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Context

The 22 Pacific Island Countries (PICs) are among the top

30 nations most vulnerable to natural disasters. Subject to
cyclones and tropical storms and prone to volcanic eruptions,
earthquakes, and tsunamis, the PICs su er, on average,
combined disaster damages of more than $280 million every
year. When a disaster strikes, governments in these countries
often struggle to secure liquidity for swift post-disaster
emergency response, constrained by their small population,
limited borrowing capacity, and access to international
markets, as well as the small size of local economies.

The pilot program is one component of the Pacific Disaster
Risk Financing and Insurance (DRFI) program, which is
designed to increase the financial resilience of the PICs
against natural disasters as part of the broader PCRAFI
umbrella.

Approach

The pilot program is a risk pooling mechanism that allows
participating countries to purchase catastrophe coverage
as a group at significantly lower cost than the cost of
independently purchasing insurance. It was designed:

 As a solution to short-term cash flow problems that
small developing economies face following major
disasters that disrupt the provision of government
services.

+ With the World Bank acting as an intermediary between
the PICs and a group of reinsurance companies.

+ To be the first scheme in the Pacific to trigger payments
based on specific physical parameters that are
determined beforehand (wind speed, ground movement,
etc).
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Insurance is only one component of comprehensive
financial protection. In February 2013, a magnitude 8.0
earthquake and subsequent tsunami hit the Solomon
and Santa Cruz Islands without resulting in a pay-
ment transfer, as the level of physical damage caused
by the disaster was relatively low, as confirmed by the
rapid impact assessment undertaken through PCRAFI.
This demonstrated the need to better communicate
the benefits as well as limitations of the pilot pro-
gram—for instance, that it covers only a portion of the
losses when they disrupt the provision of government
services.

Partnering programs increase e ciency and e ective-
ness. This pilot program and the Pacific DRFI program
benefit from PCRAFI's other undertakings, such as
work on catastrophe risk information and disaster
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