with limited access to (semi-)formal
financial services, especially in rural areas. Though the number
of financial service providers has increased in Wajir County over
the past years, competition is low and market development
is limited. To help overcome some of the main challenges
that have prohibited financial institutions from establishing
presences in Wajir (which include: limited capacity, the need
for intensive awareness-raising and marketing among local
populations, investment in product development, and financial
risk to SACCOs), the PROGRESS project has provided capacitybuilding and financial support to CTS.
SOCIAL AND RELIGIOUS ACCEPTANCE

To address a gap in supply of Islamic microfinance in northern
Kenya, the PROGRESS project has supported the development
of Sharia-compliant financial services to increase access to
suitable savings and loan products in Wajir County. According
to the 2009 Kenyan Census, about 11% of the country’s total
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population were Muslim,19 with Islamic shares of the population
above this national average in the northern counties. The
development and provision of suitable products has been met
with interest among local populations, though some scepticism
remains about the legitimacy and compliance of products
provided through CTS. Furthermore, CTS has been experiencing
challenges with regards to establishing community trust in
products, as well as trust of CTS officers in customers. Working
with local community leaders and religious scholars in verifying
and promoting products has been a key strategy that helped
to reduce people’s concerns and to generate acceptance of the
‘new’ financial institution and the products it offers in the area.
REMOTENESS AND MOBILITY OF PASTORALIST COMMUNITIES
AND LIVESTOCK SAVING

As outlined above, a limited number of livestock herders or
traders are accessing the standard CTS loan products on offer.
This may, to some extent, be linked to the specific product
design being less suited to the livestock business (though this
could be changing with the introduction of the MKK product).
In addition, the remoteness and mobility of pastoralists
were highlighted as a challenge to accessing (semi-)formal
financial services because customers would need to travel
to town regularly in order to apply for a loan and go through
the repayment process.
Some of CTS’s own experience has led this SACCO to concentrate
on geographic areas close to their branches, which means that
the penetration of more remote locations, at least for now, is
limited. When the first CTS branch was initially set up in Wajir
Town, the SACCO also accepted customers from more distant
locations within Wajir, but the emphasis now is to draw on

19 www.knbs.or.ke/religious-affiliation/
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a customer base located in a 30-50km radius around the branch
to reduce operational costs. To a certain extent mobile banking
could help bridge this, but CTS products thus far are not available
through M-Pesa or similar platforms.
Finally, the common pastoralist practice of saving in the form
of livestock, as opposed to saving cash at home or in accounts
at the bank, may inhibit the take-up of financial services by
one of the PROGRESS project’s main target groups. Focusing
specifically on financing for livestock traders, again, has been
an interesting entry point for the PROGRESS project, but further
product innovation may be needed to make CTS services more
relevant to the client base and the specific context of pastoralist
communities in northern Kenya.
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ANUKULAN: Driving small
farmer investment in climatesmart technologies
Anukulan (meaning adaptation in Nepalese) is a project
implemented by iDE along with a consortium of 10 different
local and international partners. The project aims to improve
the well-being of the rural poor – especially women and
children – by over £140 per year per household for more than
100,000 households, or around 500,000 people, coping with
climate change-related shocks and stresses. In its first phase,
Anukulan used a private sector model to develop ‘Commercial
Pockets’. This involves the development of sustainable
rural farmers’ organisations around collection centres to
amalgamate vegetables and crops. Under the Anukulan project,
over 50 collection centres, which have between 100 and
2,000 members, were formed in the project areas. Each of
the collection centres are organised in sub-groups of around
15 to 25 people.
The project also helps farmers connect with markets, provides
training and access to climate-smart economic opportunities
in agriculture, water resource management, and community
forestry. It facilitates the harmonisation of DRR planning and
climate change adaptation (CCA) strategies, and intends to
empower women and disadvantaged communities to take
leading roles in rural institutions and contribute to economic
opportunities. Project activities were extended under
Anukulan-X to scale these efforts to reach an additional 100,000
people, for an average increase of £110 per year more than
during Anukulan. Another key aspect of the commercial pocket
approach is the use of Community Business Facilitators (CBFs).
These are last-mile input suppliers. They receive training from
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the project on climate-smart agricultural products and basic
plant and agricultural approaches, and subsequently use such
training to recommend specific products.
While Anukulan is focused on market linkages and private
sector approaches, for the extension, the project is engaging
with Muktinath Bikas Bank to support microfinance loans for
farmers to purchase more climate-smart agricultural products.
Small loans were available through farmer groups, but in some
cases were found to be too small. Crop insurance has also been
trialled in the extension, to provide coverage against severe
rains and hail storms. The loan component was added with
the objective to help farmers purchase higher quality and more
durable products (e.g. poly tarps for greenhouses) and larger
drip irrigation systems. The insurance component is meant
to protect these investments and increase farmers’ financial
security as they expand their operations.

Financial service environment in Nepal
About one third of Nepalese over the age of 15 have an account
at a financial institution. This share is mainly driven by men,
of which almost 50% hold active savings account, while women
are at 26%. Though the share of overall account ownership
is in the mid-field of the case studies included in this report,
mobile banking penetration is relatively low, with less than
1% of people holding an account. Spatial disaggregation also
reveals that access to financial service points greatly varies
between locations (Figure 16). The Nepalese Central Bank
classifies financial institutions into four different categories:
commercial banks, development banks, finance companies and
MFIs. As of mid-July 2016, development banks had the largest
number of branches in the country.
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Figure 16: Density of financial service access points in Nepal
0.241 – 1.021
1.023 – 1.753
1.768 – 2.830
2.836 – 3.943
3.947 – 5.475
5.488 – 79.717

Source: Nepal Rastra Bank – Development Bank of Nepal (2018).
Note: Total number of access points divided by total population of the same
locality, multiplied by 10,000.

Low financial literacy, limited technology-based facilities and
inadequate infrastructure remain among the major challenges
for achieving greater financial inclusion in Nepal (Pant, n.d.).
See Figure 17.
Nepal is a predominantly agricultural country, in which about
two thirds of the population are dependent on agriculture for
their livelihoods. While the poverty level has been declining
gradually over the last two and half decades, more than one fifth
of the population (21.6%) still lives below the national poverty
line and the country as a whole has a Human Development Index
(HDI) of 149 (National Planning Commission, 2016).20 Agriculture

20 http://hdr.undp.org/en/countries/profiles/NPL
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contributes approximately 29% to the total gross domestic
product (GDP) of Nepal and is seen as an important and strategic
area for attempts to increase incomes and improve livelihoods
at the national level, through government policies (IIDS, 2019).
Figure 17: Access to emergency finance and financial inclusion
in Nepal

