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How Climate Catastrophes Reshaping the Insurance Industry (Part 1)

In this three part mini series, NIACE looks to explore how increasingly erratic and
catastrophic weather phenomena are reshaping the insurance industry, the company will
explore the challenges, opportunities, and risks insurers will face going forward.

The growing frequency and severity of climate-related disasters are placing extraordinary
strain on the insurance industry. Fuelled by climate change, extreme weather events are
becoming more frequent and destructive. In 2023 alone, natural disasters resulted in losses
totalling $320 billion, according to reinsurer Munich Re. The insurance sector now faces
annual catastrophe costs exceeding $100 billion—a figure that continues to rise. This
escalating burden has drawn attention from regulators and policymakers, who now warn
that climate change presents a potential systemic risk to global financial stability.

Rising Premiums and Reduced Market Participation

The surge in climate-related losses is disrupting the traditional economics of insurance. As
claims grow, premiums have followed suit—sometimes to the point where coverage is
unaffordable in regions prone to climate disasters. Households facing high insurance costs
often turn to credit cards to cope, deepening personal debt. Meanwhile, insurers and
reinsurers are scaling back or pulling out from high-risk areas altogether. In parts of the
United States, for example, insurers are cancelling coverage en masse, citing unsustainable
losses. This retreat shifts the burden of financial recovery onto individuals and governments.

Climate Change Challenges Core Insurance Principles

Beyond affordability, climate change is challenging the foundational principles of insurance.
The industry is built to distribute risk under uncertainty, but global warming has made
extreme weather both more likely and more damaging. Ironically, while the increased
frequency of disasters makes them more foreseeable, it also complicates the ability to
model specific risks. This modelling uncertainty makes insurers wary, even when
government guarantees are in place. The result is a widening gap in coverage, raising
guestions about whether certain climate risks remain insurable under conventional models.

Broader Financial Implications

The strain on insurance has broader economic consequences. Research shows that rising
premiums are linked to higher mortgage delinquencies and increased credit card debt. In
some cases, homeowners are choosing to pay off their mortgages early to avoid mandatory
insurance requirements, thereby absorbing disaster risk themselves. This shift reduces the
sharing of risk between individuals and financial institutions. Some analysts argue this could
lead to a wider financial impact, where losses borne by households eventually affect the
broader economy—turning local hardship into broader financial instability.

Conclusion: The Future of Climate Risk Protection
Climate change is reshaping the insurance industry, pushing it to its limits. With costs
soaring and private insurers increasingly unwilling to bear the full weight of climate risks,
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keep pace with the scale and complexity of climate threats, the

path forward lies in public-private collaboration and the adoption of innovative tools like
parametric insurance. These approaches, which we will cover more in-depth in the next
article, are crucial to building resilience and ensuring continued protection in an era of
escalating environmental uncertainty.

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.
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