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Dr Andrew Dlugolecki, Visiting Research Fellow, Climatic Research Unit, University of East Anglia 
andlug@btinternet.com         +441738626351 
 
1 (a)What is your view on the penetration rate of disaster insurance in the European Union? Please provide 

details and data to support your arguments.  
The use of disaster insurance particularly against natural disasters is very variable, and in general is 
rather low.  In general, flood and drought are poorly covered, and coverage drops off from a higher 
level in north-west Europe to a lower level in the southeast. See the two reports “Application of 
economic instruments for adaptation to climate change” CLIMA.C.3./ETU/2010/0011 and 
“Insurance and climate change: A report for  DG Climate Action (CLIMA)” under the project 
“Support to the development of the EU strategy for adaptation to climate change; contract 2011/S 
103-68013” by A. Dlugolecki, dated July 8 2012, for more detail. This means that the victims have to 
rely on a mixture of inadequate financial streams to try to recover their former economic status, but 
there is not good evidence to support this point. 
1 (b) Is more research needed to understand any possible gaps in insurance supply and demand, 

insurance availability and coverage? 
Yes, the evidence on insurance take-up rates is incomplete (see the report “Application of economic 
instruments for adaptation to climate change” CLIMA.C.3./ETU/2010/0011.  
Also, more research is required to report accurately what the impact on the economic position of 
victims is, and relate this to the financial recovery instruments that were available to them.  
 
2 (a) What further action could be envisaged in this area? Would mandatory product bundling be an 
appropriate way to increase insurance cover against disaster risks? 
Product bundling (i.e. via multi-risk policies) is generally an excellent way to increase coverage. If it is 
to be mandatory, then there have to be clear procedures to deal with high-risk clients, in order to 
protect both the insurer from extreme losses, and the at-risk actor from exceedingly high premiums 
or stringent conditions. 
2 (b) Are there any less restrictive ways, other than mandatory product bundling, which could constitute an 
appropriate way to increase insurance coverage against disaster risks? 
The conditions for public relief need to be clearly defined and publicised, to ensure that at-risk actors 
can see that insurance is a preferable option to non-insurance.  
Conventional insurance products are often perceived to be expensive , particularly for at-risk actors 
with low incomes. This can be tackled at two levels; first by providing more appropriate products, 
simplified and supplied with other services , such as rental of social housing; and secondly by more 
generally applicable innovation to reduce the cost of insurers’ capital (see later).   
Insurance intermediaries could be better educated about the need to advise their clients to protect 
themselves against natural hazards, particularly with business interruption cover for SME’s. 
Lenders could be encouraged to ensure that their borrowers protect their assets with appropriate 
insurance, and check that the insurance is in force at annual reviews. 
Finally, better public education on disaster risk would underpin higher willingness to purchase 
insurance.  
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3 (a) Which compulsory disaster insurance, if any, exists in Member States? Are these insurance products 
generally combined with compulsory product bundling or obligation for insurers to provide cover? Is 
compulsory disaster insurance generally accompanied by a right for the customer to opt out of some disaster 
risks?  
These are matters of fact, which surely the Member State governments should be able to report, 
rather than being elicited through a public consultation. 
3(b) What are the advantages/possible drawbacks?  
There are advantages to compulsory insurance, in that it should avoid victims (consumers and 
business alike) being rendered destitute, or having to wait for an extended period for ad-hoc 
arrangements to deliver support. It could also free the public sector of unexpected financial strains 
(assuming the private sector is involved in providing the coverage). 
The disadvantages are the removal of freedom of choice, and also potentially moral hazard, if the 
insurance is available withgout any constraints or relationship to the underlying risk. 
3 (c)  Would EU action in this area be useful? 
Smaller member states might find it impractical to provide such coverage, due to their limited 
resources. Therefore the EU could provide support through a regional reinsurance facility, such as is 
proposed through ‘Europa Re’ for some countries, under an initiative fostered by the World Bank.  
  
