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FOREWORD

This diagnostic was prepared at the request of the Ministry of Finance and National 
Planning (MoFNP) of the Government of the Republic of Zambia (GRZ). It is part of a 
broader engagement with the World Bank regarding the strengthening of crisis and disaster 
risk financing (CDRF). CDRF is the process of developing and implementing a credible 
strategy and systems for how costs from potential future disasters will be covered. It is 
one component of a comprehensive approach to risk management which complements 
— but does not replace — risk identification, risk reduction, disaster preparedness and 
broader crisis resilience measures. 

The objective of this report is to summarize Zambia’s financial preparedness to crises 
and disasters at the sovereign, firm, and household levels. In this context, the focus is 
on the fiscal implications of the emergency response to shocks for the GRZ. However, it 
does not incorporate the financing of long-term reconstruction and resilience measures, 
which are mostly better financed through other long-term financing mechanisms (that 
is, tax, aid, debt) rather than CDRF instruments.  The report was prepared to provide 
recommendations to support the GRZ in their development of a credible strategy to meet 
the costs from potential future disasters.  

This effort was led by the World Bank Group’s Global Department for Finance, 
Competitiveness, and Investment (FCI). This report is supported by the Risk Finance 
Umbrella (RFU) Program administered by the World Bank. The RFU supports low- and 
middle-income countries in building financial resilience against disasters, climate shocks 
and other crises. A more detailed technical note was prepared by the authors for the GRZ, 
which they may share on request. 

The report was written by Evie Calcutt (Senior Financial Sector Specialist); Isaku Endo 
(Senior Financial Sector Specialist); Linh Nguyen (Financial Sector Specialist); Lucy 
Nyirenda Kumwembe (Disaster Risk Finance [DRF] Consultant); James Wass (DRF 
Consultant); Agrotosh Mookerjee (Insurance Consultant); and Addie Liempe (Financial 
Sector Consultant). 

The team would also like to thank the World Bank Country Management Unit for their 
review and comments, alongside those from Caroline Cerruti (Lead Financial Sector 
Specialist); Randa Akeel (Senior Financial Sector Specialist); Abigail Baca (Lead Disaster 
Risk Management Specialist); Thibault Bouessel du Bourg (Financial Sector Specialist) 
and Nadia Selim (Senior Social Protection Specialist). We are also grateful to the African 
Risk Capacity Limited and the African Development Bank for their contributions. 

Finally, the World Bank Group team would like to thank the GRZ, particularly representatives 
from the Ministry of Finance and National Planning, for their leadership on this important topic. 
The team also extends its appreciation to representatives from the Ministry of Agriculture, 
the Disaster Management and Mitigation Unit, the Ministry of Community Development 
and Social Services, the Ministry of Green Economy and Environment including the Zambia 
Meteorological Department, the Pensions and Insurance Authority, and the Bank of Zambia, 
as well as those consulted from the private sector for their valuable contributions.



EXECUTIVE SUMMARY

In response to the lessons learned from the COVID-19 pandemic and the severe 2024 
drought, the Government of the Republic of Zambia (GRZ) is taking important steps 
to strengthen its financial preparedness to meet the challenges of future crises and 
disasters. At the request of the Ministry of Finance and National Planning (MoFNP), this 
diagnostic assesses Zambia’s current crisis and disaster risk financing (CDRF) landscape. 
As such, it includes an analysis of the fiscal implications of emergency responses, and 
offers actionable recommendations to help the country meet future disaster costs more 
effectively.

Zambia faces increasing vulnerability to natural hazards, especially droughts and floods, 
which have grown in frequency and intensity over recent decades. Since 2000, around 
19 million people have been affected by disasters, with serious economic and social 
consequences — particularly for the 60 percent of the population living on less than 
US$2.15 per day, that is, the official poverty level. The 2024 drought alone impacted 6.6 
million people, caused a 19 percent contraction in the agricultural sector, and reduced 
real gross domestic product (GDP) growth by an estimated 1-2 percent. 

The national Disaster Risk Management (DRM) system is coordinated by the Disaster 
Management and Mitigation Unit (DMMU) and guided by legal and policy frameworks. 
Despite having these legal frameworks in place, there are delays when it comes to 
responding to disasters in the absence of adequate budgetary provisions that are risk 
sensitive. For instance, the 2024 drought response was delayed due to gaps in systems for 
early identification; inadequate coordination across government and development partners; 
an inability to rapidly disburse funds.

Although financial inclusion is growing, many vulnerable Zambians still depend on 
government assistance during crises, thus creating a substantial contingent liability for 
the state. Fiscal analysis estimates the annual average cost of the drought response at 
US$58 million — and up to US$521 million for a 1-in-100-year event. For floods, the 
corresponding figures are US$19 million and US$227 million, respectively. However, 
these figures are indicative because of data limitations and weaknesses in tracking budget 
allocations and actual spending.

Currently, Zambia’s disaster financing is largely reactive, relying on budget reallocations in 
the event that the Contingency vote is exhausted or is inadequate, humanitarian appeals, 
and limited contingency reserves. These approaches often lead to delays in fund release, 
thereby hindering a timely response and reducing cost-efficiency.



To address this, the GRZ is beginning to shift toward a more proactive approach. New 
instruments added to Zambia’s disaster risk financing (DRF) portfolio include the World 
Bank’s Catastrophe Deferred Drawdown Option (CAT-DDO), the Rapid Response Option 
(RRO), and a sovereign drought insurance policy with the African Risk Capacity (ARC). 
These mark positive progress but remain limited in scope and scale relative to Zambia’s 
modeled needs. In July 2025, Zambia also added the Investment Project Financing with 
Deferred Drawdown Option (IPF-DDO), under the  Regional Emergency Preparedness and 
Inclusive Recovery Program (REPAIR) to their portfolio.

Evidence shows that a well-structured, layered risk financing strategy — combining budget 
reserves, contingent financing, and risk transfer — can improve predictability and reduce 
overall costs. For example, leveraging tools such as the World Bank’s Investment Project 
Financing-Deferred Drawdown Option (IPF-DDO) and optimizing sovereign insurance 
arrangements could yield an annual fiscal savings of up to 40 percent under the 1 in 10-
year scenario, when compared to the current strategy.

However, the effectiveness of disaster response also depends on fast and accountable 
fund delivery systems. Currently, Zambia has limited operational mechanisms for rapid 
disbursement. The 2024 drought response utilized the Social Cash Transfer (SCT) 
program. However, further investment in data systems, registration mechanisms, and 
delivery channels is needed to support micro, small and medium enterprises (MSMEs), 
farmers, and vulnerable households following disasters and other shocks.

Key Recommendations

To enhance Zambia’s financial resilience and improve disaster response, the diagnostic 
outlines four priority actions:

1.	 Develop a National Crisis and Disaster Risk Financing Strategy.

It should be led by the MoFNP and informed by key line ministries and development 
partners. (Short-term).

2.	 Strengthen Public Financial Management (PFM) Systems.

Enhance fund flow mechanisms to enable faster, more efficient, and accountable 
disbursements during emergencies. (Medium-term).

3.	 Invest in Scalable Delivery Systems.

Build capacity across government institutions to ensure timely implementation once 
financing is secured. (Medium-term).

4.	 Improve Risk Understanding and Data Systems.

Strengthen local risk assessment capabilities to better inform planning and investment 
decisions. (Medium-term).
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1. Exposure and vulnerability to natural disasters

Zambia’s climate exposure makes it vulnerable 
to multiple hazards, including droughts, floods, 
epidemics, and pest infestations. Such events are 
occurring with increased severity and frequency 
in recent decades.1 Inadequate infrastructure and 
the fact that a large proportion of the population is 
rural and poor makes Zambia highly vulnerable to 
such hazards2. Information about the cost of these 
hazards — both humanitarian and economic—is very 

limited. However, there is some data concerning 
the number of people affected. Since 2000, Zambia 
has experienced 41 events of note, cumulatively 
affecting nearly 19.1 million people. Droughts and 
floods typically have the largest impact and are 
correlated with the El Niño/Southern Oscillation 
(ENSO) phenomenon (Figure 1). Therefore, these 
events are the focus of the analysis presented in 
this diagnostic.

Figure 1: Population Affected by Droughts and Floods

Source: Author estimates; EM-DAT, CRED / UCLouvain, 2024, Brussels, Belgium – www.emdat.be; Note: Number of people affected from EM-DAT, 
CRED / UCLouvain, 2024, Brussels, Belgium – www.emdat.be with authors adjustments for two droughts not captured by the EM-DAT.  

