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The growing void in the U.S. homeowners
insurance market: who should bear the
rising cost of climate change?

M| Check for updates
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Homeowner insurance is a cornerstone of modern society. It underpins broader housing markets,
provides financial security for families and individuals, and is a source of resilience for communities
recovering from disasters. However, climate change and urban development in hazard-prone areas
are undermining this critical institution, forcing private insurers to retreat from high-risk regions and
leaving homeowners in the lurch precisely when they are most in need of coverage. This perspective
explores the cascading effects of this crisis and advocates for a multi-faceted set of reforms that
address three interrelated problem domains —enhancing innovations in pricing and underwriting,
improving transparency of data and risk assessment practices, and bolstering resilience of the built
environment—to ensure sustainable protection for the future.

In late 2024, Hurricane Helene made landfall on Florida’s west coast as a
formidable Category 4 storm, unleashing not only strong winds and deadly
storm surge on beachfront areas but also swiftly penetrating inland to affect
communities in Georgia, North Carolina, South Carolina, Tennessee, and
West Virginia. The hurricane’s intense rainfall led to unprecedented dam
failures and landslides, particularly in the mountainous regions of North
Carolina—areas not prepared to handle the impacts of tropical cyclones
and/or their remnants'. The start of 2025 featured multiple major urban
wildfires that left parts of southern California reeling after more than 18,000
properties in and around Los Angeles were damaged or destroyed. The
footprint of damage consumed an area twice the size of Manhattan and was
poised to become the costliest sequence of wildfires in U.S. history’. Yet, the
aftermath of Hurricane Helene and the California wildfires underscore an
even more disturbing trend affecting a growing swath of U.S. states. From
the flood-prone streets of Miami to the fire-threatened homes of Malibu, a
significant number of U.S. homeowners lack adequate insurance to cover
property damage from such disasters.

Alarmingly, while many of those affected by Helene were insured
against wind hazards, a significant majority did not carry separate flood
policies essential for managing water-related damages, as illustrated in Fig. 1.
These flood policies, primarily provided through the federal National Flood
Insurance Program (NFIP), are crucial for recovery. However, NFIP cov-
erage remains poorly understood and insufficiently purchased, leaving
many homeowners unprotected’”. Similarly, the California wildfires
exposed even more gaps in insurance coverage. Due to persistent losses from
wildfires and restrictive rate-setting rules, the largest private insurers in the
state have been refusing to renew policies in California or withdrawing from

the market altogether®. This has shifted the burden of protection to the state-
backed California FAIR plan, as shown in Fig. 1. Initially designed as a
“residual” market covering individuals unable to obtain standard home
insurance, the FAIR plan is now facing liquidity challenges as subscriptions
to its expensive but still under-capitalized insurance program threaten its
reserve capacity’ .

Public perception exists that private insurance itself contributes to
some of these adverse dynamics. For instance, scholars have highlighted the
industry’s short-term focus - rooted in the annual nature of most insurance
contracts — as a challenge to longer-range strategic planning'®"’, its devel-
opment of complex forms of securitization, which require frequent reas-
sessments of underwriting (pricing) practices'*", and a tendency to shift
financial risk towards individual property owners which may lead to an
erosion of public trust in collective risk pooling that many consider a key
benefit of insurance"”. Others have pointed out that climate change is
exacerbating some of these trends as insurers grapple with how to manage
rising uncertainties around both hazard (e.g. frequency of extreme events,
sea level rise, greater temperature extremes, etc.) and exposure (e.g. where/
how people live and other socioeconomic factors)'’. However, to mean-
ingfully address these challenges and explore valid avenues for reform, it is
crucial to examine the situation from the perspective of the re/insurance
industry itself.

Since the mid-2010s, the U.S. market has consistently experienced
more financially damaging years than profitable ones'"'*. That is, insurers
often find themselves paying out more in claims than they receive in pre-
miums. This hasled to premium increases of up to 50% and the reduction or
withdrawal of coverage even in areas previously considered to be lower risk’
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National Flood Insurance Program (NFIP)
Take Up Rate by County (%)*
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Fig. 1 | Key problem domains, reform strategies, and stakeholders for strengthening climate resilience in insurance markets. a Estimated rainfall from Hurricane
Helene, b NFIP take-up proportion in the affected states, and ¢ the percentage of the insured properties (FAIR Plan and voluntary market) in California.

such as Towa, Arkansas, and Utah'”'"". In 2023 alone, insurers reported
significant losses on homeowners’ policies in 18 states—a stark rise from
previous years—reflecting the industry’s strain'’. While losses are linked to
an increase in the frequency and severity of climate-driven disasters, they are
further intensified by a net migration of Americans into hazard-prone areas
like floodplains, coastal counties, and the Wildland-Urban Interface, the so-
called WUT"",

Vulnerabilities of new arrivals, some of them displaced from over-
priced housing markets in other parts of the country™, are often exacerbated
by weak or inconsistently enforced land-use policies that might otherwise

mitigate growing exposure”*'. Additionally, global interdependence means
that concurrent disasters across multiple regions put more pressure on
limited reinsurance capital, creating financial instability that reduces the
capacity of these companies to absorb future risks”. Finally, operational
challenges add extra drag to these financial strains. Disaster-induced surges
in filed claims can overwhelm existing processing systems, while inflation
and supply chain disruptions inflate rebuilding costs, further stretching
insurers’ reserves’”’.

