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1.0  INTRODUCTION  

Disasters affect the poor and vulnerable people across the globe but more adversely in the developing world. The 

impacts of extreme weather events force some 26 million people into poverty every year and threaten to reverse 

development progress1. Climate change and associated extreme climate events such as drought and flood have 

increasingly put at risk food and nutrition security in Southern Africa over the last decade. Malawi, as one of the 

Southern African Countries, is highly vulnerable to the impacts of extreme weather events given its location along 

the great African Rift Valley, rapid population growth, unsustainable urbanization, climate variability and change, and 

environmental degradation. The most common weather-related shocks affecting Malawi include floods, drought, 

stormy rains and hailstorms. More than 80 percent of Malawians are smallholder farmers with access to an average 

of just 0.23ha of land (the average in sub-Saharan Africa is 0.40ha).2 Many Malawian smallholders experience food 

insecurity every year due to the impact of poor weather conditions on their ability to produce enough food. Women 

smallholder farmers are especially vulnerable to climate induced food insecurity due to their level of vulnerability as 

they have unequal access to land and credit3.  

Over the past five decades, Malawi has experienced more than 19 major floods and seven droughts, with these 

events increasing in frequency, magnitude and scope over the years. For example in 2015 Malawi’s harvest was 

severely affected by both flooding and drought. The Malawi Vulnerability Assessment Committee (MVAC) estimated 

that 2.8million people experienced acute food insecurity during the 2015/16 food lean period. In early March 2019, 

Malawi was affected by heavy rains from Cyclone Idai which developed from a Tropical Depression that formed 

offshore central Mozambique4. This cause severe flooding in the Southern and, to a lesser extent, Central Region of 

the country resulting into approximately 975,600 being affected by these floods, with 60 deaths and 672 injuries 

reported. Multiple concurrent trends in the last century such as population growth and globalization of supply chains 

are driving increases in exposure and vulnerability to climate-related disasters at a global level. As a result, there has 

been an increase in the economic cost of environmentally induced disasters, from around $25 billion per year in the 

1980s to $175 billion in 2016 (Baur and Parker, 2015; Munich Re, 2017)5. Although absolute economic losses are 

significantly higher in high-income countries, they only account for 0.2% of GDP, whereas in low-income countries 

they account for 5% of GDP. The impact of cyclone Idai in Malawi resulted in production losses to a value of about 

US$ 9.96 million to the economy in 2019, equivalent to 0.13 percent of GDP6. This impact is driven by loss in the 

agriculture, construction, electricity and water, wholesale and retail trade, transport, and accommodation and food 

services sectors. It was expected that insurance would be critical to meet the recovery and reconstruction costs in 

such situation especially in the developing world. However, insurance penetration is limited in low-income countries, 

accounting for only about 100 million poor and vulnerable people in Africa, Asia and Latin America covered by 

climate risk insurance. 

 

 
1 Federal Ministry for Economic Cooperation and Development (BMZ), Division Climate Policy (2017). Climate risk insurance for the poor 
and vulnerable.www.insuresilience.org 
2https://www.wfp.org/countries/malawi 
3 The wrong Model for Resilience. How G7-backed drought insurance failed Malawi and what we must learn from it. www.actionaid.org 
4Government of Malawi, Malawi 2019 Floods Post Disaster Needs Assessment (PDNA), 2019 
5Felicity Le Quesne, et al (2017). The Role of Insurance in Integrated Disaster & Climate Risk Management: Evidence and Lessons Learned. 
Institute for Environment and Human Security (UNU-EHS). Germany 
6Government of Malawi, Malawi 2019 Floods Post Disaster Needs Assessment (PDNA), 2019 

http://www.insuresilience.org/
https://www.wfp.org/countries/malawi
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Traditionally, disaster management approaches have predominantly focused almost exclusively on response than on 

risk transfer through risk insurance. These approaches have for years been detached in theory and practice from 

activities that influenced societal vulnerability and exposure. Now, these approaches are being replaced by more 

integrated approaches that include climate risk management. In line with this shift, Government of Malawi in the past 

decade has endeavored to put in place relevant policies and strategic documents to promote a culture of risk 

management. The Government is revising the outdated 1991 National Disaster Relief Act by developing a National 

Disaster Risk Management Bill which is yet to be finalized. The Government also developed a Disaster Risk 

Management Policy in 2015 and Disaster Risk Financing Strategy in 2019 to promote a proactive approach to risk 

management than only being reactive as in disaster response.  

 

Globally, the United Nations Framework Convention on Climate Change (UNFCCC) which entered into force in 1994 

provides the basis for concerted international action to mitigate climate change risks and to adapt to its impacts.  The 

Convention’s ultimate objective is “to achieve, in accordance with the relevant provisions of the Convention, 

stabilization of greenhouse gas concentrations in the atmosphere at a level that would prevent dangerous 

anthropogenic [originating in human activity] interference with the climate system". The UNFCCC has over the years 

set up funding mechanisms to support ''the planning and implementation of adaptation actions aimed at reducing 

vulnerability and building resilience in developing countries, especially those that are particularly vulnerable, 

especially least developed countries, Small Island developing States and Africa''7. Accordingly, Parties to the 

UNFCCC for which Malawi is are supposed to put in place instruments and processes to create enabling 

environment for funding climate change adaptation programs.   

 

The need for substantial financing for climate change adaptation and disaster risk management cannot be 

overemphasized. For instance, the Government of Malawi after the 2019 flooding estimated the recovery and 

reconstruction needs at US$ 370.5 million, include the costs of prioritized interventions and spread across short 

(44.4 percent), medium (13.6 percent) and long (42.0 percent)-term, with a huge amount of this cost expected to be 

provided by development partners8. The World Bank was reported to have committed US$120 million to support 

recovery and reconstruction including early recovery assistance to the most vulnerable with commitments from the 

UN and other development agencies also expected for additional contributions9. Vulnerable communities such as 

subsistence farming households which are in majority in Malawi are already endeavoring to make individual and 

community efforts to manage the impacts of risks associated with disasters they face annually by setting up and 

implementing Community Based Early Warning Systems and practicing climate smart agricultural practices including 

small-scale irrigation. Many more are engaging in small-scale business through village savings and loan 

associations (VSLAs) to diversify their livelihoods. However, the spirit and determination is hampered by lack of 

access to substantial finances10. Therefore, there is great need for an effective and efficient national climate change 

adaptation and disaster risk financing mechanisms which include risk transfer such as insurance that is substantial 

and accessible by all stakeholders particularly vulnerable communities and decentralized structures.   

 

 

 

 
7UNFCCC Copenhagen Accord 2009 
8Government of Malawi, Malawi 2019 Floods Post Disaster Needs Assessment (PDNA), 2019 
9Government of Malawi, Malawi 2019 Floods Post Disaster Needs Assessment (PDNA), 2019 
10 Civil Society Network on Climate Change (2019). Climate Change Adaptation Funding Processes in Malawi. www.cisoneccmw.org 

http://www.cisoneccmw.org/
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Insurance as a form of risk transfer financing is now widely recognized as an important tool for developed as well as 

developing countries when implementing an integrated climate and disaster risk management approach. The role of 

insurance is recognized in the Sendai Framework for Disaster Risk Reduction and has emerged as an important 

topic in global policy conversations11. However, the significant visibility and anticipation associated with disaster and 

climate risk insurance has not yet been matched by sufficient empirical evidence on what works and what does not 

and indeed, what criteria to apply when incorporating insurance within disaster and climate risk strategies. This study 

took stock of the climate and disaster risk financing initiatives and how the funds are contributing to reducing the 

vulnerabilities of various communities by enhancing the adaptive capacities of individuals, households and 

communities in Malawi.  

2.0  BACKGROUND 

This synthesis report presents an assessment of Climate and Disaster Risk Financing and Insurance (CDRFI) 

initiatives at Global, Regional and National levels. This was commissioned jointly by Civil Society Network on 

Climate Change (CISONECC) in partnership with CARE under a project called ‘Multi-stakeholder partnership on 

climate and disaster risk financing and preparedness in the context of the InsuResilience Global Partnership’ with 

support from the Government of German and CARE German. The InsuResilience Global Partnership is a 

partnership of over 70 partners consisting of countries, civil society organizations, international organizations, private 

sector and academia which aims at strengthening the resilience of developing countries and protecting the lives and 

livelihood of poor and vulnerable populations from the consequences of disasters by enabling faster, more reliable 

and more cost-effective responses to disaster. The principle objective of the project is to reduce the negative 

consequences of disaster and climate change on the development opportunities and living conditions of vulnerable 

Malawians by establishing a multi-actor dialogue platform for Climate and Disaster Risk Financing and Insurance 

(CDRFI) in Malawi.  

In order to establish a multi-actor dialogue platform for (CDRFI) in Malawi, the project planned to develop an 

appropriate and online Knowledge Sharing Platform and Participatory Monitoring and Evaluation (PME) Strategy. 

This synthesis report was therefore produced after a review of relevant literature on CDRFI at the national, regional 

and global level with the view to provide guidance towards the development of an online Knowledge Sharing 

Platform and PME Strategy.  It is hoped that the development of a Knowledge Sharing Platform will provide an 

effective and efficient means for continued learning and analysis of issues related to climate and disaster risk 

management initiatives as this will provide the client and intended users with the opportunity to interact with each 

other to share knowledge and experiences and contribute formal and informal information to the knowledge base.   

Again, it is envisaged that development of a Participatory Monitoring and Evaluation Strategy will provide 

opportunities to link policy and practice in CDRFI in Malawi in order to achieve intended outcomes and uplift 

socioeconomic welfare of vulnerable communities at risk to the multifaceted effects of climate change. Development 

of national development policies, strategies and related financing mechanisms in climate and disaster risk 

management is always not a big challenge but effective implementation has always been the test. Ineffective 

implementation leads to gaps in linkages between policy and practice. One of the contributing factors to ineffective 

implementation of national policies is the lack of wide-ranging multi-stakeholder engagement in the planning, 

implementation and monitoring of national policies.  

 
11Felicity Le Quesne, et al (2017). The Role of Insurance in Integrated Disaster & Climate Risk Management: Evidence and 
Lessons Learned. Institute for Environment and Human Security (UNU-EHS). Germany 
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It is hoped that the PME Strategy will help promote effective multi-stakeholder engagement in monitoring of the 

implementation of CDRFI in Malawi to ensure responsiveness, quality and efficiency of service delivery.  

As stated already, this analytical report, as part of the assignment will provide an assessment of the status of 

Climate and Disaster Risk Financing and Insurance initiatives at Global, Regional and National levels and will inform 

the development of the PME strategy.  

 

3.0  SCOPE OF WORK 

3.1  Overall Purpose of the Assignment 

The overall purpose of the assignment is to develop a Knowledge Sharing Platform and a Participatory Monitoring 

and Evaluation Strategy and Tools for Climate and Disaster Risk Financing and Insurance (CDRFI) in Malawi.  

3.2  Specific Objectives 

It is envisaged that the effective implementation of the two products as stated in the overall purpose shall help 

CISONECC and CARE Malawi achieve the following specific objectives;  

 

3.2.1 Enhance stakeholders’ understanding and engagement in the participatory monitoring and evaluation of 
CDRFI activities  

3.2.2 Enhance stakeholders’ access to CDRFI information  
 

3.3  Key Functions for the Assignment 

The consultant carried out the following functions in liaison with CISONECC and CARE Malawi in order to 

successfully execute the assignment: 

3.3.1 Review CDRFI policies, strategies and plans at global, regional and national level to determine adequacy of 

mechanisms for tracking progress and achievements of CDRFI policy objectives at different levels by different 

stakeholders  

3.3.2 Drawing from the review, develop a simplified strategy for participatory monitoring and evaluation of CDRFI to 

complement the national framework. The strategy should:  

a) Be user friendly to different stakeholders at national level  

b) Provide for understanding of progress in relation to the global, regional and national monitoring framework 

including progress in the defined performance indicators, responsibilities of relevant stakeholders and 

adherence to specified timeframes;  

c) Define indictors that are appropriate for participatory CDRFI monitoring at different levels  

3.3.3 Based on the strategy, develop tools for participatory monitoring of the CDRFI activities at national level  

3.3.4 Design and develop a CDRFI knowledge sharing platform that will be easily accessible for different 

stakeholders at different levels  
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4.0  APPROACH AND METHODOLOGY 

 

The following methods were used to produce the synthesis report to inform the development of the PME Strategy 

and the online Knowledge Sharing Platform for CDRFI in Malawi: 

4.1  Review of relevant literature and documents 

Reviewed relevant documents and literature related to CDRFI at international, regional, national level to determine 

adequacy of mechanisms for tracking progress and achievements of CDRFI policy objectives at different levels by 

different stakeholders was reviewed.  This also involved practical review of a sampled related knowledge sharing 

platforms in order to identify any practical gaps in usability and effectiveness. This ensured that a practical and user 

friendly knowledge platform is developed to meet the interest of intended users and achieve overall purpose.  

4.2  Literature and source delimitation 

Literature review focused only on key policies, strategies and plans related to CDRFI at international, regional and 

national level. At the International level main sources for key and relevant documents include UNFCCC, UNISDR, 

UNDP, World Bank and other private financing facilities. At Africa and Regional level, related strategic directions 

were largely sourced from member institutions such as the AU (Africa Risk Capacity), SADC and COMESA and 

SADC and also other private financing facilities like Africa Development Bank (AfDB). These were used to assess 

how Malawi as a member country has accessed and benefited from the related CDRFI mechanisms. The review was 

done as follows: 

 

International  Regional  National 

• Strategies on Disaster Risk 
Management   

• Strategies on Climate Change 
Adaptation  

• Financing Mechanisms for CDRFI 
especially for Least Developed 
Countries (LDCs)  

• PME Frameworks 

• Strategies on Disaster Risk 
Management  

• Strategies on Climate Change 
Adaptation  

• Financing Mechanisms for 
CDRFI (especially for member 
states 

• PME Frameworks 

• Policies for key frontline 
ministries/departments 
engaged in direct CDRFI 

• National CDRFI Initiatives 
(plans and mechanisms)  

• National PME Frameworks 

• Private Financing Facilities   

4.3  Review Focus 

The desk review was guided by, but not limited to, the following key analytical questions;  

a) What key CDRFI instruments are available at all levels?  
b) What is the level of understanding by stakeholders (especially at national level) of CDRFI instruments 

available?  
c) What mechanisms are put in place for tracking progress and achievements of CDRFI initiatives at different 

levels (more especially at national level) by different stakeholders?  How effective are the mechanisms towards 
achieving the intended purpose? 

d) What mechanisms are put in place for sharing knowledge and information related to CDRFI at global, regional 
and national level? How effective are the mechanisms towards achieving the intended purpose? 
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4.4  Study and Analysis Tool 

The study and analysis tool with reference to the review focus (above) is included in appendix 1. 

