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In recent years, the damage caused by natural disasters has increased
worldwide; this trend will only continue with the impact of climate
change. Despite this, the role for the most common mechanism for managing risk – insurance – has received little attention. This book considers the contribution that insurance arrangements can make to society’s
management of the risks of natural hazards in a changing climate. It also
looks at the potential impacts of climate change on the insurance sector,
and insurers’ responses to climate change. The author combines theory
with evidence from the rich experience of the Netherlands together with
examples from around the world. He recognizes the role of the individual in preparing for disasters, as well as the difficulties individuals have
in understanding and dealing with infrequent risks. Written in plain language, this book will appeal to researchers and policy makers alike.
w. j. wo ut e r b otzen is Assistant Professor at the Department of
Environmental Economics of the Institute for Environmental Studies, VU
University Amsterdam and a visiting scholar at the Risk Management
and Decision Processes Center of the Wharton School, University of
Pennsylvania.
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Preface

The importance of the topical theme of climate change and related
natural disaster risks in the scientific and policy-making debate has
increased considerably since I started my work on this theme in 2006.
This debate has been fuelled by images of catastrophes which travelled around the globe and entered the homes of many people via mass
media. The immense human suffering caused by Hurricane Katrina in
the USA, the severe floods in Pakistan and Thailand, and the earthquake and tsunami-related flooding in Japan readily come to people’s
minds as recent examples of the potentially destructive force of nature.
Even though large natural disasters are low-probability events, such
disasters happen almost every year on a global scale, and many smaller
extreme weather events that cause significant losses occur regularly.
Records by insurers show that natural disaster losses have been trending upwards over the last decades, and it has been projected that these
trends will continue in the future as a result of climate change.
Our societies are still learning about how to adequately prepare for
disasters and about how to manage the economic risks that extreme
weather events pose. Research can speed up this learning process and
with this book I hope to make my own contribution to the expanding literature on this topic. While there have been a lot of discussions
among insurers and public policy makers about the challenges posed
by natural disasters and climate change, progress in the implementation of practical solutions to address these risks has sometimes been
cumbersome. Nevertheless, encouraging steps can be observed. For
example, in July 2012 President Obama signed the Biggert–Waters
Flood Insurance Reform Act of 2012 which reauthorizes and reforms
the National Flood Insurance Program (NFIP) in the USA. Among
other changes, this reform implies that the NFIP has to move to actuarial insurance rates and improve its financial risk management and
policies for flood risk mitigation, which should improve the ability

xvii
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Preface

of the Program to cope with future flood disasters. Several academics in the USA who have conducted and published extensive studies
on the operation of the Program have provided an important knowledge base for the NFIP reform. Another example comes from the
Netherlands where − partly motivated by the research conducted for
this book − the introduction of an insurance arrangement for flood
damage has been discussed extensively over the last few years. After
this book went to press, a Dutch insurer introduced a catastrophe risk
insurance policy that covers flood damage. This is an important step
forward for the insurability of flood damage in the Netherlands, where
insurers have excluded flood coverage from property insurance for
the past 60 years. The design of the new insurance product follows
some of the proposals made in this book, such as premiums that reflect
actual flood risk and combining the insurance policy with incentives
for policyholders to limit risk. Homeowners who implement measures
that mitigate flood risks are eligible for a discount on their flood insurance premium. However, it remains to be seen whether or not this
new catastrophe insurance can achieve a broad nationwide insurance
coverage for flood risk, because of its relatively high premium and
limited coverage. Exploring a public–private flood insurance scheme,
as has been outlined in this book, could be a way forward to arrive at
more extensive and affordable coverage for the risk of flooding. These
recent developments in the USA and the Netherlands can be seen as
an encouragement for bringing together academics and policy makers
with the objective of increasing the resilience of our societies to future
disasters.

© in this web service Cambridge University Press

www.cambridge.org

Cambridge University Press
978-1-107-03327-6 - Managing Extreme Climate Change Risks through Insurance
W. J. Wouter Botzen
Frontmatter
More information

Acknowledgements

This book is the culmination of seven years of research during which
I collaborated intensively with Jeroen van den Bergh, Jeroen Aerts and
Laurens Bouwer. I am very grateful to Jeroen van den Bergh, who
encouraged me to write this book and who has been a source of inspiration for my work. He provided numerous comments and advice on
its various chapters. My several pleasant stays with him at Universitat
Autònoma de Barcelona (UAB) resulted in a useful exchange of ideas.
I am thankful to Jeroen Aerts for initiating several of the projects that
provided the basis for this book, as well as for his support of my work
and comments on various chapters. I also gained a great deal from collaborating with Laurens Bouwer.
Many other people have supported the work involved in this book.
Several colleagues at the Institute for Environmental Studies (IVM)
provided feedback on the surveys that I conducted. In particular, I
am grateful to Joop de Boer, Roy Brouwer, Sebastiaan Hess, Vincent
Linderhof and Marije Schaafsma. I would also like to thank the interviewers and participants in the surveys. Alfred Wagtendonk helped
in preparing GIS data. I had helpful discussions with Anna Alberini,
Ada Ferrer-i-Carbonell, Thijs Dekker, and Frédéric Reynes regarding econometric analyses. The insurance companies Hagelunie and
Interpolis provided data for this book, and I thank Gijs Kloek and Roy
Kluitman (Eureko Re) for their assistance in preparing and interpreting the resulting database. I have had many insightful discussions with
experts from insurance companies and policy makers over the past
few years. In addition, this book has benefited from comments by, and
discussions with, a number of other people, notably Frans Berkhout,
Marija Bočkarjova, Philip Bubeck, Hans de Moel, John Gowdy, Geert
Groen, Chris Harrison, Maarten Heeneman, Dave Huitema, Ekko
van Ierland, Heidi Kreibich, Howard Kunreuther, André Lucas, Tim
McDaniels, Erwann Michel-Kerjan, Youbaraj Paudel, Boris Porfiriev,

xix

© in this web service Cambridge University Press

www.cambridge.org

Cambridge University Press
978-1-107-03327-6 - Managing Extreme Climate Change Risks through Insurance
W. J. Wouter Botzen
Frontmatter
More information

xx

Acknowledgements

Jennifer Poussin, Piet Rietveld, Isabel Seifert, Oleg Sheremet, Richard
Tol, Pieter van Beukering, Peter Wakker and various anonymous
referees.
This research was funded by the Dutch national research programmes ‘Climate Change Spatial Planning’ and ‘Knowledge for
Climate’. In addition, I received generous financial support through a
Veni grant from the Netherlands Organization for Scientific Research
(NWO).

© in this web service Cambridge University Press

www.cambridge.org

