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EUROPEAN COMMISSION GREEN PAPER ON THE INSURANCE OF NATURAL AND MAN-
MADE DISASTERS – RSA GROUP RESPONSE 

ABOUT RSA 

About RSA 

With a 300-year heritage, RSA Insurance Group is one of the world’s leading multinational insurance 
groups.  Operating in 32 countries we provide products and services in over 150 countries world-
wide.  With major operations in the UK, Scandinavia, Canada, Ireland, Asia, the Middle East, Latin 
America and Central & Eastern Europe, we have a particular depth of expertise in the marine, 
construction & engineering and renewable energy sectors. 

 

INTRODUCTION 

RSA welcomes the European Commission’s Green Paper on the insurance of natural and man-made 
disasters, especially in the context of recent events and will serve to highlight the role that insurance 
plays in supporting both consumers and businesses when disaster strikes. It is also a timely reminder 
of the role that governments can play in strengthening infrastructures. 

At RSA, we have a strategy that is focused on gaining a better understanding of risks, including those 
related to climate change. We aim to use this information to help our customers and wider society 
better understand, mitigate and adapt to these risks. At the same time, we have a responsibility as a 
major global business to continue to reduce our own environmental impacts and support our 
employees, suppliers and customers in doing this as well. 

Insurance products are designed to meet the needs of customers - the insurance industry has a 
strong history of product innovation and development and this continues to be the case today, 
certainly within RSA in our various global operations. Competition between insurers is a strong 
driver for product development and enhancement and we have serious concerns that any attempt 
on a European level to achieve consistency or harmonisation across member states will seriously 
disadvantage both consumers and businesses.  

There are many variations across member states - indeed within individual companies and segments 
– that mean the needs and requirements of our customers vary enormously. For example, the risk of 
earthquake in some member states is quite high, while in others, it is virtually non-existent. This 
alone means that insurance needs are not the same.  

Similarly, the risk of flooding varies considerably across member states; in fact most parts of most 
member states have a low risk of flooding simply because of geography. 

Insurance markets across member states vary considerably; some, such as the UK, have in excess of 
300 years’ experience while others have far less, even as little as 25 years. Therefore some markets 
are far more sophisticated than others, including risk pricing and there can be differences in 
insurance definitions, e.g. flood, storm. This leads to significant differences in market practice, 
including the management of aggregations, the distribution methods (role of brokers, agents, direct 
business model), the role of banks (safeguarding the loans on property) and even building methods 
and materials (resilience to the prevailing conditions) and codes.  

The way risks are insured may vary. In some member states, pools provide protection against 
specific types of loss; whereas in others the traditional type of insurance policy issued by an 
insurance company is the preferred method. For large risks, it may be necessary for several insurers 
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to share a risk and in particularly vulnerable areas, sharing a risk is likely to increase as insurers need 
to manage their aggregated exposures to a particular loss event.  

Insurance policy terms, conditions and limits, which control the available funds are likely to vary 
across markets. Insurance fraud is an increasing problem in some markets but the methods of 
detection may vary. The regulatory environment is also different across member states.  

From these huge areas of difference, a simple and standard approach would be inappropriate and 
difficult to achieve. Such an approach is likely to stifle innovation and force consumers to buy a 
‘standard’ product that may not entirely meet their needs. It could even work to the detriment of 
customers, as it may actually restrict the considerable degree of flexibility by which insurers 
currently favour their consumers.  For example the “cloudbursts” in the summers of 2010 & 2011 in 
Denmark were covered by Insurers, even where no flood cover existed under the policy wording. 

We at RSA very firmly believe that the range of products offered by the various markets is sufficient 
to enable customers to protect their property and other assets. There is substantial competition that 
drives insurers to offer better and wider protection; for example, the UK has developed insurance 
for the consequences of subsidence, a problem associated with droughts. With a harmonised and 
consistent approach, such innovation is unlikely to happen.  

In summary, the clear reasons that things cannot be perfectly consistent across countries include: 

- Role of Lenders (safeguarding loans on property) 
- National Regulation 
- Language 
- Distribution 
- Taxation 
- Fraud control 
- Risk aggregations 
- Differences in exposure to natural catastrophes 
- Current insurance pooling structures 
- Risk sharing 
- Insurance policy Terms, Conditions, and Limits which control funds available, particularly 

when Third Parties are involved, vary enormously across member states 
 

DETAILED RESPONSES 

Below, we have outlined our responses to the specific questions considered in the Green Paper: 

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 gaps in insurance supply and 
demand, insurance availability and coverage? 

