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Executive summary
Without intervention the country can expect steep rises in premiums and insurance retreat from some properties, leaving homes unprotected
The world faces unprecedented climate-related challenges over the coming decades and beyond. Aotearoa New Zealand, with its long coastline, many rivers, and varied climate, will not be spared the impacts. In particular, the country will face more severe floods and increasing coastal inundation due to sea-level rise.
Residential insurance premiums in Aotearoa New Zealand have faced steep increases over the past few years. Premiums are expected to rise further in the coming years as more insurers move to adopt ‘risk-based pricing’ for flood hazards and as the impacts of climate change increase, pushing up costs for insurance companies and their international underwriters. Without effective policy measures, these pressures are expected to result in unaffordable premiums for some properties, leading households to reduce, or cancel, their insurance cover. 
Additionally, insurance companies will over time withdraw cover in some locations as increasing levels of damage – especially from floods and coastal erosion – make selling cover in those locations unattractive or infeasible. This phenomenon is known as ‘insurance retreat’ (Storey, 2017), and is already very common in places overseas that have been badly hit by climate change-related events in recent years. 
While the exact timeline for partial and full insurance retreat remains uncertain, it is clear the impact will be large under any global warming scenario. For example, recent estimates suggest that on current trajectories some 10,000 coastal properties in Auckland, Wellington, Christchurch, and Dunedin could become uninsurable by 2050 as a result of coastal flooding (Storey et al., 2024).
Aotearoa New Zealand must act now to maintain high levels of residential insurance and help protect the country from an uncertain future. Failing to do so will mean not just personal hardship for those who find themselves underinsured after a disaster – it could also have significant fiscal impacts for the government. High residential insurance penetration is crucial to maintaining economic and societal resilience and enabling individuals, communities, and the country as a whole to recover from more severe climate-related impacts. 
Those hardest hit will be those who are already struggling
While climate change will affect all New Zealanders, low-income households, whether they are homeowners or renters, will be impacted disproportionately by premium rises and by future extreme weather events. Uptake of residential property insurance is already lower in poorer communities. Those who are already most vulnerable to socioeconomic shocks are also likely to be least insured, and this will worsen over time without government intervention. This points to insurance retreat as a looming social equity issue for the country.  
Homeowners with properties in a natural hazard risk zone will pay higher premiums as risk-based pricing – under which premiums reflect property-level risk rather than risk being shared equally between all policyholders – becomes more common. But many homeowners in such a position bought their properties without knowing or fully understanding the risks, or were unable to afford a more expensive property in a less risky area. As such, this report argues that it is important not to cast blame on individuals who now find themselves in a precarious situation. 
The drive to adapt must be led by democratic processes rather than insurance prices
Proponents of risk-based pricing argue that premium prices should reflect risk because high prices will send signals to policyowners and local authorities to act to mitigate risks and implement adaptation measures (such as building flood protection, or moving away from risky areas). However, there does not appear to be convincing evidence that price signals strongly encourage or discourage such behaviour in and of themselves – people are motivated to act in a certain way by a range of factors, price being just one of them. A person suffering financial hardship may be more likely to reduce or drop their insurance coverage than incur the cost of moving from their home or invest in expensive risk protection measures.
This report argues that it is primarily the responsibility of central government, in consultation with local government, iwi/Māori, business, civil society organisations, and the wider public, to set the strategic policy direction for how the country should adapt to the impacts of climate change. Insurance, which is run by private companies with their primary allegiance to shareholders, should complement, not lead, the drive to adapt.
Aotearoa New Zealand must urgently stop inappropriate development in flood zones, flood-prone areas, and those coastal locations that are likely to become uninsurable within decades. The country must also invest in risk mitigation and climate adaptation measures (at the right price and in the right places) to keep residential insurance premiums lower, for longer. 
Where other types of intervention are not cost-effective or technically viable, some homes in very risky areas will need either to be relocated or face repeated and unsustainable losses from natural-hazard damage. This report backs widespread calls for Aotearoa New Zealand to agree on a comprehensive, proactive, and legally binding adaptation framework that sets out clear roles and responsibilities for the country’s response to the growing impacts of climate change, and on how this will be funded. A risk management framework is also needed to give direction – based on the best available evidence – on what constitutes an acceptable level of natural hazard risk (a ‘threshold’) for individual properties. 
In the absence of such frameworks, preparations to respond to climate change will be haphazard and will very likely only be properly implemented in wealthier areas, where more money can be raised through rates (or in other ways) to pay for risk mitigation. In such an environment, partial and full insurance retreat will start sooner and cut deeper. 
The country must act now to keep insurance accessible and affordable 
This report provides a preliminary analysis of residential insurance policy options available to government, in the face of increasing climate-related risks. It draws on the experience of a range of other countries and discussions with a variety of stakeholders and experts. 
The overall goal must be to maintain high residential insurance coverage, for flood risk in particular. Insurance cover must remain affordable to all, so that the burdens of climate change do not fall most heavily on those least able to bear them. One of the first steps must therefore be to agree a calculation for ’affordability’ of premiums in relation to household income. It will be important to minimise perverse outcomes – such as encouraging people to remain in unsafe homes or build in inappropriate locations. 
While significant additional analysis will be needed over the coming years, this report explores several options for the insurance market. First, it concludes that offering subsidies on premiums to those facing affordability issues would likely save the country money in the long term, as well as sparing hardship for individuals on low incomes. Other options worth exploring include standardising and simplifying insurance contracts, agreeing the level of transparency that is expected from insurance companies making pricing decisions, and better promoting competition in the insurance market.
More comprehensive intervention should also be urgently considered to maintain high coverage for flood hazards in particular. Many countries, including France and the United Kingdom, have responded to flood insurance protection gaps for floods by creating separate entities known as Protection Gap Entities (PGEs). This country already has such an entity, the Natural Hazards Commission (NHC Toka Tū Ake) – formerly EQC – but it does not provide flood cover, other than in a very limited way for land damage.
There are many potential models for such an entity and how it operates. For example, the roles of NHC Toka Tū Ake could be extended in ways - to provide first loss cover for flooding as it currently does for other natural hazards, to instead provide ‘total loss cover’ for floods (and potentially for other natural hazards), and/or to take on a reinsurance function. Alternatively, a new separate public PGE could be established to fulfil any of these roles. . 
Such a scheme, depending on its design, could aim to fill any of several different potential future ‘protection gaps’. These may include providing cover for:
· Homes that are unable to access private insurance (but for whom the ‘risk threshold’ is still tolerable, according to nationally agreed criteria). 
· Homes in areas where insurance has been withdrawn because risks are too high, where risk mitigation measures have been planned but not yet implemented. 
· Homes that are facing a future process of planned relocation, and require cover in the meantime. 
Cover provided by such a PGE could be capped or uncapped, temporary or long-term, targeted to homes in high-flood-risk locations or offering wider cover to all homes. One particularly promising option would be to design a new public scheme to cover any home experiencing total loss caused by a natural hazard event (particularly flooding), with private insurance continuing to cover lesser damages. Depending on its design and purpose, such an entity could close several existing insurance gaps – including helping those whose houses are red-stickered but who cannot access insurance payouts, or those facing erosion from sea-level rise – for example.
Crucially, Aotearoa New Zealand must take a strategic decision about how best to balance two competing notions in insurance cover. Is the country best served by an individualistic, risk-based approach – where those who face greater risks pay higher premiums – or a more collective-minded community-based approach that shares the risk more evenly across policyholders (noting that NHC Toka Tū Ake takes such an approach for natural hazards such as earthquakes)?  
As an innovative and forward-looking country, Aotearoa New Zealand is well-placed to find solutions to create a robust, world-leading insurance ecosystem. Policy options should be considered in detail now, backed up by public debate, ideally with multi-party consensus. To be most effective, appropriate interventions must be designed to last, and be ready to implement well before protection gaps become widespread.   


[bookmark: _heading=h.44sinio]Recommendations
1. Recognise the vital role of residential insurance in maintaining societal resilience in the context of increasing climate change-related risks. Central government
1.1. Recognise the importance of maintaining high levels of insurance penetration across the country, for flood risk in particular. Achieving this will be dependent on residential insurance cover remaining accessible and affordable.
1.2. Establish an expert advisory group to explore how maintaining high insurance penetration can best be achieved. Draw on the experience of relevant overseas jurisdictions while also recognising the distinctive features of the Aotearoa New Zealand insurance market and institutions.
1.3. Note that insurers have a valuable role to play – together with other stakeholders including local and central government, iwi, Māori, and local communities – to incentivise and promote climate adaptation interventions. Ensure the design of any intervention considers the full range of relevant views. 
1.4. Agree on criteria to determine what constitutes ‘affordability’ in insurance premiums.
1.5. Agree a list of principles and goals to inform any intervention in the current insurance market. These may include:
1.5.1. Ensuring insurance cover is affordable to all, regardless of socioeconomic circumstances, and ensuring the burdens of climate change do not fall most heavily on those least able to pay. 
1.5.2. Minimising ‘moral hazard’, and perverse outcomes, such as continuing development in hazardous locations.
1.5.3. Recognising it is not helpful (and in most cases not fair) to blame individuals who find themselves in a precarious situation due to climate change.
2. Invest in climate risk mitigation and adaptation to keep residential insurance premiums accessible and affordable for longer. Central and local government
2.1. Ensure that insurance market signals (such as the move to risk-based pricing) complement, rather than lead, the drive to adapt to climate change. The responsibility for deciding where people can live should rest with democratically elected officials.
2.2. Avoid further developments in flood-risk areas that exceed agreed risk tolerances, for example by:
2.2.1. Giving councils greater powers to decline land-use consents in areas vulnerable to flooding and other climate change impacts. These powers could be set out within the proposed new national direction on natural hazards.
2.2.2. Investigating options for insurance companies to provide input into consenting processes for new housing developments.
2.3. Urgently invest in proactive flood-risk mitigation at the local level – though only where such mitigation is cost effective. Prioritise nature-based solutions and sponge cities approaches for flood mitigation in cities where appropriate.
2.4. [bookmark: _heading=h.3znysh7]Prioritise flood-resilient design for new and existing homes in areas that may be vulnerable to flooding.
2.5. Develop and agree a Climate Change Adaptation Act or equivalent, which sets out clear roles, responsibilities and decision-making processes at national and local levels for how adaptation will be planned and implemented.
2.6. Develop and agree a funding framework for adaptation, to provide clarity on how the full range of adaptation costs will be shared and met. Urgently provide funding for adaptation initiatives, for example through the establishment of one or several targeted national adaptation funds.
2.7. Agree on national standards for natural hazard and climate change risk tolerance to:
2.7.1. Establish thresholds for acceptable community-level and property-level risk, based on the best available evidence.
2.7.2. Clarify actions that should be taken when property risk thresholds are exceeded (whether physical risk mitigation measures, planned relocation, or other action).
2.8. Agree a framework and a funding model for planned relocation, as proposed by the Expert Working Group on Managed Retreat. Consider planned relocation for homes in risky areas where other types of intervention are not cost-effective or technically viable.
3. Consider a range of interventions in the residential insurance and financial markets to maintain high levels of insurance penetration.
3.1. Consider directly subsidising premiums for those who struggle to afford them, as part of a package of responses. This will be most effective within a robust adaptation framework that identifies tolerable risk thresholds for properties and provides public assistance for planned relocation where appropriate. Treasury
3.2. Further investigate the viability of a range of promising policy options, including: Ministry of Business, Innovation & Employment, Financial Markets Authority, Commerce Commission
3.2.1. Standardising and simplifying insurance contracts to make it clearer what is covered and what is not.
3.2.2. Monitoring insurer conduct and value for money in insurance contracts.
3.2.3. Agreeing on the level of transparency that is expected from insurance companies about how they make decisions affecting insurance accessibility and affordability. Insurers could for example be required to make available the hazard information and data used by them to inform a risk-based premium increase or discount on a homeowner’s policy.
3.2.4. Monitoring and promoting competition in the insurance market.
3.3. Develop policies to respond to the future likely ‘unbundling’ of perils from insurance contracts. Treasury
3.4. Consider requiring banks and other financial institutions to undertake due diligence on long-term insurability of properties when granting mortgages. Reserve Bank of New Zealand, Financial Markets Authority 

4. Develop a public residential insurance scheme or schemes to fill current and future gaps in insurance caused by climate change, especially for flood risk. Act now to design options.Central government, Treasury
4.1. Explore policy options for a public insurance scheme to provide cover for some elements of flood hazards. Coverage could be offered only to at-risk properties, or (probably more sensibly) to all properties. NHC Toka Tū Ake could be adapted to take on an extended role, or a new entity established.  
4.2. Consider whether such an entity should cover first losses up to a cap - as NHC currently does for natural hazard damage other than flooding – or should rather focus on providing total loss cover for flooding (and potentially also for other natural hazards). The latter approach may help close a number of existing insurance gaps (such as providing assistance for those who are red-stickered but cannot access insurance payouts, or those who are threatened by coastal erosion, for example).    
4.3. Further explore policy options for the design of a public reinsurance scheme for natural hazard damage, to keep premiums lower, for longer. The existing NHC Toka Tū Ake could be adapted to take on this role (instead of, or in addition to, a public insurance role), or a new entity established.  
4.4. Learn from other countries that have established public insurance schemes for floods. Ensure any scheme established here promotes risk reduction and adaptation, and does not encourage poor practices or inaction.
4.5. Decide on the best balance between two broad conceptual approaches for a new scheme:
4.5.1. Continuing an individualistic, risk-based approach to flood insurance, where those who face greater risks pay higher premiums (noting this will negatively impact Aotearoa New Zealand’s historically high insurance coverage rates, and therefore risks entrenching poverty and inequitable outcomes in the aftermath of an underinsured disaster).
4.5.2. Adopting a more collective-minded community-based pricing model that shares the risk of flooding more evenly across policyholders as for other natural hazard risks via NHC Toka Tū Ake (noting that this approach may ‘mute’ economic signals to undertake risk mitigation and requires some policyholders to cross-subsidise others, which may be perceived as unfair). 
[bookmark: _heading=h.3j2qqm3]Chapter 1 – How insurance premiums are coming under pressure
[bookmark: _heading=h.1y810tw]Introduction
This report sets out early thinking on options for a thorny and pressing policy issue that has not yet been well developed in the literature: how to keep residential insurance accessible and affordable in Aotearoa New Zealand in the face of increasing climate-related challenges. 
The report first provides an overview of the pressure climate change is already exerting on insurance premiums, and investigates when we might expect to see insurance companies begin to withdraw coverage for some properties (the answer is: very soon). It next sets out the arguments for and against intervention in the insurance market, and outlines some key goals and principles for any intervention, to minimise the risk of unintended outcomes.
To keep premiums lower for longer, Aotearoa New Zealand’s insurance scheme must sit within, and mutually reinforce, an adaptation framework setting out a robust plan for risk mitigation – including the planned relocation of homes that can no longer be kept safe for their inhabitants. How this should work is discussed at length in Chapter 3. 
Chapters 4 and 5 cover several options for direct intervention in the insurance market. The overriding goal of the policy options put forward is to maintain high penetration by keeping premiums affordable, and to explore options for a public insurance or reinsurance scheme that can fill any ‘protection gaps’ as they arise. 
This report looks exclusively at residential insurance, and as such forms only the beginning of the conversation that must take place about the future resilience of Aotearoa New Zealand. The implications of climate change on other types of insurance (such as for essential infrastructure owned by central and local government, for commercial properties, and agricultural buildings and equipment) also needs urgent policy work, but will have to wait for a future report. 
[bookmark: _heading=h.1opuj5n]The impacts of climate change are already evident
The warming of the climate system caused by greenhouse gas emissions is now unequivocal. Depending on how successfully emissions can be reduced globally, a New Zealander in their early twenties today might experience mean temperature increases of between 1.5C and 3.5C in their lifetime, with a range of related impacts (NIWA, n.d.).
Already, Aotearoa New Zealand is observing gradual changes such as sea-level rise, higher average temperatures, and more frequent and severe extreme weather events. Some locations in Aotearoa New Zealand are expected to become uninhabitable as time progresses, either due to extreme events – such as flooding and landslides – or to gradual, accumulating changes such as rising sea levels (Ministry for the Environment, 2020). 
It is generally accepted that the impacts from these changes are likely to be pervasive across the country’s economy and society, and could threaten Aotearoa New Zealand’s long-term fiscal sustainability (Treasury, 2024a). There is less certainty about the scale of the potential impacts, which will depend in large part on the level of future global emissions – but under all scenarios, the country will experience increasing climate-related impacts, including more severe droughts, wind-storms, floods, fires, and sea-level rise.
While earthquakes have historically dominated residential insurance payouts in terms of the single-event losses, weather events are beginning to gain in significance for insurers and reinsurers in the country (Clough, 2023). Intensified development along coastal areas and urbanisation are also increasing the number of people exposed to extreme weather events, landslides and coastal flooding (Ministry for the Environment, 2020). 
[bookmark: _heading=h.2et92p0]Weather events such as storms and flooding are growing in intensity
Historically, storms – bringing wind damage, floods, and landslides – have caused significant damage, disruption, and financial cost in the country (ICNZ, 2023). As global temperatures rise, the energy and intensity of those storms is likely to increase (Ministry for the Environment, 2024). 
The impacts of the Auckland Anniversary Day floods and Cyclone Gabrielle in 2023 significantly outstripped previous weather events of their kind, with the two together driving insurance claims larger than the 2016 Kaikōura earthquake (NZIER, 2024). This was the first time such weather events were sufficiently large to trigger residential insurers in this country to make a claim against their international reinsurance policies. Based on existing knowledge and science, it is not likely to be the last. 
Aotearoa New Zealand is particularly susceptible to flood risk – partly because of the climate, and partly due to the location of towns and cities, with many of the largest and most popular settlements on flood plains and along the coast. There are several different types of flood risk in Aotearoa New Zealand: 
· Fluvial flooding is caused by swollen rivers breaking their banks and flowing out to surrounding areas – as seen in several instances in Hawke’s Bay during Cyclone Gabrielle, for example. 
· Pluvial flooding occurs when intense rainfall overwhelms drainage systems and natural water pathways – such as in Auckland during the Anniversary Day events in 2023. The two main types of pluvial flooding are surface water flooding, which is more gradual, and flash flooding, which occurs over a shorter period and can be very dangerous. 
· Storm surges are the main cause of coastal flooding. Storm surges occur when a low-pressure weather system results in higher than normal sea levels, and strong winds push water onshore.
Rivers pose the biggest flooding risks to Aotearoa New Zealand properties currently. However, many properties face multiple hazards: around 10,000 homes are exposed to all three types of flooding (river, coastal, and surface water) (see Figure 1). Climate change has the potential to increase all three types of flooding.