NEPAL
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Not very possible
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31.56%
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Source: World Bank (2017) Global Findex Database.
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Anukulan portfolio of financial service provision
While Anukulan did not include a formal financial service
component under BRACED, informal group lending among
farmers was already common practice in the project areas
and via sub-groups within the collection centres. The project
also supported the installation of revolving funds as part of
the management committees at collection centres. It also
established management and user committees to ensure that
infrastructure is maintained. This includes Multiple Use water
Systems (MUS) user committees that collect fees to cover
operational and maintenance expenses, such as plumbing and
larger infrastructural repairs. Marketing and Planning Committees
(MPCs) coordinate cropping calendars, assess which markets
to access, share market prices and government information
(pests, climate, etc.), weigh produce, store produce and organise
transport to market. CBFs and MPCs also provide informal loans
to farmers to purchase their products once they have established
strong relationships.
Project-level monitoring and evaluation has shown that
the commercial pocket approach is effective in that farmers
were using their increased incomes to purchase climate-smart
agricultural (CSA) products, further increasing those incomes, and
therefore building resilience. This was facilitated through relevant
training on CSA products and practices [KI9] (Villanueva et al.,
2018). During implementation of Anukulan, however, it also
became clear that due to a lack of access to adequate financial
services there was a natural limit to how much farmers could
advance. Some could not afford more sophisticated and durable
products that would further increase their resilience and where
investments did increase, farmers now had more to lose when
severe storms or rains occurred.
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Through the BRACED extension phase, Anukulan has aimed
to address some of these challenges by enhancing access to credit
and insurance. The project directly targets smallholder farmers
with less than 1ha of land who are vulnerable to climate-related
shocks and stresses and other natural hazard-related disasters
in the mid and far west of Nepal. The proposed microfinance
activity bridges the existing gap that smallholders face in
accessing capital for purchasing more expensive climate-smart
technologies, such as solar pumps, MUS, and conservation
agriculture machineries and equipment. Currently, private sector
agricultural input suppliers (agrovets) provide credit on an
informal basis to their known customers, but most smallholders
are far from the agrovets and not trusted to purchase inputs on
credit without such longstanding relationships. To facilitate and
somewhat formalise access to credit, Anukulan has started to
pilot microfinance loans at the individual and collection centre
level for 3,000 farmers. The loans are provided via 12 MFIs across
the six project districts. They carry 15% interest and do not
require collateral in the form of savings or assets but instead
build on group-based guarantees and social structures in the
Nepalese highlands. Because people are afraid of losing their
name and do not want to be publicly shamed as a result of loan
default, repayment rates tend to be high in the area. Anukulan
microfinance interventions build on previous activities of iDE
Nepal in other areas of the country, where the organisation
had partnered with Muktinath Bikas Bank to tailor and deliver
financial services to smallholder farmers.
Next to credit, the Anukulan project supports existing crop
insurance schemes implemented by the Government of Nepal
to cover farmers against crop losses related to climatic hazards,
pests and diseases. Two thousand farmers are being targeted by
the project for activities related to insurance.
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Anukulan is also piloting small-scale portable weather stations
to improve weather forecasting for farmers and to potentially
contribute to future index-based insurance development.
In combination with insurance products, information from
weather forecasts – if communicated well – could further enhance
anticipatory capacity of farmers. Anukulan has conducted
exchange visits with both PROGRESS and MAR projects to share
lessons on financial services and private sector engagement.

Layering financial services in the Anukulan project
The loan and insurance products fit into existing activities
and complement the commercial pocket approach by allowing
more advanced farmers to continue to further build their
resilience to climate change. While access to loans is expected
to increase investments and earning potential, insurance is used
to protect these investments from certain hazards. However,
implementation is at an early stage and how well the two
products work together in practice in the Nepalese highland
context remains to be demonstrated. See Figure 18.
The project has also recognised challenges in reaching lowincome households with financial services. Low levels of financial
literacy and overall financial capacity have meant that people
struggle to access and use services effectively. Furthermore, banks
and MFIs are hesitant to service smallholders, particularly in
the rural, hilly areas of Nepal, because the transaction costs are
high [KI9]. Despite these challenges, building on the collection
centre structure as intermediaries that can aggregate demand and
facilitate the supply of loans and insurance products has, so far,
appeared promising for enhancing access to services for formerly
underserved clients. This group system promoted through
Anukulan is different from the VSLA approach supported by MAR
or PROGRESS projects because it is built around production and
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commerce rather than financial services, per se. Nonetheless,
similar to VSLAs, the collection centre groups provide a platform
for financial literacy and business training and aggregate
demand, which can help connect smallholders with access
to financial services.

Larger impact events

Figure 18: Layering financial services in the Anukulan project

Anukulan
NEPAL
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Lowest income households
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Note: This is a simplified depiction of financial services and social
protection systems, which aims to roughly outline the role of BRACED
projects in financial service provision. We recognise that this figure is not
comprehensive and may omit other relevant support systems and financial
services. Design inspired by Hallegatte et al. (2017).

The Anukulan insurance pilot builds on efforts by the Nepalese
Government to promote crop across the country. The government
works through two different distribution channels: private
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insurance companies and community-based risk pooling facilitated
by the Agriculture Development Bank (ADB). For the private
insurance model, premiums are calibrated based on estimated
sales value of the insured crop (7% of total estimated value).
Individual farmers hold the contracts, pay premiums, and are
compensated for losses by the insurance company. However, this
process requires strong documentation from farmers and the bank
to assess claims. The ADB model is implemented on a group
basis. Insured value and premiums are calculated from cost of
production based on land area (premium at 8% of total cost
of production) and compensation is assessed and decided upon
within the group. In case no losses have occurred and no pay-outs
are made, premiums remain in the community pool. In both cases,
premiums are subsidised at 75% by the Nepalese government,
while the remaining 25% are contributed by the farmers [KI9].
Eventually, the second risk pooling model could work through
cooperatives or collection centres, such as those established
by the Anukulan project, and be integrated with loans and
commercial activities at this level. However, it has proven difficult
to raise awareness and develop capacity amongst farmers to
access these insurance pools and banks have shown preference
to work on the commercial model.
Rather than developing and implementing an alternative
insurance scheme, Anukulan promotes government-led efforts to
increase the use of crop insurance during the BRACED extension
phase. Project staff were trained on both insurance models to
help farmers better understand the importance and function of
products, and encourage them to take out crop insurance [KI9].
While the project thus has the potential to accelerate access to
and the use of insurance, the schemes themselves are already
embedded within public and commercial institutions in Nepal.
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Tailoring financial services to context
LACK OF ADEQUATE PRODUCTS FOR REMOTE SMALLHOLDERS 
AND LOW LEVELS OF FINANCIAL LITERACY

Anukulan is working with a range of MFIs to support the
provision of loans in remote communities in Province 5, Karnali
Province and Sudurpaschim Province. Access to financial services
are very limited in the rural areas of the country, and farmers
must travel long distances (usually several hours each way)
to reach markets and formal shops. Along with MFI partners,
Muktinath Bikas Bank – a financial institution iDE had already
worked with in other districts to develop and deliver adequate
financial services for its smallholder target group – is expanding
coverage to 32 districts with 95 branches across Nepal and into
Anukulan project areas.
In order to better cater to the smallholder target groups of iDE
projects, Muktinath Bank’s usual loan products were adjusted in
collaboration with Anukulan. This includes offering a 50% smaller
loan size than usual, different lengths of repayment cycles,
and a slightly reduced interest rate. Muktinath has stated that
working with Anukulan significantly improved loan provisions
due to the financial literacy training provided by the project.
The further training on off-season vegetable farming, climatesmart agricultural practices, and connections with markets
improves the farmers’ ability to earn larger incomes and repay
loans, which makes such types of collaborations attractive to
the private bank. To date, Muktinath has struggled to enter new
markets, however once established, they have become strongly
embedded in the region.
REGULATION OF FINANCIAL INTERMEDIARIES

