Earthquake Exposures  - Keep Your Clients Shaken Not Stirred
“It’s three in the morning. The dead of night. The water in the glass on the bedside table starts to ripple and, softly at first, the glass itself starts to shake. Someone tosses around in the bed but stays asleep. A typical small tremor in southern California. An event so normal that we don’t even wake up.  Except, this isn’t California and it’s not a small tremor. It’s New York City and this is the beginning of a 7.9 quake………. Think this is far fetched? 

Of the top twenty most powerful earthquakes in the US 14 have been outside California - including one that registered 8.1 on the Richter scale over the Madrid Missouri fault in 1811. Here are some facts about that one:

· Damage was recorded over an area of about 375,000 square miles

· The area that experienced strong shaking was about ten times the size impacted by the 1906 San Francisco earthquake

Damage was limited because of the relatively small population in place at the time – but what would the impact be today?

When we think about risk management we tend to think in terms of frequency and severity. So, for example, small fender benders happen all the time while major accidents are less frequent. Minor storm and hail damage is a pretty common event while a major storm like Katrina is, thankfully, more of an extraordinary event. However, from the perspective of severity, those less frequent or more unlikely events are the ones that cause the catastrophic losses.  It’s these catastrophic losses that can produce uncovered client claims due to poor agency procedures and documentation. 
Maybe it’s a human coping mechanism but we have a tendency to allow the less frequent but really scary potential events to fade into the background noise of our lives – like those massive rogue asteroids that the Discovery Channel keeps reminding us will, at some point, collide with the Earth and send us packing like they did to the dinosaurs. Heck – if we couldn’t put that type of potential event out of our minds how could we get out of bed in the morning? However, while that may be a good thing when it comes to disaster form outer space, it may not be such a good approach to take when it comes to other risks that we should really be trying to protect ourselves from.

So how does this relate to you as an Agent charged with the responsibility for protecting your clients from the risks that threaten them? Where does the line cross between:

· A lack of coverage that we should have considered
· Prudent consideration of risk protection having considered factors like the likelihood of a particular loss happening and the severity of the impact if it does
· Being seen as too conservative and protecting against stuff that is hardly likely to ever happen, with coverage that may be seen as excessive
The question of how far to go is, of course a judgment issue.  Judgment is always going to be required in the insurance business but, in the final analysis isn’t that a very large part of what your client is looking to you for as their insurance advisor? Having said that, there was a British 1950s radio comedy called the Goon Show. They produced an episode where two con men sold a guy a policy that would pay off if the English Channel caught fire. At the end of the program a gasoline tanker collided with another ship, gas spread out all over the water and eventually ignited causing the policy to pay off! So who’s to know exactly how far we should go to mitigate risk?
The point, of course, is that we need to always be thinking about it, recognizing that the world is always changing around us and that we should not let complacency take over. That potentially powerful human trait of “being able to push risk to the back of our minds and get on with life in a world fraught with potential danger” may be ok for me in my everyday life – but I want my insurance advisor to be a “professional paranoid” when it comes to protecting my back.

So, I chose the earthquake scenario to make my point. When the general public thinks about earthquake coverage they immediately think about California. When they think about hurricane coverage they think about the gulf coast. While this may be a good enough for “everyday life” painting everything with such a broad brush can easily lead to trouble. 
So back to the earthquakes:

As noted above, the New Madrid quake didn’t result in a lot of damage because of when it happened and the small size of the population at the time. But it was a very significant event:

· Shaking was severe enough to scare people over and area of 1.5 million square miles
· Damage occurred in Cincinnati, St. Louis and in many places around Kentucky, Missouri and Tennessee

· Landslides covered an area of roughly 60,000 square miles

· Lake St Francis in Arkansas was caused by subsidence and is 40 miles long by roughly half a mile wide

What would happen today if we saw an event even close to this hit the densely populated North East US?

New York – Manhattan:

You would think that the fact that Manhattan sits on granite was a good thing. The bad news is that:

· Granite stores up the stress of earth movement much better than the geology in California. So what the heck does that mean? It means that, while California experiences a lot of stress relieving “microquakes” Manhattan granite is more likely to store the stress energy up until it suddenly shatters in a more unforgiving way

· The granite under Manhattan is covered by a layer of soft sediment. During an earthquake this may have a tendency to liquefy or slide off the granite bedrock like a bad toupee sliding off someone’s head. Neither visual is very appealing
While the more modern skyscrapers would fare better, much of New York has not been built with this type of event in mind. Not to mention the impact on the underlying city infrastructure. And by “underlying” I mean “underlying”. Cables, electricity, water etc all run underground in some form or other and would be impacted by an event like this – not to mention fire damage on top of physical impact on buildings themselves. The story isn’t much better as you look at other cities in the region such as Boston, which experienced the effects of a 6.3 quake in 1775.

“Gee” you say “these are all events in the dim dark past so how is this relevant to me today. I would give you two answers:

· Technically, the earthquake faults in the North East move more slowly but may have even larger impact when there is an event

· The North East is densely populated and covered by incredible complex and expensive “infrastructure”. However, the focus on earthquake construction and the potential for disaster has been a relatively recent event compared to, say, California. That has left a lot of this infrastructure more open to damage if something does happen

So what is the point of all of this? Am I suggesting that you run out and insure all of your clients against a major earthquake? 

The point is that it is our jobs as insurance advisors to be “Professionally Paranoid” in support of our clients. What does this mean? It means we have to make the effort to:

· Understand their business, their strategy and their future when we are working with Commercial clients

· Understand their lives and everything around them when we are dealing with Personal Lines

· Understand the environment we are all living and doing business in and the risks that it represents 

· Understand that risk is not a static thing. Risk changes as out clients change what they do and how they do it. Risk changes as the World changes around us

As the old Chinese saying goes “May you live in interesting times”. In my view there have been few, if any, more interesting times in history than the one we are living in today. Add to that the speed of communication and the speed of reaction to the slightest action or news item and it is clear that we find ourselves in a very challenging business, wrapped up in a very challenging world. 

So the bottom line is that I urge you to take a step back and look at the process you have in place that ensures you know your clients and that they are properly covered for the risks they are running. Good luck – and if the big one hits, remember to stand in a doorway!