Figure 1 – Properties at risk of flooding in Aotearoa New Zealand, by flood peril (Aon, 2021)
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NIWA’s recently completed online database (New Zealand Climate Projections, n.d.) can be searched by territorial authorities to show representations of how climate-related hazards and variables will change over time. The database includes information about key climate variables such as temperature, rainfall, wind, and drought, and how each variable is predicted to change in the future under different climate scenarios.
Figure 2 – Maps of heavy rainfall over time under medium climate scenario (Ministry for the Environment, 2024)
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Sea-level rise will increase coastal erosion and impact flooding inland
Sea-level rise caused by global warming is expected to further increase the impact of storm surge events and to hasten erosion in many coastal locations around the country. New data released in August by Coastal Change (2024) shows how coastal erosion combined with increasing storm surges will become a major issue in some places as the century progresses, threatening thousands, if not tens of thousands, of existing houses, along with businesses, farms, and public infrastructure. 
How this affects different regions in Aotearoa New Zealand will depend on ongoing natural land movements: vertical land changes are expected to reduce the impacts of sea-level rise in some places and exacerbate them in others (NZ SeaRise, 2024). 
This land movement effect means that in some parts of the country, sea levels will increase by as much as 1.2m by the end of the century, with the largest increases around the southeast of the North Island, along the Wairarapa coast. Other parts of the country will experience much lower rates of increase. 
[bookmark: _heading=h.3dy6vkm]Many households are vulnerable to flooding now, and that number will increase 
A report by Aon commissioned by the EQC in 2021 analysed current flood exposure to homes across Aotearoa New Zealand from river, surface water, or coastal flooding, and found:
· 250,050 homes (14.5%) are already exposed to some flood risk (10,000-year return period).
· 137,499 (8%) are particularly exposed (100-year return period).
· 88,647 (5%) are extremely exposed (20-year return period).
Research by NIWA (Paulik, 2019a) put the number of people and buildings at risk of flooding higher still, finding that extreme weather events could expose almost 700,000 people and 411,516 buildings to river flooding alone. A second NIWA research paper found a further 72,000 New Zealanders were at risk of extreme coastal flooding, along with about 49,000 buildings (35,000 of which are residential buildings) (Paulik, 2019b). 
Calculating how many additional buildings will be at risk of pluvial and fluvial flooding under different climate change scenarios is extremely complex and differs by region and by study methodology. In different warming scenarios, and over different time periods, thousands of homes may face increases in mean annual flooding of 20% or more between 2036 and 2056, whereas other catchments could experience lower mean annual flooding. With different temperature increases, the same areas may become slightly less prone to flooding, and others more so (Paulik, 2019a). 
In Aotearoa New Zealand, coastal properties in inundation zones are experiencing the fastest rate of change in flood risk due to sea-level rise, with the rate of change for fluvial (and pluvial) residential properties significantly lower.
Even modest increases in sea levels will dramatically reduce the return period of major coastal flood events. With just 10cm of sea-level rise (expected by 2040), a 100-year event would be expected to occur every 35 years in Auckland, and every 20 years in Wellington (Parliamentary Commissioner for the Environment, 2015).
Most disturbingly, with just 30cm of sea-level rise (which will likely occur sometime between 2045 and 2070), what is today considered a 100-year flood event will happen:
· Every year in Wellington and Christchurch.
· Every two years in Dunedin.
· Every four years in Auckland (PCE, 2015; Paulik, 2019b).  
That level of sea rise would expose an additional 20,000 buildings to ‘extreme risk’ of coastal flooding (Paulik, 2019b). Soberingly, more recent research has suggested that as parts of Wellington and Auckland are subsiding at rates of more than 3cm a decade, the threshold for 30cm of sea-level rise could actually be crossed in those places as early as 2040 (Naish, as cited by Morton, 2024).
Regions with major coastal urban areas that are likely to be seriously impacted by sea-level rise by 2050 include the Bay of Plenty, Hawkes Bay, Wellington, Canterbury, and Otago (Paulik, 2019b).
[bookmark: _heading=h.1t3h5sf]Side panel – are wildfires a major risk to premiums?
According to Fire and Emergency (2024), most unwanted, uncontrolled wildfires are started by people, and climate change won’t impact this. However, with increasing drought risks in some areas of Aotearoa New Zealand and higher expected wind speeds in some locations, wildfires may increase in intensity and may change the way in which they behave (Ministry for the Environment, 2020). 
Unlike Australia and parts of North America, where the risk of wildfires has put significant pressure on insurance premiums and availability, Aotearoa New Zealand is not characterised by densely populated, highly combustible forested areas. This means wildfires are less of a risk here, and those we do experience tend to be smaller and put far fewer people in danger. 
To date, it appears that risk-based pricing to take account of wildfires has not been a priority for insurance companies. This may feasibly change in the future if fire risks increase, and fire risk data becomes more accurate. A recent risk assessment carried out for Wellington Regional Council (BECA et al., 2024), for instance, concluded that fire-weather conditions in the area may pose an increasing risk to insurance coverage as the century progresses. 
[bookmark: _heading=h.48pi1tg]The future of residential insurance under climate change is uncertain
[bookmark: _heading=h.2s8eyo1]Prices are high, and rising
Insurance premiums have increased rapidly in Aotearoa New Zealand in recent years. Average dwelling insurance premiums increased by about 200% between 2010 and 2023 – faster than overall price inflation and faster than other items in the Consumer Price Index (Treasury, 2024).
According to an analysis carried out by the Treasury (2024), the biggest recent price increases have been in areas that have both high flood and seismic risk, such as areas in Christchurch and the Hutt Valley. During 2023–24, Wellington was the hardest hit, with premium price increases for a standard house up 29%. This was followed by Auckland, up 26% (Consumer, 2024). 

Climate change has played a role in that, though it is by no means the only cause. Construction costs have increased substantially over recent years, even faster than inflation, making house repairs and replacements significantly more expensive for insurance companies (RBNZ, 2024) (see Figure 3). As inflation levels out however, this particular pressure on premium prices is expected to do the same (AbbiGroup, 2024). 
The price of reinsurance has also increased, partly in response to a series of extreme weather events that have taken place globally, and partly because of the North Island weather events in 2023. This means insurers here must pay higher premiums to share their risk of significant disaster events with global underwriters. 
Adding to these pressures are increasing government-set levies for fire and earthquake coverage, a recent move towards ‘risk-based pricing’ from insurance companies, along with the ongoing impacts of a changing climate. Some of the key pressures on premiums are outlined in more detail below.

Figure 3 – Residential insurance prices and construction costs (RBNZ, 2024)
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[bookmark: _heading=h.3rdcrjn]Increasing reinsurance prices, partly caused by climate change, are pushing up prices

The Christchurch earthquakes, and then severe floods in 2023, were a wake-up call to reinsurers, causing them to adjust their views of the risks of reinsuring Aotearoa New Zealand. Reinsurance premiums have risen as a result, and insurers have passed the increased costs to homeowners (RBNZ, 2024). 
Quote “As a country with pronounced earthquake exposure and weather losses long seen as secondary, the recent events must change our perspective of overall risk drivers in Aotearoa New Zealand, as weather losses are now rapidly closing the gap to earthquake on both loss severity and frequency expectations” (Soyka & Sinai for Swiss Re, 2023).
Alongside the risk re-calculations for New Zealand specifically, reinsurance costs have risen internationally following significant insurance losses due to multiple severe storms and wildfires in the past few years. Global insured losses from natural catastrophes have grown by an average of 5.9% annually from 1994 to 2023 (Araullo, 2024a). Significant costs to insurers and reinsurers are also likely for the second half of 2024 with Hurricane Helene costing insurers at least $8 billion (Araullo, 2024b) and widespread flooding in central Europe costing up to $5.5 billion (Rodriguez, 2024). 
It is expected that reinsurance prices will continue to rise as the costs of disasters made worse by climate change continue to mount – and these costs will be passed on to residential insurance prices in Aotearoa New Zealand.
[bookmark: _heading=h.26in1rg]A move to risk-based pricing will push prices up even more significantly for some

Another key price pressure for some policy holders is that insurers are moving towards greater use of risk-based pricing for floods (RBNZ, 2024). Risk-based pricing means the premium price is tailored towards the specific risks a property faces, as opposed to reflecting broad averages of the risks facing properties over wide areas (known as ‘community-based pricing’). Community-based pricing shares the risks across wider populations, so that price rises are more gradual, whereas risk-based pricing leads to sharper increases, but for a smaller number of properties.  

Insurance companies already use risk-based pricing for seismic risk – this makes Wellington premiums more expensive than Auckland premiums, for example – but pricing flood risk in this way is a relatively new phenomenon. The change has been made possible by advancements in data and modelling technology, which allow risks to be predicted with far more granularity.

Tower Insurance was the first company to launch risk-based pricing for inland flood risk in 2021, and the company now applies it for flood, landslide, and sea surge risks (Tower, 2023). Some other companies are in the early stages of rolling it out, although use is not yet widespread. 

Over time, it is expected that all insurance companies will move to risk-based pricing because the companies that can be most precise about assessing risk for an individual home will be able to offer more attractive pricing to lower-risk policyholders, thus increasing their competitive advantage. This will allow those companies to grow their market share, and will leave any insurers that continue to use community-based pricing holding a portfolio of higher-risk customers. Insurers who use risk-based pricing will also be able to attract better terms when they purchase reinsurance. These factors together mean that risk-based pricing for flood hazards will almost certainly be the norm in the not too distant future (RBNZ, 2024).

[bookmark: _heading=h.lnxbz9]Some properties will be particularly impacted by price rises due to climate change 

Over time, as the impacts of climate change intensify, two things are likely to happen:

· More properties will fall into the ‘at risk’ category. 
· Those already at risk will face steeper premiums as their level of risk intensifies.

Coastal properties are expected to be impacted more quickly by these changes than properties located inland (FEC, 2024, Appendix D). Risk mitigation responses such as sea walls and other flood protections may slow these trends in some locations.

Given the ongoing uncertainty about which climate change scenario Aotearoa New Zealand might face, how quickly these impacts will be felt, and how insurance companies will respond, it is impossible to be certain exactly how many properties will be affected, when this might happen, and what insurance premiums homeowners may face. 

However, work to support the Finance and Expenditure Select Committee’s report on climate adaptation is attempting to better understand this, and some interim findings have recently been presented in the form of a case study for Canterbury (FEC, 2024, Appendix D) (see Figure 4), which shows how we can expect flood damage to increase over time. 

In that one region, an extreme weather event is expected to damage $305 million worth of residential property in the period 2026–2030. In the following five-year period, an additional $316 million worth of residential property would be exposed. In each five-year period, more property would be exposed until around 2060, at which time most properties in a flood/inundation zone would already have been exposed to an extreme event and been counted in earlier years.

Figure 4 – Valuation of residential properties damaged by one extreme flooding/inundation event in Canterbury, by 2060 (FEC, 2024; Storey et al., 2024)
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[bookmark: _heading=h.2nusc19]The impact on insurance affordability and accessibility will be gradual at first, and will take several forms

A reduction in the high levels of insurance for residential properties that Aotearoa New Zealand has enjoyed until recently is likely to take a variety of forms, including:

· Rising prices, meaning more people drop their coverage.
· A lessening of the extent of coverage (higher excesses, smaller sums insured for example) – also known as partial retreat. 
· An ‘unbundling’ of hazards in policies, so that, for example, fire risk is covered but not flood risk.
· Full retreat, where insurance companies cease to offer insurance in an area or for a house at all. 

Each of these trends is outlined in more detail below.
[bookmark: _heading=h.35nkun2]Rising prices will mean more people drop their coverage

The trend towards more risk-based pricing, meaning higher prices for some, is already reflected in premiums. A recent report by Finity (2024), found that:

· The number of insurers pricing flood risk at address level has increased.
· For properties at high risk of flooding (i.e., with at least a 1-in-100-year return period), around 20% of online insurers’ quotes included additional flood-risk premiums. Owners of these homes are being quoted on average $250 or more annually, relative to properties in the same suburb that are not subject to flood risk.
· One property at risk of flooding (worth $500,000) was found to be paying $4,500 more in premiums each year than a similar property in the same suburb that was not at risk of flooding. This was an increase of $500 from the previous quarter. 
Greater use of risk-based pricing should theoretically lead to lower prices for those who have until now been cross-subsidising the risk of those in more vulnerable locations. However, for the 15%–20% of policy holders who are at some risk of flooding, it has already led to steep price increases. 
In a recent survey by Consumer (2024), 28% of respondents rated the cost of insurance as a top-three financial concern for their household, compared with just 18% who did so in 2023. Of those without insurance, 8% had cancelled or failed to renew the policy because of the high cost, continuing a pattern Consumer first noted in 2023 (Consumer, 2024).
[bookmark: _heading=h.1ksv4uv]Many people will choose to reduce coverage to save costs – also known as ‘partial retreat’

In the face of price rises, some property owners have mitigated the impact of higher prices by agreeing to higher excesses. Others are reducing the amount their property is insured for, meaning they will have to top up the cost should a full loss occur (Boston, 2024; RBNZ, 2024). Insurance companies shifting more of the risk back onto the insured has been termed ‘partial retreat’ (MinterEllison, 2023).

Worryingly, some people are choosing not to insure their properties at all and/or not insuring their household contents (Boston, 2024; Tan, 2024). All these responses involve owners bearing more property-related risk, and insurers less. Not only does a lack of home insurance leave owners vulnerable after a severe weather event, it also means they are not eligible for Natural Hazards Commission (NHC Toka Tū Ake) cover in the event of an earthquake or other natural hazard covered by NHC Toka Tū Ake.
Insurance companies may move away from comprehensive cover

Aotearoa New Zealand’s residential insurance market is currently characterised by comprehensive ‘all perils’ policies – meaning it typically covers damage such as fires, storms, floods, landslides, tsunamis, earthquakes, and volcanic activity. As risk-based pricing becomes more commonplace, it is likely insurers will begin to make coverage of some types of risk optional in their policies.  

In Australia, flood insurance was historically offered separately to general house insurance. Owners of high-risk properties there continue to opt out of flood cover given the very high premiums (RBNZ, 2024). Similarly, only around 13% of California households now opt to add earthquake cover to their standard residential policies since insurers withdrew earthquake coverage from their standard policies in the 1990s (RBNZ, 2024).

Some insurance companies are beginning to talk about this as an option in Aotearoa New Zealand, although it is not currently common (Tower, 2023). If, as seems likely, Aotearoa New Zealand insurers begin to move away from comprehensive policies towards named peril policies – a process known as ‘unbundling’ – this could cause a significant reduction in essential coverage and have wide-ranging implications for the insurance market. Policy holders offered a choice of coverage for named perils (for example fire or flood) will be likely to forgo the most expensive part of their policy – even though it protects them from their biggest risk. 

Quote -  “Without an all-hazards insurance system, it is likely that the current exceptionally high levels of residential insurance for natural hazards will be difficult to maintain, and that will have consequences for the outcomes after disasters. This is especially important as this specific-hazard retreat will almost certainly exclude the very hazard(s) that pose the greatest threat to the property” (Storey et al., 2024).
[bookmark: _heading=h.2jxsxqh]Full ‘insurance retreat’ is a likelihood for some homes or even whole areas in the not-too-distant future 
As the scale and financial cost of the impacts of climate change rise, it is inevitable some insurers will stop providing residential insurance policies to those living in very high-risk homes. Continuing to provide insurance for a house that floods regularly would place insurance companies at risk of significant financial loss (Boston, 2023; Treasury, 2022a) – at some point, the economics no longer make sense. 

In some other countries the process of complete insurance retreat is more pronounced than here, and we can infer from those experiences how things may develop locally over time. 
For example, the United States has become particularly vulnerable to damaging hurricanes in Florida and wildfires in California, pushing up premiums and leading some insurers to withdraw completely from the market. As a result, the rate of those not insured in the country is increasing – in 2023, around 10% did not have insurance, an increase from around 5–8% a few ychapter 1ears prior (National Academies, 2024). 
Globally, the insurance ‘protection gap’ (the gap between property value that is insured, compared with the value of property that is not insured) has grown year on year by as much as 5.2%, according to Swiss Re ( Wallace 2024).
Currently, evidence suggests insurance remains widely available in Aotearoa New Zealand, and it is rare for insurance companies to withdraw insurance, even for properties facing greater risks (RBNZ, 2024). In online research undertaken by Finity (2024) this year, 92% of high flood-risk profiles and 93% of the low flood-risk profiles were able to generate an online quote from at least two underwriters.
[bookmark: _heading=h.z337ya]At what level of flood risk are insurance companies likely to stop offering insurance? Research by Climate Sigma (Storey et al., 2020) concluded, based on anecdotal evidence from the insurance industry, that partial insurance retreat would likely occur when a property is expected to flood at least once every 50 years, and full insurance retreat may be expected for properties facing a 1-in-20-year flood event. 
In terms of what the future holds, current estimates by Storey et al. (2024) are that: 

· Relatively soon, all-hazards insurance for coastal flood-prone properties will become increasingly difficult to renew as insurers become more discriminating.
· Within a decade, insurance companies will start retreating from offering full coverage for flood damage in Aotearoa New Zealand’s coastal cities. 
· Properties at risk of flooding from a 1-in-100-year event can expect at least partial insurance retreat with less than 10cm of sea-level rise.
· Full insurance retreat for those properties is likely within 20–25 years, with timing dependent on the property’s elevation and distance from the coast and, less intuitively, on the tidal range in each location.
· 10,000 coastal properties in Auckland, Wellington, Christchurch, and Dunedin could become uninsurable by 2050 due to coastal flooding. 
Homes in Wellington and Christchurch currently facing a 1% annual exceedance probability for coastal inundation (also known as a ‘100-year flood’) may face partial insurance retreat as soon as 2030, with homes in similarly exposed locations in Auckland and Dunedin following only a few years later (Storey et al., 2020) (Figure 5).
Figure 5 – Indicative estimates of timing for insurance retreat for properties near the coast in major cities (Storey et al., 2020)
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These conclusions, while sobering, are not necessarily definitive. Future outcomes depend partly on what risk mitigations are put in place, where and how quickly. Insurers’ risk appetites and the policies they choose to adopt in reaction to growing hazards will also be key. Statements from major insurers in the media strongly suggest they are keen to work with government and other parties to keep insurance widely available for as long as possible, for example (Vaughan, 2023).  
It is clear however that the distribution of insurance withdrawal, whenever it takes place, is likely to be uneven, with concentration in certain high-risk locations. Māori and those living in lower-income / higher deprivation areas could be disproportionately affected (Treasury, 2024). The communities likely to experience full retreat first will be those that already have known risks, and where there have been previous claims (RBNZ, 2024). For example, it is reasonable to expect that coastal communities such as Petone (in the Hutt Valley) and some areas of South Dunedin and Napier will become uninsurable in the not too distant future (Milne, 2024).

Given insurance contracts are typically renewed annually, insurance retreat could occur relatively quickly or out of the blue for some properties, or for whole areas (RBNZ, 2024). The changing risk appetite of international reinsurers will also impact calculations for when local insurers decide to cease offering insurance in some areas. 

Because private insurers are not obliged to disclose commercial decisions regarding the availability of insurance, it will be difficult to track the progress of insurance retreat as it happens (Boston, 2024). It is important to note though that insurers want to sell insurance – that is how they make money. This points to the benefits of insurance companies working together with councils, banks and the government to invest in adaptation and risk reduction for at-risk communities (see Chapter 3 for more on this). 
Navigating coastal erosion
Coastal erosion poses a complex challenge for both environmental management and the insurance sector, explains WSP technical principal in coastal adaptation, Sam Morgan.
Recent research from the University of Auckland (2023) reveals a mixed picture for Aotearoa New Zealand’s coastlines. It shows areas where the shore is expanding and others where erosion is problematic. However, predicting the exact nature of future erosion remains uncertain.
Historical data is crucial for understanding coastal erosion, but data is often sporadic and only captures broad trends. This can be an issue when used in predictive models because they may not fully account for the evolving and smaller scale dynamics of coastal systems over recent decades. 
For instance, we know that weather patterns such as El Niño and La Niña influence wave climates and periods of beach erosion or accretion at different beaches. New studies indicate that we can expect future changes in wave climates associated with climate change, but we are still unsure how aspects such as shifts in wave direction might impact wider sediment transport mechanisms, potentially creating new or compounding existing erosion issues (University of Auckland, 2022).
The uncertainty is further complicated by the limitations of shoreline projection methods, which often rely on historical imagery and often do not consider the full range of dynamic processes at a site. For example, estimating shoreline positions based on aerial images may miss important factors like the presence and condition of seawalls or those obscured by vegetation, leading to potential inconsistencies.
Managing coastal erosion effectively requires proactive planning and monitoring. Although government guidelines suggest using environmental triggers to guide adaptation and retreat strategies, there’s a significant gap in implementing thorough monitoring systems. For example, at St Clair in Dunedin, which has faced coastal erosion issues for over a century, monitoring efforts have only recently been enhanced by local authorities (Otago Daily Times, 2024). 
The absence of robust historical data and effective monitoring can hamper decision making. Recent high-profile issues in Port Waikato and Whitianga illustrate the need for better planning and earlier intervention to handle coastal risks more effectively. In these cases, better linkages of monitoring data to management regimes may have resulted in different outcomes.
Regional authorities and insurance companies face challenges due to the inherent uncertainty and variability of erosion projections. Risk assessments often rely on broad data sets that might not accurately reflect the conditions of specific properties. For instance, the presence and condition of protective structures like seawalls may not be well-documented, leading to possible misjudgements in risk evaluations.
Addressing these challenges will mean improved collaboration between insurance companies and local councils. Greater consistency in risk assessments and adaptation strategies is essential for fair outcomes. Improvement in the standardisation of how erosion risks are assessed and managed is required, with the aim of improving the application of adaptation measures and protection structures.
Tackling coastal erosion needs a multifaceted approach, including enhanced monitoring, better data use, and stronger collaboration among stakeholders. As climate change impacts become more pronounced, there's no doubt that developing robust, consistent, and fair strategies for managing risks and implementing adaptation measures will be increasingly important for all communities.


