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This study analyzed the demand and impacts of Index-Based Livestock

Insurance, which is being implemented as a policy against drought and poverty traps in the drylands
of Borena Zone, southern Ethiopia and northern Kenya. The first paper showed that in the presence of
poverty traps, public subsidies for insurance premiums suppress long-term fiscal spending more than
food aid. The second paper showed that in the presence of poverty traps, due to the gap between the
index of index-based insurance and the actual damage suffered by individual households (called
basis risk), households with assets close to poverty trap threshold (who should benefit the most
from the insurance) paradoxically do not purchase insurance and are more sensitive to insurance
premiums. Because of these, public subsidies for insurance premiums will be effective.
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