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Weather Index Insurance
The Bureau of Meterology (BOM) believes Australian primary producers operate in one of the riskiest environments in the world and
climate change is heightening that risk. Unfortunately the traditional insurance market hasn’t been able to provide growers with a
comprehensive Multi Peril Crop Insurance solution to manage their production risks, rather they have provided Named Peril policies.
These policies have significant limitations in terms of
The types of crops
that can be covered

The regions
which can be covered

The perils
that can be covered

The crop values
that can be covered

This means that growers are left to manage many risks without insurance leaving them exposed to losses that can undermine the
ongoing viability of their farming enterprise and place significant stress on all stakeholders.

What is Weather Index Insurance?
Weather Index Insurance may fill some of these gaps and limitations but it’s not traditional crop insurance as you know it.
Traditional crop insurance is based on the concept of indemnity whereby the insurer indemnifies you for the loss you have
sustained due to an insured peril. This means the insurer quantifies the loss on farm and accurately indemnifies you for the loss
you have suffered.
By contrast, Weather Index Insurance is based on an index and responds when a pre-agreed trigger is met at a nominated recording
station or spatial grid during a specific risk period. Once the trigger is met, settlement is on a pre-agreed basis or value.
Whilst there must be an impact on the crop from the insured peril, the loss is not physically quantified on farm.
Of course settling a loss based on an Index creates basis risk, this is the risk that;
1.

The trigger is met on farm but not at your nominated recording station or spatial grid – in which case the policy won’t respond
and no settlement will be paid, or

2.

The trigger is met at your nominated recording station or spatial grid but not on farm – as long as your crop has been impacted by
the insured peril the policy will respond and a settlement will be paid.
Please refer to our flyer for information on How to Minimise Basis Risk

What Perils can be insured?
Essentially any weather parameter where there is an independent historical dataset can be insured. The simplest Weather Index
Insurance products will be single peril type policies covering insufficient or excessive rainfall, temperature extremes such as frost,
humidity, windspeed etc. These indexes will require you to determine the impact of temperature in degrees or rainfall in millimeters on
crop yield or quality and then convert that impact to a loss of revenue. We acknowledge this will not always be easy but we expect to
see more sophisticated yield based Index Products in the next 12–24 months.

How are growers using Weather Index Insurance?
Growers are considering Weather Index Insurance to cover
critical risks such as;
• Insufficient pre-season rainfall where there is a reduction
in planted area
• Insufficient seasonal rainfall where there is a reduction in yield
• Excessive rainfall at harvest where there is a loss of yield
or quality downgrade
• Frost where there is a reduction in yield
Photo courtesy of Department of Primary Industries and Regional Development
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Who provides the weather data on which the Index Insurance is based?
Each Insurer will advise you of their data provider. This might
be the BOM or other Government department such as SILO.
SILO utilises the observational datasets from the BOM and uses
mathematical interpolation techniques to infil gaps in time series
and construct spatial grids (generally 5 x 5km).
See www.longpaddock.qld.gov.au/silo
The map highlights the SILO generated spatial grids and their
centroids. The grey drop pins show the BOM Stations.

How do I determine the amount
I want to be paid if the trigger is met?
One of the benefits of Weather Index Insurance is that you
can select how much cover you require, it might reflect a yield
or quality revenue loss, a production cost or a flat amount.
It’s up to you.
Image courtesy of Crop Risk Underwriting

How much does Weather Index Insurance cost?
Weather Index Insurance premiums are based on the
1.

The likelihood of your trigger being met based on the historical dataset of the BOM station or spatial grid you have selected;

2.

The amount of cover you require and;

3.

The seasonal outlook.

They are generally expensive compared to traditional insurance because the perils you are looking to insure have a much higher
frequency than the most commonly insured perils of fire and hail.

When is the premium payable?
Unlike traditional insurance the premium must be paid well before the risk period commences. If the premium has not been paid the
policy will not be issued.

When must they be arranged?
With the increasing accuracy of weather forecasting, Weather Index Insurance needs to be in place 30 days before the risk period.

What information do I need to obtain a quote?
To obtain a quote you will need to provide the following;
1.

The location of the crop in decimal lat/long

2.

The peril you want to cover i.e. excessive/insufficient rainfall, frost etc.

3.

The Risk Period when the crop is most exposed or susceptible to the peril

4.

The trigger in terms of the temperature or rainfall above or below which you would
expect the crop yield or quality to be impacted and you want the insurance to respond

5.

The amount you want to be paid if the trigger is met

Your agronomist
should be able to
assist you in gathering
the necessary
information.

Who do I contact for more information?
For more information or to request a quotation please contact your Gallagher Account Manager
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