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Preface

Insurance is an institutionalised mechanism to provide cover against contingencies of life and/or exigences of
circumstances beyond the control of an individual or entrepreneur. Such contingencies might be death; disability;
partial loss of limb, theft of property or national hazards, like failure of rain, hail storm, drought, flood, fire and so
on. Their effect could be devastating such as loss of the bread earner of a family, or of bread and/or investment
and dividend irrespective oflocation, occupation and income bracket. The frequency and extent of severity of such
risks are actuarially predictable; including for those, who reside in the rural sector and are engaged in agriculture
and other economic activities.

Africa is rural with subsistence-oriented agriculture as its main economic base, and may remain so in year 2000
and beyond, even if one makes the heroic assumption that the normative scenario of development, as outlined in
Lagos Plan of Action (1980), Beyond Recovery: ECA-Revised Perspectives of Africa's Development, 1988-2008
(1988) and African Alternative Framework to Structural Adjustment Programmes for Socio-Economic Recovery
and Transformation (1989) which is replaced by the United nations New Agenda for the Development of AFrica
in the 1990s (UN-NADAF), besides others, will materialise.

The normative scenario of development is essentially based on the assumption that the rural sector will be
transformed, its agriculture developed and diversified. This is a logical but tall order on the resource-strapped
spatially spread multitude of farmers. Almost half of them is below absolute poverty-line and, therefore, instinc
tively averse to taking any risk lest their survival is jeopardised. They will make their own decisions regarding
consumption, savingsand investment, as they perceive them to be rational and safe irrespective ofwhat contributions
are expected of them in assumption-ridden econometric models of Africa's recovery and development. And these
decisions, especially relating to investment whether self or credit fmanced will be largely influenced by what
institutionalised cover they may get at reasonable cost against possible loss of capital and/or income. It is in this
context that the advocacy and introduction of rural insurance at grass roots level becomes critical. And yet this is
an area of enterprise and of study, which has so far received rather limited attention from the entrepreneurs,
development agencies planners and scholars of Africa.

The present monograph tries to make a contribution in fillingin the knowledge gap in this area. It shows drawing
from four case studies from within our continent that:

(i) rural insurance need not be any more risky than city based ones;

(ii) it could cover a wide range of economic activities against a variety of possible risks;

(iii) it could originate from the farmers themselves with participatory management. Or, it could be a partnership
between various interest groups with quasi-bureaucratic management. Or, it could be
Government-sponsored multi-peril crop insurance scheme, with participation optional and so on; and

(IV) there is thus an array of the origin, immediate motivating factor, scope, and modalities of management of
rural insurance. It need not be unimodal.

Despite their diversity, they can be successful; as they have been in the four countries (viz.,Zimbabwe, Zambia,
Mauritius and Ethiopia). The central message of the monograph is that if the farmers either perceive or are
educated enough to appreciate that it is in their own interest to organize themselves and operate an insurance
scheme, they will do so as the tobacco farmers of Zimbabwe did wayback in 1938 or get themselves insured as the
other three case studies show. Such enlightened collective decisions will thus facilitate the process of technological
change and productivity gains required for rural transformation, which is sine quo non for Africa's self-reliant and
sustainahle development.

As far as can be traced, no work in the field of rural insurance - theoretical or empirical- has so far been done
by the Secretariat of the ECA. This is the first attempt and has its own limitations. However, it is hoped the
publication of this monograph will provoke others in our continent to take more active interest in the field of rural
insurance reflect, write and better still try it out initially on a pilot scheme basis.
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Any constructive criticism of the monograph is most welcome -so also information and data relating to the
organization and implementation of rural insurance from other countries of the continent. The Joint ECA/FAO
Agriculture Division, being the leading think-tank in agriculture and rural development of Africa, will be pleased to
receive such contribution and then try to bring out a revised version of the monograph in due course .

.~~-\f~\-Y4(~\~"'"1-'---'~
l S.c. Nana-Sinkam

Director

Joint ECA/FAO Agriculture Division



Case Studies on Rural Insurance in Africa

Section i: Introduction

The recovery and development of Africa, with self
reliance. and sovereignty uncompromiscd, is primarily
continge nt on the transformation of its rural sector.
Transformation has many aspects. One of them is
economic. Agriculture is the major economic base/oc
cupation of rural Africa but its current productivity
leaves much to be desired. It is this low level of produc
tivity, ag,.:ravated by inappropriate priority in the utilisa
tion 0 C resources, which largely explains why the
contine at is an international basket ease today. The
irony is" ,~iven its potential, it could have been a bread
basket, fed others and even financed its own develop
ment if il were based on dialogue and participation.

There has been growing awareness of the need for
consistent efforts, especially since the famine of the
eighties. to correct the causal factors of this irony. In
the ultimate analysis, the discretion to translate this
awarer.e ss into concrete actions rests with the rural
people themselves most of whom are farmers. Farm
operatons, even with its traditional technology, is liable
to mor ,han a fair share of unanticipated risk and loss.
Its modernization, even if modest, compared to capital
intensive farms of the North, means investment, which
may have to be credit financed at least at the initial
stage. Such investment needs to be insured.

Purpose of the paper: The poverty of the farmers of
rural Africa is well documented and is on the increase.
It limits their capacity to take uncovered risk, which is
perceived to be more - both in frequency and magnitude
- if thev opt to modernize their farms. This perception
has to be recognized and the facility to insure risk
institutionalised if agriculture is to take off leading to
eventual development of the continent. This then is the
centra: message ofthis monogram. It is fortunate that
there i. .mpirical evidence from within Africa, however
limited, to substantiate the case that farm operations,
irrespective of the degrees of capital intensity and
productivity can be insured. And, it can be done with
certain ..mount of actuarial certainty that the provision
of sud, insurance need not be a too -risky business itself.
If due care is taken, it can be a profitable proposition.

Definition of rural insurance: Rural insurance may
be defined as an institutionalised mechanism to cover
the vagaries of nature and other risks associated with
the pri mary economic activities of the rural sector. It
indemnifies the insured loss and provides the facility of

loss awareness and, where feasible, encourages its min
imization and prevention.

Organization of tbe paper: The paper is organized
in five sections. Section I is introductory. Section II
makes a case for rural insurance and shows its benefits
in covering the existing agricultural risks. Section III
suggests required conditions for designing rural in
surance programmes, available techniques and points
out difficulties in introducing rural insurance schemes
in Africa. Section IV gives an overview of four country
experiences in rural insurance. SectionV deals with
rural Africa and insurance in perspective.

Section ii: The Case for Rural Insurance

Historical Background: The concept 'of insurance
is not completely alien to Africa. However, in its
modern form as practised in the urban sector of the
continent today, it is a new concept to the rural sector.
The African concept of insurance used to be basically
based on the principles of solidarity and reciprocity of
the extended family systems, clan unions and sometimes
whole villages. The Ghanian "SUSU" and the Ethiopian
"IDIR" are one of the many instances of mutual security
practices existing from time immemorial. African rural
communities had some traditional forms of insurance
schemes long before they came into contact with the
western world.'

We note here certain features of the traditional
framework of risk-pooling-minimizing combinations
and variables: African farmers used to and even now try
to keep large numbers of animals required for subsis
tence when availability of food is limited. Such ac
cumulation of livestock covered them against epidemics
and droughts and ensured them long-term security.2

Nomads tried to reduce loss of their animals through
species diversification, splitting herds and flocks and
stock Jending. Pastoralists used to change their mode
of subsistence and ethnic affiliation to ensure their
security. Furthermore, farmers used to "save" food
grain in traditional banks for future use? Thus, a
variety of traditional practices were used by African
farmers depending on their socio-economic and cul
tural framework to reduce risk and avoid major loss.
Nevertheless, the practice of modern insurance was
introduced to Africa by its European trading partners
and subsequently the colonial rulers of the continent.'

Existing agricultural risks: The contribution of
African agriculture to the economy is largely influenced
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by environmental factors over wbicb ruralcommunity
bas little or no controL Agricultural productivity
generally depends on bow accurately tbe farmers per
ceive and interpret tbe effects of tbe ecological forces
and tbe manner in wbich these forces are dealt with on
a continuing basis.

Consequently, most of tbe rural communities of
Africa are vulnerable to different natural and man
made bazards. Epidemics of livestock diseases cause
increased morbidity and mortality, Endemic diseases
frequently relate to management and environmental
factors. Non-infectious diseases like toxicities, organic
systemic reactions etc, increasingly threaten the live
stock population. Crop production is exposed to con
siderable natural hazards, such as plant diseases, pests,
drought, hail, windstorm etc- Social risks (such as
burglary or theft, embezzlement, changes in social
structure etc.) and economic uncertainties (such as
fluctuation in the prices of agricultural products, unex
pected depreciation, rise in the prices of farm inputs
without a corresponding rise in the prices of farm
products) also cause serious uncertainty and problems
for the rural communitiesf Agriculture is becoming an
increasingly more hazardous occupation in Africa than
before as a result of these diverse risk elements.

The Need for Rural Insurance: The rural area of
the continent is home to the greater proportion of the
African population, with agsiculture as their main
economic occupation. In a situation like this, a stead
fast adherence to rural people-oriented development
and the vitality of the agricultural sector in the economy
by itself require national insurance institutions to
protect the interest of rural communities.6 Even though
the insurance business is currently urban-oriented and
developed over the years mainly as a handmaid of com
merce and industry, it is time to consider its potential in
rural areas.

Under African self-insuring village practices, risk is
spread to a select few. It thus usually results in higher
financial burden to the pool, The risk coverage
provided by the extended family system, age groups and
dans are meagre if Doe takes into consideration the
current economic environment ofAfrican villages.7 So,
in such circumstances, the need for modern insurance
schemes arises because of the possibility that a greater
and wider spread of risks by space and time would be
achieved8 Following from the law of large numbers,
modern rural insurance encourages larger participation
and the larger the number of insurance contracts the
less the variation of annual average losses for the unit as
a whole and thus, the less the uncertainty in the ag
gregate. The rural insurance schemes would, therefore,
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be of particular benefit to the farming community in
Africa.

Rural insurance schemes have a beneficial impact
on the' productivity of tbe farmers, since they have a
confidence-building effect.lO Since agriculture con
stitutes a major investment and is the primary source of
income for most of the rural people, any loss of output
not only affects their productive capacity but also their
bare survival. The urban sector also depends on the
farm population for its steady supply of food and other
farm products making the need to modernise agricul
ture even more important and urgent. This requires
more investment, and no investment is risk free. A
rural insurance scheme is an affordable device to cover
the risk. The economic benefits that result from such
scheme will not only improve the capacity ofthe existing
traditional "self-insurance" practices but may also en
courage them to institutionalize modern insurance
practices by transferring the risk management aspect to
professional insurance societies.

In rural areas, risk management techniques in
general and loss-prevention minimization methods in
particular are underdeveloped implying the need for
heavier reliance on insurance to cover financial loss.
Hence, the rural population with its poor knowledge of
the changing environment and repeatedly recurring
hazards, expects insurance societies to playa leadership
role 'in matters related to risk management.

Benefits of rural insurance: 11 Broadly speaking,
the insurance industry within a nation protects and
conserves its wealth. It invests the premium or
generated capital and, thus, helps to raise aggregate
national product.12 Insurance could also be a source of
invisible earnings by conducting its services outside
national boundaries and a source of foreign currency.

As in almost all developing countries, most African
farmers operate on a scale of production that is barely
above the subsistence level. They have a very limited
margin for error and are obliged to be risk-averse. Even
if they hear and learn of new and more productive
agricultural technology, they may be reluctant to use it
owing to the uncertainties involved in financing it. The
primary responsibility of insurance is to cover the risk,
manage and mitigate it. An insurance scheme could:

(a) reduce the impact of catastrophes - natural
and/or man-made;

(b) organize and encourage risk-taking and
entrepreneurship;



(c) lead and motivate rural people to save and
invest; and

Rural insurance can also be of significant benefit to
agricultural banks. One of the major difficulties facing
government-sponsored agricultural banks is the loss
they suffer when catastrophic events render a large
volume of their loans into "bad debt". But, with rural
insurance scheme as collateral, banks can avoid such
risk.

