PART I. The need for protection against risks

Understanding the risks to which households are exposed and their impact is important in order to design appropriate strategies and mechanisms to face these risks.

1- Brief presentation of risks

· Definition of risk, identification and classification of multiple risks

Risk is an uncertain event (e.g. drought) or outcome (e.g. famine). When a risk occurs it can damage well-being. A risk’s occurrence with a negative impact is called an adverse event or a shock. Uncertainty may relate to:

· The occurrence (will the adverse event occur?).

· The timing of the event (when will it occur?).

· The severity of the shock (will the shock be serious or minor?).

· Its duration (how long will the shock last?).

· Its frequency (how often will it occur?).

Through most of the developing countries, all households and communities are facing multiple risks, but the workers in the informal economy and their families and the poor and low-income groups are especially exposed to the following risks and negatively affected by their impact:

· Natural risks such as drought, flood, erratic monsoon rain, crop pests, fire that can cause loss of assets including loss of work premises and tools.

· Environmental risks such as problems associated with deforestation, pollution.

· Health risks such as sickness, child delivery, epidemics.

· Life-cycle risks such as old-age and death.

· Economic risks such as unemployment, business or harvest failure, loss of assets, death of livestock.

· Policy based and institutional risks such as a lack of legislation to protect workers, insufficient public services (e.g., a lack of health care facilities or inappropriate public health care policy), taxation.

· Social and political risks such as crime, theft and related loss of assets, gang activity, civil war.

Defining such categories is useful to understand underlying causes of risks occurrence. However it is partly simplifying since a risk can belong simultaneously to various categories. For instance an epidemic which is first considered as a health risk can be also considered as a policy based risk, since the lack of health care facilities or inappropriate public health care policy (e.g., insufficient immunization campaigns and basic health education) can increase the chance of occurrence of an epidemic or its severity.

· Risks’ impact

Characteristics of risks’ impact

Adverse events have most often financial consequences, that means a negative impact on households’ income and level of consumption. For instance illness and injury have both direct costs for prevention, care and cure, and opportunity costs (lost income while ill): the unexpected rise in expenditure on treatment coincides with a drop in income. Some adverse events may also have consequences on individual’s nutrition, health status, on the level of education, on individuals feeling of security, integrity, human rights and even life (when the shock causes death).

Some shocks are few and far between, such as the death of the breadwinner of a household. Some others occur with frequency, such as transient illness. Some shocks even if they are infrequent have a long-lasting effect and may require permanent transfers to the affected households. This is the case of the disability of the breadwinner. There are other shocks that might be of high frequency but whose effects are not very severe. In such cases the required relief is temporary. This is the case of transient illness or temporary unemployment.

Risks’ impact on other risks (inter-linkages) and “snowball effect”

Risks are most of the time interlinked. The occurrence of a risk may increase the chances of other risks to occur, and give way to a spate of adverse events. For instance such natural risk as a drought can lead to a harvest failure. Households’ income may then fall down. To cope with this situation, households may – among others - decrease their food intake, which may in turn increase the chances of falling ill or even have dramatic consequences (death). A drought may also weaken and kill cattle which farmers in many poor countries use as a buffer stock. Since the households no longer have buffer stocks to rely on they may postpone treatment which will contribute to the decline of the sick persons’ health status, leading in some cases to death.
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1. Inter-linkages between risks and “snowball” effect

· Insecurity, vulnerability and poverty

Impact of adverse events is stronger on poor households, for they face twin disadvantages:

(1) Poor households face a greater insecurity, means they are more exposed to risks, for various reasons: they most often work in the informal economy that is in an unregulated environment with unsafe working conditions; they may lack basic education (illiteracy) and are little reached by prevention or health education programmes and not aware of their social entitlements; they may in addition live in remote areas far away from public social services. As a result, a recent study of poverty in India found that the poor are 4.5 times as likely to contract tuberculosis as the rich [World Bank, 2001]. Poor working women are more exposed to risks than men for at least three reasons: a higher proportion of women work in the informal economy
; they face discrimination related to their reproductive role such as dismissal when pregnant or upon marriage; they face specific health and economic risks linked with maternity, and unlike women in formal wage employment do not benefit from related safeguards and benefits.

(2) Poor households are more vulnerable, means they are less resilient to the shocks since their earnings are low and irregular and since they do not have at hand appropriate tools to manage the risks: they have small if any assets to rely on, they do not have access to insurance, they cannot afford costly preventing measures, etc. For instance, weather-related uncertainties, plant disease, and crop pests create harvest risk for all farmers, but technologies for reducing such risks, such as irrigation, pesticides, disease-resistant varieties, are less available in poor areas. In 1994-96 less than 20% of all cropland was irrigated in low- and middle-income countries (only 4% in Sub-Saharan Africa) [World Bank: 2001]. Other example, in South Indian villages an increase in risk (from monsoon arriving too soon or too late) reduced farm profits for the poorest quarter of households by 35% but left the wealthiest farmers nearly unaffected. Women working in the informal economy who most often have less qualified and less paid jobs are even less resilient to adverse events than their male counterparts. This is one of the reasons why adverse events’ consequences are worse for women. For instance, rising food prices led to larger reductions in nutrient intake for women than for men in Ethiopia and India.