[bookmark: _heading=h.1302m92]Chapter 2 – The case for intervention
The key justification for any further intervention in the existing residential insurance market would be to promote and maintain high levels of insurance cover, thus maintaining individual and societal resilience in the face of climate change. 
However, concerns have been expressed that any such attempts may lead to negative outcomes, such as promoting behaviours that increase risk rather than reduce it (known as moral hazard). By way of overview, this chapter describes how the insurance market works in this country. It then asks whether any form of additional intervention in the market can be morally, socially, and financially justified. 
Noting that some interventions may promote good outcomes, but some will lead to negative consequences (or a mix of the two), the report discusses what principles should be followed to ensure any proposed interventions are positive on balance.   
[bookmark: _heading=h.3mzq4wv]Characteristics of the Aotearoa New Zealand insurance model
The Aotearoa New Zealand insurance market is characterised by the following attributes (Treasury, 2024b):
· High uptake of coverage: While uptake data is relatively limited, the most recent available surveys suggest somewhere between 84% and 95% of households have residential insurance. This is a high number by international standards, and implies residential insurance still remains affordable for and available to the majority. Nevertheless, the uptake is lower in some communities and locations, including those subject to high risk (Boston, 2024). This uneven coverage raises equity issues, and is discussed further below. 
· High market concentration: The private insurance sector is small by international standards. Market share concentration is high, with the top four companies generating around 88% of the private residential insurance market (RBNZ, 2024). The effective level of competition between insurance companies varies further by geographical location (Tan, 2024). 
· Use of ‘all perils’ policies: As noted above, residential insurance policies in Aotearoa New Zealand generally cover key perils (e.g., fire, flood, storm, earthquake, tsunami, and volcanic – but not coastal erosion, or inundation from sea-level rise) as a bundle, rather than offering cover for these separately (Treasury, 2024a).
· Annual contracts: Insurance contracts are generally valid for only one year, meaning insurers can adjust terms (including price) or stop offering insurance from one year to the next.
· Government involvement: The government directly supports residential insurance through the Natural Hazards Commission scheme (formerly EQC), which promotes a community-based pricing model to share the risks of most natural hazards across the country (discussed further below). 
· Community-based pricing: Under a community-based approach, an insurer assesses risk based on broad averages across policyholders and does not apply a differentiation in premiums charged (RBNZ FSR, 2024). Insurers have until recently relied on community-based pricing for hazards such as floods. Although private insurers have historically used risk-based pricing for earthquakes, the impact of this has been softened by the flat rates applied by NHC Toka Tū Ake, which cover any earthquake losses up to $300,000 per property.
[bookmark: _heading=h.2xcytpi]Premiums are expensive in Aotearoa New Zealand
Insurance is already costly in Aotearoa New Zealand compared to many other countries, so when prices rise, they do so from a high baseline. This is in large part due to the high seismic risk faced by Aotearoa New Zealand, but is not helped by the fact that so many homes have been built in areas that are vulnerable to natural hazards – on flood plains and along the coast for example (Storey, 2017). By international standards our local property insurance market is also small and not highly competitive, which no doubt impacts prices (Boston 2024). 
IAG New Zealand (part of Insurance Australia Group) is the country’s largest general insurer with over one million customers (around half the total) and trades under multiple brands. Some other local insurers, such as Vero, are also subsidiaries of Australian insurers, meaning policies and practices are influenced to a large extent by events across the Tasman, including major disasters such as floods and fires (Boston, 2024).
[bookmark: _heading=h.1ci93xb]Wellington is currently the most expensive region to insure a home. The median premium for a standard house there is $3,733, while a large house costs $5,088. Insuring a small apartment in a multi-unit block can be even more expensive. In Auckland, house insurance premiums for a single-story brick property range from approximately $1,700 to $3,000 (Moneyhub, 2024).
These prices can be compared with an average premium price of just £284 in the United Kingdom for example (at December 2023). In the United Kingdom, there is limited earthquake risk, a lower proportion of houses are affected by flood risk, and a greater number of insurers compete to offer the lowest premiums (Association of British Insurers, 2024). On the other hand, average premiums in Aotearoa New Zealand are significantly lower than in the United States (Bankrate, 2024), where homeowners have frequent hurricanes and wildfires to contend with, as well as significant seismic risk in some places. 
[bookmark: _heading=h.3whwml4]Insurance premiums include a range of fees
Premium prices include several charges that insurance companies gather on behalf of the government – the NHC Toka Tū Ake levy, the Fire Service levy, and GST. Reinsurance is also a significant component of premium costs, comprising around 12% of an average policy cost (see Figure 6). 


Figure 6:  Components of an average $2,000 home insurance premium (ICNZ, 2024b).
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[bookmark: _heading=h.2bn6wsx]The Natural Hazards Commission provides unique cover
When the 2010–2011 Christchurch earthquakes hit, almost 90% of homeowners in the city were insured against earthquake risk. That made the disaster the most heavily insured seismological disaster in history, and the fourth most costly insurance event the world had ever seen (Jarzabkowski et al., 2023). 
The high level of earthquake insurance in Christchurch was thanks to the existence of the Earthquake Commission (EQC) – renamed as the Natural Hazards Commission Toka Tū Ake in April 2024.
It is NHC Toka Tū Ake’s purpose to “reduce the impact of natural hazards on people, property, and the community” (Natural Hazards Insurance Act 2023). The scheme was set up in the 1940s as a public mechanism to address the gap between the risk of disaster from earthquake and existing private insurance cover, with the state filling the gap (NHC Toka Tū Ake, 2024). There are a growing number of such entities across the world, also known as Protection Gap Entities, or PGEs (Jarzabkowski et al., 2023).
At the time the precursor to the NHC Toka Tū Ake was set up, most of the private insurance companies were refusing, at least in Wellington, to take any further cover against earthquake risks because they could not insure them profitably. Even if a homeowner could find insurance, it was typically so expensive it would be out of reach for most people. The new entity filled this gap – what is called a ‘protection gap’ internationally – and made the risk affordable to homeowners by sharing levy costs equally across all homeowners, regardless of whether they lived in an earthquake-prone area Jarzabkowski et al. (2023).
Because of the NHC Toka Tū Ake, Christchurch was able to recover and rebuild after the earthquakes far more easily than it would have done. The scheme paid out a total of $10 billion on losses, while private insurers covered $21 billion. In total, 77% of the total economic cost from the disaster was covered by these combined insurance payouts. As a point of comparison, if a similar earthquake had happened in Japan, the share of overall losses compensated for would have been closer to 15% (Jarzabkowski et al., 2023). This example shows that Protection Gap Entities can make a large and positive difference in disaster recovery.
The existence of NHC Toka Tū Ake has also kept the cost of residential property insurance lower than would otherwise have been the case, thereby almost certainly facilitating wider insurance coverage in the country as a whole (Boston, 2024). 
NHC Toka Tū Ake works in the following way (NHC Toka Tū Ake, 2024):
· Coverage is a compulsory add-on for anyone holding a private residential insurance policy that includes fire cover. It is not compulsory (and generally not available) for those who are otherwise uninsured. 
· Premiums are community-based rather than risk-based, which means policyholders share the risks equally, regardless of the earthquake or other natural-hazard risks in their particular location. 
· The scheme provides cover for most kinds of natural hazards that might affect residential buildings, such as earthquakes, landslides, volcanic activity, hydrothermal activity, tsunami, and fires caused because of any of those hazards. 
· The scheme does not cover storm or flood damage to homes, although it does offer limited coverage for damage to land (with several conditions). 
· NHC Toka Tū Ake covers homes up to a maximum of $300k + GST per natural-hazard event. Any cover over this amount is provided by the existing private insurance policy.
· NHC Toka Tū Ake only covers residential properties – though other types of property were covered until the 1990s.
Because NHC Toka Tū Ake does not cover damage from flood hazards (other than damage to land, in limited circumstances), flooding is covered by general insurance policies held with private insurers. If private insurers stop offering coverage, there is no back up in terms of a public insurer (unlike in several other countries). 
NHC Toka Tū Ake was not set up to not cover damage from floods because insurance against floods has historically been widely available at affordable prices. Many PGEs in other countries (such as the United Kingdom, Iceland, Norway, Spain, and Switzerland for example) do cover flood risks, in contrast to Aotearoa New Zealand. 
[bookmark: _heading=h.2250f4o]What’s needed to make an insurance system work?
As set out by Jarzabkowski et al. (2023) in their book Disaster insurance reimagined, private-sector disaster insurance works best at a sweet spot among three sets of tensions, or paradoxes:
1. Who is in control of how the insurance market provides protection to society – whether the private sector, or the government. From an industry control perspective, disaster risk is traded for profit. From a government control perspective, social protection from disaster (an activity that is important for society as a whole) is transferred to the market, or ‘marketised’. In this way, the insurance market could be seen to provide a critical safety net for society, which has been (in this country and most others) ‘outsourced’ from governments to the private sector.
2. How much is known about the risk to be insured. Sufficient knowledge about a specific risk is an important factor in insurability, because it enables an insurer to calculate what cover they are prepared to offer, and for how much. However, if there is too much knowledge about the risk in question, it may not be insurable. There is no profit in taking on a risk that is as good as certain to occur – an element must remain of not knowing who will suffer the loss, and when.
3. Who is responsible for paying for protection. Insurance is based on the concept that ‘the premiums of the many pay for the losses of the few’. Each individual pays in advance for a fraction of the losses of other individuals in the collective, in exchange for their own risk being covered. In other words, insurance enables the ‘mutualisation’ of individual risk. Individual and collective interests are always in tension and must be balanced for insurance to be possible. 
In large part due to the climate crisis, these contradictory forces are increasingly imbalanced. As disasters such as floods, high winds, and large wildfires become more frequent or severe, or as we become better at predicting who will most be impacted, the system can tip over into disequilibrium, leading to a breakdown in private sector disaster insurance (see Figure 7). This has led some countries to introduce Protection Gap Entities (PGEs) to cover natural hazards such as floods, wildfires, and hurricanes, in much the same way this country introduced the EQC in the 1940s to cover the earthquake protection gap (Jarzabkowski et al., 2023). 
Figure 7 – Viable insurance depends on maintaining the balance between the three paradoxes of insurability (Image adapted from Jarzabkowski et al., 2023)
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[bookmark: _heading=h.haapch]Why intervene in the insurance system? 
As mentioned above, Aotearoa New Zealand has high rates of residential insurance, and this has helped us bounce back quickly from past disasters. Retaining high levels of insurance has significant benefits: it increases economic and social resilience, reduces the financial, psychological, and other stresses caused by uncompensated losses, and helps limit fiscal risks (see below). 
Unfortunately, as outlined in Chapter 1, the status quo we have enjoyed for many decades is under threat from climate change. Within the next decade or two, homeowners in particularly risky locations will find insurance cover increasingly difficult to find. Some others will be priced out of insuring their properties – or will choose to underinsure or accept high excesses to keep premiums down. While we don’t know how quickly this will happen or how extensive the problem will become – and acknowledging that appropriate risk mitigation measures will help slow this process down – it is an economic inevitability that insurance will become more unaffordable and less available for many households.
But why is high insurance coverage so important? 
Prior to loss events, insurance helps facilitate economic activity and provides a sense of security. If premiums become too expensive or cover is withdrawn entirely, this could have profound impacts (Treasury, 2024). Homeowners without insurance, or with limited access to insurance:
· Risk losing their home in a disaster – which would be deeply distressing.
· May face having their mortgage called in, because maintaining insurance is a requirement for residential mortgages in Aotearoa New Zealand. 
· May be unable to sell the property because banks will not issue a mortgage to a new purchaser without insurance (Storey et al., 2017).
Insurance retreat could therefore put a family’s entire wealth on the line. This is especially problematic in this country given homes are relatively expensive here by international standards, and such a significant proportion of household wealth is held in property (Expert Working Group, 2024).
After a disaster event, insurance coverage supports individual and community resilience. Because insurance pools risk, it spreads the costs of major disasters across the country, as well as globally, via reinsurance. When insurance functions properly it transfers the financial risk from individuals, families, and companies to financial markets (Boston, 2024).
Insurance cover ensures homeowners receive compensation for much or all the damage they suffer, speeding up recovery and increasing financial resilience by enabling people to bounce back after their home is damaged or destroyed. An important side effect of this protection is that insurance minimises financial hardship and protects the most vulnerable in our society from falling into poverty in the aftermath of an event. This is clearly economically, socially, and psychologically beneficial for the families and communities affected by a disaster (Boston, 2024; Noy, 2018). 
[bookmark: _heading=h.1pxezwc]It is in the Crown’s interest to maintain high personal insurance coverage
High insurance coverage has other important benefits for society. First, it contributes to financial stability by protecting the assets used to secure much of the banking system’s lending. Banks could be exposed to insurance retreat as the value of properties they hold mortgages against in high-risk areas declines due to them being no longer insurable (RBNZ, 2024). 
Second, insurance reduces fiscal risk to the government by lessening the need to provide financial assistance to those who suffer significant property losses after a natural-hazard event (Boston, 2024). The less insured people are, the more help will be required. Financing disaster response and recovery can create large debts, and divert public spending from other critical services such as healthcare, education, and infrastructure in ways that affect both current and future generations. Insurance is thus a critical element in societal protection from the impact of disasters (Jarzabkowski et al., 2023).
There are therefore several good reasons to justify some type of additional form of public intervention in the insurance market as protection gaps increase. The Treasury (2024b) is already anticipating there will be pressure on the government in the future to provide support to people for whom insurance has become unaffordable or unavailable. The agency expects this pressure to be particularly acute after an event (such as a flood), or in instances where insurance had previously been available but is then withdrawn. 
As mentioned earlier, for an insurance market to work effectively, a balance between individual and collective interests must be maintained – usually through regulation that protects the public interest. While in this country we largely outsource insurance to private companies (which insure individual risk), we also control that outsourcing to an extent as a collective, in the form of industry regulation and oversight. 
Responsibility for advising on and regulating insurance in the country is shared across the public sector (Treasury, 2024b):
· The Reserve Bank of New Zealand provides advice on financial stability, and is responsible for prudential regulation – meaning it makes sure insurance companies manage their financial risk appropriately.
· The Ministry of Business, Innovation and Employment provides advice on conduct and competition policy, and monitors: 
· The Financial Markets Authority, which regulates the conduct of the insurance industry.
· The Commerce Commission, which regulates competition within the industry.
· The Treasury provides advice on the functioning of insurance markets, administers the Natural Hazards Insurance Act, and monitors the Natural Hazards Commission.
Government regulation aims to ensure insurance markets function efficiently and effectively and provide the desired level and form of protection, rather than simply turning a profit for the insurance industry. However, governments might extend their supervision or control of markets when the level or form of protection provided by private insurers does not meet society’s expectations for whatever reason. There is good reason for this, as argued by Jarzabkowski et al. (2023): 
“…the government can never fully negate control of the insurance market, because it is the de facto ‘insurer of last resort.’ If the disaster insurance market fails to provide a level of financial protection that society finds appropriate, the government must step in to pick up the pieces, paying for recovery through reallocating budgets and/or by borrowing. The two—insurance industry and government—are thus in a deeply interdependent, if also contested, relationship of control over the market that provides insurance-based financial protection to society.”
As the ‘insurer of last resort’, it would be in the Crown’s best interest to keep high levels of insurance across the country. Doing so would serve both to minimise financial loss to individuals, but also to the population as a whole – who through their taxes may otherwise be required to help with disaster relief, and with ongoing social welfare and public health costs for those who are not easily able to bounce back after a disaster.
The logical approach is to anticipate this now, based on the best available scientific evidence and projections, and put in place sensible solutions before the situation becomes more acute. Put differently, in the absence of effective alternative arrangements, the state has a responsibility to step in and help remedy the situation. This is sometimes referred to as the state’s “remedial responsibility” (Miller, 2007).
[bookmark: _heading=h.319y80a]There are also good arguments against any form of intervention
Could interfering in the insurance market – by introducing subsidies on premiums, or by developing a public flood protection scheme, for example – cause more problems than it would be worth, or lead to unforeseen negative outcomes? 
One argument against intervention is that the market signals provided by insurance regarding access and pricing are important for the efficient management of risk, as they reveal information about risk before events occur. The argument goes that premium price rises and insurance withdrawals would signal the need to homeowners to put in place suitable adaptation approaches to climate change (Treasury, 2024b). A high premium may encourage an existing homeowner to raise the level of their house, or put pressure on the local council to improve stormwater systems for example, in an attempt to lower premiums (RBNZ, 2024). An extremely high premium, perhaps one that increases substantially year on year, may send a clear signal that a location is no longer suitable for habitation.  
The Finance and Expenditure select committee (2024) recently reported back on their investigation into climate change adaptation, recommending among other things that asset and insurance prices should be allowed to better reflect long-term natural-hazard risk: “The more that asset and insurance prices reflect risk, the more efficient outcomes will be.” Similar sentiments are commonly heard, but do not appear to be backed up by much evidence.
Following this line of reasoning, flattening the ‘risk signals’ sent by the private market would be seen as encouraging people to remain in risky locations, or to forgo paying for important risk mitigation interventions.
There is certainly a conflict to be addressed here. People should be discouraged from living in, or moving into, locations that are facing increasing hazards, for example (Boston, 2024). But it is arguable whether insurance is the most efficient, or equitable method to send these signals.

Other policy levers, such as planning rules, resource management and a sensible adaptation framework, can also promote risk reduction and mitigation (Boston, 2024). If the country had a framework and regulations in place to manage adaptation as part of a thoughtful, methodical, fair, and transparent process, insurance would arguably not be called upon as the primary mechanism to send ‘signals’ to people about when they should move house, or mitigate risk. 

In fact, there is a philosophical question about whether it is the role of a private industry to be leading such a process, and making such decisions on behalf of the public, based first and foremost on considerations of economic efficiency, narrowly defined. Other considerations governments are typically concerned about, such as social good, public health, and social equity, cannot be expected to be part of the calculations of companies with shareholders and fiduciary duties to their owners. The country must decide whether it is prepared to delegate to insurance markets the responsibility for deciding where people should live and who can secure property insurance. 

The available social science evidence is also not particularly clear about the level of impact high premiums have of people’s drive to mitigate risk. A review of empirical studies on the impacts of disaster insurance on incentives for hazard mitigation by Kousky (2019) notes that rigorous empirical work on this topic is limited. What work has been done suggests that impacts on risk reduction may be modest. 
Barry (2023) also argues that, in practice, risk-based signals do not lead to risk mitigation or prevention as some economic theories might suggest. Instead, he examines the merits of the French public insurance scheme, CatNat, in which the responsibility for disaster prevention is separated from the insurance function and delegated to local authorities. CatNat operates on a community-based approach, meaning premiums are determined as a percentage of the total sum insured rather than based on risk. See page 78 for further discussion on the French public insurance scheme.
Another question is posed by the argument that high insurance premiums will encourage people to move away from risky locations. While this is certainly feasible, it is also likely that many people will make the call to stay in their homes and forgo costly insurance. If a person struggles to pay their insurance premium they may well also not have the resources to move to a new location – especially if their house has lost value and they cannot find another place for a similar price. 
Quote “People have wider reasons for not wishing to move away from hazardous areas than increasingly onerous insurance terms or even the unavailability of cover, such as personal attachments, community values, family connections and environmental attachments … For some, the ties to the home or area may be sufficiently loose for them to contemplate moving away but others will stay. This creates a dilemma for authorities that look to the insurance industry to trigger abandonment of an area. The more likely reaction to high insurance costs is to forego insurance altogether, and budgeting services report that this is, in fact, happening” (Middleton, 2024).  
[bookmark: _heading=h.1gf8i83]How fair is it to subsidise another person’s risk?
Despite these arguments against risk-based pricing, keeping some elements of it is likely to be considered fair by the public. Regular surveys by IAG (2024) show that as house insurance premiums have risen, hearts have hardened in favour of risk-based pricing. In 2019, just 41% of people agreed that it was acceptable for insurers to increase premiums for owners of riskier properties. That rose to 61% in 2024. Further, a significant majority (65%) of people responded that they are not willing to pay more for their insurance to subsidise people who live in high-risk areas.
These attitudes are likely based on a general sense that those who face high flood risks are to blame for their predicament in some way. For example, it may seem unfair that the public should have to help a homeowner who has willingly chosen to build a house on a flood plain. But what if that person didn’t build the house, but bought it from the developer without knowing of the risk? Or perhaps they were told of the risk but didn’t understand the full implications. What is ‘fair’ is not only subjective, but it relies on knowledge of a range of scenarios that many people have barely thought about. 
Similarly, it is often supposed that people have made their choices for rational reasons, weighing up all the relevant risks. This makes it easy to blame those who live in flood zones, or who are underinsured. In fact, people often make choices based on economic necessity. For example, a person might choose to buy a specific property because it is the only one they can reasonably afford. They may or may not be aware at the time of purchase that the property is at risk of flooding – but, either way, circumstances may not allow them to buy a less risky property. 
Similarly, a person with a low income may not have the luxury of undertaking a risk-based analysis of what it might mean to drop their insurance cover – they may simply be unable to afford to keep paying their premiums and still keep food on the table. 
In terms of proactive risk mitigation, a wealthier person may also pay to raise their house and avoid flood risks that way, or they may pay to move away. A person with fewer resources will be unable to even consider such an intervention (Aon report, Treasury 2022a).
It is true that more people now consider climate risks when they purchase a new home than in the past. According to a nationwide survey, 89% of respondents would consider the risk, compared to 55% two years ago (IAG, 2024). However, this is a relatively recent development, and risks are not necessarily yet reflected in prices. Further, access to good information about future climate change impacts may not yet be significantly impacting people’s choices about where to live, even if they do fleetingly consider the risk. As just one example, when detailed projections of coastal erosion on the Kāpiti Coast were published in 2012 the posting of this information was found to have had an insignificant impact on prices (Filippova et al., 2020).  
Finally, the amount and quality of information that is available to help inform property purchase decisions will necessarily change over time, and we face deep uncertainty regarding the pace and extent of sea-level rise, certainly beyond 2050.
It is also worth bearing in mind that the impacts from climate change are happening to people through no fault of their own. While we all bear some blame for climate change, no one individual can reasonably be held responsible for its impacts. While it may be easy (and convenient) to cast blame on those living in flood zones as being morally responsible for their own losses because of the choices they have made to purchase that property (and therefore to expect them to carry a large portion of those losses), this ignores the big picture: the failure to address climate change adequately is a systemic global failure. 
In summary, there are different principles of fairness, and these are in tension. On the one hand, it seems only fair and reasonable for those in high-risk locations to pay more to insure their properties because of the enjoyment they gain from living in those locations (on the seafront, for example).
But from another perspective, fairness requires society to share the risks of natural hazards collectively, on the basis of national solidarity. This perspective places primary weight on protecting the interests of those who are the least advantaged, those with the greatest needs and those who are exposed to the most serious risks. This approach has parallels to the way Aotearoa New Zealand shares the costs of ill-health in a collective way through the public health system, for example.
[bookmark: _heading=h.40ew0vw]Moral hazard is not always clear cut 
Moral hazard refers to the potential for people to be more inclined to take risks if it is assumed that an insurer (or the government) will compensate them for any damages (Boston, 2024). For example, a person may decide not to buy insurance because they expect the government to bail them out in a disaster. Or they may accept a subsidised insurance premium through a government scheme and then fail to mitigate risks to their property they may otherwise have invested in. Similarly, a person may remain in a property that is subject to frequent flooding, while other policyholders pay more to cross-subsidise their premiums. 
Insurance markets clearly become less efficient if individuals feel free to take risks knowing the cost of that risk will be borne by the collective rather than by themselves (Jabzowkowski et al., 2023). But questions of moral hazard are not always clear cut, and people do not always behave in a way that rational decision theory might predict (Barry, 2023).
After the Canterbury Earthquakes, thousands of homes that had been red stickered were bought out by the government at their pre-quake value. However, those whose homes were not insured were not offered the same deal, regardless of the reasons for the lack of insurance cover. The Crown argued that it wished to avoid the ‘moral hazard’ of rewarding property owners who had chosen not to insure. Interestingly, the Court of Appeal later deemed this decision unlawful (Small, 2017). The courts found that while avoiding moral hazard was a relevant consideration, it should not be determinative, one of the reasons being that the Minister had not looked at individual circumstances to determine whether individuals had made a conscious choice not to insure. 

