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Organisation Name Start Network 

 

Project Title Food Security Insurance Against Drought 

Problem Addressed / 
Thematic Focus 

Index-based insurance for improved early humanitarian 
response to major slow-onset drought-induced food 
security and livelihoods crises 

Location 

Global: Pilot prototype of 20 globally dispersed 
countries or territories. 

Design work carried out in London and Kentucky 

Start Date 1st January 2015 

Duration 3 months 

Total Funding Requested £20,000 

 

Partner(s) GlobalAgRisk (GAR) 

Total Funding £26,250 

 

Innovation Stage Invention stage 

Type of Innovation 

Product – adapting and applying parametric insurance 
products to humanitarian action 

Process – a change in when and how allocation of 
funding for civil society response to food crises is made 

Position – a shift in mind-set towards managing risks 
rather than just response 

Project Impact Summary 

A parametric insurance product designed for countries 
vulnerable to acute slow-onset drought can enable 
predictable and impartial early funding for front-line civil 
society humanitarian responders. The payments can be 
used to support early intervention at scale, when 
vulnerable populations can be better served. 

Reporting Period End of project report covering period January-March 2015 



 
 

Total Spent £20,000 

 

ACTIVITIES CARRIED OUT 

 
The objective of this invention stage was to build the basic components needed for a 
prototype drought insurance model for 20 pilot countries through a feasibility 
assessment. The intention was to emerge with a model and pathway for development 
that would be sufficiently robust to take forward to develop into a full product.  
 
The key activities largely followed those outlined in the original workplan, and were as 
follows: 
 
1. Designing the mechanics of the prototype parametric drought insurance product 
(and how it docks with the Start Fund) – lead by GobalAgRisk 
2. Selection of the countries for implementation – lead by Start Network 
3. Developing protocols for translating the early payments into effective early action by 
frontline responders – lead by Start Network 
4. Identifying the pathways for development, including pricing, funding strategies and 
third party resources for the drought modelling – lead by GlobalAgRisk 
 

ACHIEVEMENTS 

The key output of the project is a 24 page design report (attached), which outlines the 
full drought insurance prototype and the proposed pathway to implementation. This 
was jointly developed by both partners in this initiative, and is being widely 
disseminated.  
 
Whether this HIF funded project can be deemed to have fully met its objective will 
depend on whether the design report provides a good enough case for donors to fund 
the next stage of development work to turn this prototype into a full product. A 
proposal has been submitted to the HIF large grant facility, and discussions are 
underway with a number of large foundations who have expressed interest in 
supporting new mechanisms of this kind. We are quite confident that this can be 
achieved.   
 
The highlighted achievements under each of the activities are listed below (more 
detailed explanations are included in the full design report): 
 
1. Designing the mechanics of the prototype parametric drought insurance product 
(and how it docks with the Start Fund) 
A key achievement of the project was designing a way to leverage the Start Fund in 
order to create a layered risk management strategy which is more efficient (and makes 
the insurance more affordable). The risk layering approach recognizes that holding 
large sums in reserve (as we do for the Start Fund) for the most extreme and 
infrequent events represents a very high opportunity cost that outweighs the 
opportunity cost of premium payments. Conversely, using insurance solutions for very 



 
 

frequent risks would be prohibitively expensive since premium increases exponentially 
the more frequent the expected payment. So, the most efficient arrangement is for 
reserve funds (the Start Fund) to support the frequent small to medium scale crises, 
enabling the parametric insurance to be specifically targeted at major, more infrequent 
events that are more likely to require a larger response.  
 
A second achievement was finding a solution to manage ‘basis risk’; a problem which 
has plagued other parametric insurance mechanisms. This is the potential mismatch 
between the triggers set-up and the risk it is intended to protect. An important feature 
of this mechanism is that the insurance payments are deposited first into a central pot, 
the Start Fund, from which they will be allocated to Network NGO members. In-country 
validation and targeting processes will identify how and where the payments should be 
channelled. The Start Fund will act as a buffer to manage basis risk; by absorbing 
over-payments, and by providing ‘top-up’ funding where required.  