Answer: 

We take ‘disaster insurance’ to mean natural disasters i.e. earthquake, flood, storm etc. Almost 
universally, coverage is already bundled within an overall property insurance policy.  It is unlikely that 
disaster insurance will be offered or purchased in isolation from fire cover.   

Exposure to natural disaster perils varies considerably, both between member states and even within 
individual countries, hence variation in demand and need for cover.  Although the European 
Environment Agency has highlighted a gap between actual losses and insured losses, this is not 
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unique to disaster insurance and does not point to market failure.  Flood is the peril most often 
named as a gap, since flood may not always be included automatically in a bundled peril policy.   

Several countries are in the process of setting up insurance industry flood pools, which could go some 
way to reducing the gaps, although pools do not guarantee that gaps will  be fully addressed, for 
example assuming value at risk needs to be declared to the pool, which may not be known until a loss 
occurs; the total assets of the pool are limited by the level of contributions and may be exhausted by 
claims against them. 

A gap between actual and insured losses can also arise because individuals and businesses do not 
choose to buy enough insurance, or buy insurance at all.  For example, a gap could occur because of 
policy deductibles or self retentions chosen by the policyholder; because “business interruption” cover 
is not purchased; because the indemnity period chosen by the policyholder is inadequate; because of 
uninsurable losses, such as the loss of goodwill; or because the buyers choose to save money.  For 
these and other reasons, a low penetration rate for purchase of disaster insurance or a gap between 
actual losses and insured losses does not necessarily equate to a failure of the insurance market in a 
particular country 

Man-made disasters, such as dam breaches, terrorism, oil spillages (Deepwater Horizon) Nuclear 
disasters (Chernobyl), explosions (Buncefield, Piper Alpha) are more often addressed and 
recompensed by the liability insurance market rather than by the property insurance market. 

 

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 risk? 

Answer: 

As stated in the answer to question one, there are a number of reasons why not everyone will 
purchase insurance and forcing them to do so will not solve the problem. Mandatory product 
bundling may stifle innovation and prevent Insurers from offering customers a choice which reflects 
their needs – as the risks are not homogenous. For example, customers in Sweden may not see the 
need for earthquake cover, and Greek customers won’t look necessarily for flood cover.  

Competition between insurers has led to consumer benefits, both in the extent of cover available (e.g. 
the development of “all risks” cover in the UK) and in service provision (insurers compete to be the 
first on site in the event of widespread floods, for example).  Restricting choice by mandating 
insurance purchase may be against customers’ human rights and could reduce competition by 
inhibiting insurers’ product development. Bundling can actually restrict choice, for example 
homeowners may wish to buy Buildings and Contents insurance via a bundled product from one 
insurer, or may prefer to buy cover from separate insurers – it is a question of choice.  

In addition, the mortgage/property lending market encourages the broad availability of bundled peril 
insurance cover- lenders only have to check that one policy is in place to cover the subject-matter of 
the loan. 

 

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

Answer: 

Insurance is a commercial activity and insurers have differing risk appetites (some cover personal 
insurances or small businesses only, others specialise in large risks. Some insurers focus on niche 
products, others have broad risk appetite). Compulsory insurance is fraught with issues ranging from 
who would enforce the take-up of cover, to anti-competitive considerations. There is a danger that 
insurers may be unable or unwilling to offer cover outside of their risk appetite or expertise. It could 
also force out of business enterprises that cannot obtain the necessary protection or force 
homeowners to move house.. We would, therefore, strongly advise against EU action in this area. 

 Insurance Europe and national insurance trade bodies are better placed to answer this question in 
detail.   

We know of only a few examples of compulsory disaster insurance in European member states:  

 In Poland, mandatory natural disaster insurance exists for farm buildings, agricultural crops, 
and livestock.   

 In Denmark and Sweden it is compulsory to purchase terrorism cover when a mortgage is 
taken out.  

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

Answer: 

We are taking ‘moral hazard’ to mean the removal of the need for a policyholder to take action to 
prevent or to minimise a loss (or to declare the full value at risk). Moral hazard can never be 
removed entirely as the behaviour of individuals is beyond the control of insurers or governments. 