4.5  Key Informant Interviews (KII) 

The consultations were done with focal persons from CDRFI front line ministries/departments, civil society 

organizations, insurance industry and private sector. This was largely accomplished through phone and online in 

order to contribute to government efforts to curb the spread of corona virus (refer appendix 2).  These consultations 

also involved interaction with targeted stakeholders through a national stakeholder workshop which provide the 

opportunity to generate important information. Participants to the National Stakeholder Workshop are presented in 

appendix 3. The consultations were also done with the client for input towards the development of the online 

Knowledge Sharing Platform and PME Strategy. Consultations with the client were therefore important in order to 

ensure development of a needs-oriented platform for relevance and a PME Strategy that will promote effective multi-

stakeholder involvement in the monitoring of implementation of CDRFI mechanisms in Malawi.  

4.6  Field Testing 

The development of the online Knowledge Sharing Platform involved a practical testing and uploading the platform to 

the hosting website (CISONECC) for use. The initial process commenced with an inception meeting with the client 

(CISONECC and CARE Malawi) where a summary direction regarding the platform was shared. In the course of 

developing the platform phone conversations were carried to seek for clarity and guidance on preferred features for 

the Platform. A practical demonstration and testing of the platform was staged with CISONECC Staff. The process 

provided the consultants with the opportunity to generate more ideas to improve the platform accordingly as desired 

by the client. The testing process allowed the consultants to review the work regarding;(a) color of the platform which 

was initially in blue but the client proposed to change it to green, (b) the link name for the platform which after 

brainstorming it was found congruent that the link should become cdrfimalawi.org, (c) some of the features which 

needed to be changed in phrasing.   

In addition, the Platform was also demonstrated at a National Stakeholder Workshop where a live presentation of the 

platform was delivered and participants provided valuable comments. Input from the workshop informed further 

reviews of the platform.  

 

 

 

 

 

 

 

 

mailto:info@cdrfimalawi.org
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Figure 1 DRM Cycle      Adopted from TorqAid    www.torqaid.com 

  

5.0  ANALYSIS AND FINDINGS 

Chapter five presents the analysis, findings and discussion on data collected. The analysis and discussion is done in 

relation to the key functions of the assignment as presented in the ToRs and key analytical questions conceptualized 

in the exploration phase. The analysis and findings for the specific study tasks are presented as follows: 

5.1  Risk Financing and Insurance in Climate and Disaster Risk Management  

This section provides definitions of integrated climate and disaster risk management with reference to the disaster 

risk management cycle. It also explores the place of risk insurance in climate and disaster risk management. 

5.1.1  Disaster Risk Management Cycle 

Disaster Risk Management (DRM) is the application of disaster risk reduction policies and strategies to prevent new 

disaster risks, the reduction of existing disaster risks and the management of residual risk, thereby contributing to the 

strengthening of resilience and the reduction of losses from disasters (United Nations GA, 2016)12.                          

The main idea behind DRM is to focus on managing the risks that turn hazards into disasters. Over the last two 

decades, DRM has come to replace the previous paradigm of disaster and emergency management, which focused 

on the management of disaster events as opposed to the risk of their occurrence13. DRM is typically understood as 

comprising a number of areas summarized below:  

a) Prevention of disasters and of new disaster risks  

b) Management of the remaining (‘residual’) risk 

c) Preparedness for inevitable disaster impact 

d) Response to a disaster in order to protect people and assets and mitigate losses 

e) Rebuilding and reconstructing the affected area in line with the principle of “building back better” 

DRM cycle illustrates an ongoing 

process by which different actors 

including governments, development 

partners, private sector, civil society 

and communities plan for and reduce 

the impact of disasters, react during 

and immediately following a disaster, 

and take steps to recover after a 

disaster has occurred. Figure 1 

provides a DRM cycle illustrating the 

various components in the DRM 

cycle. 

 

 

 

 
12Felicity Le Quesne, et al (2017). The Role of Insurance in Integrated Disaster & Climate Risk Management: Evidence and Lessons Learned. Institute for 
Environment and Human Security (UNU-EHS). Germany 
13 Government of Malawi (2016). Disaster Risk Management Handbook for Malawi. Department of Disaster Management Affairs. Lilongwe 



 

15 
 

5.1.2  Climate and Disaster Management and Risk Treatment  

Disaster management approaches have predominantly focused almost exclusively on response. These approaches 

have for years been detached in theory and practice from activities that influence societal vulnerability and exposure. 

Now these approaches are being replaced by more integrated approaches that largely include risk management in 

order to address vulnerability and exposure to the impact of climate change and associated disasters. With reference 

to figure 2, climate and disaster risk treatment is categorized into two areas namely; (1) risk control which includes 

risk avoidance (i.e. relocation, regulation of land use) and risk reduction (i.e. retrofitting of building, emergency drill, 

early warning systems, climate smart agriculture, irrigation farming) and, (2) risk finance which includes risk 

transfer (i.e. insurance, catastrophe bond) and risk retention/acceptance (i.e. disaster fund, self-insurance).  

 
Figure 2 Risk Treatment 

Disaster risk financing which includes risk transfer and risk retention strategies is an integral part of climate and 

disaster risk management. The aim is to increase the resilience of vulnerable countries and communities as part of a 

comprehensive approach to climate and disaster risk management. By increasing resilience, disaster risk finance 

offers the promise of protecting and promoting development14. Conversely, practice shows that much focus and 

investment have been on risk control and not much on risk finance more particularly risk transfer (see figure 3). 

However, Risk finance which includes insurance is now widely recognized as an important tool for developed as well 

as developing countries when implementing an integrated climate and disaster risk management approach. Climate 

Risk Insurance tools are being developed and promoted globally. The role of insurance in climate and disaster risk 

management is recognized in the Sendai Framework for Disaster Risk Reduction and has emerged as an important 

topic in global policy conversations15.  

 
14 https://www.gfdrr.org/sites/default/files/publication/DisasterRisk.pdf (08/05/2020) 
15Felicity Le Quesne, et al (2017). The Role of Insurance in Integrated Disaster & Climate Risk Management: Evidence and   Lessons 

Learned. Institute for Environment and Human Security (UNU-EHS). Germany 

https://www.gfdrr.org/sites/default/files/publication/DisasterRisk.pdf
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Figure 3 Matching Risk Treatment 

Climate risk insurance is a facilitative mechanism which provides security against the loss of assets, livelihoods and 

lives due to climate-related risks by ensuring effective and expeditious post-disaster relief (GIZ and BMZ, 2015). 

While critics of disaster risk finance often argue that investing to avoid or reduce risk is more cost-effective than 

investing in post-disaster expenditures and also that insurance and other risk transfer instruments can be opaque 

and expensive, providing poor value to governments16, climate risk insurance is considered highly relevant, if 

designed and implemented in a pro-poor way, as part of a broader risk management strategy.  Insurance tools, if 

well designed and well embedded in wider climate and disaster risk management and resilience strategies, can play 

a critical role in protecting agricultural livelihoods and providing security for investments and credits17.   

 

Integrated approaches to climate and disaster risk management encompass the analysis, reduction and transfer of 

disaster risks as well as strengthening preparedness, recovery and response mechanisms. Integrated approaches 

are overlapping and also emphasize the links between disaster and climate risk management and the broader 

processes of resilience building, climate adaptation and sustainable development. An integrated climate and disaster 

risk management approach involves a balanced mix of layered approaches. Risk layering separates risks into 

different segments according to their potential frequency and severity and also considers the roles which can be 

played by different actors in financing the potential losses18. However, it is generally accepted that for climate-related 

risks which happen often (high frequency) but which are less serious (low severity), preventative and risk reduction 

activities may be the most cost effective. The more severe and less frequent risks could be transferred to private and 

public insurance markets. In risk management it is important to understand risk transfer and residue risks.  

 

 
16 https://www.gfdrr.org/sites/default/files/publication/DisasterRisk.pdf (08/05/2020) 
17 ARC Analysis Final Report  https://www.care.org.mz/contentimages/ARC%20ANALYSIS%20FINAL%20REPORT.PDF  
18Warner, K., Yuzva, K., Zissener, M., Gille, S., Voss, J. and S. Wanczeck (2013). Innovative Insurance Solutions for Climate Change: How to 
integrate climate risk insurance into a comprehensive climate risk management approach. Report No. 12. Bonn: United Nations University 
Institute for Environment and Human Security (UNU-EHS). 

https://www.gfdrr.org/sites/default/files/publication/DisasterRisk.pdf
https://www.care.org.mz/contentimages/ARC%20ANALYSIS%20FINAL%20REPORT.PDF
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5.1.2.1  Risk Transfer 

Risk transfer is a critical element of the DRM cycle that involves shifting risk to a third party, and in doing so reduces 

the financial exposure of enterprises, individuals and governments19. Literature indicates that risk transfer 

instruments such as insurance are commonly used to manage risks that would be too large for companies or 

individuals to cover on their own. By transferring some of the risk to a third party, insurance can protect individuals 

from the financial burden due to the loss of assets and livelihoods and thus facilitate economic growth after 

disasters20. In the case of formal insurance mechanisms, risk is ceded to an insurance or reinsurance company in 

exchange for a premium payment.                                                                                                                               

The role of risk transfer and insurance in DRM has typically focused on the response and recovery stages. However, 

more recently, attention has focused on possible contributions of risk transfer and insurance to the risk prevention 

and preparedness stages, as well as the management of residual risk, risk reduction and resilience building 

strategies. 

5.1.2.2  Residue Risk 

Despite flawless adaptation strategies, climate change may bring some residual risk which cannot be transferred to 

the insurance market cost-efficiently. UNFCCC (2012, b) defines residual risk as “the loss and damage that remains 

once all feasible measures (especially adaptation and mitigation) have been implemented”. Governments can adopt 

several approaches to address residual risk, such as finding institutional arrangements and strengthening socio-

economic policies. Financing is critical in managing residual risk as well as operationalizing risk prevention 

measures. However, according to United Nations GA (2016)21, the type and degree of risk to be prevented or 

reduced, as opposed to retained and managed, is influenced by both objective conditions such as technological 

capacity and by subjective decisions relating to what is an acceptable level and type of risk for a society to face.                                      

In the context of climate change and widespread climate variability, new forms and degrees of risk are continuously 

emerging, which are difficult to predict in many cases.  

Use of insurance or other tools has emerged as a key financial approach for addressing residual risk. Apart from 

insurance, there are other financial instruments which can be blended to meet the needs of the poor and vulnerable. 

These options include budget reallocation; catastrophe bonds; cat swaps; post-disaster government assistance and 

government guarantees; government bailouts; post-disaster credit; and social protection. An overview of different 

instruments within these categories, comparing their speed of disbursement is provided in appendix 4. 

5.2  Climate Risk Financing and Insurance Mechanisms 

This section provides definitions and analysis of climate risk insurance mechanism with a focus on approaches, 

levels of implementation and product types according to literature reviewed. 

 

 
19Felicity Le Quesne, et al (2017). The Role of Insurance in Integrated Disaster & Climate Risk Management: Evidence and Lessons Learned. 
Institute for Environment and Human Security (UNU-EHS). Germany 
20Warner, K., Yuzva, K., Zissener, M., Gille, S., Voss, J. and S. Wanczeck (2013). Innovative Insurance Solutions for Climate Change: How to 
integrate climate risk insurance into a comprehensive climate risk management approach. Report No. 12. Bonn: United Nations University 
Institute for Environment and Human Security (UNU-EHS). 
21Ibid 
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5.2.1  Defining Climate Risk Insurance Mechanism 

Climate risk insurance is understood as insurance products that cover losses caused by extreme weather events, 

which are intensified and increased in frequency by climate change. Financial protection by insurance occurs both 

ex-post and ex-ante22. Ex-post is when insurance protects households from the economic implications of actualized 

risks and ex-ante is where insurance allows for the reallocation of resources to more effective and profitable uses 

(Radermacher et al., 2013). 

Literature indicates that climate risk insurance can mitigate the debilitating effects of disasters on the economy by 

instituting incentives for preventive measures when implemented successfully. It can also provide a form of risk 

assurance for private and public investment affected by changing weather patterns, ease disaster-related poverty 

and spur economic growth and development. Insurance schemes allow for the assessment of potential economic 

loss and damage, which in turn can help facilitate the identification of needs and priorities within policy development 

at national and global levels23. However, it can be emphasized that insurance is not a universal remedy for all types 

of losses and damages resulting from climate change. Additionally, insurance options can support adaptation and 

risk resilience for extreme weather, but are not appropriate for many, usually slower-onset, climate-induced impacts. 

5.2.2  Climate Risk Insurance Approaches 

Climate risk insurance schemes may be both direct and indirect in their targeting of poor and vulnerable 

communities. Direct and indirect insurance can be defined as follows24: 

5.2.2.1  Direct insurance approaches  

Literature indicates that these are approaches in which the insured (benefits) directly from transferring risk to a risk-

taking entity (such as an insurer). In the event the insurance agreement is triggered, the insured beneficiary receives 

the insurance payout as a direct transfer. Direct insurance targets individual policyholders who receive payouts 

directly from the insurance providers and is perceived as promising in its potential to reach the most vulnerable and 

address their specific needs in a timely manner. Direct insurance schemes have been designed to work through 

community and individual participation. However, this approach is yet to show widespread positive results for scaling 

up at micro level.  

A good example of direct insurance is contract-farming insurance scheme run by the cotton company NWK Agri-

Services in Zambia, which offers weather and funeral expense insurance to smallholders25. In 2015/16 around 

52,000 farmers chose to buy the insurance on credit and, following a large-scale drought in 2016, more than 23,000 

farmers received payouts totaling over USD 200,000.  

5.3.2.2  Indirect insurance approaches  

Literature defines these as approaches where the final intended target group benefits indirectly from payments 

intermediated by an insured government or from being a member of an institution that has insurance. Various 

literature reviewed agrees that indirect insurance provides beneficiaries, usually governments, with the prior 

information regarding how much they would receive and how quickly they can expect a payout, allowing them to plan 

their post-disaster response and relief efforts accordingly.  

 
22 Laura Schaefer and Eleanor Waters (2016). Climate Risk Insurance for the Poor & Vulnerable: How to Effectively Implement the Pro-Poor 
Focus of InsuResilience 
23 Ibid 
24 Ibid 
25 Thomas Hirsch & Laura Schafer (2019). The Possible Role of Africa Risk Capacity and Climate Risk Insurance Approaches for Small Scale 
Farmers in Malawi, Zimbabwe, Madagascar, Tanzania and Mozambique. Stock-Take Report and Policy Recommendations 
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The expeditious indemnity payments, for example, allow governments to avoid having to redistribute budgets and 

hence can limit post-disaster impacts on the economy. The pooling of risks over a wide geographical area allows for 

risk diversification and the consequent reduction of premiums, making the insurance scheme more affordable and 

accessible to a greater number of countries.  

