
As scientist at the Vienna University of Economics and Business in Vienna (WU) I have been dealing 
with risk management and insurance for more than 27 years and I would like to answer questions (2) 
and (3) as posed in the Green Paper of the European Commission, 16.4.2013: 

 Mandatory product bundling and compulsory disaster insurance should definitely NOT be instituted 
as this leads to negative, inacceptable effects: 

- EFFECTS OF REDISTRIBUTION OF WEALTH among consumers/policyholders, even 

- PARADOXICAL EFFECTS OF REDISTRIBUTION among consumers/policyholders; 

- DISTORTION OF COMPETITION among companies and  

- INJUSTICE for consumers/policyholders. 

 In the sequel of floods in Austria in June 2013 representatives of the insurance industry are 
advocating a compulsory disaster insurance, bundling several natural disaster risks including the 
flood risk. It is supposed that in such compulsory models net risk premiums for objects in high-flood-
risk zones are far below (“some hundred Euros”; or even “below 100 Euro”) of what is risk-
equivalent (expectancy value of losses insured; rather “thousands of Euros”) and that net risk 
premiums in less or not at all exposed areas will be above the risk-equivalent net risk premium. 

Arguments (“solidarity”; lacking of “risk community” if there is no compulsory insurance) are used 
which are inacceptable in the frame of the private insurance industry. With risk equivalent (“fair”) 
net risk premiums no policyholder is sacrificing something for another policyholder. And this is the 
very principle of private insurance. 

Product bundling appears to be a way of concealing (“everybody will be affected somehow then”) 
that premiums are not risk-equivalent and that hundreds of thousands of consumers/policyholders 
will pay too much for what they get for their premium. 

Thus there is REDISTRIBUTION OF WEALTH (in terms of expectancy values of wealth) among the 
consumers/policyholders, as the expectancy value of wealth of policyholders in high risk zones is 
raised (they become “richer”), whereas the expectancy value of wealth of consumer/policyholders in 
low risk zones is deteriorated (the become “poorer”). And such redistribution of wealth cannot be 
the function of the private insurance industry!  

Even there will be PARADOXICAL REDISTRIBUTION of wealth: Policyholders with high income in high-
flood-risk zones (net risk premium below expectancy value of losses insured) are 
subsidized/supported by policyholders with low income in low-flood-risk zones (net risk premium 
above expectancy value of losses insured). 

If companies are concerned, there will be DISTORTION OF COMPETITION: A company with real 
estate in a high-flood-risk zone (and maybe this company has paid less for the real estate due to its 
exposure to flood hazard!), which is paying too little for its risk, is subsidized/supported by 
companies in low/no-risk zones (which maybe have paid more for their real estate due to the fact 
that it is not exposed to flood hazards!), which pay too much for their risk. So these latter companies 
are forced to subsidize other companies - even their competitors - in high risk zones! 



In all, mandatory product bundling and a compulsory disaster insurance therefore are definitely 
UNJUST. It is questionable why just a certain group of consumers/policyholders should be forced to 
pay too much for what they get so that others are allowed to pay too little. This is so absurd as if all 
purchasers of small cars were forced to pay more in order to make it possible that purchasers of big 
luxury cars need not pay so much. 
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