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Framework at a glance

Parametric insurance may be legally permissible and technically feasible, yet still remain
episodic or stall at renewal. This framework identifies five structural conditions whose
sufficient alignment supports durable scaling, particularly when real events and renewal

cycles test the arrangement.

e ‘ |.’ \  Possibility

Legal and Supervisory legitimacy

Can the arrangement be
legitimately recognised, approved

/ and transacted? \

v
—v| Necessity

gi} Durability

Lifecycle sustainability Demand legitimacy and risk
recognition

Are the conditions in place for the Durable
arrangement to persist across
renewal cycles?

3 . Is there a recognised, material need
Parametric Scaling and is parametric insurance the
appropriate financing layer?

u Trust v Survivability

Technical credibility Institutional defensibility

Is the technical basis credible,
explainable and operationally
reliable?

Can decision-makers explain and
defend payout and non-payout
outcomes under scrutiny?

How to use this framework

This framework is applicable across macro, meso, and micro parametric arrangements.

o Define the arrangement, decision under What it is not
consideration and lifecycle stage. ;
; - A readiness score
: A product-pricing or
o Assess alignment across all five layers implementation
. manual
- Arecommendation
o ldentify where misalignment may create stress, to use parametric
why it exists, and what needs to be strengthened insurance in all cases
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GAIP Parametric Framework

In brief

e Parametric insurance is increasingly feasible across Asia, but durable scaling remains
uneven.

e Drawing on evidence from ten Asian jurisdictions, this paper translates recurring scaling
conditions into a five-layer diagnostic framework.

e The framework supports decisions on where, how and under what conditions parametric

Parametric insurance is increasingly recognised as an instrument that complements
indemnity insurance and broader disaster risk financing strategies. Supervisory bodies
have clarified that index-based structures can be accommodated within existing
insurance laws. Development institutions have incorporated parametric mechanisms
within layered risk-financing frameworks. Industry participants have refined trigger

construction, modelling, pricing, and digital delivery processes.

Despite regulatory permissibility and technological progress, scaling outcomes remain
uneven. Across multiple Asian jurisdictions, parametric insurance is legally feasible and
operationally viable, but efforts that extend beyond pilot initiatives vary considerably. In
some contexts, adoption has stabilised within specific segments or institutional

arrangements. In other cases, products remain episodic, repeatedly piloted, or narrowly

confined to particular use cases.

GAIP's study, Scaling Parametric Insurance in Asia', examined these patterns across
macro, meso, and micro levels. The study found that regulatory accommodation is
generally present and that technical feasibility is rarely a sole binding constraint. Instead,
scaling durability appears contingent on the interaction of market structure, effective
“last mile” distribution, institutional governance, demand clarity, data credibility, and
renewal dynamics. The study suggests that renewal cycles and post-event outcomes are
important inflection points, because these are the moments when differences between
experienced impact and payout outcomes can affect confidence, governance acceptance

and willingness to continue coverage.

12026. Global Asia Insurance Partnership. Scaling Parametric Insurance in Asia: An in-depth analysis across macro,
meso and micro levels.



This paper builds upon those findings by formalising the structural conditions identified
in the evidence base into an organised framework — the GAIP Parametric Framework.
The framework shifts the analytical emphasis from individual enabling factors to how
those factors interact. Regulatory clarity may enable feasibility, but does not ensure
continuity. Technical credibility may support trust, but it does not resolve fragile
governance. Demand recognition may initiate adoption, but without institutional
defensibility and lifecycle continuity, programmes may stall at renewal. Durable scaling,
which, in this framework, refers to broader or deeper adoption that can be maintained
across renewal cycles, appears contingent not on the strength of any single component,

but on sufficient alignment across multiple dimensions.

This framework is therefore diagnostic rather than prescriptive. It does not propose new
legal categories, prescribe sequencing, offer a readiness index or attempt to quantify
market maturity. Instead, it provides a structured lens through which stakeholders can
assess whether the institutional environment is prepared to sustain parametric
insurance's predefined trigger logic and the possibility of divergence between

experienced impact and payout.

The framework is derived from qualitative evidence gathered across ten diverse Asian
jurisdictions. These markets differ in supervisory traditions, insurance penetration, hazard
exposure, and institutional capacity. While the framework is Asia-derived, the structural
dynamics identified, including the interaction between risk recognition, governance
defensibility, technical credibility, and lifecycle continuity, reflect features inherent to
parametric insurance operating within accountable institutional systems. Applicationsin
other regions should consider local market contexts and may require adaptation of the

overall concepts.

The GAIP Parametric Framework is a specialised sub-framework within GAIP's broader
integrated protection gap framework. It deepens the structural logic of parametric
insurance as a solution within the efforts to increase insurance penetration and bolster
risk-financing while remaining anchored to system-level coherence. It is intended to
inform dialogue among regulators, the insurance industry, institutional buyers,
development partners, and policymakers before selecting solutions or planning their
implementation (part of Step C — The Solutions Menu in the GAIP integrated protection

gap framework)2.

2 2026. Global Asia Insurance Partnership. Catalysing Resilience and Well-Being — An integrated and holisitic
approach to Protection Gaps



Parametric insurance does not fail merely because it diverges from measured loss. The
potential for divergence is intrinsic to its design. Fragility more often reflects the extent or
consequences of divergence and incomplete alignment between that design logic and
the institutional systems within which it operates. This framework seeks to clarify those
conditions, not to advocate universal adoption, but to improve the quality of strategic

decision-making around where, how, and under what conditions parametric insurance is

likely to scale durably over time.



