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Measurements and Conversion Rates
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Glossary?

ADVERSE SELECTI ON

Also called antiselection, the tendency of persons who present a pti@eaverage

(ALSO ANTI- risk to apply for, or continue, insurance. If not controlled by underwriting, result:

SELECTION ) higherthanexpected loss levels.

ASSETS The stock ofvealth in a household.

BENEFIT The amount payable by the insurer to a claimant or beneficiary upon the occurr
of the insured event. The benefit amount should be consistent with the insurabl
interest. Allowing coverage above the insurable interesb@rages fraud and mora
hazard risks.

CLAIM A request for payment under the terms of an insurance contract when an insure

event occurs.

CLAIMS PROCESSING

The system and procedures that link the occurrence of an insured event with a
It is extramely important that microinsurers minimize the time spent in processin
claims so that the insured receives the payouts as quickly as possible.

COVERAGE OR COVER

The scope of protection provided under an insurance contract.

ECONOMIC STRESSOR

A predictabé event that puts pressure on household cash flow such as a marria
school fees.

HEALTH |NSURANCE

Protection from the costs of illness, accidents, and other heddtted risks.

| NSURANCE A system under which individuals, businesses, and othereshiit exchange for a
monetary payment (a premium), are guaranteed compensation for losses result
from certain perils under specified conditions.

INSURED The policyholder, the person or entity protected in case of a loss or claim.

INSURED EVENT The tigger event that leads to the submission of a claim (e.g., death of the

policyholder).

L IFE INSURANCE

Coverage providing for payment of a
to the deceasedb6s estate omsedfan a de:
endowment policy, to the policyholder at a specified date.

MORAL HAZARD

A risk that occurs when insurance protection creates incentives for individuals tc
cause the insured event; or a behavior that increases the likelihood that the eve
occur, for instance bad habits such as smoking in the case of health insurance «
insurance.

PoLicy

The legal document issued by the company to the policyholder that outlines the
conditions and terms of the insurance; also called the policy contrdme oontract.

POLICYHOLDER

A person or entity that pays a premium to an insurance company in exchange f
coverage provided by the insurance policy.

PREMIUM

The sum paid by a policyholder to keep an insurance policy in force.

Risk

The chance of bbss or the loss itself.

RiIsk MANAGING
FINANCIAL SERVICES

Emergency loans and accessible savings accounts (in addition to insurance) thi
low-income persons in managing risks.

VERIFICATION

The process by which claims are determined to be vadid Jife insurance requiring
a death certificate and/or attending the funeral of the deceased. Verification shi
provide proof, from two independent parties that the insured event occurred but
cause undue hardship for beneficiaries. (Also knowelaass validation, claims
underwriting, or adjusting.)

V ULNERABILITY

The ability of individuals and households to deal with risk.

! Sources include: Churchill, Craig F., Dominic Liber, Michael J. McCord, James Roth. Making Insurance Work

for Microfinance Institutions: A Technical Guide to Developing and Delivering Microinsurance.(ILO, Geneva:

2003).
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1.INTRODUCTION

Managingagriculturalrisksand improving the welbeing of rural populations are key

componentsof Vienamés agri cul t ur a@heAsdndevelbpmegntBanks st r at €
(ADB) Technical AssistancerojectNo. 4480 VIEis assistinghe Vietnam governmenvith the

development of risk management tools for the agricultural sector. The purpbg2 Bf6 s

techncal assistances to:

e identifyimpedimentgo developing sustainable agricultural insurance in Vietnam and
propose policy options;

e providefeasible models for informal agricultural risk mitigation and formal agricultural
insurance for pilot testing;

e conductpilot testing of informal and formal risk mitigation models

The technical assistance projectollowing a formal process toedelopagriculturalinsurance
andrisk mitigationmodelsthatmeet the needs of the lemwcomerural market In order to esure
that the product offeredtasone thathe market demandetis processncludes the following:

e need and capacity assessmeafsnstitutions responsible for the delivery of insurdnce
e market research with farmers;

e productdesign(incorporatingmarket research and supply side assessnpients

e productpilot testing;

¢ final productrefinement and implementatigassuming satisfactory pilot testing)

Theprojectteamis cartying out tis technicalassistanceprojectin two phasesThe first phase
included market researchnd institutional assessmeatsd resulted an agricultural insurance
product designThe second phasnvolves a pilot implementation ofheinsurancen a selected
region of VietnamThis report summarizes the results of the mardstarch thded up to the
product design. There were two stages to the market restaflemandAssessmerfburvey
andthe ProductConceptTestSurvey

The DemandAssessmerfburveytook place in threprovinces of Vietnanbetweerate 2005

and early2006.1t identified the major riskand vulnerabilities facinGarm householdd/Vhere

agricultural or other types of insuranwereavai | abl e, the study explor
with these service3.he study alsassessed the financial profilefafmhouseholdsndtheir

capacity to afford insurance premiums in the contéxtloer financial commitmentsn

addition the research team examinadexistinginformal agricultural risk mitigatiorschemé@
foundedbyGRET Gr oupe de r e c lgetechnbl®@iqes FrehbheNG@vhich n
provideslivestack insurance to farm househaolds analysisof consumer behavipalong with

2 The results of thse assessments were presented in Developing Agricultural Insurance for Vietnam: Interim Report, ADB TA
4480 VIE, December 2005 (Revised January 2006) by World Perspectives Iieaidping Agricultural Insurance for
Vietnam:Next StepsADB TA 4480-VIE by World Perspectives, IncApril 2006.



an assessment of the supply gidevided the information needed to develoggricultural
insurancegoroductconcept.

