In many developing countries, the agricultural
sector is particularly vulnerable to outside shocks
Weather risks (drought, flooding, cyclones, etc.)
and market risks (price instability, etc.) weigh on
agricultural activitieS They appear to be one of
the primary sources of household vulnerability (in
particular for poor farmers and consumers).

In recent years, agricultural risk management
instruments—insurance mechanisms in particu-
lar—have been the subject of growing interest. In
developing countries, the focus has above all been
on commodities (coffee, cocoa, cotton, etc.). More
recently, particular attention has been paid to
agricultural risk management in conjunction with
food security. Pilot projects have been set up in
several countries, including programs based on
drought risk management tools in Malawi and
Ethiopia.

The sharp price volatility of foodstuffs and the
heightened risks linked to climate change have
reopened the debate on policies and tools aiming
to protect states and households and insure agri-
cultural risks. This article takes a look at e

vate risk management mechanismginsurance,
futures markets, etc.) that are regularly mentioned
as being the major solutions. Are these tools suit-
able for risk management in developing countries?
The goal of this article is to provide insight into
the answers by clarifying certain concepts and
shedding light on these mechanisms’ advantages
and limitations, notably based on examples of
experiments that have been set up.

! Agricultural risks may also be institutional (chasgin the
policies or regulations that affect agriculturapahcial (ex-
change rate variations) or human in nature. Onlgtiver and
price risks are analysed in this article.

2 Jean CordierLa gestion des risques en agriculture. De la
théorie & la mise en ceuvre: Eléments de réflexonr
I'action publique Notes et études économiques No. 30, March
2008.
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The diversity and complementarity of
risk management instruments

First, it is important to clarify a few conceptsida
make explicit the types of risks and management
instruments usually associated with them. Risk
management instruments can be private, collective
(or professional) and/or public. Classification of
these instruments depends on the degree of inde-
pendence (independent risk/systemic risk), the
probability of occurrence, and the intensity of the
risk (mild risk/severe risk). Figure No. 1 charts
these instruments

Figure No. 1: Risk management instruments
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Agriculture is especially concerned Isystemic
risks (that simultaneously affect several variables
and reach all actors) ardisaster risks (that are
low in frequency but come with very high associ-
ated losses) that are, by nature, difficult to ie$u
Developing private risk management instruments
is particularly interesting for agricultural sector
Public instruments (safety nets) and private in-
struments must be seen asmplementary. A
combination of tool seems necessary depending
on the nature and scale of the risks, crops and
commodity chains concerngd

Insuring agricultural risks in devel-
oping countries

Insuring agricultural risks with private tools is
recent (as opposed to public management which is
fairly old). Market price risk managementtook

off starting in the 1980s. Faweather risks, the
dynamic is even more recent since the weather
derivative market (cf. Box No. 1) emerged
roughly a decade ago. Use of the weather market
and indexed insurance products for agriculture
was recently introduced in developing countries.

Box No. 1: What are weather derivatives?

Weather derivatives are financial contracts based
on an underlying weather index. They are based
on data recorded in one or several meteorological
stations. Payment is automatic in the case of bad
weather, in function of conditions set in advance.

Since it was created, the weather derivative mar-
ket has grown rapidly. Financial instruments have

primarily been used by private companies (energy
companies in particular to “cover themselves”|or

offset income losses due to milder winters).

Source: World Bank

Price risk management

There are several mechanisms to manage the risks
linked to fluctuating agricultural prices. Tools
such as futures and options offer the ability tklo

in or secure purchase or sales prices on a forward
basiS. This type of price risk management does
not reduce the impact of long-term trends (i.e.
falling or rising trend in international prices)ytb

can provide protection against impacts of short-
term—even medium-term—oprice volatility.

® For disaster risks, only national or internatiopablic inter-
vention can bear these costs.

4 Frédéric CourleuxPrévention et gestion des risques en
agriculture, Prospective et évaluation, December 2008.

® Cordier, March 2008.