From Evidence to Framework: Key Insights

The companion study, Scaling Parametric Insurance In Asia, provides the evidence base
for this framework. It examined how parametric insurance is understood, enabled and
applied across diverse Asian contexts, and suggests that durable scaling depends on the
interaction of several reinforcing conditions rather than on any single constraint. This
framework organises those findings into structural functions to clarify why partial

alignment may allow pilots or isolated placements but not necessarily durable scaling.

Five insights are especially important for understanding why parametric products may

not scale durably:

What the companion study indicates Framework implication

Legal accommodation creates possibility, not Legal and supervisory legitimacy is

durable scaling: foundational but does not determine

Parametric insurance can generally be whether adoption will endure.
accommodated within existing insurance

frameworks across the ten Asian jurisdictions

examined. Market confidence depends on

whether supervisory expectations are clear,

predictable and understood.

Where permissibility is implicit but not clearly
articulated, insurers may hesitate to invest in
product development, and institutional buyers

may perceive elevated uncertainty.

Risk exposure does not automatically create Demand legitimacy depends on
demand: Parametric insurance is most useful whether parametric insurance solves a
where a specific liquidity or operational function defined function better than available
can be identified, such as rapid liquidity, service alternatives.

continuity or simplified settlement where
conventional loss assessment is slow, costly or

impractical.

Where the purpose is clearly embedded within
decision-making and financing processes, the
product is more likely to be assessed against its

intended function.

Where the purpose is ambiguous, or where the

product is implicitly judged against indemnity



What the companion study indicates

Framework implication

expectations, dissatisfaction may arise even when

the contract operates as designed.

Predefined triggers create a governance test:
Payout outcomes may differ from experienced
impact. The real test often comes after launch,

when an event occurs or renewal is considered.

This is not a flaw in the structure. It is part of how
parametric insurance works. Where institutions

have anticipated this possibility and embedded it
within governance, communication and renewal

processes, adoption is more likely to persist.

Technical credibility is necessary, but not
independently determinative: Reliable data,
transparent trigger construction, defensible
methodology and operational reliability underpin
confidence. Technical strength alone does not
ensure continuity where demand, governance or

delivery arrangements are weak.

Conversely, parametric insurance does not require
perfect data in all contexts. It requires data,
methodology and trigger logic that are sufficiently
credible, explainable and defensible for the

intended use.

Scaling should be assessed across the lifecycle:
Many initiatives begin as pilots or one-off
transactions. The harder test is whether the
arrangement can be renewed, refined and

sustained after real events test its design.

Initial deployment may be possible where there is
external support, recent risk awareness or strong
individual sponsorship. Where these conditions
are weak, the same issues often reappear at

renewal.

Institutions need to be prepared to
explain, defend and sustain the

arrangement when divergence occurs.

Technical credibility must be explainable
and defensible for the intended use, not

merely sophisticated.

Lifecycle sustainability depends on
anchor buyers or aggregators, sufficient
scale, pricing and reinsurance continuity,
institutional memory and clear

ownership.



Taken together, these insights show why a framework will be useful. Challenges rarely
occur because a key factor is missing. More often, they arise because several factors are
only partly in place. For example, a product may be legally possible, but there may be no
clear demand for it. Demand may exist, but the institutions involved may not be ready to
manage and explain how it works. The product may be technically sound, but it can be
difficult for organisations to defend when payout outcomes differ from actual losses. It
may also be expanded quickly without enough attention to how it will be maintained
over time. These situations may allow a product to be launched, but they do not

necessarily support long-term success.

The main challenge can vary depending on the level at which parametric insurance is
used. At the macro level, public finance rules, government accountability and political
support may be most important. At the meso level, organisational structures, financial
exposure, member expectations and institutional reputation may matter more. At the
micro level, consumer understanding, access to distribution channels, affordability and
trust may be the deciding factors. Even with these differences, the central question
remains the same: can the system around the product support predefined trigger-based
payouts, including situations where payouts do not exactly match the losses people

experience?

This framework does not recommend adoption, introduce new regulatory requirements
or suggest that parametric insurance is suitable in every situation. Instead, it helps
identify the conditions under which parametric insurance is more likely to move beyond
isolated use and become a lasting part of broader risk-financing and protection-gap

strategies.



The Parametric Framework

Our companion study identified recurring conditions associated with durable scaling of
parametric insurance across macro, meso and micro contexts. That study concluded that
regulatory permissibility and technical feasibility are generally present across many Asian
markets, yet durable scaling beyond the pilot stage varies considerably. This framework

formalises those observed conditions into five layers.

The purpose of this framework is to clarify the structural functions that must be aligned
for parametric insurance to maintain continuity across introduction, renewal cycles and

stress events.

Parametric insurance differs from indemnity coverage in one defining respect. It
formalises predefined trigger logic. Divergence between experienced impact and payout
outcome is therefore inherent. The question is whether the institutions involved are
prepared to manage that feature over time, especially when outcomes are difficult to

explain.

Evidence from the companion study suggests that durable scaling is most likely when

the five layers work together.
The Five Structural Layers

1. Possibility: Legal and Supervisory Legitimacy
Necessity: Demand Legitimacy and Risk Recognition
Survivability: Institutional Defensibility

Trust: Technical Credibility

NN

Durability: Lifecycle Sustainability

These layers are not sequential steps. They represent structural conditions that operate
simultaneously, although Layers 1and 2, Possibility and Necessity, are often foundational
to durability, even where pilots proceed before they are fully established. Deployment,
especially in pilot contexts, may proceed under partial alignment. Durable scaling relies

on sufficient alignment across all five.
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g_l Possibility

Legal and Supervisory legitimacy

Can the arrangement be
legitimately recognised, approved

/ and transacted? \

—
Necessity

Demand legitimacy and risk
recognition

g"\

J Durability

Lifecycle sustainability

Are the conditions in place for the Durable
arrangement to persist across
renewal cycles?

