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Office of the Minister of Finance 

Office of the Minister Responsible for the Earthquake Commission  

Chair, Cabinet Economic Development Committee 

 

RESIDENTIAL FLOOD INSURANCE ISSUES  

Proposal 

1. This paper updates Cabinet on policy work on flood insurance issues and invites the Minister 
of Finance and Minister Responsible for the Earthquake Commission to report back to Cabinet 
in the second half of 2022 to seek decisions on whether to proceed with the development of a 
flood insurance intervention, key aspects of any intervention, and agreement to further 
targeted consultation. 

Relation to government priorities 

2. The Government has declared a climate emergency. Climate change will exacerbate the 
severity and frequency of flood events. Changes in underlying flood risk and insurers’ 
increased access to more granular flood risk data are likely to challenge the insurability of 
flooding for some assets which may have implications for access to insurance. Any reduction 
in the role of insurance in managing flood risk has implications for the resilience of New 
Zealanders to those risks.  

Executive Summary 

3. Insurance is one response to natural hazard risks, alongside other options such as risk 
avoidance through land-use planning (e.g. ‘retreat’ from high-risk areas, and preventing new 
builds in high risk areas) and reducing the risk via flood management and protection 
measures. 

4. There are two issues playing out in insurance markets. Insurers have access to better data 
and are increasingly able to more granularly price flood risk (also known as ‘risk-based 
pricing’). Underlying flood risk is also increasing due to climate change. These both challenge 
the insurability of some assets. The Government has a choice about how it wants to respond 
to these insurance issues. In some cases, the Government might choose not to act at all, 
because insurance may change but not to the extent that any intervention is required.  

5. The availability and pricing of insurance is a function of the underlying risk and the operation 
of the insurance market. A broad programme of work under the banner of the National 
Adaptation Plan (NAP) is outlining the Government’s approach to improving New Zealand’s 
resilience to the effects of climate change. This includes considering the management of 
underlying risks exacerbated by climate change, including flood risk. This paper and proposed 
further work focusses on the role of residential insurance against flooding. The National 
Climate Change Risk Assessment noted the insurance market is likely to be the most 
significantly affected by ongoing sea level risk and climate change. Flooding is a priority 
because it is already the most significant cause of insured losses (other than earthquakes) 
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and recent moves by insurers toward more granular risk-based pricing for flooding has 
highlighted the need for government policy in this area. 

6. While the Government’s primary focus is on flood insurance for residential buildings, the risk 
of insurance retreat for non-residential buildings and facilities (e.g., commercial property) in 
high-risk areas remains. 

7. We are seeking Cabinet approval to further work focused on ensuring insurance for flooding 
continues to play an appropriate role in supporting community resilience in the context of 
increasing risk-based pricing and underlying risks being exacerbated by climate change. This 
will include consideration of a ‘do nothing’ scenario. We intend to report back to Cabinet in the 
second half of 2022 to seek decisions on whether to proceed with the development of an 
insurance intervention, key aspects of any intervention, and agreement to further targeted 
consultation. 

8. 

 However, we want to be ready if and when the availability and affordability of 
flood insurance were to deteriorate significantly. Maintaining insurance is important across 
several wellbeing domains and for the general subjective wellbeing of property owners. The 
most effective approach will be to have measures in place before any large-scale insurance 
withdrawal occurs. If too many people become uninsured it may be difficult to support them in 
regaining insurance as needed.   

9. Government will need to carefully consider the importance of insurance price signals about 
risk, which encourage actions to reduce, avoid, and/or control the underlying flood risk, 
including retreat. Any intervention would need to minimise the potential adverse effects of 
dampening those price signals, as well as the possible precedent risks for wider adaptation 
policy which may be caused by creating an expectation that government would directly 
support individuals affected by climate change. Questions on the interaction between 
insurance, flood risk, and managed retreat have been added to the package of adaption 
consultation materials which is being considered in a companion paper by the Cabinet 
Economic Development Committee (DEV).  

10. 

However, if the availability and affordability of flood insurance were to quickly and significantly 
deteriorate, the Treasury could pivot at that stage 

 

Background 

11. With thousands of New Zealand homes exposed to flood risk, insurance cover against these 
losses has long been viewed as an essential way of supporting our resilience to natural 
hazards.  

