
 

 

Insurance Practice 

Forging a resilient 
future for California’s 
homeowners and insurers 
Global lessons and economic insights following the 2025 Los Angeles wildfires could 
help California build a more stable and resilient homeowners insurance market. 

This article is a collaborative efort by Ashwin Adarkar, Erwann Michel-Kerjan, and Tolian Gjika, 
with Lodovico Ferrario, Moises Coronado, and Zach Bruick. 

October 2025 



Forging a resilient future for California’s homeowners and insurers

 

 

 
 

 

 

 

The 2025 Los Angeles wildfres were among the 
most destructive in California’s history, displacing 
tens of thousands of residents and causing 
economic losses projected to exceed $100 billion. 
Yet they are only the latest chapter in an escalating 
trend: Since 2017, eight of the top ten US wildfre 
events in terms of highest insured losses occurred 
in California.1 This pattern underscores how rapidly 
wildfre risk in California has intensifed, signaling an 
escalation in both the scale and frequency of events 
with extreme losses. 

The recent fres have further exposed longstanding 
structural issues in California’s $15 billion 
homeowners insurance market, the largest in the 
country. Much of the risk has historically been 
mispriced, leading many major carriers to scale 
back their footprint or withdraw from portions of 
the state over the past several years. Fewer options 
for insurance, particularly in high-risk areas, have 
caused homeowners to lean more heavily on the 
state’s Fair Access to Insurance Requirements 
(FAIR) Plan, the insurer of last resort. 

California had already started implementing 
structural reforms before the recent fres. Most 
notably, its Sustainable Insurance Strategy seeks 
to modernize rate-setting tools and regulatory 
requirements by introducing forward-looking 
wildfre models, incorporating net reinsurance 
costs, and strengthening rules around insurer 
obligations in high-risk zones. These reforms 
represent important early progress, but the scale of 
California’s wildfre risk points to the need for even 
more signifcant action. Today, California’s private 
homeowners insurance market is facing a coverage 
shortfall of $1.35 trillion to $2.00 trillion, the gap 
between total wildfre risk exposure and current 
available fnancial protection through private 
insurance and the state’s FAIR Plan. Approximately 
one-third of that total is in concentrated zones 
with the highest wildfre risk. By our estimates, 
addressing these issues and putting the market 
back in balance—with all fre risk fully covered— 
would require an infusion of $8 billion to $10 
billion in additional annual premiums at a time 

Purpose and context 

This document provides an emerging 
perspective on the impact of the Los Angeles 
wildfres on the homeowners insurance market, 
focusing on Los Angeles County and the state 
of California. While the wildfres were frst 
and foremost a human tragedy, and the full 
recovery process will take years, this article 
ofers considerations for stakeholders seeking 
to build greater resilience across the insurance 
sector, including strategies for risk mitigation 
and shared resilience in an era of escalating 
weather threats from disasters. The approaches 
and considerations included in this document 
are preliminary and do not constitute legal 
advice. The data used in analyses are derived 
from the National Association of Insurance 
Commissioners, S&P Capital IQ, the California 
Department of Insurance, California Fair Access 
to Insurance Requirements Plan, the US Census 
Bureau, and California Department of Forestry 
and Fire Protection. 

when homeowners are already struggling to aford 
insurance. 

To strengthen long-term resilience, California 
could focus on two strategic areas: First, it could 
improve insurance coverage through active risk 
reduction. Potential levers include updating 
infrastructure and building codes, integrating 
risk into land use planning, and further scaling 
vegetation management near the wildland–urban 
interface. Second, the state’s stakeholders could 
seek to better optimize risk ownership and risk 
fnancing to provide fnancial coverage on a larger 
scale. Measures could include expanding access to 
alternative capital, rebalancing risk through public– 
private mechanisms, and supporting innovation 
in insurance products that reward proactive risk 
mitigation. As ongoing market reforms go into 
efect, aligning premiums more closely and swiftly 
with underlying risk could also help strengthen 
the insurance system’s fnancial sustainability and 
reinforce incentives for risk reduction. 

