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Summary

▶ New: comprehensive database of local insurance premiums

▶ Backed out from CoreLogic monthly loan-level data:

PMT = Principal + Interest+ Taxes+ Insurance

▶ Risk measures:

▶ disaster risk index based on FEMA & FSF

▶ Property insurance premia have increased: how and why?

▶ Potential drivers:

▶ climate change shocks
▶ material and labor costs, home values
▶ regulation
▶ reinsurance costs
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Findings: distribution of insurance premia over time
▶ Time series: premiums up by 13% (real) b/w 20-23

▶ Geographic dispersion of annual average insurance premiums

gray-blue≈ ≤$1000 vs dark red ≈ ≥ $4000
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Findings: distribution of insurance premia over time

▶ Most risk exposed properties largest increase in premia

Source: Keys and Mulder, National Bureau of Economic Research (2024) •  Note: Inflation-adjusted. Each
line depicts the median of all loan observations within a risk group.

There is certainly a relationship between climate risk and what

insurance companies charge for coverage in case of damage from

extreme weather. But all kinds of other factors get in the way,

causing a misalignment between risk and premiums.

In McCurtain County, Okla., for example, the typical homeowner

paid an average of $2,837 for insurance. But in the same area with

the same weather just across the state line, the average

homeowner in Little River County, Ark., paid $1,673.

The cost of insurance is often higher for large, expensive homes

because they cost more to replace. To get more accurate

comparisons, Dr. Keys and Dr. Mulder looked at insurance costs as

a share of the typical local home value.

Climate Change Upending Home Insurance

Find Out How Your Home Insurance Costs Compare
in Our Interactive Map
Insurance premiums are surging unevenly across the
country. Your rates might be out of step with risks.

By Mira Rojanasakul and Christopher Flavelle

July 8, 2024

As Insurers Around the U.S. Bleed Cash From
Climate Shocks, Homeowners Lose
It’s not just California and Florida now: Insurers are losing
money around the country. It means higher rates and,
sometimes, cancellation notices.

By Christopher Flavelle and Mira Rojanasakul

May 13, 2024
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2/27/25, 1:32 PM Here's Where Climate Change Is Driving Up Home Insurance Rates - The New York Times

https://www.nytimes.com/interactive/2024/07/08/climate/home-insurance-climate-change.html 4/12
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Findings: increased pass-through ”Beta” of disaster risk

▶ Regress IPIzst on zip-time disaster risks, controls for zip-cd & state-time
fe, zip-income, home values

▶ Disaster risk β stable at $300 pre-2020, then increase to $500
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Findings: reinsurance costs key driver of rise in premia

▶ Since 2020 reinsurance premia up by 80%

▶ Compare ins-premzct with different reinsurance ”shock” exposure

▶ Focus on within zip-code variation, controlling for zip fe & time fe,
structure value, disaster risk

earlier version: state-time fe to rule out alt explanations varying at
state-time inflation, production shortages, state regulation ...

▶ Measure level of reinsurance intensity ReExpzcs = CATz × Corrcs

CATz is indicator for top 20% of wildfire + hurricane expected losses

▶ Finding:

property insurance premia ↑ more in high-reinsurance ”shock” zip-codes

▶ Consistent with higher reinsurance costs being passed on to homeowners
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Why have reinsurance costs risen so much since 2019/20

▶ Scenario 1:

▶ insurers typically seek reinsurance for high-risk areas

▶ reinsurers exposed to some exg. cost shifter (regulation?)

▶ lack of competition, cost shifter is (unfairly?) passed on?

▶ Scenario 2:

▶ high-risk areas have become costlier (e.g., 2023 insured natural cat
claims were up 23% above US 10-year average)

▶ ⇒ insurers demand more reinsurance ⇒ reinsurance face more risk
& premia ↑ ⇒ reinsurer shock ≈ risk shock

▶ driver of cost increase is high-risk areas have become riskier

▶ But have we not controlled for disaster risk?

Juliane Begenau (Stanford) SCS 2025 Disc. 5



Why have reinsurance costs risen so much since 2019/20

▶ What variation unrelated to zip-code risk could Corrcs be picking up?

▶ Did quantity of disaster risk-index change over time / geography?

▶ ⇒ risk measurement key else potential errors-in-variable issue that
plagued cash-flow investment literature

▶ What were the dynamics of the reinsurance market?

▶ increased demand for reinsurance?

▶ have reinsurance mark-ups increased/profit share shifts b/w
reinsurers and insurers?

▶ regulatory developments? E.g., the move to IFRS 17 accounting
standards prompted increase in premia

▶ Additional evidence for independent reinsurance channel would help
drive the rise in reinsurance cost point home
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What is the role of regulation?

▶ Oh-Sen-Tenekedijieva-2025 show state-regulation limiting premia leads
to cross-subsidization

▶ Disaster risk in tightly regulated states passed on to homeowners in
lightly regulated states

▶ Table 5 (reinsurance cost effect) controls for state-regulatory frictions
(within-state-time)

▶ Interesting to back out a state-level effect of regulations on premium
increases – currently absorbed by state-time fe

▶ Could compute local state-regulation effects on premia, e.g., exploiting
regulatory shifts in state premium-caps

Dynamics of regulatory cross-subsidization of climate risk input for a
quantitative model of insurance market regulation
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Conclusion

Very interesting paper

Sheds much-needed light on dynamics in the property insurance
market
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