Note: Number of people affected from EM-DAT, CRED / UCLouvain, 2024, Brussels, Belgium – www.emdat.be with authors adjustments for two 
droughts not captured by the EM-DAT.  The 2001/02 drought which affected an estimated 2.3 million people (https://reliefweb.int/report/lesotho/
southern-africa-complex-drought-fact-sheet-6-fiscal-year-fy-2002#:~:text=be%2012%2C000%20MT.-,Zambia.,year%20(2000%2F2001). The 
2015/2016 drought event affected an estimated 2 million people https://aiccra.cgiar.org/events/official-launch-zambia-drought-management-
system-zadms (background section). ENSO data from:  https://origin.cpc.ncep.noaa.gov/products/analysis_monitoring/ensostuff/ONI_v5.php

1.	 World Bank Climate Knowledge Portal, https://climateknowledgeportal.worldbank.org/country/zambia/vulnerability 
2.	 Zambia ranks 133rd out of 187, when assessing vulnerability to impacts from climate change and the readiness to response and 

is classified as a country with the greatest challenges and urgency to act. Notre Dame Global Adaptation Initiative (ND-GAIN), 
https://gain.nd.edu/our-work/country-index/rankings/. 
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https://reliefweb.int/report/lesotho/southern-africa-complex-drought-fact-sheet-6-fiscal-year-fy-2002#:~:text=be%2012%2C000%20MT.-,Zambia.,year%20(2000%2F2001
https://reliefweb.int/report/lesotho/southern-africa-complex-drought-fact-sheet-6-fiscal-year-fy-2002#:~:text=be%2012%2C000%20MT.-,Zambia.,year%20(2000%2F2001
https://aiccra.cgiar.org/events/official-launch-zambia-drought-management-system-zadms (background section
https://aiccra.cgiar.org/events/official-launch-zambia-drought-management-system-zadms (background section
https://origin.cpc.ncep.noaa.gov/products/analysis_monitoring/ensostuff/ONI_v5.php
https://climateknowledgeportal.worldbank.org/country/zambia/vulnerability
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Climatic events have a wide-ranging macro-
critical impact on the economy. Zambia’s energy 
production is especially vulnerable to drought 
shocks due to its high reliance on hydropower. 
Zambia has 3,811 Megawatts (MW) of electricity 
generation capacity, with 83 percent coming from 
hydropower. During the 2024 drought, electricity 
production saw deficits of around 430 MW, which 
resulted in load-shedding of up to 20 hours a day 
at the peak3. Employment is concentrated in the 
agricultural sector, which is most vulnerable to 
climate shocks. About 57 percent of the population 
depends on agriculture for their livelihood4. 

Such events also have a direct impact on gross 
domestic product (GDP) growth, as multiple 
sectors of the economy are impacted (figure 2). 

Zambia experienced high rates of growth from 
2000-2009, which subsequently slowed through 
the 2010s due to a combination of domestic and 
external shocks — including climate shocks5. The 
COVID-19 pandemic in 2020 had a severe, adverse 
impact on the economy, leading to the first decline 
in GDP in over 20 years. Subsequently, the 2024 
drought significantly damaged the agriculture and 
energy sectors, thus slowing real GDP growth to 
approximately 4 percent. This compared with an 
average 5 to 6 percent increase seen in the previous 
three years and forecast for the year. In this context, 
increasing the productivity of small businesses is 
necessary for the creation of better jobs. However 
such efforts are increasingly undermined by their 
vulnerability to climatic pressures.

Figure 2: Real GDP Growth and Historical Climate Disasters

3.	 Ministry of Foreign Affairs & International Cooperation “Statement on Drought as a National Disaster and Emergency.” February 
29, 2024.

4.	 ILOSTAT (2023). This includes  employment data by sex and economic activity (thousands).
5.	 World Bank. “Zambia Country Economic Memorandum: Unlocking Productivity and Economic Transformation for Better Jobs.” 

(World Bank, 2024).

Source: IMF World Economic Outlook (April 2025).
Note: IMF= International Monetary Fund.
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During such shocks, production output shrinks, 
leading to food insecurity and increased demand for 
welfare protection. Consequently, there are greater 
societal demands placed on the State. Following 
the severe drought of 2024, it was projected that 
around 6 million people faced high levels of food 
insecurity. This is significantly higher than the 
average seen over the previous five years—around 
2 million. By comparison, currently around 1.3 
million people are enrolled in the social protection 
program, with a proposal from the GRZ to increase 
this number to 1.5 million6.

Responding to disasters has put a strain on the 
limited fiscal resources available. Zambia’s primary 
resources for responding to disasters come from 
the Disaster Management and Mitigation Unit 
(DMMU) humanitarian relief services and the Budget 
Contingency Fund. In the 2024 budget, the amounts 
allocated for the Unit and Fund were Zambian 
Kwacha (ZMW) 18 million (approximately US$0.7 
million) and ZMW390 million (approximately 
US$14.6 million), respectively . However, it should 

be noted that the Contingency Fund is not ring 
fenced for disasters as it is meant for unforeseen 
expenditures and is easily depleted. With the 
support of financing from development partners, 
the GRZ has also increased its financial protection 
through a sovereign risk transfer policy for droughts. 
Borrowing, especially post-shock borrowing, has 
been restricted due to the levels of debt distress. 
Indeed, the total public debt amounts to US$32 
billion (110 percent of GDP), excluding interest 
arrears of an additional US$1.4 billion in late 2024, 
of which US$19.9 billion is external. 8  

Hence, if additional resources are needed, they are 
primarily sourced via budget reallocations. However, 
these come with an opportunity cost. Specifically, 
funds must be drawn away from other expenditures 
such as those meant for investments, use of goods 
and services and social projects, thus resulting in a 
slowdown in economic growth and development.

6.	 A policy commitment under the current Development Policy Loan (DPL) with Catastrophe Deferred Drawdown Option (CAT-DDO) 
operation. 

7.	 Ministry of Finance and National Planning, “2024 National Budget OBB.” . 
8.	 Climate Finance in Zambia: Challenges and Opportunities (World Bank, July 2024)
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2.	 Legal and Institutional Foundations of CDRF

Disaster Risk Management (DRM) in Zambia is 
governed by legal and policy frameworks that 
provide structure and guidance for disaster 
preparedness, mitigation, response and recovery. 
However, CDRF is not explicitly mentioned in the 
legal and policy documents. As a result, Zambia 
lacks a cohesive and integrated strategy for 
financing disaster response efforts. The existing 
response mechanisms are predominantly 
reactive and dependent on budget reallocations, 
external humanitarian appeals, and limited 
contingency reserves.

The National Disaster Management Council (NDMC) 
chaired by the Vice President and comprised of 

ministers from relevant ministries serves as the 
highest policy decision-making structure for DRM 
in Zambia (Figure 3). The Disaster Management and 
Mitigation Unit (DMMU) is the coordinating body 
for all disaster risk management efforts. Thus, it 
defines the institutional structure from the national 
to the village level, alongside coordination with 
humanitarian actors. Each year prior to the start of 
the rainy season in November, the DMMU develops 
a national disaster preparedness plan to inform all 
stakeholders about the types of activities expected 
that year. However, the plan is not currently 
integrated into the national budgeting process9. 
Therefore, the activities do not necessarily receive 
the allocated funds.

9.	 Governed by the National Planning and Budgeting Act No.1 of 2020.

Figure 3: Institutional Coordination Structure of DRM in Zambia

Source: Disaster Risk Management Operations Manual.
Note:  DRR= Disaster Risk Reduction; NGO= Non-governmental Organization; UN= United Nations.
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The Ministry of Finance and National Planning 
(MoFNP) is mandated to mobilize resources—both 
domestically and externally—on behalf of the 
government.  It then allocates them to priority 
programs through the national budgeting process. 
In 2024, the MoFNP released its inaugural Fiscal 
Risk Statement alongside the budget for the 
2025 fiscal year (January 1, 2025 to December 
31, 2025). This statement identified factors that 
might cause deviations in fiscal outcomes from the 
budget forecasts or expectations which include 
climate risks10. This is a significant step toward 
recognizing the potential impacts of disaster risks 
on the budget. 

The DRM Act No. 13 of 2010 is the primary law 
that governs disaster risk management in Zambia. 
The Act encourages resource mobilization at all 
levels of the DRM structures.  It also provides for 
resource mobilization through the creation and 
operationalization of the National Disaster Relief 
Trust Fund (NDRTF),11  which would be capitalized 
by annual appropriations from government and 
external or donor contributions. This fund has 
not yet been operationalized. The DRM Policy of 
2024 provides policy direction within which the 
DMMU and the structures stipulated in the Act 
should operate. It puts a greater focus on proactive 
disaster risk preparedness and risk reduction 
rather than just response. 

In the event of a disaster, the affected line ministry 
is the first responder, using its own resources to 
address immediate needs. When the situation 
exceeds the capacity of the line ministry, the 
DMMU provides additional resources to support 
the response. The DMMU leads the coordination 
of activity implementation in collaboration with 
other line ministries and partner organizations 
who implement response activities. If the needs 
surpass the DMMU’s allocated budget, a request 
is submitted by the DMMU to the MoFNP for 
additional funds. Typically, this is drawn from the 

vote for unforeseen expenditures, also known 
as the contingency reserve, which is used as a 
fallback budget line for unanticipated expenses. 
Alternatively, this may be made through budget 
reallocations within or across ministries. Historical 
experience shows a maximum of US$10-15 million 
is available through the contingency reserve. Any 
reallocation within a ministry requires approval 
from the Secretary to the Treasury. However, major 
budget realignments or additional appropriations 
must be approved by Parliament.

Overview of Zambia’s Public Finance 
Management Act

In Zambia, the Public Finance Management Act 
mandates that government departments adhere 
to expenditures as appropriated in the national 
budget. Any expenditure not appropriated requires 
specific authorization through established legal 
procedures. The Act further stipulates that any 
additional funds from cooperating partners, if not 
budgeted for, must be accounted for through a 
supplementary budget.

