Reference: 20250830

26 January 2026 THE TREASURY

Dear

Thank you for your Official Information Act request, received on 26 November 2025.
You requested the following:

Treasury Report T2025/2161: Insurance affordability work plan options
On 22 December 2025 your request was extended by 10 working days to enable the
necessary consultations on the information for release.
Information being released

Please find enclosed the following document:

Item | Date Document Description Decision
Treasury Report T2025/2161:
1. | 23 Oct 2025 Insurance affordability work plan Release in part
options

| have decided to release the document listed above, subject to information being
withheld under the following sections of the Official Information Act, as applicable:

o section 9(2)(b)(ii) — to protect the commercial position of the person who supplied
the information, or who is the subject of the information,

o section 9(2)(f)(iv) — to maintain the current constitutional conventions protecting
the confidentiality of advice tendered by Ministers and officials,

o section 9(2)(g)(ii) — to maintain the effective conduct of public affairs through
protecting Ministers, members of government organisations, officers and
employees from improper pressure or harassment, and

o section 9(2)(k) — to prevent the disclosure of information for improper gain or
improper advantage. This reduces the possibility of staff being exposed to
phishing, social engineering and other scams. This is because information
released under the OIA may end up in the public domain, for example, on
websites including Treasury’s website.

In making my decision, | have considered the public interest considerations in section
9(1) of the Official Information Act.

Please note that this letter (with your personal details removed) and the enclosed
document may be published on the Treasury website.

1 The Terrace
PO Box 3724
Wellington 6140
New Zealand

tel. +64-4-472-2733

https://treasury.govt.nz



This reply addresses the information you requested. You have the right to ask the
Ombudsman to investigate and review my decision.

Yours sincerely

Mary Llewellyn-Fowler
Manager, Financial Markets and Regulatory Institutions
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Treasury Report: Insurance affordability future work options

Date: 23 October 2025 Report No: T2025/2161
File Number: SH-11-4-3-4-7-M124218

Action sought

Action sought Deadline

Hon Nicola Willis s9(2)(f)(iv) 30 October 2025
Minister of Finance

Contact for telephone discussion (if required)

Name Position Telephone 1st Contact
Lisa Davies Senior Analyst, s9(2)(k) N/A 4
Financial Markets (mob)
Steve Cantwell Principal Advisor, s9(2)(g)(ii)
Financial Markets

Minister’s Office actions (if required)

Return the signed report to Treasury.

Note any
feedback on
the quality of
the report

Enclosure: No

Treasury:5169202v1
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Treasury Report: Insurance affordability work plan options

Executive summary

Residential insurance premiums have increased sharply in recent years, with premiums
having risen by three times more than CPI inflation since 2011 and by more than 40 per cent
in the last two years alone.

A range of factors have contributed to recent price growth. These factors include insurer
reassessments of seismic and climate-related risks, rising construction costs, significant
catastrophe losses, and developments in global reinsurance markets. Insurance availability
in some regions has also reduced.

Insurance pricing is inherently complex. The publicly available information about market
dynamics and the financial performance of insurance providers is limited. It is therefore not
currently possible to robustly assess the extent to which premiums accurately reflect
underlying risks, or whether there are cost-effective policy changes that could meaningfully
improve affordability outcomes.

There are a number of existing work programmes underway that relate to insurance
affordability. These include a range of climate change adaptation workstreams led by MfE,
the and RBNZ-led work on prudential
legislation.
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Purpose of Report

1. The purpose of this report is s9(2)f)(iv)

It also
provides background on insurance affordability issues and seeks your agreement to
s9(2)(M(iv)

Background

2. You agreed to undertake a review of the financial and levy settings under the NHI Act
in May 2024. We have run a targeted consultation process and provided you with
options [T2024/1053, T2025/1005 and T2025/1130 refer].

3. s9(2)(f(iv)

In August, we reported that the delay in decisions meant 1 July 2026 was no
longer an option to implement an increase in the levy [TR 2025/2193 refers]. We
informed insurers on 1 October 2025 that while final review decisions have not yet
been made, no changes to the levy or cap will be made until at least mid-2027.

