INSIDE TRACK

Bad Data

CTUARIES HAVE A HARD TIME modeling for large-

scale terrorist events. There just aren’t enough of

them. They can model for earthquakes and hurri-

canes because they've got plenty of data to work
with. Not so for terrorism. There’s 9/11, of course. And 3/11
and 7/7 and 7/21. Then theres Sharm el-Sheikh, and the Taba
Hilton, and the Bali nightclub, and Beslan, and the U.S.S. Cole,
and the Khobar Towers, and ...

Even so, actuaries say, it’s the large-scale, World Trade
Center-sized disasters that are (thankfully) scarce. One incident,
no matter how traumatic, isn't enough to be able to predict the
economic consequences of the next one.

Well, data are helpful, but be careful what you wish for.

Sometimes, actuaries and insurance people can sound cal-
lous when they talk about the cost of terrorist attacks in dollars
and cents. After all, it's only stuff; it’s the loss of life that really
counts. Which is true. But while the bomb irrevocably destroys
the lives of its victims, it’s the economic devastation in the after-
math that keeps on destroying the lives of the survivors.

Make no mistake, economic devastation is what the terror-
ists are after, just as much as human devastation. According to
figures compiled by the Organization for Economic Coopera-
tion and Development, the attack on 9/11 cost $28 billion in
loss of physical assets and cleanup and $32 billion in insured
losses (business interruption, workers’ comp, loss of life). It
also added up to 3 percent of the cost of business transactions
to cover the improved security measures. And that’s probably
not the half of it.

The stock market seems to have proved more resilient than
expected. Though it took many months to recover from 9/11,
there seems to be an expectation now that terrorism is a cost
of doing business, to which world markets adjust accordingly.
But Wall Street still isn’t back to pre-9/11 levels.

Insurers can exclude terrorism, of course, which may save
them from insuring bad risks. But it ends up bankrupting the

survivors. Or they can sell terrorism insurance for a price that’s
too easily affordable and end up bankrupting themselves. If they
make it unaffordable, it’s the same as excluding it anyway.

The government’s response to the economic fallout of 9/11
was the Terrorism Risk Insurance Act (TRIA). The idea was to
provide a backstop that would make terrorism insurance avail-
able and affordable in the United States, while allowing the in-
surance industry time to develop and improve mechanisms on
its own. It was considered a temporary measure, set to expire
at the end of this year. Now there are many in Congress and
the administration ready to let that happen.

Insurance companies say they need more time to gather data
and prepare for the inevitable. Meanwhile, they also have to
prepare for the natural disasters that are just as inevitable, just as
expensive, and certainly more frequent than terrorist attacks.

Those who are ready to pull the plug on TRIA are no bet-
ter prognosticators than the actuaries who can’t come up with
solid numbers. They seem to be saying: “OK, it’s been four
years, nothing’s happened, problem over. You guys are on your
own.”

Where on earth do they get that idea? European govern-
ments have been cushioning the economic shocks of terrorism
with federal programs for years. Probably because they’ve had
to deal with terrorism for years.

You wonder where those elusive weapons of mass destruc-
tion are? I'll tell you. They're in backpacks and parked cars and
strapped around the waists of young fanatics. And they’re not
going away. Europe and Israel have learned the hard way not
to let down their guard. Ever. I guess we'll have to learn that
way, too. (]
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