Insurance Times; Forces of Nature 2006.
20™ March 20086.
Session 3, Hurricanes and Catastrophe modelling
“Storms and Hurricanes, will insurers be blown away?”

David Crichton is an FCII and a Visiting Professor at the Benfield Hazard
Research Centre, University College London

Natural disasters have been increasing. The most notable in recent times
being the 2004 Asian tsunami, and the 2005 hurricanes in the Gulf of Mexico.
These have highlighted the risks to coastal cities from the sea, risks which will
inevitably increase as climate change causes sea levels to rise’.

The death toll from the earthquake in Pakistan accounted for 83% of the total
mortality of that country for the year, but only 3% of total economic damages
from disasters. By contrast, Hurricane Katrina in the USA accounted for 1.5%
of total deaths in the year and 78% of total economic damages from
disasters?.

In 154 years of record keeping®, 2005 had the most named storms (27) the
most hurricanes (14), the highest number of major hurricanes hitting the USA
(4), and the most category 5 hurricanes (3).

Is this a new 150 year natural cycle we did not know about? It could not of
course be climate change because the US fossil fuel industry funded
scientists tell us that global warming does not exist, or if it does, the world
should not worry because it will not affect the US for another 1,000 years, or if
it does, it will not harm US business, or if it does, it is not caused by
greenhouse gas emissions, or if it is, it is not due to burning fossil fuel, or if it
is, it is entirely the fault of China and India. (Some people have dared to
suggest that scientists and lobbyists funded by the US fossil fuel industry may
not be entirely objective...)

Here in the UK, the jury is still out on whether an increase in storminess can
be expected due to climate change. However there are persuasive arguments
that storm tracks may change®, and according to the Met Office Hadley
Centre the number of severe storms crossing England has doubled in the last
50 years”.
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This is bad news for insurers: traditionally, storms have tended to track over
the North of Scotland, where buildings are constructed to very resilient
standards to cope. If these storms move South to England where buildings
are much less resilient and more densely concentrated, then losses could be
severe as was demonstrated in the storms of October 1997, (1 million claims)
and January and February 1990 (3 million claims).

Will the continent of Europe also suffer more from storms? December 1999
was a particularly bad month with three major storms happening close
together:

— 3/4th “Anatole” cost $ 2.3 bn

— 26th “Lothar” cost $5.9 bn

— 27th “Martin” cost $ 2.5 bn
While Anatole was the least costly of these storms, it did produce an
unexpected and unprecedented 5 metre storm surge in Denmark where
350,000 properties were damaged when sea defences were breached. If
such a surge were to be repeated in the Thames, London could be at risk of
major flooding.

When modelling catastrophes, there are three major factors to be considered:
exposure, vulnerability and hazard.

Exposure
More and more people are living near the coast or on low lying land.

Vulnerability
Greater wealth, more use of expensive electrical goods and lightweight

building materials mean that modern properties are much more vulnerable to
damage.

Insurance funded research® has shown that in the 1987 and 1990 storms,
houses built after the 1971 changes in building regulations were much more
likely to be damaged.

Hazard
While exposure and vulnerability are increasing, so is hazard as sea levels
rise and climate change concerns grow.

So will insurers be blown away?

The answer is almost certainly “no”. Insurers are buying more reinsurance to
spread the risk globally. The danger is that a “catastrophe clash” could hit
markets in different continents at the same time. Insurers could certainly
become much more proactive in encouraging society to adapt to climate
change by using more resilient construction methods.
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In Australia, insurers and banks became fed up with lack of government
action on building standards and developed their own set of standards, called
the “Blue Book”, which is used by mortgage lenders to determine eligibility for
lending. Builders there have learned to ignore government standards and use
the Blue Book instead. Government keeps updating the official standards but
no one uses them. One wonders what it would take for the insurance industry
to think about trying such an idea in Britain? It would enable the industry to
neatly sidestep government inertia and complacency.
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