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Extreme weather events were almost twice as common over
the past ten years as they were during the 1980s.1 The people
on the frontlines of the climate crisis are those who are least
responsible for causing it: the world’s poorest and most vulnerable communities. There is an urgent need to better support
them in building their resilience to climate impacts. Insurance
can play a valuable role in this, yet there is a vast gap in coverage across the developing world. Only around 100 million poor
and vulnerable people in Africa, Asia and Latin America are
covered, directly or indirectly, by insurance that protects them
against climate risks.2

To have the maximum impact on poverty and resilience, climate risk insurance must be:
1 Accessible

Provide sustained public
funding for targeted premium
support.
E mbed a gender framework into
climate risk insurance policy and
programming.

Climate risk insurance has three benefits for poverty and vulnerability:
1.	
Protective: Insurance acts as a safety net so that when disaster strikes, fast insurance payouts prevent a family from
falling into, or deeper into, poverty.

2 High-impact

2.	
Promotive: The security afforded by insurance enables people to boost their productivity, building pathways to prosperity.
3.	
Transformative: Insurance can incentivise and support preparedness and risk reduction for individuals and the whole
of society.
In order to realise these benefits, however, it is crucial to recognise that insurance is not a silver bullet and cannot work effectively as a standalone solution. Rather, it must be implemented
as part of an integrated climate risk management strategy.
There is growing political momentum around climate risk insurance, and a new opportunity to channel this towards a concrete
goal of reaching an additional 400 million vulnerable people
by 2020 through the G7 InsuResilience Initiative launched in
2015. However, donors will need to play an active role if insurance-based approaches are to reach and truly benefit the poorest and most vulnerable people. This work must go beyond
‘building markets’, in which the imperative is typically to transition schemes to commercial viability as soon as possible. Donors should be prepared to provide long-term support to reach
the most vulnerable and marginalised people that the private
sector alone will not.
In this report, we present the outline of a new set of Pro-Poor
Principles for Climate Risk Insurance. We hope that these
Principles can be adopted and adapted as a benchmark by
which to judge investments by donors, including through the
G7 InsuResilience Initiative.


Effectively
target and reach poor
and vulnerable people.


Ensure
the efficacy of the insurance mechanism in building
resilience and reducing poverty,
immediately and over time.
I ntegrate insurance with essential livelihood activities.

With growing political interest at the national and global
levels, there now exists a prime opportunity to expand climate risk insurance protection to hundreds of millions of
vulnerable people. But without concerted efforts by governments and donors, we will miss the chance to equip ourselves
with a tool that could help to transform our approach to building resilience and better managing the ever more dangerous
risks of climate change.

In order to maximise this opportunity and prioritise
the poorest, RESULTS UK makes the following recommendations.
For donors:
1.

Adopt the Pro-Poor Principles of Climate Risk Insurance, which provide an evidence-based guide
to targeting investments to reach and benefit the
poorest and most vulnerable people.

2.

Invest strong political will into the G7 InsuResilience Initiative and double financial commitments
to match the level of ambition set out in the Initiative’s goal of reaching an additional 400 million
poor and vulnerable people by 2020.

3.

Develop comprehensive risk financing strategies
that explicitly prioritise the expansion of climate
risk insurance for the purpose of poverty reduction
and resilience amongst vulnerable communities.


Incentivise
risk reduction and
preparedness.
3 Enabling


Strengthen
policy and regulatory frameworks for insurance.
Foster financial education.
 uild capacity through the
B
system.
Invest in open data systems.

4 Transparent,
Accountable and
Participatory

 romote inclusive and meanP
ingful participation of affected
communities.
 equire rigorous transparency
R
and accountability in partnerships with the private sector.

For the G7 InsuResilience Initiative:
4.

Set a gold standard by laying out an evidence-based
and principled approach to ‘what counts’ and ‘who
counts’ in scaling up climate risk coverage.

5.

Focus greater efforts on microinsurance in order to
reach 100 million people through direct approaches by 2020.

6.

Accelerate progress: greater urgency is needed to
frontload investments in order to deliver on the
highly ambitious goal of the Initiative within four
years’ time.

Photo credit: Jerry Mlembwa/One Acre Fund

EXECUTIVE SUMMARY

Pascal and Roza’s Story, Tanzania
Husband and wife Pascal and Roza Maliga live in the village of Sadani in the rural Tanzanian district of Iringa. In
the past, the couple usually managed to harvest only a
few bags of maize and some beans and potatoes from
their two one-acre plots of land – not enough to feed
themselves, their three children and their grandson for
the year, let alone generate profit for much-needed investment. When One Acre Fund expanded its agricultural
programme into Sadani, Pascal and Roza both decided to
sign up.
One Acre Fund is unique in delivering a complete bundle
of essential goods and services for smallholder farmers
right to the farm gate, including hybrid seeds and fertiliser, training on how to maximise crop yields, education
on how to minimise post-harvest losses and the option
to buy additional products on credit, such as solar lamps
and harvest storage bags. The programme has another
distinctive feature: it bundles in crop insurance. In areas
like Iringa, where rain-fed agriculture predominates, the
increased droughts and unpredictable rainfall patterns
brought about by climate change can throw smallholders’ lives into crisis.
“I like farming with One Acre Fund because they care for
their farmers,” says Pascal. “I was very happy to receive my
insurance because it helped me repay my full loan.”
Roza adds: “Before, we never got any insurance payout ever
since we started farming. When we bought seeds and fertilisers from the shop, nobody cared to give us insurance
when … we faced drought or unusual rain challenges. That
became our own loss.”
Pascal and Roza are reaping the benefits of One Acre
Fund’s integrated approach and their newfound economic stability. Since their enrolment onto the programme in
2013, they have been able to pay their children’s school
fees, build a house with iron-sheet roofing and invest
in new sources of income, such as chickens. As Roza explains: “Our life was very bad in the past, but now we are
no longer speaking about hunger and skipping meals … I
always have food in my kitchen and my children never go
hungry since we joined One Acre Fund.”
Story courtesy of One Acre Fund: www.oneacrefund.org
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INTRODUCTION
“The poor live in uncertainty, just
one natural disaster away from losing
everything they have... Such events can
erase decades of hard work.”
World Bank3

Extreme weather events are shattering livelihoods and
lives. The people on the frontlines of the climate crisis are
those who are least responsible for causing it: the world’s
poorest and most vulnerable communities. People like Zemada in Ethiopia, whose children teetered on the brink of
chronic hunger because drought destroyed her harvest. Or like
Antoine, a smallholder farmer in Saint Lucia who was left struggling with debt after Hurricane Dean flattened his greenhouses and his sugarcane crop. Or like Habyarabatuma in Rwanda,
who faced the same question every growing season: would he
have to sell off the family’s goats just to survive if the rains failed
again?
Poverty is closely interlinked with exposure and vulnerability to
disaster risk,11 not least because:
	Two-thirds of the extreme poor work in agriculture, predominantly smallholder agriculture, one of the sectors
most affected by natural hazards.12 Smallholder farming
is an already inherently risky business, with entire families’
futures resting precariously on a multitude of factors – including the weather – coming together in exactly the right
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Earlier this year, experts convened by the World Economic
Forum named failure to tackle climate change as the single
biggest risk facing our world.4 The devastating impacts of climate change are already being felt across the globe. Prominent
among them are extreme weather events, which were almost
twice as common over the past ten years as they were during
the 1980s.5 In 2014, 53,000 people per day were forced from
their homes by disasters caused by natural hazards: an 11% increase from the previous year.6 According to UN Secretary-General Ban Ki-moon, we are living through “an age of mega crises”.7 While scientists cannot definitively attribute any specific
disaster to climate change, they are increasingly able to link
the heightened probability and magnitude of extreme weather
events – such as heatwaves, droughts and excessive rainfall – to
human-induced global warming.8 And they predict much more
extreme weather over the coming decades.9 As just one example, the number of people exposed to severe droughts could
increase by 17% by 2030 and as much as 90% by 2080.10
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There is an urgent need to better support poor and vulnerable communities in building their resilience to climate
impacts. Without this, it is estimated that at least 100 million
people will be pushed back into extreme poverty by 2030, reversing the hard-won progress of recent years and making it
impossible to achieve the Global Goals for Sustainable Development.18

	People living in poverty often have little choice but to
settle and live in areas that are more exposed to natural
hazards, due to affordability and marginalisation. Evidence shows that they are much more exposed than nonpoor people to drought, detrimentally high temperatures,
urban flooding and landslides.15 Moreover, surveys have revealed that they tend to lose a much greater share of their
income and assets when a disaster strikes.16

Insurance could play a critical role in building resilience, yet
there is a vast gap in coverage across the developing world.
According to data from Swiss Re, an astonishing $1.3 trillion (or
70%) of catastrophic losses globally were uninsured over the
past decade.19 Weather-related disaster economic losses in developing countries alone averaged $8.1 billion per year over the
past ten years.20 Today, vulnerable people still have extremely
limited access to insurance coverage that protects them from
climate risks. Only 10% of smallholder farmers worldwide have
access to agricultural insurance, for example.21 Just 100 million
people in Africa, Asia and Latin America are covered by direct
(55 million) or indirect (45 million) climate risk insurance.22

	Those living in poverty are the least able to cope with
climate shocks when they do occur, due to a lack of assets, access to information and financial services (such
as savings and insurance), as well as insufficient government support and other safety nets. For example, two billion people do not have adequate access to financial services such as bank accounts or other forms of savings, credit,
remittances or government social protection programmes
that could help them to weather the storm.17

Photo credit: Lorenzo Bosi/World Food Programme

way in the one or two growing seasons that are available
each year. For example, in Andhra Pradesh in India, 89% of
households report rainfall variability as the most important
source of risks that they face, and in Ethiopia, researchers
have found that rainfall shocks are the largest source of risk
to consumption.13 Climate change is making this enterprise
much more difficult and unpredictable.14

Figure 1: Weather-related loss events worldwide, 1980-2015

Zemada’s Story, Ethiopia

700

Zemada Kebeb is a smallholder farmer who lives in the village of
Abraha Atsbeha in the drought-prone Tigray region of Ethiopia.
Throughout her life, recurring droughts have left her and her
four children teetering on the brink of chronic hunger. When
one drought hit, and Zemada couldn’t pay back the small loan
she had been obliged to take out in order to invest in seeds and
fertiliser for her farm, she even found herself in court. However,
a few years ago she enrolled with the R4 Rural Resilience Initiative: a groundbreaking programme run jointly by the World
Food Programme and Oxfam America. This programme integrates four key components: microinsurance, savings, microcredit and local risk reduction activities such as planting trees.
Built into Ethiopia’s national social safety net, the scheme is
specifically targeted at people who were previously considered
uninsurable due to a combination of poverty, lack of education
and geographic remoteness.
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Number of hydrological events
(Flood, mass movement)

Number of climatological events
(Extreme temperature,
drought, forest fire)

Note: This chart shows
‘relevant’ rather than ‘registered’ loss events. ‘Relevant’
events are those that
exceed defined thresholds
of normalised overall losses
(of US$100,000, $300,000,
$1m or $3m, depending
on country income group)
and/or result in at least one
fatality. Since the reporting
of smaller-scale events that
fall below these thresholds
has improved systematically
over time, using relevant
events enables a more
accurate analysis of overall
trends.
Source: Munich Re, Geo Risks
Research, NatCatSERVICE

“Thanks to the assets created through these initiatives, the environment is changing in our village,” says Zemada. “We have more
water, we planted more trees and we have less heat than before.”
Nowadays, Zemada has five sheep on the farm and has expanded into growing mangos. She is no longer forced into selling her
belongings in order to keep up with her loan repayments. Hundreds of other farmers in her village have also benefited from
the programme.
“I was always very afraid of what could happen if a drought occurred at the end of the season,” explains Zemada. “Now we have
no fear because we have seen that insurance works.”
Story courtesy of Lorenzo Bosi, World Food Programme:
www.wfp.org

When drought reappeared in 2012, Zemada received an insurance payout of 2,100 Ethiopian birrs (roughly £70). This sum not
only covered her loan repayment but also added two sheep to
the family farm, which now produce milk for her and her children.

