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Foreword  

 
This document contains the IFC – Global Index Insurance Facility’s (GIIF) response to the EU 
Green Paper consultation on the insurance of natural and man-made disasters launched on 16 
April 2013. IFC welcomes the opportunity to comment and contribute to the EU’s Green Paper 
and future work around the issue of catastrophic risk insurance and stands ready to assist the 
European Commission’s efforts in this respect. 
 
IFC would like to congratulate the Commission for its action around this issue given the ever-
increasing number of disasters facing the populations of developed and developing countries 
alike. These risks must be addressed and managed, particularly the large fiscal burdens that 
governments face after disasters when costs are inadequately insured – the private sector also 
having a key role to play in this context. 

The impact of disasters is particularly strong in developing countries, where a catastrophic event 
often leads to the financial devastation of a household. Insurance is important for development 
because uninsured losses lock vulnerable populations in vicious cycles of destitution. With the 
adverse impact of climate change and rising food security concerns, adapted insurance 
solutions offer low income people an affordable means of protecting their assets and livelihoods. 
It has also been demonstrated that with insurance low-income populations are more likely to 
invest in expanding their farms, establishing new businesses, or sending their children to 
school. If health, life, and property insurance were affordably priced and easily available, up to 
four billion people in developing countries would pay for it, Swiss Re estimates. 

A well functioning insurance market thus provides tools to offset risks, to protect investment and 
assets, provide peace-of-mind safety and, through its accumulation of capitals nature, can 
significantly stimulate financial markets. Thus, the insurance sector can fulfill an important role 
in economic development, especially of developing countries, by providing risk management 
services to both individuals and businesses. IFC hopes that the Commission will continue to 
play a strong role in the development of micro-insurance solutions for the poor. 

 
The European Union, through the 10th European Development Fund, is the anchor donor of the  
Global Index Insurance Facility (GIIF), a multi-donor trust fund supporting the development and 
growth of local markets for weather and catastrophic index-based insurance in developing 
countries. GIIF’s implementing partners have insured more than 228,000 farmers, pastoralists 
and micro-entrepreneurs and reached nearly one million with information and access to index 
insurance. The EU’s support to this innovative program has been of crucial importance for the 
development of a sustainable index insurance market in the Africa, Caribbean, and Pacific 
(ACP) region.   
 
The responses to the Green Paper have thus been drawn from the lessons learned from GIIF 
and IFC’s insurance work more broadly. As the private sector arm of the World Bank Group, 
IFC’s approaches the Green Paper through its private sector prism, and this contribution does 
not address certain topics analyzed that fall outside of IFC’s mandate and expertise.  
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 (6) Could risk-based pricing motivate consumers and insurers to take risk reduction and 
management measures? Would the impact of risk-based pricing be different if disaster 
insurance was mandatory? Do insurers in general adequately adjust premiums following 
the implementation of risk prevention measures? 
 
In principle, risk-based pricing motivates consumers to take risk reduction and management 
measures. This is evident for certain classes of insurance, particularly motor vehicle insurance, 
property (or homeowners) insurance and health insurance. Even in the case of agriculture (or 
crop) insurance, there is evidence that clearly demonstrates that insurers charge different rates 
(or premiums) for different crops within the same agro-climatic region/area, reflecting the 
inherent risks. Horticulture crops might, for instance, attract a lower premium when compared to 
wheat or paddy grown in areas with relatively low rainfalls, thus incentivizing farmers who adopt 
better farming and risk management practices.1  
 
In the case of mandatory insurance, there is little incentive (if any) to adopt better risk 
management or risk reduction practices since everyone pays the same premium irrespective of 
the level of risk. Mandatory insurance should be considered as more of a solidarity program, for 
instance as a way of encouraging certain parts of the population that are currently not properly 
addressing natural disasters and catastrophic risks.  
 
There are mixed opinions and experiences in terms of insurers adjusting premiums following the 
implementation of risk prevention measures. Homeowner insurance premiums are reduced if 
owners retrofit or construct houses a certain distance from the river banks to prevent flooding, 
and similarly in motor vehicle insurance a clean driving record leads to premium reduction. 
 
(7) Are there specific disasters for which flat-rate premiums should be suggested? 
Should flat-rate premiums be accompanied by caps on pay-outs? 
 
The key benefit of a flat rate premium is ease of administration and selling; the downside is that 
it could be viewed as regressive by certain households and enterprises that consider 
themselves as having a lower risk and/or have better risk management and hence should be 
paying less in terms of premiums when compared to others. This segment may even consider 
not buying insurance altogether in such cases. Health insurance is a classic example of this, 
e.g. when healthy people forgo buying health insurance.  
 