Under current regulations in Nepal, there is no legal basis for
collection centres to act as financial service institutions or
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formal financial intermediaries offering loans to their members.
Anukulan is therefore exploring how collection centres can
turn into multi-purpose or savings and credit cooperatives. In
this situation, a bank or an MFI would loan to the collection
centre rather than directly to each farmer. The collection centre
would then organise with the farmers to distribute loans. This
is expected to result in more targeted lending due to the more
in-depth knowledge of farmers at the collection centre level,
and would reduce the transaction costs for the financial service
provider in administering the loans. With Anukulan, Muktinath
Bank has also explored using mobile banking for smallholder
farmers (something that it does for larger loans elsewhere).
However, currently, it prefers face-to-face interactions with
farmers as there are secondary benefits from the existing
structures, including social pressure to repay loans.
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3.
SYNTHESIS 
AND DISCUSSION
image: carsten
ten brink / flickr

Lessons on the role of resilience
projects in enhancing access to
financial services for resilience
This chapter summarises key challenges for better access to
financial services from the four case study countries and outlines
the roles BRACED projects have taken on in addressing these.

Enabling environment and market development
Low levels of financial market development and a lack of
adequate products have been identified as a key challenge for
BRACED projects in aiming to sustainably support households
and small businesses with financial services that would help
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enhance their resilience to climate-related shocks and stresses.
In an effort to overcome a challenging financial market
environment, BRACED projects (e.g. MAR and PROGRESS) have
partnered with financial service providers and are contributing
funding and capacity-building to support (1) the development
of adequate, tailored-to-context financial products and (2)
the expansion of financial service providers. This has helped
incentivise the engagement of independent public and private
financial service providers – for whom it would otherwise be
less attractive or too risky to engage in the agro-pastoralist and
pastoralist contexts [KI3] – to expand into underserved areas and
develop new products for these contexts. In these cases, BRACED
projects have played a critical role in sharing some of the risks
financial service providers face in the short term in delivering
products to a climate-vulnerable and low-income target group.
In other instances, government policies and preferences shifting
towards better climate risk management and financing are
increasingly contributing towards an environment that enables
resilience projects, such as those under BRACED, to engage and
shape the design and delivery of financial services in a way that
is cognisant of the needs and preferences of local populations,
as well as of diverse risk environments and of pre-existing
strategies in place that manage them. This has been the case,
for example, for the Livestock Mobility project in Senegal, where
the Ministry of Livestock has been a driving force advocating for
IBLI product development, provision and subsidy.
Financial sector regulation has been a further challenge to
the BRACED projects engaging in financial service development
and provision. In particular, this concerns: (1) legal limitations
for community-based organisations, such as VSLAs or collection
centres, to act as financial intermediaries; (2) unclarity around
regulation of Islamic finance; and (3) a lack of regulation of

96

FINANCIAL SERVICES
FINANCIAL
SERVICESFOR
FORRESILIENCE
RESILIENCE   Synthesis
SYNTHESIS AND
and
DISCUSSION
discussion

index-based insurance – a relatively new type of product in most
countries. Most BRACED projects did not directly engage with
regulators on these aspects, but pursued a strategy of reshaping
VSLAs and collection centres into savings and credit cooperatives
to formalise their roles as financial intermediaries.

Sustainability of financial service interventions
Across projects, the sustainability of financial services beyond
BRACED interventions has presented a challenge. The PROGRESS
consortium, for example, has helped CTS set up offices in Wajir
Town and in the Habaswein sub-province, and, to increase access
to financial services in the area, a third branch is in the planning
process for Wajir North. However, the existing offices thus far
have not achieved financial independence and viability, and are
limited in capital size. Even though CTS has seen opportunities for
further investments towards developing their business in Wajir,
servicing a sufficient number of customers to reach a sustainable
scale presents a challenge. This is particularly difficult when
targeting low-income clients with smaller loan amounts, reduced
servicing fees and relatively high transaction costs, which requires
a larger number of customers to reach financial viability.
Similarly, the MAR project has been providing premium subsidies
and loan guarantee facilities to incentivise Ethiopian MFIs to
branch out into new geographic areas and service low-income
customers. Engagement with local governments and livestock
input providers is ongoing to identify a longer-term solution
for financing premiums and loan guarantees, but no agreement
has been reached yet. In addition, the MAR project is relying
on a ‘Private Service Provider’ approach. This aims to ensure
continuation of training and other support offered to VSLAs
after the end of the project, but it has already experienced some
challenges to reaching financial independence (Yaron et al., 2018).
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Across projects, sustainability seems most promising where
financial service providers have identified an economic interest
in further developing and delivering the services which BRACED
helped support, and where farmers and pastoralists see a value
in these services.
Though this is not always an option (see previous limitation
on low market development and enabling environment). Where
possible, building on existing financial services already provided
through commercial financial institutions, or on public social
protection programmes, can be another way to ensure activities
are embedded into more sustainable structures from the start.
Anukulan, for instance, supports the Nepalese Government’s
crop insurance pilot programme through awareness-raising and
capacity-building, aiming to strengthen consumer education and
incentivise product take-up. While the project thus helps boost
outreach in the early stages of crop insurance in Nepal, service
provision will continue under the government programme after
the end of BRACED. Projects are also striving for collaboration with
local and national governments to take on some of the financial
support to service delivery or link services with public safety nets
once established, but these options are as yet less developed.

