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Federal Reinsurance for Terrorism Risk:
An Update

The federal program that provides insurance against the
risk of terrorism expired at the end of 2014. Without
such a program, taxpayers will face less financial risk, but
some businesses will lose or drop their terrorism coverage
and economic activity might slow if a large terrorist
attack occurs. Last year, the Congress considered legisla-
tion to reauthorize the program but shift more risk to the
private sector. Other options include limiting federal
coverage to attacks using nonconventional weapons,

and charging risk-based prices for federal coverage. The
Congressional Budget Office (CBO) has examined the
likely effects of different approaches on the private sector
and on the federal government.'

The September 11, 2001, terrorist attacks resulted in
nearly 3,000 deaths and roughly $44 billion of insured
losses (in 2014 dollars). In light of the unexpected and
unprecedented losses from the attacks, as well as the
heightened uncertainty surrounding future losses, private
insurers subsequently reduced the availability of terrorism
coverage for businesses and commercial properties
sharply. Policymakers were concerned that without ter-
rorism insurance, commercial developers in high-risk
areas would not be able to finance their projects, which
would reduce new construction and job creation and
thereby slow economic growth.

In response, lawmakers enacted the Terrorism Risk Insur-
ance Act (TRIA) in 2002 as a temporary measure to pro-
vide catastrophic federal reinsurance for terrorism risks
without charging premiums up front. Although no major
terrorist attacks have occurred in the United States since
9/11, and thus the government has paid no claims,

the threat of terrorist attacks persists, and lawmakers

1. This report updates Congressional Budget Office, Federal
Reinsurance for Terrorism Risks: Issues in Reauthorization (August
2007), www.cbo.gov/publication/19035.

reauthorized TRIA in 2005 and in 2007. The program
ensured that primary insurers continued to offer terror-
ism coverage on business and commercial policies
(including workers’ compensation insurance), and it
might have reduced the need for federal disaster assis-
tance if an attack had occurred. But, as structured, the
program exposed the government to a significant amount
of financial risk and subsidized policyholders (many of
which were large businesses).

How Did the Federal Terrorism Risk

Insurance Program Work?

TRIA required all property and casualty insurers to offer
terrorism coverage to their commercial policyholders.
(Property and casualty insurance covers businesses against
losses from property damage, workers’ compensation
claims, business interruption, and most liability claims.)
The federal government provided reinsurance to private
insurers by agreeing to reimburse them for a portion of
their terrorism-related losses of up to $100 billion on
commercial policies after an attack. Losses above that
amount would be uninsured.

Under TRIA, all types of losses from events certified as
major terrorist attacks by the Secretary of the Treasury
were covered unless such losses were excluded by the
underlying property and casualty policies.” Nuclear,
biological, chemical, and radiological (NBCR) risks are
typically excluded from property and casualty policies
because they are difficult to estimate and potentially

2. The Secretary could certify only events that caused at least
$5 million in insured property and casualty losses. The April 2013
bombings at the Boston Marathon, which killed 3 people and
injured 250 people, did not satisfy that criterion. Moreover, the
federal government would not make any payments for attacks that
caused insured losses of less than $100 million.


http://www.cbo.gov/publication/19035
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much larger than conventional risks (such as large truck
bombs). The important exception to that exclusion is
workers’ compensation policies: Almost all states require
employers to purchase coverage for workers’ compensa-
tion and require insurers to cover losses from all causes,
including NBCR attacks. Many policies also exclude
cyber risks, such as those associated with deliberate inter-
ruptions of computer systems, payment systems, and
power grids.”

TRIA lessened the risk of losses to primary insurers by
shifting responsibility for some insured losses to all com-
mercial property and casualty policyholders and, in some
cases, to the federal government. Insurers paid no premi-
ums for TRIA coverage but bore some of the risk of losses
through an initial deductible and then through a copay-
ment above the deductible (the government would have
paid the remainder). For the first $27.5 billion in insured
losses (known as the aggregate retention amount), the
government would have been required to recoup its out-
lays after an attack by imposing a tax on commercial
property and casualty policyholders, including those
without terrorism insurance.