If appropriated funds for a financial year are 
insufficient or additional external funds are 
received, the Minister of Finance and National 
Planning (MoFNP) must submit supplementary 
estimates to the National Assembly for approval. 
Once approved, a Supplementary Appropriation 
Bill is enacted to cover the additional expenditure. 
For urgent expenditures not covered in the 
Appropriation Act, the President may issue a 
warrant authorizing expenditures and withdrawals 
from the Consolidated Fund (GRZ’s central 
account). This warrant must be presented to the 
relevant parliamentary committee for approval 
within 48 hours. Following this, the MoFNP 
is required to present an Excess Expenditure 
Appropriation Bill before the National Assembly for 

10.	 Fiscal Risk Statement for the 2025 National Budget. 
11.	 DRM Act No.13 of 2010.
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enactment, either within the same financial year or 
during the first sitting after the financial year ends. 
An excess expenditure warrant can be issued under 
the following conditions: (a) A natural or man-made 
disaster is declared by the President under the 
Disaster Management Act; (b) A threat to national 
security is determined by the President; or (c) An 
unforeseen event necessitates incurring excess 
expenditures.

Following approval of excess expenditures, the 
MoFNP must present to the National Assembly — 
along with the Excess Expenditure Appropriation 
Bill — details concerning: (i) the source of financing 
for the expenditure; (ii) the impact on other 
expenditure programs; and (iii) the effect on 
revenue estimates and the budget deficit.

Zambia’s Public Financial Management (PFM) 
Act provides a structured approach to handling 
unbudgeted disaster financing. However, the 
reliance on supplementary budgets, excess 
expenditure warrants, and the required 
parliamentary approval processes — though 
essential for transparency and accountability — 
can introduce delays that hinder rapid disaster 
response. To enhance the efficiency and speed of 
disaster financing while maintaining accountability, 
it is essential to explore mechanisms that allow for 
faster disbursement of funds. 
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3.	 Status of Financial Inclusion and resilience of Vulnerable Populations 

The financial services sector in Zambia includes 
domestic and international banks, as well as non-
bank financial institutions, such as microfinance 
institutions and insurance companies. Formal 
financial services are regulated by the Bank of 
Zambia, which regulates commercial banks, 
micro-finance institutions and payment service 
providers. The Pensions and Insurance Authority 
(PIA) regulates pensions and insurance providers, 
and the Securities and Exchange Commission 
regulates the capital markets.  

Increasing financial inclusion and the deepening 
of the services on offer creates an opportunity for 
some of the disaster related contingent liabilities 
falling on the state, to be transferred to the private 
sector. Overall, financial inclusion   is increasing 
in Zambia. In this regard, the government 
recently published the second National Financial 
Inclusion Strategy. Financial inclusion rose from 
53.9 percent in 2015 to 69.4 percent in 2020, 
although investments are still needed to improve 
digital payment infrastructure. However, there is 
a clear need for better risk adaptation tools for 
dealing with the effects of climate change, as 22 
percent of respondents to the FinScope 2020 
have done nothing to manage the increased risks;  
13 percent have cut  expenditures; and 9 percent 
have used the savings (Bank of Zambia 2020). 

Access to and use of digital financial services 
has increased significantly in recent years. For 
example, the uptake of digital money transfer 

and/or digital savings services increased from 
32.5 percent in 2015 to 54.8 percent in 202013. 
The usage of pension and insurance products 
has also improved, although to a lesser extent—
reaching 8.2 percent and 6.3 percent, respectively 
in 2020. This compares with 3.8 percent and 2.8 
percent, respectively, in 2015. However, access 
to credit services declined from 22.3 percent in 
2015 to 21.8 percent in 2020. Access to and use 
of microfinance services also declined, from 3.8 
percent in 2015 to 2.1 percent in 2020 (Bank of 
Zambia 2020).

Zambia currently has 19 non-life insurers, 10 life 
insurers, 5 reinsurers and 51 insurance brokers 
operating in the insurance sector. The insurance 
penetration rate in Zambia remains very low 
at 1.2 percent (Zambia Monitor 2024; African 
Reinsurance Corporation) of GDP, compared to 
some of the neighboring countries, for example, 
Botswana at 3.3 percent (African Reinsurance 
Corporation), and Namibia at 7.9 percent .  The 
general insurance market includes various 
sectors, such as motor, property, and general 
liability insurance. The gross written premium 
(GWP) for the general insurance business was 
approximately ZMW7.8 billion (US$386 million) 
in 2023, and it is expected to grow at 15 percent 
annually through 2028.

12.	 Financial inclusion is defined as access to and informed usage of a broad range of quality and affordable savings, credit, 
payment, insurance, and investment products and services that meet the needs of individuals and businesses.

13.	 https://www.boz.zm/NFIS_II_2024_-_2028.pdf. 
14.	 https://www.africa-re.com/dashboards/NA.

https://www.boz.zm/NFIS_II_2024_-_2028.pdf
https://www.africa-re.com/dashboards/NA
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Financing for agriculture 

Most agricultural financing goes to large-scale 
commercial farmers, with only 8 percent of 
agricultural credit going to smallholder farmers. 
Less than 3 percent of small- and medium-scale 
farmers access formal loans, often due to the high 
interest rates, as well as the very low appetite 
among most banks and microfinance institutions 
(MFIs) to finance smallholders. MFIs, such as Vision 
Fund and Agora Microfinance Zambia (AMZ),15 have 
been relatively active in financing smallholders. 

Global experience shows that agricultural insurance 
models based on public-private partnerships 
(PPPs) contribute to more effective and efficient 
intervention in terms of building financial resilience 
in the agricultural sector. It also has the potential to 
increase access to finance for smallholders. 

Agricultural index insurance in Zambia is offered 
through the private sector and PPPs. For many 
decades, indemnity-based agricultural insurance 
has been offered. However, it is almost exclusively 
offered to commercial large-scale farmers, 
although the weather risks—such as drought 
and flooding—are usually excluded from such 
indemnity-based products. There have also been 
a variety of experiences with agricultural index 
insurance since 2013 at the micro, meso, and macro 
levels. Currently around 1 million smallholder 
farmers are enrolled in the Farmer Input Support 
Program (FISP), which includes an index insurance 
policy. Despite subsidies, a significant challenge to 
the take-up of agricultural insurance concerns the 
low level of awareness and understanding among 
farmers about how it works. This is particularly the 
case for index-based products. However, it should 

also be noted that the cost of premiums can still 
be prohibitive for some smallholder farmers. The 
most successful products are those that bundle 
insurance with agricultural inputs or services.

AMZ provides loans of approximately US$12 million 
annually to rural customers, including farmers and 
traders.16  The lender has made it a policy that 
all agriculture loans come with Weather Index 
Insurance (WII). This is expected to reduce AMZ’s 
credit risk and make it easier for farmers to repay 
loans, even in bad years.  

Social protection for the poorest 

Zambia is among the poorest and the most unequal 
countries in the world. In 2022, 64.3 percent of 
the population—about 12.6 million individuals—
were living on less than US$2.15 a day, and the 
country’s Gini index stood at 51.5 (World Bank 
2025). In this regard, there is a high level of 
correlation between ward-level poverty rates and 
exposure to droughts (Farfan and others 2023). 
For instance, those in poverty or at risk of poverty 
require significant additional support when a shock 
occurs (up to US$200 million more in a bad rainfall 
year as compared to a good rainfall year, Gascoigne 
and others 2024). One way to support the most 
vulnerable is by scaling up support through existing 
safety nets during or in anticipation of such shocks.  

The Social Cash Transfer (SCT) Program, 
implemented by the Ministry of Community 
Development and Social Services (MCDSS), has 
operated in Zambia since 2003. It currently 
reaches approximately 1.3 million households, or 
6.25 million people. The MLGRD also implements 

15.	 AMZ is a non-deposit-taking microfinance institution that has been operating in Zambia since 2011. It is dedicated to serving 
low-income, rural households through the village banking model.  It offers a wide range of products, such as agriculture lending, 
group lending, micro, small and medium enterprise (MSME) lending, micro insurance, and mobile money. 

16.	 Interview with AMZ, October 2024
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a Cash for Work (C4W) Program, which provides 
cash transfers in return for public works.  It is 
currently funded through government budgets, 
albeit with potential overlap with the SCT (Rossow 
and others 2025). 