The reality of the situation turned out to be less morally certain. For example, one couple had paid their insurance ‘religiously’, but was in the process of getting a new package and was uninsured for four days when the September 2010 earthquake hit. Another homeowner had overlooked buying insurance on their new property due to serious illness (Small, 2017). 
[bookmark: _heading=h.2fk6b3p]Equity is another key reason for intervention
While the principle of fairness might point to the desirability of risk-based pricing, fairness considerations also point the other way – that is, in favour of community-based pricing or national solidarity. There is arguably a very strong case based on equity considerations for some form of intervention in an insurance market that is facing increasing protection gaps, even if it is just limited to those in need.  
Data bears out the conclusion that those who are less well off in Aotearoa New Zealand, while also bearing the least responsibility for climate change, also face greater risks from its impacts. Modelling by Aon in 2021 concluded that the groups likely to experience the most significant impacts from the move to risk-based pricing include: 
· High flood-risk communities.
· Low-income areas.
· Areas with higher deprivation levels.
· Māori.
Bell et al. (2024) also recently investigated how the increasing move to risk-based pricing would likely affect people of various ethnicities, incomes, and material wellbeing in Aotearoa New Zealand. The researchers concluded that the move towards risk-based pricing in this country is most likely to negatively impact Māori and households with lower material wellbeing.
The uptake of residential property insurance is already much lower than the average in less affluent communities such as those Gisborne, Tolaga Bay, Tokomaru Bay, and Wairoa, with many households uninsured or underinsured (Boston 2024). In other words, those who are already most vulnerable to socioeconomic shocks are also likely to be least insured, meaning a disaster will only serve to exacerbate their financial precariousness. 
Modelling clearly indicates a correlation between those with higher levels of deprivation and those who live in areas at risk of river flooding. This may reflect the fact that homes with past experience of flood damage are likely to be cheaper, and thus more likely to be owned by those on lower incomes (Treasury, 2024b). In particular, Māori are statistically more likely to be subject to river flooding than other ethnicities – 26.8% of those facing a 1-in-20-year flood in a river plain are Māori, compared with an overall population of 15.8% (Aon, 2018).
Less correlation between deprivation levels and flood risk has been observed for surface water and coastal flooding. This is likely explained by the fact that coastal areas are more desirable and therefore cost more, and that surface water flooding affects all areas across catchments (Aon, 2021).
Māori communities, in common with other Indigenous Peoples around the world, face particular challenges from climate change that extend beyond the socioeconomic. Iwi and hapū living near rivers and the ocean will experience significant negative wellbeing impacts if flooding requires them to move from locations of strong cultural significance and identity (Treasury, 2024b). 
It is already often difficult for marae to obtain affordable (or any) insurance (Climate Change Commission, 2024). As just one example of the challenges facing Māori specifically, 16 of Ngāi Tahu's 18 marae are in low-lying coastal areas and at risk of flooding, as well as many urupā (burial grounds) and wāhi tīpuna (significant places) (Radio NZ, 2023). It is ironic that insuring marae poses difficulties, considering local and central government frequently rely on these as community facilities for disaster and emergency response. 
In a recent briefing to the Government, the Treasury (2024b) advised that the Crown is likely to owe extra responsibility to Māori under Te Tiriti o Waitangi to ensure Māori do not face disproportionate burdens from insurance costs. However that disproportionate burden came about – whether resulting from “culturally-informed property selection, homeownership status, historical displacement [or] socioeconomic disparity” (Treasury, 2024b) – should not change that general responsibility, according to the advice given.
[bookmark: _heading=h.upglbi]Māori adaptation and resilience to climate change [WSP insert]
[bookmark: _heading=h.23ckvvd]Māori hold ancestral ties to land, rivers, and coastal areas, many of which are exposed to the effects of climate change. This represents a profound challenge, with the impacts beginning to touch many aspects of daily life and cultural preservation. WSP Kaitohutohu Māori Nathan Capper and Director Pou Arataki (Māori) Reginald Proffit explain.  
A significant number of Māori marae and papakāinga homes are in low-lying coastal areas. Nearly 200 marae sit within one kilometre of the coast. Of these, 41 are exposed to coastal flooding risks during a one-in-100-year storm (Gibson & Rodrigues,  2022).
Among challenges is the issue of insurance for homes and marae, which research suggests is likely to significantly harm Māori and households with lower material wellbeing (Bell et al., 2024; Radio NZ, 2023). 
[bookmark: _heading=h.ihv636]As insurance companies assess the risks associated with climate change, some may become reluctant to continue coverage – presenting a challenge for maintaining marae and culturally significant sites.
For Māori, land is significant, whether this be a result of land returned through settlement agreements with the Crown or land under Māori Title based on whakapapa ownership. 
Marae, urupā (burial sites) and wāhi tīpuna (ancestral sites) have immense spiritual and cultural significance. But the coming effects of climate change and the issue of insurance retreat is likely to complicate efforts to protect and preserve them. 
Compounding the situation are the economic and social vulnerabilities faced by many Māori communities – limiting the ability of some to pay potentially much higher premiums or invest in adaptive measures such as resilient infrastructure or re-location from high-risk areas. 
Insurance issues aside, Māori are well positioned to adapt to climate change. Central to the response is a deep connection to place, and a rich tradition of relocation and adaptation in response to environmental changes and challenges.
While anthropogenic climate change is much different to what has come before, Māori have long navigated changes in their environment through flexible responses, including relocating settlements when necessary (Bailey-Winiata et al., 2024). 
[bookmark: _heading=h.32hioqz]Along with traditional practices and knowledge, the historic adaptability of Māori sets a solid foundation for efforts to address climate impacts. This is alongside collaboration between local communities and government agencies.
It is positive that climate action for Māori is an important part of the national climate adaptation plan, and that many iwi and whānau are already working to develop strategies to adapt to and mitigate the effects of climate change (Ministry for the Environment, 2022). 
An adaptation plan put together by the Maketū iwi collective in Western Bay of Plenty (2022), which is seeing more frequent coastal flooding, is a fitting example. A land-use research project based around two coastal Māori farms and a whānau trust in the Horowhenua-Kāpiti region (Deep South Challenge, n.d) is another.
[bookmark: _heading=h.1hmsyys]In a heartening new initiative between iwi and Northland Regional Council, thirty-five of Te Tai Tokerau's most flood-prone marae are set to get a flood resilience boost in a first-of-its kind project (Botting, 2024).
While the impacts of climate change on Māori are significant, it seems likely that, together, iwi and communities will navigate the challenges.  
[bookmark: _heading=h.41mghml]By combining traditional Māori knowledge, adaptability, and deep connection of place with other strategies, there is a path forward that protects and preserves Aotearoa New Zealand’s  cultural heritage while addressing the immediate and future risks posed by a changing climate.

[bookmark: _heading=h.3ep43zb]Would intervention be affordable? And could it lead to poorer outcomes?
There is another possible argument to leave private markets to sort out the future of insurance. Storey et al. (2024) argue that offering some kind of public insurance, or subsidising private insurance, for homes that face insurance retreat would be maladaptive, because such intervention would inevitably underwrite continued development in hazardous locations and will encourage people to insist on remaining in harm’s way. They argue that as an unintended consequence, this will also make planned relocation more difficult to design and implement.
If the country were to introduce subsidised insurance or public insurance for houses facing managed retreat on the coast, for example, this could also very quickly become prohibitively expensive (Storey et al., 2024):
“A simple calculation is illustrative. Imagine a $1,000,000 wooden floored property in one of Wellington’s ESL1 zones where the land value is $500,000 and the value of the buildings is $500,000. With just 30 cm of sea level rise, a 1-in-100-year flood will become an annual event … after just 30 cm of sea level rise, this property will face annual expected losses of $94,818” (Storey et al., 2024).
So, can the country actually afford to intervene to remedy flood and other protection gaps, and will such intervention by definition be maladaptive? On the one hand, this report argues that these fears must be taken seriously and incorporated into the policy design for any proposals to intervene in the existing insurance market. It is clearly in no one's best interest to subsidise at-risk properties at such a high rate. Besides anything else, the public would be unlikely to stand for it. It is also clearly absurd to continue to allow properties to be built in vulnerable areas that will face increasing insurance losses as time passes. 
However, this report also argues that it is not the case that any kind of subsidisation or creation of a public insurance system must inevitably lead to adverse consequences of the kind described here. There are ways to subsidise insurance sensibly without being locked into covering repeated rebuilds, for example. These are problems that can be predicted and managed following a process of careful, principles-based policy design. To ensure policy intervention is designed with the right outcomes in mind, we set out a list of principles and desirable outcomes intended to help guide decision making, below.  
[bookmark: _heading=h.1tuee74]What key goals and principles should inform policy action?
A sensible list of principles for the future of residential property insurance in Aotearoa New Zealand could be summarised as follows (adapted from Boston, 2024a):
1. Take seriously Aotearoa New Zealand’s exposure to a wide range of natural hazards and the high likelihood – if not virtual certainty – of increasing natural-hazard risk over the coming decades and beyond, and the implications of this for insurance availability and affordability.
2. Maintain high levels of comprehensive residential property insurance coverage in the interests of: 
a. Economic resilience (for rapid recovery post-disaster, etc.).
b. Social and community resilience and cohesion.
c. Human wellbeing (including peace of mind and psychological wellbeing).
d. Minimising material hardship.
e. Minimising fiscal risk to the Crown.
f. Promoting equitable outcomes for less well-off communities and individuals.
3. Place the framework for residential property insurance in the context of a range of measures to reduce and minimise risk, including measures to protect existing property (where cost-effective), provide for planned relocation where there are no other cost-effective options to reduce risk, and limit future risk by minimising new development in high-risk areas. Recognise the need for an integrated, durable, long-term policy framework for climate change adaptation and natural hazard mitigation.
4. Maintain competitive and effective insurance and credit markets, including access by Aotearoa New Zealand insurance companies to the global reinsurance market (recognising that such access may become more difficult in the long term as natural-hazard risks increase globally and locally). 
5. Recognise the inherent tension that may arise between the interests of the private sector and the public good. While the private insurance market is primarily profit-driven, the collective will have additional interests, such as equity of access and outcomes, public health, and socioeconomic wellbeing.
6. Minimise inequality of access to residential property insurance based on socioeconomic circumstances.
7. Ensure any existing or new policy interventions do not result in perverse outcomes, such as encouraging continued development in hazardous locations, encouraging people to remain in homes that are unsafe, or making planned relocation more difficult to design and implement. 
8. Recognise the tension between individual and collective interests, and the difficulty in finding the appropriate balance between them. Individuals must feel the price they are paying is appropriate to their specific risk, and affordable, while those facing the highest risks from natural hazards should ideally be helped by the collective to maintain insurance coverage at an affordable price (Jabzowkowski et al., 2023) (except where that access is likely to result in perverse outcomes and/or maladaptive responses to climate change). 
9. Ensure fair outcomes and minimise moral hazard as far as possible – for example by not designing an intervention that requires all New Zealanders to subsidise repeated losses for a small group of people for an indefinite period – while also recognising that many people are in a vulnerable position through no fault of their own, and may not have the means to adequately protect themselves or move elsewhere.
10. Recognise the relevance of other types of insurance for societal resilience, including commercial, agricultural, infrastructure, and contents insurance. 
11. Minimise the Crown’s long-term fiscal risk.
12. Draw on the best available international evidence and learn from prior experience.
To this list of principles could be added the goal that any intervention in the insurance status quo should be fair and transparent, and should ensure the minimum cost and disadvantage for individuals and the country as a whole.
[bookmark: _heading=h.4du1wux]Some scenarios that might justify intervention
Finally, in this chapter it would be useful to set out some examples of the kind of scenarios for individuals that any intervention in the current insurance market would be hoping to improve. A policy framework for the future of residential property insurance may wish to address any of a number of current and likely future protection gaps for the near and medium term, including (but likely not limited to) the following: 
· After a big disaster event, insurers may retreat from an area, or from offering new cover, either temporarily or permanently, leaving a protection gap (this retreat may be triggered by overseas reinsurers reviewing their willingness to provide cover). This has happened in the country before – after the weather events in 2023 in Auckland, for example.  
· Sea-level rise itself is not covered by insurance policies because it is neither unforeseen nor sudden. The increasing number of homes made unliveable by sea-level rise will not be able to call on insurance for help. As the impacts of sea-level rise worsen, insurers may also withdraw from offering other types of coverage to affected properties.
· Where risk mitigation responses are planned for a community, or for a household (such as building flood banks, or raising a house on stilts), or where a process of community relocation is planned but hasn’t yet happened, insurance companies may well withdraw in some cases before such a planning process is complete (Peart, 2024). This may leave a permanent or temporary protection gap. 
· In the not-too-distant future, insurers may well begin to ‘unbundle’ risks. They may continue to offer insurance for fire damage, but not for flood damage, for example. They may do this only in certain risk-prone locations, or they may do this for the whole country. 
· As insurance premiums go up in flood-prone areas, people on limited incomes may struggle to afford insurance, but may not be otherwise in a position to mitigate risks or move on from the area (or may not wish to). For example, a house may be expensive to insure, because of frequent, low-level flood risk perhaps, but it may be still safe to remain there. In many such cases, it may be in the public interest to help subsidise ongoing protection for a certain period, or to a certain level of risk (with the proviso that this does not lead to excessive cost or maladaptation). 
· As insurance and reinsurance companies reassess natural-hazard risks and risk appetites over time, the number of companies prepared to insure against certain risks, or in certain regions, may reduce, leading to some level of market failure (a lack of competition in pricing, for example). At some point (most likely some decades away, but this is uncertain), this could conceivably even lead to private insurance being unaffordable for many, or most, people in the country. 
· An increasing number of houses being ‘red stickered’ after climate events. Such properties are sometimes not covered, or only partially covered, by insurance payouts because, although the land may be damaged in such a way that the property can no longer be used (by slip or erosion, for example), the house remains untouched.
There is likely to be disagreement about which protection gaps ought to be filled by public intervention, and which do not warrant that. There are a large number of different options that may be explored to address the different gaps – some more or less practical – from means-testing and subsidising premiums, to requiring mandatory insurance, to developing a standalone public protection gap entity. Some of the more promising potential options are discussed in Chapter 3. 
[bookmark: _heading=h.2szc72q]How much is too much? Defining affordability 
Affordability of insurance is commonly determined through the lens of what people can be expected to afford without it being an excessive financial burden (Hudson, 2017). While affordable insurance is a key part of ensuring resilient communities, there is no internationally or nationally recognised definition of what constitutes affordable or unaffordable insurance. 
The Actuaries Institute (2022) in Australia calculates the ratio of the annual home insurance premium to the annual gross household income, expressed in weeks, to determine affordability. According to this measure, the median Australian household uses 1.1 weeks of gross annual income to pay a median annual home insurance premium of about A$1,500 (Actuaries Institute, 2022). 
The Actuaries Institute defines ‘affordability stress’ as affecting households that pay more than four weeks of household gross income towards home insurance premiums. Affordability in Australia under this measure varies hugely, from 0.2 weeks for households with the most affordable insurance premiums to more than 7 weeks for  the 5% of households with the most unaffordable insurance premiums. The median index score for vulnerable households is more than seven times the median for the base population (Actuaries Institute 2022). 
There are other ways to calculate affordability. Hudson (2017) evaluated the potential of risk-based flood insurance (in Europe) to remain affordable under five different scenarios of future flood risk across three definitions of affordability. Of the models compared, Hudson (2017) preferred the “residual income definition” because it was most sensitive to equity concerns. Residual income definitions calculate that insurance is affordable if a household is left with at least a minimum surplus income after purchasing insurance.
Whichever measure is used, settling on a generally accepted definition of affordability for insurance premiums in this country will be an important step as reliance on risk-based premiums increases.  
[bookmark: _heading=h.184mhaj]Chapter 2 – Recommendations
1. Recognise the vital role of residential insurance in maintaining societal resilience in the context of increasing climate change-related risks.
1.1. Recognise the importance of maintaining high levels of insurance penetration across the country, for flood risk in particular. Achieving this will be dependent on residential insurance cover remaining accessible and affordable.
1.2. Establish an expert advisory group to explore how maintaining high insurance penetration can best be achieved. Draw on the experience of relevant overseas jurisdictions while also recognising the distinctive features of the Aotearoa New Zealand insurance market and institutions.
1.3. Note that insurers have a valuable role to play – together with other stakeholders including local and central government, iwi, Māori, and local communities – to incentivise and promote climate adaptation interventions. Ensure the design of any intervention considers the full range of relevant views. 
1.4. Agree on criteria to determine what constitutes ‘affordability’ in insurance premiums.
1.5. Agree a list of principles and goals to inform any intervention in the current insurance market. These may include:
1.5.1. Ensuring insurance cover is affordable to all, regardless of socioeconomic circumstances, and ensuring the burdens of climate change do not fall most heavily on those least able to pay. 
1.5.2. Minimising ‘moral hazard’, and perverse outcomes, such as continuing development in hazardous locations.
1.5.3. Recognising it is not helpful (and in most cases not fair) to blame individuals who find themselves in a precarious situation due to climate change – the real blame lies with high emitters and governments that have repeatedly failed to act to reduce greenhouse gas emissions.

