Climate and Disaster
Risk Resilience

Developing Insurance and Risk
Financing Solutions in Central Asia

A Scoping Study

December 2025



United Nations Development Programme (UNDP)

UNDP is the leading United Nations organisation fighting to end the injustice of poverty, inequality, and climate
change. Working with our broad network of experts and partners in 170 countries and territories, we help
nations build integrated, lasting solutions for people and the planet. Learn more at undp.org or follow at
@UNDP.

UNDP Istanbul Regional Hub

UNDP Istanbul Regional Hub UNDP’s Istanbul Regional Hub (IRH) serves the UNDP’s Europe and Central Asia
region. Our goalin Europe and Central Asia is to help eradicate poverty in allits forms, accelerate the transition
to sustainable development, and make sure countries and people are able to withstand crises and shocks. We
work to make sure the most vulnerable and excluded are not left behind, develop game-changing solutions to
accelerate sustainable development, and promote prevention and preparedness. More information available
at undp.org/eurasia

Author - Faraz Amjad
Project Lead - Stanislav Kim

Project Management - Khusrav Sharifov, Cansu Demir

Disclaimer

This study presents scoping outcome on issues and opportunities for securing against risks in Central Asia region using insurance
and risk financing mechanisms. The views expressed in this study are those of the authors and do not necessarily represent those
of the United Nations, including the United Nations Development Programme (UNDP), the Member States of the United Nations.
Facts and figures were collected from open data sources and not always reflect the most updated information. Furthermore, the
designations employed herein, their completeness and presentation of information are the sole responsibility of the author and do
not necessarily reflect the opinion of the organisations mentioned above. For all other inquiries, please get in touch Khusrav Sharifov
(khusrav.sharifov@undp.org) and Cansu Demir (cansu.demir@undp.org).

All rights reserved. Reproduction, transmission, or storage of this publication, in whole or in part, in any form
or by any means — electronic or mechanical, including photocopying, recording, or otherwise — is prohibited without prior
authorization from UNDP.

© UNDP 2025. All rights reserved.


http://undp.org/
https://irff.undp.org/
http://www.undp.org/eurasia
mailto:khusrav.sharifov@undp.org
mailto:cansu.demir@undp.org

Table of Contents

EXECULIVE SUIMMIAIY .....uuueeeeeeeeeeeeeeeesrsssaneeeeeeeccsssssssssssssssssssssssassssssssssssssssnsssssssssssssssssssssssessesssssane 6
Chapter 1: Country Overviews, RiSKS, aNa NEES ..........cuueeeeeeeeeeerereeeeeneeeneneeceeeeeeeeeeeesesesesenes 8
1.1 COUNTIY Profiles a.iicceiiiciivniicnnnnnniicsnnsnniicsssnsicssssssssssssssssssssssnsssssssssssssssssssssssssassssssses 8
Detailed Demographic Data and Economic Indicators...............ccccoooiiiiiiiiiiiiiie e 8
Historical Context and Socio-cultural FacCtors...............c..oooviiiiiiiiii i e 9

1.2 Risks, Historical Disaster Events and IMPacts .......ccccccccccccneneneecnencnssssssssssssssssenes 10
Hazards anNd iMPAcCT ...............ooooiiiii e e eee e e e e e e et e e e e e e e et raeeeeeeeeetarreeens 10
Economic Vulnerabilities and EXPOSUIE...............ccoooviiiiiiiiiiiiiiieee e 12
Climate Risks: Trends and ProjJeCtiONS ..................oooviiiiiiiiiiiiiiiiee e e 12

1.3 Solutions and needs . 14
Economic and financial needs for risk financing ..................ccccoooiiiiiiii e 15
CUIreNt BaPS ININSUTANCE ..........oiiiiiiieeiiee ettt ee et e e et e e e ettt e e e eateeesatseeeasseeeeassaaeeansseesanssaeesansseessnsseeean 16
Chapter2: Landscape of Institutional, Policy, and Legal Frameworks ..................... 18
2.1 National Frameworks .18
INSUFANCE ACT ...ttt e ettt e e ettt e e e e aeaee e s saeeeessteeeeanssaeeannseaeessseeeanssaeesnnsaeeennsaeenanes 18
Insurance RegUlatory AUTNOTITY ... e e e e etaareee s 18
SOLVENCY FEUITEIMENTS .....ovniiiiiiiiii ettt e e e e e ettt e e e e e e e et tbtaeeeeeeeesasbaeeaeeeeeaanssaaseeesaenannees 18
CONSUMEE PrOtECTION.........oiiiiiiiiiciic ettt e ettt e e ettt e e e s ate e e e eabeeeeetbaeeesatbeeeessaeeenasseeesasseeeas 19
ReiNSUFraNCE reGULAtIONS ...........oooiiiiiiiiiicc e et e et e e ab e e e e tbe e e e etbeeeeatbeeesaseeeensraeaennes 19

2.2 Recent legislative changes and their implications..........iiicciiinicnneeccieccccsicnnns 20
2.3 Disaster risk management POLICIES......iiiiiiiiincneneiiiicciniicnssnnssiecccsssssssssssssscssssssssens 21
2.4 PanRegional Frameworks and Arrangements 23
2.5 Policy gaps and iNCONSISTENCIES . ..uuuuueeeriiiiiisisscssnnnniicccsssscsssnsssrescssssssnsssssssssssssssssens 26
2.6 Comparable examples from other regions 26
Chapter 3. Governments, insurance industry, and relevant stakeholders............... 28
3.1 Government capacities and initiatives .. 28
Evaluating effectiveness of existing government programs ininsurance .............c.cccccoeveevveevivencnnn. 28
Relevant ministries, insurance regulators, and disaster management agencies....................cccc........ 29

3.2 Insurance iNdUstry CapacCities ...ccccciiiiiiiiiiiiiniiinneninnnnenineneeneeeseseesessessessssscsesesessssssacas 31
Analysis of market share and performance of key insurance players .................cccoceviiiiiiieiniciiieeneenn, 31
Domestic and international insurers and reinsurance CoOmpanies ..............c.cccccceeeeeeieiiiiieee e, 32

3.3 Otherrelevant stakeholders.......eeiiiiciniinnnnnnnnniiiccsssscnssnsssssccsssssssssssssssscssssssssens 33
Chapter 4. Currently available solutions, issues, and aps .........eeiieccosscscrssanessseccses 36
4.1 Insurance products . 36
Property insurance, Agricultural insurance, MiCroinSurancCe................ccccccceeveiiiieciiie e 37
GapPSs AN OPPOFTUNITIES .........ooiiiiiiiic e e e et e e e e e et e e e e e e e e trrae e e e e e eeennaaeeens 38

4.2 Public sectorrisk financing mechanisms .......eiiiiccnnnnnnnnnnnnniicccsinmsenseicesss 39
KAZAKNSTAN ..........ooiiiiii ettt e e ettt e e tb e e e stbe e e e tbaeeeeatbae e e tbtee e ttaeeeatraeeeanbaaeeanraeeeanes 39



KYFGYZSTAN ... ..o e e e et e e e e et e e e et e e e et e e e ee e e e e ete e e e e eteeeeeteeeeatanaeaans 40

LI V1L CE:1 € 1 PRSPPI 40
TUFKIMENISTAN ..ottt ettt et et e e et e ettt e bt e eabeeebeesabeeenbeeenbeeenseesnbaeensaesnses 41
UZDEKISTAN ..ottt ettt e a e sttt e sh bt e ab e e s et e e s ab e e s et e e sabeesabeesabeesabeesabeesabeesatee e 41
Issues and gapS....ceiiccccsiccsnnnennsanens 42
Chapter 5. Recommendations to address identified gaps and challenges.............. 46
5.1 Policy and regulatory refOrms ......eeeiiicccniinncnennssicccssssessssssssssscssssssssssssssssssssssssens 46
Harmonization of insurance reguUlations ..................cooooiiiiiiiiiii e e 46
Strengthening of INSUraNCe SUPEIVISION.............cccoiiiiiiiiiiicceee et e eve e e e 47
5.2 Capacity building initiatives .....ccuveeeiiiiiiiinnnnnnnnniiiiccinnnnnnnseiiiiccsiinsssssssscssssssssess 47
Specific training modules tailored to different stakeholder groups.................cocoooiiiiiiiiiiiiiiec e 48
Capacity building for disaster risk financing and insurance professionals ..........................ccoeenn. 48
5.3 Product development and inNOVAatioN..........cccceeeerecccccrcsssnneeeeccccccssssnensseseeccesssssens 49
Development of NeW iNSUrance ProdUCTS ..............ccciiiiiiiiiiiiii et 49
Introduction of innovative risk financing mechanisms........................cooooo 50
Catastrophe Bonds (Cat BONAS).............ooooiiiiiiiiiiiiiie ettt e e ettt e e e e e e aarree e e e e s ensassaeeas 50
Sovereign ParametriC INSUFANCE ...............oooiiiiiiiiiii ittt e e e ettt e e e e s e s araeeeeessesssnbaaeeeeseennnnnns 50
Microinsurance for Vulherable Populations .................coooiiiiiiiiiiii e e 50
Public-Private Partnerships (PPPsS) in INSUFANCE ................ccooiiiiiiiiiiicce e 50
ReGIONALRISK POOLUS ..........eoeiiiiii e e e e e e e e e e e e e e taraa e e e e e e sennaareeeas 51
Climate ReSIliENCE BONAS ............ooociiiiiiie et e et e e et e e e ate e e sstbe e e estaeesnsaeeeennneeean 51
Agricultural Insurance with Technology Integration .......................coooo e, 51
Index-Based LiveStoCK INMSUIANCE..............cccooiiiiiiiiiiiiii et aa e e e eve e e e atreeeeereeeeeneas 51
Weather DEriVAtIVES ...........ccooiiiiiiiiiiee ettt e te e et e e e e taee e s teeeeenteeesansaeeesnsseeeansseeesannees 51
RiSk-Linked SaViNgs ACCOUNTS ...........cooooiiiiiiiiiiiiiiieiiieeee ettt e e e e ettt e e e e e e e saabaaeeeeeeesnsssssaaeesesessnsseneas 51
Blockchain-Based Disaster Relief FUNAS .................ooiiiiiiiiii et 52
Catastrophe DrawdowWn OPLIONS ............oooiiiiiiiiiiiiiie e e e e e e e e e e e arraeeeeeesessaraeeeas 52
Chapter 6. Insurance and risk financing solutions mapped against INFF ................ 53
6.1 ADOUL INFF ... ccciiitennnnnneeeeetneennesssssccessssssssssssssesssssssssssssssssssssssssssssssssssssannnses 53
6.2 Alignment with INFF building BLlOCKS........cccouvvmnnriiiiiiinscnsnnnnnnicccssssscnnnsssnccsssssnenns 54
6.3 Mappinginsurance and risk financing t0 SDGS.......ccccevvverricscrnnricssssanrecsssassecssnanes 57
SDG 1 (No Poverty): Microinsurance for low-income households ....................ccoccoiiiiiiiiiiiiic e, 57
SDG 13 (Climate Action): Parametric insurance for climate-related disasters.................................... 58
SDG 2 (Zero Hunger): Agricultural insurance for smallholder farmers ...................cccccoooeiiiiiieeieeeen, 59
SDG 3 (Good Health and Well-being): Health insurance schemes ....................cccccoocoiiii e, 60
SDG 11 (Sustainable Cities and Communities): Urban resilience financing......................c..ccccccooiil 61
Chapter 7. Potential regional and cross-country SolUtions..............eeeeeiicccssscssnnannnes 64
7.1 Regional solutions Y
Regional catastrophe FiSK POOL ....... ..ot aaee e 64
Regional agriculture iNSUranCe ProZram ...............ooouviiiiiiiii ettt e eette e e e ete e e e e ear e e e eeaaeeeeeavaeeeeaes 64
7.2 Shared systems and platforms cerssessssnanes 05
Shared flood early WarNing SYSTEIM ... e e et e e e e e e rnrraereeeeeeeanans 65
Shared climate riskdata platform.................cccoi i 66
Chapter 8. Building partnerships and mobilizing re SOUICES ..........uuueieeverericcscransscsssnesenes 68



8.1 Engagement strategies 68

Development partners, Academia and research institutions...........................ooooo i, 68
Stakeholder engagement PLAN ................oooiiiiii e e e e e et e e e e e e et r e e e e e eaanaes 68
8.2 Funding mechanisms and opportunities 71
GranNt FUNING.........ooiiiiii et e e et e e e sttt e e e e tb e e e etateeesatseeeassseeeessaaeesssseeeasssaesesssseeessseaeas 71
Blended fiNancCe aPPIrOACRES..............ooooiiiiiiieiec e e e e e e 71
Concessionalloans and Credit LINES ................ooooiiiiiiiiii e e e eaa e e e e aaee s 71
Impactinvesting and sOCIial boONAS.................coooiii e 71
8.3 Capacity building and technical assistance 72
Capacity building for insurance & disasterriskfinancing......................c.cccccoiiiiii e, 72
Financial LteracCy ProSramiS .............oviiiiiiiiee e et e e e e e ettt e e e e e e e e eeraraaeeeeeesenseaaeeeas 73
8.4 Regional cooperation MechaniSMS........ccccoivnrvrrnnnniiccisssscsssnnsnneccssssssssssssssssssssssssens 74
Jointresearch and developmeNnt ProSrams ..............ooiiiiiiiiiiiiiii e e e et e e e e e a 75
Regional forums and knowledge exchange platforms.....................ocooiiiiiic e 75
8.5 Resource Mobilization STrategy .......cccciiiiieiieeeeieneeeeeeeeeeeeeeeeeeeeeeeeeeeseeseesesesesesssessas 77
Needs and ap @NaALY SIS ..........coooiiiiiii e e e e e e e e e e e e e e e s bbb reaeeeeenntaraaaes 77
AliIgnment With donOr PHOKFITIES..........c.oooiiiiii e et et 78



Executive Summary

This Scoping Study evaluates the preparedness of five countries in Central Asia (namely Kazakhstan,
Kyrgyzstan, Tajikistan, Turkmenistan, and Uzbekistan) for the implementation of insurance and risk
financing solutions. The objective is to assist these countries in effectively achieving the Sustainable
Development Goals (SDGs) and fostering discussions on insurance and risk financing solutions within the
sub-region of Central Asia. It aims to furnish foundational information regarding the status of insurance
and risk financing solutions in the five Central Asian countries. Additionally, it provides an overview of
their requirements and readiness to adopt risk financing solutions in the future, along with
recommendations for establishing partnerships and mobilizing resources.

Chapter 1 outlines the demographic and economic characteristics of Central Asian countries, focusing on
Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, and Uzbekistan. It highlights key indicators like
population, GDP, and urbanization. Kazakhstan has the highest GDP and urbanization, with significant
sectorsin oil, gas, and mining. Kyrgyzstan and Tajikistan have lower GDPs and higher poverty rates, relying
on agriculture and mining. Turkmenistan's economy is dominated by natural gas and oil, while Uzbekistan
has a diverse economy. The chapter also discusses the socio-cultural factors affecting insurance
penetration, noting that Kazakhstan and Uzbekistan show more promising growth in their insurance
sectors.

Chapter 2 details the institutional, policy, and legal frameworks governing the insurance sector. It
discusses primary insurance laws and regulatory authorities in the countries. Recent legislative changes
aim to modernize the insurance sectors, with trends like market liberalization and digital insurance
regulations. Disaster risk management (DRM) policies are critical due to natural hazards, with national
strategies focusing on disaster prevention and recovery.

Chapter 3 explores the interplay between governments, the insurance industry, and stakeholders in
shaping the insurance landscape. Governments have implemented various programs to promote
insurance, but effectiveness varies due to coordination challenges. Strengthening regional cooperation
and leveraging technology are crucial for developing an effective insurance and risk financing framework.

Chapter 4 discusses the disparities in insurance markets. Kazakhstan has the most developed market,
while Kyrgyzstan and Tajikistan focus on basic insurance products. Turkmenistan's market is highly
regulated, and Uzbekistan's market is growing. Significant gaps remain in product development,
distribution, and regulatory environments. Collaboration between governments, insurers, and
international partners is essential for developing a robust insurance market. Public sector risk financing
mechanisms are crucial for managing the financial impact of disasters and economic shocks in the region.

Chapter 5 emphasizes the importance of policy and regulatory reforms, public awareness, and
international support to enhance resilience to disaster and climate risks in Central Asian countries. Key
recommendations include harmonizing insurance regulations, enhancing market access, promoting digital
insurance innovations, and ensuring transparency. Strengthening insurance supervision through regional
cooperation and risk-based frameworks is essential, requiring political commitment, capacity building,
and stakeholder engagement.

Chapter 6 discusses aligning insurance and risk financing solutions with the Integrated National Financing
Framework (INFF) to support national development priorities and Sustainable Development Goals. This



includes assessing financing gaps, developing comprehensive strategies, introducing supportive policies,
and promoting public-private partnerships. Establishing monitoring systems, providing technical
assistance, and exploring innovative financing mechanisms are also crucial.

Chapter 7 explores regional and cross-country solutions for managing disaster risks and enhancing climate
resilience. Proposals include creating a regional catastrophe risk pool and an agriculture insurance
program, as well as shared systems like flood early warning systems and climate risk data platforms.
Successful implementation relies on strong political will, adequate funding, and technical capacity.

Chapter 8 highlights the importance of building partnerships and mobilizing resources. Engaging diverse
stakeholders, including multilateral organizations, bilateral donors, academia, and research institutions,
is essential. Various funding mechanisms, such as grants, blended finance, concessional loans, impact
investing, and social bonds, can support these initiatives. Capacity building, risk perception, and robust
risk mitigation strategies are key considerations for successful implementation.



Chapter 1: Country Overviews, Risks, and Needs

1.1 Country Profiles

Detailed Demographic Data and Economic Indicators

The Central Asian countries — Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, and Uzbekistan -

each has a unique demographic and economic characteristics that influence the development and
uptake of insurance and risk financing solutions in these countries.

Table 1: Key indicators about Central Asian countries

Country Population | GDP Urbanization | Poverty Unemployment | Key Economic
in million, inUS$ | in Rate rate Sectors
(2023) billion, | percentage in in percentage
(2023)? | (2023)® percentage* | (2022)°

Kazakhstan 19.8 259.7 58 8.8 4.9 Oiland gas,

(2023)8 mining,
agriculture,

and
manufacturing

Kyrgyzstan 6.9 14 38 1 4 Agriculture,
(2023)’ mining, and

textiles
Tajikistan 10.1 12.06 28 6.1 7 Agriculture,
(2023)8 energy, and
aluminium
production
Turkmenistan 6.52 59.9 54 Data not 4.1 Natural gas,

available oil, and
agriculture
Uzbekistan 37.5 90.89 51 1 4.5 Agriculture,
(2023)° textiles, and

energy

" Population, total | Data

2GDP (current US$) | Data

3 Urban population | Data

4 As per World Bank’s income level categorisation (GNI/capita)

5 Unemployment, total (% of total labor force) (national estimate) | Data

6 KAZAKHSTAN-Snapshot-SM2024-ENG

7 KYRGYZ REPUBLIC Economic Update

8 World Bank, Poverty & Equity and Macroeconomics. Tajikistan

® The Center for Economic Research and Reforms and the Statistics Agency of Uzbekistan



https://data.worldbank.org/indicator/SP.POP.TOTL?name_desc=false
https://data.worldbank.org/indicator/NY.GDP.MKTP.CD?name_desc=false
https://data.worldbank.org/indicator/SP.URB.TOTL?name_desc=false
https://datahelpdesk.worldbank.org/knowledgebase/articles/906519-world-bank-country-and-lending-groups
https://data.worldbank.org/indicator/SL.UEM.TOTL.NE.ZS
https://www.worldbank.org/content/dam/infographics/780xany/2023/apr/presentations/KAZAKHSTAN-Snapshot-SM2024-ENG.pdf
https://thedocs.worldbank.org/en/doc/d5f32ef28464d01f195827b7e020a3e8-0500022021/related/mpo-kgz.pdf
https://thedocs.worldbank.org/en/doc/d5f32ef28464d01f195827b7e020a3e8-0500022021/related/mpo-tjk.pdf
https://www.cer.uz/en/

Historical Context and Socio-cultural Factors

Insurance penetration in countries in Central Asia remains relatively low, influenced by historical,
economic, and regulatory factors. Understanding the socio-economic and cultural landscape is
crucial before designing effective insurance products and strategies in the region. Following is a

snapshot of some these factors influencing the uptake of insurance in these countries:

Country Insurance Insurance market and Common Socio-economic and cultural
Penetration insurance products perspectives
- Premium as
percentage of GDP,
in percentage,
(2023)°

Kazakhstan 1.0 Insurance market in Kazakhstan There are relatively higherincome
began developing post- levels and urbanization compared
independence in 1991. The market to regional peers, butincome
has grown steadily but remains inequality and economic reliance
underdeveloped compared to on hydrocarbons pose greater
global standards. Mandatory economic and market development
insurance products such as motor challenges. Also, there is a limited
vehicle liability and workers' trust in financial institutions, and
compensation, social health an overall lack of awareness and
insurance are the most common understanding of insurance
insurance products. Along with benefits.
these mandatory products, there is
a sizeable market share of voluntary
insurance products related to
various economic sectors.