Layered approaches to financial service provision
under BRACED projects
BRACED projects have mainly highlighted economic rationales for
supporting the development and delivery of financial services as part
of their activities. This is particularly the case for MAR, PROGRESS
and Anukulan, which have embedded their financial services
component within a wider logic of strengthening access to markets
and economic development. This entry point also means that for
some projects, addressing particular livelihood risks rather than
a holistic approach to financing a variety of risks is the main focus.
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The Livestock Mobility project is somewhat of an exception to
this; it undertakes a deeper assessment of a diverse range of risks
to mobile pastoralists, analyses existing adaptation strategies
and engages in intensive stakeholder consultation to validate
risk assessments and explore risk financing options. Livestock
Mobility, more clearly than the other three case studies, places
an emphasis on a holistic and layered approach to managing
pastoralist livelihood risks of different natures, frequencies
and intensities. The project has highlighted the importance of
embedding any livestock insurance product within the strategies
already employed by pastoralists and agro-pastoralists to
manage livelihood risks. On the other hand, considerations of
how livestock insurance interacts with other types of informal
or formal financial services used by pastoralists, and how it fits
within a portfolio of financing resilience, is limited.
Financial services supported under BRACED cover a wide
spectrum of approaches to financing livelihood risks and
incentivising adaptation, including risk reduction, risk retention,
risk pooling and risk transfer, though the projects have different
emphases on these components. Some are covering a variety
of instruments along the spectrum (e.g. MAR), while others
focus on specific components (e.g. PROGRESS). They have also
engaged with existing government social protection and risk
financing initiatives to a varying degree. Anukulan, for instance,
has been building on and promoting government crop insurance
pilots in Nepal. In other cases, projects have designed and
delivered financial services from the ground up, in part because
similar pilots did not yet exist in the areas of intervention.
Irrespective of their specific entry points and rationale, all four case
studies have revealed a potential to link the provision of formal
and informal financial services through resilience programmes,
such as BRACED, more closely with activities in the humanitarian
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and social protection fields. This includes social safety nets
such as the HSNP in Kenya or the PSNP in Ethiopia, as well
as publicly subsidised crop or livestock insurance in Kenya, Nepal
and Senegal. Linking could mean, for instance, piggybacking on
financial infrastructure (e.g. bank account provision and mobile
money agent networks) built through social assistance programmes
to deliver additional financial services; or informing the provision
of formal financial services by private sector providers through
the grassroots knowledge on financial service needs generated
through BRACED. This would help cover a greater variety of
risks, reach specific target groups in line with aims and theories
of change of the projects, and eventually enhance the potential
for activities to scale up and increase sustainability in the longer
run. Nonetheless, there is also room to be more strategic about
developing and delivering financial services in a way that is
complementary to larger government programmes to ensure
critical gaps in access to such services can be filled.
BRACED projects have largely considered gaps in access to
financial services for specific target groups as a main factor to
inform their interventions. The MAR and PROGRESS projects,
for instance, have a focus on reaching different socioeconomic
groups of people by supporting a variety of informal and formal
financial services, and actively driving the vertical integration of
various types of services. Both support VSLAs through training
and complementary activities, and link them with formal and
semi-formal financial services provided through MFIs or SACCOs.
However, projects also expressed a need to better understand
how people use the financial services they help provide,
especially formal loans. In the PROGRESS project, for example,
it was unclear to what extent financial institutions, such as CTS,
were supporting low-income households versus providing largerscale financing to businesswomen and -men, who already had
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a certain level of assets and savings accumulated that they could
use as collateral (the latter seems to be the case). Furthermore,
the IPs strive to better understand whether loans are used
as a way to cope in times of crises, or to invest in new business
opportunities when times are good. Research undertaken
through BRACED helped fill some of these knowledge gaps
in Kenya and Senegal (Weingärtner et al., 2019; Syll et al. 2019).
Similarly, at project level, there was limited understanding
of the overlaps of beneficiaries reached by financial service
interventions and those targeted by governments’ regular or
emergency cash transfer programmes and other social protection
measures, such as publicly subsidised insurance. Though some
project target populations, especially lower-income groups
vulnerable to climate-related shocks and stresses benefiting
from support to VSLAs, may also be beneficiaries of these public
safety nets. There seems to be limited strategic engagement
with social assistance mechanisms of the national government at
project level, in the sense of aligning targeting or actively making
use of complementarities between the two.21 Taking these
considerations into account would be important for ensuring that
financial services supported through resilience projects are truly
driven by the demands of the most vulnerable.
Figure 19 summarises how BRACED projects analysed in this
study have covered different parts of the spectrum along the
various components that make up a layered approach to financing
resilience as identified in Section 1.22 A similar analysis of existing

21

For a closer investigation of linking financial services with social
protection in Kenya, see Weingärtner et al. (2019).

22 Note that other types of services might be available to BRACED
beneficiaries in the respective study areas, but these are not reflected
in Figure 19.
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instruments that facilitate access to financial resources – through
informal community-based mechanisms, formal financial services,
public safety nets and other channels – could help inform future
resilience programming and strengthen a more comprehensive
approach to financing resilience by identifying critical gaps in
financial service provision. The first step in such a process would
be to assess financial resources available to individuals, households
and businesses to support various resilience capacities (i.e. to start
with analysing the status quo in the financial architecture) then to
assess gaps and needs for financial services, and then to identify
adequate mechanisms based on the dimensions shown in Figure 19.
Figure 19: A layered approach to financial service provision
in BRACED projects

Risk-related considerations

Target group and its characteristics

livelihood

Low
Low

High
Post-shock

Pre-shock

timing (availability of financial resources)

Livestock indemnity insurance
(MAR, Livestock Mobility)
Index-based livestock insurance
(MAR, Livestock Mobility)
Community-based saving, loans and emergency
pooled funds (Anukulan, MAR, PROGRESS)
Provision of savings, loan and insurance services
through mobile banking (MAR)
Savings and credit cooperatives and MFI savings
and loans (PROGRESS, MAR, Anukulan)

Note: Income level indications for insurance are under the assumption
the premiums are not, or not fully, subsidised.

Rural/mobile

High

frequency

Urban/semiurban sedentary

intensity of event

Very low

Covariate

Idiosyncratic

income level

Relatively higher

type of risk
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Tailoring financial services to context
Developing new financial products and tailoring financial services
to context has been required in all projects due to the specific
characteristics of BRACED project intervention areas. Common
challenges and needs for adjustments were related to the
remoteness of project locations, for instance in the scarcely
populated arid and semi-arid zones in Ethiopia, Kenya, Nepal
and Senegal. Another common barrier requiring product tailoring
and integration with technical support and training was related
to culture. This includes financial behaviour as well as the need
for specific products related to faith or preference based on
past experiences. Limited market development and country or
region-specific policy and regulatory environments required
further innovation or adaptation of financial services to work
in BRACED project contexts in all four countries.
Across projects, partnerships between private sector financial
service providers, governments, communities and civil society
organisations, and experts in financial product development and
specific sectors has proven vital for ensuring financial services are
tailored to context and fit for purpose in building resilience and
strengthening adaptation to climate-related shocks and stresses.
Furthermore, in the case of Senegal, a policy dialogue process
carried out over several months has helped engage various
stakeholders (e.g. representatives of pastoralist organisations,
researchers, government, insurance companies, NGOs and
donors) in identifying whether and how to tailor services
already operational in other countries to local contexts.
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Conclusions and ways forward
Evidence on the role of financial services and financial inclusion
in strengthening resilience to climate-related shocks and
stresses is growing. The pathways through which these services
contribute to resilience are also increasingly well understood.
However, in what way resilience programmes are engaging
with financial service development and delivery, and where
their strengths are and where major challenges lie, is less
established. Therefore, this paper assessed the ways in which
resilience programmes under BRACED have engaged in financial
service development and delivery based on original data from
project documents and key informant interviews. In particular,
the research focused on whether and how BRACED projects have
supported a layered and tailored approach to financial service
provision, which (1) addresses various types of hazards, frequency
and intensity of events, target groups and time scales (layering)
and (2) caters to local context and needs (tailoring) based on
four case studies from Ethiopia, Kenya, Nepal and Senegal.
The following paragraphs summarise main findings.

