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::: About MCII :::
The Munich Climate Insurance Initiative (MCII) was launched in April
2005 in response to the growing realization that insurance-related
solutions can play a role in adaptation to climate change, as advocated
in the Framework Convention and the Kyoto Protocol. This initiative
brings together insurers, experts on climate change and adaptation,
NGOs, and policy researchers intend on finding solutions to the risks
posed by climate change. MCII provides a forum and gathering point
for insurance-related expertise on climate change impact issues.
MCII is hosted by the United Nations University Institute for
Environment and Human Security (UNU-EHS) in Bonn, Germany.
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DISCUSSION PAPER FOR COMMENT:
This submission has benefited from the feedback and ideas of many different experts and delegations.

1 This submission from the Munich Climate Insurance Initiative (MCII) is part of its mission to develop insurance-related solutions to help manage the
impacts of climate change. We are particularly indebted to MCII executive board members Christoph Bals (with input from Soenke Kreft and Sven
Harmeling), Armin Haas, Peter Hoeppe, Eugene Gurenko, Joanne Linnerooth-Bayer, Thomas Loster, Silvio Tschudi and Koko Warner as well as MCII
members including Andrew Dlugolecki, Paul Kovacs, Simon Young and others for their design of this concept. We also thank the numerous delegates and
experts who have talked with us about their needs for and questions about climate risk insurance in the context of loss and damage. MCII was founded
in response to the growing realization that insurance solutions can play a role in addressing some of the negative impacts of climatic stressors, as
suggested in the Framework Convention and the Kyoto Protocol. With membership on the part of insurers, climate change and adaptation experts,
NGOs and policy researchers, MCII provides a forum for insurance-related expertise applied to climate change issues.

Policy Brief No. 6 | November 2012

MCII Submission on roles of insurance in the context of loss and damage

_3

Table of contents
1. Introduction					 3
1.1 The burden of loss and damage today			
4
1.2 Loss and damage tomorrow: 				
Avoiding the worst case scenario			
5
2. What role can insurance play in the context of loss 		
and damage?					
6
2.1 Insurance as adaptation				
7
2.2 Assess loss and damage potential			
9
2.3 Incentivize loss reduction & resilience
building activities				
9
2.4 Reduce financial repercussions of volatility and create 		
more certainty in decision-making			
9
2.5 Provide timely finance to cover loss and damage
11
3. Using insurance to address loss and damage: 		
Examples from local, national and regional levels		
11
3.1 General remarks: Innovations and partnerships in using 		
insurance					
12
3.2 Local: Building resilience with local insurance and
safety nets: Helping low-income people absorb 		
shocks and temper downturns			
14
3.3 National: Combining risk transfer and measures to
protect national development priorities		
16
3.4 Regional & international: Combining risk transfer
with regional risk capacity & forecasting		
18
4. Considerations on the role of the Convention in
insurance approaches to address loss & damage		
4.1 Functions of a climate risk insurance facility,
coordinated internationally and
operationalized regionally				

_4

4.1.1 Objective: Provide loss and damage assessments
in order to support decision-making and facilitate
management of weather-related risks		
21
Function: Guide and enable assessments of loss
and damage potentials for extreme weather events.
21
4.1.2 Objective: Provide timely finance to cover loss
and damage to reduce repercussions of volatility
related to extreme weather events			
22
Function: Operationalize climate risk insurance
including finance mechanisms and other means of
implementation				
22
4.1.3 Objective: Incentivize loss reduction, embed risk
transfer into wider resilience building efforts		
23
Function: Ensure policy coherence and appropriate
use of risk transfer tools in a wider context of
climate risk management			
23
4.2 Some cost figures				
23
4.3 Accompanying activities in the emerging institutional 		
set-up of adaptation and mitigation			
24
5. Outlook					25
References					26

19

20

MCII Submission on roles of insurance in the context of loss and damage

Policy Brief No. 6 | November 2012

Foreword
The burden of loss and damage – the actual and/or potential
manifestation of climate change impacts that negatively affect
human and natural systems – is not evenly distributed across the
world because of differing exposures, vulnerabilities and coping
capabilities. Because the risks often fall more heavily on those
least able to reduce or recover from them, there is a need for
assistance for the most vulnerable people and countries.
The challenge of addressing both the impacts of weather
extremes and incremental change is daunting, yet there is a
great need to incorporate pro-active planning and management
of climate-related stressors in decision-making now and in the
future by avoiding, reducing and sharing the risks imposed by
climate change.
Insurance-related approaches are designed for managing losses
and damages caused by events which cannot be foreseen where
and when they occur. Risk assessment as required by insurance
approaches can help identify climate stressors and thresholds.
Insurance can help manage loss and damage from weather
extremes in ways that bolster rather than diminish efforts to
achieve climate resilient development. Prudently employing a
combination of insurance-like approaches/solutions with risk

reduction measures, such as early warning, education, infrastructure strengthening and maintenance and livelihood strengthening, creates a space of reduced societal disruption when extreme
weather events happen. Approaches that manage unexpected
extremes can create a buffer for developing countries (i.e. by
providing financial liquidity through fast payouts immediately
after a loss event), and help the international community better
plan issues like financial needs (for adaptation and managing loss
and damage).
The hazard situation for the most vulnerable people in developing countries is in many instances increasing due to processes
they have not caused themselves. In the interest of fairness,
countries, which have contributed to a larger share of human
induced climate change, should consider supporting risk management activities of the most vulnerable.
We would like to kindly invite the audience to send us their
comments on the topics discussed in this document. It is our
central aim to continuously support policymakers in their
decisions, therefore we consider the discussion outlined in this
policy paper as ongoing and welcome your feedback.

Dr. Koko Warner
MCII Executive Director
Head, Environmental Migration,
Social Vulnerability & Adaptation Section
UNU-EHS
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Purpose of this document
The MCII submission in the context of United Nations
Framework Convention on Climate Change (UNFCCC)
discussions on loss and damage related to insurance.

ÆÆ Lessons learned from existing efforts within both the
public and private sectors, considering elements of design,
limitations, challenges and best practices

To inform this discussion and to support climate negotiators
in their decision-making process, the MCII has produced
this document, outlining the role of insurance in the context
of adaptation and loss and damage highlighting a set of
recommendations to the Convention as a facilitator of short
and long-term strategies to address loss and damage. MCII's
submission responds to the invitation to give a submission on
possible elements to be included in the recommendations on
loss and damage to the
18th session of the Conference of the Parties (COP 18), from
Decision 7/CP.171 (paras 1–9) under the Subsidiary Body for
Implementation (SBI) work programme on Loss and Damage.
This submission addresses some of the questions related to
the use of insurance in the context of loss and damage (para
2 and annex 2):

ÆÆ Links and synergies between risk reduction and other
instruments such as risk transfer; and how comprehensive
risk management portfolios or toolkits can be designed

ÆÆ Cost effectiveness of various approaches, and what level
various tools are employed at (from local to national,
regional and global)

ÆÆ Tailoring risk management approaches to national contexts,
and ways to evaluate which tools might be most appropriate
for the particular risks and circumstances of a country
The submission further provides insights into design principles
that could guide a range of approaches including an international
mechanism (para 5).
MCII underlines the intention of this document to encourage further input and feedback on the views expressed herein,
because it is our central aim to ensure an ongoing refinement of
the very complex and innovative nature of this topic to be able to
continuously support decision makers. Please feel free to submit
your comments on the areas highlighted in this Policy Brief.

ÆÆ Resources required for successful implementation of
various tools, including budget, technical capacity for
implementation, data, infrastructure, etc.

