
Name of organization: Munich Climate Insurance Initiative (MCII) 
 
1. Action/practice/project undertaken  (not to exceed 40% of the entire textual input) 
  
- Ongoing dialogue about the use of disaster risk reduction and insurance-related 
approaches to facilitate adaptation 
- Target group(s): Delegates to the UNFCCC, experts and scholars, and practitioners 
- Responding to the need to find ways to help vulnerable countries and people adapt to and 
manage the effects of extreme weather events 
- For more information: info@climate-insurance.org, www.climate-insurance.org  
 
2. (Interim) Results achieved 
 
Insurance approaches have been mentioned in the UNFCCC climate negotiations since the 
Convention was framed in the early 1990s. More recently, the issue has received renewed 
attention in the Kyoto Protocol, the Bali Action Plan, and in the draft negotiating text coming 
out of the COP15 discussions held in Copenhagen in 2009. The advanced adaptation 
negotiating text recognizes the importance of risk reduction and insurance, particularly in 
paragraph 8. Now, focus has shifted toward possible designs and implementation of risk 
reduction and insurance approaches.  

As the AWG-LCA strives to fulfil the its mandate, which was extended at COP 15, delegates 
are posing questions about how disaster risk reduction and insurance can be designed and 
implemented in ways that make sense for adaptation.  Additional questions have been 
posed about how to estimate costs and benefits, work out institutional arrangements, 
improve data availability, and define appropriate roles of the public and private sector. 
These questions indicate that thinking is now broadening from the negotiating room to on-
the-ground solutions for vulnerable countries and people.  

The timing for these questions is important: COP15 produced the Copenhagen Accords 
which pledges to counter the impacts from climate change by funding �fast-track activities� in 
the order of 30 billion USD each year until 2012, rising subsequently to 100 billion by 2020. 
As fast-track adaptation resources start to become available, Parties to the UNFCCC seek 
ideas about prudent ways to invest this money in ways that create leverage for adaptation. 
Most importantly, they seek ideas which can be implemented with country and regional buy-
in, and which help achieve adaptation in the �real world�. 

 
3. Challenges 
 
Three major obstacles exist which challenge the scaling up of risk reduction and insurance 
solutions for weather related risks: lack of a) back-up mechanisms including access to risk 
transfer & insurance options for high and medium-level risks, b) sufficient expertise / 
capacity development for risk management and c) sufficient & appropriate weather 
information. 

Back-up mechanisms for weather-related extreme events. Worldwide, there are many 
promising, innovative activities including disaster risk reduction and insurance to address 
medium-level weather-related risks. Most of these activities are pilot projects that face 
upscaling challenges. These back-up mechanisms are essential to protect low-income 
households, farmers and small businesses. Without back-up systems, developing countries 
often face a development-disaster dilemma: to pay for disaster damage, governments often 
must divert funds from development priorities like education and health, or take loans from 
international financial institutions. The poor can suffer disproportionately when their 
governments cannot provide money to help them recover after a disaster.
 
Micro-insurance programs for weather-related risks are developing rapidly, but these are 
fragile and require largely non-accessible back-up in the form of reinsurance and technical 
assistance. Access to private reinsurance may be inaccessible because uncertainty and 
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lack of data drive premium prices upwards. Many promising schemes do not survive for this 
reason. 

Sufficient expertise / capacity development for risk management. To scale up risk reduction 
and insurance solutions, capacity development and more expertise at the country and 
community level is needed. Investments in capacity building are needed for risk and 
vulnerability assessment, risk mapping, data collection, risk management including a range 
of actuarial skills. National platforms for disaster reduction could be useful as points of 
departure for greater capacity development activities. 
 
Sufficient & appropriate weather information. Many developing countries, especially the poorest, 
lack reliable data about weather and sources of weather measurements (weather stations). It is not 
easy to monitor the current state (temperature, precipitation, wind) in a specific area. This is an 
obstacle to weather and climate insurance in developing countries, especially for innovative index 
insurance, which would not be feasible without appropriate data. Further, long time series from 
weather stations are often not available. If they exist, they are often not time-consistent, or consistent 
in sampling methodology. In many cases, only short time series are available. The second problem 
poses a challenge to the affordability of insurance in developing countries. Traditionally, insurance 
premiums are calculated using the frequency of past events to calculate future risks. The shorter the 
time series, the more uncertain is the analysis, which results in additional loads private insurer charge 
on top of the premium. Short time series can therefore make insurance too expensive for local users. 
For many regions, data is starting to become available with the use of earth observation technologies 
such as satellite imagery and measurements. 
 
