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Outline

* Findings of IFAD/WFP research
* Present the key recommendations

* IFAD WFP Weather Risk Management Facility
strategy

e [IFAD/WFP experience in Ethiopia
* Discussion
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The Weather Risk Management
Facility

e Ajointinitiative of the International Fund for

Agricultural Development (IFAD) and the World
Food Programme (WFP).

e Launched in 2008 with the support of the Bill
and Melinda Gates Foundation.

Objective: Increase the access of vulnerable
smallholders to a wide range of risk
management tools to promote agricultural

development and more effective disaster risk
management
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Presentation Notes
the WRMF is a joint initiative of the International Fund for Agricultural Development (IFAD) and the World Food Programme (WFP). It draws on IFAD’s experience in rural development and on WFP’s expertise in disaster risk reduction and management. 


=
Traditional farmer risk management

strategies

e Crop diversification
 Farm fragmentation
e Share-cropping

e Savings, Credit,
Remittances

e Sub-optimal
farm output

e Highly
vulnerable to
Temporary employment low frequency
Intra-community covariate risks
sharing (e.g. severe

And more droughts)
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When a weather shocks occur, poor people are vulnerable. Local coping strategies often break down. Under the threat of a possible weather shock, poor people avoid taking risks. They shy away from innovations that could increase productivity. Financial service providers are reluctant to lend to farmers if drought might results in widespread defaults.
Index insurance seems to offer the opportunity for managing weather risk. However, there are some significant challenges that must be addressed.


Index insurance

* Afinancial product —an insurance policy

linked to an index such as rainfall,

temperature, humidity or crop yields rather
than actual loss

 Payments are triggered when the index
reaches a predefined threshold that can be
expected to result in crop losses

e Used for (i) development and (ii) disaster
management


Presenter
Presentation Notes
Development. Index insurance may be able to help farmers manage the weather risk that is partially responsible for keeping them in poverty traps. Help farmers to protect their investments and can open doors to ways to increase income (e.g. access to credit; contract farming)

Disaster management. Several pilots have been exploring the use of index insurance as part of disaster risk management portfolios of government and relief agencies. Government and relief agencies, which usually bear the cost of responding to large scale disasters,  have used insurance policies linked to weather indices when extreme weather events occur.  It would protect people, their lives, health and assets against catastrophic events. The key advantage are the speed of payout, which allows rapid response; and the ability to plan ahead of a disaster, in the knowledge that funds will be available when they are needed


Advantages of index insurance

Transparency
No on-farm loss adjustment
No subjectivity to payouts

No adverse selection and no moral hazard

Addresses correlated risks

Lower operational and transaction costs

Rapid payout
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Transparency: Policy holders have access to the information on which payouts will be calculated. 
No on-farm loss adjustment: No subjectivity to payouts.
No adverse selection and no moral hazard: All producers are treated equally. Adverse selection occurs when insurees have hidden information about their risk exposure that is not available to the insurer. Moral hazard occurs when in hidden activities that increase their exposure to risk as a result of purchasing an insurance. The hidden activities can leave the insurer to higher level of risk than had been anticipated when the premium rates were established.
Addresses correlated risks: Perils such as drought are challenging to insure with traditional insurance products.  
Lower operational and transaction costs: Requires limited client assessment; claims can be settled at lower cost.
Rapid payout: Measurement of weather station data, with no field loss adjustment, allows rapid payouts to be made.



Disadvantages of index insurance

e Basis Risk, potential difference between the loss
experienced by the farmer and the payout
triggered by the index.

e Limited perils: Index insurance only covers one or
two weather risks.

Replication: Products need to be specifically
tailored to each location and crop, which requires
considerable technical work.



