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Escalating perils from climate change-induced 
natural catastrophes and shifting capital market 
dynamics create a complex environment for 
public sector risk managers. As a result, Swiss Re 
has seen a growing interest and uptake of 
parametric insurance solutions. 

Speed of payment, flexibility and transparency 
are often cited as the key features of parametric 
insurance. But its core value lies in its risk transfer. 
Particularly for public sector entities, the increased 
granularity and ubiquity of data, coupled with 
advancements in technology, open up new 
opportunities to leverage parametric insurance 
to manage the fiscal impact of exogenous shocks. 
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Why do 
governments 
need 
insurance?

What is 
parametric 
insurance?

When dealing with disasters, public entities 
experience financial challenges where risk transfer 
can play a critical role in absorbing contingent costs. 
Typical challenges that public entities face after a 
catastrophic event include:

• Emergency expenses for vulnerable and 
uninsured populations

• Declining revenues from a drop in tourists 
and tax revenue

• Bond obligations to protect credit ratings 
and borrowing power

Underlying these priorities is the need for immediate 
liquidity and flexibility in how funds are used after 
a disaster. Insurance assumes an important function 
as an ex-ante financing tool to address these post-
disaster needs. Unlike post-disaster financing, 
insurance payments do not have to be repaid and 
can support the recovery process while also 
signaling proactive risk management to the market.

Parametric insurance is triggered when the 
characteristics of a modeled or observed event 
are met or exceeded (e.g. hail size, earthquake 
magnitude, experienced windspeed etc.).

Due to such pre-determined measures, the severity 
of a disaster can be observed shortly after the 
event’s occurrence, enabling parametric insurance 
payments to be issued quickly and without the 
need for loss adjustments.

With the proliferation of technology and data, 
parametric products are also able to cover a broader 
range of risks by offering different means to under- 
write difficult-to-insure losses, such as unanticipated 
expenses, lost wages or revenue shortfall. They 
further provide alternative settlement processes, 
including real-time or advance payments. 
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What specific 
value does 
parametric 
insurance offer? 

The benefits of parametric solutions include:

• faster payouts based on an event’s independent 
and objective measurement, i.e. the trigger, which 
frees up time for the insured to provide proof of 
loss as the disaster evolves. This allows the 
insured to focus critical resources on disaster 
recovery and not on the loss adjustment process. 

• greater flexibility via customised and needs-based 
design, giving the insured more leeway in how 
to use funds;

• broader coverage, including of regions that have 
limited historical data or insurance penetration. 
This type of insurance can protect non-traditional 
assets that are invaluable and difficult to 
underwrite, such as natural assets. 

One of the main objectives of advanced parametric 
insurance solutions is to reduce the basis risk, 
where the insurance payout may deviate from 
the actual loss.

Parametric 
solutions 
in action  
Parametric insurance can be used in 
many ways. On the next two pages are 
specific examples of how this type of 
insurance solution has been deployed, 
and how it may be used in future.
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China parametric 
disaster relief hedge 
A solution for the Guangdong 
provincial government

The local government teamed up with Swiss Re 
China and local primary insurers to design advanced 
insurance solutions to improve the fiscal resilience 
against NatCat contingent liability.

The solution developed is a parametric cover with 
a double trigger: Typhoon track & wind speed for 
cyclone risk; precipitation amount for heavy rainfall 
risk. Payouts are used to support local authorities’ 
expenses for disaster relief and post disaster 
reconstruction of property and infrastructure. 
The pilot started with 10 cities and the scope has 
been continuously expanded, and now covers 
19 cities in the Guangdong Province.

Parametric earthquake 
cover to unlock  
project finance in an 
Asian country

Swiss Re worked closely with key project stakeholders 
to structure a parametric earthquake insurance to fill 
the gaps of the traditional construction cover.

The customized solution is based on Swiss Re’s 
QUAKE product and uses Shaking Intensity as trigger. 
The solution provides certainty of cover during the 
entire multi-year construction period and includes 
an innovative “reset feature” to adjust the cover for 
changes in work progress and exposure over the 
term. This cover complements the indemnity insurance 
placement and guarantees a quick and hassle-free 
payout after a triggering event, when the funds are 
most needed. This marks the first time that a financing 
consortium has approved funding for a project backed 
by a parametric NatCat insurance. The solution was 
endorsed by the local regulator and received market 
support from a panel of co-reinsurers.

