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Index insurance has become a prominent tool for rural households

in developing countries to manage weather-related risks. However,
adoption rates and measures of wellbeing used to evaluate index
insurance quality have not measured actual welfare. Welfare includes
preferences and beliefs that vary, and some households are better

off not buying insurance at all. MRR Innovation Lab researchers are
testing a “behaviorally smart” intervention with index-based livestock
insurance in Ethiopia to maximize the welfare of all households by
measuring their preferences and beliefs and providing tailored advice
on the decision to purchase insurance.

The Challenge

In hot, dry climates, a severe drought
can trap rural households into poverty.
Index-based Livestock Insurance (IBLI)
was designed to cushion households
during these disasters, building resilience
to drought, averting collapses into poverty
traps and accelerating recovery.

IBLI was first piloted in Ethiopia by the
International Livestock Research Institute
and its partners in 2012 and since then
has seen high rates of both uptake and
attrition. High rates of uptake suggest
that pastoralist households see potential
benefits from IBLI, but high rates of
attrition suggest that these benefits might
not have materialized for all.

Typical evaluations of index insurance
quality have focused on adoption rates,
additional productive investments and
subjective wellbeing. Such measures
assume that all households have the same
preferences, risk management profiles,
and beliefs and will all be better off by
purchasing insurance. These measures
do not calculate individual welfare from
insurance, which is different across
households: some households could
be better off purchasing the product,
while others might be better off if they
don’t. This is true even for well-designed
products that perform as intended.

We can measure how insurance

RESEARCH INNOVATION

Measuring welfare based on preferences
and beliefs contrasts sharply with indirect
measures of welfare such as take-up rates,
investment decisions or coping strategies
in the wake of disasters.These indirect
measures assume standard risk and time
preferences as well as a person’s full and
accurate understanding of the risks they
face and the insurance product they have
purchased. These approaches also miss
potential benefits for people who decide
not to purchase insurance.

The decision to purchase insurance
has several behavioral features we can
measure. These include risk aversion,
subjective beliefs about the likelihood of
losses and the risk a contract will not
pay out as promised, time preferences
and the interaction of risk and time
preferences in the form of intertemporal
risk aversion.

The team is also investigating how
to design the insurance sales process
to focus on improving individual and
average welfare. They will also identify
the characteristics, such as gender, base
camp location, herd size and subjective
beliefs about the coming season, that
make individuals more likely to gain
from their decision to buy or to not buy
insurance in a marketing process focused
on individual welfare.
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So every rural family can take control of their future

affects welfare by measuring individual
preferences and beliefs. Every household
is unique in their attitudes to risk, their
sensitivity to the likelihood of losses and
how comfortable they are with paying
insurance premiums now for potential
benefits in the future. These preferences
and beliefs are not indirect or incidental:
they are fundamental to whether insurance
improves or reduces welfare.

Research Design

MRR Innovation Lab researchers
are conducting a “behaviorally smart”
conditional IBLI intervention in the
Borana Zone of Ethiopia that takes
into account the preferences and
beliefs that drive whether pastoralist
houscholds purchase index insurance.
Rather than provide a nudge to buy
through a one-size-fits-all intervention,
behavioral interventions can be tailored
to the specific circumstances, beliefs and
attitudes to risk and time of a specific
houschold, making it possible for them
to maximize their welfare by deciding to
purchase or not purchase insurance.

The project consists of two phases. The
first phase is a baseline survey to measure
a household’s preferences and beliefs
with tasks in which they make decisions
between different risky lotteries. These
include deciding amounts of money they
can receive now or later, anticipating
future losses or an insurance policy’s
failure to pay and evaluating different
insurance products. They will make these
decisions with real money given prior to
the tasks as an endowment. The research
team has already piloted these tasks with
houscholds in Borana in May 2019.

In the second phase, a lottery will
determine if households are assigned to
one of three interventions:

1. Control group: IBLI sales agents
provide basic information about the
product with their usual incentives
for selling policies.

2. Treatment 1: In addition to basic

information about IBLI, sales agents
provide tailored advice based on a
household’s preferences and beliefs
from the baseline survey. Some
households may be recommended
not to buy any insurance.

3. Treatment 2: Sales agents provide
tailored advice but are compensated
by how closely a household’s
purchase decision matches the
research team’s recommendation
intended to maximize welfare.

The lottery guarantees the interventions
consist of households who are
comparable, including in terms of their
preferences and beliefs. This ensures that
differences in average welfare are caused
by the interventions.

The project will utilize the infrastructure
of an existing IBLI product that is sold by
the Oromia Insurance Company (OIC).
The Ethiopian Environment and Climate
Research Centre (ECRC) will lead data
collection at baseline and endline.

Development Impact

The impacts insurance has on household
welfare can vary significantly, and there
are households who will benefit most by
choosing not to buy insurance. These
tailored behavioral interventions are likely
to generate large welfare gains for some,
but also no significant welfare losses for
others. The research team will also identify
sub-populations that consistently lose
in welfare—these families will benefit
most from behaviorally smart conditional
insurance interventions.

This project will provide guidance to
policy makers about how to evaluate
insurance’s contribution to welfare
based on households’ preferences and
beliefs. The project will also provide
insights about how insurance companies
can modify their approach to focus on
enhancing welfare, which is especially
important for creating a stable customer
base in the long run.

Development Opportunity:
Ethiopia

109.2 : Population in millions (2018)
27.3% : Poverty rate at $1.90/day, 201 |
PPP (2015)
86.5 : Rural population in millions (2018)
66.2% :Total employment in agriculture
(2018)
21.4% : Prevalence of undernourishment
(2016)
38.4% : Prevalence of stunting for
children under 5 years (2016)

Source:World Bank

With a population of more than
100 million people, Ethiopia is one of
the fastest-growing populations and
economies in Africa. Ethiopia’s economy
depends on agriculture and is home
to the largest livestock herds in Africa.
Pastoralism, an agricultural way of life built
around livestock, provides a livelihood for
12 million in Ethiopia, according to World
Bank estimates from 2016.

The Borana plateau in southern
Ethiopia is a vast arid and semi-arid
pastoralist territory. Major shocks, such
as drought, can result in widespread
livestock mortality, and create lasting,
community-wide poverty.

IBLI was first piloted in the Borana
District of Ethiopia in 2012 by a team
of Index Insurance Innovation Initiative
(14) researchers from ILRI, Cornell, UC
Davis and the University of Sydney in
partnership with Oromia Insurance
Company. By 2017, more than 6,000
pastoralists throughout Borana had
purchased IBLI.
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The Feed the Future Innovation Lab for
Markets, Risk and Resilience generates
and transfers knowledge and innovations
that promote resilience and empower
rural families, communities and markets
to share in inclusive agricultural growth.



