NATURAL CATASTROPHE PROTECTION GAP IN
ASIA CALLS FOR COLLABORATIVE INNOVATION
The insurance protection gap is generally defined as the difference between
total and insured loss costs. Globally, 2021 total losses from natural disasters
were estimated to equal approximately USD 280 billion, of which approximately
USD 120 billion, or 43%, were covered by (re)insurance.1 This gap was smaller
than many previous years because a higher proportion of losses occurred in
the US, which has one of the most developed insurance markets in the world,
with high penetration.
Figure 1 depicts insurance penetration by displaying the
property-casualty premium as a percentage of gross
domestic product (GDP) measured against premium per
capita. The plot shows the differential level of protection
gap in Asia Pacific—South Korea was excluded, as its
insurance penetration is the highest (almost at 5%), an
outlier within the Asia context.

The protection gap varies significantly among high-,
medium- and low-income countries. In Asia, on average,
the protection gap is estimated to be approximately 90%,
using historical records as well as analytical analysis. The
Lloyd’s report 2 on the protection gap placed several Asian
countries in the top ranks, based on estimates of the
relative insurance gap cost, with Bangladesh, Indonesia
and Philippines holding the top 3 places, respectively.

Figure 1: Non-life premium insurance penetration and density by country, 2019
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1. Munich Re's 2021 Nat Cat report.
2. Lloyd’s report: A World at Risk—Closing the Insurance Gap.
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With the changing climate, natural catastrophes are
becoming more frequent, and the intensity for certain
perils is likely to increase, severely affecting several
countries in Asia. Urbanization and subsequent unplanned
urban development and expansion are escalating in
several Asian cities. These dynamics are expected to
accentuate the challenges associated with the protection
gap.
To measure this protection gap, the most appropriate
approach is to use the uninsured portion of the economic
losses, due to the lack of data and details. However, it is
worth noting that this gap may be smaller in actuality,
because a portion of these economic losses is neither
desirable nor economically credible to be considered
for insurance coverage. Hence, these losses would be
excluded. These portions of losses may include risk
retentions, deductibles and coverage limits associated
with the insurance policies. Additional components of
these losses are unmeasurable risk, moral hazard and
adverse selection, as well as the more suitable self-funding
approach by individuals for the high-frequency/lowseverity losses.

The size of the insurance penetration gap may differ
by sector, subject to the exposures that are affected,
as shown in Figure 2, below. For example, corporates
and manufacturing industries usually tend to insure
their physical properties and production sites as part of
their risk management framework. However, residential
homeowners may consider insurance to be an additional
expense or simply may not be able to afford adequate
protection, so the size of the protection gap is usually
much larger.
Nevertheless, a large component of losses that is not
covered by insurance ultimately may need to be assumed
by governments and taxpayers. The public sector
assumes an increasing share of climate costs around
the world, particularly in developing countries, where
private insurance for both businesses and individuals is
less prevalent. Financing gaps, if not rectified, often may
create long-term fiscal instability for governments. It is
imperative to understand the key challenges associated
with the prevailing protection gap in Asia and put forth
innovative solutions to bridge it.

Figure 2: Illustration of protection gaps and typical underlying exposures/loss drivers
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Source: Guy Carpenter
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Challenges
There are multifaceted challenges associated with the
protection gap. Broadly, these can be segregated into
political, economic, technical and social disciplines.
The political challenges include the limited will and
incentives to implement the necessary policies to reduce
the protection gap. In the economic context, affordability,
whether it is the individual or the state, remains one of
the biggest barriers to using insurance. There are also
technical hurdles, due to the lack of data and tailored
products with the ability to address the affordability

issues, win the confidence of buyers and eventually
increase insurance penetration.
The lack of trust in insurance, societal and cultural beliefs
such as, “the next disaster will not happen to us,” or the
assumption that the government will step in to assist,
limits the usage of insurance. Additionally, most of these
challenges intersect each other, adding to the complexity.
For example, investments in mitigation measures may not
earn the same goodwill for public officials as the provision
of post-disaster relief.

