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Office of the Minister of Finance and Minister Responsible for the Earthquake Commission 

Chair, Cabinet Economic Development Committee 

 

Property Insurance Markets: Update and Next Steps 

Proposal 

1. This paper provides information on: 

a. the Government’s work programme to investigate issues of property insurance pricing 
and access and, if required, potential policy interventions, and 

b. other insurance-related initiatives and wider risk-management activities underway 
across government. 

2. The Cabinet Economic Development Committee (DEV) discussed insurance issues in May 
2019 and requested information on the matters in this paper.  

Executive Summary 

3. New Zealand’s property insurance markets (residential, commercial and multi-unit buildings 
(MUBs)) are undergoing significant changes. There appear to be large price increases and 
challenges accessing insurance in some areas and for certain property types.  

4. Use by insurers of more risk-based pricing appears to be making it more difficult for property 
owners to obtain insurance. If these trends reduce the uptake of property insurance, it could 
reduce the effectiveness of insurance at managing the cost and impact of natural hazards. 
Widely-held property insurance helps manage the social and economic costs for property 
owners, and potentially fiscal costs for the government if called upon, in the event of a natural 
disaster. However, insurance pricing that reflects risk can play a role in providing incentives to 
mitigate risk over time – but this may be limited, if the factors driving insurance premium 
increases are not well-known or understood by decision makers.   

5. I have directed the Treasury to investigate pricing and access issues in property insurance 
markets (residential, commercial and MUBs) and what, if any, policy interventions are 
required. The issues, and the levers available to government to address them, may be 
different for each of these markets. I will report back to DEV in  on the extent 
and cause of changes in property insurance markets,

6. The first stage of the Treasury’s work will be to obtain more comprehensive information on the 
extent of the changes in the residential and commercial property insurance markets and the 
drivers behind them. It will also look at MUBs that have characteristics of both markets. The 
Treasury will then develop advice on options. 

7. Issues in property insurance markets could be a symptom of broader issues with the risk 
management framework. The Ministerial Group on Community Resilience (including the 
Ministers of Finance, Local Government, Civil Defence, Climate Change and Land 
Information) is coordinating cross-government work to reduce risks associated with natural 
hazards, including adaptation to climate change in order to build resilience in New Zealand 
communities.   

[33]
[33]
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8. Insurance is one aspect of natural hazard risk management, alongside a range of other 
initiatives designed to avoid, control/reduce, transfer, and accept risk (the ACTA framework). 
These initiatives are set out in Annex 1, and include, for example, work on insurer conduct 
and culture, and the review of insurance contract law. I intend to lead ministerial coordination 
on insurance markets issues with the Minister of Commerce and Consumer Affairs.  

New Zealand’s property insurance markets are undergoing significant changes 

9. New Zealand’s residential, commercial and MUBs property insurance markets are undergoing 
a period of change. Residential insurance, above the Earthquake Commission (EQC) cap, is 
largely provided directly by New Zealand-based (onshore) insurers. Commercial property 
owners negotiate their own insurance through both onshore and offshore brokers (the EQC 
does not participate in this market). Insurance arrangements for MUBs have characteristics of 
both the residential and commercial insurance markets. The issues, and the levers available 
to government to address them, may be different for each of these markets. This paper sets 
out a work programme covering the issues and options in the residential, commercial and 
MUBs insurance markets. 

10. There is no comprehensive information on the size and extent of the changes that have 
occurred in property insurance markets. There is evidence that some residential property 
owners and MUBs are experiencing significant premium increases, or are having difficulty 
securing property insurance cover. Wellington properties, particularly MUBs, appear to be 
facing the most acute insurance issues at this stage. Two case studies provided in Annex 2. 
The Insurance Council of New Zealand (ICNZ) has confirmed that all major insurers are 
continuing to offer residential and contents cover in Wellington. But it has also stated that 
MUBs are considered commercial buildings, presenting a single, complex risk from an 
insurance perspective, so insurers will look at MUB risk differently to a stand-alone house, and 
price it accordingly.   

11. Several factors are likely to be contributing to insurer pricing and selection changes. In 
particular, risk-models are becoming more sophisticated, which is improving the ability of 
reinsurers and insurers to price risk more granularly, and reducing the cross-subsidisation of 
risk between higher and lower risk properties. Insurers face incentives to accurately price risk 
due to a desire to contain loss ratios to ensure profitability. Competition between insurers and 
reinsurance requirements are also likely to incentivise pricing risk accurately. New information 
about risk is also affecting how insurers understand and price risk (e.g. the damage caused by 
liquefaction in the Christchurch 2011 earthquake and the performance of some MUBs in the 
Kaikōura 2016 earthquake). In addition, there may be other contributing factors, such as 
segregation or aggregation of risk by brokers to increase buying power and reduce broker 
fees and insurers’ preferences for diversified portfolios. 

12. All else being equal, the number and type of properties affected by insurance premium 
increases and accessibility issues is likely to grow. As knowledge and the ability to model risks 
increases, including risks exacerbated by climate change (e.g. flooding, storm, wildfire), 
insurance is likely to be priced at a more granular level to reflect these risks.  