5 ) Is there a recognised, material need
Parametric Scallng and is parametric insurance the
appropriate financing layer?

u Trust v Survivability

Technical credibility Institutional defensibility
\/

Is the technical basis credible, Can decision-makers explain and

explainab|e and operationally defend payout and non-payout

reliable? outcomes under scrutiny?

Figure 1: The GAIP Parametric Framework - Diagnostic, not prescriptive. The layers operate together, and

durable scaling depends on sufficient alignment across all five.

Layer 1 — Possibility: Legal and Supervisory Legitimacy

Legal and supervisory legitimacy determines whether parametric insurance can be
recognised, approved and transacted within prevailing insurance and prudential systems.
IAIS guidance supports this framing by treating legal certainty and supervisory coverage
as foundational to parametric insurance?®. It recognises that such products may be
accommodated within existing insurance frameworks without a standalone legal
category, while noting that clearer legal framing can support supervisory consistency,
with the key focus on whether the product falls within the insurance supervisory
perimeter, thereby preserving policyholder protection, fairness, market integrity, and

prudential soundness.

Across the ten studied Asian jurisdictions, parametric insurance is generally
accommodated within existing non-life insurance frameworks. Supervisory attention

focuses on classification, insurable interest, product governance, disclosure, capital

31AIS (2018). Issues Paper on Index Based Insurances, Particularly in Inclusive Insurance Markets, and
FSI (2024). FSI Insights on policy implementation No. 62: Uncertain waters: can parametric insurance help bridge
NatCat protection gaps.
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recognition and reinsurance enforceability. Most markets, therefore, do not appear to

require bespoke statutory reform.

This layer establishes whether deployment is legally and institutionally possible. Where
regulatory interpretation is ambiguous, insurers may hesitate to invest in product
development, and institutional buyers may perceive elevated uncertainty. Where
supervisory expectations are clear and well understood by market participants, the
insurance industry is better placed to translate that clarity into product governance,

design choices and development priorities.

However, evidence indicates that legal permissibility alone does not determine durability.
In several markets, parametric adoption occurred within broadly accommmodating

regulatory frameworks yet remained limited in depth, scale or continuity.

Legal legitimacy defines feasibility. It does not determine durable scaling.

Layer 2 — Necessity: Demand Legitimacy and Risk Recognition

Demand legitimacy begins upstream of product design. It is not established merely by
the existence of risk exposure, nor by the supplier's willingness to develop a parametric
product. It requires recognition by the buyer, accountable institution, or intended
beneficiary that a financially material risk exposure or protection need exists and that
parametric insurance is an appropriate financing layer relative to available alternatives.
For parametric insurance, it also requires an explicit understanding that the instrument
provides payouts triggered by predefined parameters rather than loss indemnification.
This may be due to a need for rapid liquidity after a risk event, or to operational challenges
in conventional insurance processes, such as when losses are difficult, costly, or slow to

assess.

Parametric insurance appears most durable when its liquidity or operational function is
clearly embedded in decision-making processes, such as fiscal response frameworks,
balance-sheet management, service continuity, or livelihood support. Where this linkage
is explicit, differences between experienced impacts and payout outcomes are more likely
to be interpreted in light of the product’s defined purpose, rather than as evidence that

the product has failed.

Where demand formation is episodic, innovation-driven, or implicitly framed through
indemnity expectations, fragility increases. Ambiguity at this layer often remains latent
until stress events occur. At that point, a non-payout or partial payout outcome may be

perceived as failure, even if the contract has operated as designed.

Demand legitimacy shapes how subsequent outcomes are interpreted. Without it,

governance pressure intensifies under stress.

12



Layer 3 — Survivability: Institutional Defensibility
Institutional defensibility refers to the capacity of accountable decision-makers to justify
parametric outcomes, especially non-payout events, within governance, reputational and

political systems.

Because the potential for divergence is inherent in parametric design, scaling durability

depends on whether institutions anticipate and prepare for it. This includes:

e explicit acknowledgement of basis-risk tolerance,

e predefined allocation and use of payouts,

e governance clarity around trigger interpretation, and

e renewal logic embedded within planning cycles.

Evidence from the companion study indicates that the first significant real-world trigger
event frequently functions as a structural stress point. Governance systems are activated.
Political accountability may intensify. Public interpretation may diverge from contractual

logic.

Where divergence has been anticipated and embedded in institutional planning and
delivery processes, durable scaling is more likely. Where it has not, hesitation frequently

emerges despite technical correctness.

Institutional defensibility can function as a hinge between deployment and continuity. It

translates demand clarity and technical credibility into survivability under stress.

Layer 4 — Trust: Technical Credibility
Technical credibility encompasses data reliability, trigger construction, calibration

methodology, modelling integrity and operational execution®.

Supervisory authorities consistently emphasise objectivity, transparency and defensibility
in index design. Reliable data sources and documented methodologies that are
appropriately and effectively communicated underpin confidence among regulators,

insurers and buyers.

