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CONTEXT (I): Disaster Risk Universe
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ontext (II): Demand & Supply for Risk Transfer

DEMAND

Rich Households

Seek Returns \

|
Seek Social Wellness: Pay taxes

Certain, timely and objective use of funds

[ Capital Markets & ] [ NGOSs ] [ Donors }
Reinsurance

[ Insurance Markets ]

Economic Security
Certain, timely and objective loss compensation

Households at Risk




Context (lI): People want Security -
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Why did households buy? Research Design:
2004: Household
Frequency by reason no. survey of 1052

1st 2nd 3rd average households in
selected

Security/risk reduction 139 53 20 40.1% villages.
Need harvest income 25 62 12 15.6% 2005: “Mini-
Advice from progressive farmers 17 28 12 8.8% su'rvey”,
High payout 9 27 11 6.8% follow-up of
Other trusted farmers purchased 16 11 16 6.3% H;i ssgrrlrc])?ds
Low premium 17 10 6 5.7% — L
: 2006: Direct
Why did households not buy? T
marketing of
Frequency by reason no. insurancegto

1st 2nd 3rd average households
Do not understand product 45 59 11 24.9% and follow-up
No cash / credit to pay premium 58 21 11 21.4% SIS
Rain gauge too far away 38 39 Ry (Prof. Townsend-

Too expensive 32 23 7 14.1% SUTEICRIA)

No castor, groundnut 13 6 1 4.9%




PROBLEM: TIMING and NATURE OF

INTERVENTIONS
E.g. Safety Net Areas - Highlands

Emergency Appeal

Life Saving Interventions

Crop+ Emergency (mostly food)
Needs Assessment




RATIONALE (I): EFFECTIVENESS -

PROTECT LIVELIHOODS IN TIME
Example: Tigray, Ethiopia

Enrolment of
Beneficiaries Cash or food for work

LEAP Index Funds
signals severe disburse
livelihood stress




RATIONALE (1) EFFICIENCY -
PROTECTING LIVELIHOODS IS CHEAPER

e Cost benefit analysis reveals that for
drought risk systematic livelihood
protection iIs 6 times cheaper than ex-post

emergency interventions




REVIEW OF 2006 PILOT
DROUGHT INDEX PERFORMANCE
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THE 2006 ETHIOPIA TRANSACTION

eRiIsk Transfer Structure:

-Counterparty (buyer of option): UN World Food
Programme

eCompetitive Tender Process:
-Official UN WFP procurement process

-9 companies invited to tender, 5 participated
-Tender Winner (seller of option): AXA Re, Paris
-Final Transaction:
ePremium: $930,000, paid by USAID mainly
eMaximum Payout: $7,100,000




LESSONS LEARNED

e Project demonstrated

- Weather risk of developing countries can be
transferred using market mechanisms;

- It Is possible to develop objective, timely and

reliable indicators that serve as proxy of actual
aggregate needs

- Ethiopia weather data can satisfy international
weather risk market standards




ETHIOPIA PHASE Il -
RISK MANAGEMENT FRAMEWORK

l. IMPROVED INDEX: Il. Develop budgeted
LEAP contingency plans

Early Warning Contingency
System Planning

with reliable baseline| for appropriate and
and trigger points timely response

Contingent Capacity
Financing Building

V. Establish . _ [11. Build
of contingency for effective plan

t?mely.emergency plans implementation Planning anc.l
financing through Implementation

use of contingency capacity at
financing regional level




IMPROVED INDEX -
PART OF RISK MANAGEMENT FRAMEWORK

l. IMPROVED
INDEX: LEAP

Early Warning
System

with reliable baseline
and trigger points




WHAT DO WE WANT FROM LIVELIHOOD
PROTECTION COST INDEX?

e Represent cost of intervening early to protect
vulnerable livelihoods

e Signal amount of financial resources needed for
regions to protect vulnerable livelihoods before

harvest

e Trusted by GoE and donors to trigger timely
resources

e Provide early warning of livelihood stress levels
e Crop and pasture monitoring tool

e Easily customizable according to new purposes
e Open source and available for free




