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Three generations living together 
in Indonesia. Household members 
can increase their resilience by 
pooling individual energy and 
resources to manage risks, but 
internal and external obstacles 
limit their ability to do so 
efficiently.
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Sharing good times and  
bad times

Shamsun Nahar and her family 
have helped one another in good 
times and bad as they struggle to 
leave poverty behind. Shamsun 
is 44 years old and lives in a vil-
lage in central Bangladesh with 
her 16-year-old daughter. Two sons 
live with their wives nearby but keep 
separate households; her eldest son and 
his family live in Dhaka.

Fifteen years ago, when Shamsun’s husband, 
 Mobarak Molla, was 35, he felt the first symptoms of 
tuberculosis. Unable to afford proper treatment, he 
died at age 40. The couple had owned about an acre 
of land and an ox. When Mobarak died, Shamsun 
had to sell their ox to cover funeral expenses and buy 
food. Her three sons continued to work in the field, 
but because they had no ox, they had to share the 
plot with another farmer, so they harvested a smaller 
crop. Slowly, Shamsun managed to improve her situ-
ation, thanks to a few loans she obtained from her 
village savings group and a local nongovernmental 
organization (NGO). This money enabled her to 
send her eldest son, Masud, to work for part of the 
year as a rickshaw driver in Dhaka—where he even-
tually stayed permanently—as well as to set up a very 
small shop, where she sells necessities such as soap 
and biscuits. Having two sons nearby and one in the 
city means Shamsun can get help in times of crisis. 
The steady income from her shop enables her to pro-
vide the basics for herself and her daughter. How-
ever, Shamsun worries about being able to save 

enough for her daughter’s marriage. 
She also feels vulnerable to illness and 

other negative shocks because of 
her limited assets.1 

This story illustrates some of 
the risks that vulnerable families 
face and how they attempt to build 
resilience together. Large shocks 

can force poor people to use costly 
coping measures that set them back 

and undermine their ability to escape 
poverty. In contrast, families that are able to 

invest in human capital, accumulate financial and 
physical assets, and share risks among their members 
can become resilient to shocks and are better posi-
tioned to pursue opportunity.

Jean-Jacques Rousseau wrote in The Social Con-
tract that “the oldest of all societies, and the only 
natural one, is that of the family.” Indeed, for most 
people, the members of their household constitute 
the main source of material and emotional support. 
A household is defined here as a group of individuals 
related to one another by family ties (kinship).2 They 
might live under the same roof or not, and they 
might be a small nuclear family of parents and chil-
dren, or a large extended family including grandpar-
ents and other relatives. In any event, households 
form a very strong and tightly knit community, 
where members often pool their resources to con-
sume, invest, and care for the most vulnerable, 
among them children and elderly adults.

Many households, however, particularly poor 
ones, struggle to help individuals cope with shocks 
and are unable to support their search for opportu-
nities. As units, they face the challenges both of pro-
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individuals; and the actions households can take to 
improve their preparation in the face of risk and op-
portunity. It also focuses on public policies to help 
households prepare for and cope with risk. It starts 
by describing the main shocks that affect households 
in developing countries, the different strategies that 
households use to manage risk, and the obstacles 
they encounter. It then discusses how a systemic ap-
proach to policy for risk management should con-
sider the multiple risks that households face, and all 
the different instruments that they need to manage 
these risks effectively. This systemic approach has  
the benefit of highlighting complementarities and 
synergies across policies, in particular for protecting 
households against risk while enhancing their access 
to opportunity.

What risks do households face and how do 
they cope?

Every day, millions of people all over the world fall 
sick, lose their jobs, fall victim to crime, or are hit by 
natural hazards. The wide variation in both the inci-
dence and the nature of the shocks that affect house-
hold members is shown in figure 3.1, which reports 
survey data from six countries documenting shocks 

tecting and insuring their members against common 
shocks, such as illness and income losses, and of ac-
cumulating sufficient assets and human capital to 
grow their income.3 To meet these challenges, house-
holds need to have sufficient resources and to be 
closely connected to their community, to markets, 
and to good-quality public goods and services. In ad-
dition, family dynamics and social norms sometimes 
limit the extent to which members can collaborate 
effectively, increasing the vulnerability of certain in-
dividuals within the household—typically women, 
children, and elderly adults—in the face of shocks.

Government policies can strengthen households’ 
ability to manage risk by facilitating their access to 
information, financial tools, and labor markets. Pub-
lic policies should also ensure access to education 
and provide basic protection against health and in-
come risk, especially for the poor. And they can ad-
dress inequalities within the household through a 
mix of regulation and interventions to empower and 
protect the most vulnerable members.

This chapter focuses on the internal and external 
obstacles that prevent households from building ad-
equate preparation and from sharing risk within the 
household; the implications of those obstacles for 
the vulnerability and resilience of households and 

F i g u r e  3 .1  Shocks to households vary considerably across countries
Percentage of households reporting shocks in each category

Source: Heltberg, Oviedo, and Talukdar 2013 for the WDR 2014. 
Note: Multiple answers per household were possible, so totals may add up to more than 100 percent. The recall period was 12 months.
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found that households protect their consumption—
at least in part—after illness shocks by using several 
strategies, including increasing labor supply within 
the household.5 A recent study for Indonesia reveals 
that while households face significant income risk 
from several kinds of shocks, they manage to achieve 
a level of insurance representing at least 60 percent 
of this risk. On average, however, expected con-
sumption represents 65 percent of the expected 
 income, suggesting that households are willing to 
incur a large cost to insure their consumption.6 
Looking more closely at how the composition of the 
household affects shock responses, a study of house-
holds in Senegal shows that in urban areas, larger 
households that include extended family members 
experience smaller declines in basic consumption 
after being hit by a negative shock, compared with 
smaller households. At the same time, heads of 
household supporting extended families experience 
the largest relative declines in (food) consumption, 
to preserve the consumption of the other household 
members.7

Concern and attention to the most vulnerable 
members distinguish the household from other 
groups. Several factors, including altruism, reciproc-
ity, and social norms, explain why household mem-
bers care for one another (box 3.1). Whatever the 
motivation, abundant evidence shows that in all so-
cioeconomic and cultural contexts, the family is seen 
as a key pillar of support to the individual. To cite an 

that household members suffered over the previous 
12 months. Disasters, illness, and asset losses are the 
most common shocks across countries, followed by 
price shocks. Rural and urban households are ex-
posed to different risks: weather shocks typically af-
fect rural households disproportionately, whereas 
urban households are more exposed to price shocks, 
crime, and unemployment (see chapter 1).4 

Household members can help one another 
manage risk and pursue opportunity

When household members share risks, they can in-
crease their own resilience and that of the household. 
Economic theory suggests that individuals should be 
able to smooth consumption over their life cycle. As 
chapter 1 argues, they are better able to do so when 
protection and insurance mechanisms—either for-
mal or informal—are available to help them absorb 
income shocks and maintain stable consumption. In 
particular, when perfect credit and insurance mar-
kets are not available, household members can in-
crease their resilience by pooling individual energy 
and resources to invest in protection and insurance, 
and to cope with shocks—particularly with idiosyn-
cratic shocks. 

By and large, empirical research shows that 
households manage to protect their consumption 
from shocks, albeit not fully. Research in Bangla-
desh, Ethiopia, India, Mali, and rural Mexico has 

B o x  3 .1 Altruism, exchange, or social norms: What motivates family members to care for one another?

Why do parents invest in their children’s education? Why do adult 
children take care of their elderly parents? Why do spouses pool their 
resources, siblings lend money to one another, and extended family 
members check on their relatives? Economists and sociologists have 
long pondered these questions and have come up with three broad 
theories for why family members care for one another. 

According to the theory of altruism, an individual’s welfare 
depends on the welfare of others. Maximizing utility then involves 
transferring a portion of one’s resources to others.a More recent 
research suggests that evolutionary forces such as genes or socio-
cultural influences may be behind this altruism.b The second theory 
suggests that social norms define how family members should 
help one another.c The third theory, one emphasizing exchange, 
hypothesizes that familial support is rooted in reciprocal arrange-
ments, which can (but need not) be reinforced by social norms: 

Source: WDR 2014 team.

a. Becker 1974.
b. Alger and Weibull 2010.
c. Alesina and Giuliano 2013.
d. Bernheim, Shleifer, and Summers 1985.
e. Silverstein and Giarrusso 2010.

people provide assistance now in the expectation that they might 
require assistance later.d

Empirical evidence suggests that each of these theories has 
merit.e For example, reciprocal arrangements such as time-for-
money exchanges between parents and children are more common 
in countries where government support is weak and access to mar-
kets is limited, suggesting the presence of exchange motives. Kin-
ship norms may explain why grandparents frequently care for their 
grandchildren in certain countries in Sub-Saharan Africa and in 
China. Altruism explains why parents have been found to transfer 
money to children on the basis of need, and children to devote 
greater amounts of time to parents with the worst health. Other evi-
dence, however, reveals that motives are not always altruistic: the 
extent of parental investment in children has been shown to influ-
ence children’s support for their parents.
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with shocks once they hit—a strategy that increases 
their vulnerability to future shocks even more. 

