Country Profile

Indonesia: The Recent Tsunami A Review Of The Impact And Lessons Learnt
MrWerner Bugl, President Director, PTAsuransi Maipark Indonesia,gives a
detailed assessment of what happened, and how the industry has coped to date and
what are the critical lessons from this disaster.

O

n the fatal morning of26 December 2004 at 7.58
am local time, one of the worst human tragedies
struck. An earthquake occurred on the interface
between the India-Australia (tectonic) Plate and the Burma
sub-plate of the Eurasian Plate just to the west of Northern
Sumatra by a subduction of the Indian-Australian Plate
beneath the Eurasian Plate.
The moment magnitude Mw of the earthquake was 9.0,
and has meanwhile been upgraded to 9.15, making it the
third-largest earthquake since beginning of instrumental
records.
What made the quake so sensational was the resulting tsunami, the largest in recorded history in terms of
casualties. Therefore, most of the attention was paid to
the tsunami.
It remains a mystery that the earthquake itself seems to
have done relatively little destruction despite its magnitude.
But it is of course difficult to assess which losses were caused
by the earthquake and which ones by the tsunami.
However, experts agree that it is safe to say that the
tsunami probably caused 95% of the total losses.
This information would, of course, be also important
for statistical purposes.
Economic & Insured Losses
The economic loss is estimated to be some Rp45 trillion
(US$5 billion).
The estimated insured losses, according to a survey
by the AAUI for all lines of business, are in the order of
US$250 million, with property alone taking up US$220
million.
These estimates translate respectively into an insurance
penetration of 5% and 4.4% of the economic loss or 2.5%
and 2.2% in terms of earthquake cover penetration when
compared to the estimated aggregate market exposure.
Insurance Penetration
Why is the penetration rate so low?
For 30 years now, Nanggroe Aceh Darussalam (NAD)
has been a war-torn province and the stage of conflict between the Indonesian army and the Free Aceh Movement
(GAM). Martial law was lifted only recently.
The unstable political climate has led to a very cautious
underwriting approach by many insurers who are not
pursuing aggressive business promotion and acquisition
in Aceh.
In fact, some reinsurance treaties had territorial exclusions for Aceh.
Another aspect to consider is that NAD is a CRESTA
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earthquake Zone I - the highest exposure zone in Indonesia.
Although resource-rich, the province is economically
underdeveloped due to decades of conflict and the ban by
authorities of international access.
NAD is also known for its deeply rooted Muslim culture
with characteristically prevalent superstition and reservation towards insurance.
Aceh was underdeveloped,
a stepchild of insurers,
widely uninsured, underinsured and, due to the apocalyptic disaster, incapacitated to claim; ergo we will find
that many incurred losses will never be reported nor paid.
An indication for that is that AAUI's earlier estimates are
coming down.
How Did The Insurance Industry Cope?
In view of the originally expected vast number of claims,
the Indonesian insurance industry decided on a concerted,
coordinated action and set up a so-called Earthquake/Tsunami Aceh - Sumut Cordinating Team. It consisted of
representatives from the AAUI, AA]I, ABAI, AA]SI and
AAAI.
Its mandate was to ensure that all insurers adhere to
high professional standards with regard to interpretation of the scope of cover of the insurance policies and a
proactive and prompt claim settlements. In view of the
expected complexity of claim settlements, the team issued
guidance for claims handling. We have to remember that
many insureds and even their relatives and/or beneficiaries
were killed or went missing. Identity documents or proof
of property ownership and existence of insurance contracts
have also been lost.
The insurance industry immediately announced an extension of the usually three-day claims reporting warranty
as stated in the policies to 12 months.
Missing persons is another complicated issue. According to Indonesian Civil Law, the waiting period for
official death certificates is five years. This was considered
unduly long. The Maritime Law regulates six months. The
Supreme Court is expected to make a ruling but has not
done so yet.
Besides generous donations by individual insurance
and reinsurance companies to humanitarian aid agencies
and non-governmental organisations, the non-life and life
insurance industry also made a collective donation to the
International Red Cross through Maipark.
There was close rapport between the Directorate of
Insurance, Ministry of Finance and the insurance associations, who were directed to deal with insurance claims
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professionally, pro-actively and in unbureaucratic
if possible, by simplified claims reports.

manner,

Consumer Response
Because of the terrible loss of life and destruction, the
common reaction was one of shock, and attending to one's
personal and family concern was a priority. A natUral catastrophe of this scale caught everybody off guard. Neither
individuals nor corp orates had disaster-response or recovery
plans in place. Therefore - and for the reasons eXplained
earlier - many insured losses remain unreported or their
reports are delayed.