Most factors resulting in agricultural losses are
sometimes beyond the control of individuals or self-in
suringsocieties as a whole.14 However, a modern rural
insurance scheme would ensure a considerable
measure of security in farm income over the years and,
thus, contribute to the stabilit~ of the agriculture and in
turn to the general economy. 5 Insurance, by offering
the possibility of shifting risks, enables farmers to
engage in risky but potentially profitable activities
which they would not otherwise undertake.l'' For in
stance, institutional credit is not available to the rural
folk even though insurance could improve their
creditability and access to such credit. A farmer islikely
to be more willingto borrow if he knows that loss of his
small enterprise due to one of the insured perils willnot
leave him saddled with a debt he cannot repay. In fact,
one of the major causes of indebtedness and consequent
pauperization of African farmers is the economic
hardship caused by frequent environmental hazards.
Rural insurance would minimize such contingency and
give the farmer beller confidence in venturing to adopt
new techniques of agriculture resulting in increased
investment, higher production, more farm income and
saving deposits in financial institutions. This should
facilitate domestic investment to promote rural in
dustry.

(d) encourage responsible family headship and
hi 13property owners p.

(a) encourage adoption of mnre intensive
agricultural techniques, particularly by small
farmers and co-operatives. Such adoption
should lead to increased utilization of the
under- and unemployed local labour force. This
in turn should contribute to reducing an out
flowof people from the countryside to the urban
areas where there is no effective demand for
their labour at reasonable remuneration;

(b) replace most of the ad hoc grants and relief
operations which governments in most African
countries are frequently called upon to
undertake in emergencies;

(c) mobilizesavingsfor domestic capital formation;

(d) facilitate the foreign trade of most African
countries, which is heavily dependant on the
export of agricultural commodities.

Section iii: Required Conditions for
Rural Insurance Programmes

Rural insurance schemes cannot operate in a
vacuum. If it is to yield the kind of benefits described
above, a number of conditions must be met at least to a
minimal degree.

(a) Agriculture in Africa involves numerous risks
viz natural, social and human. Farming, unlike
almost any other business enterprise, has to be
carried out in the face of constant uncertainties
arising from diverse natural elements in
different zones. In spite of this, rural insurance
policies have to be tailor-made to meet the
farmers' demands depending upon the risk
casualties they meet. Hence, there has to be an
understanding of insurance concepts among the
rural population.

Rural insurance would encourage farmers to im
prove Iheir agricultural practices because in most of its
schemes, clients are "penalized" through a compensa
tion system if an approved farming method is not fol
lowed by the insured. The insurance personnel are able
to use their "compensation sticks" more effectively than
the government extension staff to promote productivity
since an insured farmer is obliged to strictly adhere to
an app roved plan of operation.

In addition to benefiting farmers, rural insurance
can be of direct benefit to governments in a variety of
ways. If properly used, it can:

(b) Insurance by its nature is future oriented. In
most cases, it provides no immediate tangible
benefits other than security of being covered
some time in the future when an insured loss
occursP This is most likely to be understood
and appreciated only by those fe:mers who are
used to thinking in terms of the future. In
Africa, such a concept faces difficulties due to
limited rural communication networks,
illiteracy, lack of insurance knowledge and
pre-occupation of most farmers for their
immediate survival even if there are organized
co-operatives or groups.18 So, member-States
have to effectivelydeal with these constraints.

3
----------------------------------;:-



(e)

(d)

(e)

(f)

4

Under such circumstances, cooperation
between insurance societies and other
concerned bodies will be inevitable and may be
used as a vehicle to promote rural insurance. In
fact, the member States of Africa need to create
such a package-oriented group that could fulfil
the objectives discussed above. It is likely then
that considerable time and effort will have to be
devoted to an educational campaign among
farmers to seek their cooperation. To this end,
governments should view rural insurance as an
integral part of a comprehensive, coordinated
and mutually reinforcing set of activities aimed
at development of the country's agricultural
sector.!9 Ifgovernments do not undertake such
a package programme, they have to wait until
the rural people achieve the required degree of
consciousness to make rural insurance feasible.

Trained personnel are needed to promote rural
insurance. The proposed package-approach
has the advantage of providing expertise in the
overall design and management of the
programme. It can meet the need for a pool of
expertise for overseeing extension services, for
data gathering, for establishment of the terms
and conditions of insurance coverage suited to
the rural people, for premium collection, claims
settlement, loss minimization and prevention.

A rural insurance programme should be based
on a large volume of comparable data on past
experiences of agricultural risks. The source of
loss whether attributable to natural causes; to
neglect or to poor farming practices must be
identified to establish a sound rural insurance
scheme. Unfortunately, there is a serious
paucity of these types of data. However, based
on similar experiences of other African
countries and available data, the programme
could be established. Experience to be gained
under the scheme itself is likely to provide the
relevant and reliable data for adjustment in the
future. Such an experimental a~~)foach is
better than a "wait and see" attitude.

Small farm sizes, fragmentation of plots and
complicated land tenure systems are associated
with African agriculture. In such situations, the
administrative effort and expenses of premium
collection, record keeping, claims settlement
and so on may be extremely high. However, if
the infrastructures in the rural areas of Africa
are geared to mutual co-operatives or cohesive
groups, a positive base for promotion of rural
insurance could be established?!

Alternatively, the establishment of self-insuring
village unions and their link to national mutual
insurance societies that would pool risks of
members themselves through government
assistance would be needed to a greater and
wider spread of risks by space and time.22

(g) Before any country in Africa attempts to start
rural insurance scheme at a national level, pilot
projects must be designed to test the unknown
shock of uncertainties. Some experts contend
that rural insurance is virtually impossible in
Africa. Others argue it is premature but
recommend implementation of pilot projects to
start with. The latter option should be followed.

Insurance Techniques » General: Uncertainty has
been described as one of the fundamental factors of life.
No individual or firm knows what the future holds.
History provides many examples how mankind bas
sought to remove, or at least reduce, the uncertainties
of life.23 By modern standards, of course, the reaction
of mankind in the past to decisions made in uncertain
circumstances has often been less than scientific. The
African extended family system and clans, etc. have
historically tried to prevent losses and shared the costs
of uncertain communal losses. Despite the lack of
precise application of I' signs and portents", it is apparent
that society has always tried to reduce, even if it could
not eliminate, the effects of the unknown.

Due to the strenuous living conditions in Africa, the
risk factor, i.e., the uncertainty aspect, has increased.
Agricultural risks have been aggravated as a result of
environmental and other factors: desertification,
deforestation, famine, drought, mismanagement of
resources and the like. The gravity of the situation
demands the formulation of a pragmatic and com
prehensive approach which can be offered by a sys
tematic risk reduction/elimination energy.

It is not feasible to deal with all aspects of insurance
and its application in this paper but highlighting the
important principles and technicalities is unavoidable.
Hence, a summary of the legal principles and the in
surance technicalities is given below.

Insnrability and Insurable Interesl:24 To be in
surable, agricultural risk should be real. It must be
measurable. The cost of insurance or premium has to
be within the means of the average farmer. In addition,
a rural risk must be one which has periodicity in recur
rence so that it is possible to measure and predict the
actuarial probability of loss. The risk has to be one that
cannot be wilfully caused to occur without involving



(a) there must be some property, right, interest, fife,
limb or potential liability capable of being
insured;

some sacrifice on the part of the insured. There must
be a large enough number of similar risks. The insured
must have a legal ownership of the property at the time
of loss or at the beginning of the contract. Finally, there
must be insurable interest on the part of the person
insuring the risk.

The concept of "insurable interest" is an essential
ingredient of any insurance contract. There is no one
universally accepted definition of "insurable interest".
However, based on statutes and previously settled
cases, it can be defined as the legal right to insure arising
out of a financial relationship recognized by law be
tween the insured and the subject-matter of insurance.
The four essential features of such an insurable interest
are the following:

(a) refuse an insurance proposal which they know
is unenforceable by law;

issue the policy in unambiguous terms; and(b)

Utmost good faitb: 25 Most commercial contracts
are subject to the doctrine of 'Caveat emptier' (let the
buyer be aware). This means that in normal commercial
contracts each party has a chance to examine the full
particulars or materials which are the subject of the
contract. A contract of insurance is, however, an excep
tion to the general rule of "caveat emptier" and requires
both the insured and the insurer to exercise the utmost
good faith 'Uberrima Iides' in their negotiations. While
the proposer can examine a specimen of the policy
before accepting its terms, the insurer is at a disad
vantage as he cannot examine all aspects of the
proposed insurance which are material to him. Only the
proposer knows, or should know, all the relevant facts
about the risk to be covered. The underwriter can have
a survey carried out. Generally, he must rely on infor
mation given by the insured in order to assess those
aspects of the risk which are not self-evident at the time
of a survey.

So, in order to make the contract equitable, the law
imposes a duty of "uberrima Iides' or "utmost good
faith" on both the parties to an insurance contract. The
principle of "Uberrima fides' applies equally to the
insurer and the insured. A breach of utmost good faith
on the part of the insurers is not very likely. However,
they are required to:

the relationship between the insured and the
-ubjcct-matter must be recognized by law.

the insured must stand in a relationship with the
subject-matter of insurance whereby he benefits
from its safety, well being or freedom from
liability and would be prejudiced by its damage
or the existence of liability; and

such property, right, interest must be the
~ ubject-matter of insurance;

(d)

(e)

(b)

As in all other property risks, insurable interest in
agricultural property mayarise through ownership, pos
session or contract and, in certain cases, it may be
created or modified by statute. An owner of an agricul
tural property has an insurable interest even when the
propcrtv (tractors, harvesters and other agricultural
machineries etc.) is out of his/her possession, for ex
ample, at a repairer's shop or is mortgaged. Not only
sole 0'","-iers but also joint owners or partners have an
insurable interest in the entire property jointly owned.
A pawn broker of an agricultural property has also an
insurable interest in the property byvirtue of his posses
sion and responsibility for it.

To sum up, one of the implications of the principle
of indcr nnityis that the insured can claim to be indem
nified only for the loss he sustains, and in order to suffer
a loss, he must have an interest in the subject-mailer of
insurance. He must stand in some lawful relationship
to the subject -matter by virtue r- ich he will benefit
by its continued safety or be pn . iced by its loss.

(e) make no incorrect statements in the
negotiations with the proposer.

The principle of utmost good faith can, thus, be
defined as a positive duty to voluntarily disclose, ac
curately and fully, all facts material to the risk being
proposed.

Indemnity: 26 The dictionary definition of indem
nity is lithe protection or security against damage or loss
or security against legal responsibility". The idea of
security and protection, of course, fits in well with the
conditions for development of insurance and givessome
hint as to the meaning of indemnity. However, indem
nity in insurance is defined as a mechanism by which
insurers provide financial compensation in an attempt
to place the insured in the same pecuniary position that
he occupied immediately before the event, subject to
any limitations which may have been agreed and written
into the contract. The insured is not entitled to receive
anything in excess of his financial loss. He may even
receive less than this if there is any limitation in the
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policy. A basic ceiling on the amount he may recover is
the sum-insured. But, the amount payable by the in
surer may also be limited by the specific terms of the
policy.

When a valid claim is presented, there are at least
four methods which insurers can employ in settling it.
The option as to which method to choose is normal
Iybelongs to the insurers. The four methods are:

(a) Cash payment: This is the most common and
almost the only way to settle some claims;

(b) Repair: It is generally common in agricultural
equipments' insurance where a garage is
authorised to carry out the work. This method
can cause problems when the insured is not
happy with the end result;

(e) Replacement: It is used where insurers enjoy
discount from certain sources if the amount of
business is large. It could be done to replace
agricultural machineries and vehicles damaged
beyond repair within the first year of purchase;
and

(d)

But, in the case of farming stock, there is one
market price for any particular day, whether one
is buying or selling, so the replacement cost is
the same as the selling price. If the livestock or
produce is being produced for sale, then
indemnity will be the market price, less any
processing, handling or transport costs saved
because of the loss or destruction. If the lost
property is for farm consumption e.g. straw,
concentrates, then these must be replaced. The
market price has to be increased for any costs
incurred to place the replacement at the farm.
In addition, from time to time, various price
guarantees may be available to a farmer, and if
he cannot sell the products due to their loss or
destruction, he may loose the difference
between the market price and the guaranteed
price. If this is the case, the principle of
indemnity will require that the insurer pays this
difference.

