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Risks and losses from climate-related 
natural hazards are rising

� Risks and losses from climate-related 

natural hazards are rising 

� US$100 billion per annum in the last 

decade alone. 

� Insurance tools can provide financial 

security against droughts, floods, tropical 

cyclones and other forms of weather 

variability and extremes. 

� Insurance alone cannot address all 

climate risks or adaptation challenges

� But insurance can be a strong 

complementary aspect of a wider 

adaptation framework .
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Vietnam

China Guilin

The Bali Action Plan (BAP) calls for 

“consideration of risk sharing and 

transfer mechanisms, such as 

insurance” to address loss and damage 

in developing countries particularly 

vulnerable to climate change. 

For the inclusion of insurance 

instruments in the post-2012 

adaptation regime , the potential role of 

risk-pooling and risk-transfer systems 

must be firmly established. 

Insurance solutions and the Bali Action Plan (BAP)
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An insurance „module“ for the post-2012 
agreement

This insurance component would 

(1) follow the principles set out by the 

UNFCCC for financing and disbursing 

adaptation funds

(2) provide assistance to the most 

vulnerable , and 

(3) include private market participation. 

2004 Hurricane ivan, Cayman
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Insurance module complements adaptation regime

Insurance can complement a wider adaptation regime.  
The insurance module proposed has 2 pillars:

� Prevention Pillar emphasizes risk reduction. 

� Insurance Pillar with 2 tiers. Each tier addresses one layer of climate-related risks. 

� Tier 1: Climate Insurance Pool (CIP) that absorbs a pre-defined proportion of high-level risks of 
disaster losses, particularly in vulnerable non-Annex 1 countries. Paid for by developed countries.

� Tier 2: Middle-level risk, and facilitates public safety nets, public-private insurance soluti ons, 
reinsurance for climate related (micro) insurance .
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Other facets of adaptation regime 
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Prevention Pillar

� Insurance activities part of risk management strategy that aims to prevent 

human and economic losses from climate variability and extremes.

� Prevention Pillar links carefully designed insurance instruments to risk 

reduction efforts. 

� Eligibility to the Insurance Pillar includes demonstrating progress on a 

credible risk management strategy – insurance as an incentive for strong 

prevention strategy. 

� The cost for the Prevention Pillar depends on the the number of countries 

involved and the scope of prevention and risk reduction activities which 

participating countries request.
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Insurance Pillar: Two tiers address high and 
medium layer risks

X-Year Event
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Insurance Pillar, Tier 1

The key features of Tier 1 include:

� CIP Premium Paying Entities : The CIP receives a fixed annual allocation based on the 

allocation criteria for the (future) UNFCCC adaptation fund based on the expected climate 

change related losses. (Some recent proposals are based on UNFCCC-criteria capability 

(“ability to pay”) and responsibility (“polluter pays / historic responsibility”)). 

� Beneficiaries of CIP Coverage : Countries that participate in the insurance program that fall 

victim to rare but extreme climate-related disasters that go beyond their capacity to respond 

and recover; increasing benefit as baselines stay stabile while number of intense events grow.

� Risk Carrier: CIP operations will be managed by a dedicated professional insurance team that 

will be responsible for risk pricing, loss evaluation and indemnity payments, as well as placing 

reinsurance.

Paying Entities Receiving Entities
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Why spend climate adaptation funds on an 
insurance premium?

� Estimated cost of Insurance Pillar Tier 1: approximately USD 3.2 bn to 
USD 5.1 bn, depending on negotiations and participating countries. 

� Countries considering participation in the CIP might ask: “Why spend 
climate adaptation funds on an insurance premium when we could just 
invest directly in national adaptation program?”

� One answer: It costs less for countries to pool their risks, even after 
paying a premium.

Another answer: It can help reduce risk BEFORE 
losses occur , thus sparing many poor people and affected 
countries unnecessary suffering

� It can offer quick compensation after overwhelming disasters –

not based on the amount of cameras
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New Paper (IIASA / Germanwatch: Climate Insurance as 
part of a Post-Kyoto Adaptation Strategy

How are developing countries affected by weather va riability and extremes, and what is 
the attribution of climate change to these risks?

Under what circumstances is it advisable for low-in come households, SME’s and 
governments to insure against climate-related risks ?

What is experience with insurance instruments and p rograms in developing countries?

Can climate insurance be designed such that it cont ributes to adaptation instead of mal-
adaptation?  

What principles should guide outside support for in surance programs? 

Can climate insurance play a constructive role in a n adaptation regime, and, if so, what 
are options for more precisely defining that role? 

What are possible next steps forward on the part of  governments pursuing the 
implementation of the Bali Action Plan?
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Insurance Pillar, Tier 2

� Provide resources and institutions to enable 
public/private insurance systems for 
vulnerable communities . 

� Examples of programs for these middle-layer 
risks: each made possible with outside technical 
and/ or financial support

� Micro-insurance for agriculture (like in 
Malawi), 

� Re-insurance for aid agencies (as in 
Ethiopia),

� Regional pooling solutions (i.e. the 
Caribbean). 

� Tier 2 could directly enable the poor to 
participate , if appropriate, through targeted 
support and minimally-distorting subsidies that 
would not crowd out but enable private activities.
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Outlook to the next steps

� Debate the main principles of climate risk insurance and 

adaptation

� Communicate the main outline to climate negotiators, create 

a space for insurance and prevention pillar in Kopenhagen

treaty. Details can be worked out after 2009. 

� Ongoing engagement of critics and interested stakeholders 

to refine ideas 

� We invite all who have ideas on how to organize 

climate risk insurance to work together with us
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Thank you!
Share your ideas and comments with us:

info@climate-insurance.org

www.climateinsurance.org