WEATHERING A RISKY CLIMATE I 9

CLIMATE RISK INSURANCE: REALISING THE POTENTIAL
“Insurance approaches for the poor
should address the most pressing needs –
uncertainty to livelihoods, food security and
development aspirations – that get in the
way of opportunities to reduce poverty.”
Munich Climate Insurance Initiative23

WHAT IS CLIMATE RISK INSURANCE?
Climate risk insurance is a form of risk transfer mechanism designed to pay out to the policyholder when defined climate-related events take place, thus diversifying losses across people
and time. In practice, this usually means ‘index’ or ‘parametric’
mechanisms that pay out when specific conditions – such as
the amount of rainfall, wind speed, or the greenness of vegetation in a specific geographic area – fall outside of pre-defined
parameters. Broadly speaking, climate risk insurance can be implemented at three levels:
	Micro-level insurance: a form of direct cover whereby individuals such as farmers hold policies and receive payouts
directly. These policies may be sold or distributed via aggregator organisations such as farmers’ cooperatives or NGOs.
	Meso-level insurance: a form of indirect cover whereby
policies are held by – and payouts made to – ‘risk aggregator’ organisations that provide services to individuals,
such as financial institutions, cooperatives, credit unions or
NGOs. In practice, this is often applied to lending organisations to cover their loan portfolio.
	
Macro-level insurance: a form of indirect cover whereby
policies are held by – and payouts made to – governments or
other agencies working at national level, in order to provide
emergency funding without cutting into their regular budgets. Increasingly these schemes are operationalised through
regional risk pools, such as the Africa Risk Capacity, the Caribbean Catastrophe Risk Insurance Facility and the Pacific
Catastrophe Risk Assessment and Financing Initiative.

Photo credit: Riccardo Gangale/ILRI
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HOW CAN CLIMATE RISK
INSURANCE REDUCE POVERTY AND
VULNERABILITY?
The potential benefits of climate risk insurance for reducing
poverty and vulnerability can be grouped into three clusters:
protective, promotive and transformative.24
1. Protective: Uninsured losses can lock families into a cycle
of destitution. Most immediately, insurance acts as a safety net so that when disaster strikes, fast insurance payouts
prevent a family from falling into – or deeper into – poverty. Without insurance or any other safety net, people are often
forced to resort to negative coping strategies when shocks
occur.25 Evidence shows that low-income households often sell
their livelihood assets and may be forced to take their children
out of school.26 Case studies in Ethiopia and Malawi suggest
that the cost of a drought to households can increase from zero
to about $1,300 if support is delayed by 6 to 9 months, and
resulting desperate decisions can have far-reaching and even
irreversible impacts on families.27 After tropical storm Ondoy
and Typhoon Pepeng in the Philippines in 2009, the province
of Rizal (one of the hardest-hit) saw its poverty rate rise from
5.5% in 2006 to 9.5% in 2009; six years later, 7.6% of families
were still under the poverty line. Insurance can offer a safety net
to prevent this descent. For example, during the 2011 drought

in Kenya, pastoralist households with insurance were 36% less
likely to distress-sell their livestock and 25% less likely to reduce
meals as a coping strategy.28
2. Promotive: The security afforded by insurance enables
people to take smarter risks and boost their productivity,
building pathways to prosperity.29 People living in poverty
tend to opt for lower-risk – but also lower-return – activities.
In Tanzania, for instance, poorer farmers prefer to grow sweet
potatoes (a relatively low-risk, low-return crop), reducing
their earnings by 25% on average.30 J-PAL’s analysis of ten
randomised evaluations of weather index insurance found that
insured farmers shifted production toward crops that were
more weather-sensitive, but also more profitable.31 Similarly,
many smallholder farmers may not qualify for a loan due to
insufficient income and assets. Having insurance could be the
difference that enables a subsistence farmer to take out a small
loan for the first time to invest in higher-productivity inputs or
tools.32 Insurance also allows farmers to feel more confident
because they know that the payout will protect them if their
crops fail due to extreme weather.33 Participants in one weatherindexed microinsurance programme in Rwanda earned 16%
more income and invested 19% more into their farms than
their uninsured neighbours.34 In another such programme,
productivity, investments in livestock and household income
rose among pastoralists covered under index-based livestock
insurance.35

Shocks

The emergence of innovative ‘index’ or ‘parametric’ insurance over the past
decade is a potential game-changer for giving poor and vulnerable households access to insurance. The transaction costs involved are dramatically lower than
those of traditional indemnity insurance, particularly in the predominantly rural and
remote locations in which the poorest communities live. It has, for the first time, made
climate-related microinsurance feasible for low-income households on a mass scale.
Coverage is based on an index or set of parameters that is correlated with
losses, such as wind speeds or the amount of rain during a certain window of
time. This information can be collected through weather stations, satellites and mobile
phone data.
Payouts are then triggered automatically when the weather data falls above
or below a pre-specified threshold. As such, index insurance is designed not to
protect people against multiple problems, but rather for situations in which there is a
well-defined and quantifiable climate risk that significantly influences livelihoods or a

3. Transformative: Designed well, insurance can incentivise preparedness and risk reduction. Beyond a point, risks
become uninsurable. At a societal level, the insurance industry
therefore has a potentially powerful role to play in promoting
the urgent mitigation of further dangerous climate change. At
a household level, the price signal within the premium itself
can incentivise risk reduction. In the same way that a car insurance firm will reward someone who has installed a car alarm
Figure 3: The promotional function of
climate risk insurance

Figure 2: Escaping poverty with and without risk management options

RISE FROM POVERTY

What is index insurance and how does it differ from traditional insurance?

With risk
management
options

government’s ability to provide protection and services for its citizens.
The grounding of index insurance in objective weather data (rather than actual losses) tackles the issue of ‘moral hazard’, a phenomenon whereby insured
clients may be prone to take risks or act more carelessly if they know that they will benefit from a payout.
However, index insurance has limitations. The index design can never be perfectly accurate, particularly when available weather data is not high-quality or granular
enough. Farmers may receive a payout even when their crops survive; conversely, they
may experience losses when a payout is not triggered, which could damage their trust
in the insurance product. This problem is called ‘basis risk’. It can never be completely
eliminated, but it can be minimised through improved design of indices and products,
data innovation (such as openly shared, high-resolution satellite data) and good communication with clients so that they are fully aware of these basis risk issues.

and parks off-street with cheaper premiums, weather-related
risk insurers would be able to decrease premiums where policyholders had made efforts to reduce physical risks; for instance,
by building dykes or reforesting parts of their land. Such activities should also be actively designed into publicly supported
insurance programmes. Finally, insurance relies on systematic
assessment and mapping to highlight risks that may otherwise
have been poorly perceived.

Escape
from poverty

Low returns
to investment/
low income

High returns
to investment/
higher income

Poverty line
Risk-aversion
in investment

Safety net

Vulnerability

Without risk
management options
Source: Munich Climate Insurance Initiative36
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TIME

Readiness to invest
in higher return/
higher risk assets

Lack of resilience

Source: Modified from International Labour Organisation37

Resilience

Climate risk
insurance

WEATHERING A RISKY CLIMATE I 13

Figure 4: Selected financial tools for extreme
weather events along frequency-impact spectrum

Too frequent for
insurance. Other
financial solutions
needed e.g. social
safety nets,
savings,
credit and
remittances

Climate risk management
Extensive
small-scale
events

Risk reduction
and adaptation
most efficient

Higher frequency
Lower impact

Extreme weather
e.g. droughts,
heatwaves, storms
and floods

Foreseeable, slowonset phenomena
e.g. desertification,
sea level rise, ocean
acidification and
glacial retreat
Range of dedicated
public funds and
compensation

Extreme
weather
Insurance
Micro
Meso
Macro
and
insurance-linked
securities e.g.
cat bonds

Prevention linked
with insurance
e.g. risk analysis,
early warning
and contingency
planning

Lower frequency

Catastrophic
disasters

Such systematic risk analysis is critical for governments and
other institutions to adopt to enable them to proactively prepare for, and adapt to, climate change.39 Through instituting
these processes, systems and the data infrastructure required
for them, there are huge potential co-benefits to be gained for
disaster risk reduction.
In order to realise these benefits, however, it is crucial to
recognise that insurance is not a silver bullet and cannot
work effectively as a standalone solution. Rather, it must
form part of an integrated climate risk management strategy.

“Climate insurance can enhance resilience, but
only if it is part of a wider adaptation strategy,
rather than being considered in isolation or, worse,
as an alternative to adaptation.”
S. Surminski, L. Bouwer and J. Linnerooth-Bayer40
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‘Risk layering’ – a method of analysing and segmenting risks
according to their frequency and impact and identifying appropriate risk management tools accordingly – is a critical approach for understanding when insurance (or any other instrument) may or may not play a useful role.43

THE ROLE FOR DONORS

Higher impact

Insurers reluctant
to cover risks.
Public and donor
assistance and
compensation

localised – yet frequently recurring – events.42 However, insurance is inherently unsuitable for such risks, which occur more
frequently than once in five years, simply because premiums
would be so high that it would not be cost-effective. For risks
that occur more frequently, a whole series of alternative solutions is needed, including improved weather information; early
warning systems that are acted upon; agricultural adaptation practices such as reforestation, sustainable irrigation and
adoption of new crop varieties; better urban planning and climate-resilient infrastructure; more comprehensive and flexible
social safety nets, and increased access to savings, credit and
remittances.

Source: Author’s own, based on analyses by Munich
Climate Insurance Initiative, International Institute for
Applied Systems Analysis and OECD38

AN IMPORTANT TOOL, NOT A
SILVER BULLET
Insurance and other risk financing solutions are appropriate only
in certain conditions and for certain risks along the spectrum of
adaptation and loss and damage. Firstly, insurance can support
resilience to unforeseeable, discrete events such as extreme
weather, but is not applicable to many kinds of climate change
impacts, including slow-onset events such as sea-level rise and
desertification. Dedicated public funds must be made available
to tackle these eventualities through activities such as flood
protection; agricultural development; economic diversification;
compensation; and relocation of populations when necessary.41
Secondly, communities tend to place high priority on addressing ‘extensive’ disasters: relatively low-severity, small-scale and

The expansion of climate risk insurance for development and
poverty reduction will only work if it can effectively mesh different interests and expertise through public-private partnerships.
The private sector will play a key role in providing risk capital,
expertise and technology; furthermore, a number of leading
members of the global reinsurance industry are progressively
building weather-related products in developing countries into
their core, long-term business strategies. However, there must
be no tacit assumption that the private sector will be either willing or able to expand the frontiers of insurance to the world’s
poorest and most vulnerable people on a commercial basis.
There is a critical and strongly evidenced role for donors to actively support the take-up of effective climate risk insurance
approaches in order to benefit these groups. This work must go
beyond ‘building markets’, in which the imperative is typically
to transition schemes to commercial viability as soon as possible. Donors should be prepared to provide long-term support
to reach the poorest people that the private sector alone will
not.44
Given that insurance has a specific set of applications within a
broader climate resilience strategy, and that ODA resources are
finite, donors will need to make careful decisions about how
and when to invest in climate risk insurance. In doing so, and
to maximise the benefits and minimise the opportunity-costs,
they should bear in mind the following four points:
1. Investments in insurance should not replace – but can
powerfully complement and overlap with – investments in
disaster risk reduction.