However, evidence indicates that technical sophistication alone does not guarantee
durability. In several contexts, technically sound products did not progress beyond pilot

stages where demand clarity or governance alignment remained incomplete. Conversely,

4 For discussion of credible indices, basis-risk scenarios, back-testing and contingency planning where data
collection or index calculation is impeded, see IAIS (2018). For recent survey evidence concerning index selection,
data-provider verification, trigger structures, payout structures and back-testing in non-agricultural natural-
catastrophe products for households and SMEs, see FSI (2024). For purchaser-oriented prompts on evaluating
data providers and comparing prospective payouts against historical events, see Generali and UNDP (2024),
Parametric Insurance to Build Financial Resilience.
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minor technical imperfections may be tolerated where governance is strong, and

communication is disciplined.

Technical credibility is necessary. It is not independently determinative.

Layer 5 — Durability: Lifecycle Sustainability

Lifecycle sustainability refers to the conditions that allow parametric insurance to persist

across multiple periods and renewal cycles.
This includes®:

e anchor buyers or aggregators capable of absorbing volatility,

e acredible financing pathway, including how any catalytic or concessional support will
taper, be replaced, or become institutionally embedded,

e sufficient scale to justify modelling, governance and administrative infrastructure,

e reinsurance alignment and pricing that remains affordable and sustainable across
renewal cycles, and

e institutional memory extending beyond individual champions or political cycles.

Parametric insurance frequently begins as pilot experimentation. Durable scaling
depends on embedding within longer-term arrangements rather than remaining

transaction-specific.

Where the earlier layers are strong, renewal becomes easier to justify. Where they are

weak, the same problems resurface at renewal.

Interdependence and Stress Dynamics

The five layers are interdependent. Fragility rarely arises from the complete absence of a

single layer. More commonly, it reflects partial alignment.
Misalignment across adjacent layers generates predictable stress points:

e Demand clarity without governance preparedness may produce renewal hesitation.

e Technical credibility without institutional defensibility may result in contested trigger
interpretation.

e Legal permissibility without scale anchoring may allow deployment but not
continuity.

e Scale without demand clarity may produce economically viable but politically fragile
structures.

5 For complementary discussion of pilot maturity, viable operations, affordability, continuity of critical functions
and contingency arrangements where index, distribution or reinsurance providers cease to perform essential
roles, see |IAIS (2018).
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The first real-world trigger event often tests multiple layers simultaneously. Divergence
activates governance systems, evaluates demand recognition, and tests confidence in

technical credibility. Renewal decisions then reveal whether alignment is sufficient.

This framework, therefore, reframes scaling durability as a question of systemic coherence
rather than transactional feasibility. The relevant strategic question is not only whether
parametric insurance can be structured, but whether the institutional environment is

aligned to sustain its defining characteristics over time.

Application Across Macro, Meso and Micro Levels

The binding layer may differ across levels:

e At the macro level, institutional defensibility and fiscal embedding frequently
dominate.
e At the meso level, anchor structures and reputational accountability are central.

e At the micro level, demand clarity, distribution capability and expectation
management are often decisive.

At any stage, one layer may constrain progress. Durable scaling, however, requires

sufficient alignment across all five.

With this framework in place, the following section presents a structured diagnostic lens

for assessing alignment in practice.

15



Applying the framework

This framework does not claim that parametric insurance scales by moving through the
steps. Instead, the framework asks whether the institutional environment can absorb the
defining characteristics of parametric insurance: predefined trigger logic and the

possibility that payout outcomes differ from actual losses.

Applying the framework, therefore, requires a diagnostic approach that surfaces
misalignment before stress events or renewal cycles expose it. The aim is to identify
where structural areas are weak, why they are weak, and what must be strengthened to

allow parametric insurance to be more likely to scale durably.

The application below is a high-level, non-exhaustive illustration. The relevant evidence,
stakeholders and responses will vary by case. In addition, the application should be
anchored to a defined arrangement, the decision under consideration and the lifecycle

stage at which it arises.

This section provides that diagnostic lens in three level-specific versions — macro or
sovereign, meso and micro. At all levels, the diagnostic is structured around the five

interdependent functions, aligned with the five layers of the framework.

For each level, the diagnostic is framed as five key diagnostic questions and includes
indicators of alignment, warning signs where misalignment may exist, and illustrative

actions where misalignment occurs.

Before applying the diagnostic
The diagnostic should be applied to a defined arrangement, decision and lifecycle stage.
The indicators, warning signs and illustrative actions are high-level and non-exhaustive,

and should be adapted to the context.

16



Macro Level

Layer & Key

diagnostic question

Indicators of alignment

Warning signs

Illustrative actions

Possibility:

Is parametric
insurance structurally
admissible both
within insurance rules
and public finance
rules?

Parametric insurance can be procured
lawfully, paid for through budget
processes, and recognised by auditors
without being treated as discretionary or
irregular.

The insurance regulator may be
comfortable, but the procurement
authority, budget authority or audit
process cannot defend why premiums
are paid for insurance that may not pay
after a risk event.

Adoption then remains episodic because
fiscal governance cannot carry it through
renewal.

The response is usually institutional
clarification rather than legislative
reform.

Clarify the institutional treatment early.

Confirm how the premium line is
authorised, how payouts will be
recorded, and how the contract is
interpreted within existing rules.

Document the instrument’s purpose as
part of the disaster risk financing
strategy rather than as an ad-hoc
purchase.

Necessity:

Is there a public-
sector demand for
risk transfer, and is
parametric insurance
the right financing
layer?

A time-critical fiscal or operational need
can be identified, and predefined
liquidity adds value relative to reserves,
contingent credit, indemnity insurance,
donor support or ex-post budget
reallocation.