. Hightened RiskAwareness
Following the 26 December Tsunami and the following
increased seismic and volcanic activities in Indonesia, the
public attitude has changed from ignorance and indifference to one of acute sensitivity and awareness of the dangers
of earthquakes and ensuing tsunamis.
This map speaks for itself: there were 3,500 recorded
earthquakes since 26 December 2004. Of these, 183 were
of a magnitUde 4 or above. You don't need much more
"marketing" to sell your point or product.

. Demand Surge

.

Slow Claims Processing
As a result, the quick claims settlement promised by the
authorities and the insurance industry is hampered.

. UIW Restrictions By Insurers
Insurers tend to be restrictive in granting earthquake
insurance cover in locations known for being prone to
earthquakes. The business potential that exists is not willingly tapped by the insurance industry. The reason may
be that insurers either do not have enough reinsurance or
no cover at all because proportional reinsurance is hardly
available
for. catastrophe
business and non-proportional
.
.
remsurance ISexpensIve.
Lessons Learnt -Actions Required
Despite all the distress and hardship caused by the tragic
disaster, it also presents an opportunity to learn lessons
for the future.
While we cannot control ''Acts of God", we are not
totally at their mercy either. There will always be catastrophes, but the scale and consequences of natural disasters
can be mitigated.
Government
Risk Perception
Public disaster awareness needs to be raised on how
earthquakes and tsunamis are caused and how construction standards, soil conditions and offshore and onshore
topography exposes coastal regions to a varying degree to
the scale of destruction.

.

Insurers are reporting a substantial demand surge for earthquake cover, not only in NAD but also in other parts of
Indonesia and West Java, including Jakarta.

. Complaints

.
.
.

The most frequent complaints from insureds are:
(From survivors in tsunami-devastated Aceh) that aid
delivery was too slow and international donors are urged
to bypass the Government;
The Provincial Government is too slow in processing
new 10 cards; and
The Government acts too slowly in dealing with the
issue of shortening the waiting period required by law
to declare missing persons deceased to allow insurance
payments.

. Catastrophe

Prevention and Management
The Government must carry out disaster-awareness drills
for provincial authorities and, through them, for the public
living in regions prone to earthquakes. It starts at schools
with children. It should be mandatory.
I am not aware of any post-event assessment and earthquake engineering investigations carried out to learn about
the seismic design of buildings in NAD to gain knowledge
why some buildings failed and why others resisted the
seismic and hydraulic force of the event.
Such stUdies would help to improve the behaviour
modelling ofIndonesian building stock under seismic
loading.
Unlike in the Atlantic Ocean, a tsunami earlywarning system does not exist in the Pacific Ocean.
This essential neglect has now been urgently addressed
with the help of international donors for financing
and technology transfer. Indonesia hopes to have an
efficient early warning system able to issue tsunami
alerts within five minutes on earthquake-prone Sumatra by the end of next year, and an integrated network
covering the country by 2010. It is expected that an
efficient system will be in place as early as by the
end of 2006. Buoys with sensors on the ocean floor,
tide gauges, seismographs, global positioning system
monitors and high-tech vessels will feed information
into 10 regional offices with a National Center for
Disaster Mitigation, headquartered in Jakarta, staffed
around the clock.
The best warning system will be useless without
efficient response to early warning via radio, televi-
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sion, cellular operators, police stations, ete.

.