Moral hazard can however be mitigated by the inclusion of deductibles/excesses and of coinsurance 
to share in a loss.  In addition to loss-sharing devices, there could be loss prevention clauses, but 
ultimately if the moral hazard is high, insurance may not be available. 

Forcing people to purchase insurance when they have little exposure could increase adverse 
behaviour and increase moral hazard.   

 

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? 

Answer: 

Parametric triggers to coverage work from a reinsurance perspective to protect insurance 
companies because the reinsurance applies to “portfolios” of many individual risks.  Insurers 
understand the commercial value of what they buy.  Here the reinsurance is an enlightened buyer / 
seller transaction. 

Such a trigger is not suitable to insure businesses or individuals one at a time.  Claims could be paid 
when there is no damage and not paid when there is damage.  This is unfair and inadequate 
protection which the consumers and many businesses would fail to understand.  
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6. Could risk based pricing motivate customers 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? 

Answer: 

Risk-based pricing is effective and is currently employed industry-wide.  Insurers adjust premiums in 
line with risk prevention measures and perceived exposures, as this actively encourages the insured 
to improve the risk.  Less risk equals lower price.  For example, a factory which installs a sprinkler 
system will receive a lower fire rate than one which does not.  Similarly a home with a burglar alarm 
will attract a more favourable premium than one without. 

The importance of risk-based pricing would continue if disaster insurance were mandatory. In 
compulsory schemes, risk-based pricing is more difficult to manage due to lack of resource and 
incentive. 

 

7. Are there specific disasters for which flat-rate premiums should be suggested? 
Should flat-rate premiums be accompanied by caps on pay-outs? 

Answer: 

Flat-rate premiums are more a tax than an insurance pricing technique, given that there is no 
differentiation for the quality or size of the risk.  The insurance industry will always prefer risk-based 
pricing as this encourages risk mitigation by the insured and “fairer” prices. 

Regardless of the method of calculating the premium or contribution, sufficient funds must be 
generated to pay the losses promised and paid for.  If there was a flat-rated scheme for a market 
sector, caps on recovery might make sense, although they will probably not satisfy the buyer and 
they will also contradict a basic insurance principle.  Effectively, caps turn the insurance into a “first-
loss” cover, for which higher premiums are normally due. We would therefore not advocate a 
universal flat-rated scheme as in reality, they give only partial protection. 

 

8. What other solutions could be offered to low-income customers who might 
otherwise be excluded from disaster insurance products? 

Answer: 

In our experience globally, we have seen some interesting distribution mechanisms which avoid the 
need for government intervention. Those on low-incomes in several Latin American countries receive 
insurance through affinity partnerships with utility providers, financial institutions and retailers. For 
these policies, premium and coverage is low, but the customer has the ability to access insurance, 
sometimes without the need for a bank account. Access to banking (for premium payment and claims 
receipts) is often more of an issue for low-income customers than availability or affordability of 
insurance cover. 

  

9. Is there a case for promoting long-term disaster contracts? What would be the 
advantages/drawbacks for insurers and the insured persons respectively? 
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Answer: 

As a rule, insurance companies are averse to long-term contracts.  Such contracts mean a higher 
capital requirement (increasingly so under Solvency II) and they pose restrictions to available 
reinsurance.  Long-term contracts also mean further difficulties when pricing and in enabling insurers 
to adapt to changes in circumstances (such as weather trends or events, social trends etc).  
Moreover, long-term contracts can create problems with underinsurance, if insured values are not 
increased accurately over time - especially in countries where the onus of responsibility is firmly on 
the policyholder to maintain adequate sums insured. 

Finally, in recent times, insurance company failures can be associated with long-term contracts. In 
the UK alone, Independent Insurance, Quinn Insurance, Chester Street all specialised in longer term 
promises which could not be fulfilled when required, because times had changed. 

