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Response of Caisse Centrale de Réassurance (CCR) to the European 
Commission's Green Paper on natural and man-made disasters 

 

Preamble: 

At present, there are marked differences in disaster risk cover in Europe. Some countries have 
highly elaborated dedicated compensation schemes that can take various forms while other 
countries have no mechanisms for compensating losses.  

In fact, the extent of cover differs greatly from one insurance scheme to another, with no 
relation to the level of effective risk. These differences expose European states to risks of ex 
post budgetary intervention, which can prove to be very costly in the current period of 
consolidation of public finances of European states. 

Meanwhile, the European Union Solidarity Fund (EUSF), which was set up in 2002, operates 
throughout the European Union, independently of any existing compensation and/or 
prevention mechanisms. A more effective use of European funds and better management by 
European states of this risk could therefore require all Member States' to adhere to a number 
of good practices. 

These good practices would include: 

- drawing up an organisation before any event occurs, which would therefore be 
easier to activate in the event of a major disaster; 

- establishing a link between prevention and compensation; and 

- implementing an efficient claims management system, based on industry 
professionals, whether insurers and/or loss adjusters.  

Adherence to these practices would make the EUSF fairer. Above all, it would reduce the risk 
to public finances and avoid excessive differences between Member States and their handling 
of cross-border events such as storm "Lothar", which struck France, Germany, Switzerland 
and Denmark in 1999, or, more recently, storm "Xynthia", which affected twelve or so 
European countries. Large-scale floods can also affect more than one country, like those 
recently experienced in Central Europe, and the effects of a major earthquake could be not 
contained within borders. 

In addition to making adherence to good practices compulsory, the European Union could 
assume a greater role in terms of prevention, awareness and knowledge of risks. As regards 
prevention and awareness, the EU could support cross-border prevention schemes (for 
example, at the level of an entire catchment area) or promote schemes providing citizens and 
economic agents with better information on the dangers associated with disaster risks and how 
to guard against them. With regard to knowledge, the EU would gain by promoting the 



2 

 

collection of accurate and reliable information both on the hazards (frequency and severity) 
and the property to be covered (value, extent of protection) and making it available to all the 
stakeholders concerned in order to raise their awareness of risk prevention and management 
issues.  

1. What is your view on the penetration rate of disaster insurance in the European 
Union? Please provide details and data to support your arguments. Is more 
research needed to understand any possible disparities of insurance supply and 
demand, insurance availability and coverage? 

 
Disaster insurance systems within the European Union take many different forms and vary 
greatly in scope. They can be public, private or a mixture of public and private. Some cover 
only some hazards. They can, moreover, be optional or mandatory (which affords better risk 
pooling). Therefore, to get a true measure of the disparities between insurance supply and 
demand, the penetration rate of disaster insurance should be analyzed by type of hazard and 
coverage (direct damage, business interruption, etc.). 
 
Despite the great differences between solutions within the European Union, there are 
nonetheless two major types of scheme: some States, such as France and Spain, have 
implemented systems that are mandatory to varying degrees; while other states, such as the 
UK and Germany have adopted free-market solutions. It is no surprise that the penetration 
rate is markedly higher where a mandatory system has been implemented. The picture given 
by the States in the second category is, moreover, misleading, insofar as state intervention is 
far from absent. In the UK, the coverage available on the market depends heavily on 
commitments given by Government on prevention. In Germany, the State, in practice, is 
forced to intervene ex post to make up the shortfall in private market coverage, thus enabling 
more of those suffering losses to be indemnified. At the time of the 2002 floods, the average 
penetration rate was around 15%, so that, of the €13 billion of economic losses, only €1.8 
billion were borne by the insurers. Today, the average coverage rate of households is around 
32% (with significant regional differences: 21% in Bavaria, compared with 42% in Saxony), 
so that, of the €12 billion of economic losses caused by the recent flooding, only around €2 
billion were borne by the insurers. The German State was therefore forced to release 
exceptional financial aid of €8 billion.  
 
