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I.

INTRODUCTION
The worst physical impacts of coastal land loss – increased flooding, more frequent and

intense storms, land becoming open water – will not be felt for at least two decades. However,
the impacts of a vanishing coast are not confined to the physical landscape. Unseen, but no less
consequential for the survival of the coast, is the financial landscape where insurers, investors,
bond raters, and others map the economic viability of coastal communities. Some of these actors
are starting to look past their traditional horizons, contemplating decisions today that will affect
the coast for generations. The decisions on many of these points - whether to offer insurance and
for how much, how climate change affects municipal bond ratings, whether to underwrite
mortgages, whether to relocate an existing business out of harm’s way - exist outside the civic
discourse and often outside Louisiana. Though invisible, the financial impacts of climate change
will presage physical land loss, and could gut communities just as surely as floods and
hurricanes. Collaborating with insurers and the Federal Government to prepare for the impact of
changes to the insurability of coastal Louisiana will be key to its future.
In 2017, the Louisiana Coastal Protection and Restoration Authority released the latest
iteration of the state’s Coastal Master Plan. As in previous years, the plan prominently displayed
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maps of the latest sea level rise projections. The projections were dire; what had been the worstcase scenario in the 2012 plan was now the best-case scenario. The new worst-case scenario
estimates over 4,000 square miles of land will be lost between now and 2067 without further
action. 2 There is, generally speaking, acceptance of the science underpinning these projections
and a consensus that climate change imperil the economy, culture, and indeed, the very future of
south Louisiana. Yet the response from government actors and stakeholders has, in many cases,
lacked the fervor one would expect for such a daunting existential threat. This can be partly
attributed to what has been termed the ‘tragedy of the horizon’. 3 The tragedy of the horizon
refers to the fact that “the catastrophic impacts of climate change will be felt beyond the
traditional horizons of most actors – imposing a cost on future generations that the current
generation has no direct incentive to fix. That means beyond the business cycle, the political
cycle, and the horizon of technocratic authorities, like central banks, who are bound by their
mandates.” 4 Simply put, while the threat of climate change requires action now, the institutions
with the power to act were not designed to address challenges on this time scale.
The consequences of an eroding coast present a challenge for the State of Louisiana, and
for the nation, but the hardest-hit entities will undoubtedly be the parishes and municipalities –
the Coastal Political Subdivisions (“CPSs”) – on the front lines. Any decision to relocate a
business, increase insurance premiums beyond affordable levels, or refuse to underwrite a
mortgage on property, has the potential to be a ‘tipping point’ that imperils or compromises the
future economic viability of coastal communities. Further, because these potential tipping points
are interrelated, a decision in one sector could have cascading impacts. An insurer, for example,
might decide to stop offering business interruption insurance in a particular area. That decision
could lead to business relocation, which might lead to population decrease as people move with
jobs. Consequently, the parish tax base shrinks, further compromising the ability to pay for
adaptation measures and possibly spurring more businesses to move and more insurers to
reexamine the policies they offer along the coast. The purpose of this paper, and others to follow,
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is to identify these potential tipping points, map their interrelations, and provide coastal
stakeholders the information needed to engage decision makers and avoid the worst economic
consequences.
II.

INSURANCE
The role that insurance and insurers play in coastal development and adaptation has long

been in the crosshairs of academic and policy discussions. Commenters frequently criticize flood
insurance subsidies, like those provided through the National Flood Insurance Program (NFIP),
for providing incentives to develop in otherwise unsuitable areas. The NFIP is not, however, the
only insurance program that affects risk assessment in coastal areas. Crop insurance, commercial
property insurance, business interruption insurance, and other insurance products factor into the
investment decisions made in coastal regions. Increased premiums for commercial actors along
the coast could tip the scales in favor of inland relocation. Similarly, a spike in homeowner’s
insurance premiums (or a decision to stop writing policies all together) could make coastal
property less attractive to both homeowners and lenders, eroding property values (and,
necessarily, property tax revenue).