Studies have shown cost-benefit ratios for various disaster risk
reduction (DRR) interventions ranging from 1:2 to 1:40.45 Despite this it is striking that, over the past 20 years, five times more
global aid was spent on humanitarian relief than on prevention
and preparedness.46 Given these statistics, it is quite clear that
investment in insurance should not replace investment in DRR.
However, when designed well, there can be powerful complementarities between the two.47
First off, insurance is one of the industries most negatively affected by climate change. Insurers have a powerful interest
in maintaining the ‘insurability’ of weather events, and many
of them have been outspoken about climate impacts and the
need for urgent mitigation.48 Second, risk premiums have a
signalling effect (that is, those paying them are incentivised to
reduce risks in order to lower the price or prevent it increasing),
which can function to change behaviour even when the premium is part-subsidised.49 Furthermore, insurance programmes
can and should be deliberately designed to promote and reward risk reduction.50 There are also huge potential co-benefits
to be gained for disaster risk reduction through the systematic
institution of risk analysis and risk monitoring and the data infrastructure required to inform them. Lastly, since no country
or community will be able to adequately reduce the risk of or
prepare for every single eventuality, financing strategies that
transfer the remaining risks should be embraced as an effective
way to ‘smooth’ these losses between people over time, and to
alleviate the worst impacts.
2. As a method of delivering post-disaster relief, insurance
can create new efficiencies in the system, thereby saving
public resources that can be reinvested in sustainable
development and disaster rehabilitation and recovery.
Insurance (and other forms of risk financing) contrast with international aid appeals as a mechanism for funding post-disaster
relief in a number of ways. Whereas international humanitarian assistance – where it is available at all – can sometimes take
months to get through (particularly for events like slow-onset
droughts), parametric insurance payouts can take just weeks.
This rapid response can prevent a downward spiral of crisis
from taking hold, warding off potentially massive human and
financial costs. Analyses have indicated that for each £1 spent
on intervention delivered in 2-4 weeks through the African Risk
Capacity (ARC), £4.40 is saved in traditional emergency assistance.51 A second distinction is the leveraging of private-sector
capacity through the insurance and reinsurance mechanisms.
This not only brings in new sources of capital, technology and
expertise, but also transfers climate risks away from vulnerable
individuals and governments to the world’s private capital markets (which are far better able to absorb and deal with them)
and thus reduces fiscal repercussions when crises occur.
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Investment in climate risk insurance is not a substitute for the
broadening and deepening of social protection systems. However, coping with the massive contingency represented by climate risks will be extremely challenging for most developing
countries. At the macro level, insurance can offer one solution
by bringing in additional risk assessment expertise and financing some of this escalating contingent risk.52 For instance, Kenya’s drought contingency plan for the ARC sets out how 75% of
its total potential payout would be deployed through the government’s Hunger Safety Net Programme, which already provides unconditional cash transfers via smartcards to chronically
food-insecure households in the poorest and most climate-vulnerable counties.53 At the micro level, the International Labour
Organisation has identified several clear options by which microinsurance can link directly into social protection systems or
provide complementary advantages (with households making
use of both) or supplement social protection with ‘top-up’ coverage.54 There is ample evidence that one promising avenue for
scaling climate-related microinsurance is its integration into

national social protection systems, as demonstrated in the R4
Rural Resilience Initiative case study detailed later on in this report.55
4. Investments in a positive enabling environment for
insurance can reinforce a much broader poverty reduction
and livelihoods agenda.
It is widely recognised that one of the most critical roles for governments and donors in successfully expanding pro-poor climate risk insurance is support for the enabling environment.56
Enabling investments include strengthening policy and regulatory frameworks, fostering responsible financial inclusion and
education, building capacity through the system and investing
in the necessary high-quality open data infrastructure to support parametric insurance. Many donors are already undertaking such efforts through a variety of bilateral and multilateral
programmes. Ensuring that insurance programming is closely
tied in with these existing investments will increase efficiency,
as well as yielding myriad co-benefits and positive spillovers
for sustainable development more broadly. Ensuring that donors’ approach to insurance is strategically integrated with their
work on financial inclusion, livelihoods and poverty reduction
should enhance these co-benefits.

Walter’s Story, St Lucia
On Christmas Eve 2013, the Caribbean island of St Lucia was
drenched by a freak storm. Torrential rains and high winds result in floods, landslides, power outages and damage to roads,
bridges, homes and businesses. Six people were killed, hundreds displaced, and tens of thousands directly affected. The
loss and damage totalled $100 million – roughly 8% of St Lucia’s
GDP –around $13 million of which hit the agricultural sector.57
Among those affected was Walter Edwin, a small-scale honey
producer. Extreme weather events like the Christmas Eve storm
can have a serious impact on beekeeping. Honey bees cannot
fly during torrential rain, and even when the rain stops, most
pollen and nectar will have been washed away from the surface
of flowering plants, meaning the bees cannot feed.
Walter had been one of the first people to take out a new weather-indexed microinsurance product – the ‘Livelihood Protection
Policy’ (LPP) – when it became available in St Lucia. Within days
of the storm’s arrival, Walter was sent an SMS alerting him that
he would receive a payout, which he could come and claim at
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3. Insurance should not be seen as a substitute for social
protection systems, but can integrate with them, finance
contingent risk and provide additional types of cover
where appropriate.

Habyarabatuma’s Story, Rwanda
his local credit union. The automated, index-based design of
the scheme meant that the process was far quicker than the
month-long wait that traditional indemnity insurance would
have entailed. The rapid payout was a vital lifeline for Walter’s
livelihood. He used it to buy feed for his bees, preventing them
from starving and allowing his honey production to continue.
Walter explains that the parametric aspect of the LPP was an
important part of his decision to buy a policy:
“The whole process was very quick and efficient. I have had traditional insurance before and was always very frustrated and upset
by the claims process. When I filed a claim the insurance company would tell me that I was missing some form or try to find some
other way to avoid paying me. These experiences have made me
wary of traditional insurance products. Many of my friends are also
very sceptical of insurance due to their own negative experiences,
but I am trying to convince them to sign up for the LPP.”
Story courtesy of Munich Climate Insurance Initiative:
www.climate-insurance.org

Thirty-six year-old Habyarabatuma Phocas lives with his wife
and four children in Kamonyi, southern Rwanda. A smallholder
farmer by trade, he grows maize on a 2.5-acre plot. Habyarabatuma understands the growing threat of extreme weather all
too well, having lost his crop to drought several times in the
past. Whenever that happened, it left him without money for
inputs like seeds and fertiliser and forced him to reduce the
amount of land he could plant in the subsequent growing season, shrinking his income further still. Selling off the family’s
few goats for cash to reinvest in the farm was sometimes the
only option. It was a precarious livelihood.
In 2014, when ACRE Africa introduced weather index microinsurance to his area, Habyarabatuma was sceptical – but he
decided to give it a try. The timing could not have been better. That year, a drought in the first planting season triggered a
payout, which allowed Habyarabatuma to invest in seeds and
fertiliser to boost his maize production in the next season.

Insurance has brought another benefit for Habyarabatuma: it
has given him access to a bank loan for the first time. Globally,
less than a quarter of the demand for credit among smallholder
farmers is being met, despite financial inclusion being an important catalyst for poverty reduction.58 Banks often find it too
risky to lend to groups like smallholder farmers and pastoralists
because most of them lack collateral. Because Habyarabatuma
now has insurance, which acts as a kind of collateral, he can access small bank loans. When his maize crop is harvested and
sold, he can comfortably repay the loan and reinvest for the
next season, with more income left over for his family than ever
before. In this way, microinsurance can help to create a virtuous
cycle of self-reliance and economic security.
“Since I started taking insurance, I now have peace of mind and feel
more confident when investing in my farm,” he says.
Story courtesy of ACRE Africa: www.acreafrica.com
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WHY NOW?
“We will intensify our support for
vulnerable countries’ own efforts to
manage climate change related disaster
risk and to build resilience. We will aim
to increase by up to 400 million the
number of people in the most vulnerable
developing countries who have access
to direct or indirect insurance coverage
against the negative impact of climate
change related hazards...”
G7 Leaders59

CONDUCIVE SHIFTS IN THE
INTERNATIONAL POLICY LANDSCAPE
As we move from a landmark year of setting international priorities for sustainable development to the next phase of delivering on them, climate risk insurance can help to support the implementation of several high-priority policy agendas, including:
The Sendai Framework on Disaster Risk Reduction
This global framework, agreed in March 2015, aims to help governments and other actors to improve their preparedness and
resilience to disaster risk. The Sendai Framework highlights the
importance of mechanisms for disaster risk transfer and insurance at all levels – global, regional, national and local – and, for
the first time, includes an explicit role for the private sector to
play by contributing to disaster resilience.60
The Global Goals for Sustainable Development
Building resilience to shocks and stresses, including those
caused by climate change, is a defining feature of Agenda
2030.61 Climate risk insurance can be a means by which to help
achieve several of the targets, including:
	
1.5: ‘By 2030, build the resilience of the poor and those in
vulnerable situations and reduce their exposure and vulnerability to climate-related extreme events and other economic, social and environmental shocks and disasters.’
	
8.10: ‘Strengthen the capacity of domestic financial institutions to encourage and expand access to banking, insurance and financial services.’
	
11.5: ‘Significantly reduce the number of deaths and the
number of people affected and substantially decrease the
direct economic losses relative to gross domestic product
Photo credit: VisionFund International
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caused by disasters … with a focus on protecting the poor
and people in vulnerable situations.’
	
13.1: ‘Strengthen resilience and adaptive capacity to climate-related hazards and natural disasters in all countries.’
	
13.3: ‘Improve education, awareness-raising and human and
institutional capacity on climate change mitigation, adaptation, impact reduction and early warning.’
	
13.5: ‘Promote mechanisms for raising capacity for effective
climate change-related planning and management in least
developed countries and small island developing states.’
The Paris Climate Agreement and UNFCCC Climate Process
Climate risk insurance and closely related mechanisms, such as
risk assessment and early warning systems, were highlighted in
several parts of the text relating to loss and damage agreed in
Paris in December 2015.62
The Paris Agreement itself (the core, legally binding part of the
deal) for the first time introduces ‘loss and damage’ as a third
pillar of international climate policy, alongside mitigation and
adaptation. ‘Loss and damage’ refers to adverse climate change
impacts that have not been prevented by mitigation or adaptation. The standalone loss and damage article calls for governments to enhance their action towards “risk insurance facilities,
climate risk pooling and other insurance solutions”. The ‘Paris
Decision’ (the non-legally binding part of the text, which sets
out the action plan of the UNFCCC and governments) outlines
a roadmap on comprehensive climate risk management and
recognises insurance as an essential tool to address loss and
damage.
The Paris climate deal also strengthens and extends the work of
the Warsaw International Mechanism on Loss and Damage
(WIM), the UNFCCC body tasked with addressing climate-related loss and damage. Climate risk insurance is particularly relevant for two of the WIM’s nine ‘action areas’ (on risk management
and finance) and is one of its two key operational priorities for
2016, with the Paris Decision calling on its Executive Committee
to “establish a clearinghouse for risk transfer that serves as a repository for information on insurance and risk transfer”.
World Humanitarian Summit
One of the key themes of the World Humanitarian Summit is
shifting from reacting to shocks after they occur to proactive
preparedness and resilience-building before disasters strike,
including through smart financing models. Through the
High-Level Leaders’ Roundtables and other opportunities, the
World Humanitarian Summit presents a platform for governments and others to demonstrate their commitment to climate

20 I WEATHERING A RISKY CLIMATE

risk insurance, including through strong pledges of additional
funding.
Universal Financial Inclusion
Achieving universal financial inclusion by 2020 is recognised as
a priority by the G20 and a wide movement of stakeholders.63
Climate-related microinsurance in particular, which requires a
way of administering payouts to individual policyholders, both
benefits from and incentivises broader financial inclusion efforts
– particularly when integrated with programming on financial
education, regulatory strengthening and consumer protection.

