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Abstract:  After the “921 earthquake” had caused great damage on lives and estates, the Ministry of Finance in
Taiwan established the Taiwan Residential Earthquake Insurance Pool (TREIP) in July 2001 as the hedging
mechanism accordingly. While part of the NT$50 billion capital required for reconstruction would come from
insurance and reinsurance companies domestically and internationally, it is highly questionable that this obligation
could be fulfilled especially when sufficiently large catastrophes would occur. In essence, large catastrophes can
always be deemed as undiversifiable systematic risk nationally or regionally, and they can hardly be resolved
based on traditional approaches such as risk transfer applied in the insurance or reinsurance market.

As a mater of fact, the domestic ability to absorb the reconstruction capital required in the TREIP is evident, as
this point can be further supported by some simple static analyses provided in this study. Therefore, even if it is
necessary to issue a certain amount of catastrophe bonds, they should only be treated as contingency funds to relax
the pressure of domestic capital market, and should never be designed as to dispossess the investor’s capitals. If
making catastrophe bonds as speculated tolls for investment, then not only their issuing costs would become
heavier, but also could force investors to back out of the deal completely during the peak period of catastrophic
occurrences. It is believed that the best way to construct the TREIP and to issue the correlated catastrophe bonds

should be designed under the framework of social insurance in order to have a sustainable operation.
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