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Frequently Asked Questions

1.   Would a participating country be fully covered against catastrophic losses?
The insurance offered through the Facility will provide immediate budget support to the affected government in order to overcome the liquidity gap during the first few months after a disaster. It is not intended to cover all reconstruction costs, and countries will still depend on other sources of financing, including donor assistance.

2.   What are the advantages of claims payments based on a parametric index?
Parametric insurance is less expensive and materializes more quickly than a traditional insurance product that is based on actual losses that must be assessed by claims adjustors before a payment is made to the government.  

 

3.   Is there a risk of cross-subsidization among the participating countries?
There is no cross-subsidization.  Each government’s premium is directly related to each country’s specific risk profile.  This means, for example, that the premium cost for a highly hurricane-prone country will be set at a higher level than the premium cost for a low hurricane risk country.

 

4.   How does the Facility cover its risk?
The Facility’s reserves will initially be provided with the assistance of international donors.  In addition, reinsurance will be purchased to cover risk beyond the capacity of the Facility’s reserves.   Facility reserves are important as they will help smooth the underwriting cycle and ensure optimal reinsurance purchase, leading to lower insurance premiums paid by participating countries.

 

5.   Why should donors contribute to reserves rather than subsidize premiums?
Subsidizing premiums must be done in perpetuity.  However, donating to the risk capital allows the Facility to become independent after a period of years.  Donors’ financial contributions to the reserves of the Facility will help all participating countries through a reduction in the amount of reinsurance that needs to be purchased.  As reserves increase, the pool will become increasingly resilient and less dependent on reinsurance, with a consequent reduction in the cost of premiums.

 

6.   What would happen if one or more states default on the annual risk premiums or decide to exit the pool?
The defaulting state would lose the coverage, and the premium for the other countries would need to be recalculated (a reduced number of states would result in more expensive coverage, but higher reserves can partially mitigate this).  It could also result in costly readjustments of the reinsurance cover provided.  As a result, an entrance fee, equivalent to one year’s premium, must be paid each time a country enters the Facility.

7.  Does the coverage offered by the facility exempt participating countries from buying additional coverage for their public assets?
While the facility could be considered in a broader risk financing strategy, its main purpose is to provide participating countries with liquidity in the aftermath of a disaster.  It could also be used to cover specific tranches of risk that a country chooses not to insure in a more comprehensive risk financing strategy.  However, a country designing such a strategy will have to keep in mind that the coverage provided is parametric, hence not directly related to specific losses.
8.   Does the existence of the facility mean that private entities and households do not need to buy insurance for their assets?
No.  The Facility will only provide a partial coverage to governments in order to help authorities fund urgent expenses in the aftermath of a catastrophe.  The scope of coverage should not be perceived as replacing private insurance.  In fact, countries would have an interest in promoting the use of private insurance so as to reduce their secondary obligations in case of a disaster.

 

9.  How does the Facility support the development of emerging domestic insurance markets?
In the short term, the Facility would be only available to sovereign governments.  After a pilot period, one could consider opening it up to private entities, such as domestic insurers who could use it to buy catastrophe reinsurance at a competitive price.  At the same time, the development of risk models under this initiative should provide better instruments and lower start-up costs for insurance initiatives in the region.

10.  Who designed and who will ultimately manage the CCRIF?
Most of the design of CCRIF was realized by Caribbean local firms, and the Facility will be managed and supervised by local Caribbean firms as well. 
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