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Climate change: some reflections on insurers’ “defensive” measures

Caroline Van Schoubroeck(
K.U.Leuven University, Belgium
One of the key questions of the questionnaire on Climate Change is “Insurers’ measures of protection against excessive exposures”. This question inquires into the so-called “defensive measures” which insurers have taken so far or are planning to take in response to the impact of climate change. The question refers to some examples of these defensive measures, such as “improvement of statistics, raising risk awareness, prevention, limits of indemnity, deductibles, exclusions, premium increases, withdrawals from markets, adaption to reinsurance agreements”. 
From an attitude of wait and see … 
To our inquiry about the reaction and attitude of the Belgian insurance industry, a befriended insurer made the following, in our view in this respect highly significant and symptomatic, comment: “Climate change is not really considered as having an immediate impact on our products. Direct insurers have the tendency to handle such things re-actively. We live by virtue of statistics and start acting when the losses begin to transcend what is bearable. Our confrontation with climate change is indirect, namely when we negotiate with our reinsurers. They use models to simulate the impact of natural phenomena upon the portfolio of direct insurers. In these models assumptions about the frequency and gravity of events are calculated. Reinsurers are adept at proactively predicting catastrophic tendencies, because they have a commercial interest”
 

Based on the analysis of the Belgian regulation and practice, the overall feeling is that Belgian insurers are at this moment not asking for, nor planning a change in policy conditions. In addition, no clear signs or indications of a “greening” of the insurance industry, or of “green brokerage” were observed.

This leads us to the conclusion that the attitude of the insurance industry appears to be one of “wait and see”. This attitude of the Belgian insurance sector can to a large extent be explained by the structure of the insurance industry in a small country like Belgium. Indeed, the centres of decision of almost all the major Belgian insurance companies have been moved to the headquarters of a number of large insurance companies established in the surrounding European Union countries. 

Since the insurance industry in general is highly internationalized, the issue of climate change and insurance should not be tackled on a purely national basis. Indeed, the approach to determining long-term and strategic orientations with regard to climate change should take place at a higher level, a European Union or a Mercosur level in the first place and finally globally.
In this setting of an AIDA World Conference, an interesting question is whether the Belgian attitude of the insurance sector significantly differs from the attitude in other countries. Based on the information which we could gather in the other national reports on climate change and as explained in the presentations delivered at the Plenary Session of the AIDA Conference, we must conclude that the answer is no.

It is no secret that the insurance industry worldwide is still searching for more accurate statistical data. Also the literature reveals that the majority of the current studies on climate change focus only on projecting the possible weather-related changes resulting from global warming. Clearly, further studies will have to be developed to improve the modelling of the economic and societal costs arising from the effects of climate change, including the impact on insurability
. 

In addition and even more important, is the fact that predicting climate change on a regional level to a practicable degree is currently not possible. Nevertheless, reports are made of various studies currently in progress, in some countries in cooperation with the government.
With regard to the cartography of risks, the Belgian insurance industry has actively participated, together with scientists and the government (local and federal), in the demarcation of zones situated in Belgian which are in particular susceptible to flood. The mapping of these risk zones forms a key element in the Belgian regulation of private insurance of natural disasters. 
This current Belgian system applies to insurance policies, covering household risks as well as property risks with a maximum insured value, for the damage caused by fire
. Those policies must extend fire coverage to compensation of damage caused by a package of natural disasters, among which flood, earthquake, landslide and tidal wave. This extension of coverage is mandatory but the fire insurance policy itself is not compulsory. Each fire insurer has the right to refuse coverage for damage caused by flood in case the building is situated in one of the so-called risk zones as defined by Royal Decree on the basis of mapping criteria set out by law
.

To the challenge of adaption measures
In the Belgian answer to the Questionnaire the authors stress that the insurance industry must abandon its “wait and see” attitude. In its extreme, this passive stance could result in the failure of efforts to counter or reduce the impact of climate change, leaving the industry to re-act by solely adjusting the current insurance products and raising premium levels or adapting coverage through withdrawals, exclusions, etc.