In the past, insurers have relied on historic data to estimate risk and set premiums
accordingly. There is growing recognition in the industry, however, that past losses may no
longer be an adequate predictor of future risk. The Geneva Association, a leading international
insurance think tank, published a report in 2013 noting “traditional approaches, which are solely
based on analyzing historical data, increasingly fail to estimate today’s hazard probabilities. A
paradigm shift from historic to predictive risk assessment methods is necessary.” 5 Similarly,
public actors in the insurance sector are reconsidering their role in providing flood insurance. In
2017, the NFIP came up for reauthorization, and there existed considerable legislative
momentum to limit the Federal Government’s fiscal exposure by overhauling the program. 6 Both
private and public actors in the insurance industry are reconsidering their approach to, and
appetite for, risk. Understanding how the industry is accounting for climate change and what that
could mean for coastal communities will be critical.
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a. Publically Subsidized Flood Insurance
Congress created the National Flood Insurance Program in 1968 as a way to curb the
rising federal cost of providing post-disaster flood relief. The NFIP was created “to address the
policy objectives of identifying flood risk, offering affordable insurance premiums to encourage
program participation, and promoting community-based floodplain management.” 7 There are
four key elements of the program designed to carry out these objectives: (1) mapping flood risk,
(2) managing floodplains, (3) providing affordable flood insurance, and (4) incentivizing local
efforts at risk reduction through grants and discounted premiums. 8 These program elements
overlap as the flood risk mapping informs the setting of insurance rates and determines what
incentives are available for communities participating in the program. 9 About 80% of all NFIPinsured properties pay full-risk rates – meaning the premiums collected are sufficient to cover
expected claims – while the remaining 20% pay subsidized rates. 10 “Generally, subsidized
policies cover properties in high-risk locations that otherwise would have been charged higher
premiums and that were built before flood maps became available and their flood risk was
clearly understood.” 11 While subsidized policies make up only a small portion of all NFIP
policies, they account for the majority of claims. Indeed, one class of subsidized properties
known as ‘repetitive loss properties’ make up only 1% of all policies but receive 30% of all
claim dollars paid.
As of December 31, 2017, there are almost 500 thousand active NFIP policies in
Louisiana, valued at $128 billion.12 Many of these policies are located near major population
centers, with East Baton Rouge Parish, Jefferson Parish, Orleans Parish, and St. Tammany Parish
holding the most policies. 13 Since the inception of the NFIP, losses in Louisiana nearly equal the
amount of policies currently in effect. 14 Large portions of these payouts are allocated to
repetitive loss properties in the most vulnerable parts of Louisiana. The largest payouts were to
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the same parishes; however, it is worth noting that St. Bernard Parish has an extremely high
payout amount in light of its comparably low number of existing policies. 15
Currently, the NFIP is heavily in debt to the US Treasury, and that has spurred renewed
interest in fiscal reform. Congress originally authorized the NFIP to borrow up to $1 billion from
the United States Treasury to pay claims in excess of program funds. 16 For most of the NFIP’s
existence, it remained solvent, borrowing only occasionally from the treasury to cover claims
and paying back the loans with collected premiums. 17 That changed in 2005 with Hurricanes
Katrina, Rita, and Wilma causing insured losses of $16.6 billion.18 Congress raised the
borrowing limit to $20 billion to cover the claim payouts. 19 Congress raised the limit again to
cover losses after superstorm Sandy. 20 After Hurricane Matthew and the Louisiana floods of
2016, FEMA again borrowed from the treasury, raising the NFIP’s total debt to $24.6 billion. 21
With the increasing frequency and severity of storms, along with an increased concentration of
assets in high-risk areas, it is highly unlikely that premiums at current amounts will ever be able
to repay that debt.