National Interagency Fire Center; Zhiyun Li and William Yu, “Economic impact of the Los Angeles wildfires,” University of California, Los 
Angeles Anderson School of Management, March 3, 2025. 
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Given the high level of risks, the large geographical 
footprint, and the amount of capital at stake, making 
progress will require a large-scale concerted 
efort. A successful efort would protect many more 
Californians and could become a “lighthouse” for 
other states and countries facing extreme events. 

The Los Angeles wildfres magnify 
structural market challenges 
In January 2025, Los Angeles experienced the most 
catastrophic wildfre disaster in its history. The fres 
burned more than 50,000 acres, claimed at least 
29 lives, and destroyed upward of 16,000 structures.2 

Insured losses are projected at $35 billion to 
$45 billion.3 

California has responded to the unprecedented 
devastation with a concerted recovery efort. Within 
30 days after the wildfres, hazardous debris was 
cleared from more than 9,000 properties afected 
by the Eaton and Palisades fres, the fastest 
removal operation in US history.4 Governor Gavin 
Newsom issued executive orders suspending 
permitting and environmental review requirements 
under the California Environmental Quality Act and 
the California Coastal Act, a move the governor’s 
ofce has described as “cutting red tape to rebuild 
Los Angeles faster and stronger.”5 In addition, the 
state enacted a $2.5 billion relief package to bolster 
emergency response, accelerate recovery, and 
support wildfre preparedness initiatives.6 

Insurers have already paid out more than $20.4 billion 
in claims as of July 2025,7 critical capital that 
thousands of homeowners and businesses need to 
begin recovery. Reinsurers may ultimately cover 10 to 
20 percent of this amount.8 However, the fres have 
also reinforced deeper structural strains in the market. 

The state’s market for homeowners insurance faces 
three key challenges. 

Historical constraints on risk-based pricing 
As climate risk intensifes and disasters grow 
in scale, insurance pricing that better refects 
the evolving nature of risk and associated costs 
could create more transparency on the true level 
of risk exposure and help to promote market 
participation by insurers. However, California’s 
regulatory framework, including Proposition 103, 
has constrained the ability of insurers to adjust 
premiums as the underlying nature of the risk 
evolves. 

As one example, Proposition 103 requires the 
state’s Department of Insurance to hold a hearing 
on proposed rate increases above 7 percent for 
personal lines upon a timely request.9 In rate flings 
from 2010 to 2023, many insurers repeatedly 
requested increases just below the 7 percent 
threshold, suggesting that regulatory limits 
constrained fling requests even as underlying risk 
intensifed.10 

In addition, reinsurance costs, an essential 
component of insurer capital, have nearly doubled 
since 2017, with a 35 percent spike in 2023 alone.11 

Until recently, to protect consumers against 
signifcant rate increases, California regulations 
prevented insurers from incorporating these rising 
costs into their rates, hindering their ability to price 
risk into policies for fre-prone regions. 

California historically required insurers to base their 
rates on past wildfre losses, essentially prohibiting 
the use of forward-looking catastrophe models and 
excluding reinsurance costs from rate flings.12 Over 
the past several years, these restrictions helped 
preserve a degree of afordability for consumers in 

2 “Current emergency incidents,” California Department of Forestry and Fire Protection, accessed October 17, 2025. 
3 Zhiyun Li and William Yu, “Economic impact of the Los Angeles wildfires,” University of California, Los Angeles Anderson School of 

