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Domestic Credit byJohnHoefle 

Worst year ever for U.S. insurance sector 

Insurers are gearing up for double-digit premium hikes and 
pushing for a federal bailout. 

T he year 1992 was the worst ever 
in the history of the U.S. insurance 
sector, with a record $22 billion in 
losses from natural and man-made ca­
tastrophes, easily surpassing the pre­
vious record of $7.6 billion in cata­
strophic losses, set in 1989. 

Leading the way was Hurricane 
Andrew, the most expensive storm in 
U.S. history, which hit southern Flor­
ida and Louisiana in late August. Ac­
cording to the latest estimates, Hurri­
cane Andrew will cost property and 
casualty insurers $16 billion for dam­
age done in Florida, and another $500 
million for damage in Louisiana. With 
total insured losses of $16.5 billion, 
Andrew will cost the insurers more 
than twice the $4.2 billion in losses 
from 1989's Hurricane Hugo, the pre­
vious recordholder. 

Note that these figures reflect only 
the insurance companies' exposure, 
not the total damage done by the 
storm. Shortly after the storm, gov­
ernment officials estimated that the to­
tal damage done by the hurricane 
could run as high as $30 billion. 

The loss figure for Hurricane An­
drew may well go higher, since the 
insurance estimates have risen steadi­
ly over the last several months. Right 
after the storm, the insurance compa­
nies estimated their payouts at $7.8 
billion, of which $7.3 billion was in 
Florida. 

The difference between the initial 
$7.8 billion estimate and the latest 
$16.5 billion estimate is $8.7 bil­
lion-more than twice the amount of 
the losses from Hugo, and more than 
the total loss figure for 1989. 
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But even without Hurricane An­
drew, the insurance sector had $5.5 
billion in catastrophic losses last year, 
more than any year in the past decade 
except for 1989. 

While much of the nation focused 
upon the devastation wrought by An­
drew, Hurricane Iniki struck the Ha­
waiian Islands in September. With 
$1.6 billion in insured losses, Iniki be­
came the third most costly insurance 
catastrophe in U.S. history. 

Two other 1992 catastrophes 
made it into the top ten. The Los 
Angeles riots in April and May caused 
$775 million in insured damages, 
making it the seventh most costly 
U.S. insurance catastrophe, while an 
April storm wracked up $760 million 
in insurance losses in Texas and Okla­
homa, putting it in eighth place. 

The other catastrophes among the 
10 most costly insurance catastrophes 
are Hurricane Hugo; the $1. 2 billion 
Oakland fire in 1991; the $960 million 
Loma Prieta earthquake in 1989; the 
$880 million "Siberian Express" cold 
snap of 1983; the $753 million Hurri­
cane Frederic in 1979; and the $676 
million Hurricane Alicia in 1983. 

The bitter winter storm which hit 
the Northeast seaboard in December 
1992, just missed the list, with an esti­
mated $650 million in insured losses, 
but that figure too, may rise. 

The year 1992 also saw a number 
of smaller catastrophes, including the 
Chicago flood in April, where a con­
struction accident caused millions of 
gallons of water from the Chicago 
River to drain into the city's 40-mile 
downtown tunnel system. Power was 

shut off to a two-square-mile area 
of downtown (:hicago, forcing the 
evacuation of ,thousands of stores 
and offices, including the Chicago 
Board of Trade and the Mercantile 
Exchange. The total bill to the insur­
ance companies for this disaster was 
$300 million. 

While the total losses by the insur­
ance companies for 1992 have not yet 
been announced, a number of compa­
nies have released their projected loss­
es due to Hurricane Andrew. Topping 
the list is State Farm, which said it 
will pay out $3.5 billion in claims. 
Allstate will pay out $2.5 billion, 
while Prudential will pay $1.2 billion. 
USAA will pay $400 million, Travel­
lers will pay $240 million, St. Paul 
$158 million, Aimerican International 
$150 million, Metropolitan $114 mil­
lion, and Aetna � GEICO, and Ameri­
can Reliance, $�O million each. 

With these $assive coverage loss­
es, and even g.eater (if still hidden) 
real estate losse/i, it should be no sur­
prise that insureb are planning to raise 
their rates and lPush for federal assis­
tance. That process was started by at 
least one opportllnistic insurer, Amer­
ican International Group, the very day 
Hurricane Andrew hit Florida. 

"This is an Opportunity to get price 
increases now, l' AIG executive vice 
president J . W. Greenberg wrote in an 
Aug. 24 comp<\ny memo. "We must 
be the first and h begins by establish­
ing the psychol�gy with our own peo­
ple. Please get it moving today." 

Some insurance companies have 
already started ¢stricting their policy­
writing operatibns in coastal areas 
such as Florida' and New York City, 
and others are considering such a 
move. In addition, they are pushing 
for a federal fuhd which would limit 
their losses in tlj.e event of a big catas­
trophe. In theop', the insurers would 
bear the costs �f the fund, but we've 
all heard that oqe before. 
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