Moreover, complex dynamics within the house-
hold may increase the vulnerability of some mem-
bers. Empirical evidence shows that household 
members—who often have different preferences—
allocate resources (labor, capital, and output) follow-

ing a bargaining process that in many instances 
appears to be inefficient.10 For example, in 

Burkina Faso, husbands and wives cul-
tivate separate plots, following the 

traditional division of labor among 
rural couples. Plots run by wives 
are significantly less productive, 
which implies that household in-
come could be increased with a 
different allocation of labor across 

plots. In Côte d’Ivoire, husbands 
and wives cultivate “gender-specific” 

crops in separate plots, and they strictly 
allocate the income of each crop to specific 

consumption categories, such as  personal consump-
tion, food, and education. Thus, as the income from 
one crop fluctuates, so do the consumption expendi-
tures tied to that income. Consumption decisions 
based on pooled incomes would increase the stability 
of consumption for both spouses as well as for their 
children.11 Experimental evidence from games com-
paring the behavior of husbands and wives also 
shows that in many cases their choices fail to maxi-
mize joint income.12 

example, evidence on living arrangements in 17 de-
veloping countries shows that on average 28 percent 
of households have members over the age of 60, a 
significantly higher share than this age group repre-
sents in the total population (figure 3.2). In many 
circumstances, children and grandchildren take care 
of older relatives. For example, in China, 90 percent 
of elderly with disabilities living with their 
families have access to support, compared 
with 73 percent of elderly living 
alone.8 In other cases, the elderly 
take care of younger relatives. In 
Sub-Saharan Africa and China, 
for instance, grandparents are of-
ten the main caregivers of their 
grandchildren.9

Obstacles internal and external 
to the household limit the ability of 
its members to manage risks effi-
ciently, however. As chapter 2 describes 
in detail, financial constraints, information 
constraints, and an inability to translate information 
into knowledge and knowledge into action all limit 
the ability of individuals to manage risks effectively. 
Social obstacles such as missing markets and public 
goods, moral hazard, externalities, and social norms 
limit the range of instruments that households have 
at their disposal to manage risk. In this context, poor 
households in particular try to reduce their exposure 
to shocks by opting for low-risk, low-return activi-
ties and are forced to take costly measures to cope 

Pooling risk  
within the  

family has been a  
basic form of 

insurance from time 
immemorial.

F i g u r e  3 . 2  Elderly people frequently live with other family members
Share of households with at least one member aged 60+ years, and share of population aged 60+ years

Source: WDR 2014 team based on data from household surveys (years range between 2002 and 2011) and United Nations 2009.
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poverty. However, households with higher wealth 
and better access to infrastructure and services more 
frequently report using their savings or borrowing 
money, either formally or informally. 

The impacts of the more costly coping strategies 
can be long term and even permanent, particularly 
for children. Empirical evidence from studies of the 
impact of large shocks (usually natural hazards) on 
economic and human development outcomes typi-
cally finds that while all household members experi-
ence hardship, adult outcomes tend to revert to their 
long-term trends eventually, whereas children can 
suffer permanent effects, especially during the criti-
cal development period of the first two years of life.14 
These effects, which tend to be more prevalent in 
poor households, translate into lower earnings and 
worse health in adult years. In some cases, larger neg-
ative impacts have been documented for girls than 
for boys.

Shocks can cause long-term damages to human 
capital when the nutrition of very young children is 
compromised. Children who are heavier and longer 
at birth tend to develop better cognitive skills that 
enable them to attain more education and get better 

To respond to shocks, poor households use 
costly strategies, with unequal effects on 
household members

When shocks damage substantial proportions of 
households’ assets and slash their income, house-
holds with limited savings or insurance mechanisms 
must take difficult steps to maintain a minimum 
level of consumption, mainly of food. The shock sur-
vey data mentioned earlier reveal that more than half 
of households affected by health and income shocks 
in Afghanistan, China, and Tajikistan, and almost 
half of households in Lao People’s Democratic Re-
public and Uganda, reported having cut consump-
tion.13 Regression analysis of the data shows that in 
several countries, poor households tend to use costly 
coping mechanisms, including selling a productive 
asset such as livestock, cutting food consumption,  
or consuming lower-quality food (table 3.1). Selling 
productive assets is particularly harmful  because it 
curtails the household’s ability to generate adequate 
income for a long time after the shock. Strategies 
such as working longer hours, taking on more work, 
or migrating seem to be less clearly associated with 

Ta B l e  3 .1   Poorer households are more likely to report using costly mechanisms to cope with shocks 
Type of household most likely to report coping strategy

Country
Use savings/ 
credit/assets

Work more/ 
migrate

Assistance 
(government/family/

community/NGOs)

Sell  
productive 

assets

Reduce  
consumption  

quantity/quality

Afghanistan Richer Richer Richer Poorer Poorer

China  — Richer —  Richer Richer

Iraq Richer Richer —  — Poorer

Malawi Richer — — — —

Mexico Poorer  
(credit/asset sales)

— — — Poorer

Nigeria Richer — — — —

Peru Richer — —     — 

Sudan Richer Poorer Poorer Poorer Poorer

Tajikistan — — — Richer Poorer

Uganda Richer (savings/sell 
assets), poorer (credit)

 — Richer — Poorer

Uzbekistan Poorer (credit) Poorer — Poorer  —

Source: Heltberg, Oviedo, and Talukdar 2013 for the WDR 2014. 
Note: The table presents the results of regression estimations where socioeconomic indicators (either consumption quintile or asset-based measure of wealth) significantly 
affected the probability of reporting the corresponding coping strategy (significance at least 5 percent). Regressions include region and urban fixed effects, household size, 
gender, education and occupation of head (where available), dependency ratio, consumption quintile, and the principal factor of access to piped water, quality of roof/floor, 
having a cell phone, and distance to public services and main roads. 
— = Socioeconomic indicators not significant. No data were available for the sale of productive assets in Peru.
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of child labor has permanent consequences for their 
human capital. In northern Tanzania, children who 
had to work an additional 5.7 hours a week after a 
rainfall shock attained one year less of school, com-
pared with those who did not work more.17

Stress, fueled by shocks, can increase domestic 
abuse. Adult stress levels increase significantly with 
shocks. The Asian financial crisis of 1997 increased 
depression and anxiety in Indonesia and Thailand, 
particularly among the less educated, urban, and 
landless populations. In Kenya, farmers experience 
increased levels of cortisol (a hormone produced in 
times of stress) when rainfall is too low.18 Focus 
group participants in Cambodia, Jamaica, and Mon-
golia reported that the hardship generated by the 
2008 crisis had increased men’s violence toward 
wives and children.19 Shocks can also lead to in-
creased abuse of elderly people. A study in rural Tan-
zania found that during years of low rainfall, the 
number of murders of elderly women—accused of 
witchcraft and killed by their family members—
nearly doubles.20 

Physical and psychological abuse experienced 
during childhood can have long-lasting effects on 
identity and behavior, not only undermining the 
self-esteem that is crucial for decisions regarding risk 
taking and pursuing opportunities but also increas-
ing the likelihood of violent behavior in adulthood.21 
A survey of men in six countries found that those 
who had been victims of abuse during childhood 
were twice as likely to have been violent toward their 
partners (figure 3.3). 

jobs. Birth weight is closely related to the quality of 
the mother’s nutrition during pregnancy. Therefore, 
reducing food intake during pregnancy can cause 
large and irreversible damage to the development of 
children in utero. Extreme shocks, such as the 1919 
influenza pandemic and the great Chinese famine of 
1959–61, caused losses in height, cognitive develop-
ment (measured in years of schooling), and overall 
health outcomes for the generation born during 
those years. Shocks can also compromise the quality 
of nutrition available to children in their first two 
years, which is also essential to physical and cognitive 
development. The 1994–95 drought in rural Zimba-
bwe cut growth by 1.5 to 2.0 centimeters among chil-
dren aged 12 to 24 months. Children who were 3 
years old or younger during the 1998–2000 economic 
crisis in Ecuador had a significantly lower height- 
for-age score and a lower vocabulary test score than 
children of same age in noncrisis times.15 Moreover, 
in a few countries, shocks have been found to hurt 
early nutritional and developmental outcomes for 
girls disproportionately.16

In the face of disaster, some households also sacri-
fice investments in education in exchange for having 
an additional member—usually a school-age child—
enter the workforce. School attendance dropped by 
almost 7 percent among those households more 
heavily hit by two strong earthquakes in El Salvador 
in 2001, while children in these households were two 
and a half times more likely to be working after the 
earthquake than before (the share rose from 6.5 per-
cent to 16.5 percent). Sometimes, the temporary use 

F i g u r e  3 . 3  Men who experienced violence in the household when young are more 
likely to act violently as adults 
Percentage of men who have perpetrated violence on an intimate partner as adults

Source: WDR 2014 team based on data from Contreras and others 2012.
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Third, mobile phones can reduce information asym-
metries and price uncertainties, enabling farmers to 
increase their surplus. Finally, mobile banking offers 
opportunities for household members to transfer 
money to one another and undertake other financial 
transactions in a safe and cost-efficient way.23

Investing in human capital to increase 
protection and access to opportunity

Better nutrition, sanitation, and access to preventive 
health care increase productivity and reduce the risks 
of morbidity and mortality. Historically, one of the 
leading causes of premature death in the developing 
world has been the high risk of maternal mortality 
and the exposure of young children to malnutrition 
and disease. In recent years, however, more invest-
ment in prevention, better health services, and higher 
income have led to a significant decline in infant, 
child, and maternal mortality. Immunization rates 
for measles, for example, which were as low as 60 
percent in South Asia and 64 percent in Sub-Saharan 
Africa in 1990, are now above 75 percent in every 
 region of the world (figure 3.4a). Since 2002, infant 
mortality rates have declined significantly as well 
(figure 3.4b). On the other hand, dietary risks (lead-
ing to obesity) and smoking continue to increase, 
which has made noncommunicable disease a leading 
cause of death (figure 3.5). 

