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Insurers not of
one mind on
climate change
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According to the Murnich Reinsurance
Company, the world's nations have
endured naarly cre trilion dollars in
SConomic Iossaes (and 170,000
fataltios) dues to 8800 Matural disasters
over the past fiteen years. Thrae-
quartars of tha loss costs wera
weather-related, and a fifth were
insured, Over the past 50 yaars, the
number of wagther-related natural
dizasters has bxsen steadily rging, as
herves the total and newred losses.
MNzarky 50% of these losses are visited
on LS. -hasad companies, and
between 1970 and 1999 losses
{adjusted for inflation) grew nine-times
faster thar population. Mearwhile, the
insured fraction of total losses has
incressed steadily, as has the size of
those losses in relatkon 1o premium
incoma, Bankruptcies of large and
small insurers alike have bean triggered
by weather-related ratural disasters,

Vulnerability

Weather-ralataed events touch a
surprisingly diverse set of insuranas
providers, although the degree of
vulnerakility vares sutxstartialhy
Property insurers are mora vuinerabie
than are life and heaalth insurers, and
within the diverse property segment
some insurance lines are more

vulnasrable than others, While the total
avalable reserves are large cormparsed
to catastrophe losses expetionced N
the past, not all of these funds are
available to pay such losses, Infact. in
the U5, about 905 of these reserves
are associated with types of insurance
that have relatively little if any weather-
related exposure (e, workers
compensation, medical malpractios,
lizbaility?.

The effects of increased lossas can
lead to upward pressure on insurance
reservas and prices, the sensitivity of
insurers' stock prices to major westher-
related events, and an increasing
rurmkzer of insolvencles. Large and
smdl insurers gike have been
impacted by weather extrermes anc waill
b rmore 50 in the future if the
frequency or internsity of weathar-
refated events ncregses. The
cartinued hsurakiity of such isks s a
central question, especially given that
mast experts - and the
Intergovernmental Panel on Climate
Change (IPCC) - projact ncresses in
axiremes avants going forsward.

One of the vexing diemmas facing
insurers is the dificutty of disentangling
the: causes of weather-related loss
evants. This is especially trus for those
potertialy related to human-inducad
clirmatic change versus ratural climate
cyckes, and those having o do with
human activity that coulkd acceaberate or
tampen the process (gemographic
trends, increasing property values,
disaster mitigation efforts, ete.). In mary
Cases, Wpward trends in losses have
shown to be a product of both hurman
and climatological factors, but an in-
depth understanding is harmpered by
technical complexty and insufficiant
information: Compounding the
problem, climate change research is
rarely conducted with insurers in mind.
Importanthy, the most recent
assessment from the IRCC reports that
certainty of past and Tuture climate
changes is higher than ever and that
impacts on ratural and human systems
are already perceplivle. The IPCC
repcrt iooked at insurer vulinerabilities in
some depth,

Mihile a number have ghwen some
attention 1o the issue. the vast majority
of individual firme and many trace
organizations have not ndicated an
Cpinion (st lzast not Inthe public
farumy. A few have taken definitive
positions that thers iz a material threat,
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while others have adepted equaly
strong views to the contrary. Same
have elacted to pursue research and
the fortification of socisty against
climate change, and others to adopt a
“swait-and-see” stance. LS. insurer
invokamient in the issue was
significantly graeater in the mid-1990s
thar itis today, with marny insurers
parahzed by conflictng reportage on
e wope and skeptical aboul the
political and sclentific assessments of
climate change.

Tools

Insurers have a number of toals for
reducing their financial vulneratility,
lhese include purchasing reinsurance,
ralsing rates, non-renewal of existing
policies, and the cassation of writing
nEw policies, They may also it their
ligtility by capping amounts of
imsurance avalable, placing special
limits of lability on Coverans, proviciing
coverage on an ‘actual cash value"
Dasis (taking deductions for
deprecation and/cor betterment)
instead of paying for the replacemearnt
cost, and increasng the deductibles
paid by their ustomers, They may also
ool their risks and strve to Ncrease
thair investment income, and, if
aufficiently burdenad, reduce dvidends
ta share and/or poicyholders,
Implemeanting somae of thess measures
may recuare legslative or regulatory
action and presant possible paolitical
arnd market risks