Summary of findings and areas for further research
Existing evidence shows that well-designed and tailored-tocontext formal, semi-formal and informal financial services can
strengthen the resilience of individuals, households and business
to climate-related shocks and stresses through various pathways.
This includes mitigating impacts from shocks, supporting people
to be better prepared and helping them smooth consumption
while avoiding negative coping strategies (Moore et al., 2019;
Demirgüç-Kunt et al., 2017a). Nonetheless, individual services
are also limited in the scope of risks they can help address and
the resilience capacities they can support.
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A layered approach to financing resilience through a variety of
instruments – including financial services such as savings, credit,
transfers and insurance, as well as (adaptive) public safety nets
backed by budget allocations, emergency funds, risk pools or
contingent finance – can strengthen the resilience of households and
small businesses by addressing risks of different natures and events
of diverse frequency and intensity. They also help reach different
target groups at various timescales and cater to different rationales
and expected positive outcomes, and avoided negative impacts
from climate-related shocks and stresses. Resilience projects have
a role to play in helping fill some of the gaps in financial service
provision to support resilience by generating a better understanding
of local needs and preferences and incentivising the development
of adequate, tailored-to-context financial services in partnership
with financial institutions, technical experts and governments.
Under BRACED, this has been done by driving financial literacy
and consumer education, engaging in financial product innovation,
establishing links between informal and formal financial institutions
(for example connecting VSLAs with MFIs and SACCOs), or
partnering with financial institutions to share some of the risk of
venturing into underserved geographic areas. This is as much about
strengthening institutions and markets in different contexts as it is
about tailoring products to the needs of individuals.
However, scaling activities to reach financial viability and ensuring
sustainability of service provision have been major challenges to
financial service delivery through BRACED projects. This is not
new to resilience programming, but has previously been a major
challenge for financial service provisions by NGOs. Though it will
only be possible to assess long-term sustainability sometime after
the end of the programme, at this point, strategies that integrate
services with existing financial markets, link with government
social protection and financial inclusion initiatives, build on local

105

FINANCIAL SERVICES FOR RESILIENCE
RESILIENCE  CONCLUSIONS
Synthesis and
AND
discussion
WAYS FORWARD

institutional frameworks, and entail clear incentives for continued
engagement of governments or private financial service providers
appear most promising.
Among BRACED project case studies, the rationale for engaging
in the development and provision of financial services is primarily
one of climate-resilient economic development. Better access
to such services is expected to have a positive impact on: access
to markets for households or individuals engaged in farming,
livestock and other small businesses; increased productive
investments; livelihood diversification; and the uptake of climatesmart agriculture. The various potential impacts of financial
services are well perceived by projects. In some cases, specific
pathways to resilience outcomes, and how they materialise in
practice in the project contexts (e.g. looking into what loans are
used for, which kinds of investments are prioritised and how
climate- and weather-related risks are taken into account in
financial decision-making), were also considered. In other cases,
these remain to be assessed in greater detail, in part owing to
the time required for developing and delivering financial services,
which meant that in some cases services were only up and
running in the last year of implementation.
Further evidence is also required on the role of financial services
for resilience in relation to the ‘leaving no one behind’ pledge
of the 2030 Sustainable Development Agenda. As reflected in
the four case studies of this report, formal financial services
usually ‘do not reach the poorest of the poor’ nor those most
vulnerable to climate-related shocks and stresses (Hammill
et al., 2008). Even when they do, for example through public
subsidies, the poorest can not necessarily use these services
to their full potential, and care should be taken to not treat
financial services as a replacement to public safety nets for those
who need additional support, (e.g. due to age or disability).
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Nonetheless, linking formal financial services with social
protection programmes and informal community-based financial
institutions such as savings groups – as done by some BRACED
projects in this study – can be a way to facilitate access to more
advanced financial services where these are needed. Experience
from BRACED has shown the importance of complementing such
activities with training on financial literacy and business skills.
To this end, there is an important need to understand and make
use of complementarities between different financial services
and social protection systems in resilience programming.
Putting financial capacities of households at the centre of such
an analysis could help identify critical gaps in financing resilience
along two dimensions. Firstly, the nature, intensity and frequency
of events people struggle to prepare for, cope with and adapt
to; and secondly, the way in which households with diverging
socioeconomic characteristics can have access to and benefit
from different types of services.

Recommendations for financial service interventions
in resilience programming
Based on findings from existing literature and lessons from
the four BRACED case studies, this paper presents a range of
recommendations for future resilience programming with a financial
service component. These are directed at donors and practitioners.
Originally, the BRACED programme provided a laboratory for
resilience-building through the development of multiple initiatives
in the Sahel, Horn of Africa and Asia. This paper strongly
advocates for a critical reflection on evidence and uncertainties
about the impact of financial services on climate resilience and
economic development. In particular, the conditions required
to reach sustainability and impact at scale must be addressed.
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EMBED FINANCIAL SERVICE DEVELOPMENT AND DELIVERY WITHIN
EXISTING FINANCIAL MARKETS, SOCIAL PROTECTION PROGRAMMES
AND FINANCIAL CAPACITIES OF TARGET HOUSEHOLDS

This paper has argued that existing frameworks advocating
for a layered approach to risk financing can assist resilience
programming in the choice of suitable entry points for financial
service development and provision that can strengthen resilience
to climate-related shocks and stresses more comprehensively in
different contexts. Figure 19 outlines the different dimensions
of layering financial services that can provide guidance in this
process. They include the type of hazard, expected intensity
and frequency of events, timing for the availability of financial
resources, as well as target groups and their characteristics
(e.g. income, livelihoods, geographic location, etc.).
The first step of such a process would be to assess financial
resources available to individuals, households and businesses to
support various resilience capacities, (i.e. to start with analysing
and illustrating the status quo in the financial architecture and
service delivery), then to assess gaps and needs for financial
services, and then to identify adequate mechanisms to fill
these gaps. Developing clear criteria for targeting services
and comparing them with existing programmes directed
towards expected beneficiaries – including social protection
programmes – can help to prevent overlap and determine
complementarities with other initiatives.
CONDUCT DETAILED ANALYSIS OF THE ENABLING INSTITUTIONAL
AND REGULATORY ENVIRONMENT BEFORE IMPLEMENTING
FINANCIAL SERVICE INTERVENTIONS

BRACED activities have been implemented in a context of
limited financial market development and very low levels
of financial inclusion, often in marginalised and remote places.
As such, it is essential to calibrate the level of programme

108

FINANCIAL SERVICES
FINANCIAL
SERVICESFOR
FORRESILIENCE
RESILIENCE   Synthesis
CONCLUSIONS
and
AND
discussion
WAYS FORWARD

effort and intervention to this context. Servicing remote
areas and stemming some of the initial market development
requires significant levels of investment to support financial
service pilots. While publicly funded programmes and
NGOs may have a role to play in providing initial short-term
support (e.g. by incentivising expansion of financial service
providers, strengthening financial literacy or informing product
development based on local knowledge), the efficacy of NGO
engagement is clearly an important question, especially in the
longer term. Though financial services may eventually produce
high return on investment by driving future development, the
risks associated with engaging in such kinds of activities should
be assessed through feasibility studies and market analysis,
rigorously undertaken in advance of developing financial service
interventions. This is also essential to reduce information
asymmetries between financial institutions and programme
actors, or donors, willing to invest.
DESIGN FINANCIAL SERVICE ACTIVITIES BASED ON A DETAILED
THEORY OF CHANGE (TOC) FOR PATHWAYS TO RESILIENCE IMPACTS

Recent reviews of empirical research have shown mixed impacts
of financial services and highlighted the importance of tailoring
services to context (Moore et al., 2019; Demirgüç-Kunt et
al., 2017a). This should include considerations of the existing
financial markets, production systems, livelihood practices,
risk environments, adaptation strategies and the needs and
preferences of the target group. In designing financial service
activities, there should be a clear understanding among all
partners involved about the expected contribution of any such
service towards resilience outcomes. Developing a detailed
ToC in advance of design and implementation is crucial in
establishing this understanding, and can help identify synergies
between different types of services. It also serves as a basis for
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monitoring and reviewing activities, as well as for assessing
the impacts of financial services in a robust way. Any ToC should
consider the demand side as well as the supply side of financial
services. This will ensure a reasonable level of uptake. Moreover,
conducting market analyses, including for informal financial
services, would help prevent the development of services
that are not fit for purpose.
COMPLEMENT FINANCIAL SERVICES WITH TRAINING, 
CLIMATE AND WEATHER INFORMATION, AND OTHER 
RESILIENCE-BUILDING MEASURES

