
 

Insurance for an uncertain climate

March 24 2016

In December, negotiators at the Paris climate meeting adopted insurance
as an instrument to aid climate adaptation. Earlier in the year, the leaders
of the G7 pledged to bring climate insurance to 400 million uninsured
individuals in poor countries by 2020.

In a new article in the journal Nature Climate Change, experts from the
London School of Economics and Political Science, Deltares and
International Institute for Applied Systems Analysis welcome these
developments, but also lay out the difficulties that policymakers will
face in turning the ideas into action. They warn that ill-designed and
poorly implemented insurance instruments could fail to reach the goals
of negotiators, or worse, prove detrimental to the very people they are
intended to protect.

Swenja Surminski, Senior Research Fellow the Grantham Research
Institute on Climate Change and the Environment at the London School
of Economics and Political Science led the article. She says, "Poor
communities are much more impacted by extreme weather such as
floods, droughts, and heatwaves. Rather than ad-hoc and unpredictable
payments after these events, insurance approaches can be set up in
advance of these impacts, and be more efficient and provide better
support to these vulnerable people."

Bayer was one of the first to propose insurance as a mechanism to
reimburse people for the impacts of climate change, and to examine the
potential benefits and trade-offs of such policies. She says, "With the
new momentum we have for these policies, we now have the opportunity
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to put the right insurance systems in place."

While insurance could provide funding to help people in need, the
researchers point out several ways that such mechanisms could fail:

Any new insurance scheme in developing countries needs to
overcome difficult challenges, including lack of risk data, limited
financial literacy, and weak financial infrastructure;
Insurance for the poor will only be viable if it is linked to
adaptation and risk reduction efforts that reduce the underlying
risk factors including climate-resilient infrastructure, adapted
agricultural practices, and early warning systems; otherwise
climate insurance will be short-lived and far from cost-effective;
Traditional insurance is an expensive mechanism with high
transaction and capital costs, making premiums far higher than
expected losses. This suggests that adaptation funds might be
better spent on other types of safety net rather than on buying
insurance cover from international insurance markets;
Insurance will need high levels of subsidies or other forms of
support to render it affordable and to avoid shifting responsibility
on to those who are the least responsible for climate change, the
least able to shoulder the premiums, and in many cases the least
able to reduce their losses.

In order to avoid these problems, the researchers argue, policymakers
should consider climate insurance as part of a wider adaptation strategy
rather than in isolation or as an alternative to adaptation.

Surminski points to her recent reviews of insurance schemes in
developing countries and says, "When installing an insurance scheme,
climate change and other factors contributing to the risks need to be
taken into account. Insurance needs to be coupled to adaptation efforts
to deal with these risk factors, otherwise climate insurance will be not be
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sustainable nor cost-effective.

Laurens M. Bouwer from Deltares, another coauthor, adds, "What is
critical for any adaptation or insurance scheme is that we understand
current and future risks from extreme weather sufficiently, in order to
make the right decisions. Here, the experience and tools for risk
assessment can help."

  More information: April 2016. Swenja Surminski et al. How
insurance can support climate resilience, Nature Climate Change (2016). 
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