In this regard, indirect sovereign risk insurance programmes such as under Africa Risk Capacity are understood to 

have the ability to channel funds to the poorest of the poor, for example, by using existing social protection 

programmes in a country. In 2015, following a period of severe drought in the Sahel, the ARC made its first payouts, 

disbursing USD 26 million to Niger, Mauritania and Senegal26. With these funds, 1.3 million people affected by the 

drought were provided with food assistance and some 500,000 head of livestock were saved through the distribution 

of animal fodder. It was further learnt that the initiative has also contributed to expanding the Caribbean Catastrophe 

Risk Insurance Facility (CCRIF) such that following the devastating consequences of Hurricane Maria in September 

2017, about USD 19 Million were paid out to the Caribbean island Dominica. Literature also indicated that Malawi 

received a pay-out of USD8.1 million from ARC as a result of drought from El Nino conditions in the 2015/16 

agricultural season27. However, one major criticism of the approach is the associated general challenge of inability to 

ensure that the product reaches and ultimately benefits the marginalized and poor people due to the intermediary 

party/parties28. Hence, transparency and accountability are crucial to avoid corruption and misuse and abuse of 

funds. 

5.3.3  Levels of Implementation of Climate Risk Insurance 

Climate risk insurance can be implemented at the following three levels29: 

5.3.3.1  Micro level (direct) 

This is the level where policyholders are individuals, for example, farmers, market vendors or fishers, who hold 

policies and receive payouts directly. These policies are often sold at the local level and retailed through a variety of 

channels, including microfinance institutions, farmers’ cooperatives, banks, NGOs and local insurance companies. 

Premiums are either paid in full by clients or subsidized (or both).  

5.3.3.2  Meso level (indirect)  

At this level, policyholders are risk aggregators such as associations, cooperatives, credit unions or NGOs, whereby 

a (re)insurer makes payments to the risk aggregators, which then provide services to individuals.  

5.3.3.3  Macro level (indirect)  

At this level, policies are held by governments or other national agencies, within the international/regional 

reinsurance market. Payouts can be used to manage liquidity gaps, maintain governmental services or finance post-

disaster programmes and relief efforts for predefined target groups. Beneficiaries of these programmes can be 

individuals. These schemes can be operationalized through regional risk pools. 

 

 
26 Ibid 
27 Ibid 
28 Ibid 
29Ibid 
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5.3.4  Climate Insurance Products 

There are different insurance product types that correspond to the levels presented above, the main types being 

indemnity-based insurance and index insurance30presented below: 

5.3.4.1  Indemnity-based insurance– is a form of insurance in which the claim is calculated by measuring the 

percentage of damage after it occurs and providing payouts based on this loss assessment.  

5.3.4.2  Index insurance- is a form of insurance in which payouts are paid directly after an index has been triggered 

by exceeding a predefined threshold. Index insurance can be designed as a weather-based, satellite-based or yield-

based product, referring to the trigger used to determine the insurance payout.  

5.3.4.3  Revenue insurance –is a form of insurance which involves multiplying the yield by the price to calculate the 

revenue and the insurance is based on the deviation from the farmer’s mean revenue.  

Figure 4 provides an overview of existing climate risk insurance products, including their advantages and 

disadvantages31. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
30 Laura Schaefer and Eleanor Waters (2016). Climate Risk Insurance for the Poor & Vulnerable: How to Effectively Implement the Pro-Poor 
Focus of InsuResilience: An Analysis of Good Practice, Literature and Expert Interviews. Federal Ministry for Economic Cooperation and 
Development 
31 Ibid 
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Figure 4 Overview of insurance product types 

Product type Pros Cons 

Indemnity-based • Indemnity = actual loss (no basis 
risk) 

• Can be multi-peril insurance 

• Potentially high loss assessment costs 

• Slow claim settlement 

• Historical data often unavailable 

• Prone to moral hazard 

• Challenging to make sure payouts match losses (e.g. from 
complicated claims processes, biased estimates of damage 
by adjusters or flawed estimates)   

Revenue-based Covers all risk entailing financial 
losses, including price risk 

• Complex to design, price and understand 

• May be linked to the financial markets 

• Historical data often unavailable 

• Prone to moral hazard 

• Potentially slow claims process 

Index insurance   

Weather-based 
index 

• Faster claim settlement 

• Lower loss assessment costs 
(reduces administrative costs, 
and  

• thus the premium) 

• Objective (no moral hazard) 

• Basis risk 

• Requires a good network of weather stations 

• Complex to understand 

• Requires studies and expensive expertise to design 

• Named-peril insurance 

Satellite-based 
index 

• Indisputable and transparent 

• Faster claim settlement 

• Lower loss assessment costs  

• (reduces administrative costs, 
thus the premium) 

• Product available in large areas  

• (whole countries) 

• Objective (no moral hazard) 

• Basis risk 

• Complex to understand  

• Requires studies and expensive expertise to design 

• Satellite imagery expertise and information is costly to 
acquire 

• Named-peril insurance 

Area yield index • No basis risk from modeling 

• Easy to understand 

• Multi-peril insurance 

• Limited ability of individual 
farmers to influence the index 
(limited moral hazard)  

• Challenge of historical data which is needed for 
pricing 

• Slow claim settlement 

• Spatial basis risk as areas may be vast 

 

Source: Modified from Sandmark et al. (2013) 

 

5.4  UNFCCC Climate and Disaster Risk Financing Mechanisms 

The study undertook review of related documents from UNFCCC to obtain data related to International financing 

mechanisms that supports climate change and disaster risk management. The analysis and discussion on the data 

collected and subsequent findings are presented below.  
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5.4.1  UNFCCC Climate Change Financing Mechanism 

The United Nations Framework Convention on Climate Change (UNFCCC) which entered into force in 1994 to 

provide the basis for concerted international action to mitigate climate change and to adapt to its impacts, has over 

the years established Financial Mechanisms to provide funds to developing country who are Parties to the 

Convention to implement adaptation programs.   

There are two main operating entities of the financial mechanism under the UNFCCC and these include Global 

Environment Facility (GEF) and the Green Climate Fund (GCF)32. The Financial Mechanism is accountable to the 

COP, which decides on its climate change policies, programme priorities and eligibility criteria for funding.  Parties 

under the UNFCCC also established four special funds: the Special Climate Change Fund (SCCF), the Least 

Developed Countries Fund (LDCF), both managed by the GEF, and the GCF under the Convention; and the 

Adaptation Fund (AF) under the Kyoto Protocol33.   

5.4.2  The UNFCCC Climate Change Finance Landscape 

Presented below is brief information for each of the key adaptation related funding mechanisms set up by the 

UNFCCC. However, it should also be highlighted that these mechanisms also finance DRM initiatives globally. 

Procedures and processes needed to access the various special funds are presented in appendix 5. 

5.4.2.1  The Green Climate Fund (GCF) 

The GCF is a new global fund created to support the efforts of developing countries to respond to the challenge of 

climate change through mitigation and adaptation related interventions. It is understood that some of the adaptation 

initiatives supported under the GCF broadly contribute to DRM. GCF helps developing countries limit or reduce their 

greenhouse gas (GHG) emissions and adapt to climate change34. The fund was created by 194 countries who are 

parties to the United Nations Framework Convention on Climate Change (UNFCCC) as part of the Convention’s 

financial mechanism in 2010.  The fund seeks to promote a paradigm shift to low-emission and climate-resilient 

developments, taking into account the needs of nations that are particularly vulnerable to climate change impacts. 

The Fund pays particular attention to the needs of societies that are highly vulnerable to the effects of climate 

change, in particular Least Developed Countries (LDCs), Small Island Developing States (SIDS), and African 

States.  

The funds’ innovation is to use public investment to stimulate private finance, unlocking the power of climate-friendly 

investment for low emission, climate resilient development. The Fund’s investments can be in the form of grants, 

loans, equity or guarantees. The Fund established two funding access modalities which are: direct access through 

use of national or regional institutions accredited by GCF and also indirect access through use of internationally 

accredited entities. Direct access modality is particularly set-up so that national and sub-national organizations can 

receive funding directly, rather than only via international intermediaries35. 

 

 
32 http://unfccc.int/cooperation_and_support/financial_mechanism/items/2807.php 
33 http://unfccc.int/cooperation_and_support/financial_mechanism/items/2807.php 
34 Civil Society Network on Climate Change (2019). Climate Change Adaptation Funding Processes in Malawi. www.cisoneccmw.org 
35https://www.greenclimate.fund/home 

http://www.cisoneccmw.org/
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The study established that Malawi has accessed US$12.3 million to implement a disaster risk management (DRM), 

early warning systems (EWS), and flood and drought management project. The project is coordinated by the 

Ministry of Disaster Management Affairs and Public Events since its inception in 2018. The study also found out that 

the Government of Malawi through the Environment Affairs Department under the Ministry of National Resources, 

Energy and Mining, is in the process of developing a country strategic framework that will outline national priorities 

to guide stakeholders in proposal development to the GCF. It is hoped that this strategy will be in line with the 

disaster risk financing strategy and the provisions in the draft disaster risk management bill. 

The study further established that in June 2017, Malawi submitted its US$3m request for formulation of the NAP to 

the GCF Secretariat for completion of the NAP process which stalled in 2016 due to lack of funds to support the 

development of the various elements of the NAP process. The GCF secretariat approved the funding request in 

March, 2019 amounting to US$3million but the approved amount is yet to be disclosed and funds are yet to be 

transferred to Malawi. This development and finalization of the NAP will accord Malawi an opportunity to address 

climate change adaptation in a holistic manner, to enable the setting up or strengthening of an institutional 

mechanism to integrate climate change adaptation priorities into broader development and economic planning36. 

 

5.4.2.2  Global Environmental Facility (GEF) 

The GEF was established in 1992 at the Rio Earth Summit to help tackle our planet’s most pressing environmental 

problems. It was accepted by the member countries and adopted by the Implementing Agencies in 1994. Since 

1992, the GEF has provided over $17 billion in grants and mobilized an additional $88 billion in financing for more 

than 4000 projects in 170 countries37. Through its Small Grants Programme (SGP), the GEF has invested over 

$450million and leveraged similar levels of co-financing supporting over 14,500 community based projects in over 

125 countries. As an independently operating financial organization, the GEF provides grants for projects related to 

biodiversity, climate change, international waters, land degradation, the ozone layer, persistent organic pollutants 

(POPs), mercury, sustainable forest management, food security, sustainable cities.   

The Government of Malawi through the Department of Disaster Management Affairs (DoDMA) received funding 

from the GEF through UNDP in 2015. This funding was meant to support small grants initiative managed by DoDMA 

but implemented by remote community based organizations including Community Based Organizations (CBOs) and 

Civil Protection Committees (CPCs) who served as implementing partners (IPs)38to implement Community Based 

Disaster Risk Management (CBDRM) and Climate Change Adaptation (CCA) activities. The IPs, with technical 

support from DoDMA developed project proposals to access the funds for implementing in a few districts in the 

country. The approach to involve CBOs and local institutions to develop and implement CBDRM and CCAM is a 

commendable initiative and provided an opportunity for local structures that have limited access and say to 

development resources to champion their own socioeconomic development from disaster and climate change proof 

or specs39.    

 
36 Civil Society Network on Climate Change (2019). Climate Change Adaptation Funding Processes in Malawi. www.cisoneccmw.org 
37 Ibid 
38 Ibid: pg 31 
39 Ibid: pg 30 

http://ibid/
http://ibid/
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5.4.2.3  The Least Developed Countries Fund (LDCF)  

Least developed countries (LDCs) are the most vulnerable to climate change, yet the least able to adapt. These 

countries generally lack technical, financial and institutional capacity to identify the best ways to build resilience.  

Parties to the UNFCCC therefore decided to establish the LDCF in 2001. The fund, managed by the GEF, supports 

the world’s most vulnerable countries in their efforts to adapt to the effects of climate change. The LDCF was 

designed to address the special needs of the Least Developed Countries under the UNFCCC. As part of its 

mandate, the LDCF helps countries prepare and implement National Adaptation Programs of Action (NAPAs). 

These are country-driven strategies that identify the most immediate needs of LDCs to adapt to climate change. 

Target sectors include water; agriculture and food security; health; disaster risk management and prevention; 

infrastructure; and fragile ecosystems.  

In Malawi, the study observes that LDCF projects are supporting practical community adaptation actions that 

improve resilience of the agriculture sector, while boosting community economic development40.  The Government 

of Malawi as one of the LDCs and party to the UNFCCC, through its Environmental Affairs Department (EAD) under 

the Ministry of Mines, Natural Resources and Environment then was supported to develop its NAPA in 2006 and 

subsequently reviewed in 2015.  The NAPA document was developed to enable Malawi address her urgent and 

immediate adaptation needs caused by climate change and extreme weather events. Specifically, the document 

aims at: (i) identifying a list of priority activities, (ii) formulating priority adaptation options, (iii) building capacity for 

adapting to longer-term climate change and variability, and (iv) raising public awareness on the urgency to adapt to 

the adverse effects of extreme weather events41.The study also observed that Malawi Government has accessed 

more finances for CCA projects from the LDCF than from the rest of the funding mechanisms under the UNFCCC.   

5.4.2.4  Special Climate Change Fund (SCCF)  

The Special Climate Change Fund (SCCF) was established in response to guidance from the Conference of the 

Parties (COP7) in Marrakech in 2001. The SCCF complements the LDCF. Unlike the LDCF, the SCCF is open to all 

vulnerable developing countries. In addition, it funds a wider range of activities related to climate change. The SCCF 

portfolio comprises of 78 projects for adaptation and technology, for a total of $350 million as of April 30, 201842.  

The SCCF was established to finance four programs: a) Adaptation; b) Technology Transfer; c) a list of specific 

Sectors; d) Economic Diversification. Adaptation was given by the COP the highest priority, followed by technology 

transfer (Decision 7/CP.7). Through the GEF, and with guidance from the UNFCCC, the SCCF targets key sectors 

for adaptation and technology transfer. The SCCF is the only adaptation fund open to all vulnerable developing 

countries hence this explains why the demand for resources far outstrips what’s available. Each year, the GEF 

receives about US$250 million in requests for adaptation support. Due to the impact of climate change in vulnerable 

developing countries, the demand continues to grow for the SCCF. However, the funds available represent only a 

tiny fraction of the estimated costs needed for global adaptation comparing to the World Bank estimate of US$70-

100 billion to be required each year by 205043.  