1 For the exact decision, please see: http://unfccc.int/files/meetings/durban_
nov_2011/decisions/application/pdf/cop17_loss_damage.pdf
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Summary of recommendations
The Convention has a unique role to play in facilitating shortand long-term strategies to address loss and damage. At
COP 18, the Convention should include a global climate risk
insurance facility in its decision on loss and damage. The climate
risk insurance facility (operationalized through regional risk
management platforms) could fulfill three functions to address
loss and damage, and to also complement adaptation and
mitigation efforts:
ÆÆ Assess loss and damage. The climate risk insurance
facility can provide guidelines for assessing loss and
damage. Technical assistance may involve pooling
technical expertise and collaborative networks worldwide,
coordinating data repositories and encouraging coherence
across information frameworks (such as adequate standards
for data gathering, open source remote sensing, and other
information needed to assess risk exposures) that is
sensitive to vulnerable groups and people.
ÆÆ Facilitate regional and international dialogue to advance
policy coherence and regulations on insurance-related
measures that address loss and damage at the local,
national and regional levels. Such dialogue should improve
conditions for regulators and decision makers in developing
countries to develop appropriate local, national and
regional financial risk management approaches, including
insurance. Policy coherence should enhance consumer
protection, links to resilience building and risk reduction,
and links to adaptation and national development planning
processes.

Policy Brief No. 6 | November 2012

ÆÆ Operationalize a global risk insurance facility through
regional risk management to address loss and damage,
including regional risk insurance pools, which in the
longer term could become part of a future global system
for managing weather extremes. This operationalization
would include appropriate financial and other support.
These regional platforms can provide technical assistance to
facilitate appropriate combinations of insurance measures
with other tools to address the impacts of extreme weather
events. Enable systematic capacity development for risk
management tools and expertise within governments and
civil society, particularly through the use of country or
sectoral risk officers. Capacity development could include
participatory design processes so that approaches to address
loss and damage, including insurance, complement and
strengthen social safety networks and other resiliencebuilding measures.
The Convention should foster long-term commitment to risk
transfer in order to enable sustainable solutions and partnerships.
A global approach to risk transfer, embedded in a coherent strategy to manage the negative impacts of climate change, is such
a sustainable solution to parts of the loss and damage spectrum.
An international climate risk insurance facility is needed to better
diversify risks of loss and damage from extreme weather events,
lower the costs of managing these risks, and ensure more timely
and targeted delivery of support when catastrophes strike. This
could be part of a wider coordination function of a loss and damage mechanism, and it could be operationalized through a series
of regional risk management platforms (including risk insurance
pools), which collaborate and coordinate on the management of
loss and damage.

MCII Submission on roles of insurance in the context of loss and damage
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1. Introduction
The Cancun Adaptation Framework recognized “the need to
strengthen international cooperation and expertise to understand
and reduce loss and damage associated with the adverse effects
of climate change, including impacts related to extreme weather
events and slow onset events.” Paragraph 28(a) of the Cancun
Adaptation Framework invites views and information on possible
approaches to address loss and damage, including a climate risk
insurance facility (para 28(a)):
ÆÆ “Options for risk management and reduction; risk sharing
and transfer mechanisms such as insurance, including
options for micro-insurance; and resilience building,
including through economic diversification” (para 28(b))
ÆÆ “Approaches for addressing rehabilitation measures
associated with slow onset events” (para 28(c)).
The Cancun Adaptation Framework asked the Subsidiary Body
for Implementation (SBI) to make recommendations on loss and
damage to the Conference of the Parties for its consideration at
COP 18 (para 29), as well as to strengthen international cooperation and expertise to understand and reduce loss and damage
associated with the adverse effects of climate change, including
impacts related to extreme weather events and slow onset events
(para 25).
MCII writes this submission in response to Decision 1/CP.16
paragraph 28(d), which invites the engagement of stakeholders
with relevant specialized expertise to contribute views on exploration of approaches to address loss and damage. In particular,
MCII’s submission responses to paragraph 28(a), which invites
exploration of “Possible development of a climate risk insurance facility to address impacts associated with severe weather
events”. The submission further addresses “Options for risk

Policy Brief No. 6 | November 2012

MCII Submission on roles of insurance in the context of loss and damage

_9

600

Income Groups 2012
(defined by World Bank,December 2011):

500

High income economies
(GNI ≥12,276 US$)

400

300

Upper middle income economies
(GNI 3,976–12,275 US$)

200

100

Lower middle income economies
(GNI 1,006–3,975 US$)
1980

1982

1984

1986

1988

1990

1992

1994

1996

1998

2000

2002

2004

2006

2008

2010

Low income economies
(GNI ≥1,005 US$)
Figure 1: Annual numbers of loss relevant weather events globally 1980
– 2011 in countries belonging to different income groups.
Source: Munich Re, Geo Risks Research, NatCatSERVICE, 2012
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groups. Source: Munich Re, Geo Risks Research, NatCatSERVICE (2012).
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management and reduction; risk sharing and transfer mechanisms such as insurance, including options for microinsurance;
and resilience building, including through economic diversification” (para 28(b)).
This MCII submission addresses issues related to managing
loss and damage associated with extreme weather events and
explores the potential roles of a range of insurance-related
approaches that transfer risk in the context of loss and damage
(including social safety nets, solidarity and catastrophe funds,
insurance pools, catastrophe funds, microinsurance, catastrophe bonds and insurance linked to sectoral or community risk
management programmes). Although beyond the scope of this
submission, it is clear that a wider spectrum of approaches must
be employed across the full scope of loss and damage, particularly for slow incremental changes that also in the long-term cause
significant loss and damage.

1.1 The burden of loss and damage today
In the last three decades, a general upward trend has been
recorded for frequencies of weather-related loss events. This
trend is detectable in rich countries as well as in poor countries.
The average annual weather-related disaster losses in the last
five years (2007 to 2011) in the groups of economies with “low”
and “lower middle” economies have reached US$ 1.3 billion and
US$ 6.8 billion, respectively. Data from 1980 onwards reveal that
far more than 80 per cent of people killed lived in developing
countries.
In Figures 1 and 2 the annual numbers of weather-related loss
events and their relative changes (starting point in 1980 = 100
per cent) are shown for countries broken down into the four
income groups defined by World Bank.
The countries with the lowest income still show the lowest numbers of events, but they also show the largest increases in the last
three decades (see Figure 2). The relative number of loss events

has increased by a factor of six in the countries with the lowestincome economies, while in the richest countries the factor has
also increased, but just by a factor of three, i.e., half as high.
It is an open question to what extent this difference is due to
increasing wealth in developing nations, and more frequent extreme weather events, respectively. As a measure of managing
future risks, we suggest taking very seriously the possibility that
changing weather patterns might impact developing countries
severely in decades to come.

1.2 Loss and damage tomorrow:
Avoiding the worst case scenario
Managing loss and damage involves avoiding the potential for
loss and damage in the future through appropriate mitigation
and adaptation, and preparing for – and addressing actual loss
and damage when it occurs (today and in the future).
Choices about mitigation will be the main factor determining
the degree of climate change and thus have an influence on
the magnitude of loss and damage, particularly from around
2030 onwards. Until 2030, as until then global warming is
already predetermined, adaptation measures to the unavoidable
changes have to be taken. Decisions that affect the level, scale
and efficacy of adaptation will affect societal ability to adjust to
manifestations of changes in climatic variability (e.g., shifts in
seasonality of rainfall, heat waves, magnitude and frequency
of extreme weather events). The pre-eminent approach to loss
and damage in the medium- and longer-term – in terms of
avoiding future loss and damage and minimizing impacts in the
short- and medium-term – lies in our choices about mitigation
and adaptation.
An implicit decision not to take ambitious mitigation action at a
global scale, and/or decisions not to invest in and actively drive
adaptation, could lead to loss and damage that exceeds the
ability of human society to manage (at all scales)2.

2 See for example: Stern (2007).
Policy Brief No. 6 | November 2012
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What does a 4 °C-world mean
in the context of loss and damage?
At COP 16 (in Cancun, December 2011), Parties agreed “to hold
the increase in global average temperature below 2 °C above
pre-industrial levels”. In 2010, United Nations Environment
Programme (UNEP)’s “Emissions Gap Report”3 expected a gap
in 2020 between expected emissions and the global emissions
consistent with the 2 °C target, even if pledges were implemented fully. One year later, a follow-up report concluded that even
with the full implementation of the current Cancun pledges, “the
planet is heading to a temperature rise of at least 3.5 °C, but that
could be even more if the 2020 pledges are not met.”4

ÆÆ Moral hazard has a second face in the climate-related
insurance debate. The traditional understanding is that a
badly designed insurance scheme can give an incentive for
maladaptation: “I'm insured, I don't have to prepare for
a possible disaster.” Now, also, a second wrong incentive
signal by insurance has to be taken into account. If polluters
do not contribute to the premium the insurance scheme
could send the message, “I don't have to reduce emissions,
others pay for the damage.”