CBO estimated the effects of TRIA on the federal budget
on an expected-value basis, taking into account the esti-
mated probabilities of losses of all sizes, including the
substantial likelihood that losses in any year would be
zero. In 2007, when TRIA was last reauthorized, CBO
estimated that total federal spending resulting from the
seven-year extension would be about $7.7 billion and
that the net budgetary cost after accounting for recoup-
ment would be about $1 billion—small relative to the
total exposure of losses.” The net costs were projected to
be positive because CBO estimated that attacks causing
losses greater than the aggregate retention amount were
possible—although they would be very rare—and did not
expect that the Treasury would exercise its discretion to
recoup federal outlays for additional losses above that
amount.

3. Robert Hartwig and Claire Wilkinson, Cyber Risks: The
Growing Threat (Insurance Information Institute, June 2014),
hetp://tinyurl.com/ngpoybo.

4. See Congressional Budget Office, cost estimate for H.R. 2761, the
Terrorism Risk Insurance Program Reauthorization Act (January
22,2008), www.cbo.gov/publication/19442, and cost estimate for
S. 2285, the Terrorism Risk Insurance Revision and Extension Act
0f 2007 (October 29, 2007), www.cbo.gov/publication/19273.

JANUARY 2015

What Were TRIA’s Effects?

Until it expired, TRIA was one factor that enhanced the
availability of terrorism insurance.’ Prices for terrorism
coverage fell steadily during the years TRIA was in force,
partly because of the program itself but also because of
changing perceptions of terrorism risks and a growing
supply of insurance in general. With the lower prices and
TRIA’s requirement that insurers offer terrorism coverage,
about 60 percent of large commercial businesses and
owners of large properties purchased such coverage in
2013, compared with less than 30 percent in 2003 (see
Figure 1).° Terrorism coverage for workers’ compensation
insurance, which almost all employers buy, accounted for
about 40 percent of total premiums for terrorism insur-
ance in 2013.

The broader economic effects of TRIA are unclear. By
facilitating insurance for new construction and business
operations in general, TRIA may have helped speed the
recovery in the New York City area after the attacks on
September 11 and may have benefited the national
economy as well. However, any benefits to the national
economy were probably small in recent years, in part
because at least some of the development that occurred
in higher-risk areas under TRIA would have occurred in
lower-risk areas in TRIA’s absence, and in part because
many private insurers probably would have included ter-
rorism coverage—albeit at reduced policy limits and
higher rates—in their policies even without TRIA’s cover-
age. (Insurers that chose not to offer terrorism coverage
without TRIA’s coverage might have lost valuable long-
term relationships and other business with policyholders
who wanted terrorism coverage.) The program might
have yielded more significant benefits to the economy if
another large-scale attack had occurred, because insurers
and others might, in TRIA’s absence, have reacted very

5. For more analysis of the program, see Congressional Budget
Office, Federal Reinsurance for Terrorism Risks: Issues in
Reauthorization (August 2007), www.cbo.gov/publication/19035;
Government Accountability Office, Zerrorism Insurance: Treasury
Needs to Collect and Analyze Data to Better Understand Fiscal
Exposure and Clarify Guidance, GAO-14-445 (June 2014),
www.gao.gov/products/ GAO-14-445; and Baird Webel, Zerrorism
Risk Insurance: Issue Analysis and Overview of Current Program,
Report for Congress R42716 (Congressional Research Service,
July 23, 2014).

6. Marsh Risk Management Research, 2014 Terrorism Risk Insurance
Report (April 2014).


http://www.cbo.gov/publication/19442
http://www.cbo.gov/publication/19273
http://www.cbo.gov/publication/19035
http://www.gao.gov/products/GAO-14-445
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Figure 1.