Enhancing access to financial services alone does not
automatically lead to any expected resilience outcomes.
Operating in underserviced contexts, all BRACED case study
projects have experienced challenges with low levels of
financial literacy, a lack of business skills, and limited access to
supporting services or structures, such as high-quality agricultural
inputs or weather forecasts. Delivering training on financial
literacy, business skills and resilience practices can help better
protect individuals, households and businesses from taking on
unsustainable financial burdens. It is also greatly appreciated by
financial institution partners because it brings down transaction
costs and increases the capacity of clients to manage their
finances and repay on time.
Finally, resilience programmes should further explore incentives
for using financial services to enhance adaptive capacity.
While some projects have emphasised the importance of loans
in facilitating investments in climate-smart technologies, other
instruments, such as goal-based savings, remain underutilised
despite promising results.23

23 For an overview of studies on this aspect, see Moore et al. (2019).
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BUILD SUSTAINABILITY AND MECHANISMS FOR SCALING UP
SERVICES INTO PILOTS FROM THE START

To enhance the potential for sustainable financial service
provision, resilience programmes aiming to engage in the design
and provision of services should set up partnerships with
financial service providers and engage with relevant national or
local governments. This is critical to ensure buy-in and increase
the potential for the continuation of activities post-project.
Projects may consider subsidising bank accounts or insurance
premiums in a pilot stage to demonstrate the impact of financial
services for resilience, with the aim of enhancing engagement
from the government and private sectors. In such cases, rigorous
mechanisms for evaluating and demonstrating impact to key
stakeholders, as well as a realistic exit strategy, should be put in
place before the start of implementation. Identifying (economic)
interests and incentives for various actors to engage in financial
service-related activities at the beginning of the programme, for
instance through stakeholder mapping and the development of
a business case, is recommended to identify suitable partners that
have the capacity to operate and scale services. Where possible,
to support sustainability, activities should build on existing incountry financial inclusion and resilience initiatives, and link with
financial services already provided through commercial financial
institutions or on public social protection programmes.
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Annex 1: Key informants (KI)
Table A1: List of key informants interviewed
last name

first name

affiliation

type of institution

braced consortium

Bahadur Gurung Til

Muktinath Bank

Financial service provider Anukulan

Pariyar

Madan

iDE

IP

Anukulan

Camara

Astou Diao

Institut Sénégalais de
Recherches Agricoles
Bureau d'Analyses MacroEconomiques (ISRA/BAME)

Research

Livestock Mobility

Powell

Annabelle

Acting for Life

IP

Livestock Mobility

Sow

Omar Cissé

Compagnie National
d'Assurance Agricole du
Sénégal (CNAAS)

Financial service provider Livestock Mobility

Teillard

Sarah

Acting for Life

IP

Ahmed

Kedir

Somali MFI

Financial service provider MAR

Aklilu

Negusu

Farm Africa

IP

Alemo

Yeshiwas

Omo MFI

Financial service provider MAR

Negusse

Esayas

Afar MFI

Financial service provider MAR

Tasew

Tewodros

Belcash

Financial service provider MAR

Tesfaye

Endasahw

Moss ICT, Mbirr

Financial service provider MAR

Zegeye

Solomon

Nyala Insurance

Financial service provider MAR

Burns

John

Mercy Corps

IP

PROGRESS

Hujale

Diyad

Mercy Corps

IP

PROGRESS

Mutisya

Gladys

CTS

Financial service provider PROGRESS

Barno

Jaobeth

Pula Advisors

Financial service
consultant

Livestock Mobility

MAR

MAR
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Annex 2: Reviewed frameworks
Table A2: A detailed list of reviewed frameworks

no.

author

title

unit of analysis

rationale for
layered approach

outcomes

risk characteristics

types of

Type of risk
considered

Frequency/
intensity of event

financial services or
instruments considered

time
scale

1

Linnerooth-Bayer
and HochrainerStigler (2015)

Financial instruments for Disaster
Risk Reduction and Climate
Change Adaptation

Financial services providers
(private or public)

Disaster Risk
reduction/
humanitarian

Cost
effectiveness

Disaster risk

Intensity:
low/high/medium

Financial services

Time:
Return
period

2

GIZ and MCII (2017)

Advancing Climate Risk Insurance
Plus (ACRIplus). Extreme Weather
Events and Risk Transfer

Households (but framework
is flexible to be applied at
different levels/commun-ity/
country/regions/program-me)

Disaster risk
reduction/climate
risk management:
humanitarian

Resilience to
climate risk and
disasters

Disasters and
climate risk

N/A

Insurance with other risk
management activities

Time
before and
after event

3

Le Quesne et al.
(2017)

The role of insurance in
integrated disaster and climate
risk management (originally from
Warner et al. 2013)

Country (but framework is
flexible to apply at different
level: community)

Risk reduction/risk
financing

Resilience to
climate risk
and disasters

Disasters and
climate risk

Frequency,
intensity

Risk transfer and risk financing
mechanisms (including
insurance) with other risks,
management activities

Probability of
occurrence

other
dimensions
considered

Losses in
proportion of GDP

4

Ghesquière and
Mahul (2010)

Financial Protection of the State
against Natural Disasters. A Primer

Country

Disaster Risk
management/
humanitarian

Resilience

Disasters

Intensity,
frequency

Disaster risk financing
instruments

N/A

Transfer vs.
Retention

5

Clarke and Dercon
(2016)

Dull Disasters? How Planning
Ahead Will Make a Difference

Country

Disaster Risk
management/
humanitarian

Tools and
accountability

Disasters

N/A

Tools for risk management
(economic and financial tools)

Yes:
ex ante/
ex post

Transfer vs.
Retention

6

Hallegatte
et al. (2017)

Unbreakable (for financing
residual risks)

Household and government
and local authorities

Humanitarian
and development

Resilience
to disasters

Disasters

Intensity

Risk financing strategy

None

Poverty (poor and
rich households)

7

de Janvry and
Sadoulet (2016)

Risk reduction for smallholder
farmers: Making weather index
insurance work (based on concepts
from Clarke and Dercon (2016)
and Mahul (2016))

Households

Development

Resilience to
weather shocks

Weather risks

Frequency,
intensity

Financial products for
managing risks in agricultural
production

Yes:
ex post/
ex ante

Risk transfer and
risk retention

8

de Janvry and
Sadoulet (2016)

Risk reduction for smallholder
farmers: Making weather index
insurance work

Households

Resilience/
development

Resilience/
poverty
reduction

Could be any
kind of risk
– focus on
losses

N/A

Financial products
for managing risks in
agricultural production

None

Gross income
Economic losses
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Table A2: A detailed list of reviewed frameworks (continued)

no.

author

title

unit of analysis

rationale for
layered approach

outcomes

risk characteristics

types of

Type of risk
considered

Frequency/
intensity of event

financial services or
instruments considered

time
scale

other
dimensions
considered

9

IPCC (2012)

