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Developing countries are vulnerable to natural 
disasters, especially small states

0.0%

0.2%

0.4%

0.6%

0.8%

1.0%

1.2%

1.4%

1.6%

1.8%

1980-85 1986-90 1990-95 1995-2000 2001-2006

Low  Income Country

Middle Income Country

High Income Country

year Natural disaster Country Region Damage  
(US$ million) 

Damage/GDP(1) 

2005 Hurricane Katrina USA North America 125,000 1.1% 
1995 Earthquake Japan East Asia 100,000 3.2% 
1998 Flood China East Asia 30,000 0.7% 
2004 Earthquake Japan East Asia 28,000 0.8% 
1992 Hurricane (Andrew) USA North America 26,500 0.4% 
 year Natural disaster Country Region Damage  

(US$ million) 
Damage/GDP(1) 

1988 Hurricane (Gilbert) Saint Lucia Caribbean 1,000 365% 
1991 Cyclone (Val and Wasa)  Samoa Oceania 278 248% 
2004 Hurricane (Ivan) Grenada Caribbean 889 203% 
1990 Cyclone (Ofa) Samoa Oceania 200 178% 
1985 Cyclone (Eric and Nigel) Vanuatu Oceania 173 143% 
 

Annual expected cost of natural disasters compared to GDP

Large 
Economies

Small 
Economies
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Catastrophe losses are mostly borne by governments 
and households in developing countries
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Donor aid is increasing but 
still insufficient

Direct Losses From Natural Disasters Covered by Insurance
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Catastrophe insurance 
penetration is low
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Towards a Proactive Disaster Risk Management 
Framework

Emergency Preparedness
•Emergency Response Planning
•Exercises
•Public Awareness
•Communication and Management 
Information Systems
•Technical Emergency Response 
Capacity Risk 

Assessment

Institutional Capacity Building
• Decentralized Emergency Management 
System
•Community Participation
•Legislative Framework
•Training, Education and Knowledge 
Sharing

Catastrophe Risk Financing
•Reserve Funds
•Contingent Debt Facility
•(Parametric) Insurance
•Catastrophe Bonds
•Catastrophe Insurance Pools

Risk Mitigation Investments
•Warning and Monitoring Systems
•Hazard Mapping and Land use 
mapping
•Code Refinement and Enforcement
•Hazard Specific Risk Mitigation
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A few catastrophe insurance programs have been 
successfully implemented with donor support

Sovereign Catastrophe 
Risk Financing

Contingent loans
World Bank CAT DDO

Sovereign budget 
insurance

Caribbean Catastrophe 
Risk Insurance Facility
Pacific Catastrophe Risk 
Pool (under preparation)

Insurance linked 
securities

Catastrophe bonds
Catastrophe swaps

Weather derivatives
Malawi

Property Catastrophe 
Insurance

Property catastrophe 
insurance programs

Turkish catastrophe 
Insurance Pool
ECA Catastrophe Risk 
Insurance Facility

Agricultural insurance 
programs

Mongolia livestock 
insurance pool
India weather based 
crop insurance scheme
Drought insurance pilots 
in Malawi, Thailand, 
Central America, etc.
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Why should donors intervene in catastrophe risk 
markets?

Insurance requires 
sophisticated financial 
infrastructure

Market imperfections 
can impede the 
emergence of 
competitive 
catastrophe insurance 
markets

Catastrophe 
insurance market 
imperfections can 
justify intervention by 
the public sector, 
supported by the 
development 
community
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Is Catastrophe insurance too expensive?

Pricing of Catastrophe Bonds and Comparable Corporate Bonds
Technical Catastrophe Insurance 
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Comparison of Peak, Non-peak, Multiple, and Diversifying Peril Transactions 

-

2

4

6

8

10

12

14

16

0 50 100 150 200 250 300 350 400 450 500

Expected Loss (basis points)

M
ul

tip
le

 (R
O

L/
EL

)

Peak peril Non-Peak Peril Multiple Peril Diversifying Peril



World Bank GroupWorld Bank Group

How should donor intervene in catastrophe risk 
markets?

Five key principles for public intervention
Promote catastrophe risk financing in the dialogue 
on DRM with developing countries
Enhance competitive catastrophe risk markets
Use risk-based price signal to encourage 
catastrophe risk management
Limit public subsidy programs to those that 
minimize distortions of market price signals
Develop customized catastrophe risk solutions
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What roles for the donor community?

Four complementary roles for the donor 
community

Convening Power
Promoter of Public Goods
Provider of Technical Assistance for Innovative 
Catastrophe Insurance Solutions
Financiers
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