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Points of departure

» Disasters continue to impose significant and disproportionate
human and economic losses on the developing world

e Evidence mounts that human-induced climate change is
contributing to increased weather variability and extremes

* Risk-financing instruments are starting to provide security
against natural disaster losses in the developing world.

« As opposed to post-disaster aid, donor-supported insurance
Instruments offer a more reliable safety net for the poor and a
chance for donors to leverage limited disaster assistance
budgets.
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Current/recent risk transfer experiences

e Exist at all scales
« Most In pilot stages

 All receive “external” support (technical assistance, product
delivery, premium subsidy, reinsurance)

* Private insurers have important role (underwriting, product
delivery and/or providing reinsurance)

* Index-based systems appear most promising (lower
transaction costs and absence of moral hazard)

* Not clear If current systems can operate and scale up

without external involvement (weak institutions, low insurance
culture and limited ability to transfer and diversify risk)

 Demonstrating potential for protecting against weather
shocks in many different contexts
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Malawi: micro example

e Area of chronic food insecurity worsened by drought

* Bundled credit and micro-insurance product:
— Index (“parametric”) insurance for rainfall deficiency
— Protection allows for riskier credit

— Public-private partnership of donors, smallholder association,
Insurance broker, NGO, rural development bank and insurer

 Insurance itself mostly protects bank

 Enables farmers access to credlt and thus more
productive seeds FEX . al - e

e Qutlook: = >
— coverage increasing, yet small and not yet test by severe drought
— insurance concept not well understood by insured
— “robustness” likely challenged by projected climate change
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Ethiopia: meso example
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CCRIF: macro example
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Caribbean Catastrophe Risk Insurance Facility (CCRIF)

« Covers government post-disaster liquidity in 16 countries
 Index (“parametric”) for hurricanes and earthquakes

e Low cost (close to half the price if same coverage

purchased individually) Risk financing capacity:
e Donor supported — o
 Private sector modeling and reinsurance Reinsurance (G
* First payouts: s

— Dominica & St. Lucia after earthquake (2007) AR

— Turks & Caicos after Hurricane lke (2008) o " o
e Quick disbursements usso

Retention

. International Institute for Applied Systems Analysis
- I IASA "Science for Global Insight”



Layers and scales
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Is insurance climate change adaptation?

from the World Bank Institute’s
Market-based Risk Management for Development -
Weather Risk Management for Agriculture

o “Weather index insurance is not adaptation .

« Weather index insurance may not be appropriate with
strong climate trends.

« Weather index insurance can be used for climate change if
It results in increased weather volatility.

e |t can assist households as they adapt by reducing
vulnerabllity and/or exposure.

 Policy interventions should be designed to provide
households incentives to adapt .”

. International Institute for Applied Systems Analysis
- l IASA "Science for Global Insight”




From insurance to adaptation
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potentially also
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External support for insurance?

For:

* Market cannot provide insurance to vulnerable individuals/governments
unable to pay the (full) price.

» Disaster insurance market failure is prevalent in the more developed
world - government involvement the norm rather than the exception.

« Equity trumps efficiency, especially given the North-South divide in
climate change.

» Donor-supported insurance systems are a legitimate route for
addressing poverty.

Against:

» Subsidies lessen incentives for reducing vulnerability (adaptation).
* “Crowding out” private capital necessary for fledgling markets.

» EXxit strategy for donors problematic.

* Donors should limit to correcting market failures (e.g. information deficits
and provision of public goods).




