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Executive Summary

Extreme weather events and natural hazard-related disasters are increasing in frequency and severity
across the globe, placing growing pressure on economies and societies. Disaster insurance is a key tool to
address disaster vulnerability and support resilience of individuals and communities to natural hazards. Yet
the disaster insurance landscape in Australia, and globally, is becoming increasingly unsustainable —
characterised by rising premiums, market withdrawals, and widening protection gaps that disproportionately
affect members of vulnerable and often culturally diverse communities. This has widespread impacts on the
property market and homeownership, which in turn have social implications for both individual property
owners and society as a whole.

This report explains why disaster insurance is a societal good, articulates the trade-offs involved in
sustaining a viable and inclusive property insurance sector, and provides a framework for insurance industry,
government, and consumer collaboration in a sustainable disaster insurance system.

First, disaster insurance is established as a societal good, demonstrating that a sustainable and inclusive
insurance system delivers benefits far beyond the private financial interests of individual policyholders. At the
individual and household level, insurance supports post-disaster reconstruction and recovery, while also
facilitating psychological wellbeing and long-term stability through enabling access to mortgage and
homeownership. At the community level, it underpins community recovery, social cohesion and collective
confidence in the face of increasing disaster risks. Beyond this post-disaster role, insurance contributes to
financial and social inclusion and stability by helping individuals and communities access the resources and
protections necessary to fully participate in society.

Second, on the basis that disaster insurance is a desirable societal good, four key and interlinked trade-offs
in maintaining a sustainable and inclusive insurance sector are explored:

1. Insurance provision and risk sharing: Balancing the roles and interests of the public and private
sectors in ensuring sustainable insurance provision and affordability.

2. Risk pricing approaches: Weighing up the principles and consequences of risk-reflective and
solidarity approaches to premium pricing.

3. Risk reduction linkages: Aligning financial protection with physical mitigation measures and
exploring the role of insurance as a possible lever for risk reduction.

4. Insurance continuity: Maintaining long-term enrolment and protection for the majority of the
population while managing the constraints of annual or fixed-term nature of insurance policies.

Third, a framework is provided for recognising and managing the key decisions within these trade-off areas,
to help foster collaboration between the insurance industry, government, and consumers in designing
solutions for a more resilient and equitable insurance system. Finally, the perspectives of these different
stakeholders are explained, identifying their distinct needs and priorities as well as their potential use of
these trade-offs as a tool for collaboration. The report concludes with reflections on ways forward,
highlighting key areas for future research to advance a more sustainable and inclusive insurance system.
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Section 1: Introduction — an unsustainable disaster
insurance landscape

Extreme weather events and natural hazard-related disasters are increasing in frequency and severity
across the globe, placing growing pressure on economies and societies. The International Disaster
Database EM-DAT reported 393 natural hazard-related disasters worldwide in 2024, with economic losses
totalling US$242 billion." This represents an increase compared to the annual average of 371 disaster events
and losses of US$210 billion recorded between 2004 and 2023. These global trends are mirrored in
Australia, where both the number and cost of disaster events are on the rise. It is estimated that natural
disasters will cost Australia at least AU$73 billion by 2060.2 However, referring to these as ‘natural’ disguises
the fact that disasters are socially constructed — vulnerability to them is an economic problem with deep
social roots, stemming from systemic failures in risk management, development planning, and resource
allocation.? Disasters have widespread adverse effects on socio-economic systems,* often amplifying and
exposing existing inequalities among affected populations.5 In response, disaster victims are increasingly
directing blame towards the actions (or inaction) of key industry and governmental institutions, rather than
attributing losses to ‘acts of God’.®

Disaster insurance is a key tool to address disaster vulnerability and support resilience of individuals and
communities to natural hazards. Insurance is typically associated with increased financial resilience to
disasters because it enables financial planning for policyholders while providing post-disaster funds for
reconstruction. Yet the links between insurance and resilience are more complex, encompassing physical,
emotional and social dimensions as well. In particular, assurance of post-disaster financial recovery is
integral to the wellbeing of individuals, households, businesses, and communities. Building on this premise,
disaster insurance, as a key source of that assurance, is more than simply a financial product for individuals.
Rather, it is a societal good that needs to be sustained.

Yet the disaster insurance landscape in Australia, and globally, has become increasingly unsustainable due
to issues of affordability and availability. Around 15% of Australian households are experiencing extreme
home insurance affordability stress, with an average of 9.6 weeks of gross annual income needed to buy an
insurance policy to cover their key disaster exposure.” Meanwhile, insurers are withdrawing from high-risk
regions, leaving properties under-insured or uninsured.® Insurance affordability and availability pressures
have widespread impacts on the property market and homeownership, which in turn have many social
implications (see Section 2).

Given these climate and development effects that are rendering the current disaster insurance landscape
unsustainable, this report aims to explain why disaster insurance should be regarded as a societal good, and
to articulate the trade-offs involved in sustaining a viable and inclusive property insurance sector. Section 2
explains the links between disaster insurance and individual wellbeing, community wellbeing, and financial-
social inclusion. Section 3 identifies four key areas of trade-offs that need to be addressed to make disaster
insurance sustainable: 1) the roles of public and private sectors in insurance provision and risk sharing; 2)
approaches to risk pricing that balance risk-reflective and solidarity principles; 3) the integration of financial
and physical risk reduction; and 4) challenges in maintaining continuous enrolment of the population in
insurance. The section concludes with a framework to support collaboration in managing these trade-offs.
Section 4 considers the perspectives and interests of key stakeholders — insurers, governments, and
consumers — whose collaboration is essential to any long-term solution. Finally, Section 5 offers concluding
reflections and outlines key areas for future research to advance a more sustainable and inclusive disaster
insurance system.

© Jarzabkowski, Pham, & Meissner, 2026
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Section 2: Disaster insurance — moving beyond an
individual’s financial product to a societal good

Property insurance is typically a financial product purchased by individual property owners to protect their
homes, assets and/or businesses against future misfortunes such as natural disasters. The decision to take
out or renew an insurance policy is often viewed as a matter of personal responsibility, subject to an
individual’s financial capacity and risk aversion.® From this perspective, insurance functions much like any
other market commaodity: people choose to buy it if they can afford it and perceive sufficient value in the
protection it provides.

Yet, disaster insurance extends beyond the private financial interests of individual policyholders. Sustaining
a viable insurance system has broader societal implications, underpinning community recovery, social
stability and economic resilience in the face of growing disaster risks. A well-functioning insurance market
not only supports individuals to rebuild their homes and lives after a disaster but can also reduce pressure on
public spending and expedite community recovery process.® By contrast, an unsustainable insurance
market, where insurance is unaffordable or unavailable for those at most risk, can erode social cohesion and
resilience. When large segments of the population, particularly members of vulnerable communities, are
priced out or excluded from insurance coverage, disaster impacts are amplified, recovery becomes uneven
and inequitable, and public resources are stretched thin.

This section explains three key reasons why sustainable and inclusive disaster insurance can be regarded
as a desirable societal good rather than merely a private financial product, by examining its links to (1)
individual and household wellbeing, (2) community wellbeing, and (3) financial and social inclusion.

2.1. Insurance and individual-household wellbeing

Insurance plays a vital role in supporting individual and household wellbeing, particularly in the context of
increasing climate-related risks. One of the key ways insurance contributes to individual wellbeing is by
mitigating financial stress, which is closely linked to psychological distress. Research shows that financial
worries (for example, the costs of home repair following a weather event) are significantly associated with
higher levels of psychological distress, especially among unemployed or lower-income households who often
have fewer financial buffers.'® Conversely, favourable financial conditions, such as having an insurance
policy that supports financial capacity for recovery, are associated with a lower risk of depression and
reduced anxiety levels.!! Insurance not only supports post-disaster recovery but also provides property
owners with pre-disaster assurance against future losses, representing a sense of security and control in
uncertain circumstances. As such, insurance contributes to policyholders’ peace of mind prior to disasters as
well as their emotional recovery and confidence to move forward in the aftermath.'2

This pre-disaster assurance also makes insurance integral in enabling access to secure housing — a key
determinant of wellbeing across an individual’s life course from young adulthood through to retirement.”
Home insurance is typically a prerequisite for mortgage loans, making it a critical step towards
homeownership, which in turn supports individual stability and broader family wellbeing.” '3 Stable and
affordable housing is also strongly linked to improved financial security, physical and mental health, and
overall quality of life.* 15 These findings highlight that insurance is not merely a financial product but a crucial
instrument for enhancing psychological resilience, household stability, and long-term individual wellbeing.

Nevertheless, an ill-managed or inequitable insurance system can also lead to negative impacts on
individual and household wellbeing. While insurance is not a perfect product nor a universal necessity, its
absence or inaccessibility can deepen existing inequalities. When coverage is limited to those who can
afford high premiums, disadvantaged individuals and households are effectively denied a critical safety net
that enables recovery after disasters.'® For those who do hold policies, complex claims processes and
prolonged disputes with insurers can become major sources of stress, compounding the emotional and
financial toll of disaster experiences.'” '8 Vulnerable households, such as those of low socio-economic status
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or culturally and linguistically diverse communities, often face power imbalances when negotiating with
private insurers due to limited risk expertise and insurance language literacy.'® Ultimately, while insurance is
one important source of individual wellbeing, an inequitable insurance market risks widening the wellbeing
gap among individuals of different socio-economic groups,?° undermining both personal resilience and
broader community recovery.