Recent analysis finds that up to 58 percent of the 
population — 12 million people — would require 
additional assistance in the event of a shock. 
Therefore, the GRZ is implementing the Scaling-
up Shock-Responsive Social Protection (SSRSP) 
Project (with financing from the World Bank). 
This project will stabilize financing for the social 
protection sector and integrate a shock-responsive 
mechanism into the SCT. In 2024, additional 
support from the Crisis Response Window was 
channeled through the SSRSP, evidencing the 
potential of this program to deliver a timely and 
versatile response, as well as highlight areas for 
improvement. In particular, there is fragmented 
coordination in deploying assistance to affected 
households. There is also a lack of a dynamic social 
registry (to allow for horizontal scaling up) and a 
centralized early warning system (EWS) that can 
support decision-making. Furthermore, there are 
no disaster risk management (DRM) and financing 
instruments (Farfan and others 2024) that are 
directly linked to the program.
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4.	 Modelling the Cost of Response to Floods and Droughts 

Data concerning the impact of historical disaster 
events on the GRZ’s fiscal position is not available. 
Instead, the impact of the emergency response 
financing needs can be estimated using available 
data about the number of people affected, 
alongside assumptions about the per-capita cost of 
the emergency response.17  

The fiscal cost of the emergency response to a 
drought is estimated at US$58 million as an annual 
average, and US$521 million for a 1-in-100-year 
event (Figure 4). Given the uncertainty of historical 
data and the potential for climate risk to intensify 
in the future — thereby increasing the number of 
people affected — it is important to run sensitivity 
tests assuming different input data. For example, 
if the number of people affected was 25 percent 
higher, this approach would lead to modelled 
response costs that are also 25 percent higher 
(green shading, showing the annual average of 
US$72.5 million). 

These figures should be treated as indicative only, 
given the high level of uncertainty. However, they 
can be validated through comparison to historical 
events and other drought models covering Zambia.18  
For example, the 2023/24 El Niño drought resulted 
in an estimated 6.6 million people in need of 
emergency assistance (approximately 33.5 percent 
of the population). Emergency response costs 
amounted to US$495 million (Zambia Statistics 
Agency 2022). Comparing this to the estimated 
response cost distribution, the event was close 
to a 1-in-100-year drought event. The African 
Risk Capacity’s model of drought risk, the Africa 
RiskView (ARV), developed in collaboration with 
the GRZ, shows a lower number of people affected 
for a given return period. This can be explained by 
the fact that the ARV caps the maximum number of 
people who can be affected by drought in Zambia 
at 4.6 million people, which is significantly less 
than the 6.6 million people in need of response 
assistance following the 2023/24 drought (World 
Bank 2024). 

17.	 The assumption for the response cost per person is set in line with the current minimum food requirements for a 14-month 
period of US$75 per person.

18.	 It should be noted that there is no absolute model of drought risk. Therefore, having independent risk models is beneficial for 
comparison.

Figure 4: Modelled Emergency Response Costs from Droughts (by return period)

Source: World Bank analysis.
 Note: The return period is the duration over which a loss of the same or greater magnitude should be expected.  For example, the costs associated 
with a 1-in-10-year event or alternatively the costs, on average, such that there is a 10 percent probability of a year with costs equal to or higher than 
this amount. However, the estimates do not mean these disasters will occur only once every 10 years.
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The fiscal cost of the emergency disaster response 
to a flood is estimated at US$19 million as the 
annual average, and US$227 million for a 1-in-100-
year event (Figure 5). Floods occur with greater 
frequency, but they have less potential to cause 
extremely large losses when they occur due to the 
localized nature of the event. The highest historical 
loss for flooding was recorded in 2006/07, with 

over 1.4 million people affected across the 
North-Western, Copperbelt, Western and Central 
provinces. This loss was estimated at US$188 
million (after on-levelling to 2024 values), which 
translates to an event slightly rarer than 1-in-50-
years. The impacts of climate change may mean an 
increase in the expected frequency of these events. 
Thus, the results are highly uncertain.

Figure 5: Modelled Emergency Response Costs from Floods (by return period)

Source: World Bank analysis.
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5.	 Climate Disaster Risk Financing (CDRF) Instruments 

Sovereign CDRF strengthens the financial response 
capacity of resource-constrained governments to 
enable swift and effective emergency responses 
to natural disasters, while also seeking to maintain 
fiscal stability and safeguard long-term fiscal 
stability. The three fundamental ex-ante CDRF 
instruments are: 

•	 Contingency reserves or reserve funds: 
Budgetary mechanisms that set aside 
resources intended to finance unforeseen 
expenditures. They are used by most countries, 
but vary in size, purpose, and structure.

•	 Contingent financing: A line of credit designed 
to provide budget support that can be quickly 
accessed during and following an eligible 
event. When offered by development partners, 
it is usually characterized by low arrangement 
costs and concessional interest rates, if 
triggered.  

•	 Risk transfer: A mechanism for governments 
to transfer some of their risk to the (re)
insurance market, potentially using regional 
risk pools. Insurance and reinsurance are types 
of risk transfer, alongside catastrophe bonds, 
which have similar objectives, but different 
structures. 

The approach, known as risk layering, is an 
important element of a comprehensive CDRF 
strategy. It ensures that the CDRF instrument is 
mobilized in line with specific liquidity demands and 
risk probabilities so that public funds are optimally 
utilized, thus protecting economic stability and 
aiding swift recovery efforts. For significant, high-
impact, low-frequency events—such as severe 
floods, prolonged droughts, or cyclones, which 

might occur less than once every 10–50 years —risk 
transfer instruments like insurance and catastrophe 
bonds are more suitable. These tools provide 
financial resilience against catastrophic losses 
that would otherwise strain national resources. 
Conversely, for more frequent lower-intensity 
risks, using insurance becomes cost-prohibitive. In 
such cases, risk retention mechanisms — including 
contingency reserves, budget allocations and 
sometimes reallocations, and continent financing 
(grant or credit) — offer a more practical solution 
(Figure 6). Government fiscal restrictions mean 
residual risk will always remain, and likely this is 
when the government will need to utilize additional 
sovereign borrowing or seek support from the 
international community. 
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In recent years, countries such as Zambia have 
gained access to CDRF instruments to help them 
prepare and respond in a cost-effective manner to 
crises using a risk layered approach. Among these 
instruments are those from the World Bank’s Crisis 
Preparedness and Response Toolkit (see table 1 and 

figure 7). The Toolkit complements the instruments 
available from the multilateral development 
banks, the private sector, and others to provide 
governments with a range of corresponding options 
to respond to disasters.

Figure 6: Risk Layering of CDRF Instruments 

Source: World Bank Group.
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Table 1: CDRF Instruments Available with the World Bank

Toolkit Instrument Features
Eligible Type of Crisis to 

Trigger  Financing Eligible Activities
Spending 

Timeframe 

Contingency 
Emergency Response 
Component (CERC)

Budget reallocation 
(with World Bank 
project)

A zero component which allows a 
country to reallocate funds from a 
World Bank Group (WBG) project for 
emergency funding.

Emergency or crisis in line 
with the provisions of the 
World Bank Investment 
Project Financing (IPF) 
policy, paragraph 12, 
regarding “Projects in 
Situations of Urgent Need 
of Assistance or Capacity 
Constraints”.

Positive and 
Negative Lists 
in existing CERC 
manuals. 

12 months

Development 
Policy Finance 
with Catastrophe 
Drawdown Option 
(CAT-DDO)

Contingent financing

A project prepared to strengthen the 
country’s disaster risk management 
program with funds held contingent 
for budget support after disasters. Size 
of lending increased for International 
Development Association (IDA) 
countries to the lower of US$500 
million or 1 percent of GDP.

Declaration of emergency 
for natural hazards and 
health shocks.

Budget support. Not 
applicable

https://www.worldbank.org/en/about/unit/brief/crisis-preparedness-and-response-toolkit
https://www.worldbank.org/en/about/unit/brief/crisis-preparedness-and-response-toolkit
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Source: World Bank Group. 
Note: The Climate Resilient Debt Clauses (CRDC) option is currently not applicable to Zambia. Therefore, it is not included in the table above. 

Figure 7: CDRF Instruments by Type and Incident

Source: World Bank Group.
Note: The use of instruments may be different for each country and should be confirmed by practical experience. 
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Toolkit Instrument Features
Eligible Type of Crisis to 

Trigger  Financing Eligible Activities
Spending 

Timeframe 

Rapid Response 
Option (RRO) 
– through an 
Investment 
Project Financing 
(IPF) Contingent 
Emergency Response 
project (CERP)

Budget reallocation 
(within World Bank 
portfolio)

A portfolio-wide amendment to the 
IPF and Program-for-Results (PforR) 
to embed a clause to enable up to 10 
percent of undisbursed funds from 
selected projects to be channeled for 
disaster response.

Emergency or crisis in line 
with the provisions of the 
World Bank IPF policy, 
paragraph 12, regarding 
“Projects in Situations of 
Urgent Need of Assistance 
or Capacity Constraints”, 
and other CERC eligibility 
requirements.

Quick-disbursing 
positive list. This 
includes imports 
of essential items 
(that is, food, 
medicines), cash 
transfers to affected 
households, and 
salaries in essential 
sectors or for 
surges in personnel.

12 months

Rapid Response 
Option (RRO) – 
through CAT-DDO

Budget reallocation 
(within World Bank 
portfolio

Natural hazards and 
health shocks. Budget support. Not 

applicable

Investment Project 
Finance with 
Deferred Drawdown 
Option (IPF-DDO)

Contingent financing

A project prepared to backstop an 
institution or project in a variety 
of different kinds of crises (for 
example, banking, energy, and natural 
disasters).

The DDO triggers, which 
are based on pre-
determined triggers, can 
be parametric, based on 
market events, and so on. 

As defined by the 
project. 

Not 
applicable

Disaster Risk 
Transfer Solutions 
(DRT)

Risk Transfer

These are insurance or capital market 
instruments prepared with financing 
from IDA and International Bank for 
Reconstruction and Development 
(IBRD) programs.

