Session No. 34



Course Title: Sociology of Disaster

Session Title: Disaster Insurance							Time: 1 hour
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Objectives: 

				At the conclusion of this session, students should able to:



				34.1	Discuss three social factors that constrain the purchase of hazard insurance



				34.2	Describe the components of a two�stage theoretical model that predicts the propensity of individuals to engage in hazard mitigation actions



				34.3	Identify three social factors that constrain long�term trends in hazard insurance purchases



				34.4	Discuss the relative stability of hazard risk perception over time
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Scope

				This session introduces students to the research literature on disaster insurance.



References

				1.	Professor (Related Background Readings): Howard Kunreuther, Ralph Ginsberg, Louis Miller, Philip Sagi, Paul Slovic, Bradley Borkan, and Norman Katz. 1978. Disaster Insurance Protection: Public Policy Lessons. New York: John Wiley; John Oliver (ed.). 1983. Insurance and Natural Disaster Management: Papers Presented at a Seminar, Townsville, July 1983. Townsville, Queensland, Australia: Center for Disaster Studies, James Cook University of North Queensland; Neil R. Britton and John Oliver (eds.). 1993. Catastrophe Insurance for Tomorrow: Planning for Future Adversities. Brisbane, Queensland, Australia: Sterling Offices (Australia) Limited and Griffith University; Thomas E. Drabek. 1986. Human System Responses to Disaster: An Inventory of Sociological Findings. New York: Springer�Verlag. (Chapter 9 entitled “Attitudes toward and the Adoption of Adjustments,” pp. 348�405).



				2.	Student: Risa Palm. 1995. Earthquake Insurance: A Longitudinal Study of California Homeowners. Boulder, Colorado: Westview Press.



Requirements

				The professor should write the five themes that comprise this session on the chalkboard. A student handout could be prepared for the two�stage theoretical model (Palm 1995, p. 13).



Remarks

				The professor should emphasize that numerous empirical studies have been done on the propensity of homeowners and communities to adopt various types of hazard mitigation adjustments, including hazard insurance, adoption of flood land use practices, earthquake disclosure legislation, etc. These studies generally confirm the Mileti model discussed in Session No. 33, but have different points of emphasis.



Supplemental

Considerations



Why Stay?

				After many years of surveying people who have refused to move from flood prone lands, Gilbert F. White concluded that there are four major social factors: (1) superior economic opportunity; (2) lack of satisfying alternative opportunities; (3) short�term time horizons; (4) high ratios of reserves to potential loss. (White 1974, p. 4).



Why Not Purchase

 Flood Insurance?

				Howard Kunreuther and his associates have conducted several surveys of homeowners and have concluded that people do not use economic models to determine the cost�benefit ratios for flood insurance purchases. Rather various social factors constrain their purchase choices. The most important factors are:



				1.	Use of a probability threshold



					“. . . people refuse to attend to or worry about events whose probability is below some threshold, the level of which may vary from individual to individual and from situation to situation.” (Kunreuther et al. 1978, p. 236).



				2.	Knowledge of insurance



					“Most respondents in the field survey were aware that flood and earthquake insurance existed, but over 60 percent of the uninsured homeowners residing in hazard�prone areas said they were unaware that they were eligible to purchase coverage . . . approximately 25 percent of the uninsured in both the flood and earthquake surveys were unable to estimate the premium, even when prodded by the interviewer to offer their best guess.” (Kunreuther et al. 1978, p. 236).



				3.	Knowledge of the hazard



					“Insured homeowners expect more damage from these disasters than do the uninsured group. . . . The insured homeowners generally have higher estimates of the chances of a severe flood or earthquake than do the nonpolicyholders.” (Kunreuther et al. 1978, p. 237).



�Who Purchases

 Hazard Insurance?

				The following social factors have been found by researchers to constrain the purchase of hazard insurance, according to Risa Palm.



				1.	Equity



					“Households with high net equity positions tend to protect their investments . . .” (Palm 1995, p. 3).



				2.	Income (higher income more likely to purchase)



				3.	Age



					“Older homeowners may be more likely to purchase insurance than younger households.” (Palm 1995, p. 4).



				4.	Objective geophysical risk



				5.	Prior experience



					“After experiencing an earthquake, a person may realize the potential for damage and the way in which insurance can mitigate some of the economic impacts.” (Palm 1995, p. 4).



A Two�Stage

 Model

				Review the two�stage theoretical model designed by Palm (1995, p. 13, Figure 1.2). Ask students to describe the processes contained within the model.



�Long�term

 Purchase Trends

				Risa Palm’s surveys in southern California during 1989, 1990 and 1993 indicated three social factors most constrained the changes made over time in insurance purchase. Who would most likely have earthquake insurance at the later points in time? (Palm 1995, p. 109).



				1.	Prior insurance, i.e., did the person have earthquake insurance in 1989? If so, this was the best predictor that they would have it in 1990 and 1993.



				2.	Perceived risk, i.e., percentage dollar damage from major earthquake. (higher percentage increases frequency of purchase)



				3.	Home value, i.e., estimated sales price of home. (higher home value increases frequency of purchase)



				4.	Income, i.e., people with more resources are more likely to purchase.



Stability of Hazard

 Risk Perception

				Comparisons of responses between 1989 and 1993 indicated general stability over time. See Table 9.9 for specific data. (Palm 1995, p. 111).



Teaching Tip

				Emphasize to students that they do not need to be concerned about the statistical tests used in the assigned reading. Rather they should focus on the variables discovered to be important.
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