Although outside the EU, the example of Canada is worth a mention because of the recent 
floods in Alberta, the cost of which has been estimated by the Bank of Montreal at between 
three and five billion Canadian dollars. The Premier of this Canadian province recently 
declared that it would be years before things returned to normal. Insurance coverage against 
the risk of flooding is, in fact, not very widespread in Canada, despite the fact that 61% of 
Canadians believe that home insurance includes flood insurance1. The Insurance Bureau of 
Canada (IBC) justifies the scarcity of flood insurance by the fact that the risk of flooding "is a 
risk for only the small percentage of the population who live in flood plains or flood-prone 
areas. Since most homeowners aren’t exposed to this risk, they cannot be expected to share in 
the cost. This means the price of flood coverage would be very high for the small number of 
people who might need it" (Flooded? Here’s what you need to know – IBC 2013). 

                                                            
1 Findings of a 2004 survey quoted by the Insurance Bureau of Canada (IBC) in its recent guide on the risk of 
flooding. 
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Consequently, it falls upon the State to intervene in Alberta; a financial-aid provision of one 
billion Canadian dollars has already been made. 
 
These last examples highlight the difficulty of achieving high disaster insurance penetration 
rates solely on an optional basis and, in the case of Canada, in the absence of pooling between 
the hazards.  
 
2. What further action could be envisaged in this area? Would mandatory product 
bundling be an appropriate way to increase insurance cover against disaster risks? Are 
there any less restrictive ways, other than mandatory product bundling, which could 
constitute an appropriate way to increase insurance coverage against disaster risks? 
 
A greater take-up of disaster insurance requires:  
 

- extensive risk pooling to help to avoid anti-selection, which would lead either to 
prohibitively high rates or insurers' refusal to provide coverage in areas of highest risk 
or, on the other hand, refusal of those living in areas of lowest risk to take out 
insurance. The best way to avoid these pitfalls is to make the insurance mandatory and 
to link it to a basic property & casualty insurance coverage. In France, pooling has led 
to providing effective coverage at a reasonable price.  

- government intervention in the event of major disaster. The widespread provision of 
insurance coverage exposes insurers to the risk of sizeable accumulations of losses, 
which could exceed the available capacity on the reinsurance market, which is 
inherently volatile. The French reinsurance system combined with the State guarantee 
illustrates a type of possible intervention. 

 
The use of public-private partnerships could help to meet the above two conditions and thus 
be a good way of increasing the take-up of disaster insurance. By setting as an objective to 
"promote the establishment of public–private partnerships to better engage the private sector 
in disaster risk reduction activities", the Hyogo framework for action invited countries to 
adopt this approach. 
 

3. 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? What are the advantages/possible drawbacks? Would EU action 
in this area be useful? 

 
In France, an insurance against natural disasters was made compulsory by the Law of July 13, 
1982. Its principal features are the following: 
 

- It is not a compulsory insurance but a compulsory extension of the cover provided 
by any "property & casualty" insurance policy covering property located either in 
mainland France or in a large part of French overseas territories; 

- It relies on a principle of solidarity that applies the same additional premium rate 
(set by government) to all policies; 
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- It covers hazards considered to be uninsurable (which include, for example, losses 
caused by flooding but not those caused by wind in mainland France, which are 
insured through a specific coverage, which is also compulsory); 

- Apart from some features (premium rates, excesses), it operates in a way similar to 
that of a standard insurance: the insurers provide the cover, collect the relevant 
premium and handle the claims, by drawing on their network of loss adjusters; 

- It covers direct material damage (and, where applicable, companies business 
interruption); 

- It operates only when two conditions are met: 
o the damaged property is covered by a "property & casualty" insurance 

policy for the risks of fire, theft, water damage, etc.; and 
o a "natural disaster" declaration is published in the Official Journal of the 

French Republic. 
 
Also, in France, natural disaster cover is subject to a "base" insurance policy to which it 
attaches, from which neither the insurer nor the insured can, in principle, free themselves. The 
only case where the insurer is not bound to provide cover concerns property built or activities 
carried on in breach of the regulations (for example, the case of property built or activities 
carried on in an area where building is prohibited by a risk prevention plan). 
 
The French system therefore has many benefits: 
 

- It provides extensive cover for a large number of insureds (individuals, companies 
and local authorities) at relatively reasonable prices; 

- It helps to limit anti-selection and establishes a solidarity mechanism; 
- It draws on the know-how of insurers and on their distribution and loss adjustment 

networks, which facilitates compensation; and 
- Lastly, the French state guarantee given to the public reinsurer (CCR) ensures the 

scheme’s solvency. 
 