Farm implements: The measure of indemnity
for farm implements is the value at the time of
the loss or damage based on the cost of
replacement, less an allowance for wear and
tear.

(d) Restoration: In some cases, it will be best or
necessary for the insurer to restore or rebuild
damaged property.

(a) Buildings; the compensation for loss or damage
to buildings is usually calculated as the cost of
repair or reconstruction at the time of loss, less
an allowance for any improvement,

Thus, as practised in English law, (which is practised
in most international insurance systems) the assessment
and modality of indemnity in property insurance (most
rural properties fall under this category) is generally
determined not by its original cost (Aubrey film produc
tions V. Graham, 1960) hut by its value on the date of
the loss (Hercules Insurance V. Hunter, 1836) and at
the place of the loss (Rice V. Baxendale, 1861). The
following examples illustrate this general rule:

(e) an action under statute, e.g., riot.

an action under contract (including custom of
trade).

out of the subject matter of insurance. e.g.
salvage.

(b)

(d)

Subrogation:27 The principle of subrogation is an
integral part of the principle of indemnity and may be
regarded as one of the prime features of the indemnity
doctrine. This is the right of the insurer, who is granted
the authority to receive after payment for a loss the
advantage of every right of the insured, arising before
or after it, including rights in contract or in tort, which
may diminish the insured's loss. It is implied in all
contracts of indemnity.

(a) an action for tort, e.g., negligence.

Rights to subrogation may accrue to the insurers as
a result of tort of contract or of the provisions of a
statute. They may also arise where, although there has
been a total loss of the subject-matter, there remains
salvage which is of value. An insurer can acquire this
right by:

Farming stock: In the case ofboth livestock and
produce, the local market price is the basis for
calculating an indemnity. In fact, in such
markets, there is a purchase price and a sale
price - the latter being higher than the former.

Agricultural machinery and contents: The
payment of cost of repair or replacement, less
an allowance for wear and tear, if applicable, is
regarded as indemnity;

(e)

(b)

6



Contribution:28 It is the right of an insurer to call
upon the co-insurers, who are similarly liable to the
insured to share the cost of an indemnity payment. The
following five factors must be present for contribution
to be paid by them:

(a) each policy must be liable for payment of
indemnity for the loss. If the insured has broken
warranty on one policy and the insurers had
denied liability,that policywould not be entitled
to contribution by others.

(b) there must be two or more policies for
indemnity. If the insured, for example, was
ktiled in an accident, his life and fire policies
would not be eligible in contribution.

(e) all policies must cover a common interest. The
leading case on this principle is North British
and Mercantile Insurance Co. V. London,
Liverpool and Globe Insurance Co. (1877),
commonly known as the "King and Queen
Granerics" case. In this case, grain in the
custody of "wharfingers" was insured by them,
because according to the custom of the trade,
they were responsible for the safety of goods
entrusted to them. A policy was also effected
with another insurer by the owners of the grain,
which was later destroyed by fire at the
"Wharfingers", King and Queen Graneries,
Rotherhithe, England. As each policy covered
the fire risk, it was clear that one or both of the
insurers were liable for the loss. However, as
the interests were different, one as bailee and
t he other as owner, the court held that
contribution should not apply. Hence, it has
been established that for contribution between
policies to be valid in law,interests in the subject
matter of insurance must be the same or
common.

(d) there must be a common factor which givesrise
t J a loss. If one policy covered fire only and
;J nether covered fire and explosion etc., they
would be covered by "contribution" only in
respect of loss by fire.

(e) I he policies must cover a common
subject-matter. A policy covering hay would be
"in contribution" with one covering all farm
produce in the event of the loss of hay.

The principle of indemnity requires that the insured
should be subject to the policy limitations and receive
an exact compensation. Where another insurer is liable
to the insured and he has two sources of indemnity, the

principle of contribution ensures that the insured can
only receive one indemnity from all sources. The right
of sharing the loss, therefore, strengthens the principle
of indemnity. The principle of contribution is thus one
of the corollaries of indemnity.

Proximate eause:29 If the insured seeks to claim
from his insurers for a property or pecuniary loss, he
must show that the loss was as a result of a peril covered
by the policy. There must be a direct relationship be
tween cause and effect, of which the cause must be
proximate in effect though not necessarily in point of
time. This takes into account that a particnlar effect
may be the result of a chain of causes in which each
cause is a natural result of the preceding cause, hut the
chain of causation may be broken by the intervention of
a new and independent cause (novos actus Inter
venlens). This is the basis of the doctrine of "proximate
cause" which is one of the underlying principles of
insurance law: the legal maxim being causa proxima
non remota spectator (It is the inunediate and oot the
remote cause which is to be considered).

The standard legal case on the topic is that ofPawsey
Vs. Scottish Union and National (1907) where the
doctrine of proximate cause is defined as the active,
efficient cause that sets in motion a train of events which
brings about a result, without the intervention of any
force started and working actively from a new and
independent source. The proximate cause is not the
first cause and not the last cause. It is the dominant
cause (Leyland Shipping Co. Vs. Norwhich Union)
(1918) or the efficient or operative cause (P. Samuel of
Co. Vs. Dumas) (1924).

Scope or cover: The scope of risk coverage in rural
insurance must include unexpected risks that cause
unavoidable losses. The coverage could be a specified
one or of mnlti-peril package approach depending on
the locality and the need of the proposer. All avoidable
hazards including negligence or malfeasance of farmers
and failure to adopt the-agreed standard of agricultural
practices, are not covered in rural insurance schemes.
In addition, certain events that cause aggregate losses
of relatively catastrophic proportions are not covered,
because such losses cannot be met from the standard
premium charge. In Africa, drought, war, and war-like
and nuclear risks are mostly excluded unless govern
ments bear the responsibility to subsidize such risk.30

Sum Insured:31 Considerable importance has to be
attached to the determination of the sum insured, since
rural property is subject to change in value. But, it is
difficult to fmd objective criteria for estimating the
value of any rural property. Subjective, emotional and
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cultural factors cannot alwaysbe ruled out in estimating
the value. However, the basic rule is that the sum
insured must not exceed the actual value of the
enterprise. The valuation of the sum insured in rural
insurance varies depending on the type of enterprise
and price fluctuations and is mostly weighed upon by
local parameters. Nevertheless, among different
methods of determining the sum insured, two are indi
catcd below.

Determination of sum insured for crops: The
amount of cover of an "insurance unit" or an insurable
acreage depends upon the type of cover. If the in
surance cover is a specific-risk-crop insurance, the sum
insured is determined in two ways. Either insurers
establish a fixed sum insured per unit of insured interest,
or they establish a flexible sum for insurance to be
indicated by the insured. The fixed coverage option
predetermines the maximum coverage per unit area and
has the advantage of limiting the liability of the insurer
within the probable value of the insurable interest and
is particularly suitable where specific risk insurance is
newly introduced or operates on a compulsory basis.
The flexible coverage option is saved of additional work
involved in establishing fixed sum insured. It also
checks under insurance on the part of the insured by a
provision, which limits compensation payable on the
basis of premium rate. The rate is a percentage of local
market price of the produce requested to be insured?2
If the cover is a limited all-risk insurance, the amount of
insurance protection is limited to a specific percentage
(say 66%) of its production cost. It does not exceed the
"cost of production" of the crop and varies according to
stages of coverage and is linked to differences in the
amount of expenditure during the growing season.
Hence, in both methods, once the insurable acreage or
unit and guaranteed yield are established through either
of the methods discussed above, the sum insured is
calculated by multiplying the area of the unit covered by
its established guaranteed yield and by its assumed local
market value. Then the insured product (by this
method) is converted into cash?3

Determination of sum insured with respect to live
stock: Tbe value of an animal varies from breed to
breed, from area to area and season to season. In
addition, the value of 'an animal may increase or
decrease even after the animal is insured. But in such
cases, the policybolder and the insurer ought to have the
facility of proof that could help in reaching an agree
ment of the value. In case of new animals, the value is
assessed in advance. However, the basis of suminsured
for livestock is either the market value or the appraised
value of the animals insured.

a

V nder the market value insurance contract, tbe
amount of indemnity shall be the market value of tbe
animal at the time of loss regardless of, but not exceed
ing, the value for which it was insured. It is the principle
of "indemnity", under which the insured iscompensated
for the actual loss suffered from the death of an animal
through disease or accident. Under "appraised sum
insured" policy, the indemnity is determined from the
latest entry of price in the register-book and not the
actual price of the animal immediately before the acci
dent or iIlness.34

The state of health of an animal is prerequisite for
its insurability but not a factor to determine the sum
insured. The following are the guidelines in estab
lishing the value of an animal:

• maternal and paternal descent;

• age;

• stage of training reached, in the case of
horses;

• previous performance (eg. milk produc
tion, racing success, breeding performan
ces);

• sex;

• possibility of future use as a breeding
animal;

• prima facie impression;

• adaptability;

• fodder conversion rate;

• need for certain methods of keeping the
animal;

• price in the locality; and

• presence of features typical of the species,
etc.

However, in so far as the policy allows cancellation
of the insurance relationship at any time after giving a
very short period of notice, the sum insured for rural
properties can be reduced or increased by exercising
the right of cancellation and by stipulating new condi-



The meeting recommended, among others:

ECA also convened a Meeting of Experts on the
Development of Rural Life and Institutions at the
University of Ghana, 22-31 July 1970.

life of the rural people. The most significant interacting
factors in these activities being: (i) geographical and
ecological; (ii) economic; (iii) technological; (i1
sociological and institutional and (v) political factorsz .

(a) to give special attention to the study of specific
problems encountered by Governments in
carrying out rural development programmes
and to give assistance to them, at their request,
in their efforts to promote the development of
active rural life and institutions;

economic expansion;

improved patterns of human settlement and
industrial location;

(a)

(b)

The policy for regional development was the follow
ing:

In other words, regional development involves
regional planning based on the study and application of
man's economic and social behaviour. Simply stated, it
is planning for one or more regions inside a country
analyzing the social, political and economic processes
in a spatial setting corresponding with the structure of
the socio-economic landscape. (E/CN.14/SWCD/59).

tive effect of interacting development processes in
fluenced or controlled by governmental intervention
and by collective and individual decision at the local,
intermediate or regional and central levels. These in
terventions and decisions concerned the nature of the
administration, as well as the resources and their proper
allocationz9•

in collaboration with the specialized agencies,
to undertake subregional studies and the
investigation of the social and economic
problems encountered in the process of rural
development;

(b)

(e) to continue to organize as far as possible
regional meetings, workshops, seminars, study
tours and training courses, in order to bring
together administrators or village officials to
exchange ideas on various aspects of the
planning, administration, financing and
execution of rural development programmes.

(e)

(d)

(e)

balancing of population and migration with
employment opportunities;

the promotion of social progress; and

the evolution of effective legal, political,
organizational and administrative patterns for
carrying out regional development effort3ll

•

(a)

It also had the following major purposes:

to define and examine critically the problems
encountered by member States in the West
Africa subregion in their respective efforts to
promote the development of rural life and
institutions;

Although, the regional development approach was
not a panacea for all the problems that affected the rural
sector and rural development, yet it was envisaged as
one of the most effective means of approaching plan
ning and administrative problems and encouraging ef
fective use of resources.

(b)

(e)

to exchangeviewson the planning,organization,
administration, financing and implementation
of rural development programmes in the
countries of the subregion; and

to secure the cooperation and agreement of the
governments of member States in the subregion
for the adoption of a philosophy and strateN of
integrated approach to rural development .

Successful examples of some pilot projects ex
amined and appraised by the Expert Group Meeting
within the framework of regional development included
the construction of the Aswan Dam in Egypt, and the
Akosombo project on the Volta River Authority in
Accra, Ghana. Both of these projects had benefited the
rural communities living in the vicinity of the region
where the dams were constructed31.