4. Lessons learned 
 
Risk reduction is central. Investing in disaster risk reduction measures is the first step 
toward adaptation. Preventing or minimizing losses is the bedrock of effective risk 
management 1 . Disaster risk reduction and prevention can take many forms: reducing 
exposure to risks, (e.g., land-use planning); reducing vulnerability (e.g., retrofitting 
buildings); or creating institutions for better response (e.g., emergency planning). These 
measures can directly improve the safety and quality of life for many affected and vulnerable 
people in developing countries. Disaster risk reduction measures are therefore appropriate 
to help counteract the added risk arising from climate change 
 
Although this message is widely accepted, countries and communities within them still have 
difficulties in implementing effective disaster risk reduction. Often governments and 
communities know what kinds of measures need to be taken to reduce disaster risks�but 
they are overwhelmed by day to day development priorities such as maintaining schools and 
building roads, providing basic sanitation and health care, and feeding their populations. 
Often development assistance (in the forms of grants, loans, or ODA) is not available to 
undertake risk reduction measures. Many countries only have access to funding for risk 
management after a major catastrophe has occurred - large enough to capture international 
media and donor attention. Often, local disasters receive little international attention, or 
resources. In part because money for risk management is generally not in place, this pattern 
can worsen underlying development challenges and prolong efforts to reach sustainable 
development objectives. 
 
Emerging experience linking risk reduction and insurance. Risk transfer tools like insurance 
have the potential to be useful to vulnerable countries and people in managing the disaster 
risks posed by climate change as well. Index-based micro-insurance, for example, is 
providing low-income households with financial coverage for climate risks in Bolivia, Malawi, 
India, Mongolia, Sudan, and Ethiopia. Caribbean Island States have recently formed the 
world�s first multi-country index-based catastrophe insurance pool. These experiences 
indicate that risk reduction and insurance � with coordinated public and private action and 
some international support � has the potential to provide a layer of security to vulnerable 
people and countries facing climate change. 
 

                                                 
1 Warner et al. (2009), Harmeling and Bals (2007), Bouwer et al. (2005), Hoff et al. (2005) 



Risk reduction and insurance must explicitly be designed to facilitate adaptation.Adaptation 
measures which include risk reduction and insurance must be designed to facilitate 
resilience, coping, and less loss and damage. To date, however, there is insufficient 
experience demonstrating that traditional insurance (without explicit design to reduce risk 
and promote adaptation) helps vulnerable countries and people. Direct links with risk 
reduction are needed, and these may best be achieved by design: While some schemes 
have tried to embed insurance within a disaster risk reduction framework, most current 
micro-insurance programmes do not have direct links and incentives to reduce disaster 
losses.  
 
5 Emerging needs for further action 
 
Encouraging experience in developed countries shows that collaboration between the 
insurance industry and the public sector can promote risk reduction as follows: 
 

! Awareness raising and risk education: Insurers and government can partner to 
make available risk data and information systems 

 
! Risk pricing: By accurately pricing risk, insurers can incentivize risk reducing 

decision making 
 
! Enabling conditions and regulation of risk reduction and insurance 

programmes: Through legislation, financial oversight and monitoring, Government 
can provide the right incentives for risk reduction and insurance, in a wider 
framework of adaptation to climate change. 

 
! Direct financing of risk reduction measures: Public and private sector, 

supplemented by the international community, can invest directly in risk reduction 
measures to avoid large damage claims. 

 
! Risk reduction as a prerequisite for insurance: Mechanisms need to be 

designed that require beneficiaries to prioritize their risk reduction needs, plan and 
implement measures to reduce risks. With ongoing demonstration of progress in risk 
reduction, beneficiaries can realize the additional benefits of risk transfer measures. 

 
If appropriately embedded among risk reduction measures and with the right incentives, 
insurance has important potential to reduce disaster risk and advance adaptation. In order to 
realise the potential, these systems need to promote risk reduction and be in line with 
adaptation priorities. These include careful planning and close coordination in the 
implementation of disaster risk reduction measures and insurance with adaptation; raising 
community risk awareness; investing in the gathering and dissemination of risk information; 
government regulation to ensure a longer term focus on risk reduction from insurers; 
government regulation to ensure a longer term focus on risk reduction from insurers and 
sectors; and the design of mechanisms that will be solvent and stable over time as countries 
strive to adapt to climate change. 
 
 


