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The record hurricane seasons of 2004-05, whicteds®xtensive damage on
millions of residents of the Gulf Coast and Floridave continued to cast a long shadow
on the homeowners’ insurance market for many ressde states bordering the Gulf of
Mexico and the Atlantic Ocean.

In particular, the intense hurricane activity haggered a major upward
reassessment by insurers and the professionatrogiias forecasters on whom they rely
of expected future catastrophe losses. Insurersotgumovide financial protection against
those losses without raising premiums, especiallipjameowners and commercial
establishments in coastal areas facing the greas&saf future storm damage. Some
insurers, confronting not only higher expected fetiosses but greater uncertainty about
their magnitude, have cut back coverage for pragseim high-risk locations to minimize
their exposure to potentially ruinous claims costs.

Policy makers and private sector experts have dersd various ways to enhance
homeowner insurance affordability and availabiiitfhe wake of these developments. In
the past year, a number of private sector studige bffered a range of recommendations
to help achieve both objectives, primarily to besidered by federal policy makers.
Three themes run through several of the reports:

--If policy makers want privately supplied insurarto be available, they must
allow market forces to set premiums so that homeosvim harms’ way today pay for the
actuarial risks which they have voluntarily assumtiout forcing others, now or in the
future, who are not similarly situated to pick upyar all of this cost;

--Given the inability to do anything about the wesatand thus the
incidence (or severity) of hurricanes, the only u@yeduceaverage homeowners’
insurance premiums in affected states without disaging private insurers from
providing coverage is for policy makers to encoeragd perhaps mandate measures to
reduce future hurricane losses through cost-effectiitigation; and
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--Risk-based premiums in coastal states have éggecially burdensome for low
to moderate income homeowners living in coastasarBremium and mitigation related
assistance should be targeted toward these homexnwne

At this writing, federal policymakers are consideyseveral proposals aimed
primarily at enhancing the availability and/or atfability of homeowners’ insurance in
coastal states and, to a lesser degree, at redingrigderal government’s future
exposure for disaster reli2fDne set of proposals would have the federal gonent act
as a financial backstop (as lender or reinsuresjdte catastrophe reinsurance (or
insurance) funds. Another approach is to enabléeitieral flood insurance program,
which historically has offered premiums at subsdizates to qualified homeowners and
commercial establishments, to offer wind coveragaddition to its standard flood
policy.® Although these proposals differ in their detaitey each could have the effect,
depending on the way they would be eventually imiglieted, of having federal
taxpayers generally subsidize homeowners livingpiastal areaSA similar outcome
may occur at the state level under certain recamthcted state insurance reform plans.

We believe that if insurance and/or mitigationsdles are to be extended for
equity reasons to any group of homeowneififeyts should be made to target such
subsidies toward those most in need: to low to moderate income homeowners living in
coastal areas where insurance affordability andabibty challenges are most severe.
Furthermore, we believe that both taxpayers anitypbblders deserve to know how
much those subsidies cost, to whom they go, andwithpay for them. In other words,
any subsidy program should tsansparent.

Below we lay out the rationale for moving in thisedtion, for which the federal
government already has established a precedenigihnmmeans-tested and geographically
targeted subsidies for home heating oil and telesonications services. We then
describe the basic options for implementing thaideuchers or tax credits for
insurance purchases, and grants, tax creditspanding vehicles for mitigation
investments. While the details of these variougams (especially defining who should

® Although, as discussed further below, most fedgisalster aid pays for the reconstruction of damaged
public infrastructure (such as roads, public buili and the like), some portion is available fongerary
living expenses of displaced individuals and ttmated degree, to help pay for rebuilding theimies
(()expenses that otherwise would be covered und@amdard homeowner’s insurance policy).