13. Against this backdrop of change, it appears that there remains good capital availability for 
New Zealand risk in global reinsurance markets. For example, in recent weeks the EQC was 
able to secure increased cover as part of its 2019/20 reinsurance programme, and has also 
been able to purchase a portion of its programme on a multi-year basis. Given the critical 
importance that reinsurance plays in offsetting some of the EQC and the Crown’s financial risk 
from natural hazard perils, the EQC and its broker closely monitor developments in global 
reinsurance markets.  
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14. The EQC has ongoing engagement with its reinsurer panel in order to further develop its 
understanding of the relative weights reinsurers give to the key variables of hazard 
vulnerability, the probability of loss (and the probable maximum loss), and the value of 
properties at risk, when pricing risk. Understanding the relationship between risk and price 
should provide useful information on which the prioritisation of potential government 
responses can be considered. 

The changes in property insurance markets create challenges for managing risk 

15. Widely-held property insurance helps manage the social and economic cost of natural hazard 
events for property owners and communities. It also lowers the potential fiscal costs for the 
government to facilitate recovery. Property insurance may also reduce the secondary social 
impacts of natural hazard events (e.g. lessening mental health impacts).  

16. Property insurance also has wider economic benefits by providing the confidence necessary 
for economic activity and investment (e.g. banks require evidence of insurance coverage to 
lend on properties which, all other things being equal, enables greater investment in 
residential and commercial buildings). If property insurance becomes unaffordable or 
unavailable in certain areas, there may be wider social implications (e.g. reduced mobility 
where homeowners face difficulties selling their properties, or commercial investment is 
slowed). Such issues are arising for MUBs, which under the Unit Titles Act 2010 are required 
to insure to their full insurable value. 

17. Risk-based pricing can play an important role in incentivising risk mitigation measures. 
However, significant property insurance premium increases and difficulty obtaining property 
insurance in higher-risk locations could lead to lower levels of insurance uptake, reducing the 
benefits of risk transfer as a means of managing the potential for financial losses in natural 
hazard events.  

The issues in insurance markets highlight wider risk management issues and trade-offs  

18. There are a range of challenges and opportunities for improving the management of risk in 
New Zealand. Better risk management (i.e. reducing risk or the impact of a risk materialising) 
puts downward pressure on insurance premiums and maintains or improves insurance 
availability.  

19. Insurance is just one aspect of the broader natural hazard risk management framework. 
Insurance spreads the financial cost of uncertain natural hazard losses over time via pre-
funding arrangements with risk capital markets or risk pools. Reducing risk therefore reduces 
the cost of insurance (and conversely, poor risk management increases the cost of 
insurance). Some of the wider issues and trade-offs in the risk management framework are 
outlined in a later section of this paper. 

I have requested information and advice on changes in property insurance markets  

20. I have directed the Treasury to investigate pricing and access issues in property insurance 
markets (residential, commercial and MUBs) and what, if any, policy interventions are 
required.  

21. The impact of future climate change on property insurance markets will be considered at a 
later stage. While climate change will challenge the insurability of properties exposed to risk 
exacerbated by climate change, those future risks are not yet reflected in current insurance 
premiums (or availability). If priced appropriately, insurance premiums reflect the risk for the 
term of the policy (usually one year), and do not indicate how risk will evolve over time. 
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Objective 1: Obtain comprehensive information on the scale, extent and cause of insurance pricing 
availability 

22. To inform decisions on interventions, I have directed the Treasury to obtain more 
comprehensive information on the scale, extent, and cause of insurance pricing and 
availability. At this stage the Treasury intends to collect as much of the following data as 
practicable:  

 the number of residential properties, and the number of insured residential properties by 
region, for the purpose of assessing current insurance uptake levels, 

 residential insurance pricing averages for New Zealand (with regional split), and specific 
data on properties with a premium to property value ratio above a specified level, for the 
purpose of assessing the prevalence of high pricing and the locations where it is 
occurring, 

 commercial property insurance pricing averages for multi-story buildings in Auckland and 
Wellington, 

 case studies for residential, commercial and multi-unit buildings’ experiences obtaining 
insurance, 

 information on risk modelling used by insurers in assessing risk, and relative risk ratings 
of residential, commercial and multi-unit buildings in New Zealand, for the purpose of 
better understanding how risk is priced by insurers, 

 fixed price sum-insured for residential properties and estimated rebuild cost for those 
properties, and any specific conditions or clauses related to insurance cover for natural 
hazards impacts in particular, to assess the level of underinsurance for natural disasters 
in New Zealand, 

 the EQC’s estimated risk (and share of risk compared with private sector insurers) from a 
Wellington reference event, to assist understanding of insurance pricing changes in 
Wellington, 

 for each New Zealand insurer, their reinsurers and risk share, and risks covered by 
reinsurance, for the purpose of assessing whether insurance pricing and access issues 
are being driven in part by reinsurance availability and pricing, and 

 information on the impact of insurer and reinsurer capital settings on the operation of 
insurance markets. 

23. The Treasury intends to source the above data from the EQC, Statistics New Zealand, the 
Reserve Bank of New Zealand, insurers, insurance brokers, body corporates, residents’ 
associations and private sector property data suppliers and risk modellers like Quotable 
Value, CoreLogic, RMS, AIR and Minerva (for risk). Obtaining better information about 
insurance markets and risk aligns with the EQC’s Readiness Strategy. Information about 
insurance market changes is important for informing the costs and benefits of potential 
intervention options (e.g. cost benefit analysis between the Crown taking on more risk funded 
by reinsurance in comparison to greater access and/or lower premiums as a result of less risk 
transfer).  