Kyrgyzstan 0.25 The insurance market in Kyrgyzstan There is a significantly rampant
started in the early 1990s. The poverty rate and heavy reliance on
sector has faced challenges such agriculture activities and foreign
as low public awareness and remittances. Financial literacy is
limited regulatory oversight. generally low, impacting insurance
Common insurance products are adoption among the general
health and motor vehicle insurance. | population. Also, stronger

community and informal support
systems reduce the need for
reliance on formal insurance
mechanisms.

Tajikistan 0.32 Similar to its neighbours, High poverty rates and dependence
Tajikistan's insurance sector on remittances hinder disposable
emerged post-1991. The market income for insurance products.
remains small and underdeveloped | Financial literacy is also low.
due to economic instability and Traditional risk-sharing practices
limited public trust. There are not and mistrust in formal financial
many common insurance products, | institutions limitinsurance uptake.
beyond compulsory insurance
lines.

% Insurance in CEE, SEE, ex-URSS



https://www.xprimm.com/

Turkmenistan

(Data not available)

Turkmenistan has one of the least
developed insurance markets in the
region, hindered by limited
economic integration and stricter
governmental controls leading to
hinderance in prosperous market
development.

The current structure of the
economy (or Limited economic
integration) and government
oversight limits the development of
arobustinsurance sector. There is
a lack of exposure to insurance
concepts and limited financial
literacy.

Uzbekistan

0.7

Uzbekistan's insurance sector has
shown promising growth, with
reforms and international
cooperation helping to spur growth
since the 1990s. Agricultural and
microinsurance products are
common.

The country has a diverse
economy, with a significant
agricultural sector. Efforts to
increase financial inclusion and
literacy are ongoing but face
challenges. Generally, thereis a
moderate trust in financial

institutions, with cultural
preferences for savings and
informal risk-sharing mechanisms.

1.2 Risks, Historical Disaster Events and Impacts

Hazards and impact

Climate and disaster risks in Central Asia vary significantly across the region, with each country
facing different levels and types of exposure to disaster events.

Kazakhstan

Severe floods in 2024 affected several regions, displacing nearly 117,000 people and causing
significanteconomic damage." The Average Annual Loss (AAL) for floods in Kazakhstan is estimated
at $419 million, significantly higher than for earthquakes, which is $58 million. When indirect losses
are included, these figures rise to $447 million for floods and $73 million for earthquakes. Flood
losses escalate sharply for events up to a 1 in 25-year return period. The combined AAL as a
proportion of country’s Gross National Income (GNI) is 0.11%, one of the highest in the region..
Floods also pose a significant risk to life, with an estimated 392 deaths per year, 66% higher than any
other CAREC' country, and severely affecting over 61,000 people annually. Earthquakes are
expected to cause 42 deaths and severely impact nearly 6,500 people, on average, each year.®

Kyrgyzstan

The Kyrgyz Republic faces significant risks due to frequent earthquakes and seasonal floods that
have historically caused widespread damage. The Average Annual Loss (AAL) from floods is over $73
million, and from earthquakes, it is $72 million, leading to a combined AAL of nearly $146 million
($89 million, $102 million, and $191 million when including indirect losses). This direct AAL
represents 0.44% of GNI, the highest in the CAREC region. High frequency, low severity flood events
dominate the flood risk profile, while earthquake risk is driven by lower frequency, higher severity
events. Annually, floods are expected to cause 193 deaths, the fourth-highest in the region, while

1 Almost 117,000 people evacuated due to floods in Kazakhstan | Reuters
2 Central Asia Regional Economic Cooperation (CAREC) Program
3 Narrowing the Disaster Risk Protection Gap in Central Asia: ADB 2022
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https://www.reuters.com/world/asia-pacific/almost-117000-people-evacuated-due-floods-kazakhstan-2024-04-17/
https://www.carecprogram.org/
https://www.adb.org/publications/disaster-risk-protection-gap-central-asia

earthquakes are expected to cause 27 deaths. Additionally, over 4,400 people are expected to be
severely affected by floods, and 5,570 by earthquakes.™ Considering that the country's vulnerability
originates from its mountainous geography, economic dependence on agriculture, and limited
capacity for disaster preparedness, Kyrgyzstan's exposure to natural disasters particularly to those
stated above, is likely to intensify due to climate change. Strengthening disaster risk management,
building resilience through infrastructure improvements, and enhancing early warning systems will
be critical for mitigating future disaster impacts.

Tajikistan

High seismic activity and periodic droughts have significantly impacted the country. Tajikistan faces
significant flood and earthquake risks, with the Average Annual Loss (AAL) from floods estimated at
around $61 million and from earthquakes over $63 million. Including indirect losses, these amounts
rise to $114 million and $165 million, respectively. The combined direct AAL is about 0.32% of
Tajikistan’s GNI, increasing to 0.73% when including indirect losses, the second-highest in the
CAREC region. Floods generally cause greater losses for events with frequent return periods, while
earthquakes result in greater losses for rarer events. Indirect losses are notably high due to the
country's high interest rates, indicating scarce and productive capital. Annually, on an average,
floods are expected to cause around 45 deaths and severely affect over 17,500 people, while
earthquakes are expected to cause 37 deaths and severely affect more than 9,000 people.'®

Turkmenistan

Droughts and occasional earthquakes are the primary natural disasters. In Turkmenistan, flood risk
causes significantly greater losses than earthquake risk. The Average Annual Loss (AAL) for floods
is about $140 million, increasing to just over $181 million when including indirect losses. In contrast,
the AAL for earthquakes is only $11 million, rising to around $20 million with indirect losses. The
combined total AAL of approximately $151 million ($201 million with indirect losses) equals about
0.18% of GNI, the fifth highest among CAREC countries. Floods are expected to cause 173 deaths
annually and severely affect nearly 35,000 people, while earthquakes are projected to cause 7
deaths and severely affect 9,315 people.'®

Uzbekistan

Frequent droughts and occasional floods have marked the country's climate risk profile. Uzbekistan
experiences significant economic losses from both floods and earthquakes. The Average Annual
Loss (AAL) for floods is $396 million, increasing to $415 million with indirect losses. Forearthquakes,
the AAL is $214 million, rising to $238 million with indirect losses. The combined annual direct losses
represent 0.24% of GNI, the third highest in the CAREC region. High-frequency flood events cause
more frequent losses than earthquakes, but earthquakes with return periods longer than 130 years
result in greater losses. Annually, on an average, floods are expected to cause 219 deaths and
earthquakes 92 deaths. Additionally, more than 78,000 people are expected to be severely affected
by floods, and almost 22,000 by earthquakes.” In Uzbekistan, natural disasters affect an average of
1.4 million people annually and caused nearly $3 billion in damage in 2021. Forecasts indicate that
climate change will increase the risk of natural disasters, particularly droughts, floods, and

4 Narrowing the Disaster Risk Protection Gap in Central Asia: ADB 2022
5 Narrowing the Disaster Risk Protection Gap in Central Asia: ADB 2022
¢ Narrowing the Disaster Risk Protection Gap in Central Asia: ADB 2022
17 Narrowing the Disaster Risk Protection Gap in Central Asia: ADB 2022
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https://www.adb.org/publications/disaster-risk-protection-gap-central-asia
https://www.adb.org/publications/disaster-risk-protection-gap-central-asia
https://www.adb.org/publications/disaster-risk-protection-gap-central-asia

landslides. Itis estimated that a major flood could cost the economy about 5% of GDP, and a severe
drought would have similarly serious economic consequences.

Economic Vulnerabilities and Exposure

The socio-economic vulnerabilities in Central Asia are influenced by various factors, often including
economic instability, excessive economic reliance on agriculture sector which is highly susceptible
to climate change, and demographic pressures.

Kazakhstan

There is a heavy reliance on oil and gas exports making the economy vulnerable to global commodity
market fluctuations.” Economic inequality, regional conflicts and disparities also exacerbate
vulnerability to economic shocks.

Kyrgyzstan

There are high poverty rates and dependence on remittances, exposing the economy to external
shocks particularly currency fluctuations.” Limited economic diversification and low financial
literacy increases the overall economic risk.

Tajikistan

The country shows heavy reliance on remittances and agriculture, with high poverty rates and
economic vulnerability.?> Economic shocks, such as those caused by currency fluctuations and
natural disasters, can have severe impacts on livelihoods.

Turkmenistan
Turkmenistan’s export base remains heavily weighted toward natural gas. The insurance market is
largely state-run, which limits sector development. .’

Uzbekistan

Overall it is a diversified economy but there is a significant dependance on agriculture.?? Economic
reforms and efforts to increase financial inclusion are ongoing but face challenges from socio-
economic disparities.

Climate Risks: Trends and Projections

Climate risks in Central Asia are closely linked with changing weather patterns, which exacerbates
the frequency and severity of natural disasters and impacts critical ecosystems.

Kazakhstan
Kazakhstan is experiencing significant climate risks, with temperatures projected to increase faster
than the global average, potentially reaching up to 5.8°C above the 1986-2005 baseline by the 2090s

8 Kazakhstan: High vulnerability to global economic cycle and external shocks

19 KYRGYZSTAN: INCLUSIVE AND SUSTAINABLE GROWTH ASSESSMENT. ADB

20 IMF COUNTRY REPORT: REPUBLIC OF TAJIKISTAN

21 |MF Staff Completes 2024 Article |V Mission to Turkmenistan

22 SECTOR ASSESSMENT: AGRICULTURE, NATURAL RESOURCES, AND RURAL DEVELOPMENT
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under the highest emissions scenario (RCP8.5). This warming is expected to exacerbate extreme
weather events, including more frequent and severe droughts, which could lead to land degradation
and desertification. Additionally, the acceleration of glacial melt is anticipated to initially increase
river flows and flood risks, particularly in regions like Almaty, but will likely result in long-term
declines in river flows, impacting water availability. These trends present substantial challenges for
agriculture, water resources, and the overall ecosystem, with the potential to disrupt livelihoods and
exacerbate inequalities across the country.?®

Kyrgyzstan

Kyrgyzstan faces significant climate risks with temperatures projected to increase by up to 5.6°C by
the 2090s under the highest emissions scenario (RCP8.5). The warmingtrend is expected to be more
intense during the summer months, potentially leading to severe heat stress, particularly in lowland
areas like the Fergana Valley. The country is also likely to experience increased drought frequency,
with what were once 1-in-100-year droughts becoming more common, occurring roughly every 15
years under a 2°C global warming scenario. Precipitation patterns remain uncertain, but an increase
in the intensity of extreme rainfall events is anticipated, raising the risk of flash floods and landslides.
Moreover, the retreat of glaciers is expected to initially increase water flows, leading to higher flood
risks, but eventually cause a reduction in summer water availability, impacting agriculture,
infrastructure and livelihoods across the country.?*

Tajikistan

Tajikistan faces substantial climate risks, with temperatures projected to rise significantly,
potentially increasing by 5.8°C by the 2090s under the highest emissions scenario (RCP8.5). This
warming trend, particularly in the lowlands, will likely lead to more frequent and severe heatwaves,
with maximum temperatures potentially exceeding 40°C regularly. The country is also expected to
experience increased drought frequency, with what were once rare drought events becoming more
common. The retreat of glaciers, which are crucial for water flow regulation, is projected to reduce
water availability in the long term, impacting agriculture, hydropower generation, and overall water
security. Additionally, the intensification of extreme rainfall events could exacerbate flood risks,
including the threat of glacier lake outburst floods, especially in high-altitude areas. These changes
pose significant challenges to Tajikistan’s ecosystems, water resources, and vulnerable
communities.?®

Turkmenistan

Turkmenistan faces significant climate risks, with average temperatures projected to rise by 5.1°C
by the 2090s under the highest emissions scenario (RCP8.5). This warming is expected to
exacerbate extreme heat conditions, with summer temperatures potentially increasing by up to
6.5°C in some interior regions. Drought frequency is also projected to rise sharply, with severe
droughts potentially occurring in nine out of every ten years by the 2090s under the worst-case
scenario. These changes pose severe risks to water availability, particularly with expected
reductions in river flows from the Amu Darya due to glacial melt and increased evaporation. These
climatic shifts threaten agriculture, which is heavily dependent on irrigation, and could lead to
significant food security challenges. The intensification of extreme weather events, such as

28 Kazakhstan climate risk country profile. World bank, ADB
24 Kyrgyz republic climate risk country profile: world bank, ADB
25 Tajikistan climate risk country profile: world bank, ADB
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heatwaves and droughts, combined with the country's limited adaptive capacity, makes
Turkmenistan highly vulnerable to climate change impacts.?

Uzbekistan

Uzbekistan is projected to experience significant climate risks with average temperatures expected
to rise by 4.8°C by the 2090s under the highest emissions scenario (RCP8.5). This rapid warming is
likely to result in more frequent and severe heatwaves, with maximum daily temperatures potentially
exceeding 35°C for extended periods, particularly during summer. The country is also facing an
increased likelihood of severe droughts, which could occur in nearly nine out of ten years by the end
of the century under the worst-case scenario. These changes will exacerbate water shortages,
especially as glacial melt in the region accelerates, leading to reduced flows in the Amu Darya and
Syr Darya rivers, critical sources of water for agriculture and drinking. The combination of higher
temperatures and reduced water availability poses severe challenges for Uzbekistan’s agriculture,
food security, and overall economic stability.?’

Central Asia is facing profound climate risks that threaten the region's socio-economic stability and
environmental sustainability. Countries like Kazakhstan and Uzbekistan, while relatively more
developed, are projected to experience significant temperature increases — up to 5.8°C and 4.8°C,
respectively — by the end of the century under high emissions scenarios (RCP8.5). This warming
trend is expected to intensify extreme weather events, including severe droughts and heatwaves,
which will likely occur almost annually by the 2090s in Uzbekistan and become increasingly common
in Kazakhstan. These countries also face severe water shortages due to accelerated glacial melt,
particularly impacting major rivers like the Amu Darya and Syr Darya. Kyrgyzstan and Tajikistan, with
their higher altitudes and greater reliance on glacial water sources, are similarly vulnerable, with
projected temperature increases of up to 5.6°C and 5.8°C, respectively. These changes will
exacerbate water scarcity, threaten agriculture, and increase the frequency of flash floods and
landslides, especially in the mountainous regions. Turkmenistan, with its arid climate, faces one of
the most severe drought risks, with the potential for nearly continuous drought conditions by the end
of the century. Across Central Asia, these climatic shifts are likely to strain water resources, reduce
agricultural productivity, and disproportionately impact vulnerable communities, exacerbating
existing socio-economic inequalities and presenting substantial challenges to the region's
development and stability.

By understanding these risks and their impacts, policymakers and stakeholders can develop
targeted strategies to enhance resilience and reduce vulnerability, ensuring sustainable
development and improved livelihoods for the populations in these regions.

1.3 Solutions and needs

The needs assessment for insurance and risk financing in Central Asia reveals a complex landscape
shaped by qualitative factors, cultural barriers, economic realities, and significant insurance gaps.
This analysis provides thematic insights into the multifaceted challenges and opportunities for
developing robust insurance and risk financing mechanisms in the region.

26 Turkmenistan climate risk country profile: world bank, ADB
27 Uzbekistan climate risk country profile: world bank, ADB
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-  Low income and high levels of poverty: Widespread poverty across Central Asia,
particularly in rural areas, limits disposable income, making insurance products
unaffordable and deprioritized compared to immediate financial needs.

- Low awareness and understanding of insurance products: Most people across the region
demonstrate limited knowledge about insurance concepts and products.

- Mistrustin financial institutions: Historical experiences with financial instability and non-
transparent business practices have led to widespread scepticism towards insurance
companies. Often individuals express low trust in insurance providers in these countries.

- Preference for informal risk-sharing mechanisms: Many communities, especially in rural
areas, rely on traditional support systems. Often rural households rely on family and
community networks for financial support during crises. This sometimes overshadow the
perceived benefits of formal insurance mechanisms.

- Limited access to insurance services: In remote areas of these countries, there is a
physical absence of insurance providers, which is a significant barrier limiting access to
insurance and its adoption.

- Religious considerations: In countries with predominantly Muslim population, there is a
preference for Takaful (Islamic insurance) products, which are not widely available, thus
limiting the adoption of conventional insurance products.

- Fatalistic attitudes: In some communities, particularly in rural areas, there is a cultural
tendency to view disasters as inevitable or ‘acts of God’, reducing the perceived need for
insurance.

Economic and financial needs for risk financing

The economic landscape of the region presents specific needs for risk financing:

- Agricultural sector protection: Agriculture plays a vital role in the economies of countries
like Uzbekistan and Kyrgyzstan, contributing between 5% to 25% of GDP?%. Despite this,
insurance penetration in the agricultural sector remains critically low, with less than 1% of
farmers having access to crop and livestock insurance. This leaves a large portion of the
sector vulnerable to climate-related risks, natural disasters, and market fluctuations. There
is an urgent need for the further development of tailored agricultural insurance products that
can help mitigate these risks, protect farmers' livelihoods, and promote sectoral stability.
Innovative solutions, such as parametric insurance and public-private partnerships, can
help address the unique challenges of insuring rural and farming communities, ultimately
fostering resilience and sustainability in the agricultural sector.

- Small and Medium Enterprise (SME) resilience: SMEs are the backbone of economies
across Central Asia, yet they often lack access to appropriate risk financing tools. In

28 ADB Briefs 2021: Expanding Agri-Trade in Central Asia through the Use of Electronic Certificates
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Kazakhstan, for instance, only a small percentage of SMEs have any form of business
interruption insurance, leaving them vulnerable to disruptions caused by unforeseen events
such as natural disasters, supply chain interruptions, or economic downturns.
Strengthening SME resilience through tailored insurance products, such as business
interruption, property, and liability coverage, is critical. Additionally, promoting financial
literacy and enhancing access to affordable insurance solutions will empower SMEs to
better manage risks and sustain operations during crises. Expanding access to these tools
is essential for fostering long-term economic stability and growth in the region.

- Infrastructure protection: As investments in infrastructure surge across Central Asia, there
is a growing demand for robust insurance products to safeguard these critical assets against
natural disasters and other unforeseen risks. Infrastructure projects, such as roads, bridges,
energy facilities, and public buildings, are particularly vulnerable to threats like earthquakes,
floods, and extreme weather events. Given the region's susceptibility to such hazards, the
development of comprehensive insurance solutions is essential to protect these valuable
investments. This includes products that cover not only physical damage but also business
interruptions and delays caused by disaster events. Expanding infrastructure protection
insurance will help ensure the longevity and resilience of these projects, fostering
sustainable economic growth and reducing the financial impact of potential disasters on
both public and private stakeholders.

— Inclusive Insurance for Vulnerable Populations: In Tajikistan and Kyrgyzstan, where
poverty rates remain high, there is a significant need for affordable and accessible insurance
products. This includes small ticket-size policies designed to protect low-income
households, women, and rural communities who are often the most vulnerable to financial
shocks. Developing inclusive insurance solutions that cater to these groups can help
enhance financial resilience, reduce poverty, and promote broader economic inclusion,
especially in underserved rural areas where traditional insurance products are less
accessible.

Current gaps in insurance

The insurance gap in Central Asian countries is substantial and multifaceted. Key aspects include:

- Low insurance penetration: Insurance penetration (premiums as a percentage of GDP)
remains significantly low across the region. Kazakhstan leads with 1%, while Kyrgyzstan lags
at 0.25%, compared to the global average of 7%.

- Limited product diversity: The insurance markets in Central Asian countries are dominated
by mandatory products like motor third-party liability insurance, with limited offerings in
voluntary lines such as property, health, or life insurance.

- Underinsurance in key sectors: Critical sectors such as agriculture and SMEs face
significant underinsurance. In Uzbekistan, a small segment of the potential agricultural
insurance market is currently served.
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- Capacity gaps: There is a notable lack of actuarial expertise and risk assessment
capabilities within local insurance markets, hindering the development of sophisticated
insurance products.