The legislation creating the program explicithsidizes rates for structures in place before local
communities published their flood hazard maps (gahebefore the flood insurance program was in
place). Other structures are implicitly subsidiredhe extent that the program understates theajitities
of catastrophic floods in setting the premiums.tTaderal taxpayers have picked up roughly $2Gadmilbf
the program’s claims costs following Hurricane Kadrindicates that such understatements have axturr
in the past and, given the widespread expectafiomooe catastrophic storms in the future, are ptiisent.
! Significantly, none of the proposals furthers tinsttwo principles set forth above. For exampleeg
the reluctance of the federal government at lea$rsto intrude on state governance of insurance,
proposal would require homeowners’ insurance teddé at market-determined rates. While the federal
government continues to make available pre-evetigation assistance for states under the Staffatyi A
no federal proposal would mandate cost-effectiviggation (or guide state and/or local zoning dexisi
which clearly affect how much property is exposedamage from future catastrophes).



be eligible for them and how generous they shoa)dabe appropriately resolved at the
state level, the federal government has an intarestcould play a constructive role in
encouraging the states to target any insurancenatnghtion subsidies that may be
provided.

The concepts outlined here could be implementea stand-alone basis or
incorporated into a broader legislative framewogthough policymakers currently are
wrestling with a range of insurance issues thatrexbeyond the affordability of coastal
insurance, addressing affordability for those howregrs most in need is important to
many individuals and communities. Successfullpikgag this politically volatile issue
also could allow public policymakers to maintairaional and consistent approach
toward insurance regulation, which is critical e health of insurance markets.

The Case for Targeting Insurance and Mitigation Subidies

A fundamental principle of insurance pricing isttheemiums should be set
according to risk. This ensures fairness, sinceratise, policy holders whose activities
or location entail greater risks would likely béosidized by lower-risk policy holders.
Risk based pricing also promotes efficiency by emaging policy holders either to
locate in lower-risk locations or to invest in rgdtion, either of which would reduce
their catastrophe exposures and address largey safecerns as more of the nation’s
population lives closer to the coasts.

In the case of catastrophe risks covered by homemimsurance, risk based
pricing also ensures inter-generational fairneskedficiency. It is unfair and inefficient,
for example, to ask taxpayers living in inland lkb@as, now or in the future, to pay for
the catastrophe losses of those living on the saglsom are financially capable n@i
purchasing insurance at market rates. Simply posda who are currently exposed to risk
now should bear the costs of that risk now.

Market-based pricing can impose significant finahburdens on those with
limited financial means, however, especially whedden changes in external conditions
force a significant upward pricing of risk. Suclshmeen the case for residents of coastal
states with low to moderate incomes in the aftehnodthe 2004-05 hurricane seasons,
which caused record insured damages of approxiynd@sl billion. Insurers, actuaries,
catastrophe modeling firms and regulators all leree significantly raised their
estimates of future catastrophe damage, and aogbydnsurers have substantially
increased premiums (and in some cases curtailezt@age). The residents of coastal
areas, which are exposed to the greatest damagehinaricanes, have been especially
hard hit with the largest premium increases. Resgdef these areas who have limited
incomes and who have limited ability to move -heitbecause of their age or because
they have jobs with coastal business establishmestdfer the greatest financial
hardship.

Policy makers at both the federal and state ldval® debated how to respond to
developments affecting the homeowners’ insurana&ehaAt the federal level,



Congress is currently considering a proposal terektoverage under the historically
subsidized flood program to cover wind damage sidents in designated flood zones, as
well as ideas for having the federal governmentesas either or both a lender-of-last-
resort or reinsurer-of-last-resort to state catgéte insurance plans. None of these
proposals, however, has attracted a consensus am®rgrious stakeholders concerned
about these issues -- the insurance industry, coasadvocates, environmentalists, or
taxpayer groups.

At the state level, there have been a number oburea designed to “punish”
insurers for the high cost of hurricane insurameepding the suppression of rates,
restrictions on the ability to manage exposured,@daims processing requirements.
Likewise, some jurisdictions change their reguiat@quirements following every major
catastrophe, creating a climate of legal and econancertainty.