However, a flat rate premium could work for natural disaster or catastrophic risk insurance, as 
well as for micro-insurance given the challenge of (a) explaining premium differences to 
individual households  based on individual risks; as well as (b) managing differential premium 
rates for small insurance contracts.  
  

                                                
1
 The risk-based pricing incentivizes (as opposed to forcing) the farmers to think differently i.e. the risks of 

growing paddy in low rainfall regions are high; and hence farmers should explore alternative crops which 
can provide better and greater returns. Insurance in these cases acts as a signaling mechanism. 
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(8) What other solutions could be offered to low-income consumers who might otherwise 
be excluded from disaster insurance products? 
 
Providing insurance to low-income consumers on an individual/household basis is perceived as 
a financially unviable model due to the high cost of reaching out to rural and low-income 
populations. For instance, in India more than 40 percent of villages have fewer than 1,000 
people. This low geographical density makes distribution costs too high for insurers to expand 
footprints in as yet untapped rural areas. Uneven population density, poor infrastructure in 
remote locations, lack of access to payment mechanisms and difficulty in collecting renewal 
premiums are some of the key reasons that make traditional service delivery unsustainable in 
this segment. 
 
In the absence of viable individual/household-based insurance solutions, portfolio-based index 
insurance through institutions such as banks/microfinance institutions, community-based 
organizations, faith-based organizations, and local governments are being explored. Such 
institutions can serve as aggregators, buying insurance or financial protection on behalf of their 
clients/members. Index insurance pays out benefits on the basis of transparent parameters – 
such as the level of rainfall measured by selected weather stations during crop germination – 
without the costly individual field verification of losses required with traditional indemnity based 
insurance. 
 
Financial protection can be insurance and/or non-insurance financial solutions such as a 
liquidity-facility which provides access to low-cost funds (or credit) following major disasters. 
The Chief Minister’s Relief Fund (CMRF), operated by various State Governments in India, 
illustrates this approach by allowing households in distress (e.g., major catastrophic health 
expense) to approach the CMRF for assistance. Based on the experience of the CMRF, some 
States in India have started publicly funded-privately managed insurance programs to manage 
certain risks such as catastrophic health expenses. 
 
The Indian agricultural insurance market is large, with 29 million farmers covered per year, of 
which nearly 12 million are covered under weather index insurance contracts and the remainder 
under area yield index contracts. One of the key reasons for the successful scaling-up of crop 
insurance in India include the long term commitment from government, compulsion for 
borrowing farmers, public subsidies, coordinated long term investments in data, and innovation 
from the private sector. In addition, in India actuarial risk-based pricing has been critical for the 
move towards public private partnership. 

 
(9) Is there a case for promoting long-term disaster contracts? What would be the 
advantages/drawbacks for insurers and the insured persons respectively? 
 
There is limited experience and knowledge of long-term disaster contracts. There are long-term 
insurance contracts for certain risks like property insurance (excluding natural disasters), health 
insurance and life insurance. From an insurer’s perspective, given the erratic and unknown risks 
of climate change and the unpredictability of natural disasters, multi-year disaster contracts (e.g. 
exceeding one year) are too risky. Multi-year insurance contracts limit the ability of insurers to 
review the premiums based on the previous year’s experience, and they remove the incentive of 
risk reduction or prevention behaviors of the insured. 
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(11) Do deductibles, co-insurance and other exclusions effectively prevent moral hazard? 
What alternative terms and conditions could be appropriate for disaster insurance, given 
that the insured party may be unable to take effective risk reduction measures against a 
disaster? 
 
Moral hazard occurs when the purchase of insurance results in detrimental management 
practices that increase the likelihood or level of indemnity payments. Moral hazard may be of 
two types: (1) ex ante, when people behave in a more risky manner before loss becomes 
evident, and (2) ex post, when there is a failure to mitigate losses. For example, an ex ante 
moral hazard is a failure to use high-quality seed because of an insurance purchase. An ex post 
example occurs when a producer does a poor job of harvesting a crop because the insurance 
price is greater than the market price. 
 
Any provision that discourages more risky behavior when insurance is purchased, or 
encourages behavior to mitigate losses, will reduce moral hazard. But these contract provisions 
do not entirely prevent moral hazard. This is due to the fact that moral hazard often results from 
asymmetric information in which one party (e.g. a farmer) has more information about 
production practices or market prices than a second party (an insurer). A farmer usually 
possesses more information about his operation and practices than an insurance agent, in part, 
because it is expensive for insurance providers to monitor farm inputs and management. Thus 
addressing asymmetric information is another method to reduce moral hazard. 
 