24. There is a risk that it will not be possible for the Treasury to obtain comprehensive data in 
some of the areas listed above. Therefore, the Treasury may need to provide advice using 
estimations based on limited data sets or by compiling anecdotal information from 
engagement with market participants.  
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Objective 2: Develop options for insurance market interventions to improve residential, commercial 
and multi-unit building insurance uptake and accessibility, if considered necessary 

25. The Government has a broad range of options for improving residential, commercial and 
multi-unit building insurance uptake. The Treasury will provide a high-level overview of options 
to explore further in late 2019, including international precedents, once more information on 
the scale, extent and drivers of the changes in residential, commercial and MUBs insurance 
markets is known, and problems justifying government intervention are identified. 

26. To make natural hazard insurance for residential, commercial and MUBs more widely held, 
any successful intervention must increase either or both of the supply of, and demand for, 
natural hazard insurance. The categories of options below are adopted from the 2018 OECD 
report on the financial management of earthquake risk and primarily relate to residential 
insurance. As noted, the issues, and the levers available to government to address them, may 
be different for each of residential, commercial and MUBs insurance markets (e.g. for policy 
reasons the Government might prefer a lower level of intervention in relation to commercial 
property insurance, as compared with residential and MUB insurance). The measures below 
vary in their influence and in some cases they are outweighed by actions taken in the broader 
risk management framework, such as building regulation.    

Option How it improves residential 
insurance uptake 

New Zealand responses / actions 

Increasing supply of insurance 

Direct government 
provision of 
insurance or 
reinsurance. 

Improves uptake by transferring 
risk to the Crown and spreading 
the cost of insurance across a 
broader group of insureds (with 
no profit margin to compensate 
for the risks).  

EQC (note that this only applies to 
residential properties). 

Government-owned Kiwibank sells 
Ando/Hollard property insurance, but 
Kiwibank is not an insurer in the 
sense that it does not price risk or 
accept liability for that risk. Like all 
major banks in New Zealand, 
Kiwibank is effectively an insurance 
sales agent.  

Insurer compulsion 
or regulation, 
specifying aspects of 
the coverage or 
terms of private 
insurance policies. 

Improves uptake for higher-risk 
properties by transferring risk to 
insurers who may recover some 
or all of the cost of insuring 
higher-risk properties from other 
insured customers. 

New Zealand does not require private 
insurers to provide cover.  

Better understanding 
and management of 
the risk. 

Improves uptake for properties 
which are found to be lower-risk 
than previously understood, and 
properties for which adaption 
measures have reduced the long-
term probability of loss from 
natural hazards. 

Measures include funding hazard 
research, (which reduces uncertainty, 
but can increase or decrease 
assessed risk) and better 
management of underlying hazards, 
through research on, for example, 
building performance, stronger 
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building codes, land planning rules, 
and flood protection works1.  

Improving the 
broader business 
environment. 

Improves uptake by reducing 
insurers’ costs and promoting 
competition in insurance markets. 

Through measures such as providing 
an enabling business, legal and 
regulatory environment. 

Increasing demand for insurance 

Financial support to 
take out insurance. 

Improves uptake for higher-risk 
properties (and reduces uptake 
for lower-risk properties) if it 
shares risk across all property 
owners through flat-rate pricing 
structures (e.g. EQC). 

EQC flat-rate pricing can be viewed 
as financial support for policyholders 
exposed to above-average risks. 

Buyer compulsion. Impact on uptake depends on 
how granular the price is. 

Compulsory attachment of 
government cover (EQC) to private 
cover. 

Section 135 of the Unit Titles Act 
2010 requires body corporates to 
insure to full insurable value.  

MBIE recently consulted on a 
proposal to require the offer of a 
guarantee or insurance product for all 
residential new builds and significant 
alterations.  

Better policyholder/ 
property-owner 
understanding and 
management of risk. 

Can support better understanding 
of the value of insurance to 
property owners. 

The EQC’s statutory research and 
education function. 

Improving the 
broader insurance 
consumer 
environment. 

Effective competition regulation 
and conduct regulation, i.e. 
consumer protection can improve 
pricing and attractiveness of 
insurance to consumers. 

Legislative frameworks for insurance 
and business regulation, consumer 
protection and legal and dispute 
resolution frameworks. 

 

27. As shown in the tables above, the government already intervenes in the residential insurance 
market through the EQC scheme, which both increases supply and demand of residential 
insurance. It increases supply directly through the provision of residential cover by the EQC, 
indirectly by making private top-up cover more attractive for insurers to offer, and by funding 
research that helps insurers and other stakeholders understand New Zealand risks and 
mitigations. It increases homeowner demand for disaster insurance though research and 
public education, the flat-rate pricing structure, and the requirement that EQC cover 
compulsorily attach to fire insurance. This prevents homeowners buying fire cover without 

                                                           
1 Two of the 11 National Science Challenges are focused on natural hazard risk and climate change. In addition, the EQC has a statutory 
function “to facilitate research and education about matters relevant to natural disaster damage, methods of reducing or preventing 
natural disaster damage, and the insurance provided under this Act” (s. 5(e)) 
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buying natural disaster cover. Policies that cover fire but not disaster risks are common in 
other countries.  