2.2. Insurance and community wellbeing

The impact of insurance on community wellbeing is also evident in post-disaster recovery and resilience. By
enabling restoration of the built environment, insurance facilitates the re-establishment of vital community
infrastructure and services, allowing people to return to their homes, schools, and workplaces.?! This
restoration not only supports physical safety but also promotes social connectedness by enabling individuals
and families to re-engage with their local networks and routines. Continuity in the aftermath of disruption is
essential in helping to maintain a functioning society and ensuring that communities can rebuild with a sense
of stability and cohesion.22

In addition, insurance contributes to the social wellbeing of communities by supporting businesses’ economic
recovery. The viability of small businesses is especially important in post-disaster contexts, as they provide
employment, essential services, and social gathering points that help communities reconnect and thrive.23
When these businesses are able to reopen quickly due to timely insurance payouts, they can anchor a return
to normality and stability in affected areas.2* Thus, through both direct financial support and broader
contributions to social infrastructure, insurance helps sustain and rebuild the social fabric of communities in
times of disaster, fostering both economic resilience and collective wellbeing.

However, when insurance is inaccessible to an increasing share of the population, the opposite effect can
occur, undermining collective wellbeing and widening social disparities. Limited insurance coverage in high-
risk areas due to issues of affordability or availability can leave households and local businesses without the
financial means to repair or rebuild, prolonging displacement and economic disruption.® This exacerbates
inequalities as non-insurance is prevalent among disadvantaged communities, who are often located in
disaster-prone regions.? Evidence from research also shows that communities with higher social
vulnerability scores (encompassing socio-economic status, household characteristics, racial and ethnicity
composition, housing, and transportation variables) tend to experience more denied claims of post-disaster
insurance payouts.?8 In addition, there is a misfit between the insurance industry and Indigenous
communities due to divergent views about land possession and cultural values of assets and places, which
in turn may lead to the systemic exclusion of Indigenous communities, their lands and cultural assets from
disaster insurance coverage.?” 2 These findings demonstrate the duality of insurance in expediting
community recovery while potentially amplifying social disparities.'® An unsustainable and inequitable
insurance system can perpetuate cycles of vulnerability and marginalisation, restricting opportunities for
disaster recovery and collective wellbeing of disadvantaged communities.

2.3. Insurance and financial-social inclusion

In addition to its impacts on wellbeing, insurance also plays a critical role in advancing both financial and
social inclusion by helping individuals and communities access the resources and protections necessary to
fully participate in society. As discussed above, insurance is often a prerequisite for accessing mortgages,
which are key to securing stable housing. Secure housing in turn provides a foundation for maintaining
familial and social relationships, accessing healthcare and education, staying connected to employment
networks, and enhancing social cohesion.?® Thus, from a societal perspective, broad access to insurance
supports more equitable participation in the economy and in society. Indeed, holding insurance can also
serve as a social signal of being a responsible member of society, while those who do not hold insurance
can be disparaged as irresponsible,?° reinforcing insurance as a source of inclusion within societal
structures.3°

© Jarzabkowski, Pham, & Meissner, 2026
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However, the relationship between insurance and financial-social inclusion is complex and shaped by
systemic inequities. As discussed above, those without insurance — often lower-income households, small
businesses, or disadvantaged communities in disaster-exposed areas that have cheaper housing stock —
face greater losses and are less able to recover from setbacks, thereby limiting their capacity to improve their
financial and social standing. This inequity is especially stark following weather-related disasters, which tend
to have a disproportionate impact on already vulnerable populations.3' 32 The broader community also bears
the cost of these disasters through depreciating property values, increased insurance premiums, and public
spending on recovery.3® Moreover, when insurance is withdrawn at a large scale in high-risk regions, this
devalues people’s largest financial asset — their homes — which can undermine the property market and put
the broader economy at risk given the banking sector’s heavy reliance on mortgage lending.8 34 As
population growth increasingly drives housing into higher-risk areas,? the need for sustainable and inclusive
insurance systems becomes even more urgent, not just to protect individuals, but to promote resilient and
equitable societies overall.

BUILDING RESILIENCE: Linking Disaster Insurance and Risk Mitigation for a Sustainable Future 7



THE UNIVERSITY
OF QUEENSLAND
AUSTRALIA

CREATE CHANGE

Section 3: Key trade-offs in making a sustainable and
inclusive insurance sector

In principle, the insurance market is built upon the privatisation and individualisation of risk and
responsibility.25 It assumes ‘a level playing field of individual rational agency’,2®> whereby individual property
owners are capable of understanding and managing their own risk, and responsible for making rational
decisions regarding insurance purchases. However, in the face of climate change and escalating disaster
risks, insurance premiums have surged to unaffordable levels, while insurers increasingly withdraw from
offering policies in regions deemed too high-risk.2 The ‘playing field’ is no longer level, and a growing
proportion of the population, particularly vulnerable individuals and communities, are effectively excluded
from the insurance system and its critical protection, which can lead to negative implications for individuals,
communities, and financial and social inclusion (see Section 2).

There is no simple solution to the problem of increasingly unaffordable and/or unavailable disaster
insurance. The sources of the problem are complex and compounding, arising from increasingly severe
weather events, a legacy of existing properties that were not built to be resilient to these weather conditions,
growing urbanisation, and pressure to increase housing in high-risk areas.®¢ In such conditions, potential
solutions will be multi-faceted and will involve trade-offs.

Trade-offs are defined as ‘compromise situations when a sacrifice is made in one area to obtain benefits in
another’.3” Trade-offs are a helpful lens for addressing complex or ‘wicked’ problems, such as how to sustain
an inclusive disaster insurance system. Trade-offs provide the basis for collaboration by acknowledging
different stakeholders and their interests. In particular, trade-offs enable stakeholders to acknowledge the
competing demands that need to be addressed and consider how these might be balanced at any moment in
time or addressed sequentially to meet different interests over time.

Any potential solution for the issues facing the disaster insurance sector will bring variable benefits and
detriments to different stakeholders, necessitating trade-offs, as it will not be possible to satisfy all
stakeholders simultaneously. We therefore express the key challenges to be addressed in generating a
sustainable and inclusive disaster insurance sector for societal good through the lens of multiple trade-offs
(see Table 1).

Table 1: Key trade-offs involved in sustaining disaster insurance for societal good

Trade-offs Key decisions

Trade-off 1: Insurance | 1a. Who will hold the (uninsurable) risk and where in the risk-transfer chain, to
provision and risk ensure the continuity of insurance provision — the public or private sector?

sharing 1b. To what extent, and for how long, should the risk be shared to sustain the

insurance market?

Trade-off 2: Risk 2a. How should premiums be priced — risk-reflective or solidarity pricing?
pricing 2b. Who should be responsible, thus paying, for risk exposure — the individual
or the collective?

Trade-off 3: Risk 3a. Who should be responsible for risk reduction?

reduction . . .
3b. How can insurance become a lever for risk reduction?

Trade-off 4: Insurance | 4. How do we balance continuous protection with fixed-term insurance
continuity contracts, to maintain the majority of society in insurance for the long term?

© Jarzabkowski, Pham, & Meissner, 2026
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3.1. Trade-off 1: Insurance provision and risk sharing between public
and private sectors

On the basis that disaster insurance is a desirable societal good, a key consideration when insurance
becomes increasingly unaffordable or unavailable is how to ensure continuity of insurance provision to the
population. There are trade-offs concerning the roles of the private sector and the public sector, via the
government, in ensuring sustainable insurance provision and how the input of the two sectors might be
coordinated and balanced. This area of trade-offs is the focus of this section.

3.1.1. Uninsured risks already reside within the public sector

Before considering the different trade-offs involved in public or private sector ways of addressing uninsurable
risks, we first emphasise that there is no ‘fully private’ model. Uninsured risks already reside within the public
sector both because the government is insurer of last resort and because the means of addressing
uninsurable risks lies, at least partially, in government legislation.

When insurance becomes unaffordable or unavailable in the private insurance sector, the government
becomes, by default, the insurer of last resort.3 While small government grants are often provided to
affected residents to support minor disaster recovery and response activities in many countries, they are not
usually for the more expensive costs of post-disaster home repair and reconstruction. In advanced
economies, these bigger recovery expenses, including temporary accommodation while reconstruction is
being done, typically come from insurance claims. However, when a growing swathe of the population does
not have insurance, the burden of reconstruction falls directly on those uninsured property owners, who may
lack the resources to rebuild their homes or cover rent while they are out of their homes. These costs then
fall, indirectly, upon the government to provide for displaced residents, which is the meaning of the
government as insurer of last resort.3® While this does not mean the government literally provides insurance,
the economic and social costs of lack of insurance resound across all levels from the local governments in
which the disasters occur, to state and federal governments.4? Hence, the costs of uninsured risks are not
borne by individuals alone but are ultimately distributed across society as a whole.