Rural Development Within
the Context of Regional
Development Planning

It was at that Expert Meeting that the concept of
Regional Development found expression. According
ly, regional development was conceived as "the cumula-

The regional development programmes have also
been classified under the following types of strategies
adopted i.e:

(a ) River and lake basin development, e.g. Awash
(Ethiopia), Sebon (Morocco) and Pangani and
Warni (Tanzania);
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Furthermore, the incidence ofmoral hazard and the
probability of adverse selection is rather high in poverty
stricken rural areas. In addition, hazards repeatedly
caused by natural factors like drought, could be difficult
to insure against rural Africa.40

Rural insurance schemes should have a sound math
ematical basis for the calculation of equitable premium
rates. The basis for this is the availability of reliable
long-term statistical data for each homogeneous area in
relation to risk exposures, Such, accumulated informa
tion with respect to rural enterprises is lacking in Africa
to establish an actuarial-based insurance schemes.

The existence of a wide variety of agricultural prac
tices in Africa by itself may present problems in intro
ducing acceptable rural insurance schemes. Physical
hazards, language barriers, lack of trained personnel,
lack of infrastructure and limited financial resources
are among many difficulties facing the development of
rural insurance in Africa. Nevertheless, Africa has ex
perimented with rural insurance and these are reviewed
in Section IV. The review shows the- promising pos
sibility that rural insurance should help in substantially
reducing the negative effects of the factors, on the
potential demand for rural insurance in Africa over
time. The contribution of rural insurance in building a
more productive economic base for rural transforma
tion and development of the continent will gradually
increase as the factors adverse to rural insurance are
reduced and/or eliminated in due course.

Section Iv: Country Studies of Rural
Insurance Schemes in Africa

Background: The implementation of rural in
surance schemes in any viable form is generally a new
phenomenon in Africa as its introduction is very recent.
The idea of combating rural risks through this new
approach and review of its success in the countries
which tried it is relevant when viewed from both the
magnitude of risk facing agriculture and from the pos
sibility of solutions insurance offers to alleviate some of
them. So, this part of the paper is devoted to provide
an overview of the experiences gained by:

A. The Ethiopian Livestock Loan Protection
Insurance Scheme;

B. The Sugar Cane Insurance Scheme of
Mauritius;

C. The Zambian Multi-peril Insurance Scheme,
and
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D. The Zimbabwean Tobacco Insurance Scheme.

A. The Ethiopian livestock Loan Protection
Insurance Scheme 4t

Purpose of the scheme: The basis for the develop
ment of the Ethiopian Livestock Loan Protection In
surance stems from the recognition of the need for a
viable fmancial system for the rural sector of the
Ethiopian economy in its organised and diverse form.
With this aim, the Agricultural and Industrial Develop
ment Bank and the Commercial Bank of Ethiopia are
extending loan to farmers through co-operatives, with
legal status, to enable them to purchase draft oxen and
other farm animals whilst the Ethiopian Insurance Cor
poration is providing the collateral against the loans at
marginal cost by making available Livestock Loan
Protection Policy. In the event of death of the animal
before the loan is fully paid, the insured amount will be
used to settle the outstanding loan. In addition, this
arrangement benefits all parties involved in the scheme:

(a) the banks do their business and earn their
interests;

(b) the farmers become eligible to purchase their
draft animals to plough land for producing the
farm products;

(c) the insurer does its normal business and even
earns marginal profit.

Furthermore, the scheme increases economic ac
tivities and promotes other related beneficial social
aspects.

Technical Aspects Relating to Ethiopian livestock
Loan Protection Insurance: In the process of accep
tance of risks, the Ethiopian Insurance Corporation
underwrites the risk from the risk-transferrer for a min
imal price, the premium. The risk-transferrer, in our
present case the farmer, transfers his risks to the insurer
at a minimum cost, thereby, securing a debt guarantee
in case of a loss. This transaction is covered by the
livestock loan protection insurance policy. However, as
a part of the underwriting process, the insurer follows
the following pre-acceptance procedures.

(a) Risk Selection: The age and state of health of
the animal to be insured are important aspects
in pre-acceptance of livestock risk. The
younger and healthier animals qualify for lower
premium. On the other hand, old and sick
animals represent bad risks. Hence, they may
not be acceptable to the insurer.



(b) Vaccination: The farm animals which become
acceptable to the insurer as in (a) above need to
be vaccinated against several diseases described
below. Furthermore, the farmer will have to
agree that his insured animal(s) be vaccinated
annually against these diseases.

Risk covered: The risk covered is death of an animal
as the result of disease or accident. Compensation is
not payable for injury or loss of use etc. However, the
policy does provide cover for emergency slaughter; i.e,
intentional slaughter of the animal on humanitarian
grounds to spare it from needless suffering, as a result
of serious disease or grave aecidental injury which is
certain to cause death within a very short time. But the
slaughter is covered only when supported by a certifi
cate issued by a qualified veterinarian even if such
certificat e is issued after the slaughter.

Exclusions: The following are not covered by the
policy, viz.,

those which are directly associated with the agricultural
economy and those which are the primary source of
income to the farmers. However, since the provision of
livestock insurance services at equitable and affordable
costs can only be achieved through prudent underwrit
ing, only draft oxen, dairy cows, draft horses, fattening
steers, sheep and goats are now considered. As ex
perience is gained, the scheme may be extended to
include other farm animals.

Ages of Animals: The age of the farm animal is an
important factor in determining the animal's in
surability and at what cost, since the productivity level
and proximity to death have direct relation to the age of
the animal. As a result, the age ofan animal eligible for
insurance should fall within the following ranges:

(a) for draft oxen and dairy cows, the minimum age
is two and half years and the maximum eight
years. The period ofinsurance may be extended
to four years.

(a) consequence of the negligence of the insured in
providing proper care and medical treatment,
including annual vaccinations required by the
policy;

(b) result from the intentional acts of the insured
(except emergency slaughter);

(c) the result ofthe animal being used for a purpose
. other than that stated in the policy;

(d) death as the result of an accident which had
occurred before or disease which had its onset
prior to the effective date of the animal's
insurance,

(b)

(c)

(d)

(e)

for draft horses, the minimum age is six years,
and the insurance cannot be extended beyond
twelve years of animals age.

for fattening steers, the minimum age is two and
half years, insurance coverage for three, six or
twelve months but not extending beyond the
animals age of nine years.

for sheep and goats, the minimum age is one
year and the insurance cannot cover them
beyond six years.

age shall be certified by a qualified veterinarian
from the Ministry of Agriculture.

(e) theft, disappearance, sale;and

(I) drought, famine, war and war-like risks and
nuclear risks.

Eligible proposers: The peasant farmers were or
ganized in co-operatives due to the political and
economic policies of the pre-May 1971 Government.
The scheme, having taken this existing organizational
rural str ucture into consideration, opted to provide the
"Loan Security" package to individuals through these
co-oper.u.ves. Hence, members of these co-operatives,
with legal status, which borrow from banks are the
eligible proposers.

Types o,f Animals: The type of animals which can be
classified as insurable under the scheme are basically

Health of Animal: The health of the animal is one
of the important aspects of the insurance contract. A
proposed animal can only be accepted for insurance if
it has been vaccinated against Anthrax, Black leg,
Rinderpest, Bovine Contagious Pleuropneumonia and
Pasteurellosis. Furthermore, for sheep and goats, vac
cination against sheep pox and goat pox is a require
ment. Generally, the animal must be in satisfactory
health. The proposer shall produce a valid certificate
testifying the satisfactory state of the animals' health
and the vaccination certificate issued by a qualified
veterinarian.

Minimum number of animals required: In in
surance practice, the smaller the number of policy
holders administered, the higher the risk and the more
expensive the premium will be and vice versa. Hence,

11



The seminar noted that the particular problem of
rural Africa was the depletion of the demographic
potential of the rural area by theout-migration of
talented and able youth, who were unable to'obtain
satisfactory education or employment. It was also
recognized that since the cities themselves were not
equipped to absorb the huge numbers of rural migrants,
the urban living and working conditions had
deteriorated. That trend had already been evidenced
in many African townships and cities by the ever-in
creasing shanty towns, slum conditions, maladaptation
to modern urban life, poor housing, unemployment and
the concomitant rise of frustration amongst the youth
were some of the evidence of the deterioration. In
addition, social tension and crime were fast assuming
alarming proportions and craving (or early attention
from Governments, as well as from international tech
nical assistance agencies.

That showed that most of the critical urban
problems stemmed to a large degree from the poor and
neglected conditions of the rural areas. In many
aspects, social workers had (or a long time been mis
takenly grappling without much success with the causa
tive factors as the symptoms. They were mainly
concerned with picking up the social causalities in
urban areas rather than tackling the symptomatic
problems arising from the stagnant rural sector.

The Seminar, thus, observed that the role played by
the social welfare services in member countries was
based on the pre-colonial osientation which followed
the European traditional social welfare activities. Such
activities catered for e.g. conventional foster homes,
remand homes rehabilitation centres, etc. Those had
very little association, if any, with either community or
rural development efforts.

From that review of trends, the developmental func
tions of social work services, as well as other non
governmental organizations were critically examined
and criticized for failing to playa vital role in accelerat
ing socio-economic development by generating the
dynamic social initiatives and actions in African rural
community. A consensus was reached, therefore, that
the field of social welfare, as well as governmental
agencies should re-define their objectives and alter
their policies and strategies in order to suit the needs of
rural development in Africa that can facilitate the in
tegrated approach and effective communication at all
levels. Participants also agreed on the need for a
programme that encompasses rural development which
would fmance and develop rural projects, quite apart
from the complex urban needs and problems.

A new possible role of rural areas in the national
economy was envisaged not as buffer areas nor merely
as sources of export capital but as a new potential of
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'ruralism' itself: this theory included a re-dignifying of
rural life, a period of re-discovery and of invention of
new forms of rural life which would eventually become
a major contributory factor to the national develop
ment. That new 'ruraJism' was seen as a path towards
economic self-sufficiency and as an alterative con
trib'utor to the new and desirable expression of the
national development efforts1S

• Its implications were
said to be so crucial and so vital to the contemporary
African development that it required revolutionary
chauges in the concept of social welfare and also on
African national policies, approaches, social research
and planning.

As a result, several countries embarked on a new
Five-Year Plan which reflected the basic philosophy
known as the new national economic policy which
embraced the integrated approach to rural develop
ment. Governments endorsed not only the concept of
the integrated approach to rural development but also
tried to translate it into action by establishing national
boards, embracing all cabinet ministers and in some
cases development committee at provincial and district
levels, as well as variousrural social centres.

Through such machineries, several gigantic and
multi-purpose development programmes and projccs
were established. The Gezera project in Sudan is a
huge integrated rural project, CADU project in
Ethiopia, the Intensive Development Zone in Zambia
and the Ujamaa Villages in Tanzania are all examples
ofmultisectoral, integrated and interdisciplinary ap
proaches.

In February 1973, at its 171st plenary meeting (11th
session) held at Accra, ECA made recommendations
touching on the development and improvement of
water supply, transport and rural environment. It also
called for increased emphasis on the contribution of
science and technology to food and agriculture, industry
technology, natural resources development, rural
development and indigenous scientific and technologi
cal advancement.

Organization of Seminars and Courses
on United Nations Rural Development

As part of its commitment to assist member States,
ECA continued to organize the United Nations Rural
Development Seminars in response to their requests.
Those seminars were basically geared to assist member
States in securing the adoption of the philosophy and
strategy of the integrated approach to rural develop
ment. Their organization was possible through the
cooperation and assistance of the various international
agencies and non-governmental organizations.



The main objectives of those seminars were to:

(a) «amine the main problems of rural
development in Africa, with special attention to
the need for an integrated approach to rural
development, the conception, planning and
execution of programmes;

(b ) consider the requirements for training to meet
the needs of trained personnel, and

(c) enable participants to acquire and prepare
models for interdisciplinary rural development
training programmes.

In the same year, November/December (1973), the
first subregional workshop, on International Co-opera
tion in Rural Development in Africa was held in Khar
toum, Sudan. The workshop brought together
representatives from five governments of Eastern and
Southern Africa, international voluntary organizations,
including field agents and national representatives and
the United Nations specialized agencies. ECA also
organized the second workshop in Tangier, Morocco
from 9-l3 September 1974 for North Africa which was
attended by representatives from four governments,
voluntary organizations and United Nations agencies.
Both the Khartoum and Tangier Workshops enabled
participants to share experiences, to develop strategies
and to agree on a machinery for effective cooperation
between governmental and non-governmental agencies
involved in rural development in the countries ofthe two
subregions.