 

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: 

a. The nature of the insured risks,                                                                   
b. Adaptation and prevention measures to minimise the insured risks,               
c. Features and benefits (such as compensation of full replacement    costs, 

or depreciated, time value of assets),                                                             
d. Exclusions or limitations,                                                                                            
e. Details for notifying a claim, for instance, if both the loss and its notification 

must fall within the contract period,                                                                                                        
f. Who and to what extent bears the costs of investigating and establishing 

the loss,                                                                                                   
g. Contractual effects of a failure to provide relevant information by the 

insurer,                                                                                                                             
h. The remedies, costs and procedures of exercising the right of withdrawal,  
i. Contract renewals,                                                                                 -  
j. Complaints handling? 

 
Answer: 

We see no need for harmonisation and can envisage not only few benefits, but many difficulties.  

Harmonising pre-contractual and contractual information requirements at EU level would be 
wrought with difficulties. Harmonisation across different laws, markets, languages, cultures, 
competition regimes, coverages, customer requirements and regulators would not bring any benefits  
to customers that outweigh the burden on the insurance industry with implementing such 
requirements.  

 

11. 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 disaster? 
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Answer: 

Deductibles, excesses and co-insurance mitigate rather than remove moral hazard, although co-
insurance is likely to be the more effective of the three.  Deductibles themselves can offer a further 
tempting moral hazard, i.e. to pretend a £1,000 loss has become £2,000, to receive £2,000 as a 
result, which in turn finances the £1,000 deductible which the insured would have otherwise paid. No 
amount of deductible or excess can adequately address a very high moral hazard and the insurance 
industry is already dealing with an increase in the number of fraudulent claims.    

Regulatory or company assistance in loss prevention can be effective too. In Denmark, RSA’s 
company Codan has recommended pipe backflow preventers in drainage systems to prevent water 
back up in the event of flooding or storms. 

 

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)? 

Answer: 

The early sharing of industry-wide data could be anti-competitive.  It might also reduce competition 
to the detriment of consumers and businesses, since all insurance companies would have the same 
understanding of which areas had e.g. a poor loss history.  Insurers use their data to innovate and 
build customer propositions; therefore customer choice would be poorer if all insurers had access to 
the same data. 

As it is, reinsurance companies, reinsurance brokers, and modelling companies already receive such 
data from all companies in reasonably standardised formats. 

 

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 
guidelines)? 

Answer: 

Peril models and peril risk mapping already exist in the global insurance market.  The risk arises from 
the built environments already present within the known exposed areas.   

Local governments within member states should also be encouraged (1) to manage planning to avoid 
building on flood plains, and (2) to create and to enforce building codes which reflect the risk, 
applicable not just to flood but also to other natural hazards such as earthquake and windstorm.  
Local governments could be encouraged to work with local insurers to ensure there is cover available 
at a reasonable price, given commitment from both sides.  

 

14. How could better sharing of data, risk analysis and risk modeling 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 policy-
makers be encouraged in this area? 
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Answer: 

This is a question best managed through Insurance Europe, as this is an industry-wide matter, and 
not an area where individual companies’ views should prevail, 

 As above, local governments could learn from commercial models already available. 

With care, disclosure of modelled outcomes possibly should be made public. EU action is likely at too 
high a level to be useful.  National and local government bodies should be involved more in improving 
loss mitigation (flood defences etc.) better early warning systems (e.g. earthquakes) and we all would 
benefit from greater policymaker / insurance dialogue. 

 

15. 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? 

Answer: 

The insurance industry is only one of a number of potential parties that can contribute to this debate. 

The EU might be able to fund some of the much-needed infrastructure build when the exposure spans 
country boundaries, such as with the Rhine or Danube flood defences. 

 

16. What are the most important aspects to look at when designing financial security 
and insurance under the environmental liability directive 2004/35/EC  

Answer: 

The most important aspects to look at when designing financial security and insurance are legal 
clarity and certainty. 

A clear and unambiguous legal framework is essential for insurers to understand exactly under what 
circumstances they are required to pay claims.  Insurers then need to measure exposure: the nature 
of the surrounding area, the loss history, the location history, and the extent to which contamination 
may exist already. Also, consideration of the onsite activity and to understand the pathway to 
receptor factors is critical.  

After that insurers create realistic and reliable estimates of loss amounts likely to be paid over a 
specific period.  We then predict the likelihood and amount of a loss and calculate the appropriate 
premium.    
Let us understand better the Risk Management issues, such as the commitment to protecting the 
environment, the quality of management, the compliance with statutory requirements, the financial 
strength of the organisation and finally, the written procedures plans and policy statements. 