28. There are a number of options for alternative or new interventions that could be explored.  

 

 Government support for risk reduction and mitigation, such as building and 
strengthening community resilience to natural hazards, could ease current insurance 
price and availability pressures by mitigating the underlying natural hazard risk.  The 
Community Resilience Steering Group, led by the Department of Internal Affairs (DIA), is 
tasked with developing an all-of-government approach to community resilience in the 
face of natural hazards and climate change.  The objective of its funding and financing 
workstream is to define the roles and responsibilities of actors responding to natural 
hazards and climate change effects. Determining what criteria to apply to requests for 
assistance, and how to allocate costs between central and local government, citizens 
and the private sector, is a key facet of this work. The impact of changes to the risk 
reduction and mitigation system generally occur over the long-term. The issues often 
involve significant trade-offs between present and future costs, and decisions about how 
to allocate costs between society and private property owners. It is a long-standing 
challenge that cuts across many aspects of government policy. 

 The upcoming EQC Act review is an opportunity to consider a wider range of 
interventions for the EQC. The review will consider recommendations from the Public 
Inquiry into the Earthquake Commission, which is reporting no later than March 2020. 
The review could consider the following interventions for the EQC: increasing the EQC 
monetary cap, extending the types of properties covered by the EQC, and providing 
insurance subsidies to property owners.  

                                                           
2 There are a number of international examples that could be examined including the Turkish Catastrophe Insurance Pool (TCIP). 

[33]

[33]
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29. Any intervention in property insurance markets is likely to involve a trade-off between:  

 strong price signals provided by risk-based insurance premiums and insurance 
availability, to encourage risk reductions over time (e.g. reducing development in higher-
risk areas, or retreating from areas that are experiencing recurring losses); and  

 alleviating the cost of insurance for high-risk properties (to encourage insurance uptake) 
by redistributing the cost of risk to others such as lower-risk property owners or the 
Crown.   

30. I will report back to DEV in  on the extent and cause of changes in property 
insurance markets, and

Engagement with insurance providers 

31. In addition to the work programme set out above, the Treasury will engage with private 
insurers on other related issues. 

Provision of better information to the private and public sector 

32. The Treasury will monitor insurers’ development of information for consumers about what 
risks are considered when assessing insurance pricing. I met with ICNZ and the major 
insurers in May 2019 and invited them to progress work on improving information for 
consumers about insurance pricing changes and risk.   

33. In addition, so that insurance markets help inform wider government policies, the Treasury will 
seek to share insurers’ and reinsurers’ insights on future natural hazard insurance affordability 
and access issues and how insurers use information (including on resilience measures, and 
risk modelling to price risk) through the Community Resilience Group led by DIA. The 
Treasury and the EQC are leading the insurance markets workstream of the Community 
Resilience Group, which provides a venue for informing other agencies about the changes in 
insurance markets. 

[33]

[33]
[33]
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Barriers to new insurance product innovations 

34. The Treasury will explore with insurers whether there are barriers to new insurance product 
innovations designed for residential and commercial properties and MUBs located in places 
where natural hazard risk is high. For example, residential policies that insure for some perils 
(e.g. fire), but limit the coverage for the EQC-covered perils (e.g. earthquake) to the EQC 
monetary cap.    

Review of EQC Direct Cover 

35. The EQC Act permits the EQC to provide cover directly to residential property owners, “upon 
or subject to such conditions as the Commission thinks fit”, provided it is within the EQC 
monetary cap ($150,000 plus GST). The EQC Act does not prescribe any requirements that 
customers must meet for the EQC to issue them direct EQC cover – the policy is set by the 
EQC Board.  

36. To support, not compete with, the private insurance market the EQC has to date only provided 
cover on the basis of availability. Accordingly, the current EQC administrative practice is to 
require customers seeking direct cover to demonstrate that they are unable to obtain private 
insurance. The EQC is due to review the criteria for its Direct Cover policy later this year. It 
should be noted that, given the current low demand for this product, the EQC would need to 
invest in further underwriting capacity to support a significant portfolio of direct cover policies. 

Agencies will coordinate as required across a range of insurance-related initiatives currently 
underway 

37. The Government is currently reviewing or implementing a number of initiatives that directly 
relate to insurance markets, including the regulation of insurer conduct and central 
government risk financing. These initiatives and their potential impact on property insurance 
markets are set out in Annex 1. The agencies involved in this work are maintaining an 
awareness of the broader insurance-related initiatives and coordinating where relevant.  

38. I intend to lead ministerial coordination on insurance markets issues, as required, with the 
Minister of Commerce and Consumer Affairs. 

39. At the Wellington Insurance Forum in May 2019, organised by the Mayor of Wellington, there 
was support for establishment of a Taskforce to provide a Wellington perspective on issues in 
the insurance markets. The Taskforce has not yet been established and its structure and 
objectives have not been finalised. I am considering the most effective way for the 
Government to participate in the Taskforce, which will no doubt cover issues relevant to the 
Treasury’s property insurance markets work programme. 

Wider issues in the risk management framework contribute to property insurance premiums 
and access  

40. Issues in property insurance markets could be a symptom of broader issues with the risk 
management framework. Stakeholders, including insurers and property owners, have raised a 
range of issues which are outlined in Annex 3.  

41. The Ministerial Group on Community Resilience (including the Ministers of Finance, Local 
Government, Civil Defence, Climate Change and Land Information) is coordinating cross-
government work to reduce risks associated with natural hazards including adaptation to 
climate change in order to build resilience in New Zealand communities.  
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42. The Government has a range of levers for reducing the exposure and vulnerability of the built 
environment to natural hazards, including regulatory systems that influence where buildings 
are located and how those buildings are constructed, and government-supplied engineered 
defences (eg. stop-banks). Annex 4 sets out the institutional settings for natural hazard and 
climate change risk management.  