GROWING MOMENTUM AMONG
DEVELOPING COUNTRIES
Increasing numbers of developing countries are actively exploring options for climate risk insurance, in many cases with
donor support. According to one estimate, some 15 developing
countries have already introduced direct weather index insurance programmes, as well as some 20 at the institutional level
(often on a pilot or experimental basis).64 At the macro level, regional risk pools have emerged in Africa, the Caribbean and the
Pacific, and discussions are underway about a new risk facility
for Asia. Other types of sovereign risk financing such as publicly supported climate risk management funds and catastrophe
bonds; drought insurance, agricultural insurance and scalable
social safety nets are also proliferating.65 At the micro level,
below are just a few examples of a trend towards exploration
and adoption of weather index programmes and other models
of climate-related insurance:
India recently announced a new nationwide National Crop
Insurance Scheme to amalgamate the patchwork of earlier
schemes, with big ambitions of reaching 50% of the country’s
farmers by 2018, made possible in part by near-total government premium subsidy.66
In Kenya, the government has launched a new National Agricultural Insurance Programme and a Kenyan Livestock Insurance
Programme to cover small-scale farmers and herders against
weather-related crop failure and loss of livestock.67 The policy
and regulatory frameworks for risk insurance are also being developed in Kenya through revisions to the Insurance Act and
work by the Insurance Regulatory Authority.68

In Zambia, government agricultural extension workers have
been supporting the rollout of a new weather index insurance
e-voucher product aimed at small-scale farmers who have received inputs from the government’s Farmer Input Support Programme. As of February 2016, 60,000 farming households had
been enrolled in drought protection.70

InsuResilience has five distinctive features:
1.	
Its stretch goal, which affirms strong donor ambition at a
potentially critical moment in the innovation and scale-up
of climate risk insurance instruments, such as weather index
microinsurance and regional risk pools.

The government of Nigeria is currently looking at applications
of index insurance to help it reach a goal of protecting 15 million smallholder farmers with agricultural insurance by 2017.71

2.	
Its specific targeting of the poorest and most vulnerable
people, with the explicit acknowledgement that meeting
this challenge will require targeted and transparent donor
support to cover or partially cover the cost of the premiums.

THE G7 INITIATIVE ON CLIMATE RISK
INSURANCE

3.	
Its framing of insurance as one tool within a comprehensive climate risk management system in a continuum of
prevention, risk reduction, risk retention and risk transfer –
not as a standalone solution or panacea.

Recognising the growing momentum on climate-related insurance among developing countries and development partners,
and seeking to harness this political will towards a specific goal,
the German G7 Presidency launched the G7 Initiative on Climate Risk Insurance, ‘InsuResilience’, in June 2015. The Initiative
aims to expand insurance coverage against the negative impact of climate change-related hazards to an additional 400
million vulnerable people by 2020, as well as to support the
development of early warning systems in the most vulnerable
countries.72 It provides a platform for donors to come together
around an ambitious common goal and to coordinate, monitor
and evaluate their efforts through a joint framework.
At the Paris Climate Summit, G7 countries reaffirmed their support for the Initiative by signing a Joint Statement in which
they stated their intention to provide “$420 million of public
funds through bilateral and multilateral cooperation”, to work
towards mobilising additional private finance and to cooperate
in monitoring and evaluating their joint efforts in reaching the
goals of the initiative.73 They estimated that this $420 million
will increase coverage by an additional 180 million people: almost halfway towards the goal of 400 million by 2020.74
Germany and the United Kingdom have taken leading roles in
the development of the G7 Initiative, thus far committing the
largest financial contributions. Canada, the United States and
France (together with some other non-G7 countries) have also
pledged towards the Initiative. Led by BMZ –the German Ministry for Development – the operational and governance structures and the monitoring & evaluation (M&E) framework for
InsuResilience are currently being developed.

4.	
Its recognition that a mix of both direct and indirect approaches will be required, with a suggested breakdown of
the overall target into 100 million people reached through
direct cover and 300 million through indirect cover.
5.	
Its creation of a dedicated space in a still-nascent sector
in which stakeholders – spanning government, the private
sector, academia, civil society and others – can come together to influence the establishment of norms and standards, share information and best practices and collaborate
on the development of new projects and programmes.
In order to realise the potential to help turn insurance into a
transformative climate resilience tool for hundreds of millions
of the world’s most vulnerable people, the G7 InsuResilience
Initiative will need to:
1.	Set a gold standard by adopting the Pro-Poor Principles for
Climate Risk Insurance;
2.	Prioritise microinsurance as a vital complement to macroand meso-level approaches; and
3.	Accelerate efforts and frontload investments in order to
reach the ambitious goal by 2020.

In March 2016, the government of Ethiopia launched a new
vegetation index-based microinsurance product that is intended – together with new index-based livestock insurance – to
scale up to 15 million low-income farmers by 2020, using digital
technology and distributed through local cooperatives and microfinance institutions.69
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PRO-POOR PRINCIPLES FOR CLIMATE RISK INSURANCE
“These principles provide a gold standard
to ensure climate risk insurance
benefits those in poverty”

In this chapter, we present the outline of a new set of principles,
which should be embedded into risk insurance policy and programming to ensure that the potential of climate risk insurance
as a tool for building resilience among those living in poverty
is fully realised. These have been created based on a set of success factors identified by the Munich Climate Insurance Initiative75 and further developed through a wide-ranging literature
review and consultation with experts. We offer these principles
not as a finished product but as a contribution to a growing
and much-needed conversation around how to make sure that
climate risk insurance is not just done, but done well for those
living in poverty.
1 Accessible


Effectively
target and reach poor
and vulnerable people.

Provide
sustained public funding
for targeted premium support.
E mbed a gender framework into
climate risk insurance policy and
programming.

2 High-impact


Ensure
the efficacy of the insurance
mechanism in building resilience
and reducing poverty, immediately
and over time.
I ntegrate insurance with essential
livelihood activities.

Incentivise
risk reduction and
preparedness.

3 Enabling


Strengthen
policy and regulatory
frameworks for insurance.
Foster financial education.
Build capacity through the system.
Invest in open data systems.

4 Transparent,
Accountable and
Participatory

 romote inclusive and meaningful
P
participation of affected
communities.
 equire rigorous transparency and
R
accountability in partnerships with
the private sector.
Photo credit: Coco McCabe/Oxfam America
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PRINCIPLE 1: ACCESSIBILITY

PRINCIPLE 2: HIGH-IMPACT

1. Effectively target and reach poor and vulnerable people.

4. Ensure the efficacy of the insurance mechanism in
building resilience and reducing poverty: immediately
and over time.

Effective and innovative distribution of insurance has been
described as the “lynchpin” of advancing microinsurance coverage.76 Donor agencies are well-placed to take advantage of
the large number of relationships and networks through which
they are already working in developing countries, as well as
to forge new partnerships that can reach and gain the trust of
the many poor, rural and remote communities who will benefit
most from improved coverage. Characteristics of good distributors have been identified as: trusted (for example, having an
existing relationship or well-known brand), accessible (for example, having a presence in rural or remote areas) and transactional (already transacting payments). Promising distribution
channels that should be expanded include microfinance institutions; rural banks; mutuals and cooperatives; NGOs; input
suppliers; unions; and mobile networks. However, donors must
also be cognisant that many of the poorest and most marginalised people are by definition more likely to be excluded from
some of these networks. Donors should therefore also seek to
facilitate climate risk insurance provision, both directly and
indirectly, through social protection systems and other context-appropriate inclusive mechanisms.
2. Provide sustained public funding for targeted premium
support.
We must be clear: the poorest people will not be able to afford
the price of microinsurance premiums. Few insurance schemes
that benefit the poor have been started and sustained without publicly-funded premium support.77 Indeed, according to
a World Bank survey of 65 countries, the public cost of agricultural insurance subsidies represents more than 50% of the
premiums paid by farmers in the majority of countries. Public
funding for agricultural insurance in many high-income countries (including Italy, Spain and the United States) represents
more than twice the premium paid by farmers.78 To ensure protection for the poorest, donors will need to cover – at the very
least – the marked-up part of the premium (that is, the additional component of the price on top of the purely risk-based
component, which can easily make up 20% of the overall price).
For the extremely poor who cannot afford to cover even the
risk-based component, donors may need to provide targeted
support that covers the full premium. J-PAL’s analysis of ten randomised evaluations of weather index insurance showed that
subsidised insurance had greater impact than cash compensation, indicating that premium support may be more effective
than cash transfers in some contexts.79
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3. Embed a gender framework in climate risk insurance
policy and programming.
An estimated 1.1 billion women worldwide are currently locked
out of access to any formal financial services, including insurance.80 Agriculture and small-scale enterprise form the livelihoods of the majority of the extreme poor; therein, women
face economic, social, cultural and legal barriers to boosting
their productivity and income.81 Furthermore, according to one
study, women and children are 14 times more likely than men
to die during disasters.82 Climate insurance schemes should
learn the lessons of previous work in both the microfinance and
climate adaptation fields. These suggest that, unless a gender
framework is specifically built into development programmes,
women are vulnerable to being excluded or even further disadvantaged. This is especially important for insurance: women
tend to be more averse to exploring insurance options due to
lower levels of financial literacy and self-confidence in financial decision-making.83 As such, donors should build an explicit
gender component into their M&E frameworks for climate risk
insurance. Incorporating a gender analysis to address these
particular vulnerabilities, and demonstrating impact through
collecting and reporting gender-disaggregated data, can enable donors to achieve this.84

Donors should evaluate impact not only by the number of people directly or indirectly covered by insurance but also by how
effective it has been at enhancing their resilience. In the immediate event of a climate shock, this should involve monitoring
whether and how the insurance mechanism kicks in to provide
benefits. This could include a number of established insurance
social performance indicators on (for example) basis risk; incurred and rejected claims ratios; renewals, promptness and
complaints.85 However, if insurance is being deployed as a tool
to reduce poverty and to strengthen people’s livelihoods, these
aspects must also be monitored over the longer term. Donors
should draw on the existing large body of theory and practice
on measuring resilience and progress out of poverty, with an
emphasis on tracking the prevalence and depth of poverty,
food security, nutrition and security of livelihoods.86
5. Integrate insurance with essential livelihood activities.

6. Incentivise risk reduction and preparedness.
Donors should approach climate risk insurance not in isolation
but as part of a continuum of risk reduction and management.
Poorly designed insurance schemes that do not incentivise
risk reduction and preparedness may unwittingly undermine
climate resilience through moral hazard; alternatively, they
may represent too high an opportunity cost, given the limited
public resources available for disaster risk management. Investment in insurance should not replace investment in DRR; rather,
it should take advantage of the synergies between the two. This
should include the alignment of insurers’ interests with mitigation and risk reduction, the price signal of the risk premium and
the co-benefits of instituting comprehensive risk analysis and
requisite data systems (such as for early warning systems and
contingency planning).89 Furthermore, programmatic linkages with resilience and adaptation activities (such as new crop
varieties, sustainable irrigation schemes, rainwater harvesting
and improved soil conservation) should be built into insurance
schemes.