Figure 3: Key challenges associated with insurance protection gap

Challenges

Examples
•
•
•
•

Legal and regulatory framework
Limited window for political/legislative change
Competing priorities for budgets/justification of premium spending
Lack of incentives

Economic

•
•
•
•

Affordability (high frequency) and little/no perceived benefits
Complementing (competing/cheaper) risk financing tools (pre-event/post-event)
Condition of state budget & state of the economy
Visibility of business case

Technical

• Data limitations (existence/collection/access)
• Limitations of insurance
• Product design and complexity

Political

Psychological,
Social,
Cultural

•
•
•
•

Lack of trust in insurance/lack of risk awareness and financial literacy
Expectation that the government steps in/"Good Samaritan" dilemma
Short-term thinking (elections, next disaster won’t happen to me)
Cultural context/traditional coping mechanisms
Source: Guy Carpenter

Pandemic Revealed Substantial Protections Gap, Helped Spur Creative Solutions
The outbreak of the COVID-19 pandemic and associated lockdowns highlighted significant vulnerabilities in the
health and financial security of many economies. Businesses of all sizes and sectors were impacted by the crisis
resulting from the substantial protection gap. There were no instruments in place for future pandemics.
With recognition that the risks were too large to be assumed by the private insurance sector alone or governments
alone, several public-private initiatives were begun, such as the introduction of the Pandemic Risk Reinsurance
Program in the US or Chubb’s Pandemic Business Interruption Program.
Marsh McLennan quickly established over 30 national “Pandemic Re” teams to support discussions at national levels
around the design and delivery of pandemic risk insurance solutions. All these initiatives are at different stages,
but more significant is the effort put in place to develop solutions for one of the largest economic losses ever seen,
using public-private partnerships.
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Solutions
From sovereign nations to individuals, there is a wide
range of protection gap financing needs. Government
needs may include access to immediate payments for
emergency relief measures or forgone tax revenues,
while for individuals they may include loss of property or
income. The available solutions to bridge the insurance
protection gap need to be expansive and extend from
the micro level (individuals) to the macro level (sovereign
states). A collaborative approach between the public sector
and private-sector insurance industry is crucial, especially
in regions where the insurance protection gap is wide.
The insurance industry is capable and well-resourced to
develop the technology and products needed to cover the
protection gap. Industry innovators must meet people’s
needs and balance affordability. Bespoke micro-insurance
products are one example that can provide much-needed
relief after a disaster. Parametric-based products and
solutions are evolving, with a focus on reducing the basis
risk. They provide immediate relief after a severe event,
and they can be developed for and employed at any
level—macro to micro. An important role of the industry is
to build trust in insurance by advising and educating the
public.
Risk mitigation remains among the most essential tasks
for governments. It helps to reduce losses, and aids in the

availability and affordability of insurance. Government
schemes, such as mandatory insurance for specific
sectors and perils, and public insurance initiatives are also
effective in reducing the protection gap.
However, it is the cooperation between the private and
public sectors, through public-private partnerships,
that may be the most-effective solution. Government
distribution networks and infrastructure can be used
by private institutions to channel their products and
solutions. The government, in partnership with the
private sector, may develop subsidized schemes, helping
individuals obtain necessary protections. With the support
of the insurance industry, governments can introduce
ex ante solutions at sovereign and sub-sovereign levels.
Another example of a public-private partnership is the
establishment of a (re)insurance pool with a government
guarantee.
Guy Carpenter’s Public Sector Center of Excellence is a
global unit focused on helping governments and other
public entities find innovative solutions to unfunded
liabilities. The practice delivers reinsurance and capital
market solutions and supporting risk analytics that
focus on this gap, quantifying and helping to predict the
magnitudes of risk taken by different parties.