[bookmark: _heading=h.3s49zyc]Chapter 3 – Robust adaptation processes will keep premiums lower, for longer
[bookmark: _heading=h.279ka65]Insurance should complement, not lead, the drive to adapt to climate change
Climate adaptation refers to strategies and actions that can be taken to build resilience to the increasing risks posed by natural hazards as a result of climate change. In the author’s view, it is primarily the responsibility of central government, in collaboration with local government, iwi/Māori, business, civil society organisations, and the wider public, to set the strategic policy direction for the way in which the country should adapt to the impacts of climate change. 
Signals from the private insurance market to act – or not act – and when, whether, and how this should happen, may be tailored to complement these approaches, but should not be the dominant driver of societal change. This is because the private insurance market has the primary purpose of making a profit for shareholders, whereas public policy decisions are expected to reflect what is in the public interest and to work for all members of society – including those who are least well off and/or most vulnerable to climate-related impacts. 
There are several other compelling reasons why we cannot rely on insurance to lead the climate change adaptation response in isolation from other policy levers. As Boston (2024) notes, the format of most household insurance contracts does not promote the best outcomes in terms of community risk reduction. It also leaves many unfunded gaps in protection:
· Insurance will not cover losses from sea-level rise.
· Insurance will not fund a process of planned relocation from an exposed area in advance of an expected disaster. This leaves people vulnerable to personal and financial risk.
· Insurance will also not generally contribute to a process of planned relocation after a disaster has occurred, or to the construction of a new home in a safer location. Instead, insurance is focused on repairing damage to the existing home. Even where a property has been rendered uninhabitable, insurance payments will often be insufficient to enable the owners to purchase an equivalent property elsewhere (Boston, 2024).
· Insurance payouts are generally insufficient to both repair existing damage and to fund risk-reduction / resilience building measures. This means risks do not reduce over time, but rather likely increase in line with climate change.
· If left solely to the market, costs are likely to fall disproportionately on those least able to afford them, resulting in greater inequality and wider wellbeing issues (Somers, 2024).
Treasury (2024a) identifies a number of regulatory failures in the way we currently manage natural-hazard risk in Aotearoa New Zealand, which it describes as creating “sub-optimal outcomes” with the system. These include:
· The country continues to develop housing in high-risk areas. This appears to be in large part because councils’ attempts to restrict development are easily challenged by developers under the current RMA. 
· Uncertainty over who will decide about, and pay for, managed retreat (also known as planned relocation). Existing avenues for enforcing planned relocation under the Resource Management Act, the Local Government Act, and the Public Works Act rely on acquisition, with compensation based on fair market value or similar, for which councils lack resources. Councils also lack the administrative tools and capacity to carry out planned relocation on a significant scale.  
· Affordability of risk mitigation. Some councils say they cannot afford to build, maintain, or upgrade local risk-management infrastructure such as flood protection, whether from their rates, targeted rates, and debt.
The role of insurance in responding to these wider issues is limited. It is true that insurance can help send price signals to homeowners and communities about the need for risk mitigation and/or planned relocation of at-risk houses, but it is just one way – and not necessarily the most effective or equitable way – to do so. Relying on insurance cover to help homeowners mitigate the costs of climate change will lead to many policy gaps (Boston, 2024):
“…In short, existing policy settings concerning public powers, planning incentives, funding, and insurance arrangements are flawed. Without reform, they are destined to increase risk exposure, encourage moral hazard, worsen socio-economic inequalities, and exacerbate overall adaptation costs. We urgently need a new policy framework, one that safeguards the future, enables betterment, and supports communities to relocate when circumstances require.”
Central government has undertaken some groundwork to strategically prepare for adaptation, including the release of the first National Adaptation Plan (NAP) in 2022, and ongoing efforts to develop an Adaptation Framework (FEC, 2024). There are also examples of best practice around the country in terms of successful small-scale adaptation efforts (Mercier, 2023). However, there are significant gaps in the country’s response. Given the increasing number of climate-related impacts, the need for a new policy framework is now urgent.
In practice, when significant costs arising from a natural-hazard event are not covered through insurance, local and central government typically step in to assist – but they do this in an ad hoc, inconsistent, and generally reactive manner (Boston, 2024). Recent announcements from the Government also suggest it may be unwilling in the future to fund the relocation of communities that have suffered serious damage and face ongoing risks, at least in the way previous governments have done (Williams, 2024). 
Discussed below are a number of approaches that are essential to ensuring residential insurance can continue to operate effectively within its primary role (that of transferring definable and limited risks from individual property owners to financial markets). Meanwhile, the Government must not abdicate its own important role – to lead policy in the public’s best interests (financial and otherwise), for the long-term benefit of all.
[bookmark: _heading=h.meukdy]Aotearoa New Zealand must avoid further developments in flood-risk areas
Land-use rules have a direct impact on risk levels. The more assets are allowed to be built in a flood-risk area or locations prone to coastal erosion or at risk of sea-level rise, the greater the exposure and the greater the potential loss from an extreme weather event (see Figure 8). Planning and regulating land use carefully can help to address high levels of risk by controlling the location, nature, and scale of developments, and by regulating the implementation of physical flood protections (EWG, 2023).
Figure 8 – The level of risk from a natural-hazard event results from the interaction of vulnerability, exposure, and hazard (adapted from Field et al., 2014)
[image: A diagram of risk and exposure

Description automatically generated]
This should be straightforward: 80% of New Zealanders are in favour of avoiding or reducing development in risky areas, according to a recent survey (IAG, 2024). Yet developments continue apace on vulnerable land. Within a year of the severe weather events of 2023, nearly two thousand building consents for new homes had been granted in known hazard zones in Auckland, for example (Newton, 2024a).  
Many councils feel powerless to prevent development in risky areas under current legislation, even if they wanted to, citing inadequate current planning rules and a lack of clear direction from central government (Newton, 2024a).
The Government has recently announced plans to develop a new national direction for natural hazards. According to RMA Reform Minister Chris Bishop, the new policy is expected to provide consistent direction to councils on how to identify natural hazards, assess the risks, and respond through planning and consenting (Coughlan, 2024a). 
To achieve its purpose, the new national direction must address the need for councils to hold greater powers to decline land use consents, or to attach conditions, where there are significant risks to an area from natural hazards, without fear of legal action from developers (Coughlan, 2024b).
Another way to improve the consenting process in the interests of greater risk control may be to involve insurance companies more in new housing decisions before councils sign consents and developers break ground (ICNZ’s Kris Faafoi, cited in Milne, 2024). Currently, there is no regulatory requirement for insurability issues to be addressed prior to land being zoned for residential development or a sub-division being consented.
Boston (2024) suggests one option might be to require developers to provide evidence that they expect affordable insurance cover to be available over an extended period (i.e., decades), as part of the consenting process. This is a feature of the Swiss system for example, where the public insurer participates in consent processes for construction. Boston  also notes the challenges inherent in this suggestion. Future impacts of climate change are uncertain and open to debate – insurers and reinsurers would be very unlikely to offer multi-year guarantees, especially given it is their practice to reconfirm insurance availability on an annual basis. 
However, it makes good sense to require developers to provide input from insurers – even if it is in the form of non-binding, good-faith advice on likely future affordability and accessibility of insurance in that location. At the very least, this would add another important check and balance to the consenting process. 
If inappropriate developments on flood prone land continue to be approved despite the known risks, it will become harder to make the case that others should subsidise the inevitable high premiums in those locations. To ensure fair outcomes for everyone, inappropriate and poorly designed developments in these locations must stop immediately. 
[bookmark: _heading=h.36ei31r]Developing an adaptation framework 
The Climate Change Commission (2024) recently released its first assessment on the progress of New Zealand’s National Adaptation Plan, which was launched in 2022. The Commission noted that climate change risks are significant and rising, and remain insufficiently addressed by adaptation action in Aotearoa New Zealand. In other words, Aotearoa New Zealand is not responding to risks at the scale and pace that is needed.
The Commission’s recommendations included that: 
· A clear and coherent legislative mandate for adaptation planning and implementation should be developed, setting out clear roles and responsibilities and decision-making processes at national and local levels.
· Iwi/Māori must be enabled to plan for and carry out adaptation action.
· Science and research systems should be improved to support good outcomes.
· The distributional costs and impacts of climate change should be considered and addressed, so they do not fall unfairly on particular communities and groups. 
All these recommendations relate directly to ensuring the insurance market continues to work as efficiently as possible in the face of the growing impacts of climate change, and have therefore been adopted into the recommendations of this report. 
If Aotearoa New Zealand is unable to agree a framework for adaptation, insurance premiums can be expected to rise far quicker than they otherwise would do. Adaptation approaches – such as investing in protection and resilience measures, and retreating from at-risk places – will help keep insurance prices affordable, for longer, by significantly reducing the overall amount spent on repairing damages from natural hazards (NZIER, 2024).
To manage this process, the EWG (2023) recommended that a single government agency (whether existing or new) take the lead on climate adaptation. This would be a sensible way to ensure adaptation is given the priority it needs.  
Quote - “Investing in resilience is akin to buying insurance or investing in defence. Society or a firm pays a cost upfront by investing in ways to help offset the negative impact of a shock if it occurs” (Productivity Commission, 2024).
[bookmark: _heading=h.1ljsd9k]Deciding who should pay for adaptation is the next crucial step
The country must also agree who will cover the cost of local adaptation responses. Successive governments have been struggling to agree on this question for several years. 
The Climate Change Commission’s (2024) assessment on the National Adaptation Plan recommended that clarity be provided on how adaptation costs will be shared and met. There is currently no national funding framework for climate adaptation, which is delaying the process of adaptation in the country. Disappointingly, the recent cross-party inquiry on adaptation (FEC, 2024) once again failed to give any firm guidance on this question.
It is unarguable that not investing in adaptation will cost far more than timely interventions (GCA, 2019). It will also have inevitable consequences for the affordability and accessibility of insurance premiums. If the Government decides not to contribute to local adaptation efforts, then costs will inevitably fall elsewhere (to rate payers for example). Whether this will lead to the most desirable outcomes is highly doubtful (Boston, 2023). Many of the smaller local authorities in particular are simply unable to fund the required precautionary interventions from their limited resources and small rate bases (Productivity Commission, 2019). 
Not agreeing a clear pathway for funding heightens the risk that the costs of climate change will fall disproportionately on those who can least afford it – such as those on low incomes, tenants, homeowners with little equity, those on low incomes, or those with significant health issues or disabilities (Boston, 2024).
In France, a standalone fund (the Barnier Fund) supports measures to prevent or protect people and property exposed to major natural risks. The Fund is supported by a levy of 12% applied to the premium surcharge on property insurance (the equivalent of about €4–€5 per residential property).
Local authorities, among others, can access the Fund for investments in flood prevention and protection, to raise risk awareness through the provision of risk-related information to property owners, and to purchase at-risk properties (Lamond & Penning-Rowsell, 2014). The test for whether purchase of properties is justified is that the estimated cost of protecting properties in high-risk areas is greater than the cost of relocation. The Fund is becoming an increasingly important source of finance for climate change adaptation by sub-national governments, and may offer a useful example to this country.

Whatever the funding pathway that is agreed, it should be consistent, transparent, and realistic. Many parties, including the Environmental Defence Society (EDS), have called for the establishment of a National Adaptation Fund to pay for planning and implementation of adaptation, from which funding could be sourced for a range of adaptation actions, based on a set of clear criteria (Peart, 2024):
“Providing the bulk of the funding from general taxation may be the fairest and most cost-effective approach, minimising administration and compliance costs. However, a specific climate adaptation levy could also be considered, such as a targeted ‘stamp duty’ on property transfers” (Peart, 2024).
EDS also recommends, sensibly, that no government funding for adaptation works (including seawalls and stop banks) should be provided unless a compliant local adaptation plan has been prepared, which identifies such works as part of the preferred adaptation pathway. 
[bookmark: _heading=h.45jfvxd]Get better at risk mitigation to keep insurance premiums down
Insurers and reinsurers are clear that better risk mitigation and adaptation is a must for Aotearoa New Zealand, if the country is to remain attractive for insurance. The public is also in favour. In a recent survey conducted by Ipsos Ltd, 65% of respondents urged more focus and resources be put towards addressing climate-related risks.
Research by the Global Commission on Adaptation found that early adaptation is also in countries’ strong economic self-interest, with an overall rate of return on investment in improved resilience showing cost-benefit ratios of as much as 10:1 within 10 years for some interventions (GCA, 2019). 
[bookmark: _heading=h.2koq656]Only invest in the ‘right kind’ of risk mitigation
There are limits to cost savings from investment in resilience and risk mitigation – in some (perhaps many) cases, the cost of mitigating risks will not be worthwhile. For example, where the cost of the intervention is greater than the value of the protection afforded, it may make sense to reconsider whether the resilience measure is worth the cost. This is true at community level too – a risk-protection measure costing many millions that protects only a few properties may not be justifiable. 
Similarly, some resilience measures are maladaptive. ‘Maladaptation’ refers to actions that, rather than leading to better resilience to climate change, may actually lead to increased risk, including increased vulnerability to the impacts of climate change (Ministry for the Environment, 2022). 
One example would be choosing an option for adaptation that has a high cost, but a short likely lifespan. Historically, Aotearoa New Zealand has tended to prioritise hard engineering solutions to flood risk, via sea walls, stop banks, and large flood-control schemes. These adaptations, while often effective,  have high potential to be maladaptive by giving communities a false sense of security that the area protected is now ‘safe’, by reducing the flexibility of future options, and by exposing communities to greater risk in the long run (Barth et al., 2019). In such cases, relocating away from the risky area instead would mitigate long-term risk and be cheaper overall.
Dealing with increasing flood hazards in particular will necessitate a combination of several risk mitigation approaches for flood-sensitive areas (Mercier, 2023):
· Adopting ‘sponge cities’ approaches, such as use of more ‘green infrastructure’, water-sensitive urban design, and nature-based solutions to make cities more absorbent.
· Updating and improving ‘grey’ infrastructure such as pipes and drains in some locations.
· Increasing flood protections such as stop banks. Stop banks come with some risks – they may encourage growth in areas that are not suitable to be habited in the long term, for example.
· Raising houses or designing houses with living spaces on higher floors.
· Minimising damage by using wet-proofing techniques on buildings, using materials for floors and cupboards that are less susceptible to flood damage, or siting electrics higher up.
Other hazards – such as increased wind speeds, and exposure to wildfires, for example – will require different and targeted responses (such as creating fire breaks or improving building standards). However, for most of the country, responding to these hazards will be less of a priority than increasing resilience to flooding.

[bookmark: _heading=h.zu0gcz]Managing flood risk
Effectively managing flood risk requires a mix of immediate, practical actions and thoughtful long-term planning, explain WSP's James Reddish, Liam Foster, and Richard Woods. 
With storms and extreme rainfall events projected to become more severe and frequent in many parts of Aotearoa New Zealand (NIWA, n.d.), both individual property owners and entire communities need to focus on how they can adapt to flooding now, while also preparing for future challenges.
Homeowners can take several practical steps to protect their properties from flooding. Installing flood gates, barriers, or raising houses are direct, albeit sometimes expensive, measures that can significantly reduce flood damage – provided they don't make flooding worse for others. 
[bookmark: _heading=h.1mrcu09]Water sensitive urban design can play a critical role. So can innovative building design solutions. While not focused on residential properties, Queenstown implemented flood-resilient designs for commercial premises such as movable storage racks and flood-resistant flooring, following the 1999 Lake Wakatipu flood. 
Adaptations like these can allow quicker recovery from floods and highlight how even small, relatively cost-effective changes can sometimes make a big difference.
The need for long-term planning
While immediate property-level measures like these are important, a long-term vision for our catchments is more crucial for effective flood management. This could include measures outlined in WSP’s report with the Helen Clark Foundation on Sponge Cities (Mercier, 2023) and involves planning for future flood risks and making gradual changes over time at every opportunity. 
Identifying high-risk flood areas at the catchment level and planning risk-reduction solutions, including property buyouts, in stages, can help spread costs and avoid sudden disruptions.
Cities like Auckland and Christchurch offer valuable examples of this approach. They have developed, or are developing, plans to create green spaces and designated flood zones, integrating these strategies into broader urban development. Spurred by past disasters, their planning shows the importance of every region preparing for the long term and being ready for your event.
Balancing flood mitigation with buyouts
Deciding between investing in flood-protection infrastructure and buying out properties is a complex and sometimes emotionally charged issue.
As climate change increases flood risk, maintaining and upgrading flood defences becomes more costly. Studies, including by Victoria University's Jonathan Boston, suggest that property buyouts can sometimes be a more cost-effective solution than extensive flood mitigation infrastructure projects (Boston, 2023).
However, it's important to recognise that these decisions affect more than just finances. The emotional and social impacts on people must be carefully considered. At the end of the day, managing flood risk effectively is as much about people as it is about property.
Managing property buyouts or relocations requires sensitivity to the personal and community challenges involved. Professionals working with homeowners, like those in Auckland, play a crucial role in navigating these issues compassionately.
Collaboration and community involvement
Successful flood management relies on collaboration between local authorities, insurance companies, and communities. By working together, stakeholders can develop solutions tailored to local needs and address broader flood risk-management goals.  
While decisions should blend practical, short-term actions individual property owners can take with strategic, forward-thinking planning at the local and central government level, they should also consider the wellbeing of all residents, and not just be based on dollars and cents. That way, communities can better handle the challenges of flooding and climate change – protecting both people and property, ensuring a more resilient future for all.
[bookmark: _heading=h.3jtnz0s]Case study – Queenstown: The importance of flood-resilient design
Following major flooding in Queenstown in 1999, many insurance companies withdrew flood insurance cover for businesses, or increased premiums to an unaffordable level. In response, many businesses modified the design of their buildings and fittings to minimise their vulnerability to flood losses (Forsyth, 2005). For example, they built drainage channels and installed pumps, replaced floor coverings with materials that were water resistant, tiled walls, isolated sewerage and stormwater services, installed water-resistant shelving, and ran electric writing through ceilings. 
These interventions were targeted to reduce costs and to minimise downtime after any future flooding. Many of these types of approaches would be equally suitable for homes (for those who can afford to pay for them), and would help keep insurance premiums lower, for longer. Other building-design approaches include elevating homes, keeping flow paths clear, maximising drainage, and using outdoor materials inside.  
It may be in the public interest to help subsidise the implementation of such approaches for existing homes, and to require them for new homes in areas with any flood risk. Options for subsidisation are discussed further below.  
[bookmark: _heading=h.1yyy98l]Effective risk assessment requires national direction, combined with regional planning 
To keep insurance affordable and accessible for longer, it is essential the country collectively agrees which locations are most at risk from natural hazards, and helps those areas plan the most appropriate local adaptation response. 
One problem is that there are currently no national standards or thresholds for natural hazard and climate change risk tolerance in Aotearoa New Zealand. While a Proposed National Policy Statement for Natural Hazard Decision-Making has been drafted to attempt to remedy this, it has not yet come into effect. This means case-by-case consideration of risk tolerance is undertaken when planning for adaptation and relocation, including in post-event situations. 
In different areas, the best response may mean restoring wetlands to absorb more stormwater, building structures such as sea walls, or undertaking a process of planned relocation for example – or all of these, at different times. NHC Toka Tū Ake has produced an excellent risk-tolerance methodology, which could form the basis for a national framework (NHC, 2023). 
If Aotearoa New Zealand does not agree on national standards to guide how these decisions are made, the country’s approach will continue to be ad hoc and bespoke. In addition, homeowner responses to risk mitigation at the property level will be guided by premium pressures rather than considered policy decisions. This will inevitably lead to the burden of adaptation falling unevenly, with those who can least afford it carrying the biggest share. 
As part of decision making about which interventions are needed, and where, Government, following expert advice and with input from the community will need to identify the level of risk tolerance that is acceptable and that should be applied across the country as a whole. The relevant question is – what level and frequency of disruption and potential harm is the country prepared to accept and respond to (noting this may change over time – or suddenly, in response to a major event), compared with the costs of implementing an intervention to reduce the disruption and potential harm (Boston, 2024; EWG, 2023)? For example, how many times should a much-loved family home be rebuilt before the costs to the wider community are seen as too extreme? Or how much is it reasonable to invest in risk mitigation, to protect how many homes? 
This report agrees with and adopts the recommendations of the Expert Working Group on this matter, which determined:
· National direction should guide the process of identification and prioritisation of areas for adaptation planning by setting out the circumstances in which adaptation planning should be required, and the principles and criteria for prioritisation.
· Local adaptation planning should be undertaken by a new, fit-for-purpose decision-making body – an adaptation committee – which should be provided for in new climate adaptation legislation. Risks should be assessed in priority areas at a local scale, to determine the specific adaptation options that are called for (EWG, 2023).
National direction is also needed to support other aspects of local adaptation planning (EWG, 2023), including:
· The principles, criteria, and methodologies for the assessment of adaptation options, including the incorporation of mātauranga Māori, tikanga, and kaupapa Māori methodologies. 
· The risk circumstances in which consideration of planned relocation as an option is mandatory, to provide a mandate for adaptation committees to consider relocation.
· The minimum requirements for who should be engaged with and at what point, and guidance on how to engage with Māori, stakeholders, and the community.
The Queensland Flood Risk Management Framework (QRA, 2021) provides a potentially useful model to help inform this country’s approach. The model was developed after repeated disasters in the state to set the direction for flood-risk management, to outline the roles and responsibilities of all stakeholders involved, and to guide and support decision making by councils (see Figure 9). It sets out a multi-pronged response to flood mitigation, at state, local government, and community level.
Figure 9 – Queensland state coordination of flood-risk management policy (QRA, 2021)
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[bookmark: _heading=h.4iylrwe]Incentives in insurance policies can promote risk resilience interventions
As a supplement to identifying and implementing adequate risk resilience measures at the central and local government level, it is worth investigating options to promote risk reduction through insurance policies. International examples of this approach include:
· In some American states, including California, Florida, and Texas, limited ‘insurance of last resort’ is offered by the State for residential properties that cannot access private insurance. To be eligible, homeowners must show that their property has put appropriate risk mitigation measures in place (MinterEllisonRuddWatts, 2023).
· The United Kingdom has the Build Back Better scheme, which is offered as part of a state-sponsored reinsurance system funded by insurance premiums, called Flood Re. The scheme reimburses flood-hit customers up to a maximum per property to install risk protection measures (Flood Re, 2024). 
· Following the devastation of Hurricanes Ivan and Katrina in 2004 and 2005, a programme called Strengthen Alabama Homes was established to help fortify homes against storm damage. The scheme is funded by fees levied on insurance premiums, and has been successful in increasing insurance coverage in Alabama (National Academies, 2024).
· Also in the United States, a financial services company called USAA provides discounted insurance to veterans and their families, but only if they live in areas that have completed a community wildfire risk assessment (NZIER, 2024).
· In Germany, ‘flood passports’ have been introduced as a voluntary property-level mitigation measure. Flood passports require a certified building survey and a detailed on-site assessment identifying how vulnerable or resilient a building is to flood risk. Insurance providers have responded favourably to the passport by offering lower premiums and rewards to residents with the passport (Meyer & Hartmann, 2023; NZIER, 2024).
Each of these approaches is slightly different. Some require a homeowner to implement risk mitigation to become eligible for a particular insurance scheme, others offer reduced premiums where risk mitigation is carried out, and others use a portion of insurance premiums to directly fund risk-mitigation approaches. Some are focused on the individual property while others consider a community resilience approach. While all have merit, schemes that provide some funding and are targeted towards helping poorer households are arguably more likely to have equitable outcomes. 
Middleton (2024) suggests that insurance companies could work with local authorities to tailor the terms and conditions of their policies to suit particular community situations. This could keep policies accessible and affordable for longer, and mitigate community-level risk. For example, insurers could:
· Undertake to continue offering insurance for a community until specific prevention measures announced by the government are in place.
· Issue policies for houses in high-risk areas that do not allow automatic reinstatement of the full sum insured after a claim - meaning houses cannot be rebuilt multiple times. This would limit insurers’ liability while giving homeowners a grace period before insurance retreat takes place. 
· Reinforce the effectiveness of local adaptation plans by agreeing to maintain coverage until a planned process of relocation has taken place in a community. 
Insurance companies in Aotearoa New Zealand have expressed a willingness and desire to help find solutions to keep their customers insured (after all, that is how they make their money). So finding creative ways to involve insurers in local adaptation planning - and enabling them to support actions to mitigate community-level risks - would be both sensible and practical. 
[bookmark: _heading=h.2y3w247]Planned relocation will be the best response in some communities
Managed retreat, or planned relocation, refers to the “strategic relocation of assets, activities and sites of cultural significance away from at-risk areas within a planned period of time” (Ministry for the Environment, 2022). Currently, most countries, including Aotearoa New Zealand, lack comprehensive and well-funded policy frameworks for planned relocation (and indeed for adaptation more generally). In most cases where people have been forced to move, their relocation has typically been unplanned or poorly planned, and largely without help. Given the serious projected impacts of climate change over the coming century, reactive and uncoordinated relocations will likely be neither adequate nor desirable (Boston, 2024). 
Further issues impeding a clear process of planned relocation include (Boston, 2024):
· A lack of funding (which Boston refers to as a “critical and enduring problem”). 
· While local authorities are largely responsible for climate change adaptation in their regions, they lack the necessary powers to undertake planned relocation.
· There is a lack of clarity about how many residential properties are exposed to intolerable risk and are no longer suitable for residential use. There is also uncertainty about how much that exposure might increase in the future as climate risks increase and as the number and value of assets increase (FEC, 2024).
· There is no consistent definition or understanding as to what even constitutes ‘intolerable risk’ (FEC, 2024).
What is clear, however, is that relying on insurance will not help those who face a process of planned relocation before any disaster has occurred. Without damage to the house, no insurance will be payable. This means the loss of the property and removal of the structure would fall entirely on the owner if not covered, whether partially or fully, by another party such as the government (Peart, 2024).
This is important because a risk-informed process of planned relocation should be designed to reduce risks proactively. That will often mean undertaking relocations based on agreed risk-based thresholds, not in response to major natural-hazard events (Boston, 2024).
An important reason to agree on a framework for planned relocation is that, without such a policy, de facto policy decisions will be taken by insurance companies (whether they want to or not). As one specific example, after the Auckland Anniversary floods and Cyclone Gabrielle, many insurance companies informed owners of properties assigned to Category 3 that if they decided not to participate in the voluntary buyout process, their insurance policies would be cancelled (IAG, 2023). This gave homeowners very little choice – they had to accept a buyout process or face a future without insurance access (which would have had a significant impact on their property price).   
The EWG was established by the Ministry for the Environment in 2022 to provide advice on an equitable and enduring system of ‘managed retreat’. The EWG set out a list of outcomes and principles to inform policy development for a managed retreat process, which this report recommends should form the basis for future decisions in this space (see Figure 10).
Figure 10 – Desired outcomes and principles proposed by the Expert Working Group on Managed Retreat (2023) 
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[bookmark: _heading=h.3l18frh]How should planned relocation be compensated?
The EWG also examined whether compensation should be payable for those forced to relocate due to the impacts of climate change. They concluded that failing to provide any form of financial support would be inconsistent with the objective of reducing hardship, would create a disincentive for voluntary participation in any planned relocation, and would be inconsistent with Aotearoa New Zealand’s social values and commitments (as reflected in a variety of settings such as accident compensation, government superannuation, and how governments have responded to disasters in the past). 
The EWG also dismissed the idea of providing full compensation for all properties, due to the significant cost that would result, the need to preserve social licence (i.e., full compensation for multi-million-dollar properties was unlikely to be popular), and the potential that such an approach could exacerbate existing social inequalities. A key principle of the group’s reasoning was that any compensation scheme should aim to reduce hardship and ensure everyone has an adequate and affordable place to live, rather than to preserve wealth. 
The specific recommendations of the EWG – which this report sees as a sensible starting point for further democratic debate – are as follows: 
· Residential buildings that are the principal place of residence should be compensated based on market value, with a cap of $300,000.
· Separate compensation for land should be provided on a similar basis as under the Natural Hazards Insurance Act. 
· Payment for commercial properties would be based on need.
· Payment for residential rental properties would be less than for owner-occupied properties.
· No compensation should be provided for second homes.
· Full compensation should be provided for not-for-profits.
· For iwi, hapū, and Māori property, compensation would be determined case by case via negotiations, but with a starting point of full compensation. 
The EWG (2023) recommended that central government cover the compensation costs under the proposed model. This recommendation reflects the reality that climate change is a national issue, that it impacts people regardless of personal ‘fault’, and that losses are not distributed evenly across the country. In addition, many (or most) local councils would be unable to afford such a scheme. 
The EWG’s proposals are well reasoned and make an excellent basis for further discussions on how managed retreat should be undertaken and compensated. Agreeing a final model through democratic debate must be a priority (Boston, 2024). 
[bookmark: _heading=h.1d96cc0]Chapter 3 – Recommendations 
2. Invest in climate risk mitigation and adaptation to keep residential insurance premiums accessible and affordable for longer. 
2.1. Ensure insurance market signals (such as the move to risk-based pricing) complement, rather than lead, the drive to adapt to climate change. The responsibility for deciding where people can live should rest with democratically elected officials.
2.2. Avoid further developments in flood-risk areas that exceed agreed risk tolerances, for example by:
2.2.1. Giving councils greater powers to decline land-use consents in areas vulnerable to flooding and other climate change impacts. These powers could be set out within the new national direction of natural hazards.
2.2.2. Investigating options for insurance companies to provide input into consenting processes for new housing developments, as is the case in Switzerland, for example.
2.3. Urgently invest in proactive flood-risk mitigation at the local level – though only where such mitigation is cost effective. Prioritise nature-based solutions and sponge cities approaches for flood mitigation in cities where appropriate.
2.4. Prioritise flood-resilient design for new and existing homes in areas that may be vulnerable to flooding.
2.5. Develop and agree a Climate Change Adaptation Act or equivalent, which sets out clear roles, responsibilities, and decision-making processes at national and local levels for how adaptation will be planned and implemented.
2.6. Develop and agree a funding framework for adaptation, to provide clarity on how the full range of adaptation costs will be shared and met. Urgently provide funding for adaptation initiatives, for example through the establishment of one or several targeted national adaptation funds.
2.7. Agree on national standards for natural hazard and climate change risk tolerance to:
2.7.1. Establish thresholds for acceptable community-level and property-level risk, based on the best available evidence.
2.7.2. Clarify actions that should be taken when property risk thresholds are exceeded (whether physical risk mitigation measures, planned relocation, or other action).
2.8. Agree a framework and a funding model for planned relocation, as proposed by the Expert Working Group on Managed Retreat. Consider planned relocation for homes in risky areas where other types of intervention are not cost-effective or technically viable.