Firms Whose Property Insurance Covers
Losses From Terrorism
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Congressional Budget Office based on data from Marsh
Risk Management Research.

Source:

Notes: The data from Marsh Risk Management Research came from
surveys of their clients, who are mainly large- and medium-
size businesses. Little is known about terrorism insurance
coverage for small firms.

The data do not include coverage for workers’ compensation,
which is nearly 100 percent because of state regulations.

strongly to the new evidence of risk and reduced their
economic activity.

The TRIA program also had some economic drawbacks.
Its reliance on recoupments after an attack reduced the
premiums charged for terrorism insurance, especially for
policyholders with high-risk properties. The spreading
of risk among all commercial property and casualty
policyholders that occurred through the rules for recoup-
ments dampened incentives for insured businesses to mit-
igate risks—for example, by relocating activities to areas
of lower perceived risk or by spending more on safety
features—Dbecause the expected reduction in losses would
not be fully reflected in the premiums those businesses
paid. However, great uncertainty about terrorism risk
makes the benefits of mitigation intrinsically hard for
businesses to assess, and there is little evidence about how
the change in incentives caused by TRIA affected mitiga-
tion efforts. The government’s role in terrorism insurance
under TRIA also reduced the opportunity for private
reinsurers and participants in capital markets to insure
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against terrorism risks and left taxpayers bearing most

of the catastrophic risk. Although reinsurers’ ability

and willingness to price and bear terrorism risk have
increased, they cannot compete effectively against federal
coverage that is available to insurers at no cost.

What Are the Expected Effects of
TRIA’s Expiration?

The short-term effects of TRIA’s expiration on December
31, 2014, are expected to be modest: Insurers currently
have adequate capital (defined as assets minus liabilities)
to meet regulatory requirements and standards set by
credit-rating agencies; more important, both insurers and
reinsurers have shown in recent years an ability and a
willingness to raise additional capital when presented
with profitable opportunities to cover more terrorism
risk. For most insurers, current potential exposures to
losses from a terrorist attack are between 8 percent and
12 percent of their capital; they generally try to keep that
exposure to less than 20 percent.” Because the subsidies
that accompanied the federal program have been lost,
policyholders will face higher premiums. However, most
effects on policyholders will not be felt until their policies
come up for renewal, which will occur throughout 2015.

Looking forward, if new legislation providing terrorism
risk insurance does not replace TRIA, most insurers will
probably still offer terrorism coverage for conventional
risks—even though there would be no federal mandate
to do so—lest they lose business on other property and
casualty lines.® Even under TRIA, insurers faced consid-
erable risk exposure through that program’s deductibles
and copayments; facing greater risks, insurers will proba-
bly make more use of private reinsurance and perhaps
capital-market approaches to reducing risk (such as
securities that pay off if a specified insurance loss occurs)

as well.

7. President’s Working Group on Financial Markets, The Long-Term
Availability and Affordability of Insurance for Terrorism Risk (April
2014), p. 18, htep://go.usa.gov/eIWe.

8. Moreover, some coverage will be required pursuant to state man-
dates. For example, New York and California require that coverage
of commercial properties include fire following a terrorist attack.
See Tracy Dolin and others, “Ratings on U.S. Insurers Are Intact
Without TRIA—At Least in the Short Term” (RatingsDirect,
Standard & Poor’s, December 18, 2014).


http://go.usa.gov/e9We
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However, the supply of private reinsurance and risk-
bearing capital will probably not expand enough to fully
offset the loss of federal reinsurance, in part because of
the challenges in pricing the risk that was previously
borne by the government. As a result, policyholders will
probably have fewer insurers to choose from and will face
higher premiums and lower coverage limits.” Some busi-
nesses will lose or drop their coverage. The effects on
policyholders will probably be felt more acutely in high-
risk areas, and economic activity (particularly construc-
tion) in such areas may be reduced. The decrease in risk
sharing resulting from reduced insurance coverage might
be less efficient economically.