43. The impact of these policies generally occurs over the medium to long-term, and can affect 
both the existing and future built environment. Such policies are generally more effective at 
managing flow of new risk (eg. new housing developments) compared to managing the risk 
associated with existing development. 

44. Insurance is one aspect of natural hazard risk management, alongside a range of other 
activities designed to avoid, control/reduce, transfer, and accept risk (the ACTA framework). I 
expect the Treasury and the EQC to ensure that the work programmes being undertaken by 
other agencies in relation to natural hazard risk take into account the interaction and impact 
their initiatives will have on insurance markets. 

Consultation 

45. The following agencies have been consulted on this paper: the Department of Internal Affairs, 
the Ministry of Business, Innovation and Employment (Building and Construction, Commerce), 
the Reserve Bank of New Zealand, the Financial Markets Authority, Land Information New 
Zealand, the Ministry of Civil Defence and Emergency Management, the Ministry for the 
Environment, the Ministry of Housing and Urban Development, and the Earthquake 
Commission.  

Financial Implications 

46. There are no financial implications of the proposals in the paper.  

Legislative Implications 

47. There are no legislative implications of the proposals in the paper.  

Impact Analysis 

48. An impact analysis is not required because no regulatory changes are sought at this stage.  

Human Rights 

49. There are no human rights implications of the proposals in the paper.  

Gender Implications 

50. There are no gender implications on the proposals in the paper. 

Disability Perspective 

51. There are no disability perspective implications on the proposals in the paper. 

Publicity 

52. No announcements or publicity is planned. 
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Proactive Release 

53. This paper will be published on the Treasury’s website within 30 business days of decisions 
being made by Cabinet, subject to withholdings that are consistent with the Official Information 
Act 1982. 

Recommendations 

I recommend that the Committee: 

1. note that the residential, commercial and multi-unit building insurance market is undergoing a 
period of change, with some property owners experiencing significant premium increases 
and/or having difficulty securing property insurance cover; 

2. note that I have directed the Treasury to investigate residential, commercial and multi-unit 
building insurance pricing and access issues; 

3. invite the Minister of Finance and the Minister Responsible for the Earthquake Commission to 
report to the Cabinet Economic Development Committee in  on the extent and 
cause of changes in property insurance markets,

 

Authorised for lodgement 

 

 

 

Hon Grant Robertson     

Minister of Finance  
Minister Responsible for the Earthquake Commission      
    
 

[33]
[33]
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ANNEX 1:  Insurance-related initiatives underway across government 
 
The table below sets out current insurance-related initiatives across government and 
their potential impacts on property insurance markets.  The agencies involved in this 
work are coordinating where relevant. 
 

Initiative Impact on property insurance markets Status 
Insurance market regulation 

1. Conduct of financial 
institutions review [MBIE]. 

Could improve consumer confidence in 
insurance as a product, but may create costs 
that are passed through to premiums. 

Policy proposals 
in 2019. 

2. Work with banks and 
insurers on conduct and 
culture [RBNZ, FMA]. 

As above. Further to the conduct and culture 
review of life insurers, the RBNZ and FMA 
(FMA/RBNZ) have asked all health and 
general insurers to assess themselves against 
the conduct and culture review and the 
Australian Royal Commission. 

Implementing. 

3. Review of insurance 
contract law [MBIE]. 

As above. Legislation 
introduced by end 
2019. 

4. Implementing changes to 
financial advice legislation 
[MBIE, FMA]. 

Improved consumer confidence in financial 
advice, including where advice on insurance 
products. 

Implementing. 

5. Review of the Insurance 
Prudential Supervision Act 
[RBNZ]. 

Could improve confidence in insurer solvency, 
if higher solvency requirements are 
introduced, but may put upward pressure on 
insurance premiums. 

To begin in 
2019/20. 

Property insurance availability and pricing 

6. Obtain comprehensive data 
on changes in property 
insurance markets and 
explore intervention options 
[Treasury]. 

Will inform future interventions in insurance 
markets, which could have a significant impact 
on the risk allocation.  

7. Review of the Earthquake 
Commission Act [Treasury]. 

Could have significant impact on residential 
insurance pricing if it shifts the allocation of 
risk between the EQC and private insurers, 
the types of properties covered by the EQC, 
and the type of intervention/form the EQC 
takes. 

Public 
consultation in 
2020 or 2021. 

Government risk financing work 

8. Review of the EQC’s risk 
financing strategy [EQC, 
Treasury]. 

Could have an effect on reinsurance markets, 
with flow in effects to private property insurers 
who also purchase reinsurance. The EQC 
and the Treasury are engaging with regard to 
establishing an integrated risk financing 
framework incorporating Crown risk appetite. 
It could have an effect on reinsurance 
markets, with flow in effects to private property 
insurers who also purchase reinsurance. 

Potential advice to 
Minister in 
September 2019. 

9. Alternative risk financing 
solution for government 
agencies [MBIE, Treasury]. 

Could have an indirect effect on commercial 
insurance markets (by releasing insurance 
capacity to other parts of the market). 

Cabinet considers 
business case in 
mid-2019. 

  

[33]
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Canterbury earthquake resolution and issues 

10. The Canterbury 
Earthquakes Insurance 
Tribunal [MoJ, MBIE]. 

Improved consumer confidence in insurance 
markets by resolving outstanding insurance 
claims. 

Operational. 

11. Greater Christchurch Claims 
Resolution Service [MBIE]. 

As above. Operational.  

