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GIZ: Comments on the Green Paper on the insurance of natural and man-made disasters 

(EU, 16/04/2013)  

 

1. What is your view on the penetration rate of disaster insurance in the European 

Union? Please provide details and data to support your arguments. Is more research 

needed to understand any possible gaps in insurance supply and demand, insurance 

availability and coverage? 

We feel that the penetration rate of insurance itself will help define strategies, as long as it is 

separated into customers’ segments like size and activity of enterprise, household, 

municipals, public goods like infrastructure (bridges, fire engine etc.) and privatized public 

goods like the Deutsche Bahn (German National Railways) and hospitals. We definitely need 

further research to get a clear view on the source of the insured losses (commercial or 

individual) in order to understand what kind of assets were affected by extreme weather 

events. This will give us an idea of the parts which has to be covered and the kind of 

products already offered by the insurance market. It is tremendously helpful to detect already 

existing distribution channels of insurance products like aggregates, agencies or financial 

institutions and it would also be possible to get detailed information about the target group. 

 

2. What further action could be envisaged in this area? Would mandatory product 

bundling be an appropriate way to increase insurance cover against disaster risks? 

Are there any less restrictive ways, other than mandatory product bundling, which 

could constitute an appropriate way to increase insurance coverage against disaster 

risks? 

Regarding extreme weather events where countries are affected beyond their national 

borders, it is necessary to determine high risk areas like the Danube region to implement 

common insurance pools. This concept corresponds with the aim of the European Union 

(EU) solidarity principle to share both the advantages, i.e. prosperity, and the burdens 

equally and justly among member states. If these risks could be bundled into one single 

policy it would be a good starting point once the event occurs and the insured person 

receives the payout. It automatically justifies the logic to cover more than one particular risk. 

Obviously the challenge might also be to convince a customer who lives in an area where 

there has been no earthquake in the past 50 years to buy an insurance product which covers 

losses due to earthquakes (because it covers the requirements of the pool). As the size of an 

insurance pool increases, the co-variant risks will decrease as well as the premium for the 

customers. It is essential to clearly point out that it is necessary to achieve a cross 
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subsidization. There should be adequate and reliable date available for pricing tools and 

actuarial estimations.  

 

4. How can state or state-mandated disaster (re-)insurance programmes be designed 

and financed to prevent the problem of moral hazard? 

In our work we hardly experience the problem of moral hazard but adverse selection. 

Adverse selection is commonly known as a phenomenon that is endemic to insurance of any 

kind. As you know it occurs whenever people make insurance purchasing decisions based 

on their own knowledge of their likelihood of making a claim. The state-mandated disaster 

(re-)insurance programme should be implemented as an integrated risk management 

approach, which decreases this group of people due to mandatory efforts. (for more details 

see answer to question  

 

2). However the question of the quality of public infrastructure in these markets still remains 

(e.g. private insurance is the risk of the households / SME but what about assets constructed 

by public bodies through tenders like bridges?) At this point the question how transparent 

these processes actually are has to be discussed more in detail. Referring to this challenge, 

FONDEN (Mexico), a natural disaster fund, illustrates one way how governments deal with 

their concern to increase their capacity to attend the damages caused by natural phenomena 

without altering the public finances. The legal regulations provide control and transparency in 

the use of money on state level. The fund trust includes a financial tool which finances the 

reconstruction of the public infrastructure and housing of low income population; the 

acquisition of risk transfer instruments to protect its patrimony and  being the most important 

pillar, it supports the federal states to develop a risk transfer strategy for their asset.  

 

5. Do you see any difficulties, barriers or limitations in using information to generate 

parametric insurance? Which factors could scale-up the promotion and uptake of 

such innovative insurance solutions? 

