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16 March 2012 CM-1-3-15-1 

Treasury Report: Scope and Timing of the EQC Review 

Executive Summary 

In October 2011, the Government announced its intention to review EQC.  This report 
seeks your agreement to the scope and timing of the EQC Review. It also suggests a set 
of objectives to guide the Review. 
 
Proposed objectives 
 
The Government has a range of competing interests with regard to natural disasters and 
disaster insurance. Recognising these interests, we propose the following objectives to 
guide the EQC Review: 
 
• Minimise the potential for property-owners to experience socially-unacceptable distress 

and loss in the event of a natural disaster. 

• Minimise the fiscal risk to the Crown associated with private property damage in natural 
disasters. 

• Support an efficient approach to the overall management of natural disaster risk and 
recovery. 

• Support the contribution of a well-functioning insurance industry to economic growth 
opportunities in New Zealand. 

 
Scope 
 
The EQC Review and the broader risk management picture 
 
The Canterbury earthquakes have exposed shortcomings in the way New Zealand has 
managed the risk from natural disasters. We have become aware, for example, that risk 
management arrangements for central and local government assets are ad hoc and 
inconsistent, and we have also learnt lessons about measures such as building standards 
and land use zoning that will need to be incorporated into future policy. 
 
EQC insurance is only a small part of this broader risk management picture. As the 
Review moves forward, we want to ensure that decisions taken on it are consistent with 
broader approaches to risk management. We suggest that the Review itself focus on the 
treatment of private property, in order to keep the process manageable. Parallel to the 
Review, however, we will conduct a stocktake of the major policies in place to manage 
disaster risk to central and local government assets, as well as private property, to ensure 
we identify any major inconsistencies or inefficiencies. 
 
The choice of intervention model 
 
The case for Government involvement in disaster insurance markets is based on a 
combination of insurance market and political economy dynamics, which mean that 
private property losses in disasters can impose significant costs on society as a whole. 
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The rationale for Government intervention is based on the premise that these costs can 
be better managed by anticipating and preparing for them. 
 
The current EQC scheme is based on the provision of first loss disaster insurance, but 
other options are available to encourage the demand or supply of disaster insurance. 
These include tax incentives, regulatory mechanisms (e.g. requirements for private 
insurers to offer disaster insurance) and funding guarantees to private insurers. 
 
We have examined whether there is a case to investigate any of these options further in 
the Review. Our initial scoping suggests alternative models for intervention either carry 
significant disadvantages or are unlikely to generate the outcomes Government is 
seeking to achieve in the absence of a direct insurance intervention. On balance, we 
recommend focussing the EQC Review on the existing insurance-based approach. 
 
What the Review should cover 
 
We see a need for a thorough-going review of the current insurance-based approach. 
While EQC has been valuable in managing the economic and fiscal impacts of the 
Canterbury earthquakes, the earthquakes have alerted us to significant problems with 
some aspects of the scheme, such as the way it deals with multiple events and the 
structure of land cover. There are also questions about the efficiency of EQC’s 
involvement in claims management and settlement activities and the interface between 
EQC, private insurers and households. With this in mind, we propose that the Review 
consider all aspects of the current approach. This includes: 
 

What EQC insures: the structure & 
extent of EQC cover 

 

• Which layer of loss (first loss/second loss) 
• Which types of natural disasters 
• Treatment of multiple events 
• Which types of property 

o Residential 
o Non-residential (commercial, not-for-profit) 
o Treatment of land/buildings/contents 

• Limits/caps/excesses 
• Choice: mandatory/voluntary 

How EQC prices its insurance • Uniform levy vs. risk-based pricing mechanisms 
• Revenue collection mechanisms 

Institutional design 
 

• Roles and expectations, including: 
o Research and information 
o Hazard management 
o Claims management and settlement 

• Structure/institutional form 
The financial management of the 
Crown’s risk exposure 
 

• Crown risk preferences 
• Risk financing 

o Size & composition of Natural Disaster Fund 
o Alternative risk financing instruments 

 
Who should lead the Review 
 
We propose that Treasury lead the Review. This is primarily because the nature of the 
Review boils down to core public policy concerns about the role of government and the 
management of the Crown’s balance sheet.  
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However, we expect some aspects of the Review will need to be contracted out to expert 
parties with specific technical skills. We are also thinking about which types of 
governance and consultation arrangements will best capture the perspectives of the 
insurance industry and other key stakeholders in the Review process. 
 