Managing the Risks of
Extreme Events and Disasters
to Advance Climate Change
Adaptation. A Special Report
of Working Groups I and II of
the Intergovernmental Panel
on Climate Change

Programme/country
can inform households

Humanitarian
and development

Resilience

Climaterelated risks

N/A

Disaster risk
financing instruments

Yes:
ex post/
ex ante

Risk reduction
and residual risk
management

10

Kellett, Caravani and
Pichon (2014)

Financing Disaster Risk Reduction:
Towards a coherent and
comprehen-sive approach

Country but can inform
sub-national and
household level

Humanitarian
and development

Resilience

Disasters

N/A

Financing for disaster
risk reduction

None

Budget
organisation:
fund, budget line,
development
planning
Risk reduction
vs. risk-related
activities

11

Clarke and Dercon
(2009)

Insurance, credit, and safety nets
for the poor in a world of risk

Households

Development with
and without risk

Poverty

Any kind
of risks

N/A

Financial tools

N/A

Poverty/
vulnerability

Focus on
vulnerability
12

GFDRR, World
Bank and Swiss
ConfederationWB/
Swiss Confederation
(2014)

Financial protection against
natural disasters

Country/local
government or households

Humanitarian

Protection
‘natural
to disasters’

Disasters
(geophysical
and climaterelated)

Frequency
intensity

Risk financing tools

Yes: post
disaster/
emergency
funding vs.
reconstruction

Risk transfer and
risk retention

13

World Bank (2015)

Toward a National Crop and
Livestock Insurance Program

Crop and livestock producers

Development

N/A

Risks to crop
and livestock
production

N/A

Risk financing instruments
and programmes

N/A

Economic
activities:
subsistence/
commercial/
semi- commercial
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Framework 1
Low frequency/
High impact event

500

limits to adaptation
extreme losses

Return period (years)

Insurers are reluctant to cover risks;
Public and donor post-disastor assistance necessary

100

medium to extreme losses

low to
medium losses

10

High frequency/
Low impact event

Risk reduction is frequently
the most cost-effective
response

Risk financing may be
the most appropriate
response if risk reduction
is not cost effective

High
risk
layer

Medium
risk
layer

Low
risk
layer
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Framework 2

res

nt

ua
ri

prevention

sk

risk
analysis

id

l

pr

e
ev

ex-ante
financing

building
back better

ex-post
financing

response

pa r e

pre

preparedness

recovery

rec

over

Resilience

respond

Framework 3
14

Risk prevention
& reduction

Losses in proportion to GDP in %

12
Risk prevention
& reduction

10
8
6

2
0

very low frequency
very high severity

+ risk financing

Risk prevention
& reduction
+ retention

medium frequency
moderate severity

4

+ risk transfer to insurance
/reinsurance markets

low frequency
moderate to
high severity

+ retention
+ other forms of risk transfer
(such as cmbination of
national/reginal insurance
pools, public financing, etc.)

high frequency
low severity
20

Risk prevention & reduction

40

60

80

Probability of occurrence in years

100

120
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Framework 4
High
severity

International Donor
Assistance
Insurance Linked
Securities
Insurance/Reinsurance

Contingent credit

Low
severity

Reserves

Low frequency

High frequency

Framework 5
ex ante (arranged before a disaster)

ex post (arranged after a disaster)

Risk retention

Contingency fund or budget allocationa

Budget reallocation

(changing how or
when one pays)

Line of contingent creditb

Tax increase. Post-disaster credit

Risk transfer

Traditional insurance or reinsurancec

Discretionary post-disaster aid (begging bowl)

(removing risk from
the balance sheet)

Indexed insurance, reinsurance,
or derivatives.d Capital market intrumentse

a.
b.

c.
d.

e.

A pre-funded pot of money that can be used for specific purposes, such as responding to a large natural event.
Resemble a current account in a bank.
A pre-agreed loan that can only be drawn down in specific pre-agreed circumstancees, such as the onset of a large
natural event or a declaration of national emergency by government. Slightly resembles an overdraft facility, but
one with rules for when the loan can drawn down.
A contract whereby the insurer or reinsurer is paid a premium and the rules for claim payments are based on the
losses incurred, as measured by independent loss adjustors.
A contract whereby the rules for the net transfer to the insurer, reinsurer, or counterparty the index. For insurance
and reinsurance, payment of the premium is followed by indexed claim payments. For an indexed derivative,
the timings of payments may differ.
Capital market instruments such as catastrophe bonds and catastrophe swaps are financial contracts that can be
structured to act in the same way as insurance, but investors, not necessarily reinsurers, provide the protection.
A catastrophe bond is an insurance-linked security in which payment of interest and/or principal is suspended or
cancelled in the event of a specified catastrophe, such as an earthquale. A catastrophe swap is a contract used by
investors to exchange (swap) a fixed payment for a certain portion of the difference between insurance and claims.
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Framework 6
More
intense
events

International
aid

Government
insurance and
contingent
finance

market
insurance

adaptive social
protection

Government
reserve funds

financial
inclusion
(savings, credit)

revenue diversification
(social protection, remittances)

Smaller
events
Poorer households

Richer households

Note: Instruments in light blue target households; instruments in dark blue protect
governments’ or local authorities’ budgets.

Framework 7
risk layers
Frequency Severity
of events of impact
Low

Major

risk financing

ex-ante risk management

ex-post shock coping

strategy

(arranged before a disaster)

(arranged after a disaster)

Risk transfer

Social safety net

Discretionary aid

Index insurance
Risk retention
High

Minor

Contingent pre-approved credit line Emergency credit
Resilient technology

Adjusted income strategy

Precautionary savings

Expenditure reallocation
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Framework 8

Farmer gross income (% of normal year)

100

Traditional
technology
(Swarna)

Precautionary savings area

80

Resilient
technology (Sub1)

Resilient technology area
60

Contingent credit area

Resilient
technology and
index insurance

Index insurance area
40
Social safety net area
20

0

20

40

60

80

100

% yield shortfall with traditional technology

Framework 9
risk acceptance threshold

reduce
vulnerability
• Poverty reduction
• Health
improvements
• Access to services
and productive assets
enhanced
• Livelihood
diversification
• Access to
decisionmaking
increased
• Community
security improved

reduce
vulnerability

pool, transfer
and share risks

• Mainstream risk
management into
development
processes
• Building codes
and retrofitting
• Defensive
infrastructure and
environmental
buffers
• Land use planning
• Catchment and
other ecosystem
management
• Incentive
mechanisms for
individual actions
to reduce exposure

• Mutual and
reserve funds
• Financial insurance
• Social networks
and social capital
• Alternative forms
of risk transfer

prepare and
respond
effectively
• Early warning
and communication
• Evacuation plan
• Humanitarian:
relief supplies
• Post-disaster
livelihood support
and recovery

increase capacity
to cope with
“surprises”
• Flexibility in
decisionmaking
• Adaptive learning
and management
• Improved
knowledge and skills
• Systems
transformation
over time
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Framework 10

drr as part of a drm budget

drr as budget line
or special fund

drr integrated into
development planning
and management

Early warning systems

National disaster management agency Land use planning and management

Climate and risk monitoring

Early warning systems

Transport infrastructure

Evacuation facilities

Climate and risk monitoring

Water resource planning
and infrastructure

National disaster management agency National risk reduction frameworks
and plans

Retrofitting schools and hospitals

National risk reduction frameworks
and plans

Probabilistic risk assessments

Risk-targeted social protection

Risk and vulnerability assessments

Targeted risk reduction infrastructure, Targeted risk reduction infrastructure,
e.g. dykes, tsunami defences
e.g. dykes, tsunami defences