How do households prepare to manage 
risks, and what obstacles do they face? 

To confront risk and pursue opportunity, household 
members acquire knowledge and invest in protection 
and insurance. The quality of their risk management 
depends on their access to information, markets, 
public services, and infrastructure, as well as on the 
level of risk sharing within the household. 

Acquiring and sharing knowledge about risk 
and opportunity

Obtaining information is crucial for managing risk. 
News about such matters as prices, weather risks, 
better agricultural technologies, and job openings 
can immediately improve the ability of a household 
to prepare for and respond to risk. Mobile phones 
have increasingly become indispensable tools to ob-
tain and exchange information for many households 
in the developing world, which account for nearly 
two-thirds of the world’s 4.77 billion users. First,  
by drastically reducing communication costs, mo-
bile phones improve cohesiveness of disperse social 
groups and networks, enabling people to respond 
more quickly to the income shocks of other family 
members.22 Second, readily available information 
on risks, such as weather updates and early warn-
ings, can assist households in preparing for disasters. 

F i g u r e  3 . 4  Immunization rates have increased and infant mortality has declined everywhere

Source: WDR 2014 team based on data from World Bank World Development Indicators (database). 
Note: The 5-year change indicates the change in the infant mortality rate between 2007 and 2011. The 10-year change indicates the change between 2002 and 2011. 
Organisation for Economic Co-operation and Development (OECD) countries in the panel b are high-income countries that have been members of the OECD for at 
least 40 years. All other countries are grouped into geographic regions.
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Education helps people achieve better health out-
comes. For example, young people with more 
 education are less likely to engage in substance abuse, 
violence, and unprotected sex.25 In Taiwan, China, the 
1968 expansion of compulsory education from six to 
nine years reduced the likelihood that girls of primary 
school age at the time of the reform would give birth 
to underweight babies as adults, compared with girls 
who were not affected by the reform.26 Education also 
increases productivity and income.27 The education 
system provides children with critical generic skills 
(literacy and math), as well as “soft” or socioemo-
tional skills, such as effective communication, the 
ability to work in teams, and the ability to learn new 
concepts and methods. These skills are crucial in the 
transition from school to work, and they enable peo-
ple to adapt to a rapidly changing work environment. 
Generally speaking, an additional year of education is 
associated with a 12 percent increase in earnings, al-
though returns vary greatly across income levels.28

Educational attainment is rising, but low-income 
countries still lag behind. While much progress has 
been made toward the Millennium Development 
Goal of ensuring that all children complete primary 
school, less progress has been made for higher grades 
of attainment (figure 3.7a). The low attainment, 

Despite the clear benefits of disease prevention 
in reducing risk and improving welfare, demand for 
tools to reduce the risk of disease can be surpris-
ingly low among poor households.24 For example, 
ex perimental trials that have provided several such 
tools—including insecticide-treated bed nets, wa-
ter disinfectants, soap, multivitamins, and improved 
cookstoves—to poor households show that demand 
falls sharply in response even to small increases in 
price (figure 3.6). Resource constraints may not be 
the only explanation for this high price elasticity, 
however; as chapter 2 discusses, many behavioral 
and cognitive biases reduce investment in protec-
tion. Nonetheless, experiments in Guatemala, Kenya, 
India, and Uganda that tried to disentangle the fac-
tors behind this behavior found that cash constraints 
explain most of it, whereas education and peer effects 
have negligible effects. Differences in preferences and 
bargaining power can also hinder the ability of some 
household members to invest more in protection. In 
the case of improved cookstoves offered to house-
holds in Bangladesh, women—who benefit the most 
from this technology—were unable to purchase them 
because they have little say over financial decisions. 

Households also invest in education to manage 
risks better and to take advantage of opportunity. 

F i g u r e  3 . 5  The risk of death from noncommunicable disease is growing in all developing regions

Source: World Health Organization Global Health Estimates  Summary Tables: Deaths by Cause, Age and Sex, available at http://www.who.int/healthinfo/global_
burden_disease/en/ (regional tabulation prepared specifically for the World Development Report 2014). 
Note: Organisation for Economic Co-operation and Development (OECD) countries in the figure are high-income countries that have been members of the OECD 
for at least 40 years. All other countries are grouped into geographic regions.
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F i g u r e  3 . 6  Demand for preventive health care products falls steeply as the price increases

Source: Abdul Latif Jameel Poverty Action Lab (J-PAL) 2011.
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F i g u r e  3 . 7  Low-income countries still lag in educational attainment, and some  
middle-income countries suffer from gaps in quality

Source: WDR 2014 team based on data from Barro and Lee 2010 (panel a) and OECD Programme for International Student Assessment 
(database) (panel b).
Note: In panel b, the red line indicates overall average score. Organisation for Economic Co-operation and Development (OECD) coun-
tries in the figure are high-income countries that have been members of the OECD for at least 40 years. All other countries are grouped 
into geographic regions. PISA = Programme for International Student Assessment.
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Assessment (PISA) math test (figure 3.7b). These 
quality gaps reduce the potential effect of education 
on skill acquisition and job opportunities.

Moreover, gender gaps in education continue to 
exist within poor households in certain countries, 
limiting the opportunities for women to participate 
in the labor market years later. Gaps in education en-
rollment and attainment have narrowed impressively 
in the developing world, and they have even reversed 
in some groups, with women surpassing men in at-
tainment in several countries.31 However, among 
poor households, some parents are still reluctant to 
invest as much in education for girls as they do for 
boys. In many low-income countries, for example, 
fewer girls than boys in the poorest quintile achieve 
six years of education (figure 3.8). Low educational 
attainment also affects women’s participation in the 
labor force; in Nicaragua, for example, women with 
complete tertiary education were almost twice as 
likely to participate in the labor force as women with 
only primary education.32

 especially among the poorest, can be seen as a supply 
and demand problem. On the supply side, insuffi-
cient and inadequate infrastructure, lack of teacher 
training, and weak monitoring and enforcement of 
basic standards (such as teacher attendance) dimin-
ish the quality of education. On the demand side, 
resource constraints, lack of employment opportu-
nities, or limited information about returns to edu-
cation add to the low quality, reduce the perceived 
value of education, and increase dropout rates.29 Re-
search shows that conditional cash transfer (CCT) 
programs have been successful in increasing the de-
mand for education. But better employment oppor-
tunities also act as a powerful incentive to invest in 
education, as research from Bangladesh and Mexico 
shows.30 

While middle-income countries are catching up 
to high-income countries on attainment, there are 
still large differences in quality between countries, as 
shown by the average scores of 15-year-olds in the 
standardized Programme for International Student 

F i g u r e  3 . 8  Educational attainment is still uneven for boys and girls from poor 
households, especially in lower-income countries
Gender gap in primary education by level of income

Source: WDR 2014 team based on data from World Bank EdAttain (database).
Note: Positive differences denote a lower percentage of females attaining grade 6 relative to males. Household poverty is based on an index 
of assets and housing characteristics. Years are between 2005 and 2008. GNI = gross national income. PPP = purchasing power parity.

Armenia

Azerbaijan

Bangladesh

Belarus

Benin

Bosnia and Herzegovina

Cambodia

Colombia

Congo, Rep.

Côte d’Ivoire

Congo, Dem. Rep.

Dominican Republic

Egypt, Arab Rep.

Ethiopia

Gambia, The

Guinea

Guyana

Haiti

Honduras

India

Indonesia

Kazakhstan

Kyrgyz Republic

Liberia

Macedonia, FYR

Mali

MoldovaMongolia

Montenegro

Namibia

Nepal

Pakistan

Rwanda

Senegal

Serbia

Sierra Leone

Swaziland

Tajikistan
Tanzania

Thailand

Uganda

Ukraine

Vietnam

Zambia

0

2,000

6,000

4,000

8,000

G
N

I p
er

 c
ap

ita
, 2

00
5 

PP
P

−20 −10 0 10 20

Percentage-point di�erence between males and females ages 15–19
in the poorest quintile attaining grade 6

Favors females Favors males



 Households are the first line of support to confront risk and pursue opportunity 119

hold, leaving her and her children more vulnerable 
to shocks and less able to pursue opportunities.37 For 
instance, in southern Ethiopia, where divorces are 
rare and divorced wives get no share of joint assets, 
women from poor households—but not their hus-
bands—reduce their food consumption when they 
get sick and are unable to work.38

Few households in developing countries rely on 
market insurance products. As noted in chapter 1, 
the risks that concern people the most relate to insur-
able events: illness, loss of income, and loss of assets. 
Although these events can be difficult to insure 
against when they affect large numbers of people, as 
in the case of an epidemic or a natural disaster, insur-
ance products are widely available in high-income 
countries. Health, property, and unemployment in-
surance are common, and in some cases even man-
datory. Yet in developing countries, only about 1 per-
cent of total asset losses from natural hazards were 
formally insured between 1980 and 2004, compared 
with 30 percent in high-income countries.39 The low 
penetration of market insurance products in devel-
oping countries results from high transaction costs 
(for assessing claims), which translate into high pre-
miums. Instead, most people rely on informal risk-
sharing arrangements with their extended family 
and community members (see chapter 4). 