The consequences for the design and context of climate
But even this might be an optimistic scenario. According to the
insurance instruments are:
global carbon budget in 2010, growth rates of global emissions
are not decreasing but increasing. In a worst-case scenario, where ÆÆ Risk reduction, greenhouse gas reduction, disaster
no action is taken to dampen the rise in greenhouse gas emispreparedness, loss prevention, all of which can be
sions, "temperatures would most likely rise by more than 5 °C by
incentivized with insurance and cannot stand alone as
the end of the century.”5
solutions to the climate change challenge.
For all climate insurance concepts this has at least two
consequences:
ÆÆ The question of insurability has to be discussed for each
of these different risk levels. For a 5 °C world, the risk of
regional or continental scale might become unmanageable
or very different to manage in different parts of the world.

ÆÆ In the interest of equity, countries with large per capita
emissions could contribute to insurance premiums. To
avoid the disincentives this might create for loss prevention
(by lowering the price of the risk), financial support could
target the administrative and capital costs (“load”) of the
premium.

3 See UNEP 2010
4 Climate Action Tracker 2012. http://climateactiontracker.org/countries.html
5 Pope 2008
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2. What role can insurance play in the context
of loss and damage?
This section outlines key functions that insurance can play – at
the individual, community, country, regional (international) and
global levels – in the context of loss and damage. Section 4
revisits this discussion by asking what the Convention can do
to harness these functions, possibly in the form of a climate risk
insurance facility, which is operationalized through regional risk
management platforms that address climate change-related loss
and damage.
It must be emphasized, however, that insurance is not a universal
remedy for all types of loss and damage resulting from climate
change. As Figure 3 shows, insurance options can support adaptation and risk resilience for extreme weather, but are not appropriate for many, usually slower-onset, climate-induced impacts.
As we see in Figure 3 (see page 15), insurance is not appropriate
or generally feasible for slowly developing and foreseeable events
or processes that happen with high certainty under different
climate change scenarios. The losses from long-term foreseeable
risks, such as sea level rise, desertification and the loss of glaciers
and other cryospheric water sources, are estimated to be substantial in the future. Even for weather-related events, insurance
would be an ill-advised solution for disastrous events that occur
with very high frequency, such as recurrent flooding. Resilience
building and prevention of loss and damage in such instances
may be cost-effective ways to address these risks.

6 IPCC (2012) Managing the risks of extreme events and disasters to advance climate
change adaptation, page 9: http://ipcc-wg2.gov/SREX/im ages/uploads/SREX-All_
FINAL.pdf; and also see Parry, M.L., O.F. Canziani, J.P. Palutikof and Co-authors 2007:
Technical Summary. Climate Change 2007: Impacts, Adaptation and Vulnerability.
Contribution of Working Group II to the Fourth Assessment Report of the Intergovernmental Panel on Climate Change, M.L. Parry, O.F. Canziani, J.P. Palutikof, P.J. van der
Linden and C.E. Hanson, Eds., Cambridge University Press, Cambridge, UK, 23–78.
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Insurance is a feasible adaptation measure to address extreme
weather events, including insurance for households (e.g.,
micro-insurance), farms (e.g., index based crop insurance)
and also governments with sovereign insurance. As we will be
discussing in this document, insurance arrangements at these
scales might be usefully supported with regional and global risk
management facilities.

2.1 Insurance as adaptation
By spreading losses among people and across time, insurance
reduces the catastrophic impact of disasters, and enables a timely
recovery. By reducing the burden of loss and damage (if not the
average loss), insurance is thus an adaptation measure.
In addition to providing timely capital after a disaster, as illustrated in Figure 3, insurance can and should be linked with risk
reducing, preventive activities. Prudently employing a combination of insurance measures with risk reduction, including,
among other measures, early warning, education, infrastructure
strengthening, and land use regulations, can greatly reduce the
immediate losses and long-term development setbacks from
disasters. In addition, by creating a secure investment environment, insurance instruments can enable productive risk taking on
the part of individuals and governments, and in this way mitigate
disaster-induced poverty traps.
Insurance, however, is not affordable to many in the most vulnerable countries, nor is it always advisable. In Box 1, we discuss
the principles that guide MCII’s proposals for assisting vulnerable
governments and communities to pool and reduce their losses
from extreme weather.

MCII Submission on roles of insurance in the context of loss and damage
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Box 1: MCII’s principles for weather-related
insurance targeted at the most vulnerable
Insurance solutions as proposed by MCII should serve the interests of the most vulnerable people, communities and countries.
The following principles suggest how insurance can be guided in
order to fulfil this mission.
Intelligent mix: Prevention and insurance should be closely linked
with an ex ante climate risk management strategy that places
priority on preventing human and economic losses. Action can
be guided by a risk layering approach: Cost-effective risk reduction is the first priority to limit loss and damage. The costs of
preventing low-impact frequent events are typically much lower
than the losses that would occur otherwise. Alternatively, prevention measures for high-impact, low-frequency events can be far
costlier with respect to the losses prevented. For this high layer of
risk, insurance and other risk transfer mechanisms may be more
appropriate.
Economic efficiency and risk based premiums: By pricing risk,
insurance can provide an important price signal to incentivize risk
reducing behaviour. For example, high insurance premiums will
discourage people from living in high-risk areas. Care should
be taken, therefore, not to significantly distort insurance prices
or market competition, while addressing affordability and
accessibility needs.

_ 14

Solidarity and responsibility: While risk-based pricing promotes
loss reduction, an equally important principle relates to solidarity
and the allocation of responsibility for climate change impacts.
The loss burden can be far more severe in vulnerable developing
countries and, within these countries, among poor households
and communities. Since these communities have contributed
little to climate change, it is incumbent on countries with high
per capita emissions of greenhouse gases to take a share of
the responsibility. Pilot projects are demonstrating that marketbased insurance can be a viable option for providing security to
the poor, but generally not without donor support. Combined
with other forms of social protection, premium support for the
poorest will be an important feature of any insurance approach
for vulnerable people and countries. This can take many forms,
including direct financial support that minimally distorts incentives, capital support for local insurers (thus lowering premiums),
technical assistance and education programmes.
Subsidiarity principle: Decisions should be made as close as possible to their point of application and where the need is manifest.
Transparency and accountability are important criteria for the
creation of insurance programmes. International finance may best
be allocated on a strategic basis and not involve international
micro-management at the project level.

MCII Submission on roles of insurance in the context of loss and damage
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Figure 3: Tree of options for loss and damage risk management.
Source: MCII, own design.
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2.2 Assess loss and damage potential
Assessment of loss and damage is a prerequisite for identifying
needs and policy priorities, and it is a core function of insurance
approaches. Risk assessment frequently serves to bring attention
to the hazard potential, the exposure and vulnerability, and in this
way it can raise awareness and expose new options for managing
the risks. Publicly collected and open-source data and risk assessments, as well as open-source hazard modelling can contribute
meaningfully to national and regional risk management and
investment decisions. Insurance risk assessment can facilitate
regional and international data analysis, such as establishing data
standards, comparability, methods and data repositories.

2.3 Incentivize loss reduction and resiliencebuilding activities
Countries can define nationally appropriate risk reduction priorities, and identify and make plans for reducing weather-related
risks. The principles of climate resilient development (including
principles from the Hyogo Framework7) can guide these actions.
Such activities include:
ÆÆ Mapping risks and avoiding settlements in high-risk zones;
ÆÆ Building hazard-resistant infrastructures and houses;
ÆÆ Protecting and developing hazard buffers (forests, reefs,
mangroves, etc.);
ÆÆ Improving early warning and response systems;
ÆÆ Building institutions, and developing policies and plans; and
ÆÆ Developing a culture of prevention and resilience.
Many of these measures will be cost-effective for low-impact
events but not for very extreme disasters. This suggests a layered
approach to risk management as discussed in Box 1.