Timing 
 
We suggest launching the Review around July. This will allow time for consultation on the 
terms of reference with your Cabinet colleagues. We anticipate the Review could take up 
to a year, leading into a Parliamentary process in the third quarter of 2013.  We can give 
you a firmer view on timing once we have completed detailed project planning. 
 
Next steps 
 
If you are comfortable with the proposed scope and timing, we will draft a terms of 
reference for the Review for you to consider in April. 

Recommended Action 

We recommend that you: 
 
a. note that the Government has publically committed to a review of EQC based on 

the experience of the Canterbury earthquakes 
 

Noted.       Noted. 
 
b. agree to progress the EQC Review, with Treasury as the lead agency 
 

Agree/disagree.      Agree/disagree. 
 
c. agree that the objectives of the Review will be to: 

 
• Minimise the potential for property-owners to experience socially-unacceptable distress 

and loss in the event of a natural disaster. 
• Minimise the fiscal risk to the Crown associated with private property damage in natural 

disasters. 
• Support an efficient approach to the overall management of natural disaster risk and 

recovery. 
• Support the contribution of a well-functioning insurance industry to economic growth 

opportunities in New Zealand.
 
Agree/disagree.      Agree/disagree. 

 
d. agree that the Review will focus on the treatment of private property rather than 

central government or local government property 
 

Agree/disagree.      Agree/disagree. 
 
e. agree that the Review will focus on the existing insurance-based approach rather 

than alternative measures to encourage the supply or demand of disaster insurance 
(e.g. tax incentives, regulatory mechanisms or funding guarantees)  

 
Agree/disagree.      Agree/disagree. 
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f. agree that the Review will cover the following matters: 
 

What EQC insures: the structure 
& extent of EQC cover 

 

• Which layer of loss (first loss/second loss) 
• Which types of natural disasters 
• Treatment of multiple events 
• Which types of property 

o Residential 
o Non-residential (commercial, not-for-profit) 
o Treatment of land/buildings/contents 

• Limits/caps/excesses 
• Choice: mandatory/voluntary 

How EQC prices its insurance • Uniform levy vs. risk-based pricing mechanisms 
• Revenue collection mechanisms 

Institutional design 
 

• Roles and expectations, including: 
o Research and information 
o Hazard management 
o Claims management and settlement 

• Structure/institutional form 
The financial management of the 
Crown’s risk exposure 
 

• Crown risk preferences 
• Risk financing 

o Size & composition of Natural Disaster Fund 
o Alternative risk financing instruments 

 
Agree/disagree.      Agree/disagree. 
 

g. agree that officials report back to you with a draft terms of reference and firm timing 
for the Review in April 2012. 

 
Agree/disagree.      Agree/disagree. 

 
 
 
 
 
 
Jo Hughes 
Manager, Financial Markets 
 
 
 
 
 
 
 
 
Hon Bill English      Hon Gerry Brownlee 
Minister of Finance  Minister Responsible for the 

Earthquake Commission
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Treasury Report: Scope and Timing of the EQC Review 

Purpose of Report 

1. In October 2011, the Government announced its intention to review EQC, based on 
the lessons learned from the experience of the Canterbury earthquakes. This report 
seeks your agreement to the scope and timing of the EQC Review. 

Analysis 

Proposed objectives 
 
2. The Crown’s overarching objective with regard to natural disasters is to minimise 

the cost of natural disaster risk to New Zealand (i.e. households, businesses and 
Government). In the immediate context of a disaster, this means the Government 
seeks to minimise the distress of affected citizens, minimise wider disruption to New 
Zealand’s society and economy, and support the recovery of the affected area. In 
ordinary times, the Government seeks to reduce the potential for distress and 
disruption in future disasters through readiness and risk reduction measures. 

