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Outline of our written paper

o Pools examined :

• US pools , EQC (NZ), CCS (Spain), CCR (France), Flood Re (UK)

• Netherlands – absence of residential insurance

o Then posed three questions: 

• How did the pools price risk?

• How were deficits funded?

• Did the pools encourage disaster risk reduction?

o Australian examples of poor landuse planning 
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Read our conclusions here
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Government pools
• Begin with a market failure following a significant event and withdrawal of 

private insurers: e.g. Californian Earthquake Authority grew out of the 1994 

Northridge earthquake experience when  insurers were liable for claims of 

$15b c.f. with $3.4b in premiums collected over previous 25 years

• The politics embody an inherent contradiction in seeking to provide low-cost 

(affordable)  insurance to people who live in high-risk areas.

• Often difficult to truly assess until tested: e.g. EQC and Christchurch quakes; 

UK’s Gentlemens’ Agreement in respect of flood. 

• Details matter

• Mission matters
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National Flood Insurance Program (US)

• NFIP is administered by FEMA part of the Department of Homeland 

Security

• Created in 1968 following threatened withdrawal of private-sector 

insurers after large losses in Hurricane Betsy (1965)

• Covers storm surge losses in addition to other forms of flooding

• Owes nearly $25 billion to the Federal Reserve. Annual premium ~ $3.5b

• A recent Dept. of Homeland Security discussion document makes it very 

clear that it needs to “reduce the burden on taxpayers.”
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NFIP – Severe repetitive loss properties

• One house outside Baton Rouge, valued at $55,921, has flooded 40 times in 40 

years, amassing $428,379 in claims. 

• A $90,000 property near the Mississippi River north of St. Louis has flooded 34 

times, racking up claims of more than $608,000. 

• And an oft-flooded Houston home has received more than $1 million in payouts 

— nearly 15 times its assessed value of $72,400. 

• Numbers have reduced from about 30,000 to 11,000 over recent years but 

have accounted for 25-30% of claims. 

• Speaks to the affordability problem.

(Washington Post, June 2017)
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Citizens (Florida)

• Origins back to 1960s when crisis of property insurance availability and 

mortgage finance was conditional on its availability

• Funded by premiums, regular assessments, corporate and municipal 

bonds, etc. to provide affordable cover for catastrophic windstorm 

events in high-risk areas along the Florida coastline. 

• Shortfalls funded by policyholder surcharges, emergency assessments 

and bond issues -- all of this has to be paid for!

• Insurers must participate in the Florida Hurricane Catastrophe Fund which 

provides low cost reinsurance – concentrates risk in the State
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NZ: Earthquake Commission (EQC)

• Provides automatic first loss cover for all policyholders of residential fire 

insurance 

• Covers earthquake, landslide, tsunami, volcanic eruption, restricted storm or 

flood damage to residential land 

• Premiums collected as a compulsory levee on all homeowners policies

• Premiums are not risk-rated – 20c per $100 of insured value and capped at 

$100k for home and $20k for contents

• ‘Sorely-tested’ in Christchurch earthquake sequence and provisions under 

review
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UK & The Netherlands
• Flood Re

• Not-for-profit fund owned and managed by private sector

• Covers 2% of worst risks. Premiums capped and subsidised by a levy on all 
other properties 

• 25-year term after which premiums expected to be fully risk-reflective

• Wont cover properties built after January 1, 2009

• Government will cover losses in excess of a 1-in-200 year event 

Netherlands

• >50% of land area either below sea level or prone to riverine flooding

• Government takes responsibility with engineering solutions following large 
losses in 1953. Completed in 1997. 
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Details matter!

o Actuarially sound – is an elusive term but usually understood to that rate-making 

includes the expected value of all future obligations

o NFIP  declared as “actuarially unsound by design” by the Gov. Accounting 

Office (2001)

o Pools may be actuarially sound from a solvency perspective but need not 

employ risk reflective premiums.

o This means expressly that low-risk households are subsidising those more at 

risk. 



Actuarially sound

o NFIP 

• ‘Actuarially sound’ means premiums aim to recover losses in an average 

historical year 

• Ignores likelihood of extreme loss events like Katrina (2005)

o Citizens (and TWIA)

• premiums traditionally not risk-based and highly regulated but now on 

‘glide-path’ towards more ‘actuarially sound’ premiums 

• ‘actuarially sound’ here means premium income will cover a 1-in-100 

year loss without resorting to insurer or policy-holder assessments

• Ignores the likely clustering of events that favour the development of 

severe tropical cyclones in some seasons, or in successive seasons 



Dealing with deficits

• Katrina (2005) and Sandy (2012) rendered NFIP technically insolvent 

• Citizens after longest ‘hurricane drought’ on record was in surplus but in event 

of deficit would be funded by surcharges and emergency assessments on 

policies. 

• EQC rendered technically insolvent after Christchurch earthquake sequence 

wiped out reserves accumulated since 1945.  Fell back on government 

guarantee.

• CEA with no government guarantee, deficits would be funded by surcharges on 

premiums and prorated payout claims settlements. In May 2017 CEA brought a 

$925 million catastrophe bond to market.
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Encouraging  risk reduction

NFIP

• High-percentage of local authorities imposing flood plain management 
schemes based on 1-in-100 year flood heights but many claims have been in 
areas not covered with flood mapping

TWIA

• premium discounts for compliant housing design 
• big influence on building standards to degree buyers have expectation of a

TDI certification

EQC

• No financial incentive for homeowners to retrofit -- premiums not risk 
reflective
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Can insurance premiums signal risk?

• Australian insurers moving towards risk-reflective pricing

• Too early to say whether this is being effective in encouraging risk reduction 

and better land-use planning decisions, but:

- Who else but insurers have an explicit incentive to understand and price 

risks? 

- And who else but insurers can reward a homeowner for reducing risk?

• Both private insurers and Government pools can in principal encourage 
mitigation through premium discounts and risk-informed underwriting but 
most of pools examined here have chosen not to do so
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Insurance is not a substitute for risk 
management

• insurance transfers risk to parties with greater diversification capacity

• confers financial resilience for insured but does not mitigate the hazard

• impossible to ignore the role of poor land-use planning decisions 

contributing to increasing cost of natural disasters 

• local councils remain largely unaccountable despite benefiting from rates 

and increased economic activity. State governments also benefit.
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Brisbane 2011 extent of flooding: 

Modelled vs Reality



What has made a difference?

• The de-risking of Christchurch has been in large measure due to the actions 

of government in:

- red-lining liquefaction-prone areas and buying back land

- upgrading of building codes

• The Netherlands – government accepts responsibility for ensuring Holland 

stays open for business

• Roma and Emerald – Suncorp’s 18 month withdrawal of offering insurance in 

these towns intervention led to levees being built

• ICA in funding NFID and in convincing local councils to share flood studies
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Questions to ponder

o Is affordability the right metric?

o Would risk reduction be a better goal?

o Is an insurance solution required to solve a land-use planning problem?

o Is insurance an instrument of social policy or is it a risk-transfer  business 

o Are indemnity policies always the right way to go?
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