« Women’s vulnerabilities and security needs differs from those of men. The needs also differ at different points in their lives. Women, especially poorer women, face particular vulnerabilities, constraints and risks associated with different stages of their life cycle.  At an early age, as a young girl, they are less likely to attend school, more likely to engage in child labour. Her education, health and nutritional needs are given a low premium. As a young woman, she combines both productive and reproductive roles as well perform unpaid caring work, at home, for the sick, the frail and the elderly. Very often, her productivity and employment are constrained by these very reproductive demands. She experiences the risks to her health and to her work security associated with maternity, and in her old age, she faces economic and social risks associated with widowhood.» [Jhabvala & Sinha , 2006].

Poverty leads to greater insecurity and vulnerability, and in turn exposure to adverse events increases poverty. When exposed to a shock, poor households are often forced to make choices, such as depleting productive assets if any, reducing food intake, or withdrawing children from school, that jeopardize their economic and human development prospects, and leave them stuck in a poverty trap. Moreover, the threat of destitution and non-survival renders the poor very risk adverse: since they have almost no protection against adverse events, they avoid risky situations or actions. They can be very reluctant to engage in higher risk / higher return activities, or longer term projects, and forego potentially valuable new technologies and profitable production choices. As a consequence, poverty is likely to be perpetuated for them and their children.

In Haiti, a micro finance institution (Association pour la Coopération avec la Micro Entreprise, ACME) tried to gain as clients active entrepreneurs in manufacturing sector through the provision of loans with particularly low interest rates; but it could simply not find enough of them. They represent only 10% of ACME’s total portfolio whereas petty trade and service activities account for 90%. This reluctance to engage in manufacturing sector may be partially linked to risk aversion since the return on investment is slower and riskier then in e.g., trade and service activities. In a context of acute poverty, it is also difficult for entrepreneurs to invest in an activity that will not provide any revenue during several weeks.

2- Selecting priority risks to be managed

Hence the provision and selection of appropriate protection mechanisms against risks is an important device in order to reduce insecurity, vulnerability and provide a means out of poverty. In many poor countries, resources dedicated to the fight against risks are often limited (lack of resources; sometimes unfavourable budget allocation at the local and central levels). It is therefore important, when considering protecting a given population against risks, to focus on a limited bunch of priority risks.

The choice of priority risks is mainly determined by factors such as: actors’ own perception of the risks which may be different from that of the target population, the importance that they attach to the risks, economic and political stakes related with the management of certain risks (including personal interests), political influences and choices, actors’ past experiences, etc.

The choice of priority risks may also lean on target population’s and other stakeholders’ perception. It is important to take population’s experience and perception of the risks into account, since people wouldn’t be - on a voluntary basis - interested by protection mechanisms against risks that they do not consider as priority. In many cases however, population’s perception is biased or partial. People may not notice some risks that are yet threatening. It is why it is also important to take into account other stakeholders’ perception: social actors, health professionals, health and political authorities, development agencies, civil society organizations, social partners, etc.

Technical criteria may also be used in order to prioritise between risks. Following list is far from being comprehensive but aims to help actors figure out what criteria should be most appropriate in the context of their intervention. These technical criteria include the seriousness of the consequences, the magnitude of the risk, the length of exposure, and risks’ probability.

· The seriousness of the consequences can range from minor to catastrophic. For instance, a slight illness, a few days without work for casual workers have minor consequences whereas a natural disaster, the death of the breadwinner, a loss of work premises have major consequences.

· The magnitude is the number of persons affected at a single occurrence of the risk and its geographic or social spread. When a single occurrence of a risk affects a large number of persons (village, community) its magnitude is large. This kind of risks is called covariate or covariant. Such risks that affect only isolated individuals in the community are called individual or idiosyncratic risks
. For instance, an epidemic or a drought has a large magnitude, whereas a non-communicable disease is only experienced at the individual’s level. In practice, few risks are purely covariate or idiosyncratic [Dercon, 2005b].

· The length of exposure or duration can be of several days, such as in the case of a minor illness. It can be of several years such as in the case of war. Length often contributes to increase the seriousness of the risk: the longer a war, usually the more catastrophic.

· Risk’s probability is the chance that the risk realizes at least once per person and per year. Probability ranges from 0 to 1. For instance, if there is on average one drought in ten years, probability of a drought occurrence in coming year equals 0.1.

Assessment of technical criteria of choice is far from being an easy task. Since the same event can be considered as catastrophic or easy to overcome, according to the characteristics and past experiences of the individuals experiencing the adverse event, it may be difficult in many cases to find a consensus on first criteria (seriousness of the consequences). To assess the other criteria (magnitude, length of exposure, probability) it is necessary to rely on precise data, recorded over sometime long periods of time. Particularly for low probability events, periods of several years may be required. These data are unfortunately not available in many developing countries.

When identifying priority risks, it is also important that the actors take into consideration their ability to prevent risks’ realization or limit their consequences. Some risks can be dealt with at the local level, some at the regional or national level, some need international intervention, some others such as natural hazard are very difficult to deal with.
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� The ideas and notions explained in this section are taken from the literature on risk management, particularly: Holzmann & Jorgensen, 2000; Morduch, 1999; Siegel & Alwang, 1999.


�  ILO statistics show that in two thirds of the countries for which separate figures are available, the informal economy accounts for a larger share of total female urban employment than is the case for men. [ILO, 2000a, statistical annex, table 7].


� For a definition and examples of idiosyncratic and covariate risks see Holzmann & Jorgensen, 2000.
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