Meanwhile, inswrers - in consart with
ather parties - also possess 3 divarse
toolkit of engineering approaches to
managing and rminimizing the kosses
causad by natural hazards, These
Include use of gecoraphic information
Zyetems to bettar understand and
FIrooint risks, land-use planning, Nood
COMtrol programs, early warnig
systems, sustainabe forest
meanagernent, coastal detensa, and
wind-resistant construction lechniques
supportad by buiding codes. However,
some within the industry question
whather even tha combined effect of
s types of loss control are
sufficient,

ImsUrers are alko able to transfer or
share lpgs cosls with govermments,
seif-insureds, consumers, and to the
capital markets. Insurers paint out,
nghtfully, that ot all dsks ars
commercially msuralble in a market
sconomy. Seeking reductions in private

sector newrance coverage for climarne-
and westher-related hazards produces
iNcreased pressure on governmeant to
assuma the associated ricks.
Gioverniments, however, hava
repeatedy shown reluctarnce to
increase their existing insurance
exposures and kakilities for providing
disaster raief. This tengion is a central
clilermma facing society in the face of
rising catastrophe Iosses, especially
since govemment-insured Grop and
flood losses are partioularly likaty 1o
INCrease under chmate changs,

Insurers have treated loss control as a
relatively “local’ enterprise, whereas it
would entail a rather drarmatic shift i
salf-percepticn for insurers to engage
in the activity at a (iteraly) giohal scale
Mareover, wa have seen no
Ouarttative analyses of how cimate
changes could effact the ‘probahle
rmEximium Ioss" estimates upon which
nsurance pricing and planning rest

With sorme notable exceptions, the
preponderance of existing U.S. insurer
activities fall in the area of pre- and
post-disaster lbss mitigation, rather
than imvolvernent in cimate science or
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“The importance
of probability
cait only be
dertved from the
fudgement thal
it is rational (o
be guidded by it
i action; and a
practical
dependence on
it can only be
[Justified by a
judgement that
it action e
ought to act fo
frifee soime
account of it."

John BMesmard
KEyres,
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clating the potantial effects of
dimate change itasif. An imporant
semantic paint is that while the climate-
chiange resaarch community uses the
word “mitigation” to refer to measures
that promise to reduce the process of
climate change

» IMSUrance
COTYTILNIty Uses the term to refar o
maasuras that raducs the likalhood of
koseos from climate-ralated (and other)
EVEIS

Points on the
compass

Cur n-depth Interdews with insurance
executives and extensive review of the
literature found that insurers have
assumead posthions on all poirts of the
public policy compass. Mary of the
nsurance execllives exnibit a genuine
desire to make a comtribution toward
sale-guarding the pubks and their
policyholders. Hovvewver, most claim to
lack the scientific knowledge needaed to
participate in the climate-change

debate. ronically, some stridently
declare a lack of expertise and in the
same breath state with authority that
climate change is not teking place

Over the past decade, LS. insurars, (o
thalr cradit, have beon involved Ina
larce number of activities in which tha
qguestion of weather-related losses
{and N some cases cimate cha
Lsalf) have Deen addresssd. Wi
evidences considerably maors
irvolvenment than many outside the
IMsUrarnce community are awars of,

ge

what doss mot ermsrge 15 a sense thal
theso events have Bt upon one
another towards some sort of
consensus on the matter or towards a
coordrated plan of acticn extercirg
beyond preliminary discussion and fact
finding activities

Given the potertial for disruption
cauaad by cimate changa, It is notablae
Mo limited LS. insurer activities nawe

been (at least a= is evidenced in the

pubslic record) to analyze the problem
At the higheast level, we discem thrasg
bamc types of "perceptual barriers® to
more in=degth msurer mvohrement and
cofiaboration with NoN-iNsurer groups.
Thess nclude: (1) uncertainties
regarding the science of dimate
change, (2] distrust, ermanating from
parochiglism and provincizisrn among
siakehokders: and (3) lack of
knowdadoe and the failure to fully
understand stemming e irsufficient
cialog amaong stakeholder groups,
Unclarying thesea, we idantify an
extansive saries of bamiers that fall ifto
the categories of "legal and regulatony
"techrical and nfarrmational

"economic and market”, and "palitical”.