- Regulatory gaps: While some countries like Kazakhstan have made progress in insurance
regulation, others like Turkmenistan lack comprehensive regulatory frameworks, creating
uncertainty for further market development efforts and potential market entrants.

- Reinsurance reliance: Due to limited local capacity, there is a heavy reliance on
international reinsurance, which can increase costs and reduce the retention of premiums
within the local economy.

There are significant gaps and challenges in the insurance and risk financing landscape of Central
Asian countries. Addressing these issues will require a multi-faceted approach, including education
and awareness programs, culturally sensitive product development, regulatory reforms, and
capacity building initiatives. By tackling these challenges, these countries can work towards
developing more resilient economies and better-protected populations in the face of various risks.
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Chapter 2: Landscape of Institutional, Policy, and
Legal Frameworks

2.1

National Frameworks

Insurance laws and regulations in Central Asian countries typically follow a framework that includes:

Insurance Act

This serves as the primary legislation governing the insurance industry, defining the types of
insurance, licensing requirements, and regulatory authority.

Kazakhstan: Law of the Republic of Kazakhstan about insurance activity 2000

Kyrgyzstan: Law of the Kyrgyz Republic about the organization of insurance in the Kyrgyz
Republic 1998

Tajikistan: Law of the Republic of Tajikistan about Insurance 2016; and Law of the Republic
of Tajikistan on Mutual Insurance 2009

Turkmenistan: Law of Turkmenistan about Insurance 2012

Uzbekistan: Law of the Republic of Uzbekistan about Insurance 2022 (New edition 2022)

Insurance Regulatory Authority

Most countries have established a dedicated regulatory body to oversee the insurance sector, such
as a national insurance commission or a department within the central bank. These regulators are:

Kazakhstan: National Bank of the Republic of Kazakhstan

Kyrgyzstan: State Service for regulation and supervision of financial markets under
Insurance Regulation Department of the Ministry of Economy and Commerce of the Kyrgyz
Republic

Tajikistan: National Bank of Tajikistan

Turkmenistan: State Insurance Supervision Authority, represented by the Ministry of
Finance and Economy of Turkmenistan

Uzbekistan: National Agency on Perspective Projects (NAPP)

Solvency requirements

The minimum capital requirements and solvency margins remain modest in the region as compared
with international standards. For instance, in Kazakhstan, the sum of $7 million is required by an
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insurer as a floor capital to conduct the general insurance business, in addition to the minimum
capital requirement of 12% of that Insurer’s gross written premiums or value of claims during the
previous financial year.

Consumer protection

Laws usually include provisions for protecting policyholders, such as requirements for clear policy
wording and claims handling procedures.

- Kazakhstan: The country has generally more elaborate laws on insurance consumer’s
protection and grievance handling, outlining the fundamental rights and responsibilities of
policyholders within the insurance context. It also covers aspects such as the right to
accurate information, fair treatment, and timely claims processing.

- Kyrgyzstan: The law allows consumers with right to information as well as the law ensures
that policyholders are treated fairly and with transparency. The supervisory authority
regulates the market conduct of insurance companies, ensuring fair competition and
protecting policyholder interests.

- Tajikistan: The law requires insurers to provide insurance policy document containing all
critical pieces of information, such as the name and address of the insurer, insurance object,
insurance risks covered, insurance sum, payment terms, and other conditions of the
agreement. Disputes related to insurance agreements are settled by the court or economic
or arbitration courts within their competence. Insurers and the insured are exempted from
payment of state fees during this procedure.

- Turkmenistan: The law requires insurers to educate the policyholders about the rules or
contractual terms of insurance and provide detailed information about the insurance
products, including terms and conditions. Disputes arising from insurance relations and
actions by government regulatory agencies in the field of insurance are to be resolved
through the court procedure.

- Uzbekistan: The law protects the rights of policyholders. The insurers and their agents are
required to provide comprehensive information to consumers, including details about the
insurance product, terms, conditions, and any changes to the policy during its term. The law
also outlines the procedures for resolving disputes related to insurance agreements through
court or arbitration.

Reinsurance regulations

Many countries have specific rules governing reinsurance arrangements, often requiring a certain
percentage of risk to be reinsured domestically before seeking international reinsurance.

- Kazakhstan: Reinsurance activities are subject to licensing as per the Law on Insurance
Activities and must adhere to the regulations established by the National Bank of
Kazakhstan. Decisions to reinsure risks outside Kazakhstan must be justified with
documentation proving economic feasibility and an analysis of price proposals, including
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2.2

those from resident reinsurers. If the reinsurance contract covers risks exceeding the
maximum amount of the reinsured person's own retention, the excess must be fully
reinsured. Conditions for reinsurance coverage must be met for all insured events.

Kyrgyzstan: Insurers in the Kyrgyz Republic are allowed to reinsure their risks directly with
foreign reinsurers, including foreign insurance and reinsurance broker organizations, as long
as these entities are registered as legal entities in their respective countries and within the
limits set by the Insurance Regulation Department® of the Kyrgyz Republic.

Tajikistan: Reinsurance business in Tajikistan must be conducted based on a license issued
by the regulator for insurance activities within the country. In addition to reinsurance
contracts, agreements between the insured and the insurer can be documented through
other means according to standard business practices. Insurers, including foreign
companies and those with foreign ownership, must reinsure at least 5% of all insurance
commitments with domestic insurance companies. Compulsory public insurance is not
subject to reinsurance. Foreign reinsurance companies can operate in Tajikistan only if they
have an adequate rating from an international rating agency, as specified by the Authorized
Body. Reinsurance activities in Tajikistan are also regulated.

Turkmenistan: Reinsurance is mandatory for insurers that are unable to finance their
liabilities with their own funds. Risks must be reinsured with reinsurers/insurers within
Turkmenistan first. Any uncovered risks can then be placed with foreign insurance and
reinsurance companies, following procedures established by the state insurance
supervision body and with the consent of the Cabinet of Ministers of Turkmenistan.
Insurance organizations in Turkmenistan may only assume reinsurance risks that are within
the types of insurance specified in their granted licenses. Licenses and their supplements
that grant the right to conduct insurance activities are valid indefinitely.

Uzbekistan: Reinsurance activities in Uzbekistan are subject to licensing according to the
legislation. Insurance organizations can carry out reinsurance and accept risks for
reinsurance for the types of insurance activities specified in their insurance license, without
needing a separate reinsurance license, as long as they comply with prudential standards.
Reinsurance organizations that exclusively conduct reinsurance activities, based on a
reinsurance license, are permitted to reinsure all classes of insurance within both the "life
insurance" and "general insurance" sectors. Resident insurers' obligations under insurance
contracts can be reinsured by foreign insurance, reinsurance, and/or brokerage
organizations that are authorized to conduct reinsurance activities in their home countries
as per their national legislation.

Recent legislative changes and their implications

In recent years, many Central Asian countries have been working to modernize their insurance
sectors. Common trends include:

2% Insurance Regulation Department
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- Liberalization: Some countries have opened their markets to foreign insurers, potentially
increasing competition and bringing in international expertise.

- Risk-based supervision: Regulators are moving towards risk-based approaches to
supervision, aligning with international best practices like Solvency I1.°

- Inclusive insurance frameworks: To increase insurance penetration, some countries have
introduced specific regulations for inclusive insurance (also dubbed as microinsurance,
which is a small ticket-size insurance low-income population) products.®

- Digitalinsurance: New regulations are being developed to accommodate digital distribution
channels, such as mobile phones, and Insurtech innovations.*?

These changes generally aim to strengthen the insurance sector, increase market stability, and
improve access to insurance products. However, they may also present challenges for smaller,
domestic insurers in terms of compliance and competition.

2.3 Disasterrisk management policies

Disaster risk management (DRM) is a critical focus for Central Asian countries due to their
vulnerability to natural hazards such as earthquakes, floods, landslides, and the exacerbating
effects of climate change. The following points expand on the key components of DRM policies in
the region:

National DRM Strategies:
Central Asian nations have developed comprehensive national strategies to address disaster
risks. Forinstance:

e |In Kazakhstan, The Center for Emergency Situations and Disaster Risk Reduction is a
permanent intergovernmental body, an international organization established to ensure
effective mechanisms to decrease the risk of emergencies, to mitigate the consequences, to
organize a joint response through agreed measures of the Parties and to stimulate regional
and international cooperation.®

o Tajikistan has implemented the "State Program for Development of the Unified State System
of Prevention and Liquidation of Emergency Situations," which outlines the country's
approach to disaster prevention, mitigation, preparedness, response, and recovery.®

o Kyrgyzstan adopted the "National Strategy for Comprehensive Safety of Population and
Territories of the Kyrgyz Republic from Disasters and Emergencies," focusing on reducing
disaster vulnerabilities and enhancing resilience.®

30 Kazakhstan: Enhancing Insurance Market Efficiency and Outreach

31 Draft Kyrgyz Republic country strategic plan (2023-2027)

32 Online Insurance in Kazakhstan

33 Information about the Center | CESDRR

34 Mainstreaming Disaster Risk Management in Government Institutions

35 National Strategy for Comprehensive Safety of Population and Territories of the Kyrgyz Republic from Disasters
and Emergencies.
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These strategies provide a framework for coordinated action across government agencies and
lay out long-term goals for disaster risk reduction.

Institutional Frameworks:
Dedicated institutions have been established to oversee DRM efforts:

e Ministries of Emergency Situations are present in countries like Kazakhstan, Kyrgyzstan, and
Uzbekistan, responsible for coordinating disaster management activities at national and
local levels.

e National disaster management agencies work in collaboration with international
organizations to implement DRM policies effectively.

These institutional frameworks facilitate coordination among various stakeholders, ensuring a
unified response to disasters.

Early Warning Systems:
Enhancing early warning systems is a priority to mitigate the impact of natural hazards:

o Tajikistan has worked with organizations like the World Bank to improve its early warning
systems for floods and mudflows, providing timely alerts to vulnerable communities.*®

o Regional collaborations, such as the Central Asian Hydrometeorological Project, aim to
improve data sharing and forecasting capabilities across countries.®’

Investments in technology and infrastructure for early warning are essential components of
national DRM policies.

Risk Transfer Mechanisms:
The incorporation of insurance and other risk transfer tools is emerging but not yet widespread:

e Kazakhstan has introduced agricultural insurance schemes to protect farmers against
droughts and other climate-related risks.

¢ |In the Kyrgyz Republic, the World Food Programme (WFP), with financial support from the
Swiss Agency for Development and Cooperation (SDC) has developed a Climate Risk
Insurance initiative to benefit livestock farmers against the risk of drought.*®

o Effortsto develop catastropheinsurance pools are underway, but challenges like low market
penetration and limited public awareness persist.®

Expanding these mechanisms can provide financial protection and facilitate quicker recovery
post-disaster.

Climate Change Adaptation:
Integration of climate adaptation measures into DRM policies is gaining traction:

36 New Project in Tajikistan to Offer Protection Against Natural Hazards, with World Bank Support
37 Central Asia Hydrometeorology Modernization Project

38 Climate Risk Insurance for livestock farmers in the Kyrgyz Republic

3% Sharing the pool: Public-Private Partnerships to advance catastrophe insurance in Central Asia
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o Uzbekistan implemented the "Strategy on Transition to the Green Economy for the period
2019-2030," which includes actions to strengthen resilience against climate-induced
disasters.®

o Turkmenistan focuses on sustainable water management and combating desertification as
part of its adaptation efforts.*

These measures address long-term risks posed by climate change, aiming to reduce
vulnerability and enhance sustainability.

It is important to note that the effectiveness of these policies can vary significantly between
countries, often depending on factors such as political will, financial resources, and institutional
capacity.

2.4 Pan Regional Frameworks and Arrangements

Countries in the Central Asia have been increasingly recognizing the importance of regional
cooperation in addressing shared challenges, including those where insurance and risk financing
can play significant role. Some key regional cooperation mechanisms include:

- The Eurasian Economic Union (EAEU): While primarily focused on economic integration,
the EAEU has implications for insurance markets in member countries (which include
Kazakhstan and Kyrgyzstan from Central Asia).*?

- The Central Asia Regional Economic Cooperation (CAREC) Program: This partnership of
11 countries and development partners works to promote development through
cooperation, including efforts related to disaster risk management.*®

- The Regional Environmental Centre for Central Asia (CAREC-ECO): This independent,
non-profit organization promotes multi-sectoral cooperation on environmental and
sustainability issues in Central Asia.**

These mechanisms provide platforms for dialogue, knowledge sharing, and potential harmonization
of policies related to insurance and risk financing.

There are no significant cross-border agreements related to insurance and risk financing in Central
Asia. The effectiveness of regional cooperation in Central Asia has been mixed, with some
successes but also significant challenges. Some areas where such agreements are particularly
relevant include:

- Reinsurance: Agreements facilitating cross-border reinsurance can help spread risk and
increase the capacity of domestic insurance markets.

40 Strategy on the Transition to a "Green" Economy for the Period 2019-2030
41 UNDP and State Committee of Water Management of Turkmenistan share scientifically proven best irrigation practices
42 Eurasian Economic Union

43 CAREC Program
44 The Regional Environmental Centre For Central Asia
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- Catastrophe risk pooling: Regional catastrophe risk insurance pools can play a significant
role inthe region. Developing a Central Asian catastrophe risk pool, similar to those in other
regions, could enhance countries' financial resilience to natural disasters. Inspirations can
be drawn from various successful examples from around the world, such as the Caribbean
Catastrophe Risk Insurance Facility (CCRIF)*, African Risk Capacity (ARC), South East Asia
Disaster Risk Insurance Facility (SEADRIF), etc.

- Data sharing: Agreements on sharing climate and disaster risk data can improve risk
modeling and pricing across the region.

- Regulatory cooperation: Memoranda of Understanding (MoUs) between insurance
regulators can facilitate information exchange and regulatory harmonization.

- Harmonization of regulations: While progress has been made, particularly within the EAEU,
there's still a need for greater harmonization of insurance regulations across the region. This
could facilitate cross-border insurance provision and create a more integrated regional
market.

- Capacity building: Regional cooperation could be enhanced through joint capacity-building
initiatives, such as training programs for regulators and industry professionals.

- Joint research initiatives: Establishing regional research programs on topics like climate
risk modeling could improve the knowledge base for all countries in the region. Also,
investing in shared digital infrastructure for insurance and risk data could improve risk
assessment and pricing across the region.

To improve the effectiveness of regional cooperation, particularly in risk-financing, it is crucial to
address challenges such as:

- Political differences and varying levels of economic development among countries:
Countries in the region often have varying political priorities, which can hinder consensus on
regional-level risk financing strategies. Additionally, disparities in economic development
levels create imbalances in resource availability and investment capacities, complicating
collaborative efforts.

- Limited resources for implementing cooperative initiatives: Many Central Asian nations
face financial and technical constraints, making it difficult to pool resources effectively for
joint risk financing mechanisms. This limits the ability to establish robust regional risk-
sharing frameworks, such as regional insurance pools.

- Differences in regulatory frameworks and supervisory practices: Harmonizing
regulations could enable the development of cross-border insurance products and foster
smoother cooperation.

- Language barriers and differences in business cultures: With multiple languages spoken
across the region, communication challenges often arise, particularly in high-level
discussions on risk financing. Furthermore, varying business cultures can complicate
negotiations, slowing down decision-making and the implementation of joint initiatives.

45 About Us | CCRIF SPC
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Some of the proposed improvements could include:

- Establishing a dedicated regional forum for insurance and risk financing cooperation: A
regional forum would facilitate dialogue and collaboration among Central Asian countries,
providing a platform to share best practices and coordinate policies. This could help
overcome regulatory differences, ensuring sustained cooperation in risk financing.

- Developing a regional strategy for insurance market development and disaster risk
financing: A unified regional strategy would set common goals and align efforts to address
shared challenges such as low insurance penetration and disaster risks. This would promote
a more cohesive approach to developing insurance products and risk financing solutions
tailored to the region’s needs.

- Implementing regular high-level meetings to maintain political commitment to
cooperation: Frequent high-level meetings would help sustain political momentum and
ensure that insurance and risk financing remain prioritized on regional agendas. These
meetings would also facilitate continuous engagement, enabling swift responses to
emerging challenges.

- Creating working groups to address specific technicalissues: Specialized working groups
could focus on tackling technical barriers, such as data standardization, regulatory
harmonization, and the integration of risk management frameworks. By focusing on these
specific challenges, the working groups would ensure that progress is made at a practical
level.

- Engaging more actively with international organizations and donors: Active collaboration
with international organizations and donors would bring in much-needed technical
expertise, financial resources, and global best practices. This would strengthen regional
initiatives and support the implementation of more ambitious insurance and risk financing
programs.

Insurance regulations in Central Asian countries share some commonalities but also exhibit
significant differences as well, reflecting varying stages of market development and regulatory
approaches. Key areas of comparison include:

- Regulatory structure: Most Central Asian countries have established dedicated insurance
regulatory bodies, but their degree of independence and authority vary. For instance,
Kazakhstan's regulatory framework is generally considered more advanced, with a separate
Financial Market Regulation Agency.

- Capital requirements: Minimum capital requirements for insurers differ across the region.
For example, as of 2023, Kazakhstan had higher capital requirements compared to
Kyrgyzstan and Tajikistan, potentially leading to a more stable but less competitive market.

- Foreign ownership restrictions: Policies on foreigh ownership of insurance companies
vary. Uzbekistan, for instance, has been gradually liberalizing its insurance market, allowing
increased foreign participation.

- Compulsoryinsurance: The types and extent of compulsory insurance differ. For instance,
Kazakhstan and Uzbekistan have relatively more developed markets for compulsory
insurance products, including mandatory motor third-party liability insurance and
mandatory employer's liability insurance.
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2.5

Reinsurance regulations: Requirements for domestic reinsurance retention vary, with
some countries requiring a higher percentage of risk to be retained domestically before
seeking international reinsurance.

Policy gaps and inconsistencies

Several policy gaps and differences exist across the region, including:

2.6

Risk-based supervision: While some countries like Kazakhstan have moved towards risk-
based insurance supervision, others still rely primarily on compliance-based approaches,
creating inconsistencies in regulatory effectiveness.

Consumer protection: The level of consumer protection varies significantly, with some
countries lacking comprehensive frameworks for policyholder protection.

Microinsurance: Regulatory frameworks for microinsurance are inconsistent across the
region, with some countries lacking specific provisions to encourage this segment's growth.

Digital insurance: Regulations governing digital distribution channels and insurtech
innovations are at different stages of development across the region, potentially hindering
cross-border digital insurance initiatives.

Disaster risk insurance: There are differences in how countries integrate insurance into

their disaster risk management strategies, with some lacking clear frameworks for public-
private partnerships in this area.

Comparable examples from other regions

Severalregions with similar socio-economic conditions offer best practices that could be applicable
as an example for Central Asia. These may include:

Regional cooperation: The Association of Southeast Asian Nations (ASEAN) provides a
model for regional cooperation in insurance regulation, with initiatives like the ASEAN
Insurance Integration Framework.*®

Microinsurance development: India's regulatory approach to microinsurance?, including
specific product guidelines and distribution channels, could offer lessons for Central Asian
countries.

Disaster risk financing: Mexico's disaster risk financing strategy*, including its use of
catastrophe bonds, provides an example of innovative public sector risk transfer.

46 ASEAN Insurance Integration Framework.
47 Micro-Insurance Uptake in India: From Regulatory-driven Growth to Sustainable, Technology-Driven Expansion

48 An efficient strategy to prevent and manage disaster risks in Mexico
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- Agricultural insurance: China's experience in scaling up agricultural insurance through
public-private partnerships*® and premium subsidies could be relevant for Central Asian
countries with significant agricultural sectors.

- Mobile insurance: Kenya's success in leveraging mobile technology for insurance
distribution®® (e.g., M-TIBA health insurance) offers insights for increasing insurance
penetration in countries with high mobile phone usage.

- Takaful (Islamic alternative to insurance): The regulatory frameworks for Islamic insurance
(Takaful) in countries like Malaysia could be relevant for Central Asian countries with
significant Muslim populations.

To implement these best practices effectively, Central Asian countries would need to strengthen
regional cooperation mechanisms, possibly through a dedicated insurance regulatory forum. They
would also need to invest in capacity building for regulators and industry professionals and develop
flexible regulatory frameworks that can accommodate innovation while ensuring consumer
protection. Enhancement in public-private partnerships, particularly in areas like agricultural and
disaster risk insurance will be crucial, and so will be the need for improving financial literacy to
increase demand for insurance products.