12. Public Inquiry into the EQC 
[Independent, for the 
Minister Responsible for the 
EQC]. 

Improved consumer confidence in insurance 
by improving the EQC’s claims management 
policies and operating structures. 

Report due by 
March 2020. 

Other insurance-related initiatives 

13. Building system legislative 
reform programme – 
develop options to grow the 
market for guarantee and 
insurance products for 
residential new builds 
[MBIE] 

Options, including potential government 
intervention, could support growth in the 
market for insurance for residential new 
builds, but may increase the upfront cost of 
building new housing. A well-functioning and 
competitive market could create incentives for 
building quality improvement, through risk-
based pricing or entry standards that limit high 
risk factors. 

Public 
consultation 
closed 21 June 
2019, with a 
finding that the 
current market is 
unlikely to support 
mandatory 
insurance for 
residential new 
builds. Further 
policy proposals 
will be developed 
in 2020.  

14. Fire and Emergency New 
Zealand Funding Review 
[DIA]. 

 

Could reduce insurance premiums if 
alternative funding streams are used or 
increase insurance premiums if alternative 
insurance-based liability mechanisms are 
used (currently Fire and Emergency NZ is 
almost entirely funded through a levy on 
property insurance). The levy is particularly 
significant for commercial properties.   

Consulting 
publicly. 
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Annex 3: Issues Raised by Stakeholders Regarding Risk Management and Insurance 

1. Issues in property insurance markets could be a symptom of broader issues with the risk 
management framework. Stakeholders, including insurers and property owners, have raised a 
range of issues which are outlined below. 

Limited information and understanding about natural hazard risk to property, and a need to 
update essential databases and models 
2. There is a general lack of information and understanding about how natural hazard risk to 

property affects insurance pricing and availability. For example, there is a disconnect between 
property owners’ and insurers’ perceptions of building risk. Some commercial property and 
apartment owners appear to use the New Building Standard (NBS) framework as primary key 
indicator of the vulnerability of a building to earthquake damage, but risk-models used by 
insurers use different indicators. Limited information and understanding about natural hazard 
risk can contribute to poor decision making and shocks about the price and availability of 
insurance.  

3. Risk-based insurance prices are derived from the process of loss modelling, therefore the 
indicators that influence insurers need to be well understood by New Zealand and international 
modellers such as AIR and RMS. These models are updated infrequently – only every ten years 
or so.  

4. There are a number of databases and models supported across government departments, CRIs 
and Crown entities that underpin the natural hazard and climate change risk management 
system, and which are critical to the loss modelling function. These databases and models are 
variably fit-for-purpose, and work is underway to understand the improvements required to 
ensure that information is both comprehensive, current and accessible, for example through 
open access. 

5. Further work is underway to improve our understanding of seismic risk in New Zealand. Central 
to this, is the update of GNS’ National Seismic Hazard Model (NSHM). The NSHM is critical to 
understanding New Zealand’s earthquake risk and it is used across the science, insurance and 
regulatory sectors. It is a fundamental input to risk modelling, the Building Code and the system 
for managing earthquake prone buildings (EPBs). . The model needs to be updated and 
implemented into regulation incorporating new knowledge gained (including from the 
Canterbury and Kaikoura events) since 2002, which was the last time the evidence base was 
incorporated in legislation.  

6. The bulk of the funding associated with the natural hazards ecosystem has been applied to 
underpinning research which is used as an input to the NSHM’s development. However, model 
development has received little support in recent years. In short, funding has been applied, in 
most part, to the model’s inputs not its outputs or development.  

7. A fit for purpose NSHM would help the EQC to understand how the national risk profile is 
changing. The NSHM underpins the EQC’s loss modelling upgrade (with funding support from 
the EQC) and, as such, may provide the New Zealand insurance community with a more 
frequent risk update cycle than the ten year update provided by international risk modelling 
providers such as AIR and RMS.  The NSHM needs to produce outputs that can be used directly 
by regulators – including MBIE for setting building standards – asset and infrastructure owners, 
land-use planners, insurers/EQC, emergency management groups and the wider community to 
help them understand their own risk profiles. 
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8. Work is underway to refresh the governance and funding around the model and its maintenance. 
MBIE will play its part to support and maintain the model going forward, however this work also 
requires support from other end users in the natural hazard community.  

9. In addition, Land Information New Zealand and the Ministry of Civil Defence and Emergency 
Management are leading work to improve the information and data needed to reduce risk from 
natural hazards, better understand property characteristics, and enhance the use of risk 
assessment and methods to better quantify risks from natural hazards. 

Competing interests and uncertainty in long-term planning 
10. New Zealand’s primary mechanism for long-term planning, the Resource Management Act, 

faces challenges in balancing development and risk management, particularly in planning for 
the long term. For example, in coastal areas where there is increasing pressure for development 
(reflected in land value) despite the risk which incentivises expensive defensive works to protect 
assets at risk.  

11. The Ministry for the Environment is currently scoping work to review the resource management 
system to improve how resource use decisions are made and implemented.  The Community 
Resilience Group work programme also includes a workstream on enabling better decision 
making in the resource management system for natural hazard risk management and 
adaptation to the effects of climate change. 

