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Guest Lecturer                                    
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Disclaimer : Course material presented here and views expressed in this class is on an 

individual basis of the instructors, and does not express views of employers or the FAIA.
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Protection Gap
What is it? 

Why do we have it? 

What can we do about it?

Watch the gapéor, plug the gap
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What isnôt covered?
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Answer on next slide



(c) 2018 Assured Risk Cover, Inc. Proud Creators of StormPeace 5

*Water damage covered only with severe restriction

What isnôt covered?

ÅLosses below windstorm deductible

ÅLosses above limit

ÅSwimming Pool Cage

ÅFood spoilage

ÅFine art

ÅJewelry

ÅExpensive electronics

ÅMold from water damage

ÅLandscaping

ÅTree falling outside home

ÅBoat docks

ÅSea walls



Gap Manifestation in Florida

Hurricane Matthew

Å2016 ñflybyò hurricane

Å44,000 claims closed, not paid

Å11,000 claims open

Note: actual reason for gap not investigated on a policy 
by policy basis

Source: Florida OIR
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Gap Manifestation in Florida

Hurricane Irma

Å2017 land fall hurricane

Å297,000 claims closed, not 
paid

Å106,000 claims open

Note: actual reason for gap not investigated 
on a policy by policy basis

Recall : About 60% of 2017 Catastrophe 
losses not insured, at macro level

Source: Florida OIR
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What do you mean by Protection Gaps in 
Homeowners Insurance?

Protection gap is the difference between insured losses and economic losses, or uninsured losses
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Protection Gap (in $) = non -resilience

Source: Swiss Re Institute
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Causes of Protection Gap in Florida 
Homeowners Hurricane Property Losses

ÅHurricane Deductibles
ÅOver 85% of Floridians have 2% wind deductibles or greater
Å55% of Floridians have difficulty paying their deductible

ÅCoverage exclusions
ÅPool cages
ÅTrees not damaging a structure
ÅBoat Docks
ÅGenerators
ÅVoluntary evacuation expenses
ÅLandscaping

ÅSub-limits on losses

ÅInadequate limits

ÅMany Floridians have excluded wind from coverage
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Causes of Protection Gap  (cont.)

ÅCoverage bought may not be enough. Actual replacement value of 
property not known, until actual rebuilding happens. 

ÅMarket value is NOT equal to replacement value

ÅSub peril may not be covered. But, but that water was from 
IrmaéSorry, you need to claim water damage under your flood 
policy

ÅThat fine jewelry, painting, or 4K Curved OLED TV that you 
haveéis typically excluded or sub-limited

ÅIf you donôt repair and mold sets in, that may not be covered
ÅCat claims take days, weeks, months, years to settleé.25% of claims 

declined

ÅHigh repair labor cost post-hurricane, may also result in protection 
gap
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Need a Parametric Insurance to 
plug gapé

What is Parametric Insurance?
Is it new? What all does it cover? Why do we need it?
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Definition of Parametric Insurance:

Wikipedia - Parametric insurance is a type of insurance that 
does not indemnify the pure loss, but ex ante agrees to make a 
payment upon the occurrence of a triggering event. The 
triggering event is often a catastrophic natural event which may 
ordinarily precipitate a loss or a series of lossesé.

Note a ñpure parametric productò may not be deemed insurance, 
so there has to be an associated loss claim to deem it as 
insurance.
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What is Insurance with a 
Parametric Loss Trigger

ÅLoss is paid based on pre-specified set of conditions

ÅSpecified peril (hurricane, tornado, earthquake, etc.)
ÅSpecified size of the event (Cat 1, Cat 2, etc.)
ÅProximity of the insured to the event

ÅNo consideration for the physical attributes of the insured property

ÅClaims paid without the need of an insurance claims adjustor

ÅThis type of insurance reduces the bureaucracy when it is time to pay ,but there 
is a caveat. It doesnôt cover the whole loss or damage it just pays out a 
predefined sum.

Recall Traditional insurance also doesnôt cover the whole loss, it just pays out 
based on policy wording
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Parametric Insurance... Is it new?