The third Workshop, which was also organized by
ECA, took place in Accra, Ghana from 22-27 Novem
ber 1974 for countries of the West and Central Africa
subregions. It was attended by nine governments and
seven United Nations agencies, as well as non
governmental organizations and various research in
stitutes.

That workshop gave due recognition to the emerg
ing issue of rural poverty in Africa. It was also during
that period that the slow economic growth in the in
dustrializcd, world brought the developing nations to
near catastrophe. The economic crisis had come at a
time wher, drought and the rate of population growth
had already adversely affected Africa's development. It
obliged governments to spend time and resources for
meeting emergency situations which became acute and
prolonged in the Africa region.

The economic crisis obliged Governments to work
out national development workout strategies in an at
tempt to transform the rural area on whose productivity
the entire African population depended upon for their
survival. The Workshop, endorsed recommendations

regarding: strategies for cooperation, communication
and information, identification of new projects and
feasibility studies, local participation that includes
women, evaluation of projects and special activities in
areas affected by drought and other emergency situa
tion36.

Conference on the New
International Economic Order (NIEO):

the African Strategies for Self·Reliance

The Declaration and Plan of Action of the New
Economic International Order (General Assembly
Resolution 3362 (5-VII» of 16 September 1975,
proposed the rearrangement of the international
economy, i.e. the responsibility of the industrialized
countries toward the developing world. The strategy
placed emphasis on the restructuring of international
trade, the transfer of resources, the need to reform the
international monetary system, the acceleration of in
dustrialization, food production and agriculture and the
application of science and technology. It also called for
the cooperation among developing countries themsel
ves which was considered essential to the new order.

While fully engaged in the movement to re-organize
the international economy in favour of a just world
order, African States were also placing special em
phasis on the complementary need for national self
reliance and for interdependence among developing
countries. The basic aims ofAfrica's strategy for a new
international economic order as stated in the revised
framework of principles for the implementation of the
New International Economic Order, in Africa3? in
c1uded:

(a) the deliberate promotion of an increasing
measure of self-reliance;

(b) the acceleration of internal resource-based
growth and diversification by relatively
autonomous processes, and

(c) the progressive eradication of unemployment
and mass poverty.

The Executive Secretary of ECA explained those
aims in the following words at a conference held in
Lagos in 1977: 'self reliance must be visualized as a
process by which skill development, technology, capital
goods and services, fmance and so on are internally
generated rather than imported.. in other words,
economic cooperation must be seen not merely as a
means for market expansion but primarily as an instru
ment for the transformation of the structure of produc
tion and distribution,3B.
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The sugar cane insurance scheme inMauritius thus,
plays three equally important roles in the economy by:

(a) stabilizing the income of cane planters by
granting compensation for the shortfall in sugar
cane production in cases of disaster;

(b) building up reserve funds on a national scale
during prosperous years; and

(e) setting and sustaining good farming standards.

The planting community has been aware of these
advantages from the beginning. For example, in 1952,
it willinglyaccepted the increase in the rate of premium
from 4.5per cent to 6 per cent. The planters wanted to
set up and maintain a rehabilitation fund and at the
same time no longer rely on tbe Government in cases of
disaster.

The operation of tbe Sugar Cane Insurance Fnnd
Board· Board of Diredors: The Sugar Cane Insurance
Fund Board is administered and controlled by a Board
of Directors consisting of a Chairman and nine other
members of whom four are ex-officiomembers and five
are representatives of tbe sugar cane industry. Tbe
Chairman of the Board of Directors is the Permanent
Secretary, Ministry of Finance. The ex-officio mem
hers are: a representative of the Ministry of Finance;
Permanent Secretary, Ministry of Agriculture and
Natural Resources; a representative of the Ministry of
Economic Planning and Development and the General
Manager of the Cane Planters& Millers Arbitration &
Control Board.

The Sugar Cane Insurance Fund Board has 350
employees, eighty of whom are in tbe head office and
the rest located in seven sub-offices in the island.

The annual premium:

the planter. The level of compensation varies
from 55 to 80 per cent.

(b) The advantage of collecting the premium at the
source i.e, directly through MSS, is that the
Board is saved from asking for the premium
payment from individual planters. It should be
noted that sugar cane production in Mauritius
is a joint venture between planters and millers.
The proceeds from the total sugar cane
produced is shared in the ratio of 74 per cent to
planters and 26 per cent to millers after
deducting expenses such as premiums.
Therefore, collecting premiums at the source is
very convenient to the Board.44

(e) The annual premium for which the insured is
liable with respect to a crop year is an amount
equal to a percentage of the value of insurable
sugar Cane (I.S.) for that crop year and is
calculated to the nearest unit of localcurreney,
rupee.

(d) The total insurable sugar cane (T.I.S.)
represents the potential of sugar cane which the
producer has at risk calculated as the product
ofthe acreage of plantations tbe planter has (i.e.
HA.) and the amount of sugar cane he can
reasonably expect from each acre of plantation
in a normal year (i.e. I.SA.):

TI.S. = H.A. x I.SA.

WhereT.I.S. = total insurable sugar cane

HA. = area under cane

I.S.A. insurable sugar cane per acre (expected
average yield).

(a)
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All sugar cane producers are insured by the
Fund, as the scheme is compulsory. Every
insured planter, therefore, must contribute an
annual premium to this Board through the
Mauritius Sugar Syndicate (MSS) wbich is the
body marketing sugar cane and sugar in
Mauritius. MSS,in turn, must pay the premium
to tbe Board by 31 December every year, at the
latest with respect to the crop harvested during
the preceding crop year. An adjustment is
arranged before the end of April of the
followingyear. The premiums range from 5 per
cent to 7 per cent depending on the ranking of

Where I.SA. is computed by analyzingthe produc
tion of the planter over the preceding twelve years and
choosing the three best years.

l.SA. is equal to : the sum ofsugar cane produced in
three best years over the sum of HA. in the same three
years

(e) The above calculation is acceptable only if the
planter practices a certain standard of
cultivation. This, therefore, implies:

(i) adequate amount of fertilizers used;



(ii) weeding done and pesticides applied;

(iii) a proper replanting programme followed;
and

(h) maintenance of good drainage in the super
humid zones.

(I) Where the farming practice is sub-standard,
the Act provides for a decrease in the
insurable value. To ensure that planters do
maintain acceptable farming methods, the
Board carries out periodic inspections in the
fields. The Board maintains a large number
of field inspectorate staff who operate from
the Board's eight sub-offices for this purpose.

Inspection: In carrying out its tasks, the head office
depends, to a large extent, on the efficiency of the
sub-offices. The report of the inspectors on the main
tenance and cultivation of the cane plantations is a vital
factor in determining the shortfall and the compensa
tion for each insured.

The inspectors carry out six inspections of planta
tions of large planters and four inspections of planta
tions of small planters per crop year. These inspections
are stated in reports which record the maintenance of
the fields, the variety and category of the canes of the
planter. the frequency and extent ofirrigation, fertilizer
use and the general condition of the field. These
reports make it possible to establish whether the losses
sustained have been caused by the negligence of the
insured or are caused by an insured risk.

Survey: The main survey office is located at the
head office of the Board and comprises a drawing office
with special equipment. There is also a survey section
at each regional office. The survey of the areas under
cultivation, which varies because of crop rotation, sale
or acquisition ofland, new plantations and agricultural
diversification, must be verified before each harvest.
The maps of different scales locate the position of the
factory areas, the localities in the factory areas and the
large and small plantations separately. In brief, a con
siderable amount of work had to be done by the survey
department so that there are now maps available show
ing many details about the insured. The Board has also
utilised aerial photography in survey work. The survey
helps th. inspectors in aU cases of new redelimitation of
localities in relation to topography, the nature ofthe soil
and the rainfall, in order to ensure that their insurable
sugar cane is representative.

Every year in May, planters declare the average
acreage to be harvested. Registration of plantations
~o~aUy m~ks the beginning of the. crop years' ac
nvmes. Dunng registration, the planter is presented
~th a registration slip showing the information regard
109 the farm as per information compiled from survey
records. If t!.'epl:"'ter agrees with the data on the slip,
the planter signs It. If there is disagrement, an officer
ofthe Board later visits the farmer's plantation to verify
the declaration. When aUregistration formalities have
been completed and the data updated, these are then
transferred on the computer files for processing and
storage.

Compensation: In order to maintain equity among
the insured, the Board operates a bonus system of
compensation called "ranking". This ensures that no
single planter or group of planters always end-up sub
sidising the others. The claims section prepares the
basic data, that is, the I.SA. and ranking of planters and
again the computer files are up-dated.

When the crop is harvested, the Board is supplied
with the cane production of each planter to facilitate the
computation of sugar cane produced. Adjusttnents are
made according to the inspectors' progress reports of
the sugar cane farms made during the months of May
to December where aU unsatisfactory features noted
are reported to the head office.

Before a planter ispaid compensation, it is essential
for the crop year to be declared a year of normal
weather conditions for the factory area concerned by
means of notice in the gazelle and in the daily
newspapers. This declaration is made after takinginto
consideration meteorological conditions during growth
and maturity. For the sake of clarity, an example of how
an assessment is done is given below:

(a) Harvest Acreage (H.S.) = 5 Acres

(b) Insurable sugar cane per acre (I.SA) = 2
Tons

(c) Total insurable sugar cane (T.I.S.)
HA.xLSA. = IOTons

(d) Ranking = 10

From the ranking table below, it will be seen that this
implies that the planter willpay a premium of? per cent,
bears a first loss of 5 per cent and will be paid 65 per
cent of the loss after the first loss.

Example: calculation of premium:
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of society in the preparation and execution of national
plans and programmes ofeconomicand socialdevelop
ment;and theadoptionofmeasures for il!' increasingrate
ofpopularparticipation in the economic, social, cultural
and politicallifeofcountries...".43

Since the Declaration was made, the concept of
popular participation has become much broader. How
ever, it wasstill relativelynewin the language of national
development and there still existed a gap between ac
ceptance of the importance of popular participation at
the international policy level and its acceptance and
implementation at the national development level. This
was due to (i) ambiguityin the definition nfthe concept,
(ii) absence of systematic evaluation of the benefits and
costs associated witb development strategies based on
popular participation and (iii) lack of dissemination of
national experiences on how to practically design and
implement such strategies.

An attempt bad been made in the paper to draw a
distinction between two concepts - popular participa
tion, on the one hand, and mobilization of the masses
on the other - whicbwere often confused. The concept
had to be examined from the point of viewof its possible
use as a means for achieving the goal of national
development One possible definition of popular par
ticipation was: the "active involvement, at different
levels, of the. masses of people in decisions on the
allocation of the forces of production and of societal
values and roles, as well as on the distribution of tbe
benefits of development and in the voluntary execution
of resultant programmes and projectsoM.

In order to distinguish tbe concept of popular par
ticipation from otber development concepts, stress was
laid on: (i) participation of the mass in the formulation
of decisions relating to development, (ii) contribution
of the mass to the development effort, and (iii) distribu
tion among them of the benefits of development

ECA Relations with Administrative
Committee on Co-ordination

(ACC) Working Group

In response to the ECA's move in November 1%9
on the need for the establishment of proper relationship
between the ACC and tbe African Regional Integrated
Rural Development Committee, the ACC made the
following suggestions,whichECA endorsed to improve
working relationship between the African Regional
Inter-Agency Committee and the ACC Working
Group:

(a) that the African Regional Committee might
make an annual report to the ACC Working
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Group on any policy decisions and action
programmes undertaken in tbe region;

(b) that the African Regional committee might
disseminate among its members information on
actions taken by the ACC Working Group by
cisculating copies of its reports;

(e) that it would be useful for the African Regional
Committee to submit a report which would
include the ECA resolution 197(IX) on
"Integrated Approach to Rural Development in
Africa"; Guiding Principle and Strategy for an
Integrated Approach to Rural Development"
(E/CM.14/422) and tbe Reports of the various
seminars viz. the Moshi Conference and the
Subregional Seminar at Libreville...".