4, s9(2)(f)(iv)

5.  The Treasury has provided advice over recent years on issues related to insurance
affordability, including advice on emerging insurance challenges [T2023/1934 refers],
and information on recent trends in insurance pricing [T2023/2206 refers].

s9(2)(H(v)

Insurance is important to individuals, society, and the Crown

6. Insurance spreads the cost of unexpected losses across time and the population,
benefiting individuals, society, and the Crown.

7.  The government has a strong interest in ensuring effective insurance markets to meet
wider social and recovery objectives and avoid fiscal risks from supporting un- or
under-insured homeowners after disasters.

Insurance premiums have faced sustained price increases

8. Home insurance premiums have risen significantly, increasing at three times the rate of
general CPI since 2011, with a 40% rise in the last two years. And some, particularly
those subject to flooding and seismic risks, have faced increases significantly higher
than these overall averages, and are expected to face further increases.

9.  Contributing factors include rising construction and reinsurance costs, and better
insurer understanding of underlying risk (e.g. scientific assessments that New Zealand
faces more seismic risk than previously recognised). Moves by the industry recently to
greater risk-based-pricing for some risks (such as for flooding) have also contributed to
increased premiums for those subject to those risks. In addition, premiums for climate-
exacerbated risks are likely to face additional pressures in future as those risks evolve.
Competition issues may also be a contributor (see below).
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10.

11.

A recent S&P global insurance update stated that New Zealand’s property/casualty
insurance sector’s gross written premium has predicted continued annual premium
growth of about 9% per annum until 2027.

The international reinsurance market has however softened recently, which will reduce
insurers’ reinsurance costs. This means that the recent large increases in premium
rates could begin to slow.

The insurance market in New Zealand is highly concentrated and may show signs of high

12.

13.

14.

15.

16.

profits

While the data is limited, Treasury’s preliminary work suggests there may be
competition issues in the insurance sector.

New Zealand’s residential insurance market is highly concentrated, and has become
even more concentrated since the Canterbury earthquakes, with three insurers holding
s9(2)(b)(ii) Competition and market shares vary by region.

The high market concentration combines with potentially higher profit margins for
insurers in New Zealand compared to Australia.? The reasons for this are unclear. New
Zealand’s higher risk profile is a contributing factor, with investors demanding higher
returns for the higher risk. However, it could also indicate weaker competitive
pressures.

s9(2)(H(iv)

Insurance availability and uptake appears high, though it may be declining

17. Insurance remains largely available, but access is becoming more difficult in areas
facing both high earthquake and flood risk (e.g., Wellington, Marlborough, Canterbury).

18. While uptake appears high, limited data makes it unclear how premium increases are
affecting uptake rates® [T2023/2206 and T2025/1281 refer].

s9(2)(M(iv)

19. Given the importance of insurance both to wellbeing and financial stability, recent steep
premium increases and concentration of the insurance market, s9@)(®(iv)

20.  s92)(f)(iv)
s9(2)(b)(ii)

2 Consumer recently hired Link Economics to look into insurer profitability, and they found that the two Australian-based
underwriters (Suncorp and IAG) have a higher profit margin in New Zealand than they do in Australia.
CNZ Insurance Report 2025.pdf

3 We use three limited sources to make assessments about insurance uptake — the ICNZ quarterly survey, NHC levy
revenues and Household Economic Survey (HES) data. These all suggest uptake in New Zealand is still high (somewhere
between 83.7% and 95%). The HES data suggests a small decline (approx. 5.5%) in uptake since 2017.
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s9(2)(A(iv)

21, s9)(f)(iv)

22, s9(2)(f)(iv)
. The next section outlines what work is already
underway that could impact insurance affordability and our recommendations for areas
of future focus.

Existing workstreams that may support insurance affordability

Work being led by Ministry for the Environment (MfE) that may impact affordability

23. Insurers consistently emphasise that reducing underlying natural hazard risk (including
climate-related risk) is the best way to support affordable insurance pricing and
availability. Reducing underlying natural hazard risk is good for prospective
development, but how this plays out for existing developments from an insurance
availability and affordability perspective is less certain. We anticipate any benefits
would emerge gradually as improved future risk management slowly improves the risk
profile of the existing and future housing stock.