 
2. Selection of the countries for implementation 
The key achievement under this activity was the development of a comprehensive 
country selection matrix that takes into account the following key pieces of information 
for a shortlist of 38 countries: 

I. Risk of drought and coping capacity (from INFORM index) 
II. Geographic diversity of portfolio 

III. Number of Start Network agencies in country 
IV. Existing availability of KAC climatic modelling data (developed under a 

separate project with VisionFund) 
V. Availability of secondary food security and vulnerability data 

The final selection of countries was not completed as new questions emerged around 
how to achieve the best efficiencies in investing in climate data modelling across 
‘blocks’ of countries, and the best pricing of risks across the geographic pool. The 
matrix has set us up well to run a quick country selection process in the development 
phase once these technical questions are resolved. 
 
3. Developing protocols for translating the early payments into effective early action by 
frontline responders 
Under this activity key informant interviews were held across a number of our 
members and with external bodies (FEG, EU, DFID) in order to establish protocols for 
payments that would reinforce best practice in early action and other initiatives in this 
area. The key achievement was a draft set of payment protocols that can be 
customised for each country of implementation during the next phase of development. 
These are outlined in the full design report (section 4.2). 
 
4. Identifying the pathway for development, including pricing, funding strategies and 
third party resources for the drought modelling.   
The original plan under this activity was to ‘initiate discussions’ and plan around the 
drought index modelling work, the pricing and engagement strategies. We quickly 
realised that the drought modelling was the key concern which came up in informant 
interviews, and this would require much more detail, even at this early stage of design. 
A great deal more work (pro bono time by the GAR team) was therefore put into 
developing the drought modelling work than originally anticipated. The key outcome of 
this is the description of the index in the final report (Section 3), with the annexed 



 
 

detailed discussion of why we chose the Effective Drought Index (EDI) and the 
technical challenges which need to be ironed out in the next phase of development.  
 
A second key achievement is the clarity we managed to achieve around the ambition 
of this mechanism in financial terms (estimated annual cost of around £10m). 
Originally there was reluctance to commit to pricing estimates at this very early stage. 
However, discussions with our network highlighted that support for this mechanism is 
likely to rest on the financials (as insurance is known to be an expensive option). We 
therefore circumvented this problem by using a hypothetical and simplified portfolio of 
15 countries to provide an illustration of the pricing and value for money of the 
mechanism (section 5 of the report).  
 

METHODOLOGY 

The original methodology for invention of this financial innovation was a “feasibility 
assessment involving rapid risk assessment and scoping efforts to narrow potential 
prototype products and financing mechanisms to one or two most promising 
alternatives”. The feasibility assessment approach worked well for the drought index 
modelling work, where there were several alternatives to choose from for adaptation 
(for example Effective Drought Index versus Standard Precipitation Index). This was 
important, as our ability to effectively model, price and forecast drought risk anywhere 
in the world is central to this mechanism.  
 
However, as this mechanism is so new, in other areas such as developing the 
payment protocols, there were not established options to choose between. This 
required more of a ‘straw man’ approach, where we came up with an idea for how this 
could work, and put it in front of different stakeholders to challenge and pick holes in 
order to make it stronger. In addition, the Start team found that the ‘hypothetical 
portfolio’ approach taken around the pricing worked well to translate the abstract 
concepts into concrete examples which our network NGOs could engage with.  
  

MAJOR OBSTACLES 

There were two key challenges faced during implementation; sequencing of activities 
and communication of concepts. 
 
The first key challenge was around how to sequence the activities between those 
being lead by the GAR team, and those by the Start Team. For example the Start 
Team were unable to carry out key informant interviews until we had a good enough 
idea of the mechanics of the facility, and how the drought index would work. This 
required the GAR team to have completed a great deal of the initial design work 
already. Over time, the interplay between the two teams became clearer, with the 
technical work being done first and then bounced off the humanitarian side, challenged 
and adapted to ensure its appropriateness and relevance on the ground. This will be 
taken into consideration in the next phase of work.  
 