The regulation of earthquake-prone buildings targets reducing risk to life, not vulnerability to 
damage and insurability 
12. The EPB system started on 1 July 2017 and sets out a nationally consistent approach to 

managing EPBs. It applies to commercial and some multi-unit residential buildings and targets 
parts of buildings that pose the greatest risk to public safety or other property in a moderate 
earthquake event. It divides New Zealand into three seismic risk areas (high, medium, low) for 
the purpose of setting timeframes for the identification and remediation of EPBs. Territorial 
authorities are required to identify most potential EPBs within 5, 10 or 15 years (high, medium, 
low). Once a building has been determined to be earthquake-prone, timeframes for remediation 
for most EPBs are 15, 25 and 35 years respectively (high, medium, low).  

13. The new system is a recent framework, being only two years old. Work undertaken in the 
previous EPB system that is consistent with the new framework has been carried forward. 
Because of this, Wellington City is more advanced than many other areas in the identification 
and remediation of EPBs. 

14. Strengthening a building to greater than 34 percent of the NBS as required under the EPB 
system, has life safety benefits. Private benefits may accrue from earthquake strengthening, 
particularly strengthening to higher NBS levels (eg. to 67 percent NBS or above) including 
potential damage reduction and increasing the building’s insurability.  

15. The EPB system has a particular focus on increasing the life safety of Unreinforced Masonry 
Buildings, certain pre-1935 buildings, and other certain pre-1976 multi-storey concrete 
buildings. However, the commercial property market, and to a lesser extent the high density 
residential property market, is driving a higher market demand for buildings with higher NBS 
ratings than the legislated minimum, as tenants are unwilling to enter into a lease on a property 
with a low NBS rating. Prospective and current building owners, tenants and insurers make their 
own judgments about their risk tolerance. In some areas such as Wellington, owners, tenants 
and insurers are much more risk averse than the minimum requirements set out in the current 
EPB legislation. This is despite Government issuing guidance on this, for example Worksafe 
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issued a policy stating they will not enforce a higher standard for owners or occupiers of 
earthquake-prone buildings under the Health and Safety at Work Act 2015. 

16. MBIE are working with Engineering New Zealand and the Structural Engineering Society 
(SESOC) to support enhanced resilience in New Zealand’s built environment. Resilient 
buildings are those that continue to function, or recover swiftly with minimal intervention, after a 
disruptive event like an earthquake.  

17. A low-damage design handbook, due to be published in late 2020, will support the adoption of 
resilient building design philosophies by providing standardised, consistent language and 
demonstrable building performance measures for low damage buildings. It will inform the 
application of low damage systems in new buildings and the retrofit of existing buildings. 

Insurer conduct and perceptions can reduce consumer confidence in insurance as a product 
18. The recent public commentary on property insurance has created an unclear and confusing 

message to property owners about the extent to which insurers are or are not willing to provide 
cover. This is in addition to broader concerns about insurers’ treatment of customers, including 
claims management processes, policy wording and sales practices. Uncertainty and low trust 
in insurers may undermine public confidence in insurance as a product. 

19. MBIE is currently developing proposals to better regulate the conduct of financial institutions. 
This follows the Reserve Bank and the Financial Market Authority’s review of the conduct and 
culture of banks and life insurers. While the review did not find widespread conduct and culture 
issues, it highlighted failings in how conduct risk is managed in both the banking and insurance 
sectors. This work parallels the Australian Royal Commission into Misconduct in the Banking, 
Superannuation and Financial Services Industry. 

The Unit Titles Act requires body corporates to insure to the full insurable value to prevent 
instances of underinsurance and disagreements between unit owners 

20. If a body corporate does not insure to the full insurable value, it is breaching the Unit Titles Act 
(UTA). There are reports that body corporates for residential apartment buildings in Wellington 
are not taking out insurance to the full insurable value, or are not insuring at all due to the high 
cost of insurance premiums. There are also anecdotal reports that insurers are unwilling to fully 
insure some multi-unit buildings in Wellington. 

21. Section 135(1) of the UTA requires a body corporate to insure buildings and other improvements 
to their “full insurable value”. The full insurable value could be the full “replacement value” (ie. 
building assets insured on a full reinstatement basis), or if this type of policy is not available, the 
body corporate may obtain an indemnity value (market value) basis.  

22. The full insurable value requirement in the UTA is intended to ensure that unit-owners of MUBs 
have an adequate level of insurance cover that will enable them to be fully indemnified following 
an insurable loss. The requirement prevents instances of underinsurance. It also protects unit 

[25]
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owners wanting insurance - who in some situations may be in the minority - from being 
overridden by a majority who do not want insurance. This requirement also enables certainty 
about the provision of mortgages for units, as insurance is generally a condition of a mortgage. 

23. The full insurable value requirement limits risk-sharing to manage the cost of insurance. This is 
justified, however, due to the policy rationale outlined above, and in particular given the impact 
underinsurance can have following a natural disaster.  

24. In practice, even if all apartment owners agree to a lower fixed sum insurance (eg. to reduce 
the cost of insurance), there is unlikely to be any adverse action taken against the body 
corporate’s behaviour unless, or until such time as, there is an insurable loss and it transpires 
that the multi-unit building is under-insured. In such cases, unit title owners could take civil action 
against the body corporate through the courts, and unit owners and body corporates could take 
civil action against third parties who may have been negligent in their insurance advice. 

25. In addition, it is open to body corporates to manage the cost of insurance through a deductible 
or co-payment. However, we understand such arrangements are very rare.  

26. A review of the UTA legislation was undertaken in 2017. The view at the time was that insurance 
provisions were fit for purpose and officials did not intend to change them.   

