insuring we fail?
flood risk, vulnerability
and the limits to
‘bouncing back’

By promoting ‘business as usual’ rather than adaptation in the face of
increasingly severe flood events, flood insurance can act to embed risks
in the built environment and prevent the installation of measures to

Recent floods across the UK have wreaked a scale

of devastation that, we are told, will only increase in
the future (see Table 1).1 Although fatalities are rare
in the UK, flood waters — usually contaminated with
sewerage and other pollutants — destroy possessions,
ruin homes and businesses, and severely disrupt

the economic and social fabric of entire communities.

There is also an acknowledgement that flooding
can have a significant impact on the long-term
psychological wellbeing of those affected.?

As the waters subside, first responders are de-
mobilised, media interest ebbs away, and raincoat
and wellington-clad politicians return to Whitehall and
Westminster.3 Instead, there is a frenzy of activity
as loss adjustors and assessors and construction
contractors descend on affected areas to begin the
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long process of ensuring that structures are safe,
buildings are dried, and homes and businesses are
restored to something resembling normality.

At least, that will be the experience of those
fortunate enough to have comprehensive insurance
cover or a benevolent landlord. For others — the
uninsured, the under-insured and those simply unable
to afford often prohibitively expensive excesses —
there will be little assistance. Sometimes already
living in some precarity, they may be reduced to
living with friends or family until a return home can
be contemplated.

Even for those who have insurance, or who will
otherwise be compensated for the damage
caused by flooding, the road to recovery will be
tortuous. In our research with flood-afflicted



Table 1

Properties at risk of flooding in England and Wales

At risk of flooding
from rivers and

At risk of flooding
from surface water

At risk of flooding At risk of flooding
from both surface from groundwater*

the sea water and rivers
and/or the sea
2,641,000 3,181,000 660,000 Between 122,000

and 290,000

Environment Agency data from Managing Flood and Coastal Erosion Risks in England: 1 April 2015 to
31 March 20164 - figures are totals for ‘high’, ‘medium’, ‘low’ and ‘very low’ categories of flood risk combined

* Not including properties also in areas at risk of flooding from rivers and the sea, but may include

properties also in areas at risk of flooding from surface water

communities,® respondents likened the stress of
dealing with loss adjustors, insurers and
subsequently contractors and builders to a second
or even a third 'wave' of flooding; frequently
inducing more trauma than the initial rising tide of
flood waters. So, while insurance is often seen as a
resilience ‘solution’, it brings its own problems, too.

More fundamentally, our research revealed the
various ways that the insurance sector serves to
undermine efforts to adapt to future flood risk. This
is important for planners and emergency response
managers given the impact that flooding has on
property, the vitality of localities, and the perceived
importance of insurance in enabling resilience.
Consequently, we argue that long-standing
operational aspects of insurance conflict with the
much newer goal of creating a more resilient
society.

Our research calls for increased scrutiny around
how insurance functions and reveals critical
unintended consequences. In short, by promoting
‘business as usual’ rather than adaptation, insurance
has ‘maladaptive’ tendencies, embedding risks and
failing to mitigate vulnerabilities. Put differently, it
is focused on a simple restoration of a pre-shock
‘normality’, creating the conditions for repeat events
and missing opportunities to adapt.

Resilience to disasters: bouncing back -
or bouncing forward?

Recent developments in the concept of resilience
emphasise the potential for reorganisation in the face
of disaster; not just ‘bouncing back’ to a previous
position following a shock, but evolving or ‘bouncing
forward'.8 In this sense, crises can become
opportunities to learn, adapt and transform to a
state that is less vulnerable.

At the same time, policy has re-articulated those
exposed to flooding not as flood ‘victims', but as
citizens with an active role in flood risk management.
As part of this responsibilisation agenda, people
exposed to flooding are encouraged to employ
technological measures’ and to learn to 'live with
water’;8 or, to put it another way, to be resilient.®

This includes encouragement to purchase insurance
which, in return for a usually modest annual premium,
provides assistance in the form of services or
financial compensation in the wake of a disaster.