More positively, certain state actions to this p@ilso have been designed to
assist homeowners generally throughout these statesre narrowly in coastal areas,
either directly or by giving incentives for insusdp provide coverage. For example,
Mississippi gives insurers in its state a creditt o exceed $100,000) against their
premium taxes for underwriting new property-casuptilicies in coastal areas (while
providing grants to the state’s residual insurdnetp defray its expenses and costs of
reinsurance). Louisiana has moved not only to ddagg its insurance market but also
has extended grants (of $2-10 million) to insureitBng to underwrite policies in the
state. Unlike the Mississippi insurer tax credig touisiana grants do not solely target
coastal area$South Carolina has targeted its aid in a mearsetdashion by providing
tax credits — up to $1,250 for premiums in excdds percent of income -- to offset some
of the cost of homeowners’ insurance purchaseceigents with low to moderate
incomes. The state also gives insurers a 25 peccedit against their state premium tax
for homeowners’ policies (to any buyer, regardlgissicome) that provide full coverage
(including wind and hail damage).

Florida has moved in a different direction, supfilasnthe private market with
various state insurance mechanisms: broadeningaii®y coverage offered by the
state’s “residual markets” insurer (Citizens Insw&), putting in place an assessment
system to backstop that insurer and the state'sweance plan (“the Florida CAT Fund”)
should either have insufficient resources to payws$, and raising the coverage ceiling
for reinsurance provided by the Florida CAT Funidriga also provides mitigation
grants to low-to-moderate income individuals andifes.

Other ways of providing more general relief to homeers without regard to
means or geographic location have undesirable drelkeb Thus, suppressing insurance
premiums below their market-determined levels ¢tyaara poor way to address the
affordability problem. If insurers cannot chargemiums commensurate with the risks
they take on when writing policies, they will pblick from providing coverage —
something that already has happened in some afsame coastal states. Further, such a

8 Louisiana limits the grants to insurers that $atisinimum capital requirements and requires that t
grants not exceed 20 percent of any insurer’s abaitd surplus.



broad-based remedy, even if it had no significantrisides, would be akin to hitting a
fly with a sledgehammer. The main problem — po#diytunaffordable premiums for
coastal residents of limited means — is a narrogy and so should be the remedy.

On the surface, enabling these residents to pueahaarance from a state-created
“residual markets” insurer would appear to représenh a tailored solution. But, in fact,
residual insurers are typically open to many stasedents, with relatively loose
eligibility requirements. As a result, homeownetsovecan afford privately supplied
insurance nonetheless may be able to purchaseagevéat subsidized rates) from the
residual insurer. Thus, residual plans, too, tentkt broader than necessary to deal with
the narrowly focused insurance needs of specifitgsa

If attempts are made to ease the financial burdé&oth insurance costs and
investments in mitigation designed to reduce thgpecial efforts should be made for
several reasons to target the assistance. Fohomg given limited resources or the
willingness of others to finance this aid, it makiesncial sense to concentrate assistance.
Equity considerations dictate the same result:\vaigre it is provided, should be
provided to those most in need. And targeting teasi® makes sense for efficiency
reasons as well. Homeowners who have taken maigateasures and purchased
insurance are much more financially resilient falilng a catastrophe losses, and so it is
in the interest of government and taxpayers to renthat those with limited financial
means have the ability to purchase it.

There are several precedents for providing in-lsunidsidies for other services or
products to individuals based on economic needgandraphic location (which are to be
distinguished from purely means-tested progrand) as those aimed at reducing the
costs of food, housing and medical care for lovome individuals, families or
children)? One such geographically and income based proghant,ow Income Home
Energy Assistance Program (LIHEAP), was establigfed the run-up in oil prices in
the 1970s in order to reduce the costs of homaertgeal for eligible low-income and
elderly residents. LIHEAP aid (which has since beetended to cover summer cooling
bills) is funded at the federal level, but admieistl by the states through grants. In most
states, because the aid is distributed on a fostes first-served basis, the assistance pool
often does not cover all who might otherwise qyalfor this reason, some states add
monies of their own to what is provided by the f@dlgovernment.