The biggest challenge when it comes to using information to generate parametric insurance 

is the quality and the availability of data. In most developing countries we observe a lack of 

data history which is problematic considering the cost of creating such an insurance index, 

which involves ascertaining the extent of the damage which has been caused by extreme 

weather events in the past. The geographical area covered by such insurance products can 

be extremely large and the asset values across this area might not be the same. The basis 

risk and the impact of e.g. a storm on a well-constructed house versus a poorly constructed 
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one have to be considered as well as the magnitude of losses across the entire area which is 

covered by the parametric insurance. In the case of an earthquake, the losses around the 

epicenter versus those which occur far away from the epicenter could be extremely different 

in their extent and have to be assessed differently from each other.  

 

Parametric insurance solution should be an integral part of a catastrophe risk management 

strategy which includes both the public and the private sector. Even in the case of extreme 

weather events, additional insurance processes e.g. loss assessment through satellite data 

which go beyond the standard catastrophe insurance solution can help to reduce the basis 

risk. These factors are important as they help to scale-up innovative insurance solutions. 

 

Difficulties arise when new technologies go beyond borders like the project in remote 

sensing-based information and insurance for crops in emerging economies (RIICE) which 

uses satellite data from the European Space Agency in South and Southeast Asia. The new 

applied technologies in this area are still prone to error because of low coverage of weather 

stations, no reliable data storage and communication / transparency issues towards 

customers. As described above there are two main basis risks namely the one which has 

product and the other geographical implications.  

 

Further, the feeding of data on production, yield and destruction data are normally handled 

by public authorities on local level. Local governments however have their own (hidden) 

agendas and may win or lose according to the data provided. Therefore a thorough quality 

control is needed   

 

It has to be mentioned that there still is the risk that the insurance product could turn into a 

derivative. 

 

7. Are there specific disasters for which flat-rate premiums should be suggested? 

Should flat-rate premiums be accompanied by caps on pay-outs? 

We would need another few days to comment on that. Sorry. 

 

8. What other solutions could be offered to low-income consumers who might 

otherwise be excluded from disaster insurance products? 

Governments can intervene in different ways targeting different actors in the agricultural 

insurance value chain. A solution that is most commonly used is the provision of financial or 
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in-kind subsidies to support the agricultural insurance market: Insurance companies are often 

hesitant to enter this market due to a variety of impeding characteristics and high initial 

investments. Subsidies provided by the government can either benefit the farmer directly or 

target the initial motivation of the insurance companies to enter and serve this market. Since 

the agricultural sector is dominant in rural – and often poorer – areas, the level of the 

premium subsidy is an important element determining insurance uptake by farmers. The 

poorer the farmer, the more price-sensitive he / she is. Subsidizing premiums may help 

households receive insurance protection that they would otherwise not have.  

 

Beside direct premium subsidies, the government can also reduce the taxes for special 

insurance business lines or directly support the operations of insurance companies in order 

to reduce the premiums that need to be paid by the insured.  

 

In order to increase the motivation of the insurance companies entering the market, the 

government can also take actions that help in building a sustainable insurance market. This 

might include the compilation and provision of data (at a subsidized price or free of charge), 

the adoption of favourable insurance regulation and the action as reinsurer of last resort in 

case the insurance market does not have access to the international reinsurance market.  

 

All these measures have the potential to reduce the premium level that the insured will pay 

for the product in the end and to increase the willingness to take up insurance. 

 

Another solution might be short term contracts for low income households so that they can 

react on risk, instead of investing long-term into a security net, which is not on highest priority 

for them. Parametic insurance products mostly have a long tern approach to reduce adverse 

selection.  

 

The governments have to also become active in strengthening of financial literacy of 

customers, as well should support the reduction of risk by raising awareness and offer 

trainings, solutions and techniques. 

 

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 are cases for promoting long-term disaster contracts like insurance products against 

extreme weather events with a probability of occurrence of every 100, 50, 30 or 15 years. 
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This category encompasses the extreme weather phenomenon El Niño Phenomenon which 

is a specific climate pattern and characterized by prolonged differences in Pacific Ocean 

surface temperatures.  