 
40 Civil Society Network on Climate Change (2019). Climate Change Adaptation Funding Processes in Malawi. www.cisoneccmw.org 
41 Malawi National Adaptation Programmes of Action (NAPA) 
42 Civil Society Network on Climate Change (2019). Climate Change Adaptation Funding Processes in Malawi. www.cisoneccmw.org 
43 Ibid: pg 32 

http://www.cisoneccmw.org/
http://www.cisoneccmw.org/
http://ibid/
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5.4.2.5  Adaptation Fund  

The Adaptation Fund (AF) was established in 2001 to finance concrete adaptation projects and programmes in 

developing country that are parties to the Kyoto Protocol and are particularly vulnerable to the adverse effects of 

climate change. The AF was officially launched in 2007, although it was established in 2001 at the 7 th Conference of 

the Parties (COP7) in Marrakech, Morocco44. It is intended to finance climate adaptation projects and programmes 

in developing countries that are parties to the Kyoto Protocol45. The AF is supervised and managed by the 

Adaptation Fund Board (AFB).  The AFB is composed of 16 members and 16 alternates and meets at least twice a 

year (Membership of the AFB).   

5.4.3  Status of Malawi's access of the UNFCCC funding mechanisms 

The study established that Malawi signed the UNFCCC on 10th June, 1992 and ratified it on 21st April, 1994. Malawi 

also ratified the Kyoto Protocol on 26th October, 2001. From this status, Malawi Government is eligible to apply for 

climate change adaptation funding and related management strategies under the mechanism under the Kyoto 

Protocol. Over the years, the Government of Malawi has developed proposals and accessed UNFCCC Climate 

Financing Mechanisms through different accredited implementing entities.  Appendix 5 provides a list of project 

proposals developed by Malawi Government to access climate change adaptation funding by 2019. The list includes 

all project proposals either being processed, approved, not approved, under implementation or completed.   

The study has revealed that the Government of Malawi so far accessed about US$44.3 million for climate change 

adaptation and related disaster risk management programs46. Malawi, for instance, has only accessed GCF funding 

for one project under the GCF amounting to US$12.3 million to implement a disaster risk management (DRM), early 

warning systems (EWS), and flood and drought management project. However, a total of 51 projects have so far 

been approved under the GCF in Africa for a total of US$2.3 billion. This indicates that Malawi has so far tapped 

0.5% of GCF resources as compared with other countries in Southern Africa such as Zimbabwe, Zambia, Namibia, 

and South Africa representing who have managed to submit at least 3 project proposals related to adaptation and 

disaster risk management and were given the resources to implement projects47. About US$30million for a total of 8 

projects has so far been received by Government of Malawi from a portfolio of US$912million disbursed amount to 

African 153 projects under the LDCF48. The study also established that development partners (both bilateral and 

multilateral) and other donor agencies have technically and financial supported the Government of Malawi and 

national NGOs to implement climate change adaptation and disaster risk management initiatives across a number of 

sectors. These include but not limited to; Irish Aid, UKAid, DfID, DanChurch Aid, Norwegian Aid, EU, SCIAF, 

USAID, Christian Aid, Tear Fund UK, All We Can, Trocaire, Tear Fund Switzerland, Canadian International 

Development Agency (CIDA), and Japan International Cooperation Agency (JICA) Millennium Challenge Account49.   

 

 
44UNFCCC Decision 10/CP.7: Funding under the Kyoto Protocol 
45Operational policies and guidelines for Parties to access resources from the Adaptation Fund 
46 Civil Society Network on Climate Change (2019). Climate Change Adaptation Funding Processes in Malawi. www.cisoneccmw.org 
47 https://www.greenclimate.fund/sites/default/files/document/gcf-africa-factsheet.pdf 
48 https://www.thegef.org/sites/default/files/documents/gef_report_unfccc_cop25.pdf 
49 Civil Society Network on Climate Change (2019). Climate Change Adaptation Funding Processes in Malawi. www.cisoneccmw.org 
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5.4.4  Sovereign Catastrophe Risk Pools around the World 

Sovereign catastrophe risk pools can provide a mechanism for governments to access rapid liquidity post-disaster in 

a cost-efficient and mutually supportive way. They enhance financial preparedness against climate and disaster risks 

by (i) pooling risks into one single, more diversified, less risky portfolio; (ii) retaining some risks through joint 

reserves/capital; and (iii) accessing the reinsurance and capital markets when it is the most cost-effective50. 

However, risk pools do require significant technical and political support and time to be established, and even longer 

time to become sustainable. 

 

There are three sovereign catastrophe risk pools covering 26 countries in three regions of the Caribbean and Latin 

America, Africa, and the Pacific51. Pool members represent the vast majority of developing countries that have 

purchased sovereign catastrophe risk insurance. There are opportunities to expand risk pools to new countries and 

regions. The role of the government is essential in such endeavors, which must align incentives and generate a 

sustainable demand for catastrophe risk insurance, especially where insurance literacy and penetration are low. An 

enabling legal and regulatory framework is key to the success of any pool structure. This is especially true when the 

government is the policyholder, as in sovereign risk pools, and premium payments have to be included in the 

national budget. In countries where there is no legal and institutional framework regulating sovereign insurance, the 

resulting uncertainty complicates the allocation of responsibility among government entities and leaves the insurance 

program vulnerable to political changes. 

 

The three existing sovereign catastrophe risk pools could potentially cover more than 50 countries in Africa, the 

Pacific, and the Caribbean and Central America, for multiple perils. Since its launch in 2007, Caribbean Catastrophic 

Risk Insurance Facility (CCRIF) has been restructured as a segregated portfolio company to be able to expanded to 

gradually include countries of Central America (as of December 2016 only Nicaragua had joined). The Africa Risk 

Facility (ARC) was launched by the African Union in 2012 and issued its first insurance contracts in 2014. While 

these existing sovereign risk schemes share many common features, they are different in detail. Appendix 6 

provides an overview of the existing regional sovereign catastrophe risk pools as of December, 2016. A comparative 

matrix summarizing the schemes’ key features as well as a detailed description of their evolution and current status 

including an overview of the Monitoring Mechanisms, Performance Indicators and Funds Disbursements for 

Regional Sovereign Catastrophe Risk Pools is provided in Appendix 7. Procedures for countries to access funding 

from risk pools are provided in appendix 8.  

The study has also established that various stakeholders have various view and recommendations for effective and 

efficient operation of the regional sovereign risk pooling mechanisms presented above.  Below are some of the 

recommendations that are important to be taken note of52:  

• They must not present a range of macro-insurance options to poor and vulnerable country governments in 

rapid pursuit of the G7 target. However, they must allow an informed, inclusive, country-driven appraisal of 

each nation’s priorities in building its own comprehensive climate risk management system, considering all 

options but prioritizing structural over superficial sticky-plaster solutions; 

 
50 World Bank (2017). Sovereign Climate and Disaster Risk Pooling - World Bank Technical Contribution to the G20. Washington, DC. 
www.worldbank.org 
51 Ibid 
52 Action Aid (2016). The Wrong Model for Resilience: How G7-backed drought insurance failed Malawi and what we must 
learn from it. www.actionaid.org 

http://www.actionaid.org/
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• Should collaborate with others more expert in social protection and rural development, for example, as well 

as opening themselves up to more meaningful and representative civil society participation; 

• Should, if and where insurance is deemed appropriate by developing country governments, introduce basis 

risk funds to ensure the poor do not lose out due to inadequacies in the monitoring and modeling used to 

trigger pay-outs in index-based schemes;  

• Should adopt and transparently apply a set of principles and criteria for ensuring that their solutions are 

equitable, effective, country-owned, community-driven and accountable: see ActionAid (2016) and Bond 

(2016); and 

• The reorientation of existing regional mechanisms could be a first step towards such a global mechanism. 

Pooling risks globally, and across a wider range of perils, would bring down costs further. 

5.4.5  The InsuResilience Initiative 

This section provides information related to the background, purpose and strategy for InsuResilience global 

initiatives and recommendations to ensure delivery of impact.  

5.4.5.1  Background 

The G7 countries adopted the InsuResilience Climate Risk Insurance initiative at their June, 2015 summit in Elmau, 

Germany. The goal of the InsuResilience initiative is to increase the number of poor and vulnerable people in 

developing countries with access to direct or indirect climate risk insurance by up to 400 million by 2020. The G7 

states committed an initial USD 420 million in support of InsuResilience at the climate negotiations in Paris in 2015. 

The Netherlands and the European Union became new partners of the initiative at the climate negotiations in 

Marrakech in 2016. The InsuResilience partners committed to provide USD 550 million for the initiative53.  

The InsuResilience partners set-up a secretariat which is hosted at the Bonn offices of the Deutsche Gesellschaft für 

Internationale Zusammenarbeit (GIZ) on behalf of the German Federal Ministry for Economic Cooperation and 

Development. The secretariat’s mission is to support the development of pro-poor and demand-led climate risk 

insurance solutions in developing countries and to enhance the visibility of the initiative. It aims to serve all 

InsuResilience stakeholders equally, including donors and partner countries as well as partners from the insurance 

sector such as the civil society and academia across the globe. It fosters communication and cooperation among all 

relevant actors of the InsuResilience initiative and facilitates knowledge management and the monitoring of the 

initiative.  

5.4.5.2  Purpose and Focus Group 

The purpose of the InsuResilience initiative is to improve and to scale up climate risk insurance solutions for poor 

and vulnerable people in developing countries. Poor people lose, as a proportion of income, more assets than non-

poor people and, at the same time, dispose of fewer resources and capacities to cope with such losses. In the 

aftermath of extreme weather events they are consequently at high risk of falling back into or being trapped in 

poverty. Financial protection against extreme weather risks exacerbated by climate change can help them escape 

this vicious poverty cycle and support them to recover from the disaster.  

 
53 Federal Ministry for Economic Cooperation and Development (BMZ), Division Climate Policy (2017). Climate risk insurance 
for the poor and vulnerable.www.insuresilience.org 

http://www.insuresilience.org/
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It further helps people to reduce their vulnerability and better manage their resources, as they can focus on profitable 

activities rather than on employing negative coping strategies. This safeguards livelihoods and sustainable 

development prospects threatened by climate change. The target group of the InsuResilience initiative is defined as 

follows:  

• Extreme poor: people living on less than 1.9 USD PPP per day  

• Moderate poor: people living on 1.9 to 3.1 USD PPP per day  

• Vulnerable: people living on 3.1 to 15 USD PPP per day 

5.4.5.3  InsuResilience: a multi-stakeholder initiative  

InsuResilience closely cooperates with developing countries as well as partner organizations, including the Asian 

Development Bank (ADB), the G20’s Global Partnership for Financial Inclusion (GPFI), the Insurance Development 

Forum (IDF), the Vulnerable Twenty Group (V20), the World Bank and the World Food Programme (WFP)54. The 

initiatives also provide a platform for collaboration with partners from civil society and academia to better reach the 

poor and vulnerable people. Partners from the insurance industry, development banks and development agencies 

contribute with their expertise and their access to data, risk models, and capital to the improvement of technical 

capacities on the one hand and to the provision of the pro-poor insurance schemes in partner countries on the other.  

5.4.5.4  InsuResilience’s Strategy  

InsuResilience supports a combination of climate risk insurance schemes at the individual, community and national 

levels. To implement insurance solutions, the initiative builds on experience gained in Africa and in Latin America 

and the Caribbean. Since its foundation in 2015, the InsuResilience initiative is reported to have already made 

significant progress such that it is envisaged that the USD 550 million from financial commitments, existing insurance 

schemes could be expanded and new insurance schemes could be developed.  

InsuResilience supports indirect insurance solutions to insure governments and direct insurance solutions that insure 

individuals. For example, InsuResilience supports the African Risk Capacity (ARC), an indirect insurance facility that 

enables African states to pool their risks from extreme weather events and natural disasters and thus protect 

themselves against the impacts of such events. Under ARC, each government prepares an emergency response 

plan that defines in advance how insurance payments will be deployed in the event of a disaster. One successful 

example of direct insurance supported by InsuResilience is the contract-farming insurance scheme run by the cotton 

company NWK Agri-Services in Zambia, which offers weather and funeral expense insurance to smallholders.  

The study observed the various stakeholder’s views and recommendations for effective and efficient operation of this 

InsuResilience initiative.  Below are some of the recommendations that are important to be taken note of55:  

• The G7 InsuResilience initiative with its target of extending climate insurance to 400 million people in poor 

and vulnerable countries is reinforcing an ill-informed rush to roll out insurance, overlooking better 

alternatives and causes of structural vulnerability;  

• The G7, ARC, the Insurance Development Forum and other climate risk insurance initiatives should shift 

their focus from extending sovereign risk pooling and selling climate insurance to governments and citizens 

of poor and vulnerable countries to supporting a no-regrets, rights-based, community-owned alternative:  

 
54 Ibid 
55 Action Aid (2016). The Wrong Model for Resilience: How G7-backed drought insurance failed Malawi and what we must 
learn from it. www.actionaid.org 

http://www.actionaid.org/
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• This alternative should be rooted in the development of cooperatives, building on the popularity of VSLs, 

backed up by adaptive, scalable national social protection systems, plus a global not-for-profit backstopping 

mechanism, as part of a global social protection and crisis fund equitably financed by rich nations; and 

• The G7 should rapidly re-orientate its InsuResilience initiative towards comprehensive climate risk 

management and ensure that in its efforts to help meet SDG target 1.5 (building the resilience of the poor 

and vulnerable), rights-based, adaptive social protection (and SDG target 1.3) is central. 

The G7 should also ensure that its support for agriculture accelerates a transition to agro-ecology with sustainable 

irrigation, smallholders’ self-organization, equitable access to natural resources (SDG target 1.4), and farmer-led 

research into climate resilient crop varieties and agricultural practices that do not lock them into dependence on 

costly inputs. 

5.4.6  National Climate and Disaster Risk Financing Mechanisms 

The study undertook review of national, sectoral and district development plans, policies and development plans 

respectively to understand the status, approach and regulation of finance mechanisms that support adaptation and 

disaster risk management initiatives in Malawi.  The analysis and discussion on the data collected and subsequent 

findings are presented below.  

5.4.6.1  National Climate and Disaster Risk Financing Policy Framework 

Over the years the Malawi Government has developed key instruments in the form of policies, plans and strategies 

to guide and inform the integration of disaster risk and climate change management into development planning 

across the sectors. Key instruments include but not limited to the following; National Adaptation Programmes of 

Action (NAPA),National Climate Change Management Policy (NCCMP), National Disaster Risk Management Policy 

(DRMP), National Disaster Risk Financing Strategy, National Agriculture Policy, National Environmental Policy, 

Malawi Energy Policy (2003), Malawi Growth Development Strategy (MGDS), Food Security Policy (2006), National 

Resilience Strategy (NRS), National Irrigation Policy, National Environmental Policy (NEP, 2004), National Forestry 

Policy, National Land Resource Management Policy and Strategies (2000), National Fisheries and Aquaculture 

Policy (2001), National Land Policy (2002); National Environmental Action Plan 2002, National Land Use Planning 

and Management Policy, National Water Policy (2005), Disaster Preparedness and Relief Act (1991), Waterworks 

Act (1995), Environment Management Act (1996), Malawi Decentralization Policy, Energy Regulation Act (2004).   

