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Proposal of New Risk Financing Method Aiming at the Reduction in Basis Risk
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Securing immediate funding for business recovery is indispensable for minimizing economic damage by sudden
disasters. There are some existing methods for risk financing, for example, earthquake insurance and alternative risk
transfer (hereinafter called ART). However, there is still room for better risk financing methods to be developed. In
this paper a new method is proposed, combining features of earthquake insurance and parametric triggered ART with
focus on minimizing basis risk. A model portfolio of 10 building assets in Tokyo Metropolitan area was applied in
analyzing the performance of this method, followed by the conclusion that this method is attractive for both the
recipient and the risk takers and has good possibility to be a new tool for risk financing.
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