Applying loss-avoiding measures can in many contexts (for
example, building hazard-resilient structures) reduce insurance
premiums, and in this way insurance sends a signal to households, firms and governments to reduce risks. Additional design
elements, besides reduced premiums to reward risk reduction,
can be incorporated in insurance contracts. Ongoing participation/renewal of insurance coverage with public or international
support could be dependent upon evidence that participating
vulnerable countries are making tangible progress in implementing their loss reduction plans.

2.4 Reduce financial repercussions of volatility and
create more certainty in decision-making
The volatility in economies and social systems caused by weather
extremes is a challenge for social and economic development.
Insurance can help create a space of certainty within which
investments and planning can be undertaken. This certainty, in
turn, can help create an environment more conducive to climateresilient investments in sectors such as tourism and agriculture
(typically heavily exposed to climatic stressors), in job creation
and in market development. Moreover, insurance can provide the
safety net that is essential for taking productive, yet high-risk,
investments. As an example, a micro-insurance scheme in Malawi
enabled farmers to receive loans for purchasing hybrid seeds that
increased their productivity five-fold (Suarez et al., 2008).
The study “Economics of Climate Adaptation (ECA, 2009)”
illustrates the main benefits of insurance, and the complementary nature of risk transfer with risk reduction and risk retention
approaches. It also illustrates the costs of insurance. Insurers that
operate in developing countries have high start-up and transaction expenses, which can greatly limit affordability and constrain
insurance penetration. Moreover, because disasters can affect
whole communities or regions (co-variant risks), insurers must
be prepared for meeting large claims all at once. Their cost of

7 UNISDR (2005): Hyogo Framework for Action (HFA): Building the Resilience of
Nations and Communities to Disasters.
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Figure 4: Impacts of shocks on household income assets.
Source: Churchill (2006).

requisite backup capital, diversification or reinsurance to cover
co-variant claims can add greatly to the business expenses and
raise the premium far above the client’s expected losses. Without
government or donor support, private insurance is not easily
affordable by households and small and medium enterprises in
highly exposed and vulnerable countries, where the opportunity
costs of private risk-financing instruments can be prohibitively
high in terms of meeting other human needs.

Can risk transfer help ease climatic stressors and
related poverty?8
Risk is ever present in the lives of the poor. When a crisis occurs,
the poor often resort to a variety of coping strategies, such

as reducing food consumption, selling assets, asking family or
friends for help, changing livelihoods or moving away, taking
children out of school, and borrowing from moneylenders or
micro-finance institutions. Selling productive assets or borrowing
from money lenders that charge high interest rates can jeopardize the economic basis of the household. Few have access to
formal insurance services. The result is that their trajectory out
of poverty follows a zigzag route: advances reflect times of asset
building and income growth; declines are the result of shocks and
economic stresses that often push expenditure beyond current
income (see Figure 4). The role of micro-insurance, like any
effective risk management instrument, is to temper these downturns, which are major impediments to escaping poverty.

8 See also Churchill 2006.
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2.5 Provide timely finance to cover loss and damage
As discussed above, there are numerous roles that insurance can
play – at the individual, community, country, regional (international) and global levels – in the context of loss and damage:
providing security against the wholesale loss of assets, livelihoods
and even lives in the post-disaster period; ensuring reliable and
dignified post-disaster relief; setting powerful incentives for
prevention; providing certainty for weather-affected public and
private investments, and not least, spurring economic development and easing disaster-related poverty. A major advantage
of insurance over post-disaster financing options, including aid,
loans and family assistance, is its timeliness and reliability. In comparison with (usually) ad hoc disaster assistance, insured clients
have a “right” to post-disaster compensation. Index-based contracts, which require no inspections for claim settlements, can in
principle provide payouts immediately following the “triggering”
event. Timely payouts, in turn, enable households to purchase
food and other necessities without resorting to selling household
assets (that can trap them in poverty), and they help governments avoid fiscal deficits and costly post-disaster loans.
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Early warning, community disaster teams and risk
transfer in Sofala, Mozambique
A people-centred early warning project in central Mozambique is
based on an impressively simple structure. A number of villagers
have been nominated for the job of measuring daily precipitation
levels at strategic points in the Búzi and Save river basins. Water
levels along the river are also monitored using straightforward
gauges. If there is particularly heavy rainfall or the water level
becomes critical, this information is passed on by radio. Should
reports reaching the central coordination point indicate widespread heavy rainfall, the alarm is raised. Local disaster prevention teams have been formed in a number of villages along the
rivers. The system includes younger citizens as well as women
in order to reinforce the part they play in the village community
and in society.
In the Mozambique case, early warning and insurance can reduce risk in a low-cost way: Money that has to be spent for postdisaster recovery by the Mozambique government and donors
after an extreme weather event is split in two parts (funds):

ÆÆ Fast-track Recovery Fund (FTRF). The FTRF is paid out
quickly and serves much faster recovery in case a disaster
strikes. Communities receive much quicker funds, loss
assessment can be more easily managed (because risk
awareness and management skills are in place, see below).
However, there are preconditions. The communities can
only make use of the FTRF when taking part in a tailormade disaster risk management (DRM) programme, e.g.,
awareness-raising programme at community level (capacitybuilding) and/or adopting a DRM strategy (e.g., appropriate
land use planning, evacuation plans, etc.). When linking
this approach to private sector insurance, leveraging can be
tremendous through insurance mechanisms.
Countries can get
• professional risk assessment by private sector risk
specialists;
• tailor-made products and effective administration
(existing professionalism);
• sustainable solutions (since insurers will look for
economic sustainability); and
• a real public-private partnership.

ÆÆ Standard Recovery Fund (SRF): The SRF is used in the usual
manner serving affected communities and people to repair
damage and to support recovery.
Source: The Munich Re Foundation together with partners is
developing this approach for Mozambique (10/2012).
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3. Using insurance to address loss and damage:
Examples from local, national and regional
levels
A wide variety of insurance and other risk transfer mechanisms
have been introduced over the past decade in developing countries and emerging markets, with mixed results. There, insurance
is often combined with other tools. In particular, the availability
of insurance for people on low incomes (such as micro-insurance)
is often associated with micro-finance and other mechanisms.
This coupling can be an attractive means of introducing insurance
to groups who may be either underserved and/or unfamiliar
with risk transfer but might have an understanding and need for
security. Combined products can also reduce costs and enhance
access to consumers. Organized groups such as trusts, self-help
groups, mutuals etc. often understand risk for their community
and therefore develop an understanding of security and safety.
Insurance can be linked to effective DRM as the example from
Mozambique shows (see box).

3.1 General remarks: Innovations and partnerships in using insurance

Private sector solutions for well-off households and
governments. In some cases, countries may choose to share a
layer of risk with the private insurance market for assets such as
public infrastructure (sovereign insurance). Frequently, the private
sector reinsurance markets are involved in covering some portion
of the largest risks a country or sector may face from extreme
weather events. Private sector solutions can be “traditional
indemnity products”, for which insurance payouts are made proportionate to the loss, or “parametric products”, which establish
parameters or triggers for extreme events to determine insurance
payout levels. In the latter case no loss adjustment – which as a
rule is very time-consuming – is needed, and payout levels are
agreed to in advance for the particular trigger levels. However,
parametric products bear significant “basis risk”. This technical
term describes the potential mismatch between the defined
trigger level (e.g., wind speed of amount of precipitation) and
actual loss occurrence. However, the rapid money flows in parametric (or index products) makes them very attractive for
all stakeholders.

Innovations in using insurance together with other tools to
address loss and damage should be tailored to the level where
needs are manifest. This means a mix of private sector, public
sector and public-private partnership solutions. The public and
public-private partnership solutions may differ significantly from
standard private sector insurance solutions, and there is scope
for much innovation in providing for the needs of affected communities, countries and regions, as the examples below illustrate.

