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In numbers: People in Madagascar covered by ARC

Limited

17,500
Microinsurance  
programme  
provided by the  
World Food  
Program and  
reinsured at 95% by ARC

990,000
Sovereign drought policy with ARC  
Partly financed by ADRiFi program*

*With decreasing subsidisation

1.55 million
Sovereign tropical cyclone policy 
 
With ARC financed by KfW



The challenges ahead
Farmers across Africa are only too well aware of the challenges ahead of them in 
terms of managing their crops through to a successful harvest; and insurers have 
long looked to support them achieve that objective.

However, for smallholder farmers the cost and access to insurance has often been a 
challenge too far. That means those who perhaps need the greater support are those 
left behind by the financial system.

Many insurers across the continent are keen to address this mismatch and offer 
various forms of microinsurance, including parametric cover that operates on a range 
of triggers.

However, this in turn is not without challenges. Many insurance players are writing 
business in one country alone, which results in a high concentration of risk. This is 
less of an issue for reinsurers or multijurisdictional insurers because we are able to 
build some levels of scale across geographies.

The way to overcome this challenge is to increase the number of farmers covered. 
The more who sign up, the greater the diversification. This means the cost of 
insurance can be lowered, attracting more farmers to sign up.

We need to be working towards this virtuous circle.

Low uptake goes beyond costs alone, however, and there is also additional work 
needed in terms of education and sensitising people around the need for insurance 
and what insurance can and cannot cover.

For those of us in parametric insurance, we are often faced with a scenario of 
losses that sit below the attachment point and are therefore retained by the farmer 
rather than being picked up by insurance. As a result, there is some degree of 
disappointment about what insurers can do.

My last point is around technology. Technology will allow more positive access for 
the farmers and can also allow the banking of value-added services, such as advice, 
which more holistically meet the needs of farmers.

To attract more sustainable finance, we need to address these challenges. With our 
Madagascar project, we have achieved our goal of delivering a sustainable solution 
to a small group of farmers faced with extreme drought. Going forward, we are 
looking forward to extending this project and helping increased numbers of farmers 
to see the true value that insurance can bring.

Lesley Ndlovu 
CEO of Africa Risk Capacity

Established in 2012, ARC Limited provides natural 
disaster insurance relief to African countries. Along with 
its partners, which provide premium support, the insurer 
has already paid more than $65m to seven countries 
to provide drought relief and address the economic 
concerns these countries’ most vulnerable citizens face.

Source: ARC
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The value of insurance

David Maslo, head of business development,  
ARC Ltd

The value of insurance comes from a claim. At that 
point, the insured discovers the true value of insurance 
and the cost of the premium melts in terms of 
significance.

Africa Risk Capacity Limited (ARC) recently provided 
reinsurance to a World Food programme insurance 
project in the southeast corner of Madagascar and did 
just that.

Madagascar is country that faces many perils. Since 
2018, ARC has supported the government in developing 
and implementing a comprehensive disaster risk 
management framework to better plan, prepare and 
respond to these natural disasters. As part of this 
initiative, for the past two years the Madagascar 
government took out a policy against drought, and last 
year subscribed to a policy against tropical cyclones. In 
2020, following a significant drought in the south, the 
country received a claim payout of $2.13m. 

Although this has a significant impact at sovereign level, 
it is not necessarily sufficient to manage the extent 
of risk in Madagascar, particularly the retention layer 
below the excess of the parametric insurance product. 

In addition, while macro products are well suited to 
coordinating and financing national-scale response 
operations, they could have limitations in addressing 
the special local needs of communities. This is 
particularly true when they may be located in unique 
and uncorrelated areas or exist within a micro climate. 
In these parts, the needs of the communities can be 
addressed with tailor-made micro and meso insurance 
products. Although less cost efficient at macro level 
(due to higher costs and time lags), such products can 
provide a more relevant response. 

In consideration of both these elements, ARC decided 
to support a microinsurance initiative in Madagascar 

launched by our longstanding partner, the World Food 
Programme (WFP).

This initiative, called R4, was known as Aron’ny 
Fambolena Voatse, which translates as agricultural 
protection, and is an area-yield index insurance 
programme for farmers in nine pilot localities.

The Village Saving and Loans Association ‘Mandresy’ 
network contracted the insurance on behalf of all its 
members participating in the programme in the localities 
of Sampona, Ifotaka, Behara, Berano, Tanandava, 
Maroalomainty, Maroalopoty, Ambovombe and 
Amboasary.

The WFP purchased insurance for some 3,500 
households in the area from local insurer ARO, with 
ARC reinsuring the programme and carrying 95% of the 
risk.