4% Developing a Sustainable Agricultural Insurance System in the People’s Republic of China
50 The State Of Insuretech In Kenya: Trends And Innovations
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Chapter 3. Governments, insurance industry, and
relevant stakeholders

Theinsurance and risk financing landscape in Central Asia is shaped by a dynamic interplay between
governments, the insurance industry, and a diverse array of stakeholders. As the region continues
to evolve economically and socially, the roles and capacities of these stakeholders are becoming
increasingly critical in addressing emerging risks and ensuring sustainable development. This
chapter delvesinto the initiatives and capacities of Central Asian governments, the performance and
challenges of the insurance industry, and the influence of other relevant stakeholders such as
international organizations, academia, and civil society. By exploring these elements, it aims to
provide a comprehensive understanding of the current state of insurance and risk financing in the
region, while identifying key opportunities and challenges that lie ahead.

3.1 Government capacities and initiatives

Central Asian governments play a pivotal role in shaping the insurance sector through various
initiatives and regulatory frameworks. This section examines the effectiveness of existing
government programs aimed at promoting insurance, the roles of key ministries and regulatory
bodies, and the challenges and opportunities they face in enhancing market development and risk
management across the region.

Evaluating effectiveness of existing government programs in insurance

Governments in Central Asian countries have implemented various programs to promote insurance,
with varying degrees of success. Followingis a brief analysis of some common approaches and their
effectiveness:

- Compulsory insurance schemes: International experience shows that carefully designed
mandatory insurance schemes can help widen coverage where voluntary uptake is
traditionally low. Implementing compulsory insurance is essential, as it drives the overall
development of the industry.5' Therefore, many Central Asian governments have introduced
mandatory insurance for certain risks, such as motor third-party liability (MTPL) insurance.
For example, Kazakhstan's compulsory MTPL insurance, holding 10% market share of total
premiums as of Jan 1, 2024, has been relatively successful in increasing insurance
penetration.®> Other countries like Tajikistan and Uzbekistan have also introduced
mandatory insurances, while Turkmenistan offers six mandatory insurances®®. Kyrgyzstan
have introduced the motor third party insurance but not yet made it mandatory of individual
car owners until 2025.%*

5" Hamraeva, F. S. "The Importance of Compulsory Insurance in the Insurance Market of Uzbekistan." International Journal
on Economics, Finance and Sustainable Development, vol. 4, no. 5, 2022, pp. 60-65.

52 Current State of the Insurance Sector of the Republic of Kazakhstan

53 Turkmenistan Modernizes Its Insurance Sector

54 Kyrgyzstan again postpones introduction of CMTPL insurance for individuals - | 24.KG
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- Agricultural insurance subsidies: Several countries have implemented subsidized
agricultural insurance programs to protect farmers against crop failures and other risks.
Uzbekistan's new crop insurance program shows promise but is still in its early stages of
development and full results are to be seen.*® Recently Government of Uzbekistan adopted
resolution on subsidy provision to agriculture sector. Kazakhstan's experience with
subsidized crop insurance has had mixed results, with low uptake among small-scale
farmers being a persistent challenge.®®

- Public-private partnerships (PPPs) for disaster risk insurance: Some governments have
explored PPPs to develop disaster risk insurance products. While these initiatives like
sovereignrisk transfer scheme of multi-perilindemnity insurance product to protect climate-
vulnerable farmers in Uzbekistan show potential.®”

- The Reserve Fund of Uzbekistan for Emergency Situations: Formed from a portion of the
revenues received inthe nationalbudget. The Cabinet of Ministers is responsible for creating
reserves of material and financial resources, which are utilized after disasters. Proposals for
the use of these funds are submitted to the Cabinet of Ministers by the relevant authorities.

- Financial literacy programs: Many governments have implemented financial literacy
initiatives that include insurance education. While these programs have generally improved
public understanding of insurance, their impact on insurance uptake has been modest,
suggesting the need for more targeted and sustained efforts.%®

- Tax incentives: Some countries have introduced tax incentives to encourage insurance
uptake. For instance, Kazakhstan offers tax deductions for certain types of life insurance
premiums.®® However, the effectiveness of these measures in significantly increasing
insurance demand and penetration has been limited.®°

Relevant ministries, insurance regulators, and disaster management
agencies

The effectiveness of government initiatives in promoting insurance is heavily influenced by the
capacities and coordination of various government entities. Key stakeholders include:

- Ministries of Finance: These typically play a central role in shaping insurance policy and
regulation. For example, Uzbekistan's Ministry of Economy and Finance has been
instrumental in recent insurance market reforms, including the drafting of a new insurance

55 Public-Private Partnership Launched to Develop Agriculture Insurance Scheme in Uzbekistan

56 Akchukakov, Meiram; Broka,Sandra. (2012) Kazakhstan - Agricultural insurance feasibility study : Main report (English).
Washington, D.C. : World Bank Group.

57 Swiss Re part of PPP to Develop Agriculture Insurance Scheme in Uzbekistan | Swiss Re

58 Qverview of financial inclusion, regulation, financial literacy, and education in Central Asia and South Caucasus

5% Kazakhstan - Individual - Deductions

80 Shindo, Tetsutaro; Thorburn, Craig. (2020). Developing Insurance Markets: Do Fiscal Incentives Help Long Term Life
Insurance Development?. © World Bank, Washington, DC.
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law in 2021. Starting from September 2023 the National Agency of Perspective Projects has
become the insurance market regulator.®’

- Insurance Regulatory Authorities: Dedicated insurance regulators, such as Kazakhstan's
Agency for Regulation and Development of the Financial Market, play a crucial role in market
supervision and development. The effectiveness of these regulators varies across the
region, with some facing challenges in terms of independence, resources, and technical
capacity.®?

- Central Banks: In some countries, central banks play a significant role in insurance
regulation. For instance, the National Bank of Tajikistan oversees the insurance sector,
which can lead to potential synergies but also challenges in balancing banking and insurance
priorities.

- Ministries of Agriculture: These are often involved in the design and implementation of
agriculturalinsurance programs. The effectiveness of their role depends on their capacity to
understand and address the specific risk management needs of the agricultural sector.

- Disaster Management Agencies: National disaster management agencies, such as
Kazakhstan's Ministry of Emergency Situations, play a crucial role in disaster risk reduction
and management.®* However, their integration with insurance-based risk transfer
mechanisms is often limited, representing a missed opportunity for comprehensive disaster
risk management.

- Ministries of Digital Development: As insurance markets increasingly embrace digital
technologies, these ministries are becoming more relevant. For example, Uzbekistan's
Ministry of Digital Technologies, in collaboration with the insurance regulator, has been
involved in efforts to digitalize insurance services, though the effectiveness of these
initiatives is still to be fully evaluated®.

However, there is a critical need for improving coordination between different government entities
to ensure coherent policymaking and implementation. Also, there is a need for enhancing the
technical capacity of regulators and other relevant agencies in areas such as risk-based supervision
and insurtech regulation, alongside strengthening the independence of insurance regulators to
ensure effective market oversight. Developing more integrated approaches to disaster risk
management that effectively incorporate insurance mechanisms will certainly help market
development. Improvements in data collection and sharing among government agencies to support
evidence-based policy-making in the insurance sector will be useful.

To enhance the effectiveness of government initiatives, considerations should be given to:

— Conducting regular evaluations of existing programs to identify areas for improvement.

81 The Law "On Insurance Activity" was adopted in a new edition
82 Industry Profile and Operating Environment: Uzbek Insurance
83 Ministry of Emergency Situations of the Republic of Kazakhstan
84 Digitalization of insurance services in Uzbekistan
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3.2

Investing in capacity building for government officials involved in insurance regulation and
promotion.

Enhancing public-private dialogue to ensure government initiatives align with market
realities and needs.

Leveraging technology to improve the efficiency and reach of government programs.
Strengthening regional cooperation to share best practices and potentially develop joint
initiatives.

While Central Asian governments have made efforts to promote insurance, the effectiveness
of these initiatives has been mixed. Enhancing coordination among government entities,
building technical capacity, and developing more integrated and innovative approaches
could significantly improve the impact of government efforts in this area.

Insurance industry capacities

Analysis of market share and performance of key insurance players

Theinsurance markets in Central Asian countries are at different stages of development, with varying
levels of competition and market concentration. Following is an overview of the market structure
and performance across the region:

Kazakhstan: Kazakhstan has the most developed insurance market in Central Asia. At the
start 2023, there were 25 insurance organisations operating in the country and the top 10 in
terms of their premium volumes held approximately 71% of the market share, indicating a
moderately concentrated market. Non-Life insurance has been growing rapidly, with a
compounded average annual growth rate (CAGR) of 20% over the past four years. Whereas
life insurance has grown with a CAGR of 10% during the same period. Key players include
Halyk Insurance, Eurasia Insurance Company, and Nomad Life Insurance.®®

Uzbekistan: Uzbekistan's insurance market has been growing rapidly, with gross written
premiums increasing with a CAGR of 32% from 2019% to 2023. There are 30 non-life and 5
life insurance companies operating in the country. The market is relatively fragmented, with
the top 10 insurers accounting for about 80% of total premiums.®’” Leading companies
include Apex Insurance, Uzbekinvest, Gross Insurance and Kafolat.®®

Kyrgyzstan: The insurance market in Kyrgyzstan is smaller and less developed. There are 15
insurers operating in the country. The sector is dominated by a few large players, with the
top three insurers controlling over 50% of the market naming NSK, Arsenal and Jubilee
Insurance.®® Recently, government has introduced a law for all public properties to be

55 CURRENT STATE OF THE INSURANCE SECTOR OF THE REPUBLIC OF KAZAKHSTAN

8¢ Insurance market in the Republic of Uzbekistan
87 National Agency of Perspective Projects: Insurance market update 2024
68 STATISTICS: UZBEKISTAN, FY2023: GWP increased by 29%, while paid claims decreased by 22% - Uzbekistan

69 STATISTICS: KYRGYZSTAN, FY2023: market GWP exceeded KGS 3 billion - Kyrgyzstan
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insured through state insurance organisation JSC’® which is particularly seen as detrimental
for the development of the free insurance market.

- Tajikistan: Tajikistan's insurance market is less developed than in some other Central Asian
countries, with low insurance penetration. However, the market has been growing steadily,
with gross written premiums increasing with a CAGR of 14% from 2018”' to 2023.72 There are
16 companies operating in the country including one state-owned insurance company. The
market is highly concentrated, with state-owned Tojiksugurta holding having a dominant
position. The private sector's role has been growing, but remains limited.

- Turkmenistan: Information about Turkmenistan's insurance market is limited. The market
is primarily state-controlled, with limited private sector participation.

Performance indicators vary across the region, but some common trends include:

- Improving profitability, particularly in Kazakhstan and Uzbekistan.”

- Challenges with high expense ratios, especially in smaller markets.

- Growing importance of investment income, particularly for life insurers in more developed
markets.

Domestic and international insurers and reinsurance companies

The capacities of insurers and reinsurers in Central Asia vary significantly across countries and
between domestic and international players:

Domestic Insurers

- Financial Capacity: Domestic insurers in Kazakhstan and Uzbekistan generally have
stronger capital positions compared to those in other Central Asian countries. However,
many still face challenges in meeting increasing capital requirements and maintaining
adequate solvency margins.

- Technical Capacity: There is a growing focus on improving underwriting and risk
management capabilities, particularly in more developed markets. However, many
domestic insurers still lag international standards in areas such as actuarial expertise and
advanced risk modelling.”

- Product Development: Domestic insurers are increasingly innovating, particularly in digital
distribution channels. For example, several Kazakhstani insurers have launched mobile
apps for policy purchasing and claims management.”®

- Distribution Networks: Domestic insurers often have strong local networks, particularly in
rural areas. However, in Central Asia, limited insurance penetration indicates the presence
of significant inefficiencies in the distribution networks.”®

70 Kyrgyz Authorities Seeking Monopoly on Insurance, Industry Group Says - The Times Of Central Asia

7! Insurance market of the Republic of Tajikistan

72 STATISTICS: TAJIKISTAN, FY2023: voluntary insurance generates about 80% of the total GWP - Tajikistan

73 State of Insurance Market in Kazakhstan 2024

74 Critical Point Episode 52: Growing the actuarial profession in the developing world: Where the UNDP-GAIN initiative
stands after one year

75 Online insurance | Electronic government of the Republic of Kazakhstan
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32


https://timesca.com/kyrgyz-authorities-seeking-monopoly-on-insurance-industry-group-says/
https://nbt.tj/en/sugurta/bozori-sugurtavi/2018/4-yum-kvartali-soli-2018.php
https://www.xprimm.com/STATISTICS-TAJIKISTAN-FY2023-voluntary-insurance-generates-about-80-of-the-total-GWP-articol-49-21749.htm
https://www.gov.kz/uploads/2024/2/20/66687a9fa3809b6699b9247404f5aa1e_original.1440775.pdf
https://www.milliman.com/en/insight/critical-point-52-growing-actuarial-profession-united-nations-development-programme
https://www.milliman.com/en/insight/critical-point-52-growing-actuarial-profession-united-nations-development-programme
https://egov.kz/cms/en/articles/insurance/07207onlineinsur
https://irff.undp.org/sites/default/files/2022-12/summary-country-diagnostic-uzbekistan.pdf

International Insurers

- Market Presence: International insurers have a significant presence in Kazakhstan and are
increasingly entering the Uzbek market. Their role is more limited in other Central Asian
countries due to regulatory restrictions and market conditions.

- Financial Strength: International insurers generally have stronger capital positions and can
leverage global resources, giving them an advantage in underwriting large or complex risks.

- Technical Expertise: International players bring advanced technical capabilities,
particularly in areas such as risk modelling and product development.

- Global Best Practices: They often introduce global best practices in areas such as
corporate governance and customer service.”’

Reinsurance Companies

- Domestic Reinsurance: Domestic reinsurance capacity is limited in most Central Asian
countries. Kazakhstan has the most developed domestic reinsurance market, with
companies like Kazakhstan Reinsurance Company playing a significant role.

- International Reinsurance: Central Asian insurers rely heavily on international reinsurance,
particularly for large and specialized risks. Major global reinsurers like Swiss Re, Munich Re,
and SCOR are active in the region.

- Reinsurance Regulation: Some countries, like Kazakhstan, have introduced regulations
requiring a portion of risks to be reinsured domestically before seeking international
reinsurance.

Key challenges and opportunities for insurers and reinsurers in Central Asia include improving
technical capacities, particularly in risk assessment and pricing for emerging risks like cyber and
climate-related perils. Developing innovative products to address the specific needs of Central
Asian markets, such as agricultural insurance and microinsurance is essential. Expanding
distribution channels, particularly through digital platforms and bancassurance partnerships, and
enhancing cooperation between domestic and international players to facilitate knowledge transfer
and capacity building are also critical. Navigating evolving regulatory environments, especially as
countries move towards risk-based supervision, presents another challenge. Although the
insurance industry in Central Asia is developing, significant variations in capacities and market
structures exist across the region. Continued efforts to strengthen domestic capacities, coupled
with strategic partnerships with international players, will be crucial for the sustainable
development of the sector.

3.3 Otherrelevant stakeholders

Beyond governments and the insurance industry, a wide range of other stakeholders significantly
influence the insurance and risk financing landscape in Central Asia. These include international
financial institutions, multilateral development agencies, academia, research institutions, and civil
society organizations. Mapping their influence and contributions can help understand how these
stakeholders support and shape the sector’s development, providing crucial insights into the
broader ecosystem that underpins insurance and risk financing in the region.

77 Market Access / Level Playing Field: Key Challenges for International Insurers
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International Financial Institutions (IFIs): IFIs such as the World Bank, Asian Development
Bank (ADB), and European Bank for Reconstruction and Development (EBRD) play a
significant role in shaping insurance and risk financing policies in Central Asia. They provide
technical assistance, funding for projects, and policy advice. These have strong influence
and connections with governments and regulators, while often collaborating with local
academia and research institutions. For example, the ADB has supported insurance sector
reforms in Kazakhstan and Uzbekistan.”® The World Bank supported Kazakhstan in
developing a modern infrastructure for catastrophe insurance, enabling the launch of
affordable, innovative products that cover weather-related risks.”®

Multilateral Organizations: Organizations like the United Nations Development Programme
(UNDP) and the Organization for Economic Co-operation and Development (OECD) are
contributing to policy development and capacity building in the region. These enjoy high
degree of influence and interrelationships, working closely with governments and civil
society organizations, and partnering with academia for research projects. The OECD has
organized regional workshops on insurance market development in Central Asia.?° In the
Kyrgyz Republic, the World Food Programme (WFP) and the Swiss Agency for Development
and Cooperation (SDC) have played a pivotal role in advancing climate risk financing by
supporting the development of innovative Climate Risk Insurance solutions and
strengthening local capacities for disaster resilience.®'

Bilateral Development Agencies: Agencies such as USAID, GIZ (German Corporation for
International Cooperation), and JICA (Japan International Cooperation Agency) support
various resilience building, insurance and risk financing initiatives in Central Asia, while
having significant influence and interrelationships with local NGOs and government
agencies, and implementing projects in collaboration with local institutions.®?

Insurance Associations: National insurance associations in each country represent the
interests of insurers and play a role in industry self-regulation and advocacy. These have
significant influence over the insurers and regulators.

Academia and Research Institutions: Universities and research centers in Central Asia
have the potential to significantly contribute to the insurance and risk financing sectors.
Institutions like the Eurasian National University in Kazakhstan could explore agricultural
insurance models, while the University of Central Asia might introduce courses on disaster
risk management in collaboration with World Bank GDFRR like National Institute of Disaster
Management India.®® By offering specialized programs and conducting independent
analysis, these institutions could build a skilled workforce and provide valuable insights into
the effectiveness of insurance policies. Additionally, centers like Nazarbayev University

78 Enhancing Insurance Market Efficiency in Kazakhstan: ADB
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could leverage technologies like machine learning to enhance areas such as insurance fraud
detection, fostering innovation and collaboration within the industry

- Civil Society Organizations (CSOs): Civil Society Organizations (CSOs) in Central Asia have
the potential to play a vital role in enhancing financial literacy, particularly in insurance
education. By partnering with regulators like the National Bank of Kazakhstan, local NGOs
could lead insurance awareness campaigns, advocating for consumer rights and improving
industry practices, such as claims handling. These organizations might also engage in
managing community-based insurance schemes, especially in rural areas. For instance, a
local NGO in Tajikistan could pilot a community-based crop insurance program, like the Red
Crescent Society of Kyrgyzstan focuses on disaster preparedness and risk reduction
efforts,®* complementing formal insurance mechanisms. Adopting these strategies could
significantly bolster the region's insurance and risk management landscape. In rural India,
NGOs have been vital in implementing insurance awareness campaigns before the launch
of community-based health insurance schemes. These campaigns have significantly
enhanced the understanding of health insurance among target populations, facilitating
higher enrolment and better utilization of health services.®®

To enhance the effectiveness of these stakeholders, considerations should be given to improving
coordination mechanisms to ensure complementarity of efforts and avoid duplication, enhancing
knowledge-sharing platforms to facilitate the dissemination of research findings and best practices,
strengthening partnerships between academia, industry, and policymakers to ensure research is
relevant and applied, supporting the capacity building of local CSOs to enhance their role in
insurance promotion and consumer protection, and encouraging more regional collaboration
among these stakeholders to address common challenges and share resources.

While governments and insurers are central to the development of insurance and risk financing in
Central Asia, other stakeholders play crucial complementary roles. Effective engagement and
coordination among these diverse stakeholders are essential for the sustainable development of the
sector in the region.

84 Red Crecent Societies support vulnerable communities to adapt to disaster risks brought by climate change and build
resilience
85 Health insurance awareness and its uptake in India: a systematic review protocol
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Chapter 4. Currently available solutions, issues,
and gaps

Kazakhstan has the most developed insurance market in the region, with a wide variety of insurance
products and higher market penetration compared to other Central Asian countries. In both
Kyrgyzstan and Tajikistan, the insurance markets are less developed, with afocus on basic insurance
products like life, health, and motor insurance. In Turkmenistan, the market is highly regulated with
limited insurance products available, primarily state-controlled. Similar to Kazakhstan, the
insurance market in Uzbekistan is growing, with increasing demand for life and health insurance, as
well as a developing microinsurance sector. These products reflect the growing insurance markets
in these countries, though the level of awareness and adoption varies widely across the region.

4.1 Insurance products

The types of insurance products that are most common in Central Asian countries generally fall into
several categories. While the specific popularity and availability of insurance products can vary by
country, the following are typically the most common:

- Life Insurance: Term Life Insurance is a basic form of life insurance that provides coverage
for a specific period. It is relatively common across the region, though the market
penetration varies. Whole Life Insurance, a more comprehensive product, offering lifetime
coverage and a savings component, is also found in these countries. Another commonly
found product is Endowment Plans, which are popular in some countries as they combine
insurance coverage with savings for future financial goals.