Examples include early response
financing, rapid procurement, essential
service continuity or avoiding
destabilising budget reallocations.

In these contexts, parametric insurance
is not purchased for loss matching but
for predefined liquidity.

The need is mainly long-horizon
reconstruction funding, or parametric
insurance is pursued because it is
innovative, available or donor-supported
rather than because it fills a specific
liquidity gap.

This introduces divergence risk without
clear added value.

Demand legitimacy also requires explicit
acceptance that the insurance is not
indemnity-based.

If decision-makers cannot state plainly
that non-payout in a visibly damaging
event is possible and acceptable given
the insurance’s purpose, then demand
legitimacy is incomplete even if a
liquidity gap exists.

Map the post-event fiscal timeline,
especially the first 7, 30 and 90 days.
Identify which decisions fail if liquidity is
delayed, compare that need with realistic
alternatives, and test the use case with
budget holders, disaster response
agencies and accountable public
institutions.

If a timing or operational gap is not
demonstrated, then parametric
insurance may not be the right layer for
this use case.

17



Layer & Key

diagnostic question

Indicators of alignment

Warning signs

Illustrative actions

Survivability:

Can a non-payout be
defended under
political and audit

At the macro level, survivability can be a
hinge. It helps determine whether the
instrument survives the first real stress
event and whether it renews.

The first non-payout is likely to be
interpreted as institutional failure,
scandal or waste.

Renewal becomes politically difficult

What can be done when survivability is
weak is governance work, not technical
work.

Conduct a formal scenario exercise

scrutiny? The buyer has prepared for divergence. even if the contract operated correctly. before deployment.
Basis-risk tolerance is documented, a Test a severe event with visible impacts
non-payout explanation is pre-agreed, where the trigger does not activate.
and an accountability chain can . . . .
. ) - Clarify who communicates, what is said
withstand parliamentary, audit and L
; ) and how the decision is defended.
media scrutiny. C )
Success is measured against the defined If the o.rgamsatlon cannot defend this
T scenario, deployment may need to be
liquidity purpose, not whether the o
; deferred until it can.
payout feels fair to observers.
Trust: At the macro level, “technical credibility” | The trigger is a black box to decision- Simplify and increase transparency.

Is the trigger credible,
explainable and
contest-resistant?

means more than model quality. It
means the trigger can be defended to
non-technical stakeholders under stress.

The data source is independent and
recognised, the trigger logic can be
explained simply, back-testing is
documented, and fallback procedures
exist in case of data disruption.

Trigger determination is contest-
resistant.

makers or affected stakeholders, data
sources may be publicly challenged, or
verification processes are ambiguous.

Even a technically sophisticated model
can become institutionally fragile if it
cannot be explained and defended.

Use more interpretable indices where
possible, publish clear historical
illustrations, define fallback data sources,
and establish an explicit trigger
determination protocol.

The aim is defensibility, not maximum
technical optimisation.

Durability:
Are renewal
conditions

structurally
embedded?

Durability is not a funding question
alone. It is also an issue of delivering
benefits to clients, maintaining
institutional memory and building
continuity for reinsurance.

Premiums can be planned over multiple
years, renewal responsibility is assigned,
decision logic is documented, and
reinsurance capacity is aligned to
continuity.

Coverage depends on individual
champions, post-disaster urgency or
one-off donor support.

The programme may deploy once but
struggle to renew.

When the benefits of the macro-level
parametric insurance are cascaded to
the individual level, even when take-up is
limited, discontinuing the coverage (and
hence benefits) after the individuals have

Embed parametric insurance within
medium-term planning.

Assign clear ownership, document
evaluation criteria tied to the liquidity
purpose, and engage reinsurers early to

18



Layer & Key
diagnostic question

Indicators of alignment

Warning signs

Illustrative actions

The rationale survives personnel turnover
and political cycles.

experienced them can create a negative
insurance experience through the
community, particularly where
withdrawal is interpreted as unreliability
rather than as a funding or programme-
design constraint.

This can weaken trust not only in the
product, but in future insurance offerings
more broadly.

support continuity across renewal cycles.
6

In applying the macro-level diagnostic, existing operational resources can help translate the framework into a practical assessment.

The World Bank’s Financial Protection Against Natural Disasters operational framework can support assessment of post-disaster funding

gaps, the timing and cost of different financing instruments, and the appropriate layering of reserves, contingent credit, insurance and

other sources, and the Generali-UNDP report Parametric Insurance to Build Financial Resilience provides a complementary practical

checklist covering the risk, existing protection, exposure, data providers, historical payout scenarios, payout planning and claims processes.

These resources support the proposed 7-, 30-, and 90-day expenditure mapping.

® For complementary approaches to theory of change, impact measurement and programme-level output and outcome indicators, see Generali and UNDP (2024). This

supports evaluation of results but does not, by itself, assess funding, reinsurance, or institutional continuity.
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https://openknowledge.worldbank.org/entities/publication/0845dc7f-86a5-56f3-bc9a-b8f2290f0b0d
https://www.undp.org/publications/parametric-insurance-build-financial-resilience

Meso Level

Layer & Key diagnostic

question

Indicators of alignment

Warning signs

[llustrative actions

Possibility:

Is the structure
legitimate for the
institution and its
downstream
relationships?

Insurable interest, policyholder identity
and beneficiary relationships are clear
and accepted within prevailing
insurance and contractual norms.

For aggregators, the structure is clear
on whether coverage protects the
institution’s balance sheet, provides
defined benefits to downstream
beneficiaries, or supports a pre-agreed
institutional response.