The ProductConceptTestSurveyd thesecond stage of the market resedrtbstmarketedhe
product concept witfarmersin Dong Thap Province in early 2007.i3Burvey helped
determingfarme r de@andor the insurance produanhdtheir willingnessto pay forit.

Together the twonarket researcburveys addressed the following questions:

e What are thd&ey agriculturalrisks and vulnerabilities facing farmers in Vietnam?

e How dotheserisks affectfarm households?

e How do farm households respond to and cope \nise risks?

¢ How effective are these responses?

¢ How can farmersespond more effectively tisks?

e What are the gaps between the impactoftheasksd f ar mer s6 copi ng st
¢ Do farmers understand the concept of agricultural insurance?

e Are farmers wiling to pay for agricultural insurance?

¢ Are farmers willing to purchase the index insurance product concept?

This report includesevenchapters, four annexes, and several case stithepter lintroduces

the purpose, methodologyampling strategy, suey locationsconceptual framework that

guided theesearchand the economic status and strategies of surveyed laddseGhapter 2
describes the agricultural riskadtheirimpactson farm household€Chapter3 and4 review the
strategies that farm heaholds use to cope widtgriculturalrisks. Chapter Joresents the case
study of & activesemiformal livestock insurancgrogramin North Vietham. Chapteé

presents preliminary conclusions about the opportunities for agricultural insurance in Vietham
and describes the results of tReductConceptTestSurvey.

Methodology

An international team assembliegWorld Perspectives, IncCW(PI) caried out the survey A
microinsuraee specialist from Microfinance Opportunitiésd the teamThemicroinsuramce
specialist desigadthe marketresearch and repedthe resultstrained local researchers and
supervisedhem and carried out some of the field researbh. DaoVan Hungled theteam of
local researchetthiatconductednostof the field research a@nanalyzed theesults.

The study used three qualitative research instruments to collect infornfaausGroup
Discussios (FGD), Participatory Rural Appraisal (PRA) toptnd individual indepth
interviews. Thdocus group participantsame from a ariety of backgrounds. They weeéher
members of farm householdsarmmunity leadera/ith experience and knowledge of the rural
economy, agricultural productiorsks,and risk management techniques. In additeofocus
group discussionghe survey t@m conducted individual interviews using a questionnaire.

Sampling Strategy

Over 300 individuals participated in the demasdessmersurvey.The sampléouseholdsill
depend on agriculture for the majority of their livelihodte survey tearselectedhe following
groupsto ensurea broad representation of households in rural Vietham



e male and female farmers

e poor, averageand betteoff farmers

e households with agricultural income from crops and from livestock

e farmers withand withoutprior experence with informal or formal insurance.

Table 1. Number of Survey Instruments by Province

PROVINCE

VINH PHUC THAI BINH DONG THAP
Survey Instruments Number
Focus Group Discussions (FGD)
Risks and Risk Management
Strategies 3 4 4
Client Satisfaction with Insurance 2 4 4
Participatory Rapid Appraisals (PRAS)
Time Series of Risk 3 4 4
Seasonality of Risk 3 4 4
Seasonality of Income and 3 4 4

Expenditures

Individual Interviews

=

CaseStudy onlnformallnsurance
Loan, Savingsand Insurance Use 3 7 7

Agricultural Risks and Risk
Management Strategies

Survey Locations

The study tealh s t a s survey thesagricudtural insurance needs of farmers in Vietrain
design a pilot projectiven the resourcesvailable, field research took place in thpeevinces:
Dong Thap in the Mekong River Delta, Thai Biimithecoasal region oftheHong Red River
Delta, and Vinh Phum a hilly areaon the Red Rivenorth of HanoiBy selectinghree

locations, the sidy was able to capture different types of agricultural activities and risks related
to agricultural productionThe study team selected a representative district for each province;
within each districtthe team selectdtvo communes as researsite® onepoor and ondetter

off. The team usedrmsilar research methods in all three provinces.

In Dong Thap, Tam NoénBistrict has a considerablekeé and canasystem and produces both

rice and fruit treesThere is a primary weather station nearby in Caoh.In Thai Binh, Kien
XuongDistrict islocated10 kilomeers from Thai Binh @y neara primary weather statian

Kien XuongDistrict has significant rice production and is prone to flooding/inh Phuc, Lap
Thach Districtods ddaaimalhasbanddyconomi ¢ acti vity

Waterrelated disasters are the most frequent and destructive natural disasters occurring in
Vietnam.In particular, floodingcauss significant damage becaus®stof the population lives



in low-lying areasThe research team selectea of the thregrovinces for studpecausef
their considerable exposureftooding risks.In Dong ThapProvince flooding is a slow onset
event there is some leatime betweerthe stage oéxcess rainfall and the onset of floodifg.
Thai BinhProwvnce, flooding is a rapid onset event with little letiohe; heavy rains can create
problems quicklyln bath of these provincesgricultue production, predominantligice, is the
mainsource of livelihoodThe study team chodénh PhucProvincebecausean informal
livestock insurance program started by GR&@&lready in placéhere (Livestock isan
important source of farm income in this province.