The districts covered included Amboasary and 
Ambovombe in the southeast of Madagascar, 
known as a dry region and severely affected by 
climate change.

The insurance aims to protect farmers’ income 
against a number of risks that might impact their 
harvest, including flood, drought, sandstorm and pest 
infestation. It is innovative because it ensures the value 
of inputs purchased and invested, against a low return.

In the first planting season after November 2020, 
the region suffered extreme drought, followed by 
sandstorms and pest infestation, which triggered the 
insurance programme and ultimately resulted in a 
payout for the incurred losses.

To capture the particularities of the southeast region of 
Madagascar, WFP and its local partners opted for an 
Area Yield product designed and delivered by Kenya-
based company, Pula Advisors (see box on next page).

Continues >
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Madagascar stats
28,411,367 people in the country
Source: Worldometers

In 2020, the share of agriculture  
in Madagascar’s GDP  
was 24.12%
Source: World Bank

Southeast 
Madagascar has 

two farming seasons:

The long-rain  
maize crop

The short-rain 
maize crop

Employment 
in agriculture in 

Madagascar in 2020 
was reported at 

63.83%
Source: World 

Bank

70%
of smallholder farmers in 

Madagascar own no more 
than 1.2 hectares of land. 

Source: Food and 
Agriculture 

Organisation at 
the UN



Outcome of the season

Madagascar experienced a 
drought in 2021. This was not 
a generalised event across 
the whole southern part of the 
country, which is insured by the 
government, but a collection of 
severe localised drought pockets 
in the southeast corner of the 
island.

One of these pockets of 
drought affected the southeast 
region covered by the Aron’ny 
Fambolena Voatse programme.

In fact, crop-cutting experiments 
and assessments from the ground 
show a complete failure of sowing 
in these regions.

As a result, ARO Assurance and its reinsurer ARC 
Ltd paid out $350,000 for the planned response 
operations. Payment was made within weeks of the end 
of the season and benefitted 3,500 farmers and their 
households. 

This experience highlights the complementary nature 
of macro and micro insurance products in supporting 
governments to better manage and respond to natural 
disasters and alleviate their financial burden. 

Indeed, while the sovereign policy did not trigger 
a payout, the microinsurance programme paid out 
a significant amount and indirectly supported the 
government in responding to its share of risk retained. 

Without the Aron’ny Fambolena Voatse programme, 
those 3,500 farmers would have been facing increasing 
debt and greater poverty. There would have been a 
likelihood that more of them would have left the region to 
look for a living in the towns and cities.

We were not alone in this project. Not only were we 
working closely with the WFP, we also worked with 
Pula Advisors, an agricultural insurance and technology 
company that designs and delivers innovative agricultural 

insurance and digital products to help smallholder 
farmers endure yield risks, improve their farming 
practices and bolster their incomes over time.

With experts from both organisations on the ground, the 
project has not only served as a valuable risk mitigation 
tool for those farmers, it has also encouraged a savings 
culture and actively demonstrated the value of insurance.

Our remit is not only to provide reinsurance but also to 
encourage developmental goals and to build the capacity 
of local insurance providers.

This project can be seen as a success on all three levels.

Not only have we protected vulnerable farmers, but 
we have delivered a successful programme using 
a local insurer, ARO Assurance, and opened up the 
conversation around the value of insurance.

Going forward, we look to the day when these farmers 
will be financially independent, able to fund their own 
insurance programme and become resilient to future 
threats from climate change.
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Area Yield Index Insurance
Pula’s Yield Index Insurance (YII) covers all risks 
that affect yield. YII cover insures the value of the 
purchased inputs against low yield, and would 
replace the purchase to registered farmers at the 
end of the season. Under this cover, the country is 
divided into agro-ecological zones (AEZs) based on 
historical rainfall, temperatures, prior yields etc, and 
average historical yield data is determined for each 
zone based on past data.

At the end of the season, trained enumerators 
measure yield levels for each agro-ecological 
zone. With this information, farmers will receive 
compensation if yields in a specific agro-ecological 
zone are below a determined trigger level.

Our local insurance partner, ARO Assurance, agreed 
to write the programme and retained a significant 
part of the risk. We commend ARO Assurance for 
retaining some of the risk locally while not having 
experience with this new type of product. It highlights 
the commitment of the local markets and its regulator 
to build a sustainable ecosystem for parametric 
insurance in Madagascar, learning from this pilot 
ahead of scaling up distribution.

The rest of the risk was transferred to ARC Ltd 
through a reinsurance agreement. 
Source: Pula Advisors

The WFP R4 covered 3,500 farmers 
in the southeast of the sovereign-
covered area. ARV confirms that 
rainfall was insufficient in the 
pixelated areas to allow sowing.