However, the French system is not perfect, and improvements are currently being considered 
to: 
 

- better define the scope of cover by establishing, a priori, a list of insured hazards; 
- increase transparency by defining, for all these hazards, criteria establishing the 

point at which an event may be considered to be a natural disaster; 
- provide a better framework for the cover of certain hazards (differential ground 

movement caused by drought or ground rehydration) by confirming the subsidiary 
character of the state guarantee where an accumulation of covers is possible (in 
this case, a cat cover and a decennial liability cover); and 

- take prevention and exposure more into account by replacing the single additional 
premium with a regulated premium pricing scale, without losing the solidarity. 

 
The European Union could have a part in promoting insurance against natural hazards, 
notably by raising individuals' awareness of the risks, prior to the adoption of any prevention 
measure or any compensation mechanism. In France, a National Observatory for Natural 
Perils (Observatoire National des Risques Naturels - ONRN) was created. It brings together 
the French Ministry for Ecology, which is in charge of risk prevention, insurers via their 
Mission for Natural Hazards Awareness and Prevention (Mission des Sociétés d’Assurances 
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pour la Connaissance et la Prévention des Risques Naturels - MRN), and CCR. A similar 
framework could be adopted at the European level, with the sharing of knowledge and 
experience as its principal aim. 
 
This change would be in line with the Hyogo framework, which encourages the "development 
of local, national, regional and international user-friendly directories, inventories and national 
information-sharing systems and services for the exchange of information on good practices, 
cost-effective and easy-to-use disaster risk reduction technologies, and lessons learned on 
policies, plans and measures for disaster risk reduction". 
 
 

4 How can state or state-mandated disaster (re-)insurance programmes be 
designed and financed to prevent the problem of moral hazard? 

 
Moral hazard is inherent to all insurance mechanisms. It can, however, be limited by the use 
of excesses and/or limits of cover, or by taking into account, when determining the premium, 
any prevention measures taken.  

  
 

5 Do you see any difficulties, barriers or limitations in using information to 
generate parametric insurance? Which factors could scale-up the promotion and 
uptake of such innovative insurance solutions?  
 

Any parametric cover includes a basis risk. This risk can be reduced by defining an objective 
parameter (that is to say, easily measurable) in direct relationship with the loss, such that the 
parametric cover respects as much as possible the principle of indemnity. By promoting the 
sharing of information between Member States, the Commission could facilitate the 
development of this type of solution. 
 

6 Could risk-based pricing motivate consumers and insurers to take risk reduction 
and management measures? Would the impact of risk-based pricing be different 
if disaster insurance was mandatory? Do insurers in general adequately adjust 
premiums following the implementation of risk prevention measures?  
Are there specific disasters for which flat-rate premiums should be suggested? 
Should flat-rate premiums be accompanied by caps on pay-outs? 
What other solutions could be offered to low-income consumers who might 
otherwise be excluded from disaster insurance products? 
 

Practices differ greatly from one State to another. In France, there is a single additional 
premium rate, that is to say, independent of the type of risk, the property's exposure and any 
prevention measures taken. However, insurers can take into account these parameters to 
determine the basis rate of premium on which the "natural disaster" additional premium is 
based. This practice is however marginal, which is why the insurance industry is presently 
considering replacing the current single rate with a variable rate, the variability of which 
would however be regulated so as to maintain a solidarity-based system. 
 
Today, the link between prevention and pricing is reflected in a variation in the deductible 
applied: beyond two government declarations of natural disaster relating to the same peril, a 
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coefficient is applied to the legal deductible where a community has no risk prevention plan. 
This variation can give a deductible five times greater than the basis deductible. 
 
The compensation limits applied in France are based on the limits of the ‘base’ cover, which 
is in keeping with the adopted pricing method (additional premium applied to a base policy).  

 
 

7 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? 
 

We do not believe that harmonisation at the EU level constitutes an aim in itself, especially as 
harmonisation of obligations in terms of pre-contractual and contractual information would 
imply the harmonisation of schemes. It is for each State to make its own arrangements 
according to its risk exposure and insurance market practices. 
 
