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Vienna, 11 July 2013 

 
 
 
To the attention of the European Commission 
 

by E-mail: markt-consultation-disasterinsurance@ec.europa.eu 

Green Paper on the insurance of natural and man-made disasters 
Response of the Austrian Insurance Association (VVO) 

 

 
(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?  
 
In Austria there is a high insurance penetration for natural perils like storm. 
However, when it comes to natural perils like flood and earthquake the current 
insured sums reach approximately only 5% compared to a full compensation and 
we observe even a tendency of decline. Although full coverage is available in the 
market, it has to be offered at rather high prices. The insurance solution proposed 
by the Austrian Insurers Association (VVO) would provide for a full 
compensation and proportionate pricing. 
 
(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? 

 
There is no "one size fits all" approach for Europe. Therefore mandatory product 
bundling represents one of several options to address the problems of low market 
penetration and low insured sums. The insurance solution proposed by the 
Austrian Insurers Association (VVO) proposes to mandatory bundle a natcat 
insurance module with a voluntary insurance product showing a high market 
penetration like fire insurance. Mandatory bundling with a voluntary product is 
deemed essential in order to ensure competition in the market.  
 
(4) How can state or state-mandated disaster (re-)insurance programmes be 
designed and financed to prevent the problem of moral hazard?  

 
Any compensation provided by the state should be deferred by benefits paid out 
from private insurers. Furthermore benefits paid out by private insurers shall not 
be deducted from public compensation. Otherwise people would lack any 
incentive to insure.  
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(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?  

 
The best claim is the one that doesn't materialize. Risk-based pricing is key in 
order to trigger a risk reducing behaviour. However, in addition to pricing 
deductibles are proving a significant risk steering effect.  

 
(7) Are there specific disasters for which flat-rate premiums should be suggested? 
Should flat-rate premiums be accompanied by caps on pay-outs?  
 
Flat-rate premiums violate any risk-based approach as the probability and the 
amounts of claims show a heterogeneous spread.  

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

 
The financing and the calculation of the premium are two very distinct issues and 
therefore have to be dealt with separately. On the finance side state-sponsored 
insurance premiums or tax reliefs for insurance premiums may prove helpful. On 
the calculation side insurers are obliged by supervisory law to follow a risk-based 
approach.   

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

 
Policyholders benefit from long-term disaster contracts as they provide for 
contractual stability and low transaction and administration costs. Despite their 
long term nature long term contracts can still be risk-sensitive as premium 
adaptations via indexes can be agreed, which is current practice. Moreover the 
effect of risk equalisation over time within a long term contract can lead to a 
lower premium level.  
 
(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?  

 
Articles 183 and 184 of Directive 2009/138/EC (Solvency II) contain information 
requirements for non-life insurance. The information requirements laid down in 
Article 185 mainly refer to the savings services and are therefore restricted to life 
insurance as they are of no relevance for pure protection products in the non-life 
sector. We agree with the European legislator who decided against a 
harmonisation of information requirements for non-life insurance. 
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(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 a disaster?  
 
Risk exclusions can trigger a risk-minimising behaviour (e.g. no storage of 
electronic goods in the basement that could be flooded) as well as deductibles. 
Furthermore the policyholder can be encouraged through contractual terms to 
take individual organisational or constructional measures to reduce the risk 
exposure of the insured object (e.g. a hail proof roof or facade).  

 
(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)?  

 
Private insurers need a cost-neutral access to this data for providing their services. 
Austria is a best practice example for sharing of data of past disasters.  

 
(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 guidelines31)?  

 
The Natural Hazard Overview and Risk Assessment Austria (HORA) is a best 
practice example (further details under: www.hora.gv.at) 

 
(14) 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?  

 
Yes, this data shall be made public.  

 
(16) What are the most important aspects to look at when designing financial 
security and insurance under the Environmental Liability Directive 2004/35/EC? 
 