Management, March 3, 2025. 
4 “Los Angeles wildfire hazardous debris cleanup reaches substantial completion in record time,” Government of California, February 25, 2025. 
5 “Here are all the actions Governor Newsom has taken in response to the Los Angeles fires,” Government of California, January 24, 2025. 
6 “Here are all the actions Governor Newsom has taken in response to the Los Angeles fires,” Government of California, January 24, 2025. 
7 “LA County wildfire claims tracker,” California Department of Insurance, accessed July 31, 2025. 
8 Steve Evans, “LA wildfires: Gallagher Re estimates industry insured losses at $20bn to $30bn,” Artemis, January 17, 2025. 
9 “Article 10: Reduction and Control of Insurance Rates,” in Division 1, Part 2, Chapter 9 of the California Insurance Code. 
10  “Rate filing approvals,” California Department of Insurance, accessed October 17, 2025. 
11 Guy Carpenter U.S. Reinsurance Property Rate on Line Index. 
12 “Catastrophe modeling and ratemaking,” California Department of Insurance, November 13, 2024. 
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the short term, but they also prevented premiums 
from keeping pace with rapidly increasing 
wildfre risk, higher reinsurance costs, and rising 
construction expenses.13 For reference, the average 
annual homeowners insurance premium in California 
was estimated at $1,700 in 2023, below the national 
average of $1,800 and signifcantly lower than other 
states with high-risk profles such as Florida,14 where 
annual premiums were more than $3,600, on average.15 

The landscape began to shift in December 2024. 
California launched the Sustainable Insurance 
Strategy, which now permits the use of modern 
forward-looking wildfre risk models and state-
specifc reinsurance costs in rate flings—provided 
that insurers continue to write policies in wildfre-
prone areas.16 The California Department of 
Insurance recently approved several of these 
models for use, marking an important step toward 
better aligning premiums with the fast-evolving 
wildfre risk.17 As rates begin to better refect current 
and near-term risk conditions, adjustments are likely 
to occur gradually through the regulatory process. 
Further, the state has continued to expand a set 
of reforms to broaden FAIR Plan coverage (such 
as including coverage for manufactured homes), 
increase transparency, and strengthen oversight to 
support long-term market stability.18 

Mounting strain on the state’s FAIR Plan 
Even before the 2025 wildfres, California was 
experiencing a steady reduction in private insurer 
participation, particularly in high-risk wildfre zones. 
Following the 2017–18 fre seasons—which included 
the Thomas, Atlas, Tubbs, Camp, and Woolsey fres 
that triggered more than $30 billion in insured 
losses—major carriers began scaling back or exiting 
portions of the homeowners insurance market.19 The 
trend continued through subsequent fre seasons in 
2020 and beyond. As a result, from 2019 to 2024, 
more than 100,000 homeowners lost coverage due 
to carrier exits and nonrenewals.20 

With private capital pulling back, more homeowners 
have turned to the California FAIR Plan.21 Originally 
established to provide temporary coverage to those 
unable to obtain insurance through the private 
market, the FAIR Plan is carrying a growing share of 
the market’s wildfre risk: Its total exposure nearly 
quintupled over the past fve years, reaching $700 
billion in September 2025, with about 650,000 
policies in force and nearly $2 billion of premiums 
collected (Exhibit 1). It is now the largest residual 
insurance market in the country, surpassing 
Florida’s Citizens Property Insurance Corporation.22 

Enrollment in the highest-wildfre-risk areas has 
grown 12 times faster than in the lowest-risk zones 
during this period, further concentrating risk within 
the FAIR Plan.23 

13 Mukesh Kumar et al., “Compounding effects of climate change and WUI expansion quadruple the likelihood of extreme-impact wildfires in 
California,” npj Natural Hazards, 2025, Volume 2, Number 17; McKinsey analysis of National Association of Insurance Commissioners and 
DGS California Construction Cost Index data. 

14 Carolyn Kousky and Lori Medders, The evolution of Florida’s public-private approach to property insurance, Florida Policy Project, May 7, 
2024. 

15 McKinsey analysis of National Association of Insurance Commissioners Homeowners Insurance Reports and US Census Bureau data. Florida 
is, of course, exposed to different types of risk, and some of that high cost has also been driven by the rising cost of litigation in the state. 

