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CRITICAL NEED TO UNDERSTAND NATURAL DISASTER 
INSURANCE MARKETS
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 Private insurers’ geographic concentration and inability to smooth risk over

time provides a role for government through 1.) public insurance, 2.)

incentives for adaptation and insurance take up, and/or 3.) encouragement

of reinsurance or accumulation of reserves

 Take up of natural disaster insurance (especially hazard specific) is too low w/

many possible explanations, but one key driver is misperceptions of risk

 Issues in natural disaster insurance yield significant spillovers to housing,

mortgage, and construction markets

KEY TAKEAWAYS 



FRAMING THE PROBLEM(S) 1 
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 A common failure of insurance

markets is due to asymmetric

information

 Rightly point out natural disaster

insurance markets face additional

issues because disasters are:

 Spatially correlated

 Infrequent

 Catastrophic

Spatially 
Correlated

Requires cross 
subsidizidation

Outside option: 
Regional aid

Infrequent

Difficult to assess 
true risk and costs 

-> hard to price 

Misperceptions of 
risk ->  low take 

up 

Catastrophic

Large losses -> 
insolvency

Outside option: 
default if low 

equity in home



OTHER MARKET ISSUES WORTH DISCUSSING
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 State and Federal regulation trade offs in the context of these private and

public markets

 What are some of the issues of decentralized regulation of natural

disaster insurance markets?

 What are some of the benefits?

 Separation of flood insurance premiums from the flood maps

 How might this separation exacerbate the low flood insurance

take up rate?



HOUSING AND MORTGAGE MARKETS
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 Single-family vs. Multifamily properties

 How do these insurance issues differ across the SF and MF markets?

 How are renters impacted?

 1-year insurance policies and 30-year mortgages

 How do increasing premiums impact the affordability and

sustainability of homeownership?

 How can changing risk (and premiums) be communicated to

potential borrowers at the beginning of their home buying process?

 Auto renewal vs. multi-year term?



THINKING ABOUT CLIMATE CHANGE
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 Evidence that insurance has minimized losses to homeowners and

lenders after disasters (Kousky et al. 2020)

 How will climate change impact the availability and

affordability of insurance?

 How will climate change impact the solvency of insurers?

 What does that mean for mortgage markets in the context of

climate change?
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