Instruments embedded 
in projects and triggered 
based on pre-determined 
triggers.

Budget support. Not 
applicable

REPAIR – Regional 
Emergency 
Preparedness and 
Inclusive Recovery 
Program – an 
Investment Project

Pre-positioned financing through a 
regional World Bank initiative launched 
in 2024 to strengthen disaster 
preparedness in 12 Eastern and 
Southern African countries. Zambia 
has secured pre-approval for a US$70 
million allocation under Phase 2.19

Climate shock and other 
shocks that are not man-
made.

Positive and 
Negative Lists 
according to the 
existing CERC 
manuals and this 
REPAIR Governance 
Framework.

12 months
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6.	 Financial Resources for Disaster Response 

Zambia’s current approach to responding to shocks 
relies heavily on reactive, ex-post mechanisms, 
including budget reallocations, and ex-post support 
from development and humanitarian partners. Pre-
arranged instruments, such as sovereign insurance 
or dedicated emergency funds, are minimally 
utilized, with coverage levels established based 
on available government funding and the external 
financial support  rather than an assessment of 
potential needs. 

A breakdown of the current CDRF at the GRZ’s 
disposal is as follows:20  

•	 National reserve fund: Low severity events 
are covered through the DMMU’s budget 
for response costs (ZMW18 million/US$0.7 
million) and the national contingency fund 
(ZMW390 million/US$14.6 million, which 
was 0.2 percent of the total budget for 2024). 
Only a proportion of the contingency fund is 
assumed for emergency disaster response, as 
the fund is not specifically ring-fenced. Thus, 
it is estimated that the national reserves for 
emergency response are around US$10-15 
million annually.

•	 Government budget reallocation: In the 
2024 supplementary budget, ZMW8.3 billion 
(approximately US$300 million) was dedicated 
to facilitating government drought response 
interventions. Of this, approximately ZMW2.7 
billion (approximately US$100 million) was 
financed through budget reallocation. The 
GRZ confirmed that given the contingent 
financing and other instruments now in 
place, they would assume that a maximum of 
US$10 million would be reallocated initially 
before drawing down other instruments, with 
additional amounts being reallocated in severe 
events only.

•	 Contingent finance: In December 2024, the GRZ 
was approved for a World Bank Development 
Policy Financing (DPF) arrangement, with 
a Catastrophe Deferred Drawdown Option 
(CAT-DDO).  The CAT-DDO allows countries 
to pre-arrange and access financial resources 
quickly upon declaring a state of emergency 
following a natural disaster or health shock. 
It is designed to strengthen disaster risk 
management and resilience in sectors critical to 
economic recovery.  It provides US$25 million 
in immediate financing, paired with a US$75 
million contingent component, both on grant 
terms (World Bank 2024).The concessional 
nature of the instrument applies a 3:1 ratio 
against the IDA envelope, resulting in only 
US$18.75 million of the countries concessional 
IDA envelope being utilized. 

•	 World Bank portfolio reallocation: In October 
2024, the GRZ signed up for the World Bank’s 
Rapid Response Option (RRO), allowing a 
reallocation of up to 10 percent of undisbursed 
funds from other active World Bank projects 
for rapid response. At the time of this writing, 
this would amount to around US$180 million; 
however,  it could be higher or lower at any 
point in time. Any funds reallocated through 
the RRO would be channeled through the 
existing DPF to extend the available financing 
for the CAT-DDO budget support. 

•	 Drought sovereign insurance: The GRZ’s 
sovereign drought insurance policy is currently 
underwritten by African Risk Capacity. The 
maximum coverage varies by year, increasing 
from US$ 7.1 million during the 2020/2021 
season to US$ 14.2 million in 2024/2025 (of 
which US$ 6.8 million covers the World Food 
Programme’s replica policy and US$ 7.4 million 
covers the national budget). The 2024/25 

19.	 https://www.worldbank.org/en/news/press-release/2025/07/23/expanding-financial-coverage-to-save-lives-and-livelihoods-
in-eastern-and-southern-africa 

20.	 This doesn’t consider additional financing available to the government through the REPAIR project which was not finalized at the 
time of preparing this report.

https://www.worldbank.org/en/news/press-release/2025/07/23/expanding-financial-coverage-to-save-lives-and-livelihoods-in-eastern-and-southern-africa
https://www.worldbank.org/en/news/press-release/2025/07/23/expanding-financial-coverage-to-save-lives-and-livelihoods-in-eastern-and-southern-africa
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premium of US$2 million was funded equally by 
the government’s budget and a grant from the 
African Development Bank (AfDB)21. A separate 
anticipatory insurance policy (US$1.6 million 
cover, and a US$0.5 million premium from 
German grants) was also in place. A summary of 
historical policies is provided in annex 1.

In total, these sovereign financing instruments 
represent progress in ex-ante funding, especially 
the CAT-DDO and RRO which were recently put in 
place. Although some instruments offer a low level 
of coverage compared to the modelled needs and 
others require significant reallocation of existing 
funds, having them pre-arranged represents 
a positive step forward. Reliance on ex-post 
mechanisms means the availability of resources 
cannot be precisely estimated.  Indeed, it varies 
depending on the macroeconomic conditions in 
Zambia and globally at the time such resources 
are needed.  In addition, there is potential scope 
for insuring public assets from climate-related 
disasters, such as insuring bridges from major flood 
events22. Index-insurance linked to hydro-power 
generation is also theoretically possible, based on 
river levels and rainfall indicators. 

The government also supports programs at the 
micro and meso levels for farmers and small and 
medium enterprises (SMEs) (see box 1). The case 
study below highlights the positive experience and 
lessons learned from responding to the 2023/24 
drought.  

Case Study: The 2024 Drought and the 
Role of Sovereign CDRF 

In February 2024, Zambia declared a national 
disaster and state of emergency in response to a 
catastrophic drought that left 6.6 million people 
in need of emergency assistance. High inflation 

compounded the crisis, and the agriculture sector 
was forecast to contract by 19 percent (IMF 2024). 
Blackouts from diminished hydroelectric power 
generation were further expected to undermine 
productivity.

The MoFNP was forced to revise its 2024 budget 
and crowd in additional funds from external 
partners. The DMMU prepared a multi-sectoral 
drought response plan requesting US$941 million 
from external sources (this was first issued in April 
and updated in August 2024) (Government of 
Zambia 2024). It focused on expanding social cash 
transfers and extending school feeding. However, 
it goes beyond immediate emergency response. 
This was followed by a United Nations (UN) drought 
response appeal in May 2024 for US$228 million 
of the government’s request. By September 2024, 
a total of US$331 million had been allocated 
to support drought-affected populations, with 
US$234 million (71 percent) managed by the 
Government and US$66 million (29 percent) 
through UN agencies and partners (United Nations 
in Zambia 2024).

In June 2024, the government planned spending 
reprioritizations under the IMF Extended Credit 
Facility, balancing drought response needs with 
domestic fiscal constraints. By August 2024, 
the Government had released ZMW250 million 
(~US$11 million) for drought relief from the 
proposed ZMW8.3 billion (~US$350 million), 
which would be dedicated to facilitating drought 
response interventions23. 

The GRZ’s ARC sovereign policy triggered a 
near maximum payout of US$10 million for the 
government and US$3.3 million for the World 
Food Programme’s replica policy. The payout 
was deposited into the National Disaster Relief 
Trust Fund. However, due to pending operational 
approvals and Treasury authority steps within the 
GRZ, the fund remained inaccessible until January 
2025. Other resources were used instead, which 

21.	 The AfDB and GRZ are in discussions concerning the design of a new operation which could provide premium support in future 
years.

22.	 Interview with Zep Re, October 2024
23.	 https://www.parliament.gov.zm/node/11738.

https://www.parliament.gov.zm/node/11738
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would then be reimbursed once the funds were 
available. Zambia planned to negotiate with the ARC 
to establish a revised usage plan, with the payout 
tentatively included in its 2025 budget allocation 

for drought response. This highlighted the need 
for disaster risk-based budgeting considerations, 
including during the budget allocation process, to 
avoid such delays in future. 

Table 2: Ex-post Resources Used in Zambia Following the 2023/24 Drought 

Instrument Description Amount Source Constraints / Notes

Budget 
reallocation

Redirecting funds from existing 
budget lines for disaster response.

ZMW 2.7 billion 
(≈ US$100 
million)

2024 Supplementary Budget 
(part of ZMW 8.3 billion 
drought response).

Must comply with 
IMF requirements 
due to Zambia’s debt 
distress.

Ex-post 
borrowing

Domestic borrowing through 
government bonds. Not specified.

Domestic market only (due 
to Eurobond default in 
2020).

High costs (≈20 
percent interest 
in October 2024); 
limited fiscal space 
due to inflation and 
debt.

Development 
support

Grant funding for scaling up social 
protection and livelihoods to provide 
ZMW200 in cash assistance every 
month for 12 months to 904,635 
existing beneficiaries and 726,361 
new households impacted by the 
drought (World Bank 2024).

Multi-donor grant for education and 
women’s livelihoods.

US$200 million.

IDA Crisis Response Window 
(World Bank 2024).

Zambia Girls’ Education and 
Women’s Empowerment 
Multi-donor Trust Fund 
(World Bank 2024).

