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News
Weather risk deals flood global market
Weather derivatives are gaining greater acceptance, if last month’s flurry of deals is anything to go by. The World Bank launched initiatives for farmers in India; Vattenfall, the Swedish state-owned energy company, announced plans to offer weather risk trading; and Bayer CropScience, a German crop protection firm, said it plans to offer its clients weather hedges. 
Around 250 smallholder farmers in India have signed up to buy insurance policies that protect them against extreme changes in rainfall levels. The International Finance Corp – a subsidiary of the World Bank that promotes sustainable private-sector investment in developing countries – and Indian insurer ICICI Lombard designed the project. 

Basix, one of India’s biggest micro-finance institutions, with nearly 10,000 borrowers in nine states, sold the policies to groundnut and castor farmers in the eastern state of Andhra Pradesh. It made the sale through its KBS Local Area Bank and has also proposed selling policies to soy farmers in Vidisha, Madhya Pradesh, in north-central India.

Meanwhile, Vattenfall announced its intention to offer weather hedges to its Nordic region customers at the Weather Risk Management Association meeting held in Stockholm last month. 

Markus Hartwig, head of the weather risk management department, part of Vattenfall’s supply and trading business unit, says: “The scheme will comprise a payment structure linked to a weather factor that can be clearly defined and measured – temperature, for example.”

Vattenfall is expected to act as a market-maker in regional over-the-counter weather indexes, and to support the Chicago Mercantile Exchange’s exchange-traded derivatives based on weather in the region.

Finally, Bayer CropScience plans to encourage its agricultural clients to use weather derivatives to mitigate seasonal variations in rainfall and temperature levels. 

Tobias Menne, Monheim-based project manager for weather derivatives, says initial client reaction to the plan has been favourable. But he says that structuring weather derivatives, with the help of a weather risk trading firm, could be difficult, given the remote location of some farms. 

There could also be some legal wranglings over the use of derivatives in developing countries, adds Menne, so the company will initially target its clients in the US and Europe.
