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1. Thank you for giving us the opportunity to comment on this EU Green Paper on the Insurance of 
Natural and Man-Made Disasters.  As natural disaster losses have been steadily climbing in both 
advanced and developing countries, there is an urgent need for governments to better understand, 
manage, and reduce the financial and fiscal impacts of natural disasters. Many governments are 
increasingly recognizing the need for comprehensive disaster risk management strategies, including 
robust disaster risk financing strategies and stronger involvement of the private sector, to achieve or 
maintain sustainable development. World leaders are calling for stronger and systematic integration 
of disaster risk management and financing into development planning. In 2012, Finance Ministers 
from the G20 and APEC highlighted the importance of financial resilience against disasters, and the 
Sendai Dialogue at the IMF-World Bank Group Annual Meetings demonstrated commitment to the 
topic at the highest levels. 

 

2. The Green Paper on the insurance of natural and man-made disasters offers an unique 
opportunity to discuss the role of insurance markets (and governments) in the financing of natural 
and man-made disasters with a specific focus on countries within the European Union. 

 

3. The following comments on the Green Paper build on the Disaster Risk Financing and Insurance 
(DRFI) operational framework developed by the World Bank over the past 10+ years in middle- and 
low-income countries.  The World Bank and the Global Facility for Disaster Risk Reduction and 
Recovery (GFDRR) help governments institutionalize sustainable and cost-effective disaster risk 
financing strategies, within the overall disaster risk management framework, to increase financial 
resilience to natural disasters through two key pillar:  

• Sovereign disaster risk financing aims to assist governments in increasing their fiscal resilience 
toward natural disasters and increase their post-disaster response capacity without compromising 
their long term fiscal balance. This includes a three-tiered risk layering financial strategy (reserves, 
contingent credit, and market-based risk transfer) to ensure immediate liquidity post-disaster and 
protect debt sustainability; insurance of key public buildings and infrastructure; and long-term 
reconstruction financing.  In addition to resource mobilization, this also includes institutional and 
operational setup to ensure cost-effective resource execution (such as national disaster funds). 

• Catastrophe risk market development. Governments should invest in risk market infrastructure to 
promote the development of domestic disaster risk (property and agricultural) insurance markets by 
addressing the key reasons of low disaster risk insurance penetration: limited data infrastructure, 
lack of expertise, lack of production systems, lack of risk-based regulatory requirements, lack of 
awareness and/or confidence of consumers, etc.  



4. The objective of the Green Paper is fully aligned with the mandate of the World Bank GFDRR DRFI 
program: promote insurance as a tool of disaster risk management. 

 

5. The historical data (Graph 1-5) presented in the paper to illustrate the impact of natural disasters 
should be complemented by (i) estimated probable maximum losses (using catastrophe risk models) 
to show the economic impact of extreme events (which have not occurred yet but could occur in the 
future), (ii) estimated fiscal impact as percentage of government budget to show the budget 
exposure of governments to disasters, and (iii) insured losses as a percentage of total economic 
losses to show the penetration of catastrophe risk insurance markets. 

 

6. Section 2 on market penetration should include a brief introduction to explain the reader what 
this section aims to achieve, beyond the discussion of options that could contribute to increasing the 
penetration of insurance.  

a. The discussion on product bundling and correlated (systemic) risks could be separated.  Systemic 
risks can be addressed in several ways, including reinsurance or other alternative risk transfer 
mechanisms.  Compulsory product bundling is one option to increase insurance penetration.  
Voluntary product bundling can also be used to offer the client an integrated financial solution and 
reduce some operating costs (particularly in rural areas where distribution costs are high).  Finally, 
insurance can be bundled with credit, as this is the case for agricultural credit in many developing 
countries. 

b. Compulsory insurance.  This can be the answer to behavioral issues (such as risk myopa) as long as 
this can be properly enforced; this is for example a major challenge in developing countries.  
Governments are also often reluctant to implement compulsory insurance as this is perceived as a 
tax by the citizens.  In addition, compulsory insurance usually does not provide the insurers with the 
incentives to offer high-quality products.  Adverse selection is a different issue and could be best 
handled through risk-based pricing. Several European countries have compulsory catastrophe 
insurance (such as a compulsory guarantee within a voluntary policy in France).  It would be 
interesting to evaluate the performance of those schemes, which could help answer policy 
questions. 