[bookmark: _heading=h.3x8tuzt]Chapter 4 – Some interventions in the insurance market to consider
[bookmark: _heading=h.2ce457m]Subsidising those who cannot afford insurance shows promise
As discussed in previous chapters, residential insurance uptake rates are likely to decrease over time. This presents a fiscal risk to the Crown, as well as personal social and economic risk to the individuals and communities concerned – some of whom would be at risk of falling into poverty should an uninsured disaster occur.  
This report recommends further detailed analysis be undertaken into the costs and benefits of directly subsidising (and potentially means-testing) homeowners in high-risk areas to maintain high insurance penetration in the country. Subsidies may be a useful tool to support those homeowners who are faced with higher-than-average premiums, and /or those with lower-than-average incomes. 
However, any such scheme must be designed so it does not subsidise or encourage homeowners to tolerate unreasonable or unsustainable levels of risk (and the corresponding costs of those risks). It will also be important to ensure the subsidies end up in the hands of those who need them, and do not inadvertently entrench inequities in the system (by subsidising major property owners, for example).
Aotearoa New Zealand has a long tradition of supporting people with the cost of essential services where there are affordability issues. Examples include winter energy payments and subsidies for health care through Community Service Cards. The Government also pays for many services centrally, rather than requiring individuals to cover their own costs – examples include hospitals and schools. 
The public is already used to indirect subsidisation of natural-hazard risk: the Natural Hazards Commission charges a flat rate to all insured homeowners to cover earthquake risk and some other natural hazards, regardless of where they live. Directly subsidising some people’s private insurance might be characterised as a similar form of collectivising risk. As risk-based pricing becomes more common, some form of direct subsidisation could be seen as a tool to ‘flatten the peaks’ of resulting hardship, thus maintaining higher levels of insurance.
Eligibility for insurance subsidies could be means-tested / based on affordability thresholds, such as those used by the Australian Actuaries Institute (2022) (see discussion on page 41). Alternatively, as with winter energy payments, there could be a fixed amount offered annually, with subsidies limited to specified groups such as beneficiaries and those receiving New Zealand Superannuation (Boston, 2024). Thought would need to be given to whether less well-off landlords should also be subsidised in some cases, to ensure high premiums are not passed onto tenants.  
One of the strongest arguments against direct subsidisation of insurance – as with indirect subsidisation through community-based pricing – is that subsidisation could lead to perverse outcomes, such as encouraging someone to remain in a risky area, or to fail to mitigate risks that the collective must then pay to remedy. Another argument is the cost – in the absence of any other adaptation intervention, a house facing sea-level rise could very quickly become prohibitively expensive. As Storey et al. (2024) calculated, with just 30cm of sea-level rise, a 1-in-100-year event in Wellington will become an annual event. A house valued at $500,000 may then face annual expected losses of around $95,000.
That is an extreme scenario. Insurance companies could be expected to withdraw from covering any property well before it faced this level of damages. Homeowners facing these kinds of losses would ideally have been supported to move long since to a safer area. 
A robust adaptation framework should ideally inform decision making about which levels of risk are socially tolerable, and which are not, as well as what should be done about it, when, and by whom. In this way, subsidies would only need to be offered on insurance policies where homes have been assessed as meeting pre-agreed risk-tolerance criteria. Owners of properties that do not meet this criterion would be required under the national adaptation framework to mitigate their risk, require their local authority to fulfil any protection obligations they may have under the framework, or move to another location. 
In the absence of an adaptation framework, however, modest direct subsidies may not help much to keep prices affordable, while large subsidies would be unlikely to be politically popular. 
Subsidising insurance policies could certainly cost a lot, depending on how the model was designed. For example, a subsidy of $1,000 given to 200,000 households would cost $200 million annually (Boston, interviewed by Stock, 2024). However, the cost of not subsidising people, and accepting ever lower uptake of insurance over time, may well be significantly more (Boston, 2024). 
A different way to subsidise insurance policies could be for homeowners for whom affordability is an issue to take on cheaper insurance policies with higher excesses – which the government would then help to cover when a claim is made. The government could consider insuring themselves against the chance they could have to subsidise many excesses at once after a major disaster. This may well be a cheaper approach for the Crown than directly subsidising premiums. The impact on insurance premiums would have to be analysed to understand the impact of such a scheme, however. 
Offering subsidies on insurance of various kinds would likely be complex to administer and come with high compliance costs. Depending on how high they are, subsidies may also not provide enough incentive for people to insure themselves anyway. Subsidies also will not provide a solution for all protection gaps – it will not help marae access insurance, for example. For this reason, subsidies are likely to be most useful as part of a package of interventions (Boston, 2024).
[bookmark: _heading=h.rjefff]Capping private insurance premiums may be problematic
As with subsidies, capping premiums may be one way to ensure insurance prices do not rise too high, too quickly, thus encouraging more people to remain insured. Capping prices would have the effect of somewhat muting the impact of risk-based pricing, while not removing it entirely. As an example of how the policy may work, insurance companies could be forbidden to charge more than (let’s say) twice the amount in flood premiums they would charge for another house of similar size in a less risky area. 
Should premiums be capped, all other policyholders would in effect be cross-subsidising homeowners in risky areas, regardless of how well-off they themselves were, and how well-off the subsidised homeowners were. This differs from the example of subsidies, which would likely be funded through general taxation (which is progressive). Offering subsidies may be a more equitable option than capping premiums because a greater part of the funding burden falls to those who can better afford it. 
As is the case for subsidies, a robust adaptation framework would need to be in place for such a policy to work efficiently, and for it to be justified and publicly acceptable – if not, the collective would likely be forced to subsidise risks that could otherwise be mitigated through property-level protections. The collective would also in effect be subsidising those who are perfectly well able to afford high premiums. 
Finally, one downside of capping premiums is that enforcing such a policy may require insurance companies to provide commercially sensitive pricing information to the government. That is unlikely to be popular. Insurance companies would need to be on board for the scheme to work – otherwise they may opt to leave the market entirely. 
On balance, capping premiums appears to be a less promising approach than applying subsidies for those who need them. Again, it could be considered as part of a package of responses though – perhaps on a short-term basis during planned relocations, for example.
[bookmark: _heading=h.3bj1y38]Requiring mandatory house insurance is less promising
Making property insurance compulsory for all (or even just some) residential properties would, on the face of it, be a straightforward way to ensure Aotearoa New Zealand continues to enjoy the benefits of high residential insurance penetration.
There could be several ways to attempt to mandate insurance, including:
· Requiring every homeowner to purchase a residential policy.
· Requiring only some homeowners – such as those facing certain levels of flood risk, or those facing the prospect of planned relocation – to purchase residential policies.
· Requiring homeowners (some, or all) just to purchase policies that cover specific perils (such as flood risk).
· Requiring private insurers to offer insurance to all comers, whether they wish to or not.
None of these options are straightforward, and all would likely necessitate a comprehensive overhaul of the current insurance model (Boston, 2024). Schwarze & Wagner (2007) note that compulsory purchase is almost always linked with an obligation to the insurer to offer such insurance to interested buyers as long as they fulfil specific conditions. 
In Switzerland, for example, most cantons (regions) have public insurance schemes, which operate as a monopoly and make natural-hazard insurance mandatory across the whole population at a fixed rate (Jarzabkowski et al., 2023). In the remaining cantons, private insurers are also obliged under statute to include natural-hazard protection with all residential policies issued (Schwarze & Wagner, 2007). 
In Aotearoa New Zealand, property insurance is not legally mandated (though banks do require proof of insurance when issuing a mortgage). Once a residential insurance policy is purchased from a private insurer, natural-hazard cover through NHC Toka Tū Ake becomes a compulsory addition. Many other countries, including France and Spain, also offer natural-hazard insurance as a compulsory addition to general policies.

A strong argument against expanding the concept of mandatory insurance within the current market framework is that it would likely require detailed and wide-ranging regulation. For example, there would need to be controls on pricing, to ensure everyone could afford to purchase insurance, and a public insurer (such as NHC Toka Tū Ake perhaps) would likely be required to insure any homes that insurance companies were not willing to cover (Boston, 2024). 
One of the biggest issues with this approach may well arise around compliance. If a homeowner could not afford insurance cover, would they be forced to give up their home (Boston, 2024)? A final major issue is that, unless compelled under statute, insurers will likely not be prepared to offer residential insurance cover to all homeowners – some will come with risk profiles that make them commercially unattractive. If, on the other hand, insurers were legally obliged to accept all comers, this compulsion could challenge their ‘risk appetite’ and threaten their financial sustainability.
This happened in California, where companies were required to offer earthquake cover with home insurance. After a large earthquake in 1994, insurers realised they had been substantially under-pricing that risk. As they were not permitted to offer any insurance unless they also offered earthquake cover, the industry simply withdrew from the state (Jarzabkowski et al. 2023). California was forced to respond by establishing the California Earthquake Authority, a publicly managed, not-for-profit Protection Gap Entity (PGE) focused specifically on earthquake cover, with a remit to “get the residential property insurance market back” (Jarzabkowski et al., 2023).
Boston (2024) concludes that mandatory insurance policies would be highly contested, problematic, and that, overall, establishing a public PGE would likely be preferable to enforcing such a scheme.
[bookmark: _heading=h.1qoc8b1]Further investigate other promising changes to the regulation and supervision of the insurance sector 
In addition to the options outlined above, there are several other policy areas or options that warrant further investigation. These include potential improvements to the current system that could help soften the blow of predicted negative developments in the insurance market. These are outlined here as areas for future policy development. 
[bookmark: _heading=h.sqyw64]Investigate standardising insurance contracts
Interviewees for this report noted that insurance companies often manage many dozens (sometimes hundreds) of differently worded residential insurance contracts. Insurance contracts are complicated and most policy holders do not read them in detail. The Insurance & Financial Services Ombudsman (2024) notes that: “every year we see complaints from people disappointed that their insurance isn’t covering them for what they thought it would”.