The most important aspects are: 
 

-  availability of information about practical aspects for restoration and 
related strategies from the point of view of the competent authorities.  
 

- calculability of expected restoration costs. An exchange of experiences 
between member States and sharing these experiences with the relevant 
stakeholders would be desirable.  

 
In general the principles of insurability have to apply, particularly the randomness 
of the insured event, the calculability of restoration etc. The public side should 
raise awareness of the liability situation of individuals in order to enable a broad 
risk spreading. Public awareness should also be created in relation to potential 
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prevention measures. This implies knowledge about potentially endangered 
environmental objects through economic activity.  
 
(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? 
 
As a general rule there is mostly a lack of data about new risks. This is 
particularly the case for dangerous substances and their environmental impact. 
The same holds true for metabolites and the interaction of dangerous substances 
in general. Furthermore there is a substantial lack of data in the area of 
nanotechnology. 
 
Existing data should be collected on national level and be made centrally 
available to all stakeholders, preferably in a common working language 
(English). Ideally information centres could be set up that should also  
provide answers to stakeholders. 
 
An exchange of knowledge about liabilities and losses resulting from industrial 
accidents between insurers, enterprises and competent authorities on European 
level would be beneficial for the calculability of the risk transfer and the risk 
coverage. Databases following requirements from the European Directives on the 
control of major-accident hazards involving dangerous substances (“Seveso-
Directives”) are a relevant starting point in this context. An exchange of 
knowledge is particularly needed in the area of biological diversity damages as 
different approaches in the various Member States are observed. 
 
(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?  

 
We would like to recall the basic principles of insurability. For a risk to be 
insured, it must comply with the following characteristics: 
 
The risk must be definable   
The risk must be fully definable, in order to remove any dispute over whether the 
loss has occurred (and hence when a claim payment is due). 
 
The insured must have an insurable interest 
There must be a recognisable relationship between the insured and the risk. 
Typically, this “insurable interest” is established by ownership or direct 
relationship. 
 
The risk should be random  
It is not possible to insure against an event that will definitely occur, since it 
involves no uncertainty and therefore no transfer of risk takes place. 
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The likelihood of the risk must be calculable  
The insurer must be able to calculate the probability of the risk. This involves 
calculating both the average severity and the average frequency of similar risks 
with some degree of accuracy. To do this requires analysis of a reasonably large 
claims history for the particular event, based on the insurer’s own experience, 
industry data or other sources. 
 
The risk must be independent 
The occurrence of the insured event should be unpredictable and happen purely 
by chance, or at least be outside the control of the beneficiary of the insurance, 
otherwise moral hazard could result. 
 
The risk must be financially measurable  
It must be possible to put a price on the cost of the loss, in order to determine the 
level of compensation required. Otherwise the insurer won’t be able to calculate a 
fair premium for the risk.  
 
The size  of the risk must remain manageable  
The financial impact of the loss should not be so large that the insurer could not  
hope to pay for the loss. This is of particular relevance for catastrophically large 
losses. 
 
The Austrian Insurers Association calls upon the European Commission to take 
legislative steps requiring Member States to establish appropriate solutions, 
whereby general targets should be fixed on European level but design details 
should be left to Member States. The Floods Directive 2007/60/EC is a very good 
example in this regard. 
 
The VVO remains at your disposal to further discuss the matter of insurance of 
natural disasters. 
 
With best regards, 
 
 

 
 
 
Dr. Louis Norman-Audenhove 
Director General 
Austrian Insurance Association 
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About VVO 
 
Founded in 1899, the Austrian Insurance Association (Versicherungsverband 
Österreich, VVO) is representing and promoting the interests of all insurance 
companies operating in the Austrian insurance market regarding legal, economic 
and fiscal matters on national, European and international level.  
 
Austrian insurance companies are operating in more than 20 EU Member States.  
VVO is a founding member of the European Insurance and Reinsurance 
Federation (Insurance Europe). 
 