 
3. Based on this range of interests, we propose the following objectives to guide the 

Review: 
 

• Minimise the potential for property-owners to experience socially-unacceptable 
distress and loss in the event of a natural disaster. 

• Minimise the fiscal risk to the Crown associated with private property damage 
in natural disasters. 

• Support an efficient approach to the overall management of natural disaster 
risk and recovery. 

• Support the contribution of a well-functioning insurance industry to economic 
growth opportunities in New Zealand. 

 
4. These objectives do cut across each other to some degree. There is a tension, for 

example, between the Crown’s fiscal risk objective and its other objectives of 
minimising distress and supporting recovery. The Government must decide how 
best to balance these objectives, and whether any of the objectives rank more 
highly than the others. 

 
Question for you to consider: 
 

• Are you comfortable with the proposed objectives? 

 
Disaster insurance and broader approaches to disaster risk management 
 
5. The Crown’s current approach to managing disaster risk (and risk more generally) 

is ad hoc and disaggregated. Individual departments at the central government 
level, and local authorities at the local government level, make their own choices 

 

 



T2012/460:     Scope and Timing of the EQC Review  7 
 
   

about how to manage the assets for which they are responsible. Decisions on 
issues such as land use controls and building standards also tend to be taken in 
isolation, without much regard for the interconnections between them. 

 
6. The problem with managing risk in this way is that decisions which make sense in 

isolation do not necessarily add up to a coherent or efficient approach across the 
board. For example, it may be unnecessarily costly to introduce stricter land use 
controls on land subject to shaking or liquefaction hazards if the Government also 
decides to increase the stringency and enforcement of building codes. Equally, the 
need for generous levels of disaster insurance will be reduced if building codes and 
land use controls both become very stringent. 

 
7. EQC insurance cover is only part of the story in terms of how we manage disaster 

risk to private property, just as the management of risk to private property is only 
part of the Government’s overall approach to managing the risk posed by disasters 
to society in general. The following diagram illustrates where EQC cover sits 
relative to other measures for managing disaster risk to private property: 

 
 

 
 

 
 

                
 

                
 
 
 
 

 
8. The current policy landscape is crowded and subject to multiple reviews in 

response to the lessons from the Canterbury earthquakes. (Annex B provides a 
summary of the main policies in force and where reviews are underway.) As the 
EQC Review progresses, we want to avoid a situation in which the decisions taken 
are inconsistent with broader approaches to risk management across Government. 
We therefore propose to conduct a stocktake of the key policies for managing 
disaster risk in parallel with the Review to ensure there are no major 
inconsistencies or inefficiencies. We will use this process to ensure the Review 
does not unduly foreclose opportunities for better risk management elsewhere. 

 
9. We do not propose to include the treatment of central or local government property 

in the scope of the Review, but will use the parallel stocktake process to identify 
whether there are any major problems in government risk management practices. 

Accept the risk 
remaining after 

deciding what to 
avoid, reduce or 

transfer 

How much we insure 
 
EQC reinsured cover 
 
Private insurance 
purchase

How we build 
 

Building code 
(Building Act) 
Private investment 
choices 

Where we build 
 

Land use planning 
(RMA) 
Private investment 
choices 

Accept risk Transfer riskReduce riskAvoid risk 

HOW WE MANAGE DISASTER 
RISK TO PRIVATE PROPERTY

 
 
 
 
 
 
 
 
 
 
 
 

Disaster Insurance Review 
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Question for you to consider: 
 

• Are you happy with this approach to the broader issue of Crown risk 
management? 

 
The rationale for Government involvement in disaster insurance markets 
 
10. In scoping the Review, we need to be clear about why the Government intervenes 

in disaster insurance markets. 
 