16 “Sustainable insurance strategy,” California Department of Insurance, updated July 1, 2025. 
17 “Insurance model advisor and pre-application required information determination procedure,” California Department of Insurance, accessed 

October 21, 2025. 
18 “Commissioner Lara continues expanding insurance coverage options and increasing accountability with bold overhaul of insurance-

industry-run FAIR Plan,” California Department of Insurance, June 25, 2025. 
19 Anthony Cappelletti, “The increasing risk of wildfire catastrophes,” Society of Actuaries, June 2019. 
20  Megan Fan Munce and Sriharsha Devulapalli, “California insurance crisis: Map shows which areas are hardest hit by nonrenewals,” San 

Francisco Chronicle, updated November 26, 2024. The analysis was based on data submitted to the state by the ten largest home insurance 
companies in the state only. 

21 California FAIR Plan Property Insurance data; Sarah Atkinson, “LA fires: It’s time to rethink risk mitigation to save California’s home insurance 
market,” SPUR, January 16, 2025. 

22 “Key statistics & data,” California FAIR Plan Property Insurance, updated September 2025. 
23  “Key statistics & data,” California FAIR Plan Property Insurance, updated September 2025. 
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Exhibit 1 

As of September 2025, California FAIR Plan exposure has grown from 
about $150 billion in 2020 to about $700 billion. 

California FAIR Plan total exposure,1 $ billion 

Exposure growth 
beyond 2020 levels

2020 exposure 

1 California FAIR Plan ÿscal year ends in September of each year. 
Source: California Department of Insurance 

McKinsey & Company 

As the FAIR Plan assumes a greater share of the 
state’s highest-risk properties, it faces increasing 
operational and fnancial strain. Managing such 
concentrated exposure presents challenges in 
underwriting, claims capacity, and reinsurance 
procurement. The result is a potentially destabilizing 
cycle: Risk accumulates in the FAIR Plan, the 
need for reinsurance grows (and at levels that are 
more expensive to reinsure), and the funding gap 
gets worse. Under the FAIR Plan’s postdisaster 
recoupment process, participating insurers may 
bear indirect liability for FAIR Plan losses even 

if their own policyholders are unafected.24 This 
added indirect exposure may raise costs across the 
state and, in turn, lead to additional private market 
exits or a reduction in insurance availability, further 
deepening reliance on the plan and amplifying 
systemic risk. 

To address some of these pressures, the state 
recently authorized new fnancing mechanisms that 
allow the FAIR Plan to access state-backed lines of 
credit or issue bonds to help meet claims obligations 
following major disasters.25 While these tools could 

24 From the FAIR Plan website: “All licensed property/casualty insurers with basic property insurance required by Insurance Code sections 
10091(a) and 10095(a) are members of the FAIR Plan. The FAIR Plan issues policies on behalf of its member companies. Each member 
company participates in the profits, losses, and expenses of the plan in direct proportion to its market share of business written in the state.” 

25  “AB 226: California FAIR Plan Association,” CalMatters, accessed October 18, 2025. 
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ease short-term liquidity constraints by spreading 
the cost over time, they do not fundamentally 
change the plan’s fast-growing exposure. At the 
time of this article’s publication, the FAIR Plan 
submitted a proposal to increase home insurance 
rates by an average of more than 35 percent 
beginning spring 2026. 

Widening private insurance coverage gap 
Our research reveals that today, for wildfres alone, 
California’s single-family-housing market faces a 
private-insurance coverage gap of $800 billion 
to $1.3 trillion. This total includes both uninsured 
and underinsured properties and focuses only on 
single-family homes, which is a lower bound of the 
overall coverage gap.26 Roughly $300 billion of 
the total is concentrated in zones with the highest 
wildfre risk (Exhibit 2). Among these areas, the 10 
percent of households with the lowest disposable 
income27 account for $65 billion of the insurance 
gap (approximately 22 percent), underscoring the 
disproportionate burden on fnancially vulnerable 
communities.28 

This gap could widen further. FAIR Plan policies 
frequently ofer limited coverage, fewer carriers 
are willing to underwrite homes in high-risk 
regions, and construction costs continue to rise.29 

When future disasters strike, these underinsured 
regions may shift the cost of recovery from insurers 
to homeowners, communities, and the state, 
potentially eroding long-term resilience and equity 
and creating additional fscal pressure on the 
state. At the other end of the spectrum, excess and 
surplus lines have expanded at a rapid pace, ofering 
some solutions to wealthier homeowners who can 
aford higher-cost coverage from a less regulated 
market. 