A low supply of formal insurance only partly ex-
plains low coverage. Demand for insurance tends to 
be low among many households even when people 
repeatedly suffer from or are exposed to shocks such 
as illness or disasters. Several explanations have been 
advanced for this low observed demand. First, re-
source constraints often restrict people’s ability to 
purchase insurance. Second, people with limited ed-
ucation and low numeracy skills might find the con-
cept of insurance complex and therefore prefer in-
formal reciprocity arrangements. Third, subscribers 
must trust that the provider will deliver the payment 
if the shock occurs. Building trust becomes more 
challenging if the institutional environment offers 
few avenues to enforce the contract. Finally, the high 
noncovered risk (or “basis” risk) of many insurance 
schemes reduces the expected payment and under-
mines the value of the insurance policy and the trust 
associated with it.40

Building insurance informally through family 
formation, fertility, and marriage

In places where social protection and access to finan-
cial markets are limited, the process of family forma-
tion can be highly related to risk.41 Agreements for 

Accumulating financial and physical assets to 
build insurance and investment opportunities

The ability to maintain liquid savings and tap credit 
in safe and flexible ways is important for managing 
risks and investments. Even among the poor, saving 
rates and the number of financial instruments used 
(mostly informal) are high.33 But many obstacles im-
pede poor households from keeping significant 
amounts of liquid savings to manage risks more ef-
fectively or to undertake investment opportunities. 
First, for very poor households, satisfying immediate 
needs takes most of their income, making the oppor-
tunity costs of saving very high. Second, informal 
risk-sharing mechanisms and the associated pressure 
to share income might affect decisions about how 
much to save and what instruments to use.34 Despite 
these obstacles, having access to saving and credit op-
tions is highly valued, which is evident from the sub-
stantial fees that some people are willing to pay to be 
able to save safely; these include rotating savings and 
credit associations, which do not pay interest and 
bear significant risk for loss, and deposit collectors, 
who charge fees, rather than pay interest, to keep  
the customers’ savings. The growing number of cli-
ents—137.5 million in 2010—of microfinance pro-
viders is also a sign of the substantial demand and 
the potential benefits of expanding financial prod-
ucts among the poor.35 As chapter 6 discusses, how-
ever, wider access to financial products for house-
holds, if not well-managed, can increase demand for 
credit beyond amounts these households can reason-
ably handle and lead to overindebtedness. That, in 
turn, can affect aggregate financial stability. 

Physical assets—while less efficient than liquid 
savings—are another important resource for manag-
ing risk. Most poor households save in part by accu-
mulating physical and productive assets such as live-
stock, jewelry, or appliances, all of which have low 
liquidity and uncertain returns. Physical and pro-
ductive assets may be exposed to risk from disasters, 
crime, or expropriation, and some forms of assets, 
such as land, may not be transferable. Asset price 
fluctuations can also hurt the ability of households 
to use assets effectively as insurance mechanisms.36 

Moreover, the ability to own and accumulate as-
sets is unequal within many households. Laws in 
most of the world allow women to own assets, but 
several countries—particularly in South Asia and 
Sub-Saharan Africa—still have gender-specific own-
ership rights that limit women’s ability to acquire, 
sell, transfer, or inherit property. Such laws weaken 
the bargaining position of the woman in the house-
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Guatemala; and 94 percent in Udaipur, India, report 
earning income from more than one type of activ-
ity.43 Having a diversified income portfolio including 
farm and nonfarm activities might reduce income 
fluctuations, but it does not always do so—in part be-
cause incomes from different activities tend to be 
more correlated during crises.44 In addition, because 
household effort is divided into many different ac-
tivities, diversification often leads to lower average 
incomes. Greater access to markets and safety nets 
reduces the need for people to diversify their income 
activities to lower their exposure, as a recent study in 
Bangladesh found, and it also opens possibilities for 
them to enter higher-income activities.45

Other households—typically those with no access 
to credit markets, formal or informal—opt for activi-
ties that have low risk exposure but also have low re-
turns, such as drought-resistant crops, which tend to 
have low yields. Households with very few assets can-
not self-insure against shocks, either by selling these 
assets or by using them as collateral for credit. At the 
same time, diversifying income sources often requires 
a minimum amount of starting capital (say, for pur-
chasing an animal). As a result, many asset-poor 
households have no other option but to opt for ac-
tivities where income risk is minimal. Studies in In-
dia, Tanzania, and other countries have found that 
poor rural households grow disproportionately more 
low-risk, low-return crops, such as sweet potatoes.46 

Increasing their labor supply can help households 
cope with shocks, provided that household members 
can work and that sources of employment are avail-
able. In such cases, households with excess labor sup-
ply, which can be readily tapped as needed, can pro-
tect consumption more effectively. Regression analysis 
shows that, for example, members of larger house-
holds in China, Iraq, Peru, and Uzbekistan respond to 
shocks by increasing the hours they work, taking on 
more jobs, or working in a different location.47 

The ability of a household to increase its labor 
 supply either temporarily or permanently depends 
critically on the ability of women to participate in the 
labor force. Female participation has increased signifi-
cantly in recent decades, but a large share of the female 
population still remains outside the labor force. Only 
one in five women in the Middle East and North Af-
rica and less than one in three in South Asia were ei-
ther working or looking for work in 2011 (figure 3.9). 
Economic factors including higher labor demand, bet-
ter infrastructure, and higher educational attainment 
play a pivotal role in increasing female labor market 
participation. However, because women tend to be the 
main providers of child care, lack of good-quality 
child care alternatives can create a trade-off between 

mutual support among family members can be one 
of the limited options available in contexts where ac-
cess to other forms of support are missing, either 
from the market or the state (see box 3.1). In Andhra 
Pradesh and Maharashtra in southern India, for ex-
ample, many parents marry their daughters into 
households in distant villages to diversify income 
risks among households exposed to different cli-
matic shocks. In these cases, a daughter’s marriage 
becomes an informal insurance mechanism to pro-
tect consumption. In countries where parents must 
provide a dowry to their daughters, the financial 
pressure can lead them to marry their daughters at 
younger ages or to other members of the extended 
family (family ties act as a form of credit because par-
ents can commit to later payments). These practices 
limit the potential for investing in daughters’ human 
capital and expose them to risk of abuse by their 
spouses, as well as increasing health risks for future 
children when girls marry biological relatives. 

Parents may also have to rely on their children to 
confront the risk of income loss.42 For example, rural 
households in Bangladesh with higher risk exposure, 
fewer credit sources, and weaker ties to their com-
munity have higher rates of fertility than similar 
households in India. One of the driving factors be-
hind this difference is that women in rural Bangla-
desh, unlike women in rural India, lack job opportu-
nities outside the home. Women who cannot 
participate in the labor market face more difficulties 
in responding effectively to large shocks—such as 
widowhood—and hence must rely more heavily on 
support from their children. High fertility has nega-
tive consequences for human capital accumulation 
in developing countries, where children from larger 
families receive fewer vaccinations and have lower 
school attainment. This quantity-quality trade-off 
suggests that these families have less leeway to make 
adjustments in their resource allocation as the num-
ber of children increases.

Diversifying income sources and increasing 
labor supply

In developing countries, where exposure to income 
shocks is large and formal insurance is unavailable, 
households often diversify their sources of income. 
Throughout the developing world, household in-
come often comes from more than one sector (for 
example, farming and services), location (urban and 
rural, domestic or foreign), or product. For exam- 
ple, 10 to 20 percent of households in Mexico, Nica-
ragua, Panama, and Timor Leste; 50 percent in In-
donesia; 72 percent in Côte d’Ivoire; 84 percent in 



 Households are the first line of support to confront risk and pursue opportunity 121

Experimental evidence shows that poor house-
holds fail to take advantage of migration opportuni-
ties that would improve their response to shocks. A 
study in a famine-prone rural area of Bangladesh 
found that people are not willing to migrate tempo-
rarily to the city during the lean season, despite the 
harsh conditions. For them, the cost of migrating 
and the possibility of not finding a job opportunity 
in the city make it too risky an enterprise, even if ex-
pected returns are positive. As part of the study, a 
small cash incentive was offered to farmers to mi-
grate. Those who took the incentive and migrated 
increased the consumption of their family members 
by 30 percent, increased the calorie intake by 550–
700 calories a person a day, and were also more likely 
to migrate again in following years, when the incen-
tive was no longer offered.51 

How can government strengthen 
protection and foster better opportunities 
for households? 

