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Texas state insurance faces the perfect storm
April 11, 2008

Bud Schauerte

The LoneStarReportPublisher
The Lone Star Foundation

Chairman
David Hartman

Contributing Editors
David Hartman, William Murchison

Bud Schauerte, Peggy Venable

Managing Editor
William Lutz

Correspondent
Mark Lavergne

©2008 by The Lone Star Foundation. All
Rights Reserved. No part of this publication
may be reproduced or retransmitted without
express permission of the publisher.

Dr. William M. Gray, the famed profes-
sor of Atmospheric Science at Colorado State
University, is noted for hiscourageous predic-
tions of seasonal hurricane activity. This year,
according to Gray, the U.S. can expect to be
visited by sevenAtlantichurricanesandat least
13 named storms.

He said that at least one major hurricane
will come ashore on the U.S. coastline.

It’s not important that Dr. Gray’s predic-
tions almost always are off the mark. His fore-
sightsarehelpful butnotessential toemergency
respondersandoceangoingvessels. Asa result,
Dr.Gray andhismeteorological teamregularly
amend their predictions midway through the
June-Novemberhurricane season.

What is important is that both Texas and
Floridaareunprepared tocope withthe poten-
tiallyenormousfinancial losseswhichwouldbe
incurredby category3,4,or5 hurricanes raging
along theirvulnerable coastlines.

It isn’t a stretch to suggest that in Texas
some homeowners, seeking indemnity for
hurricane damage, coulddiscover that their in-
surancecompanieshavebecome insolvent.

Texas Gov. RickPerry andFlorida Gov.
Charlie Crist, both Republicans, realize that
lowinsurance premiumscanwinelections.And
that raising premiumsrates can lose them. No
mental exercisesneeded tomake thatpoint.The
political strategy is simple:Dowhatever isnecessary
to lowerhomeowners insurance,make voters happy, and
tomorrow will take care of itself.

“Tomorrow,” in this case will arrive be-
tween June 1 and Nov. 30, 2008.

InTexas, (asLSRhaspreviously reported),
the loominghomeowners insurance crises be-
ganwhenatechnicality intheSenaterulescaused
the failure last year of legislation affecting the
state-runTexasWindstormInsurance Associa-
tion (TWIA). Without passage, the TWIA
couldn’traise homeownersinsurance premium
rates, which would have put it on the pathway
tosolvency.

As a result, the TWIA now can call upon

only $1.3 billion in assets to meet some $65
billion of storm risks it assumed along the
Texascoastline.Property insurance companies
are obligated topaytheirownhurricane claims
plus mostof TWIA’s losses. That’show insur-
ance company insolvenciescould happen.

Perry might have mitigated TWIA’s cash
crunchproblem in2007 by immediately calling
the Legislature back for a two-day special ses-
sion. Such housekeeping special sessions are
routine, and the bill easily would have passed.
But the Governor remembered the political
principle:“Lowering insurance premium rates
make voters happy. Raising them doesn’t.” It
wasn’t a hard decision for Perry to make.

Texas, havingweathered the2007 season,
now must navigate through this year’s hurri-
caneseasonbeforethe2009Legislaturewillhave
the opportunity to correct its mistake.

But by that time the TWIA will have
underwritten many more risks andcould have
guaranteed billionsmore in insurance protec-
tionfrom the $65 billion itguarantees today. If
the TWIAwereaprivatesectorcompany,rather
than state controlled, Texas insurance regula-
tors would never allow it to exist and its man-
agement likelywould facemalfeasance charges.

In a recent editorial, TheWall Street Journal
commented that“financial disaster is looming
offtheFloridacoasteversinceGov.CharlieCrist
socialized thestate’shurricaneinsurancemarket
and put taxpayers on the hook for billions.”

Crist earned the reproach, in the paper’s
view,whenhe signedinto lawabillmakingstate
government the state’s dominant insurer but
without the dollar reserves that would be re-
quiredof private sector insurers.

You guessed it; the artificially low pre-
mium rates for Florida’s coastal homes do not
generate enoughcash in thestate-ownedcom-
pany to pay its claims. When the inevitable
multi-billion dollar storm takes its toll on

Florida’s beaches, taxpayers will be asked to
pony up for the damages. Only then will Crist
learn how unhappy voters can become.

Is there a business ethic condoning the
manipulation of property and casualty insur-
ance ratesby stateauthorities?Isthere historical
evidence that the insurance industry is an eso-
teric science incapable of participating in the
competitive, free enterprise, openmarket sys-
tem? Absolutely not.

Whenstate insurance departments began
to be organized more than one hundred years
ago, their charters never hinted that premium
rate regulation and control of insurer profits
would become primary responsibilities. The
primary reason for state insurance regulation
was, and should be, consumer protection.

State insuranceregulators inthe beginning
were focused on preventing and dealing with
insurance fraud, ascertaining the solvency of
insurers, and making certain that companies
functioned incompliance withstate insurance
laws.

The insurance industry’sgrowth reflected
theopenmarketand free enterprise prosperity
of America. Because nothing happens in our
free enterprise, multi-industry society until an
insurance contract iswrittenandapremiumhas
been paid, the insurance industry generated
enormous wealth and influence.

It didn’t take state officials long to under-
stand that control of the insurance industry
meant an extension of their powers. There is a
straight line from that understanding to the
shorelines of Texas and Florida.

It would be difficult to heap more abuse
onTexasandFlorida insuranceconsumers than
what already has been done by their leaders.
Except,of course, a Category 5 storm.�
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