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Main causes of Coffee yield Losses



History of Coffee Insurance.

CIB  
Insurance
Program

Administered by trustees for CIB:

Purchased Commercial Reinsurance.

Managed the Program (Aggregated
shorfall policy).

Claims response 
was not properly
defined

Farmers did not
understand the bases 
of the insurance
provided.

Total Individual 
Coverage

Comercial Policy



There was a Generalized Unhappines with the
CIBIP.

Individual Contracts vs Collective contracts.

Updating and Administering Farmer Registration
and Activity Tracking System (FRAT)

Solving financial lack of liquidity at the moment of 
paying the premium. 

Secure premiums to insurers and 
reinsurers.

Simplify channels to collect premiums and distributing 
payments (minimize/eliminate field survey).

Improve the institutional structure and capacity 
that already exists for reaching farmers.

Take the past
experience and 
reestructure/modify
what is needed.



Index Based Insurance for Coffee
Farmers

• Objective:
Assisst the CIB in designing and implementing a financial
market‐based mechanism for transferring weather risks
to the international market.

• Scope in providing technical assistance:
Layering weather risks, 
Designing a delivery channels for premium collection and 
payouts. 
Risks quantification, 
Structuring a weather insurance product, 
Reinsurance negotiations.
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Technical Challenges

• Lack of data or inadequate infrastructure.
– There are no wind gauges in the BM, for pricing and monitoring contracts.
– There will be a need to install new wind and rain gauges in the coffee 

regions.
– Statistical base (production, losses, risks).

• Farmers deliver berries to different dealers and factories.

• Lack capacity or willingness to pay premiums.
– Need to find a financial arrangement to overcome the financing gap problem 

that farmers lack liquidity at the moment premiums are due. 

• Presence of huge basis risk.
– Extreme topography in the BM area, and its impact on localized wind and 

rain patterns.
– Design a mechanism to compensate genuine losses incurred by farmers, but 

not triggered parametrically.
– Agronomic cycle of coffee trees varies in relation to altitude and coffee 

areas.



Options Considered

1. Traditional crop insurance; 

2. An aggregate parametric trigger for the industry as a whole;

3. Parametric insurance with individual contracts to farmers;

4. Same as 3, but with creating a fund to deal with basis risk;                        
..               and

5.Doing nothing



Possible Options.

Possible Options Advantages Disadvantages Observations

1. Traditional Crop Insurance.
Indemnity according to 
individual farmer loss

Loss assessment highly 
problematic, and costly
Need of an insurance and 

claims management unit.
High moral hazard 
Reinsurers will not provide 

support

This option has been tried 
and is highly challenging.  
There are almost 
insurmountable operational
difficulties

2.  Aggregate Parametric 
Trigger (either (a) index based 
on hurricane track parameters 
or (b) based on triggers at a 
series of weather stations)

• Likely to be acceptable to 
reinsurers 

• Payouts based on 
independent and 
transparent parameters

• (a) would be easy to 
implement

• Cannot operate without 
setting up scheme to 
distribute aggregate 
payout to individual 
farmers

• Does not solve loss 
assessment needs at 
individual farmer level 

• Trigger type (a) gives high 
basis risk even at whole-
industry level and cannot 
capture excess rainfall

• Trigger type (b) requires 
new local station network 
in coffee areas as in (3)

• This option would make 
aggregate payment to CIB.

• Does not address how to 
distribute claims to 
farmers

• Neither hurricane track or 
weather-based option 
addresses underlying 
difficulty of  previous 
scheme



Possible Options.
Possible Options Advantages Disadvantages Observations

3.  Parametric Trigger with 
individual contract to farmers
(Based on weather stations)

• Transparent index 
• Rapid claims payment
• No field loss assessment
• Simple product allowing 

insurance contract to farm 
level

• Likely to be acceptable to 
insurers and reinsurers

• CIB act as distributer and not 
as insurer

• High Basis Risk
• Few existing rain stations and 

no wind stations in coffee 
areas 

• Setting premium rates and 
triggers, and defining sub-
zones, is technically 
challenging, and needs risk 
modeling

• New automatic weather 
stations needed 

• Needs careful extension to 
farmers. 

• Premium rates and 
affordability unknown –
increase in frequency of 
recent events

• High basis risk means that 
this option needs to be 
considered as “income 
supplement” and not “crop 
insurance”.

4.  As (3) but with additional 
Basis Risk Fund

• Basis Risk Fund targets 
farmers who are genuinely 
affected by loss when trigger 
not hit

• Individual farm assessment 
required for localized damages 
to be compensated under the 
Basis Risk Fund

• Difficult to define coverage 
and to limit the circumstances 
which the Fund is required to 
compensate.  This depends on 
extent of basis risk and on the 
triggers levels of the 
parametric product as in (3)

• This Fund would still need  
conventional individual 
farmer loss assessment (as per 
previous scheme). 

• It would be essential to clearly 
define and limit situations in 
which Fund responds to 
claims, to be operationally and 
financially feasible

• It is recognized that the Basis 
Risk Fund would carry 
operational challenges.

5. Nothing
• Decision that insurance 

solutions are highly 
challenging or “too difficult”

• Financial protection against 
major events is extremely 
highly demanded by the 
industry and ranked as a top 
priority

• Insurance is just one of many 
measures needed by the 
industry, 



Option 3. Parametric Insurance: Individual 
Contracts for Farmers.

Source: National Meteorological Service

Automatic weather Stations:

10 ws (US$12,000.00/ws)

Calibration of WS and triggers.

Product Design:

Period of coverage.

Insured entity.

Sum insured.

Scale of sum insured by 
date.

Trigger definition.



Adm and contractual 
arrangements:

Who will underwrite?.

Voluntary or automatic.

Distribution and 
Enrolment.

Premium and Claim 
Payments.

Farmer extension.

Pilot implementation.

Financial Arrangements.

Development costs.

Capital funding and 
maintenance budget for 
AWS.

Option 3. Parametric Insurance: Individual 
Contracts for Farmers.



Insurance Structures.

Insurer

Distributor

Policyholder is
Farmer

Micro level insurance program

Policies, premiums, claim
s

Policies, premiums, claim
s

Meso/Macro insurance program

Insurer

Policies, premiums, claim
s

Policyholder is 
Aggregator (e.g. 
processor, bank)

Farmers

Aggregator sets the 
payout rules
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