ÅLife insurance is parametric

ÅAflac has been providing parametric insurance for sickness and injury to millions 
of people

ÅAdjacent market: Catastrophe bonds of parametric nature have been traded for 
couple of decades now

ÅDrought insurance, crops, agriculture insurance on parametric basis offered by 
World Bank and private insurers

ÅState of Alabama has parametric hurricane insurance

ÅCaribbean government has parametric insurance for hurricanes and earthquakes 

ÅParametric insurance also exists for: Extreme rain, temperature fluctuations

ÅPandemic parametric insurance also provided at regional level

é.so it is not new, after all!
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Examples of Triggers for Parametric 
Insurance Products

ÅHurricane
ÅLocalized wind speed calculation

ÅWind speed footprint

ÅSize of the event and distance from the track

ÅEarthquake
ÅLocalized seismic measurement

ÅShake intensities by region

ÅSize of event and epicenter distance from insured
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Compare Parametric to 
Indemnity product

How does it differ? What are benefits of each? Who all does it benefit?
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How Does a Parametric Triggered Loss 
Compare to an Indemnity Payment?

ÅParametric
ÅPayment driven by payout formula

ÅNo claims adjustor

ÅClaims payment can be made quickly

ÅIndemnity
ÅClaim based on coverage language in the policy contract

ÅLoss assessed by claims adjustor

ÅPayment based on actual loss

ÅPayment generally slow after significant catastrophe
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Traditional/Indemnity VS 
Parametric/Index

Source: Swiss Re
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Traditional Insurance Parametric/ Index based Cover

Trigger Loss or damage to physical asset Event occurrence exceeding pre-defined

threshold or trigger

Recovery Reimbursement of actual loss sustained Pre-agreed payment structure based on 

event parameter or index value

Basis Risk* Policy conditions, deductibles and 

exclusions

Correlation of chosen index and structure 

with actual exposure

Loss assessment and Payment Months to several years ïdepending on 

complexity of loss

Very transparent and settlement within 30 

days

Term Usually annual, multi-year difficult Single or multi-year (up to 3 years)

Structure Standard products and contract wordings Customized product with high structuring 

flexibility (single trigger, multi-trigger)

Form Insurance Contract Insurance Contract

*Risk that Clientôs collected payout is not equal to your actual loss.



Okay, fine. Tell me the benefits 
of Parametric Insurance

Where is it helpful? Who does it help?
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Parametric Products Pay Quickly

ÅDefinitively defined payment

ÅNo claims adjustor necessary

ÅPayment arrives quickly when 
insured needs it the most
ÅEvacuation expenses

ÅPay unanticipated expenses

ÅHire immediate services

ÅPay expenses under the 
hurricane deductible

ÅRapid payment reduces loss 
amplification

ÅEfficient payment distribution, 
reduces loss adjustment 
expensesémore efficient 
price for insured

ÅEsp. helpful in catastrophes, 
where industry and 
government resources get 
maxed out

22(c) 2018 Assured Risk Cover, Inc. Proud Creators of StormPeace



Parametric Insurance 
ïa tool for Florida
Kevin McCarty

Guest Lecturer

Former Insurance Commissioner
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Parametric Insurance ïa neat tool

Without Parametric

ÅBrunt of economic loss borne 
by individuals, corporations, 
and governments

ÅPrimary govt. effects: 
emergency relief expenses, 
loss of capital and durable 
goods

ÅSecondary govt. effects: lower 
economic growth, lower/no 
tax revenue, budget deficits

With Parametric

ÅSmaller gap between 
economic and insured loss

ÅReduced financial burden for 
govt. & society

ÅLoss volatility for state budget
Source: Swiss Re
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How do you build a 
Parametric Product?
Science and experience. Pricing a policy. Paying a claim
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Deconstructing a Parametric 
Insurance Product

Typical model used to quantify risk and calculate the basis for 
price for a typical indemnity homeowners policy

ÅHazard model ïwhat is the peril and size and probability of 
occurrence

ÅVulnerability model ïgiven and specific event what is the damage to 
the home

ÅFinancial model ïGiven damage to the home how does the insurance 
policy respond from a financial perspective

Parametric products do not require a vulnerability assessment of 
a home and the financial model is very simple
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How do you get the price? A Case Study 
for Parametric Insurance for Hurricanes

ÅRobust hi-res pricing algorithms at the individual property level 

ÅStochastic models to simulate physically-behaved hurricanes

ÅCaptures spatial temporal correlation of hurricane-defining 
parameters

o Latitude & Longitude of hurricane eye

o Forward velocity

o Central pressure deficit

o Maximum wind speed

o Radius to maximum wind speed

ÅInformed by meteorological data such as sea surface temperature

ÅMachine learning capability to update pricing in real time
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How to Get the Price
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How to Get the Price

Grid the basin

Learn the hurricane physics

Use predictive data

(e.g. Sea Surface Temp)
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