11. The international experience suggests that markets for disaster insurance are 

incomplete and sometimes subject to outright market failure. Demand for insurance 
tends to be weak because property-owners either discount the costs associated 
with low-probability events or expect to receive Government aid if disaster occurs. 
The supply of insurance can also be constrained by major loss events, even if they 
occur in different jurisdictions. (It is worth recognising at this point that New Zealand 
is unlike other developed economies in that it has high rates of residential disaster 
insurance, but this has occurred in a context where EQC cover is automatically 
attached to residential fire insurance, and private disaster insurance serves as a 
‘top-up’ to EQC cover, meaning that the Crown, rather than private insurers, bears 
much of the resulting risk.) 

 
12. The implication is that property-owners may face large losses from natural 

disasters, even after taking reasonable steps to reduce or avoid risk, because they 
are unable or unwilling to transfer the residual risk they face in insurance markets. 

 
13. In the first instance, individual private losses are a matter for the individual, not the 

Government. However, an accumulation of private losses across a region may have 
wider impacts on social order, specific industries such as the banking and finance 
sector (e.g. by impairing mortgage portfolios), or economic activity. In this context, 
large numbers of uninsured or underinsured victims create a difficult political 
economy challenge. Government will face strong and irresistible pressure to relieve 
disaster victims – and strong incentives to make the relief as generous as possible. 
Government action tends to be motivated by natural human sympathy for the 
victims and also distributional or ‘fairness’ concerns associated with the fact that 
there will be an element of randomness to the distribution of losses. 

 
14. These dynamics create a time-consistency problem for the Crown. It is difficult for 

Government to credibly commit ahead of time not to provide some form of aid to the 
victims of disaster. Property-owners come to expect that some form of aid will be 
forthcoming; in fact, the larger the number of the uninsured, the more likely it is that 
some form of aid will be forthcoming, which in turn reduces the incentive for other 
property-owners to seek insurance. In this way, a large population of uninsured 
property-owners represents a sizeable fiscal and policy risk to the Crown. 

 
15. A major natural disaster could also cause significant disruption in insurance 

markets, including insolvencies. The Government may feel compelled to intervene if 
faced with the insolvency of an insurer that is either systemically important or 
expected to play a major role in recovery efforts. The problem with such 
interventions is that they tend to have high fiscal costs and generate ongoing moral 
hazard risks with regard to the remaining players in the industry, resulting in greater 
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costs for society in the future. These costs may be characterised as a negative 
externality arising from the mismanagement of private risk. 

 
16. In summary, then, a combination of insurance market and political economy 

dynamics can impose significant costs on society as a whole. These costs can be 
better managed by anticipating and preparing for them. 

 
The choice of intervention model 
 
17. The EQC scheme is currently based around the provision of first loss disaster 

insurance. There are, however, a range of other options available to encourage 
either the demand or supply of disaster insurance, including tax incentives, 
regulatory mechanisms (e.g. requirements for private insurers to offer disaster 
insurance) and funding guarantees to private insurers. 

 
18. We have examined whether it makes sense for the Government to investigate any 

of these options further in the Review. Overall, there does not seem to be a case for 
a radical departure from the current insurance-based approach. There are three 
main reasons why: 

 
• The EQC scheme has proven valuable in managing the economic and fiscal 

impact of the Canterbury earthquakes. EQC cover has largely enabled the 
Crown to define, limit and manage the liability it faced from residential 
property damage in Canterbury. The existence of EQC cover also ensured 
that almost all homeowners in Canterbury had at least a basic level of 
disaster insurance cover when the earthquakes hit. 

 
• The experience of running EQC over twenty years and responding to a broad 

range of disasters has allowed New Zealand to accumulate a substantial 
knowledge base about the way an insurance-based approach can work. It 
makes sense to build on this experience to the extent that we can, rather than 
start with a completely blank slate. 

 
• Our initial scoping suggests alternative models for intervention either carry 

significant disadvantages or are unlikely to generate the outcomes the 
Government is seeking to achieve in the absence of a direct insurance 
intervention. A summary of the alternative models for intervention, including 
their advantages and disadvantages, is available in Annex A. 

