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l. Unpredictable rainfall is the dominant weathertedlaproduction risk in agrarian regions, especialy
semi-arid areas where cultivation is primarily réed (Skoufias et al., 2010; Dercon et al., 20086).
fact, Parchure (2002) estimated that in India al9@36 of variation in crop production levels is cadis
by variation in rainfall levels and pattefn&Recent innovations in the agricultural insuramustry
have led to the creation of index-based weatharramce, a product in which an exogenous publicly
observable parameter is used to determine insugzngmits. The product reduces the risk of both mora
hazard and adverse selection and provides effigiegains by eliminating the need for in-field
assessments. However, existing evidence indichtggdke-up rates for index-based weather insurance
products is extremely low even when actuarially-fainfall insurance contracts are offered (Gatlal.,
2009).In brief, this research study seeks to furth@mine the existing low market demand for index-
based rainfall insurance through a randomized éxgat in an environment where informal risk-
sharing networks exist.

Il. Policy makers involved in decisions relating to steategic growth and development of the agricaltur
insurance market should utilize this research ttebenderstand the current market demand conggrain
for insurance in rural agrarian communities. Alavith examining the existence and impact of informal
risk sharing contracts on take-up of formal agtio@l insurance this research also evaluates thadtm
of pricing and marketing on purchasing decisiors explores new potential customer segments.

Il This policy brief is targeted at both policy makersd industry practitioners who would benefit from
reviewing the studies’ research findings on the a®inconstraints effecting take-up of index-based
weather insurance.

V. Policy Implications

* In India, the demand for insurance in rural comriesiis affected by household membership in
informal risk-sharing networks (jatis) which progidarying levels of financial protection againsttho
household and community level shocks.

* There is evidence of a high demand for index-basgeather insurance amongst the agricultural collie
(labour) population:
We offered our index-based rainfall insurance pobda agricultural labour populations and find that
while cultivator households do purchase on avefa§dimes more units of insurance, the demand for
the product is actually equal (as a percentageo$éholds within each sample) amongst cultivatdr an
labourer households. Taking into account differenoeincome this is a significant indicator forastg
demand amongst the agricultural labour population.

» Basis risk differentially effects take-up of insnca across informal risk-sharing communities:
Basis risk or the potential for discrepancies irasugements taken at a reference weather statiothand
realized weather parameter taken at a farmersiplone of the major risks of an index-based weather
insurance product. Due to discrepancies in thessuanements, the purchaser may not insure agasst hi

! In a household survey conducted in Andhra Prad@#, of surveyed rural landowners cite droughhasmost important single
risk they face (Gine et al. 2008).



real losses. In our study we examine the effects ofshask on purchasing decisions and find that
introducing basis risk creates a complementary éetwnformal risk sharing and the gains from index
insurance: informal risk-sharing communities tha laetter able to insure individual losses may reave
greater demand for index insurance. It demonstitii@sin the absence of basis risk, farmers choose
full-coverage, actuarially-fair index insurancedépendent of the community’s ability to informally
insure against idiosyncratic losses.

* Variation in the marketing script provided to custrys at the time of purchase has a small but
significant impact on the take-up of insurance:
In our study we varied several components of owarkating script’ in order to evaluate whether how a
product is “marketed” significantly impacts purcimgsdecisions. We find that across our sample,gusin
a marketing script where the index-insurance igrretl to as a financial product as opposed to an
insurance product, produces a positive effect &ba-tap by 3 percentage points, significant at th& 10
level, as opposed to using a regular or “normal’rkating treatment where the product is simply
referred to as insurance. This seems to consunmrdr comfort with the idea of insurance.

V. Implementation

The research findings from this study should bkzetl in efforts to expand and further develop nierket for
weather-based agricultural insurance. The actiontpdisted below suggest feasible steps whichlmamaken
by policy makers and industry practitioners in oriteenhance the demand for index-based weatheranse
amongst rural agrarian households.

» Acknowledge the role of agricultural insurance iroypding financial security and protection to
households involved in agricultural production.

» Support information campaigns aimed to increaseewess and understanding of index-based weather
insurance products amongst rural communities, Q4stily low-income households.

* Build support for weather-based insurance produdigh are designed and targeted at agricultural
labourer households.

e Support micro-insurance initiatives and capacityldimg measures, particularly those that aim to
establish effective distribution networks for ttadesof weather-based insurance.

- Encourage improvements in measurement accuracydtied of basis risk) for index-based weather
insurance through increased installation of Autocratather stations.

« Continue with price subsidies as they consistdmilye the greatest effect on take-up of insurance.

VI. Dissemination:

The academic paper “Selling Formal Insurance toltf@mally Insured” and the policy pap&Eome Policy
Lessons from Marketing Monsoon Onset Insuranceamil Nadu, Uttar Pradesh and Andhra Pradesh, India”
should be circulated amongst professional reseeschmolicy makers and practitioners involved in the
agricultural insurance and the micro-insurance stigu Organizations or individuals who operateha tndian
market would be particularly interested in thespgpa as they provide much contextual evidence emirket
and demand for weather based agricultural insurpraxucts.

VII.  Further Readings:

Two additional readings that significantly add tee tdiscussion of rainfall insurance markets in dndre
Xavier, G., et al., “Patterns of Rainfall InsuranRarticipation in Rural India” (2008) and Cole, 8t,al.,
“Barriers to Household Risk Management: Evidenoenfindia” (2010). Both papers further the discussio
demand constraints and potential impacts of indesetd weather insurance.