The resulting higher insurance premiums and increased

involvement of private reinsurers and capital markets are
expected to have a number of effects on the distribution
of risk and on the behavior of insurers and businesses:

B Risks to taxpayers will fall. But taxpayers will retain
some risk because, in the event of a future terrorist
attack, there would be tax deductions for uninsured
losses and there would probably be demand for post-
attack assistance resulting from uninsured losses, as
occurred after 9/11.

B Risks to private insurers and businesses will increase.

B Private insurers will probably try to take more account
of policyholders’ risk levels in setting their premiums
and in offering discounts for mitigation measures.
However, the large uncertainties associated with
terrorism risk will limit insurers” ability to charge
risk-based prices.

9. Higher premiums will generate some additional capital that
insurers will need to raise because of their increased exposure to
risk. Any insurer that tried to keep costs down by not raising more
capital (while also not curtailing the insurance policies it writes)
would probably face lower credit ratings, which would make its
policies harder to market. See A.M. Best, “Future of TRIPRA [the
Terrorism Risk Insurance Program Reauthorization Act] Remains
Uncertain, Rating Pressure Intensifies,” Bests Briefing (October 9,
2013); and Michael Russo and others, “No Rating Actions Taken
on Insurers with Terrorism Exposure Despite Uncertain Future
of TRIPRA,” Bests Insurance News & Analysis (press release,
December 19, 2013), http://tinyurl.com/15g8fu7.
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B Some policyholders who would pay lower premiums
or receive higher discounts if they took actions to mit-
igate their risk will do so. Consequently, the expected
losses from terrorist attacks probably will be smaller,
although the magnitude of that effect might be quite
small.

B Businesses that drop their policies (or are dropped by
their insurers) and self-insure instead will also have
incentives to mitigate their risk. Conceivably, bearing
responsibility for their risks instead of sharing them
through insurance might lead businesses to mitigate
excessively from a societal perspective. Alternatively,
some self-insured property owners might do less miti-
gation than they would if they went through the
insurance underwriting process and learned more
about their risks and ways to reduce them.

B [f a terrorist attack causes large losses, insurance will
probably be less available afterward than it would have
been under TRIA. (The inherently speculative nature
of predicting future terrorist attacks will limit the
amount of private capital that would be put at risk.)
Consequently, new commercial construction and
credit flows might be impaired, which in turn could
weaken the economy.

B Private insurers will probably provide less workers’
compensation coverage because private reinsurers will
probably continue to be unwilling to offer coverage
for NBCR attacks (which cannot be excluded from
workers’ compensation policies) and because state
regulations—such as those limiting risk-based pricing
and diversification of risks—will hinder other market
adjustments. Instead, more employers will probably be
covered in the involuntary (or “residual”) market."

10. The states’ residual markets are supported by state funding or,
more commonly, by the required participation of insurers that
write policies in the voluntary market. See Michael Dworsky and
Lloyd Dixon, The Impact on Workers' Compensation Insurance
Markets of Allowing the Terrorism Risk Insurance Act to Expire
(RAND policy brief, May 2014), www.rand.org/pubs/
research_reports/RR643.html. The residual markets may be
particularly unstable after a large-scale terrorist attack: Their
policyholders tend to have higher risks, and the premiums charged
to those policyholders are below market rates.


http://tinyurl.com/l5g8fu7
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Figure 2.

Initial Allocation of Insurance Claims in 2020
Under S. 2244
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Source: Congressional Budget Office.