Furthermore, moving from government as insurer of last resort to any formal insurance mechanism to
address the protection gap typically requires government legislation. There are several examples of how
insurance can be provided through some form of public sector provision or public-private collaboration.
Specifically, many countries have developed ‘Protection Gap Entities’ (PGEs), which are government-
legislated, usually not-for-profit, entities to provide insurance that would otherwise not be affordable or
available in the private insurance market.4! Examples include the Australian Reinsurance Pool Corporation
(ARPC, Australia), California Earthquake Authority (CEA, USA), Flood Re (UK), and the Taiwan Residential
Earthquake Insurance Fund (TREIF, Taiwan). These PGEs cover different types of risk from terrorism to
flood to earthquake and have different governance models, in that some are fully regulated by the public
sector, some are a public-private collaboration, and some use public-sector legislation to organise private-
sector insurance capital.3® However, they share a common feature: each was established through
government legislation in response to a recognised need at the time to create a mechanism addressing a
specific insurance protection gap. Hence, public sector involvement in the insurance market is essential, via
government as insurer of last resort and as legislator of any mechanism to address a protection gap.2 As
such, trade-offs involved in the relationship between the public and private sectors are key to any solution to
the protection gap.

PGEs are a useful way to consider the trade-offs involved in public-private insurance provision. They come
about when it becomes clear that disaster insurance is not affordable or available for a section of society,
that this is not simply a failure in individuals’ financial responsibilities to protect their properties, and that the
market will not self-correct to address the insurance protection gap, typically because the risk is too high,
volatile or systemic for policies to become affordable. At this stage, public sector involvement in the
insurance market occurs, usually through some form of PGEs. As much has been written about these
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PGEs,% 41 we will not explain their specific workings here but rather focus on how learnings from these
PGEs inform the key trade-offs to be considered in balancing public-private interests in developing a
sustainable and inclusive insurance sector for societal good.

3.1.2. Trade-offs over who holds risk and where in the risk-transfer chain

The first set of trade-offs are over where in the risk-transfer chain — Insurer, Reinsurer, or Administrator — any
public-private collaboration should be located (see Figure 1). This is important because it specifies who will
hold the otherwise uninsurable risk, meaning be on the hook for paying the claims, and where in the
insurance risk-transfer chain that risk will be held. We now explain key areas of trade-offs in navigating
where otherwise uninsurable risk is held between the public and private sectors.

Figure 1: Who will hold the risk and where in the risk-transfer chain 36
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1. Insurer PGEs: Typically, government intervention occurs because of a breakdown in the primary
insurance market meaning that property owners cannot get affordable insurance. This problem can
be addressed by developing a government-legislated Insurer PGE, which offers insurance policies
directly to consumers for the specified risk on which there is a protection gap (Figure 1i). The Toka
Ta Ake Natural Hazards Commission (NHC — previously EQC, New Zealand) and the Kantonale
Gebaudeversicherungen (KGVs, Switzerland) are examples of PGEs that offer such direct insurance
policies. An Insurer PGE has the most control over the availability of insurance policies because it
directly offers the policies and holds risks on its balance sheet. This model can, therefore, be
valuable in ensuring widespread access to and uptake of insurance against a specific hazard.*3
However, such a PGE cannot control the costs of reinsurance capital, which it is still likely to need
since it will be exposed to the domestic risks in a country that is the source of the protection gap.** It
may, therefore, struggle to keep premium prices down (unless it can also keep risks down as per
Trade-off 3).

2. Reinsurer PGEs: One of the reasons that insurance becomes unaffordable or unavailable is that the
costs of reinsurance to cover catastrophic losses such as major floods, cyclones, or earthquakes
have risen, or because reinsurance is unavailable. Therefore, a government-legislated Reinsurer
PGE can be formed, such as Flood Re (UK) or Caisse Centrale de Réassurance (CCR, France), to
provide reinsurance to the primary insurance market on the specified risk (Figure 1ii). A Reinsurer
PGE has less direct influence over availability of insurance policies, as it enables the private insurers

© Jarzabkowski, Pham, & Meissner, 2026
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to continue to offer policies but incentivises them to lower their premium prices by ceding a specified,
otherwise unaffordable insurance risk, to the Reinsurer PGE.#! The Reinsurer PGE can, in turn, keep
costs down because of a government guarantee, such as with Pool Re (UK), or because, as a not-
for-profit (e.g., Flood Re, UK), it has a lower-cost business model than a private-sector reinsurer.

Risk-transfer chain administrator PGEs: Another option is the PGE acting as an administrator of the
risk-transfer chain, lowering the friction involved in transferring risks from policyholders to insurers
and ensuring reinsurance capital, but without holding any of the risks (Figure 1iii). For example, the
multi-country risk pools such as Caribbean Catastrophe Risk Insurance Facility (CCRIF) do not take
risks themselves but do provide the operating capital and capability to help member countries
develop sovereign insurance risk policies and attract global reinsurance capital.*® In the USA, the
Terrorism Risk Insurance Act (TRIA) is also a hybrid form of risk-transfer chain administrator and
reinsurance PGE. It does not hold risks, or issue insurance or reinsurance polices per se. Rather, it
provides a legislative mechanism for terrorism insurance to continue to be offered and provide a
backstop to manage post-disaster payment of claims before recouping the costs of any such claims
arising from an insured terrorism event.*® A risk-transfer chain administrator PGE is not typically
used in the context of property insurance because it does not have any direct way of influencing the
availability and affordability of insurance policies. However, it does allow an insurance market to
persist that might otherwise collapse (e.g., terrorism insurance in the USA), or for an insurance
market to be formed that would otherwise not exist (e.g., drought liquidity insurance in Africa). It also
comes with low costs to the PGE, which does not hold the risks on its books.

3.1.3. Trade-offs over the extent and duration of public-private risk sharing collaboration

1.

Risk-sharing via Insurer or Reinsurer PGEs: In both cases of Insurer and Reinsurer PGE, the PGE is
an active participant in the insurance market because it takes either insurance or reinsurance
premiums to hold some of the risks and, therefore, to pay the claims incurred from loss. Government
participation in the insurance market can be exercised on a risk-sharing basis between the private
and public sectors and the threshold for this sharing is a key area for considering trade-offs. The
Insurer PGE can establish a threshold of how much of the otherwise uninsurable risk it will hold on
its balance sheet and share the remainder with the private sector. For example, the Toka TG Ake
NHC (New Zealand) insures the first layer of homeowner natural-hazard risks, meaning that they will
pay claims on all losses up to that threshold.** People who want more cover than that can buy above
the threshold in the private sector. By contrast, Consorcio de Compensacion de Seguros (CCS,
Spain), insures losses on multiple hazards above a specified threshold, meaning that the private
sector pays for all claims to that threshold, but higher losses are all paid by the PGE .36

A Reinsurer PGE is automatically a form of risk-sharing with the private sector since the private
insurers offer policies to the consumers and then cede a proportion of that risk to the Reinsurer PGE.
Pool Re (UK) and ARPC (Australia) are examples where private insurers retain some of the risk for
terrorism losses on their own balance sheets and cede some to the Reinsurer PGE.

The extent of risk sharing is a key area for trade-offs since a higher proportion retained by the private
sector gives them greater incentives to remain engaged with and manage risks, whereas a higher
proportion to the public sector gives greater control over premium pricing and availability. Risk-
sharing thresholds are not static but can be part of an evolving collaboration between public and
private sectors.*!

How ‘permanent’ is the public-private collaboration? PGEs are typically developed to address a
specific protection gap at a point in time. Questions thus arise over whether the collaboration is
considered temporary, to address a specified problem, or a more enduring feature of the insurance
landscape. There are two key arguments against prolonged public sector engagement in the
insurance market. First, that it may generate a crowding out effect,3® weakening the private sector’s
risk appetite by removing the most volatile or problematic risks from its portfolio. This, in turn, can
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dampen private sector innovation on such risks.*' Second, that public sector involvement and
subsidisation of insurance will create the ‘moral hazard’ of disincentivising risk mitigation and
encouraging continued building and living in high-risk areas, by artificially suppressing the insurance
price signal.3® 47 Hence, a key trade-off is considering whether the collaboration that is designed, in
whatever form it takes, should be ongoing or should have a sunset clause.

Some PGEs, in France, New Zealand, Spain and Switzerland, have been designed with longevity in
mind, becoming part of the economic and risk mitigation fabric of their countries.3¢ The rationales for
such longevity are complex but include that these protection gaps are not temporary aberrations but
rather enduring features of the risk landscape, such as New Zealand earthquakes, that social and
economic stability are well served by a highly-insured population over the long term, and that the risk
knowledge generated by a long-term PGE can be deployed for wider physical resilience (see Trade-
off 3). Enduring PGEs do not mean static since they can evolve with the evolving risk profile of a
society, including taking on new risks where protection gaps emerge.