Earthquake and Tropical 
Cyclones Cover for 
Puerto Rico Electric Power 
Authority (PREPA)

In 2020, indemnity insurance cover is complemented 
by a parametric solution, which will give quick cash 
payout to pay for the most urgent recovery actions. 
Indemnity program will remain for the reconstruction 
of the affected assets.

The parametric solution is a cat-in-a-box structure 
that provides an annual aggregate limit of USD 105m 
coverage against earthquake and tropical cyclones. 
By implementing a limit carve out of the indemnity 
cover, the client obtained a protection against the 
economic losses, business interruption, as well as 
the assets not covered or excluded by the indemnity 
program (i.e., T&D lines).

Protecting 
natural assets

In 2017, Swiss Re teamed up with The Nature 
Conservancy and regional governments in Mexico to 
help protect and preserve the Mesoamerican coral reef 
off the coast of the Yucatan Peninsula.

We devised a scalable and replicable insurance 
solution that would ensure rapid disbursement of funds 
to enable the community to restore damaged reefs 
following a severe hurricane, thereby also safeguarding 
the peninsula’s vital tourism revenue and broader 
economy. During Hurricane Delta, which hit Quintana 
Roo in October 2020, the parametric insurance 
product generated a payout of nearly USD 800,000.

India Disaster Risk 
Management 
Excess rainfall cover for 
the state of Nagaland

Nagaland State Disaster Management Authority 
teamed up with Tata AIG and Swiss Re to design 
and implement a bespoke parametric cover for 
excess rainfall events that can lead to severe flooding.

The solution is based on a geospatially gridded dataset 
whose precipitation levels are derived from satellite 
observations and rain gauges. It has a stepped payout 
feature to ensure funds are allocated where losses 
occur and in proportion to the amount of recorded 
rainfall. Solution can pay out within weeks and help 
protect state’s budget, while providing flexibility to use 
funds for disaster relief and re-building infrastructure.
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Looking 
forward...

Contact 
our team

As we think about the value of insurance in 
helping build resilience, parametric insurance 
has demonstrated how the use of data and 
technology can reshape the capabilities of the 
insurance sector to better meet gaps and address 
evolving needs. Parametric instruments provide 
a solution that expands the traditional insurance 
market to tackle larger environmental and 
societal problems.

Advances in technology and data collection are 
making parametric insurance ever more relevant 
and attractive. High-quality, granular data means risk 
managers can track events better than ever before. 
And it also helps improve the understanding of perils, 
making pricing risk more possible and the case for 
mitigation measures clearer.
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The entire content of this brochure is subject to 
copyright with all rights reserved. The information 
may be used for private or internal purposes, provided 
that any copyright or other proprietary notices are 
not removed. Electronic reuse of the data published 
in this brochure is prohibited. Reproduction in whole 
or in part or use for any public purpose is permitted 
only with the prior written approval of Swiss Re, and 
if the source reference is indicated. Courtesy copies 
are appreciated. Availability of products varies by 
jurisdiction. The content of this brochure is not intended 
as a solicitation to purchase (re)insurance or non-
insurance products. This brochure does not constitute 
an invitation to effect any transaction in securities or 
make investments. In addition, this brochure does not 
constitute legal or regulatory advice and Swiss Re gives 
no advice and makes no investment recommendation to 
buy, sell or otherwise deal in securities or investments 
whatsoever. Although all the information used in this 
brochure was taken from reliable sources, Swiss Re 
does not accept any responsibility for the accuracy or 
comprehensiveness of the information given or forward-
looking statements made. The information provided and 
forward-looking statements made are for informational 
purposes only and in no way constitute or should be 
taken to reflect Swiss Re’s position, in particular in 
relation to any ongoing or future dispute. In no event 
shall Swiss Re be liable for any loss or damage arising in 
connection with the use of this information and readers 
are cautioned not to place undue reliance on forward-
looking statements. Under no circumstances shall Swiss 
Re or its Group companies be liable for any financial 
and/or consequential loss relating to this brochure. 
Swiss Re undertakes no obligation to publicly revise or 
update any forward-looking statements, whether as a 
result of new information, future events or otherwise. 