Disaster response

Environmental protection

Stockpiling

Biodiversity

Catastrophic risk insurance

Risk reduction activities

Micro-insurance

Risk-related activities, but not
specifically targeted to reduction

Note: This dos not respond to scale, but a similar breakdown of financing approaches and activities could be
imagined at a local level.
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risk retention

Low frequency/
High severity

risk transfer

Framework 11

International Assistance
sovereign risk transfer
(e.g. cat bond/cat swap,
(re)insurance

insurance of public assets

contingent credit lines

post disaster credit

government reserves, contingency budget/funds

High frequency/
Low severity
emergency funding

reconstruction

Framework 12
poverty

vulnerability

Asset-focus, in a world without risk

Risk-focus in a world focusing on protection

Self-based

Accumulation (savings for investment into
productive assets, including physical and
human capital)

Self-insurance (savings via liquid
assets) and other risk management and
coping mechanisms

Intervention-based

Safety net (responsive to crisis)
Asset creation programmes (targeted by
wealth); transfers as gifts or gifts conditional on
work or action (e.g. conditional cash transfers
with education objective)

Market-based
or inspired

Microcredit, focusing on physical capital

responses

Microcredit, focusing on
consumption smoothing.
Microinsurance
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Framework 13
commercial crop
and livestock
producers

mpci

(top 5%
of Kenyan farmers)

named
peril
index
insurance

semicommercial
crop and livestock
producers
(middle 20%
of Kenyan farmers)

social safety-net programs:
macro-level crop and livestock
index insurance

subsistence
farmers/
pastoralists
(bottom 75%
of Kenyan farmers)

• Medium/large farm units
• Commercial dairy & beef herds
• Mechanized production
• High access to credit
• High levels of input use
• Produce for sale

• Smallholder farmers
• Smallholder livestock producers
• Some assets
• Some access to credit
• Part consumption/part sale

• Very small/no land
• Very few assets
• Subsistence farming
• Nomadic Pastoralists
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Annex 3: Basic Islamic microfinance contractsa
The following are the most widely available

repay in equal installments. The markup

types of Islamic microfinance contracts.

is distinct from interest because it remains

Each can either operate individually or be

fixed at the initial amount, even if the

combined with other contracts to create

client repays past the due date. Among

hybrid instruments.

the primary conditions for a murabaha

•

sale to remain Sharia-compliant are

Murabaha Sale (cost plus markup

(i) the financier must own the commodity

sale contract). The most widely offered

before selling it, (ii) the commodity must

Sharia-compliant contract is murabaha,

be tangible, and (iii) the client must agree

an asset-based sale transaction used to

to the purchase and resale prices.b

finance goods needed as working capital.
Typically, the client requests a specific

a.

b.
c.

•

Ijarah (leasing contract). Ijarah is a leasing

commodity for purchase, which the

contract typically used for financing

financier procures directly from the market

equipment, such as small machinery.

and subsequently resells to the client,

Duration of the lease and related payments

after adding a fixed “mark-up” for the

must be determined in advance to avoid

service provided. It is permissible for the

any speculation. For the transaction to be

financial institution to appoint the client

considered Islamic (and not a sale with

as an “agent” on its behalf (by means

camouflaged interest), the ijarah contract

of a contract) to directly procure the

must specify that the ownership of the

commodity from the market. However,

asset, and responsibility for its maintenance,

ownership of the commodity (and the

remains with the financier. An ijarah

risk inherent thereto) strictly lies with

contract may be followed by a sale

the financier until the client has fully

contract, in which event the ownership of

paid the financier. In most cases, clients

the commodity is transferred to the lessee.

There is only one type of permissible “loan” according to Sharia, the Qard-Hassan (or Benevolent) Loan, which is
interest-free and often considered a form of charity because it is typically forgiven in the event of default. All other
mechanisms are better termed financing agreements, or contracts. However, for the purposes of this Focus Note,
the term “loan” may be used to denote financing arrangements within the Sharia context.
Adapted from Khan (2008).
For a detailed discussion of takaful, see Maysami and Kwon.
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•

Musharaka and Mudaraba (profit

Both PLS schemes require particularly

and loss sharing). The profit and loss

vigilant reporting and a high level of

sharing (PLS) schemes are the Islamic

transparency for profits and losses to be

financial contracts most encouraged by

distributed justly. Consequently, though

Sharia scholars. Musharaka is equity

promoted strongly by Sharia, they result

participation in a business venture, in

in substantial operating costs particularly

which the parties share the profits or

for micro and small enterprises that are

losses according to a predetermined ratio.

not accustomed to formal accounting.

Musharaka can be used for assets or
for working capital. Mudaraba denotes
trustee financing, in which one party acts
as financier by providing the funds, while
the other party provides the managerial
expertise in executing the project. In
mudaraba, profits are shared according
to a predetermined ratio; any losses are
borne entirely by the financier. If the
mudaraba joint venture results in a loss,
the financier loses the contributed capital
and the manager loses time and effort.
Source: Direct citation from Karim et al. (2008).

•

Takaful (mutual insurance).c
The equivalent of Islamic insurance,
takaful is a mutual insurance scheme.
The word originates from the Arabic word
“kafala,” which means guaranteeing each
other or joint guarantee. Each participant
contributes to a fund that is used to
support the group in times of need,
such as death, crop loss, or accidents.
Paid premiums are invested in a Shariacompliant manner to avoid interest.

BRACED aims to build the resilience of up to 5 million vulnerable
people against climate extremes and disasters. It does so
through a three year, UK Government funded programme, which
supports 15 consortiums, working across 13 countries in East
Africa, the Sahel and Southeast Asia. Uniquely, BRACED also
has a Knowledge Manager consortium.
The Knowledge Manager consortium is led by the Overseas
Development Institute and includes the Red Cross Red Crescent
Climate Centre, the Asian Disaster Preparedness Centre, ENDA
Energie, Itad and Thomson Reuters Foundation.

The views presented in this paper are those of the author(s) and do not necessarily
represent the views of BRACED, its partners or donor.
Readers are encouraged to reproduce material from BRACED Knowledge Manager
Reports for their own publications, as long as they are not being sold commercially.
As copyright holder, the BRACED programme requests due acknowledgement and
a copy of the publication. For online use, we ask readers to link to the original
resource on the BRACED website.

The BRACED Knowledge Manager generates evidence and
learning on resilience and adaptation in partnership with the
BRACED projects and the wider resilience community. It gathers
robust evidence of what works to strengthen resilience to climate
extremes and disasters, and initiates and supports processes
to ensure that evidence is put into use in policy and programmes.
The Knowledge Manager also fosters partnerships to amplify
the impact of new evidence and learning, in order to significantly
improve levels of resilience in poor and vulnerable countries and
communities around the world.
For more information on the Rapid Response Research and
to access to real-time data and visualisations from the surveys,
please visit the Resilience Dashboard:
www.braced.org/resources/i/resilience-dashboard/
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