Households face multiple risks every day, and they 
use as many tools as they have available to manage 
them. Poor households, however, tend to have only 
limited access to protection and insurance mecha-
nisms provided by markets and public services. 
These limitations increase vulnerability, particularly 
for risks that are not equally shared within the house-
hold. Government policies can substantially improve 

female participation in the labor force and child devel-
opment. In addition, social norms that limit the par-
ticipation of women in economic activity may slow 
down gains in female participation in the regions with 
historically low participation.48

Migration is also an effective way to diversify risk 
and can be a coping response to a shock. Although 
migration can weaken social ties within the family 
and with the rest of the community, its net economic 
effect is still likely to be positive for the entire house-
hold—a fact reflected in the growing movement of 
people within and across countries and in the vol-
ume of remittances worldwide. Temporary migra-
tion for work from rural to urban areas is the domi-
nant form of migration; there are 740 million internal 
migrants worldwide, nearly four times the number 
of international migrants.49 Most studies on migra-
tion, which focus on international migration, find 
positive and substantial contributions to migrant in-
come, although the effects on family members who 
remain behind are less clear. Still, in the Philippines 
for example, an unexpected increase in a migrant’s 
income leads to higher educational expenditures, en-
hanced entrepreneurship, and lower poverty rates at 
the origin. A growing body of literature finds that 
remittances are an informal insurance against con-
sumption shocks at the origin. For instance, in the 
Philippines, Tanzania, and Thailand, migrant work-
ers are more likely to send remittances to members of 
their family who are hit by a shock.50 

F i g u r e  3 . 9  Female labor force participation is still limited in some regions
Percentage of females in the labor force

Source: WDR 2014 team based on data from World Bank World Development Indicators (database).
Note: Data are as of 2011. Organisation for Economic Co-operation and Development (OECD) countries in the figure are high-income 
countries that have been members of the OECD for at least 40 years. All other countries are grouped into geographic regions.

East Asia
and Pacific

Europe and
Central Asia

Latin America
and the

Caribbean

Middle East and
North Africa

OECD South
Asia

Sub-Saharan
Africa

0

10

20

30

40

50

60

70

80

Pe
rc

en
t



122 WO R L D  D EV E LO P M E N T  R E P O RT  2 0 1 4

ing features that enable a quick response to changes 
in households’ needs. The following rec-
ommendations describe different policy instruments 
that can help households address barriers to building 
better protection, insurance, and coping strategies, as 
well as instruments that can improve risk sharing 
within the household, keeping in mind that single-
instrument solutions are rare and that the most suc-
cessful policies involve a combination of them.

Designing policies with a risk  
management lens

Policies often have indirect effects on people’s behav-
ior, and understanding these effects can be useful for 
improving incentives to invest in protection at the 
household level. Property rights are a telling case. Se-
cure property rights increase the value of the asset to 
the owner, because the asset can be safely transferred 
and also used as collateral, increasing access to credit. 
Beyond that, secure land tenure rights increase the 
value of investments in land conservation and infra-
structure, which reduce risk exposure and increase 
productivity. Secure land tenure rights have also 
been found to increase labor market participation 
and reduce child labor.52 Another example is cash 
transfers. They are a very direct way to help house-
holds overcome financial constraints to invest in hu-
man capital, but incentives to invest are even greater 
when the transfers are conditioned on making the 
investments. A recent experimental comparison of 
conditional and unconditional cash transfers for 

household risk management and increase house-
holds’ access to better opportunities by taking a sys-
temic approach to risk management. Such an ap-
proach implies a sound understanding of the risks 
that households face, the interactions between them, 
the range of obstacles to better risk management, 
and the right combination of instruments that can 
strengthen risk management while increasing access 
to opportunities. Table 3.2 shows how various kinds 
of policy instruments address multiple sources of 
risk and suggests how they might be used from a sys-
temic perspective; for example, providing health ser-
vices in combination with other instruments, such as 
insurance and information on preventive practices, 
can deliver better outcomes in protecting people 
against the risk of disease and the financial burden it 
causes. Some tools, such as cash transfers, also con-
tribute to investment in human capital and poverty 
alleviation.

Taking a systemic approach to policy making for 
risk management also implies that instruments need 
to be put in place before shocks take place and that 
coordination is essential. In practice, different pro-
grams and policies are the responsibility of different 
government agencies; institutional mechanisms are 
thus needed to coordinate these programs and poli-
cies to align goals, set monitoring and performance 
standards, and establish common infrastructure that 
enables risk management tools to function seam-
lessly. Moreover, just as households need to prepare 
in anticipation of shocks, governments need to have 
these systems in place before shocks hit, incorporat-

Ta B l e  3 . 2   A systemic approach for policies to address multiple risks using multiple instruments 
Types of policy instruments

Goal
Facilitate 
savings

Social 
insurance

Cash 
transfers

Information/ 
training

Wage 
subsidies

Access to 
services

Access to 
credit/
grants

Preparing and coping with:

 Illness X X X X X
 Disability X X X X X X X
 Old age X X X X X X
 Death X X X
 Unemployment X X X X X X
 Weather shocks/ 
 disasters

X X X X X X

Investment in  
human capital

X X X

Poverty reduction X X X X X

Source: WDR 2014 team based on Robalino, Rawlings, and Walker 2012.
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Addressing disparities within households 

Public policies can also redress the balance of power 
and reduce inequities within the household. In many 
cases, a combination of regulatory reforms, targeting 
of public programs, and social norms that empower 
women to take greater control over decisions regard-
ing family planning, work, and financial manage-
ment can increase their bargaining power in the 
household, while reducing the vulnerability and im-
proving opportunities for children. 

Many women in poor households—particularly 
in poor and rural areas—have little control over fer-
tility decisions, in part because good-quality family 
planning information and services are not available. 
Women in these areas should have reliable access to 
these services through health care providers, together 
with a range of contraceptive options. This task re-
quires putting in place an efficient supply chain. In 
addition, providers need to communicate effectively 
and transparently with their patients about the ben-
efits and potential side effects of different contracep-
tion methods, while respecting women’s preferences 
and privacy.55 To be truly effective, however, family 
planning services need to be accompanied by other 
interventions to increase women’s bargaining power 
in the household, notably those that increase their 
economic clout and legal standing.

Access to labor markets for women is particularly 
important because it allows households to diversify 
their sources of income and improve the risk man-
agement of entire households.56 But women’s access 
to the labor market is extremely limited in some 

girls in Malawi shows that conditioning plays an im-
portant role in improving school attendance and 
even learning outcomes.53

Leveraging technology and partnering with 
the private sector

Systemic policies addressing multiple risks require 
not only close coordination among different govern-
ment agencies but also partnering with other actors 
in the society. The ability to share data and to track 
beneficiaries across programs is one example—sim-
ple in theory—that many countries struggle with in 
practice. The availability of affordable technologies 
to collect biometric data is opening opportunities for 
governments to identify beneficiaries and deliver ser-
vices to them, in particular for the poor, who are of-
ten “invisible” populations for lack of proper proof 
of identity. India’s pioneering identification project 
aims to issue a unique identification number, or 
Aadhaar, to every resident of the country, linked to 
basic demographic information and biometrics, as a 
formal proof of identity. The scheme has assigned 
more than 300 million Aadhaars so far, at a cost of 
less than $3 per capita. The Aadhaar is a gateway to 
both public and private services: the government 
uses it to deliver public benefits directly to individ-
uals with fewer leakages, and the private sector— 
particularly financial services providers—can use the 
Aadhaar to expand access to financial services.54 
More generally, public service delivery can benefit 
from public-private partnerships in many areas, 
from health to social assistance (box 3.2).

B o x  3 . 2  Improving service delivery by partnering with the private sector

Public-private partnerships are an increasingly important compo-
nent of efficient and effective service delivery. In India, government-
sponsored health insurance schemes—which aim to expand access 
to health insurance to half the country’s population by 2015—have 
engaged private sector firms as both administrators and health care 
providers. In São Paulo, Brazil, private nonprofit operators were per-
mitted to run new hospitals based on a performance-based contract 
model. While implementation was not without challenges, impact 
evaluations have found that the nonprofit hospitals have been more 
efficient than for-profit ones, without sacrificing quality. Improve-
ments in human resources and management practices seem to be 
responsible. In education, public-private partnerships can cut costs 
and improve student achievement. Colombia’s Programa de Ampli-
ación de Cobertura de la Educación Secundaria (PACES) provided 
125,000 children with vouchers to attend private secondary aca-

Source: WDR 2014 team based on La Forgia and Nagpal 2012; Lewis and Patrinos 2012; Fiszbein and Schady 2009; La Forgia and Harding 2009; and Ortiz d’Avila 
Assumpção 2012.

demic and vocational schools. The program was cost-effective and 
increased student achievement. 

The private sector can also play an important role in government 
transfer programs. In Brazil, banks now pay the government for the 
valuable right to distribute social security benefits; this is a reversal 
from the past, when the Brazilian government would pay banks. In 
making the transition, the government has saved money, beneficia-
ries have gained more places to obtain their benefits, and banks 
have acquired additional customers for their credit products. Condi-
tional cash transfer (CCT) programs in Ecuador and South Africa also 
partner with private financial institutions to deliver payments. CCT 
programs in Bangladesh, Chile, and Colombia allow beneficiaries to 
use private providers to fulfill their education and health commit-
ments. The private sector may be critical for meeting the increased 
service demands stimulated by CCTs in many countries.
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Saharan Africa, more than 20 percent of women 
believe that a husband is justified in hitting or 
 beating his wife for commonplace reasons such as 

going out without telling him and arguing 
with him (figure 3.10). As argued ear-

lier, domestic violence can be both 
the outcome of an environment 

dominated by risk as well as a 
source of risky behavior. Better 
risk management tools can re-
duce the incidence of violence by 
reducing the stress  factors associ-

ated with risk. Beyond that, legal 
 sanctions against violent behavior 

provide a strong signal that, regard-
less of social norms, domestic violence 

has serious consequences. 