® In the past, stabilization tools were set up sagBtabilization
funds and international commodities agreementseSime end
of the 1980s, these funds have been dismantledt btws-
modity agreements came to an end at roughly the siane.
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These mechanisms were initially tested in devel-
oping countries to help producers withstand agri-
cultural commaodity price volatility. Several initia
tives were set up in recent years to promote their
use among farmers in pilot activities supported
by the World Bank and other donarsn West
Africa, a commodity chain price risk manage-
ment instrument was recently set up with the sup-
port of French overseas aid. It is built on a seg-
mentation of the risk according to price levels and
their occurrence probability (cf. Box No. 2).

Box No. 2: Price risk management in the cottorn
commodity chain in Burkina Faso

Depending on how much prices vary around a
baseline value calculated each year, diffefent
levels of risk are identified:

- When the variations are small (mild risk), they
are managed within the commodity chain by the
cotton company thanks to a smoothing medha-
nismf.

- When prices drop more then that, the cotton
company is covered by its positions on the cot-
ton futures market.

- Finally, when the variations are exceptionally
large, the state (or donors) intervene as a last re
sort (safety net).

Price risk management has recently begun to be
used in thefield of food security. Following the
food shortages in 2005, the government of Malawi
and its principal partners worked together to get u
risk management tools as part of a strategy aiming
to lessen the impact of drought on food security.
Among these instruments, the government decided
to buy a call option on the South African Futures
Exchange (SAFEX) to protect itself against a rise
in international prices in case a poor harvest
would make substantial maize imports necessary.
At the end of 2005, the government made a first
purchase through the call option of approximately
60,000 tons of maize to cover part of the cereal
deficit (at a price much lower than the interna-
tional price). This initiative received technicalca
financial support from the World Bank and the
UK Department for International Development
(DFID).

7 Since 1999, the international working group on owdity
risks management (the Commodity Risk Managementgro
CRMG) has been testing and setting up systems twagea
price-related risks for farmers’ organizations (Uganda,
Nicaragua, Tanzania, etc.).

8 A smoothing mechanism makes it possible to guaeant
farmers an average purchase price. When the sale &
higher than the price paid, the smoothing mecharuobtains
funds. When the sale price is lower, the mechamsakes up
the difference.
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Weather risk management

In the discussions on adapting to climate change,
and in particular to extreme weather events, insur-
ance mechanisms are the subject of growing atten-
tion. These relatively new tools are beginning to
be used in the agricultural sector. They mostly
target risks linked to low-probability high-impact
weather events, such as serious droughts, rather
than the risks of more frequent events such as less
serious precipitation deficits.

Insurance products indexed on weather conditions
have been used in several developing countries. In
the field of food security, drought insurance, in
the form of a derivative contract, was recently
developed in Malawi as protection against the
impact of a severe and catastrophic drought. With
this contract, if the index (cf. Box No. 3) falls
below a certain threshold, a sum will be paid to
the government, which could be used to acquire a
call option that would have the effect of setting a
cap on the price of maizeSeveral donors support
this initiative and DFID paid the contract pre-
mium. The World Bank acts as an intermediary
with reinsurance companies or investment banks
that offer weather risk management prodticts
For the pilot transaction for the 2008-09 agricul-
tural season, a sum of up to five million dollars
will be paid in May 2009 the case of severe and
catastrophic drought.

Box No. 3: A weather derivative set up in Ma-
lawi

In Malawi, the weather derivative uses a rainfall
index based on the Government’s maize produc-
tion model. Local meteorological stations measure
rainfall and in the case of severe drought thal il
impact maize production, according to specific
triggers, the contract provides an automatic pay-
ment.

Implementation and limitation of these
mechanisms

Experiences in using risk management instru-
ments in the field of food security are recent and
most are still experimental. Utilisation prospects
are potentially interesting. However, numerous
guestions remain unanswered on the subject of
agricultural risk management such as the comple-
mentarities between the various existing or to be
developed instruments, their appropriateness to
the specificities of different agricultural risksy

® The system put in place in Malawi combines botfcimae
nisms: weather risk management (drought insurasuee)price
risk management (call option).
1®Malawi was the first country to use this new finahgrod-
uct offered by the World Bank.
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even the role of public intervention, farmers’
organizations, and dondts

In addition, implementing these mechanisms runs
up against several limitations. The problem of the
availability and quality of (weather, agricultural,
demographic, economic) data is still considerable.
Reliable data are crucial to construct and chose
indexes, calculate occurrence probabilities of risk
events, etc. Data are often difficult to obtain in
several developing countries. There are also large
constraints linked to access to these tools. Aelarg
part of the actors concerned (developing country
governments, farmers or farmers’ organizations,
etc.) do not have any expertise in the use of this
type of instrument. They are fairly complex opera-
tions that need to attain critical size. Implemegti
these mechanisms very often necessitates large
amounts of financing and considerable capacity
building for institutions and actors.