In this respect, insurers are crucial to rebuilding
and recovery efforts, promising security in the face
of disaster through risk transfer and the restoration
of "‘business as usual’ for civil and commercial life.
Yet when we examine precisely how the sector
operates, we see that this role involves a series
of tensions with resilience, including how it
contributes to moral hazard, how it conceals ‘risk-
pooling’, and how reluctance to pay for property
improvement (or betterment) undermines efforts
to reduce the damage of any future flooding.

Risk transfer, risk pooling and moral hazard

Insurance is essentially a strategy of risk transfer
from those immediately exposed to a peril to
another entity. Insurers often take almost complete
control of rebuilding efforts, arranging for authorised
contractors to conduct reinstatement work. The
guarantee of such a service is used to promote
insurance schemes as companies vie to provide
attractive packages in competitive marketplaces.

Consequently risks are now shared; between
communities exposed to the potential hazard and
those with responsibility to respond and provide
recompense. This principle of risk transfer — whereby
property-owners cede responsibility to insurers —
has significant implications. For instance, when the
costs of a hazard, such as flooding, fall elsewhere,
the willingness to implement efforts to reduce
exposure or transform behaviour can be eroded.™
This scenario is a long-standing challenge for
insurers, who refer to it as ‘'moral hazard'. It is not
without some irony that insurers, working in an
industry predicated on affording protection to
clients, can therefore reduce incentives to adopt
less ‘risky’ behaviour.

A further concern associated with risk transfer is
‘risk-pooling” — another principle inherent to all
insurance schemes. In essence, insurance premiums
are pooled into a shared fund that is used for
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Interior of a flooded property, Cumbria, December 2015

compensation in the event of a peril occurring.
Risk-pooling also occurs with regard to individual
premiums, whereby cover for flood insurance is
frequently bundled within a general household and
contents package. However, this practice has the
effect of dissipating financial exposure throughout
all policyholders and within an insurance ‘package’.
While convenient for both the insured and the
insurance provider, this bundling masks the
particularities of any one individual threat. It cross-
subsidises and further embeds risk, and in doing so
disincentivises the integration of adaptation measures
to further flood resilience.

The betterment barrier

Although undoubtedly devastating for those
communities affected, the aftermath of a hazard
can offer an opportunity to adapt to avoid any such
incidents that may occur in the future. With respect
to flooding, this might include the installation of
flood-resilient building materials, altering building
services to be above future flood levels, or the
integration of property-level protection measures.!12

However, after a disaster the insurer operates as
the de facto owner of properties. The insured
relinquish not only the financial obligations associated
with the rebuild and recovery, but also a significant
degree of autonomy in deciding how property
reinstatement should take place. Homeowners are
often housed elsewhere, and in some cases are
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Posi-flooding aftermath, Cumbria, December 2015

forbidden to re-enter buildings until structural safety
checks take place and buildings are made safe for
re-entry. They are both literally and metaphorically
kept at distance from properties, unable to keep a
close eye on rebuilding efforts.

Meanwhile, the insurer focuses on returning to a
pre-shock state as quickly as possible. Generally,
insurers adhere to the indemnity principle, whereby
property ‘betterment’ (or property improvement) is
forbidden. Rather, insurers promise to reinstate to
the original condition. This frequently excludes the
installation of resilient materials that can reduce the
propensity and costs of flooding as they may cost
slightly more or are not a ‘like-for-like’ replacement.

While understandable from a commercial
perspective, this focus on the restoration of
‘business as usual’ undermines efforts to ‘build
back better’, with long-term limitations. Properties,
although restored, are no better adapted to cope
with any future flood, ultimately rendering people,
and society more generally, no more resilient. This
was neatly summarised by one research participant,
a homeowner who reported that: ‘After the first
flood my insurer was great! They sorted everything
out —a new home; even a new telly! But that didn't
stop flooding a second time. Or a third time..."