We touch on the sometimes
rermarkable difforences batwaen tha
gotbaties and statements of U.S. and
non-U. 3. insurers. These include the
relative weight of gresn marketing and
green poltics, the rols of gowvernmerts
i natural disasters, conceptual
approaches 1o loss prevertion and
mitication, and the perception of new
businesa opportunities resantad Dy
clirmate change risks. Likewise the
regulatony rola and tax-law
erviranment, as weall as the tone and
tenor of goverrment relations with
insurers, and differerces in carporate
culture and the timaframes with which
insurers measure ther futures can differ
dramatically among courtnes. t was 27
VEars ago that European insurers first
ariculated conceamn about climate
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change (16 yaars bafors their LS.
colleagues first pubdicly sddressed the
iEsue). Yat, it = also fair 10 say that, ina
few select ways, ULS. insurers are
ahaad of their Eurcpean courtarparts,

Men-insurer organizations in the U5,
often evidanoa litle appreciation for
differances n conditions feced by
themsaeves arnd insurers., Although
generally wall intentioned, we find that
effarts 1o involve insurers in the climate
change discussion have met with very
rrated success. Wa baliove that the
problem stems in part from nan
insurers’ lack of knowledge sbout the
intrcacies of tha insurance business,
L&, its histony, reguiation: the comrmon
misperceplion that insurers ara a
mahalithic group and occasional
overstatement of the facts on cimate
change. Mearwhile, mutual
understanding is glso hampered oy
insurer percantions that these groups
are paliticaly rather than scientificaly
rrativated or that non-reurers cannot
bring trus vaiie to their core business,

Bridging the gap

t appears that differences in worchview
and analytical orismtation have served
to separate many Insurers and non-
insurers on the question of cirmate
change. Some of these differences
My prove irreconcilable, but others
certainly stand to e bricged throwgh
increased mutual understandng and
interdisciplinary, cooperative ressarch
and mguiry. Both communities - and
thelr corstituencies — no doubt stand 1o
benefit fram engaging with the otherin
a more comprehansive diskog. From
vanous quarters within the insurance
COMImunity, we are already hearing a
call for 2 mors holistic appreach, ong
that integrates no-regrats
amiranmental protecton with the
discipline of dizaster rizk managemeant,

This article summarizes an extensive
report: “ULS. Insurances Industry
Perspectives on Global Climate
Changs." Copies may be orderad at
amilis@il.gow.
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Award for new
Credit Suisse
Group
environmental
report 1999/
2000

e cresclit-
suisse. comysustanaiity

Cradit Suicse were
nonoured during arscent
prezentation for the bast
erwvironmmental reports by
Swiss companias. The
reports were judged by
anvironmental experts of
PriceWaterhousalioopers
and an indepandant jun.
The Group's new
Emvirormental Report
128972000 carna in third
(DUt of 34 reports) in the
large comparny categony,
after Carmon and Sulzer,
MWartin Wetter, memizar of
the Executive Board of
Cradit Suisse Barlangg and
Ervircnmantal Officer of
Credit Suisse Broup,
accepledine prize on
bahalfef the cormpany. The
fullverssan of the new 056
Ervirorsmeantal Report
19859/2000 i= only avajlabies
carilire.

Yasuda Fire
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Yasiuda Fre & Marine
meurance Go, Lid(Takyo

Japan) have jusi me,'a-rued

up the English versicn of
thair website. Thepurposse

af this new Site S to relay
their primary riessags of

Taking on arsironrmertal
i55Ues as part of al our
fweg' The site is tailored for
childrean, with special

Taatures such o5

‘EcoTheatre animaticn

Clips’ that expilam

environmental Issues ina
simple and fun way o
lesTy, Also featured is an
‘Eooluiz' as wellas a
Messago Card sanics and
hessane Board. Through
‘Messane Card Forest”,
they have sstup a
doration fund for
emvironmnental MNGOs (for
evary oard sant. 20 yar will
bedonated by Yasuda)