Climate risk insurance has experienced limited demand as a
standalone product. To tackle the multiple interlocking risk
factors and barriers faced by people living in poverty and vulnerability (particularly groups such as smallholder farmers), donors should integrate insurance with complementary products,
services and interventions that strengthen their livelihoods.87
These include:
	
Credit
	
Savings
	
Quality inputs, such as seeds and fertiliser
	
Extension services, training and advice
	
Weather information and alerts; for example,
via SMS updates,
	
Outgrower contracts under which companies
buy produce from farmers.
What these packages look like will vary considerably in different
contexts, and donors will need to develop them according to
local users’ needs and preferences. They should not, for instance,
assume that bundling with credit is always a suitable option.88
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PRINCIPLE 4: TRANSPARENT,
ACCOUNTABLE AND PARTICIPATORY

PRINCIPLE 3: ENABLING
Donors should support countries to strengthen their policy and
regulatory environments around insurance and to ensure consumer protection.90 This is particularly important for climate risk
insurance because it entails new (and rapidly developing) kinds
of products, such as index insurance, new service providers and
distributors and a target group that has is likely to have never
accessed insurance – or, indeed, any formal financial service.
Donors should provide technical assistance and support to
build capacity, including by creating and updating regulation
to govern index insurance, microinsurance and digital financial
services, as well as policies that incentivise the responsible provision of insurance for low-income and vulnerable groups. They
should also support the coordinated collection, auditing and
open publication of key datasets – such as weather information,
climate risk modelling and agricultural data – that are required
for effective parametric coverage.91
8. Foster financial education.
As with all financial services, insurance can only be expanded
responsibly and effectively if clients have sufficient financial literacy and capability to judge which types of products would
benefit them, understand how these products work and their
potential downsides (such as basis risk) and are aware of their
consumer rights and responsibilities.92 This work is intensive
and demanding, and private companies are typically unwilling
to spend their own resources on laying the groundwork (such
as through advertising, marketing and outreach initiatives) to
create a market when competitors can subsequently capture
that market’s benefits. In this sense, investments in financial
literacy and inclusion can be best viewed as a public good. Donors should treat the scaling up of innovative climate risk insurance programmes as a vehicle via which donors can reach
the poor and foster a culture of responsible financial inclusion;
for example, through outreach, education and financial skills
programmes.
9. Build capacity through the system.
Implementing climate risk insurance well requires the active
involvement of a large number of stakeholders: domestic/primary insurers; reinsurers; distributors, agents and intermediaries, and multiple government departments and regulators in
each country or region. In many countries, adequate capacity
and expertise are lacking, which has been identified as a key
barrier to the success of scaling up access to insurance.93 This
is compounded in an innovative field such as climate risk insurance by the fact that insurance products (including index and
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11. Promote inclusive and meaningful participation of
affected communities.

microinsurance), technologies and distribution channels will
be new and unfamiliar to many of these actors. Where relevant
– and working closely with the private sector and other partners
– donors can help to overcome this barrier. They can do this by
providing technical and financial assistance to build capacity
in areas such as: improving awareness and understanding of
different insurance mechanisms and their links to disaster risk
reduction and preparedness; best practice and international
standards for regulation and consumer protection; the collection and auditing of weather data; systematic contingency
planning; climate risk modelling and premium pricing, marketing and distribution and claims processing.

Without the meaningful participation of affected communities it will be impossible to truly match insurance schemes to
their needs, which experience to date suggests are likely to be
highly context-specific. The participatory process can help to
build trust and understanding of the insurance product among
potential clients and can tap into additional sources of local expertise. In the case of agricultural insurance, for instance, farmers are often the best experts on local agronomic and climactic
conditions. At the micro level, a good example is the consultation of farmers in the design of indices through the Social
Network for Index Insurance Design.95 Meanwhile, at the macro
level, it will be critical for donors to foster meaningful participation of affected communities in contingency planning, and
tracking and accountability for insurance payouts.

10. Invest in open data systems.
For index insurance products to work effectively, offer genuine
value and gain client trust, they must be grounded in accurate,
reliable and timely data that is as granular and localised as possible. Climate risk insurance is often built on indices that use
agricultural and climate data. This could include yield data, livestock mortality data, remote sensing data and many different
types of weather data. The quality of the protection depends
on the quality of the index, which in turn depends on the quality of the underlying data.94 Many poorer countries currently
lack the expertise and the hard and soft data infrastructure
(functional weather stations, climate models and historical
data series, which are typically needed to construct a weather
index). While rapid technical innovations are already greatly improving the prospects for parametric insurance, governments
will still need to be able to collect, combine, audit, validate and
openly share data from different sources: further capacities that
donors can help to build through financial and technical assistance. Weather data can have enormous commercial value; currently, many governments sell it to generate additional revenue.
Governments should make data freely available for climate risk
insurance providers whose products demonstrably target and
benefit the poor (which would act as an additional incentive for
developing and implementing such programmes). Investment
in high-quality open data systems has myriad co-benefits in
supporting disaster risk reduction and management, as well as
enabling risk-informed economic and investment decisions by
communities and governments.

12. Require rigorous transparency and accountability in
partnerships with the private sector.
It is essential that donors uphold the same rigorous standards
of transparency and accountability in initiatives involving partnership with the private sector as in any of their other development projects.96 In order to safeguard accountability, the ILO

recommends the clear allocation and definition of roles for the
various public and private actors involved in insurance partnerships.97 The use of public donor funding for providing premium support and other ‘smart subsidies’ to benefit the poorest
people is well justified, but carries an imperative for additionality (that is, ensuring that donors are not directing their scarce
resources towards outcomes that the private sector would
have achieved alone anyway). This implies that the companies
involved should not be returning excessive profits, which calls
for greater transparency regarding the commercial terms of
investments with public participation.98 While there are legitimate concerns about business confidentiality, there are a number of ways around this. One insurance-specific idea would be
to require (re)insurers to publish their loss ratios for products
that receive premium support, so that they can be compared
to sector norms. The loss ratio is calculated as the ratio of total
value of payouts to total premium income. Extremely high or
low loss ratios allow for the monitoring of the scale of likely
profits and losses without revealing commercially sensitive information such as running or overhead costs. This proposal has
the added value of creating a market in which more efficient
providers could be tempted to compete on profitable product
lines, ultimately driving down the cost of insurance.

Photo credit: Andrew Heavens

7. Strengthen policy and regulatory frameworks for
insurance.
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RECOMMENDATIONS
“Climate risk insurance has the potential
to be one transformational tool in building
resilience, and there now exists a prime
opportunity for donors to expand climate
risk protection to hundreds of millions
of vulnerable people.”

Around the world, increasingly frequent and severe extreme weather events are shattering livelihoods and reversing precious, hard-won development progress. The
greatest injustice is that the world’s poorest people are the
most exposed and vulnerable. They have the fewest safety nets
and the fewest options when disaster strikes. The urgency of
building the resilience of these people – who are on the frontlines of the climate crisis, and for whom the next drought or
storm could well trigger a downward spiral into poverty – cannot be overstated.
Climate risk insurance has the potential to be one transformational tool in building this resilience, and there now exists a prime opportunity for donors to expand climate risk
protection to hundreds of millions of vulnerable people. We
have seen unprecedented political momentum, exemplified by
the G7 InsuResilience Initiative and the outcomes of the Paris
Climate Agreement. Path-breaking programmes – including
those showcased in this report – are already demonstrating impressive results, albeit on a relatively small scale. There is now
a unique convergence of a decade’s worth of evidence from
existing programmes, rapid progress in the design and implementation of new products and technologies and increasing
demand from developing countries themselves.
In order to realise this potential and take initiatives to scale, donors must be prepared to rise to the challenge and invest significant political will and long-term financial support to make sure
that insurance is done well. This includes accepting that, while
there are likely to be enormous benefits in time, there may be
few ‘quick wins’.

Photo credit: Sanjit Das/Panos Pictures/RESULTS UK
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We make a further three recommendations to the
G7 InsuResilience Initiative:

1.	
Adopt the Pro-Poor Principles of Climate Risk Insurance,
which provide an evidence-based guide to target investments towards reaching and benefiting the poorest
and most vulnerable people. As donors begin to institute
risk financing strategies and the climate risk insurance sector is developing agreed norms and best practices, it will
be critical to focus on reaching and benefiting the poorest
and most vulnerable people using a principled and evidence-based approach, as set out in this report.

1.	Set a gold standard: Through InsuResilience, the G7 has
the opportunity to put down a marker as to who counts –
the poorest and most vulnerable communities – and what
counts as climate risk insurance that works for them. The
Pro-Poor Principles framework outlined in this report could
provide a basis for the G7 to address this question and set a
gold standard for climate risk insurance.

2.	
Invest strong political will into the G7 InsuResilience Initiative and double financial commitments to match the
level of ambition set out in the Initiative’s goal of reaching
an additional 400 million poor and vulnerable people by
2020. Initial pledges will take us less than halfway to the target. A greater level of urgency is needed to frontload investments in 2016 and 2017 in order to meet the goal within
just four years. In particular, increased attention is needed
to expand climate-related microinsurance programmes in
order to reach an additional 100 million people (a 180% increase from current estimated levels). Now is the time build
on existing promising initiatives and take them to serious
scale.
3.	
Develop comprehensive risk financing strategies that
explicitly prioritise the expansion of climate risk insurance for the purpose of poverty reduction and climate
resilience amongst vulnerable communities. Climate risk
insurance straddles many different areas of policy and is implemented through a wide variety of different instruments.
Reflecting this, efforts by donors up until now have tended to be fragmented across numerous different internal
units.99 An effective donor climate risk insurance strategy
will be: championed and overseen by a designated lead; adequately staffed and resourced; and coherent and integrated with strategic objectives and programming on poverty
and livelihoods, financial inclusion, climate adaptation and
loss and damage, disaster risk reduction, and humanitarian
response.

2.	
Focus greater efforts on microinsurance: The G7 Initiative
has explicitly called for a mix of direct and indirect approaches, suggesting that a quarter of the total target (100 million
people) should be reached through direct insurance, which
would demand a 180% increase from current estimated
levels.100 Despite this, the pledges and commitments made
thus far as part of the ‘rapid action package’ have focused
almost exclusively on the macro level. Given the growing
evidence of demand, the potential effectiveness of direct
insurance as a vital complement to indirect approaches and
the convergence of improvements in technology with increasing political momentum, the G7 should make substantially greater efforts and faster progress on microinsurance.
3.	
Accelerate progress: Almost one year after the launch of
InsuResilience, the Initiative itself has yet to become fully
operational and the structure and M&E framework are still
in development. The G7 has rightly set itself an ambitious
goal and a particularly challenging timeframe in a field in
which there are few ‘quick wins’, particularly at micro level.
Greater urgency is needed to frontload investments in order
to deliver on the goal within four years’ time.
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To capitalise on this opportunity, RESULTS UK makes
the following three recommendations to donors:

Linel’s Story, the Philippines
Linel used to make a living for herself and her four children by
farming and selling dried fish. When Typhoon Haiyan – one of
the strongest tropical cyclones ever recorded – struck in 2013,
her farm and fish were destroyed, and her livelihood disappeared overnight. Linel’s house also suffered major damage. As
she worked to rebuild her house, she purchased a chainsaw to
cut and remove the fallen trees. Looking around her neighbourhood, Linel realised that many people were facing the same
problem. She started to use her chainsaw to remove destroyed
trees and debris from around the community: an initiative that
allowed her to earn some extra income.
Through a series of micro-loans made possible through Bangon Kabuhaya – a special ‘rebuild your livelihood’ credit service offered by VisionFund and its affiliate in the Philippines,
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the Community Economic Ventures Inc. – Linel was then able
to purchase a further two chainsaws and to build herself a micro-enterprise. Now, even after the typhoon, Linel earns more
income than ever before. This extra income allows her to provide nutritious food for her four children.
Following their experience of post-disaster recovery lending
in the Philippines, VisionFund and partners have developed a
new ‘Asia Region Disaster Insurance Scheme’ (see Case Study).
This will be a meso-level weather index insurance scheme to
provide liquidity and capital to microfinance institutions across
Asia, enabling them to help strengthen the resilience of people
like Linel when a disaster like Typhoon Haiyan strikes again.
Story courtesy of VisionFund: www.visionfund.org
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CASE STUDY 1
African Risk Capacity: Sovereign Disaster Insurance through a Regional Risk Pool
by Mohamed Beavogui (Director General), African Risk Capacity