Presenter
Presentation Notes
Basis Risk, potential difference between the loss experienced by the farmer and the payout triggered by the index. 
Spatial basis risk: Local variations in the occurrence of the peril (e.g. rainfall) around a weather station.
Temporal basis risk: When the insurance phases are not well aligned with the intended crop growth stage.
Product basis risk: Crop losses can be caused by many reasons besides severe weather. 
Limited perils: Index insurance only covers one or two weather risks. 
Replication: Products need to be specifically tailored to each location and crop, which requires considerable technical work.



Study background

36 weather index insurance programs
evaluated and reviewed

A comprehensive analysis of opportunities,
challenges and good practice with WII
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Additional challenges for index
Insurance
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1. Critical lessons learned

* Create a
proposition of real
value to the
insured, and offer
Insurance as part
of a wider package
of services
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As sais before, we looked at 36 ongoing weather index insurance programs. Offering a wide range of experiences, these programmes provide important lessons and suggest avenues for reaching scale.
Offering a w wide range of With development index insurance, products should catalyse access to credit and
other financial services, technology or new markets, and they should help generate
significant additional income. These value-added products, which complement
existing risk-management strategies, can be attractive even without subsidies. The
additional income created must be substantial, that is, it should be more than just
enough to cover the insurance premium. Products must be affordable and cover the
most relevant risks with minimal basis risk, and there must be opportunities to
finance the premium (e.g. credit, savings or other contractual arrangements with
input suppliers or agricultural producers in contract farming).

Offer insurance as part of a wider package of services
Catalyze access to credit and other financial services, technology, information, and new markets
Contribute to generating increased incomes
 PepsiCo contract farming


WFP

PepsiCo India’s Package (¥ i

e High quality potato
seeds

e Access to fertilizer,
pesticides, chemicals

e Extension services

* Fixed buying price with
iIncentive structure

Weather information
via SMS

Index insurance
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India – PepsiCo. This index insurance programme was designed to cover potato
crop losses due to late blight disease, which in turn is associated with weather
events that can be indexed. The insurance comes with credit and a market contract,
and it offers substantial income gains to participating farmers. The programme
states the insurance premium and benefits clearly, and it integrates the premium
payment into the overall package

Malawi – tobacco. Among the 350,000 smallholders who grow tobacco, less than
15 per cent currently have access to formal credit, which is widely needed to buy key
inputs for tobacco production. As weather-related risks are the main impediment to
local bank lending, the World Bank’s Commodity Risk Management Group
(CRMG)9 joined with local banks, insurance companies and contract farming
companies to provide index insurance that covers the value of the input loan, not
the crop. If there is a drought, the insurance payout repays part of the loan costs.
By buying the insurance, farmers can access credit, obtain modern inputs and
receive production advice – and thus increase their production and incomes.


2. Critical lessons learned

e Build the capacity
and ownership of
implementation
stakeholders
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Work with local stakeholders in the lead
Continuously build the capacity of partners: Insurers, regulators, farmers associations, financial service providers, clients, etc.
Having local stakeholders in the lead is critical, especially to overcome initial
challenges, and it is important to build their capacity continuously. There are many
hurdles in establishing index insurance programmes that make spontaneous, marketdriven
development difficult. In nearly all pilots to date, an outside agent or
champion initiated and catalysed action. These actors attracted sufficient resources to
overcome missing public goods and roles (e.g. insufficient weather stations, and
inadequate insurance laws and regulations), and they established reinsurance
arrangements. They also helped train local brokers, insurers and other intermediaries,
who typically had no prior experience with index insurance, and they coordinated the
agrometeorological research needed to identify viable insurance products. In some
cases, these actions identified and cultivated national champions, who then played
key leadership roles in jump-starting developments at national and local levels.
Malawi