Some PGEs are designed to be, if not temporary, at least not enduring, being subject to regular
government and industry reviews to determine whether they are still necessary. For example, ARPC
(Australia), TRIA (USA), and Pool Re (UK) all undergo regular government reviews at which their
remit may be expanded or reduced, as part of their ongoing governance.*¢ These reviews thus
enable a specified collaboration to expand, contract, or evolve according to changes in the insurance
landscape and stakeholders’ interests in that landscape. Others, such as Flood Re (UK) are
designed with a sunset clause, meaning that they have a specified end date, in this case 25 years,
imposed at their origin.#® The purpose of a sunset clause is to ensure that any collaboration does not
become a permanent feature of the insurance landscape, because of the potential negative
consequences of reducing risk appetite in the private sector and enabling ongoing building and living
in high-risk areas. The end date is intended to be an incentive for stakeholders to resolve the
protection gap that led to the initial PGE.

Drawing together the above points, Figure 2 illustrates four typical scenarios with varying degrees of public-
private involvement that the disaster insurance market can evolve into, and maps the relationships between
these scenarios. Typically, as mapped on the horizontal axis of Figure 2, the insurance market in advanced
economies operates as a private competitive market, with private insurers trading risks for profit. When
disasters are relatively infrequent and randomly occurring across a population, this private market works
well, with minimal public sector involvement beyond standard industry regulations and consumer protection
(see Figure 2, A). However, as the disaster insurance market in Australia and globally becomes more
volatile, insurance is increasingly unavailable or unaffordable to a growing proportion of the population. For
this population, without any public sector intervention, access to the insurance market is collapsing or non-
existent (Figure 2, B). There is thus a growing role for public sector involvement in the insurance market,*° %0
as mapped on the vertical axis of Figure 2. As uninsured risks will fall on government as insurer of last resort,
in some cases the government may step up to establish a state-owned market to control insurance
affordability and availability, as seen in countries such as Spain (Figure 2, C). A purely public-sector solution
means the government will have to hold the risks on its balance sheet and does not necessarily ensure a
sustainable insurance market in the longer term. A more sustainable solution is for the public and private
sectors to share the risks and establish a public-private collaboration though some form of Insurer or
Reinsurer PGEs (Figure 2, D). Eventually, once the PGEs serve their purpose in addressing the protection
gap, which will include issues of pricing (Section 3.2) and risk reduction (Section 3.3), more risks can be
returned to the private sector to maintain their risk appetite, encouraging market competitiveness and
competition.
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Figure 2: Different scenarios of public-private involvement in sustaining the disaster insurance market
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IN SUMMARY

There are trade-offs over who holds (uninsurable) risks and where in the risk-transfer chain
between the public and private sectors.

e Public-private collaboration takes place through various forms of Protection Gap
Entities (PGEs) — Insurer PGE or Reinsurer PGE.

e The extent of risk sharing is a key area for trade-off — a higher proportion retained by
the private sector gives them greater incentives to remain engaged with and manage
risks, whereas a higher proportion to the public sector gives greater control over
insurance affordability and availability.

e Another key trade-off is the duration of the public-private collaboration — whether it
should be ongoing or should have a sunset clause. PGEs can be designed either to
evolve alongside the evolving risk landscape of a society, to undergo regular
government and industry reviews for continuity, or to have a specified end date
imposed at their origin.
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3.2. Trade-off 2: Risk pricing — risk-reflective versus solidarity
approaches

This section explains the trade-offs involved in different approaches to premium pricing on otherwise
uninsurable risks. While premium pricing is complex,?® fundamentally insurance becomes unaffordable or
unavailable to some individuals because their properties are considered to have high exposure and,
therefore, likely to incur claims with higher losses. In what is known as risk-reflective pricing, those
individuals’ premiums are higher to reflect their categorisation as high risk. By contrast, solidarity-based
pricing smooths the effects of high risk by subsidising premiums to those at higher risk, typically from those
at lower risk.®' While risk-reflective pricing can be used in either the public or private sector, the mechanisms
for solidarity-based pricing typically require at least some government intervention or legislation. Hence, the
trade-offs in this section are linked to the decisions made in Trade-off 1 about public-private collaboration.
We first define the two terms, risk-reflective and solidarity pricing, and explain their underlying principles
before discussing the trade-offs they give rise to in considering which to enact.

3.2.1. What is risk-reflective pricing?

One of the major drivers of unaffordable or unavailable insurance is the rise of risk-reflective pricing. With
access to ever more detailed data, the insurance industry has adopted an increasingly technical approach to
modelling and pricing potential losses.?2 53 This approach is known as risk-reflective pricing®* and is based
on modelled assessments of individual properties to determine potential losses from specific hazards.55 56
Properties that are not well adapted to withstand a specified hazard, such as flood or cyclone, and that are in
higher-risk locations are charged higher premiums on the basis that these reflect the property’s risk of
damage and loss.38 57 The risk assessments that support risk-reflective pricing may also lead some insurers
to withdraw from offering policies on properties in regions where risks are deemed particularly high, such as
the withdrawal of hurricane insurance policies in Florida and wildfire policies in California.5® Hence, risk-
reflective pricing is a way that insurers use price to differentiate the levels of risk exposure in a pool of
insureds and signal their assessment of specific properties and areas as high risk.

3.2.2. What is solidarity pricing?

While risk-reflective pricing is directed at charging differentially for properties based on their risk, a solidarity
approach assumes that those participating in insurance share the risk similarly and hence should all face
relatively uniform pricing. The underpinning principle of this approach is that disasters are considered
random misfortunes that could occur to anyone.%® Hence, instead of differentiating between individuals and
pricing their participation in insurance based on their risk exposure and likelihood of loss, the guiding
principle emphasises sharing the risk of loss.% 61 A loss to any specific individual properties is shared
collectively by all members in the insurance pool.62 83 For example, in the Swiss cantonal insurance system
and in the French CCR-backed system, all homeowners pay a flat-rate premium that protects them from
disasters, regardless of the specific risk exposure of their properties.3¢ The solidarity approach draws from
the initial premise of insurance as a pooling mechanism, in which the premiums of the many across different
risks provide a diversified pot of capital from which to pay for the losses of those few individuals who may be
highly exposed to one or more of those risks.

Figure 3 depicts the contrasting characteristics of the two risk pricing approaches, which lay the foundation
for the trade-offs to be considered in choosing which approach to adopt.
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Figure 3: Risk-reflective versus solidarity pricing
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3.2.3. Two key trade-offs — who is responsible for risk and who should pay for it?

Essentially each of these approaches to pricing is based on different concepts of how to control risk and
what constitutes fairness or equity.5* We identify two key trade-offs to consider in evaluating these two
approaches. First, who is responsible for risk, which encapsulates trade-offs between price as risk signal and
behavioural deterrent versus price as equitable access and inclusion. Second, who pays for risk exposure,
which encapsulates how solidarity pricing is attained, and also raises the question of how affordable
solidarity pricing can be sustained in the face of increasing disaster risks.5’

1.

Who is responsible for risk? This trade-off is grounded in different understandings about who is
responsible for different risk profiles and the role of price as a means of attributing that responsibility.
Under risk-reflective pricing, price is a signal of high risk and should therefore serve as a behavioural
deterrent to building or remaining in areas of high risk. The assumption is that individuals are
responsible for their risk exposure and should be charged accordingly. For example, a home beside
a river attracts a higher flood insurance premium than a home on a hill, with everyone’s premium
priced according to their potential flood risk and further increased where the property has incurred
flood losses.53 64 Risk-reflective pricing is, therefore, intended to encourage policyholders to lower
their risk,%0 for example, by upgrading their homes to meet new building standards where these are
available or by moving if not.55 56 Risk-reflective pricing holds individuals responsible for their losses,
with high prices signalling people’s responsibility to reduce their risk.8* 85 Hence, the key argument
against suppressing this price signal is that it will cause free riding, where insured individuals are
able to remain highly risk-exposed knowing their losses are covered by subsidised insurance rather
than taking responsibility to reduce their risk.38 66
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By contrast, solidarity pricing is grounded in concepts of equitable access to and inclusion in
financial systems. From this perspective, discriminatory pricing that excludes individuals from
insurance should be avoided,?5 67 68 because the reason that they are categorised as high-risk may
be outside their control.2°  For example, older housing stock may not have been designed to
withstand flood or earthquake damage, or building may have been approved in high hazard zones
without consideration of resilient building codes. The costs to upgrade these properties or to move
may be beyond the resources of their owners, leaving them with no way to reduce their risk.2° Under
a solidarity model, higher pricing for risk factors that are not within the control of property owners is
considered discriminatory, particularly when it disproportionately affects socio-economically
disadvantaged groups;®8 such as a 2022 Australian study that found that 50% of those who were
uninsured were also vulnerable in terms of income security, social background, and education.”®
Inequity and financial exclusion arise when such individuals are unable to access affordable
premiums and have no means to improve their risk profile.®® 67 Solidarity pricing is thus one means
by which society takes collective responsibility for the financial inclusion of those individuals who are
otherwise unable to participate in affordable insurance.*®

2. Who pays for risk exposure? A second key trade-off in considering these two pricing models is who
pays for risk exposure. Ostensibly in the risk-reflective model, everyone pays according to their
specific risk exposure with those at high risk paying the most. However, this is not strictly true since,
even under risk-reflective pricing, insured individuals implicitly accept at least some notion of pooling
and non-differentiated pricing in which their premiums may cover other’s losses in exchange for their
own access to that same protection.®' Otherwise, full risk-reflective pricing would confound the
principles of insurance because those at high risk may find premiums too high and simply drop out of
the pool, while low-risk individuals could choose other means than insurance to cover their potential
losses so also not joining the pool.89 Hence, even within a risk-reflective framework, all insured
individuals still share some collective responsibility to pay for each other’s risk.62 7' Nonetheless,
payment for risk exposure falls predominantly on the individual property owner in the risk-reflective
model, and even more so when that individual falls out of the pool of insureds. Of course, as
explained in Trade-off 1, when individuals are uninsured, payment for risk exposure after a loss also
falls onto the government as insurer of last resort.