12. Historically, New Zealanders have had very high insurance coverage compared to other 
countries subject to similar risks. Flood insurance and insurance for other natural hazards is 
widely available as part of all-risk insurance policies. This has been supported by Government 
interventions such as the EQC Scheme. EQC automatically attaches to private insurance 
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policies for fire. It provides natural hazard insurance for residential buildings and some areas 
of residential land after earthquakes, landslips, volcanoes, tsunami and hydrothermal activity.1 
It also provides cover for storm or flood damage for residential land. Residential buildings are 
not covered for flood risk by EQC as insurance against flood risk has historically been widely 
available at affordable prices.  

13. There are two issues playing out regarding flood insurance. One is improved information 
about risks supporting more granular risk-based pricing by insurers. In the past, different risks 
across the country have not been fully reflected in insurance pricing. Improved data has 
enabled risk-based pricing which can mean that riskier parts of the country can face rising 
premiums, while premiums may decrease in less risky areas. For example, Tower Insurance, 
which has around  of the residential insurance market share, began phasing in 
more granular flood risk pricing in late 2021. 

 The second issue is underlying risk increasing 
as the frequency and severity of flooding events is exacerbated by climate change – we 
expect to see the effects of this in the longer-term. The effects of these two issues are distinct 
but overlapping and, when combined, mean that households may begin to face rising 
premiums or struggle to access insurance, though timing of any large-scale impacts is 
uncertain.  

14. Loss of access to insurance means communities are less resilient and able to recover from 
flooding events. This has negative wellbeing implications across key wellbeing domains 
including: housing; income, consumption and wealth, and; health and subjective wellbeing. 
Further, the effects of risk-based pricing and increased flood risk will not be distributed evenly. 
Some (but not all) flood-prone properties are cheaper, and therefore home to those in lower-
socioeconomic situations. Those on low incomes are most likely to be impacted by 
affordability issues caused by an increase in insurance prices. However, all homeowners of 
high-risk properties (i.e. across all incomes) would be affected by changes to insurance 
availability.   

15. Additionally, Te Ao Māori recognises the interconnectedness of people and the natural world, 
including a strong connection between people and wai (water). Iwi and hapū located by awa 
(rivers) and moana (ocean) will also be affected, and these connections will result in unique 
wellbeing impacts. The Treasury and EQC have been working together to commission 
detailed modelling from Aon on the distributional impacts of flood risk to help understand 
these better. 

International schemes 

16. Other countries are also grappling with flood insurance issues. Examples include:  

16.1 The Australian Government recently released draft legislation on a cyclone and related 
flood damage reinsurance pool. It is proposed to be backed by a $10 billion Government 
guarantee and commence on July 1st, 2022 for residential, strata, and small business 
property insurance policies, in order to lower premiums.  

16.2 In the United Kingdom, Flood Re is a joint initiative between the Government and 
insurers. It makes the flood cover part of residential insurance policies more affordable. 
Every insurer that offers residential insurance in the UK must pay into the Flood Re 
Scheme (with some restrictions on eligibility for homeowners, as outlined at paragraph 

 
1 Note EQC cover has some exclusions such as fences, driveways, and mailboxes (where these are not integral to the 
building) and outdoor swimming pools, which means it is not always as comprehensive as private insurer cover. 
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28.1). This Levy raises £180 million every year that is used to cover flood risks in 
residential insurance policies. 

16.3 The US National Flood Insurance Programme (NFIP) is a federally managed scheme 
used to subsidise the cost of flood insurance, delivered to the public directly and through 
a network of insurance companies. It is funded by premiums paid by policyholders and 
borrowing from the US Treasury when the balance is insufficient to pay NFIP’s 
obligations. NFIP works with communities who are required to adopt initiatives to 
mitigate flooding effects.  

Work done to date and initial feedback from industry 

17. The Treasury began providing advice on the emerging issues surrounding flood insurance in 
the second half of 2021, in the context of a potential shorter-term issue of insurers such as 
Tower adopting more granular risk-based pricing for flood due to better information. In 
response to this, the Treasury engaged with all major residential insurers to determine 
whether they were likely to follow suit. The Minister Responsible for the EQC has also begun 
engaging with industry chief executives.  

18.  
 Further, 

insurers have said that Tower’s move is unlikely to trigger a significant shift in the market in 
the short-term. Despite this assurance, the move is indicative of the increasing challenges 
around insurability of flood risk to come, and insurers could move more quickly than expected 
(for example, in response to a large-scale event).  

19. Insurers have indicated they agree affordability and availability may become an issue as risk-
based pricing becomes more widely used in the medium to longer-term. 

 However, we expect for some assets the risk will materialise before then.  