Notes: The figure reflects the version of S. 2244 (the Terrorism Risk
Insurance Program Reauthorization Act of 2014) passed by
the House of Representatives on December 10, 2014.
Insurers’ copayments would gradually rise from 15 percent
in 2014 to 20 percent by 2020, while the loss trigger for
federal involvement would gradually rise from $100 million
to $200 million over that same period. In a process known
as recoupment, the federal government would recover
some of its budgetary costs following a terrorist attack by
assessing a tax on commercial property and casualty policy-
holders equal to 140 percent of the difference between total
losses (up to the annual industry retention amount of
$37.5 billion in 2020) and the total amount paid by the
insurance industry (its deductibles and copayments). The
legislation specified that all amounts due would have to be
collected before the end of 2024.

Illustration not drawn to scale.

If lawmakers choose not to reenact TRIA or create a new
reinsurance program, they could enact alternative policies
to help businesses manage terrorism risk. For example,
lawmakers could revise the corporate tax code to allow
insurers to set aside tax-free reserves to cover expected
claims from terrorist attacks, which could increase the
availability of terrorism insurance. However, doing so
would reduce federal tax receipts, particularly if regula-
tory oversight was insufficient to limit insurers’ use of tax-
free reserves to the purpose that lawmakers intended."
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The expiration of TRIA will not lead to any change in
CBO’s budget projections. The projections made since
TRIA’s last reauthorization in 2007 reflected the fact that
the authorization extended only through 2014. Conse-
quently, the lapse of the program’s authorization has no
additional effect on the budget under current law.

What Would the Effects Have Been of
S. 22447

Before the 113th Congress adjourned, House and Senate
negotiators reached a compromise that would have
extended TRIA for six years.'” Under the version of

S. 2244 (the Terrorism Risk Insurance Program Reautho-
rization Act) passed by the House of Representatives on
December 10, 2014, insurers’ deductibles would have
remained at 20 percent of premiums they received for
coverage in the previous calendar year. Several other
changes would have been phased in over the six years of
the reauthorization (see Figure 2):

B The amount of losses triggering payments under the
program would have increased by $20 million per year
from a base of $100 million in the first year to
$200 million in the sixth year;

B Insurers’ copayments for losses above those deduct-
ibles would have increased by 1 percentage point per
year from a base of 15 percent in the first year to
20 percent in the sixth year; and

11. See Kent Smetters and David Torregrosa, Financing Losses From
Catastrophic Risks, Working Paper 2008-09 (Congressional
Budget Office, November 2008), pp. 12-13, and 19-20,
www.cbo.gov/publication/20400.

12. See Congressional Budget Office, cost estimate for S. 2244,
the Terrorism Risk Insurance Program Reauthorization Act
(December 9, 2014), www.cbo.gov/publication/49845. That
version of the bill also contained other provisions that were
unrelated to terrorism insurance. In addition, see the cost estimate
for the version of the bill reported by the House Committee on
Financial Services (Congressional Budget Office, cost estimate for
H.R. 4871, the TRIA Reform Act of 2014 [July 15, 2014],
www.cbo.gov/publication/45535) and the cost estimate for the
version reported by the Senate Committee on Banking, Housing,
and Urban Affairs (Congressional Budget Office, cost estimate for
S. 2244, the Terrorism Risk Insurance Program Reauthorization
Act of 2014 [June 24, 2014], www.cbo.gov/publication/45474).
Also see Baird Webel, Terrorism Risk Insurance Legislation: Issue
Summary and Side-by-Side Analysis, CRS Report for Congress
R43619 (Congressional Research Service, December 11, 2014).


http://www.cbo.gov/publication/49845
http://www.cbo.gov/publication/45535
http://www.cbo.gov/publication/45535
http://www.cbo.gov/publication/45474
http://www.cbo.gov/publication/20400
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B The industry’s aggregate retention amount would
have increased by $2 billion per year from a base of
$29.5 billion in the first year to $37.5 billion in the
fifth year; in the final year of the authorization,
the retention amount would have risen to an amount
equal to the average of insurers’ deductibles over the
previous three years (about $50 billion, CBO
estimated).