Another subsidy program targeted in a similar fashs the “Universal Service
Fund” (USF) that assists low income and rural r@sisl, among others, in bearing the
costs of telephone service. Under the TelecommtiaitaAct of 1996, all providers of
telecommunications services are required to cautgibo the USF (prior to 1996, only

° Economists generally prefer general income suppgiier than in-kind (or targeted) subsidies toragtsl
issues of equity, since income support (througintgrar the tax system) permits recipients to debile

to spend the aid. See, e.g. Wharton Risk ManageamehDecision Processes Center, 2007b. Yet for this
reason, federal policy makers have provided in-lgittltied to certain necessities — food, housing, a
medical care -- precisely in order to assure thatécipients actually purchase these goods anitesr
This objective would be no different for a programmed at cushioning the financial burden of puraiwas
homeowners’ insurance or investing in mitigation.



long-distance telephone companies were subjebtigad¢quirement). USF monies are
allocated by state public utilities commissions angl paid to eligible
telecommunications carriers to help defray thescoktelecommunications services
purchased by residents in high-cost (rural) adaasural health care providers, by low
income households, and schools and libraries inttomoderate income neighborhoods.
At this writing, the Federal Communications Comrnussgs considering a proposal to
allocate USF monies to eligible carriers basedemense auctions (the bidders asking for
the least money to serve the designated benefigranyps would win rights to the
subsidy).

Designing a Targeted Aid Program for Homeowners’ Isurance and Mitigation

The targeted program suggested here would supperiol moderate income
coastal homeowners with their purchase of homeastvimesurance and for making
gualified investments in catastrophe mitigatiorcsas securing roofs to the underlying
structure and installing high impact windows ortséns, non-sliding patio doors, or high
wind-resistant garage door and track systems).viBale group the options for delivering
the two types of assistance in several broad cegsgdcach of the options would be
transparent — in the sense that the costs of ttgraam(s), the beneficiaries, and who will
pay for the program, all would be identified, dedzhtand decided in advance. We
conclude by addressing which levels of governmestaost appropriate to make what
decisions, especially who should get the aid arvd imoich.

Insurance Options: There are two fundamental methods for assistirggldd
homeowners with the purchase of insurance: throlighax system or vouchers (or their
functional equivalent).

As noted earlier, South Carolina targets premiuppstt by giving qualified tax
credits up to $1,250 per ye&or tax rate structures that are progressive (uwtieh the
rates rise with income), tax credits are more mssjve than allowing deductiotfs.
Because state income tax liabilities for low to m@de income individuals are likely to
be lower than their federal income tax liabilitieewever, premium support provided by
tax credits will be more limited under state irtitras, unless the credits (in excess of any
tax liability) are refundable.

Alternatively, means-tested premium support forghechase of insurance could
be provided through grants or a voucher systerefféct, this is how both LIHEAP and
USF subsidy systems work. Federal rental suppotbfe-income housing is provided, in
part, in this way (and also through project-basedsupply side” subsidies).

Vouchers either can be handed out to eligible reotp, or by directing insurers
to credit eligible purchasers with the amount & wWoucher. The latter method would
economize on distribution costs, since there aréefaer insurers than homeowner-

19 5outh Carolina also has established an incomdedmction for new “Catastrophe Savings Accounts”,
which homeowners may establish to pay for insuratechictibles and other out-of-pocket recovery costs
due to various catastrophes. There are annualifetichk contribution limits to such accounts.



policyholders. To be sure, insurers would bear sadministrative costs if the vouchers
were channeled through them, since they would teedmpile and submit data to the
assistance authority to document the number oibédidpeneficiaries and amounts to
which each would be entitled. However, insurers i@ass on these modest costs, in
part or in whole, to policyholders.