About 40 per cent of the weather-related damage in developed
countries is covered by private sector insurance with strong differences from country to country. This includes most of the loss
and damage to homes and businesses as a result of severe wind,
wildfire, winter storms and (in some countries) flood. Most of the
loss and damage not covered by insurance in developed countries
involves damage to public infrastructure and, in some countries,
flood damage to public and private assets.
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Public sector solutions to protect low-income people, policy
priorities. Pure market solutions are not always desirable or appropriate – some very low-income people are not in a position
to pay private market prices, may not have access to insurance
markets for a variety of reasons, or may not demand the standard
products on offer. When private sector markets for insurance are
not fully developed – as is the case in most developing countries
– public sector risk transfer solutions sometimes appear. Such
solutions can have higher transaction costs than private sector solutions, as market infrastructure and expertise, a developed client
base, and a degree of standardization may not be in place.
As the following examples show, public sector solutions are often
innovative:
ÆÆ Design to overcome barriers and link to broader social
goals. Public sector risk transfer schemes sometimes show
new ways of thinking in their design (to overcome some
of the barriers of private sector insurance). Public sector
insurance is often designed to link public programmes to
existing social protection schemes (Honduras, Nicaragua,
Ethiopia as examples), employing early warning and disaster
risk reduction tools in combination with insurance (the
Caribbean, Tanzania, Mongolia, Viet Nam).
ÆÆ Provide services that complement risk transfer for lowincome sector. Publicly supported insurance approaches
sometimes provide services not always available in private
sector product lines (like helping low-income people to
access credit, offering support to protect livelihoods and not
just to cover assets, employing agricultural extension officers
for educating people about good risk management practices
for extreme weather events).
ÆÆ Public support to enable participation of the low-income
sector. Public sector insurance programmes use public
resources to develop approaches, support premium
payments and make payouts. In some programmes, publicly
funded insurance payouts come in a form that is valuable
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to the target group. This may be as seeds and agricultural
products for low-income farmers, rapid cash payouts to poor
households immediately after an extreme event, or benefits
to sectors like tourism or agriculture to help them recover
quickly after an extreme event.
.
Note: A weakness of publicly funded insurance schemes is that
they can be destabilized through changes in government priorities, lack of sufficient funding and insufficient support to sectors or
community-level clients.
Insurance-related measures can be driven by the public sector
and employed to promote a spectrum of public priorities.
Some examples include:
ÆÆ Protect priority sectors and households from climatic
stressors. Some public programmes protect jobs and
livelihoods in activities like agriculture and tourism (through
loan protection, targeted support programmes, livelihood
protection).
ÆÆ Reliable provision of public services. In the Caribbean,
a regional risk insurance pool improves the ability of
governments to keep basic public services functioning
following a major catastrophic event. The Caribbean
Catastrophe Risk Insurance Facility (CCRIF) is a sovereign
insurance pool designed to make rapid payouts after
hurricanes or earthquakes to member governments. Since
2005, the CCRIF has paid money to the governments of
Dominica, St. Lucia, Turks and Caicos Islands, and Haiti.
ÆÆ Early identification of threats and resource provision to
address them. In Africa, a new regional risk insurance pool
is being developed to help governments quickly identify
emerging drought situations and have the resources to
avoid famine. The pan-African contingency planning and
food security insurance pool (Africa Risk Capacity) requires
member governments to have drought-risk and food security
plans in place, and provides payouts to help them purchase
and stockpile grain in a timely way to prevent famine.
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Caribbean adaptation and insurance for
low-income people
Studies of low-income groups in the Caribbean have shown a
relatively high demand for weather risk insurance-related
solutions (Lashley and Warner, 2012). A new multi-country
approach is linking livelihood protection with other ex ante tools
to provide timely and unbureaucratic recovery aid following
excessive wind and rainfall events. However, these approaches
have so far experienced difficulties in reaching out to a larger
proportion of the vulnerable population due to a shortage of
information on local weather risks, insufficient risk management
and risk transfer experience on the part of the initiators, insurance illiteracy on the side of stakeholders and potential clients
and the lack of a clearly viable reinsurance concept.
The Climate Risk Adaptation and Insurance in the Caribbean
programme, developed by MCII, bundles an early warning
system with risk reduction information, and insurance to protect
the livelihoods of low-income groups in Jamaica, Grenada and

St. Lucia (expanding after 2014). Germany’s Federal Ministry
for the Environment, Nature Conservation and Nuclear Safety
provides funding for the programme. The approach features two
insurance products: the first to protect the livelihoods of those
on low incomes (livelihood protection policy), and the second to
protect loan portfolios exposed to weather risks (loan portfolio
cover). These products were developed collaboratively with the
respective Ministries of Agriculture and Tourism, local stakeholder
groups, the local private sector, and the programme partners
(MCII, Munich Re, Microensure and CCRIF).
The approach facilitates access to new market segments. Its partners include a company specializing in matching local needs with
tailored risk management products, a regional facility (CCRIF)
with access to governments and understanding of the regulatory
environment and ability to serve as a regional risk aggregator,
and a reinsurer with expertise in modelling, product structuring
and international practice and policy. The regional level approach
allows underserved low-income groups to gain protection from
weather risks, and foster development of local enterprise.

For more information, visit www.climate-insurance.org
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Public-private partnerships can offer the market sustainability of
private sector approaches, and the flexibility and innovation of
public sector approaches. Subsidiarity means that each partner
will have clearly defined, distinct roles to play. The public sector
may undertake data collection, needs assessment and shape
the regulatory framework for insurance-related approaches.
The public sector may work with private sector actors to design
tools that meet the targeted needs, and may under appropriate circumstances provide some financing to support the cost of
the programmes (such as when low-income groups may not be
able to afford to pay). The private sector can help implement the
approaches over time – ideally ensuring that the approaches are
efficient, affordable and comply with consumer protection standards as well as technical standards (such as premiums being sufficient to cover the risk insured). Strong commitment over a longer
period of time is needed when creating sustainable solutions.

3.2 Local: Building resilience with local insurance and safety nets: Helping low-income people
absorb shocks and temper downturns
Evidence of local-level insurance approaches to manage extreme
weather events suggests that safety nets can be enhanced when
they are linked to or designed to have some insurance-like
properties. The role of insurance-related approaches at the local
level, like any effective risk management instrument, helps lowincome people to better absorb shocks and to temper downturns, which are major impediments to escaping poverty. Many
examples and pilot projects that exist demonstrate the combination of insurance mechanisms with livelihood protection, social
safety nets and prevention measures on a local level. A promising
example is HARITA in Ethiopia (see box on page 26).
To better link programmes aimed at improving the resilience of
low-income groups at the local level with risk transfer, several
gaps need to be overcome. Two gaps are mentioned in the
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following paragraphs, and some additional gaps will be discussed
again in the section dealing with the role of the Convention (see
below).

Basic financial infrastructure and regulatory
environment
Many insurance schemes at the local level are started without the
benefit of basic foundational requirements – this implies that pilot
local-level approaches often face almost insurmountable obstacles. A financial infrastructure is essential for well-functioning risk
transfer systems, especially for low-income communities. Clients
must know (ideally in advance) what risks they want to “insure
away”, the cost of the risk, and how they shall collect their payments. The lack of basic financial infrastructure for managing
shocks and building resilience – savings accounts, affordable and
accessible credit, and other features needed to manage financial
transactions – imply that insurance providers have to build not
only new relationships with clients but also they have to build a
new technical infrastructure for premium payments. Providers of
risk transfer solutions must have a relationship with the appropriate regulatory authority to ensure consumer protection, and the
building up of adequate financial infrastructure.