The institution’s role is ambiguous, or the
coverage and communication point in
different directions.

Members or customers may believe they
are individually insured when the product
is intended to protect institutional
liquidity.

Payout or non-payout outcomes may
then be interpreted as unfair, even if the
contract operates as designed.

Clarify the contract’s legal and practical
posture from the outset.

Align the policyholder structure,
disclosure, distribution framing and
post-event communication with how
the institution manages its member or
customer relationships, including
whether payouts are retained, passed
through or used to deliver predefined
support.

Necessity:

Is there an institutional
or aggregator-
mediated demand for
risk transfer, and does
parametric insurance
solve the right
function?

Meso demand legitimacy should be
tested through the institution’s own
risk, cash-flow and stakeholder context,
and, where the institution acts as an
aggregator, the risk and financing
needs of its intended beneficiaries.

Demand legitimacy must show why
parametric is needed rather than
merely possible.

The institution can identify a specific
exposure, such as immediate cash strain
from deductibles, correlated revenue
collapse, credit portfolio stress or non-
damage interruption that indemnity
cannot cover cleanly, quickly or cost-
effectively.

Speed, predictability or simplified
settlement matter more than precise
loss matching for that exposure.

Indemnity insurance already covers the
relevant exposure effectively and quickly,
or the institution’s vulnerability is not
primarily driven by timing, liquidity or
assessment difficulty.

Parametric insurance then becomes
redundant complexity rather than an
added layer of resilience.

Conduct exposure mapping and
liquidity stress testing.

Quantify cash-flow stress in the first
post-event period, for example up to 90
days, and compare this with indemnity
timing, coverage scope, reserves,
contingent credit and other financing
instruments.

Where the institution acts as an
aggregator, test whether payout timing,
form and use match downstream
beneficiary needs.

If no material gap exists, the course of
action is not to redesign triggers. It is to
reconsider whether parametric
insurance belongs in the stack at all, or
only as a narrow, early liquidity layer.
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Layer & Key diagnostic
guestion

Indicators of alignment

Warning signs

[llustrative actions

Survivability:

Can divergence be
defended to boards,
donors, members or
shareholders?

The institution has prepared its
governance environment for non-
payout or partial-payout outcomes.

It can explain plainly what the insurance
does and does not do, defend the
premium spend after a visible event
that does not trigger payout, and
absorb adverse basis risk without
undermining institutional trust.

Stakeholder legitimacy depends on
visible fairness.

For cooperatives, MFls or member-based
organisations, impacted members may
expect support and interpret non-payout
as institutional failure or unfairness.

Use pre-commitment and education.

Run a structured non-payout scenario
with the board or leadership, then with
key stakeholder representatives.

Test whether the institution can explain
the product’s purpose and manage
expectations without collapsing trust.

Trust:

Is the trigger
intelligible, credible
and operationally
reliable?

Trigger logic is transparent enough for
non-technical leadership to understand.

Data sources are defensible, back-
testing exists, trigger determination and
payout processes are operationally
dependable, and internal audit or
governance stakeholders are
comfortable with the methodology.

The trigger is too technically complex for
leadership to explain, or data sources are
likely to be questioned by members or
customers.

A technically sound product may still be
fragile if institutional leaders cannot
defend it.

Prioritise interpretability over marginal
gains in correlation.

Simplify the trigger where possible,
create scenario illustrations, document
verification protocols and define
fallback data sources.

Durability:

Is the instrument
embedded in
institutional policy and
supported by viable
renewal conditions?

Parametric insurance is adopted as part
of an institutional risk policy rather than
as a pilot curiosity.

Renewal responsibility is assigned, the
rationale is documented, and
reinsurance relationships support
continuity.

Any catalytic or concessional support
has a defined transition pathway, the
arrangement has sufficient scale, and
renewal pricing and available insurance
or reinsurance capacity are expected to
support continuation.

Uptake depends on a single champion,
the institution treats the product as an

experiment, or annual renewal becomes a

repeated legitimacy battle.

Funding or subsidy support has no
transition pathway, the arrangement
lacks viable scale, or renewal pricing or
available capacity may make
continuation unaffordable or unavailable.

Formally embed the instrument.
Integrate it into risk management
documentation, define how it is
evaluated against its liquidity purpose,
and establish renewal procedures that
survive personnel turnover.

Define the financing or subsidy
transition, test the scale needed for
viable administration and risk transfer,
and engage insurers and reinsurers
early on renewal pricing and capacity.
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Micro Level

Layer & Key diagnostic

question

Indicators of alignment

Warning signs

[llustrative actions

Possibility:

Can the product be
sold fairly in
accordance with
consumer protection
and conduct rules?

Product governance, disclosure, suitability
and sales practices can realistically ensure
understanding. The channel can sell the
product without systematic
misunderstanding.

Distribution incentives encourage mis-
selling, or disclosures are too complex
for the target market. Permissibility on
paper is therefore not matched by fair
and credible delivery.

Simplify documentation, use scenario-
based and factually back-tested
illustrations, train distributors and apply
suitability controls.

Necessity:

Is there consumer
demand for this form
of protection, and is
parametric insurance
an appropriate and
understandable
financing tool?

Consumers recognise the exposure,
perceive value in transferring the risk, and

understand the trigger-based payout logic.

The primary problem is timely access to
cash, and rapid liquidity is more valuable
than precise loss matching.

Relevant demand signals may include
customer comprehension, willingness to
pay, perceived affordability, claims
expectations, trust in the distribution
channel, prior experience with insurance,
and understanding of the trade-off
between premium, payout frequency and
basis risk.