Education, education, education
No insurance programme can be priced and managed without 
valuable data and local knowledge.

For the Aron’ny Fambolena Voatse programme, that local 
understanding came from the World Food Programme, which 
has been operating on the island for some years, and also 
from Pula Advisors, experts in the agricultural space across 
Africa.

Key to the project was the data that would inform both insurer 
and insured about the risks to the farmers.

As Nishant Khetani, actuarial associate at Pula Advisors, 
explains: “It was so important to do a dry run, using the 
available data.” So often, he says, there is little data available, 
which makes it hard to properly price the risks, making the 
project unattractive to local insurers with limited capacity.

In this project, Pula Advisors took on another responsibility in 
monitoring crop performance and analysing the data to see 
whether there would be a valid claim.

This was notified to ARO Assurance and subsequently verified 
by the various stakeholders, so that the payouts could begin.

But as Mathieu Dubreuil, senior programme adviser for climate 
risk insurance at the World Food Programme, explains, that 
was far from the end of it.

The past few months have been about contacting the various 
farmers and ensuring the payouts have reached them 
safely. Some had moved away from the land and have been 
encouraged back by the payments.

And there has been a continual process of communication 
between the various stakeholders and the farmers 
themselves.

“This is not just a payment without explanation,” said Mr 
Dubreuil. “We do not want to be paying premiums on behalf 
of the farmers forever. We want them to understand the value 
of insurance, save enough money to pay the premiums and 
benefit should there be claims in the future.”

Continues >

“This is the first time that 
smallholder farmers like me 
and my community will receive 
compensation following crops 
affected by drought. Even if the 
harvest has not reached the 
expected levels, our sweat, our 
efforts, our investments in seeds, 
in fertilizers and everything else 
will not be lost because we will be 
compensated. We hope that this 
type of insurance will continue 
to exist for our children and all 
generations after them”

Solosoa Mikaky, member of 
Aron’ny Fambolena Voatse 
programme
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“The insurance policy payout is timely, with 
Madagascar also facing the challenges of dealing 
with the current ovid-19 pandemic. It demonstrates 
that risk transfer programmes can help countries 
manage the risks of climate-related disaster and 
release pressure on public finances when multiple 
crises occur”

Dr Jennifer Blanke, director at ARC Ltd



As year one of the project, it is also extremely important 
that the scheme is expanded to bring in more regions of 
Madagascar, enabling farmers to receive payouts in cases 
where the drought is extremely localised and where claims are 
not triggered under the wider sovereign scheme.

The key for the future will be to build a self-sustaining pool of 
premium from which claimants can draw payments, but that 
will require further education and will also require the farmers 
to save for premium payments each year.

Mr Dubreuil stressed that there is a strong savings culture in 
the region and part of the task for the next few months will be 
to ensure that a small portion of the payout is retained towards 
the cost of next year’s premium. Savings will also be used to 
manage part of the risk that is not covered by insurance (the 
more frequent shocks) and to increase their investment capacity 
to produce better crops and so generate more income.

Projects like these, believe ARC, Pula and WFP, need to be 
robust and fit for the future. These are not simple handouts but 
part of a process to develop a sustainable insurance market 
for both insurer and insured alike.

The final part of the puzzle will be to work with the farmers 
to improve crop yields in the face of climate change and the 
growing risk of more droughts to come.

Stat
More than half of all children in Madagascar suffer from 
chronic malnutrition and more than half of the country’s 
population struggles with food insecurity... In 2019, a lack of 
rainfall and a powerful El Nino phenomenon led to the loss 
of 90% of the harvest and pushed more than 60% of the 
population into food insecurity.

Source: Action against Hunger

“We work with progressive 
governments to de-risk their 
agricultural investments and 
build their citizens’ resilience”

Pula Advisors
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January February March April May June July August September October November December
Avg temp day 30°C 29°C 29°C 28°C 25°C 24°C 25°C 24°C 26°C 27°C 27°C 30°C

Avg temp night 24°C 24°C 24°C 23°C 20°C 19°C 18°C 18°C 19°C 21°C 21°C 23°C

Rainy days 8 10 10 2 7 6 3 2 0 0 4 10

Average temperature and rainfall in Tôlanaro, Madagascar (one of the nearest urban centres to the affected region)

“Madagascar is a country in which understanding 
the vulnerability of farmers to agricultural risks and 
climate change is particularly important, as farmers 
comprise approximately 70% of the population 
and climate change impacts are expected to be 
significant”

Source: The Royal Society
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