Afordability pressures threaten to compound the 
problem. Homeowners insurance premiums in 
California remain, on average, below the national 
average, but the true burden emerges when it is 
measured against disposable income: The state’s 
households spent 2.7 percent on insurance in 2024, 
on average, but that rises to 4.6 percent in the 
lowest-income zip codes. As premiums climb and 
options narrow, more households may be pushed 
toward the FAIR Plan or out of the insurance market 
altogether. This trend could deepen coverage gaps, 
limit fnancial protection, and boost reliance on 
public recovery funding in future disasters (such 
as the Federal Emergency Management Agency’s 
Individual Assistance program and the Small 
Business Administration’s disaster loan program), 
which tend to be limited for individuals.30 

26 Numbers are rounded. Underinsurance occurs when the insured value of a home does not fully reflect the actual cost to rebuild in the 
event of a total loss. McKinsey analysis of California Department of Forestry and Fire Protection, US Census Bureau, Homelight, California 
Department of Insurance, Next 10, Fixr, American Housing Survey, LendingTree, and United Policyholders data. 

27 Lowest quartile of household disposable income or less than $51,000. 
28 Geospatial analysis based on wildfire risk data from Wildfire Risk to Communities and the California Department of Forestry and Fire 

Protection, demographic data from the US Census Bureau, California Department of Finance data, insurance exposure data from the 
California Department of Insurance, LendingTree data, and construction costs from Next10.org, Fixr, American Housing Survey, and 
Homelight. 

29 DGS California Construction Cost Index. 
30 “Individual assistance,” Federal Emergency Management Agency, updated June 4, 2025; “Disaster assistance,” US Small Business 

Administration, accessed October 17, 2025; “Estimates,” California Department of Finance, updated 2025; “Wildfire risk information 
reporting,” California Department of Insurance, updated July 7, 2025. 
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Sacramento

Los Angeles

Exhibit 2 

The $300 billion insurance coverage gap in highest-wildÿre-risk areas 
disproportionately a’ects lowest-disposable-income households. 

Insurance gap1 for low-income2 highest-wildÿre-risk3 homes in California, 2024 

Disposable income4 
range in highest 
wildÿre risk area 

<$51,000 
$51,000–$64,000 
$64,001–$87,000 

>$87,000 

Sacramento 

San $65 billion 
Francisco Share of coverage gap 

a�ecting lowest-income, 
San Jose highest-risk householdsSan Jose 

Los Angeles 

Miles0 100 

San Diego 
1 Homes without insurance or that are underinsured. 
2Lowest quartile of disposable income. 
3Highest quartile of wildÿre risk to homes. 
4Money available to spend or save after deducting mandatory taxes and other legally required deductions. 
Source: California Department of Insurance; Yanjun Liao et al., “Insurance availability and a�ordability under increasing wildÿre risk in California,” Resources for 
the Future, November 2022; Moody’s; US Census Bureau; McKinsey analysis 

McKinsey & Company 

7 



Forging a resilient future for California’s homeowners and insurers

  
 

 

 

 

 

 
 
 
 

 
    

 
 

 

 

 

 
 

Actions to strengthen the 
insurance market 
California’s private homeowners insurance market 
currently faces a total coverage shortfall of 
$1.35 trillion to $2.00 trillion—the $800 billion 
to $1.3 trillion private insurance coverage gap for 
single-family properties as well as the potential 
FAIR Plan exposure of $550 billion to $700 billion. 
Within this broader gap, approximately one-third 
of the total exposure is especially urgent.31 Many of 
these homes belong to lower-income households 
that are the least able to absorb losses or to higher-
income FAIR Plan policyholders whose needs 
exceed the plan’s coverage caps.32 