The maladaptation cycle
While acknowledging the benefits of insurance,
our research identifies a paradox for the insurance
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Fig. 1 The maladaptation cycle

sector, for governments and policy-makers, and for
society more generally. Insurance allows recovery,
but it insulates from the costs of living with risk,
divorces hazard drivers from the outcomes of
specific events, fosters moral hazard, and inhibits
the uptake of measures that can help property-
owners to adapt to risk. As such, insurance drives a
largely hidden cycle of maladaptation — actions (or
inaction) that may provide short-term benefits but
that ultimately increase future vulnerability,
particularly in the context of climate change.’®*

There are also social justice consequences. For
example, maladaptation can exert a disproportionate
burden for vulnerable groups, who may struggle to
lobby for extra resources, experience multiple
debilitating events, or be unable to move elsewhere.
It can also limit opportunities for future generations
to act as risks and liabilities become further
embedded.

Returning to the specific case of flood insurance,
we can illustrate this by describing the ‘maladaptation
cycle' (see Fig. 1). First, risks are articulated as
pervasive, and we are encouraged to live with them
(stage 1). In response, individuals and communities
assume greater responsibility to manage these
risks, such as by purchasing insurance (stage 2).
However, insurance promotes rapid recovery and
fails to encourage adaptation (stage 3). This, ironically,
sustains overall exposure (stage 4) and drives
overall societal risks — and so the cycle goes on.

This maladaptive cycle frames the ‘business as
usual’ paradox: insurance enables short-term
recovery at property scales, but simultaneously
drives risk on long-term societal levels. There is no
doubt that insurance enables individual recovery, but
we need to integrate the sector more strongly to
the flood and climate change adaptation agenda to
better respond to our increasing flood risk.

Notably, there are some examples of how the
maladaptive cycle has been broken through
government intervention. After the winter of 2013/14
and the 2015/16 floods in the UK, each affected
homeowner could apply for a one-off grant (Repair
and Renew or Property Level Resilience schemes) to
make their properties more resilient to floods. That
said, there are early indicators that this initiative,
which would only ever pay for a fraction of a holistic
resilient refurbishment of a property, has had only
a limited effect. Many people declined the grant,
citing a range of reasons, from an unwillingness to
deal with local authority bureaucracy to concern that
their reinstatement could be delayed through the
engagement of such initiatives.

There are, too, hopes that the new Flood Re
scheme® will stimulate a generational shift towards
more risk-reflective insurance pricing that might
incentivise greater personal responsibility for personal
flood risk management. Yet Flood Re does not apply
to properties constructed after 1 January 2009.
Where at risk from flooding, such properties are now
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intended to be built with flood resilience. However,
there are concerns that not all local authorities or
developers are taking their responsibilities to
manage flood risk as earnestly as they should be.'®

These points notwithstanding, for the most part
communities are treated as passive receptacles of
risk by insurers — ‘protected’ but potentially locked in
a maladaptive cycle of detriment and recovery. This,
ultimately, maintains the status quo, leaving risky
behaviour unchallenged and revealing the necessity of
different risk stakeholders converging the aspirations
of their respective interpretations of resilience.

The challenges for planning

Insurers frame hazard preparation by influencing
the urban fabric and social conditions that will
encounter any future storm or hazard. The long-
standing operational norms of insurance serve to
commercialise and reproduce the consequences of
risk rather than engendering any system transitions
or adaptive behaviour. An emphasis on ‘business as
usual’ or ‘like-for-like' restoration — so central to the
marketing of insurance — is ill-suited to reducing
broader socio-cultural drivers of risk. Paradoxically,
therefore, insurance perpetuates risk, privileges
recovery over precaution, and promotes a limited —
if not false — sense of security.

Such a posture is detrimental to long-standing
planning advice that urges a precautionary approach
in flood risk management. That should be of concern
to planners across the country who will come under
greater pressure to deliver new developments, which
often means building on a flood plain. Planners —
simultaneously held accountable for flood risk
mitigation and adaptation — will ultimately need to
ensure that new developments are flood resilient
from the outset in order to circumvent over-reliance
on insurance as an inadequate flood risk management
measure.
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