Who should pay for insurance subsidies however thay be delivered:
taxpayers, other property-casualty insurance pdiagers, or purchasers of various
kinds of insurance (not restricted to property-edsy, and which ones in either
category?' To help answer this difficult question, it is usietb turn to fundamental
principles of public finance.

The “benefit” principle teaches that governmentgoams should be paid for by
those most likely to benefit from them. Anotherdinting principle is that programs
should be financed according to ability to pay.

Clearly, because any insurance subsidy programdmoamsfer resources to a
targeted group of beneficiaries, those individwalbouseholds cannot be expected to
finance the initiative. Putting aside the issuavbkther to finance the program through
taxes or policyholder assessments, financing casobght from other non-subsidized
residents of coastal areas (or any other geograpbion used to determine homeowners’
eligibility for insurance premium support); residenf coastal states generally; all U.S.
residents; or through savings in expenditures beradtate and/or federal programs.

To be faithful to the “benefit principle,” the mdsgical revenue sources come
from other coastal area residents, since they bdr@h having low-to-moderate income
workers living near coastal business establishmentsell as from the presence of
retirees, even those of limited means, who freqtresge establishments and thus
enhance the general commercial environment. Orptimsiple, then, it would be
appropriate to finance the subsidies either byragldispecial assessment to their
homeowners’ insurance policies (much like the ursigkservice fee that is part of the
USF) or by a modest increase in their propertysaxe

Another class of beneficiaries includes visitorsdastal areas, whether from
inside or out of state, who visit the hotels, restats and other commercial
establishments that are able to draw on a largat labor pool if low to moderate
income individuals are not driven away by costisurance premiums. These
beneficiaries could be assessed through some kividitors’ tax.

The broader the geographic area from which finanoinany subsidy program is
sought, the further away one departs from the higmefciple of financing. However, as
this area is broadened, the financing requiremenpgprson also will fall. In addition,
given that the premium subsidy suggested here waildrgeted, the total amount

1n theory, holders of other types of insuranceqe$i — such as life, health, worker’s compensaton,
so on -- could be assessed, but this would butttesetpolicyholders who may own no property in calast
areas.



required would be less than if the subsidy werabipavailable. Any such modest
amount could be financed either by offsets froneotfovernment programs or through
an increase in any one of the taxes (income, sgéassline, and so on) that currently
support government at the state and/or federaldeve

Whatever financing mechanism is chosen, the viofuan explicit subsidy is that
its costs would be transparent and would be weigigaghst other government spending
priorities in the legislative process. This contisasith the hidden subsidies that exist
when insurance is provided through residual plansinsurance premiums are
suppressed. If residents and their elected repiasess at any particular level of
government decide that some residents’ homeowpeggiiums and/or mitigation
expenses should be subsidized, this decision sthaeuidade in the open and its
consequences available for all to see and débate.

Mitigation Options: All homeowners, including coastal residents, cao atduce
their catastrophe losses by investing in variouasuees that insulate homes against
storm damage. Mitigation can also lead to loweuiasce premiums, but only if
premiums are set by market forces in the first@l&@therwise, if rates are initially
suppressed, insurers would have no incentive &r discounts for mitigation. This is yet
another reason why it is important that insuranmeenums be risk based. In addition,
because it is always cheaper to build mitigatiomsnees into residences when they are
constructed than to retrofit them, it is importtrdt states and localities adopt and
enforce state-of-the-art building codes that hefgert structures against damage from
hurricanes (and other catastrophes).