In France, there is harmonisation at the national level with regard to specific coverages 
provided for by law (it is the function of "standard clauses" provided for by the French 
insurance code) and, even for the provisions decided by each insurer, harmonisation of 
practices would seem desirable. It is the role of "Natural Disaster" coordinators, which were 
established in each department by French insurance organisations.  
 
Similarly, the reinsurance scheme implemented by CCR to cover natural disaster risks 
comprises two parts: 

-  the general conditions, which are the same for all insurers; and 
-  The “specific conditions”, which comprises the variable details of each of them.  

 
  

8 Do deductibles, excesses, co-insurance and other exclusions effectively prevent 
moral hazard? 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? 

 
In insurance, the purpose of deductibles is to limit the number of small claims, the handling 
costs of which are very high (in proportion to the indemnities), and to have the insured bear a 
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part of the risk as a way of raising awareness and encouraging prevention. With these 
considerations in mind, they are an effective way of preventing moral hazard. However, it 
should be noted that the legal deductibles provided for by the French Cat Nat (natural 
disaster) scheme are under public policy, that is, they cannot be redeemed by the insured. 
 
Exclusions can also constitute a means of reducing moral hazard. It is why the exclusion of 
damage of a solely cosmetic nature from the cover of losses arising from differential ground 
movement caused by drought or ground rehydration is currently being considered in France. 
 
Modulating the premium rate is another way of preventing moral hazard, but the level of 
prevention that can be achieved by individuals remains limited, if only because, to be 
effective, the prevention measures taken against natural disasters must be conceived on a 
larger scale (at the level of communities and even catchment areas for floods).  

  
9 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)?  
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/EC29 civil protection cooperation30 and promotion of 
EU risk guidelines31)? 
How could better sharing of data, risk analysis and risk modelling methods be 
encouraged? Should the available data be made public? Should the EU take 
action in this area? How can further dialogue between insurance industry and 
policymakers be encouraged in this area? 
 
 

A good way of progressing in this area is to bring together the various risk players within 
public-private partnerships, like the National Observatory for Natural Perils (ONRN) in 
France. One of the initial benefits of this type of scheme is that it helps to establish a common 
language, that facilitates exchange (for example, the term "risk" can have more than one 
meaning), and a shared network for collecting data.  
 
A win-win system would enable knowledge and risk prevention players to be able to measure 
the insured costs (and to carry out cost-benefit studies of implementing prevention measures, 
such as dikes), and those concerned by indemnification (insurers and reinsurers) to have 
access to hazard data to calibrate their models and to design their products.  
 

 
10 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? What types of partnerships with the private sector and the 
international institutions should be pursued for this purpose? 

 
At this stage, the EU should preferably identify the best practices. Once this identification 
phase had been completed, a second phase would consist of considering how these good 
practices could be transposed to developing countries.  
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11 What are the most important aspects to look at when designing financial security 
and insurance under the Environmental Liability Directive 2004/35/EC? 
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? 

 
As regards environmental responsibility, the first stage consists in clearly defining this notion 
and its scope. Knowledge of the risk is, in fact, a necessary pre-condition to its cover.  
 
To avoid over-exposing insurers, the sums due under environmental liability should then be 
capped. This second phase should be used by the various stakeholders to constitute a database 
for better risk assessment. It would however be only temporary because the market looks to 
reduce the cover limit as it fine-tunes its assessment of the risk and, consequently, as it 
improves its ability to price the risk. 
 

 
12 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? 

 
The first steps to take concern the knowledge of the risk. 
 

13 Should contractual conditions of third-party liability insurance policies be 
disclosed to third parties in case of man-made disasters? If so, how? 
 

Dealing directly with third parties facilitates the process of indemnifying third parties and 
must, for this reason, be encouraged. It should however be rigorously overseen to avoid cost 
overruns that could arise from the release of information on the existence of insurance 
policies and the covers they provide. 
 

 
14 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? 

 
Loss adjustment requires a good understanding of the applicable rules. These rules come for 
the most part under contractual freedom. It is difficult to identify at this stage the level of 
concrete difficulties that can be met by experts. 
 

 
15 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? 