Education about weather-related extremes, risk
transfer functions
Insurance solutions for low-income communities are often driven
by microfinance organizations, community groups, cooperatives, trusts, associations, self-help groups and other grassroots
organizations. Insurance knowledge is not always available in
those organizations. Even if a micro-finance organization knows
well how to manage large numbers of micro-finance clients
successfully, it may not have the necessary knowledge to assess
risks and adequately price them. Support by technical assistance
providers or cooperation between an insurance organization
and, e.g., a micro-finance organization can help to overcome
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HARITA (Ethiopia)
In Ethiopia, 85 per cent of the population rely on smallholder,
non-irrigated farming for their livelihood. The people are therefore highly vulnerable to drought-related risks. Initially targeting
teff farmers in the village of Adi Ha, an index insurance product
allows farmers to either pay the premiums in cash or in kind by
contributing labour to projects that increase the community’s
resilience to climate change. Farmers’ participation is ensured
by a management team of five village members and financial
literacy workshops. To overcome data limitations and to reduce
basis risk, new techniques such as satellite data or simulation
models are being explored. This clearly demonstrates how insurance, besides addressing monetary issues, improves research and
minimizes risk.
.
HARITA is embedded in an important government programme,
the Productive Safety Net Program (PSNP*). It integrates insurance with both risk reduction and credit. It allows very vulnerable
farmers – even the poorest of the poor – to pay their premiums
through risk reducing labour such as helping planting, composting or planting for protection. Thus farmers benefit even when
there is no payout because these risk reduction activities will help
minimize vulnerability to drought and improve yields.
Resilience building activities for smallholders participating in
HARITA include
ÆÆ Learning to make and use compost, which is critical
for rebuilding soil nutrients and improving soil moisture
retention;

_ 26

ÆÆ Constructing small-scale water harvesting structures on farm
land;
ÆÆ Planting nitrogen-fixing trees and grasses to promote soil
regeneration and water conservation; and
ÆÆ Learning how to clean teff seeds before sowing them in
order to boost productivity.
Through HARITA, farmers enrolled in PSNP have the option to
work extra days beyond those required for their normal government payments, but instead of earning cash or food for this additional labour, they earn an insurance certificate protecting them
against deficient rainfall.
The HARITA project started in 2008 and was developed by institutions such as Oxfam America, Swiss Re, International Research
Institute for Climate and Society (IRI) and the Relief Society of
Tigray (REST). Risk carriers are the Nyala Insurance in Ethiopia
and the global reinsurer Swiss Re.
In 2011, a payout was triggered and 1,810 farmers received
US$17,392. Although this amount may sound low on average,
this helps the affected poor a lot.

Source: Oxfam America
* PSNP is the Ethiopian government’s conditional cash transfer programme that that
serves around 8 million chronically food insecure households.
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the knowledge gap. Understanding the concept of insurance is
crucial – how it works, what it can do and what it cannot – for
the provider and the client. Significant investment in customer
education is necessary to reduce insurance illiteracy for providers, consumers, government officials as well as donors. This is
another area where rules and regulations are needed, to ensure
that any providers of risk transfer have a sound understanding
of the tools, the underlying technical issues and how to educate
and protect consumers at the local level.

3.3 National: Combining risk transfer and measures
to protect national development priorities
Retaining and transferring the appropriate risk layers can contribute to achieving climate-resilient development. For example, in

a comparative study of countries with different insurance market
penetration by the World Bank, the post-catastrophe patterns
of economic growth have been evaluated. In Figure 5, the
mean and the possible ranges of a weather-related catastrophe
triggered trend deviation of the gross domestic product (GDP)
development is shown (solid lines mark the mean developments,
dotted (for high insurance penetration) and dashed – for low
insurance penetration – the range).
The study shows that in countries with high insurance penetration after a large weather-related catastrophe there is even a
positive GDP trend deviation (adding GDP growth) after the
event and sustainable additional growth is generated. In contrast
to this, countries with low insurance penetration after an extreme
weather event suffer from a negative GDP deviation, which if
not compensated by other growth factors can lead to long-term

GDP p.c. development in countries with different levels of insurance penetration.
x 100 % trent deviation after a weather related catastrophe
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Figure 5: Comparison of GDP (p.c.) after a weather-related loss event in
countries with high- and low insurance penetration.
Source: Melecky and Raddatz (2011).
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No data
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(≥1,000 US$)

Well insured
(101–1,000 US$)

An example from the private sector is that insurance companies
anticipate, and pre-fund loss events with accumulated capital
and the purchase of reinsurance (insurance for insurers). As a result, the use of insurance supports (an earlier and fuller) recovery
for society from a loss and damage event. Damage claims are
paid promptly, so homeowners and businesses can quickly return
to a state similar to before the loss event. Moreover, in developed countries there is high confidence among consumers in the
role of insurance, bolstered by experience with previous loss and
damage events, and regulation. Insurance-related approaches
can help make economic activity more resilient to climate-

Basically insured
(10–100 US$)

Inadquately insured
(≥1,000 US$)

related loss and damage, such as in the agricultural and tourism
sectors in many developing countries, by protecting livelihoods
of low-income people, and by providing coverage for business
interruption from extreme weather events.
Transferring at least the increases of the losses of developing
countries caused by extreme weather events can reasonably be
absorbed by insurance-related approaches, if they are supported
by the industrialized countries that have caused this problem.
This would increase the resilience of these countries in respect to
these hazards.

Figure 6: Insurance penetration worldwide since 2012.
Source: Munich Re 2012:
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reductions in GDP, which inhibits their further development. If
several such extreme weather events occur within some years
they will drive poor countries even further into the poverty trap.
Studies like this illustrate the potential that insurance-related
approaches – public, private and combinations – have to increase
the resilience of countries in respect to extreme weather events.
Most developed countries already benefit from the shockabsorbing function of insurance measures, public and private, as
well as public-private risk transfer arrangements. The map below
shows the distribution of insurance penetration worldwide.
Reliable data are essential to adequately assess the potential loss
and damage from extreme weather events, give a price to risk,
and come up with options to manage that risk (including insurance). However, countries interested in exploring risk transfer solutions frequently have to deal with inhomogeneous, inadequate
or inappropriate data. Historical data are often not available for
longer time periods, and are only occasionally in digital format.
Many countries struggle to establish sufficient networks of
weather stations, making the assessment of weather-related risks
difficult. Data gathering and quality assurance of the data often
require time and resources to improve the data, e.g., through interviews or by transferring historical data from written documents
in electronic databases. Some databases do exist about loss
and damage from weather-related extremes such as those from
reinsurers (Munich Re NatCatService or the Swiss Re sigma as
well as EM-DAT of CRED). The compilation of meaningful, useful data on loss and damage especially for developing countries
remains a premier obstacle for those countries to develop more
comprehensive approaches (not only insurance) to address loss
and damage. Where insurance exists or is built up, data gathering
and processing exist, too – and the interest to collect better data
is systemic. Thus, insurance can address many of the problems
described above.
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3.4 Regional and international: Combining risk
transfer with regional risk capacity and forecasting
A trend is emerging in which countries in a region create insurance pools to share and transfer loss and damage from extreme
weather events. An underlying principle of insurance is the
diversification of risk – reducing the likelihood that an insurance
scheme will be overwhelmed by the same types of stressors
(a single event can cause simultaneous losses to many insured
assets) or the same group of insured needing a payout all at the
same time – such as a community where most households are
affected by the same stressor. A multi-country or multi-region
approach can prove viable where local and national pooling
arrangements may not be feasible for statistically dependent
(co-variant) risks that cannot be sufficiently diversified. For this
reason, primary insurers, individuals and governments (particularly in small countries) do and may need to rely on risk-sharing
and transfer instruments that diversify their risks regionally and
even globally.
Light governance structures for risk pools. For regional and international-level insurance approaches, examples such as the CCRIF
show that such facilities are able to contribute to regional risk
management efforts as well as make rapid payouts in the case
of extreme events. Such institutional models can be designed
to have transparent governance structures, allow private sector
engagement, and can serve as conduits for international adaptation funding. As with lower-level risks pooled at a national level
and then transferred at a regional level, insurance pools at the
regional level would need a fund of last resort to provide a reinsurance function for very rare catastrophic events. A fund of last
resort, or global climate risk insurance pool, would be important
because this is a level at which large private sector entities may
not engage due to the capital requirements to cover the risks. At
this level, most of the money paid in premiums for the highest
level of risks relate to the costs of keeping capita. International
support, such as in a global climate risk pool, could ensure the
needed cover for regions and countries following an event.
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Africa Risk Capacity (ARC) – an approach linking
contingency planning, insurance for food security
and drought in Africa
African countries regularly experience drought, which often
turns to famine if timely assistance is not available. Traditional
ex post humanitarian aid often comes too late to avoid loss of
life and property for many people. Today, luckily, organizations
such as the World Food Programme support victims of drought.
Often, the support comes late due to a time-consuming process
(support request, verification, confirmation, claims assessment,
payout etc.). With ex ante mechanisms (e.g., money flows after
no rain in April, because there will be known effects on yield in
September), people can be served even before the crisis materializes.
Establishing contingency funding, or resources, that become
available automatically if an extreme drought, flood or cyclone
occurs in a vulnerable area, ensures a more timely and reliable
response. Because extreme weather events do not happen in
the same year across the continent, pan-African solidarity in the
creation of a disaster risk pool was deemed financially effective.
Such a facility will provide participating Member States with
readily available resources in the event of severe droughts with
additional hazards to be incorporated later.

