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The Protection Gap is expanding space between economic losses and related funds available

The big picture: protection gap is expanding due to rising 
costs of catastrophes and decreasing effectiveness of 
funding mechanisms

Reduced funds

Current funding or 

mechanisms to cover 

costs of events or long-

term liabilities are 

insufficient with growing 

strains on public sector 

as payer of last resort

Rising costs

Costs of sudden large-

scale risk events such 

as natural catastrophes; 

or costs of long-term 

environmental trends 

are growing
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Catastrophic events have 
lingering financial impacts with 
many unable to repair and 
rebuild after a disaster

Often unaffordable 

Sometimes unavailable

Poor understanding of risk exposure

Limited understanding of disaster 

insurance

Biases in decision-making

Protection gaps present economic and social 

challenges and opportunities for innovation

10%

Homeowners in 

California with 

earthquake 

insurance 

30%

Average take-

up rates for 

flood insurance 

inside 100-year 

floodplain in 

USA

12.7%

Properties with 

earthquake 

insurance in 

New Madrid 

Region of 

Missouri
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Community Based Catastrophe Insurance (CBCI) is an 
innovative mechanism to increase insurance coverage and 
enhance resilience

Insurance arranged by a local 

governmental or quasi-governmental 

body to cover a group of designated 

properties or individuals within the 

community’s jurisdiction. 
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Channels for Communities to Close Protection gaps via CBCI
CBCI is a potential mechanism for communities to increase insurance coverage, incentivize risk 

reduction and enhance fiscal solvency

Illustration of Gap Formation

Economic 

Loss/

Liability

Risk Reduction via 

Physical Resilience and 

Preparedness

Risk Financing via 

Risk Transfer or 

Savings Mechanisms

Protection

Gap

CBCI can support efforts to improve risk 

reduction and risk transfer

Risk reduction can strengthen 

risk transfer markets and risk 

pricing can incentivize risk 

reduction at community level

(Contingent) Liabilities 

arising  from protection gaps 

drag on economic growth 

and govt. fiscal 

sustainability. Increasing 

insurance penetration and 

lowering risk in a community 

enhances fiscal risk profile
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Enhance Financial 

Resilience

Reduces liabilities 

Enhances credit risk profile

Speeds recovery

Supports post-disaster 

economic revitalization 

Potential benefits of CBCI

Provide Affordable and 

Available Coverage

Reduces premium costs

Increases insurance 

availability 

Incentives for Community-

Level and Individual Risk 

Reduction

Mitigation efforts

Risk reduction activity

Improved decision-making
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CBCI can play many roles in the dynamic ecosystem of existing public and private catastrophe 

insurance mechanisms.  Below are four broad institutional structures with different roles and responsibilities for 

the community and other partners:

The Spectrum of CBCI Solutions

Facilitator Group Policy Aggregator Community Captive

Degree of community control,

resources and expertise required increases with each model
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Facilitator Model: Community helps to establish a beneficial 
arrangement with an insurer for community members

Insurer(s)

Community

Institution Community

members 

Premiums

Claims
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Group Policy Model: Community arranges a group policy on 
behalf of its members 

Community

Institution Community

members 

Premiums

Claims
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Aggregator Model: Community buys bulk parametric 
catastrophe insurance 

Community

Institution Community

members 

Premiums

Insurer(s)

Claims



© 2021 Marsh & McLennan Companies, Inc. All rights reserved. 11

Community Captive Model: Community establishes its own 
risk-bearing entity (e.g., a captive) 

Reinsurer(s)

Community

Institution Community

members 

Premiums

Captive

Note: Depending on objectives, implementing a captive may require licensure procedures or a fronting carrier

Claims
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Five-part Framework for Implementation
Steps are not necessarily sequential, and it may be necessary to go back and forth among them

Define the need

• Determine which 

groups could 

benefit

• Consider 

motivations for 

CBCI

• Identify residents’ 

needs and key 

risk exposures

Engage 

stakeholders

• Engage 

community early

• Communicate and 

educate community 

about risk and 

mitigation options

Analyze risk 

• Capture data and 

modeling to design 

appropriate risk 

transfer structures 

and risk reduction 

mechanisms

• Understand the risk

• Set premiums

Determine 

authority to act

• Consider what entities 

have an interest 

• Who has 

regulatory authority to 

implement

• Consider what policy 

reforms or institutional 

changes are 

necessary

01 02 03 04 05

Transfer risk

• Consider 

capital providers

• Determine premium 

payment options 

• Map options 

for disbursing 

claims payment
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Asset Library

Access the Marsh McLennan & Wharton Concept Paper on CBCI here: 

Please contact us if you wish to discuss further or have any questions: 

Andy Read

• Vice President Public Sector Practice, Guy Carpenter 

• andy.read@guycarp.com

Daniel Kaniewski 

• Managing Director, Marsh McLennan Advantage 

• daniel.kaniewski@mmc.com

Christopher Sykes

• Managing Director, Guy Carpenter 

• christopher.skyes@guycarpenter.com

Jake Clark

• Managing Director, Guy Carpenter

• jonathan.clark@guycarp.com

https://www.mmc.com/insights/publications/2021/february/community-based-catastrophe-insurance.html?_lrsc=dad8366c-c6b1-4a3f-a97d-8304fcb8c17a
mailto:andy.read@guycarp.com
mailto:daniel.kaniewski@mmc.com
mailto:christopher.skyes@guycarpenter.com
mailto:jonathan.clark@guycarp.com


We are leaders in risk, strategy and people. One company, with four global businesses, 

united by a shared purpose to make a difference in the moments that matter.