Disbursement 
efficiency depends 
on implementation 
capacity. Availability 
of funds is not 
guaranteed for future 
events.

Source: World Bank Group. 

Following the drought, there were delays in the 
insurance payouts for those covered under the FISP 
program.  These payments were then taken out 
by the ZCGS (up to 12 months after the drought), 
thereby undermining the main value of index 
insurance (Zambia Business Times 2024).24  As a 
result, farmers were left with no support, and the 
ZCGS experienced very significant non-performing 
loan (NPL) levels with most farmers not repaying 
their loans. Many were referred to the Credit 
Reference Bureau (CRB) and would not be eligible 
for loans for the 2024/25 season. 

The financial sector was also severely affected by the 
drought, with micro-finance provider AMZ incurring 
NPL levels of 60-70 percent. This was significantly 
higher than the normal NPL level of less than 5 
percent for agricultural loans in other seasons. 
The index insurance products linked to the loans 
resulted in payouts in the region of approximately 
20 percent of the original loan. However, there was 
still a significant shortfall of 40-50 percent of the 
agricultural loan amounts.

24.	 https://www.mcdss.gov.zm/?p=8371. 

https://www.mcdss.gov.zm/?p=8371
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Delivery channels for response

Pre-identification of delivery channels and fund flow 
processes is essential to achieving a rapid response. 
This proactive approach helps identify and resolve 
potential obstacles before a disaster occurs, thus 
ensuring the efficient and timely disbursement of 
funds. Currently, there are limited functioning delivery 
mechanisms for disaster response in Zambia. This 
delays the timing of the response and increases the 
overall welfare impact and economic cost. 

The 2024 drought response utilized the Social Cash 
Transfer (SCT) program, thus highlighting the potential 
of this channel. However, the lack of utilization of the 

payout from the sovereign insurance underscored 
the need to improve the PFM processes and links to 
delivery channels. The alignment of the CDRF with 
established disbursement channels can provide a 
practical pathway for efficient financial distribution 
in times of crisis. In this context, there is much to be 
learned from Zambia’s regional neighbors, such as 
Malawi’s shock responsive cash transfer program. 
In addition to the SSRSP, the Agribusiness and Trade 
Project for SMEs — which has a component providing 
credit to agribusiness MSMEs — could be reviewed and 
adjusted to form a distribution channel for disaster 
response funds in support of such enterprises. There 
is also a need to look at the options for emergency 
response following regular disease outbreaks and the 
role of the Ministry of Health. 

The FISP covers around 1 million smallholder farmers, selected through a process overseen by the Ministry of 
Agriculture (MoA). The program covers all 10 provinces and 116 districts of the country. Agricultural index insurance 
was introduced as a mandatory part of the FISP subsidy program in the 2017/18 farming season. The farmers make 
a financial contribution (of ZMW 400 (US$17) per farmer) to access the input subsidy and insurance product (Zambia 
Monitor 2024). Good progress has been made with more districts (74 districts in the 2024/25 season) in terms of issuing 
farmers with electronic vouchers (eVouchers) to purchase farming inputs from registered agro-dealers. This encourages 
private sector competition and greater transparency.  In addition, the new Zambia Integrated Agricultural Management 
Information System (ZIAMIS) manages the electronic registration of all parties. 

With regard to the insurance product, the sum insured per policy is ZMW4,500 (US$200). The premium is ZMW200 
(US$8.5), of which ZMW100 (US$4.25) is recovered from the farmer’s contribution of ZMW400, and ZMW100 is paid as 
a premium subsidy by the government. The total sum insured for the 2023/2024 season across all farmers was ZMW4.5 
billion (approximately US$168 million), with a government subsidy of around US$3.5 million. 

The FISP premium is currently fixed by the government at a rate of around 4.4 percent (premium to total sum insured). 
This is not necessarily risk based. It is also lower than other Weather Index Insurance (WII) products in Zambia, which 
cost 6 to 12 percent, and may result in insurers setting very strict staggered triggers for different levels of payouts, 
thus making it less likely for a full payout and reducing its actual value. Some best practices concerning agricultural 
insurance programs are included in annex 2. Considerations about the use of these instruments are needed, given that 
the insurance market is retreating away from some agriculture insurance products. 

The State guarantees loans through the Zambia Credit Guarantee Scheme (ZCGS), which reports to the MoFNP.  It offers 
partial credit guarantees to businesses lacking sufficient collateral, thereby enabling them to access loans from financial 
institutions, particularly commercial banks. The ZCGS implemented the Sustainable Agriculture Financing Facility (SAFF) 
in the 2023/24 season, which provided targeted loans from 5 commercial banks to smallholders and emerging farmers 
(typically ZMW10,000 [US$440] per hectare). Although 40,000 farmers were initially targeted by Ministry of Agriculture 
staff, about 10,000 farmers received the loans at an interest rate of 12 percent (lower than the current policy rate of 14 
percent). The ZCGS provides an 80 percent guarantee to the participating banks, where the guarantee was provided to 
each bank at the corporate level. However, related to the individual loans disbursed under this scheme, the guarantee 
would also apply to 80 percent of each individual agricultural loan. The total credit disbursed under the SAFF was around 
US$10 million in the 2023/24 season25. The ZCGS took an agricultural index insurance policy with the Zambia State 
Insurance Company (ZSIC) to derisk the guarantee. 

There is scope to develop other types of meso-level or portfolio-level climate risk insurance, which could be incorporated 
with the ZCGS in a more cost-effective manner, as well as specific products for rural MSMEs related to business 
interruption, fire, theft, health microinsurance for staff of MSMEs, and so on. 

Box 1: Agricultural Insurance Subsidy under the Farmer Input Support Program (FISP)

25.	 Interview with Zambia Credit Guarantee Scheme (ZCGS) on November 15, 2024.
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7.	 Opportunities to Increase the Efficiency of the Financing Response 

Cost effectiveness framework to com-
pare layered risk financing strategies

The GRZ should move from reactive post-crisis 
financing to a more proactive, pre-arranged risk 
financing strategy. Such a move would provide 
more certainty about the availability of financing 
following natural disasters, as well as safeguard 
the country’s development progress and fiscal 
stability. Given the limited fiscal space and reduced 
externally available funds, different financial 
instruments should be combined through risk 
layering to minimize the cost of capital. 

To guide the government in its preparations, 
the government should compare different risk 
financing strategies to assess which strategy best 
meets its needs.  This section provides one way 

to quantitatively compare strategies. It uses a 
methodology to minimize the economic opportunity 
cost of a given loss under a range of exposures and 
economic and financial conditions. For example, 
if the government capitalized a reserve fund, 
there is an opportunity cost if those funds are not 
utilized, as they could have been used elsewhere. 
Equally, if the government decides not to pre-
arrange funds, and instead reallocate from ongoing 
development projects, after an event, there is a 
cost as the original investment cannot be made. 
There is also an opportunity cost for all financing 
instruments. Figure 8 and this framework allows for 
a comparison. This cost effectiveness framework is 
based on a World Bank Working Paper, “Evaluating 
sovereign disaster risk finance strategies” (World 
Bank 2016).

Figure 8: Summary of Financing Instruments and Associated Costs

Source: World Bank.
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Zambia’s current sovereign risk 
financing strategy 

Zambia’s current strategy for emergency response 
is a combination of risk retention and risk transfer 
instruments. It consists of: (i) an annual national 
reserve fund of US$10 million; (ii)  an initial budget 
reallocation of US$10 million (before any line of 
contingent finance is triggered); and (iii) a line 
of contingent finance via a World Bank CAT-DDO 
(US$75 million). The CAT-DDO can be increased by 
up to around US$180 million using the RRO. The 
analysis below assumes that up to an additional 
US$90 million may be reallocated. The availability 
of funds is dependent on undisbursed amounts. 
Finally, the analysis assumes a drought sovereign 
insurance policy costing US$1 million to the GRZ.26  
A detailed breakdown of the instruments can be 
found in section 627. 

The current strategy is not assumed to include 
sector-specific program budget allocations or 
humanitarian-funded programs. Despite historically 
available humanitarian support, the amounts have 
decreased significantly in recent years.  In the 
future, support is expected to be uncertain and slow 
to materialize.  Therefore, the analysis assumes 
that the remaining losses beyond the coverage 
of these existing sovereign instruments will be 
met through ex-post sovereign borrowing rather 
than grants. For the purposes of this analysis, it is 
assumed that the GRZ will have access to unlimited 
ex-post borrowing on the domestic market28. The 
cost effectiveness framework is then applied 
to the GRZ’s current CDRF strategy and the two 
alternative strategies to illustrate whether there is 
a better way to prepare financially through a World 
Bank operation (the economic assumptions are 
summarized in annex 3). 

Alternative Risk Financing Strategy A

Strategy A maintains the current instruments and 
adds a further US$70 million of concessional grant 
finance for a larger reserve fund. Such a fund is 
assumed to be ringfenced to respond to disasters 
only and capitalized as part of a World Bank IPF 
project over 5 years, without replenishment. 