ARC is one of several tools that governments can use to eliminate
delays in disaster response due to a lack of predictable funding
and to limit reallocation of government resources from planned
development activities in times of crisis. In advance of joining the
ARC, each participating country needs to create a contingency
plan identifying how ARC funds will be used to
assist those affected.
ARC’s capacity-building programme will not only enable governments to make informed decisions on their participation in the
ARC’s financial services, but also, significantly, enable meaningful, risk-informed fiscal management of natural disaster risk for
African governments with enhanced national capacity to respond
to these predictable disasters.
The ARC aims to provide parametric contingency funding for
approved contingency plans for events of a frequency of 1:5 or
greater up to an initial maximum of US$ 30 million per season.
The ARC supports national disaster risk managers in identifying
realistic contingency plans maximizing the value of early and reliable funding for events greater than roughly 1:5. At less frequent
but more severe risks, roughly above 1:5, contingency funding
makes sense for two reasons. First, investments are unlikely to
create resilience for events less frequent than 1:5 in a reasonable
time-frame and, second, the potential for pooling, as shown in
ARC’s dynamic financial analysis, reduces cost.

Courtesy of ARC (www.africanriskcapacity.org)
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Payouts. There are many different ways to define the payout from a
(regional) climate insurance pool. It could be a proportional payout to
all weather-related losses or the payout of 100 per cent of the losses of
a percentile (e.g., 30) of the most extreme losses. In the latter case a
regional analysis on the return periods of losses has to be made and the
payout calibrated regionally (IIASA, 2009).
In the 2010 earthquake calamity in Haiti, the CCRIF (designed to address
hurricane and earthquake risk in the Caribbean) paid out almost US$8
million within two weeks of the disaster. Experts estimate, though, that
the amount could have been up to US$100 million, or a 40:1 ratio, had
the government chosen that particular premium to payout ratio. In this
instance, the insurance provided a rapid payout in a crisis situation when
liquidity was greatly needed. This is a notable feature of CCRIF which
was originally envisaged as a mechanism to assist governments by providing short-term liquidity during the “funding gap”, the hiatus between
the immediate flow of response goods and services after a major disaster
and the launch of long-term rebuilding programmes (CCRIF 2010).
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4. Considerations on the role of the
Convention in insurance approaches to
address loss and damage
This section calls attention to gaps that can be best filled through
regional and international action, supported by the guidance of
the Convention. It outlines regional-level and international
elements that can be part of a COP 18 decision on loss and
damage. These elements are required to address needs or gaps
arising from loss and damage due to failure to achieve the
objective of the Convention, particularly those that cannot be
adequately addressed at the national level. It is recommended
that the international community considers
A risk layering approach to addressing loss and damage, which
can increase efficiency and value added by targeting support differently for infrequently occurring high-consequence risks versus
the frequently occurring low-consequence risks; and
the establishment of a climate risk insurance facility9 operationalized as a network of international and regional risk management and transfer platforms embedded in wider efforts to
address loss and damage, and in coordination with adaptation
and mitigation efforts. The rationale for coordinated international and regional platforms is they can serve multiple functions,
including pooling and transferring, more cost-effectively than if
they were carried out at the national or community levels.

9 See Cancun Adaptation Framework, paragraph 28(a).
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Principles underlying the design of such an approach should
include:
ÆÆ Ex ante approach emphasizing assessment, planning,
decision support. The Convention can play a role in helping
support purposeful rather than ad hoc responses to negative
impacts of climate change. The Convention can help ensure
the identification of threats and bringing this information to
decision-making and planning to address loss and damage.
ÆÆ Risk layering/subsidiarity. The Convention has a special
role to play in facilitating strategies to address loss and
damage. Following the principle of subsidiarity, efforts to
address the spectrum of loss and damage – ranging from
extreme weather and other kinds of climatic variability,
and incremental profound climate change – may be best
designed and implemented on various levels, such as
country and local levels under the jurisdiction of Nation
States, but also on a regional and international scale.
Implementation of risk transfer approaches should be
embedded in wider programmes designed to reduce loss
and damage and enhance the ability of societies to adjust
to the negative impacts of climate change. Such approaches
should address needs and engage participation of key
stakeholders as close as possible to the level where needs
are manifest (principle of subsidiarity).
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ÆÆ Finance and other means to support implementation. The
international community can play a role in helping overcome
some of the current obstacles (such as a lack of meaningful
backup mechanisms, i.e., reinsurance; the lack of technical
and financial capacity and expertise; and the quality and
availability of loss- and exposure-related data) for countries
to employ risk transfer solutions in a broader toolset for
promoting climate-resilient growth and adaptation, and for
dampening the negative impacts of climate change-related
loss and damage.

4.1 Functions of a climate risk insurance facility,
coordinated internationally and operationalized
regionally
The functions outlined below have a transboundary nature and
will therefore be particularly useful if implemented at a regional
or international level, rather than in compartmentalized national
contexts.
The climate risk insurance facility could have capacities that include, but are not limited to, the objectives and functions shown
in the overview table below and explained subsequently:

Possible roles of the Convention in facilitating insurance to address loss and damage
Objective

Function

1

Provide loss and damage potential assessments that
support decision-making and facilitate management of
weather-related risks.

Guide and enable assessments of loss and damage potential
for extreme weather events.

2

Provide timely finance to cover loss and damage in order
to reduce the financial repercussions of volatility related
to extreme weather events.

Operationalize climate risk insurance including finance
mechanisms and other means for implementation.

3

Incentivize loss reduction and embed risk transfer into
wider resilience building efforts.

Ensure policy coherence and appropriate use of risk transfer
tools in a wider context of climate risk management.

Table 1: Possible roles of the Convention in facilitating insurance
to address loss and damage. Source: Authors.
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4.1.1 Objective: Provide loss and damage assessments in order
to support decision-making and facilitate the management of
weather-related risks
Function: Guide and enable assessments of loss and damage
potentials for extreme weather events.
The UNFCCC process can help fulfill this function inter alia in the
following ways:
ÆÆ Provide guidance on assessment methods and data
collection standards for risk transfer, which could benefit
wider efforts in the assessment of loss and damage. This
could be done by supporting “open source” projects
(similar to GEM10), where risk assessment approaches are
made available for a defined (e.g., political decision makers,
insurance industry) audience. On the other hand, guidelines
and methods could also be spread by publication and
presentation (i.e., knowledge transfer).
ÆÆ Support development of standardized hazard maps (e.g.,
providing river flood zones, extreme precipitation estimation,
wind speed zones). This could also include support for
establishing regional/international catastrophe loss indices
(akin to Property Claim Services [PCS]11 in the United States
or PERILS12 in Europe). Technical assistance may also involve
pooling technical expertise and collaborative networks
worldwide.
ÆÆ Coordinate data repositories and encourage coherence
across information frameworks (such as adequate standards
for data gathering, open source assessment methods
including remote sensing, open source risk models, and
other information needed to assess risk exposures) that are
sensitive to vulnerable groups and people.