(12) How could data on the impacts of past disasters be improved (e.g., by using 
standard formats; improved access to and comparability of data from insurers and other 
organisations)? 
 
Quality data is the life blood of any insurance product and lack of data will restrict the 
opportunities to further develop specific products. Improving the quality of data, the duration of 
data sets, and “recognizing the interdependencies associated with risks and the dynamic 
uncertainties that result from these interdependencies” will also improve the data and their use 
in insurance applications. 
 
In general, insurance needs large quantities of high-quality historical data to establish premium 
rates.  Empirical rating processes provide the most actuarially sound approach to rating and 
result in lower premium rates compared to other methods.  However, empirical rating processes 
are highly data intensive.  For example, an ideal data set for rating an individual yield insurance 
product would consist of more than 100 years of observations for each producer in any given 
region.  Such data sets are seldom available, so other procedures are frequently used.  For 
example, shorter periods of data are usually used for empirical rating processes.  Premium 
rates are then increased by various load factors to reflect unknown risks that cannot be 
determined because of insufficient data volumes. 
 
Parametric rating procedures are often used when historical data is insufficient to provide 
reasonable empirically rated premiums.  Historical data may simply not exist in the quantities 
needed, or the data may be of poor quality.  Poorer quality data occurs when observations 
include inaccuracies or missing values, inconsistent collection methods, or policy changes.  In 
these cases, a variety of statistical distributions may be used to represent the underlying 
variation in yields that occur in actual observations.  In some cases, limited historical data may 
help identify the appropriate statistical distribution for rating purposes.  In other cases, a normal 
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or uniform distribution may simply be assumed.  These two distributions often provide 
conservative and liberal endpoints for premium rate ranges.   
 
Statistical distributions are used to establish expected indemnities which are then combined with 
liabilities to establish pure risk premium rates.  These procedures, however, often require the 
addition of substantial premium rate loading factors to reflect uncertainty associated with actual 
yield outcomes. 
 
(14) How could better sharing of data, risk analysis and risk modeling methods be 
encouraged? Should the available data be made public? Should the EU take action in 
this area? How can further dialogue between insurance industry and policymakers be 
encouraged in this area? 
 
Sharing data is not likely if an insurer or reinsurer has gained a competitive advantage due to a 
robust data set. Competitive advantage allows a primary insurer to provide better pricing and 
design and thereby lower reinsurance rates. However, improvement in insurance products could 
be encouraged by making data public, which could render the overall data pool more 
comprehensive due to the sharing of different data sources and lower reinsurance rates, 
particularly loadings (which are related to the quality and confidence in the data).   
 
If the EU would like to take action in making data publicly available, we would suggest that the 
following steps be taken: 
 

1. Engage the insurance and reinsurance markets and determine the type, quantity and 
quality of data they require to be able to develop and price products with minimal 
uncertainty loadings. Insurers and reinsurers should also indicate minimum data 
requirements and the range of risk loadings that accompany such data sets. 

 
2. Consider the possibility of establishing a specialist facility like the Insurance Services 

Office at Verisk Analytics in the U.S. that collects industry information and uses the data 
to develop pure premium rates for property and casualty insurers. Insurers and 
reinsurers interested in offering this type of industry insurance then acquire the data from 
the facility and use it to develop their own final rates. The facility would also provide data 
that could be used for developing capital requirements under Solvency II or other 
relevant capital and solvency regulation. The National Council of Compensation 
Insurance, also located in the U.S., does similar work as an Insurance Services Office 
but for workmen’s compensation programs. 

 
3. Support the specialist data facility initially in the first few years to ensure that it has the 

highest quality of technical and strategic designers.  Data and services could be 
provided free in the initial years but once many insurers and reinsurers have started 
using the data and services, fees should be gradually introduced. 

 
We recommend that the EU engage institutional partners such as the Institute of Actuaries, the 
Casualty Actuarial Society and other insurance bodies that work in risk modeling and 
catastrophe insurance in such a process. These institutions could then work closely with the EU 
to develop simplified information sets that can then be shared with governments.  
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(15) How can the Union most effectively help developing countries to create solutions for 
financial protection against disasters and shocks and what should be the priority 
actions? What types of partnerships with the private sector and the international 
institutions should be pursued for this purpose? 
 
There are three potential areas where the EU could play a very significant role in helping 
developing countries create financial solutions against disasters and shocks, partnerships with 
the private sector indeed being of fundamental importance in this context: 
 
Allow for advocacy, policy and regulation to incentivize better risk management practices. 
Insurance penetration is very low in developing countries. For instance,  less than 5 – 10 
percent of micro, small and medium-sized  enterprises (MSMEs) have some form of insurance; 
less than 2 – 3 percent of farmers have crop insurance; and less than 10 percent of property (or 
homeowners) have insurance cover. Hence, most farmers, small businesses and property 
owners depend on assistance from governments and donor agencies following disasters, 
putting a huge burden on the public purse. This system does not necessarily incentivize all 
stakeholders to adopt better risk management practices.  
 
