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Role of insurance in adaptation
Many properties in coastal Australia are underinsured or lack insurance cover for inundation and erosion, and this situation is

likely to get worse under climate change and sea-level rise.

1.    Insurance cover for actions of the sea

1.1  Scope of cover

At a glance 

Many insurance companies operating in Australia do not cover storm surge or erosion in their residential property insurance,

and none covers gradual sea-level rise.

There is a considerable number (and value) of buildings at risk from sea-level rise in Australia. It is estimated that up to $63

billion (2008 replacement value) of existing residential buildings are potentially at risk of inundation from a 1.1 m sea-level rise

in Australia, representing between 157 000 and 247 600 individual buildings.

Governments are often the ‘insurer of last resort’ following a disaster and, in the absence of adaptation measures, this role may

grow under sea-level rise.

The Productivity Commission, in its report ‘Barriers to E�ective Climate Adaptation’ was clear that governments should not

subsidise property insurance in at-risk areas, as this would lessen incentives for property owners to take actions to reduce their

risk while imposing costs on taxpayers.

Local councils have a role in the areas of hazard mapping and data provision, community awareness-raising and education,

mitigation activities (i.e. building preparedness), and support for emergency services and volunteers. By undertaking or

augmenting these roles, councils can build the resilience of communities to address future climate change and sea-level rise.
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See also Insurance and Climate Change

Many insurance companies operating in Australia do not cover coastal �ooding in their residential property insurance and none covers gradual

sea-level rise.  To quote Bell (2014), ‘there is no insurance product currently available that comprehensively covers all loss or damage caused to

residential property by all actions of the sea’.

Insurance products generally recognise three actions of the sea—gradual sea-level rise, storm surge and erosion—which di�er in their

potential to cause property damage.
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1.2  Affordability

1.3  Continuity of cover

2.     Why is sea-level rise not covered by insurers?

Sea-level rise as a single factor can cause inundation of properties and buildings during high or king tides in low-lying areas, e.g. estuary

shorelines.

Storm surge driven by intense storms such as cyclones and East Coast Lows (and which will be exacerbated as sea levels continue to rise

and the intensity of storms changes) can cause inundation of buildings and hence water damage to the structure and contents.

Erosion, caused by storm surge and sea-level rise, can remove land on the property and cause damage to buildings or collapse where

foundations are undermined.

The three actions are excluded by many general insurance policies in Australia (HoR SCCCWEA 2009). No insurance policy covers loss of land

from a property due to erosion, which is important for many shorefront properties where the value of the land exceeds or equals the value of

the building. Table 1 sets out the cover o�ered by a representative selection of companies. 

Table 1: Summary of insurance coverage (home and contents) for actions of the sea (taken from Bell 2014).

Coverage Example insurers:

Y Storm surge

Y Erosion ONLY where tied to another

insured event

N NOT sea-level rise

RACQ 

storm surge covered

erosion covered where damage occurs within

72 hours of a �ood

Y Storm surge ONLY where tied to

another insured event

Y Erosion ONLY where tied to another

insured event

N NOT sea-level rise

AAMI, Suncorp, BOQ, APIA, Bankwest 

storm surge same time as storm damage

erosion within 72 hours of �ood or storm

Y Storm surge

N NOT erosion

N NOT sea-level rise

Westpac General Insurance Limited, St George, Bank

of Melbourne, Bank of SA

 

N NOT Storm surge

N NOT erosion

N NOT sea-level rise

Allianz, Bank of Queensland, QBE, Citibank, HSBC,

Youi

 

The House of Representatives report on managing the coast under climate change (HoR SCCCWEA 2009, Chapter 4) suggested that climate

change could have adverse impacts on insurance a�ordability, compounding the problem of under-insurance. The report indicated that

around 23% of Australian households were, at the time the report was written, without building or contents insurance. If premiums rise

because of a perceived or real increase in risk in the coastal zone, then this �gure is likely to rise.

If risks from inundation or storm damage increase in the coastal zone, insurers will increase premiums and may ultimately choose to refuse to

o�er cover for those risks.  There is no evidence at present that insurers are changing or withdrawing the limited cover o�ered for coastal risks

(Table 1). However, there is a precedent: in 2012 the Suncorp insurance company refused cover to householders in two Queensland towns that

had experienced �ooding on several occasions in the previous few years (Suncorp Group n.d.).  Cover was reinstated following construction of

�ood protection works. 
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3.    Assets at risk

4.    The role of government

Although it is possible to obtain insurance for storm surge and erosion, Table 1 shows clearly that no insurance company o�ers cover for sea-

level rise. Why is this the case?

The traditional insurance business model involves underwriting large diversi�ed pools of policyholder risks. This model relies on certain

fundamental assumptions:

the risks being pooled should be unforeseen (arbitrary) and not su�ciently frequent or costly to make insurance premiums una�ordable

the frequency and severity of claims resulting from the pooled risks should be similar to those experienced in previous years or, if

changing, do so in a way that are reasonably predictable so that they can be incorporated into �nancial plans and premium rates

the risks should be su�ciently independent, or ‘uncorrelated’, so the aggregate results for a portfolio of risks bene�ts from diversi�cation.

(Prudential Regulation Authority 2015)

Sea-level rise fails these assumptions in a number of ways. First, the risk is not unforeseen (see Global climate change). Second, sea-level rise

will lead to risks which will be fundamentally di�erent from those experienced in the past. Third, these risks are not at the present time

‘reasonably predictable’, although this may change as LiDAR data becomes more available and inundation mapping more reliable. 