In response, both primary insurance carriers and reinsurers have
pursued various strategies, including investing in advanced risk models
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often in partnership with academic institutions™, securing alternative risk
capital using financial vehicles like catastrophe bonds and insurance-linked
securities, and collaborating with government programs such as the NFIP or
hybrid, public-private “Protection Gap Entities””. However, the unpre-
dictability of climate extremes, along with the fact that many of these efforts
are in their early stages, is still leading insurers to exit from risky markets and
leaving homeowners without coverage for their most valuable assets'”***.

The growing void in the homeowner’s insurance market raises crucial
questions: What are the broader societal and economic consequences of
insurers pulling back from high-risk areas? More critically, how should the
escalating costs associated with climate change be socially distributed? This
perspective explores the ripple effects of insurers retreating from hazard-
prone areas and advocates for a targeted, multi-faceted set of strategies
focused on enhancing risk transfer mechanisms, advancing transparency
about data use and risk assessment practices, and bolstering the governance
of local resilience to secure sustainable solutions for communities living on
the edge of uninsurability.

Cascading effects of insurer retreat

In the U.S,, the ongoing retreat of insurers from climate risk-exposed regions
represents a profound shift in the financial security of homeowners, renters,
and the broader economy. Driven by the increased frequency and severity of
natural disasters, this exodus is creating substantial gaps in insurance cov-
erage in places where it is needed most. The implications of this shift are
extensive, affecting everything from property values and mortgage acces-
sibility to local economies and government budgets, and necessitating a
reassessment of risk management and underwriting strategies nationwide’".

Prospective homeowners in some of these areas are facing challenges in
obtaining private insurance, a requirement for securing traditional mort-
gage loans™ . Existing homeowners who manage to secure insurance may
face steep premium hikes at renewal time or, worse, receive non-renewal
notices™. This situation may strip people of adequate protection against
potential disasters, leaving them financially exposed in the event of property
damage. Instability in the insurance market can also directly affect renters.
Landlords facing higher insurance costs or unable to obtain coverage pass
these costs onto tenants through increased rent or choose not to invest in
maintaining or improving properties, potentially leading to deteriorating
living conditions. Renters experience fewer coverage options and higher
costs, exacerbating their vulnerability in these markets®.

In the face of shrinking insurance options, local real estate markets are
also poised to suffer with broader economic repercussions that could be
profound™*****. As securing insurance becomes a greater challenge in
certain parts of the country, the barrier to entering the housing market rises,
deterring new buyers and cooling off real estate transactions, particularly in
regions most vulnerable to climate change. This situation could lead to
significant slowdown in home purchases, extended listing periods for homes
and may influence overall real estate market dynamics, subtly shifting the
landscape of homeownership in areas most at risk from climate change™””.
Unlike during the subprime mortgage crisis from 2007 to 2010 where
property values eventually rebounded, properties that are literally under-
water or otherwise uninsurable may never recover their value®. This
devaluation has cascading effects on local economies, especially those
heavily reliant on real estate and construction sectors. For instance, there are
growing concerns about changes in retirement patterns as the cost of
insurance becomes an important driver in whether seniors think they can
afford to move to certain parts of the country™*. Also, as home values drop
and the properties become harder to sell, municipal tax bases are likely to
shrink, resulting in decreased funding for public services, including those
essential for climate adaptation measures**’. This situation could create a
vulnerability double-bind: areas most in need of adaptation investments
might find themselves least able to afford them, exacerbating their exposure
to risk.

The exodus of insurers from climate-related hazard-prone areas could
also intensify the strain on government-sponsored programs and enter-
prises, such as the California FAIR plan mentioned above. These

government programs serve as “insurers of last resort,” offering necessary
insurance options when the private market fails to do so. However, the
expansion of such state-backed insurance plans in response to the with-
drawal of private insurers from high-risk markets can precipitate several
significant challenges. Due to their lack of diversification and heavy reliance
on state funding through taxation, these plans can lead to a heightened risk
of public default’>**, Particularly problematic is the scenario in which
taxpayers living in areas less affected by natural disasters are tasked with
subsidizing the losses in high-risk regions®. This financing model can foster
resentment and widen economic disparities, potentially sapping the public’s
willingness to support these state-funded insurance mechanisms. Moreover,
as private insurers withdraw from high-risk zones, there is a concerning
trend toward the shifting of high-risk loans to government-sponsored
enterprises like Fannie Mae and Freddie Mac. Such a shift can accumulate
climate-related risks on these public entities, inflating a climate risk bubble
that poses a threat to financial stability**"".