- Health Insurance: As state-provided healthcare is uncommon, there is a growing market for
private health insurance, particularly in urban areas in some of the countries. A critical
Illness Insurance product, covering serious health conditions, is becoming more popular as
awareness increases. Often used to complement state healthcare, providing additional
coverage for treatments not fully covered by the government.

- Motor Vehicle Insurance: Compulsory Third-Party Liability (CMTPL) is mandatory in most of
the countries for all vehicle owners and covers damages to third parties. The Comprehensive
CarInsurance, more common in Kazakhstan and Uzbekistan, covers damages to the vehicle
itself, as well as third-party liability.

- Property Insurance: Home Insurance covers damages to residential properties due to
natural disasters, theft, and other risks, and is relatively uncommon but still found in urban
areas in some of the countries. Commercial Property Insurance is also found as businesses
often purchase this to protect their physical assets against risks like fire, theft, and natural
disasters.

- Agricultural Insurance: The Crop Insurance is particularly relevant in Kyrgyzstan,
Uzbekistan, and Kazakhstan, covering farmers against losses due to weather events, pests,
and other risks. Livestock Insurance is also found, but not so common, covering the loss of
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livestock due to disease, accidents, or natural disasters. In the Kyrgyz Republic, the World
Food Programme (WFP), with financial support from the Swiss Agency for Development and
Cooperation (SDC) has developed a Climate Risk Insurance initiative to benefit livestock
farmers.%®

- Microinsurance: Micro Health Insurance is scarcely available in some regions, targeting
low-income populations with affordable premiums. Micro Life Insurance is providing low-
cost life insurance coverage, usually with small benefits. Micro Agricultural Insurance on a
small scale is found and tailored to smallholder farmers, offering affordable coverage for
crops and livestock.

Property insurance, Agricultural insurance, Microinsurance

1. Property Insurance:
Property insurance markets in Central Asia are at varying stages of development:

— Kazakhstan has the most developed property insurance market, with a range of products
including fire, earthquake, and flood insurance. However, penetration remains low at
around 1% of GDP as of 2023. Ministry of Emergency Situations is currently working on
phased introduction of compulsory property insurance (draft Law “On amendments and
additions to some legislative acts of the Republic of Kazakhstan on Civil Protection” is under
consideration of the Mazhilis of the Parliament). In the initial phase, the focus will be on
structures with high occupancy, such as commercial buildings and high-rise apartments
with gradual expansion to include all facilities, including residential properties with
comprehensive fire insurance coverage by 2028.

— In Uzbekistan, property insurance is growing, particularly in urban areas. The government
has been promoting earthquake insurance given the country's seismic risk.

— Kyrgyzstan and Tajikistan have less developed property insurance markets, with limited
product offerings and low penetration rates.

Challenges and opportunities:

- Need for improved risk assessment and pricing models
- Potential for parametric insurance products for natural disasters
- Opportunity to leverage technology for property valuation and claims assessment

2. Agricultural Insurance:

Agricultural insurance is a priority area for many Central Asian countries due to the sector's
economic importance and vulnerability to climate risks:

- Kazakhstan has implemented a subsidized crop insurance program, but uptake remains low
among small-scale farmers.

86 Climate Risk Insurance for livestock farmers in the Kyrgyz Republic
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- Uzbekistan, with support from United Nations Development Programme (UNDP), launched
a pilot program for index-based crop insurance in 2021, focusing on cotton and wheat
producers. Agriculture Insurance Scheme for Horticulture Farmers in Uzbekistan; project that
is being implemented by Swiss Re and Europe Re was launched in Uzbekistan in 2023 and aimed
to develop the pilot products for crop insurance on fruits.®’

- Kyrgyzstan and Tajikistan have limited agricultural insurance offerings, mostly confined to
credit-linked products.

Innovations and trends:

- Growing interest in index-based insurance products
- Use of remote sensing and satellite data for crop monitoring and index calculation
- Exploration of blockchain technology for transparent and efficient claims processing

3. Microinsurance:

Microinsurance is an emerging area in Central Asia, with potential to significantly increase
insurance penetration among low-income populations:

- InKazakhstan, several insurers have launched microinsurance products, including personal
accident and health coverage.

- Uzbekistan has seen rapid growth in mobile-based microinsurance products.

- Kyrgyzstan has piloted community-based health microinsurance schemes in rural areas.

Key features and challenges:

- Focus on simple, easy-to-understand products

- Use of alternative distribution channels (e.g., microfinance institutions, mobile networks)
- Need for regulatory frameworks specifically addressing microinsurance

- Challenge of achieving scale and sustainability

Gaps and opportunities

Gaps and opportunities across these product categories include:

1. Product Development:

- Need for more innovative products tailored to local needs and risks
- Opportunity to develop bundled products (e.g., credit + crop insurance)

2. Distribution:

- Potential to leverage digital platforms and mobile technology for wider reach

87 Swiss Re part of PPP to Develop Agriculture Insurance Scheme in Uzbekistan
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- Opportunity to strengthen partnerships with banks, microfinance institutions, and
agricultural cooperatives

3. Risk Assessment:

- Need for improved data collection and analysis, particularly for climate-related risks
- Opportunity to use advanced technologies (e.g., remote sensing, Al) for risk modeling

4. Consumer Education:

- Necessity of raising awareness about insurance benefits and processes
- Potential to integrate insurance education with broader financial literacy initiatives

5. Regulatory Environment:

- Need for regulatory frameworks that encourage innovation while ensuring consumer
protection
- Opportunity to develop specific regulations for index-based insurance and microinsurance

While there have been some successful innovations in insurance products in Central Asia,
however, significant gaps remain. Addressing these gaps will require a combination of
productinnovation, technological adoption, regulatory reform, and consumer education
efforts. Collaboration between governments, insurers, technology providers, and
international development partners will be crucial in developing a robust and inclusive
insurance market in the region.

4.2 Public sectorrisk financing mechanisms

Public sector risk financing mechanisms in Central Asian countries are essential tools that the
governments use to manage and mitigate the financial impact of disasters, economic shocks, and
other large-scale risks. These mechanisms include a combination of budgetary allocations,
contingency funds, insurance solutions, and international aid. Following is an overview of the key
public sector risk financing mechanisms in each country:

Kazakhstan

- National Reserve Fund: Kazakhstan has a National Reserve Fund that is used to finance
emergency relief and reconstruction efforts in the aftermath of disasters. This fund is part of
the broader state budget and is allocated annually to respond to unforeseen emergencies.®

8 Forum-on-Financial-Protection-Against-Natural-Disasters-in-Central-Asia-Proceedings
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State Insurance Programs: The government offers state-sponsored insurance programs for
natural disasters, particularly in agriculture, to protect farmers against losses due to
drought, floods, and other weather-related events.®

Sovereign Wealth Fund (Samruk-Kazyna): While primarily used for economic development
and stabilization, the Sovereign Wealth Fund can also be tapped into during national
emergencies to support disaster recovery efforts.®

International Assistance and Loans: Kazakhstan also relies on international organizations
for financial assistance, including loans and grants from institutions like the World Bank and
Asian Development Bank (ADB) to finance disaster risk management initiatives.*

Kyrgyzstan

Contingency Funds: Kyrgyzstan maintains contingency funds within the state budget to
address emergencies such as natural disasters, which are common in the mountainous
regions. These funds are used for immediate relief and reconstruction.®

Disaster Risk Insurance: In 2015, Kyrgyzstan introduced a mandatory disaster insurance
program, ceasing the provision of grants or loans for disaster losses. This program insures
households against 18 perils, including fire, earthquakes, floods, mudflows, landslides, and
hail. The government has made efforts to promote insurance for natural disasters,
particularly in agriculture as well. However, the penetration of such insurance products
remains low, and much of the risk financing is still reliant on budgetary allocations.®
International Assistance: Kyrgyzstan often seeks financial support from international
organizations like the United Nations, the World Bank, and ADB to manage disaster risks.
Grants and concessional loans are a significant part of their risk financing strategy.®*
Regional Collaboration: Kyrgyzstan participates in regional initiatives and frameworks that
provide access to shared resources and expertise for disaster risk management.

Tajikistan

Emergency Reserve Funds: Tajikistan maintains Contingent Fund and reserve funds (with
local governments) that are earmarked for disaster response and recovery. Given the
country's high vulnerability to natural disasters, these funds are crucial for immediate relief
efforts.%®

Disaster Risk Insurance: Disaster insurance is available in Tajikistan, but the market
remains small, it is typically offered as a multi-peril product bundled with fire coverage.
Similar to Kyrgyzstan, the development of agricultural insurance is underway, although
coverage is limited.*®* The government has been working with international partners to
develop more comprehensive risk financing solutions.

8 Forum-on-Financial-Protection-Against-Natural-Disasters-in-Central-Asia-Proceedings
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International Financial Support: Tajikistan heavily relies on international aid, grants, and
concessional loans to finance disaster risk management. Institutions like the World Bank,
ADB, and the European Union provide critical support.’

Climate Adaptation Funds: The government is also tapping into international climate
adaptation funds, such as the Green Climate Fund, to finance projects aimed at reducing
disaster risks.%

Turkmenistan

State Reserve Fund: Turkmenistan has an Emergency Reserve Fund and contingency
reserves to be used to manage emergencies, including natural disasters. This fund is part of
the national budget and is used to finance immediate relief and recovery operations.®®
Limited Insurance Mechanisms: Turkmenistan offers several insurance products, although
specific uptake data is not available. These include agriculturalinsurance covering farmers'
property and crops against various weather-related disasters, voluntary mortgage insurance
protecting against fire and disasters, and multi-peril private property insurance.’®
International Cooperation: Turkmenistan engages with international organizations for
technical assistance and occasionally for financial support, although it is less reliant on
international aid compared to its neighbours.’"

Uzbekistan

State Budget Allocations: Uzbekistan allocates specific funds within the state budget for
disaster risk management and emergency response. In 2018, the Cabinet of Ministers of the
country allocated $32 million from its reserve fund specifically for disaster-related expenses.
The National Road Fund also maintained a $15 million reserve for natural disaster response
and road reconstruction. These funds are used for both immediate relief and long-term
reconstruction efforts.%

Disaster Risk Insurance: In Uzbekistan, voluntary disaster insurance is available for private
property, covering risks such as fire, earthquakes, floods, and nuclear disasters. Despite the
availability of these products, uptake remains low due to price monopoly of state-owned
insurers.'®

Agricultural Insurance: Uzbekistan has been developing agricultural insurance programs to
protect farmers from the financial impact of natural disasters. Agricultural insurance is also
offered, with state-owned insurers like Uzagrosugurta dominating the market, covering 50—
80% of expected crop and cattle prices.’

International Financial Mechanisms: Uzbekistan works closely with international financial
institutions, including the World Bank, ADB, and the International Monetary Fund (IMF), to
access funding for disaster risk management and climate adaptation projects.’®

%7 ADB Grant Supports Tajikistan's Efforts in Disaster Risk Management | Asian Development Bank
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Bilateral and Multilateral Agreements: Uzbekistan participates in regional risk
management initiatives and has agreements with neighboring countries for mutual support
in disaster risk reduction and response.®®

These mechanisms reflect the broader strategies these governments use to manage the financial
impacts of disasters and other risks, balancing between state resources, international support, and
emerging insurance solutions.

Issues and gaps

Strengths:

1.

Growing economies: Central Asian countries have been experiencing economic growth,
providing potential for insurance market expansion.

Young population: A relatively young demographic in most Central Asian countries offers
opportunities for longer term development of insurance market particularly for life and
health insurance products.

Increasing awareness: Gradual improvement in financial literacy and insurance
awareness, particularly in urban areas.

Government support: Increasing recognition by governments of the importance of
insurance for economic stability and disaster resilience.

Muslim Population and Takaful Potential: The predominantly Muslim population in Central
Asian countries provides a significant opportunity for the development of Takaful insurance
products. These products align with cultural and religious preferences, allowing for market
differentiation and greater acceptance among underserved segments.

Weaknesses:

1.

Low insurance penetration: Insurance penetration rates remain low across the region, with
premiums as less than 1 percent of GDP, significantly below global average 7%."%’
Geographical specificities: The low population density, varying country sizes, and uneven
infrastructure development across Central Asia present significant challenges for the
widespread introduction and distribution of insurance products.

Limited product diversity: Many markets are dominated by mandatory insurance products,
with limited offerings in voluntary lines.

Underdeveloped distribution channels: Heavy reliance on traditional agent-based models,
with limited use of digital channels.

Lack of technical expertise: Shortage of actuarial and risk management expertise in many
Central Asian insurance markets.

Low public trust: Negative perceptions of insurance due to historical experiences and lack
of understanding.

106 Yzbekistan Takes a Proactive Approach to Disaster Risk Management | GFDRR
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10.

Limited disposable income: Limited disposable income reduces individuals' financial
flexibility, making it difficult for them to allocate resources toward insurance premiums
Lack of Efficient Financial Markets: Underdeveloped capital markets and limited
investment options constrain the ability to effectively manage insurance reserves and
generate sustainable returns.

Risk Transfer and Reinsurance Challenges: Insufficient financial instruments for risk
transfer, weak infrastructure for handling international reinsurance, and limited capacity for
managing large-scale insurance pools hinder the effective management and distribution of
insurance risks in Central Asia

Scaling initiatives: Pilots like Kyrgyzstan's Climate Risk Insurance'® faces challenges such
as diverse agricultural practices, data limitations for index-based products, regulatory
inconsistencies, and insufficient local technical capacity, hindering regional
implementation.

Opportunities:

1.

Digital transformation: Potential for leveraging technology to improve distribution,
underwriting, and claims processes.

Customer-Centric Insurance Products: Opportunity exists to create tailored insurance
products by aligning offerings with local needs, enhancing value, and driving innovation to
better meet customer demands.

Microinsurance: Large untapped market for microinsurance products, particularly in rural
areas.

Public-private partnerships: Opportunities for collaboration with governments on disaster
risk insurance and social protection schemes.

Regional integration: Potential for increased cross-border insurance activities through
initiatives like the Eurasian Economic Union.

Climate change adaptation: Growing need for insurance products related to climate risks,
particularly in agriculture.

Inter-agency collaboration: Leveraging the existing experience of organizations like WFP,
UNDP, and others, can facilitate knowledge sharing, resource optimization, and the
implementation of coordinated risk financing and insurance initiatives across the region.

Threats:

1.

Economic volatility: Vulnerability to external economic shocks particularly related to oil
prices and greening initiatives, which can impactinsurance demand and investment returns.
Politicalinstability: Ongoing global geopolitical situation can deter foreign investmentin the
insurance sector.

Regulatory uncertainty: Frequent changes in insurance regulations as regulatory
framework development is in early stages, can create challenges for long-term business
planning.

Cybersecurity Risks: Increasing reliance on digital platforms exposes the insurance sector
to data breaches and cyberattacks, exacerbated by inadequate cybersecurity regulations.

108 Glimate Risk Insurance for livestock farmers in the Kyrgyz Republic
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5. Natural disasters: High exposure to natural catastrophes in some areas, i.e. earthquakes
and floods, potentially leading to large losses for insurers.
6. Brain drain: Risk of losing skilled insurance professionals to more developed markets.

b) Regulatory challenges

1. Fragmented regulatory frameworks:
e Lack of harmonization in insurance regulations across Central Asian countries,
hindering regional market integration.
e |nconsistencies in licensing requirements, capital standards, and product approval
processes between countries.
2. Limited regulatory capacity:
e |nsufficient resources and technical expertise within regulatory bodies to effectively
supervise increasingly complex insurance markets.'® Most of countries do not have
a specialized regulatory body for financial markets including the insurance industry.
e Challenges in implementing risk-based supervision frameworks.
3. Inadequate consumer protection:
e Weak enforcement of consumer protection regulations in some markets.
e Limited mechanisms for dispute resolution between insurers and policyholders.
4. Barriers to innovation:
e Regulatory frameworks often lag technological advancements, which hinders the
development of innovative insurance products and distribution channels.
e Lack of clear regulations for emerging areas such as Insurtech and parametric
insurance.
5. Solvency and capital requirements:
e Ongoing challenges in implementing risk-based capital standards in line with
international best practices.
e Balancing the need for insurer stability with the goal of market development and
increased competition.
6. Data protection and cybersecurity:
e |nadequate regulations addressing data protection and cybersecurity risks in the
insurance sector.
e Challenges in balancing data sharing for improved risk assessment with privacy
protection.
7. Corporate governance:
o Weak corporate governance standards in some markets, particularly for
domestically-owned insurers.
e Limited requirements for transparency and disclosure.
8. Cross-border insurance and reinsurance:
e Regulatory barriers to cross-border insurance provision and reinsurance
arrangements.

199 Insurance Market in Uzbekistan: Achievements and Problems
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e Challenges in supervising international insurance groups operating in the region.
9. Takaful Regulations:
e lackof clear and dedicated regulatory frameworks for Takaful (Islamic insurance) in
the Central Asian region limits its development and adoption.
e Absence of Shariah-compliant guidelines and oversight hinders the entry of Takaful
operators and the development of culturally aligned insurance products.
10. Enforcement mechanisms:
e Limited regulatory tools for effective enforcement of insurance regulations.
e |nadequate penalties for non-compliance in some jurisdictions.
11. Government Role in Insurance Markets:
e Significant government control in regulation and operations can limit private sector
participation, restricting innovation and competition.
e Abalanced governance model is essential to ensure market stability while fostering
private sector growth and a dynamic insurance ecosystem.
12. Regulatory independence:
e |nsurance regulatory bodies in some countries lack autonomy, raising concerns
about their ability to operate independently.
e Limited independence can lead to political influence in regulatory decisions,
potentially undermining fair and effective market oversight.

Addressing these market and regulatory challenges will be crucial for the sustainable development
of the insurance sector in Central Asia. Key priorities should include:

1. Strengthening regulatory capacity through technical assistance and training programs.

2. Harmonizing insurance regulations across the region to facilitate market integration and
cross-border activities.

3. Developing proportionate regulations that encourage innovation while ensuring consumer
protection.

4. Improving corporate governance standards and transparency in the insurance sector.

5. Improve financial literacy and empower consumers to make informed decisions, helping
them understand insurance products while preventing the imposition of unnecessary
coverage

6. Fostering public-private partnerships to address protection gaps, particularly in disaster risk
insurance.

7. Encouraging the development of digital distribution channels and Insurtech solutions to
increase insurance accessibility.

8. Encouraging a balanced approach to governance that fosters collaboration between the
public and private sectors to promote innovation and competitiveness in the insurance
market.

While the insurance sectors in Central Asian countries face significant challenges, however, there
are also substantial opportunities for growth and development. Addressing the identified issues and
gaps will require coordinated efforts from regulators, insurers, and international partners.
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Chapter 5. Recommendations to address
identified gaps and challenges

By adopting a mix of innovative mechanisms, Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, and
Uzbekistan can significantly enhance their resilience to disaster and climate risks, better protecting
their economies and populations.

5.1 Policy and regulatory reforms

Public Awareness: Raising awareness and educating the population and businesses about the
benefits and availability of these risk financing tools is crucial for their adoption and effectiveness.

International Support: International organizations and donor agencies can play a vital role in
providing technical assistance, funding, and capacity building to help these countries develop and
implement innovative risk financing mechanisms.

Harmonization of insurance regulations

a) Regulatory Framework Alighment:

- Adopt common definitions and standards for insurance products and practices across the
region.

- Align capital adequacy and solvency requirements with international standards such as
Solvency Il or the Insurance Capital Standard (ICS).

- Develop consistent approaches to corporate governance and risk management
requirements for insurers.

b) Consumer Protection:

- Harmonize disclosure requirements for insurance products to improve comparability across
the region.

- Establish common standards for complaint handling and dispute resolution mechanisms.

- Develop region-wide financial literacy programs focused on insurance.

c) Market Access and Competition:

- Gradually reduce barriers to entry for foreign insurers to promote competition and
knowledge transfer.

- Harmonize licensing requirements for insurance intermediaries to facilitate cross-border
distribution.

- Develop common standards for reinsurance to enable more efficient risk transfer within the
region.

d) Digital Insurance and Innovation:

46



- Create a harmonized regulatory approach to digital insurance products and distribution
channels.

- Establish common standards for data protection and cybersecurity in the insurance sector.

- Develop regulatory sandboxes to test innovative insurance products and business models.

e) Reporting and Transparency:

- Develop standardized reporting templates and requirements across the region.

- Implement common standards for public disclosure to enhance market transparency.