The policies, plans and strategies are critically useful in national budgeting processes such that the instruments 

have been used by government to mainstream climate change adaptation and disaster risk management actions to 

ensure there is funding for such activities across the sectors. The instruments are also used by other stakeholders 

including development partners and civil society organizations as the basis to inform development of disaster risk 

management and climate change adaptation and related strategies to secure funding from different sources.  

5.4.6.2  Climate and Disaster Risk Financing Instruments 

The study has revealed that the Ministry of Department of Disaster Management Affairs and Public Events is 

responsible for disaster risk reduction (DRR) policy and coordinates the development and implementation of cross-

sectoral Food Insecurity Response Plans in response to MVAC assessments.  
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The guiding instruments presented above have strong priority areas and subsequent strategies but not so 

determinant enough on robust and locally driven financing mechanisms and subsequent resource mobilization 

strategies outside the conventional national budgetary allocation. Paradoxically, ''over dependence'' on the national 

budget is risky because its financing is largely dependent on general budget support from development partners 

whether bilateral or multilateral56. Continued general budgetary support (GBS) from development partners is always 

based on improvement in the political governance, fiscal performance and public finance management capacity57. 

Any failure by government to score well on these important parameters, continuity of general budgetary support is 

always affected. The country has had periods of GBS suspension, like the period from 2000-2004, from 

development partners following non-compliance with the set conditions. Such situations affect effective 

implementation of government's pertinent developmental strategies more especially disasters risk management and 

climate change adaptation initiatives aimed at building community and household resilience.   

In view of National Climate Change and Disaster Risk Financing and any other resilience sector, it is imperative to 

ensure deliberate initiatives are put in place to ensure there is special financing mechanism with an appropriate 

Fund to enhance resource mobilization above budgetary allocations.  For example, on funding mechanisms in the 

National Disaster Risk Management Policy (2015), it is indicated that financial resources for the implementation of 

the policy will be an integral part of the budgets of ministries, departments, as well as those of the city, municipal 

and district assemblies, as they are implementing their activities as per disaster risk management devolved 

functions. In addition, civil society organizations and development partners will be encouraged to accommodate the 

aspirations of this policy in their normal programmes58.  

The idea to promote integration of disaster risk management into multi-sectoral budgets is a very welcome but if 

there is no special local funding over and above what is planned at any sectoral level it will be business as usual59. It 

is however pleasing to note that the drafting of the Disaster Risk Management Bill (2019) includes a provision for the 

development of a DRM Fund. The establishment and operationalisation of the DRM Fund will without doubt 

contribute to increasing national resources for disaster risk management. In addition, the adoption of the National 

Resilience Strategy (2018-2030) and National Disaster Risk Financing Strategy (2019-2024) in the recent years will 

go a long way in mobilizing resources to finance disaster risk management initiatives. In the National Climate 

Change Management Policy (2016), the Malawi Government recognizes the need to prioritize enhanced financing 

for implementation and coordination of climate change management activities through increased national budgetary 

allocation, establishment of a National Climate Change Management Fund (NCCMF), improved access to 

international climate financing (both multilateral and bilateral) and private sector investments60.                                                                                                      

The idea of creating a NCCMF is a good starting point towards ensuring national ownership. This would provide a 

platform towards development of local strategies to mobilize resources for the Fund. However, the process may be 

hampered by lack of a National Climate Change Act that should regulate the development of the NCCMF.   

 
56 Civil Society Network on Climate Change (2019). Climate Change Adaptation Funding Processes in Malawi. www.cisoneccmw.org 
57 Evaluation of General Budget Support - Malawi Country Report, May 2006 
58National Disaster Risk Management Policy (0215) page 12 
59 Civil Society Network on Climate Change (2019). Climate Change Adaptation Funding Processes in Malawi. www.cisoneccmw.org 
60National Climate Change Management Policy (2016) page 12 
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Apart from having a clear national Climate Change Financing Mechanism, the study found out that there are some 

other sectoral related funds which are also linked to climate change and disaster risk management financing at 

national level. These include the Forestry Fund which is regulated by the Forestry Act and the Roads Administration 

Fund managed by the National Roads Act.  

Although Malawi has excelled over the years to develop excellent policies and development strategies but the 

country has always been found wanting in implementation61. One of the key contributing factors to ineffective 

implementation of policies and development strategies has been the failure to put in place robust and nationally 

championed funding mechanisms for related national strategies and policies not including vices of poor bureaucratic 

governance62. Establishing special Funds for key resilience sectors such as Climate Change and Disaster Risk 

Management will promote ownership and provide platform to identify local and sustainable strategies for mobilizing 

additional resources than being confined within the parameters of national budget which is always not adequate.  

There is scope to further strengthen and align these policies across agriculture, social protection, climate change 

adaptation and DRM, and the Government and other development actors in Malawi are engaged in some activity to 

this end. 

5.4.6.3  Resources for Response and Recovery Initiative  

Government requires more resources annually to respond to disaster incidents than probably the sum total of what 

is invested into adaptation for resilience.  For example, following the 2019 flooding impact, Government of Malawi 

estimated the recovery and reconstruction needs valued at US$ 370.5 million. However, a huge amount of the cost 

for recovery and reconstruction from disaster losses annually is expected to be provided by development partners. 

For example, 2019 PDNA report indicated that the World Bank committed US$120 million to support recovery and 

reconstruction including early recovery assistance to the most vulnerable with commitments from the UN and other 

development agencies also expected for additional contributions63.  

5.4.6.4  Malawi Context of CDRFI 

The study has established that Malawi has a number of policies aimed at reducing its food insecurity and/or climate 

vulnerability. Primary among these is the Farm Input Subsidy Programme (FISP),64 through which the Government 

provides coupons for subsidized fertilizer and seeds to a certain fraction of vulnerable smallholders. These subsidies 

were scaled down, and grain reserves sold off, around 2000 after pressure from the World Bank and the IMF, which 

some suggest contributed to thousands of deaths and millions suffering hunger after droughts in 2001/02 and 

2004/05. Subsidies were re-introduced in 2005/6 in the form of FISP, offering a 75 percent subsidy on fertilizer and 

seeds for 2.8million farmers65 which helped to boost harvests, and allowed Malawi to become a net exporter of 

maize to other countries in southern Africa.  

 

 

 
61 Civil Society Network on Climate Change (2019). Climate Change Adaptation Funding Processes in Malawi. www.cisoneccmw.org 
62Drivers of Change & Development in Malawi - ODI Working Paper 216 https://www.odi.org/resources/docs/1957.pdf 
63Government of Malawi, Malawi 2019 Floods Post Disaster Needs Assessment (PDNA), 2019 
64https://www.soas.ac.uk/cedep/research/malawi-subsidies/ 
65https://www.grain.org/article/entries/4075-unravelling-the-miracle-of-malawi-s-green-revolution 

https://www.soas.ac.uk/cedep/research/malawi-subsidies/
https://www.grain.org/article/entries/4075-unravelling-the-miracle-of-malawi-s-green-revolution
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However, the success of FISP was dependent on good rains, use of fertilizers and hybrid seeds leading to soil 

degradation and a vicious cycle of debt for many poor farmers in Malawi66 and for many farmers living in poverty. 

FISP requires revision since climate change and need for importation of fertilizer have rendered it significantly less 

useful. It also continues to be marked by malpractice and corruption in the distribution chain.67 

The study has observed that several social protection programmes in Malawi’s target the poor and vulnerable. The 

programmes have registered some positive in supporting the ultra-poor and labor-constrained with unconditional 

cash transfers68. However, literature indicates that the impact is not sufficient in magnitude to represent a realistic 

potential path from poverty. Public works programmes as part of the social protection programmes target the ultra-

poor who are fit and healthy, and are increasingly becoming a good example of integrated social and environmental 

protection, with works focusing in many areas on catchment conservation measures and tree planting69. Those 

enrolled in such programmes are eligible for government training to help them set up Community Savings and 

Investment Promotion cooperatives (COMSIP). In this case, a potential graduation pathway exists through COMSIP 

members developing these into self-sustaining cooperatives. However, this path is blocked by inadequate resources 

for training of COMSIP members, with some reportedly having to pay government officials for the training. Other 

programmes include school feeding70. 

Literature indicates that Village Savings and Loans schemes (VSLs) have, over the past decade, become very 

popular in Malawi and successful within their limitations. They generally comprise of up to around 20 members who 

contribute funds thereby buying a stake in the scheme. Members then take out small loans for a few months, paying 

around 10 to 20 percent in interest per month. The whole scheme is generally folded after around a year, at which 

point members cash in their stakes. Different individuals and groups of the society particularly women have benefited 

a lot from use of the schemes which has made it possible for most of them support their households by meeting 

costs such as school fees and buying agricultural inputs. However, training in financial management and how to 

manage the VSLs and turn it into cooperatives remains a challenge. It has also been reported that the schemes also 

have special emergency funds, in which money is set aside for managing personal crises like bereavements or 

sickness representing an informal form of risk management71. 

There is evidence from literature that the Government of Malawi has some prior experience with climate risk transfer, 

having purchased derivative contracts from the international market to hedge against drought risk to maize 

production during a four-year scheme supported by DFID and the World Bank72. Action Aid (2016) reported that 

there was no pay out realized from the policy, since it used a national average drought index, and drought in one 

part of the country was always combined with sufficient rainfall elsewhere to prevent the average crossing the 

threshold. The World Bank also supported weather risk insurance for growers of cash crops (mainly tobacco and 

groundnuts). In the first phase from the year 2005-2007, groundnut farmers were asked to buy insurance to obtain a 

bank loan for inputs. Nine out of 1,707 groundnut farmers benefitted from pay-outs (which went directly to the 

bank)73.  

 
66http://acbio.org.za/running-to-stand-still-small-scale-farmers-and-the-green-revolution-in-malawi/ 
67http://www.nyasatimes.com/agriculture-minister-admitss-fisp-facing-challenges/ 
68https://www.researchgate.net/publication/304323277 
69 The Wrong Model for Resilience: How G7-backed drought insurance failed Malawi and what we must learn from it. www.actionaid.org 
70 Ibid 
71 Ibid 
72 Ibid 
73Ibid 

http://acbio.org.za/running-to-stand-still-small-scale-farmers-and-the-green-revolution-in-malawi/
http://www.nyasatimes.com/agriculture-minister-admitss-fisp-facing-challenges/
http://www.actionaid.org/
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Subsequently, multinational tobacco giant Alliance One and the Opportunity International Bank of Malawi decided 

that the bank would take out the insurance directly to cover part of their tobacco loan portfolio. It is suggested that 

the high value of these cash crops (as compared to maize) and the large-scale organization of the farmers made this 

scheme viable. Other attempts to introduce insurance to smallholders never got off the ground, as farmers did not 

want to pay the premiums.  

The study revealed that in 2015, the Government of Malawi purchased a drought insurance policy from ARC. The 

terms of this policy were that in return for premiums of US$4.7 million, in the event of a drought that according to 

ARC’s model, Africa RiskView (ARV), affected more than 1.39million people, with a response cost over 

US$58.58million, Malawi would receive a proportion of the excess response cost over this threshold up to a 

maximum pay-out of US$30million74. Eventually, Malawi received a pay-out of USD8.1 million from ARC as a result 

of drought from El Nino conditions in the 2015/16 agricultural season. 

The study also observed that several recommendations were made by stakeholders in line with the shortfalls of the 

Malawi’s engagement with the ARC, drought insurance policy as follows: 

• There is need for an equitable and effective climate and disaster risk management model/structure that 

works for the poor and should be based on cooperatives and other forms of self-organization; rights-based, 

adaptive, scalable social protection; and an equitably financed global crisis and resilience mechanism for 

early response. This mechanism should ensure: 

o Cooperatives and other community based organizations are vehicles for building resilience through 

facilitating a transition to agro-ecology, improved learning, bargaining power and market access, 

and women’s economic empowerment. 

o Integration (including with input subsidy programmes), scaling up and incorporation of climate 

services into domestic social protection programmes to make them adaptive and scalable.  

• Beyond the national structure, there is need for international backstopping for major crises by setting up an 

equitable and effective model for a global social protection and/or resilience mechanism. This mechanism 

could work in conjunction with a global loss and damage (L&D) associated with climate change finance 

mechanism, which would equitably mobilize and appropriately disburse the funds required for L&D. 

• There is need for reformed regional structures such as ARC reflecting the global nature of the mechanism, 

as well as by the universal (or broader) nature of perils addressed. 

5.4.8  Climate and Disaster Risk Transfer Financing Challenges 

Literature suggests that risk transfer solutions could be detrimental to risk reduction, if not properly structured and 

incorporated within an integrated approach to climate risk management (IPCC, 2012; ACRI+, 2017). Below are some 

of the main challenges and concerns related to insurance. 

5.4.8.1  Design of the tool 

The functionality and impact of insurance is partly determined by how well the insurance product is designed. In 

addition to the speed at which the pay-out occurs, other key elements that are determined by how the insurance tool 

is designed include its accuracy in valuing either risk or damage, the discipline required by the parties to the 

insurance contracts, and the extent to which it is designed in accordance with the needs of the target population.  

 
74 Action Aid (2016). The Wrong Model for Resilience: How G7-backed drought insurance failed Malawi and what we must 
learn from it. www.actionaid.org 

http://www.actionaid.org/
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Financial expertise is critical in designing an insurance scheme, not just on the side of the insurer but also for the 

insured party whose input to and understanding of the tool is essential. The availability of the financial expertise 

needed to design the instrument, and the degree to which this expertise is acknowledged in the planning process, 

are important considerations. In developing countries, such expertise can be very constrained. 

The insurance policy, for which Malawi paid US$4.7mn under the ARC failed to provide the timely assistance that 

6.5mn food-insecure Malawians so sorely needed due to major technical defects in the model, which include its 

customization and the process for making the decision about a pay-out75. The ARV model at the heart of the ARC 

insurance scheme was generally criticized as a complex and opaque and not conducive to a participatory, 

transparent and accountable decision-making process. The decision about a payout is based on modeled numbers 

of affected people and response costs that are not directly comparable to the actual numbers of hungry people and 

response costs. Consequently, the pay-out decision cannot easily be scrutinized, which is not good practice and may 

deal a fatal blow to confidence in the scheme.  

5.4.8.2  Moral hazard and adverse selection 

Moral hazard refers to the possibility that insured parties will be more careless and take greater risks because they 

are protected, thus increasing the potential of claims on the provider. Moral hazard is one of the primary risks 

associated with indemnity insurance. While one of the key potential advantages of index insurance is the avoidance 

or mitigation or moral hazard by referring to an objective trigger, it may still occur depending on the choice of 

indicator(s) in the index and indicator. Moral hazard raises risk, as by taking fewer preventative actions (or acting to 

induce a disaster) a policyholder increases his or her risk exposure.  