Alternative Risk Financing Strategy B

Strategy B similarly allocates an additional US$70 
million of concessional grant finance. However, it 
is utilized differently, that is, with a reserve fund 
of US$15 million, structured as in Strategy A and 
a line of contingent finance worth US$55 million. 
It would be funded through a World Bank IPF-DDO 
project component, backstopping the reserve fund. 
The IPF-DDO instrument applies a 2-to-1 ratio 
against the national envelope. Thus, the US$55 
million allocated to this component only counts for 
US$27.5 million against the national IDA envelope. 
The IPF-DDO has been assumed to be operational 
for the next 5 years. Furthermore, once the funds 
are used, they are not replenished. 

The inclusion of additional contingent finance here 
means that the insurance can be parameterized 
for more severe events by adjusting the point at 
which it would payout (called the trigger). The 
maximum pay-out from the sovereign drought 
insurance can be increased to US$26.4 million 
(from US$7.4 million) by adjusting the risk transfer 
parameters of the government’s existing policy, 
while also keeping the premium fixed. Raising 
the trigger means that the drought must be more 
severe before the policy begins to pay. However, if 
a more severe event occurs, a higher proportion of 
the costs are met through the insurance payouts. 
This change increases the coverage per US$ spent 
on premium from 1:3.7 to 1:13.2.

26.	 The current strategy was  derived from conversations with government officials and development partners. 
27.	 This doesn’t consider additional financing available to the government through the REPAIR project which was not finalized at the 

time of preparing this report.
28.	 Currently the GRZ is unable to borrowing internationally due to its debt distress status. 
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Figures 9 and 10 show a comparison of the 
estimated annual funding gaps for droughts and 
floods under the different strategies. Whilst the 
updated strategies show good coverage up to and 
excessing the 1-in-10 years, these loss amounts 
are based on the upfront contingent liability 
assessed by government, and the actual losses 
may be higher.

 For example, in the figure concerning droughts, the 
first US$10 million of needs is assumed to be met 
through the national reserve fund (yellow layer), 
followed by budget reallocation (dark blue) or by 
the project reserve fund (green layer), if that exists 
in the strategy, and so on. The insurance coverage 
(shown as the orange layer) only covers part of each 
marginal dollar of need. This is due to the structure 
of the GRZ’s existing product, which explains why 
the proportion of funding available is less than 100 
percent. The shaded area (not covered by any layer 

of ex-ante financing instrument) is the funding gap 
that will exist if needs reach certain levels, assuming 
it is covered by ex-post government borrowing. The 
likelihood of the funding need reaching a certain 
level is illustrated with the three return periods 
shown of events of 1-in-5, 10 and 25 years. For 
droughts, the current strategy would require 
additional borrowing for years with losses greater 
than a 1-in-7-year event, whereas for Strategies A 
and B, they would be covered beyond the 1-in-10-
year events with pre-arranged financing, which is 
in principle cheaper than ex-post borrowing. For 
floods, there is no insurance product. However, 
the financing available (assuming no other hazard 
event occurs would cover much more rare flood 
event years, given the more localized nature of 
floods). The analysis presented here is over 1 year. 
In this regard, a broader set of assessments was 
shared with the government.29 

29.	 Given that some instruments apply over multiple years (for example the CAT-DDO and IPF-DDO), one way to do the analysis 
is to assume only part of this funding is available in any one year and then divide the funding by the term of the instrument. 
For example, the CAT-DDO resources can be averaged over 3 years to show US$25 million available annually. In figure 9, it is 
assumed the full value of the instrument is available.  In this regard, a wider range of options was prepared for the government. 

Figure 9: Annual Drought Funding Gap for Current and Alternative A and B Strategies

Source: Authors’ analysis.
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Despite the increase in upfront investment, 
Alternatives A and B are more cost effective than the 
current strategy (figure 11). Alternative B is always 
the most efficient strategy, with annual savings of 
response costs of up to 40 percent under the 1 in 
10-year scenario.30   The current strategy has some 
coverage from ex-ante instruments. However, 
it heavily relies on ex-post emergency budget 

reallocations and sovereign borrowing to fund large 
losses, both of which carry high opportunity costs. 
Whereas Alternative B has greater funding access 
in bad years at a lower cost, as it is able to leverage 
the IPF-DDO instrument and the greater coverage 
of the sovereign insurance.

Figure 10: Annual Flood Funding Gap for Current and Alternative A and B Strategies

Source: Authors’ analysis.
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Figure 11: Opportunity Cost of Funding Losses from Droughts and Floods (over a 1-year period, by risk financing strategy)

Average 1-in-10 1-in-25 1-in-50 1-in-100
Current Strategy 88 259 473 572 708

Strategy A 96 213 428 526 663
Strategy B 96 162 369 467 603
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8.	 Recommendations

The government’s response to the drought and 
subsequent failed 2023/24 agricultural season 
was largely reactive, constrained by fragmented 
data that delayed decision-making and financing. 
In addition, there was a lack of coordination within 
government, as well as with external development 
and humanitarian partners. Although the 
Meteorological Department provided timely early 
warning information, this was not utilized to its full 
potential to enable faster response. The delivery of 
the response was delayed due to a lack of systems 
to identify, coordinate, and enable funds to flow 
immediately to address the relevant disaster areas 
and mitigate further damage. 

The government undertook a substantial budget 
realignment, which took time to complete and 
delayed the implementation of the response.  In 
addition, the funds from instruments, such as 
the ARC sovereign drought policy, did not flow 
through government systems as intended. The 
government was able to access ex-post funds 
from development partners to prioritize household 
support through food aid, the scaling up of cash 
transfers, and cash-for-work initiatives. However, 
there was not sufficient funding to meet all needs. 
In particular, despite being significantly affected 
by the drought-induced energy crisis, MSMEs were 
not included in the response, unlike during the 
COVID-19 pandemic intervention. 

This note presents a stocktaking of the status of the 
CDRF in Zambia, as well as a technical analysis of 
the funding gaps and risk financing opportunities. 
Together, these form the backbone of this 
diagnostic. The findings presented here identify 
some policy, operational, institutional and financing 
gaps for the GRZ to consider as they develop their 
CDRF strategy.

Recommendation 1: Develop a National Crisis and 
Disaster Risk Financing Strategy, which would 
be coordinated by the Ministry of Finance and 
National Planning, with input from all of the key 
line ministries and external partners (Short-term). 
The DRM Policy of 2024 sets the policy direction 
for proactive disaster risk preparedness and risk 
reduction. This stands in contrast to a reactive, ad 
hoc response. The CDRF is not explicitly mentioned 
in any legal and policy documents related to DRM. 
As a result, Zambia lacks a cohesive and integrated 
strategy for financing disaster response.  

The CDRF Strategy should outline a vision for 
layering risk financing instruments.  It should be 
linked with the broader DRM policy, and support 
strong coordination between the MoFNP, line 
ministries, multilateral development banks (MDBs), 
and humanitarian organizations for coherent 
resource planning. The strategy should confirm 
the role of instruments, such as the National 
Disaster Relief Trust Fund. It should also contain an 
implementation plan to go alongside the strategy, 
with earmarked budget and capacity-building 
support and operating procedures for disaster 
response across the full spectrum of implementers 
(government and others). The strategy should also 
require a regular review of the implementation 
plan, ideally alongside the annual budgeting 
process. The review should also incorporate 
seasonal forecasts. Finally, this review should look 
at the options to increase coverage, especially for 
instruments where the price and coverage are not 
fixed. This review should then be shared with all 
key stakeholders. 

Recommendation 2: To enhance the efficiency and 
speed of response funds — while also maintaining 
accountability — the GRZ must strengthen its 
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PFM mechanism to allow for the faster flow of 
funds (Medium-term).  Although Zambia’s PFM 
Act provides a structured approach to handling 
unbudgeted disaster financing, the reliance on 
supplementary budgets, excess expenditure 
warrants, and the required parliamentary approval 
processes—though essential for transparency and 
accountability—can introduce delays that hinder 
rapid disaster response. Based on experiences 
from other countries, two potential options are 
suggested for consideration. The first option 
would entail establishing a ring-fence disaster 
response budget line with an annual appropriated 
placeholder amount. This would be based on a 
percentage of the reserve fund, for example, and 
topped up automatically when pre-agreed triggers 
met, allowing for immediate utilization. The second 
option would entail creating designated accounts 
to receive and manage funds earmarked for 
specific expenditures from a specific instrument. 
Funds from this account could then be transferred 
to pre-identified delivery channels, thereby 
enabling a faster, more efficient response. The use 
of a designated account would also facilitate better 
tracking of funds and enhance transparency and 
accountability. At the same time, it would ensure 
the necessary flexibility and speed needed for 
rapid disaster response. 

Recommendation 3: Build on the momentum 
of past years and continue investing in scalable 
delivery systems to ensure quick response once 
financing is available (Medium-term). Currently, 
there are limited delivery mechanisms for disaster 
response, which causes delays and results in an 
increase in the overall adverse welfare impact, 
as well as economic costs. The GRZ should learn 
lessons from the COVID-19 pandemic response 

and the 2023/24 drought. As such, it should 
continue to find ways to register and support 
MSMEs, farmers and vulnerable households, while 
progressively relying more on its own systems. 
Where subsidies are provided, the government 
should review the effectiveness of this support and 
whether programs such as the ZCGS and FISP need 
to be adjusted to ensure long-term sustainability. 
Regarding social protection, the GRZ should 
define a scalability framework to be activated in 
times of shocks to guarantee coordinated large-
scale shock responses channeled through the 
SCT. To enable a thorough assessment of broader 
delivery channels a deeper assessment of the 
emergency preparedness and response capacities 
of government, would be valuable. 