- Establish a regional database of insurance statistics to support evidence-based
policymaking.

Strengthening of insurance supervision

a) Supervisory Cooperation:

- Establish a regional forum of insurance supervisors to facilitate information sharing and
coordinated action.

- Develop memoranda of understanding (MoUs) between national supervisors to enable
effective oversight of cross-border insurance activities.

- Implementjoint training programs to build supervisory capacity across the region.

b) Risk-Based Supervision:

- Implement risk-based supervision frameworks consistently across the region.

- Develop common risk assessment methodologies and supervisory review processes.

- Establish mechanisms for joint supervisory colleges for insurance groups operating across
multiple countries in the region.

Key Considerations for Implementation:

1. Political Will: Successful harmonization and strengthened supervision will require strong
political commitment from all countries in the region.

2. Capacity Building: Significantinvestment in supervisory capacity and technical expertise will
be necessary.

3. Proportionality: Reforms should be tailored to the specific needs and capacities of each
country while moving towards regional harmonization and improved supervision.

4. Stakeholder Engagement: Continuous dialogue with industry participants, consumer
groups, and international organizations will be crucial.

5. Technology Infrastructure: Investment in shared technological platforms can facilitate
regulatory harmonization and supervisory cooperation.

6. International Alignment: While focusing on regional harmonization and supervision, reforms
should also consider alignment with global standards and best practices.

5.2 Capacity building initiatives

Capacity Building: Developing these innovative mechanisms will require substantial capacity-
building efforts within governments, financial institutions, and among the public.
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Specific training modules tailored to different stakeholder groups

1. Regulators and Supervisors:
e Risk-based supervision techniques
e Actuarial principles and solvency assessment
e |nsurtech and digital insurance regulation
e Cross-border supervision and regulatory cooperation
2. Insurance Company Executives:
e Strategic planning in emerging markets
e Corporate governance and risk management
e Product development and innovation
e Digital transformation in insurance
3. Insurance Agents and Brokers:
e FEthical sales practices and needs-based selling
e Digital marketing and distribution channels

e Understanding complex insurance products (e.g., index-based insurance)

e Customer relationship management in insurance
4. Actuaries and Risk Managers:

e Advanced risk modelling techniques

e Climate risk assessment and pricing

e Application of big data and Al in actuarial science

e Solvency ll and ICS principles adapted for emerging markets
5. Policymakers and Government Officials:

e |nsurance policy and its role in economic development

e Public-private partnerships ininsurance

e |ntegrating insurance into national disaster risk management strategies

e Financialinclusion through insurance

Capacity building for disaster risk financing and insurance professionals

1. Technical Skills:
e Catastrophe risk modeling and pricing
e Design and pricing of parametric insurance products
e |ntegration of climate change projections into risk assessments
o Use of remote sensing and satellite data in insurance
2. Financial Skills:
e Structuring of catastrophe bonds and other insurance-linked securities
e Design and management of national disaster funds
e Blended finance approaches for disaster risk insurance
3. Policy and Regulatory Skills:
o Development of national disaster risk financing strategies
e Regulatory frameworks for index-based insurance
e International best practices in disaster risk insurance regulation
4. Soft Skills:
e Stakeholder management and communication in disaster contexts
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e Cross-sector collaboration (e.g., with meteorological agencies, disaster
management authorities)
e Public awareness and education on disaster risk financing

Implementation Strategies:

Establish a Regional Insurance Training Institute to deliver specialized courses in insurance
fundamentals, risk assessment, and disaster risk financing, connecting international experts
with local professionals while ensuring alignment with global industry standards and market
practices.

Integrate Insurance and Risk Financing programs into leading Central Asian universities by
developing specialized tracks in agricultural, parametric, and Islamic insurance, combining
academic theory with practical industry experience to build a strong professional pipeline.
Launch a multilingual E-learning Platform offering continuous professional development
through accessible courses, regional case studies, and certification tracks that blend
international standards with local market needs.

Create a Regional Insurance Mentorship Program pairing experienced international
professionals with local talent through structured knowledge transfer sessions, focusing on
practical skills and long-term capacity building.

Organize Regular Regional Insurance Forums to facilitate knowledge exchange among
professionals, regulators, and stakeholders, addressing challenges and developing practical
solutions while strengthening networks across Central Asia's insurance sector.

5.3 Product development and innovation

Development of new insurance products

1.

Index-based Crop Insurance:
e Pilotin major agricultural regions using satellite data for index calculation
e Partner with microfinance institutions for distribution
Microinsurance Health Products:
e Develop low-cost health insurance products for informal sector workers
e Utilize mobile technology for enrollment and claims processing
Parametric Earthquake Insurance:
e Design a parametric product for urban areas with high seismic risk
e Explore public-private partnership model for implementation
SME Business Interruption Insurance:
o Develop tailored products for small and medium enterprises
e Include coverage for pandemic-related business interruptions
Livestock Insurance with Embedded Veterinary Services:
e Pilot a product combining insurance with preventive animal health services
e Utilize mobile technology for claims reporting and veterinary consultations
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Introduction of innovative risk financing mechanisms

Innovative risk financing mechanisms in Central Asian countries can provide new avenues for
managing disaster and climate risks in a way that complements existing government resources and
international aid. Given the unique socio-economic and climate conditions in these countries, the
following types of innovative risk financing mechanisms could be developed:

Catastrophe Bonds (Cat Bonds)

Governments could issue catastrophe bonds, which are high-yield debt instruments that provide
funds in the event of a disaster. Investors buy these bonds, and in the case of a predefined disaster
(e.g., an earthquake or flood), the bond principal is used to cover the losses. Cat Bonds can offer a
way to transfer significant disaster risk to the capital markets. They will also provide immediate
liquidity after a disaster, reducing reliance on slow disbursement processes from international
donors. Establishing a market for Cat Bonds requires strong financial markets, legal frameworks,
and investor confidence, which might require aggressive efforts from governments and development
partners in these countries.

Sovereigh Parametric Insurance

Governments could adopt parametric insurance, which pays out a predefined amount based on the
occurrence of a triggering event (e.g., a certain level of rainfall or earthquake intensity) rather than
actual losses. Parametric insurance will offer faster payouts because it is based on objective
triggers rather than lengthy damage assessments. This could be particularly useful for immediate
disaster relief and recovery efforts. Designing the triggers and ensuring they align with the actual
losses experienced can be complex. There is also the risk of basis risk, where the payout does not
fully cover the actual loss.

Microinsurance for Vulnerable Populations

Developing microinsurance products targeted at low-income and vulnerable populations, such as
smallholder farmers and informal workers. These products could cover risks like crop failure,
livestock loss, and health emergencies. Microinsurance will help increase resilience by providing
financial support to those most vulnerable to climate risks. It can be linked to mobile platforms for
ease of access and affordability. Scaling microinsurance requires extensive outreach, education,
and trust-building with target populations, which can be resource-intensive.

Public-Private Partnerships (PPPs) in Insurance

Governments could partner with private insurers to co-develop and promote insurance products
that cover disaster risks. The government could provide subsidies or guarantees to make premiums
more affordable and attract private sector participation. PPPs can leverage the expertise and
financial strength of the private sector while ensuring that essential insurance products are made
available to the population at an affordable price. Aligning the interests of public and private
stakeholders can be challenging. There is also a need for strong regulatory frameworks to protect
consumers.
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Regional Risk Pools

Central Asian countries could form a regional risk pool, similar to the Caribbean Catastrophe Risk
Insurance Facility (CCRIF). This would involve pooling financial resources and risks across multiple
countries to spread the burden of disaster-related losses. Aregional risk pool will provide coverage
at a lower cost than individual country insurance programs. It will also foster regional cooperation
and solidarity in disaster response. Establishing a regional risk pool will require significant political
coordination and agreement on contribution levels, governance structures, and payout triggers.

Climate Resilience Bonds

Governments could issue bonds specifically aimed at funding climate resilience projects, such as
flood defences, drought-resistant infrastructure, or renewable energy. These bonds could attract
impact investors interested in sustainability. Climate resilience bonds will help raise capital
specifically for projects that mitigate future risks, thereby reducing potential losses. They will also
help align public investment with long-term sustainability goals. These bonds require a pipeline of
viable, revenue-generating projects to attract investors. There is also a need for robust project
monitoring and evaluation to ensure the intended outcomes are achieved.

Agricultural Insurance with Technology Integration

Develop agricultural insurance products that leverage technology, such as satellite data, drones,
and weather stations, to monitor crop conditions and provide timely payouts based on observed
conditions. Technology-driven insurance can offer more accurate and timely assessments of
losses, reducing fraud and speeding up payouts. It also enables more precise product design,
matching insurance coverage to the specific needs of farmers. The initial investment in technology
infrastructure can be high, and there is a need for local capacity-building to manage and maintain
these systems.

Index-Based Livestock Insurance

Develop insurance products tailored to livestock farmers, using indexes like vegetation coverage or
temperature to trigger payouts in the event of extreme weather affecting grazing conditions.
Addresses the specific needs of pastoral communities, particularly in regions where livestock
farming is a critical livelihood. Requires reliable data and monitoring systems to track vegetation or
weather conditions accurately.

Weather Derivatives

Governments and private entities could use weather derivatives to hedge against weather-related
financial losses, such as reduced agricultural output due to drought or floods. Provides a flexible
and cost-effective way to manage financial risks associated with climate variability. Limited
understanding and expertise in managing derivative instruments in some regions.

Risk-Linked Savings Accounts

Governments could promote savings accounts that are linked to disaster risks. For example, these
accounts could offer higher interest rates or bonuses when account holders save a certain amount
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or remain unaffected by a disaster. Risk-linked savings accounts encourage individuals and
businesses to build financial buffers against future risks. They also promote a culture of savings and
financial planning. Designing these products requires close collaboration between financial
institutions and regulators, and there may be a need for financial literacy campaigns to promote their
adoption.

Blockchain-Based Disaster Relief Funds

Utilize blockchain technology to create transparent, efficient disaster relief funds. These funds can
be crowd-sourced globally, with funds automatically disbursed to affected individuals or regions
based on smart contract triggers (e.g., disaster declarations). Blockchain ensures transparency and
reduces the risk of corruption or misallocation of funds. It also allows for rapid mobilization of
resources and can attract global contributions. The adoption of blockchain technology requires
significant technical expertise and infrastructure. There is also a need for strong legal frameworks to
govern its use.

Catastrophe Drawdown Options

Governments could establish pre-arranged financial instruments, such as catastrophe drawdown
options, which allow them to draw on funds quickly in the event of a disaster. These options could
be part of a broader contingent financing arrangement with international financial institutions.
Drawdown options provide immediate liquidity without the need to negotiate new loans or wait for
international aid disbursements. They can be a critical tool for rapid disaster response. These
instruments often come with fees or premiums, and there may be a need to negotiate favorable
terms with financial institutions.
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Chapter 6. Insurance and risk financing solutions
mapped against INFF

6.1 About INFF

The Integrated National Financing Framework (INFF) is a strategic framework developed by the
United Nations to help countries better align their financing strategies with their national
development priorities and the Sustainable Development Goals (SDGs). It provides a
comprehensive approach to financing, covering all sources of finance (domestic and international,
public and private) and aligning them with a country’s development needs.

Key components of INFF

The five key components of INFF are:'"°

1. Assessment and Diagnostics: Countries assessing their financing landscape, including
identifying financing needs, sources of finance, and potential gaps. This helpsin
understanding the current situation and what is needed to achieve national development
objectives.

2. Financing Strategy: Based on the assessment, countries develop a financing strategy
that outlines how they will mobilize and align financial resources to support their
development goals. This strategy integrates various financing sources, such as
government budgets, private sector investment, international aid, and innovative
financing tools.

3. Monitoring and Accountability: The INFF includes mechanisms to monitor the
implementation of the financing strategy and hold stakeholders accountable. This
ensures that resources are used effectively and that progress towards development
goals is tracked.

4. Governance and Coordination: Effective governance structures and coordination
mechanisms are established to manage the implementation of the INFF. This involves
collaboration among different government ministries, the private sector, civil society,
and international partners.

5. Sustainable Development Focus: The INFF is designed to be aligned with the
Sustainable Development Goals (SDGs), ensuring that financing strategies contribute to
long-term sustainable development. This includes considerations of equity,
environmental sustainability, and social inclusion.

110 |Integrated National Financing Framework | Home
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6.2 Alignment with INFF building blocks

Mapping insurance and risk financing solutions against the INFF building blocks in Kazakhstan,
Kyrgyzstan, Tajikistan, Turkmenistan, and Uzbekistan involves aligning these financial tools with the
broader strategic goals of sustainable development, disaster risk management, and climate
resilience. This will provide a structured approach to financing national development priorities, and
by integrating insurance and risk financing, these countries can enhance their financial resilience
and better manage risks. Below is a breakdown of how insurance and risk financing solutions can
be mapped against the INFF in these countries:

INFF Area

Role of Insurance and Risk
Financing

INFF Alighment

Identifying Financing Needs
and Gaps

Assess the specific financing
gaps related to disaster risk
management and climate
adaptation. This includes
identifying sectors that are
underinsured or lack access
to financial protection against
natural disasters.

The INFF framework begins
with a comprehensive
assessment of financing
needs. Integrating risk
financing solutions into this
assessment ensures that
disaster-related financial
vulnerabilities are addressed
in the national financing
strategy.

Developing a Financing
Strategy

Develop a strategy that
includes a mix of insurance
products (e.g., agricultural
insurance, property
insurance), sovereign risk
transfer mechanisms (e.g.,
Catastrophe Bonds,
parametric insurance), and
risk pooling arrangements
(e.g., regionalrisk pools).

The financing strategy under
the INFF should incorporate
risk financing mechanisms as
essential components to
manage disaster risks and
promote financial stability.
This includes ensuring that
these mechanisms are aligned
with national development
priorities and are accessible
to vulnerable populations.

Financing Policies and
Instruments

Introduce policies and
regulatory frameworks that
support the development of
insurance markets and
innovative risk financing
instruments. This could
involve tax incentives for
purchasing insurance,
subsidies for vulnerable
groups, or legal frameworks
for catastrophe bonds.

INFF emphasizes the need for
coherent policies that
mobilize and align public and
private financing with national
development goals.
Incorporating insurance and
risk financing instruments
within these policies ensures
that financial protection
mechanisms are part of the
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broader development finance
ecosystem.

Institutional Arrangements

Strengthen institutions
responsible for disaster risk
management, such as
insurance regulators, disaster
management agencies, and
financial institutions. This
could include capacity-
building initiatives, public-
private partnerships, and
establishing disaster risk
funds.

Effective institutional
arrangements are a
cornerstone of the INFF. By
integrating insurance and risk
financing into these
arrangements, countries can
ensure that these
mechanisms are well-
coordinated and effectively
contribute to national
financing strategies.

Public-Private Partnerships
(PPPs)

Promote public-private
partnerships to develop and
implement insurance
products and risk financing
tools. Governments can work
with the private sector to
design products that meet the
needs of various stakeholders,
from smallholder farmers to
large enterprises.

INFF encourages leveraging
private sector resources and
expertise to achieve national
development goals. By
fostering PPPs in the
insurance sector, countries
can enhance the reach and
effectiveness of risk financing
solutions.

Monitoring and Evaluation

Establish systems to monitor
and evaluate the impact of
insurance and risk financing
mechanisms on disaster
resilience and financial
stability. This includes
tracking the uptake of
insurance products, the
performance of risk pools, and
the effectiveness of
parametric insurance
payouts.

INFF includes robust
monitoring and evaluation
frameworks to assess the
impact of financing strategies
on national development
outcomes. Integrating
insurance and risk financing
into these frameworks
ensures that their contribution
to disaster resilience is
measured and optimized.

Capacity Building and
Technical Assistance

Provide technical assistance
and capacity-building to
government agencies,
insurers, and other
stakeholders involved in risk
financing. Thisincludes
training on product
development, risk

Capacity-building is critical to
the successful
implementation of the INFF.
By focusing on capacity-
building in the insurance and
risk financing sectors,
countries can ensure that
these mechanisms are

55




assessment, and the use of
technology in insurance.

effectively integrated into
national financing strategies.

Innovative Financing
Mechanisms

Explore innovative financing
mechanisms, such as climate
resilience bonds, blockchain-
based insurance, and impact
investing, to fund disaster risk
reduction and climate
adaptation projects.

The INFF encourages the
exploration of innovative
financing mechanisms to
diversify and expand the
sources of financing for
national development. By
aligning these innovative tools
with national priorities,
countries can enhance their
financial resilience and attract
new sources of funding.

International Cooperation

Leverage international
cooperation and partnerships
to access technical
assistance, funding, and best
practices in insurance and risk
financing. Thisincludes
participating in global
initiatives, such as the
InsuResilience Global
Partnership and the World
Bank’s disaster risk financing
programs.

INFF promotes international
cooperation as a means to
mobilize resources and
knowledge for national
development. By aligning
insurance and risk financing
initiatives with international
efforts, countries can
enhance their capacity to
manage disaster risks and
secure financial stability.

Each country, however, needs to have a tailored approach to integrating insurance and risk financing
within the INFF based on its specific risk profile, economic conditions, and institutional capacities.
The integration process should include mechanisms for continuous learning and adaptation to
ensure that insurance and risk financing tools remain effective in the face of evolving risks and
challenges. Special attention should be given to ensuring thatinsurance andrisk financing solutions
are accessible to all segments of society, particularly vulnerable and marginalized groups.

By mapping insurance and risk financing solutions against the INFF, Kazakhstan, Kyrgyzstan,
Tajikistan, Turkmenistan, and Uzbekistan can enhance their financial resilience, better manage
disaster risks, and ensure that their national development strategies are sustainable and inclusive.
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6.3 Mapping insurance and risk financing to SDGs

SDG 1 (No Poverty): Microinsurance for low-income households

Microinsurance can be a powerful tool for achieving Sustainable Development Goal 1 (SDG 1) —
"No Poverty" — in countries like Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, and Uzbekistan.
Following is a snapshot of how it can be utilized to benefit low-income households:

- Providing Financial Protection: Microinsurance can offer low-income households
affordable coverage against risks such as health issues, natural disasters, and loss of
income." This protection prevents them from falling deeper into poverty when faced with
unexpected events. Households can access medical care without the financial burden,
reducing out-of-pocket expenditures and improving overall well-being. This contributes to
poverty reduction by minimizing the financial shocks associated with health emergencies.
Many low-income households in these countries are vulnerable to climate risks like floods
and droughts. Microinsurance can help them manage these risks by providing payouts that
support recovery efforts, thereby enhancing their resilience to climate change and protecting
their livelihoods.

- Supporting Small-Scale Agriculture: Agriculture is a major source of livelihood in these
countries, particularly for low-income families. Crop and livestock microinsurance can
protect farmers from the financial impacts of adverse weather events, pests, and diseases,
ensuring that they maintain theirincome even during tough times.

- Facilitating Economic Stability: By offering insurance products tailored to the needs of
small businesses and entrepreneurs, microinsurance can help low-income households
sustain their income-generating activities. This reduces their vulnerability to financial
shocks and promotes long-term economic stability. Microinsurance often comes with
associated savings products, encouraging households to save and invest in productive
activities. This can help them build assets, improve living standards, and break the cycle of
poverty. The development and promotion of microinsurance products can drive greater
financial inclusion by integrating low-income households into the formal financial system.
This inclusion is critical for reducing poverty, as it provides them with access to a broader
range of financial services.

Governments in Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, and Uzbekistan can support
microinsurance through public-private partnerships, subsidies, and regulatory frameworks that
encourage the development of affordable insurance products tailored to the needs of low-income
populations. By integrating microinsurance into national poverty reduction strategies, these
countries can provide low-income households with the tools they need to manage risks, maintain
financial stability, and work towards a future free from poverty, thereby contributing directly to the
achievement of SDG 1.

" Goal 1: No Poverty - The Global Goals
12 Oppong, E.O., Yu, B. & Mazonga Mfoutou, B.O. The effect of microinsurance on the financial resilience of low-income
households in Ghana: evidence from a propensity score matching analysis. Geneva Pap Risk Insur Issues Pract 49, 474—

500 (2024).
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SDG 13 (Climate Action): Parametric insurance for climate-related
disasters

SDG 13 aims to take urgent action to combat climate change and its impacts.”® One effective way
to achieve this goal is by implementing parametric insurance for climate-related disasters.
Parametric insurance can provide rapid payouts based on predefined triggers, making it particularly
suitable for climate-related disasters in Central Asia. Key areas of application may include Drought
insurance for regions prone to water scarcity; Flood insurance for areas along major river systems;
and Extreme temperature insurance for urban areas. Following is a snapshot of how parametric
insurance can contribute:

- RiskTransfer and Financial Protection: Parametric insurance provides pre-agreed payouts
based on predefined triggers (e.g., a certain level of rainfall or wind speed), allowing for quick
and transparent financial responses to climate-related disasters. This helps mitigate the
financial impact on governments, businesses, and communities, enabling them to recover
faster.