 
19. On balance, we recommend focussing the Review on the existing insurance-based 

approach. Within this frame, however, there is a need for a thorough-going review 
of current arrangements. The Canterbury experience has alerted us to significant 
problems with some aspects of the EQC scheme, such as the way it deals with 
multiple events and the structure of land cover. There are also questions about the 
efficiency of EQC’s involvement in claims management and settlement activities 
and the interface between EQC, private insurers and households. The Review will 
need to respond effectively to these concerns. 

 
20. An insurance-based approach will rely to some extent on conditions in insurance 

markets. EQC, for example, currently uses the domestic insurance industry as its 
“front-end” interface with customers and transfers risk in reinsurance markets. The 
implication of this is that the configuration of an insurance-based intervention may 
need to adjust as insurance market conditions change; such adjustments could be 
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sudden (e.g. in response to a reduction in private (re)insurance capacity) and may 
occur due to external factors over which Government has no control. 

 
Question for you to consider: 
 

• Are you happy to focus the Review on the existing insurance-based approach or 
do you also want to explore other options to increase the supply and demand of 
private insurance? (e.g. tax incentives, regulatory mechanisms, funding 
guarantees) 

 
A suggested scope 

 
21. If you agree to focus on the existing insurance-based approach, the Review could 

examine: 
 

What EQC insures: the 
structure & extent of EQC 
cover 

 

• Which layer of loss (first loss/second 
loss) 

• Which types of natural disasters 
• Treatment of multiple events 
• Which types of property 

o Residential 
o Non-residential (commercial, not-for-

profit) 
o Treatment of land, buildings and 

contents 
• Limits/caps/excesses 
• Choice: mandatory/voluntary 

How EQC prices its insurance • Uniform levy vs. risk-based pricing 
mechanisms 

• Revenue collection mechanisms 
Institutional design 
 

• Roles and expectations, including: 
o Research and information 
o Hazard management 
o Claims management and settlement 

• Structure/institutional form 
The financial management of 
the Crown’s risk exposure 
 

• Crown risk preferences 
• Risk financing 

o Size & composition of Natural Disaster 
Fund 

o Alternative risk financing instruments 
 
22. One implication of scoping the Review in this way is that it will focus on managing 

the cost of damage to private property, but will not consider the role of Government 
with regard to non-damage costs such as temporary accommodation expenses or 
business continuity support. 

 
23. A key part of the Review will relate to identifying and understanding the lessons 

learned from the Canterbury earthquakes, so that these lessons can be fed into 
considerations of future scheme design. The focus here will be on how to use the 
lessons of the past to improve the performance of the scheme in the future; we do 
not propose to take a detailed audit approach to EQC’s performance in Canterbury. 
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Questions for you to consider 
 

• Do you want to reconsider the layer of loss covered by EQC? 
EQC currently takes the first layer of loss, but could take different layers in the future, 
reducing the Crown’s exposure to less serious damage but increasing its exposure in major 
events. Change to the layer will impact the size and probability of losses facing the 
Government, and may also change the dynamics of the private insurance market. 

Domestic insurers appear unwilling to increase their first loss position, but we see value in 
testing their position to explore the implications of different configurations of layering. 

• Do you want to include the treatment of non-residential property in the Review? 
Various stakeholders are pressuring Government to provide or facilitate insurance for non-
residential property (e.g. commercial buildings, churches and clubhouses). We suggest the 
Government use the Review to develop a formal position on this matter. 

• Are you comfortable investigating a shift away from uniform levies? 
The current levy structure is regressive and does not encourage effective risk 
management. We suggest Government investigate the use of risk-based pricing to adjust 
for differences in hazard risk and value across properties. Note the implication of a shift to 
risk-based pricing is that premiums for some properties may rise significantly. 

• Do you want to review all aspects of EQC’s functions? 
EQC facilitates research and education about natural disaster damage and methods of 
reducing/preventing damage. There is a clear public good rationale for Government to 
continue to fund these activities, but the Review could assess what level of investment is 
appropriate and which entity is best placed to perform these functions. 