LEAP INDICES

e Objective: capture livelihood protection
funding needs at regional level

e Target group: vulnerable population

RS 1: Rainfall RS 2: Planted Areas RS 4: WRSI in
Estimates RS 3: Crop Emergence Google Earth

Water

Requirement - . Costs
Weather data Satisfaction Livelihood Protection ™,  ivelihood
Crop + soil coefficients Index Beneficiaries " Protection

Cost Index LPCI)
(WRSI)

for Crops + Rangelands

* Yield reduction in %
e “Hot spot” monitoring




Viewing output parameters
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RISK MANAGEMENT FRAMEWORK

Il. Develop budgeted
contingency plans

Contingency
Planning

for appropriate and
timely response




IIl. CONTINGENCY PLANNING IN

Contingency
Plans

CONTEXT

Livelihood Analysis

e.g. SNNPR




II. CONTINGENCY PLANNING IN
CONTEXT

Contingent
Financing

*Drought Risk Assessment

*Drought Impact Assessment

Appropriate
and timely
response

*Drought Scenarios

» Types of intervention needed

> Timing of intervention
» Target population
» Costs

Implementing partners Livelihoods




RISK MANAGEMENT FRAMEWORK

Capacity

Building [1l. Build

| planning and
St implementation
Implementation .
capacity at
regional and
woreda level




I1l. CAPACITY BUILDING + OWNERSHIP

e Planning
- Elaboration and updating of contingency plans

e Implementation

- Through state and non-state actors
- Co-ordination of line ministries
- Supervision and Quality control

e Partners

- DFID
- WB




RISK MANAGEMENT FRAMEWORK

Contingency

IV. Establish timely [

emergency of contingency
financing through plans
use of contingency

financing




IV: INTEGRATED CONTINGENCY FINANCING
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WHY |S THIS IMPORTANT

. Destitution

. Dignity

. Cost

. Climate Change




Conclusion: Bundnis Catastrophe Bond

Rich Households

Seek Returns \

|
Seek Social Wellness: Pay taxes

Certain, timely and objective use of funds

[ Capital Markets & ] [ NGOs ] [ e }

Reinsurance

[ Insurance Markets ]

DEMAND




Blndnis Catastrophe Bond (II)

e Bundnis issues Natural catastrophe indexed
bond to social investors

* Investors earn interest if nothing happens

 Investor loses principal if pre-defined event
happens

— Money pays for livelihood protection by
activating Bundnis contingency plans and/or

— BUndnis members transfer money directly to
beneficiaries




Blndnis Catastrophe Bond (ll)

e Benefits for investor
— Certain, timely and objective use of funds

 Benefits for households

— Certain, timely and objective compensation
and/or livelihood support

— Economic Security
» Access to credit
* Innovation — technological leap
e Out of poverty trap

* Risk: Index and payouts do not match actual
needs
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THANKS!

e Ethiopia LEAP Tool download:

Free software download. Please do not
distribute without consent of WFP and
World Bank

e For questions: ulrich.hess@wfp.org
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NATURE OF RISK

International

Prices,
Interest Rates

Large scale
crop damage

Independent Correlated
Risk Auto, Life, Risk

Fire
Crop
disease

Household




WHERE AND HOW TO SHARE RISK

International
Intl

Reinsurance/
Capital

High
frequency, _ Frequency,
Low impac % high impact

Household




INng crops and
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LEAP Software

model for crop water use

Crop coefficients
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Download updated rainfall data from the

Internet from 5 different sources
(example RFE2)

f:'-‘ FTP directory jfews/newalgo_est_dekad; at ftp.cpc.ncep.noaa.q

IgFtp:,l',l'Ftp.cpc.ncep.naaa.gav,ffews,l’newalgj T IGDagIe

Fil=  Edit Wiew Fawvorites Tools  Help

o <hr E FTP diractary [Fews/newal... ‘ ’fi‘Home » [0 Feeds (1) - fsyPrink = |+.b Page =

FTP directory /fews/newalgo_est_dekad/ at
ftp.cpc.ncep.noaa.gov

To view this FTP site in Windows Explorer, click Page. and then click Open FTP Site in
Windows Explorer.

