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How Climate Catastrophes Reshaping the Insurance Industry (Part 3) 
 
In our previous article, NIACE elaborated some of the strategies the insurance 
industry was looking to employ in response to climate catastrophes. In part 3 of the 
running five part mini series, NIACE will take a deeper dive into how a specific large-
scale climate catastrophe has major rippling effects across the wider insurance 
industry. 
 
Severe environmental disasters—most notably the devastating wildfires in Los 
Angeles—are driving significant changes in the global insurance industry. As climate 
change accelerates and urban development expands into high-risk zones, the 
frequency and intensity of such catastrophes are escalating. This has led to record-
breaking financial losses, compelling insurers to reevaluate their risk models and 
coverage strategies. The recent Los Angeles wildfires, which swept through some of 
California’s most affluent neighborhoods, vividly illustrate the mounting pressures on 
both insurers and property owners. 
 
Staggering Losses from Los Angeles Wildfires 
The economic impact of the wildfires has been immense. Initial forecasts from 
analysts like JPMorgan pegged insured losses at $10 billion, but these quickly surged 
to estimates of up to $20 billion as the fires spread with limited containment. 
Moody’s projected losses in the billions, citing the high property values in the 
affected areas, while Morningstar DBRS noted early insured losses exceeding $8 
billion. Globally, catastrophe modelers estimate the Los Angeles wildfires alone could 
inflict around $40 billion in losses on the insurance sector—part of a broader $250 
billion in total economic damage. These figures rival the destruction caused by the 
2018 Camp Fire, though the average home value in neighborhoods like Pacific 
Palisades, at over $3 million, greatly surpasses those in areas like Butte County. 
 
Insurers Scale Back in High-Risk Zones 
In light of soaring risks and unsustainable losses, leading insurers are drastically 
reducing their footprint in California. Major providers including Allstate, State Farm, 
AIG, and Travelers have withdrawn from high-risk markets by halting new home 
insurance sales, canceling existing policies, or refusing renewals. State Farm alone 
opted not to renew coverage for 72,000 homes and apartments, many located in the 
fire-prone Pacific Palisades. Insurers argue that California’s stringent regulatory 
environment, including caps on premium increases, hinders their ability to balance 
losses with adequate returns. This has led to a sharp decline in policy offerings from 
state-regulated “admitted” insurers. 
 
 
 



 

 

 
Homeowners Turn to Costlier Alternatives 
As traditional insurers pull back, many homeowners are left with limited options. 
Increasingly, they are turning to California’s state-backed Fair Plan—a shared risk 
pool—or to non-admitted, often more expensive, insurance providers. The Fair Plan 
offers coverage up to $3 million per property and had nearly $6 billion in wildfire 
exposure in Pacific Palisades alone. These alternatives typically come at a premium, 
especially as the cost of catastrophe reinsurance—the coverage insurers purchase to 
manage their own risks—has climbed steeply. Reinsurers such as RenaissanceRe and 
Arch Capital are now expected to bear a significant share of the wildfire-related 
payouts, further underscoring the sector’s growing vulnerability. 
 
Conclusion: A Crossroads for Insurance and Climate Risk 
In summary, the intensifying threat of climate-driven disasters like the California 
wildfires is forcing the insurance industry to fundamentally reassess its operations. 
Skyrocketing claims, coupled with restrictive regulations, are prompting a retreat 
from high-risk zones and raising the cost of coverage. This trend is straining insurers’ 
financial resilience and leaving many homeowners exposed to underinsurance or 
complete lack of coverage. The situation reveals a critical convergence of climate 
change, real estate development, and regulatory policy—one that will continue to 
shape the future of property insurance worldwide. 
 
Note: NIACE is an independent company and is not affiliated with any of the financial 
institutions (past and/or present) mentioned in our press releases unless otherwise 
specified. Views expressed in this article are purely for informational purposes only and do 
not act as nor constitute investment advice. Please refer to the prevailing regulations in 
your jurisdiction before making any regulatory decisions for yourself and/or your 
organisation. Past performance does not guarantee future returns. Clients and readers are 
advised to conduct your own due diligence or consult your financial advisor(s) before 
making any investment decisions. 
 
 