In April 1975at its 64th Session,ACC agreed on the
approach and methodologies for undertaking an ex
perimental inter-agency planning exercise in rural
development As a result, an Inter-Agency Committee
was created and basic recommendations were adopted
by the Inter-agency Task Force at its meeting held in
March 1976 in Washington. The World Bank was
designated as the lead agency, later on to be succeeded
by the ILO and FAa respectively. Recommendations
included: a poverty-oriented rural development ap
proach, tbe initiation of an inter-agency expert working
group in order to introduce comparability into the
whole system, the launching of a spacial inter-agency
effort and the concentration at the country level and
creation of a systematic accumulation and compilation
of information etc.

The report entitled "Poverty-oriented Rural
Development and the United Nations System- A Turn
ing Point (1976),045, which was presented at the ACC
Task Force on Rural Development Meeting, "provided
the conceptual framework for the consideration of rural
development as a productive programme aimed at
redressing poverty whicb covers all sectors. Tbat was
adopted by the Administrative Committee on Co-or
dination (ACe) and its Task Force on Rural Develop
ment in 1976 and endorsed by the Economic and Social
Council etc..". As a result, the ACC undertook an
inter-agency effort for two years to assist five countries
in poverty eradication; the three from Africa, namely,
Liberia, Somalia and Lesotho.

Increased emphasis was given to integrated
programme for rural development with a view to
promoting linkage withagriculture and industry, aswell
as promoting employment in rural areas and reducing
mass poverty as advocated in the "Revised framework
of principle for the implementation of the NewInterna
tional Economic Order in Africa". An Integrated
Rural Development Section was established for that



Multi-peril Polity Coverage: The multi-peril crop
insurance scheme was launched in 1981 as an optional
programme, run purely on a commercial basis without
Government subsidy, although the Government as
sisted Zambian State Insurance Corporation with
preparatory work especially in providing the relevant
statistical information. The extension staff of the Min
istry of Agriculture will continue to be used by the
Zambian State Insurance Corporation particularly in
loss assessment until they build up their own field staff.

The "Multi-peril Policy" offered by Zambian State
Insurance Corporation covers a wide variety of crops,
including maize, wheat, sugar cane, coffee, colton, tea
and tobacco. It basically provides two options, the
details of which are summarized below,

The premium paid by the farmers has to he kept
fairly low. In Zambia, this works out to he about 5 per
cent of the farmer's gross income per hectare. The
danger here is that thislevel of premium rate may be too
low to meet a reasonable amount of the claims which
may arise out of a multi-peril scheme. It is not clear,
however, at this stage, whether the Government would
come to their aid in the event of a national disaster as
losses resulting from drought could be extremely high.

A. MAIZE B. WHEAT C. SUNFLOWER

SCHEME t Fire and li2htnlnz: cover only

SCHEME Z Fire, Ilgh1n1na. nood, storm,
riot, strick, malicious damage,
dro..hl

D.COTOf\ E. GROUNDNUTS F.SOYA
BEANS

SCHEME l Fin and Iwhtnhurcover Doh

SCHEME:I Fire, IIghtnl.., ftood, storm,
riot, strieR, malklous clam..
dro..hl

G. SUGAR CANE Fire and Il2htnlll2 cover only

H. BANANAPLANTATION I. CITRIUS PI.ANTATION

SCHEMEIL Fire and lle.htnh12 coYer onb

SCHEME:~ Fire, lightning, riot, strlcke,
malicious damaee

J.COFFEE K.TEA

SCHEMEL Fin and Ughtnln«cover only on
Irees

SCHEME;: Fin, lightning, riot, strlcke,
malicious damaee

L. TOBACCO Field to floor cover only,
covering, fire, IiIhtnlng. storm.
tempest, rain. ball, (load,
uddental dam_Ie or
destruction or loss by (hen

The main difference with most African countries is
that while in Zambia insurance is nationalized, in most
African countries there are many registered and active
insurance companies in the private sector. The exist
ence of such a large number of insurance companies

would naturally pose certain difficulties in introducing
a commercially operated rural insurance scheme.

Polity Conditions: Premium paid by the farmer
currently works out to he about 5 per cent of his gross
income per hectare of crop grown and this rate is
uniform throughout the country, though, of course,
yield patterns vary from region to region. Inadequacy
of reliable statistical data did not permit mapping the
country into insurable zones. Payment of insurance
premium is made by the insured either directly or in
directly through Zambia National Insurance Brokers or
through the fmancial institution as part of the loan. If
done by the latter, the element of premium will be
reflected as a mark-up on the loan provided.

Thus, the liability of Zambian State Insurance Cor
poration only hecomes effective after 31 Decemher of
each year (or when the insured crop has germinated
and/or planted). It is, therefore, a condition of the
policy that crops must he planted within sP,C'cified plant
ing dates and for maize only hybrid maize iscovered by
the policy. A "Due Diligence Clause" is also included
in the "multi-peril Policy" requiring the insured to take
the necessary precaution such as adherence to accept
able farm practices to minimize losses. Similarly, a
firebreak warranty requires the insured to maintain an
efficient firebreak of at least 15 metres in width.

Sum Insured: The sum insured is the product of the
expected yield of a crop in that region (district), the
declared area planted and the average sale price of that
particular crop. The formula is as foUows:

S.l. = Y x A x P

Where SJ. = sum insured

Y = Expected yield of the crop

P = Average sale price

A = Acreage under crop.

The expected yield is arrived at by taking the average
production data of a particular region for the last five
years.

Annual Premium Rate: Insurance premium rates
and deductible levels are arrived at from the data ob
tained from sample surveys conducted in major growing
areas, covering such aspects as hectares of production
of each major crop, costs of production, possible yields
and relative exposure to the insured perils. Probability
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of loss or damage is then assessed by taking the average
of such data for a period of five to ten years. The cover
is intended to provide catastrophe protection to an
ticipated production.

Level of Indemnity: Tbe insured, however, is
covered up to 70 per cent of tbe full amount of tbe sum
insured. Hence, the remaining 30 per cent is 'suffered'
by the insured. The Zambian State Insurance Corpora
tion only comes in the picture if tbe loss or damage is in
excess of the first 30 per cent. For maize, tbere is a
progressive rate of non-coverage for late harvesting
starting witb 20 per cent in the month ofAugust, 40 per
cent in September, 60 per cent in October and 80 per
cent tbereafter.

Tbe rationale for not covering tbe first 30 per cent
of tbe loss is tbat tbe total real cost borne represents
only 70 per cent of the sum insured. The remaining 30
per cent, tberefore, is assumed to be profit. The farmer
is made aware of this fact from the beginning so that
there is no misunderstanding at the time of making a
c1aim.47

Claims Notlftcation: In the event ofloss, the farmer
is required to notify the insurers within fifteen days of
the loss. The Claims Department bandies all claims
below Kwacha 500(approximately $190). The claims of
more tban $190 are usually referred to appointed Loss
Adjusters. In spite of the limited number of claims, it
has been suspected tbat some of them are unethical.
The experience with the limited fire and/or lightning
cover started in 1973 for maize lfud tobacco has sbown
an upward trend in the loss ratio for tbe three years. For
instance, in the years 1979, 1980 and 1981, it was 59.6
per cent, 68.1 per cent and 71.6 per cent respectively,
and this deteriorating trend was mainly attributed to
increased losses on account of insured tobacco.

D. The Zimbabwean Tobacco Insurance
Scheme 45

Objectives: The scheme started in 1938, after a
meeting of tobacco growers expressed their support for
a proposed system of cover. That was given witb the full
knowledge of the severe risk (hail damage) which exists
during tbe growth period of tobacco from September to
March and may extend into late April. A subsidiary
objective was also to ensure overall continuity of tobac
co production as an important foreign exchange earner.
The scheme provided that a grower who loses part or
all, of his crop from hail (wind is now included) would
be compensated to enable him to financially carry on his
production. Although the scheme cannot entirely claim
to have enabled the continuity of tobacco production, it
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has helped many individual growers to continue
production.

Administration System: From 1938 to 1981, hail
cover operated on the basis of voluntary participation
in a co-operative scheme but was restricted to
registered members of the Tobacco Growers Associa
tion. The participation of growers over the past ten
years has been estimated to be about 85 - 90per cent of
the tobacco growers in Zimbabwe - the initial participa
tion was 21 per cent of growers covering approximately
32.47per cent of the planted area.

The operation of the scheme was incorporated in the
Association's constitution as one of its objects, with the
relevant permission to finance and administer the cover
on behalf of the members. Since the Association is a
non-profit making organization, the Government
granted it two main concessions. These are:

(a) exemption from the provisions of the Income
Tax Act &

(b) exemption from the provisions of the Insurance
Act.

The scheme isoperated as a subsidiary service of the
Zimbabwe Tobacco Growers Association, with its
council as a court of fmal appeal. Although separate
accounting records are maintained, all funds constitu
tionally belong to the Association and as such are not
taxable. In 1975, the Council delegated to a sub-com
mittee the necessary authority to ensure general
management of the scheme.

From 1981 onwards, because of a realization of the
comprehensive nature of insurance and of the need for
continuous development of the technical aspects of its
operation in tobacco production, it was decided that the
continuity of administration would be more ad
vantageously achieved by a specialised body. So, a
private company, the Tobacco Hail Insurance (Pvt.)
Ltd., was registered to take over the assets and liabilities
of the scheme under the direct control of a Chairman
and a Board of Directors. The new company as of
September, 1982, had:

a) Board of Directors:

Three Directors (two represent the growers and the
third one is a representative of the insurance brokers).

b) Staff:

(i) Six Administrative and clerical staff



(ii) Two Technical advisory staff

Inspectorate:

(i) Seventy-sixSenior Hail Inspectors

(ii) Five hundred and forty five Hail Inspectors
(They are posted in the fifteen tobacco
growing districts with an average of five
senior inspectors and thirty-six inspectors
per district). All inspectors are volunteers
from the ranks of the more experienced
growers and are appointed by the Board.

Cover and premiums:

(a) Level of Cover: On the introduction of the
scheme, the Council wiselydecided that it could
not cover the anticipated profits, which would
be difficult to assess in advance particularly in
view of seasonal effects, but it would cover
anticipated costs of production. In recent years,
the estimate of the average production costs,
both variable and overhead, have been
undertaken with reasonable accuracy. The
scheme provides the growers choice of four
levels of annual cover. Because of the annual
escalation in costs, it has been necessary to
revise upward cover levels of annual average
production cost. In recent years, it has been
noticed that of tbe total insured growers, 80 per
cent choose the top level, 10 per cent tbe next,
with tbe remaining 10 per cent evenly
distributed over tbe last two levels.

(b) Premium Rate and Rehate:49 The premium
rate bas been more or less unchanged for the
past twenty-nine years since 1%2/63, when it
was set at 4 1/4 per cent. The differentiation
between bad and good risks (the location of the
farm and surrounding geograpbical features
influence the frequency of hail strikes) started
from that time. Over a period, increasing
percentages of no claim bonus, associated with
premium loadings for regular and/or large
claims, have been introduced. At present, gross
premium income (including premium loadings)
is reduced bynearly 25 per cent due to no claim
bonus at present. Tbe effective rate of net
premium is, therefore, 3.19 per cent.

Extension of cover: Up to 1947/48, cover was only
offered to flue-cured tobacco growers against hail. And
since 1962/63 onwards, air-cured tobacco plantations
were given the chance to buy the insurance guarantee

against the risk. In addition, in 1975, the scheme was
extended to cover pure-wind damage provided it was
caused during the course of a wind storm.

Inspection System: A large area of Zimbabwe is
used for tobacco production and, thus, extensive travel
is involved from the main centres to visit them. It was,
therefore, realized that the services of professional Loss
Adjusters would be verycostly. In addition, witb exten
sive bail strikes throughout the country, it would be
impossible to visit all growers with damaged crops
within a reasonable period of time. Consequently, the
assessment of damage has been voluntarily undertaken
by the more experienced growers, who are appointed as
inspectors for their respective districts. The more ex
perienced inspectors are appointed as senior hail in
spectors. They undertake inspections, arbitration in
disputes or appeals, random checkson assessments, etc.
Inspectors are paid a fixed allowance and a fixed
amount in reimbursement of their expenses.