The primary problem is timely access to
cash, and indemnity claims processes are
slow, inaccessible, too costly or impractical
relative to the size and nature of the loss.

Parametric insurance may be appropriate
when documentation barriers, claims
friction or claims assessment costs make
indemnity impractical, or when rapid
liquidity is more valuable than precision,
and consumers understand that a visible
loss may not always result in a payout.

Consumers want full-loss
replacement, expect indemnity-style
claims assessment, or cannot
understand why payout depends on a
predefined trigger rather than
observed loss.

In such cases, the product is likely to
be judged against the wrong
benchmark and may disappoint even
when it operates as designed.

What can be done is to test demand
formation as a priority, not to improve
trigger design.

Assess whether consumers can explain
the product in their own words,
understand non-payout scenarios, see
value at the proposed price and trust
the distributor to communicate payout
and non-payout outcomes fairly.

Demand legitimacy is incomplete if
consumers do not understand that
payout depends on the predefined
trigger, may not correspond to their
actual loss, and is intended to provide
rapid, predefined cash support rather
than full loss replacement.
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Layer & Key diagnostic

guestion

Indicators of alignment

Warning signs

[llustrative actions

Survivability:
Can non-payout
outcomes be socially

and reputationally
absorbed?

At the micro level, survivability is often
carried by the distributor and the brand.

The distribution channel has trust,
communication capability and post-event
protocols to manage non-payout
disappointment.

The product is sold and serviced in a way

that prevents non-payout from becoming a
reputational crisis.

Social backlash is likely after a visible
event, and one adverse basis-risk
episode could collapse the
programme.

Combine expectation setting with
product-design choices that make
basis-risk trade-offs visible before
purchase.

Some programmes respond to non-
payout risk by lowering triggers so that
products pay more frequently, but this
increases cost and may weaken
affordability.

A more durable approach is to engage
customers directly on the trade-off
between premium, payout frequency,
and basis risk, including, where feasible,
by offering simple trigger or coverage
choices.

This can support both education and
affordability, because customers see
that higher payout certainty has a price
and that lower-cost options involve
greater non-payout risk.

Use clear non-payout examples, trained
agent scripts and post-event
communication protocols.

Trust:

Is the trigger
geographically and
intuitively credible to
the consumer, and are
trigger determination
and payout execution
reliable?

Retail trust is highly sensitive to perceived
mismatch. Even if the trigger is objectively
measured, consumers anchor on lived
experience.

Trigger geography and measurement align
reasonably with what consumers observe,
and the index is intuitive enough to be
explained simply.

The underlying data and trigger
determination are verifiable, and payout
execution and fallback procedures are
dependable.

The measurement point is distant, the
index does not reflect local experience,
or the logic cannot be explained
simply.

Data, trigger determination, or payout
execution may also be difficult to verify
or unreliable.

Consumers do not need actuarial
detail, but they need intuitive
coherence.

Improve geographic resolution, choose
more intuitive indices, use blended data
where appropriate, test alignment with
consumer views of adversity, and
provide clear examples.

Document how the trigger will be

determined and verified, and establish
clear payout and fallback procedures.
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Layer & Key diagnostic
guestion

Indicators of alignment

Warning signs

[llustrative actions

Durability:

Is renewal supported
by channel structure,
viable economics and
repeated use?

Micro durability depends on the
distribution structure and behavioural
acceptance.

The product is embedded in trusted
channels or repeated contexts, such as
credit relationships, cooperatives, utilities
or platforms that support renewal
discipline and customer education over
time.

Any subsidy or premium support has a
defined continuation or transition pathway,
and portfolio scale, renewal pricing and
available insurance or reinsurance capacity
support continued coverage.

Sales are one-off and opportunistic.
Renewal depends on luck, recent
event experience or pilot continuation
rather than a repeatable channel
structure.

Renewal remains fragile where
affordability depends on temporary
support, scale is insufficient, or pricing
or capacity cannot be sustained after a
pilot.

Embed the product in channels that
support repeated learning cycles and
predictable renewal, rather than relying
on ad hoc marketing.

Alongside channel embedding, define
how any support will continue, taper or
be replaced, monitor renewal
affordability and scale, and confirm
continued insurance and reinsurance
capacity where relevant.

The micro-level diagnostic can be strengthened by drawing on existing client-value assessment tools that test whether parametric

insurance is understood, valued and trusted by the intended users. The ILO’s PACE tool can support an initial assessment of

microinsurance client value across Product, Access, Cost and Experience, including comparison with other formal and informal ways of

managing the same risk.

For agricultural index insurance, the 3-D Client Value Assessment Toolkit offers a more specialised way to assess product design,

distribution and delivery, while its Ex Ante Tool is designed for products that have not yet launched.

These tools support testing of comprehension, willingness to pay, non-payout understanding and trust.
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In Practice...
At any given stage, one layer may function as the binding constraint. However, binding

constraints are dynamic.

e |n early-stage contexts, risk recognition may constrain adoption.
e |In mid-stage deployments, governance fragility may surface during renewal.

e In technically mature systems, lifecycle embedding may limit depth despite
alignment elsewhere.

A common analytical misstep is to focus on the most visible constraint, often regulatory

interpretation or technical calibration, while overlooking adjacent misalignment.

This framework encourages stakeholders to ask not only which layer appears weak, but

how misalignment across layers may generate stress under real-world conditions.

Another point to note is that partial alignment is common. Partial alignment persists for
structural reasons. Different actors govern different layers. Regulators shape
permissibility. Insurers design triggers. Reinsurers manage volatility. Institutional buyers
define demand. Political or executive leadership absorbs accountability. Renewal

decisions sit within planning cycles. These domains rarely converge automatically.