S. 2244 would have retained the mechanism for recoup-
ing some or all federal outlays through a surcharge (or
tax) assessed on all commercial property and casualty
policyholders. The tax rate would have increased from
133 percent to 140 percent of the difference between
total losses (up to the annual industry retention amount)
and the total amount paid by the insurance industry
through its deductibles and copayments.

Effects on Insurance Markets and the Economy
Because S. 2244 would have retained the basic structure
of the previous TRIA program, its effects would have
been broadly similar. Terrorism insurance would have
continued to be widely available, insurance markets
would probably have faced less disruption after a terrorist
attack than they would have otherwise, and the economy
might have stabilized more quickly after such an attack.
Insurers and their policyholders would have borne most
of the risk of losses from terrorist attacks through their
deductibles, copayments, and recoupments, unless those
attacks had resulted in losses significantly larger than
those on 9/11. By relying on the recoupment mechanism,
the government would have avoided having to set premi-
ums for its coverage. However, that approach would have
distorted insurance markets by recouping costs from all
commercial policyholders, many of whom have limited
exposure to terrorism risk.

S. 2244 differed from TRIA in two key respects. First,
increases in the copayments would have shifted more lia-
bility to the industry for initial payments on losses. That
shift would have given insurers somewhat greater incen-
tive to charge premiums that reflected policyholders’
individual risks, thus giving policyholders somewhat
more incentive to adopt mitigation strategies, such as
adding safety features to buildings. Consequently, losses
from future attacks and spending on federal aid after an
attack probably would have been slightly smaller than
under TRIA. The higher copayment rate would also have
allowed a somewhat larger role for private insurers."
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Second, the higher aggregate retention amount would
have increased the federal outlays to be recouped after a
terrorist attack that caused more than $27.5 billion in
insured losses; indeed, raising the retention amount over
time to $50 billion would have led the government to
recover all of its outlays in almost all cases, at least in
principle. However, the taxes required to achieve the
recoupment targets after a big attack could have been sig-
nificantly higher than under previous law. The recoup-
ment mechanism has yet to be tested, and after a very
large attack, policymakers might be hesitant to tax all
commercial policyholders, including those without ter-
rorism insurance, especially if the economy was weak.'*

Budgetary Effects

In line with estimates made by some commercial catastro-
phe modelers, CBO’s estimates of expected losses from
terrorist attacks have fallen since 2007."> CBO currently
estimates that expected losses from potential attacks that
would be covered under TRIA if it was extended would
be about $2.1 billion in 2015 and would rise each year
with projected growth in the economy. Those expected
amounts incorporate a wide and unevenly distributed set
of possibilities, ranging from no attacks in a year to
highly unlikely catastrophic attacks.

In 2014, CBO estimated that the six-year extension of
TRIA under S. 2244 would have increased federal spend-
ing by $3.0 billion over 10 years and increased net reve-
nues by $3.5 billion over that same period.'® (Estimated
assessments exceeded projected claims over 10 years in
part because claims can take several years to settle.) On

13. For one analysis of the distribution of spending under similar
program designs, see Howard Kunreuther and others, TRIA After
2014: Examining Risk Sharing Under Current and Alternative
Designs (Wharton School, University of Pennsylvania, Summer

2014); heep://tinyurl.com/16sh6vp (PDE 1,138 KB).

14. Alternatively, the budgetary costs of outlays from a terrorist attack
could be spread more broadly through some combination of
higher general tax revenues and lower government spending.

15. For a discussion of changes made by terrorism modelers, see Guy
Carpenter & Company, Uncertain Future: Evolving Terrorism Risk
(June 2014), pp. 22-25, htep://tinyurl.com/p5oawt9.