(4) How can state or state-mandated disaster (re-)insurance programmes be designed and financed to 
prevent the problem of moral hazard? 
The most important issue is to ensure that the coverage is priced according to the risk. Not doing this 
has caused major problems in France and also the USA. Furthermore, the state has the authority to 
insist that high hazard assets are discontinued, or improved, after a claim has been lodged. 
Apart from that the state should ensure that other parties have a vested interest in loss avoidance and 
reduction through conditions like deductibles, co-insurance, and limits of liability. 
 
5 (a) Do you see any difficulties, barriers or limitations in using information to generate parametric 

insurance?  
I am now very dubious about the value of such products in general, having conducted a review of the 
Caribbean Catastrophe Risk Insurance Facility, which uses this type of insurance for wind and 
earthquake risks, and in extending into flood. Basis risk is a major difficulty, and particularly so for 
flooding events. It may be appropriate for drought, where the effects of the hazard ware more 
uniform. It is worth noting that the market for catastrophe bonds has been moving away from such 
products, towards an indemnity basis ( see “Insurance-linked securities market update”; Swiss Re , 
July 2012). 
 
5 (b) Which factors could scale-up the promotion and uptake of such innovative insurance solutions? 
More accurate weather data is required, but even then, as noted above, the basis risk is a very serious 
problem, and it is preferable to focus on how indemnity products can be made more accessible.  
 
6 (a) Could risk-based pricing motivate consumers and insurers to take risk reduction and management 
measures?  
Yes, but generally the price differentials have to be large, and there has to be sufficient benefit to the 
insurer and the consumer to overcome inertia. In particular, with one-year contracts , there is little 
incentive for the insurer to spend time and effort helping to improve a risk which may then go to 
another insurer within a year. From the consumer’s viewpoint, the technicalities and uncertainties 
involved in improving a risk with no guarantee of a premium benefit can seem very great.  
6(b) Would the impact of risk-based pricing be different if disaster insurance was mandatory?  



Possibly , because the consumer would then have no option but to improve the risk or pay much 
more. However, this could lead to abuse of power by the insurer ( i.e. over-pricing some risks since 
the consumer has no choice).  
6 (c) Do insurers in general adequately adjust premiums following the implementation of risk prevention 
measures? 
Insurers do not only use premiums as a recognition of risk prevention. It is more relevant to say that 
they will give more extensive cover, than simply to focus on the price. 
 
7 (a) Are there specific disasters for which flat-rate premiums should be suggested? 
Very few- possibly impacts from outer space. In general hazards vary in intensity according to 
location, and also the type of asset. For equity to all participants in the insurance pool, these 
differences should not be ignored.   
7 (b) Should flat-rate premiums be accompanied by caps on pay-outs? 
As stated above, flat-rate premiums are not recommended. 
 
8 What other solutions could be offered to low-income consumers who might otherwise be excluded from 
disaster insurance products? 
Conventional insurance products are often perceived to be expensive , particularly for at-risk actors 
with low incomes. This can be tackled at two levels; first by providing more appropriate products, 
simplified and supplied with other services , such as rental of social housing; and secondly by more 
generally applicable innovation to reduce the cost of insurers’ capital (see later).   
 
9 (a) Is there a case for promoting long-term disaster contracts?  
Yes, because disasters do not happen every year, even for a whole portfolio of risks. In that respect, 
disaster insurance is more akin to life insurance than to accident or fire insurance. the costs and 
benefits accrue over  a longish period, which was why at on time equalisation or catastrophe reserves 
were an accepted practice.  
Importantly, this would need a change in the way taxation is levied on catastrophe reserves. At 
present these are deemed to be ‘retained profit’. 
 
9 (b)What would be the advantages/drawbacks for insurers and the insured persons respectively? 
For insurers there could be advantages in a reduced capital requirement, due to the presence of 
accumulated catastrophe reserves. This would also smooth the effect of price movements in the global 
capital and reinsurance markets. It has been argued that there would be a significant disadvantage , 
in that contracts would be exposed to unexpected shifts in the risk level. I disagree for two reasons; 
first contracts can be constructed on an adjustable basis. Second, most catastrophe bonds are multi-
year, and are seen as quite routine in the reinsurance world.  
For the insured party, there would be greater price stability, and confidence in financial planning. 
The disadvantage would primarily be the loss of freedom of choice of insurer each year- it would only 
be available at longer time intervals. 
 