Malawi. In 2005, CRMG launched a pilot programme in which index insurance was
used as a means to manage the risks of providing credit to farmers. As experience
with agricultural insurance here was minimal, CRMG was central in the process of
building capacity, working to raise awareness and stimulating the interest of
potential partners. It also played an important coordinating role in working with
insurers, banks and the National Smallholder Farmers’ Association of Malawi
(NASFAM) to design and roll out the product. This kind of focused capacity building
was essential in getting the first index insurance pilot off the ground.
India – PepsiCo. PepsiCo recognized the need to address the significant weatherrelated
risks that were affecting its potato out-growers and, by extension, its supply
chain. It worked with ICICI Lombard and WRMS to develop a risk-management
product as part of its package of services for out-grower farmers. As a result, in
coordinating with these other actors, PepsiCo was playing a major role in
providing technical support to smallholders in all phases of the farming season
(Case Study 2).
India – BASIX. In 2003, an IFC/World Bank design for an index insurance product
sparked the interest of BASIX in piloting it. Together they cultivated the interest of
reinsurers and launched the first successful pilot of index insurance in India. The
local insurance product manager at BASIX, who was key to the success of this pilot,
later went on to become an insurance broker, further developing the weather index
insurance market (Case Study 5).



3.Critical lessons learned

* Increase client
awareness of
index insurance
products
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Rio Grande do Sur, Brasil . Proagro invested a lot in client education. 45 were dedicated 


4. Critical lessons learned

.

e Graft onto
existing, efficient
delivery channels,
engaging the
private sector
from the
beginning
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Use well-functioning channels—farmers associations, financial service providers, traders, etc.—to reach clients
Bundle insurance with partners’ ongoing activities and products
Government extension services/infrastructures; safety nets


5. Critical lessons learned

* Improve the
infrastructure and
quality of weather

data
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Quality, quantity (network), and access. Capacity to manage weather data and infrastructure. Sustainability, private players are selling data to a wide range of players WRMS
Accurate, timely weather data are key to successful index insurance products
Limits of national meteorological services limits scale and sustainability
 India, Weather Risk Management Services


6.Critical lessons learned

* Promote enabling
legal and
regulatory
frameworks

WFP
L

&
"y JUIFAD

. Enabsling poor rural people
o ovErcome poverty



Presenter
Presentation Notes
Proper formal regulatory environment is key for private sector engagement
Public sector should support improvements in weather data and agricultural statistics
 China, WRMF pilot


7. Critical lessons learned

 Monitor and
evaluate products
to promote
continuous
Improvement
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Effective M&E exercises to promote learning and adaptation
Ongoing product review identifies new opportunities for improved technology, information, data, and marketing 
Impact assessment


Key pillars under the WRMF strategy

1. Building the capacity of local stakeholders in
weather risk management

2. Promoting inclusive financial systems for poor
people in rural areas, including innovative delivery
channels and client education

3. Improving weather and climate services,
infrastructure, data monitoring and management

4. Promoting holistic approaches to weather risk
management



Presenter
Presentation Notes
Not a singular component makes the difference, but the combination and interlinkage of those
Well coordinated preparedness (including index insurance), prevention, mitigation and adaption will lead to efficient and effective climate risk measures


Ethiopia’s Disaster Risk Management

Framework

Early Warning
System

with reliable baseline
and trigger points

Contingent
Financing

of contingency plans

Contingency
Planning

for appropriate and
timely response

Capacity Building

for effective plan
implementation

wfp.org
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The Livelihoods, Early Assessment, Protection (LEAP) project implemented in partnership with the Government of Ethiopia with funding from the World Bank (WB), to develop a nationally-owned risk finance and management framework linking early warning, contingency planning, and capacity building to a 160 million US dollar contingency fund. LEAP provides the government and donors with an objective mechanism to allow early scale up of the Productive Safety Net Program (PSNP) when drought increases needs in the country. In addition, LEAP has developed a cutting edge food security early warning system that provides agro-meteorological drought monitoring feed by an expanded network of automatic weather stations (20 have been installed, 30 more will be provided in 2011) in combination with satellite data, and in phase two will incorporate flood and pastoral area early warning tools, as part of the government’s national early warning system.