With support from the German and UK governments – which
together have committed up to $200 million in returnable
risk capital – ARC’s financial affiliate, ARC Ltd issued nearly
$130 million in drought coverage to Kenya, Mauritania, Niger
and Senegal in the inaugural risk pool in 2014-15. Three more
countries – The Gambia, Malawi, and Mali – joined the second
risk pool in 2015-16, taking the total coverage to $190 million.
These policies are index-based contracts that pay out based on
objective triggers.
By 2020, ARC aims to reach 30 countries with at least $1.5 billion
of coverage against droughts, as well as floods and cyclones.
This would provide indirect insurance protection to an estimated 150 million people, playing a key role in the achievement of
the G7 InsuResilience target.101
Objectivity and timeliness are at the core of ARC’s approach. Because payouts are based on pre-defined rainfall triggers, ARC
delivers payouts to governments within 2-4 weeks of the end
of the agricultural growing season. According to cost-benefit
analyses commissioned by ARC, reaching households within three months could result in nearly $1,300 per household
in protected livelihoods, and each £1 invested in early intervention through ARC saves £4.40 in traditional humanitarian
costs.102 Furthermore, by collectively pooling and diversifying
their risks across the continent, countries save up to 50% in the
cost of emergency contingency funds.103
How has this theory translated into practice? Following the severe drought that hit the Sahel, in early 2015 Senegal, Niger and
Mauritania received payouts from their coverage which arrived
weeks before the UN appeal was even launched. Knowing that
a payout was coming, governments updated their response
plans and prepared to assist vulnerable groups immediately. A
total of $26.3 million was used to purchase livestock fodder and
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staples, primarily from local producers, benefiting roughly 1.3
million people.104
Critical to ARC’s model is building capacity in countries’ climate
risk management systems. As part of ARC’s pre-participation
agreement, countries must sign a memorandum of understanding (MOU) for in-country capacity building.105 Through this MOU,
in-country technical staff work with ARC staff. Technical work is
carried out based on the customization of ARC’s software for
Africa RiskView, which combines rainfall-based early warning
models on agricultural drought with data on vulnerable populations to estimate food insecurity response costs across a region, in a specific country, or in a specific part of a country. This
work is then used for underwriting the insurance contract. The
software is also adaptable and customizable, strengthens national systems, and allows governments and partners to carry
out their own risk analyses. This information has many potential
additional applications beyond just the insurance itself, such as
the targeting of early food security assessments, contingency
planning and emergency preparedness, as well as a guide for
agricultural planning and investment decisions and market development.106 In addition to this technical work, countries must
draft contingency plans for the use of funds in case of a payout.
ARC staff work hand-in-hand with countries to draft appropriate response plans.
One fundamental question is what happens when major climate shifts start to dramatically inflate premiums. ARC’s new
Extreme Climate Facility (XCF) is intended to help address
that problem by incentivising increased investment in risk reduction and resilience. The World Bank estimates that sub-Saharan African countries need $14-17 billion per year over the
period 2010-50 to adapt to a 2°C warmer world. The XCF will
provide financial support to African countries to implement
pre-approved climate adaptation plans, based on a data-driven ‘Extreme Climate Index’, which will track increases in the frequency and magnitude of extreme events – such as heatwaves,
droughts, floods and cyclones – for each climatic region. When
the index exceeds pre-determined thresholds, countries will
automatically receive payments from the XCF. These payments
will be financed through climate change catastrophe bonds on
the private capital markets, with donors supporting the annual
coupon payments. The goal is for XCF to go live in 2017, issuing
more than $1 billion in African climate change bonds over the
next 30 years. This will enable African governments to diversify
their access to adaptation finance and to better protect their
most vulnerable citizens from the increasingly volatile weather
resulting from climate change.107
Case study courtesy of African Risk Capacity:
www.africanriskcapacity.org
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Climate shocks and natural disasters pose a significant threat to
the livelihoods of the most vulnerable. The system for responding to such shocks faces challenges with severe consequences; affected vulnerable households can wait as long as nine
months for international relief to get through. In the meantime
they are obliged to resort to desperate coping strategies such
as depleting their assets, forgoing their food security or pulling
their children out of school. The African Risk Capacity (ARC), a
Specialized Agency of the African Union and the region’s first
sovereign catastrophe insurance pool, is an African-owned
solution to this challenge. Through four fundamental components – early warning, contingency planning, insurance, and
climate adaptation finance – ARC aims to transform disaster
response systems and transfer the burden of extreme weather
risk away from governments and citizens.
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CASE STUDY 2
Start Network: Parametric Insurance for Humanitarian Agencies by Sean Lowrie
(Chief Executive Officer) and Deirdre O’Sullivan-Winks (Senior Project Manager), Start Network
The Start Network is an international network of humanitarian non-governmental organisations (NGOs) working together
to connect people in crisis to the best possible solutions. The
Network currently consists of 27 member agencies from the
United Kingdom, Germany, Ireland, Kenya, Norway, Pakistan,
Qatar and the United States.108 We aim to catalyse change
within the humanitarian sector so that it can innovatively and
responsively meet the needs of people in crisis in a future of
great uncertainty and complexity. Our flagship initiative is
the Start Fund, which was launched in April 2014. It is the first
multi-donor pooled fund managed solely by NGOs for NGOs,
with delegated authority from its donors: DFID, Irish Aid and
the Dutch Ministry of Foreign Affairs. The Fund is designed to
disburse rapid emergency funding within 72 hours of an alert
(faster than traditional humanitarian funding). It covers smaller
‘under-the-radar’ emergencies, which often receive little or no
media attention and therefore attract little or no public funding.
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The Start Network’s innovation incubator, Start Labs, builds
on the strengths of the Start Fund with a layered approach to
risk management and seeks to shift humanitarian intervention
from response to anticipation. To do this, we are currently developing a set of financing mechanisms that release funding
early – based on objective data – to prevent emergencies from
becoming full-scale humanitarian crises. Why is this so critical?
To take one example: in November 2010, the humanitarian
community knew there was an ensuing drought in the Horn of
Africa; but it was not until July 2011 – a full seven months later –
that the crisis reached the media headlines and resources were
able to flow.
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The Start Network is working with partners to develop two
parametric insurance mechanisms that alleviate drought risk,
prevent slow-onset food crises and ensure that the most vulnerable people benefit from climate risk protection. One mechanism operates at the country level and the other at the civil
society level, promoting a coordinated and proactive approach
to contingency planning and implementation across the humanitarian system. Both mechanisms are based on a set of preagreed scientific parameters, such as rainfall or soil moisture.
When those parameters are breached, funding is triggered and
released automatically. The value of the payout is not based on
the estimated value of the loss, but rather on the cost of early
actions to prevent the escalation of drought risk. These parametric mechanisms help to de-politicise emergency response
and enable faster and more effective humanitarian action.

With funding from the Enhanced Learning and Research for
Humanitarian Assistance (ELRHA)’s Humanitarian Innovation
Fund,109 Start is working in partnership with GlobalAgRisk110 to
develop a tailored drought model for which the software will
be open source (provided freely to anyone). The model will include publicly available weather and exposure datasets, such as
vegetative cover, and will account for local factors that impact a
drought response. Payouts will be channelled to Start Network
members via the Start Fund’s assessment and peer review processes to ensure that implementation activities will protect the
most at-risk communities and will be carried out by the organisations best-placed to deliver on the ground. The model will initially cover 12-15 countries in Africa and Asia, with the intention
of scaling up globally in future iterations. The mechanism will
have several innovative features that address some of the challenges found in other weather-based insurance schemes, such
as basis risk. The Start Fund will respectively absorb or supplement any over- or under-payments.
The Start Network is also partnering with the African Risk Capacity (ARC) to explore the possibility of a one-year pilot to
scale up its impact through a new ‘Replica Coverage’ facility.111
This facility seeks to better align the drought response work of
humanitarian agencies operating in ARC-member countries
with government plans already in place via their sovereign
insurance coverage. Humanitarian agencies would purchase
‘replica’ insurance policies, thus doubling the level of coverage
in each participating country. They would collaborate with governments to develop strong contingency plans and both sets
of actors would align behind these plans to deliver the on-theground response. This Replica Coverage facility would support
the G7 InsuResilience Initiative by enabling closer working between humanitarian organisations and governments to reach
an additional 200 million vulnerable people across Africa with
climate risk insurance by 2020.
Case study courtesy of the Start Network:
www.startnetwork.org
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CASE STUDY 3
VisionFund: Disaster-Resilient Microfinance in the Philippines
by Stewart McCulloch (Global Insurance Director), VisionFund