Recommendation 4: Continue to invest in the 
local understanding of risk exposure (Medium-
term). The GRZ needs comprehensive risk profiles 
that capture damages and losses to complement 
this report’s quantification of emergency response, 
helping to build a stronger understanding of future 
exposure. This could incorporate the exposure 
of the energy sector, as well as strategic public 
assets and infrastructure.  To complement this, 
the government should use its data systems to 
capture budget allocations and executions related 
to disaster response expenditures, which can then 
be used when reviewing past events and preparing 
for future events.
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Season Policies Coverage Limit Payouts Premium Financing 

2020/2021
GRZ core policy.

No replica policies were in place.
US$7,122,400 Not triggered.

The GRZ covered 19 percent of the 
premium cost through its national 
budget, with the remaining funding 
provided by grants from the AfDB 
and the Swiss State Secretariat for 
Economic Affairs (SECO).

2021/2022
GRZ core policy.

No replica policies were in place.
US$5,377,892 US$5,300,000

The GRZ covered 20 percent of the 
premium cost through its national 
budget, with the remaining funding 
provided by grants from the AfDB 
and SECO. 

2022/2023
GRZ core policy.

No replica policies were in place.
US$6,965,058 Not triggered.

The GRZ covered 13 percent of the 
premium cost through its national 
budget, with the remaining funding 
provided by grants from the AfDB 
and SECO.

2023/2024

GRZ core policy.

World Food Programme (WFP) 
replica policy.

US$9,979,140

US$3,326,320 

US$9,979,140

US$3,326,320

The GRZ covered 13 percent of the 
premium cost through its national 
budget, with the remaining funding 
provided by grants from the AfDB 
and SECO. 

Replica policies were funded by 
humanitarian sponsors. 

2024/2025

GRZ core policy.

GRZ anticipatory Insurance. 

WFP replica policy

United Nations High Commissioner 
for Refugees (UNHCR) replica policy.

US$7,379,426

US$1,542,625

US$2,459,764

US$2,824,555

Not triggered.

Fifty percent of the premium was 
funded by an AfDB grant. The GRZ 
covered around 35 percent and the 
Credit Institute for Reconstruction 
(KfW) funded the remainder 
through an existing ARC program. 

Anticipatory action policy funded 
by KfW Premium Support Facility 
(PSF).

Replica policies to be funded by 
humanitarian sponsors. 

Source: World Bank.
Note: Information was collected through the GRZ and partners. Premium amounts have been removed.  

Annex 1: African Risk Capacity: Drought Insurance Policies for Zambia 
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Annex 2: Best Practices for Agricultural Insurance Programs

Policy and procedures 

1.	 Open-tendering process for an insurance 
product on government subsidized programs. 
This ensures competition and investment in 
product design. 

2.	 Product terms and conditions should 
be finalized well in advance of the 
commencement of the season. This means 
the product can be: (i) properly reviewed 
and considered, including with reinsurers; 
(ii) communicated to policy holders;  (iii) 
structured to include a premium paid one time 
to ensure that coverage is in place; and (iv) 
offer high-rates so that (re)insurers are willing 
to participate. 

3.	 Regular reviews of major schemes should be 
conducted by the insurance regulator, along 
with other industry experts, on a regular 
basis. This should include a regular product 
approval process and performance review. 

4.	 Insurance regulations should be reviewed 
to make it easier for highly rated foreign 
reinsurers to participate. This would help 
improve the risk transfer of index insurance 
schemes, which could lead to some cost 
savings. It would also ensure that more flexible 
and innovative reinsurers become involved.

5.	 Consider a tax waiver for index insurance 
schemes aimed at vulnerable smallholder 
farmers. Waiving the tax can lead to an 
improved product (in terms of slightly more 
lenient trigger levels) for the same premium, 
which would also mean higher benefits for 

farmers. It may also be considerably higher 
than the reduced tax revenue linked to the tax 
waiver.

6.	 Enable and encourage integration of suitable 
index insurance products with agricultural 
financing and agribusinesses. The government 
could consider providing additional incentives, 
such as tax rebates and potentially premium 
subsidies, to make it easier for insurance to 
be integrated with the private sector. This 
would help to ensure that such schemes are 
potentially more sustainable in the future. 

Technical 

7.	 Products should be actuarially priced, such 
that the sum insured and the price paid 
are commensurate. By having very strict 
parameters (for example, trigger levels), 
severely underpriced products can undermine 
the value of the product and lead to a significant 
increase in basis risk.

8.	 Review the scope for insuring bespoke risks, 
such as flooding and pest and disease risks. 
In countries like Zambia, it may be important 
to develop tailor-made insurance products for 
other major risks beyond droughts to provide 
protection to all regions. 

9.	 Ensure products have sufficient reinsurance 
coverage and review financial stability and 
ratings of reinsurers involved both directly 
and for retrocession. Suitable reinsurance 
coverage ensures that claims payments 
can be made on time and that programs are 
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sustainable. Governments can request proof 
of reinsurance placement, such as the signed 
reinsurance slips. 

10.	 Assess the performance of products in terms 
of actual claims ratios (particularly over 3-5 
years), as well as the claims ratio at which 
products have been priced. For example, the 
actual burn cost (or average historical payouts 
based on available satellite data and yield 
data) can be calculated for all index insurance 
policies.  This provides a good idea of the claims 
ratio at which the product is being priced, as 
well as the correlation between the historical 
simulated payouts and attendant losses. 

11.	 Review the amount of time taken for claims 
processing in terms of time taken from the 
occurrence of the event to claims notification 
to claims payment. Consider adding provisions 
in the policy wording to stipulate stricter time 
limits. This would include the dates by which 
claims have to be notified, as well as the claims 
discharge voucher are signed and claims paid. 
Financial penalties can be specified in the 
event of significant delays in claims processing 
beyond the stipulated timescales. Review the 
experiences of basis risk events in the past, 
why they may have occurred, and undertake 
steps to mitigate significant basis risk events 
in the future.   

12.	 Review the underlying assumptions used for 
the insurance products. For example, review 
expense loadings, commissions/fees, the basis 
risk fund, and so on, which may significantly 
erode the value of the insurance products. 
Similarly, review how the impact of the ENSO 
is being factored into pricing to limit major 
volatility in the premium rates.       

Operational

13.	 The long-term sustainability of index-
insurance programs requires farmer-
level awareness. Insurers, private-sector 
aggregators and the government should 
develop a systematic approach to raising 
awareness among farmers and field operatives 
(including Ministry of Agriculture extension 
staff). 
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Annex 3: Economic Assumptions for a Cost Effectiveness Framework 

To implement the cost-effectiveness framework, economic assumptions must be made to determine the overall 
cost of using each instrument in response to a disaster.  Table 3 provides a summary list of all the economic 
assumptions made in this analysis, including a brief description of the purpose. 

Table 3: Economic Assumptions

Assumption
Selected 

Value Description 

General Assumptions 

Marginal interest rate on 
sovereign debt (%) 20%

This is the interest rate assumed for the country to borrow in an ex-ante 
environment (that is, not currently in a state of disaster). It is set in line with the 
recent 1-year Zambian treasury bills (September 2024, 19 percent).

Long-term discount rate (%) 20%
The annual rate at which future cashflows are discounted to obtain the value 
in today’s money. It is typically assumed that the marginal interest rate on 
sovereign debt and the long-term discount factor are equal.

Reserve Fund Assumptions 

Investment return on unspent 
reserves (%) 3.5%

The investment return on unspent funds earned over the course of the year. 
This is typically determined by considering very low risk instruments (for 
example, United States treasuries). 

Emergency Ex-Post Budget Reallocation Assumptions 

Social rate of return on projects 
not funded due to a reallocation 
of budgets (%) 

12%
This is the cost of reallocating the budget away from other public projects to 
fund the loss disaster. It is set in line with the government hurdle rate of 10-12 
percent.

Contingent Credit Assumptions

Proportion of contingent 
financing that counts against the 
national envelope

25%/50% 25 percent for the CAT-DDO and 50 percent for the IPF-DDO, based on the 
respective terms of these instruments.

Insurance Assumptions

Drought insurance price multiple 1.43 The price of sovereign insurance is calculated as a multiple of the expected 
losses. It is set in line with the ARC’s current multiple for drought.

Ex-post Borrowing Assumptions 

Marginal interest rate on ex-post 
borrowing (%) 30%

The annual interest rate payable on ex-post sovereign borrowing. It is expected 
that ex-post borrowing will have a higher annual interest rate than pre-
arranged ex-ante financing.

Repayment term of ex-post 
borrowing (years) 20 The term over which the ex-post sovereign borrowing is repaid (in years). 

Annual effective increase in 
cost financing through ex-post 
borrowing (%) 

40%
In many countries, it can take many more months between disaster and 
additional loans, thereby leading to a delayed response and greater human and 
economic costs.  

Set in line with global experience.
Delay period in financing through 
ex-post borrowing (months) 9
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