 
 

The second key challenge was communication. The GAR team have been working on 
parametric insurance for over 15 years, with extensive experience of communicating 
concepts via academic journals. This is a very new area to the NGOs, who are also 
used to a different type of communication style. We navigated this balance over time, 
including via a webinar between the GAR team and Start Network members, with the 
end result being the final design report. A key learning for the development phase is to 
ensure that translating concepts into ‘humanitarian language’ is integrated at each 
stage of work. 
 

BENEFICIARIES/HUMANITARIAN INTERVENTIONS IMPACTED 

There were no direct beneficiaries at this stage of the project. The impact will be felt at 
the end of the next stage of development when this product is launched. The 
humanitarian impact of this mechanism will be the human suffering and costs that are 
avoided by enabling earlier humanitarian response. It is also hoped that this product 
may have a wider catalytic effect in encouraging innovation in funding to enable early 
action. 

PARTNERSHIPS AND COLLABORATION 

The partnership with GlobalAgRisk has strengthened over the course of the project, as 
we increasingly recognise each other’s strengths, areas of complementarity and 
alignment in our goals. This has enabled more open communication and trust which 
will be key going forward.  
 
A third party, Kinetic Analysis Corporation under Enki Research Inc, have also become 
a more prominent partner in this project. Enki are supplying the climate data and are 
increasingly collaborating with GAR on the drought modelling work.    
 
In addition, the advisory support provided by the CEO of African Risk Capacity (ARC) 
funded through this project has now translated into a wider partnership being explored 
between the Start Network and ARC. We are currently working on an MOU to explore 
areas of complementarity, not just in drought insurance, but also in early financing of 
outbreaks and epidemics. This was an unexpected but welcome additional outcome of 
this project.  

DISSEMINATION 

As indicated above, the key dissemination tool is the full design report which is being 
circulated amongst our network NGOs, the wider humanitarian community (for 
example the World Humanitarian Summit Task Team on Risk) and with potential 
donors and partners.  
 
We have also promoted the outcomes of this project via: 

- A learning webinar with GAR and Start Network members held on 23rd April 
- A presentation of this mechanism (amongst others) to the Start Fund donor 

council on 18th May  
- A workshop on new financing models with the network members on 21st May 



 
 
 

We will continue to disseminate the results of this project in order to leverage interest 
and involvement from our network and the wider humanitarian community, and to lay 
the ground work for donor interest in the development and implementation phases of 
this project.   

TRANSFERABILITY 

The report aims to be entirely transparent and therefore the concept is replicable. This 
is particularly the case for the concept of using a reserve fund to manage basis risk 
and achieve efficiencies in layering risk, and the idea of working at the ‘meso-level’ by 
pooling risk across a number of countries to achieve better pricing.  
 
However, we still have to go through the development phase to develop an actual 
product that could be replicated. The intention is for the end product to also be entirely 
transparent and therefore transferable. For example, we plan to develop a software 
platform which hosts all of the drought risk modelling, so that this can easily be 
accessed by others for both planning purposes and also to launch their own financial 
products.  
 
 
1. If the project or innovation is to be replicated or scaled up, please list the three most 
important issues or actions that will need to be considered: 
(where 1 = most important and 3 = least important) 
 

Suggestion/issue 1 2 3 

1 Finding donor support to cover both the costs of development of this 
mechanism, and the eventual costs of the insurance premiums. 

This depends on us being able to communicate the concepts clearly and 
in a way that shows this as a solution to the key issues that currently 
inhibit effective response to food security and livelihood crises. 

 

X ☐ ☐ 

2 Achieving a global drought index model which can demonstrate 
accurate forecasting of drought-induced food security issues on the 
ground, and which is trusted and understood by the humanitarian 
community in those countries.  

This will depend on rigorous technical work, as well as in-country testing 
and engagement. 

 

X ☐ ☐ 

3 Being able to achieve good pricing of the insurance premiums once the 
risk is taken to market.  

We know that African Risk Capacity have managed to achieve this but it 
is yet to be proven whether this can be replicated by smaller outfits such 
as ourselves.  

 

X ☐ ☐ 

 


