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*** Inherency

Donation fatigue stopping Aid
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But donation fatigue has set in internationally, and aid organizations accustomed to collecting millions each time catastrophe strikes have recently found themselves faced with cash shortages. Following a year of tsunamis, hurricanes and earthquakes, it takes truly horrific images to generate enough sympathy to make a difference financially.

USA Aid to World Food Program mostly donations of food
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Already, Washington officials are seeking to overhaul the process by which the USA-WFP\'s largest donor-donates food aid. Under the current system, most of the donations are purchased from American farmers and sent on US ships. This process has been considered as wasteful and unnecessarily slow. The US Congress is now debating whether to give some of its aid directly to WFP as cash to purchase food locally. Meanwhile, many people both within and outside the agency, are debating whether WFP\'s current primary role of providing food to people in emergencies still makes sense. \"One of the continuing problems for WFP is that it is on a golf course with one club\", says Edward Clay, a senior research associate with the Overseas Development Institute in London, UK. Many countries in Asia and Latin America no longer have annual food crises, which is the result of long-term economic development. Emergency food aid tends to be like medical triage without preventive care: in places where WFP does emergency distributions, the problems almost invariably surface again the next year. If WFP had the available funds to focus on development in poor countries before hunger had reached critical proportions, it would be more cost-effective and have an effect in the long term.

World Food Program funded totally through donations
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Unlike most other UN agencies, WFP is funded totally through donations that it must replenish every year. As WFP officials readily admit, this is a deeply flawed process that perpetuates a vicious cycle. A case in point is Niger, which 2 years ago suffered what is now acknowledged to have been a famine. But despite more than 6 months of warnings and appeals for aid to head off the coming famine, it was not until the hunger crisis was full-blown in the middle of the summer dry season that the world took notice. After the BBC television news broadcast images of emaciated babies, donations started pouring in at ten times the rate they had before. By the time the urgent needs of a drought become visually apparent, it is usually too late. The next year, millions of Nigeriens, weakened by malnutrition and forced into debt, were again facing hunger, and WFP was again begging for assistance.

*** Harms

___ Drought condemns 6 million to death by starvation
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The cattle die first -- and the people follow soon afterwards. And after three years of draught in Kenya\'s Kajiado region, there\'s hardly anything left to eat for the large herds belonging to the Massai nomads who live in the area. Government trucks are busy hauling away the corpses to prevent contamination of the little water left in the few wells that haven\'t yet dried up. For months, international aid organizations have been issuing dire warnings that the relentless drought in East Africa -- the worst in 10 years -- threatens to condemn 6 million Kenyans, Ethiopians and Somalis to death by starvation. The world community is about to face its next humanitarian disaster, says the aid community, and it can only be averted with a rapid infusion of money. \"We don\'t want Kenya to turn into another Niger, where, in 2005, donations didn\'t start coming in until some of the victims were already dead,\" says Peter Smerdon, a spokesman for the United Nations World Food Program (WFP).

*** Solvency

Capital Markets can jump in where aid is insufficient
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But this could soon change. If experts with the World Food Program and the World Bank have their way, future donations for natural disaster victims will no longer depend on the whims of private donors or the political needs of governments, but on agreements with international financial corporations. The plan is to create famine insurance for the Third World. In other words, the capital markets will jump in where donations tend to be insufficient and an insurance policy will protect against draught-induced malnutrition. High finance instead of alms.

Ethiopia proves insurance can be offered
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The example of Ethiopia shows the way. In early March, the WFP announced that it had taken out the \"world\'s first insurance policy for humanitarian emergencies\" with the French reinsurance company Axa Re. In return for the substantial premium of €772,000, which the UN organization is financing with donations, Axe Re will provide a maximum of €5.8 million in coverage should Ethiopian crops fail. The benefit would only be paid in the event of severe drought.

Methods exist to fairly measure payouts
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But what is a drought? A study is currently ongoing in Ethiopia during which 26 weather stations are measuring precipitation in the country from March to October. Actuaries then plug the findings into a formula to develop a precipitation index. Between March and October, 26 weather stations measure precipitation in Ethiopia. The actuaries then plug the resulting precipitation readings into a formula and develop an index. The farther the index value drops below the limit stipulated in the policy, the larger the payout. If there is sufficient rain, Axa Re is not obligated to pay any benefits and thus turns a profit.

Satellite-based weather forecasting can ensure fairness
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The first gauge of success of the trial program was whether an insurance company would actually write a policy based on Ethiopian weather data. That has worked, partly because MDA Federal Inc., a company in Rockville, Md., that provides satellite-based weather forecasting information to agricultural clients, said it would ensure the accuracy of the rainfall numbers.