Enhancing access to labor markets 

To increase investment in skills, interventions should 
tackle demand and supply constraints. The first step 
is providing information about job opportunities 
and returns to education. Research from the Domin-
ican Republic shows that receiving information on 
returns to education significantly reduces the likeli-
hood that students will drop out of school before 
completion. In India, providing recruitment services 

places. Public policies can help, starting by ensuring 
that girls, in particular in poor households, complete 
their education. Providing child care alternatives and 
promoting family-friendly workplace poli-
cies can encourage women to stay in the 
labor force when they have children. 
Public action (through the media, 
for example) can also help coun-
ter social norms that keep women 
at home (see chapter 2).

Giving women more voice in 
household decision making has 
positive consequences for risk 
management and investment in 
human capital.57 Women’s empower-
ment can be achieved not only by en-
hancing access to the labor market but also 
by making women the beneficiaries of cash transfer 
and other social programs. Moreover, regulatory re-
forms that increase women’s land tenure and inheri-
tance rights, such as the reforms to the Hindu Suc-
cession Act, have been found to increase women’s 
bargaining power as well as human development 
outcomes for girls.58

Legal action against domestic violence is neces-
sary to counter social norms that tolerate violence 
against women and children. In East Asia and the 
Pacific, the Middle East and North Africa, and Sub-

F i g u r e  3 .10 Social norms in many regions tolerate domestic violence
Percentage of women who say that a husband is justified in hitting or beating his wife

Source: WDR 2014 team based on data from demographic and health surveys, for the most recent year available 2000–11.
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in specific sectors, such as agriculture, construction, 
or health care. Receiving and sending countries es-
tablish agreements on quotas, wages, and duration of 
stay. If workers fulfill the requirements, they can mi-
grate legally for a preestablished period, with a fixed 
contract and wage. Workers can reapply to the pro-
gram upon their return, which lowers their incentive 
to stay illegally once their contract expires.61

Lower transaction costs for remittances can im-
prove households’ ability to mitigate income losses, 
while opening the door to better income opportuni-
ties. Worldwide in 2011, migrants sent approximately 
$372 billion in remittances to their families in devel-
oping countries (see chapter 6). Migrants often pay 
hefty transaction costs to send small amounts of 
money through large carriers. Lowering transaction 
costs by encouraging competition and promoting 
transparency can increase the benefits of remittances 
significantly for receiving countries. Simply provid-
ing information about fees for different carriers can 
help. The project Envía CentroAmérica, financed in 
part by the World Bank and the Inter-American 
 Development Bank, provides detailed information 
about the fee variation across carriers for sending 
money to seven Central American countries. For ex-
ample, fees for sending $200 from Washington, D.C. 
to Guatemala ranged from 1.29 percent to 17.42 per-
cent, depending on the institution and the modality 
of payment. Mobile phones have also enabled many 
migrants, especially in countries like Kenya, to send 
remittances in a safe and affordable way.62 

Increasing access to financial products

Financial products are a crucial component of a 
household’s risk management strategy, and govern-
ments can facilitate access to formal financial prod-
ucts in several ways. As discussed earlier, poor 
households face significant barriers to access formal 
financial services. In addition to promoting the fi-
nancial inclusion of the poor through an appropri-
ate regulatory framework (such as consumer protec-
tion laws) and by expanding financial literacy (see 
chapter 6), governments can leverage social pro-
grams to connect beneficiaries with the financial 
sector through payment systems. This link has been 
made successfully in Brazil, Ecuador, and South Af-
rica, where beneficiaries of pensions and cash trans-
fer programs receive their payments electronically 
through the financial system (see box 3.2). In addi-
tion, carefully designed public subsidies can help 
expand the supply of certain commercial financial 
products, such as index insurance, that significantly 

for jobs to women delayed their decision to marry 
and have children and increased their reported desire 
to obtain training and work more steadily.59 

Second, education and training systems should 
help students develop the skills that employers want, 
which include soft skills, such as communications 
ability, in addition to reading and numeracy skills, 
according to employer surveys throughout the 
world. Evaluations of training programs for out-of-
school youth that combine soft skills with technical 
training have shown positive results in increasing 
beneficiaries’ chances of job placement and the 
quality of their jobs. Evidence also suggests that the 
delivery model that works best involves partnering 
with (accredited) private providers. Finally, many 
people need specific assistance to navigate the labor 
market and find the best opportunities available. 
Countries with sufficient implementation capacity 
can establish employment services to facilitate the 
matching process of employers and employees; 
these services have proven highly effective in high-
income countries, particularly for unskilled work-
ers.60 These skill-enhancement strategies can deliver 
better job opportunities, however, only if there is an 
accompanying demand for these skills. For that, a 
dynamic enterprise sector is crucial (see chapter 5).

Facilitating migration and remittances

Lowering barriers to domestic and international mi-
gration also helps households diversify incomes and 
respond to shocks. As discussed, domestic migration 
provides millions of families with alternative income 
opportunities outside farming. But for poor house-
holds, even temporary migration is a risky venture 
that many are not willing to pursue. In many cases, 
indirect policies that, for instance, lower transporta-
tion costs, can encourage temporary migration. In-
ternational migration also presents people with bet-
ter income opportunities, but increasing movements 
of undocumented migrants across countries have 
increased social tensions and violence and even cost 
lives. To mitigate these risks, sending countries can 
play a more proactive role in facilitating legal migra-
tion, protecting the rights of migrants abroad, and 
respecting migration policies of receiving countries. 
A few countries have implemented programs of reg-
ulated migration. While these programs might not 
always be able to ensure proper treatment of mi-
grants, they offer an avenue to migrate legally. Pro-
grams in Morocco, the Philippines, St. Lucia, and 
Tonga, for example, offer workers the opportunity to 
migrate temporarily to countries that demand labor 
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regressive.63 As a result, poor people receive substan-
dard treatment while bearing large out-of-pocket 
costs. Many countries have undertaken efforts to re-
form their health care systems to deliver better ser-
vices to the poor—while maintaining sustainabil-
ity—by moving toward a model of universal health 
insurance (see the cases of Turkey and the Kyrgyz 
Republic in spotlight 3). A growing consensus is fo-
cusing on three basic goals for reform: enhancing 
risk pooling to ensure that health expenditures do 
not overwhelm the household’s saving capacity; en-
suring  financial sustainability and equitable access 
by defining specific benefit packages and providing 
insurance at a low cost (or free) for the poor; and 
improving efficiency by delinking financing from 
service provision.

Table 3.3 summarizes some recent efforts in differ-
ent countries to expand access to health insurance. 
While many features respond to the unique context of 
each country, a few patterns are apparent. First, these 
efforts provide subsidies so that poor and vulnerable 
populations can obtain access to insurance. For ex-
ample, China’s rural health insurance program subsi-

improve risk management for the poor but that face 
scaling-up challenges (box 3.3). 

Building health and social protection systems 
that protect the most vulnerable

Because health and income shocks can be particu-
larly destructive for the poor, protecting them against 
these risks is a priority. This section discusses how 
countries can expand the coverage of health and so-
cial protection, starting with the most vulnerable 
populations, while striving to improve service deliv-
ery and results and still maintain fiscal sustainability. 

Health insurance reforms are increasingly im-
proving protection for the most vulnerable. In many 
developing countries, public health systems are frag-
mented, inefficient, and inequitable. Typically, health 
insurance systems are available to a minority of peo-
ple, usually workers in the formal sector, while ev-
eryone else has access to lower-quality national 
health care systems financed by general revenues. 
Such duplication puts financial pressure on health 
systems, creates tiered-quality services, and may be 

B o x  3 . 3  Index-based insurance: The potential and the challenges

Index-based insurance can be a viable instrument to manage agri-
cultural risk. Index-based, or parametric, insurance provides pay-
ments based on physical triggers (such as variation in rainfall) rather 
than loss claims. This type of insurance is less subject to moral hazard 
and has significantly lower transaction  costs. Although some farm-
ers bear significant “basis risk” because their risk is imperfectly cor-
related with the risk insured by the index contract, several studies 
show that index-based insurance increases investment and improves 
yields. In Tamil Nadu in India, for example, offering farmers index-
based insurance made them more likely to plant higher-yield (but 
riskier) rice varieties and less likely to plant lower-yield but drought-
tolerant ones. And when basis risk is large, having an informal net-
work can help by providing insurance against basis risk. Thus the 
presence of informal risk sharing actually increases demand for 
index-based insurance in the presence of basis risk. 

Still, the coverage of index-based insurance remains low. In par-
ticular, providers need to find better ways to market it by taking into 
account the context in which farmers operate, the variety of risks 
that they face, and their lack of experience with formal financial 
products. For instance, the studies for India show that selling insur-
ance to landless laborers, not just land owners, provided significant 
protection to their income and their ability to invest, because they 
bear a disproportionate share of agricultural risk. In Kenya and 
Rwanda, Kilimo Salama, an index-based insurance program for 

Source: WDR 2014 team based on Brown, Mobarak, and Zelenska 2013 for the WDR 2014; Alejandro de la Fuente for the WDR 2014; “Fact sheet: Kilimo Salama  
(“Safe Agriculture”),” available at http://kilimosalama.files.wordpress.com/2010/02/kilimo-salama-fact-sheet-final11.pdf.

small farmers, has managed to increase its client base by insuring 
inputs instead of harvests, using “aggregators” such as cooperatives 
to insure groups rather than single farmers, creating premium- 
sharing arrangements between farmers and agribusinesses, selling 
through local businesses that are frequented by the farmers, and 
paying claims immediately using mobile phones. 