A further problem that can obstruct insurance instruments from functioning efficiently is adverse risk selection, where 

the majority of the policy value is held by individuals facing a high level of risk. However, it should also be noted that 

in some cases insurance schemes are specifically targeted at those carrying high levels of risk, and as such they 

purposely distort  

5.4.8.3  Benefits relative to costs 

Research suggests that insurance may not be financially sustainable even for households with capital just above a 

critical asset threshold. For very poor households, premiums can delay their progress out of poverty by limiting their 

investment potential (Chantarat and others, 2017). Another relevant issue is the return on the payment. For index 

insurance schemes basis risk is a key consideration. The existence of basis risk means that index insurance 

products may not reduce risk but could leave a policyholder worse off following a disaster given the opportunity cost 

of her premium payments. This risk is particularly high if the risk profile of an individual has unique aspects 

compared to others in the policy coverage area (idiosyncratic risk), or if the index is inaccurate. In addition, the 

nature and effectiveness of the mechanism used for distributing pay-outs is a challenge. The 2015/16 ARC drought 

insurance policy for Malawi was observed that there was no planned mechanism to revise decisions to reflect the 

reality on the ground, nor a basis risk fund to allow for pay-outs where ARV clearly misses a real drought-induced 

crisis. Such basis risk fund and review processes have been shown to be essential in farmer-level schemes. The 

ARC technical failure brought home to Malawian policymakers and stakeholders the more fundamental poor value 

for money of the drought insurance, and how their scarce resources could better be spent76. 

 
75 Action Aid (2016). The Wrong Model for Resilience: How G7-backed drought insurance failed Malawi and what we must learn from it. 
www.actionaid.org 
76 Ibid 

http://www.actionaid.org/
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5.4.8.4  Weakening informal risk-sharing schemes 

The ability of informal mechanisms to reduce and transfer risk is generally incomplete, particularly in responding to 

aggregate shocks. This dictates the choice of farmers as they tend to go for low risk and lower-yield production 

methods, asset portfolios and crops instead of riskier but more profitable alternatives (Cai and others, 2015; 

Mobarak and Rosenzweig, 2013; Morsink and others, 2016). In this regard, formal insurance could complement 

informal insurance mechanisms by providing cover for aggregate shocks. In turn, informal insurance could help to 

address some of the gaps or challenges faced by formal insurance, for instance, mitigating the potential impacts of 

downside basis risk on vulnerable households.  

Some members of the informal system may be made worse off through the introduction of the formal scheme, even 

if it is voluntary, as some members could withdraw from the informal scheme leaving the existing members with less 

protection. Also, informal insurance schemes are often deeply ingrained into the social fabric of a community, such 

that their breakdown has implications beyond household budgets. As discussed previously, research suggests that 

the benefits of formal insurance may elude the very poor. Schemes may exacerbate inequalities within communities, 

which would also damage the socio-economic relations underpinning informal risk-sharing schemes.  

5.4.7  Contribution of Climate Risk Insurance towards Resilience-Building of the Poor and Vulnerable 

Climate risk insurance can contribute to improving key capacities (anticipatory, absorptive and adaptive capacities) 

that are imperative for reducing poverty and making poor and vulnerable people more resilient in the following ways: 

5.4.7.1  Protecting against climate shocks  

Insurance can play a role at the micro level as a safety net and buffer for people and countries shortly after an event 

by providing timely finance that improves financial liquidity after a disaster. Under these circumstances, insurance 

can help beneficiaries to better absorb shocks, as they may not have to resort to coping strategies that might impede 

sustainable development. It can also help people from slipping back into poverty by helping to reduce distress asset 

sales and to increase food security, both enabling faster recovery after a shock. 

5.4.7.2  Promoting growth by unlocking opportunities 

Insurance can help lessen financial repercussions of volatility and, in the longer term, create a space of certainty 

within which investments, planning and development activities can be undertaken by reducing the residual risk that 

could not be reduced by measures already taken. At the micro level, insurance can help to unlock opportunities and 

may help increase savings, increase investments in higher-return activities and improve creditworthiness, all of 

which might allow people to escape from poverty traps or from the threat of them. In general, the presence of an 

insurance industry can facilitate economic development by reducing interest rates, through lowering default 

probabilities and making investments with long-term horizons, and modifying the level and allocation of individual 

and aggregate savings, leading to a more optimal allocation of capital (ILO, 2016). However, economic growth does 

not necessarily correlate with reduced exposure to disasters.  

5.4.7.3  Catalyzing other elements in the process of comprehensive risk management that are necessary to 

build resilience  

Insurance can act as a catalyst for risk assessment both at micro and macro levels. Risk assessment is a vital part of 

insurance as it is the precondition for calculating premium levels for policyholders. Accordingly, insurance can 

facilitate regional and international data analysis, such as establishing data standards, methods and data 

repositories. It can therefore be a catalyst for risk assessment. Assessing the risk of loss and damage is a 

prerequisite for identifying needs and policy priorities.  
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The tools, analysis and data involved in risk assessment required in the identification of hazard potential, exposure 

and vulnerability are of high value to governments in designing policies for DRM and climate change loss and 

damage, and also for individuals and businesses.  

5.4.7.4  Standardization of Data  

The insurance industry can contribute to the standardization of available data, which further supports analysis and 

action. However, several considerations need to be made in between data generation and the application of the data 

and its analysis by exposed entities to reduce risk. One consideration is the fact that the information is not always 

available for public use. Insurers often charge a fee for accessing the information that they generate and maintain as 

part of their business model. Governments, too, could potentially restrict the information they disclose for reasons of 

sensitivity or because information-sharing channels are poorly maintained. As policyholders, the poor in particular 

are likely to be unwilling or unable to pay for access to information. Governments or other intermediaries therefore 

have a role to play to ensure this information reaches the most vulnerable, likely as a public good. A further 

consideration is that the information generated for use in insurance models is unlikely to be comprehensible to 

policyholders, in terms of the metrics and terminology used, and the scale and referred to time period hence needs 

simplification. An example of an initiative to improve accessibility and relevance of risk information is the Africa Risk 

View, designed for ARC countries. The tool enables risk modeling at the national level, customizable to the country 

in question.  

5.4.7.5  Spurring transformation by incentivizing risk reduction behavior and fostering a culture of 

prevention-focused risk management 

Insurance can incentivize risk reduction behavior by providing the option for people to work for their insurance cover 

by engaging in community-identified projects to reduce risk and build climate resilience. Insurance spurs 

transformation by helping countries to reshape the way risks are managed. It does so by encouraging risk reduction, 

catalyzing risk assessment and driving a more structured decision-making process around ex-ante risk. Contingency 

planning as eligibility criteria for insurance has changed the process of disaster relief programmes in the relevant 

countries. In this way, insurance can encourage countries to develop a culture of data driven, prevention-focused 

risk management.  

5.4.7.6  Good governance 

Despite limited empirical evidence of an operational link between risk transfer and risk reduction, general criteria of 

good governance are likely to influence the impact of risk upon DRM and risk reduction. These criteria include 

transparency, accountability, and responsiveness, rule of law, and the degree and nature of participation. Some 

insurance schemes explicitly demand that certain minimum conditions of planning and governance for DRM are met, 

such as, the African Risk Capacity, which requires potential risk pool members to produce an operations plan 

specifying how they will use a potential pay-out. The planning process is intended to be country-owned and in line 

with national policies and systems and additionally it must show compliance with ARC’s principles, which include 

time-sensitivity, use for protecting livelihoods, and six-month duration for activities. Governments are therefore 

encouraged to utilize the funds to scale-up existing programmes and improve targeting and gains in speed.  
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5.4.7.7  Financial incentives to reduce risk 

An important feature of insurance is its potential to provide financial incentives for risk prevention and risk reduction.  

Insurance provides an important price signal that can raise risk awareness and incentivize risk-reducing behavior by 

pricing risk, and translating that price into premiums charged to policyholders (Golnaraghi and others, 2016). The 

poorest individuals, however, may not be able to respond to the price incentive of risk-based premiums, which 

negates the risk reduction function and raises important questions about the fairness of a scheme that charges the 

highest fee to the most vulnerable, who in turn are often the poorest (Surminski and Oramas-Dorta, 2014). 

5.4.7.8  Poverty reduction and strengthening resilience at the household level 

There is evidence that suggests that insurance can contribute to greater financial stability, development opportunity 

and coping capacity for vulnerable individuals and households. Insurance has been widely acknowledged as a tool 

for inducing farmers to increase their productivity. Insurance incentivizes households to undertake activities that are 

more profitable, but also more-risky.  
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6.0  CONCLUSIONS AND RECOMMENDATIONS       

In this chapter, the study provides ideal strategies to turn some of the suggestions presented above into advocacy 

and or development issues to help CISONECC and partner carry out related advocacy issues during the 

implementation of the InsuResilience project strategies such as the PME.  

 

6.1  Conclusions 

The overall purpose of the review was to Review CDRFI policies, strategies and plans at global, regional and 

national level to determine adequacy of mechanisms for tracking progress and achievements of CDRFI policy 

objectives at different levels by different stakeholders. The outcomes of the review inform the development of a 

simplified strategy for participatory monitoring and evaluation of CDRFI to complement the national framework; with 

clearly defined indictors that are appropriate for participatory CDRFI monitoring at different levels; development tools 

for participatory monitoring of the CDRFI activities at national level. The assessment outcomes will also feed into the 

process of developing a CDRFI knowledge sharing platform that will be easily accessible for different stakeholders at 

different levels. The following are some of the conclusions: 

 

• CDRFI can help countries shift financing of climate and disaster risks away from a reactive approach that 

mobilizes resources after a disaster and toward a more cost-effective, proactive approach that plans in 

advance. In addition, by securing financing ahead of time, a pre-planned approach to disaster response 

reduces reliance on humanitarian aid, which is unpredictable and uncertain, and often takes time to 

materialize.  

• CDRFI can help countries access insurance and capital markets on competitive terms. The 26 countries 

currently covered by sovereign catastrophe risk pools represent the vast majority of low- and middle-income 

countries that have purchased sovereign disaster risk insurance. 

• CDRFI can contribute to more affordable climate and disaster risk insurance solutions. Risk pools can make 

risk transfer more cost-effective by (i) diversifying risk through the participation of multiple countries with 

different risk profiles; (ii) establishing joint reserves to self-insure a part of the risk managed by the pool; (iii) 

enabling access to international reinsurance and capital markets that might otherwise be impossible; (iv) 

sharing operational costs, such as program development and day-today back-office operations; and (v) 

involving the private sector in the operational and financial management of the pools.   

• CDRFI can provide further risk management benefits. Beyond the financial benefits of transferring risk off 

balance sheets, catastrophe risk pools can (i) create incentives for risk reduction by putting a price on risk 

through the payment of insurance premiums; (ii) enable rapid disbursement of funds that can reduce 

humanitarian impacts and save money through rapid crisis response and relief efforts; and (iii) increase 

transparency and efficiency through the adoption of clear, pre-agreed triggers/rules for the disbursement of 

funds as identified in a post disaster response plan.  

• CDRFI can serve as a vehicle for regional policy dialogue by allowing countries and donors to improve 

collaboration on risk management and risk finance.  

• CDRFI help clarify who owns the risk. Many developing countries still rely on donor assistance which may 

come late but at low or no financial cost for the recipient country to help fund relief and response activities 

following a shock.  
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• CDRFI can help reduce the impacts of disasters on the poorest and most vulnerable. Social safety nets can 

be used to channel sovereign-level financing from catastrophe risk pools to direct beneficiaries.  

• CDRFI can contribute to the provision of public goods. The creation of risk pools has driven the development 

of catastrophe risk models and other public goods that have roved valuable in multiple areas.  

• Adoption rate of climate risk insurance at micro level in least developed countries is very dismal because 

vulnerable and poor communities do not have the financial capacity to afford premiums 

• There is need for pro-poor climate risk insurance products to help diversify resilience building of vulnerable 

smallholder farming families 

• There are inadequate participatory monitoring and evaluation mechanisms to track progress of CDRFI 

initiatives in Malawi.   

 

6.2  Recommendations 

Based on the observations made from the review of literature on the global, regional and national experiences on 

CDRFI, the following recommendations are made: 

On Global and regional CDRFI initiatives: 

• The risk pools must not present a range of macro-insurance options to poor and vulnerable country 

governments in rapid pursuit of the G7 target. However, they must allow an informed, inclusive, country-

driven appraisal of each nation’s priorities in building its own comprehensive climate risk management 

system, considering all options but prioritizing structural over superficial sticky-plaster solutions; 

• Risk pools should collaborate with others, including experts in social protection and rural development, for 

example, as well as opening themselves up to more meaningful and representative civil society participation; 

• The initiatives should, if and where insurance is deemed appropriate by developing country governments, 

introduce basis risk funds to ensure the poor do not lose out due to inadequacies in the monitoring and 

modeling used to trigger pay-outs in index-based schemes;  

• The CDRFI initiatives should adopt and transparently apply a set of principles and criteria for ensuring that 

their solutions are equitable, effective, country-owned, community-driven and accountable; and 

• The reorientation of existing regional mechanisms could be a first step towards such a global mechanism. 

Pooling risks globally, and across a wider range of perils, would bring costs down further. 

On the InsuResilience initiatives:  

• The G7 InsuResilience initiative should not solely focus on achieving its target of extending climate 

insurance to 400million people in poor and vulnerable countries but should also look at finding better 

alternatives and causes of structural vulnerability;  

• The G7, ARC, the Insurance Development Forum and other climate risk insurance initiatives should shift 

their focus from extending sovereign risk pooling and selling climate insurance to governments and citizens 

of poor and vulnerable countries to supporting a no-regrets, rights-based, community-owned alternative:  

• This alternative should be rooted in the development of cooperatives, building on the popularity of VSLs, 

backed up by adaptive, scalable national social protection systems, plus a global not-for-profit backstopping 
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mechanism, as part of a global social protection and crisis (or resilience) fund equitably financed by rich 

nations; and 

• The G7 should rapidly re-orientate its InsuResilience initiative towards comprehensive climate risk 

management and ensure that in its efforts to help meet SDG target 1.5 (building the resilience of the poor 

and vulnerable), rights-based, adaptive social protection (and SDG target 1.3) is central. 

Based on the national CDRFI experiences, particularly from Malawi’s experiences with the ARC, drought insurance, 

the study recommends the following: 

• There is need for an equitable and effective climate and disaster risk management model/structure that 

works for the poor and should be based on cooperatives and other forms of self-organization; rights-based, 

adaptive, scalable social protection; and an equitably financed global crisis and resilience mechanism for 

early response. This mechanism should ensure: 

o Cooperatives and other community based organizations are vehicles for building resilience through 

facilitating a transition to agro-ecology, improved learning, bargaining power and market access, 

and women’s economic empowerment. 

o Integration (including with input subsidy programmes), scaling up and incorporation of climate 

services into domestic social protection programmes to make them adaptive and scalable.  

