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Natural disasters around the world were particularly devastating in 2010, beginning with the massive earthquake
in Haiti in January. In February 2010, an even stronger quake hit Chile, causing $30 billion in losses, $8 billion
of which was insured. During July 2010, there were historic floods in China that cost nearly $30 billion.
Massive flooding also occurred in Pakistan during the summer. March 2011 brought the massive earthquake
and tsunami in Japan.

Is Americaready? Itis peak hurricane season in the Atlantic, now through November.
Today we are more vulnerable to catastrophic losses because of the increasing concentration of population in

high-risk coastal regions. The question is not whether but when catastrophes will strike, and what the costs will be.
Who should pay the costs associated with catastrophic losses suffered by homeowners in hazard-prone areas?

At War with the Weather delivers a groundbreaking analysis of how we currently mitigate, insure against, and
finance recovery from natural disasters in the United States. It offers innovative, long-term solutions for
reducing losses and providing financial support for disaster victims that define a coherent strategy to ensure
sustainable recovery from future large-scale disasters.

Why are we not more proactive in preventing extreme events? Empirical evidence indicates that we tend
to focus attention on our immediate problems to avoid thinking about the negative impacts of potential
catastrophes. In the epilogue of At War with the Weather, we examine some major disasters that occurred in
2010 and link them to salient extreme events that have occurred since the start of the twenty-first century.

e The Extreme Events of 2010 with a Ten-Year Retrospective

e Learning from a Decade of Catastrophic Events: Innovations to Overcome Myopia and Other
Behavioral Biases

o The Importance of Understanding Behavior toward Extreme Events

e A Proposed Strategy: Long-Term Planning with Short-Term Rewards



Among the key findings:

e Calculation of current risk exposure reveals a 15 percent annual probability of an insured loss in Florida of
at least $10 billion, and a 5 percent annual probability that insured losses will exceed $25 billion.

e Today, more than 50 percent of the U.S. population lives in coastal counties. In Florida, 80 percent of
insured assets are located near the coast.

e Enforcement of building codes significantly reduces damage from hurricanes. Based on a sample of
more than 5,600 homeowners impacted by Hurricane Charley in 2004, residences built to wind-
resistant standards enforced in 1996 had a claim frequency of 60 percent less than those that were

built pre-1996.
o Despite the cost-effectiveness of mitigation measures, many homeowners do not voluntarily invest in

them. Hence, there is the need for well-enforced building codes, tax rebates, zoning ordinances, and
premiums reflecting risk that take the benefits of mitigation into account.

e Under a scenario where insurers are permitted to charge premiums reflecting risk (competitive
market), private insurers and reinsurers would be able to cover most (if not all) losses from severe
hurricanes if homeowners mitigate their property.

“At War with the Weather will surely become a sine qua non of every researcher, corporate analyst, and state or federal
policymaker, and will be extensively cited. A spectacular work.”
—Mark J. Machina, Department of Economics, University of California, San Diego

“At War with the Weather offers more than just a detailed plan for managing weather risks. It outlines a long-overdue
comprehensive, disciplined theory of risk management that applies to all manner of catastrophes.”
—Michael Chertoff, former U.S. Secretary of Homeland Security

“This book is essential reading for anyone searching for solutions to the problem of financing large-scale catastrophes.”
—Terri M. Vaughan, CEO, National Association of Insurance Commissioners

“This excellent study of disaster insurance will be valuable to readers interested in insurance of hurricanes and other
catastrophic risks.”
—James K. Hammitt, Director, Center for Risk Analysis, Harvard University
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