Table 2. Selected Characteristics of th@ hree Provinces

PROVINCE
DONG THAP THAI BINH VINH PHUC
Region South Central/North North
Population 1,654,500 1,875,000 1,200,000
Population Density 449 persons/km 1,183 persons/km 540 persons/kff
Land Area 3,390 knf 1,542 knf 1,371 knd
Location Mekong River Delta, Hong(Red)River Delta, Hong(Red)River Delta,
bordering Cambodi on coast north of Hanoi
Other 1,2401,450 mm rainfear  1,400-1,800 mm raityear  Hilly

* Population density of Lap Thach District only.

Dong Thap Survey Sites

Dong ThapProvince is located in the Mekongwer Delta inSouth Vietham 171kilometers
from Ho Chi Minh City. The province has a tropical climate, with 1;24850mill imetersof
rainfall annually, and shares5&-kilometerborder with Cambodia to the north.

The survey team selected Tam Nong Disin Dong Thap for the study. Tam Néhgsl1l
communes and town, and a population of 96,641 people with 22,238 households. The district
specializes in agricultural productidts agricultural output (84% crops) accounted for 98% of

t he di sltoutputovalue,svithtrice tmaking up 98% of total food crops in the district.



The study team selectésto communes within
TamNong Phu Cuong, which is betteif

Vinh Phuc compared to the district averagmly 17% of
* k households are poor), and Phu Hiep, which is
. “J‘ poor (21% of households are poor).
[ 4

1?" Households in both commundspend heavily
\ &',‘Thai Binh

on rice production. On average, each

household in Phu Cuong and Phu Hiep has 1

hectareand 1.4hectareof rice fields,

respectively, and as much as 90% of household
income coms from rice. Tabl& presents basic
data on the two surveyed communes of each of
the three provinces.

Thai Binh Province Survey Sites

Thai BinhProvinceis located 110 ikometers
southeast of Hanoi in the Hong (Red) River
Delta, close to the northern econig triangle
of HanotHai PhongQuang NinhThe
province isin the middle ofa systenof seas,
rivers and coastlinglocatedon the edge of a
tropical zone with heavy rainfall (1,4€0800
milli metersannually) it is prone to flooding

4

The survey teargelected Kien Xuong District

Figure 1. Surveyed Provinces in south Thai Binhbecauséts population and
' * productionare typicalto Vietnam,andas a

‘ low-lying district, it is subject to flooding
t every year. The i s t curreattrrigation
Borig Thelp system is not sufficient for agricultural
““- g production purposes and the drainage system is

! S N inadequate to handle the annual floods. The
“‘ total area of rice production is P@ctares

’ winter/spring season of 70 quintal (700

kilogramg per 10,000 rf) and in the
summerautumn seasorg0 quintal (500 Kogramg per hectare(10,000 m). Farmers in Kien

XuongDistrict experience crop failures on a regular basis and lose on aveuageops out of
everytenharvested.

(26,000mM), with average productivity in the

Thesurveyteam selectetivo communes in Kie Xuorg: Thanh Tan and Dinh PhunBinh
Phungis the poorer of the twoommunes with @overty rateof 1 8 %; T h apovertyTaéen 0 s
is 15%.

Vinh Phuc Province Survey Sites

Vinh PhucProvince lies in the Hong (Red) River Delta, Sknetersnorthwest of tnoi. The
province is hilly and crisscrossed by many streams and rivers. About 85% of the population lives
in rural areasalthough the average cultivable land per capita is only 400nop cultivation



accounts for about 61% of agricultural activity Bubn the declineGiven its mountainous
terrain and proximity to Hanoi, Vinh Phuc has a clear advantage in animal hushéntri?huc
has recentlgeen an increase in the breeding and raising of livestock.

Lap Thach District, chosen as the site for gusvey, is a mountainous district with a total land
area of 416,200 M The province is divided into 39 administrative units of 38 commune$ and
town. Lap Thach ighe most impoverished district of Vinh Phemovinc® 27%of all
householdsirepoor. Averge per capita income is 4.1 million VND ($257.86) per year.

Agriculture is the dominant economic activity in Lap Thach, accounting for 59% of all economic
activity. Animal husbandry makes up 42%feagricultural activitiesandcrop cultivation makes

up te rest. The husbandry activities in the district follow traditional methsidglocal breeds

of animals with low weight and low productivity.

The study took place in two communes within Lap Thach: Ngogcwitia a poverty rate of 12%
and Dong Thinh wh a poverty rate d24% (see Table3). The study team select&bng Thinh
because a pildtvestock insurancprogramis already in placen two villages there.

Figure 2. Rice Fields in Lap Thach, Vinh Phuc, February 2006



