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While the economic losses from the Asian tsunami are expected to be high, the insurance 
losses arising from this event are likely to be modest.  Here’s why. 
 
BACKGROUND 
 
A magnitude 9.0 earthquake, centered about 100 miles west of the Indonesian island of 
Sumatra, 6.2 miles under the Indian Ocean, struck at around 7AM local time Sunday, 
December 26, 2004 (7PM ET Saturday, December 25).  The earthquake triggered a series of 
tsunamis (tidal waves) that sent walls of water crashing into at least half a dozen countries 
across Southern Asia.  Several powerful aftershocks followed the initial quake, one of 
magnitude 7.2. 
 
More than 40,000 are reported dead and thousands injured after extensive flooding that has 
swamped the coastal areas of countries including Bangladesh, India, Indonesia, Malaysia, 
the Maldive Islands, Myanmar, Somalia, Sri Lanka, and Thailand.  Hundreds of thousands 
more are reported to be missing and millions homeless.  Property damage to residential and 
commercial buildings is reported to be extensive. 
 
The earthquake is the fourth largest in the world since 1900 and the strongest since the 1964 
magnitude 9.2 earthquake in Prince William Sound, Alaska.  The most powerful earthquake 
on record occurred in Chile in 1960.  The magnitude 9.5 quake caused $550 million in 
damage ($3.5 billion in current dollars), killed more than 2,000 people and injured more than 
3,000.  It also caused a tsunami, which caused additional destruction in Hawaii, Japan, the 
Philippines and the west coast of the United States. 
 
Tsunami – a Japanese term – is a series of waves generated by large-scale seafloor 
displacements associated with large earthquakes. 
 

 



INSURANCE COVERAGE IN DISASTER-AFFECTED REGION 
 
While the loss of life is enormous and economic losses are expected to be large, the 
insurance losses arising from this event are likely to be modest. 
 
Non-life (i.e., property/casualty) insurance penetration rates tend are low in the countries 
affected by this disaster (see table below).  In other words, relatively little insurance is 
purchased in the affected countries. Although overall insurance premium volume in South 
and East Asia continues to grow, penetration and growth rates for insurance products vary 
significantly between individual regions and markets. 
 

Non-Life Insurance Premiums, 2003 
Country Premium 

Volume $ Million
Premiums Per 

Capita $ 
Premiums 

as % of GDP 
Bangladesh 102 0.7 0.20 

India 3,712 4.0 0.62 
Indonesia 1,733 8.0 0.83 
Malaysia 2,154 87.2 2.05 
Sri Lanka 137 7.0 0.74 
Thailand 1,711 27.6 1.19 

  
 Source: Swiss Re, Sigma, No. 3/2004, World Insurance in 2003: Insurance Industry on the Road to Recovery. 
 
As the table above indicates, there is relatively little penetration of non-life insurance 
products in the countries worst affected by this earthquake and associated tsunamis (India, 
Indonesia, Sri Lanka). 
 
In Indonesia, for example, just $8 per capita was spent on non-life insurance in 2003.  
Measured in terms of GDP, Indonesia has an insurance penetration rate of 0.83 percent for 
non-life business in 2003.  Penetration of non-life insurance in Sri Lanka, the country 
perhaps suffering the most severe impact from the tsunamis, is even lower. 
 
By comparison, a total of $1,980 per capita was spent on non-life insurance in the U.S in 
2003, nearly 250 times as much as in Indonesia and more than 280 times that in Sri Lanka.  
Measured in terms of GDP, non-life insurance premiums as a percentage of GDP (i.e., 
penetration rate) in the United States were equal to 5.23 percent of GDP in 2003, more than 
six times that of Indonesia and seven times that of Sri Lanka. 
 
Property Coverage 
 
Insurance coverage for earthquake and tsunami damage will vary by country and region.  
Typically, property policies offer coverage as follows: 
 

• Standard Fire Policy – covers perils such as fire, lightning, explosion only. 
 
• Extended Coverage - standard fire policy plus additional coverage purchased 

separately.  The extended coverage may include earthquake, fire/explosion following 
an earthquake, tsunami and volcanic eruption. 

 
• “All Risks” Policy – typically covers unforeseen, sudden and accidental physical 

loss/damage/destruction to the insured’s property, subject to standard exclusions.  
Flood risk may be covered under this policy. 



The extent of insured losses will depend on the take-up of coverage by insureds.  Policy 
terms can vary considerably from country to country. 
 
INSURED LOSS ESTIMATES 
 
It is still too soon to assess the total damage and losses associated with the December 26 
earthquake and accompanying tsunamis.  Economic losses will be in the tens of billions of 
dollars, if not more, and the scale of human suffering enormous.  However, as the table 
above indicates, relatively little insurance is sold in the affected countries, meaning that 
insured losses are likely to be modest relative to the scale of the disaster. 
 
Depending on the level of property damage and amount of coverage in play, there could be 
significant losses to local insurers. (See attached data for the leading non-life insurance 
companies in Bangladesh, India, Indonesia, Malaysia, Sri Lanka, and Thailand). 
 
Foreign insurers operating in the region, primarily European and Asian, could experience 
some potentially large claims.  These claims are most likely to arise from hotel and resort 
properties as well as facilities owned or operated by foreign multinationals.  However, it is 
important to recognize that large multinationals tend to have large retentions, often in 
addition to a captive insurer.  Many may have purchased high-level catastrophe coverage. 
 
Claims associated with damage to infrastructure, port facilities, marine interests (ships, 
cargo, oil platforms, offshore facilities) are also possible.  Travel, personal accident and life 
insurers will also be impacted. 
 
2004: A RECORD YEAR FOR DISASTER LOSSES 
 
In a preliminary report published December 16, 2004, Swiss Re Sigma estimated that about 
300 natural and man-made catastrophes worldwide in 2004 caused approximately $42 billion 
in insured losses, $105 billion in total economic losses and claimed the lives of 21,000 
people.  Note that the recent disaster in Asia, with at least 40,000 deaths reported, will 
increase disaster–related deaths to more than 60,000 in 2004. 
 
Swiss Re noted that the $42 billion in insured losses would make 2004 another record year 
in terms of insurance claims after 1992, 1999 and 2001.  About 95 percent of the claims 
were attributable to natural catastrophes, it said.   
 
By comparison, in 1992 insured losses adjusted for inflation were in the region of $38 billion 
(including Hurricane Andrew); in 2001 they reached $37 billion (including the September 11 
terrorist attack) and in 1999 they totaled $36 billion (including the Lothar and Martin winter 
storms). 
 
The trend towards higher losses is due in part to rising population densities and value 
concentrations as well as growing urbanization of exposed areas, Swiss Re said. 
 