Of this high-risk segment, FAIR Plan policies 
generated about $2 billion in annual premiums as 
of September 2025, equating to an exposure-to-
premium ratio of just 0.28 percent,33 well below the 
1.5 to 2.0 percent seen in other high-risk states 
such as Florida.34 Detailed, granular catastrophe 
modeling and actuarial analyses would be required 
to determine the exact ratio. This shortfall suggests 
that restoring system stability and protecting the 
most vulnerable homeowners in California may 
require $8 billion to $10 billion in additional annual 
premiums—a 50 to 65 percent increase over the 
current homeowners insurance market.35 

But raising premiums alone will not close the gap: 
As premiums increase, the price elasticity of the 
demand could cause some homeowners to drop 
their coverage as it thus becomes more costly. 
Strengthening California’s insurance market will 
require targeted eforts to materially reduce risk, 
rebalance exposure, and attract private capital into 
high-risk regions. Drawing on lessons from other 

states and countries, California could consider 
two strategic areas of focus: improving insurability 
through active risk reduction and optimizing risk 
ownership and fnancing. 

Improving insurability through 
active risk reduction 
The state could continue to modernize its 
infrastructure and building standards (a process 
begun this year), consider wildfre risk more 
systematically in land use decisions, and secure 
more funding for mitigation eforts. 

Update infrastructure and building standards. 
Stakeholders could seek to expand adherence 
to wildfre-resistant building codes. Homes built 
according to the state’s Chapter 7A building 
standards have up to 40 percent lower rates of 
wildfre loss. However, these guidelines apply only 
to new constructions,36 and nearly 95 percent 
of homes damaged in the 2025 Palisades fre 
were built before Chapter 7A’s implementation in 
2008.37 The state could align enforcement across 
jurisdictions to ensure adoption for all homes. 

For existing homes, basic mitigation measures 
(such as ember-resistant vents and defensible 
space) can cost $10,000 to $15,000 for a typical 
2,000-square-foot home, while comprehensive 
retrofts can be as much as $100,000, depending 
on the upgrades needed.38 Retroft solutions with 
fnancing mechanisms (for example, Mello-Roos 
districts or property-based loans and targeted 
subsidies could help homeowners ofset costs and 
retroft aging housing stock). Banks could ofer 
dedicated risk-mitigation loans to spread costs over 
time, which could promote risk reduction. 

31 “Key statistics & data,” California FAIR Plan Property Insurance, updated September 2025. This total includes the $550 billion excess 
FAIR Plan exposure above 2020 levels of $150 billion, which private insurers have increasingly declined to cover as well as underinsured or 
uninsured properties concentrated in the highest-wildfire-risk zones. 

32 McKinsey analysis of California Department of Forestry and Fire Protection, US Census Bureau, Homelight, California Department of 
Insurance, Next 10, Fixr, AHS, LendingTree, and United Policyholders data; “Key statistics & data,” California FAIR Plan Property Insurance, 
updated September 2025. 

33 “Key statistics & data,” California FAIR Plan Property Insurance, updated September 2025. 
34 McKinsey analysis of BankRate data. 
35 S&P Capital IQ. 
36 Patrick W. Baylis and Judson Boomhower, Mandated vs. voluntary adaptation to natural disasters: The case of U.S. wildfires, NBER Working 

Paper Series, number 29621, December 2021. 
37 Matthew Zeitlin, “California has America’s strictest wildfire code,” Heatmap, January 16, 2025. 
38 Kimiko Barrett and Stephen L. Quarles, Retrofitting a home for wildfire resistance: Costs and considerations, Headwaters Economics, 

spring 2024. 
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In addition, the state could encourage insurers to 
support homeowners’ mitigation eforts through 
premium credits tied to resilience measures and 
carrier-funded, property-level risk reduction 
services. Insurers could collaborate with state 
stakeholders to jointly develop standardized, 
verifed data sets to track defensible space, home 
hardening, and Chapter 7A compliance as well as to 
integrate mitigation into underwriting decisions. For 
example, Australia launched a Bushfre Resilience 
Rating Home Self-Assessment app that provides 
insurers access to granular data to inform discounts. 