How LEAP informs risk management

w

Weather Index
Insurance




LEAP software outputs: examples
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LEAP software outputs: examples

LEAP Bulletin — October 10, 2008

Analysis of the 2008 Meher cropping season
(and analysis of Rangeland conditions)
as at September 30, 2008

\;;WFF:
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Word Food Program Worldbank Govemnment of Ethiopia

Introduction to analysis for 2008

Looking back at the Belg season (ended in May) it becomes apparent that Belg was |less favourable then last years.
Many Belg areas have not received sufficient rains for planting especially in Northern and Eastern areas. In areas
where planting has been possible, this has generally taken place later then last years leading to lower yields and in
some areas no yields at all.

This means that the success of the Meher season & mare crucial for food security in Ethiopia than cther years. The
Meher s2ason started off ate in the North-East, whie more or l2ss normal in the rest of the Meher arsa. Conditions
have been generally good in the second half of July throughout September. Yields should be normal to above
average, except for Eastern Tigray and Amhara.

Highlights for the development of the Meher season

Rainfall
« MNormal to good rainfall has occurred in the manth of September 2008 in most Meher areas except for Jijiga

and W. Harerge.
s The rains started late in some zones - especially Meher eastern zones of Amhara, Tigray and Jijiga (see

earlier bulletins).
« The Rangeland areas of Afar and MNorthern Somali have received below normal rainfall since the beginning of

this year.
« The south of Somali region received narmal rainfall with
strong local variations.

Flanting Opportunifies
« PFanting has been early to normal in the western parts of the
Meher area.
« PFanting has been late in the eastern part of the Meher area
+ For long cycle crops planting has been (too) late in the
eastern parts of Amhara and Tigray, given a normal Meher
end of season.

Expectad Yield Raduction fong cydfa crops with high water s,
reguirament (Tike long-cydle Maize) ;
« The western areas have generally have a few percent yield MapaiMaher Arod ansyzed
reduction, which should predict a normal harvest. Some of
the yield reduction is caused by water excess rather than

IThe gray area is roughly the area where the
eber ropping season is taking place

Page 1 of 14




How LEAP informs risk management

Weather Index
Insurance




Drought index Insurance Pilot
Ethiopia

e Partners: MoA, Nyala Insurance, National Met
Agency, WFP
 Drought insurance coverage (haricot beans) during

the 2009 Meher season for 137 farmers of the Lume-
Adama farmers’ cooperative union in Bofa, Oromia

Introduction of fully automated weather stations to
monitor rainfall and trigger compensation

Premium: 11% of the sum insured — pre-financed by
farmers’ cooperative




Drought index Insurance Pilot Il

* 50% of the total sum insured (approx. USS
25,000) was paid out due to erratic and less
rainfall than normal

e Key lessons:

— Client education — Awareness and understanding
of the product creates trust

— Timeliness of pay-outs

— Combination with credit and agricultural inputs
— Weather data quality, quantity and access

— Capacity building at all levels




Recommendations to governments,
development agencies, and donors

 Technical assistance, training, and product
development

e Client education and training
* Innovation

 National weather services, infrastructure, data
systems and research

 Enable the legal and policy environment
* Promote a holistic approach to risk management
* |mpact studies




Thank you very much!

f.rispoli@ifad.org

niels.balzer@wfp.org

Further information and full report at:

www.wWfp.org/disaster-risk-reduction
www.ifad.org/ruralfinance/wrmf/index.htm
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Achievements to date

Assessment of 36 index insurance initiatives — lessons
and recommendations for scale and sustainability

Country level assessments: Ethiopia, Mali, Kenya and
China

Pilot exercises in China and Ethiopia

Weather data infrastructure support to national
meteorological agencies

A technical guide for donors: Effective ways to support
index insurance

Mapping exercise with Wageningen University to
determine crop vulnerability to weather and climate
risk, also relative to weather data availability and
household socio-economic conditions
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