27. In the housing portfolio, priority is currently being placed on implementing the Government's 
plan to improve the wellbeing of all New Zealanders, such as through the Urban Development 
Legislation, Residential Tenancies Act Reform and Healthy Homes Regulations. For this 
reason, work on reviewing the UTA is not currently being progressed.  
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Annex 4:  Institutional Settings for Natural Hazard and Climate Change Risk Management 
 
The Government has a range of levers for reducing the exposure and vulnerability of the built environment to natural hazards. These levers are set out in the table below, alongside initiatives that affect or relate to the 
natural hazard risk, including risks exacerbated by climate change, and therefore insurance pricing and access to insurance.   

Institutional settings for natural hazard and climate change risk management 
Lever/sector Central government Local government Private sector 
Reduce risk by providing 
information on hazards and 
risks. 
 
Promoting and co-ordinating 
risk reduction measures. 

Databases, loss models research and loss modelling including: National 
archive fault dataset, Geonet, Geohazard New Zealand seismic hazard 
model, building databases, RiskScape, MINERVA.  
National Climate Change Risk Assessments (MfE is currently working to 
prepare the first one) 
Improvements to the information and data (including that generated by GNS, 
EQC, LINZ and MCDEM). 
Civil Defence and Emergency Management Act (MCDEM). 

Council web-based portals and GIS maps, and Regional and District 
planning documents identify hazards.  
Information can be included on a Land Information Memorandum (LIM) for 
an individual property. 
Regional research consortia: DEVORA, AF8 etc. 
Asset management and valuation of local government assets such as 
horizontal infrastructure. 

Insurance premiums signal risk. 
 
 
Loss modelling undertaken by RMS, AIR and individual brokers. 

Reduce risk through formal 
policy statements and 
guidance. 

National Adaptation Plans. 
The Zero Carbon Bill (MfE) – includes a framework for enhanced action on 
climate change adaptation including regular National Climate Change Risk. 
Assessment and National Adaptation Plan.  
Infrastructure Commission (Treasury). 
National Policy Statements. 
New Zealand Coastal Policy Statement 2010. 

.  
Regional Policy Statements can set overall natural hazard risk management 
framework to be implemented through regional and/or district plans. 
Bay of Plenty Regional Policy Statement – The Natural Hazards Risk 
Management Policy Framework 
Hazard specific policies. 
Western Bay of Plenty District Council: Coastal Erosion Responses Policy 
2017 

 

Reduce risk by regulating 
land-use through ex-ante 
restrictions on development. 

Resource Management Act (MfE). 
Local Government Act (DIA). 
Resource Management Act Reforms (MfE). 
 

Objectives, policies and rules in regional and district plans governing 
decisions on zoning/land-use (through resource consent decisions) made by 
local government.  
 

There are reports that some tenants and investors are demanding 
earthquake resilient buildings (to achieve lower-cost insurance and the 
ability to swiftly return a building to functionality post-event) above minimum 
legislated standards. 
Provision of investment funding and mortgages (banks) and insurance.  

Reduce risk through ex-ante 
building and construction 
standards. 

Building Act (MBIE), includes Earthquake Prone Building system and 
regulation of building practitioners. 
Building System Climate Change Programme (MBIE) – how the building 
regulatory system can support the Government's climate change goals, 
including for adaptation. 
Low-damage design handbook (MBIE) – standardised, consistent language 
and demonstrable building performance measures for low damage buildings. 

Local authorities generally implement the Building Act based on nationally 
set performance standards to address hazard risks (a standard may vary 
across zones eg. wind levels.  
Section 24 notices.  
Licensed Building Practitioner regulation and enforcement.  

As above. 
Licensed Building Practitioner regulation and enforcement. 

Reduce risk through 
structural mitigation 
works. 

Soil Conservation and Rivers Control Act (MfE). 
Local Government Act (DIA). 

Construct and manage community stopbanks, coastal defences and land 
drainage schemes. 

Construct and manage privately owned (though regulated) structures and 
schemes. 

Transfer risk through 
insurance, cost-sharing 
and risk financing 
arrangements. 

Insurance and risk financing arrangements devolved to individual 
departments.  
Crown balance sheet management and fiscal strategy to maintain low debt 
to GDP ratio (Treasury). 
EQC Act and Crown guarantee (Treasury). 
Review of the Insurance and Prudential Supervision Act (RBNZ). 
Alternative risk financing solution for government agencies (MBIE).  
 

Local Authority Protection Programme to pool risk to infrastructure. 
Cost-sharing arrangements with central government for horizontal 
infrastructure and local roading. 
Local government funding and financing (Productivity Commission).  

Private sector property owners are responsible for insurance beyond the 
capped level of insurance for residential land and buildings provided by the 
EQC. 
Banks require evidence of insurance coverage to lend on properties, 
enabling greater investment in residential and commercial buildings. 
Capital allocation decisions to meet prudential requirements for domestic 
and trans-Tasman businesses. 
Availability of capital from international capital markets. 

Response and recovery 
provisions. 

Civil Defence Emergency Management Act (MCDEM). 
Ad hoc post-disaster government support. 
 

CDEM Groups and local authorities lead local response and recovery 
management. 

Private sector manages residual cost of adverse events. 

Repairs post-event. 60/40 funding of infrastructure repairs – When local government 
infrastructure is damaged by natural disaster, central government funds 60% 
of the repairs/replacement. 

60/40 funding of infrastructure repairs – When local government 
infrastructure is damaged by natural disaster, central government funds 60% 
of the repairs/replacement. 

Private sector manages residual cost of adverse events. 
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