In Canada, the government-established Task Force on Flood Insurance and Relocation (2022) summarised the importance of clear and standardised insurance contracts, noting especially that people have different abilities in English and different levels of financial and legal literacy: 
“Comprehensive flood insurance that covers all water infiltration (e.g., overland flooding, seepage, sewer back-up) could help make insurance policies more clear both pre- and post-event, by alleviating ambiguity and complexity around coverage amounts or responsibility for flooding based on its source and cause. Given that some high-risk areas tend to include higher than average proportions of people with lower incomes, Indigenous peoples, elderly residents, people with physical or mental disabilities, and people living alone, clear policy language can help to ensure adequate coverage for diverse populations.” 
Some interviewees for this report similarly suggested that standardising contracts – for example by requiring insurance companies to provide a standardised tick sheet setting out what is covered, and not covered – or by requiring consistent language be used in policies could provide much-needed clarity to consumers and would enable them to easily compare across different products. In Australia, a nationally standardised definition of flood, adopted by regulation, ensures clarity about what is included and what is excluded in all flood-insurance policies – a similar policy might be adopted here. 
[bookmark: _heading=h.3cqmetx]Consider making it easier to compare premium prices
In Aotearoa New Zealand, commentators including Consumer NZ have highlighted that it is not as easy to compare insurance providers and prices here as it is in some other countries, and that “there is a resulting lack of switching between insurance companies” (Stevenson, 2023). 
Online price comparison sites are limited here. For them to be successful, companies need to be willing to provide their pricing data. A paper released by the Ministry of Business, Innovation and Employment (2019) noted that general insurers had actively discouraged the development of comparison websites, “suggesting that regulation might be required before a general insurance comparison website could be established”. 
In other jurisdictions there is a legal requirement to disclose relevant information to allow online comparisons, and comparison sites to function (Stevenson, 2023). A similar law may be worth investigating here, especially given the Aotearoa New Zealand insurance market is heavily concentrated in a few companies.
[bookmark: _heading=h.1rvwp1q]Regularly monitor insurer conduct and value for money in insurance cover
A review of the insurance sector by the Financial Markets Authority in 2021 noted shortfalls in some insurer conduct and culture. In particular, the review found insurers were not putting in place systems and processes to ensure consumers were treated fairly, with some insurers demonstrating that they did not see conduct and culture as relevant to their organisation. 
The review led to the introduction of the Financial Markets (Conduct of Institutions) Amendment Act 2022 (the CoFI Act) (FMA, 2024). The Act aims to ensure financial institutions treat consumers ‘fairly’, including by requiring those institutions to establish, implement, maintain, and comply with effective fair conduct programmes. The scheme commences on 31 March 2025, but will require ongoing monitoring to track how insurers comply.
Similarly, regularly monitoring ‘value-for-money’ in residential insurance contracts may be worthwhile, especially as climate change impacts begin to create significant changes in the market. 
[bookmark: _heading=h.4bvk7pj]Consider addressing transparency of decision making around risk-based pricing
The media recently reported that some residential policy holders have been surprised and confused about recent steep rises to their premiums, but have been unable to get clear explanations of how increases have been calculated (Newton, 2024b). 
This raises questions about what level of transparency consumers are entitled to around how premium prices for their properties are set (for example, which hazard is costing them the most, and what the specific risk is). Customers wishing to reduce the price of premiums by taking remedial action may also struggle to get clarity about how to impact their premiums positively. Perhaps even more importantly, customers who are denied cover at all will likely wish to understand exactly why that is, and whether they can do anything about it.  
Again, this is a tricky policy area. Requiring more transparency from insurers would likely oblige them to divulge more about their pricing models than they would otherwise wish to, with potential commercial ramifications. It may be that any policy recommendations in this space would have to be limited to establishing guidelines for the type of information insurers must share to qualify as acting ‘fairly’ (under the CoFI Act for example). 
[bookmark: _heading=h.2r0uhxc]Anticipate that insurers will begin to ‘unbundle’ specific perils from residential policies
As noted earlier in this report, insurers in Aotearoa New Zealand will likely move at some point to ‘unbundle’ specific risks from what have previously been offered as comprehensive residential insurance policies. For example, they may continue to offer insurance for fire damage, but not for flood. This may happen only in certain risk-prone locations, or across the whole country.
Countries take different approaches to how they handle this issue, as set out here by Boston (2024):
“In some jurisdictions, such as Denmark, France, Iceland, Norway, and Switzerland, flood insurance is typically an integral part of residential (and other) property insurance policies and in some cases is compulsory. By contrast, in other countries, such as Canada and the United States, standard residential property insurance does not include (or only sometimes includes) damage from flooding or storm surges, because such risks are regarded as too high by insurers. As a result, flood insurance is either unavailable or is provided in one way or another by federal or state governments.”
Bundling has the advantage of contributing to affordability and availability, because it can help spread the cost of all types of hazard more evenly among a bigger number of policyholders (who cannot opt out of specific types of cover).  
Removing some types of peril from insurance policies may leave people making the choice not to take out insurance against the risk they are most vulnerable to, as that will be the most expensive component of their insurance. This trend will not be helped by the fact that humans are famously bad at assessing risk (Kahneman and Tversky, 2013). Unbundling policies could also increase confusion among policyholders about what they are covered for, and what they are not covered for, leaving them less resilient than they expect. These factors combined could cause a significant reduction in essential coverage. 
There are limited advantages to unbundling, though. It can help ensure insurance (and reinsurance) companies remain financially viable, and keep them offering (limited) insurance in locations they may otherwise withdraw from. A person who is no longer able to get flood insurance, for example, would still be able to find cover for fire and other types of damage. Unbundling can also increase transparency in pricing, by allowing customers to see what each component of their policy costs.
Given unbundling in some form is likely in the near future in Aotearoa New Zealand (Tower, 2023), it will be important to have a response ready. The government could move to legislate against it, for example. Alternatively, it might allow unbundling to happen, but recognise that some form of public protection for certain hazards may need to be established, to fill any resulting protection gaps. Either way, consideration must soon be given to the options. 
[bookmark: _heading=h.1664s55]Ensure the market is, and remains, sufficiently competitive
As insurance companies withdraw from some risky areas entirely, homeowners will be left with fewer and fewer insurance companies to choose from, or none. Aotearoa New Zealand already has a small insurance market, largely dominated by the two main players, IAG and Suncorp, and ensuring the market remains competitive will be increasingly important to keep prices down.
A market study led by the Commerce Commission with delegated powers of inquiry would be the best way to gain a comprehensive understanding of insurance pricing and competition (Treasury, 2022a). 
One factor that likely deters new entrants to the insurance market is that Aotearoa New Zealand has particularly high solvency requirements:
"Our risk appetite is set out in the standard, and outlines that we aim to ensure insurers’ capital is adequate for contingencies in 199 years out of 200 for most risks and 999 out of 1000 years for seismic risk” (RBNZ, 2022).
The high solvency requirements push up premiums but are likely justified by the country’s high level of natural-hazard risk. They ensure the country remains resilient to a major disaster.
There are several tools that could increase competition and encourage new entrants to the insurance market. For example, the government could consider reducing solvency requirements temporarily for new entrants to the market, to allow them to gain a foothold. Alternatively, new entrants could be allowed to count reinsurance cover towards their solvency requirements for a certain period. Or the government could establish a state-owned insurance company or expand the role of NHC Toka Tū Ake (discussed further in Chapter 5).
[bookmark: _heading=h.4anzqyu]Consider whether banks should have a bigger role to play
Several interviewees for this report noted that banks might play a bigger role in establishing the long-term risks faced by a property when they are preparing to issue a long-term mortgage. Banks will often issue a 30-year mortgage, with a contractual condition that the property remains insured throughout the full 30 years. However, there are no requirements for banks to first establish that the property is likely to be insurable for that whole period. 
In a recent review, the Reserve Bank (2024), noted:
“Banks need to be conscious of the ongoing insurability of the properties against which they lend. This will require more scrutiny in their lending decisions than currently. Banks also need to pay closer attention to insurance coverage given the risks of underinsurance for high-risk properties over time in the face of rising premiums.”
As an example of how this could play out in the real world, a bank could issue a mortgage for a property that then floods soon after. If insurers withdraw from that property or neighbourhood as a result, the bank would be entitled to call the mortgage in and the owner would likely have to sell the house. The property would inevitably sell for well under its previous market value (due to being uninsurable), leaving the homeowner without a house but still paying back the mortgage. Sadly, some of those affected by the severe North Island flooding in 2024 experienced a situation like this and ended up in negative equity after property buy-outs did not cover their full value (Ternouth, 2024).  
[bookmark: _heading=h.2pta16n]Parametric insurance – a good option to improve community resilience?
 As the technology available to insurers has become more sophisticated, non-traditional insurance products have begun to emerge. Parametric insurance is one example, in which a policy holder receives a payout only when a predefined event occurs within certain parameters. To receive the payment, no demonstrable damage to physical assets must have occurred (Swiss Re, 2023). As one example, the Pacific Insurance and Climate Adaptation Programme offers ‘high wind speed cover’, meaning that policyholders receive a payout when a pre-agreed threshold for wind speeds has been surpassed (Pritesh, 2024). 
The main advantage parametric insurance has over traditional insurance policies is its efficiency and flexibility. Because payments are made based on an external ‘trigger’ event, the insured party receives their settlement much faster than they would if damages needed to be assessed. However, there is a trade-off: the payout will often not match the losses incurred. Where the pre-agreed event parameters have not been met, the policyholder is left with nothing, even if major damages have been sustained to the property (Sengupta et al. 2020). This may come as a shock to less discerning policyholders who have not fully understood how parametric insurance works. For these reasons, parametric insurance should not be considered as a replacement for standard individual residential policies. 
Parametric insurance may however present a promising option for building community resilience. In New York City, a ‘community-based’ parametric insurance program was successfully piloted to improve outcomes for flood recovery, by rapidly allocating funds post-disaster to low and middle-income households (Kousky, 2023). 
In Aotearoa New Zealand, a local authority or iwi could consider taking out parametric cover to help underinsured communities weather the transition period after a disaster, allocating the payouts where the need is greatest. 

[bookmark: _heading=h.14ykbeg]Chapter 4 – Recommendations
3. Consider interventions in the residential insurance and financial markets to maintain high levels of insurance penetration. 
3.1. Consider subsidising premiums for those who struggle to afford them, as part of a package of responses. This will be most effective within a robust adaptation framework that identifies tolerable risk thresholds for properties and provides public assistance for planned relocation where appropriate.
3.2. Further investigate the viability of a range of promising policy options, including:
3.2.1. Standardising and simplifying insurance contracts to make it clearer what is covered and what is not.
3.2.2. Monitoring insurer conduct and value for money in insurance contracts.
3.2.3. Agreeing on the level of transparency that is expected from insurance companies about how they make decisions affecting insurance accessibility and affordability. Insurers could for example be required to make available the hazard information and data used by them to inform a risk-based premium increase or discount on a homeowner’s policy.
3.2.4. Monitoring and promoting competition in the insurance market.
3.3. Develop policies to respond to the future likely ‘unbundling’ of perils from insurance contracts.
3.4. Consider requiring banks and other financial institutions to undertake due diligence on long-term insurability of properties when granting mortgages. 



[bookmark: _heading=h.3oy7u29]Chapter 5 – Does Aotearoa New Zealand need a public insurance scheme for floods? 
[bookmark: _heading=h.243i4a2]A public insurance scheme may be required to fill undesirable gaps in coverage 
When a specific peril is, or is likely to become, uninsurable, a government can decide to form a Protection Gap Entity (PGE). A PGE is a not-for-profit insurance entity brought about through government legislation, to provide insurance protection to fill the existing protection gap. NHC Toka Tū Ake is an example of a PGE, as are the UK scheme Flood RE and the French Catastrophes Naturelles (CatNat). In short, PGEs “enable insurance provision under some mix of government and insurance industry interaction” (Jarzabkowski, et al., 2023).

Chapter 2 highlighted several current or expected future protection gaps in this country. These include:
· An expected steep rise in insurance premiums in flood-prone areas in the short term (probably within several years) – as well as a gradual rise in premiums across the country in the longer term – resulting in premiums becoming increasingly unaffordable and growing levels of under- or non-insurance. 
· Partial and full insurance retreat from some areas within a decade.
· An increasing number of homes made unliveable by sea-level rise (which is not covered by insurance). 
· A gap likely arising in insurability between the announcement of a process of planned relocation or a risk mitigation project (such as building a sea wall for example), and its completion.
· The future expected ‘unbundling’ of some perils (such as flooding) from some, or all, insurance contracts, resulting in underinsurance for those perils.  
· Temporary or permanent insurance retreat from an area after a major disaster, as happened for Category 3 designated properties after the Auckland Anniversary Day flooding and Cyclone Gabrielle.
· Increasing intensity of weather events leading to more houses being ‘red stickered’ due to floods, coastal erosion, and landslips. Such houses are sometimes not covered, or only partially covered, by insurance payouts because the house itself has remained standing, even though the land is no longer safe to inhabit.
This report argues that establishing a new PGE, or enhancing the function of NHC Toka Tū Ake to cover flooding, could help fill some of those expected gaps, enabling more homeowners to remain protected, for longer. This is because even the most promising policy interventions discussed in the previous chapter – which included subsidising premiums and making various changes to how the insurance market is supervised and regulated – will not address partial and full withdrawal of coverage by insurance companies of the kind set out above. 
[bookmark: _heading=h.j8sehv]A Canadian analysis suggests public insurance schemes can be more effective and give better value for money than other interventions
In 2022, Canada's Task Force on Flood Insurance and Relocation (2022) analysed several different options for interventions in the market to help with flood protection, including subsidising those at higher risk (with lower incomes) and requiring mandatory coverage for all. The taskforce concluded the two options that would likely afford the highest rates of residential coverage (for both those at high risk of flooding, and those at lower risk) were: 
· Establishing a public insurer, where a Crown corporation would underwrite comprehensive flood insurance for all – not just those at higher risk. Both offer and purchase of flood insurance would be mandatory in the scenario they tested, and premiums would be risk-based, but with an income subsidy to improve affordability.
· Establishing a public reinsurer. The provision of flood insurance would occur in two ‘layers’ in this model: the first layer would provide the homeowner the option to purchase insurance at the full risk-based price from the private market, which must offer coverage up to a modest limit ($25,000); the second layer would comprise the mandatory purchase of flood insurance above this coverage limit up to a high limit ($300,000) from the insurance industry. The Crown corporation would sell subsidised reinsurance to private insurers, and reimburse insurers for losses covered in the second layer. For the mandatory element of the cover, there would be a premium cap and subsidies for low-income homeowners.

The taskforce calculated that these two options, both of which require a public protection gap entity to be created, would lead to higher insurance coverage overall than lesser interventions in the insurance market, such as capping premiums and offering subsidies. While the protection gap options would cost more, they found this would be offset by lower rates of ‘residual risk’ in the system, as a higher proportion of homeowners would be covered at all risk levels.

In Aotearoa New Zealand, the percentage of people facing flood risks and the current rate of insurance penetration will differ from that of Canada. The scenarios tested by the taskforce may also not be the preferred models in Aotearoa New Zealand. Nevertheless, the Canadian analysis and calculations are useful, because they demonstrate how choosing a more expensive (and more interventionist) scheme might actually save money overall, and therefore offer the best way forward from a long-term societal perspective.

Interestingly, the Canadian Government appears to have ignored the taskforce's advice and instead allocated CA$31.7 million over three years to implement a flood-insurance programme, backed by the federal treasury, to insure high-risk homes only. Premiums will be subsidised for some households. 
[bookmark: _heading=h.338fx5o]Protection Gap Entities come in many forms
There are several options for how a Protection Gap Entity might be set up here. There are multiple international examples, covering different risks, and each operates differently from one another. Aotearoa New Zealand can learn from the experiences of other countries that cover flood hazards, while also noting that we already have a successful PGE (NHC Toka Tū Ake) covering other types of natural hazards. 
NHC Toka Tū Ake is admired internationally and has brought the country through several major disasters. The existing structure could potentially be extended or altered to accommodation existing and future protection gaps. Alternatively, a brand-new entity could be created. The report focuses here on residential flood-hazard damage, as the most pressing need to address, but damage from other hazards, such as erosion, slips, and wildfires could also be included. Some potential options include:
1. A public insurer (whether NHC Toka Tū Ake or another entity) could offer flood protection in limited circumstances to fill protection gaps. For example, it might offer insurance to people at high risk of regular small-scale flooding (at a level that had not yet reached a risk tolerance threshold), or who are facing a process of planned relocation that has not yet happened. Premiums might be paid directly to the public insurer, or collected via private insurers.
2. A public insurer (whether NHC Toka Tū Ake or another entity) could offer flood protection for all homeowners – in a similar way that NHC currently offers earthquake and other cover – with premiums collected by private insurers.  
3. A new publically-mandated but privately run insurer could be established to cover properties at high risk of flooding, as with Flood Re in the United Kingdom (discussed further on page 72). Flood Re is a not-for-profit organisation, owned and managed by the insurance industry. Insurers pay into the scheme based on their share of the residential property market, and use Flood Re to underwrite the flood-risk part of high-risk insurance policies.
4. A public insurer could be established to take on losses from floods or other hazards over a certain cap. Private insurers currently insure all flood-damage losses. In this scenario, a PGE would take on any losses that reach and exceed a predetermined ‘cap’. Note that this is the reverse of how NHC operates – it currently takes on first loss damages from most natural hazards (but not flooding), up to a cap of $300,000. In this scenario it would be taking on the higher, more volatile risks above the cap, saving insurance companies reinsurance costs. NHC could be adapted to take on this role, or a new agency set up. 
5. A public reinsurer could be established to provide cheaper reinsurance to insurers, with the goal of reducing premiums for homeowners. 
Note that these options are not necessarily mutually exclusive. The French system includes both a public insurer and a public reinsurer, for example (see page 78 for more on this).
Once a decision is made on the form the PGE should take, there would be many further important questions to decide, including: 
· Who may access the cover – anyone in a flood zone, or only those at the highest level of risk? Or all policyholders, irrespective of whether they are in a flood zone?
· How should levies be set – at a flat rate per dollar of insurance cover, as earthquake levies are set under NHC? Or partly/fully based on actual risk? 
· Should levies be capped? If so, should this cap be means-tested? And should subsidies be part of the scheme? As an example, the current cap for NHC levies is $480 per property. If NHC were to take on flood cover, the levy would need to be much higher, if shared equally among all policy holders. 
· Should cover be mandatory for all flood-prone properties – or for all homeowners regardless of flood risk?
· Should protection be temporary or permanent for houses that are at increasing risk? If temporary, what will happen when the cover ends? Will planned relocation be enforced? 
· Should the scheme be permanent, or phase out after a certain period? Flood Re in the UK is due to end in 2039, for example – by which point the government expects people will be ready to accept full risk-based pricing (this seems overly hopeful). 
· How will the scheme incentivise adaptation measures and risk resilience, and how will it minimise moral hazard?
· Should the scheme be limited to residential properties, as in the UK, or extended beyond residential properties to include all commercial, industrial, and other properties, as in France?
[bookmark: _heading=h.1idq7dh]There are several potential advantages to PGEs
The main arguments for and against further intervention in the insurance market were discussed at length in Chapter 2 and apply equally to the creation of PGEs. In summary, high insurance penetration is important to maintain the financial and societal resilience of individuals, communities, and the country as a whole. There are also important issues of equity to consider: allowing insurance coverage rates to dwindle would contribute to growing social inequities and greatly hamper adaptation efforts, such as planned relocation (Boston, 2024). 

Letting climate change take its course and leaving homeowners to fend for themselves is also not a good political strategy. After large natural-hazard events in the past, governments and local authorities have felt compelled to support affected communities from rates and taxpayer funds and this is unlikely to change in the future. It is a natural human instinct to want to help after a disaster. 

One strong advantage of PGEs in comparison to relying solely on the private insurance market, is that their public function allows them to fulfil several roles in addition to offering insurance or reinsurance. For example, Middleton (2024) proposes an extended role for NHC in bringing together a coordinated approach to mitigating and limiting future climate-related risks. Such roles may include:
· A research and public education function.
· A responsibility to prevent development in at-risk areas – for example by being involved in consent processes for significant developments. 
· Funding or co-funding some protective and defensive structures (but only if strict criteria are met).
· Partially funding the cost of, and compensation for, planned relocation. 
· Undertaking a regulatory role in relation to private insurers, such as requiring standard contracts for some types of coverage. 

Taking a contrary view, if a new PGE were to be established to take on flood hazards (or the role of NHC extended to cover floods), but a well-designed adaptation framework remained lacking, the cost of such a scheme could be untenable. There will need to be very strict rules about the level of risk the scheme would be willing, and able, to tolerate, so costs do not become too high. Because a public insurance scheme inevitably requires some subsidisation of risk, the government would have to be clear what level of subsidy is acceptable, and have good scientific and cultural processes to determine where agreed risk thresholds have been exceeded.  

Similarly, there will need to be careful consideration of how to avoid perverse outcomes – such as people building in risky areas, believing they will be subsidised in the future. In setting up a PGE, a key priority would be to make sure the scheme does not repeat mistakes of other countries, which have been shown to lead to poor outcomes. The Flood Re scheme, discussed below, provides useful examples of some policy choices to avoid. 
[bookmark: _heading=h.42ddq1a]Case study – Flood Re: The UK’s response to high premiums and insurance retreat
As in Aotearoa New Zealand, the take-up rate for residential property insurance in the United Kingdom is high (around 95%), and typically includes cover for floods (Surminski, 2018).
During the early years of this century, property owners in flood-prone areas of the UK were faced with rising insurance premiums, along with an increasing prospect of insurance retreat. In response, the insurance industry, in collaboration with the UK Government, developed a subsidised reinsurance scheme for residential properties known as ‘Flood Re’ (short for ‘flood reinsurance’) (Flood Re, 2024; Jarzabkowski et al., 2023; Surminski, 2018). 
Flood Re is a not-for-profit organisation, owned and managed by the insurance industry, with two main aims. The first is to make flood insurance more affordable, and thus more widely available for residential properties in locations experiencing significant flood risk (i.e., with a 1-in-75-year probability of flooding). Non-residential properties are not covered. Second, the scheme aims to manage a transition to risk-reflective insurance premiums for at-risk properties. To that end the scheme is supposed to terminate in 2039.
Under Flood Re, every home insurance company in the UK must contribute to the scheme via a modest levy reflecting their overall market share. In return, insurers can use Flood Re to underwrite the flood-risk part of an insurance policy. When properties insured by the scheme are damaged by floods, insurers oversee the claims process and undertake repair work in the usual manner. They then seek reimbursement from Flood Re for part of the costs incurred.
Currently, Flood Re insures almost 2% of UK homes (around 500,000 dwellings). Homes built after 1 January 2009 are ineligible for cover – an exclusion designed to disincentive construction in flood-prone areas and limit the scheme’s scope. 
To enhance the affordability of insurance premiums, subsidies for eligible homeowners reflect local council tax bands rather than being risk-rated. On average, premiums are estimated to cost less than half what they otherwise would do. Without question, the scheme has significantly enhanced the accessibility, availability, and affordability of insurance for flood-prone homes. 
Other homeowners, of course, bear the costs. But because Flood Re insures only a small fraction of residential properties, the cross-subsidies paid by all other policyholders are small: insurance premiums are estimated to be about £10.50 higher annually than otherwise (Elliott, 2022).
In response to a review of the scheme in 2019, various initiatives were implemented to minimise moral hazard, reduce flooding in high-risk areas, enhance climate-related resilience, and enable the betterment of flood-affected properties. For instance, a ‘build back better’ scheme was launched in 2021, which enables insurers to subsidise flood-hit customers to install protection measures and claim the funds back from Flood Re (Flood Re, 2024). 
[bookmark: _heading=h.3hv69ve]Limitations and future problems of the scheme
While Flood Re has helped many high-risk properties retain affordable flood-insurance cover, it has not sufficiently encouraged better flood-risk management or efforts to reduce risks. In fact, it has likely disincentivised both public and private risk-reduction measures. Some potential policy responses to several limitations of the scheme for an Aotearoa New Zealand model to follow are set out below:
1. By subsiding the insurance of flood-prone homes, including mansions on the banks of major rivers, Flood Re has encouraged people to continue to live and purchase properties in high-risk locations, thereby entrenching risk and inhibiting the adjustment of property prices to reflect changing hazards. In fact, there is evidence that since the introduction of the scheme, there has been an increase in the prices and transaction volumes of flood-prone properties (Garbarino et al., 2022). 
⇒ An Aotearoa New Zealand scheme could aim to avoid similar problems by developing stricter regulations against building in risky areas, and situating any new scheme within an adaptation strategy. This could, for example, set out a clear risk threshold beyond which homeowners would not be allowed to sell at-risk properties, other than to local authorities.  
2. The scheme does not appear to have improved awareness of flood risks among the owners of high-risk properties. This is partly because the implicit subsidies received through Flood Re lack transparency to homeowners. 
⇒ As discussed above, a public scheme here could take on an educational role. Premiums could be partly subsidised but still reflect some risk pricing, if that was thought desirable (though this may be complex to implement). 
3. Unsurprisingly, many properties insured by Flood Re have suffered repeat flood events since 2016: one in 10 claims are for repeat flooding (Flood Re, 2024), and the average cost of flood-related claims has increased substantially in recent years.
⇒ Policy responses to this issue could include assigning a maximum amount the scheme would pay out through the lifetime of the policy (rather than annually); or establishing rules about how many times a house could be flooded, and/or how seriously, before it would no longer be covered by the scheme, and beyond which planned relocation would be mandatory.  
4. An important political bargain underpins Flood Re: in exchange for insurers providing affordable cover to flood-prone residential properties, the government is supposed to invest in risk-reduction measures, including new and better flood protection and improved maintenance of existing flood defences. But many observers in the UK believe the level of public investment has been insufficient. The existence of Flood Re may have instead reduced the political pressure for such investment because many of the properties most at risk of flooding now qualify for compensation in the event of flood damage. 
⇒ This demonstrates the need for a clear adaptation strategy to accompany any flood-insurance scheme, with legally defined expectations about risk mitigation and the consequences for not meeting them. 
5. Flood Re is limited to providing funds for repairs and improved flood resilience; it does not fund relocation, even in circumstances when the cost-effectiveness of repairing a flood-damaged home is questionable. Nor does it fund research on relocation. The scheme may also have reduced the political incentive for central and local governments to give proper attention to the option of planned relocation.
⇒ As above, an Aotearoa New Zealand scheme must be developed alongside a strategy for planned relocation, and further incentivise it in the way payouts are devised. For example, the EWG (2023) proposes that if a house has already sustained a certain amount of damage, future payouts must go to relocating immediately, rather than rebuilding. This would likely have to be made legally enforceable. 
6. Flood Re is due to be phased out by 2039 with risk reflective premiums applied from then on. But without much greater public investment in adaptation the termination of Flood Re would inevitably result in hundreds of thousands of homes becoming too costly to insure – if insurance is even available. Extending the eligibility criteria after that point, however, would place ever-greater financial burdens on the owners of low-risk properties. 
⇒ A homegrown scheme should recognise the impacts of climate change will continue, and indeed increase, over time, and not be tempted to set a time limit for cover. Proper attention to risk mitigation must be an essential component of any scheme, to keep premiums more affordable, for longer. 
7. The fact that homes built after 2009 (roughly 11% of the UK housing stock in 2024) are ineligible for cover by Flood Re has not prevented tens of thousands of homes being built in flood-prone areas. 
⇒ The ability to gain insurance could become part of the consenting process for new homes, as discussed in Chapter 4.   
In summary, the Flood Re scheme has several significant limitations but all these can be mitigated to some extent with adequate policy design. If Aotearoa New Zealand were to implement such a scheme, it would be imperative to establish an integrated policy framework with proper coordination of public and private measures, including enhanced risk assessments, better planning, greater investment in flood protection (including nature-based solutions and more effective drainage systems), and provision for the relocation of properties where protection is neither viable nor cost-effective (Surminski et al., 2023). 
[bookmark: _heading=h.1x0gk37]Should a public scheme cover flood risk for all residential policyholders or just those at high risk?
A public insurance scheme could offer cover just to those at high risk of flooding, or it could extend cover to all policyholders. The former option would create less liability for the government, but the latter would have the advantage of distributing costs across a wider pool of policyholders to better promote affordability and accessibility. However, taking such a large portion of the flood insurance function away from private insurers would also constitute a significant intervention in the market and would likely face strong pushback from insurers. 
Canada's Task Force on Flood Insurance and Relocation (2022), mentioned above, analysed a model of a public insurance scheme that would cover flood risk for all properties, not just those at high risk – and found it could provide good outcomes for the country in terms of the proportion of homeowners who would be likely to retain insurance coverage as a result of the scheme, and thus the value for money of the scheme overall. 
If NHC were to extend its cover of natural hazards to include damage from flood hazards, there may need to be some changes in how it offers cover. This is because of the way the existing cap on both levies and payouts works. Currently, NHC covers the first $300,000 of natural-hazard damage under the scheme, and private insurers cover the losses over that amount. Losses over $300,000 happen rarely, but when they do, this is usually part of a very big loss event. Insurers therefore reinsure themselves against that risk. 
Large-scale floods that cause total losses to many people are infrequent, so if this same model (capped at losses up to $300,000) was used for flood risk, private insurers would be limited to covering just a small and volatile (and thus expensive) portion of the risk. Reinsurers may not be willing to support them in insuring just that portion, and there would likely be strong push back. If NHC were to take on flood risk, therefore, it may have to be without the existing cap on payouts. Alternatively, NHC could provide first loss cover for a lesser amount. 
NHC (or a new PGE) taking on full flood insurance cover would fundamentally change the current property insurance market, and may negatively impact the broader attractiveness of the market for insurers. The government would therefore need to be sure such an intervention was justified. While it may believe the current market does not require such an intervention while insurance cover is still broadly available, within a few years the situation may well be different. 

