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Keynote Address for the 15th Conference on Catastrophe insurance in Asia
Sivam,Vice Chairman Huang,

Ladies and gentlemen, good morning!

It is my great pleasure to join you as the keynote speaker for the 15th Asia Catastrophe Conference. The topic of this Conference is 「Insurance in the Ring of Fire" Finding Smart, Inclusive & Innovative Sustainable Solution」. All of us are aware that the world is concerned about ‎issues on global warming and climate change continuously. The abnormal weather not only exposes many industries to operational risks but it also impacts insurance industry. Therefore, I would like to share with you today my humble opinions on Catastrophe and Climate Change”.
According to 2016 Annual Global Climate and Catastrophe Report released by Aon Benfield, it reveals that there were 315 natural catastrophe events in 2016 that generated economic losses of US$210 billion, and only 26 percent of overall economic losses were covered by insurance. The public and private insurance industry losses were 7 percent above the 16-year average and it is the highest insured loss in total since 2012. 
Steve Bowen, Impact Forecasting director and meteorologist, said: "After a decline in catastrophe losses during the previous four years, 2016 marked a bit of an uptick in natural peril costs to the global economy. When recognizing that we have seen a nominal increase in both annual and individual weather disaster costs in recent decades, we recognize that factors such as climate change, more intense weather events, greater coastal exposures and population migration shifts are all contributors to the growing trend.
In the Joint Declaration of the G20 Leaders’ Summit held in Los Cabos, Mexico, in 2012, it was mentioned that “Disaster Risk Management (DRM) tools may provide countermeasures for government to financially manage their economic impacts”.  In addition, the 20th APEC Leaders’ Declaration in 2012 mentioned that “In view of high economic costs incurred by many APEC economies due to natural catastrophes in recent years, we note timeliness and the importance of strengthening our resilience against disasters through the development of disaster risk management (DRM) strategies. We recognize that integrated disaster risk financing policies are part of overall disaster response preparedness”.
In the statement of 2015 conference of APEC Ministers of Finance hold in Philippine, it is read that the researches and reports on regional natural disaster financing mechanism assigned to members of World Bank should include natural disaster risk management structure such as risk pooling mechanism, interests within APEC members and mutual developments with other global organizations. Besides, one of the action plans listed in the third pillar “strengthening financial resilience” is to develop innovative financing and insurance mechanism for natural disasters to increase financial capabilities of APEC members to deal with natural disasters.
In addition to Our Vice Chairman Huang’s opening speech, Sean Chen, our former Chairman and senior advisor of the Office of President now, had also promoted the importance of catastrophe risk management in 2013 IAIS annual conference. Their remarks are strongly related to “Catastrophe and Climate Change”which I would like to share with you today. I believe those who participated in the 2013 IAIS Annual Conference must be familiar with these issues.
Solutions adopted internationally for catastrophe risks are generally carried out in two ways: one is providing budgets or withdrawing reserves as the main source to finance the catastrophe fund demands; the other is making use of catastrophe risk transfer mechanism on a national or regional basis, known as national catastrophe insurance mechanism or regional catastrophe insurance mechanism, respectively.
Currently, over 12 national catastrophe risk transfer mechanisms have been implemented, such as EQC in New Zealand, JER in Japan, CER in California, USA, FONDEN in Mexico, and the Taiwan Residential Earthquake Insurance Fund (TREIF) here. These national catastrophe insurance mechanisms are led by the governments to assume a major part or part of catastrophe risks.
In 2011 and 2012, there were a number of earthquake events occurred in Christchurch of New Zealand. The New Zealand Earthquake Commission (EQC) which has been set up for over 60 years had paid about USD 10 billion in assisting the common people to restore their homes. For the 2011 Japanese earthquake damages, the Japan Earthquake Reinsurance (JER, which has been set up for over 40 years, completed settlement of 95% of the claims within half a year with the amount reaching about US$15 billion.

Moreover, catastrophes may affect not only one single country, and one single country may not be able to handle the catastrophe risks alone. Based on the common interests of the region, a regional catastrophe risk transfer mechanism would be set up. A good example is the Caribbean Catastrophe Risk Insurance Facility (CCRIF)，which is the first multi-national co-insurance facility in the world. The regional catastrophe fund is set up by the governments of 16 countries in the Caribbean Sea to protect the finance of those governments. This is a public-private partnership and a non-profit mutual insurance institution.