Previous attempts to reform the NFIP have failed due to strong resistance from
homeowners and other stakeholders. In the immediate aftermath of superstorm Sandy, Congress
passed the Biggert-Waters Flood Insurance Reform Act (Biggert-Waters). 22 A core provision of
Biggert-Waters was the addition of language around the goal of making the NFIP solvent. 23
Specific measures designed to achieve this goal included provisions for phasing in premium
increases and elimination of premium subsidies for properties grandfathered in to lower risk
categories, including properties subject to severe repetitive loss. 24 Whether these reforms were
sufficient to bring the NFIP to solvency is a debate that is now moot. As one commenter put it,
15
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“Congress did not let this laudable new statute live long enough to do any good. Immediately
after it was enacted, subsidy recipients, now scheduled to lose their discounts, protested, and
Congress quickly reacted…enacting an almost full repeal of the 2012 reform.” 25
The repeal came in the form of the 2014 Homeowner Flood Insurance Affordability Act
(HFIAA). 26 Among other provisions, the HFIAA reinstated grandfathering of subsidized rates
for repetitive loss properties and moderated the premium increases required by Biggert-Waters. 27
While the HFIAA included annual surcharges designed to offset the impact of subsidies, analysis
by the Government Accountability Office (GAO) showed that the repeal of Biggert-Waters
would likely reduce program revenues and prolong the long-term burden on taxpayers. 28 The
political pressure to offset homeowner costs proved stronger than the desire for NFIP solvency.
Sen. Bob Menendez of New Jersey, who co-wrote the HFIAA bill, stated after the bill was
signed into law “we have averted the manmade perfect storm that would have crushed thousands
of families under the weight of skyrocketing flood insurance rates, forced many from their
homes, plummeted property values and destroyed entire communities.” 29
That ‘perfect storm’ may again be brewing. The current NFIP authorization was set to
expire in September 2017, but the deadline was repeatedly pushed alongside the general
appropriations bill. 30 Reauthorization will almost certainly entail reform, but not necessarily
improvement. At its core, the HFIAA reinstated a set of incompatible goals that have plagued the
NFIP since its inception. The HFIAA purports to work towards three goals: helping families
maintain affordable flood insurance, ensuring the financial stability of the NFIP, and reducing
the risks and consequences of flooding nationwide. Financial stability depends on setting
actuarially sound rates for premiums so that the program can cover insured losses, including
from catastrophic events. As the NFIP’s debt levels indicate, however, claims on insured losses
have far outpaced premium collections since 2005.
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Despite the recent experience with Biggert-Waters and the HFIAA, Congress has again
expressed a desire to put the NFIP on firmer financial footing with the introduction of the 21st
Century Flood Reform Act, which has not been yet passed by the Senate. 31 Assuming the bill
passes, it will incite strong reactions from experts in the field. It is opposed by the National
Association of Realtors, which believes it “could lead to the same consumer confusion, sticker
shock, and market disruptions experienced following the passage of the Biggert-Waters Act in
2012.” 32 The American Bankers Association voiced concerns that the bill could trigger another
housing crisis. “As borrowers lose NFIP coverage, and especially if alternative private coverage
is not available or affordable, these properties will lose value and the risk of abandonment and/or
foreclosure increases dramatically.” 33 Some homeowners are already dealing with decreased
property values, even under the ameliorated reforms of the HFIAA. The New York Times
recently reported on the story of a Norfolk, VA, resident who tried to sell her home to avoid
rising flood insurance premiums.
A real estate agent she consulted told her that she’d be lucky to sell the house for
$180,000, barely more than half of what she paid for it and significantly less than
what she still owed on the mortgage. Everyone looking at places near the river,
the agent said, asked about flood insurance first. It wasn’t the risk of high waters
that spooked buyers; it was the certainty of high premiums. 34
At the moment, the impact of rising insurance rates on property values is mostly anecdotal, but a
future of rising rates will undoubtedly shift the market as buyers (and their lenders) deal with
premium increases.