• Beyond the national structure, there is need for international backstopping for major crises by setting up an 

equitable and effective model for a global social protection and/or resilience mechanism. This mechanism 

could work in conjunction with a global loss and damage (L&D) associated with climate change finance 

mechanism, which would equitably mobilize and appropriately disburse the funds required for L&D. 

• There is need for reformed regional structures such as ARC with revised reflecting the global nature of the 

mechanism, as well as by the universal (or broader) nature of perils addressed 

• Proper engagement, coordination and communication mechanisms should be put in place to ensure that 

stakeholders at national and sub-national levels are provided with an opportunity to learn and share 

knowledge and experiences on InsuResilience at global and regional level platforms. 

• Development of Participatory Monitoring and Evaluation Strategy as an advocacy tool to enhance a multi-

stakeholder participation in monitoring CDRFI mechanisms in Malawi with a view to lobby for development 

of pro-poor climate risk insurance products and adoption by individuals farmers.  
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APPENDICES 

Appendix 1 Study Analysis Tool 

Specific Task Key Analysis Questions Output  

1. Review of CDRFI policies, 
strategies and plans at 
global, regional and 
national level to determine 
adequacy of mechanisms 
for tracking progress and 
achievements of CDRFI 
policy objectives at 
different levels by different 
stakeholders  

1.1 What CDRFI instruments are available at, Global, 
Africa (Regional) and National level  

1.2 What is the communication strategy for the different 
CDRFI instruments available for targeted 
stakeholders to be aware? 

1.3 What monitoring and evaluation mechanisms are put 
in place for tracing progress and intended impact for 
CDRFI initiatives? 

1.4 What are the key generic performance indicators for 
CDRFI instruments at all levels? 

• A synopsis report of 
the review work 
highlighting 
observations made 
 

2. Drawing from the review, 
develop a simplified 
strategy for participatory 
monitoring and evaluation 
of CDRFI to complement 
the national framework. 

2.1 What is the level of understanding by stakeholders 
(especially national stakeholders) of CDRFI 
instruments available  

2.2 What monitoring and evaluation mechanisms are put 
in place for tracing progress and intended impact for 
CDRFI initiative at national and local level? 

2.3 What are key performance indicators for CDRFI at 
National level? 

• A list of appropriate 
performance 
indicators for PME 
for CDRFI  

• Draft PME Strategy   

3. Based on the strategy, 
develop tools for 
participatory monitoring of 
the CDRFI activities at 
national level  

 

3.1 What key tools are used in CDRFI monitoring and 
evaluation by target institutions at national level? 

3.2 How effective are the tools promoting participatory 
monitoring and evaluation initiatives?  

• An overview of 
monitoring and 
evaluation tools 
being used related 
to PME 

• Draft PME Tools for 
CDRFI  

4. Design and develop a 
CDRFI knowledge sharing 
platform that will be easily 
accessible for different 
stakeholders at different 
levels  

 

4.1 What key mechanisms are used for sharing 
knowledge and information related to CDRFI at 
National level? 

4.2 How effective are the means for sharing knowledge 
and information towards achieving the intended goals 
of a well informed and resourced community in 
CDRFI?  

• A synopsis report on 
CDRFI related 
knowledge sharing 
platform available 
and observations 
made 

• A draft outlook of a 
Knowledge Sharing 
Platform developed   
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Appendix 2 List of People Consulted 

 

 

 

 

 

Name Institution Position Phone Email 

1. Dr Stern Kita  DoDMA Chief Mitigation 
Officer 

0999430940 stenkita@gmail.com 

2. Mr. Evans Njewa EAD  0888853245  

3. Mr. Prince 
Kapondamgaga 

Famers Union in Malawi Chief Executive 
Officer 

 Pkapondamgaga@farmersunion.mw 

4. Mr. Doshani Kadokera Ministry of Agriculture   0999427434 doshaniek@yahoo.com 

5. Mr.  J. NKhokwe DCCMS Director 0999911314  

6. Beatrice  NASFAM  0999944989  

7. Mr. Delvin  Khongono Insurance Brokers Association Vice President  0999837669 Delvin.khongono@minet.co.mw 

8. Chrispin Chavula Habitat for Humanity Malawi Communications and 
Resource Mobilization 

0881894695   

9. Chikondi Chabvuta Action Aid M and E Officer 0999 434298 Chikondi.chabvuta@actionaid.org 

10. Gibson Nkanaunena World Relief  Country Director  0991 710480 gnkanaunena@wr.org 

11. Luke Theu Christian Aid  Country Director 0999 748123 ltheu@christian-aid.org 

12. Clement Bisai Care Malawi M and E Officer  0888 337732 Clement.bisai@care.org 

13. Julious Ng’oma CISONECC National Coordinator 0888 795957  

14. Yamikani Mulangiza CISONECC  0992821816  

15. Violet Mfune CISONECC  0880003999  

16. Lumbani Nyangulu CISONECC  0882399731  

17. Kondwani Mubisa CISONECC  0884338990  

mailto:stenkita@gmail.com
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Appendix 3 National Stakeholder Workshop Participants 

Name M/F Organization Phone  Number Name 

1. Peter Nkosi M Insurance 0888964550 Peternk.pa@gmail.com 
2. Osborne Nyirongo M Eagles relief 0992534819 Osborne.eaglesmw@gmail.com 
3. Master Mbale M Insurance 0999899385 mmbale@nicogeneral.com 
4. Thomas Nguluwe M SDI 0995195656 ngulubetb@gmail.com 
5. Abel Chiwatakwenda M LUANAR 0993362431 achiwatakwenda@luanar.ac.mw 
6. Lansen Chikopa M United purpose 0999864014 lansen.chikopa@united-purpose.org 
7. James Kalikwemba M Beulahland Enterprises 0991412220 jameskalikwembe@gmail.com 
8. Elisha Kapalamula M World vision 0999373537 Elisha_kapalamula@wvi.org 
9. Chimwemwe Kamala F Christian Aid 0999652391 ckachepa@christian-aid.org 
10. Enock Jumah M DAPP Malawi 0888305160 ejuma@dapp-malawi.org 
11. Dickens Mtonga M Act Alliance  0999852612 mtongadick@gmail.com 
12. Stan Banda  M Trocaire 0888939113 srubanda@gmail.com 
13. Limbikani Nundwe M RBM 0994405333 lnundwe@rbm.mw 
14. Mattey Malala M AEJ 0999646114 malatamathy@gmail.com 
15. Jolamu Nkhokwe M DCCMS 0999911314 jnkhokwe@gmail.com 
16. Sosten Chiotha M LEAD 0991144448 schiotha@gmail.com 
17. Lemekeza Mokiwa  M CARE MALAWI 0991122593 Lemekeza.mokiwa@care.org 
18. Ruth Maganga  F CISONECC 0888713868 ruth@cisoneccmw.org 
19. Arthur Lichenya M CARD 0888647088 Arthur.lichenga@cardmw.org 
20. Walusungu Kaponda  M CISONECC 0888915540 lusungusacher@gmail.com 
21. Goyigoyi Khonje M CISONECC 0993040166 Goyitinselk@gmail.com 
22. Isaac Tchuwa  M MUST 0881370317 itchuwa@must.ac.mw 
23. Boyd Hamella  M DODMA 0995193635 boydhamela@gmail.com 
24. Welton Phalira M Big Pot Consulting  0888308074 w.phalira@yahoo.com 
25. Chimvano Thawani F MOFEPD 0993194392 chimvanothawani@gmail.com 
26. Doshanie Kadokera M MOAFS 0999427434 doshamek@yahoo.com 
27. Lidace Nyirenda F NFYD 0999376571 lidace@nfydmw.org 
28. Caleb Thole M Global Hope mobilization 0999054275 director@glomohomw.org 
29. Kenneth Nyahuwe M ELDS 0999443488 kennienyahuwe@yahoo.com 
30. Wesley Makhaula M NFYD 0997111367 Wakhaula52@gmail.com 

mailto:Peternk.pa@gmail.com
mailto:Osborne.eaglesmw@gmail.com
mailto:mmbale@nicogeneral.com
mailto:ngulubetb@gmail.com
mailto:achiwatakwenda@luanar.ac.mw
mailto:lansen.chikopa@united-purpose.org
mailto:jameskalikwembe@gmail.com
mailto:Elisha_kapalamula@wvi.org
mailto:ckachepa@christian-aid.org
mailto:ejuma@dapp-malawi.org
mailto:mtongadick@gmail.com
mailto:srubanda@gmail.com
mailto:lnundwe@rbm.mw
mailto:malatamathy@gmail.com
mailto:jnkhokwe@gmail.com
mailto:schiotha@gmail.com
mailto:Lemekeza.mokiwa@care.org
mailto:ruth@cisoneccmw.org
mailto:Arthur.lichenga@cardmw.org
mailto:lusungusacher@gmail.com
mailto:Goyitinselk@gmail.com
mailto:itchuwa@must.ac.mw
mailto:boydhamela@gmail.com
mailto:w.phalira@yahoo.com
mailto:chimvanothawani@gmail.com
mailto:doshamek@yahoo.com
mailto:lidace@nfydmw.org
mailto:director@glomohomw.org
mailto:kennienyahuwe@yahoo.com
mailto:Wakhaula52@gmail.com
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Name M/F Organization Phone  Number Name 

31. Kondwani Chimatiro M Consultant 0995393960 kondwanichimatiro@gmail.com 
32. Mathole Khumalo M BRITAM Insu. Co 0888314477 mkhumelo@britam.com 
33. Grace Moyo F Nurse 0994019394 Gracemoyo23@gmail.com 
34. Debra Mjima F CISONECC 0999638999 debradibophiri@yahoo.com 
35. Julius Ng’oma M CISONECC 0888795957 julius@cisoneccmw.org 
36. Mahara Nyirenda M Board Member 0999710211 mahara@utviklingsfondet.no 
37. Clement Bisau M CARE MW 0995213127 Clement.bisau@care.org 
38. Thokozire Jere F MRCS 0999863628 tjere@redcross.mw 
39. Yamikani Mlangiza F CISONECC 0882886878 ymlangiza@gmail.com 
40. Yohane Mwandira M Consultant 0999576117 Yoha1887@gmail.com 
41. Boyd Hamella M DODMA 0995193635 boydhamela@gmail.com 
42. Pr. Blessings 

Chinsinga 
M Board Member 0888865633 bchinsinga@cc.ac.mw 

 

 

 

 

 

 

mailto:kondwanichimatiro@gmail.com
mailto:mkhumelo@britam.com
mailto:Gracemoyo23@gmail.com
mailto:debradibophiri@yahoo.com
mailto:julius@cisoneccmw.org
mailto:mahara@utviklingsfondet.no
mailto:Clement.bisau@care.org
mailto:tjere@redcross.mw
mailto:ymlangiza@gmail.com
mailto:Yoha1887@gmail.com
mailto:boydhamela@gmail.com
mailto:bchinsinga@cc.ac.mw
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Appendix 4 Instruments for Disaster Risk Financing 

    TYPE OF   
INSTRUMENT 

INSTRUMENT SPEED OF   
DISBURSEMENT 

EXAMPLES/COMMENTS 

RISK   
RETENTION 

Reserve funds Fast 
• National Disaster Fund (FONDEN), 

Mexico National Calamity Fund, 
Philippines. 

Budgetary reallocation Moderate 

• Used by most countries to get funds from 
other budget heads.   

• Procedures, level of approval, and time 
required varies. 

Tax increase Slow 

• Difficult tool, as it adversely affects much-
needed investment and is not popular.  

• Difficult to assess to what degree this 
instrument is used as a resource. 

Donor assistance Slow 

• Normally available only in high severity 
disasters with international exposure and 
not for low severity–high frequency 
disasters, slow to come, sometimes with 
conditions attached. Hence does not 
solve immediate liquidity needs. 

RISK   
FINANCING 

Contingent credit line 
Fast 

• Catastrophic Risk Deferred Drawdown 
Option (Cat DDO) from the World Bank. 

Loans Slow 
• Normally slow to come and useful mainly 

for reconstruction. 

RISK   
TRANSFER, 
SHARING, 
POOLING 

Multi-country/  
Regional risk pool 

Fast* 

• Examples: CCRIF SPC, ARC, PCRAFI 

• *Speed of payment depends on the 
product type (index or indemnity) 

National sovereign  
insurance pool 

Fast* 

• Example: Turkish Catastrophe Insurance 
Pool  

• *Speed of payment depends on the 
product type  (index or indemnity) 

Micro-insurance  

Index: Fast 

Indemnity:   

Moderate - Fast 

• Indemnity based examples: IBLIP, 
mNAIS Index scheme examples: R4, 
ACRE Africa 

Alternative risk 
transfer instruments - 

• Natural catastrophe and weather index 
insurance 

Source: Modified and complemented from Poundrik (2011) 
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Appendix 5 Procedures for Accessing UNFCCC Climate Financing Mechanisms 

Fund Summary of procedures for accessibility  

1. SCCF • Applicant develop and submit concept note to the GCF Operational Focal Point and UNFCCC Focal Point for endorsement  

• Issuance of No-Objection Letter by UNFCCC Focal Point 

• Development and submission of the proposals to the SCCF Secretariat by GEF Agencies (WB, UNEP, UNDP, UNIDO, FAO, IFAD, EBRD, 
IADB, ADB, and AfDB) 

• Review of the proposals by the SCCF secretariat (or LDCF Secretariat) 

• Approval of the proposal by SCCF Board (or LDCF Board) 

• Accessing the approved funds though GCF Agency77 

2. LDCF 

3. GCF • Applicant develop and submit a concept note to the National Designated Authority (NDA)for endorsement  

• Issuance of No-Objection Letter by NDA 

• Development and submission of the proposals to the GCF and to the Adaptation Fund secretariat respectively through: 
o Indirect Access – International Accredited Entity  
o Direct Access - National Implementing Entity 

• Review of the proposals by the GCF secretariat and the Adaptation Fund Secretariat respectively 

• Approval of the proposal by GCF Board and the Adaptation Fund Board respectively 

• Accessing the approved funds though chosen accredited entities78 
 

Specific Modalities of Access for Adaptation Fund and Green Climate Fund 
Direct Access Modality 
• Eligible Parties can submit their projects directly to the Adaptation Fund Board (AFB)and Green Climate Fund Board through accredited 

National Implementing Entity (NIE) 
• A group of Parties may also nominate regional and sub-regional entities as implementing entities in lieu of NIE 
• Aim is to increase the level of country ownership, oversight, and effectiveness of support, and to create stronger accountability of the recipient 

country to the funding mechanism 
• Direct access can help to ensure proper reliance on, and harmonization of national systems, cut transaction costs 

International Accredited Entity Access Modality 
• Parties can submit their proposals through International Accredited Entities. These could be multilateral institutions or banks 
Accreditation process for Direct Access 

4. Adaptation Fund 
(AF) 

 
77 
78 
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Fund Summary of procedures for accessibility  