16. Following the procedures typically used for budget enforcement
by the Congress, CBO reduced its estimates of the net revenue
from the gross amount of recoupments by just over 25 percent,
taking into account the fact that policyholders would deduct the
recoupment charges from the income used to calculate their
income and payroll taxes.


http://tinyurl.com/l6sh6vp
http://tinyurl.com/p5oawt9
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net, CBO estimated, S. 2244 would have reduced the
deficit by $450 million between 2015 and 2024. How-
ever, the 10-year estimates provide an incomplete picture.
An additional $330 million would have been spent after
2024, CBO estimated, producing a total reduction in the
deficit of about $120 million (leaving aside any potential
effect on spending for disaster relief)."”

Changes in either the recoupment scaling factor or the
pace of recoupment would have affected CBO’s esti-
mates. If policymakers had set recoupment at 100 percent
of the government’s outlays under the industry’s aggregate
retention amount while keeping the bill’s requirement
that all outlays be recouped by 2024, revenues would
have been lower and the program would have had an
estimated net budgetary cost of about $900 million.

If, instead, policymakers had set recoupment at 140 per-
cent, as in the bill, but allowed losses to be recouped over
the 10 years following an attack rather than by 2024, the
estimated net cost over the 10-year budget period would
have been about $1 billion higher (because less of the
expected recoupment would be received within the next
10 years). The projected net budgetary cost over all years
would have been roughly the same.

What Other Policies Would Change the
Distribution of the Financial Risks of a
Terrorist Attack?

Some other approaches could leave the expected net
budgetary cost of insurance for terrorism risk roughly
the same as it would be under an extension of TRIA

but would change how risks are shared between insurers,
commercial policyholders, and the government. One
such option would replace TRIA with a similar program
that covered only NBCR attacks. Another option would
charge risk-based prices for federal reinsurance, an
approach that could be implemented in different ways.
CBO evaluated those two options—as well as current law

(the expiration of the program) and the option of extend-
ing and modifying TRIA as in S. 2244—on the basis of

17. CBO’s estimates are presented on a cash basis. Because CBO
expects that some outlays would occur earlier than recoupments
while others would occur later, the estimate of the net reduction
in the deficit over all years would be very similar in present-value
terms. (Present value is a single number that expresses a flow of
current and future income or payments in terms of an equivalent
lump sum received or paid today.)
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their effects on the availability of private insurance; on

the amount of risk borne by the government (apart from
any postattack assistance); on the demands for postattack
assistance; on mitigation incentives; and on the economy

(see Table 1).'®

Limiting a federal program to NBCR coverage would
have various benefits and drawbacks compared with both
the expiration of TRIA and a broad extension of TRIA.
Without a federal program, private insurers are unlikely
to provide much coverage for NBCR risks. By some esti-
mates, a nuclear attack could result in losses of thousands
of lives and hundreds of billions of dollars, particularly
through workers’ compensation insurance."” Losses of
that size would pose solvency risks for insurers, and pri-
vate reinsurance coverage for NBCR risks is largely
unavailable because there is little basis for estimating the
risks with confidence. Thus, limiting the federal program
to NBCR coverage would have less effect on the availabil-
ity of insurance in workers’ compensation markets than
would terminating the program. It also would expose the
government to greater risk than terminating the program
but significantly less risk than extending the program
broadly. By limiting the program to NBCR coverage,
demands for assistance after an attack would be less than
if no program existed but somewhat higher than under
TRIA. Policyholders would have a greater incentive to
mitigate conventional terrorist risks, but insurance mar-
kets would be more prone to disruption after a conven-
tional attack than under TRIA and the economy would
be likely to recover more slowly.

Charging prices for federal coverage that reflected the
insured risks would encourage a bigger role for private
reinsurers and would increase policyholders’ financial
incentives to mitigate risks by reducing or eliminating the
subsidies they received. That option would lower the risk

18. For details of that analysis, see David Torregrosa and Perry Beider,
Federal Reinsurance for Terrorism Risk in 2015 and Beyond,
Working Paper (Congressional Budget Office, forthcoming).