By contrast, solidarity pricing is an effort to ensure collective payment towards risk exposure through
risk redistribution.”? Risk redistribution reduces payments from a highly exposed group of
policyholders by subsidising them from the wider pool of policyholders. Low-risk policyholders pay a
slightly higher premium, which in turn is used to subsidise affordable premiums for high-risk
policyholders. While this concept of distributing risk across a pool of insureds is the basic principle of
insurance, solidarity pricing goes further by deliberately subsidising from those at lower risk to those
at higher risk. Since this decision to impose costs on one customer to pay for another cannot be
taken unilaterally by the private sector, any such decision involves government legislation, so
bringing in Trade-off 1.

The most typical models of solidarity pricing involve PGEs, typically formed as a government-
legislated insurance or reinsurance pool, that receives premiums from all policyholders and levies
these to reduce pricing to those at highest risk.3 Examples are the flood insurance scheme Flood
Re in the UK, where a government-enabled levy on lower-risk policyholders subsidises higher-risk
policyholders in order to offer them affordable insurance, or the KGV (Cantonal Building Insurance)
in Switzerland, where a not-for-profit government monopoly makes insurance mandatory for all
property owners, generating a wide pool of insureds from which premiums can be offered at a fixed
affordable price to everyone regardless of their risk profile.

Highly individualised payment means people fall out of insurance, causing personal hardship as well as
societal cost in both supporting recovery for those people and also loss of the societal good generated by
inclusion in insurance (see Section 2). Yet subsidised solidarity pricing is not sustainable either in the face of
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increasing risk exposure. As more properties become high-risk due to changing weather patterns and non-
resilient buildings, the costs to the collective rise meaning that relatively low-cost subsidisation can no longer
be maintained. For example, Flood Re in the UK can no longer afford its initial subsidisation of high-risk
properties due to a combination of increased costs of reinsurance capital and of reconstruction alongside an
increasing number of high-risk properties. It will, therefore, be increasing the costs of its premiums,
particularly to those in the highest-value homes.” Other PGEs that adopt a subsidised model to enable
solidarity pricing, such as the French CCR, are also implementing increases to cover the increasing costs of
climate adaptation.” Hence, a solidarity model also has to account for the sustainability of payments for risk
exposure. The only way to keep payments for risk exposure low over the long term is to engage seriously
with not only the financial protection gap but also to address the physical protection gap, leading to our
discussion of Trade-off 3.

IN SUMMARY

There are two approaches in pricing insurance premiums — risk-reflective and solidarity
pricing. The decision of which pricing approach to adopt raises two key trade-offs over who is
responsible for risk exposure and under what model of payment.

e Risk-reflective pricing holds individuals accountable for their risk, thus motivating them
to reduce risk in ways that would lead to a tangible reduction in their premiums, but
can also lead to their financial exclusion from the insurance system if their risk
becomes too high to afford.

o Conversely, solidarity pricing aims to ensure equitable access to affordable insurance,
but can also negate individual responsibility to contain risk by suppressing the price
signal.

Neither choice is simple, as both have flow-on consequences on risk signalling and inclusion
in the insurance system.
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3.3. Trade-off 3: Risk reduction — linking financial protection with
physical mitigation

In the above trade-offs, it is important to realise that risk transfer does not reduce risk. Focusing on disaster
insurance as a financial product for a price prioritises risk transfer whilst not addressing the underlying
problem of reducing exposure to growing climate-related risks.”® Building from Trade-off 2, therefore, we
emphasise that risk-reflective pricing will continue to widen the financial protection gap without physical
mitigation of risk. While solidarity pricing may bridge that financial gap, it will become unsustainable due to
population growth, increased demand for dwellings, and changing weather patterns, meaning a growing
number of properties are at risk of loss. In a time of escalating disaster risks, the only way that insurance can
remain sustainable is to reduce physical risk of loss.

Yet, insurance has typically had few levers by which to mitigate the physical risk of properties.38 76
Furthermore, data on risk mitigation at either the infrastructure level, such as levee banks and drainage
systems, or the property level, such as build-back-better and resilient homes’ initiatives, are often sparse, not
publicly available, or not provided in ways that can feed directly into insurance pricing models.”” 78 Hence,
the next key area of trade-offs in maintaining disaster insurance as a societal good is moving beyond
insurance as primarily a mechanism for financial coverage to being one for physical risk reduction. To reduce
the physical risk of properties, it will be necessary to establish who is responsible for risk reduction and
understand how insurance can absorb a level of responsibility in becoming a lever for risk reduction.

3.3.1. Who is responsible for risk reduction?

To date, physical protection has traditionally been a complex combination of government and individual
responsibilities. The government is responsible for some overarching levers of risk reduction, for example,
through building codes, planning laws, or infrastructure works such as improving drainage, constructing
levees and raising bridges.2 These forms of physical protection can safeguard many homes and
communities/regions from loss following a weather event. In turn, they provide broad societal benefits by
reducing demand on public funds for recovery, enabling a quicker return to ‘business as usual’ through
restored infrastructure and services, and lessening the emotional and social upheaval for households and
communities.” However, these government measures only provide a broad brushstroke across households
for two reasons.® First, levers such as building codes and planning laws are applied across properties in the
jurisdiction but are not necessarily tailored or specific to a particular home and may not be implemented
uniformly across a population (e.g., new building codes or planning laws may not be applied retrospectively
to existing dwellings). Meanwhile, large-scale community infrastructure works are time-consuming and
expensive, which constrains their execution. Second, changing climate and increased severity of weather
events as well as urbanisation and population growth mean that weather events are affecting communities in
new or different ways. This leaves properties continuously exposed to loss following disaster events despite
government enacting levers within their remit.

The government is not responsible for ensuring physical protection at the household level for privately owned
assets. Instead, individuals are responsible for their own private assets and thus making specific asset-
based decisions regarding physical protection that fall outside of government remit mentioned above.®° As
such, there are some levers of physical protection that individuals are responsible for, for example,
retrofitting homes with flood-resilient and non-flammable materials or raising homes above flood levels.
However, implementing such physical protection measures is challenging for individual property owners in
several ways.”® Individuals, particularly members of vulnerable communities, may lack the appropriate funds
and technical knowledge to assess their risk and subsequently undertake insufficient physical protection
measures on their property.5” 8! Given these limitations, it is possible that property owners may not find out
until after the disaster event that their physical protection measures have not been effective.

While it is well established that reduced risk is beneficial for individuals and society, there is a gap between
government and individual responsibilities and the levers within their respective remits.”> We now propose
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insurance as a lever for implementing physical protection measures. Insurers, traditionally, have not had
responsibility for risk mitigation,5” 76 and their business model of rebuilding ‘like-for-like’ has not traditionally
had suitable levers for post-disaster risk reduction measures. Instead, insurers provide financial protection in
return for a premium. We, therefore, outline opportunities for insurance premiums to become a lever for risk
reduction and move towards bridging the gap between the limitations of government and individual
responsibilities. Figure 4 depicts how the key stakeholders can share responsibility for risk reduction and the
interrelationships among them.

Figure 4: Sharing responsibility for risk reduction
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3.3.2. How can insurance be a lever for risk reduction?

Despite risk reduction measures being historically beyond the remit of insurers, there are ways in which
public and private insurance can be levers for risk reduction.

1. Public-sector insurer’s levers for risk reduction: Public insurance models can incentivise risk
reduction through government funding for resilience works on privately owned assets. This method
of risk reduction benefits society in two ways. First, where governments operate public insurance, it
is in the government’s interest to improve the resilience of assets and thus reduce the demands on
public insurance and other public funds following loss from a disaster event.*? Public insurance
models must offer insurance the following year, and in many subsequent years, at an affordable
price. Thus, financially supporting risk reduction for properties improves weather resilience across a
population and ensures the future viability of a public insurance model. Second, helping larger
numbers of property owners become better prepared for weather events can lead to financial, social
and emotional benefits across society. Such a risk reduction program is built into some PGEs, such
as the Swiss KGV (Cantonal Building Insurance) where payment of claims for damage to existing
buildings also requires those buildings to implement specific risk reduction measures that will make
them less susceptible to future loss. At the same time, to receive approval newly proposed buildings
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must go to the PGE insurance system to ensure risk reduction measures are included from the start.
Such measures have the advantage of being able to operate at scale and linked into the broader risk
reduction system of a country.