• Government appoints National Designated Authority (NDA) 
• NDA endorses the nomination of a potential NIE 
• NDA endorses the Programmes/projects 
Readiness phase for the GCF 
• Countries need to go through a readiness phase in order to: 
–  identify an institution to serve as NDA, or a focal point prior to June 2014 
– Identify priority activities in preparing a country to access the Fund’s resources  
– NDA or focal point will communicate to the Fund the country’s strategic priorities for financing 
• The Fund may provide readiness grants to contribute to the proposal development costs of priority programmes and projects 
• Government are urged to identify priority activities to be considered in preparing to access the Fund’s resources 

 

5. Global 
Environment 
Facility (GEF) 

• Applicant develop and submit a concept note to the GEF Operational Focal Point and UNFCCC Focal Point for endorsement  

• Issuance of No-Objection Letter by UNFCCC Focal Point 

• Development and submission of the proposals to the GEF secretariat by GEF Agencies (WB, UNEP, UNDP, UNIDO, FAO, IFAD, EBRD, 
IADB, ADB, and AfDB) 

• Review of the proposals by the GEF secretariat 

• Approval of the proposal by Board  

• Accessing the approved funds though GEF Agency79 

Source: Civil Society Network on Climate Change (2019)

 
79 UNFCCC Funding Mechanisms 



 

50 
 

Appendix 6 Status of Malawi Government Access to UNFCCC Funding Mechanism 
Project Target Districts UNFCCC Fund Amount Period Status * 

 BP APP NTA UI CPL 

1. Climate Adaptation for 
Rural Livelihoods and 
Agriculture (CALRA) 

Karonga, Dedza 
and Chikwawa 

LDCF through Africa 
Development Bank 
(ADB) 

US$3m      ✓ 

2. Climate proofing local 
development gains in 
rural and urban 

Machinga and 
Mangochi 

LDCF through 
UNDP 

US$5.3   ✓    

3. Climate Information 
and EWSs in Eastern 
and Southern Africa  

 LDCF through 
UNDP 

US$4m      ✓ 

4. The ADAPT Plan Ntcheu, Zomba, 
Nkhatabay 

LDCF through 
UNDP 

US$4.5m     ✓  

5. Sustainable Land 
Management 

 LDCF through 
UNDP 

US$3m     ✓  

6. Shire River Basin 
Management 

 LDCF through World 
Bank 

US$5m     ✓  

7. National DRM, EWS 
and Flood & Drought 
Management Project 

 

 GCF GCF Grant: US$ 
12.3m 
Co-financing: 
US$ 4.1m 

6 years  ✓    

8. Nyika Trans-frontier 
Conservation Project 
with Zambia.   

 GEF 4  through the 
World Bank 

US$4m     ✓  

9. Pesticides Risk 
Reduction in Malawi 

 GEF 5  through FAO US$3m   ✓    

10. Increasing Access to 
Clean and Affordable 
Decentralized Energy 
Services in Selected 
Vulnerable Areas of 
Malawi 

 GEF  5 through 
UNDP 

US$2m  ✓     
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Project Target Districts UNFCCC Fund Amount Period Status * 

 BP APP NTA UI CPL 

11. Building climate 
resilience for agro-
ecological areas in 
Malawi 

Machinga, 
Phalombe and 
Karonga 

GEF 6 through 
IFA/FAO 

US$8m  ✓     

12. Building Climate 
Resilience in the 
Fisheries sector in 
Malawi 

 GEF 5 through FAO US$6.1m  ✓     

13. Sustainable Rural 
Water Infrastructure for 
Improved Health and 
Livelihoods Project 

 LDCF thorough 
AfDB 

US$3m  ✓     

14. National Adaptation 
Plans Project 
Identification Form 

 LDCF through UNDP US$3m  ✓     

15. Frameworks for the 
Prevention of 
Management of 
Biological Invasions in 
Malawi 

 Submitted through 
UNEP 

US$2m    ✓   

16. Establishment of a 
National Regulatory 
Framework for Access 
and Benefit Sharing in 
Malawi 

 Submitted through 
UNEP 

US$1m    ✓   

Status:  BP (being processed), APP (approved), NTA (not approved), UI (under implementation), CPL (completed) 

Source: Civil Society Network on Climate Change (2019) 
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Appendix 7 Overview of Existing Regional Sovereign Catastrophe Risk Pools 

Scheme  CCRIF (Caribbean) CCRIF (Central 
America) 
 

ARC          PCRAFI   

Form of insurance Modeled loss parametric Modeled loss parametric Modeled loss parametric Modeled loss parametric 

Perils covered Earthquake, tropical cyclone (wind 
+ surge), extreme rainfall 

Earthquake,  
Tropical Cyclone  
(wind + surge),  
Extreme Rainfall 

Drought, Tropical Cyclone 
(wind + surge), Flood under 
development 

Earthquake (ground shaking 
+ tsunami),  
Tropical cyclone  
(wind + surge) 

Modeling EQ/TC - built for and licensed by 
CCRIF, available to participants for 
noncommercial use. XSR - in-
house 

EQ/TC - built for and licensed 
by CCRIF, available to 
participants for non-
commercial use. XSR - in-
house 

In-house (license owned by 
ARC Agency), TC and FL will 
use licensed feed for hazard 
data 

AIR Worldwide model 

Date of first 
policies 

2007 2015 2014 2013 

Initial 
capitalization 

Multi-donor grants via World Bank Multi-donor grants via World 
Bank 

Development  
capital (interest free loan) from 
2 partners 

Multi-donor grant via WB 

Ownership Purpose trust CCRIF Purpose trust Mutual insurance company 
formed at direction of ARC  
Conference of the  
Parties 

Foundation 

Operational entity Segregated portfolio company, 
multiple cells 

Cell in CCRIF SPC Class 2 captive insurer Captive insurance company  

Domicile Cayman Islands Cayman Islands Bermuda Cook Islands 

Governance Board of 5 directors, 2 
appointed by  
Caribbean  
Development Bank, 2 by 
CARICOM, and 1 by other 4  
Directors 

Management  
Committee for CA  
cell, under CCRIF  
SPC board 

Board of 7 Directors, appointed 
by the members 

Board of 5  
Directors appointed by 
Council of  
Members 
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Scheme  CCRIF (Caribbean) CCRIF (Central 
America) 
 

ARC          PCRAFI   

Operational 
staffing 

CEO and COO on staff, 
remainder outsourced to service 
providers 

Operated by CCRIF  
SPC 

CEO and small technical/ 
operations support team, 
remainder outsourced to 
service providers 

Operated by Pacific  
Catastrophe  
Risk Insurance Company 
(PCRIC). CEO, remainder 
outsourced to service 
providers 

Average premium 
income 

US$20 million US$1.5 million US$22 million US$2 million 

2016 premium 
income 

US$27.7 million US$1.5 million US$25 million (2015/16 policy 
year) 

US$2.3 million 

Cumulative 
payouts since 
inception 

US$67.3 million US$0.7 million US$34 million (to close of 
2015/16  
policy year) 

US$3.2 million 

Average 
aggregate 
coverage 

US$622 million US$28 million US$150 million US$45 million 

2016/17 aggregate  
coverage limit 

US$697 million US$28 million US$100 million (2016/17 policy 
year) 

US$45 million 

Source of 
premiums 

Initial IDA credits for 4 countries for 
3.5 years premium. CDB credits for 
0.5 years premium for 8 countries, 
full grant of premium each year for 1  
country 

IDA credit for sole current 
participant  
(3-5 years premium) 

National budgets, grants (1 
country) 

Grants (first 3 years), 
national budget, IDA 
credits 

Payout process Initial estimate in 3-5 days, payout 
made after 14 days (partial payouts 
have been made sooner). Self-
certification of loss required. 

Initial estimate in 3-5 days, 
payout made after 14 days 
(partial payouts have been 
made sooner). Self-certification 
of loss required. 

Payout calculated within 10 
days of end of risk period (for 
drought), 7 days for TC/FL. 
Self-certification of loss 
required. Certified contingency 
plan also required before 
payout is made. 

Payouts made within 10 
business days. 
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Scheme  CCRIF (Caribbean) CCRIF (Central 
America) 
 

ARC          PCRAFI   

Reinsurance 
summary 

Panel of traditional reinsurers and 
capital market element, most 
recently via World  
Bank CAT Bond 

Traditional reinsurers, 
separate placement for CA cell 

Traditional reinsurance 
agreement with 24 
participants, multiperil 

Panel of 5 reinsurers 

Capital/ 
Reserves  
(2016) 

US$117 million US$1.3 million US$ 98.5 million  
(Statutory Capital & 
Surplus as of end2015) 

US$6 million (to increase to 
US$25 million in 2017) 

Capital/ 
Reserves  
(2016) 

US$117 million US$1.3 million US$ 98.5 million  
(Statutory Capital & 
Surplus as of end2015) 

US$6 million (to increase to 
US$25 million in 2017) 

Associated meso  
or micro schemes 

Two products co-developed by 
CCRIF, one meso  
(inactive) and one micro (active), 
both utilize CCRIF model to some 
extent, no risk taken by CCRIF to 
date 

n.a. Licensing for Development  
Initiative allows for use of ARC 
model to underpin commercial 
transactions.  
Revenue to L4D Trust to 
support ARC, ARC Ltd. could 
take some  
risk 

n.a. 
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Appendix 8 Monitoring Mechanisms, Performance Indicators and Funds Disbursements  

for Regional Sovereign Catastrophe Risk Pools 

Scheme  Monitoring Mechanism Performance 
Indicators 

Amount of funds 
disbursed 

Recipients Intended Beneficiaries 

CCRIF SPC 
 
 
 

 

• Calendar of events to 
be planned by the 
implementation 
organization 

• Preparation of monthly 
and quarterly reports 

• Grantees must also 
prepare at least one 
press release per 
project output in 
collaboration with 
CCRIF 

• AQ final report and 
details of the financial 
expenditures should be 
submitted   

NA 
 

Since inception in 2007, 
CCRIF has made 40 
payouts totaling about 
US$152 million to 13 of 
its 21 member 
governments 

 

• Nicaragua 500,000 

• Belize - Excess Rainfall policy 261,073 

• Barbados 975,000 

• Barbados - Excess Rainfall policy 753,277 

• Saint Lucia - Excess Rainfall policy 3,781,788 

• St. Vincent & the Grenadines - Excess Rainfall policy 285,349 

• Haiti 20,388,067 

• Haiti - Excess Rainfall policy 3,020,767 

• Nicaragua 1,110,193 

• St. Kitts and Nevis 2,294,603 

• Anguilla 6,529,100 

• Anguilla - Excess Rainfall policy 158,823 

• Antigua & Barbuda 6,794,875 

• Turks & Caicos Islands 13,631,865 

• Turks & Caicos Islands - Excess Rainfall policy 1,232,769 

• The Bahamas - Excess Rainfall policy 163,598 

• Dominica 19,294,800 

• Dominica - Excess Rainfall policy 1,054,022 

• Saint Lucia - Excess Rainfall policy 671,013 

• Turks & Caicos islands 419,372 

• Barbados - Excess Rainfall policy 1,917,506 

• St. Vincent & the Grenadines - Excess Rainfall policy 247,257 

• Trinidad & Tobago - Excess Rainfall 7,007,886 

• Barbados - Excess Rainfall 5,813,299 

• Trinidad & Tobago - Excess Rainfall 2,534,550 

• Bahamas - Tropical Cyclone 11,527,151 

• Bahamas - Excess Rainfall • 1,297,002 

• Trinidad & Tobago - Excess Rainfall • 362,982 
 

Caribbean Development Bank 
(CDB), Caribbean Disaster and 
Emergency Management Agency 
(CDEMA), Caribbean Community 
Climate Change Centre (CCCCC), 
Caribbean Institute of Meteorology 
and Hydrology (CIMH), 
Organization of Eastern Caribbean 
States (OECS) Commission and 
the University of the West Indie 
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Scheme  Monitoring Mechanism Performance 
Indicators 

Amount of funds 
disbursed 

Recipients Intended Beneficiaries 

Africa Risk 
Capacity 

• Financial audits 

• Feedback from 
ARC member 
states 

• Activity Reports 
 

 Since 2014 ARC has 
disbursed of US $58 
million  

 

• Mauritania-US $6.3 million  

• Niger- US $3.5 million 

•  Senegal – US $39.6 million 

• Malawi-US $8.1 million  

• Government of the Republic of Côte d’Ivoire-US$738,539.88 

Action Against Hunger 
(ACF); ACTED; Action 
Aid; Adeso; Alliance for 
International Medical Action 
(ALIMA); ARDD-Legal 
Aid; Cadena; Cafod; Care 
International; Caritas 
Bangladesh; Caritas Sri 
Lanka; Catholic Relief Services 
(CRS); Christian Aid; Community 
World Service Asia; Concern 
Worldwide; Cordaid; 
Dorcas; Goal; Humanity and 
Inclusion; Help Age 
International; International Medical 
Corps; International Rescue 
Committee (IRC); Islamic Relief 
Worldwide; Doctors of the World 
; Mines Advisory Group; Mercy 
Corps; Muslim Aid; Oxfam; PARK 
; Plan International; PRO-
VIDA; Qatar Charity; Relief 
International; Save the 
Children; Solidarities 
International; Tearfund; Trocaire; 
War Child; Welthungerhilfe; World 
Jewish Relief; World vision 

 

PCRAFI N/A N/A N/A N/A N/A 
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Appendix 9 Procedures for countries to access funding from risk pools 

No. Fund Name Summary of Procedures for Accessing Risk Pools 

1. CCRFI SPC • CCRIF SPC provides parametric catastrophe insurance cover against hurricanes, 
earthquakes and excess rainfall for Caribbean and Central American governments.  

• Applicants creates a profile on the CCRFI SPC website  

• Applicants develop and submit a proposal together with the letter of intent and legal 
documents of the organization 

• CCRIF TA Committee evaluates and approves the projects within 60 working days 

• The selected projects are informed through email and also advertised on CCRIF SPC 
website every six months 

• The grant is concluded by allocating a bank account which will serve the purpose of 
the project. 

• The acceptance of the contract is drafted by the grantee and subsequent signing of 
the contract 

• Countries can access funds up to US100 million in a year 

• The funds are then transferred to the bank account. 
 

2. ARC • Countries participate in ARC in an index-based insurance mechanism  

• Countries undertake the African RiskView software by signing MOUs for in-country 
capacity building and defining contingency plans for the ARC payouts and 
determining risk transfer parameters. 

• Certificate of Good Standing from the ARC Agency Governing Board, and will pay a 
premium to ARC Ltd, after which they will be members of the risk pool. 

• Members of the ARC risk pool receive a payout estimated by African Risk view 

• Risk pool members receives the payout within 2-4weeks 

• The payout threshold is determined by the risk transfer parameters selected by each 
country 

• The ARC currently offers a maximum coverage of US $30 million per country per 
season that occur with a frequency of 1 in 5 years or less 

  

 

 

 