- Incentivizing Risk Reduction: By linking insurance payouts to specific climate parameters,
parametric insurance encourages investments in risk reduction measures. For example,
communities might implement better flood defense or adopt drought-resistant agricultural
practices to lower insurance premiums.

- Supporting Vulnerable Communities: Parametric insurance can be designed to protectthe
most vulnerable populations, providing them with a safety net against the economic shocks
of climate-related events. This is particularly crucial for developing countries where
traditional insurance penetration is low.

- Promoting Sustainable Practices: Insurers can offer lower premiums for sustainable
practices, such as eco-friendly infrastructure or conservation efforts, thus promoting
behaviors that align with climate action goals.

- Enhancing Resilience: Quick and predictable payouts enable rapid recovery and rebuilding,
enhancing the resilience of communities and economies to future climate shocks. This
aligns with SDG 13’s target to strengthen resilience and adaptive capacity to climate-related
hazards.

- Data and Technology Integration: The implementation of parametric insurance leverages
advanced technologies and data analytics, improving climate risk assessment and
management. This contributes to better-informed climate policies and strategies.

- Private Sector Engagement: By involving the private sector in climate risk management
through innovative insurance products, parametric insurance fosters public-private
partnerships. This mobilizes additional resources and expertise for climate action.

- Alignment with National Policies: Parametric insurance can be integrated into national
climate adaptation and disaster risk management strategies, ensuring coherence and
reinforcing the efforts of governments to meet their climate commitments under SDG 13.

Parametric insurance offers a proactive and efficient mechanism to address the financial risks
posed by climate-related disasters."™ By providing quick payouts, incentivizing risk reduction, and

113 Goal 13: Climate action - The Global Goals
114 The benefits of parametric insurance in the face of climate-related disasters - UN Capital Development Fund (UNCDF)
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enhancing resilience, it significantly contributes to achieving SDG 13 and fostering sustainable
development. The World Bank's Global Index Insurance Facility offers examples of parametric
insurance implementations that could inform approaches in Central Asia."®

SDG 2 (Zero Hunger): Agricultural insurance for smallholder farmers

SDG 2 aims to end hunger, achieve food security and improved nutrition, and promote sustainable
agriculture."® Agricultural insurance for smallholder farmers is a critical tool in achieving this goal.
Following is a snapshot of some of the potential ways how it can contribute:

- Risk Mitigation and Financial Stability: Agricultural insurance provides smallholder
farmers with financial protection against crop failures, livestock losses, and other
agricultural risks. This helps stabilize their income and ensures they can continue farming
even after adverse events, reducing the risk of hunger.

- Encouraging Investment in Agriculture: With the security of insurance, smallholder
farmers are more likely to invest in high-quality seeds, fertilizers, and other inputs that
increase productivity. Higher productivity leads to increased food production and
contributes to food security.

- Promoting Sustainable Farming Practices: Insurance schemes can incentivize farmers to
adopt sustainable farming practices by offering lower premiums for eco-friendly techniques.
This can lead to improved soil health, better water management, and higher yields,
contributing to long-term food security.

- Access to Credit: Insurance can enhance farmers' creditworthiness, enabling them to
access loans and other financial services. With better access to credit, farmers can invest
in technology, equipment, and other resources that boost agricultural productivity and
reduce hunger.

- Resilience to Climate Change: Agricultural insurance helps farmers manage the risks
associated with climate change, such as unpredictable weather patterns and extreme
events. By providing a safety net, insurance enables farmers to recover quickly and continue
producing food, contributing to a stable food supply.

- Reducing Poverty: By protecting farmers from significant financial losses, agricultural
insurance helps reduce poverty levels among smallholder farmers. Lower poverty rates
correlate with better access to food and nutrition, contributing directly to SDG 2.

- Supporting Diversification: Insurance allows farmers to diversify their crops and farming
practices, reducing dependency on a single crop and increasing resilience to market
fluctuations and environmental changes. Diversification can lead to a more stable food
supply and improved nutrition.

- Strengthening Food Systems: Agricultural insurance supports the development of robust
food systems by ensuring that smallholder farmers, who are often critical to local food
production, remain productive and resilient. Aresilient food system is key to achieving food
security and reducing hunger.

- Facilitating Knowledge Transfer and Capacity Building: Insurance programs often include
components of education and training, helping farmers learn about risk management,

115 Index Insurance Forum | GIIF is an innovative program managed by the World Bank Group
116 Goal 2: Zero Hunger - The Global Goals
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improved agricultural practices, and sustainable farming. Knowledge transfer and capacity
building enhance farmers' ability to produce food sustainably.

- Public-Private Partnerships: Agricultural insurance schemes often involve partnerships
between governments, insurers, and development organizations. These partnerships can
leverage resources and expertise, creating more comprehensive and effective strategies to
achieve food security and zero hunger.

Agricultural insurance for smallholder farmers is a powerful mechanism for achieving SDG 2.""” By
providing financial protection, encouraging investment, promoting sustainability, and enhancing
resilience, it supports increased agricultural productivity, stable food supply, and improved food
security, ultimately contributing to the eradication of hunger.

SDG 3 (Good Health and Well-being): Health insurance schemes

SDG 3 aims to ensure healthy lives and promote well-being for all at all ages. Health insurance
schemes play a vital role in achieving this goal by providing financial protection, improving access to
healthcare, and promoting overall health and well-being."® Following is a snapshot of how health
insurance can contribute to SDG 3:

- Financial Protection and Reduced Out-of-Pocket Expenses: Health insurance schemes
reduce the financial burden on individuals by covering medical expenses. This prevents
families from falling into poverty due to high healthcare costs, ensuring they can afford
necessary treatments and services.

- Improved Access to Healthcare Services: With health insurance, individuals are more
likely to seek medical care when needed, including preventive services, routine check-ups,
and early treatment for illnesses. This leads to better health outcomes and reduces the
incidence of severe health issues.

- Encouraging Preventive Care: Many health insurance plans cover preventive services such
as vaccinations, screenings, and health education. By encouraging preventive care,
insurance schemes help reduce the prevalence of diseases and promote long-term health
and well-being.

- Increased Utilization of Health Services: Health insurance can lead to increased utilization
of healthcare services, as insured individuals are more likely to visit healthcare providers.
This results in earlier diagnosis and treatment of conditions, improving health outcomes and
reducing mortality rates.

- Promoting Equitable Healthcare Access: Health insurance schemes can be designed to
provide coverage for marginalized and vulnerable populations, including low-income
individuals, women, children, and the elderly. This promotes equitable access to healthcare
services and reduces health disparities.

- Supporting Maternal and Child Health: Health insurance can cover essential maternal and
child health services, including prenatal and postnatal care, childbirth, and vaccinations.
This improves maternal and child health outcomes, reducing maternal and infant mortality
rates.

117 Abraham, M., Pingali, P. (2020). Transforming Smallholder Agriculture to Achieve the SDGs. In: Gomezy Paloma, S.,
Riesgo, L., Louhichi, K. (eds) The Role of Smallholder Farms in Food and Nutrition Security. Springer, Cham.
118 Goal 3: Good health and well-being - The Global Goals

60


https://link.springer.com/chapter/10.1007/978-3-030-42148-9_9#citeas
https://link.springer.com/chapter/10.1007/978-3-030-42148-9_9#citeas
https://www.globalgoals.org/goals/3-good-health-and-well-being/

- Enhancing Mental Health Services: Comprehensive health insurance schemes often
include coverage for mental health services, such as counseling and psychiatric care. This
promotes mental well-being and ensures that individuals have access to the necessary
support and treatment for mental health conditions.

- Facilitating Chronic Disease Management: Health insurance can provide coverage for
chronic disease management programs, ensuring that individuals with conditions such as
diabetes, hypertension, and asthma receive continuous and coordinated care. This
improves health outcomes and quality of life for those with chronic illnesses.

- Strengthening Health Systems: Health insurance schemes can contribute to the overall
strengthening of health systems by increasing funding for healthcare services and
infrastructure. This can lead to improved quality of care, better healthcare facilities, and
more trained healthcare professionals.

- Encouraging Healthy Behaviors: Some health insurance plans offer incentives for healthy
behaviors, such as regular exercise, smoking cessation, and healthy eating. By promoting
healthy lifestyles, insurance schemes contribute to the prevention of diseases and overall
well-being.

- Emergency and Catastrophic Health Coverage: Health insurance provides coverage for
emergency and catastrophic health events, ensuring that individuals receive timely and
adequate care during crises. This reduces the risk of severe health complications and
fatalities.

- Reducing Health Inequities: By providing financial protection and improving access to
healthcare services, health insurance helps reduce health inequities and ensures that
everyone, regardless of their socio-economic status, can achieve good health and well-
being.

Health insurance schemes are crucial in achieving SDG 3 by providing financial protection,
improving access to healthcare, promoting preventive care, and supporting equitable healthcare
access. By addressing these key areas, health insurance contributes to better health outcomes,
reduced health disparities, and overall well-being for all.

SDG 11 (Sustainable Cities and Communities): Urban resilience financing

SDG 11 aims to make cities and human settlements inclusive, safe, resilient, and sustainable.
Insurance and risk financing play a critical role in enhancing urban resilience by mitigating the
financial impacts of disasters, supporting recovery efforts, and promoting sustainable development
practices.”” Following is a snapshot of how these mechanisms can contribute to achieving SDG 11:

- Financial Protection against Disasters:

o Catastrophe Insurance: Provides coverage for natural disasters, such as
earthquakes, floods, and hurricanes, ensuring that cities have the financial
resources to recover quickly.

o Parametric Insurance: Offers rapid payouts based on predefined triggers (e.g.,
rainfall levels, wind speed), facilitating immediate funding for emergency response
and recovery efforts.

1% Goal 11: Sustainable cities and communities - The Global Goals

61


https://www.globalgoals.org/goals/11-sustainable-cities-and-communities/

Encouraging Risk-Informed Urban Planning:

o Insurance Premiums and Risk Assessments: Cities can use data from risk
assessments and insurance premiums to identify vulnerabilities and prioritize
investments in resilient infrastructure and urban planning.

o Building Codes and Zoning Regulations: Insurance companies can incentivize
adherence to building codes and zoning regulations designed to reduce risk,
promoting safer and more sustainable construction practices.

Promoting Investment in Resilient Infrastructure:

o Public-Private Partnerships (PPPs): Risk financing can attract private investmentin
resilient infrastructure projects by reducing the financial risks associated with such
investments.

o Resilience Bonds: These bonds can be issued to finance infrastructure projects that
enhance urban resilience, such as flood barriers, green spaces, and sustainable
transport systems.

Supporting Climate Adaptation and Mitigation Efforts:

o Climate Risk Insurance: Provides financial protection against climate-related risks,
encouraging cities to invest in climate adaptation measures like green infrastructure
and renewable energy projects.

o Green Bonds: Funds raised through green bonds can be used to finance projects
aimed at reducing greenhouse gas emissions and improving urban sustainability.

Enhancing Social Resilience:

o Microinsurance: Offers affordable insurance products to low-income urban
residents, protecting their livelihoods and assets against risks such as health
emergencies, property damage, and loss of income.

o Community-Based Insurance: Empowers communities to pool resources and
manage risks collectively, fostering social cohesion and resilience.

Facilitating Rapid Recovery and Reconstruction:

o Disaster Recovery Financing: Insurance payouts can provide immediate funds for
rebuilding and recovery, reducing the economic and social impacts of disasters on
urban populations.

o Contingent Credit Lines: Cities can establish contingent credit lines that provide
access to emergency funding in the aftermath of a disaster, ensuring that recovery
efforts are not delayed.

Incentivizing Sustainable Practices:

o Sustainability-Linked Insurance: Offers lower premiums for buildings and projects
that meet certain sustainability criteria, encouraging the adoption of green
technologies and practices.

o Performance-Based Insurance: Provides financial incentives for cities to achieve
specific resilience and sustainability targets, promoting continuous improvement.

Building Capacity and Awareness:

o Risk Education and Training: Insurance companies and risk financing institutions
can support capacity-building initiatives that educate city planners, policymakers,
and communities about risk management and resilience.

o Data and Analytics: Leveraging data analytics to assess and monitor risks, helping
cities to make informed decisions about resilience investments and strategies.

Supporting Small and Medium Enterprises (SMEs):
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o Business Interruption Insurance: Protects SMEs from losses due to disruptions
caused by disasters, ensuring their continuity and contributing to the overall
economic resilience of urban areas.

o Access to Credit and Finance: Risk financing solutions can provide SMEs with
access to credit and finance, enabling them to invest in resilience measures and
recover quickly from shocks.

- Reducing Inequality and Promoting Inclusive Development:

o Inclusive Insurance Schemes: Ensure that vulnerable and marginalized urban
populations have access to insurance and financial protection, reducing inequality
and promoting inclusive development.

o Urban Resilience Funds: Establishing dedicated funds to support resilience
projects in underserved areas, ensuring that all parts of the city benefit from
resilience investments.

Insurance andrisk financing mechanisms are essential for enhancing urban resilience and achieving
SDG 11. By providing financial protection, promoting risk-informed planning, supporting investment
in resilient infrastructure, and facilitating rapid recovery, these tools help create sustainable, safe,
and inclusive cities and communities.
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Chapter 7. Potential regional and cross-country
solutions

7.1 Regional solutions

Regional catastrophe risk pool

A regional catastrophe risk pool for Central Asian countries could provide a cost-effective way to
manage and transfer disaster risks across the region. This approach allows participating countries
to pool their risks and access international reinsurance markets more efficiently. Some of the key
considerations will include:

- Potential risks to cover: Earthquakes, floods, droughts, and extreme weather events

- Challenges: Harmonizing diverse regulatory frameworks, securing funding for initial
capitalization, addressing data reliability for accurate data modelling, ensuring equitable risk
sharing

- Opportunities: Economies of scale, knowledge sharing, improved regional cooperation

Implementation strategy:

- Conduct a feasibility study to assess the potential for a regional risk pool

- Develop standardized risk assessment methodologies across participating countries
Establish a governing body with representation from all participating countries

- Design trigger mechanisms and payout structures

The Caribbean Catastrophe Risk Insurance Facility (CCRIF) provides a successful model of a
regional risk pool that could inform the development of a similar initiative in Central Asia."® Another
relevant example is the Southeast Asia Disaster Risk Insurance Facility (SEADRIF), which
demonstrates how countries with diverse economic conditions can collaborate on disaster risk
financing.™’

Regional agriculture insurance program

Given the importance of agriculture in many Central Asian economies and the shared climatic
challenges, aregional agriculture insurance program could provide significant benefits. Some of the
key considerations include:

- Potential products: Index-based crop insurance, livestock insurance

- Challenges: Diverse agricultural practices across the region, data availability for index-
based products, affordability of premiums

- Opportunities: Improved food security, increased resilience of rural economies

Implementation strategy:

120 Home | CCRIF SPC
121 Southeast Asia Disaster Risk Insurance Facility (SEADRIF): Strengthen Financial Resilience in Southeast Asia Project
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- Develop aregional agricultural risk assessment

- Design standardized insurance products that can be adapted to local contexts

- Establish aregional reinsurance facility to support local insurers

- Implement capacity building programs for local insurance providers and agricultural
extension services

The Africa Risk Capacity (ARC) provides a relevant example of aregional approach to agricultural risk
management, combining insurance with early warning systems and contingency planning.'? To
make this analysis more robust and region-specific, we would need:

Detailed data on disaster risks and their economic impacts in Central Asian countries
Information on existing national disaster risk financing mechanisms in the region

Analysis of the agricultural sector's contribution to GDP and employment in each country
Assessment of current agriculturalinsurance penetration and government support programs

PN =

It is important to note that while regional solutions offer significant potential benefits, they also
require strong political will and coordination among participating countries. The success of such
initiatives would depend on factors such as:

- Alignment of national priorities and risk management strategies

- Willingness to share data and harmonize regulatory frameworks

- Capacity to contribute financially to the regional mechanisms

- Ability tointegrate regional solutions with national disaster risk management and agricultural
development policies

7.2 Shared systems and platforms

Shared flood early warning system

A shared flood early warning system for Central Asian countries could significantly enhance the
region's capacity to predict, prepare for, and respond to flood events. This is particularly important
given the transboundary nature of many river systems in Central Asia. Some of the key
considerations include:

- Coverage: Major river basins such as the Syr Darya, Amu Darya, and their tributaries

- Challenges: Data sharing across borders, standardization of monitoring equipment and
protocols

- Opportunities: Improved lead times for flood warnings, enhanced regional cooperation

Implementation strategy:

- Conduct a comprehensive assessment of existing national flood monitoring systems
- Develop a standardized data collection and sharing protocol

- Establish a regional flood forecasting center

- Implement capacity building programs for national hydrometeorological services

122 Climate Change and Resilience | African Risk Capacity Group
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An example of a successful regional flood early warning system is the European Flood Awareness
System (EFAS), which provides flood forecasts for the whole of Europe.’® While the scale and
context are different, EFAS could provide valuable lessons for Central Asia. The Mekong River
Commission's flood forecasting system is another relevant example, demonstrating how countries
sharing a river basin can collaborate on flood early warning.’

Shared climate risk data platform

A shared climate risk data platform would provide a centralized repository for climate-related data,
risk assessments, and projections. This could support evidence-based decision-making for climate
adaptation and risk management across the region.

Key considerations:

- Types of data: Historical climate data, future projections, vulnerability assessments, socio-
economic data

- Challenges: Ensuring data quality and consistency, managing data privacy concerns

- Opportunities: Improved regional climate modeling, support for cross-border climate
adaptation initiatives

Implementation strategy:

- ldentify key data needs and existing data sources across the region
- Develop data sharing agreements and protocols

- Create a user-friendly platform with appropriate access controls

- Implement regular data updates and quality control measures

The Climate Data Store (CDS) developed by the Copernicus Climate Change Service provides a
model for how a comprehensive climate data platform can be structured and operated.’ While
globalin scope, it offers insights that could be applied to a Central Asian context.

To make this analysis more robust and region-specific, we would need:

Detailed information on existing flood warning systems in Central Asian countries
Assessment of current climate data collection and sharing practices in the region
Analysis of transboundary water management agreements and their effectiveness
Evaluation of technical capacities in hydrometeorological services across Central Asia

PN

It is important to note that the success of these shared systems and platforms would depend on
factors such as:

- Political will for regional cooperation and data sharing

- Adequate funding for system development and ongoing maintenance

- Technical capacity within national institutions to contribute to and utilize these systems
- Integration with national disaster risk management and climate adaptation strategies

128 European Flood Awareness System | Copernicus
124 Mekong River Commission. (2023). " Mekong Flood Situation Reports 2024." Vientiane: MRC Secretariat.
125 Copernicus Climate Change Service. (2024).
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The development of these shared systems could potentially be supported by international
organizations active in the region. For instance, the World Bank's Central Asia Hydrometeorology

Modernization Project (CAHMP) has been working to improve weather forecasting and early warning
systems in the region.®

126 World Bank. (2021). "Central Asia Hydrometeorology Modernization Project: Implementation Completion and Results
Report." Washington, DC: World Bank Group.
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Chapter 8. Building partnerships and mobilizing
resources

8.1 Engagement strategies

Development partners, Academia and research institutions

Engaging a diverse range of stakeholders is crucial for the successful implementation of insurance
and risk financing solutions in Central Asia. Each group brings unique perspectives, expertise, and
resources to the table.

Key stakeholders might include multilateral organizations, like the United Nations Development
Programme (UNDP), the World Bank, Asian Development Bank (ADB), as well as bilateral donors.
This will require aligning proposed initiatives with the strategic priorities of these organizations, while
leveraging their technical expertise and financial resources, and facilitating knowledge transfer from
global best practices. For example, the ADB's support for disaster risk financing in Asia and the
Pacific provides a model for how development partners can engage in this space.'

Another set of relevant stakeholders is academia and research Institutions, which can provide
valuable research support and help build local capacity. Research partnerships can be established
focusing on risk assessment, product design, and impact evaluation, while developing exchange
programs to build local expertise, and creating platforms for knowledge sharing between academia
and practitioners. Forinstance, the Central Asia Regional Economic Cooperation (CAREC) Institute
is supporting research and capacity building in the region.’®

Stakeholder engagement plan

Developing a comprehensive stakeholder engagement plan is essential for coordinating efforts and
ensuring effective collaboration. Some of the key components of such plan would include:

- Stakeholder Mapping: This includes the identify all relevant stakeholders across different
sectors and levels (local, national, regional), as well as assessing their interests, influence,
and potential contributions.

