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DISASTER RISK FINANCING NEEDS 

1. Disaster Risk 
 
1. The countries participating in the Pacific Disaster Resilience Program, Phase 2 (the 
Program) – the Federated States of Micronesia (FSM), the Republic of Marshall Islands (RMI), 
Solomon Islands, Tonga, and Vanuatu – experience a range of natural hazards, including tropical 
cyclones, floods, droughts, earthquakes, tsunamis and volcanic eruptions. Climate change is 
expected to exacerbate disaster risk by increasing the intensity of extreme weather events; by 
destroying reefs, which form natural coastal barriers, via rising ocean temperatures and ocean 
acidification; and by leading to more destructive storm surges as a consequence of sea level rise.1  
 
2. Disasters can have a devastating economic and social impact on immediately affected 
communities, resulting not only in damage to infrastructure, crops, and housing but also leading 
to the loss of livelihoods, disruptions in economic activity, and significant additional demands on 
limited public resources. Economies in all participating countries are small and narrowly-based, 
relying heavily on some combination of agriculture, fisheries, and tourism, all of which are highly 
vulnerable to natural hazards, implying that major disasters cause significant downward swings 
in gross domestic product (GDP). Disasters in the Pacific more broadly reduced average trend 
growth in GDP from 3.3% to 2.6% over the period 1980 to 2014.2 

 

3. The serious threat of disaster risk has been highlighted by a number of recent events, 
including Cyclone Gita, causing damage equivalent to 38% of GDP in Tonga in 2018; flooding 
linked to Cyclone Ita causing damage and losses equivalent to 9.2% of GDP in Solomon Islands 
in 2014; and Cyclone Pam, causing damage equivalent to 64% of GDP in Vanuatu in 2015. The 
proposed financing under the program, $6 million per country, ranges from 0.5%–3.0% of annual 
GDP.  

 

4. Although the data on historical losses is incomplete, analysis undertaken under the Pacific 
Catastrophe Risk Assessment and Financing Initiative (PCRAFI) indicates that the countries face 
average annual losses from tropical cyclones, earthquakes, and tsunamis alone equivalent to 
2.9% of GDP in FSM, 2.0% of GDP in RMI, 3.0% of GDP in Solomon Islands, 4.3% of GDP in 
Tonga, and 6.6% of GDP in Vanuatu. The probable maximum losses for a 1-in-50 year event, 
estimated only for tropical cyclones, earthquakes and tsunamis, is $75.3 million for FSM, $34.1 
million for Marshall Islands, $189.6 million for Solomon Islands, $140.2 million for Tonga, and 
$284.9 million for Vanuatu.3  
 
2. Disaster risk financing framework 
 
5. There is an array of instruments that a government can draw on to support enhanced 
financial preparedness for disasters. These instruments are ideally applied using a risk layering 
approach, breaking disaster risk down according to the frequency of occurrence of different types 
of hazard event of varying severity and associated levels of loss, and designing bundles of 
instruments targeting differentiated layers of risk. Governments should seek to select the most 
appropriate instruments for each layer of loss based on a range of factors including the scale of 
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funding needed, the speed with which disbursement is required, and the relative cost-
effectiveness of alternative instruments for specific layers of risk.   
 
6. The risk retention instruments for more frequent, less damaging events include annual 
contingency budget allocations, disaster reserves, and contingent credit arrangements, all of 
which are put in place before disasters strike. (Figure 1). In the aftermath of a disaster, 
governments can also re-allocate budgets, increase borrowing, and raise taxes to provide 
additional resources. Market-based risk transfer solutions are a more cost-efficient source of 
financing for medium-level risks, which generate higher levels of loss but less frequently. These 
include insurance and insurance-linked securities, such as catastrophe bonds, and are taken out 
in anticipation of potential disasters. In the event of major disasters, governments also appeal to 
the international community for assistance. 
 

Figure 1. Layered approach to disaster risk financing 

 

7. The developing member countries participating in the proposed Program have put some 
disaster risk financing arrangements in place, but recognize the need for further strengthening. 
All countries have some form of annual budget contingency line or a disaster reserve. The disaster 
budget contingency lines typically allow shifting of funds in the budget to reach the contingency 
amount required post-disaster. RMI, Tonga and Vanuatu participate in the PCRAFI insurance, 
which provides insurance cover against medium risk layers against tropical cyclones, 
earthquakes, and/or tsunamis, with payouts determined based on modelled loss. 4 Tonga received 
a PCRAFI pay-out of $1.3 million in the aftermath of Cyclone Ian, and $3.5 million in the aftermath 
of Cyclone Gita; and Vanuatu received a payout of $1.9 million following Cyclone Pam. Solomon 
Islands participated in the first few years of the insurance pilot, but subsequently withdrew after 
both the 2013 earthquake and 2014 floods failed to trigger payouts. Private sector and residential 
disaster insurance cover is low across the Pacific. 
 
8. The contingent savings facility supported through the Program is intended to address a 
gap in financing between government resources available through contingent budgets, reserves, 
and post-disaster reallocations and, for those countries that have it, disaster insurance. 
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