The federal government already provides hazardyatitin grants to the states
which may use the funds to assist any class of bamers. Certain states have provided
such assistance on a means-tested basis. Flosdadrant-based mitigation program,
while South Carolina uses both grants and tax tyédipromote mitigatio™® Likewise,
both grants and tax credits have been used to supgrtain expenditures by low to
moderate income households in other contexts. ¥ample, LIHEAP aid is provided
through grants, whereas energy conservation is giexhiargely through tax credits (and

121n contrast, efforts to subsidize particular resi through the insurance rate structure are not
transparent. Thus, while it is noteworthy that @sging a major flood insurance reform bill, H.R2B1the
House of Representatives recently phased-in aetlyapriced premiums for homeowners of modestly
priced homes (those less than 75 percent of tihevatie median), this approach targets aid in a non-
transparent manner. Other flood insurance polidgidrs, or for that matter all federal taxpayersvstand
behind the flood insurance program), would havédea how much this subsidy would cost and how the
cost of it would be borne.

'3 Florida’s program pays for inspections and recomuta¢ions for upgrading to any homeowner who
requests them, and also for retrofitting of struesuwwned by low-to-moderate individuals or fansilitn
South Carolina, matching retrofitting grants ug$i®,000 are available for all homeowners, while low
income homeowners may receive such grants up td@&@hout a match. In addition, South Carolina
provides tax credits for mitigation investmentsany homeowner (with no income test). A number of
states specifically require insurers to give disteun their rates reflecting homeowners’ investtaén
mitigation (although market forces also encourageiiers to do the same).



some regulatory mandates, as is the case withibgitibdes to reduce property damage
from various catastrophes).

All states exposed to catastrophe losses, nothase that already have taken
measures to support mitigation investment, haviatanest in encouraging their citizens
to prevent catastrophe losses. The more effentitigation is, the more lives are saved,
more injuries are avoided, and the more rapidliestad local economies can recover
after a catastrophe. Likewise, the federal govemtrokearly has an interest in
encouraging mitigation, especially among low to erate households, who are likely to
be less financially resilient than more affluenuseholds and thus more likely to turn to
the federal government for (limited) disaster dasise after a catastrophe strikés.

Looking ahead, targeted tax credits for mitigafjahether made available at the
federal and/or state levels) should be simpledtiaister and more convenient to
policyholders than any grant program. It is likedybe much less time consuming for
homeowners to fill out one or more lines in a taturn (and for the tax authorities to
review this) than to fill out a grant applicaticam@ for some governmental entity to
review and make a decision on that applicationg iBsues relating to who should
finance any such mitigation assistance are comjmatalthose already reviewed in
connection with insurance subsidies. However, b&szatates and/or the federal
government may wish to encourage mitigation byhratheowners throughout the country
who may be exposed to various kinds of catastroptegust those living in coastal
areas, it may be more appropriate to spread thteo€@imancing mitigation aid more
widely than in the case of narrowly targeted inaaeasubsidies.

Further, the federal government in particular mayito borrow a page from its
efforts to promote home ownership generally throgsupport of mortgage market
development in facilitating investments in mitigati One problem low and moderate
income households have is finding the cash to paydrious investment measures. This
“liquidity constraint” could be relaxed if “mitigadn financing” were widely available at
reasonable costs (so that, for example, such holdsetvould not need to borrow at
much higher rates charged on consumer loans, suctedit card debt, whose interest is
not deductible for income tax purposes and thusregpensive in any event than
mortgage borrowing).

One suggested way for the federal government thidovould be to authorize
and/or direct the three major “government-sponserddrprises” — Fannie Mae, Freddie
Mac, and Ginnie Mae — to buy such mitigation loanguarantee securities backed by
them, much as these GSEs now do for housing loamsrglly (which are made in
amounts under certain designated ceilings). Thesmeslwould have maturities
comparable to the underlying residential mortgggdsch would help keep their
payments affordable) and would be made explictlfirance qualified mitigation
investments, as determined by the insurance offer@vailable in each state. If insurance

4 Limited cash grants are available for temporarysimgiexpenses and reconstruction. Disaster victims
may also apply to the Small Business Administrafmmioans to aid reconstruction. All such expenses
with a deductible, are routinely covered by thexdtad homeowners’ insurance policy.
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premiums are set by the market, and thus are askd then as noted earlier,
homeowners who make mitigation investments shoeldlde to realize savings in their
insurance premiums. One study has calculatedhkanbnthly payments on such
mitigation loans could be closely if not entirelyset by the potential savings in
homeowners’ insurance premiuris.