Finally, we should improve Claims Management. 

New claims management skills, beyond the traditional injury/damage, would be needed.  Among 
many other questions are how to understand the techniques and to restore environmental damage in 
the most effective and cost efficient manner and how to create effective working relationships with 
competent authorities. 

At present at least, environmental liability insurance is a niche area and while its availability has 
increased since the directive was adopted, there is still too little capacity within the markets to even 
contemplate making financial security mandatory. It also needs to be borne in mind that the regimes 
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introduced vary quite considerably across member states so that insurance products do not transfer 
readily from one state to another. It is also relevant to mention that with little data on claims due to 
the infancy of the regimes, it is still early to be confident that current products and premiums are 
sustainable.  

 

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? 

Answer: 

There is currently no, seamless way to perform integrated analysis of emerging industrial risks.  
While there is much anecdotal data, it is stranded in many places.  We also have too few historic 
events to judge by, too few potential policyholders who could / would show serious interest, and 
always the spectre of competition law constraints. Insurers do monitor emerging risks that are 
relevant to their portfolios but, of course, many insurers specialise in certain types of insurance or 
within specific customer segments, and so there will be a divergence between insurers’ information 
and opinions. By definition, emerging risks have not fully developed and therefore data needs to be 
treated with caution. In some areas, it can be difficult to offer insurance against emerging risks 
because of the difficulties in evaluating them; predicting potential numbers and costs of claims and 
even in defining them.  

There is a part for government to play in encouraging some integration of understanding among 
industry, insurance, and local interests. 

 

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? 

Answer: 

The relative size and strength of the balance sheets of energy companies dwarf those of the 
insurance industry.  Energy companies can do without insurance.  For insurance, this is a very 
specialist area with few insurers worldwide willing to make cover available due to the huge 
losses that arise and the volatility of business. Solvency II is likely to exacerbate the problem as 
the capital requirements for long tail, volatile insurance business are very high. RSA does not 
underwrite the type of insurance for these reasons but some insurance companies around the 
world offer useful capacity, capability and expertise to the energy market. An EU only solution 
may preclude access to this capacity and expertise and in any event , the amount of cover that 
can be bought is quite low and certainly well below the cost of dealing with the consequences of 
major events such as in the Gulf of Mexico. Insurance is not the answer – it has a role to play but 
it cannot offer sufficient amounts of cover in the way that it can for earthquake, windstorm or 
flood damage as there are hugely different considerations not the least being that the insurance 
pool created will be inadequate to cover the losses. Millions of customers buy earthquake cover, 
while only a relative handful will need this type of insurance. Existing risk financing arrangements 
work well.  
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19. Should contractual conditions of third-party liability insurance policies be 
disclosed to third parties in case of man-made disasters? If so, how? 

Answer: 

No. 

Legal liability for an insured entity exists – or not - in the absence of insurance.  Disclosure of 
policy terms would not play such a big part.  

In the event of a man-made disaster it is more important to understand who is at fault, and why, 
than to know what liability cover they have. Responsibility for a man-made disaster should rest 
with those at fault, not with those who purchased the most cover. 

To disclose would also risk breaching Data Protection legislation and the confidentiality of 
contract terms. 

 

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? 

Answer: 

There are no specific aspects of loss adjusting which would benefit from more harmonisation.  

Networks of loss adjusters exist already which enable effective responses in widespread disaster 
situations. Some specialist loss adjusters (e.g. those involved in energy risks, earthquake etc) 
already operate cross-border. 

Despite this, obvious practical difficulties include: language (customer and insurer), policy 
wording (e.g. storm is not always defined in the same way), legal environment & interpretation, 
understanding of market practice, complexity of business model (e.g. taxation of fee income), 
structural diseconomies (e.g. cost of travel) which will ultimately be passed on to the consumer 
and businesses, and possible licensing awkwardness.  Though these difficulties exist, practical 
solutions and workarounds also exist that work well. 

 

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 
unrepresented? If so, which? 

Answer: 

No, all issues are addressed. We would like to stress that we believe the role of governments 
should be to concentrate on fostering, building, and enforcing preventive measures, such as flood 
defences and planning / building codes.  Governments at all levels could also take a greater role 
in financing large construction projects to avoid or reduce the effects of certain disasters. 

 

RSA June 2013 


