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June 1, 2011

In Wake of Natural Disasters, Insurers 
Brace for Big Losses
By CHRISTINE HAUSER

The devastation from the natural disasters that have ripped through parts of the country this 

year has been starkly evident. Hundreds of people have died and thousands of houses have 

been shattered in a deadly string of tornadoes. Millions of acres of farms were inundated and 

businesses shut down by flooding along the Mississippi River. 

Now, as homes are repaired, fields are pumped and factories are cleaned out, the damage 

assessments will mount, and another measure of the impact will come into clearer focus: the 

cost to insurance companies. 

Based on nearly two dozen interviews with farmers, business owners, analysts and 

government officials, private insurance companies are likely to experience at least $10 

billion in insured losses this year, mostly associated with the tornadoes and the flooding 

along the Mississippi, based on property damage, lost inventory, business interruption and 

disrupted crop plantings. 

Insurance industry and risk analysis experts arrived at their projections by adding median 

damage estimates for the worst of the tornadoes so far. The tally will rise when private-

sector insurance flood and crop claims associated with the Mississippi River flooding are 

tacked on and hundreds of other tornadoes and severe winter weather events are factored in. 

“Natural catastrophe losses in the United States are likely to be well over $10 billion by the 

end of 2011,” said David Smith, the senior vice president of Eqecat Inc., a catastrophe risk 

modeling firm. And Robert P. Hartwig, president of the Insurance Information Institute, 

said that just one “relatively minor” hurricane this year could push the total private 

insurance catastrophe losses in 2011 above the $13.6 billion paid out in 2010. 

Whatever the numbers prove to be, analysts acknowledge that the geographic and economic 

range of damage is vast. Farmland is still submerged, meaning farmers must wait until the 

water fully recedes to determine whether the soil is fit to replant. Damage assessment teams 

are still fanning out in tornado zones, surveying the destruction. 
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And there is also uncertainty about what insurance policies will cover, a question recently on 

the mind of Austin Golding, a 25-year-old manager in his family’s barge business in 

Vicksburg, Miss. Like other business owners along the Mississippi, Mr. Golding took pre-

emptive measures when the river started to rise, moving equipment and staff members to 

portable trailers on higher ground and putting the main office on blocks, a costly operation 

that he said saved the insured building from water damage. 

“I think we are probably going to try to recoup what we spent in trying to avoid a total 

replacement” of the building, Mr. Golding said. He added that they would at least try to 

negotiate a decrease in the premium. 

The Mississippi River areas that were flooded include two million to more than three million 

acres of farmland and pasture, said Michael Cordonnier, a consultant with the Soybean and 

Corn Advisor, an information service for the commodity industry. Houses, ports, casinos, 

hotels, grain elevators, infrastructure, fisheries and other facilities are among the sources 

expected to generate claims from damages. 

In addition to the flooding, some of the worst tornadoes in decades have struck this year. As 

of Wednesday, there have been at least 518 fatalities from tornadoes in the United States, 

just behind the 519 in 1953, the highest number since official record-keeping started in 1950, 

said Gregory Carbin, a National Oceanic and Atmospheric Administration meteorologist. 

Just the tornadoes that affected Alabama and neighboring states in the last week of April, 

and Joplin, Mo., in May, could produce insured losses of $4.5 billion to $8 billion, said Mr. 

Hartwig of the insurance institute. Eqecat Inc. estimated insured losses at $2 billion to $5 

billion in the April week and $1 billion to $3 billion for Joplin. AIR Worldwide, a risk 

modeling and consulting firm, said it estimated $3.7 billion to $5.5 billion in insured losses 

for tornadoes and other severe weather events, including Alabama’s, in just one week: April 

22 to 28. 

Catastrophes are defined in the industry as any single event with $25 million or more in 

insured losses. The biggest catastrophe to hit the industry’s insurers was Hurricane Katrina, 

which generated $45 billion, adjusted for inflation, in insured losses for houses, businesses 

and vehicles. 

While many in the industry, and those clearing out their homes or pumping out businesses, 

say it is too early to put a figure on the damage, private insurance companies will not be 

alone in bearing the cost. 
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The government will cover most of the losses related to flooding for insured homes and 

small businesses through the National Flood Insurance Program. Officials said the flood 

insurance program was already $17.7 billion in debt to the Treasury Department, mostly 

because of Katrina. They added, however, that the program still had $668 million in cash 

reserves as of April 30 and the ability to borrow nearly $3 billion more from the department 

if needed to cover this year’s claims. 

Farmers Insurance, which is one of at least 90 private insurance companies that pays out the 

flood claims losses using the flood insurance program’s funds, has received about 300 claims 

for flood losses as of May 30, said Jeffery W. Hinesly, a manager of the program for the 

company. He said that each claim averaged $20,000 to $30,000 for property damage. “I do 

not expect much more than the 300 because many do not own flood insurance,” he said. The 

major loss exposure that private insurance companies will have using their own funds for 

flood losses is for automobile insurance, which is not covered by the flood insurance 

program, he added. 

For crop insurance, the government’s Risk Management Agency shares the payments for 

losses with the 15 private insurance companies that it regulates. William J. Murphy, the 

administrator of the agency, said he expected crop-related losses from Missouri south 

through the Mississippi River basin to be in the $700 million to $800 million range. The 

amount paid by the private companies depends on individual contracts with farmers, but it 

is expected to be in the hundreds of millions of dollars. 

“We are waiting to see the extent of the losses down there,” Mr. Murphy said. 

Meanwhile, along the river and in tornado-wrenched towns, residents, farmers and business 

owners are struggling to adapt. 

Bobby W. Armstrong, 79, and his wife, Barbara, moved into a Days Inn in Joplin after their 

three-bedroom home was damaged, but they considered themselves fortunate that it was not 

destroyed. 

“We heard sirens going and so we went into the hallways and sat down next to the linen 

closet and huddled up there on the floor,” said Mr. Armstrong, a Marine Corps veteran. He 

said a “wild guess” was that the house needed a new roof, siding, gutters and other repairs, 

but they had yet to see a claims adjuster. 

“We have turned in the report on it, and it will take time before they get out,” he said. 
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Farmers, too, must wait, and with commodity prices at recent highs, the delays can be costly. 

The floods wiped out investments in fertilizer, labor and seeds. Crop insurance might cover 

only 50 to 75 percent of the value, depending on average historical yields. In addition, there 

are seasonal issues. It is too late to replant corn, but soybeans may still take root if the 

topsoil is in shape. 

John Michael Pillow, a 41-year-old farmer in Yazoo County, Miss., watched in dismay when 

the river spilled over onto his insured farmland, destroying about 3,000 of the 4,000 acres 

of corn he had already planted. 

“I am really hoping we can plant soybeans,” he added, “so we will be able to get out of this 

year without a complete loss.” 
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