 

Insurance products against these kind of extreme weather events with a probability of 

occurrence of 15, 30 or with even longer time intervals should be combined with a savings 

component in the insurance policy, and reduced premiums / enlarged savings portion 

Otherwise it is likely that the customers quit the insurance when an extreme weather event 

has occurred or they quit before the event occurs, since no benefit of being insured is 

“visible”. It would also be possible to hand out certain payments which are linked to 

preventive measures.  

 

Combined insurance products would set incentives to keep their insurance coverage in the 

long-run, will be cheaper than short term contracts and reduce the likelihood of adverse 

selection.. 

 

Long-term contracts could be facilitated through credit guarantees issued by reinsurers. 

 

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? 

One of the most important elements is the establishment of a central data and information 

repository (by the EU) with contributions from respective stakeholders which helps to 

improve the availability of information and cut down the existing asymmetries within this 

sector. This information pool should implement mandatory standards of data 

storage/collection for all member countries which facilitates transparency and exchange of 

data between actors/stakeholders. The pool needs to be constantly updated with information 

and gradually over time it starts to become a continuous activity and the date are useful for 

any kind of analysis and research purpose. Supervision and monitoring should be the 

responsibility of EU institutions to ensure transparency and accessibility (see also mentioned 

hidden agenda of local authorities) to the data of all actors including customers. The success 

of this data scheme should be examined primarily on sample checks through implementation 

of high quality control mechanism. Furthermore regulatory and policy guidelines should be 
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established: all the existing elements of insurance need to be adopted with a fresh and new 

approach, which is backed by scientific analysis and robust information systems.  

 

The dialogue between the insurance industry and policymakers can be encouraged by public 

private partnerships and strategic alliance.  

 

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? 

Insurance approaches should be designed and implemented as part of an integrated climate 

risk management strategy. At the same time insurance can contribute to building overall risk 

management capacities for low-income countries and emerging economies. Technical 

Assistance (TA) projects should be set up on a national, regional and multiregional level to 

support tailored solutions and integrated risk management approaches. Integrated risk 

management includes information and data collection (information database for agricultural 

information, climate data, catastrophe data, remote sensing technology and satellite data), 

risk reduction and risk transfer (introduce insurance as a part of a wider portfolio of options to 

manage risk). It is important to establish an environment which enables the exchange of 

experiences and lessons learned.  

The Agricultural & Climate Risk Insurance Unit (ACRI) of the Deutsche Gesellschaft für 

Internationale Zusammenarbeit (GIZ) GmbH illustrates the multi-level approach that takes 

into account the role of governments, regulators, the private sector, intermediaries, service 

providers and the target group itself. ACRI aims to facilitate this process by providing 

expertise in the development of insurance solutions for agricultural and climate risk, offering 

guidance on successful approaches and driving innovation in this field. They identified the 

following six success factors in the development of sustainable insurance solutions for 

agricultural as well as climate risk: Enabling policy environment, partnerships between public 

and private sector, integrated risk management approach, risk diversification, innovation and 

technology and value for clients and consumer protection. (see current draft of soft copy, 

attached) 

 

The kind of partnerships should be designed as strategic alliance with international 

reinsurance to build up a risk transfer system or as cooperation with institutions like GAF (the 

leading European provider for earth observation and geo-information solutions). Another 
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possibility would be to adapt similar systems already implemented in Latin America, Asia and 

Africa like the EU Emergency Management Service or the GMES/Copernicus “Emergency 

Management Service”. 

 

21. This paper addresses specific aspects related to the prevention and insurance of 

natural and man-made disasters. Have any important issues been omitted or 

underrepresented? If so, which? 

It would be helpful to get more precise examples for prevention and risk reduction in the EU 

Greenbook where extreme weather events like floods are described.  

Another relevant research topic might be the impact of the change of the seasonal cultivation 

due to risk adaptation strategies on biodiversity and on fluctuations in agricultural 

productivity. 