10 http://www.globalquakemodel.org/landing/index.html
11 http://www.iso.com/Products/Property-Claim-Services/Property-Claim-ServicesPCS-info-on-losses-from-catastrophes.html
12 http://www.perils.org/
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ÆÆ Systematic capacity-building for tools that in combination
can be appropriately used to manage and reduce loss and
damage potential. This involves technical assistance to
facilitate dialogue across countries on experiences in the
design and implementation of packages of different tools,
foundational requirements, and outcomes of appropriate
combinations of insurance measures with other tools to
address the impacts of extreme weather events.
National governments with the engagement of relevant public
and private actors can help fulfil this function inter alia in the
following ways:
ÆÆ Obtaining reliable sources of information about managing,
reducing and transferring risks; investing in systematic and
reliable risk exposure data.
ÆÆ Understanding risks of greatest concern by identifying key
risks and vulnerabilities, and estimating exposure.
ÆÆ Putting a price on risks and adaptation options; helping
evaluate the relative merits (e.g., by cost/benefit
analysis) of specific adaptation interventions for national
implementation.
4.1.2 Objective: Provide timely finance to cover loss and damage
to reduce repercussions of volatility related to extreme weather
events
The regional risk management and transfer platforms that form
the climate risk insurance facility can have a distributive function,
help regions absorb and manage higher layers of financial loss
and damage, and help capitalize risk management approaches at
lower risk layers that are tailored to national and local contexts.
The regional platforms would help manage and limit financial
losses which may be incurred from possible yet uncertain loss
events.
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Function: Operationalize climate risk insurance including finance
mechanisms and other means of implementation.
The UNFCCC process can help fulfil this function inter alia in
the following ways:
ÆÆ Set up an international or a network of regional risk
management and transfer platforms that cover catastrophic
layers of risk. This may include seed funds for regional (and
national) risk reduction and risk transfer initiatives.
ÆÆ Support an evaluation of different roles of finance to
support approaches under the Convention (particularly
areas for facilitating, providing platforms, considerations
of price support and investments in elements necessary for
functioning of appropriate risk transfer approaches).
ÆÆ Channel commitment of the donor community in providing
expertise, capacity-building and financial support to
innovative mechanisms for addressing the financial aspects
of loss and damage associated with extreme weather events.
It is essential that innovative risk transfer mechanisms are
designed in a way that the needs and priorities of lowincome and vulnerable people are met.
ÆÆ Plan and implement packages of tools to reduce risk and
enhance resilience in regional cooperation. Such packages of
tools should help create the context within which decisions
can be taken with greater certainty.
National governments with the engagement of the relevant
public and private actors can help fulfil this function inter alia in
the following ways:
ÆÆ Act on lessons learned about regional public-private
partnerships.
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ÆÆ Design and implement measures to avoid loss and damage,
and transfer risk which cannot be avoided; use risk reduction
as criteria for participation in insurance schemes.
4.1.3 Objective: Incentivize loss reduction, embed risk transfer
into wider resilience building efforts
Function: ensure policy coherence and appropriate use of risk
transfer tools in a wider context of climate risk management.
The UNFCCC process can help fulfill this function inter alia in the
following ways:
ÆÆ Provide guidance on purposeful, planned approaches to loss
and damage.
ÆÆ Provide guidance on technical measures and design
elements of risk transfer to incentivize loss reduction
and resilience building activities for beneficiaries of the
international mechanism.
ÆÆ Foster a better understanding of the value added and the
scalability of a package of tools, of how they work together,
and of cost savings of jointly implementing approaches
including innovative risk-financing mechanisms.
ÆÆ Facilitate regional and international dialogue to advance
policy coherence and regulations on insurance-related
measures at the local and national levels to address loss
and damage. Such dialogue should improve conditions for
regulators and decision makers in developing countries to
develop appropriate regional and national financial risk
management tools including insurance. Policy coherence
should enhance consumer protection, links to resilience
building and risk reduction, and links to adaptation and
national development planning processes.
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ÆÆ Where appropriate coordinate with bodies on technical
matters related to assessments such as the International
Association of Insurance Supervisors. Such a process could
ensure the compiling, open access and standardization of
data.
National governments with the engagement of relevant sectors
including public and private can help fulfil this function inter alia
in the following ways:
ÆÆ Engage in risk reduction activities and provide enabling
environment for risk management, insurance, governance,
etc.

4.2 Some cost figures
Estimating costs for a global coverage for developing countries
is a challenging task as the (technical) premium costs are highly
individual and strongly depend on the regional and international
settings. Nevertheless, there are first estimates of capital costs
and costs of maintaining regional risk sharing facilities.
A global extreme risk fund, possibly like the one proposed by
MCII (MCII, 2008), could need US$10 billion in initial capitalization, and would be maintained at that level. Young (2009b)
estimates initial capitalization needs for regionally organized risk
pooling solutions at US$5-10 billion over five years, and ongoing
premium support costs of US$2-5 billion per year for multiple
regional risk-sharing facilities covering extreme weather risk at
both national and local levels. Additional funds would be required
to provide technical support alongside other adaptation initiatives
and for capitalization of a global risk fund of last resort to cover
the most extreme events (perhaps an additional US$10 billion).
Investment return on the latter could cover technical support in
the long-term (Young, 2009b).
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4.3 Accompanying activities in the emerging
institutional set-up of adaptation and mitigation
The UNFCCC, through the Cancun Decisions, already achieved
major advances on the issue of adaptation. Several elements
that are underway towards their operationalization have to play
synergetic roles for advancing a climate insurance approach.

National Adaptation Plans (NAPs)
Parties agreed to operationalize the NAP process as mandated by
the Cancun Adaptation Framework. This includes a medium- to
long-term strategic approach for Least Developed Countries in
how to do adaptation at the national level. The developed modalities and guidelines should also be applied by other developing
countries.
NAPs will be accompanied by concrete investment activities. The
Cancun Adaptation Framework already gives guidance on eligible
adaptation activities. Countries should consider embracing a risk
layering approach and include elements of a climate insurance
approach in their concrete activities.
Regarding loss and damage, there is no immediate mentioning in
the NAPs decision. However, many approaches to be discussed
under the loss and damage work programme (such as assessment
of loss and damage and relevant decision-making tools) have also
a high relevance for medium- to long-term adaptation planning.
In elaborating the work programme on loss and damage, Parties
should therefore also link this with the NAPs concept and possibly include it in the review of the guidelines to be conducted by
the Least Developed Expert Group.

The Green Climate Fund
In Durban, Parties succeeded in operationalizing the Green
Climate Fund. The decision includes an annex on the governing
instrument, which lays out the fundamental structures and procedures of the fund. Part of this is the decision to fund adaptation,
which is likely to be interpreted as funding eligible activities under
the Cancun Adaptation Framework Para 14. So far, loss and
damage is not considered an eligible activity for funding.
However, possible loss and damage-related activities might well
be eligible: This includes inter alia, impact, vulnerability and
adaptation assessments, climate change-related disaster risk reduction strategies, risk assessment and management, and sharing
and transfer mechanisms, enhance understanding, coordination
and cooperation with regard to climate change induced displacement, strengthening data and improving climate-related research
and systematic observation. In the medium- and long-term,
funding of the risk transfer mechanisms for developing countries
to address loss and damage should, among other international
sources13, generally also be financed and capitalized by the Green
Climate Fund. The regional facilities can be a conduit for distribution of payments, other appropriate forms of support, etc.

Adaptation Committee (AC)
In Durban, Parties operationalized the Adaptation Committee
(AC) (decision 2/CP.17). The AC will be the major advising body
on adaptation under the UNFCCC, extract lessons learned and
recommendations to Parties, and provide general coherence.
The AC should therefore work on the general guidance on risk
transfer solutions as part of the adaptation and loss and damage
portfolio.

13 Some countries take the position that national funding should not compete with
funding for regional purpose. Therefore, international funding sources are one
option, but more discussion is needed to ensure that national and regional priorities
are addressed.
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5. Outlook
The impacts of loss and damage associated with climate-related
stressors including weather extremes and long-term climatological shifts can impair socio-economic development and reinforce
cycles of poverty across the globe. Building the management
capacity for dealing with today’s extreme climate-related events
will provide the basis for dealing with both current climate variability and long-term shifts in climate patterns. This comprehensive approach will help both to smooth development pathways
and cushion the expected negative impacts of loss and damage
in the future.
In today’s world there are challenges associated with creating
strategies to address loss and damage. Faced with financial crisis,
political strife, population growth and a multitude of other challenges, decision makers may be tempted to postpone considering
approaches to address loss and damage related to climate change
impacts. In spite of these challenges, international and national
policy fora, as well as communities of policy, science and practice
have many tools to help them begin to address loss and damage.
Tapping into and jump-starting the action of these different communities and processes should be an essential next step for the
UNFCCC process, as the discussions on loss and damage become
more mature and probably more institutionalized.
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