Quote - “I consider that the House should explore every possibility in order to provide for the people who are faced with ruin as a result of widespread floods. I consider that these people should have recourse to a fund and be able to ask for payments without feeling that they were under an obligation to anybody” Peter Fraser, PM (Parliamentary Debates, 1944).
[bookmark: _heading=h.2hio093]A ‘total loss’ option for public insurance shows promise
Middleton (2024) proposes a promising model for public reinsurance in this country that involves a remodel of the existing NHC so that the scheme covers only total loss of a property:
“The national insurance scheme could be transformed to one that was triggered only by a home being rendered uninhabitable, but which then catered comprehensively for the needs of those made homeless, including the cost of temporary accommodation, until the claimant and family were once more in permanent housing.” 
Middleton (2024) proposes this as an option for all natural hazards currently covered by NHC; however, such a scheme could equally be set up to cover flood hazard damage alone, leaving earthquakes and other natural hazards covered as they currently are. 
An appealing aspect of the scheme is that it could in theory be extended to cover other protection gaps that currently exist. For example, it could be designed to address the protection gaps experienced by those whose houses remain undamaged after an event, but are nevertheless ‘red stickered’, due to landslip or subsidence, for example. It could be extended to cover any kind of land damage that leaves a property unable to be lived in. It could even potentially be extended to cover coastal erosion and inundation from sea-level rise – though these losses would likely be more practically compensated through a national adaptation and funding framework. 
Such a scheme could be set up with the objective of getting people back into their homes as quickly as possible following a natural-hazard event. For example, it could be mandated to meet the costs of making homes safe, sanitary, and secure, it could provide an emergency cash allowance for displaced people to reduce stress and hardship, and it could cover temporary accommodation expenses (Middleton, 2024). Because the scheme would be public, rather than private, it could be designed with a central goal to protect and enhance public wellbeing after a disaster. 
This option may be more appealing for private insurance companies than a public insurer covering first losses for all flood-hazard damage because their risk exposure would be lower. Insurance companies would not be required to reinsure themselves for total losses (which is expensive), but would instead be responsible for the more predictable small-scale losses resulting from less severe flooding.
[bookmark: _heading=h.wnyagw]NHC or another entity could also provide reinsurance
Middleton (2024) also sets out options for NHC to take on a role as a public reinsurer. A reinsurance scheme in this country could operate either instead of, or addition to, a first loss insurance scheme such as those outlined above, and could either sit within an expanded NHC, or could be run by a whole a new entity. The idea behind a public reinsurance scheme is that it can pass on cost savings, meaning more homeowners can afford insurance (Middleton, 2024).
Such a scheme could build on the example of the CCR in France for example, or the Australian Cyclone Pool. Both these reinsurance schemes take some of the risk off private insurance companies operating in the market, and pass on cost savings because – unlike private reinsurers – they are not required to make a profit. They can also use tax exemptions and captive markets (through an element of compulsion) to provide reinsurance to private insurance companies that can be as much as a quarter to a third lower in cost than the commercial market (Middleton, 2024). 
In the example of the Australian Cyclone Pool, insurance companies transfer their risk for cyclones and cyclone-related flood damage to a reinsurance pool, backed by an annually reinstated $10 billion government guarantee. Insurers are required to reinsure all eligible cyclone losses with the pool. Premiums are expected to be lower than the private market rate both because the pool does not have a profit margin, and because the government guarantee provides an important backstop (ARPC, 2023). 
Initial results suggest the cyclone reinsurance pool is indeed helping to reduce the price of insurance for some consumers in regions of medium-to-high cyclone risk, although premiums are still very high (Australian Competition and Consumer Commission, 2024).  
The Australian scheme has less impact on premium prices for those properties at highest risk than a scheme such as Flood Re in the UK, or the CCR scheme in France (discussed below), because it uses risk-based pricing and does not subsidise premiums. Instead, it relies on reducing commercial costs to keep prices low. The impact of the Australian scheme on affordability over time remains to be seen, bearing in mind the risk of damage from cyclones and sea-level rise is likely to increase over the coming decades. 
 



[bookmark: _heading=h.3gnlt4p]Case study – The French natural-hazard insurance scheme includes insurance, reinsurance, and risk mitigation
Another possible policy option is the French model, where separate PGEs have been established both to insure, and to reinsure, natural hazard risk. 
France established a government-backed natural-hazard insurance scheme, Catastrophes Naturelles (CatNat), in 1982 prompted by the high proportion of properties that could not be insured for natural-hazard damage, especially floods (Barry, 2023; Jarzabkowski et al., 2023). The compensation scheme is underpinned by three key policy principles:
1. National solidarity. The scheme is founded upon the idea that the risks and costs generated by natural hazards should be shared collectively by all citizens.
2. Prevention. Responsibility for risk prevention and risk management lies primarily with local government, which as part of the scheme is required to develop and implement plans to mitigate natural-hazard risk. 
3. Partnership. The scheme reflects a strong commitment to a partnership between the public and private sectors. Rather than replacing private insurers, it enables them to operate competitively, while also enabling the provision of comprehensive natural-hazard damage cover at affordable rates.
The CatNat scheme entails significant government regulation of the domestic insurance market. While property insurance is voluntary in France, insurers must provide policyholders with comprehensive (i.e., bundled) natural-disaster cover, without limits to their liability. There is substantial cross-subsidisation of higher-risk properties through a standardised premium surcharge, and all property types (i.e., residential, non-residential, etc.) are eligible for natural-hazard damage cover – unlike the cover provided by Flood Re in the UK or NHC. 
As a result, insurance cover is almost universally available and relatively affordable in France. Despite the voluntary nature of property insurance, the penetration rate is very high – estimated at around 98%. 
[bookmark: _heading=h.1baon6m]The French reinsurance and re-reinsurance schemes
The CatNat scheme is overseen by a state-owned reinsurance company called Caisse Centrale de Reassurance (CCR), which must provide unlimited state-guaranteed reinsurance coverage for all property-related insurance policies against natural-hazard damage. It also has a mandate to undertake research and education on natural hazards and contribute to the prevention of disaster risks. 
Insurers may seek reinsurance elsewhere if they prefer, but those who buy from the CCR pay a premium in exchange for unlimited reinsurance cover. When a disaster is formally declared, the CCR covers 50% of the assessed insurance losses, and 100% beyond a specified threshold, which is set annually. In this way, the risks of a natural-hazard event are shared across the private insurance industry and the state, via the CCR.
As in Aotearoa New Zealand, all insurers providing property-related insurance cover are required to offer natural disaster insurance and there is a separate compulsory levy for natural disaster cover, set by the government. However, in France, the CatNat levy is set as a percentage of the overall insurance premium, regardless of natural-hazard risk, and is uncapped. The rate of the levy will increase gradually every year to reflect the growing costs of climate change.
Because premiums are not risk based, risk-reduction goals are primarily achieved through land-use planning, urban planning, and the regulation of building standards (Barry, 2023). The CatNat scheme also embraces features designed to reduce the risks of natural disasters and lower the long-term costs of the scheme. 
[bookmark: _heading=h.3vac5uf]First, as mentioned previously, France also has a standalone fund (the Barnier Fund) to support adaptation measures, which is funded by a levy on property insurance (the equivalent of about €4–€5 per residential property).
Second, to incentivise proper risk-based planning, the CCR can impose higher compulsory excess charges in areas where local councils have failed to develop a risk prevention plan, and several disasters have occurred. Such arrangements appear to have enhanced flood prevention and resilience, but not to the extent needed (see Guillier, 2017; Poussine et al., 2013). 
Overall assessment of the French scheme
The CatNat scheme is regarded as having been relatively successful in achieving multiple objectives – though it has almost certainly been better at ensuring insurance affordability and availability than in enhancing long-term resilience, adaptation, and vulnerability reduction (Barraqué & Moatty, 2019; Guillier, 2017).
One advantage of the French approach is that property owners are not penalised for risks over which they have little or no control – such as older properties in areas that were previously safe but have become increasingly flood prone over time (known as ‘legacy risks’).
The CatNat scheme has many positive features, including a twin focus on compensation and prevention and the comprehensive bundling of perils. However, it is less clear how it will cope with the challenges posed by rapidly increasing climate-related risks. While the rate of the premium surcharge can be steadily increased so the CCR remains financially sustainable, important adaptation issues will need to be addressed. For example, large-scale relocations in many vulnerable coastal areas will be required, but adequate resources have not been made available to support relocations on such a scale. 
Another issue is that second homes in France owned by better-off households have a relatively high exposure to flood risk compared to owner-occupied dwellings, rented properties, and social housing (Bézy, 2023). If the main parameters of the current CatNat scheme remain unchanged, this will gradually result in better-off property owners enjoying disproportionate benefits (Charpentier et al., 2022).
As in Aotearoa New Zealand, this raises a serious question of fairness: whether it is justified to subsidise the owners of vulnerable second homes on the same basis as the owners of vulnerable homes that are a principal place of residence.
[bookmark: _heading=h.1vsw3ci]Can Aotearoa New Zealand afford a public flood insurance scheme? 
Premiums for some properties, particularly coastal properties, are expected to skyrocket very quickly thanks to sea-level rise and coastal erosion. This points to the conclusion that it would not be financially feasible to subsidise all at-risk properties indefinitely. 
In particular, any public insurance scheme should not be set up in such a way that will allow repeated rebuilds in risky locations. The debt-ridden National Flood Insurance Program (NFIP) in the United States, for example, has been troubled by poor design in this regard – a quarter of all claims paid by NFIP have been for “repetitive loss properties” (Surminski et al., 2023) – defined as those that are repeatedly damaged by flooding and qualify for claims of more than US$1,000 in any 10-year period. In one infamous case, a US$69,000 house in Mississippi has flooded 34 times in 32 years, accruing US$663,000 in claims. Allowing repeated rebuilds will push up the premium price for all and is not sustainable. 
In all likelihood, some properties would only be able to be covered by a public flood insurance scheme for a certain period, after which time the cost involved in supporting them would be too great. Options for mitigating repeated rebuilds include agreeing a maximum sum to be paid out on each property during the lifetime of the coverage, beyond which the property must be relocated, or agreeing a maximum number of separate flood events that will be covered. 
[bookmark: _heading=h.4fsjm0b]Explore other ways to cover costs
This report has focused on how policyholders should best spread the costs of increasing premiums – whether under a model of individual risk-based or community-based premiums. This requires a decision about what is ‘fair’: to what extent should policyholders facing lower risks be required to subsidise policyholders facing higher risks? 
However, thinking seriously about questions of fairness may also require thoughts to turn to those who have contributed (and continue to contribute) more to global warming than others. For example, Oxfam (Ryder, 2023) reports that the richest 1% of New Zealanders cause more consumption emissions than the 30% of the population with the lowest incomes combined. Yet it is the New Zealanders with the lowest incomes who will bear the biggest burdens proportionally from increasing premiums. This group will also be the most vulnerable to falling into poverty should they lose an uninsured home. 
Treating this matter as an issue of equity may suggest different funding approaches. For example, rather than requiring policyholders to cross-subsidise each other, some of the cost may be funded through taxation. Some forms of taxation are progressive, meaning those who can most afford to pay more are required to do so. The country could explore different taxation options designed to support climate adaptation efforts without disproportionally impacting those least able to pay. 

Finally, an important reason Aotearoa New Zealand is so vulnerable to any decrease in insurance penetration is that houses are very expensive by international standards:
“If New Zealanders wishing to own their homes didn't have to invest as much of their money in housing as they do, the risk of damage to housing might be of less concern. Natural disaster wouldn't have to mean financial disaster as much as it does today” (Whitehead, 2024).
The price of housing is not usually seen as an insurance issue, and it is outside the scope of this report to propose how a reduction in house prices could best be achieved. However, if New Zealanders were in a position to invest more of their wealth in assets other than residential property, that could well make the country as a whole more resilient to climate shocks. 
[bookmark: _heading=h.2uxtw84]Chapter 5 – Recommendations

4. [bookmark: _heading=h.39kk8xu]Urgently consider the possible roles of one or more public Protection Gap Entities (PGEs) to fill existing and future gaps in insurance coverage, especially for flood risk. Act now to design options.
4.1. Further explore policy options for a public insurance scheme to provide cover for some elements of flood hazards. Coverage could be offered only to at-risk properties, or (probably more sensibly) to all properties. NHC could be adapted to take on an extended role, or a new entity established.  
4.2. Consider whether such an entity should cover first losses up to a cap - as NHC currently does for natural hazard damage other than flooding – or should rather focus on providing total loss cover for flooding (and potentially also for other natural hazards). The latter approach may help close a number of existing insurance gaps (such as providing assistance for those who are red-stickered but cannot access insurance payouts, or those who are threatened by coastal erosion, for example).    
4.3. Further explore policy options for the design of a public reinsurance scheme for flood hazard damage, to keep premiums lower, for longer. The existing NHC Toka Tū Ake could be adapted to take on this role (instead of, or in addition to, a public insurance role), or a new entity established.  
4.4. Learn from other countries that have established PGEs. Ensure any scheme established here promotes risk reduction and adaptation and does not encourage poor practices.
4.5. Decide on the best balance between two broad conceptual approaches for a new entity:
4.5.1. Continuing an individualistic, risk-based approach to flood insurance, where those who face greater risks pay higher premiums (noting this will negatively impact historically high insurance penetration rates, and therefore risks entrenching poverty and inequitable outcomes in the aftermath of an underinsured disaster).
4.5.2. Adopting a more collective-minded community-based pricing model that shares the risk of flooding more evenly across policyholders as for other natural-hazard risks via NHC (noting this approach may ‘mute’ economic signals to undertake risk mitigation and requires some policyholders to cross-subsidise others, which may be perceived as unfair). 
[bookmark: _heading=h.1a346fx]Report conclusions
As discussed in this report, Aotearoa New Zealand will face unprecedented climate-related risks in the coming decades and beyond. One of the key challenges – largely under-recognised to date – will be the issue of accessibility and affordability of residential insurance as climate change-related impacts become ever more pronounced. 

The economic, social, and psychological benefits of high residential insurance penetration are clear. Insurance enables families and communities to bounce back more quickly after a disaster, minimising financial hardship and protecting the most vulnerable in our society from falling into poverty in the aftermath of an event. Because insurance pools risk, it spreads the costs of major disasters across the country (and globally via reinsurance), transferring the financial risk from individuals to financial markets. Insurance also reduces fiscal risk to the government by lessening the need to provide financial assistance to those who suffer significant property losses after a natural-hazard event.

Although expensive compared to many countries, insurance currently remains widely available and largely affordable in Aotearoa New Zealand. However ‘insurance retreat’ (partial and full) is expected to begin within a decade for households in more risky locations, such as those facing coastal erosion from sea-level rise.
Now is the right time for government to begin robust and detailed analysis into a range of policy options to keep insurance accessible and affordable for the long term. Some of these options have been outlined in this report. The most promising include: 
· Targeted subsidisation for homeowners whose insurance premiums surpass pre-defined measures of affordability.
· The establishment of a public insurance and/or public reinsurance scheme to make cover for flood hazards available and affordable for those who will not otherwise be able to access cover, and to keep prices down for all policyholders. 

One of the crucial decisions for the government will be to what extent the country should rely on risk-based pricing to determine premiums for flood-hazard cover, compared with a more community-based pricing model. The latter is the approach taken by NHC for earthquake and other natural-hazard cover. However, unlike the risk of earthquakes, the impacts of climate-change are expected to grow over time. In the absence of other interventions, this would make a public insurance scheme increasingly unaffordable. 

For this reason, any public intervention into the private insurance market scheme must be situated within, and mutually reinforce, a clear and legally enforceable adaptation strategy. Such a strategy should reduce the costs of insurance by setting out the country’s plan for climate change risk mitigation, including both physical protections for communities, and planned relocation where risk mitigation will not be cost-effective. This approach, alongside rigorous land-use planning, enhanced building standards and so on, will help insurance markets work more efficiently for the benefit of all.  

Most important, if Aotearoa New Zealand does not plan and make strategic decisions very soon about how it means to respond to climate change, outcomes will be regionally inconsistent and driven by decisions made by private businesses rather than by policy decisions made in the public interest. This will inevitably lead to inequitable outcomes, further entrenching inequality and making individuals, communities, and the country as a whole less resilient and less prepared for the future. 
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Desired outcomes

1. People must be kept physically and psychologically safe.

2. People must have access to adequate and affordable places fo live,

3. People must have the opportunity to build more secure and resilient futures and to
‘maintain o enhance their well-being.

4. Socio-cconomic inequalities must not be exacerbated and need not be preserved.

5. Risks from climate-related and other natural hazards should be reduced.

6. The rights and interests of Maori must be respected and given effect.

7. Environmental standards must be met, and ecological values must be protected.

8. Opportunities for improvement should be realised (c.g. in relation to housing.

infrastructure, transport, and urban form)

Principles to achieve the desired outcomes:

Be informed by the best available evidence and expert advice.
Reflect important community values and aspirations

W

Take a proactive and precautionary (i.c. cautious and risk-averse) approach to the timing
and pace of relocation, despite the absence of perfect information.
Provide certain, timely and predictable outcomes.
Be adaptable to meet the pace, scale, and variable circumstances of relocation.
Be simple to operate and minimise compliance costs
Minimise moral hazard and other perverse incentives
Give effect to te Tiriti o Waitangi (te Tiriti) and honour the intent of settlements.
Comply with the New Zealand Bill of Rights Act 1990 where applicable.
0. Maintain the sound functioning of markets (<.g. in relation to property, construction,
insurance and banking).
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