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Setting the Stage:

A New Era of Catastrophes in the U.S.



Worldwide Evolution of Catastrophe

Insured Losses, 1970-2007
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The 20 Most Costly Catastrophe Insurance Losses, 19  70-2007
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What's Happening?: The Question of Attribution

Higher degree of urbanization

Huge increase in the value at risk

Population of Florida
2.8 million inhabitants in 1950 - 6.8 million in 1970 - 13 million in 1990

19.3 million population in 2010 (590% increase since 1950) (U.S. Census Bureau)

A direct hit on Miami by Hurricane Andrew in 1992 would have cost $60bn;
In 2004, the costs would have been $120bn, because the market value doubled.

Weather patterns

Among the top 19 natural disasters that occurred in the past 35 years,
more than 80% were weather-related events.

Changes in climate conditions and/or return to a high hurricane cycle?

Direct consequences

More intense weather-related events coupled with
iIncreased value at risk will cost more, much more.

What Will 2009, 2010 Bring?
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2. Wharton Risk Center Initiative

on Large-Scale Risks
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DIRECTION AND COMPOSITION OF THE STUDY

This study is undertaken under the direction of Howard Kunreuther and Erwann Michel-Kerjan
at the Wharton Schoc! of the University of Pennsylvania.

Contact them directly regarding mformation about this repori, the study itself, or on becoming
a sponsor of the Wharton Extreme Events project.

Email: Kunreuther@wharton upenn.edu and EnwannidkSwharton upenn.adu
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Under current insurance programs in place (  status quo ), insured homeowners
are relatively well-protected against large catastr  ophes in Florida, less so
elsewhere (e.g. Louisiana).

If a hurricane with a return period of 100 years we  re to occur in 2009, state
funds in Florida and Texas would have significant d eficits. The deficits to the
Florida Hurricane Cat Fund (FHCF), Citizens Property Insurance Corporation
(Citizens) and the Texas Windstorm Insurance Association (TWIA) would be
$19.9 billion, $3.5 billion and $3.6 billion respectively. All residential and
commercial policyholders in Florida and Texas would likely pay a significant
portion of the losses ex post.

Mitigation has the potential to provide significant cost savings in all four states
in our study. We consider two extreme cases — one in which no one has
invested in mitigation, the other in which everyone has invested in predefined
mitigation measures. For a 100-year hurricane, mitigation would reduce the
potential losses by 61 percent in Florida, 44 percent in South Carolina, 39 percent
in New York, and 34 percent in Texas. In Florida, the use of mitigation leads to a
$50 billion savings for a 100-year event, and $83 billion for a 500-year event. 19
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Abby Goodnough, New York Times, May 31, 2006
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Rank | Hurricane Year | Category| Costrange

1 Miami (Southeast FL/MS/AL) | 1926 4 140-157
2 Katrina (LA, MS) 2005 3 81
3 North Texas (Galveston) 1900 4 72-78
4 North Texas (Galveston) 1915 4 57-62
5 Andrew (Southeast FL and LA) 1992 5-3 54-60
6 New England (CT,MA,NY,RI) | 1938 3 37-39
7 Southwest Florida 1944 3 35-39
3 LakFelocr)iI;Z?chobee (Southeast 1928 4 3234
9 Donna (FL-NC,NY) 1960 4-3 29-32
10 Camille (MS/Southeast LA/VA) 1969 5 21-24

Sources:

Data from Pielke et al. (2008)