Two hail assessors are permanentlyemployed bythe
Board. They are ex-tobacco growers of long ex
perience. They visit the districts holding refresher
courses for inspectors, checking on assessment and
other aspects of the insurance procedures.

This co-operative system generally works extremely
well. The overall cost ofmanaging the scheme, inclusive
of inspection expenses, are less than one quarter of
those for normal commercial scbemes. All disputes are
settled amicably, and the inspectors and growers are
very conscious of tbe trust and responsibilities which
they undertake.

Reinsurance: The scheme has been reinsured since
the second year of its operation, enabling it to survive
during the crucial years of the 1950's. In the initial
stages of the scheme's introduction, a high percentage
of reinsurance premium was paid for the reinsurer's
considerable direct backing to enable the scheme to pay
its claims. As the scheme's own reserve fund was
gradually established, a prudent and gradual reduction
in reinsurer's support was agreed upon. The resulting
saving in tbe premium benefited growing reserves.
Originally, tbe main reinsurers were the Lloyds of Lon
don, but in the mid 1%O's, a1temativeshad to be found.
Now, the Tobacco Hail Insurance Scheme is reinsured
mostly byMunich Reinsurance, SwissReinsurance and
Gelling Global.

Assessment of Damage: The Scheme basicallycom
pensates the grower in the same proportion of his in
sured level of coverage as the damage caused by
hail/windbears to the total reapable leafproduced. The
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actual assessment ofloss is based on the assumption that
onc inch of tear represents 4 per cent of damage (
therefore, 25 inches of tear represent 100 per cent loss).
Of course, there are variations on this simple assump
tion. For example, damage is only part of the hazard.
The size of immature leaf compared with mature leaf,
and the other complicating factors like broken leaf and
plants damage from non-insured causes arc some of the
other possible risks. A first report is normally corn
pleted within three days after hail storm and a final
report on mature tobacco is requested by the grower at
the appropriate time. It is upon this final report that the
respective percentage damage is calculated.

Payment of compensation: After the amounts of
compensation payable are calculated and internally
rccheeked, all claims arc vetted and approved by an
Assessment Committee. The experience and
knowledge of this committee are valuable in ensuring a
uniformity of treatment and isolating areas where thc
re-examination of applied principles is necessary.

The delivery of input items and related services is
permittcd on the registration of a 'stop ordcr' which
guarantees deduction and payment against the future
proceeds of the crop. The hail/wind insurance compcn
sation is, therefore, deemed to bc part of thc proceeds
of the crop and payment is routed through the auction
floors. Any outstanding 'stop orders' are deducted and
paid before the balance of compensation is paid to the
grower.

Conclusions

The following conclusions may be drawn from thc
four case studies;

(a) rural insurance may cover a wide variety of
economic activities ranging from bank loan for
livestock (Ethiopia), to a mono-crop, i.e., sugar
cane (Mauritius), to several crops, such as
wheat, maize, coffee and cotton (Zambia) to a
major cash crop, i.e., tobacco (Zimbabwe), with
financial relief to the insured and benefit to the
insurer;

(b) similarly, the risks to be insured against could
vary from possible default in repayment of bank
loan (Ethiopia), to poor production
(Mauritius), to multiple hazards like drought,
flood, fire, riot and malicious damage (Zambia),
to only single hazard, i.e., hail storm
(Zimbabwe);
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(c)

(d)

(e)

(I)

(g)

(h)

the activities in the rural sector can be insured
for various levels of compensation with fair
advance knowledge of the actuarial probability
of the frequency of claims and their magnitude;

the experience so far in the four countries
suggests that neither the frequency of claims nor
their magnitude was uneconomic as a
commercial proposition after the initial phase;

in fact, the schemes in all these countries did
help to encourage flow of institutional credit to
the rural sector and to improve the productivity
of agriculture and increase the income of rural
people;

it is this possibility which explains why the
tobacco farmers of Zimbabwe, at their own
initiative, started an insurance scheme in 1938
as a part of their Association's voluntary
activities. The scheme has now graduated inlo
an autonomous organization, with a
participation rate of 85-90 per cent today
against the initial rate of 2 t per cent
participation of the growers;

there is a lesson to be learnt from Zimbabwe's
experience. If the farmers can perceive that it is
in their own interest to organize themselves and
runan insurance scheme, they will do so without
any direction or technical assistance from the
Government or external aid agencies. This
perception could, however, be a function of a
certain level of literacy and of economic
well-being. The other lesson to be drawn is that
if a rural insurance scheme is co-operatively
managed (see the text) then the cost of
managing it could be "less than one quarter of
those for normal commercial schemes";

the origin of the scheme could be from the grass
roots, i.e., the rural people themselves and its
management co-operative and participatory, as
in Zimbabwe or it could be a "compulsory"
partnership between primary growers and mill
owners, as in Mauritius and its management
quasi-bureaucratic. The other possibility is the
Zambia's Government sponsored multi-peril
crop insurance scheme. The participation of
individual farmers is optional. The danger of
such scheme is that if the volume of business is
insufficient, the Government may have to
subsidise its operating cost. Ethiopia's case
shows that the rural people will have to organize
themselves into co-operative societies to obtain
loans from banks to purchase livestock. And the



societies must agree to insure such loans. The
anxiety of the Bank to "protect" its loan against
non-recovery seems to have been the major
n-orivation in this case. This anxiety follows
from the decision of the Government to direct
the Bank to provide credit for the purchase of
livestock to rural co-operative societies but
l'OT to individuals;

(i) the above show there is a wide array of origin,
motivation, scope and modalities of the rural
insurance schemes in Africa. There is,
therefore, nothing unimodal. And yet, all the
schemes, specially in Mauritius and Zimbabwe,
were successful in attaining their stated
objectives; viz., to

(i) cover the estimated cost of production (but
not profit);

(ii) encourage better husbandry;

(iii; facilitate the (low of institutional credit to the
rural sector and its recovery; and

(iv) stabilize income of the insured.

Ul as has been maintained in Section I,
modernisation of Africa's agriculture will have
to be largely credit-financed. Any investment 
w hethcr self or credit financed - needs to be
insured. It is reassuring to find examples within
Africa that investment in the rural sector,
including its major economic base - agriculture
. needs not be any more risky to insure than
those in the urban sector. Hence, rural
Insurance may qualify to be an integral part of
any strategy to transform the rural sector and
develop agriculture.

It is in this light that the last part of this monogram
discusses rural insurance in Africa in perspective.

Section v: Rural Africa and Insurance
in Perspective

Resource oriented preference: Rural Insurance en
compasses many activities with possible applications in
several African countries. They have different factor
endowments. Some countries may depend on livestock
industrv, others on crop production, aquaculture,
forestry. ctc., One region may not possess the same
agricult n al resource potential as the other. Certain
agricultrral policies may give priority to promote food

self-reliance, while others cash crops. Therefore, the
African strategy to rural insurance services should capi
talize upon each country's comparative socio-economic
advantages and focus on agricultural resources, which
contribute more to the national economy.

Change emphasis in the insurance service from
almost total concentration in the urban sector to rural
communities: Insurance, as one of the most delicate
financial services, must change its focus from mainly
serving the urban economy and broadly diversify its
support services to the agricultural sector, in all dimen
sions. Nevertheless, to maintain a balance during the
transition period and ensure gradual acceptance of the
modern concept of insurance, rural insurance
promoters should not advocate deliberate neglect of the
traditional security practices, of which enough is not
known to make acceptable intervention. Furthermore,
even though the need to introduce rural insurance
schemes in Africa is recognized, it is not possible to
propose viable comprehensive coverage at this stage.
Effortshave to be made to tackle the existing challenges
on a selective basis.

Careful handling of rural insurance practices: Ut
most care must be exercised at the beginning. An
amateurish job by insurers eager to facilitate rural
development but unfamiliar with the rural environment
is unlikely to attain the objectives. It is, therefore, ad
visable that insurers limit themselves to manageable
insurable risks to start with possiby with one or two
major economic activities in the rural sector.

Rural people do not expect that all contingencies of
their life insurance will be insured against. But, they do
expect solutions to their specific problems, insurance
contracts specific to requirements and fair compensa
tion at reasonable cost. To fulfil these expectations,
insurance societies must have access to the most up-to
date information, motivate their staff in attending to
rural problems through financial incentives and bring
about a change in the attitude of farmers in favour of
insurance schemes.

The challenge of changing the altitude of people
must be given serious attention since altitude towards
risk differs. Some are "it won't happen to me" types.
Others are not aware of the risks and yet others may
want to take out insurance cover against every risk they
may be exposed to. There is a case, therefore, to sen
sitise people's potential risk awareness and try to in
fluence their altitude to it and insurance. Such an effort
will gradually build up the basis for any effective in
surance marketing strategy.
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Secondly, the cost of insurance or its premium is one
ofthe major factors which affects its demand and has to
be carefully assessed. If the premium demanded is
seemingly very high, farmers may prefer not to opt for
the service since insurance is not the only device to
handle risks. The farmers may stick to their traditional
security measures and mayeven choose to live with their
risks. So, a rural insurance promotion strategy must
deliberately settle for a reasonably cheap price to
secure sufficient business. This strategy should, in ef
fect, result in more underwriting, more supply and fur
ther reduction in premium. The cumulative effect
should to be greater participation and assists in predict
ing risk, with certain actuarial probabilities and spread
ing it through re-insurance in due course.

Grass-roots participation in the ideals of insurance
programmes is an important feature to be reckoned
with and is supportive in promoting insurance diver
sification.

Practical objeetives: Objectives related to rural in
surance have to be practical and insurance societies
promoting them have the responsibility at all levels to
know their mission and to try to aehieve them. Some of
the main questions to be answered in this mission are:
Why are we in it? Is it a vital aspeet? Is it for image
building? Do we expect the scheme to be commercially
viable and stand on its own? Should there be a com
promise? What should be thc tolerance limit of loss
ratios? Should a favourable loss cycle lead to rate
reduction or building up of reserves? While it is for the
top management to determine these issues, the men on
the shop floor should be fully aware of them. It is only
when a team knows where it wishes to go that it can
reasonably hope to be there sooner rather than later.

Need for feasibility study: It is necessary to conduct
feasibility studies. Its depth and duration will be deter
mined by each country's stage of development and
availability of funds and competence of the staff who
will conduct the study. Such a study has to identify the
probable cases to be covered since most of these are a
continuation of past trends. If all possible hazards of
statistical significance are identified, studied and
properly considered, the feasibility study will help in the
implementation of a viable rural insurance scheme and
meet the needs of the rural community.

The feasibility study has to have information on:
meterological analyses, mortality rates, production
data, animal and plant diseases, agricultural malprac
tices, traditional security measures and the like. Its
significance lies in its recommendations and should
cover the organizational structure that is required,
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working procedures, an estimate of an actuarially
sound premium, a system which will allow speedy flow
of information and contain proposals for new branches
in "no-branch districts" and other organizational
aspects to promote success. Once the study is done, the
insurance scheme may be introduced on a pilot basis.

Focus on the importance of pilot schemes: A rural
insurance scheme may be first introduced on a pilot
basis in a selected area and, with experience, gradually
extend to a national level should it prove viable. Its
duration is best left to the decision of the promoters/or
ganizers. In fact, pilot schemes would establish the
basis for the type of policy coverage suited for a par
ticular rural community and procedural rules.

Organizational structure that could ensure satis
factory delivery of services: The organization structure
most suited forthe provision of rural insurance services
must take into account the prevailing environment in
which it will have to operate. Its objectives will have to
be defined on the basis of the purpose for which it is
founded. The size and form of the organization will be
determined by the feasibility study. The success of the
rural insurance scheme will depend on the estab
lishment of a well-structured organization, its strategy
and the capability of the people in control.