The 21st Century Flood Reform Act aimed at correcting the same solvency and
affordability issues Biggert-Waters attempted to address. Among other provisions, the plan
would require FEMA to conduct an annual independent actuarial study, increase surcharges for
all covered properties, and phase out NFIP coverage altogether for high-risk properties with
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available private insurance options. 35 To maintain affordability, the proposed legislation would
authorize FEMA to provide mitigation credits for policyholders who actively mitigate flood risk
on their property. 36 The proposal would also require specific mitigation plans for communities
with 50 or more repetitive loss structures. 37 It is very likely that any reforms will increase the
cost of flood insurance for a large swathe of policyholders.
b. Private Insurance
Private insurers play a critical role in providing insurance along Louisiana’s coast,
especially for businesses and governments. While the NFIP does provide commercial coverage,
it is capped at $500,000 for building property and $500,000 for ‘personal’ property (the contents
of the business, including stock). 38 Further, the NFIP’s commercial coverage loss structure
replaces the ‘actual cash value’ only, meaning depreciation of both building and personal
property is deducted from the payout. 39 Additionally, the NFIP does not offer business
interruption insurance, which compensates policyholders for lost business income in the
aftermath of covered catastrophic events. 40 Because of these limitations, many businesses choose
to purchase excess coverage from private insurers. Unlike the NFIP, private insurers are not
constrained by statute to offer affordable policies, or even to offer policies at all. The costs of
commercial flood insurance premiums, whether through the NFIP or through excess private
insurance coverage, as well as business interruption insurance, have a direct bearing on a
business’s bottom line. As public and private insurers reevaluate their risk assessment models,
premium increases could tip businesses in coastal areas away from profitability.
If current legislative proposals as well as academic and industry analysis are any
indication, the future of insurance in coastal areas will include an increased role for private
insurers. Many of the calls for reform of the NFIP center on shifting the burden away from
taxpayers by increasing the role of private insurers. This will necessitate an increase in rates for
private insurers, which will require an economic incentive to participate in the market. However,
35
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policies to encourage private insurer participation will need to be crafted to balance insurers’
economic interests while safeguarding affordability for vulnerable populations. As the GAO
noted, “insurers need to be able to charge premium rates that reflect the full estimated risk of
potential flood losses while still allowing the companies to make a profit, as well as be able to
decide which applicants they will insure.” 41 This, of course, was one of the primary motivations
for the NFIP in the first place: private insurers were unwilling or unable to offer affordable rates
that were also actuarially sound (let alone profitable). Recent trends, however, indicate that
private participation in flood insurance is more feasible than in the past. According to the
American Academy of Actuaries “advances in scientific modeling, technology, data, and capital
markets make it possible for the private market to become more involved. There is now a
growing market for primary flood insurance, including one major reinsurer that is marketing
inland flood endorsements for mutual insurers and another major reinsurer that has developed its
own proprietary flood map.” 42
As legislators design policies to encourage private participation, insurers themselves are
reevaluating the ways they assess risks in an era of climate change. In general, the only way to
ensure that ambiguous risks remain insurable is to promote risk mitigation today. The insurance
industry should play an active role in raising awareness of risk and climate change through risk
education and disseminating high-quality risk information. In addition, there is real benefit for
the industry in supporting and encouraging adaptation through innovative product design. This
can, and should, be done in collaboration with local authorities through engagement in public–
private cooperation.
The Federal Government’s role in that public-private cooperation could shift to providing
need-based subsidies, as well as supporting mitigation. As Steve Ellis, vice president of
Taxpayers for Common Sense, testified at a Senate Banking Committee hearing “rates in the
program must over time be linked to risk, while understanding there may be some in the program
who will need assistance in order to pay higher rates for reduced risk. Premium assistance should
be targeted to those who need it, encourage and fund mitigation measures that could serve to
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reduce rates by reducing risks. These mitigation efforts should be targeted at higher risk and
lower income property owners.” 43 Subsidizing mitigation, rather than premiums, would likely
be a more sound use of federal funds. According to Larry Larson, director emeritus of the
Association of State Floodplain Managers “if we help subsidize mitigation, then the property is
saved, the property owner can afford the insurance, the taxpayer helps pay off that loan in some
ways, but then the process is over and we don’t have to keep going back and back.” 44 Ultimately,
the insurances industry’s role could involve more dialogue with policyholders, informing them
not only of risk, but also of potential mitigation measures that could reduce risk (and thus reduce
premiums). The Federal Government, in turn, could reduce its administrative and fiscal burden
by transferring risk to the private sector while providing upfront funds for risk mitigation.