• Do you want to explore options for widening EQC’s role in disaster response and 
hazard management? 
EQC assumed new responsibilities during the Canterbury response period, such as winter 
heating installations, additional land remediation works, and emergency repairs (with 
separate Crown funding for repairs on uninsured properties). As the entity bearing much of 
the financial risk associated with earthquakes, EQC also has an interest in hazard 
management activities such as land zoning and building standards. The Review could 
explore whether to expand and formalise EQC’s interests in these areas.  

 
Who should lead the Review? 
 
24. The Government could lead the Review itself (through Treasury) or commission a 

taskforce of independent experts to lead the Review. We propose that Treasury 
lead the Review, both because of the nature of the Review (which boils down to 
core public policy concerns about the role of government and the management of 
the Crown’s balance sheet) and also to progress the Review in a more timely 
fashion. However, some aspects of the work involved, such as pricing, will need to 
be contracted out to expert parties as they require specific technical skills. 

 
25. We will need to involve the insurance industry in the review, potentially through a 

reference group arrangement. We will develop options for governance and 
consultation arrangements for you to consider in the coming month. 

 
Timing 
 
26. The insurance industry is keen for the Review to be concluded so it can have 

certainty about the structure of its future liabilities. A quick start on the Review will 
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indicate the Government is serious about settling this issue. The risk in moving too 
soon is that it will increase pressure on EQC at a time when the organisation is 
already dealing with heavy responsibilities on the ground in Canterbury. We may 
also miss opportunities to build a better understanding about the performance of the 
EQC if we move too soon, given that the recovery process is not yet complete. 

 
27. On balance, we propose moving forward reasonably soon. We are already aware of 

a range of lessons from Canterbury, and judge that market uncertainty about the 
future of EQC will become increasingly damaging as time goes on. EQC will also 
benefit from greater certainty about the future structure of the scheme and fund. 

 
28. We suggest launching the Review around July of this year. This will allow time for 

consultation on the terms of reference for the review with your Cabinet colleagues. 
We anticipate the Review could take up to a year, leading into a Parliamentary 
process in the third quarter of 2013. We can give you a firmer view on timing once 
we have completed detailed project planning. 

 
Questions for you to consider 
 

• Are you happy for Treasury to lead the review? 

• Are you comfortable with the proposed timing? 

Next steps 

29. If you are comfortable with the proposed scope and timing, we will draft a terms of 
reference for the Review for you to consider in April. We propose to socialise the 
terms of reference with the insurance industry after this step. We will need to 
coordinate the exact timing of this engagement with EQC to ensure it does not 
create any undue problems in the context of EQC’s reinsurance renewal 
negotiations. 

Consultation 

30. We have consulted EQC, CERA, IRD and the Reserve Bank in drafting this paper. 
They are comfortable with the proposed approach. 

 
31. DPMC has been informed. 

 

 



 

Annex A: Alternative options for intervention in disaster insurance markets 

Option Potential Policy Considerations Advantages Disadvantages
No insurance intervention • When to provide disaster aid for 

property losses? 
• How much to provide? 
• Under what conditions? 
• Who is the administering agency? 

Costs 
• No ongoing costs outside of disaster 

contexts. 
Risks 
• No risk of government failure or 

unnecessary distortion to private 
markets. 

 
 
 

Impacts 
• Unreliable supply and weak demand for insurance 

means large numbers of property-owners likely to be 
uninsured & unprepared when disaster occurs. 

Costs 
• Government likely to provide ex-post disaster aid to 

affected victims. 
• No revenue stream to offset costs of aid. 
Risks 
• Fiscal risk. Govt faces large & undefined contingent 

liability related to disaster aid. Ex-post disaster aid 
tends to be rushed, inequitable and expensive.  

• Timing. Liability may crystallise unexpectedly during 
periods of heightened sovereign risk/stressed 
balance sheets. 

• Moral hazard. Expectation of Govt aid reduces 
incentives for property-owners to mitigate risk before 
disaster occurs. Result: increases overall cost to 
society of future disasters. 