Finally, these mechanisms aim essentially to at-
tenuate the effects of crises and potential dissaiste
They are necessarily complementary and must be
part of an overall policy to reduce vulnerability.
This raises the question of the necessary coordina-
tion with policies and instruments that make it
possible to increase protection for vulnerable
groups and improve states’ and populations’ abil-
ity to withstand shocks.

This article was written with the assistance of Da-
mien Lagandré, project manager at GRET.

For more information:

Jean Cordierl.a gestion des risques en agriculture. De
la théorie & la mise en ceuvre : éléments de réfhek
pour l'action publique Notes et études économiques
No. 30, March 2008.

Julie Dana and Christopher Gilbekanaging Agricul-
tural Price Risk in Developing Countried/orld Bank.

11 Cordier, March 2008.
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Current prospects indicate higher cereal produc-
tion compared to last season, mainly due to the
favourable conditions in most of the maize grow-
ing areas. Harvests of seasonal food crops have
already started. This is contributing to a gradual
improvement in food security conditions, espe-
cially for those households dependent on crop
production as a primary food and income
sourcé?.

The impact of persistently high food prices has
remained a major food security concern for the
most vulnerable groups through the critical
months of the hunger season (between November
and March/April).

After reaching record high’ food prices started
to decline in December 2008. This was the first
time in 2008/09 season that such drops were
recorded. The slower pace of imports, compared
to last year, especially since August 2008 (cf.
below) has contributed to the high domestic
prices in the region.

This year, the downward trend has been weak. As
shown in graph No. 1, retail prices of white maize
in some countries decreased slightly (Malawi,
Tanzania), as a result of increased food availabil-
ity from early harvest. Nevertheless, they remain
significantly higher than those prevailing during
the last five years. In addition, prices have in-
creased unseasonably in several markets (in
Zambia and Mozambique) during the last two
months.

Reasons for the high price increases vary from
country to country. In Malawi, prices remain at
high levels and started to decline in February as a
result of the improvement in supplies. Private
traders contributed to shortages by retaining
maize stocks while waiting for prices to rise to
levels well above ADMARE' fixed prices. In
Tanzania, high prices were caused by tightening
supplies following a bad harvest in the bi-modal
areas that normally contributes 30% of the annual
crop production. In Zambia, the higher prices
resulted from shortages in the maize industry.
Traders and the government have not been able to
reach an agreement on suitable prices and quanti-
ties to be purchas&t

Graph No. 1: Retail prices of white maize at seleet! markets. April 2004-March 2009 (US$ per kg*)
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Source: Fews Net Malawi, Mozambique, TanzaniaZambia

2 Fews Net, Southern Africa food security updaterd22009.

3The highest peaks were recorded in most food deficintries (Zimbabwe, Malawi and Mozambique).
1 ADMARC: Agricultural. Development and Marketing Qarration (state food agency)

®Fews Net, Southern Africa food security update réaty 2009.
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Intra-regional trade plays a significant role in

ensuring the region’s food supplies. In the

2008/09 marketing year, the pace of cereal im-
ports into the deficit countries of the subregion

has been relatively slower than that of the past
two years®. Export bans and trade restrictions,

coupled with high staple food prices have led to a
drop in informal flows, especially since August

2008. The region’s import demand usually peaks
during the hunger season. But, in some countries
where maize shortages were critical this year,
trade flows had marginally narrowed the gap

between supply and demand.