Figure 4: Public and private sector partnership to develop solution for protection gap
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Selected Regional Examples from Emerging Economies in Asia
Southeast Asia Disaster Risk Insurance Facility
(SEADRIF)
The Southeast Asia Disaster Risk Insurance Facility
(SEADRIF) is the first regional program in the Association
of Southeast Asian Nations (ASEAN) to address disaster
risk financing comprehensively. It brings risk identification,
reduction and preparedness, as well as insurance, and
aids in creating resilient event recoveries. While ASEAN
countries are heavily exposed to a variety of natural
catastrophe risks arising from earthquakes, floods
and tropical cyclones, as well as secondary perils such
as tsunami and volcanoes, regional catastrophe risk
insurance markets are still underdeveloped in terms of
non-life catastrophe insurance penetration.
Developed as an initiative by the ministers of finance
and central bank governors from ASEAN+3 countries,
SEADRIF was established in July 2019 as a multi-functional
regional platform for ASEAN nations to access financial,
analytical, advisory and knowledge services. The platform
also provides products to strengthen financial resilience
against disasters and climate shocks.
The first financial product offered by SEADRIF Insurance
Company, a licensed direct general insurer in Singapore,
is a catastrophe risk pool for Lao People’s Democratic
Republic and Myanmar. The pool leverages joint
reserves and offers market-based finite and parametric
catastrophe risk insurance solutions to provide liquidity
in the aftermath of disasters such as severe floods. At the
request of member countries, SEADRIF is also exploring
the development of other disaster-risk financing solutions,
such as a joint risk pool for public assets and infrastructure
of ASEAN countries.
Philippines Catastrophe Bond for Earthquake and
Typhoon
Issued by the World Bank, the first-ever sovereign
catastrophe bond in Southeast Asia provides the
government of the Philippines with USD 225 million in
protection against earthquake and tropical cyclone risk
over 3 years. 3 The Philippines’ disaster-risk financing and
insurance strategy follows a multi-tiered and multi-layered
approach by addressing disaster-risk financing needs
on national, local and individual levels. It also combines

different financial instruments, including dedicated
disaster funds, contingent credit lines and risk transfer to
the international reinsurance and capital markets.
The Philippines’ catastrophe bond, which was listed at
the Singapore Exchange in November 2019, has been
another milestone for the Philippines government in
executing its disaster-risk financing and insurance
strategy. It constitutes a landmark transaction marking a
number of firsts, such as being the first catastrophe bond
ever directly sponsored by an Asian sovereign, the first
catastrophe bond listed on an Asian exchange and the first
World Bank bond ever listed in Singapore.
This World Bank-issued catastrophe bond recently
triggered a payout of USD 52.5 million to the government
of the Philippines after AIR Worldwide determined that
super typhoon Rai (locally known as Odette) breached the
trigger for wind.
Indonesia State Asset Insurance Program (ABMN)
As a part of the Indonesian government’s strategy to build
resiliency against natural disaster, the vice president of the
Republic of Indonesia launched the Disaster Risk Financing
and Insurance (DRFI) Strategy for Indonesia in 2018. The
strategy aims to obtain timely, targeted, sustainable and
transparent disaster-risk funding schemes.
One of the government's priorities is to protect state and
regional assets. To facilitate this, a legal framework was
established to provide insurance covering state assets.
To ensure the proper insurance coverage and premium,
a state asset management information system is in
development to capture data around risk and claims.
The state insurance pilot project started with a disaster
insurance program for the buildings of the Ministry of
Finance, which were insured with a total value of IDR 10.84
trillion. A consortium of 50 general insurance companies
and 6 reinsurance companies will provide insurance at a
premium of IDR 21.3 billion.

3. World Bank.
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Guy Carpenter & Company, LLC is a leading global risk and reinsurance specialist with 3,400 professionals in over 60 offices around the
world. Guy Carpenter delivers a powerful combination of broking expertise, trusted strategic advisory services and industry-leading
analytics to help clients adapt to emerging opportunities and achieve profitable growth. Guy Carpenter is a business of Marsh McLennan
(NYSE: MMC), the world’s leading professional services firm in the areas of risk, strategy and people. The Company’s 83,000 colleagues
advise clients in 130 countries. With annual revenue of nearly $20 billion, Marsh McLennan helps clients navigate an increasingly dynamic
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visit www.guycarp.com and follow us on LinkedIn and Twitter @GuyCarpenter.
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