Promote Collaboration between the Private and Public Sectors – given that developing a 
pure market-based or private sector solution to protect the most vulnerable (low-income 
communities, small and marginal farmers, MSMEs) would currently be very difficult given that 
the insurance sector is still not ready to tackle this market segment alone (given the reasons 
outlined in previous sections) collaboration between the private and public sectors are critical for 
building large, robust microinsurance markets. All of the large index insurance markets in the 
world such as India and Mongolia have been scaled up through strong collaboration between 
the private and public sectors.  

 

There are some good examples of successful collaboration between the private and public 
sectors in supporting vulnerable populations such as health insurance for the poor and natural 
disaster risk pools e.g., the Turkish Catastrophe Insurance Pool (TCIP) and the Caribbean 
Catastrophe Risk Insurance Fund (CCRIF). TCIP and CCRIF primarily provide liquidity to 
governments or insure registered properties (or homes) against catastrophic risks. However, 
they do not insure any private sector assets or provide liquidity to private sector companies 
following natural disasters so that more solutions to assist this specific segment need to be 
found. PPP models could be explored and extended to insure and protect the private sector, 
particularly micro and small enterprises, including small farmers.  
 
While much of the focus of IFC/GIIF has to date been on agricultural index insurance, going 
forward there be also be a focus on spurring insurance coverage of MSMEs in developing 
countries, which in most cases are not insured leading to devastating economic losses for 
already fragile economies. MSMEs have limited or no recourse to post-disaster financing, and 
insurance penetration amongst MSMEs is very low, estimated to be less than 10 percent across 
many developing countries. In addition, there is very limited access to post-disaster assistance 
from either the government or development agencies. After the earthquake in Haiti in 2011 for 
instance, there was a funding gap of $1.2 billion in coverage for MSME losses and a funding 
gap of $1.9 billion for MSME losses in Thailand following floods in 2011. Insurance coverage in 
China is also quite low, particularly in the MSME sector. Only 0.2% of the direct economic costs 
of the May 2008 Sichuan earthquake were compensated by insurance after the earthquake. The 
2008 earthquake in Sichuan caused a direct economic loss equivalent to about 2.5% of China's 
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GDP at the time, and affected 40 million people and displaced 15 million people. As an 
indication of economic loss, among others, forty million animals died.  
 
Continue supporting innovative solutions like the index insurance – Natural catastrophic 
insurance is not present in most developing countries, which also necessitate innovative 
insurance solutions adapted to their specific market conditions. Governments in low-income 
countries often do not have the resources to support the development of innovative solutions 
that necessitate considerable long-term and patient capital before they become commercially 
viable. The development community will thus continue to have to play an important role in 
developing disaster insurance and risk management solutions. 
 
The EU is already an anchor donor to one of the major efforts in this space – the Global Index 
Insurance Facility (GIIF), which is jointly implemented by IFC and the World Bank. GIIF aims to 
build a sustainable development and growth of local markets for weather and catastrophic 
index-based insurance in developing countries. One clear and obvious way the EU could help 
developing countries in this respect would be to continue to support a GIIF scale-up, leveraging 
the efforts that have already gone into GIIF I to start developing local partners that could over 
time be spun off to become sustainable private sector providers of index insurance. Swiss Re 
estimates that $15-20 million in premium revenue is needed in Africa for a sustainable regional 
index insurance market so that efforts in this regard are still needed.  
 
One of the projects supported by GIIF, for instance, the Microinsurance Catastrophe Risk 
Organisation (MiCRO,)  helps thousands of low-income micro entrepreneurs in Haiti protect 
their livelihoods against weather-related risks and natural disasters. Haiti is highly prone to 
earthquakes, hurricanes, floods and other natural disasters that have devastating effects on the 
country's population and economy. However, only  3 percent of the population has some form of 
insurance, one of the lowest rates in the world. Micro-entrepreneurs are particularly vulnerable 
to uninsured losses, as these can force them to default on debts and disqualify them from future 
loans at a time when they need capital to recover. The project will help provide Haitian micro 
entrepreneurs with affordable weather-index insurance. It will be distributed through Fonkoze, a 
leading microfinance institution in Haiti. Over the next three years, close to 70,000 Fonkoze 
clients, mostly rural women, are expected to be insured through the program. They include 
shopkeepers, traders and market vendors who provide their communities with the essential 
goods and services.   
 

 