Enforcement and Revision of Building Code
Although Indonesia is subject to frequent major earthquakes, the adoption of a building code for earthquake
resistant design has only been introduced fairly recently.
The first seismic design provisions were only issued by the
Indonesian Government in the early 1970s. It was only
the revised 1983 code provisions, based largely on the US
California Code, which can be regarded as the first design
and construction standard. Do not be misled to believe that
the 1983 code provisions are comparable to the US. Most
international building code assumes a life safety performance of 475 years while the Indonesian Committee was
satisfied with a return period of about 200 years.
Thus, structures designed and built before 1972 would
experience the greatest levels of damage. Those built between 1972 and 1985 would show better seismic design
resistance, and the building stock erected after 1985 would
be expected to be the least vulnerable.
These assumptions assume the "implementation"
of
the building code. The Indonesian Government's catastrophe management would benefit enormously if strict
implementation of the existing seismic design code could
be enforced.

. Land Use
There is also an urgent need for strict regulation oEland use.
It is hoped that the BRR, the newly established "Authority
for Reconstruction and Rehabilitation of Aceh", will not allow people to have a choice as to where to resettle. It would
be inexcusable if the massive foreign donations would be
invested on reconstruction that is neither build to earthquake resistant building standards nor in safer places.

as away as Kenya and Somalia in the west. It affected local
insurers and, in particular, regional operating insurance
companies. It also involved insurance companies in far away
countries like Germany, Sweden, Switzerland or Australia
and New Zealand on account of the tourist trade.

.

Accumulation

Scenarios

Not atypically for natural disasters, it also involved many
classes of insurance, eg property, engineering, marine cargo
and hull, PA, motor and life.
The event surely calls for insurers to reassess the loss
accumulation potential from natural disasters like tsunamis or the contributing potential of earthquakes to loss
accumulation scenarios.

. Insurability
The low insurance penetration for earthquake in Indonesia means extremely unbalanced insurance portfolios and
anti-selection.
The Government definitely has to play its role to create
a more conducive environment for insurers.
But in my opinion, "insurability" is not in question,
except for residential property due to the prevailing construction standards, the huge accumulation risk and the
problem of ant-selection. There is a similarity to the issue
of flood insurance.
Insurability is also closely linked to the following aspects:

.

~isk Surveys
An important underwriting aspect for insurers of new and
renewal business is to carry out risk surveys due to the
high frequency of earthquakes in Indonesia to determine
pre-existing damages in the building stock.

.

. National Earthquake Insurance Scheme
Last but not least, the Government should come to realise
the enormous social and economic loss of earthquakes. In
countries like Indonesia that lack earthquake insurance or
with a very low market penetration, the financial burden
of providing funds for reconstruction falls squarely on the
Government. Definitely the Government cannot bank or
depend on international donors to bail it out. The unprecedented global outpouring of humanitarian aid following
the earthquake and tsunami event in Aceh is likely to be
a singular experience.
The only responsible and professional approach for
the Government lies in a sustainable ex-ante and not an
ex-post initiative.
Many countries have paid early and special attention
to developing means of alleviating the financial impact
of natural catastrophes on the public by entering into a
risk-sharing partnership with the private insurance industry through the establishment of a "National Earthquake
Insurance Schemes". Examples are Japan, Taiwan, New
Zealand and Turkey.
Insurance Industry

. Global Scale of Earthquakes/Tsunamis
A vital lesson for insurers was that the Aceh tsunami

was a

global event. It was felt from Thailand and Malaysia in the
east to Bangladesh, Sri Lanka, India, the Maldives and as far

Earthquake Policy
There may be modification of wordings over the next few
months, depending also on how insurers and the Technical
Committee of AAUI view the exposure.
The Indonesian Standard Earthquake Policy has quite
a wide cover: tsunami and volcanic eruption is a standard
cover up to the sum insured for fire.
Underwriting practices are not consistent and vary from
country to country.
Residential property owners can often only insure up to
a maximum amount lower than the sum insured for fire.
Coverage of perils like tsunami and volcanic eruption is
optional and can be obtained as an add-on cover by paying
extra premIUm.

.

Earthquake Tariff
The price for earthquake insurance must be right, ie there
must be a risk-commensurate premium.
When Maipark was set up on 1 January 2004, there was
a lot of talk on the question of adequacy of the earthquake
tariff, mostly that it was too expensive. The broking community, in particular, was very vocal. This discussion has
stopped on 26 December 2004!fI:!
.

This article is extracted from a more extensive presentation made
at the 4th Asian Catastrophe Insurance Conference in Manila in
June 2005.
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