Require supply 
 
Regulate to require all private 
insurers that offer fire 
insurance to also offer disaster 
insurance. 
 

• What scope and pricing is acceptable 
for compulsory cover?  

• How will Govt deal with insurers that do 
not offer coverage? 

• How will Govt deal with property-
owners who refuse to purchase 
coverage? 

Impacts: 
• May increase supply of private 

disaster insurance if: 
(i) there are no/minimal Govt 

restrictions on insurance pricing 
rates; or 

(ii) there are Govt restrictions on 
insurance pricing rates but other 
lines of property insurance are 
profitable and insurers are willing to 
provide disaster coverage as a 
‘cost of doing business’. 

Impacts: 
• By itself, will not address issue of weak demand for 

insurance. 
• May reduce supply of private disaster insurance if 

some insurers consider risks of provision too great 
and decide to exit NZ altogether. 

Costs: 
• Compliance costs for insurers. 
• Enforcement costs for Govt. 
Risks: 
• Fiscal risk. Govt will face pressure to bail out any 

insurers overwhelmed by claims after an event.  
• Moral hazard. Insurers may imprudently increase 

exposures in expectation of future Crown support. 
Require purchase
 
Regulate to require all 
property-owners to purchase 

• What scope and pricing is acceptable 
for compulsory cover?  

• How will Govt deal with insurers that do 

Impacts: 
• Maximises demand for private 

insurance & eliminates the adverse 

Impacts: 
• By itself, will not address issue of unreliable supply 

of insurance. 

 



 

Option Potential Policy Considerations Advantages Disadvantages
private disaster insurance. 
 

not offer coverage? 
• What will Govt do in a situation where 

insurance is unavailable in 
some/many/all segments of the 
market? 

• How will Govt deal with property-
owners who refuse to purchase 
coverage? 

selection problem faced by private 
insurers. 

• Will make the cost of risk explicit to all 
property-owners. 

• Will reduce welfare of those property-owners who 
have a rational reason not to purchase insurance. 

Costs: 
• Enforcement costs. 
Efficiency: 
• Creation of captive market likely to impact price & 

quality of private insurance in absence of any 
countervailing intervention.  

Tax intervention
 
Encourage supply and/or 
demand of insurance via 
changes to tax policy.  
 
Options to encourage supply 
include offering tax relief on 
disaster reserves and allowing 
disaster insurers to claim a 
rebate against previous tax 
paid in the event of a disaster 
(known as loss carry-backs). 
 
Countries such as Japan offer 
tax deductions on premiums in 
order to encourage demand. 

• What precedent effects would these 
changes create for other sectors of the 
economy? 

• Implications for the efficiency of tax 
administration? 

• Consistency with Revenue Strategy, 
which aims to distort taxpayer 
decisions as little as possible. 

Impacts: 
• Some options may increase supply of 

insurance by boosting effective size of 
insurers’ reserves. 

• Some options may increase consumer 
demand for disaster insurance. 

Impacts: 
• No evidence as yet that tax issues represent a major 

barrier to the supply & demand of disaster 
insurance given: 
(i)   unique characteristics of disaster risk; 
(ii) the incentive set facing shareholders and 

management of private insurers; 
(iii) bounded rationality/myopia that affects demand 

for disaster insurance.  
Costs: 
• Revenue reductions. 
• Tax administration costs. 
Risks: 
• Fiscal risk due to abuse or manipulation. 
• Policy risk – bespoke interventions may be 

inconsistent with Revenue Strategy. 

Funder-of-last-resort
 
Encourage the supply of 
insurance by establishing a 
formal expectation that the 
Crown will automatically 
provide loan or equity support 
to any insurer facing liquidity or 
solvency issues due to large 
disaster losses. 
 

• Under what circumstances should the 
Crown offer support? 

• How much support should be offered? 
• What conditions should be attached to 

support? 
• Should the Crown charge for support? 