2. Public-private levers for risk reduction: Insurance as a lever for risk reduction does not have to be
the sole responsibility of public insurance models. Examples exist of government and insurers
collaborating to expand beyond their historical remits regarding risk reduction. In response to the
flood events of 2022, the Queensland Government’s Resilient Homes Fund financially supported
homeowners to ‘build back better’ using grants for homeowners to install flood-resilient materials as
part of their rebuilding efforts.82 8 The program successfully piloted delivering the grant for resilient
materials through the homeowner’s insurance claims with their own private insurer. This grant
delivery model via the insurance rebuilding process benefitted homeowners in that they had access
to their insurance builders to assist with reconstruction, even as they had government support for
risk reduction through the government grants. The government funds, which were additional to the
insurers’ scope of works, facilitated the implementation of approved risk reduction measures, so
surmounting the insurers’ like-for-like limitations. While only a pilot program, and so not delivered at
scale, this public-private collaboration might increase private-sector insurance’s levers for risk
reduction.

3. Private-sector insurance’s incentives to individuals: One of the few levers that private sector
insurance has is to reduce premiums to property owners who have taken specific risk reduction
measures.”® Some initiatives show how private insurers are collaborating with governments, NGOs,
and the construction sector in supporting the development of consumer-friendly resilience rating
systems that incentivise individuals to reduce their property’s risk. The purpose of such rating
systems is two-fold. First, to develop individuals’ knowledge and understanding of their property’s
particular vulnerability to severe weather events. Second, given that home construction and weather
patterns vary greatly across Australia, to facilitate the property owners undertaking resilience
measures that are appropriate to their unique combination of construction, location and weather risk.
The benefit being that property owners develop knowledge around risk and that personal funds
invested in resilience are spent in ways that are more likely to reduce their loss following a weather
event. An example is the Resilient Building Council’s Bushfire Resilience Rating. Funded by the
Australian Government and further supported by the insurance and construction sectors, the
Bushfire Resilience Rating is a self-assessment app that homeowners use to gauge their bushfire
risk and know which resilience measures can be implemented to reduce their risk of loss. Some
reports suggest that these ratings are not only reducing homeowners’ risk but also providing them
with a reduction in insurance premiums. Again, while not tested at scale, such initiatives indicate
additional ways to bridge the gap between individual responsibilities for risk reduction and their
access to insurance.

Figure 5 summarises how public/private insurance models can become a lever for risk reduction.
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Figure 5: Insurance as lever for risk reduction
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IN SUMMARY

The only long-term solution to address the insurance protection gap is to reduce the physical
risk of loss, yet historically insurers have had few levers to influence this. Risk reduction has
largely been divided between government — through building codes, planning laws and
infrastructure works — and individuals, who are responsible for protecting their own
properties. However, government measures are broad and not always retroactive, while
individuals often lack the funds, knowledge, or capacity to implement effective protection,
leaving a gap between these responsibilities.

To bridge this gap, insurance could evolve beyond providing financial compensation to
become a lever for physical risk mitigation by supporting government and individuals’ risk
reduction measures.
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3.4. Trade-off 4: Insurance continuity — balancing continuous protection
with fixed-term contracts

In this section, we consider the trade-offs necessary to ensure that society benefits from continuous long-
term enrolment of the population in disaster insurance within the constraints that insurance is typically a
fixed-term, one-year contract. A robust insurance system needs a wide pool of participants, and, to benefit
from their membership of the pool, participants need to remain within it over the long term, since they cannot
know when a disaster will strike for which they need insurance.®* Yet, because insurance contracts are
typically repriced and renewed each year, people can easily fall out of the long-term benefits of insurance by
failing to renew in any given year. After any disaster, there are always tragic stories of property owners who,
having been insured throughout much of their life, were not insured in the year of that disaster and so had no
financial protection. Hence, continuous long-term enrolment in insurance is essential for it to function as a
societal good and this must be balanced against insurance as a fixed-term, typically annual product.8 8 We
now explain the two aspects of this trade-off, in terms of why insurance is renewed annually even as
continuous enrolment in insurance is necessary. We then address several options of balancing this tension,
based on continuing voluntary renewal of annual contracts by individual property owners or ongoing
enrolment through compulsory or multi-year insurance contracts.

3.4.1. Fixed-term annual contracts as industry norms

Insurance policies are typically 12 months in duration. Insurers sell 12-month policies so they can
periodically review the factors that go into premium pricing such as changing risk profiles (e.g., updates to
flood maps) and other economic factors (e.g., reinsurance costs, inflation, construction costs). In addition to
these general factors that might change pricing, typically policies that have had a significant claim in a given
year will experience a price rise when renewed. A policyholder therefore, typically, has a maximum of 12
months of financial protection against loss from weather events at any point.87 At the 12-month expiration
point, policyholders need to decide to renew their policy. As noted in the introduction and Trade-off 2, some
policyholders do not renew their policy due to risk-reflective pricing that makes it unaffordable, and some
may even find that insurance is no longer available for specific hazards to which they are most exposed.
Other property owners may engage in underinsurance, taking out a policy that is not sufficient because it
does not cover the value of the property, or because it excludes some hazards.8 Such non-renewal, or
underinsurance from key hazards, means that these people fall out of the continuous benefits of insurance.

3.4.2. Societal benefits of insurance are dependent on continuity

Falling out of insurance is not only a problem for property owners — it is also a problem for insurance.8® For a
market to exist and thrive, a sufficient number of people need to remain in insurance consistently (year-on-
year) to maintain a viable pool of insureds and spread the risk of weather events across a diverse
population. Furthermore, society is dependent on continuous insurance to realise its benefits (see Section 2).

The duration of the assets that insurance protects, such as homes, far exceeds the fixed-term contract of a
one-year insurance policy. For example, the most common length of a homeowner mortgage in Australia is
30 years.% Insurance provides an important safety net for, and is often a requirement of, such mortgages.
Yet a homeowner with several years to run on a 30-year mortgage may fall out of insurance due to price
increases in their annual insurance policy, meaning that their primary asset is no longer secured against
disaster. Loss of access to continuous insurance means that such homeowners will struggle to rebuild after
disaster and may also struggle to maintain a mortgage, or to sell their uninsurable home, so depreciating its
value to them as a source of wealth and potential future provision for retirement and aged care.” 8 This
financial challenge will be accompanied by social and emotional stress at the inability to protect a property
that is not simply a key long-term asset but also a home.”®

The problem extends beyond homeownership. Communities in which insurance becomes scarce will
struggle to have a robust residential and commercial rental market, as landlords require property
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insurance.”® Local businesses, as sources of employment, and societal services such as aged and health
care, and education, will also be compromised, struggling to get credit or take risks due to their uninsured
status, even as they are also affected by the downturn in their local rental and homeowner community.
Continuous insurance is thus key to both post-disaster reconstruction, and also to pre-disaster stabilisation
of communities that can thrive because of the confidence that insurance provides to undertake medium and
long-term activities such as running a business, owning a home, or renting properties.

3.4.3. Trade-offs in maintaining long-term enrolment in insurance

As explained above, there is an underlying tension between the fixed-term annual nature of insurance
policies, the financial protection these policies provide against weather events, and the long-term individual
and societal benefits of continuous financial protection. Therefore, mechanisms are needed to move from
fixed-term insurance contracts to a longer-term strategy of a more resilient society underpinned by the
financial, social and emotional benefits of insurance. We now outline three potential strategies for addressing
this tension: motivating voluntary uptake of continuous insurance, establishing compulsory uptake of
continuous insurance, and a hybrid solution of multi-year insurance contracts.

1. Motivating voluntary uptake of continuous insurance: One key way to support individuals to renew
their annual insurance policy is to ensure that those policies remain affordable and available. This is
the key to a thriving private insurance market; a fiscally prudent population will make sound
decisions to protect their assets and will be able to meet requirements on them by mortgage lenders,
by buying an annual insurance policy. Given that properties such as homes and businesses are
private assets, there are good reasons to expect the owners of those properties to protect them by
continuously renewing their annual insurance policy.®" However, as we have established in this
report, other trade-offs will need to be addressed to move to such a situation, including significant
risk reduction that is clearly linked to premium pricing (Trade-off 3), so enabling risk-reflective pricing
to also be affordable (Trade-off 2). Furthermore, individuals will need confidence that insurance
policies will remain affordable at least for the term of any mortgage, and ideally for the tenure of their
ownership of the property. If society is to move to a position in which individual property owners can
balance the fixed-term nature of annual insurance contracts with their need for continuous
protection, there will need to be a major change in the current insurance ecosystem.

2. Establishing compulsory uptake of continuous insurance: Another means of ensuring continuous
uptake of insurance, is to make disaster insurance compulsory, as seen for multiple hazards in
countries such as France, Spain and Switzerland and for earthquake in New Zealand.36 4! While
being government-legislated and owned, these compulsory PGE schemes are still fixed-term annual
contracts, so conforming to existing risk-transfer models and, therefore, enabling risk sharing with
the private sector (see Trade-off 1). Despite being annual contracts, their compulsory nature makes
insurance continuous, since all property owners must renew their insurance every year. Compulsory
insurance is binding on both the property owner and what is usually an Insurer PGE, because the
property owner must buy a policy, which the insurer is required to accept, regardless of the risk
exposure of that property.*3 Importantly, compulsory insurance can be enforced in the above
examples because it pays attention not only to availability but also affordability, due to a combination
of solidarity pricing (see Trade-off 2) and, in Switzerland at least, extensive risk reduction to reduce
risk exposure (see Trade-off 3). Compulsory insurance is thus another way to maintain a long-term
and diversified pool of insureds to underpin the societal benefits realised from continuity of
insurance. However, compulsory insurance can also only be realised by addressing the prior trade-
offs discussed.