Governments also have a role to play. The Mexican Catastrophe 
Climate Contingency Insurance Program provides state govern-
ments with funding for the purchase of insurance, most of which is 
index-based and targeted at subsistence producers below the 
threshold for commercial agricultural insurance. India’s Weather 
Based Crop Insurance Scheme has significantly expanded the use of 
index-based insurance by subsidizing premiums. However, govern-
ment premium subsidies create tensions in the market that are dif-
ficult to resolve. For example, selling subsidized index-based insur-
ance to landless agricultural laborers (who technically do not 
possess an insurable interest) opens the market to others (such as 
urban residents) to gamble with the product because the subsi-
dized premiums make the insurance product, in effect, look like an 
attractive lottery ticket. Government resources might be better tar-
geted to covering the up-front cost of installing weather stations 
needed to monitor rainfall at high density (to reduce basis risk), and 
to scaling up these investments, rather than subsidizing the price of 
the premiums.
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fee to everyone who is not in the civil service or the 
formal sector. Second, most insurance programs 
cover only a defined range of services, which can vary 
widely from country to country. Some countries have 
focused on covering primary care, while others cover 
only catastrophic illness, and still others offer a mix. 
Finally, several countries include the private sector in 
service delivery and make innovative uses of technol-

dizes at least 80 percent of the premium cost, and it 
aims to cover the entire rural population. In India, the 
Rashtriya Swasthya Bima Yojna scheme requires ben-
eficiaries to pay only a nominal registration fee to 
join; the premium is paid by taxpayers. Indonesia’s 
Jamkesmas scheme also covers the poor and near-
poor at taxpayers’ expense. In Thailand, the Universal 
Coverage scheme provides insurance for a nominal 

Ta B l e  3 . 3   Common features of programs to expand coverage of health insurance
What Who How

Use of general 
revenue financing 
to include the poor

Colombia The Régimen Subsidiado health insurance program offers free and heavily subsidized health care to the 
poorest.

India The Rashtriya Swasthya Bima Yojna (RSBY) insurance program requires payment of a small nominal fee 
(5 percent of the combined registration fee and premium).

Indonesia The Jamkesmas program covers the poor and near-poor population at no cost.

Mexico The Seguro Popular program offers a full subsidy to informal sector households. 

Thailand Any person outside the formal/civil service sector is covered for a nominal fee.

Turkey Premiums of the poor are covered by the state.

Vietnam Those below the poverty line and other selected groups are fully subsidized; the near-poor receive partial 
subsidization.

Higher quality 
and efficiency

India Authorizations and case management in RSBY and Rajiv Aarogyasri are fully electronic.

Defined service 
package

Brazil The Sistema Único de Saúde (SUS) offers a comprehensive package that includes essential drugs and dental 
care.

Mexico Package includes coverage of catastrophic illness.

South Africa The Antiretroviral Program provides testing, monitoring, and treatment for HIV/AIDS, based on a financial 
sustainability study.

Turkey Comprehensive basic benefits package includes diagnostic services, inpatient treatment, and hospitalization 
for emergency care.

Incentives on 
the supply side

Brazil SUS transfers to municipal governments depend on meeting performance and coverage targets. 

Colombia Capitation (per capita fees) and fee-for-service are commonly used in the Régimen Subsidiado.

India Private insurers are selected through competitive bidding and paid on the basis of enrollment.

Indonesia Providers are paid capitation at the primary level, and negotiated fees at the secondary level.

Services tailored 
to vulnerable 
populations

Brazil The Family Health Strategy uses outreach activities to expand use of primary care and to identify and treat 
common diseases.

Ethiopia The Health Extension Workers program trains households to adopt best practices and to become role models 
in their community.

Data-driven India Biometric data collected at enrollment are used for monitoring use and outcomes.

Kyrgyz 
Republic

Payment and utilization are analyzed to identify outliers and barriers to access and to forecast needs and costs.

South Africa Expenditures on personnel, drugs and supplements, lab services, and information systems are actively 
monitored.

Source: WDR 2014 team based on Cotlear, forthcoming, for Brazil, Colombia, Ethiopia, India, the Kyrgyz Republic, Mexico, South Africa, Turkey, and  Vietnam. For India, 
 Indonesia, and Thailand, see Adam Wagstaff 2011, “Health reform: A Consensus Emerging in Asia?” Let’s Talk Development (blog), April 12. http://blogs.worldbank.org/ 
developmenttalk/.
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employed and agricultural workers who work in the 
informal sector. In other countries, where contribu-
tory pension systems are supporting a rapidly grow-
ing elderly population, declining ratios of workers  
to retirees and a higher life expectancy make the 
current model unsustainable. 

As a result, more and more countries are expand-
ing coverage of basic pensions by introducing non-
contributory pensions financed by general revenues. 
For example, 13 countries in Latin America and the 
Caribbean now have noncontributory pensions for 
those not covered by the contributory system.64 Oth-
ers, like Mauritius, South Africa, and several high-
income countries, have historically relied on non-
contributory pensions. As figure 3.11 shows, aside 
from the former socialist countries in Eastern Europe 
and Central Asia, all developing countries that cover 
more than half of the poorest 40 percent of house-
holds with elderly members have noncontributory 
systems.65 Several studies show that noncontributory 
pensions have increased coverage and reduced pov-
erty among the elderly.66

ogy to improve efficiency. It is still too early to pass 
definitive judgment on the impact of these trends on 
health outcomes and household health expenditures, 
as well as their fiscal sustainability. But learning from 
these cases will be crucial as more countries move to-
ward universal health insurance.

Providing income support for old age

Life-cycle transitions such as old age reduce the abil-
ity of individuals to earn sufficient income to re-
main out of poverty. In addition, time-inconsistent 
behaviors discussed in chapter 2 justify policies to 
encourage people in their earning years to save for 
the future. In many countries, however, social insur-
ance systems (mostly for pensions and health) cover 
a minority of the population, usually the nonpoor. 
This exclusion occurs because so-called contribu-
tory insurance systems are financed by payroll taxes 
and contributions levied on employers and employ-
ees, typically only in the formal sector—which ef-
fectively denies access to the large proportion of self- 

F i g u r e  3 .11 Noncontributory pension programs have expanded coverage in 
developing countries, especially for the poorest 

Source: WDR 2014 team based on data from Evans, forthcoming.
Note: Years vary between 2003 and 2010. Countries marked in blue have noncontributory pensions. GNI = gross national income; 
PPP = purchasing power parity.
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Offering safety nets for bad times

Safety nets are also crucial to help the most vulnerable 
households manage risk and protect consumption in 
the face of shocks. Studies show that safety net pro-
grams such as public works and cash transfers help 
people build assets, take more risk in their productive 
activities, and accumulate human capital. Beneficia-
ries of programs in Bangladesh, Brazil, India, Mexico, 
Nicaragua, and other countries have invested more 
resources in high-risk, high-return ventures (such as 
fertilizer), have diversified their income away from 
agriculture, and have gained access to credit.69 

For example, public works programs provide la-
bor income while contributing to local economic de-
velopment. These programs are particularly benefi-
cial in countries with large rural populations, like 
those in Sub-Saharan Africa. Indeed, the region has 
more than 150 public works programs and more 
than 120 cash transfer programs.70 Public works pro-
grams protect households’ consumption in the face 
of income losses, while enabling them to build crucial 
growth-enhancing assets; examples include building 
water infrastructure and improving land manage-
ment at the local level. Moreover, public works pro-
grams have positive local economic spillovers, similar 
to other safety nets. For instance, the Extended Public 
Works program in South Africa boosted local econo-
mies, because 67 percent of the beneficiaries pur-
chased food from local shops.71 Most of these pro-
grams are targeted geographically, and beneficiary 
selection is done through self-targeting (by offering 
low wages, the programs attract those who most need 
the income, while encouraging them to continue to 
seek other work). These programs also have the flex-
ibility to respond to specific adverse conditions in 
certain households; for instance, the Ethiopian Pro-
ductive Safety Net Program uses family targeting, 
which allows the program to adjust the quota of days 
that a family can benefit from the program to the size 
of the family.

A systemic approach to social protection is help-
ing governments exploit synergies across instruments 
and deliver better service to all those who need it.72 
For instance, several programs have recently imple-
mented strategies that combine protection with ac-
cess to opportunity.73 These programs seek to “grad-
uate” beneficiaries sustainably by building pathways 
to better income through self-employment or wage 
employment opportunities. In most cases, these 
strategies require combining a range of instruments 
beyond simply providing cash transfers, such as pro-
viding links to financial services or training. Safety 

When contributory and noncontributory systems 
coexist, however, incentives to participate in man-
datory contributory systems may diminish. That 
 occurs because contributory systems may be ill- 
designed or because contributory and noncontribu-
tory systems may not be well integrated. Workers 
who move between formal and informal jobs or in 
and out of the labor force might not contribute suf-
ficiently to be eligible to receive benefits or might 
achieve very low income-replacement rates.67 Work-
ers in rapidly aging countries might contribute to-
ward increasingly uncertain benefits, creating a per-
ception of contributions as a pure tax on labor and 
encouraging them to underreport wages or opt for 
informal employment. 