Private insurers could model their efforts to encourage adaptation on the current
Community Rating System (CRS), an underused component of the NFIP. CRS uses a points
system to offset premiums if participating local governments implement measures that go “above
and beyond” the NFIP’s baseline requirements. 45 In Louisiana, communities currently earn
premium reductions of between 5%-20%. 46 In 2013, total CRS savings in Louisiana amounted to
$35,071,512. 47 Despite the potential savings, only 25% of parishes and 8% of municipalities
participate in the CRS program. 48 A number of factors influence participation but a recent report
by the Center for Planning Excellence highlighted capacity issues, misalignment of cost and
benefit, and the political unpopularity of increased regulation. 49 It is time consuming for coastal
political subdivisions to attain (and retain) CRS certification and many smaller governments
simply lack the manpower. Further, local politicians may be unwilling to take on the very real
and immediate costs for long term benefits that accrue to property owners. In many places along
the coast, it is politically difficult to sell residents on stricter land use regulations and permitting,
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“activities that run afoul of many constituent’s property rights ethos.” 50 If, however, private
insurers become the dominant actor in the flood insurance market place, participation in risk
mitigation may become the sine qua non for affordable flood insurance (or any flood insurance).
While local governments may now be reluctant to spend taxpayer dollars and invite increased
federal oversight, they may have no choice but to engage with private insurers to maintain
insurability.
An example of how that dialogue might play out is seen in the State of Louisiana’s recent
experience with the University Medical Center. With a construction cost of nearly $1.1 billion,
the facility, located in New Orleans, represents a major state asset located in the coastal zone.
The state commonly purchases insurance through Arthur J. Gallagher and Co., one of the largest
insurance brokers in the world. 51 The state approached Arthur J. Gallagher and Co. about
insuring the new medical facility and was presented with higher than expected premium costs. 52
In constructing the University Medical Center, the state had invested in a number of riskreducing adaptations, such as hardening the exterior to withstand projectiles cause by high
winds. 53 The initial premium estimates did not account for the state or the city’s efforts to
mitigate risk. 54 The state was able to meet with representatives from Arthur J. Gallagher and Co.
and call attention to these design innovations. 55 In response, Arthur J. Gallagher and Co.
reassessed the risk of loss and adjusted premiums down, while increasing coverage limits. 56
A more troubling inverse of Louisiana’s experience can be found in Illinois. In May of 2014,
a group of subsidiaries of Famers Insurance Company filed a class-action lawsuit against several
Chicago area communities. 57 The insurers alleged that the communities had not done enough to
prepare for rain-induced flooding, which the communities should have anticipated as a result of
climate change. 58 The insurers sought reimbursement from the municipalities for claims it had
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paid which, the insurers believed, could have been avoided with community-level risk
mitigation. 59 The lawsuits were apparently intended to be mostly symbolic, as they were
withdrawn shortly after filing. 60 On withdrawing, Farmers claimed the suits had the desired
effect by drawing the defendant’s attention to the important issues and that it “expected its
policyholders’ interests would be protected by the local governments going forward.” 61 Farmers
also stated that it “hopes to continue the constructive conversations with the cities and counties
to build stronger, safer communities.” 62 These two examples indicate how insurers might be
more receptive to considering risk mitigation, rewarding those who actively adapt, and punishing
actors who fail to mitigate risk.