California has recently taken steps to require its 
Department of Insurance to periodically review 
home-hardening and risk-reduction measures. The 
impact of these eforts will depend on how fully they 
are integrated into insurers’ rate-setting practices 
and whether they create meaningful incentives for 
many homeowners to invest in mitigation.39 

Further integrate wildfre risk into land use 
planning. Some communities, such as Boulder 
County, Colorado, have incorporated wildfre risk 
into area planning and zoning updates. Altadena, 
California, followed suit in April 2025.40 As California 
seeks to increase its housing stock,41 integrating 
this consideration into planning decisions can 
help direct investments toward safer, more 

resilient areas. Expanded use of risk-informed 
planning tools, such as wildfre hazard maps, 
satellite imagery, defensible-space scoring, and 
land suitability assessments, could help local 
governments better align growth with long-term 
resilience. 

Increase investments in long-term mitigation and 
improve coordination across jurisdictions. California 
currently partners with the federal government 
to make land less susceptible to wildfres, but 
estimated additional investment needs range from 
$5 billion (focused on the highest-risk zones) to $17 
billion (focused on expanded treatment zones).42 

Consistent funding would enable the state to scale 
up vegetation management and forest treatment 
projects, especially in areas where wildland and 
urban areas intersect. 

In addition, past mitigation eforts have faced 
challenges because of fragmented land ownership, 
long-term funding commitments, and permitting 
complexities.43 To accelerate progress, California 
could explore preapproved treatment zones, expand 
cross-jurisdictional partnerships, and provide local 
governments with technical and fnancial support 
to implement fuels management. Strengthening 
collaborative agreements across state, federal, 
tribal, and private landowners—for example, through 

Strengthening California’s insurance 
market will require targeted eforts 
to materially reduce risk, rebalance 
exposure, and attract private capital 
into high-risk regions. 

39  “AB 1: Residential property insurance: wildfire risk,” CalMatters, accessed October 18, 2025. 
40 “West San Gabriel Valley Area Plan,” LA County Department of Regional Planning, accessed October 17, 2025. 
41 California YIMBY. 
42 David Wear, Matthew Wibbenmeyer, and Yuqi Zhu, The costs of achieving forest resilience in California, Resources for the Future, January 

2025. 
43 “Agreement for shared stewardship of California’s forest and rangelands between the state of California, and the USDA, Forest Service 

Pacific Southwest Region,” Government of California, August 12, 2020; “California launches streamlined online permitting process to fast-
track critical wildfire safety projects,” California Governor’s Office of Emergency Services, April 17, 2025. 
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shared stewardship frameworks or anchor forest 
partnerships—may also help overcome coordination 
hurdles without requiring structural changes in land 
ownership or governance. 

Optimizing risk ownership and fnancing 
Innovative tools and product design have the 
potential to alter the distribution of risk, improve risk 
fnancing efciency, and increase market stability. 

Balance risk ownership through public–private 
mechanisms. The state’s stakeholders could 
apply lessons from other models. For instance, 
California could consider establishing a public– 
private reinsurance partnership, patterned after 
some design components of Florida’s Hurricane 
Catastrophe Fund, as a public backstop for extreme 
wildfre losses to reduce tail risk, attract private 
capital, and support private insurer participation in 
high-risk areas. 