Insurance companies seeking attractive earnings and to diversify
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The potential for attractive earnings, in short, may be high and many in the world of high finance want to be a part of it. \"Transferring the risk of drought to international financiers makes sense for insurance companies, because it enables them to expand their portfolios,\" says Robert Shiller, a professor of finance at Yale University. The two global market leaders, Munich Re and Swiss Re, are now playing catch up.

Policy can minimize hunger and turn around economy
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\"A bold innovation for a hopeless case,\" is how one European official ironically describes the Ethiopia-Axa Re agreement. The desperately poor country, after all, has depended on aid organizations for decades, but true success has thus far eluded the aid community. Indeed, any new potential cure-all is enough to divert attention away from the many failures. \"Wonderful, very promising,\" enthuses Ethiopia\'s Minister of Agriculture, Abera Deressa. Not only could the policy minimize hunger in his country, but, he hopes, Ethiopia may once again become a grain exporting country.

Capital Markets can reduce the risk
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But it\'s difficult to overlook the fact that droughts account for only part of the recurring malnutrition and hunger problem in East Africa. Indeed, mismanagement and corruption are far greater culprits than Mother Nature. \"We can insure ourselves against the weather,\" says WFP employee Ulrich Hess, \"but not against manmade hunger.\" Ethiopia hopes to become a grain exporter again. He too believes in the capital markets\' ability to at least reduce the risk of catastrophic starvation in the future. \"If we have another big drought like the one in 1984,\" says the economist, \"will the donor countries even be capable of responding quickly enough?\" But with insurance, local farmers would be guaranteed speedy payment of drought benefits.

Insuring farmers has worked
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The Ethiopia policy is a first in the world. Never before have an entire nation\'s farmers been insured in this way. But despite its novelty, the idea of a weather policy for food producers in the third world emerged already the late 1990s. Using aid money from the European Union and Switzerland, World Bank experts began devising models that could shift harvest risk to the international capital markets. In the past three years in India, for example, companies like Icici Lombard have sold more than 140,000 insurance policies, some subsidized by the government, directly to farmers wishing to insure themselves against a weak monsoon season. Capital market giants like Swiss Re, for example, then provide reinsurance for the weather speculation.

Drought insurance a successful program of WFP
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However, WFP has had its share of successes in moving beyond the narrow bounds of emergency food aid, and it is here that development experts see great potential. The agency has opened up a new frontier by linking food aid to the treatment of HIV/AIDS, arguing that the high-profile success of providing antiretroviral drugs to Africans with the disease is undermined if they do not have access to basic nutrition. The distribution of micronutrients, like vitamins A and C, and zinc, has also proven successful, as have relatively small programmes making use of private sector assistance with logistics and providing drought insurance to farmers. And unusually for major international agencies, WFP wins plaudits for incorporating the critiques of outside groups and for continuously re-evaluating its food distributions to make sure they do not upset local markets.

WFP can use strong connections to make a difference
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If anything, said Lawrence Haddad, the director of the Institute of Development Studies in Sussex, UK, \"I think they just lack a little bit of ambition\". He thinks that WFP should be at the front line of long-term development for the very poor, which is a demographic overlooked by many of the largest international agencies. WFP\'s strong connections with local non-governmental organisations, trusted reputation, and relative efficiency puts it well ahead of the World Bank and the International Monetary Fund in being equipped to help bring impoverished people out of the precarious state in which they live.

People will be helped faster with drought insurance
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Rather, the program is aimed at changing the way governments think about emergency aid. If it works, the insurance will get emergency money flowing faster, before the haunting images of dying babies reach television sets. It would also shift the risk from farmers to financiers.

Insurance Policies are common for natural disasters

Lacey 2006 

Marc, | New York Times - Food Aid Program Takes Out Insurance on Ethiopia Weather, p. online | March/8/2006 | Accessed: 10/1/07 ~ www.nytimes.com/2006/03/08/international/africa/08ethiopia.html?_r=1&oref=slogin !DJC]

Taking out insurance on the vagaries of Mother Nature is common practice. Natural gas suppliers do it, knowing that their profits will dip if the winter is mild. The same goes for farmers, who take out insurance in case of frost or excessive heat. Hurricane coverage and flood coverage are now standard offerings as well.

Policies skip Governments and go to the people
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Mr. Wilcox said the ultimate goal was for African governments to take out their own insurance policies so that a year of drought would have less of an impact on their populations. Such a policy would make particular sense in Ethiopia, where droughts are chronic and their effects on the population are profound. \"This is the first time that an insurance cover transferring risk to financial players is used for protecting people against the consequences of extreme drought,\" Hans-Peter Gerhardt, chief executive officer of AXA Re, said in a statement.