In the recent past, the organizational structures of
insurance societies were influenced by political lean
ings.. In a socialist system, rural insurance business was
mostly operated by Government-controlled specialized
corporations or departments. In a mixed economy, it
was mainly run by a lead insurer company on the lines
of lead bank concept. They operated only in designated
areas. In a free market system, competition is the order
of the day. The organizational structure to be chosen
will depend on the current political orientation of
countries.

Rural insurance needs higher priority from Govern
ments: In order to ensure agricultural development,
African governments must consider rural insurance
schemes as one amongst the priority measures that have
to be taken. Hence, the member States of Africa should
not continue to shy away from breaking new ground and
venturing into rural insurance since they have the
capacity and capital required for such a "protective"
and, therefore, by implication, productive venture.
Once governments demonstrate their commitment,
rural risks shall be sufficiently spread, allowing the
service to absorb catastrophic claims and adverse selec
tion making the risk transfer mechanism available to the
rural community at affordable costs - the premium.



Need for a rational system of subsidy: There is an
element of subsidy ininsurance as a risk transfer
mechanism when we consider that only the few unfor
tunates who suffer losses benefit from the pool and the
fortunate ones contribute towards compensating for the
losses. The subsidy aspect in this risk pooling arrange
ment enters when we note that the few loss sufferers get
compensation disproportionate to their payment of
premiums.

(e) the number of rural people who insure their
agricultural risks have grown to such an extent
that proper classification and an adequate level
of spread of risks have been attained, making it
possible to determine financially-viable
premium levels. Such levels have to be both
attractive to the private insurance industry and
affordable by the rural community,

The subsidy element by governments in rural in
surance schemes is reflected in establishing or co-spon
soring the organization that provides the insurance
coverage to rural communities, thus, enabling them to
transfer wide-ranging risks in a comprehensive scale
and at the minimum price. Such a scheme, at an initial
stage, encourages rural people to subscribe to rural
insurance policies in order to obtain protection against
their individual exposures. The pooling system in the
process provides subsidy to the agricultural economy
both by the government and the rural community.

The success of such a collective undertaking will not
only enhance the "good image" of governments but also
promote coordinated endeavours to achieve common
objectives. Such schemes will re-enforce the principle
of sharing financial calamity, thereby, establishing a
healthy culture which shuns relief and charity.

However, as the introduction of new ideas and ven
tures require outlay and organization, the initiation of a
rural insurance scheme, with uncertain results at the
beginning, may need government subsidy in one form or
another in most member States of Africa today where
most of the rural population is illiterate and below the
poverty Iinco

Nevertheless, government involvement cannot be
unlimited. In an ceonomy which is pragmatically
managed, with due attention to the rural sector, it is
expected that private insurance companies may feel
encouraged to step in and take over the rural insurance
business trom the government at a stage when:

(a) tho benefits of rural insurance have become
common knowledge to the rural community, or
at least the community's awareness of rural risks
and the benefits of their "cover" have developed
to such an extent that farmers voluntarily
purchase rural insurance on their own initiative;

(b) communities are able to identify various risks
associated with rural-based economic activities
and the culture of risk management through its
minimization and possibly prevention;

It is possible to envisage the gradual withdrawal of
the government hand-in-hand with a take-over by the
private insurance companies in 10 to 20 years. Such a
possibility may eome true if agriculture in Africa gets
priority in the development process in an environment
of the emerging free-market economy. For example,
insurance programmes can be made attractive to the
rural communities if governments give tax-relief which
induces farmers to take out insurance at affordable
premiums.

Choice of rural insurance: its basis scope and ap
plication: The question of choice raises the issue
whether the insurance should be compulsory or volun
tarv and whether its contract arrangements should be
comprehensive or specific. The burden of settling the
matter lies with the promoters of the rural insurance
society. It should be noted that the choice is not ab
solute and irreversible but liable to changes and chal
lenges. Subject to this caveat, we try to discuss the
questions whieh have been raised in this regard:

Compulsory versus voluntary: The "mainstream
view" of rural insurers in Africa is to introduce compul
sory rural insurance schemes on the following grounds:

(a) a voluntary scheme is unlikely to ensure the
required level of participation for financial
viability of such programmes;

(b) a voluntary scheme would have a greater risk of
adverse selection. That is, farmers will only
apply "for insurance on their high-risk
enterprises while withholding low-risk ones. So,
the principle of randomness will not be
followed-and

(e) a voluntary insurance scheme is more eostly to
administer. The premium is, therefore, loaded.

A compulsory insurance programme avoids these
difficulties by ensuring adequate participation by
preventing adverse selection and reducing the overhead
cost even though farmers do not like it, especially those,
who suffer rather infrequently.
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However, the advocates of a voluntary programme,
basically a bottom-up approach, argue that:

(a) this approach facilitates making decision with
the rural community rather than for it;

(b) encourages democratic participation of the
farmers and "good faith" between the insurer
and the insured, as was the case of Zimbabwe;
and

(e) even if voluntary schemes are slow to pick up
and have few drawbacks, these would initiate a
steady development of rural insurance on the
basis of "utmost good faith",

So, the decision on what basis rural insurance
schemes should be started has to be left to the initiator
himself. Both methods could work effectively depend
ing on the socio-economic and cultural variables that
influence their operation, as they in Mauritius and Zim
babwe.

Comprehensive versus specific insurance contract:
Promoters of a comprehensive rural insurance contract
advocate that such an approach is able to cover, in a
package, agricultural risks which are most frequent and
damaging. This is possible if there is homogeneity of
geographic locations with relation to risk occurrence
this would considerably reduce the amount of ad
ministrative and operational work. Thus, there should
be a greater spread of risk, a more favourable premium
due to the wider participation attained, a reduced ad
verse selection and moral hazard and an increased
demand for rural insurance business.

However I the advocates of a specific contract
coverage points out that a comprehensive approach
would be a heavy burden for farmers because it would
not be geared to the actual needs of the farmers at an
affordable cost. In addition, it is argued that a specific
coverage will provide better service to farmers who are
engaged in diversified agriculture where a wide range
of agricultural crops exist. The responsibility of weigh
ing the advantages of these two approaches lies with the
organizers.

Establisb an effective liaison with other rural
development agencies: An effective liaison should be
established by insurance organizations with other agen
cies engaged in rural development since a proper liaison
will have a multiplier effect. Such coordinated interac
tion with other government and/or semi-government
agencies, non-governmental organizations, co-opera
tives will allow for a multi-faceted communication net-
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work which will be an effective medium for information
exchange and data collection. Such data will facilitate
the provision of rural insurance services geared to over
all needs. In addition, the establishment of liaison will
improve the process of decision-making, promotional
approach, understanding of the rural societies and the
diversification of services to be provided.

Extension and puhlic relations: Insurance societies
need to devise ways and means of bringing insurance
"educate" to its prospective clients. Extension services
should be provided to increase the risk awareness in the
rural community. Simultaneously, insurers must in
volve themselves in the learning process by developing
close ties with rural communities. Possibly it can be
done also by continuing interactions with other rural
development agencies so that the message reaches the
rural people in a diversified form. This, of course,
involves a teaching and learning process in which the
"group contact" method would be appropriate for rural
Africa today. It may be supplemented by individual
contacts since most farmers in Africa have had either
no formal education or do not have it to a level sufficient
to understand the significance of insurance.

Along with these efforts, imaginative public rela
tions would make significant contribution to increase
risk awareness, reduce ignorance and promote the rural
insurance services amongst a Jarge segment of the rural
population. Such combined educational and promo
tional approaches will result in increased demand for
the ruralinsurance. Films, ruralTV programmes, radio
broadcasts, paper advertisements, leaflets, brochures
and posters are among the many ways that can be used
to intensify publicity about the benefits of rural in
surance.

Research and product design: Insurance devices
have broad and diverse risk transferring mechanism
that provide many kinds of cover against risks. How
ever, the service requires familiarity with different kinds
of information, different insights, different skills and
techniques. Research in insurance should be under
taken not only for marketing purposes but also with the
aim of developing high quality, more suitable and ade
quate product/services at affordable prices. It would,
thus, be good to design the right insurance product that
will appeal to the prospective beneficiaries. In addition,
research may reveal the unknown factors of rural risks
and the new knowledge will contribute to rural welfare.

Insurance language and simplicity of working
documents: The use of local languages in insurance
transactions will help in simplifying communication and
attracting the interests and sympathy of the rural public.



The nature of the contract, the type of cover provided,
its scope and limitations and the legalities involved are
better understood when the insurance policies are writ
ten in local languages and explained in them. In addi
tion, the process of underwriting and claims settlement
procedures must be devoid of bureaucratic un
pleasantries. The documentation for them should also
be kept to the minimum and made simple.

Need for slaIrtraining: The feasibility of extending
geographical coverage of rural insurance is dependent
on the collective competence of addressing the needs of
the rural public to cover them against risk. The training
of staff is important and must be designed to familiarize
new recruits with the importance of the rural economy
and the objectives of the rural insurance schemes, so
that they will have the necessary knowledge and motiva
tion to assume responsibility. Such training should
partly he geared towards cultivating a now outlook. The
existing personnel who are drafted to handle the job will
require "refresher" training.

An opportune time to implement loss-prevention
and loss-minlmizatlen methods: If an enterprise
manages its risks, it should prosper. So, the initiation of
insurance services in rural areas by itself opens up the
opportunity to re-examine and understand rural risks,
thereby improving the chance of developing the right
policies and designing the most-appropriate ap
proaches to the establishment of loss-prevention and
loss minimization methods and traditions. Broadly
speaking, the loss prevention minimization concept en
compasses all the devise strategies that will greatly
reduce the damage and loss. In technical terms,
measures such as the creation of embankments to
reduce soil-erosion, crop dusting, plant seed-selection,
improved farm practices, etc. would greatly reduce the
frequency of risks.

The introduction of such loss prevention minimiza
tion techniques, along with the insurance services will
result in:

(a) the development of healthy traditions in
agricultural practices;

(b) greatly reduced risks which insurers will find
more attractive, thereby inducing premium
reduction which will increase the demand for
rural insurance. These positive features will
also stimulate the spread of the scheme; and

(e) the improvement ofproductivity ofagriculture.

An overview: If the experiences of the rural in
surance industry in the four African countries can be
taken as a guide, its vast potential becomes self- evident.
However, such undertakings are DOt without consider
able challenge mainly because the areas of their invol
vement concern the main sector of the African economy
- agriculture.

The obstacles which face the pioneering rural in
surance industry are linked with the economic challen
ges facing Africa today. Hence, the success of the rural
insurance schemes is dependent, to a large extent, on
the economic policies of African member States. The
insurance industry functions best under the "free
market system". The policies of governments are un
dergoing changes in favour of a market economy and
self-reliant development of the continent. Hence, there
is reasonable basis to assume that rural insurance
schemes will be one of the priority areas of member
countries in the present decade in preparation for the
twenty-first century.

If so, rural insurance strategies and objectives will
grow in sophistication with periodic reviews of their
approach. Insurance institutions will learn to
cooperate with organizations involved in the develop
ment of the rural economies in order to achieve goals
that cannot otherwise be met. Using such oppor
tunities, insurance services will be geared to meet the
needs of rural communities even if the security needs
are broad and diverse. Insurance organizations will be
obliged to learn how best to prepare the staff for their
duties within a reasonable time. It is thus, possible that
insurance service will break new grounds in fostering
diversity and accelerate efforts to disseminate the con
cept of insurance. It should, thus, improve further the
quality of service and attractiveness to the rural com
munity, especially farmers.

The promotion of insurance as the ones discussed
above may be facilitated through pragmatic policies
favouring transformation of the rural sector and
through subsidy in the initial stage. Despite sobering
limits, we are optimistic about the prospects of extend
ing insurance services to rural communities in Africa.
The practices of today's small schemes could be trans
formed into tomorrow's gigantic insurance services. In
this context, it is expected that the member States of
Africa willaccelerate their efforts for an impressive take
off of their economy and of rural insurance schemes to
provide 'cover' to agriculture, which will be the engine
of future development for Africa.

The ideas and country experiences presented in this
paper are intended to stimulate further in-depth studies
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on the subject, which is likely to become one of the
important contributory factors of rural development in
Africa. One should dare to be different, if being dif-
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ferent means 'traditional' insurance to cater to the
needs of the rural economy of Africa.