- Spelling out engagement Objectives: There is a need to define clear objectives for each
stakeholder group, and align these objectives with overall project goals.

- Engagement Methods: Tailored engagement strategies will be required to be developed for
different stakeholder groups while considering a mix of methods, such as workshops, regular
consultations, joint research projects, public-private dialogues.

127 Funding Disaster Relief in Asia and the Pacific | Asian Development Bank
128 CAREC Program — CAREC Think Tank
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- Roles and Responsibilities: Most importantly, clear articulation of roles of each
stakeholder group will be required to establish mechanisms for coordination and
information sharing, with a timeline for engagement activities, milestones and deliverables.

For instance, the United Nations Office for Disaster Risk Reduction (UNDRR) provides guidelines for
stakeholder engagement in disaster risk reduction, which could be adapted for insurance and risk
financing initiatives.'®®

More country-specific and targeted context can be built based on the information on existing
partnerships and collaborations in the insurance and risk financing sector in Central Asia;
assessment of the capacity and interests of local stakeholders in this field; and analysis of past
stakeholder engagement efforts in similar initiatives in the region.

Itis important to note that effective stakeholder engagement in Central Asia would need to consider
factors such as varying levels of civil society development across countries; potential sensitivities
around data sharing and cross-border collaboration; and the importance of long-term relationship
building and trust development.

BLUEPRINT: STAKEHOLDER ENGAGEMENT PLAN FOR INSURANCE & RISK FINANCING IN CENTRAL
ASIA
1. STAKEHOLDER MAPPING & PRIORITIZATION
A. Primary Stakeholders

e Development Partners: UNDP, World Bank, ADB, CAREC

e Academic Institutions: Regional universities, research centers

e Government Bodies: Finance ministries, insurance regulators

e Private Sector: Insurance companies, reinsurers, tech providers
B. Support Stakeholders

e Civil Society Organizations: Local NGOs, community groups
Industry Associations: Insurance associations, business chambers
International Experts: Technical advisors, risk specialists
Local Communities: End-users, beneficiaries

2. ENGAGEMENT OBJECTIVES & DELIVERABLES
A. Short-term (6-12 months)
e Establish stakeholder working groups
e Launch joint research initiatives
e Develop capacity building programs
e Create knowledge-sharing platforms
B. Long-term (>1-3 years)
e Implement pilot insurance programs
e Scale successfulinitiatives
e Build sustainable partnerships
e Strengthen regional cooperation

3. ENGAGEMENT METHODS & CHANNELS
A. Regular Engagement

e  Quarterly stakeholder roundtables

e Monthly progress updates

22 UNDRR STAKEHOLDER ENGAGEMENT MECHANISM
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4.

e Digital collaboration platform
e Jointresearch publications

. Special Initiatives

e Annualregional conference

e Capacity building workshops

e Public-private dialogues

e Community outreach programs

ROLES & RESPONSIBILITIES

A. Development Partners

B.

5

e Technical expertise provision

e Financial resource mobilization

e International best practice sharing

e  Program monitoring & evaluation
Academia & Research

e Research & analysis support

e Capacity building assistance

e Knowledge product development

e Impact assessment studies

IMPLEMENTATION TIMELINE

Phase 1: Foundation (Months 1-3)

e Stakeholder mapping completion
Working group establishment

e Communication channels setup
e Initial engagement meetings

Phase 2: Development (Months 4-6)

e Jointresearch initiation

e Capacity building launch
Pilot program design

e Partnership formalization

Phase 3: Implementation (Months 7-12)

6.

e Program rollout

e Regular monitoring

e Stakeholder feedback
Adjustment as needed

SUCCESS METRICS

Key Performance Indicators

e Number of active partnerships

e Research outputs produced

e Capacity building programs completed
e Stakeholder satisfaction levels

e Program implementation progress

COORDINATION MECHANISM

e Central coordinating body established
e Regular progress reporting

e Clear communication channels

e Feedbackincorporation system

e Adaptive management approach
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Note: This blueprint should be adapted based on specific country contexts and stakeholder needs within
Central Asia.

8.2 Funding mechanisms and opportunities

In the context of Central Asia, a diverse range of funding mechanisms can be leveraged to support
insurance and risk financing initiatives.

Grant funding

Grants can be particularly useful for capacity building, technical assistance, and pilot projects. Key
sources may include Multilateral institutions (e.g., World Bank, Asian Development Bank); Bilateral
aid agencies; and Climate funds (e.g., Green Climate Fund). For instance, the Global Facility for
Disaster Reduction and Recovery (GFDRR) provides grants for disaster risk management initiatives,
including those relevant to the Central Asia."°

Blended finance approaches

Blended finance can help attract private capital by mitigating risks and enhancing returns. Potential
structures may include the First-loss guarantees; Technical assistance facilities; Structured funds
combining public and private capital. For example, the IFC-MIGA Private Sector Window uses
blended finance to support private sector investment in challenging markets.™

Concessional loans and credit lines

These can provide long-term, affordable financing for larger-scale initiatives. Potential sources
include the Multilateral development banks; National development banks; and Climate investment
funds. For example, the Asian Development Bank's Climate Change Fund provides concessional
financing for climate-related projects in Asia.'?

Impact investing and social bonds

Impact investments aim to generate positive social or environmental impacts alongside financial
returns. Potential areas relevant for Central Asia may include Climate-resilient agriculture;
Sustainable infrastructure; and Financial inclusion initiatives. For example, the Global Impact
Investing Network (GIIN) provides insights into impact investing trends and opportunities.’®

Social bonds can also mobilize private capital for projects with positive social outcomes. Potential
applications may include Financing microinsurance programs; Supporting livelihood protection
schemes; and Funding disasterrisk reduction initiatives. For example, in 2020, African Development
Bank (AfDB) and the Inter-American Development Bank (IADB) quickly issued multiple “Fight COVID-
19” bonds to raise financing for vulnerable health systems in emerging markets'®, providing a model
that could be adapted for other social purposes.

130 GFDRR: Building Resilience to Scale, Annual Report 2023

131 |DA PRIVATE SECTOR WINDOW | SUPPORTING GROWTH AND LIVELIHOODS WHERE IT’S NEEDED MOST
132 Climate Change Fund Progress Reports | Asian Development Bank

133 Global Impact Investing Network (GIIN)

134 Social-Bonds-Can-Help-Mitigate-the-Economic-and-Social-Effects-of-the-COVID-19-Crisis
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However, there are certain key considerations for implementing these funding mechanisms in
Central Asia, including:

8.3

Capacity Building: Implementing advanced financing mechanisms requires sophisticated
financial structures that may surpass the current expertise of local financial institutions and
government agencies in Central Asia. Capacity building through targeted training and
partnershipsis essentialto enhance technical proficiency and enable effective management
of complex financial instruments.

Risk Perception: Central Asian countries may be perceived as high-risk investment
destinations due to factors like political instability and economic volatility. Developing
robust risk mitigation strategies—such as credit enhancements, politicalriskinsurance, and
guarantees from multilateral institutions—can help reduce perceived risks and attract
foreign investors.

Currency Risks and Foreigh Investment: Foreign exchange volatility in Central Asian
currencies poses significant challenges for attracting foreign capital, as insurance premiums
are denominated in local currencies while liabilities or returns are often in hard currencies.
Implementing currency hedging instruments and engaging multilateral financial institutions
to provide risk guarantees can help mitigate these exchange rate risks and enhance foreign
investor appeal.

Readiness of National Infrastructure: Attracting insurance-linked investments, such as
issuing insurance-linked securities or catastrophe bonds, requires strengthening domestic
stock exchanges and enhancing regulatory frameworks. Developing comprehensive
standards, transparent regulatory guidelines, and robust supervisory systems is essential to
ensure infrastructural readiness and bolster investor confidence.

Scale: Many innovative financing mechanisms, like social bonds, require a certain scale to
be cost-effective. Individual Central Asian markets might be too small to achieve this on their
own. Adopting a regional approach can aggregate demand, diversify risk, and attain the
necessary scale to appeal to large institutional investors.

Policy Environment: Supportive policies and regulatory frameworks are crucial to facilitate
the use of innovative financing mechanisms. Establishing clear legal frameworks, providing
incentives, and aligning with international regulatory standards will create a conducive
environment that fosters investor confidence and facilitates market entry.

Demonstrating Impact: Robust monitoring and evaluation systems are critical to
demonstrate the effectiveness of investments. Implementing comprehensive M&E
frameworks enhances transparency and accountability, showcasing tangible social and
financial returns that can attract further funding and encourage reinvestment.

Capacity building and technical assistance

Capacity building for insurance & disaster risk financing

Developing a comprehensive roadmap for technical assistance is crucial for building the necessary
capacity to implement and sustain insurance and risk financing solutions in Central Asia. Some of
the key components of the roadmap would include:

Needs Assessment: The is a need to conduct a more targeted and thorough assessment of
capacity gaps across different stakeholders (government agencies, insurers, financial
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institutions, etc.). This will help prioritize areas for technical assistance based on urgency
and potential impact.

- Project Design: This will help in developing specific technical assistance projects
addressing identified needs, and by set clear objectives, timelines, and expected outcomes
for each project.

- Implementation Strategy: Then comes the stage of identifying potential implementing
partners (e.g., international organizations, local institutions) and developing a phased
approach to implementation, starting with foundational skills.

- Monitoring and Evaluation: Establishing key performance indicators (KPIs) for each project
will be crucial to Implement regular review mechanisms to track progress and make
adjustments.

In the short term (1-2 Years), there is a need to focus on foundational skills (e.g., risk assessment,
insurance product design), which may help achieving the expected outcomes such as improved
understanding of risk financing concepts among key stakeholders.

In the medium term (3-4 Years), there is a need to put emphasis on advancing topics such as
catastrophe risk modeling, innovative insurance products. This will help achieve the expected
outcomes by developing locally-tailored insurance products and risk financing strategies.

And lastly, in the long term (5 Years), a transition needs to be made to a more sustainable, locally-
driven capacity building. This will help achieve the expected outcome by establishing regional
centers of excellence inrisk financing.

For example, the World Bank's City Resilience Program with UNDRR offers a strong framework for
technical assistance in building urban resilience, which can be effectively adapted to enhance
capacity for insurance and disaster risk financing in Central Asia.'®

Financial literacy programs

Financial literacy is crucial for the uptake and effective use of insurance and risk financing solutions.
In Central Asia, where insurance penetration is generally low, targeted financial literacy programs
are essential. Key elements of financial literacy programs include:

- Target Audiences: General public, Small business owners, Farmers and rural communities,
Government officials

- Content Areas: Basic financial concepts, Understanding risk and insurance, Disaster
preparedness and financial resilience, Digital financial services

- Delivery Mechanisms: Academic-based education, Community workshops, Mass media
campaigns, Digital learning platforms

135 Urban Resilience in Central Asia | UNDRR
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- Partnerships: Collaboration with local financial institutions, Engagement with community
organizations, Partnerships with media outlets

Example can be drawn from the OECD/INFE's work on financial literacy provides valuable guidelines
that could be adapted for Central Asia."*®

The implementation strategy may include:

- Baseline Assessment: Conduct surveys to assess current levels of financial literacy.
Identify key knowledge gaps and misconceptions.

- Program Design: Develop culturally appropriate, locally relevant content. Create a mix of
short-term awareness campaigns and long-term education programs.

- Pilot Testing: Implement pilot programs in selected communities. Evaluate effectiveness
and refine approaches.

- Scaling Up: Gradually expand successful programs nationwide. Integrate financial literacy
into formal education curricula.

- Monitoring and Evaluation: Conduct regular assessments of financial literacy levels.
Measure the impact on insurance uptake and financial resilience

The Alliance for Financial Inclusion's experience in promoting financial literacy in developing
countries could provide valuable insights for Central Asia.”” Some of the key considerations for
implementing these programs in Central Asia may include:

- Language and Cultural Diversity: Programs need to be tailored to diverse linguistic and
cultural contexts within the region.

- Digital Divide: While digital platforms offer scalability, consideration must be given to
reaching populations with limited digital access.

- Gender Considerations: Special attention may be needed to ensure equal access to
financial education for women and girls.

- Sustainability: Building local capacity to continue and expand these programs beyond initial
international support.

8.4 Regional cooperation mechanisms

Regional cooperation is particularly important for Central Asia given the shared risks,
interconnected economies, and potential for economies of scale in risk management solutions.

136 Core competencies frameworks on financial literacy
137 Eastern Europe & Central Asia Policy Initiative (ECAPI) - Alliance for Financial Inclusion
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Joint research and development programs

Jointresearch and development (R&D) programs can leverage the collective expertise and resources
of Central Asian countries to address common challenges in insurance and risk financing. Some of
the key areas for joint R&D may include:

- Climate Risk Modeling: There is a need to develop regional climate models and assess
cross-border climate impacts.

- Innovative Insurance Products: Based on this, products suitable for the Central Asian
context can be designed and piloted.

- Risk Assessment Methodologies: Standardize risk assessment approaches across the
region are much needed. This can be done developing tools for assessing complex,
interconnected risks.

- Technology Applications: Exploration can be done around blockchain for bringing more
transparency in insurance contracts, and developing Al-driven risk assessment tools.

The implementation strategy may include:

- Establish a Regional Research Network: Connect universities and research institutions
across Central Asia. Create joint research teams with diverse expertise

- Secure Funding: Seek support from international donors and development banks. Allocate
national resources for joint research initiatives

- Set Research Priorities: Conduct regular regional consultations to identify key research
needs. Align research agenda with national and regional development goals

- Disseminate Findings: Organize regional conferences to share research outcomes.
Develop policy briefs for decision-makers

The Central Asia Regional Economic Cooperation (CAREC) Program's approach to fostering regional
cooperation in various sectors could serve as a model for joint R&D in insurance and risk financing.'®

Regional forums and knowledge exchange platforms

Regular regional forums and knowledge exchange platforms can facilitate the sharing of
experiences, best practices, and innovations in insurance and risk financing across Central Asia.
Some of the key components may include:

- Bi-annual Regional Conference: This can help by bringing together policymakers, insurers,
researchers, and international experts, showcasing latest developments and research
findings, and conceptualizing new projects and initiatives.

138 CAREC 2030: Connecting the Region for Shared and Sustainable Development | CAREC Program Publication
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Online Knowledge Platform: There is a need to create a centralized repository of research,
case studies, and data, and facilitate ongoing discussions and collaborations.

Technical Working Groups: Groups focused on specific topics (e.g., agricultural insurance,
disaster risk financing) are needed to be established. This may include regular virtual
meetings and annual in-person workshops.

Exchange Programs: Staff exchange programs between insurance regulators can be
implemented, as well as organizing study tours to countries with successful risk financing
initiatives.

In terms of the implementation strategy, a highly systematic approach will be required. This will
involve:

Designating a Regional Coordinator: Appointing an organization or creating a new entity to
coordinate regional activities, and ensuring a balanced representation from all Central Asian
countries.

Developing a Communication Strategy: Creating multilingual platforms to overcome
language barriers, while utilizing social media and digital tools for broader engagement.

Engaging International Partners: Involving organizations like the UNDP, ADB, World Bank,
and OECD, and facilitating knowledge transfer from other regions

Monitoring and Evaluating: Regularly assessing the impact of knowledge exchange
activities, and gathering feedback from participants to continuously improve

The ASEAN Insurance Training and Research Institute (AITRI) provides an example of a regional

platform for knowledge exchange in insurance, which could be adapted for Central Asia.

139

Key considerations for implementing these regional cooperation mechanisms in Central Asia will
include:

Political Will: Success depends on sustained commitment from all participating countries.
Resource Allocation: Equitable contribution of resources from member countries is crucial.
Language Diversity: Mechanisms to overcome language barriers will be necessary.

Data Sharing Protocols: Clear agreements on data sharing and intellectual property are
essential.

Private Sector Engagement: Involving insurance companies and other private sector actors
in regional initiatives.

3% AITRI - Roles of AITRI
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The United Nations Economic and Social Commission for Asia and the Pacific (ESCAP) has also been
promoting regional cooperation in disaster risk reduction, which could offer valuable insights for
insurance and risk financing cooperation in Central Asia.*°

8.5 Resource mobilization strategy

Developing an effective resource mobilization strategy is crucial for implementing and sustaining
insurance and risk financing initiatives in Central Asia. This strategy should be based on a thorough
understanding of both the region's needs and potential donors' priorities.

Needs and gap analysis

A comprehensive needs assessment serves two primary purposes. First, it identifies the most
pressing needs in the region and helps align these needs with donor priorities, and second, it helps
in increasing the likelihood of successful resource mobilization. Some of the key components may
include:

- Sectoral Analysis: Assess needs across various sectors (e.g., agriculture, infrastructure,
health). Identify cross-cutting themes (e.g., climate resilience, financial inclusion).

- Stakeholder Consultation: Engage with government agencies, private sector, civil society
organizations. Conduct surveys and focus groups to gather diverse perspectives.

- Gap Analysis: Identify gaps between current capacities and desired outcomes. Prioritize
gaps based on urgency and potential impact.

- Donor Landscape Analysis: Map potential donors and their strategic priorities. Identify
areas of alignment between regional needs and donor interests.

The implementation approach may include:

- Establishing a Regional Task Force: Include representatives from all Central Asian
countries, while ensuring diverse expertise (e.g., insurance, climate science, economics).

- Conducting Country-Level Assessments: Tailoring assessments to each country's specific
context, and identifying both country-specific and regional needs.

- Synthesizing Findings: Developing a comprehensive regional needs assessment report,
and highlighting areas of synergy across countries and sectors.

- Engaging with Donors: Presenting findings to potential donors and organizing donor
roundtables to discuss alignment of priorities

140 Seizing the moment : targeting transformative disaster risk resilience | ESCAP
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The United Nations Development Programme's approach to needs assessment in post-disaster
contexts provides a useful framework that could be adapted for insurance and risk financing needs
in Central Asia.”

Alignment with donor priorities

Once needs are identified and aligned with donor priorities, a targeted approach to resource
allocation is essential to maximize impact and efficiency. Some of the key elements include:

Prioritization Framework: Develop criteria for prioritizing initiatives (e.g., potential impact,
feasibility, sustainability) and create a scoring system to rank potential projects

- Resource Mapping: ldentify available resources (financial, technical, human). Map
resources against prioritized needs

- Allocation Strategy: Develop a phased approach to resource allocation. Balance short-
term quick wins with long-term capacity building

- Monitoring and Evaluation: Establish KPIs for resource utilization and impact. Implement
regular review mechanisms to adjust allocation as needed

The implementation approach may include:

Developing a Regional Resource Allocation Plan: Outlining a 3-5 year plan for resource
allocation, while including flexibility to adapt to changing circumstances.

- Creating Country-Specific Implementation Plans: Tailoring allocation strategies to each
country's specific context and priorities, while ensuring alignment with national
development plans.

- Establishing a Regional Coordination Mechanism: Creating a body to oversee resource
allocation across the region, and facilitating knowledge sharing and best practice exchange.

- Engaging with Implementation Partners: Identifying key partners for project
implementation, and developing capacity building plans for local institutions
The World Bank's approach to resource allocation inits International Development Association (IDA)
could provide insights for developing a regional resource allocation strategy.'® Some of the key
considerations for implementing this resource mobilization strategy in Central Asia will include:

- Regional vs. National Priorities: Balancing region-wide initiatives with country-specific
needs

- Donor Coordination: Avoiding duplication and ensuring complementarity among donor-
funded initiatives

141 post-Disaster Needs Assessment | United Nations Development Programme
142 IDA20 - Building Back Better from the Crisis: Toward a Green, Resilient and Inclusive Future
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https://www.undp.org/publications/post-disaster-needs-assessment
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/163861645554924417/ida20-building-back-better-from-the-crisis-toward-a-green-resilient-and-inclusive-future

- Local Ownership: Ensuring strong local buy-in and leadership in resource allocation
decisions

- Sustainability: Focusing on building long-term capacity rather than short-term fixes

- Adaptive Management: Building flexibility into the strategy to respond to changing
circumstances and emerging needs

The Asian Development Bank's approach to resource mobilization for climate finance in Asia and the
Pacific provides a relevant example of how multilateral institutions are addressing similar
challenges.'®

143 Climate Finance Landscape of Asia and the Pacific | Asian Development Bank
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https://www.adb.org/publications/climate-finance-landscape-asia-pacific
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