c. Crop Insurance
While flood insurance receives the lion’s share of attention in public discourse, it is not
the only federally subsidized insurance program that affects Louisiana. Federal crop insurance
provides critical support for the state’s agricultural sector. Federal crop insurance, administered
through the U.S. Department of Agriculture (USDA), protects farmers from losses caused by
disasters like flood and drought, as well as pest infestations and low market prices. 63 The USDA
sets premium prices and private insurance companies sell and service the policies. 64 The USDA
provides direct premium subsidies, paying up to 60% of premium costs for some policyholders. 65
It also acts as a reinsurer, covering losses for private companies when payouts exceed total
premiums. 66 Because crop insurance rates are required to be actuarially sound and include a
reserve margin, and because subsidies are paid from appropriations, the program does not face
the same solvency issues as the NFIP. 67 Still, it presents a significant expense for the Federal
Government. According to the Congressional Budget Office, federal crop insurance spending
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will total approximately $77 billion over the next decade. 68 As with the NFIP, there has been
congressional interest in reducing the federal crop insurance program’s burden on taxpayers. The
Trump administration’s 2017 budget proposal included a 36% cut in in the federal crop insurance
program over the next decade. 69 The CBO recommended, among other things, reducing the
federal subsidy to 47% of premium costs. 70 The GAO recommended that administrators of
federal crop insurance take steps to actively incentivize policyholders to mitigate risk. 71 In spite
of this, crop insurance remains a popular program. The Department of Agriculture remains
staunchly against any cuts to the program, instead hoping for expanded access to crop insurance
for farmers. 72 The logic behind this push is that the crop insurance program allows for innovation
and growth in the American agriculture industry, and cuts to the program would have substantial
negative impacts on farmers across the country. However, if losses continue to exceed premiums,
the program may be more easily cast in a profitless light.
In Louisiana, the four biggest crops by acreage are corn, rice, soybeans, and sugarcane,
with 2,687,000 acres under cultivation. 73 Of those, over 98%, or 2,644,056 acres, carry crop
insurance. 74 Climate-induced disruptions to production have increased nationwide over the last
40 years, and such disruptions are projected to continue to increase as precipitation extremes
(drought or flood) intensify over the next 25 years. In 2015 and 2016, insured losses in Louisiana
exceeded gross premiums, meaning that premium increases will likely be required to keep the
program actuarially sound. 75 If extreme weather continues to drive premiums up and the federal
government reduces the percentage of premium costs it subsidizes, farmers could face substantial
increases in insurance expenses. That would affect the profit margins of virtually every
agricultural concern in Louisiana.
68
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70
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71
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III.

CONCLUSION
Insurance is a necessary expense for many in South Louisiana. For farmers and

businesses, lenders often require a policy to protect their security interest. Similarly,
homeowners with federally backed mortgages for properties in Special Flood Hazard Areas are
required to purchase flood insurance. Even when not obligated, many rely on flood and other
hazard insurance to defray risk and secure peace of mind. If the Federal Government moves to
reduce taxpayer burden and reduce its liability exposure, it will require an increase in premiums,
a reduction in subsidies, and likely a shift towards private flood insurance. For their part, private
insurers are reevaluating and refining their risk assessment models to account for the effects of
climate change. There are strong indications that the industry as a whole might take a more
active role in encouraging and incentivizing adaptation to mitigate risk.
For homeowners, businesses, farmers, and governments, the cost of insurance has a direct
bearing on their ability to exist in coastal Louisiana. For homeowners especially, skyrocketing
insurance costs will make property less attractive and thus less valuable, eroding their personal
wealth and, taken together, the value of mortgage-backed securities tied to coastal property.
Farmers and businesses may lose profitability with higher insurance rates and be forced to shut
down or relocate. Municipal and parish governments will also have to deal with the burden of
rising insurance costs. More importantly, property devaluation and business relocation will
reduce government tax bases, threatening the economic future of coastal communities. For all
these actors, working with insurers and the Federal Government to stave off the cascading
impacts of rising insurance costs will be crucial for preserving long-term viability.
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