19. Peter Chalk and others, Trends in Terrorism: Threats to the United
States and the Future of the Terrorism Risk Insurance Act (Rand
Center for Terrorism Risk Management Policy, 2005),
www.rand.org/pubs/monographs/MG393.html; and Lloyd
Dixon and others, The Federal Role in Terrorism Insurance:
Evaluating Alternatives in an Uncertain World (Rand Center for
Terrorism Risk Management Policy, 2007), www.rand.org/pubs/
monographs/MG679.html.
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Table 1.
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Anticipated Effects of Selected Options for Federal Terrorism Risk Insurance Compared With

Conditions in 2014

Current Law:
No Program

S. 2244: Extend and
Modify the Program

Limit Federal
Program to
NBCR Coverage

Charge Risk-Based
Prices for Federal
Reinsurance

Availability of Private
Insurance

Risk to Government

Demands for Post-
Attack Assistance

Incentives for
Businesses and Other
Policyholders to
Mitigate Risks

Economic Effects

Less available and
potentially subject

to major disruptions
after a big attack,
particularly for
workers’ compensation
insurance.

Lower because no
explicit risks from
program, but tax
deductions for losses
would be bigger.

Higher because of the
decline in insurance
coverage.

Market pricing
strengthens incentives
to mitigate risks, as
does the decline in
coverage.

Commercial activity and
development could be
reduced in high-risk
areas or reduced more
broadly after a big
attack.

Little or no change.
Widely available except
for some high-risk
properties.

Lower because of
higher copayments by
insurers and greater
postattack taxes on all
policyholders.

Little or no change.
Those who lack
insurance or are
underinsured might
seek assistance.

Somewhat stronger
because higher
copayments would
reduce subsidies, but
premiums charged by
insurers would still not
fully reflect mitigation
efforts.

Little or no change, as
program would have
small benefits before an
attack and might help
stabilize the economy
after a big attack.

Similar to no program,
but the availability of
workers’ compensation
insurance would be less
affected.

Lower than under TRIA,
but higher than without
any program. Exposure
to NBCR risk would be
largely limited to
workers’ compensation
policies.

Somewhat higher than
under TRIA because of
the drop in insurance
coverage, but lower
than without any
program.

Conventional risks:
same incentives as with
no program. NBCR
risks: same incentives
as under TRIA.

Smaller benefits before
an attack than under
TRIA. Same as no
program after a
conventional attack;
might help stabilize the
economy after a big
NBCR attack.

Slightly less available.

Lower because of less
or no reliance on
postattack
recoupments (which
could be reduced,
eliminated, or delayed)
and because insurers
would slightly reduce
their use of federal
coverage.

Slightly higher because
of small increases in
the number of
uninsured properties.

Stronger because
subsidies to
policyholders would be
reduced or eliminated.

Little change, as
program would have
small benefits before
an attack and might
help stabilize the
economy after a big
attack.

Source: Congressional Budget Office.

Note: S. 2244 = The Terrorism Risk Insurance Program Reauthorization Act of 2014, as passed by the House of Representatives on
December 10, 2014; NBCR = nuclear, biological, chemical, and radiological; TRIA = Terrorism Risk Insurance Act.
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to the government by diminishing its reliance on recoup-
ments, which could be reduced, eliminated, or delayed.
Implementing the option—that is, setting prices that
accurately reflect the value of federal coverage—would be
challenging, though various market-based approaches
could be helpful. For example, the government could
obtain an indication of the market value of its coverage
by buying private reinsurance to backstop a portion of

FEDERAL REINSURANCE FOR TERRORISM RISK: AN UPDATE

that coverage, as is done by Australia’s terrorism risk
insurance program. (In contrast, the United Kingdom’s
program charges insurers a percentage of their premium
collections in exchange for the government’s financial
backstop, requiring the government to determine the
appropriate percentage. The percentage in the United
Kingdom’s program was recently raised from 10 percent
to 50 percent.)

recommendations.

of CBO, offered comments.
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