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Executive Summary

At the present, Thai farmers could insure against only one type of disaster risks, which
is the draught risk, and only for maize and rice. Currently, the draught insurance on maize is
offered in the market for farmers in seven provinces: Nan, Phitsanulok, Nakhonsawan, Lopburi,
Nakhon Ratchasima, and Saraburi; and the draught insurance on rice is offered in the market
for farmers only in Khon Kaen province. These draught insurances utilize similar “weather
index” as a measure of damages with slight differences in details of their product designs. In
detail, the insurance premium and the amount of compensation for rice are tied with the amount
of loan from Bank for Agricultural and Agricultural Cooperative (BAAC), while for maize, the flat
rate premium applies to all coverge areas and the maximum compensation varies in

accordance with the degree of risk in each particular area.

Although crop insurance has been studied and trial experimented in Thailand for nearly
40 years, its use has been limited in terms of area, and disaster type coverage, given some
periods of discontinuation in the implementation. However, according to the mentioned fact
and the logical framework for the management of disaster risk, crop insurance can be used as
the financial instrument to transfer risk from farmers to insurers, and is considered as one of the
tools to manage disaster risk aside from the improvement in irrigation system and agricultural
technology. In particular, it can be used to deal with “systemic risk,” that is difficult for anyone
to deal by himself. However, its use is limited by the affordability of farmers and is subjected to
the “adverse selection” program, in which only farmers with high risks seek to obtain the
insurance. Nonetheless, the government can help develop the crop insurance as a tool to

effectively insure against disaster risk.

The objective of this research is to suggest improvements to the existing weather index
insurance as a tool to effectively manage disaster risks. The research methodology includes
literature review, interview of experts in the private sector, and survey of 1,359 farmers in 6
provinces to assess their knowledge and needs of crop insurance, as well as the experience of

farmers who have bought the weather index insurance.



According to the survey, (1) with regard to farmers’ attitude on risk management, 26.7
percent of the farmers want the government to help manage the risks that they cannot cover by
themselves, which in addition to disaster risk, also include risks on agricultural price and input
cost, while 57.8 percent of the farmers think the risk management burden could be shared by
the governments and farmers; (2) with regard to the relationship between insurance and
production, 67.9 percent of the farmers would be more confident in their crop product with crop
insurance; (3) with regard to the familiarity on crop insurance, 50.7 percent of the farmers
understand the procedures involved and the benefits of general insurance, while only 34.7
percent of the farmers understand the “weather index insurance” and only 33.6 percent
understand “basis risk,” and (4) important factors that affect farmers’ decision to buy a crop

insurance are premium, insurance coverage, and credibility of an insurance agent respectively.

With regard to the survey of 192 samples of farmers who have experiences on weather
index insurance on maize, the results are as follows: (1) 42.6 percent of the farmers think the
insurance premium is too high, (2) 30.7 percent of the farmers’ investment pattern during crop
cycle is inversely related to the insurance coverage during the crop cycle, (3) 52.6 percent of
the farmers are not satisfied with the 25 kilometre radius of the rainfall measuring instrument, (4)
60.8 percent of the farmers will not purchase the weather index insurance during their next
crop season given high premium and unclear policy coverage, and (5) the existing weather
index insurance need to be improved on the insurance premium rate, the rainfall measurement

radius, and the type of insured risk.

With regard to their experience on weather index insurance on rice from the survey of
41 samples, the results are as follows: 80.9 percent of the farmers are satisfied with the
insurance premium, 86.4 percent of the farmers think that the insurance premium is consistent
with the insurance coverage, and 83.7 of the farmers are interested in purchasing the weather

index insurance during their next crop season.

With regard to the affordability, according to the survey, in return for 2,000 baht per
rai (or 1,600 square metres) of insurance coverage, maize farmers are willing to pay 117 baht
per rai, and rice farmers are willing to pay 109 baht per rai. Moreover, the factors affecting the

purchasing decision include the premium, the policy coverage, and credibility of the insurance

X1



agent. Also, 91.2 percent of the farmers think that the BAAC is a credible and appropriate

agent.

According to the interviews from a sample of insurance brokers and insurers, as well as
comments from experts from relevant agencies on August 27, 2010 at the seminar at
Department of Agricultural Extension, Ministry of Agriculture and Cooperatives, there are areas
of improvement for weather index insurance to make it more suitable for farmers in different
regions. There is the need to gather important statistics such as rainfall, input costs, yields by
crop area, number of farmers, and location of farmers within the radius of rainfall measurement
station. Moreover, there is the need to enhance the knowledge of insurer on technical aspect of
insurance as well as the understanding of farmers on insurance product. Also, at the present,

BAAC is the only agency promoting weather index insurance.

In conclusion, this research shows that crop insurance is one of the financial
instruments that can potentially be used to manage disaster risks for Thai farmers. Particularly,
under the climate variability condition, the use of proper financial instrument to manage the risk
beforehand would fulfill the loophole of the uncovered loss and preventing farmers from the
difficulty that is caused by disaster. Based on the existing insurance policy, the adjustment of
the coverage amount to be in line with the actual production cost especially in the first stage of

planting would help respond to farmers’ needs.

Moreover, to sustain its relevance and usefulness, it is important to promote the
complete understanding of crop insurance products. In addition, with a central database,
insurers can develop and tailor crop insurance products to suit farmers’ needs. Moreover,
in the assessment of damage from draught, weather index should be used in conjunction with
other conditions specific to each area, such as the quality of soil and the pattern of rainfall.
Furthermore, other models of insurance such as an area-yield index insurance, which may suit

for a local government or financial institution as an insured should be explored.

This research has recommended the proper and suitable direction for Thailand. The
support of the government is needed in order to promote competition among insurers to

develop the varieties of insurance products that could respond to the farmers’ needs in each

xii



area. The government may consider the model of the Public-Private Partnership, in which the
government initiates the development plan for crop insurance, and give some supports to
promote competition among private insurers. The government may also subsidise the

insurance premium for farmers.
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