Apart from the afore-mentioned catastrophe insurance mechanism, cat bond is also a successful form of risk transfer. On August 25, 2003, Taiwan had successfully issued its first cat bond, known as the Formosa Re. Cat Bond, and became the second country, after Japan, in Asia issuing cat bond. Another successful case in the international world which incorporated private partnership in issuing cat bond to effectively transfer the country’s catastrophe risks to manage their possible financial impact is Mexico. In 2006, the Mexican government, with the assistance of the World Bank, became the first sovereign state issuing the 3-year cat bond in the world. And in 2009, Mexico further issued another 3-year multi-events cat bond. In addition to providing protection for the threat of earthquake, this cat bond further extended to cover hurricanes from the Atlantic and the Pacific Ocean.

In 2016, the issuance of cat bond amounted to US$5.5 billion, and the unexpired current amount totaled a record high of over US$22 billion. The cat bond appeared to be actively trading in the market. In the future, cat bond management may become a much more important risk transfer tool other than insurance.

A severely destructive earthquake with a magnitude of 7.3 hit Nantou on September 21, 1999.Our Vice Chairman Huang just introduced the implementation and background of the Taiwan Residential Earthquake Insurance System. The system not only provides proper protection to the property of resident owners, but also ease the government’s financial burden. The FSC will continue to learn from foreign systems and experiences to reinforce and improve the existing residential earthquake insurance system.

In addition, when facing impacts and challenges caused by natural catastrophe on the insurance industry, the FSC has asked Taiwan Insurance Institute, our think tank, to establish the calculation model of catastrophe risk premium rate as references for insurers. The FSC also encourages our insurers to establish their own models to calculate risk premium rate.
According to the Asia-Pacific Economic Cooperation (APEC) Finance and Central Bank Deputies' Meeting, countries from all over the world share their efforts to tackle issues of catastrophe risk management and the establishment of relevant mechanisms. As the catastrophe and climate risks have increased dramatically, APEC economies face catastrophe losses of about US $ 100 billion every year. Financial protection is the key to catastrophe risk management. Each country needs to assess and reduce contingent liabilities, to have good budget management, and to develop financing tools before and after the disaster. APEC is now engaging in the development of the catastrophe risk data framework and related knowledge sharing to promote regional risk financing. In addition, APEC also supports for strengthening the regulations and supervision structures, and promoting the establishment of public assets database. Meanwhile, the OECD proposes five pillars, including the promotion of comprehensive risk management strategies, the establishment of pre-prepared structures, the promotion of risk awareness, the development of crisis management capabilities, and the improvement of transparency and accountability.
Climate change is not the problem specifically restricted to only one single country or one region, it has become a global issue. To effectively manage disaster risks, we should accordingly change the ways we look at the issue. Therefore, disaster risk management in Taiwan is promoted based on three pillars in a more macroscopic and global perspective:
First pillar “regional risk transferability:” since the natural disaster can cause impacts across border, the function to transfer risks of natural disaster within any country or region should construct capacity to do so.
Second pillar “data consistence and credibility:” based on the observation on the research of big data of natural disaster, we can conclude that the function in the first pillar cannot be developed unless the statistics across regions are put together well. So we need a mechanism to collect and integrate the relevant data.
Third pillar “completeness and suitability of claim:” it is difficult to know well the practical impacts of risks as well as the promotion of relevant function in the second pillar if this pillar is not built.
　　Besides, disaster risk management is so complicated that it is far beyond the considerations of simply insurance arrangements.  It is therefore relied on the mutual cooperation between governments  and the industry so as to manage disaster risks more effectively. 
　　In addition, regulators should not only ask insurers to take precautions but also assist them in overcoming difficult challenges and strengthening their disaster risk management. In addition, we should also consider how to reinforce regional or even global cooperation.
The climate change brings about severe disasters and makes public and private sector face threats and challenges. In addition to above-mentioned risk transfer systems and cooperation approaches, I believe this Conference will bring more innovative thinking or even better solutions for us. In the end, I  wish the Conference a great success and may you have a delightful and fruitful day. Thank you!
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