Furthermore, innovation momentum may accelerate deployment before structural
embedding is complete. Deployment may therefore precede full alignment.

Misalignment frequently remains latent until exposed by trigger events.
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Limitations of this framework

This framework is derived from qualitative evidence across ten diverse Asian jurisdictions,
as discussed in the companion study, Scaling Parametric Insurance In Asia. It does not
quantify readiness or predict scaling trajectories, and its purpose is interpretive. Its
application requires contextual validation and engagement across regulatory, insurer,
and institutional domains. This is a first step towards a coherent systems framework and
should be considered a work in progress, to be refined over time as more evidence and

dialogue emerge.

Integrating & complementing the broader ecosystem

Parametric insurance has been examined across multiple strands of literature.
Supervisory bodies have clarified regulatory expectations for index-based insurance,
including treatment under existing insurance law, prudential recognition, transparency
standards, and conduct considerations. Development institutions have analysed
parametric instruments within broader disaster risk financing and risk-layering strategies.
Industry publications have explored technical design, pricing, modelling approaches, and
innovation pathways. These contributions have been instrumental in establishing the

legitimacy and technical credibility of parametric insurance across jurisdictions.

This framework does not seek to replicate or replace this body of work. Instead, it brings
supervisory principles, technical considerations and disaster risk financing perspectives

together using regulator-informed evidence from the ten Asian jurisdictions.

This framework contributes in three ways.

1. Integration Across Structural Layers

Much of the existing discourse addresses parametric insurance through component-

based analysis — legal classification, actuarial integrity, or portfolio design.

Rather than assessing whether each component is individually sufficient, this framework
builds on the existing literature and emphasises alignment across legal legitimacy,
demand legitimacy, governance defensibility, technical credibility, and lifecycle

sustainability.

This alignment perspective shifts the analytical focus from technical optimisation to

systemic coherence.
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2. Emphasis on Renewal and Institutional Stress Dynamics
Supervisory and development literature has clarified enabling conditions for parametric
deployment. This framework complements this by explicitly incorporating renewal and

stress dynamics into the structural model.

Parametric insurance formalises divergence between experienced impact and payout
outcome through predefined trigger logic. This framework identifies the first real-world
trigger event as a structural stress point in which governance systems, demand clarity,
and technical credibility are tested simultaneously. By embedding renewal dynamics
within the architecture itself, this framework extends the conversation beyond

deployment feasibility to institutional durability.

3. Diagnostic Orientation Rather Than Readiness Ranking
This framework is not a quantitative maturity index, performance benchmark, or
comparative ranking tool. It does not prescribe universal sequencing, nor does it attempt

to predict adoption trajectories.

Instead, it provides a structured basis for discussion, grounded in qualitative, regulator-
informed evidence. Its purpose is to support structured dialogue among regulators,
insurers, institutional buyers, and development partners by clarifying how alignment

across structural layers shapes scaling durability.

This orientation distinguishes the framework from implementation toolkits or operational
manuals. It is intended to inform strategic reasoning rather than direct technical

execution.
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Conclusion

Key takeaways

e Parametric insurance’s value and fragility both arise from predefined trigger logic.

e Durable scaling depends on sufficient alignment across the five structural layers.

e The practical question is whether institutions can explain, defend and renew the

arrangement after real events test its design.

Parametric insurance occupies a distinctive position within the broader risk-financing
landscape. It does not replicate indemnity logic, nor does it merely accelerate payout
timelines. By formalising trigger conditions in advance, it converts ex-post ambiguity into

ex-ante design. This structural characteristic explains both its appeal and its fragility.

The evidence reviewed in the companion study suggests that parametric insurance tends
to scale durably when alignment across five structural layers is sufficient to absorb the
interpretive consequences of predefined divergence. Legal permissibility establishes the
possibility. Demand legitimacy establishes necessity. Institutional defensibility enables
survivability under stress. Technical credibility underpins trust. Lifecycle sustainability

embeds continuity.

Where these layers align, parametric insurance may scale as a durable risk financing
instrument within broader resilience strategies. Where alignment is partial, adoption may

proceed but remain episodic.

The framework does not prescribe adoption, nor does it imply that parametric insurance
is appropriate in all contexts. It clarifies the structural conditions under which adoption
appears more likely to persist. In doing so, the framework shifts the analytical emphasis

from transactional feasibility to systemic coherence.

Parametric insurance does not fail merely because it diverges from loss. Fragility more
often reflects the extent or consequences of divergence and incomplete alignment
between design logic and institutional context. Recognising this distinction allows
stakeholders to interpret deployment outcomes not as isolated successes or failures, but

as signals of structural coherence or misalignment.

The framework should therefore be applied alongside GAIP's integrated protection gap
framework and its operational pathway, ensuring that solution-level design remains

aligned with system-level objectives.
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For institutions considering parametric adoption, the question is not simply whether the
instrument can be structured, but whether the institutions involved can explain, defend

and renew it after real events test its design.
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Disclaimer:

This report is published for informational purposes only and does not constitute professional
advice of any kind. GAIP makes no representation or warranty as to the accuracy, completeness
or adequacy of any information, statistics or data contained herein, including information
sourced from third parties, and expressly disclaims any and all liability based on such
information or any omissions therefrom. Any reliance upon this report shall be entirely at the

reader’s sole option and risk.

© Global Asia Insurance Partnership (GAIP) 2026. All rights reserved.
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