Even if currently changes in policies offered by private insurers do not appear to be a major problem, with the exception of damage to property, many commentators clearly express the fear that this scenario might be a realistic one.
Moreover, international studies and surveys conclude that insurers are increasingly coming to see climate change as a material risk to their business
.

The authors of the Belgian Report share the opinion of many distinguished authors that the joint insurance and reinsurance industry, as important members of the world’s league of experts on risk management and strategy, have an obligation toward themselves and to the world to contribute proactively. The challenge is, as Walter Stahl stated
, to move from the past event-based or litigation-based learning, to a forward-looking view of risk that is not purely grounded in historical experience. 

Today it is common knowledge that in general two key actions are available to contain the impact of climate change, namely mitigation and adaptation measures
.

a) Mitigation measures aim at curbing the emission of greenhouse gases, at drastically limiting the elevation of CO2 concentration

In the UN Framework Convention on Climate Change the goal is described as “to achieve (…) stabilization of greenhouse gas concentrations in the atmosphere at a level that would prevent dangerous interference with the climate system”. 

Well-known examples are investing in companies that have a track record of tackling environmental issues or premium reductions for hybrid cars.

b) Next to these and at least equally important are the so-called adaptation measures which aim at reducing society’s vulnerability to the impacts of climate change. 

The IPCC’s Fourth Assessment Report (AR4) defines adaptation as “any adjustment in natural or human systems in response to actual or expected climate stimuli or their effects, which moderates harm or exploits beneficial opportunities”.

These adaptation measures seek to soften the impact of climate change and look for opportunities in the new situation. Examples are putting in place sound infrastructure to pay claims after a disaster strikes, or developing products to compensate farmers if the amount of rainfall is not enough for farming operations.
Two Japanese insurers, Sato and Seki, illustrate that insurers are well positioned to make well-balanced contributions through both approaches
. It is important to recognize that the insurance industry has undoubtedly a personal interest in this strategy. Climate change poses indeed a big management risk to the insurance industry and has become an extremely important issue for the sustainable growth of its business. 

Moreover, as Walter Stahel wrote in the Geneva Papers in 2009 “insurance industry’s role is to assess and manage risk in order to reduce other people’s volatility and risks have to be insurable and have to be priced in a competitive way”
.
Another key argument underlying the importance of adaption measures is that in case the insurance industry itself does not respond appropriately to the threat of rising uninsurability, it will face increased regulation. The Argentine experience as reported, illustrates that, at least from a risk management and economic perspective, not all regulatory intervention are beneficial.
This pro-active approach is a global challenge, which does not exclude that local solutions are required because of the differences in risk exposure between states and regions, industrialized and developing countries and in market capacity
. 

Until now, most actions currently operational, have been situated in the insurance lines of damage to property caused by natural disasters, even though the prime objective of these measures was not always adaptation to climate change.
Few countries have enacted regulation, such as the aforementioned Belgian regulation of private insurance of damage caused by natural disasters. This regulation provides that the burden of the damages caused by the compulsory package of natural disasters is spread over three layers of solidarity: (i) solidarity between the insured persons, (ii) solidarity among the fire insurers providing fire insurance activities in Belgium, up to a total amount of loss to be covered on an event basis within statutory defined limits and (iii) solidarity of all taxpayers.  The National Disaster Fund plays a role comparable to that of an excess of loss reinsurer, but limited to a fixed maximum.

One of the major drawbacks of the Belgian regulation is the lack of preventive measures, with the exception of the risk zones and the exclusion of certain defined goods from coverage.

On the occasion of an international law conference, we should ask the question whether the insurance sector in general adequately applies the regulatory tools available to impose prevention measures upon the insured, such as regulation on balanced warranties or the German-law “Obliegenheit”.
Let me conclude with a quote from Charles Darwin: “It is not the strongest that survives, nor the most intelligent or the fittest, but the one that is the most adaptable to change”. [image: image1][image: image2][image: image3][image: image4][image: image5][image: image6]
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