3. A potential hybrid — multi-year insurance contracts: A third way to ameliorate the effects of fixed-term
contracts on insurance continuity could be to make insurance contracts longer in duration, spanning
multiple years. That is, an insurance contract that renews and reprices over a fixed term of five or
more years.8 There is little empirical evidence of such contracts in the primary insurance market
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because insurers, understandably, wish to retain the freedom to reprice policies each year to reflect
changing risk exposure and costs. Some multi-year contracts have been negotiated in the
reinsurance sector, as evidenced in the three-year reinsurance contracts negotiated by primary
insurer QBE in 2010 and these multi-year initiatives seem to be increasing. For example, both IAG
and Suncorp in Australia have negotiated multi-year reinsurance contracts in 2024 and 2025
respectively.®? This is important to any potential multi-year insurance contract; for insurers to hold
risk from property owners at a stable premium rate over multiple years, they will also need to have
reinsurance pricing security over multiple years as the cost of reinsurance is one area of premium
volatility.8” While not widespread or embedded in insurance sector or consumer practice, there are
some theoretical papers arguing for the potential advantages of multi-year homeowner insurance
contracts in managing insurance pricing volatility.8% %3 These papers suggest that fixed-term
contracts of anything from 5 to 20 years, potentially with periodic reviews of premium price at
intervals of five or more years, would have several advantages in smoothing the volatility of
insurance pricing. This would strengthen policyholder confidence — for example, in their ability to
take out a mortgage, and would also foster a longer-term relationship in which both the policyholder
and insurer benefit from jointly investing in risk mitigation for the insured property.

Figure 6: Potential options to encourage continuous long-term enrolment in insurance
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Figure 6 summarises the potential strategies to address the trade-offs in maintaining continuous long-term
enrolment of the population in insurance. Multi-year fixed-term contracts would be a radical departure from
existing public or private insurance models, necessitating consideration of many other issues beyond pricing
and the length of the contract, such as potential exit costs if a property is sold, or whether and how the
insurance policy is tied to the property. Furthermore, such a radical change would be difficult to implement in
a competitive market where there is little evidence about consumer demand and where insurers may have
low appetite for such shifts that may not yield any competitive advantage, or may even increase costs of
capital.8” Therefore, in theoretical argument,8 such changes would best be implemented through a PGE, for
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example the National Flood Insurance Program, a government-owned and operated primary insurance PGE
in the USA. Hence, multi-year fixed-term contracts may be considered a hybrid proposition for Trade-off 4
because they could potentially stabilise affordable pricing through a compulsory scheme, which already has
some elements of a multi-year model because compulsion requires ongoing insurance even when it is
renewed annually.®* Implementation of such contracts would require strong links to all other trade-offs and
could provide a period of stable pricing and insurance continuity within which to implement risk reduction
solutions, as discussed in Section 3.3. Government legislation would be required and, while it might begin as
a solidarity pricing model, to be sustainable at offering affordable long-term premium pricing, issues of risk
mitigation would need to be addressed, and the fixed term of the contract would give a period in which that
risk mitigation might take place.

IN SUMMARY

Insurance continuity is critical for ensuring that individuals and society benefit from long-term
protection against disasters, yet most current policies are fixed-term annual contracts that
risk lapses in coverage. Annual repricing and renewal allow insurers to adjust for changing
risks and costs, but this creates affordability and availability challenges that can push
policyholders out of coverage. Because homes, mortgages, and businesses depend on long-
term protection, continuous insurance is essential for financial, social, and emotional
resilience of individuals and communities.

To balance the need for continuous protection with the fixed term annual nature of insurance
policies, three strategies are considered: voluntary renewal supported by affordable pricing,
compulsory insurance schemes that ensure continuous uptake, and multi-year contracts that
stabilise premiums and build confidence in long-term commitments.
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3.5. Using trade-offs to support collaboration on solutions towards a
sustainable and inclusive disaster insurance landscape

In this report we have identified four key areas of trade-offs that encapsulate the challenges to be addressed
in generating a sustainable and inclusive disaster insurance sector for societal good. Trade-offs provide a
useful basis for collaboration because they ensure that different facets of the problem and different
stakeholders’ interests are considered in discussing potential solutions.? No solution will be able
simultaneously to satisfy:

o all stakeholders’ interests;
e both aspects of a single trade-off; or
e all trade-offs.

However, by working through the trade-offs, each of which involves the key decisions outlined in Table 1,
stakeholders will be able to consider the multiple facets of any potential solution. Furthermore, they will be
able to identify what is being sacrificed in any decision, consider what benefits will be realised from that
sacrifice, and note the consequences of any decision. Here, two important features of using trade-offs to
support collaboration on potential solutions need to be understood. First, decisions to sacrifice one aspect of
any specific trade-off can be sequenced to enable the desired benefits, with a view to later addressing the
other aspect of the trade-off.% 97 Both aspects of a trade-off, therefore, may be satisfied at different points in
time, as part of aiming for a comprehensive solution over time. Second, trade-offs are linked, in so much as
decisions on any specific trade-off will have implications for decisions on the other trade-offs.8* % Hence,
working through the trade-offs identified in this report will enable consideration of how sacrifices and benefits
connect across trade-offs, ensuring that any solution is not unidimensional but, rather, considers the multiple
facets that must be joined together to work towards a solution. Figure 7 provides a summary of the
interconnected nature of the key trade-offs, while Figure 8 depicts the sequential nature of the decisions
involved.

Figure 7: Summary of interconnections between key trade-off areas
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Figure 8: Summary of sequential key trade-off decisions to sustain the disaster home insurance market
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In Box 1 we provide a brief example of the case of Flood Re in the UK. In doing so, our aim is neither to
exhaustively explore all aspects of the Flood Re approach, nor to recommend Flood Re as the ‘right’
solution, as that will depend on the decisions of stakeholders in any specific context. Rather, our aim is to
illustrate how aspects of any single trade-off can be sequenced in order to address each at different points in
time, and also how decisions on trade-offs are linked.

As the example of Flood Re shows, trade-offs can enable stakeholders to work through the different aspects
of any solution, deciding which sacrifices will be made at which time point to generate some other benefit,
and also, importantly, to consider whether that sacrifice may be addressed at a future point in time to realise
other benefits, potentially linked to a different trade-off.5' %° In the Flood Re case, staggering the return to
risk-reflective, private sector insurance provided a period in which uninsured homeowners could return to
being insured. During that period, those homeowners could remain insured and be supported with measures
to make their homes more physically resilient to flood. Of course, neither risk nor housing remain stable.
Thus, Flood Re, or any other solution aimed at generating a sustainable insurance sector for societal good
that can incorporate long-term, affordable protection and risk reduction, needs to be dynamic; continuously
balancing and rebalancing aspects of the linked trade-offs to reflect both the changing context and the
trajectory of decisions being made.®®

Flood Re: An example of sequencing and linking trade-offs

Flood Re was established in 2016 in the UK as a Reinsurer PGE with a mission to provide affordable
insurance premiums for those at highest risk of flooding, and also with a sunset clause of 25 years at
which Flood Re was to exit the insurance market and return it to risk-reflective pricing. Decisions on
Trade-off 1 about public or private provision had already been made, with the establishment of a
government-legislated PGE to hold risk at the reinsurance level of the risk-transfer chain, and without any
government guarantee. To ensure that the affordable premium aspect of the mission could be met
without government funding, a decision was, therefore, also made on Trade-off 2 about how risk should
be priced. Premiums for those at highest flood risk would not be differentiated by risk exposure but rather
would be cross-subsidised by a levy of GBP10 on each homeowner policy, which would be used to
create a fund to lower premiums for high-risk properties. Hence, to ensure affordable insurance pricing,
decisions on one aspect of Trade-off 1 had been made to transfer risk from the private market to a
government-legislated PGE and linked to one aspect of Trade-off 2 to legislate for a form of solidarity-
based rather than risk-reflective pricing.

Yet another decision on Trade-off 1 had also been made, which was to limit the duration of Flood Re to
25 years at which point risk would revert to the private market, and this was linked to Trade-off 2, which
was to return to risk-reflective pricing at that point. This set of linked decisions thus sequenced one
aspect of each trade-off at a point in time, with a view that the other aspect would be addressed at a
specified future point in time.