Cross border trade from April 2008 to February
2009 were estimated at 95,536 MT, about 25%
lower than last season. Maize is still the most
traded commodity, accounting for about 79% of
the trade, followed by rice and beans. Total maize
flows dropped from 10,000 MT in August to
about 3,900 MT in September (cf. graph No. 2).
Trade flows have remained around the same level
(2,000-4,000 MT) ever since. This is partly at-
tributable to scarcity of exportable surpluses in
Mozambique and Zambia and reduced import
demand in Malawi. The most significant reduc-
tions have been in the exports from northern
Mozambique into southern Malawi. The export
ban in Tanzania has also constrained cross-border
tra<l:i7e between that country, Malawi and Zam-
bia™".

Graph No. 2: Volume of informal cross-border tradein maize between DRC, Malawi, Mozambique,
Tanzania and Zambia. April 2006-February 2009
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Source: Southern Africa informal cross lsnthonitoring system (February 2009)

A recent study conducted in Southern Afffca
highlights that efforts to improve food security
could be enhanced through regional trade and
other integration strategies. The growing tendency
to increase extra-SADC importation needs to be
reverted by promoting regional investments into
the production of key products and the required
infrastructure and irrigation resources. Policies
should focus on expanding the regional food mar-
ket and increasing regional employment, labour
productivity and incomes.

®FAQ, Crop prospects and food situation, Februaf920

7 Fews Net, Informal cross border food trade in Seuth
Africa.

18 Southern Africa Trust, The future of food secufiy South-
ern Africa, November 2008.
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This article is largely based on the regiona
food security updates, prepared by the Faming
Early Warning Systems Network (Fews Net).

For more information:

Fews Net, Southern Africa food security update,
February and March 2009.
Fews Net/WFP, Informal cross border food trade
in Southern Africa, February 2009.
Southern Africa Trust, Who will feed the poor?
The future of food security for Southern Africa. |A
policy discussion paper, November 2008.
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Reducing maternal and child
malnutrition: Initiatives from the
various EC Member States

The European Commission Member States have
launched several initiatives and discussions for
reducing maternal and child malnutrition in devel-

oping countries.

France wants to give a clearer focus to its strate-
gies for helping define and implement malnutri-
tion policies and programmes. It has been working
on developing its strategy since late 2008. Around
twenty organisations, including the European
Commission, NGOs, private foundations, research
institutes and consultants, took part in a consulta
tive meeting held on 31March this year. The aim

of the meeting was to present the current state of
discussions, based on a draft working document,
and to hear the views of the participants. A con-
sultation will be held with partners from develop-
ing countries before the strategic document is
validated.

The Danish Ministry of Foreign Affairs, working
together with three research networks (ENRECA
Health, Danish Development Research Network,
Danish Water Forum) is organising a seminar on
"Food, nutrition and gender: Lessons learned and
recommendations for future action.” It is to be
held in Copenhagen on 28th April. The aim of the
seminar is to discuss interventions and policies fo
reducing the causes of malnutrition and learn from
existing experiences. Case studies will be pre-
sented, particularly from Bangladesh, Afghanistan
and Tanzania.

Regional seminar on food secu-
rity in Asia — European Commis-
sion

The European Commission regional seminar on
food security will be held from 26th to 30th April
this year in Dhaka, Bangladesh. Delegates from
about fifteen Asian and Caucasus countries will
take part, along with personnel from AIDCO, DG
DEV, ECHO, etc. and some food security experts.

There will be presentations, debates and work-
shops. One day will be given over to the rise in
food prices and the EC and EU responses to the
problem. The aim will be to analyse the implica-
tions of price rises on current programming and
discuss modalities of implementation (resources
mobilised, partners, ...). Discussions will also be
on EC involvement in reducing malnutrition and
implementing social transfers. A progress report
on these two themes will be presented, focusing
particularly on the conclusions and recommenda-
tions from the thematic seminars in April and May
2008, and on the progress made by AIDCO E6 in
drawing up the concept notes. Input and specific
insights from people working in the region will be

a particularly important part of the discussions.
The ROSA initiative will be presented on the last
day, in order to have a clear idea of the needs and
expectations of the delegations and take them into
account in planning activities for 2009.

This bulletin was written by the GRET team in charge of animating ROSA (Operational Food
Security Network). It is an initiative of AIDCO EG6 (thematic support for food security, rural devel-
opment and environment) in collaboration with AIDCO G4 (Training and Knowledge Manage-
ment).The viewpoints expressed do not in any case represent the official European Commission

viewpoint.
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