Therefore, growing concerns about these impacts on local real estate
markets, municipal tax receipts, and the broader financial system under-
score the urgent need for a reevaluation of how climate risks are governed
and financed, necessitating collaborative efforts among key stakeholders to
devise a more sustainable set of insurance-oriented solutions™.

A multi-faceted approach to safeguard our
communities

Ensuring that communities remain protected in the face of a changing
climate calls for a multi-faceted approach structured around three critical
problem domains: enhancing innovations in pricing and underwriting,
addressing gaps in data availability and modeling capacity, and mitigating
societal and infrastructural vulnerabilities by advancing resilience, as illu-
strated in Fig. 2. Here’s how we can forge a path forward:

Enhancing innovations in pricing and underwriting

Risk transfer lies at the heart of any insurance program, enabling policy-
holders to pool their exposure and compensate those who incur covered
losses. However, research indicates that climate change may exacerbate the
concentration of losses by intensifying extreme weather events***. As these
losses continue to grow, one potential way to bolster reinsurance capacity
beyond a certain threshold is through a federal catastrophe backstop pro-
gram specifically tailored for highly climate-vulnerable areas—covering
those rare tail events with excessive losses once they exceed a prescribed
limit™'. Modeled after the Terrorism Risk Insurance Act (TRIA), such a
program could feature industry-wide loss triggers and reinforce risk-sharing
between private insurers and the federal government, all while preserving
the vital role of private reinsurance™. Still, several limitations warrant careful
consideration. First, frequent or predictable losses—particularly in regions
repeatedly struck by disasters—could challenge the program’s financial
sustainability, as backstops are most effective when events remain relatively
infrequent. Second, a federally backed fund risks creating moral hazard,
where policyholders or local governments may feel less urgency to invest in
mitigation or relocate away from high-risk zones if they expect federal
support. Third, cost allocation and funding mechanisms need to be equi-
table and transparent, avoiding overly burdening taxpayers. To ensure a
well-informed approach, a dedicated commission of key stakeholders—
including government agencies, reinsurers, and insurers—should conduct a
comprehensive analysis of existing models such as TRIA and state-level
residual markets. The goal should be to develop a framework that enhances,
rather than replaces, the private market while providing a stronger role for
the federal government in shaping local governance of vulnerability and risk
mitigation measures.

Risk transfer innovations in the private sector may also help boost
insurance resilience in the face of climate challenges. For instance, a
mechanism called parametric insurance offers a quicker and simpler
alternative to traditional indemnity forms of risk transfer. Unlike indemnity
insurance, which requires a detailed assessment of actual damages incurred
before any payout is made, parametric insurance automatically triggers
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Fig. 2 | Diagram of the key problem domains, reform strategies, and relevant stakeholders needed to strengthen climate resilience in insurance markets.

payouts when specific, predefined weather-based parameters are met, such
as reaching certain hurricane wind speeds. This approach promises faster
recovery with lower premiums and can be scaled to community-based
models, where local governments or nonprofits serve as risk aggregators™.
An example of community-based parametric insurance is a pilot project run
by the nonprofit Center for NYC Neighborhoods, where the nonprofit
prioritizes which individuals in the community are most in need of aid after
an event™. That said, parametric insurance has also been criticized for its
reliance on simplified models and proxies, with triggers designed by third-
party companies whose methods are not always easy to scrutinize*’. This
field deserves more research, but in the least, advancing credible parametric
approaches will require effective collaboration among insurers, commu-
nities, and governments to refine risk parameters and guarantee timely
payouts™.

A last component of improving risk transfer mechanisms is making
sure they are based on risk-based premium pricing, leveraging granular
hazard data to set premiums that more appropriately reflect a property’s
actual level of risk*. This approach may discourage development in high-
risk areas by highlighting the significant financial costs associated with such
decisions. Governments and urban planners can use this data-driven pricing
model to enforce zoning laws and promote the adoption of enhanced
building codes and protective measures, ultimately reducing the impact of
natural disasters™*. However, for homeowners historically pushed into
risky areas due to discriminatory housing and insurance practices such as
redlining, some equity-oriented insurance assistance should be made
available”. Additionally, given the uncertainties associated with using
granular climate data in decision-making, further research and develop-
ment are essential to better understand these uncertainties and their
implications for equity and fairness in the rate-setting process.