Should PremiumyMitigation Support Be A Federal or State Program (or Both)?

We have already broached, to a limited degreeisthe of which level of
government — federal or state, or both — is mopt@wiate for implementing any
targeted insurance/mitigation subsidy programotlrer cases in which the federal
government has provided targeted subsidies — fiorehoeating oil and for
telecommunications services — it has done so ipe@ion with the states. For example,
under both the LIHEAP and USF programs, the fedgmakrnment foots the bill out of
general revenues (in the case of LIHEAP) or impasggecial assessment (in the case of
the USF), but hands over money to the states &riloiition. Similarly, the federal
government already provides funds to states foatwhmitigation under the Stafford Act,
but leaves design and implementation to the stelfeshave just suggested that both the
federal and state governments could have a radeyrenhanced mitigation support
program that might be pursued in the future.

With respect to any program for homeowners’ inscegoremium support, the
states clearly also should have a major role, vérathnot the federal government helps
to provide (or mandate) any of the financing. Isssiech as who should be eligible for
the aid (both in what geographic areas and hownaeans test should be definéfiow
much subsidy should be provided (on a per housdbais and in the aggregate), and
what form the subsidy should take (not just voudrdax credit, but whether it should
be a flat amount or a percentage of premium) aitids of local decisions that states
are in the best position to make. So, too, is ti@ortant question of whether any
premium support should be limited only to currestidents, for existing properties, or
opened up to new residents and/or new propertiBifferent states and their citizens are
likely to have different views on these subjectar&bver, since catastrophe risks vary by
state, even across coastal areas, the importargnmeptation issues just listed should not
be decided in a one-size-fits-all fashion by thaefal government.

At the same time, for reasons already given, tberéd government also has an
interest in promoting the take-up of private insww@by households of limited means
since higher coverage rates should reduce futgeestér relief costs.

!> Kunreuther (2006).

'® |n particular, state policymakers need to decidetivr the means test should be based on income hom
values, or both, and at what levels or percentdsfesuld homeowners who are “house rich, but casi’po
(with moderately to highly valued homes but liviog fixed incomes) qualify? The same question applie

to the opposite situation: those with rising incerhet homes of moderate or declining value.

Y The prospect that such subsidies might be avaifabliture residents or properties constructethen

future might induce more people to move to expaseds, which would raise overall catastrophe costs
potentially costs for disaster relief. Howeversthinagnet” effect would be diminished to the extsunth

aid were to become capitalized into home values.
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Accordingly, in our view, the ideal course wouldfbe premium support to be
implemented and financed to the extent possibileeastate level, with appropriate
federal supplemental incentives or support. Ther&@dovernment could provide this
support much as it now does for hazard mitigati@nts provided to states: states would
apply to FEMA for such assistance by demonstratiegvorthiness of their assistance
programs. Federal legislation could outline broaudhat criteria the federal government
would use to provide such grants, and what funtimgs might apply.

Conclusion

The increase in homeowners’ insurance premiumisamiake of the 2004-05
hurricane seasons poses especially significansharsl for coastal residents of limited
financial means. After the financial hardships ealiy the run-up in oil prices in the
1970s, Congress established a program to assistsadly affected low income residents.
An analogous program to ensure affordable telepkengce for low income Americans
and those who live in high-cost areas also has lmeglace for some time. In this essay,
we outline a proposal to apply these notions tqtivehase of homeowners’ insurance
and investments in mitigation by low-to-moderateoime residents of coastal areas
exposed to hurricane risks.

The concept proposed here can be implemented Hedleeal and/or affected
state governments. We have addressed this andissiies that would require resolution
in these pages. We believe, however, that all@key issues are tractable. It is time for
the policymakers and the public to consider howetmlve them, for the “hurricane
clock” is ticking.
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