Up to higher level directory

02/12/2002 12:00AM 1,069,370 lo0day
02/12/2002 12:00AM 1,081,613 1l0day
02/12/2002 12:00AM 10day
02/12/2002 12:00AM 728 1l0day
02/12/2002 12:00AM 10day
02/12/2002 12:00AM i 10day
02/12/2002 12:00RM 2 l1l0day
02/12/2002 12:00AM 2 10day
02/12/2002 12:00AM 2 10day
02/12/2002 12:00RM 2 l1l0day
02/12/2002 12:00AM 10day
02/12/2002 12:00AM 030,264 l10day

2 :00AM 590,805 l10daw

2 :00AM 780,252 loday

2 :00AM 792,671 1l0day

12:00AM 762,034 10day
02/12/2002 12:00RM 789,481 l0day
02/12/2002 12:00AM 510,618 l10day
02/12/2002 12:00AM 834,251 l10day
02/12/2002 12:00RM 815,755 loday
02/12/2002 12:00AM T83,326 l0day
N2/12/2002 17 -003M BR1 ZFA5 10AdsT nrecin
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Water balance calculations resulting
In WRSI

CI Water Balance Calculator - ¥ersion 0.07 - May 27, 2007
Data Calculate  Miew Export Opkions Tools  Help

Crop and crop coefficients: Maize (Crop coefficients @ Defaulr)
First wear of season: 2000

Inage Base Directory: C:\WWEp\Images? .
WE Output Dataset name: Funl United Mations
Reference image: C:3ZWEpYInages'ref.img {* ? World Food
Minimum Percentage Awailable Actual Data: &0 2-f Programme

Water Excess Threshold: 100

Index Feduce Walue in case of Excess: 3 ‘wiorld Food Programme
of the Urited M atiots

tarting Calculations
Uzsing normal ETO [(actual ETO rnot awvailable)...

The "World BEanl

The water balance
component of the
preszent software is
bazed on the FAD/EL
AgrobetShell [AkS5)
crop forecasting tool




Selecting output (or Input) parameter to
view

BParameter selection

—Parameters

Dutput IHun1

[

" Percentage Available Data

™ Tatal'water Requirement

¢ Final Index

" Momal Index

~ Last Index based on Actual Data
" “water Excess Initial Phaze

™ ‘Water Excess Yegetative Phase
™ “Water Excess Flowerng Phase
" “Water Excess Ripening Phase
" wiater Deficit Initial Phase

Input Zonal

= Water Deficit Vegetative Phase

= WWater Deficit Flowering Phase

= WWater Deficit Ripening Phase

= Actual Evapotranspiration Initial Phase

= Actual Evapotranspiration Yegetative Phase
= Actual Evapotranzpiration Flowering Phase
= Actual Evapotranzpiration Bipening Phase
" Totalwater Excess

" Totalw'ater Deficit

" Total Actual Evapotranspiration

-

ield Reduction

Basket

-

Bazket Final Index by Production
Bazket Final Index by Area
Bazket Yield Reduction by Production

Bazket Yield Reduction by Area

= Rainfall
{ ETO

(" Effective Rainfall Percentage
= Pre-Planting Crop Coefficients
= WWater Holding Capacity

" Cycle Length

{~ Planting Dekad

Sawitg wWindow Start Dekad
Sowing Wwindow End Dekad
Crop Bazket Awve Production
Crop Bazket Ave

Crop B azket Max Hist. Yield
Crop Bazket % by Production

Crop Bazket & by Area

Mionth IMay 'I

X Cancel |

Dekad|2 vI




Export all map data to Excel

B Microsoft Excel - Sheet1
@_1 File  Edit Insert  Format  Tools  Data
Help
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Work with crop baskets
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Select crops in baskek

Source Lizk:

Destination List:

Barley

Chick Peas
Field Pea
Finger Millet
Haricot Bean
Horse Bean
Lentils

bl aize
Fotatoz
Sarghum
Sweet Potatos
Teff

Wheat

Cancel
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