VisionFund – a subsidiary of World Vision – is a microfinance
network that works with mostly poor rural clients in the Philippines and across the developing world. We provide access to financial services, including credit, savings and insurance, which
can empower people to better manage the risks they face. A
major problem we have found is that, in many post-disaster situations, credit providers such as microfinance institutions immediately put a brake on lending in response to the perceived
increase in risk (clients are deemed less able to reliably pay back
the loan if their livelihoods have been impaired by the disaster) and the lenders’ own weakened balance sheets (a spike in
defaults on existing loans). This leads to a lack of cash being
available to communities at a time when they need it the most.
Recognising this problem and in response to overwhelming demand, VisionFund and its affiliate in the Philippines – Community Economic Ventures, Inc. (CEVI) – chose instead to deploy a
‘recovery lending’ approach, which provided people with access
to fresh capital to jumpstart their livelihood recovery efforts
following Typhoon Haiyan. We launched a Bangon Kabuhayan
(‘recover your livelihood’) loan specifically aimed at restoring
livelihoods, with repayment periods to ensure that payments
were affordable; where necessary, we also refinanced old loans.
All households that needed credit for a viable business plan
could apply. Loans were typically disbursed within 1-2 weeks
of the application, with repayment schedules set to match the
cash flow of each individual borrower. Within 20 months of the
disaster, 96% of clients reported the Bangon Kabuhayan loan
had supported their recovery, with approximately half of those
reporting recovery as ‘full’ or ‘better than before the typhoon’.
In 2014, VisionFund began a collaboration with the Asian Development Bank to look at the impact of Typhoon Haiyan on
the financial resilience of the communities most affected, draw-
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ing heavily on lessons learned from our recovery lending approach. Our conclusion was that recovery lending has a role to
play alongside other tools for community resilience and that
it is complementary to the critical work of governments and
humanitarian organisations. The problem is how to fund this
lending. In the case of Bangon Kabuhayan, CEVI’s parent VisionFund and other donors found the resources. However, this took
time, and is not a reliable approach for future disasters. What
we needed was a way to pool and transfer the disaster risk before the disaster took place. From this realisation, we conceived
a new ‘Asian Region Disaster Insurance Scheme’ (ARDIS).
ARDIS is a parametric insurance mechanism that will provide financial support to VisionFund’s microfinance institutions across
Asia, so that they have sufficiently reliable access to liquidity
and capital after a disaster to provide ‘recovery lending’ to local
communities. The regional nature of the scheme allows us to
diversify and spread the risk; in other words, to use the fact that
multiple major disasters striking multiple different parts of Asia
at the same time is not very likely. Based on climate science and
our modelling of weather data going back to 1980, we have
estimated that a liquidity fund of approximately $6 million,
backed by weather index insurance and focused on key disaster risks, could enable us to roll out recovery lending across
our microfinance portfolio. We are currently developing ARDIS
with our partners GlobalAgRisk, with funding from the Asian
Development Bank, Rockefeller Foundation, FMO (Dutch Development Bank) and DFID, and we expect to launch it in 2017.
At VisionFund, we believe that good-quality microinsurance
products and our meso-level insurance-backed recovery lending scheme will provide complementary elements of a package
to improve the resilience of the poor communities we serve in
the context of the growing climate shocks they face.
Case study courtesy of VisionFund: www.visionfund.org
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Typhoon Haiyan, which struck Southeast Asia in November
2013, was one of the strongest tropical cyclones ever recorded.
It killed 6,300 people in the Philippines and left millions more
injured, homeless and without a viable livelihood. Disasters like
these pose an increasing risk to the region’s poorest people. Despite the best preparations of families, communities and public authorities, such extreme events can debilitate economic
progress for years afterwards. While the influx of international
aid and increased flows of remittances that followed Typhoon
Haiyan were vital in providing short-term relief, local people
also desperately needed options to help them rebuild their
economic security for the longer term. There was enormous demand for microfinance among the poor.
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CASE STUDY 4
Index-Based Livestock Insurance for Pastoralists in Kenya and Ethiopia by Andrew Mude
(Principal Economist and IBLI Project Leader) and Bryn Davies (IBLI Team)
The rationale and concept for Index-Based Livestock Insurance
(IBLI) began in 2008 with a group of researchers from around
the world who had a vision of bringing the benefits of insurance to clientele experiencing increased vulnerability in the
face of climate change, who kept their wealth all in one place:
their cows, sheep, goats, and camels – their livestock. This pastoral community also tended to concentrate themselves in
areas where most would not even dream it possible for humans
to survive: the arid and semi-arid lands of East Africa.
Droughts, not disease or theft, have become pastoralists’ biggest worry, as one drought can and often does wipe out the
majority of their herd, rendering them and their families destitute. In Kenya alone, more than 3 million pastoralist households
are regularly hit by increasingly severe droughts. In the past
100 years, northern Kenya recorded 28 major droughts, four
of which occurred in the last 10 years. For livelihoods that rely
solely or partly on livestock, the resulting high livestock mortality rate has devastating effects, rendering these pastoralists
amongst the most vulnerable populations in Kenya.
At the same time, the IBLI Team witnessed that other efforts
to provide them with support in times of drought, including
emergency destocking of livestock, restocking after droughts
to help build herds, and increasingly, cash aid, while necessary
at the time, were reactive in nature. Given this background, the
IBLI Team’s ambition was to find a risk management solution
that would be proactive and more focused on complementary
services to enhance pastoralist livelihoods as a whole.

Photo credit: Riccardo Gangale/ILRI

Livestock being the principal asset of the pastoralists, IBLI’s
founders sought ways to protect this valuable ‘living’ asset, and
turned to insurance as a way for pastoralists to manage the climate-related risks that they faced in times of drought and maintain their livelihood in the face of severe forage scarcity.
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To date, over 14,000 pastoralists, approximately 40% of whom
are women, have purchased IBLI policies, and almost $200,000
in total has been paid out during times of severe drought. Research has shown that IBLI coverage has led to a 36% reduction
in the likelihood of distress livestock sales and a 25% reduction
in the likelihood of reducing meals as a coping strategy in times
of drought.112 Having an IBLI policy has also shown to increase
herders’ investments in their livestock, for example through veterinary services, and to have a positive impact on household
income and welfare.113
IBLI was piloted first in Kenya and then in Ethiopia by a range
of commercial partners114 and implementing partners.115 IBLI
donors include the UK’s Department for International Development, USAID, the European Union, and Australian Aid, as well
as the Governments of Kenya and Ethiopia. After launching
in Marsabit in 2010, IBLI expanded to other areas of northern
Kenya, including Wajir and Isiolo in 2013, Mandera and Garissa
in 2015, and Moyale in 2016.
Five years since IBLI was first piloted, in late 2015, the
Government of Kenya together with the World Bank Group
launched a new ‘Kenya Livestock Insurance Programme’ (KLIP).
Through this programme, the Government will pay for livestock
insurance contracts for targeted, vulnerable individuals in
northern Kenya.116 Policyholders will able to ‘top up’ their
policy and purchase additional coverage if they want to. The
government is considering premium support for the wider
public in the future.117
Case study courtesy of the International Livestock Research
Institute’s IBLI team: www.ibli.ilri.org

Using remotely-sensed vegetation data (‘normalised difference vegetation index’ or NDVI) in its design, calibrated with
household data on herd losses, and with experimental extension methods used to educate the remote pastoral herders, IBLI
pays out to policyholders in a defined geographic area when
the index is triggered for that area. As the programme scaled
up to areas without sufficient livestock mortality data to estimate a statistical response function, the index has evolved to
rely exclusively on NDVI data. The use of NDVI was chosen as it
allows for forage availability to be monitored remotely, using
free-of-charge satellite data, which is objective, auditable, and
not easily manipulated by either the insurance company or the
policyholder.
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CASE STUDY 5
R4 Rural Resilience Initiative: Protecting the Poorest Farmers in Ethiopia, Senegal, Malawi and Zambia
by Richard Choularton (Chief of Climate and Disaster Risk Reduction Programmes Unit) and Azzurra
Massimino (Programme Officer, Senegal), World Food Programme

R4 specifically targets the poorest households. By embedding
microinsurance into pre-existing delivery channels – in Ethiopia the government’s Productive Safety Net Programme, and
in Senegal and Malawi WFP’s ‘Food Assistance for Assets’ programme – R4 is able to distribute insurance and other services
to smallholder farmers, who are typically excluded from such
services. For the lowest-income participants who are unable to
pay premiums, the initiative’s Insurance for Assets (IFA) scheme
enables farmers to pay with their labour by working on community-identified risk reduction activities such as dredging;
construction of dykes and embankments; irrigation; reforestation, vegetable cultivation and soil management.
This direct exchange of insurance for risk reduction in the local
area is a good example of how a well-designed microinsurance
scheme can promote better preparedness and incentivise disaster risk reduction. For instance, with one of the worst El Niño
events ever recorded peaking over 2015-16, hundreds of villagers in Zambia’s Southern Province (where R4 is currently being
piloted) have received insurance cover in exchange for preparing against its impacts through local conservation agriculture
practices.120
R4’s approach is not to treat insurance in isolation but rather
to integrate it with other livelihood-enhancing services, such
as credit and savings. The insurance facilitates access to micro-loans, enabling farmers to invest in seeds, fertilisers and
new technologies.121 Through community savings groups, participants create small-scale reserves that can act as a buffer
against short-term shocks. The first major impact evaluation
in Ethiopia showed that insured farmers save more than twice
than those without any insurance and that they invest more
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in seeds, fertiliser and productive assets. On average, across
all districts covered in Ethiopia, farmers increased their stock
of oxen by 25%. Farmers in one cluster of villages tripled their
grain reserves compared with uninsured farmers.122 In Senegal,
despite two consecutive bad harvests, R4 farmers were able to
maintain their level of food security compared to farmers living
in the same area and exposed to the same shocks.
The programme also has an explicit focus on integrating gender. Men and women participate equally in the initiative’s ‘Community-Based Participatory Planning’ process, and there is a
strong focus on activities that improve economic opportunities
for women.123 Each year the percentage of female farmers purchasing insurance has risen, reaching 31% of all participants in
2014. Of the 16,000 savings group members in Senegal, 81%
are women.124 Women have achieved the largest gains in productivity through investing in labour and improved tools for
planting, and have been empowered through increased financial access, business training and time savings.
Promoting community participation and the local ownership
of programmes is another key feature of R4’s work. For example, the initiative uses the ‘Social Network for Insurance Index
Design’ – a farmer-led index design tool developed by the International Research Institute for Climate and Society at Columbia
University (IRI) – through which farmers can input their local
expertise to the design of the community’s climate adaptation
strategy and build highly relevant and complementary insurance products.
Case study courtesy of the World Food Programme:
www.wfp.org/climate-change/initiatives/r4-rural-resilienceinitiative
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The R4 Rural Resilience Initiative – a partnership between Oxfam
America and the World Food Programme (WFP) – strengthens
resilience and improves livelihoods among food-insecure communities that are vulnerable to increasingly frequent and intense climate-related shocks.118 R4 integrates microinsurance;
improved resource management; livelihoods diversification,
microfinance and savings. Fully operational in Ethiopia and
Senegal, R4 is currently being tested in Malawi and Zambia,
with a fifth country in the pipeline. The number of enrolled
farmers has grown 160-fold – from 200 in 2009 to 32,000 by
the end of 2015 – with $2.2 million in insured sums. R4 aims to
reach half a million farmers by 2020.119 In 2016, over $450,000
in payouts will be distributed through the initiative as a result
of the impact of El Niño phenomena.
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CASE STUDY 6
Livelihood Protection Policy: Extreme Weather Microinsurance in the Caribbean by Koko Warner
(Executive Director), Sobiah Becker (Project Manager), Michael Zissener (Initiative Coordinator) and
Laura Schäfer (Research Associate), Munich Climate Insurance Initiative
Tropical storms and floods in the Caribbean have directly affected 1.5 million people and caused more than $5 billion in damage over the past 30 years.125 In 2011, Munich Climate Insurance
Initiative (MCII) established a programme to promote climate
risk adaptation and insurance in the region. As part of this programme we developed two parametric weather-indexed insurance products, which have been rolled out in Jamaica, St Lucia
and Grenada. One of these is the ‘Livelihood Protection Policy’
(LPP).126
The LPP helps to protect the livelihoods of vulnerable people
by providing swift, non-bureaucratic cash payouts following
extreme weather events, enabling them to stabilise financially
and rebuild their lives quickly. The product is based on a weather index, which triggers payouts when levels of rainfall or wind
speeds cross certain parameters. When an extreme weather
event triggers a payout, policyholders are notified by SMS within four days. LPP was deliberately designed to be simple and
flexible to administer so that people can purchase whatever
level of coverage they need. The insurance is sold through various channels, including cooperative banks, credit unions and
farmer associations. There are longer-term benefits as well; access to the LPP improves the creditworthiness of policyholders,
enabling them to also access credit to invest in their farm or
small business.
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We encountered a number of challenges when implementing
climate-related microinsurance in the Caribbean:
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First, we found a high degree of financial illiteracy. To overcome this, we developed a marketing strategy that appealed to all kinds of potential clients; for example, through
street-theatre plays performed in local dialects that explained what the insurance product was. We put together
a training and education module, through which we provided workshops for local ‘champions’ in grassroots partner
organisations, showing them the links between insurance
and the importance of disaster risk reduction more broadly.
At the national level, it was critical to have an open dialogue
with policymakers and to provide them with clear and concise information about the insurance scheme that we were
developing.

