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Abstract
This paper provides evidence on the price and perception of rare natural disasters. We exploit a
unique, spatially extremely detailed, dataset on predicted flood water levels in the Netherlands. This
dataset, in combination with information on the universe of home sales over the period 1999 – 2011,
allows us to identify people’s willingness to pay to avoid flood risk using a border discontinuity
design. We find that house prices are on average 1% lower in places that are at risk of flooding. This
flood risk discount is more pronounced in neighborhoods with higher predicted flood water levels.
Our estimates imply that average perceived flood risk in the Netherlands is much higher than the
official protection levels at which the government claims to uphold the country’s flood defences.
People expect a flood to happen at least once every 100 years. Depending on the predicted flood
water level in their neighborhood, people in flood prone areas are willing to pay 9% – 36% more for
their flood protection than what the Dutch government currently spends on it. (JEL: D8, Q54, R21)
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