Closing the gap: Insurers and climate risk
Emma Martin 
Hello, and welcome to the A&L Goodbody Insurance & Reinsurance Podcast. My name is Emma Martin and I'm Of Counsel in the Insurance & Reinsurance group in A&L Goodbody. Today I'm joined by my colleague, Niall Guinan, an associate on the team, and he's going to introduce our topic. 

Niall Guinan 
Hi everyone, today we will be discussing the Central Bank's regulatory focus on climate change-related issues in the insurance industry. 

Emma Martin 
Yes, Niall, you and others in our insurance group have been keeping us really focused on this, as it's an area that offers such huge interest, but also opportunities for our clients. 

Niall Guinan 
It certainly does. So earlier this year, the Central Bank produced its annual supervisory priorities, and it identified climate protection gaps as a major focus.
And we can see, even from the weather that we have had this summer in Ireland and throughout Europe, that this is becoming an increasing area of concern. 

Emma Martin 
And what specific areas of concern are being raised by the Central Bank? 

Niall Guinan 
Well, listeners might remember that in 2024, the Central Bank produced a report on flood protection gaps in the Irish market, and that identified a serious issue whereby an enormous number of properties throughout the country could not be adequately insured. 

Emma Martin 
And in terms of the scale of the problem, there's a huge amount of properties affected. 

Niall Guinan 
Absolutely. The figures revealed by the 2024 report are quite stark. The report indicated that one in 20 properties in Ireland had limited access to flood cover, and this obviously raises huge concern for property owners in terms of both home insurance and business insurance. 

Emma Martin 
And there are quite large variations throughout the country. 

Niall Guinan 
Yes. Some counties particularly prone to flooding events are especially affected by the lack of cover. 54% of the protection gap at the time of the report was concentrated in just five counties, Dublin, Cork, Kildare, Clare, and Louth. The Central Bank also ominously noted that the clock was ticking.
As we all know, these major flood events are only going to get worse with time as we continue to deal with the effects of a changing climate. 

Emma Martin 
Very interesting, Niall. So the Central Bank clearly identified a very serious and worsening problem, and I notice that it has repeated its concerns this year in its supervisory outlook report.
Do you want to talk us through what has changed? 

Niall Guinan 
Yes. The Central Bank has now identified a tightening reinsurance market in relation to climate and natural catastrophe risk, and that obviously means a kind of cascading effect down to primary insurers, who have less freedom to cover those very serious risks, and they can come at colossal costs.
At the time of the 2024 report, there was an annual cost in terms of inland flooding of €101 million, with this only expected to increase over time. 

Emma Martin 
And I read that the Central Bank is conducting a review on this. 

Niall Guinan 
Yes, Emma. The Central Bank is conducting a cross-sectoral thematic review as to how insurance and reinsurance firms authorized in Ireland are incorporating climate change-related risks into their business model, and as well as their strategy and underwriting practices. 

Emma Martin 
This is also gaining a lot of government attention, isn't it? 

Niall Guinan 
Yes, Emma, it is. The government is certainly concerned about this problem, as is the Oireachtas more broadly, and we can expect increasing pressure on the industry and on the Central Bank from government and opposition voices to come up with concrete responses to the issue.
We've recently seen the establishment of a flood insurance working group by the Department of Finance to examine potential solutions. 

Emma Martin 
More broadly, widening this out to the European space, this is also an area of huge concern for EIOPA. While flooding risk is probably the biggest area of concern in Ireland, forest fires are also a huge area of concern in Europe, and we've seen devastating examples of that this summer. 

Niall Guinan 
Absolutely. The tone coming from EIOPA on this issue is becoming increasingly concerned.
Just this April, Petra Hielkema, the EIOPA chairperson, described the level of underinsurance in relation to these risks as staggering, and property owners are becoming more vulnerable each year as the climate challenges become more and more severe. 

Emma Martin 
And she suggested, didn't she, that there had to be a significant change in approach by insurers? 

Niall Guinan 
Yes, she did. Insurers can no longer rely on historical data but must be willing to engage in forward-looking projections. Also, risk prevention is key.
The burden cannot just be on insurers, but there must be wider engagement by stakeholders in risk adaptation to reduce risk over time. And premium incentives for those customers who are willing to make the necessary adaptations to their properties are, of course, an obvious way of insurers and other stakeholders working together to tackle the problem. 

Emma Martin 
And Niall, I'm sure EIOPA is dealing with the other EU institutions in terms of providing other solutions. 

Niall Guinan 
Yes, we have seen speculation about public sector involvement in terms of addressing this risk and also more innovative solutions like parametric insurance, but the key point for the insurance industry is that this issue is not going away and is likely to be a major area of concern for many years to come.
We hope you found this podcast helpful. If you have any questions on what you've heard today, I can be reached at nguinan@algoodbody.com. 

Emma Martin 
And you can reach me at emartin@algoodbody.com. Thanks so much for listening.