Alternatively, California could consider public– 
private models, similar to the US Terrorism Risk 
Insurance Program, the UK Flood Re program, and 
Japan’s Earthquake Reinsurance scheme. California 
could encourage participation in high-risk areas 
by applying a predefned, layered risk-sharing 
structure, in which the state would be responsible 
for the most extreme losses in the plan—a portion of 
which would ultimately be covered by all taxpayers 
over time. This initiative could complement the 
existing California Wildfre Fund, which reimburses 
eligible claims arising from wildfres caused by 
utilities. Recently, the state has moved to expand 
this fund and commissioned a review of broader 
catastrophe-fnancing models to distribute future 
losses more equitably across stakeholders.44 

Foster innovation in insurance product design. 
Emerging models that reward proactive risk 
reduction could be further explored. For example, 
a novel wildfre-resilience insurance policy ofers 
lower premiums and deductibles by linking pricing to 
ecological forest-management practices that help 
mitigate fre risk.45 These types of policies reinforce 
the value of coordinated land management, provide 
a potentially scalable path to maintain coverage 

in fre-prone zones without expanding building 
restrictions, and create a space for insurers to 
explore new products that refect community-level 
risk reduction. 

Attract alternative capital to expand coverage 
capacity. Index-based fnancial products such as 
catastrophe bonds (used by states such as Florida 
and Louisiana) and parametric insurance (part of 
Boulder County’s wildfre pilot and New York City’s 
food program) could increase access to capital 
markets, enable faster payouts, and reduce reliance 
on traditional indemnity-only models. Their adoption 
in California has been limited by challenges in 
accurately modeling wildfre frequency and severity 
as well as by the basis risk inherent in parametric 
design, which employs an externally measurable 
event, independent of loss, to trigger insurance 
payments. More granular, real-time data coupled 
with models that use this information to more 
accurately estimate uncertainty could help unlock 
the full potential of these instruments. 

Potential next steps 
As a starting point, stakeholders could pursue three 
steps to chart a path for California’s homeowners 
insurance market: 

1. Quantify total cost of risk. Gaining alignment on 
the total cost of risk could ofer a valuable lens 
when assessing potential levers. This analysis 
could focus solely on wildfres or include all 
natural disasters to support more-informed 
capital allocation decisions. How much is at 
stake, in which areas, and why? 

2. Prioritize risk reduction investments with higher 
economic return or social impact. Stakeholders 
could assemble a portfolio of risk reduction 
actions and prioritize them using criteria such 
as defned return on investment, required 
investment, feasibility of implementation, and 
time to impact. 

3. Evaluate risk fnancing and residual coverage 
options and implement a comprehensive 

44  “Executive Order N-34-25,” State of California, September 2025. 
45 “First ever wildfire resilience insurance policy written and placed,” University of California, Berkeley Law, April 2025. 
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solution. Stakeholders could identify and assess 
mechanisms to expand the fnancing of residual 
risk, particularly for properties that are unlikely 
to be served by the private market under current 
conditions. Stakeholders could also defne 
optimal models based on afordability, risk 
transfer efciency, and long-term sustainability, 
among other factors. Increased transparency 
on the roles of public and private entities in 
sharing extreme loss risk could help stabilize 
expectations and reduce uncertainty about who 
ultimately bears the cost. 

California stands at a pivotal moment in its eforts 
to stabilize its homeowners insurance market. 
The growing frequency and intensity of natural 
disasters have exacerbated longstanding structural 

challenges, including underpriced risk, inadequate 
capital, limited coverage options, and a segment 
of households that can’t aford insurance. Left 
unaddressed, these issues could compound 
over time, placing greater fnancial pressure on 
households, insurers, and the state. 

Building a more stable and resilient insurance 
market, which supports economic growth and social 
balance, will likely require a combination of sustained, 
large-scale investment in risk reduction and updated 
mechanisms for fnancing and catastrophic risk 
sharing. Together, the considerations outlined here 
could better protect communities, stabilize the 
market, and position California as a global leader in 
climate adaptation for wildfre-prone regions. Given 
the pace and scale of recent wildfre events, the 
urgency to act has never been greater. 
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