The Department of Climate Change (DCC 2009) in a �rst-pass assessment estimated that:

up to $63 billion (2008 replacement value) of existing residential buildings are potentially at risk of inundation from a 1.1 m sea-level rise in

Australia, representing between 157 000 and 247 600 individual buildings;

nearly 39 000 buildings are located within 110 m of ‘soft’ shorelines and are at risk from accelerated erosion due to sea-level rise and

changing climate conditions;

the current value of existing residential buildings at risk from inundation is in the range AU$41 billion to AU$63 billion (2008 replacement

value).

The DCC (2009) further estimated the number of facilities delivering community services at risk because of close proximity to the coast (de�ned

as within 200 m of the shoreline). These included 258 police, �re and ambulance stations, 5 power stations/sub stations, 75 hospitals and

health services, 41 land�ll sites, 3 water treatment plants, and 11 emergency services facilities.

Where a large storm such as a tropical cyclone or East Coast Low (see Cyclone and ECL impacts) impacts a large area of the coast, then it is

likely that many properties will be damaged that either are under-insured or have no insurance.  In addition, there is likely to be a large cost for

repair of infrastructure and public buildings such as schools and hospitals. The government of the time may then be faced with having to

become the ‘insurer of last resort’. And indeed, it can be argued that government should take on this role for vulnerable members of the

community such as the poor, elderly and in�rm. To meet the cost of reconstruction following the Queensland �oods of 2010-11, the

government imposed a �nancial levy on all taxpayers with a taxable income of more than $50 000 a year.

Many insurance policyholders will not know whether their policy covers them for storm surge or erosion.  In the absence of insurance cover,

governments may �nd themselves acting as the ‘insurer of last resort’ following a disaster.  For example, following the Queensland �oods of

2011, householders could apply for a number of grants from government, including hardship grants and grants to cover restoration of utilities

(The Sydney Morning Herald 2011).

The Productivity Commission (2012), in its report Barriers to E�ective Climate Change Adaptation was clear about the potential for government

intervention to lead to negative outcomes. It stated:

‘By pricing risks, insurance … gives households, businesses and governments an incentive to reduce … risks. However, government intervention

in insurance markets may mean that insurance premiums do not appropriately re�ect the underlying level of risk.’ (page 23).

The Commission made three recommendations regarding the relative roles of insurance companies and government.

https://coastadapt.com.au/global-climate-change-and-sea-level-rise
https://coastadapt.com.au/cyclones-and-east-coast-lows
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5.    Role of local councils

hide

Box 1: Roles of governments in building disaster resilience

[This text is taken directly from the National Strategy for Disaster Resilience (COAG 2011) page iv.]

"Governments, at all levels, have a signi�cant role in strengthening the nation’s resilience to disasters by:

developing and implementing e�ective, risk-based land management and planning arrangements and other mitigation activities;

having e�ective arrangements in place to inform people about how to assess risks and reduce their exposure and vulnerability to

hazards;

having clear and e�ective education systems so people understand what options are available and what the best course of action

is in responding to a hazard as it approaches;

supporting individuals and communities to prepare for extreme events;

ensuring the most e�ective, well-coordinated response from our emergency services and volunteers when disaster hits; and

working in a swift, compassionate and pragmatic way to help communities recover from devastation and to learn, innovate and

adapt in the aftermath of disastrous events."

State and territory taxes and levies on general insurance constitute a barrier to e�ective adaptation to climate change. State and territory

governments should phase out these taxes and replace them with less distortionary taxes.

The Australian Government should only proceed with reforms that require all household insurers to o�er �ood cover if it can be

demonstrated that the bene�ts to the wider community would exceed the costs.

Governments should not subsidise household or business property insurance, whether directly or by underwriting risks, as this would

impose costs on taxpayers without reducing physical exposure to risks.

There are short case studies in CoastAdapt that provide examples of how other countries are meeting the challenge of providing insurance for

natural hazards in circumstances where the private sector insurance companies are either withdrawing cover or imposing premiums which are

too expensive for many householders:

The National Flood Insurance Program (NFIP), USA 

FloodRe, UK.

The National Strategy for Disaster Resilience (COAG 2011) takes a position in alignment with the Productivity Commission report, seeing a role

for government primarily in the areas of hazard mapping and data provision, community awareness-raising and education, mitigation activities

(i.e. building preparedness), and support for emergency services and volunteers (Box 1). In many cases, these are roles that already fall within

the responsibility of local councils. By undertaking or augmenting these roles, councils can build the resilience of communities to address

future climate change and sea-level rise.

Given that, in general, properties do not have, or only have limited, insurance for actions of the sea (Table 1), there are particularly important

roles for local government.

Provision of hazard mapping is critical for identifying the scale and prospective timing of risk to an asset on a property, and so for

supporting the owner to determine the optimal risk management strategy for the property.  In addition, property owners can realistically

only be aware of the nature of any risk (or its absence) for their property if the hazard maps are made readily available.

In the circumstance of non-insurance of properties for damage from action of the sea, it is important to have sound approaches to

development controls and planning restrictions to reduce the level of damage in the event of inundation, wave action and erosion. These

include building lines based on hazard mapping and building design criteria (e.g. raised �oor levels and deep pile foundations).
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