full transparency about the project activities. This was the
first step in building a trusting and collaborative relationship. Our programme also sought to build capacity through
expert group meetings, conferences and other forums for
dialogue. This was the second step, resulting in greater
knowledge of microinsurance and the broader financial inclusion agenda among the regulators. Lastly, we facilitated
an exchange so that regulatory authorities in one country
could learn from their counterparts in another. Again, this
helped to build capacity through the system.
The challenges we faced were surmountable, and some of
the solutions that made the LPP programme a success have
generated valuable lessons for similar initiatives as they seek
to scale up.
Ultimately, it comes back to the difference that a product like
the LPP can make. This is illustrated well by the story of Antoine,
a smallholder sugarcane farmer we met in St Lucia. He and his
family depend on a small plot of land for food and income.
Hoping to provide a better life for his family, Antoine took out
a loan and bought three greenhouses in which to grow vegetables. The following year Hurricane Dean struck, destroying 75%
of crops in certain parts of the island and wreaking $6 million in
damage. Two out of Antoine’s three new greenhouses were lost,
along with his sugarcane and livestock. Unable to pay back the
loan and slipping further in debt, Antoine was forced to spend
all of his savings on food and medicine for his family. Had Antoine been protected by the LPP, the payout would have enabled Antoine to pay off his loan and replace his greenhouses.
In this way, microinsurance to protect against extreme weather
risks can act as a safety net, preventing households from becoming more vulnerable the next time a disaster strikes.
Case study courtesy of Munich Climate Insurance Initiative:
www.climate-insurance.org

	
Second, the relative lack of functioning regulatory and institutional frameworks made implementation challenging.
We cooperated closely with the regulators in each country,
and made sure there was a steady flow of information and
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CASE STUDY 7
India: The World’s Largest Weather Index Insurance Market by
Catherine Blampied (Policy Advocacy Officer), RESULTS UK

Publicly supported agricultural insurance – of which around
38% is weather index-based – currently covers around 30 million farmers in India,129 making India the world’s single largest
weather index insurance market. The government has experimented with a succession of agricultural insurance schemes
since 1972.130 The two most recent iterations are the Weather-Based Crop Insurance Scheme (WBCIS) and the modified
National Agricultural Insurance Scheme (mNAIS), which were
rolled out from 2003 and 2010 respectively.131 The Pradhan
Mantri Crop Insurance Scheme (PMCIS) recently announced by
Prime Minister Modi is a new national programme, due to come
into effect in April 2016, which amalgamates the patchwork of
older initiatives. The government hopes to roll out the PMCIS to
50% of farmers over the next two years, which would require
coverage to increase by roughly 100 million people.132 The new
programme will reportedly use drones and other innovative
technologies to minimise corruption and to expedite the payout process from months to weeks.133

ble improvement over time in the way that government subsidy is structured. Under the original NAIS, the government subsidised claims after disasters occurred. This gave it open-ended
and highly variable fiscal liabilities, which led to lengthy delays
in settling claims and distress for many farmers. By contrast, the
modified NAIS and WBCIS use an actuarial method of calculating premiums and the government has moved to subsidising
premiums upfront.138
Second, India provides evidence that it is possible to scale
weather-based products to millions of people, particularly
when bundled with essential livelihood services such as agricultural credit.139 A 2007 study of India showed that those who
purchased index insurance as part of a credit package were
generally poor to middle-income smallholder farmers. A randomised control trial in Andhra Pradesh showed that the WBCIS
prompted a shift toward more profitable farming, suggesting
that bundling insurance with credit can be effective in building
assets and boosting productivity.140

A number of valuable lessons can be learned from India’s experience in expanding climate risk insurance for the poor through
state-backed programmes:

Third, basis risk (the difference between actual losses and what
has been predicted by index measurements) is a major driver
of dissatisfaction and lack of trust among farmers.141 In order to
ensure the efficacy of weather index insurance as a mechanism
for building resilience among the poor, basis risk must be addressed. One critical part of the solution is increased investment
in open data infrastructure and the integration of high-quality
meteorological, climactic and agronomic data from multiple
sources. CGIAR’s Research Programme on Climate Change Agriculture and Food Security is undertaking some interesting
projects in this area; they are developing better rainfall triggers
for key crops in a number of Indian states (Maharashtra, Bihar
and Andhra Pradesh) using improved databases and statistical models on soils, crop varieties, weather and management
practices for each geographical area. The Agriculture Insurance
Company of India has incorporated these refined triggers into
its insurance products, successfully reducing basis risk.142

First, the presence of sustained and substantial premium support by the government has been instrumental in facilitating
access for low-income farmers. Under the mNAIS and WBCIS,
the government paid 50-75% of the premium for farmers.
Under the new scheme, policyholders will pay just 1.5-2% of the
premium.136 Studies from Maharashtra and Odisha have shown
that the majority of farmers taking up insurance are ‘marginal’;
that is, they farm fewer than 2.5 acres.137 There has been nota-

Fourth, trust in agricultural insurance in India has been significantly dented by the experience of lengthy and delayed
payment processes. Without reliable rapidity of payment, the
comparative advantage of microinsurance as an effective tool
for climate resilience for the poor is completely undermined,
and can actually expose the poor to even greater vulnerability.
Recognising this, under the new PMCIS, the government aims
to prioritise rapid compensation payment.143

What renders the sheer scale of India’s agricultural microinsurance market possible is a high level of government premium
support, which has been sustained over decades.134 A second
key factor in reaching scale has been the mandatory bundling
of insurance with agricultural loans.135
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India is a country on the frontlines of climate change. In recent years it has witnessed more frequent and intense floods,
stronger storms, melting glaciers, and longer and more severe
droughts. Of India’s 535-million-strong labour force, 52% works
in agriculture, and small and marginal farms account for more
than 80% of agricultural land.127 These farmers are dependent
on the seasonal rains, the increasing unpredictability of which
is devastating their lives; thousands of farmers have committed
suicide over the past few years because of indebtedness due to
resultant crop failures.128
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ABBREVIATIONS

GLOSSARY

ARC		

African Risk Capacity

ARDIS		

Asian Region Disaster Insurance Scheme

Adaptation: Adjustments in ecological, social or economic systems in response to actual or expected climatic stimuli and their
effects or impacts.144

BMZ		
German Federal Ministry for Economic
Cooperation and Development
CEVI		 Community Economic Ventures, Inc.
CGIAR		Consortium of International
Agricultural Research Centers
DFID		 Department for International Development (UK)
DRR		

Disaster Risk Reduction

ELRHA	Enhanced Learning and Research
for Humanitarian Assistance
FMO 		

Dutch Development Bank

G7			

Group of 7

IBLI		

Index-Based Livestock Insurance

IFA			

Insurance for Assets

ILO 		

International Labour Organisation

IRI			
International Research Institute for Climate
and Society (Columbia University)
KLIP		 Kenya Livestock Insurance Programme
LPP		

Livelihood Protection Policy

MCII		 Munich Climate Insurance Initiative
mNAIS	
modified National Agricultural Insurance Scheme
NDVI		 Normalised Difference Vegetation Index
ODA 		

Official Development Assistance

PMCIS		

Pradhan Mantri Crop Insurance Scheme

UN			United Nations
UNFCCC UN Framework Convention on Climate Change
WBCIS		

Weather-Based Crop Insurance Scheme

WFP		

World Food Programme

WIM		Warsaw International Mechanism
on Loss and Damage
XCF		

Extreme Climate Facility

Basis risk: Basis risk arises in index insurance when the index
measurements do not match the actual losses, and hence a policyholder either receives a payout despite incurring no/minimal
losses or does not receive a payout despite incurring losses.145
Catastrophe (‘cat’) bond: Risk-linked securities instrument
designed to raise money in case of a catastrophe such as a
hurricane or earthquake. If the bond issuer suffers a loss from
a particular pre-defined catastrophe, such as a hurricane or
earthquake, their obligation to pay interest and/or repay the
principal is either deferred or completely forgiven.146
Climate risk insurance: A form of risk transfer mechanism by
which a payment is made in the form of a premium in exchange
for a guaranteed payout in the event of a defined climate-related peril, such as an extreme weather event.
Direct/Indirect insurance: In direct insurance, the insured beneficiary benefits directly from a payment in the event that the
insurance agreement is triggered.147 In indirect insurance, the
final intended beneficiary benefits indirectly from payments intermediated by an insured government or other agency, or the
final intended beneficiary benefits indirectly from being member of an organisation such as a microfinance institution, which
has insurance.148
Disaster risk: Disaster risk is a function of hazard, exposure
and vulnerability, with the impact of all hazards on people, livelihoods and assets greater when levels of exposure and vulnerability are high. Disaster risk is the probability of the occurrence
of a disaster event, derived from the interaction of physical hazards and the vulnerabilities of exposed elements.149
Disaster risk reduction: The concept and practice of reducing
disaster risks through systematic efforts to analyse and manage
the causal factors of disasters, including reduced exposure to
hazards, lessened vulnerability of people and property and improved preparedness for adverse events.150
Loading: The marked-up component of an insurance premium
added to the purely risk-based component, accounted for by the
insurer’s operating costs, profits and the cost of reinsurance.151
Loss and damage: The actual and/or potential manifestation
of adverse impacts associated with climate change, which have
not been prevented by mitigation or adaptation.152

Macro level: Covers governments and agencies (such as humanitarian organisations) operating at the national level.
Meso level: Covers ‘risk aggregator’ organisations that provide
services to individuals, such as financial institutions, cooperatives or NGOs. In practice, this is often applied to lending organisations to cover their loan portfolio.
Micro level: Covers individuals directly.
Microinsurance: A means of protecting low-income people
against specific risks in exchange for a premium payment, the
amount of which is proportional to the likelihood and cost of
the relevant risk.153
Moral hazard: A subjective hazard that tends to increase the
probable frequency or severity of loss resulting from an insured
peril. For example, an insured farmer may be incentivised to
let his/her crops fail, knowing that they could claim a payout.
Index insurance is more resistant to moral hazard because payouts are not directly linked to actual losses but rather triggered
by an objective index, so those who benefit most are those who
can manage to minimise their losses in an adverse year.

Risk premium: Otherwise known as the ‘pure premium’; the
actuarially-derived portion of the premium that is used to fund
claims and is equal to the expected claims based on the probability of the event occurring. It does not include any provision
for the costs of marketing, selling or administering the policy,
the cost of the risk capital needed to offer the product or any
profit for the insurer.157
Risk transfer: The shifting of risks to another party who – in
exchange for an upfront payment – provides payment when a
disaster occurs, ensuring that any financing gap is partially or
fully bridged. Risk transfer may be obtained through insurance
policies, reinsurance treaties or capital market instruments
(such as catastrophe bonds).158
Weather index insurance: An approach to insurance provision that pays out on the basis of a predetermined weather
index (such as rainfall level or wind speed) resulting from extreme weather and catastrophic events. Index insurance does
not require the traditional services of insurance claims assessors and allows for the claims settlement processes to be quicker and more objective.159

Parametric insurance: Enables pre-defined payments based
on expected losses, which are correlated against a measurable
parameter (such as rainfall, temperature or earthquake
intensity) or index of parameters. Unlike traditional indemnity
insurance, parametric insurance allows payments to be
triggered automatically rather than on physical verification of
actual losses.154
Reinsurance: Insurance companies at the national level may
not have enough risk capital to properly insure against major
climate events, such as regional hurricanes or droughts, which
can trigger large payouts. In this case, the insurance company
reinsures a portion of the risk – sometimes a substantial one
– with a third-party reinsurer that has sufficient risk capital to
bear the loss.
Resilience (to climate change): The ability to anticipate;
avoid; plan for; cope with, recover from and adapt to [climate
change-related] shocks and stresses.155
Risk financing: The adoption of an explicit financing strategy
to ensure that adequate funds are available to meet needs if
a disaster occurs. Such financing can be established internally
through the accumulation of funds set aside for future use or
obtained externally through pre-arranged credit or insurance
facilities.156

Loss ratio: The ratio of the total value of payouts made by an
insurance company to the total value of premium income.
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