Impacts: 
• May increase supply of private 

disaster insurance by reducing 
insolvency risk for private insurers. 

Impacts: 
• By itself, will not address issue of weak demand for 

disaster insurance. 
Risks: 
• Exposes Crown to major fiscal risk, especially since 

decisions to offer support are likely to occur in 
fraught contexts with little time for full consideration 
of risks.  

• Moral hazard. Insurers may imprudently increase 
exposures in expectation of future Crown support. 

• Would need to be combined with a robust prudential 
regime to manage moral hazard and fiscal risks. 

 

 



 

Annex B: The current disaster risk management landscape 

 

 



Levers/Sectors Private Local Government Central  Government

Provide information on state of 
land and hazards to inform  

investment choices

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

development. 

Reduce risk through ex-ante 
building and construction 

standards

Transfer and accept risk through
ex-ante insurance

and cost-sharing arrangements

Accept risk of adverse event ex-
post  

Central government creates a legislative framework through RMA (admin by MfE) and CDEMA (admin by MCDEM) and is a service provider through GNS and LINZ.

Central government creates legislative framework through Building Act (admin by DBH).  Repair and reconstruction standards for TC1/TC2 land were released in Dec 2011. TC3 stds
due Apr 2012. The Canterbury Earthquakes Royal Commission of Inquiry will report on CBD building measures 12 Nov 2012. DBH’s Earthquake-prone buildings review is due late 
2012 and is currently scoping a broader risk management approach.

Central government creates a legislative framework through RMA (admin by MfE).  An independent Technical Advisory Group is reviewing the RMA legislative framework. 
Reporting from Mar 2012. Approach to risk management unknown.

Central government provides capped level of insurance 
for private residential land and buildings through the 
Earthquake Commission Act (admin by EQC). Review of 
EQC commencing 2012. Scope of review and timing yet 
to be determined. 

Central government has a devolved asset 
management model that features budget 
management choices as part of a wider fiscal 
strategy. This model has no explicit disaster risk 
management focus: insurance and risk financing 
arrangements are devolved to individual 
departments, Crown entities and SOEs resulting in 
variable risk management choices. A review of 
departmental risk financing options and 
implementation is being scoped through the “Better 
Services for Less” initiative . The ToR are yet to be 
finalised. The review is scheduled for completion by 
late 2012.

Local authorities have an asset management model 
that includes devolved insurance, LAPP and risk 
financing arrangements leading to variable risk 
management choices. Proposals for a local government 
reform and legislative change programme examining 
regulatory functions and the provision of infrastructure 
are due to go to EGI shortly.  The reform programme is 
focused on efficiency of service delivery and does not 
directly address management of risk or the disaster risk 
element of infrastructure provision. 
Cost-sharing arrangements with central government 
are administered by DIA (infrastructure) and MoT
(roading). Local government has requested central 
government assistance in this area but no policy work is 
currently underway.

Local authorities identify and map hazards in Plans under the RMA which reflect central and local knowledge. 

Specific decisions on land use devolved to Local authorities. Basis for risk management varies and may lead to inconsistent treatment of similar risks between jurisdictions.

Local Authorities implement the Building Act based on nationally and locally determined hazard levels. Generally consistent application across jurisdictions.

Private sector owners are responsible for residential 
asset insurance (beyond that provided by EQC), 
commercial and infrastructure insurance and risk 
financing arrangements.

Central government manages ex-post risk  through legislative framework – CDEMA (admin by MCDEM)   

Ad hoc transfers e.g. Red Zone offers. No policy work 
underway to create a framework for future transfers.

Local authorities manage fiscal costs of repair and 
recovery  on ad hoc basis. Cost sharing with central govt 
under discussion in Christchurch but no policy work 
underway on future approaches to this.

EQC’s contingent liability for the Crown. Central 
Government manages fiscal costs of repair and 
recovery through budget process e.g. The Canterbury 
Earthquake Recovery Fund (CERF).

Central government actions Local government actions

Private sector manages residual costs of adverse 
event.

Private sector actionsKey:
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