Addressing gaps in data availability and modeling capacity

The insurance sector is often recognized as the best source of information
regarding natural hazard risk, and municipalities, utilities, and other public
entities are increasingly turning to the sector to assist in planning for climate
impacts™. At the same time, the climate risk information accessible to
homeowners and municipalities is limited, costly, and often derived from
largely black box catastrophe or climate risk models, making it difficult for
customers, regulators, or the public at large to assess their scientific rigor.

This lack of full transparency, coupled with the high resource demands for
municipalities to monitor insurance or bond ratings, highlights significant
gaps in data accessibility and oversight™.

Governments must enhance climate resilience by improving the
accessibility of climate risk data to homebuyers through public disclosure
regulations. By ensuring data transparency, coupled with initiatives to
educate homebuyers on interpreting this data, individuals can better navi-
gate real estate purchases that may become future climate lemons™*.
However, widespread data disclosure may also disrupt property valuations.
To address this, state officials should convene stakeholder platforms, what
sociologists of innovation call “hybrid forums,” with the goal of gathering
property owners, consumer advocates, insurers, risk modelers, regulators,
and real estate professionals, to deliberate and help devise balanced public
policies in consideration of diverse interests” .

Lastly, leveraging climate projections into catastrophe models, data
analytics, and insurance products is also a crucial pathway for innovation in
the insurance industry that will enable insurers to better understand and
forecast climate-enhanced hazards. To gain the confidence of consumers,
regulators, and other stakeholders, the industry should participate in
defining minimum data use and traceability standards for such techniques
that balance the public benefits of transparency with the profit imperatives
of proprietary risk assessment companies™***.

Mitigating societal and infrastructural vulnerabilities
Improved risk information must also be paired with initiatives to reduce
physical vulnerability. To protect communities from the growing threats of
climate change, state and municipal authorities need to step up and apply
fixes at the local level that include strengthening building codes and
adopting more anticipatory land-use planning,. It is essential that building
codes are regularly reviewed and updated to keep pace with the latest climate
science and building technology®. For example, during Hurricane lan
(2022), most buildings constructed under Florida’s modern code sustained
minimal or no structural damage, with an assessment of 455 homes showing
no visible wind damage. In contrast, older buildings experienced 1.9 to 2.3
times more severe damage, highlighting the importance of robust, regularly
updated codes®™.

Moreover, encouraging homeowners to adopt individual adaptation
measures may significantly mitigate risk and enhance resilience to
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climate-related hazards. Actions such as implementing fire-resistant
materials in construction and elevating structures to protect against flood
damage are vital steps in safeguarding homes. To incentivize adaptation,
financial mechanisms such as tax credits, rebates, or insurance premium
discounts might be effective in making the upfront investment in safer,
durable infrastructure more appealing” . Data on the effectiveness of such
measures is still sparse at a national level, and the proprietary nature of
insurance claims currently limits the amount of empirical evidence available
for analysis. Consequently, further research and real-world public-private
collaboration are necessary to evaluate how these strategies can be effectively
scaled and integrated into the insurance industry.

Incorporating the rising risk of climate extremes into land-use plan-
ning and directly reducing community vulnerabilities is also an important
piece in solving the insurance crisis puzzle. Strategies should include limiting
development in high-risk zones, assessing the protective value of sur-
rounding landscapes (such as preventing the paving-over of water perme-
able grasslands as a buffer to riverine and precipitation flooding), and
potentially encouraging property buyouts in increasingly uninsurable areas
using federal funds™. The federal government could make municipalities’
access to disaster recovery funds contingent on pre-disaster mitigation
investments that boost infrastructure resilience, reduce post-disaster costs,
and align financial and housing security with the realities of climate risk”". It
should be noted that many land-use planning agencies, particularly in states
experiencing escalating climate risk, have had their planning authorities
scaled back and are in need of renewed support to align with modern

resilience objectives'’>”.

Conclusion

The homeowner’s insurance market in the U.S. faces significant challenges
from climate change and urban development, threatening millions of
families around the country. Itis aptly described as the “canary in the climate
coal mine””*. This perspective highlights the crisis, its cascading effects, and
potential strategies to mitigate these effects across three key domains:
enhancing innovations in pricing and underwriting, bridging gaps in data
availability and modeling capacity, and mitigating vulnerabilities in the built
environment. Moving forward, the focus must shift to scaling these inter-
ventions through continued research, pilot projects, and collaborative
partnerships among governments, insurers, communities, and urban
planners. These efforts should aim to create adaptable, equitable, and
scalable solutions that address the diverse needs of various geographic and
socio-economic contexts. This work serves as a foundation for advancing
discussions and fostering collaborative action to tackle the daunting chal-
lenges facing the U.S. homeowners’ insurance market.
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