(10) Do you think there is a need to harmonise pre-contractual and contractual 
information requirements at EU level? If so, should the approach be full or 
minimum harmonisation? What requirements concerning the commitment should 
be included, for instance: 
– the nature of the insured risks, 
– adaptation and prevention measures to minimise the insured risks, 
– features and benefits (such as compensation of full replacement costs, or depreciated, time value of 
assets), 



– exclusions or limitations, 
– details for notifying a claim, for instance, if both the loss and its notification must fall within the contract 
period, 
– who and to what extent bears the costs of investigating and establishing the loss, 
– contractual effects of a failure to provide relevant information by the insurer, 
– the remedies, costs and procedures of exercising the right of withdrawal, 
– contract renewals, 
– complaints handling? 
I do not see the need to single out disaster insurance from the many other types of insurance. The list 
of items is certainly valid, but the different legal systems and cultures within the EU, and the 
principle of subsidiarity, mean that that this is not a priority area for action. 
 
11 (a) Do deductibles, excesses, co-insurance and other exclusions effectively prevent moral hazard?  
One can never eliminate moral hazard, but these measures certainly reduce it considerably, and they 
are in widespread use. 
 
11 (b) What alternative terms and conditions could be appropriate for disaster insurance, given that the 
insured party may be unable to take effective risk reduction measures against a disaster? 
I believe that the financial conditions mentioned in 11(a), as well as loss limits, are relevant to disaster 
insurance, because the insured party can usually take steps to reduce risk, and also to minimise the 
loss after an event has occurred. Additionally, insurers regularly apply behavioural conditions e.g. 
draining the central heating system in winter if the property is to be vacant. 
 
(12) How could data on the impacts of past disasters be improved (e.g., by using standard formats; 
improved access to and comparability of data from insurers and other organisations)? 
UNDP has developed a procedure called DaLA (Damage and Loss Assessment) , a methodology 
designed by one of its agencies ECLAC (Economic Commission for Latin America and the 
Caribbean) to estimate the financial impact of disasters.This could easily be modified and applied in 
the EU. My experience is that the best database overall at present is that held by Munich Re, but the 
DaLA can deliver more precise figures (at the cost of much higher investigative resources), and this 
accuracy would be necessary for major incidents    
 
(13) How could the mapping of current and projected/future disaster risks be improved (e.g., through 
current EU approaches in flood risk mapping under the Floods Directive 2007/60/EC, civil protection 
cooperation and promotion of EU risk guidelines1)? 
An undesirable feature of knowledge improvement in the EU, is the frequent use of ad-hoc project 
teams within research programmes. This means that when the project ends, the expertise is 
dispersed, and the user community has difficulty following up. It would be highly desirable to instead 
create strategic institutions to nurture and maintain expertise and data on hazards. That would give a 
permanent reference point for other stake holders. This is particularly relevant for smaller Member 
States, which could be served from a central institute. 
 
14 (a) How could better sharing of data, risk analysis and risk modelling methods be encouraged?  
By instigating a regular ‘risk assessment’ process, as the UK has done for climate change adaptation. 
(See reports by the Adaptation Subcommitteee of the UK’s statutory Climate Change Committee – I 
was a member of the subcommittee until 2012). 
14 (b) Should the available data be made public?  
Yes – up to a point. It is important that all stakeholders have access to a reasonable level of freely 
accessible risk data, as a public good, which will avoid undue bias towards large entities which can 



afford special research. However, if an entity carried out more detailed research on risks and 
hazards, they should be able to benefit commercially from the added value they have created. 
14 (c) Should the EU take action in this area?  
Yes, to promote a minimum standard for public information. 
14 (d) How can further dialogue between insurance industry and policymakers be encouraged in this area? 
By elaborating a ‘risk assessment’process for the EU, with significant stakeholder engagement.  
 
