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INITIAL SITUATION 
Risk characterizes everyday life for many of the world’s 
poorest households. When this risk is uninsured, it poses a 
considerable cost to current and future welfare, as harmful 
events lead to reduced consumption and asset loss. The lack 
of efficient risk mechanisms, including functioning insurance 
markets, can explain common poverty trap situations in the 
developing world. Weather-indexed insurance products can 
largely mitigate the impact of uncertain rainfall on the in-
comes of the rural poor. Demand for these products, howev-
er, has been limited, and expectations for the potential of 
these products have not yet been met. In this research 
project, a new approach to the provision of weather insur-
ance is proposed. The new approach builds on the advantag-
es of index-based products and brings in several additional 
innovations. 

PROJECT APPROACH  
The main innovation of the proposed new approach is to 
move away from single insurance policies calibrated to com-
pensate average losses in favor of several simple weather se-
curities—“weather tickets”—with fixed payments. These se-
curities solve a number of problems faced by standard 
weather-index approaches—they are easy to understand and 
they are flexible, allowing farmers to choose a portfolio of 
securities depending on their particular risk profile and allow-
ing all economic agents facing weather risks to participate.  

FIELD EXPERIENCE 

Experimental game (Ethiopia, 2009) 
In 2009, six weather securities were offered to farmers in a 
real-time experimental game in two villages in Silte Woreda 
in southern Ethiopia. The six securities comprised two secur-
ities for each of the three main months of the rainy season 
(July, August, and September). The securities had a fixed 
payout of 100 Birr (approximately US$9). The back of each 
security reported historical rainfall information, as well as 
the years in which the security would have paid 100 Birr 
over the last four decades.  

 
Weather Ticket 

Each security was priced at its expected value. Individu-
als and groups from each village were randomly selected and 
assigned a random endowment. Participants were provided 
training and given two opportunities to purchase securities at 
two "buying days" held in the following month. Any endow-
ment that was not spent on securities was given in cash to 
participants after the end of the second buying day. The rain-
fall in this period was such that two of the six securities paid 
out. In the third weekend of October 2009, money payouts 
were distributed to all participants holding securities for 
which payouts were triggered. All farmers in the two villages 
were surveyed at the end of the game period. 
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This ticket will pay 100 Birr if the 
amount of rain that falls at 
Butajira weather station
• from Sane 24th, 2001 to 

Hamle 24th, 2001
• is less than 100mm
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Pilot provision (Ethiopia, 2010) 
In 2010, based on the strong levels of understanding and de-
mand that were observed during the experimental game, Nya-
la Insurance Company (NISCO) provided weather securities for 
the months of June, July, August, and September in this and 
other nearby kebeles (neighborhoods). Again, two securities 
were provided for each month, and again, the securities were 
priced at their expected value.  

This time, however, farmers who bought the securities 
paid out-of-pocket; the securities were also for larger 
amounts, with each security paying out 500 Birr if the covered 
event occurred. A survey of 480 randomly selected far-
mers in 24 villages was conducted to examine take-up 
and purchase patterns. There was also an encourage-
ment design mechanism embedded in the 2010 pilot as 
part of a project with the University of Oxford. 

India (2010, 2011) 
A similar project is underway to evaluate the provision of 
weather securities to smallholder farmers in two states in In-
dia. These securities will be provided by HDFC ERGO in Karna-
taka, where weather-indexed insurance products are being 
subsidized by the state government, and in Madhya Pradesh, 
where weather-indexed insurance products are not being sub-
sidized. These states were chosen because of their high rainfall 
risks and because HDFC ERGO General Insurance, one of the 
project’s collaborators, is seeking to expand the use of weath-
er-indexed insurance products in these areas.   

INITIAL RESULTS 
Key features of the securities were well understood and simple 
enough to be effectively explained by trainees to others in 
their villages. 

In both the experimental game and the pilot project in 
Ethiopia, insurance purchases were quite high. High take-up 
rates were not surprising in the experimental game (most par-
ticipants purchased securities, and 54% of all money endow-
ment was spent on insurance purchases), as money had been 
given for free; however, the strong take-up rates recorded in 
the pilot were encouraging (20% of farmers who were trained 
on insurance and weather concepts purchased at least one 
security).  

An analysis of quantitative data regarding individual per-
ceptions of historical rainfall risk suggested that rainfall risk 
varies among farmers within close geographic proximity as a 
result of differences in crop choice, soil quality, and farming 
practices. These variations were found to be significant in ex-
plaining which securities farmers chose to buy.  

MAJOR RECOGNITION 
The proposed approach was a winner (selected from more 
than 800 applications) in the grant competition “Marketplace 
on Innovative Financial Solutions for Development 2010.”   

The India project has been awarded a research grant by 
3ie under its open-window second round (selected from 
among 21 awards out of 255 proposals). 

FUTURE WORK 
The project’s future work includes a widescale impact 

evaluation in India in collaboration with CIRM and a widescale 
impact evaluation in Ethiopia in collaboration with the Univer-
sity of Oxford, both to be conducted in 2011.  
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