c. Disaster insurance pools can increase the absorption capacity of the local insurance market, 
reduce operating costs, and facilitate access to international reinsurance/capital markets.  However, 
they have to be carefully regulated to avoid monopolies/cartels that could act to the detriment of 
the customers (e.g., disincentive to offer high-quality product at affordable price).  Those pools can 
be national (such as the Turkish earthquake pool TCIP) or regional (such as the Caribbean 
catastrophe insurance pool CCRIF). They usually act as risk aggregator, allowing the domestic 
insurers to access the international reinsurance market on better terms. 

d. The role of government as (re)insurer of last resort should be discussed within a broader section 
on the role of government in supporting the development of disaster risk insurance markets with 
public-private partnerships.  The government has two main, but distinctive, roles to play: market 
enhancing role and social role. In its market-enhancing role, the government can invest in risk 



market infrastructure (data infrastructure, technical expertise, regulatory framework) that will 
stimulate sustainable competition among domestic insurers to offer high-quality but affordable 
insurance products.  This can be achieved through the establishment of a national (or regional) 
Technical Support Unit (TSU).  In its social role, the government must ensure that the low income 
population is protected against natural disasters.  The role of (premium) subsidies should also be 
addressed (maybe in a separate section), as this is a common way for the governments to support 
those markets, especially in agriculture. 

e. The section of parametric insurance and other innovative solutions is an important section and 
should be further developed.  Those innovative products can address some very specific challenges 
but experience tends to show that they can be complex contracts with mixed quality.  They can work 
well for specific risks (such as drought) but are exposed to basis risk (mismatch between index 
payout and actual losses).  Both at the micro and macro level, parametric insurance should be one 
element of an integrated disaster risk financing strategy and is unlikely to be sustainable as a stand-
alone product (like many other insurance products).  At the micro level, experience in agriculture is 
mixed, particularly when programs have to be scaled up, as they face major challenges (e.g., 
network of weather stations, cost of product development).  Experience in India for example tends 
to show that a combination of parametric indices and aggregate yield indices (where yield losses are 
assessed on the ground through surveys) may be a promising area of development. 

f. Insurance-linked securities.  Such innovative products can offer risk transfer solutions for 
governments, but should be considered in an integrated sovereign disaster risk financing strategy 
including reserves and possibly contingent credit.  Those instruments can be expensive and 
governments should carefully consider the costs and benefits of such products.   

7. Section 3 on disaster risk management (DRM) offers an important discussion on how DRM can 
contribute to building resilience against disasters, and especially the role of insurance.  

a. Insurance/actuarial tools (including risk assessment and risk pricing) can be used to price disaster 
risks.  Risk-based premiums can be used as risk signals to inform about the cost of risk and create 
incentives for investments in risk reduction.  Insurers have also incentives to promote risk mitigation 
since this will ultimately reduce the losses and hence the insurance payouts.  However, price 
discrimination is not always socially acceptable and some sort of cross-subsidization may be 
necessary.  The solidarity principle should not however promote risky behavior and thus requires 
strict and enforceable rules. 

b. Long-term insurance contracts should be further explored, taking into account flexibility and 
costs.   

c. Consumer protection should guide pre-contractual and contractual information requirements.  
Standardizations of those requirements should be considered. 

d. There is a clear need to further invest in risk data infrastructure, including collation and 
management of loss data and development of probabilistic catastrophe risk models to better inform 
private and public decision makers.  Information is usually a public good and, as such, should be 
provided by public agencies.  The private sector can have a critical role in identifying the relevant 
information to collect and contribute to the discipline and transparency of the system.  A key 



challenge is also to assist public and private stakeholders in analyzing this information for better 
decision making.   

e.     Promoting risk financing initiatives as part of the EU development cooperation policy is 
essential.  The EU is already very active in this area (e.g., GFDRR, GIIF) as part of their agenda for 
increased resilience.  The financial protection of developing countries against natural disasters is a 
vast topic and requires an integrated approach that goes beyond a product approach.  As explain in 
paragraph 3 above, countries should first identify their main financial challenges related to natural 
disasters: lack of flexibility in their budget in the aftermath of a disaster? Inability to execute the 
funds due to inappropriate post-disaster budget execution mechanisms? Lack of long term financing 
for reconstruction? Inability to leverage the technical and financial capacity of the private sector? 
Lack of risk market infrastructure to promote market-based solutions? Lack of technical expertise? 
These challenges may vary by country and require detailed country-specific diagnostics, and 
especially clarity on the role of governments supported by their donor partners.  From this 
diagnostic, stakeholder consultation can help identify and prioritize the actions to be undertaken. 
They usually rely on strong public-private partnerships, where the governments can focus in the 
development of risk market infrastructure that will promote sustainable, scalable, cost-effective 
market-based solutions. 

 