To ensure that social insurance systems are equi-
table, fiscally sustainable, and minimize distortions 
in the labor market, countries should reconcile the 
need to expand coverage with the need to encourage 
private savings. Specifically, noncontributory sys-
tems that provide a basic level of benefits should be 
financed through general revenues just like any other 
basic government function. But not all countries are 
in a position to provide adequate benefits universally 
in a fiscally sustainable manner. In practice, many 
developing countries may be able to provide only a 
minimum level of benefits and possibly to only a tar-
geted population. That is true in particular for coun-
tries where the old-age dependency ratio is growing 
fast. Thus countries need to consider their long-term 
fiscal capacity in relation to their future commit-
ments to decide what the appropriate levels of cover-
age and benefits are. Importantly, they need to con-
sider the different options to collect the necessary tax 
revenues (see the “Focus on policy reform” at the end 
of this Report). 

Contributory systems can help to increase the 
adequacy of insurance benefits, but they need to be 
designed in a way that does not create distortions  
in the labor market. In some contexts, distortions 
will be avoided only if contributions are made vol-
untary and open to all, regardless of work status or  
if the mandatory contribution rates are reduced. In 
all cases, contributory systems should provide ben-
efits that are clearly linked to contributions. Further, 
incentives to save—automatic enrollment, matching 
contributions, simplifying processes, and lowering 
information barriers through financial literacy—
can have a significant impact. New Zealand’s 
 KiwiSaver scheme is an interesting example of an 
automatic enrollment program (with an “opt-out” 
option) that increased retirement savings for about 
half the population.68
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into two complementary groupings: policies to em-
power households, and policies to empower individu-
als within households to better manage their risks. 

The first set of policies addresses obstacles that 
households face as units, such as lack of 

information, lack of resources, and 
limited access to labor and financial 

markets. The second group ad-
dresses challenges to risk sharing 
within the household and imped-
iments that increase the vulnera-
bility of certain members, includ-
ing underinvestment in human 

capital, using children to manage 
risk, excluding women from financial 

decision making, and exposure to do-
mestic violence. Table 3.4 presents a sum-

mary of the policy recommendations discussed in 
this chapter, highlighting how combining different 
instruments may contribute to strengthening risk 
management, and the possible complementarities 
between them. This systemic approach requires 
strong coordination across government institutions 

net beneficiaries in Côte d’Ivoire, Rwanda, and Tan-
zania are encouraged to save part of their earnings by 
obtaining access to bank accounts and community 
saving groups. Public works programs in El 
Salvador, Sierra Leone, and South Africa 
also provide some basic and technical 
skills training.74 In Cameroon, ben-
eficiaries of the new cash transfer 
program attend financial literacy 
and business training activities. 
Evaluation from pilot programs 
that provide cash and training to 
beneficiaries in Ethiopia, Ghana, 
and Nicaragua show that the com-
bination of instruments leads to en-
try into higher-income activities in the 
short to medium term.

Putting it all together: Guidelines for 
policy implementation 

The policy recommendations to improve house-
holds’ risk management can be roughly categorized 

Ta B l e  3 . 4  Policy priorities to improve risk management at the household level

 Policies To suPPorT risk managemenT

 FoundaTional advanced

Knowledge Basic literacy and training  Secondary education and training Higher education and training

 Media and community campaigns Teaching preventive health  in schools

 Facilitating informed fertility decisions Access to mobile technology 

Protection  Sanitation infrastructure and preventive health care (including women’s health)

 Migration assistance/access to labor and other markets (especially for women)

 Regulation to guarantee equal property Policies to promote gender parity in   
 rights for women  leadership positions 

 Promulgation and enforcement of domestic violence and abuse laws 

Insurance Index insurance  
Financial inclusion of the poor

 Lower remittance costs

 Health insurance Pensions Unemployment 
  (old age, disability, death) insurance

Coping Self- and community-targeted    
 income support Means-tested income support

 Transfers targeted to women  

Source: WDR 2014 team.

Note: The table presents a sequencing of policies based on the guidance of chapter 2 for establishing policy priorities: be realistic in designing poli-
cies tailored to the institutional capacity of the country, and build a strong foundation that addresses the most critical obstacles sustainably and that 
can be improved over time.

Both policies that 
empower households 
as a unit and policies 

that empower 
individuals within 

households are 
necessary.
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across agencies, such as unified registries and data-
sharing protocols, and by building strong technical 
capacity among civil servants. In addition, key pro-
grams that help people manage risk, such as social 
assistance programs, need to be properly funded 
when they are needed the most: that is, during down-
turns. To do that, governments should exploit good 
times to set up safety nets that can be scaled up to 
cover more people and offer more benefits in bad 
times, when more households face illness, unem-
ployment, and other losses.

Promote flexibility 

Within the institutional framework proposed above, 
government policies and programs should also be 
sufficiently flexible to adapt to changing circum-
stances. One example is the labor market. Demo-
graphic and economic changes can cause deep 
changes in the labor market; thus labor market poli-
cies, including education and training policies, 
should be flexible enough to adapt to such changes. 
Similarly, safety net programs require both effective 
instruments to identify the most vulnerable house-
holds and individuals when crises hit and the neces-
sary infrastructure to deliver services in a timely 
manner. They should also be able to scale back their 
coverage when the crisis passes.  

Provide the right incentives

Increasing incentives for members of the household 
to take personal responsibility is an important part 
of empowering households to manage risk. Many so-
cial assistance programs are now taking incentives 
into account: for instance, by establishing benefits 
and setting time limits on receipt to avoid discourag-
ing beneficiaries from working. Public policy should 
also aim to change incentives within the household 
so that members decide to pool their resources for 
the benefit of all. This goal might require a mix of 
regulation reforms and specific design features in 
public programs (such as targeting of beneficiaries, 
combined with legal reforms). For instance, targeting 
women in cash transfer programs can empower 
them economically, but can also have negative reper-
cussions (such as an increased risk of domestic vio-
lence) if their legal protection is not guaranteed.75 

Protect the vulnerable

The first priority for policies to improve risk man-
agement should be those households that face the 

as well as between the government and the other eco-
nomic and social actors, and depends on the coun-
try’s institutional capacity. 

A country’s initial conditions also affect the use 
and effectiveness of each policy instrument. Hence, 
policies in table 3.4 are grouped according to a coun-
try’s initial conditions and follow the guidelines pre-
sented in chapter 2: first, to be realistic, with policies 
adapted to the country’s capacity; and second, to 
build a strong foundation, with policies that address 
the most important obstacles first and upon which 
more advanced policies can be designed and imple-
mented over time. Thus countries with limited re-
sources and low institutional capacity can begin by 
focusing on the most foundational policies: ensuring 
access to basic services, while also improving the effi-
cacy of informal mechanisms, for example, by facili-
tating migration and remittances. Countries that 
have laid the foundations for risk management can go 
beyond the basics and focus on expanding access to 
services and raising productivity to foster the ability 
of households to take advantage of opportunity—by 
improving access to formal risk management prod-
ucts, and expanding coverage of social insurance. 

In most countries, and in particular in those with 
limited capacity, implementing coordinated policies 
using multiple instruments can be very difficult. As 
discussed in chapter 2, obstacles inherent in public 
policy undermine the effectiveness of many govern-
ment actions in helping people manage risk. These 
obstacles include limited capacity and resources, co-
ordination failures within the government and with 
other actors, political economy constraints, and deep 
uncertainty. A few basic principles—following the 
guidelines to be realistic and build a strong founda-
tion—can help policy makers overcome these obsta-
cles as they design and implement policies.

Keep a long-run perspective 

To ensure their long-run sustainability, governments 
should make sure that policies are fiscally sustainable 
and that institutional arrangements transcend the 
political cycle. Often, governments come into office 
eager to establish ambitious “flagship” programs, 
which turn out to be unaffordable, especially during 
economic downturns. Moreover, many of these pro-
grams are operated in isolation, rather than in coor-
dination with similar and complementary programs 
run by other agencies. Instead of taking this short-
term approach, governments should focus on build-
ing a legacy through stable institutional arrange-
ments that improve coordination and efficiency 
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ter seek to overcome obstacles to risk management 
for households. In some cases, however, design flaws 
may create new barriers. For example, private saving 
incentives can be undermined if governments use 
the funds in public saving programs to finance cur-
rent expenditures. Price caps imposed on food sta-
ples to keep them affordable to the poor often result 
in massive shortages and speculation, making people 
worse off. In more extreme cases, governments enact 
regulations that legitimize social norms that may 
weaken household risk management, such as those 
that limit the economic and social participation of 
women. Anticipating the additional risks and other 
unintended consequences for risk management that 
policies might generate should help governments 
avoid implementing policies where “the medicine is 
worse than the disease.”

largest barriers to preparation. Too often, however, 
the definition of vulnerability is determined by inter-
est groups. In the United States, the government 
spends 2.2 times as much on the elderly as on chil-
dren, yet 22 percent of children under 18 live in pov-
erty, compared with 9 percent of adults aged 65 and 
older.76 Similarly, Brazil has practically eradicated 
poverty among the elderly, but not among children. 
Transparent policies with clearly defined priorities 
and goals, but with the flexibility to reallocate public 
funds when these goals are not met or when they 
change, can help. 

Do not generate uncertainty or  
unnecessary risks 

Policies should not create new obstacles to risk man-
agement. Most of the policies discussed in this chap-
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