24. MfE is already leading work on climate change related risks (adaptation) which
includes work on:

a New national direction to ensure councils more consistently avoid consenting
new development where the risk is too high to cost effectively manage over time.

b A proposed new national flood map to provide a consistent data source for
property owners, investors, insurers and councils on long term flood risk.
Currently, flood risk information is variable between councils and/or not always
affordable or available (CAB-25-MIN-0324 refers).

c Proposed new requirements for councils to prepare Local Adaptation Plans in
high-risk locations to provide better certainty on future risk and how it will be
managed and financed. Currently, adaptation planning across councils is
variable. (CAB-25-MIN-0324 refers).

d s9(2)(A(iv)

25.  s9)®(v)
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RBNZ is leading the solvency standard review process

29. Insurers have raised that the high solvency standard* requirements may be contributing
to high premiums. However, the relationship between prudential capital requirements
and insurance pricing is complex. It is uncertain what impact a change in solvency
requirements may have on premiums. New Zealand also has a high-risk profile so the
current solvency standard may be important to mitigate financial stability risks (such as
the risk of insurer failure). There is also no guarantee that if requirements in the
standard were reduced that insurers would lower their premiums, as some insurers
currently hold more capital than required, indicating it is not just the standards driving
insurers’ capital decisions.

30. The setting of regulatory capital levels is the responsibility of the RBNZ. They have
been running a review of the solvency standards since 2020. The first phase of this
review is complete and has ensured that the solvency requirements are framed

4 Under the solvency standard set by the RBNZ under IPSA insurers must hold enough capital and/or reinsurance to
cover an insurer’'s maximum probable loss for a 1:1,000 year event for earthquakes.
T2025/2161 Insurance affordability future work options Page 6
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appropriately following the introduction of new accounting standards (upon which the
solvency standard is based). The second stage has been paused given the relatively
higher priority of other prudential work, such as the 2025 Capital Review, the
development of the Deposit Takers Act (DTA) standards and the Insurance (Prudential
Supervision) Act 2010 (IPSA) amendment. We understand the RBNZ reported to you
earlier in the year on this reprioritisation exercise.

31. Itis also important to note that the review of the solvency standard would not
necessarily result in solvency requirements being decreased. Capital and reinsurance
requirements are also affected by improved data and scientific understanding (e.g. the
changes to the National Hazard Seismic Model are now largely incorporated in the
major catastrophe models that are being used), as well as changes in the underlying
risks (e.g. due to climate change). All of these can increase or decrease the amount of
reinsurance and capital required.

32. The RBNZ sets solvency standards for insurers in line with IPSA, which is the
legislation that sets out the prudential framework for insurance. Cabinet has recently
agreed to changes to IPSA which include the addition of a proportionality principle and
a requirement that the RBNZ develop a proportionality framework for developing
standards, in line with similar provisions in the DTA [CAB-25-MIN-0263 refers]. This
would support consideration of the size of, and systemic risk presented by, different
firms when setting capital requirements. The purposes of IPSA already include
efficiency, which encapsulates competition. In addition, IPSA principles include the
need to maintain competition in the sector. These changes to IPSA will affect how the
RBNZ sets solvency standards for insurers in the future.

33. Release of an IPSA amendment Bill exposure draft is expected in the first quarter of
2026. The Bill would then be considered for introduction by Cabinet in mid-2026,
targeting a mid-2028 commencement date. The RBNZ has indicated restarting the
review of solvency standards would be preferable after the Bill is passed, around late
2027.

s9(2)(H(iv)

T2025/2161 Insurance affordability future work options Page 7



20250830 TOIA Binder Page 8 of 12

T2025/2161 Insurance affordability future work options




20250830 TOIA Binder Page 9 of 12

T2025/2161 Insurance affordability future work options




20250830 TOIA Binder Page 10 of 12

47.

The Treasury has been reviewing the financial settings and levy settings under the
Natural Hazards Insurance Act 2023 (NHI Act) since May 2024.

48. The NHI Act requires that the financial settings and levy settings are reviewed at least
every five years (when making a new Funding and Risk Management Statement

(FRMS)). This is intended to ensure the financial and levy settings remain appropriate
over time for the NHI scheme’s exiosuresI costs and risks. ﬂ

49. _

Consultation

50. We have consulted MBIE, FMA, the ComCom, RBNZ and NHC on this report and it
reflects their feedback.

Next steps
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Recommended actions

We recommend that you:

a note that the Treasury has been reviewing the NHI financial and levy settings since
May 2024
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Steve Cantwell
Principal Advisor, Financial Markets

Hon Nicola Willis
Minister of Finance
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