 
15 (a) How can the Union most effectively help developing countries to create solutions for financial 
protection against disasters and shocks and what should be the priority actions?  
The priority actions are risk assessment, and capitalisation of the risk finance entity (e.g. a 
reinsurance facility). The priority risks should be climate change and earthquakes. The CCRIF 
initiative for the Caribbean , which the EU and UK helped to fund, is a useful example, though the 
actual insurance instrument selected (parametric insurance) is not the best tool.   
15 (b)What types of partnerships with the private sector and the international institutions should be pursued 
for this purpose? 
Essentially, most tasks in these countries can be outsourced to the private sector. The important 
contributions from the public sector are strategy, oversight and capital, together with whatever 
official databases exist. 
 
(16) What are the most important aspects to look at when designing financial security and insurance under 
the Environmental Liability Directive 2004/35/EC? 
This was considered in a report “Risks to the Financial Sector from Chemicals” dated March 13, 
2012 which I prepared for UNEP Division of Technology, Industry and Economics, Chemicals 
Branch , as  a background paper for their Global Chemicals Outlook Project. A key issue is the limit 
of liability set by Member States, which is often very low, in comparison to the scle of damages which 
can occur.  
 
(17) Are there sufficient data and tools available to perform an integrated analysis of relevant and emerging 
industrial risks? How can data availability, sharing and tool transparency be ensured? How can co-operation 
between insurers, business and competent authorities be strengthened to improve the knowledge base of 
liabilities and losses from industrial accidents? 
I can only speak for chemicals, based on my research for UNEP in their Global Chemicals Outlook 
project, mentioned above. For the case of chemicals, the answers are:  
No:  
By patient engagement with all stakeholders, including civil society:  
By allocating the task of data compilation to designated body, in agreement with all stakeholders.   
 
(18) Considering the specificities of the offshore oil and gas industry, what kind of innovative insurance 
mechanisms could be appropriate? Are there ways for the insurance industry to reduce the uncertainty 
regarding the assessment of risks and calculation of premiums? What type of information should be 
publicly available to promote the development of insurance market products to cover major accidents? 
I do not have sufficient technical expertise to comment in this specialist area.  
 
(19) Should contractual conditions of third-party liability insurance policies be disclosed to third parties in 
case of man-made disasters? If so, how? 
One of the major problems revealed by my research on chemicals for UNEP’s GCO project, is that 
often the polluter in a chemicals incident is not capable of being identified, or has insufficient 
financial resources to meet their obligations. A key suggestion from my paper for UNEP is therefore 



to rely more on first-party insurance, where injured parties rapidly receive compensation. This can 
be backed up by the possibility for first-party insurers to pursue action to recover their costs at a 
later date, without undue delays and anxiety for the injured parties.  
 
(20) Are there specific aspects of loss adjusting which would benefit from more harmonisation? If so, 
which? Are there practical difficulties for loss adjusters to operate cross-border? 
I am not aware that there is currently any significant problem in this area. International firms of 
adjusters regularly send staff to work in different countries if they have the appropriate skills. 
 
(21) This paper addresses specific aspects related to the prevention and insurance of natural and man-made 
disasters. Have any important issues been omitted or underrepresented? If so, which? 
Several aspects could be explored in more depth. 
(a) The limited supply of capital and its high cost for natural disasters could be addressed by changes 

to taxation law, to promote the use of equalisation, or catastrophe reserves. Exempting these from 
tax when they are created would expand the available capital and reduce reliance on unstable 
external financial markets. Likewise, the use of longterm disaster contracts with adjustable 
premiums could reduce the ‘uncertainty load’ which reinsurers and insurers add to their 
‘expected’ risk premium.  

(b) The interplay between the private and public sector should be made more prominent. Insurance 
can only thrive if there is a culture of risk prevention, embodied and enforced in a regulatory 
framework.   

(c) The need for public education on risks is important. In this respect, the role of insurance 
intermediaries has been overlooked- they are often the key link with the insured party, and the 
prime adviser on risk management. 

(d) Disclosure by insurers of their strategies and actions on climate change has been implemented in 
three USA states. This has the potential to galvanise the development and adoption of best 
practice- see the recent report which I helped to prepare for CERES (“ Insurer Climate Risk 
Disclosure Survey: 2012 Findings & Recommendations” March 2013 .) The EU could consider 
following this approach.  


