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ATAR 5 msf+tA] ¥ : implicit risk-sharing vs. insurance

1. Implicit risk-sharing : Solidarity system
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* Solidarity kills market insurance!
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2.

Insurance
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Table 1: Two Types of Insurance Triggers

Trigeer Type Basis Used In Advantage Disadvantage
Indemnity-based | Actual and venhed Most private and Precision: The insurance - Settling claims 15 fime
friggers size of the losses commercial claim will be close to the consuming and costly;

mcurred. property mnsurance. | actual loss mcurred. - Moral hazard.
Parametric The occurrence ofa | Weather - Low transaction cost; Basis nsk: Insurance
friggers pre-detined event. denvatives. - High speed of payout; claim may either

- Allows tor standard
contracts, thereby
facihtating nisk transfer to
capital markets,

exceed or undershoot
the actual loss.




Table 2. Comparison of Selected Disaster Risk Management Projects

Purpose:

Insured event:

Insurance method:

Transfer of risk:

Intl. Organization Involvement

Donor contribution:

Insure Turkish homeowners

against the effects of
frequent earthquakes.

Actual damage caused by
earthquake.

Indemity-based property
INSuUrance.

Risk transferred to local
commercial insurer and
largely passed on to

international reinsurance
markets.

Individual Turkish
homeowners.

N.A.

N.A.

In effect.

lodia
Insure Indian farmers against
the effects of catastrophic

drought.

Pre-specified shortfall of
precipitation.

Weather derivative.

Risk transferred to local
commercial insurer and passed
on to leading international
reinsurance Company.

Individual Indian farmers.

World Bank, IFC.

MN.A.

In effect.

Provide funds for emergency
relief to Ethiopian households in
the case of catastrophic drought.

Pre-specified shortfall of
precipitation.

Weather derivative.

Risk transferred to commercial
insurers or retained by donors.

World Food Program.

World Food Program.

Donors either pay the premium
price or retain the risk
themselves on the same terms as
the derivative contract.

Pilot in effect. Weather
derivative for 2006 Agricultural
season has been succesfully
tendered.

Mexico
Provide funds to local
governments to cover damage
to infrastructure due to natural
dizasters.

Actual damage caused by
natural disaster.

Domestic contingency fund,
backed by cat bond.

Risk largely retained within
public sector, except for certain
layer of risk that is transferred
to a leading reinsurer and to
international capital markets

{with cat bond).

Local governments.

M.AL

In effect_

Caribbean
Provide resources for budget support
to governments in the Caribbean
basin following a pre-specified
catastrophic weather event.

Pre-specified natural catastrophe (to
be determined).

Weather derivative.

Risk pooled among Caribbean
countries through creation of a
reserve fund consisting of country-
paid premia and donor resources,
partially reinsured with commercial
parties.

Governments of affected countries.

World Bank.

Donors contribute to a pool of shared
contingency resources.

In preparation. The aim is for the
facility to be implemented in 2007
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