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Weather-index Micro Insurance or Derivatives

• Index-based insurance solves problems of traditional 
crop insurance. 

• Based on weather index like rainfall, temperature, wind-
speed, precipitation, snow depth, etc. 

• Payment is not based on actual loss suffered--but on the 
amount of cover purchased and the index level. (e.g. 
policy holder gets paid for every mm of rainfall below 
the ‘strike’ and ‘exit’ levels. 
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� � �  �! 
� � � �"� � � � � � � �
� � �  �! 
� � � �"� � � � � � � �
� � �  �! 
� � � �"� � � � � � � �
� � �  �! 
� � � �"� � � � � � � �
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Other examples:
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� � � � � � � � 
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� �
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� � � �� � � � � � � � 
� � �  �
� � � � � � � � �
� �
� � 
� � ��  � �� � � � �� 
� � �� � � � � � � �
 � � � �� � � �� � � �� �) � � &�( � � 	 � � � 
� � �
( � � � � � � *

# "� �$ � � 
�� � � �� � � �"� � � � � � 
� � � � � � � � 
�
� � � � � � � � �� �� � � � � ��  
� � � �
�� � � �� � � � � � � � � � �� � � � �



HAF 01-07-08
� �

Cat(astrophe) bonds

• bonds are issued by insurance and reinsurance companies to 
independent financial investors e.g. California Earthquake, Japan 
earthquake, Florida Windstorm and European windstorm.

• Also based on weather-index triggers. Its price is based on the 
spread over and above the risk-free rate and the loss expected from 
the insurance.

• Investors would include hedge fund companies (particularly those
specializing in natural catastrophes), other insurers, re-insurers, and 
pension fund establishments.

• Swiss Re and Munich Re are major players in the world cat bond 
market. 



HAF 01-07-08
� �

• How big is the market for Cat bonds… ; � 8 � 
3 � � 
 � � � 
 � � 
 � � � � �

F 4� � 	

	� � � 	� �4! ! 0' �
F�3�@�� 	

	� � � 	� �4! ! � ' �
F0�@�� 	

	� � � 	� � � � � � � 	� � � � � � � � � � � � � � � � � � � �4! ! @� �

• Cat bonds are attractive because:
– Offer investors diversification of risks since they not subject to 

economic risks that plague financial markets. 
– bonds pay higher returns to investors

Risk: investors could lose principal in case of major disasters.
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Private-government-NGO-donor partnership
, � � � � � 
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+ � $G� < � � � � � 
	� 	� � � � 	� � � � � � � : � � 
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