20. Thinking about the appropriate role of insurance in the context of increasing insurability issues 
due to climate change needs to be one part of a wider work programme including measures to 
avoid and control risk (e.g., through land-use planning, public and asset-specific flood 
management and protection measures, and ‘retreat’ from high risk areas). These kinds of 
actions will remain essential regardless of decisions around insurance. This is because 
insurance only shares the costs of impacts, and does not alter the physical risks or changes in 
these. Alignment with the NAP process will help to ensure insurance issues are considered 
within this context, as outlined further from paragraph 21.  

21. The Minister Responsible for the EQC has also previously heard feedback from some insurers 
that Government should explore targeted and time-bound availability and affordability 
solutions for high-risk locations. We agree with this sentiment and are keen to investigate 
what this might look like. 

22. Our officials will continue to work collaboratively with the insurance industry to ensure a 
solution that is workable and supports a well-functioning private insurance market. Officials 
will continue to monitor market developments. Officials will also investigate whether the 
increased emphasis on climate risks for large insurers via the new Climate Related Reporting 
Disclosures regime has any implications for insurance pricing. If the availability and 
affordability of flood insurance were to deteriorate quickly and significantly, 
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Consultation through the National Adaptation Plan 

23. We are proposing to consult on insurance issues alongside the draft NAP, within the package 
of materials that the Ministry for the Environment (MfE) is intending to release. This means 
these insurance issues will be considered in context and the consultation process is intended 
to build buy-in to further work on flood insurance and generate proposals from stakeholders 
and the public. It will also ensure questions about the appropriate management of flood risk 
are considered alongside insurance issues. This will help to address feedback from insurers 
that insurance cannot address the challenges of climate change without other strategies to 
manage the underlying risk. Positioning access and affordability of insurance within a broader 
climate change adaptation context suggests less of a focus on the short-term, and greater 
emphasis on medium to longer-term implications and options. 

24. The high-level insurance-related content and questions to be consulted on is attached at 
Appendices 1-3 and provided in a companion paper also being considered by the Cabinet 
Economic Development Committee (DEV) on 6 April 2022. That paper also covers the draft 
NAP and the consultation questions around managed retreat. The flood insurance-related 
material seeks feedback on the role of insurance in responding to flood risk, the UK Flood Re 
model as a case study, and the interaction between insurance and managed retreat more 
specifically.  

Targeted stakeholder consultation 

25. The Treasury intends to leverage the NAP consultation process to discuss insurance issues 
with key stakeholders. This includes by participating in relevant targeted engagements led by 
MfE. This approach will help minimise duplication and consultation fatigue from stakeholders. 
Key stakeholders include insurers, local government, banks, and iwi/Māori. As 
abovementioned, there will be a particular emphasis on working collaboratively with the 
insurance industry to ensure any intervention is effective and feasible. The Treasury will 
engage stakeholders on the NAP generally and on targeted questions around insurance. The 
Treasury will continue to work with MfE to finalise the details and timing of the flood insurance 
engagement plan.  

Considering options for the role of insurance  

26. As noted above, a broad programme of work under the banner of the NAP is considering the 
underlying management of risks exacerbated by climate change, including flood risk. 
Improved management of underlying flood risk will help to promote the affordability and 
availability of insurance. 

27. Clear risk signals from insurance pricing can have positive impacts on encouraging 
homeowners and communities to take flood risk mitigations. While loss of access to insurance 
has negative wellbeing impacts as described above, rebuilding in high-risk areas following a 
disaster might also reduce resilience. The Government has a choice about whether and how it 
wants to respond, considering how any response may interact with its other objectives for 
climate change adaptation. Ideally, the objectives of any intervention would be informed by the 
broader objectives of the NAP.  

  

27.1 

27.2 
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28. 

28.1
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28.3
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29. 

30. 

30.1 
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30.2 

30.3 

30.4 

Next steps for a flood insurance work programme 

31. We have asked Treasury officials to lead a work programme to analyse options and develop 
recommendations with a focus on ensuring insurance for flooding continues to play an 
appropriate role in supporting community resilience.  

32. We intend to report back to Cabinet in the second half of 2022 to seek decisions on 
responding to these insurance issues, including whether to proceed with the development of 
an insurance intervention, key aspects of any intervention, and agreement to further targeted 
consultation. 

33. It is likely that legislation would be required to implement an insurance intervention. If Cabinet 
agrees to an insurance intervention following the next report back, 

 We would likely seek final policy decisions from 
Cabinet on any intervention in the second half of 2023. 