To meet this sequencing of aspects of Trade-offs 1 and 2, Flood Re therefore needed to address Trade-
off 3 on how risk should be mitigated. If they simply switched to the other aspect of Trade-offs 1 and 2,
that would not build a sustainable insurance sector, since the highly flood-exposed properties would
again be risk-reflectively priced out of any return to a private market. At their next government review,
they therefore worked with stakeholders to expand to a dual mission of moving to affordable risk-
reflective pricing at the 25-year exit. With this as their mission, they were then able to link to Trade-off 3
on risk mitigation. They addressed one aspect of Trade-off 3, by providing grants to individual
homeowners for build-back-better, enabling these homeowners to make their properties more flood
resilient. The aim was that such flood resilient measures would mean these homes would then attract
lower insurance premiums to reflect their lower risk. In this way they aimed to use an aspect of Trade-off
3 to be able to sequentially address the other aspects of Trade-offs 1 and 2.
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Section 4: Considering the key stakeholders’ needs and
interests

Following our discussion of the trade-offs to sustain disaster insurance as societal good, we now consider
the three key groups of stakeholders — insurers, government, and consumers/policyholders. In particular, we
will discuss their interests in, and ability to work through, the abovementioned trade-offs, as well as the
interconnection among these stakeholders.

4.1. Insurer perspectives

Clearly insurers play a central role in sustaining disaster insurance, as their primary interest lies in managing
risk while maintaining profitability and solvency. They are naturally inclined to maintain a private market for
competitiveness and innovation (Trade-off 1) as well as risk-reflective premium pricing for optimal profitability
(Trade-off 2), but this can conflict with the broader societal goal of insurance affordability and inclusivity.
Insurers also face limits on the risk they can reasonably absorb; highly volatile or systemic risks may be
deemed uninsurable without some degree of public sector involvement.*6 This creates tension around the
question of who ultimately holds uninsurable risks, and whether mechanisms such as public-private
partnerships or PGEs should be established to sustain the market (Trade-off 1).

Insurers are also interested in encouraging risk reduction (Trade-off 3) because safer properties mean fewer
claims. However, they have limited influence beyond linking premiums to individual or community risk
mitigation measures, the effectiveness of which may be difficult to verify until post-disaster. They may
support innovations such as ‘build back better’ initiatives or premium incentives tied to hazard-proof
construction, yet these depend on consumer uptake and government regulation. Their ability to sustain long-
term coverage also depends on maintaining a large and diverse pool of insureds, but this is constrained by
the traditional fixed-term annual nature of insurance policy contracts (Trade-off 4). As climate change and
development trends are rendering the current disaster insurance landscape increasingly unsustainable,
insurers will need to consider some radical changes in the insurance market; that is, to collaborate openly
with the government to share uninsurable risks, and to work with both government and consumers on
facilitating risk reduction responsibilities.3¢ 50 The trade-offs explained here will allow insurers to consider
those aspects of insurance provision that are challenging to their existing incumbent model and provide the
basis for a dialogue on how they might support movement through our Figure 2 to establish a public-private
collaboration that has the opportunity to build strong between a risk sharing model (Figure 2, D) and a
private sector market (Figure 2, A).

4.2. Government perspectives

Government has a multifaceted interest in sustaining disaster insurance, as both regulator and, ultimately,
insurer of last resort.38 3 A growing insurance protection gap has negative implications for the economy, the
financial system and fiscal budgets. Therefore, government is often called upon to absorb or share
uninsurable risks. At the same time, it must consider the extent of such involvement, weighing whether risk
sharing should be ongoing or subject to sunset clauses to avoid distorting the market or creating moral
hazard (Trade-off 1). Government is also motivated to ensure broad access to insurance, especially for
vulnerable populations, which necessitates some degree of price smoothing through solidarity-based
mechanisms (Trade-off 2). Beyond pricing, government is directly responsible for levers of risk reduction
such as infrastructure investment, land-use planning, and building codes, which shape the overall exposure
of communities to disasters (Trade-off 3). Its role as regulator can extend to mandating insurance uptake —
for example, whether insurance should be voluntary, compulsory, or offered through multi-year contracts
(Trade-off 4). Thus, government must strike a delicate balance between protecting fiscal stability, ensuring
fairness in insurance access, and maintaining incentives for individuals and insurers to manage risks.
Ultimately, its interest lies in ensuring that the disaster insurance system remains both socially inclusive and
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economically viable, thereby supporting resilience at both household and community levels.3¢ Governments
can draw on the trade-offs explained in this report to understand the implications for other stakeholders and
work with them on collaborative solutions that enable a shift towards as much private sector involvement as
possible whilst still ensuring societal protection and consumer access.

4.3. Consumer perspectives

The perspectives of insurers and government on insurance as a tool to manage disaster risk are relatively
clear. Consumer perspectives, in contrast, are complex, heterogeneous, and ambiguous.” In particular,
some property owners may have a relatively weak understanding of how insurance works, leaving them
feeling powerless and aggrieved about changes in their access to affordable insurance. Furthermore, in any
situation of underinsurance or lack of insurance, property owners bear the greatest risk, because they stand
to lose their homes and businesses, heightening their concerns about loss of access to insurance.20 4°
Hence, working with consumers’ understanding, attitudes, and risk literacy is key to ensuring informed
property owners have a seat at the table in collaborations aimed at realising the societal value of
insurance.® Specifically, property owners as potential policyholders are the group most directly affected by
the decisions made on trade-offs in disaster insurance. Their primary interest is in securing affordable and
reliable protection against loss, while also minimising the financial and emotional upheaval caused by
disasters. However, tensions arise over how premiums are priced: risk-reflective premiums may incentivise
individual risk reduction but can make insurance unaffordable or unavailable for those living in high-risk
areas, while solidarity pricing spreads costs more broadly but may be seen as unfair by lower-risk
households (Trade-off 2). Property owners also have differing capacities to invest in risk reduction (Trade-off
3). Their long-term participation in insurance pools is also uncertain, since annual voluntary contracts risk
lapses when premiums become too expensive or when insurers cease to offer policies. In particular, those
experiencing compounding inequities including linguistic and cultural diversity, poor health, indigeneity,
and/or income instability,2” 28 70 may be excluded from becoming consumers and, so, may not have their
interests adequately represented. Compulsory or multi-year insurance can provide stability, but this may be
unpopular with those who value flexibility or perceive the mandate as unfair (Trade-off 4). Overall,
consumers want a disaster insurance system that balances affordability, fairness, and reliability, while
providing real support in times of crisis. The trade-offs here provide a basis for consumer advocacy groups to
participate in discussions of how to generate a sustainable and inclusive insurance sector for societal good.
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Section 5: Concluding thoughts on ways forward

This report focuses on the issues involved in ensuring a viable disaster insurance sector that meets
stakeholders’ needs for sustainable and inclusive insurance as a societal good. Australia, like many other
advanced economies, has been able to take property insurance for granted, assuming that, other than a few
highly exposed or ‘financially irresponsible’ individuals, property owners have widespread coverage to meet
their needs for pre-disaster financial stability and post-disaster reconstruction. As private-sector disaster
insurance erodes in the face of climate exposure, legacy properties, and ongoing urbanisation in high-risk
areas, that assumption is breaking down. The question, therefore, is how Australia will manage the
increasing costs of disasters, and what role insurance will play in that future. Working through the trade-offs
in this report, with consideration for the different needs of stakeholders, provides a way to consider how
insurance as we currently know it might be reconstructed to better meet the current and future demands of
increasing climate risks.

One consideration that is likely to arise as stakeholders work through these trade-offs is what are the
alternatives to insurance. If insurance were not considered a necessary financial product that most people
have, what would fill its place and how would those unspecified mechanisms enrol the many parts of society
necessary for a disaster resilient future? While the potential set of answers to that question is beyond the
scope of this report, keeping this potential counter-position in mind — a future in which most people do not
have insurance — can be a useful way to ensure that the many valuable underpinning aspects of insurance
remain present in any reconfiguration of the insurance sector and disaster resilience landscape.

This report raises many important areas for research that can support the changes in policy and practice
needed to ensure a sustainable and inclusive disaster insurance system. The structure of the report around
specific trade-offs, and the key decisions they entail, invites deep investigation of each to support evidence-
based decision making. However, some of these areas have already attracted significant research,
particularly around different public-private arrangements for providing ongoing insurance. Furthermore, some
areas, such as shifts in public sector intervention in the insurance market or moves towards solidarity-based
pricing, necessitate legislation.

We, therefore, suggest that ‘the middle’ set of trade-offs, addressing risk reduction (Section 3.3), may be a
good entry point for future research for two reasons. First, risk reduction will be essential for the ongoing
financial and physical viability of any public-private insurance provision and pricing system that is
established. Second, reduced risk, whether or not tied to insurance premium reductions, will improve
property owners’ and societal outcomes after a disaster, in terms of reduced physical and financial damage,
more rapid recovery, and greater sense of security and peace-of-mind.

As noted in Section 4.3, consumers are the least represented stakeholder in most of the research and the
public dialogue about disaster insurance protection gaps. Yet, they disproportionately bear the risk of lack of
access to insurance. We propose that understanding current and potential policyholders’ attitudes to,
understanding, and implementation of risk mitigation measures constitutes one important area of research.
This research should endeavour to understand risk mitigation for those who currently or until recently have
had access to insurance as well as those who are long-term uninsured. Such research would contribute to
the empowerment and greater inclusion of less-represented individuals and communities, by ensuring their
experiences and voices are part of the evidence base for any future solutions.
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