Financial implications 

34. This paper has no financial implications.  
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Legislative Implications 

35. Legislation will likely be required to establish a flood insurance intervention, though significant 
analytical work and consultation is required before proposals for legislation are developed.  

 

Impact Analysis 

Regulatory Impact Statement  

36. The proposals in this paper do not have immediate legislative or regulatory implications. The 
Treasury will engage with the Regulatory Impact Analysis Team to confirm the scope of 
Regulatory Impact Statements to support substantive policy decisions (i.e. with regulatory 
impacts) that will be sought through the next Cabinet report back in the second half of 2022.  

Climate Implications of Policy Assessment 

37. The proposals in this paper do not have immediate legislative or regulatory implications. The 
Treasury will engage with the Climate Implications of Policy Assessment (CIPA) team in the 
Ministry for the Environment to confirm requirements to support substantive policy decisions  
(i.e. with regulatory impacts) that will be sought through the next Cabinet report back in the 
second half of 2022. 

Population Implications  

38. As mentioned above, the effects of increased flood risk will not be distributed evenly, and 
those on low incomes are most likely to be impacted by the increase in insurance prices. We 
also expect that iwi and hapū located by wai will be affected. The Treasury and EQC have 
been working together to commission detailed modelling from Aon on the distributional 
impacts of flood risk to help better understand these. 

Human Rights 

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

Consultation 

40. The Ministry for the Environment, the Department of Internal Affairs, the Financial Markets 
Authority, the Ministry of Business, Innovation and Employment, the Reserve Bank of New 
Zealand, the EQC, the National Emergency Management Agency, the Ministry of Housing and 
Urban Development, Te Puni Kōkiri, the Ministry of Social Development, and the Commerce 
Commission have been consulted on this paper. The Department of Prime Minister and 
Cabinet (Policy Advisory Group) has been informed. 

41. This paper has also been informed by initial discussions that the Minister Responsible for the 
EQC and the Treasury have had with the insurance industry, including: the Insurance Council 
New Zealand (ICNZ), IAG, FMG, Tower, AA Insurance, AIG New Zealand, Suncorp, MAS, 
and Ando/Hollard. 

Communications 

42. We do not intend to make any announcements following Cabinet approval of this paper. The 
fact that work is underway on flood insurance is in the public domain due to initial engagement 
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with industry. It will also be publicly known once the draft NAP and associated consultation 
materials are released due to the inclusion of flood insurance content. 

Proactive Release 

43. A version of this paper will be published on the Treasury’s website following Cabinet 
agreement to the proposals set out in this paper. The paper will be published subject to 
withholdings that are consistent with the Official Information Act 1982. 
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Recommendations 

The Minister of Finance and the Minister Responsible for the Earthquake Commission recommend 
that the Committee: 

1. note that high uptake of residential property insurance can support New Zealand’s resilience 
against natural hazards; 

2. note that hazards that are exacerbated by climate change and more sophisticated risk 
modelling mean that some households could face significant increases to their insurance 
premiums or lose access to cover, though the timing of any large-scale impacts of these is 
uncertain; 

3. invite the Minister of Finance and Minister Responsible for the Earthquake Commission to 
report back to Cabinet in the second half of 2022 to seek decisions on responding to these 
insurance issues, including whether to proceed with the development of an insurance 
intervention, key aspects of any intervention, and agreement to targeted consultation; 

4. note further work by the Treasury will be focused on ensuring insurance for flooding continues 
to play an appropriate role in supporting community resilience in the context of increasing risk-
based pricing and underlying risks being exacerbated by climate change; 

5. note a careful balance needs to be struck between supporting insurance access and 
affordability for homes with high flood risk (supporting resilience and recovery from flooding, 
equity, and minimisation of implicit fiscal risk benefits) with the potential adverse effects from 
dampening market signals about risk and possible precedent-setting effects from intervening 
in the insurance market; 

6. note high-level insurance-related content and questions have been included in the package of 
materials being consulted on as part of the draft National Adaptation Plan (NAP) process; 

7. note the draft NAP and associated materials are being approved for consultation in a 
companion paper being considered by the Cabinet Economic Development Committee (DEV) 
on 6 April 2022; 

8. note if Cabinet agrees to proceed with an insurance intervention following the report back in 
recommendation 3: 

8.1 

8.2 final policy decisions from Cabinet on any intervention would likely be sought in the 
second half of 2023. 

Authorised for lodgement 

Hon Grant Robertson 

Minister of Finance 

Hon Dr David Clark 

Minister Responsible for the Earthquake 
Commission 
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Appendix 2 – Flood Re case study for the draft National Adaptation Plan 

Case Study: Flood Re – A flood reinsurance scheme in the United Kingdom 

Flood Re is a United Kingdom reinsurance scheme that supports the affordability and availability of 
flood insurance for those homes that have the highest risk of flood (around 1 to 2 per cent of United 
Kingdom homes). The scheme caps flood-insurance premiums and cross-subsidises flood-
insurance costs between homeowners.  

Flood Re is owned and operated by the insurance industry. It is funded by a mix of compulsory 
levies on all residential-property insurers and reinsurance premiums on flood-prone homes that are 
reinsured with the scheme.   

To manage any adverse incentives Flood Re might create, it is only available to homes built before 
1 January 2009; new homes face full-market risk pricing, which discourages building in high flood-
risk locations. In addition, Flood Re has an end date of 2039. This is because the scheme is 
intended to manage the transition to market prices and the end date preserves the incentive for risk 
reduction. By 2039, a greater proportion of homes will be in lower flood-risk areas, which will reduce 
the shock when transitioning back to market prices.  

Alongside Flood Re, the United Kingdom government has committed to major investment in flood-
risk reduction. It is intended that flood risk will be largely addressed by the time Flood Re ends in 
2039, which will also assist with a smooth transition back to risk-reflective market-based insurance 
premiums. 

Changes to the scheme are being considered to improve the incentives for adaptation, including 
premium discounts for properties that have taken resilience measures and additional payments that 
would support claimants to rebuild more resiliently. 

A five-year review of Flood Re found that 80 per cent of homes with previous flood claims saw 
insurance price reductions of more than 50 per cent. A 2018 United Kingdom government survey 
found that those in areas of high flood risk considered household insurance to be more affordable 
and readily available than it had been in 2015. 

Questions: 

 In your view, should a Flood Re type scheme in New Zealand be used to address current 
and future access and affordability issues for flood insurance? Why or why not? 

 How do you think a Flood Re type scheme in New Zealand could support or hinder climate 
change adaptation initiatives in New Zealand? 
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Appendix 3 – Insurance content for the managed retreat consultation  

Managed retreat and the interaction with insurance 

Insurance currently plays an important role in supporting New Zealand’s resilience and recovery 
from natural hazards. However, sea level rise and increasing extreme weather due to climate 
change are likely to affect the ability to insure assets (particularly residential buildings). This may 
lead to ‘insurance retreat’ in some cases, which can include higher premiums, reduced ‘quality’ (eg, 
higher excesses or lower cover limits), and ultimately loss of access to insurance.  

As described earlier, managed retreat is a process to strategically relocate assets, activities, and 
sites of cultural significance away from at-risk areas within a planned period of time.  

We seek feedback on how insurance could interact with a managed retreat policy. The interaction 
between insurance and managed retreat may differ depending on whether a retreat is pre-emptive 
or in response to a natural disaster.  

Post-disaster managed retreat and the interaction with insurance  

Insurance payments compensate parties for loss or damage resulting from an event covered by 
their insurance policy. While there may also be an opportunity for these payments to support a 
managed retreat, insurance payments typically only cover the value of the loss or damage to the 
building. This means that insurance may not cover the full cost of a managed retreat. Insurance 
retreat may also be exacerbated by climate change, in turn reducing the opportunity for insurance to 
support managed retreat post-event. 

Insurers generally do not put restrictions on how claimants use insurance payments. This may 
enable insurance payments to be used to fund post-event managed retreat. However, insurers may 
limit their liability (eg, refuse future cover) if a property is highly likely to suffer similar damage 
again. Options for managed retreat may be limited if an insurer decides to manage repairs for a 
property. 

Question:  

 Do you think insurance payments after a flood could help support managed retreat? Yes, no, 
unsure. Please explain your answer.  

Pre-emptive managed retreat and the interaction with insurance 

As insurance becomes increasingly expensive or unavailable in at-risk locations, it may provide an 
important signal to better manage the underlying risk. Accordingly, insurance premiums and 
availability could influence decisions about managed retreat and may also encourage relocation 
decisions by individuals and communities outside the managed retreat process. However, as 
insurance contracts are typically for only one year, insurance premiums and availability may not 
provide a useful signal about increasing risks in the future.   

Questions:  

 Do you think insurability challenges should be a factor in considering whether to initiate 
managed retreat from an area? Yes, no, unsure. Please explain your answer. 
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