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Introduction – Severe Weather Events
Dominate 
 
The purpose of this commentary is to inform
insurance buyers about the factors that influence the
availability and cost of insurance. We hope you will
find it useful. 

It is impossible to begin such a commentary without
reflecting on the severe weather events that have
occurred over the past two months where the impact
on insurance could be of a similar character to what
was experienced following the Canterbury and
Kaikoura earthquakes in 2011 and 2016 respectively.
In the year following these events, insurance
premiums increased and the availability of cover
decreased, particularly in the affected regions.
Elsewhere in New Zealand the impact was less
severe however, across the country, the prospect of
better insurance market conditions diminished. 

Over the past six years insurance premiums have
continued to rise, though at a much slower rate than
during the period immediately after the Canterbury
and Kaikoura earthquakes. Increasing claim costs
associated with severe and regular weather events as
well as the inflationary economic environment have
prevented property insurers from achieving the
profitability that is necessary to stabilise the market.

The two recent weather events will create another
premium spike in regions that, until now, avoided the
most significant premium increases after the
Canterbury and Kaikoura earthquakes. In fact, the
recent weather events have highlighted to insurers
and reinsurers that any part of New Zealand might be
exposed to similar events more regularly in the future. 

For a number of years insurers have become more
selective about where they will provide cover. The
availability of insurance in coastal and flood prone
regions has reduced but usually not to the extent that
makes cover impossible to obtain. The Insurance
Council of New Zealand (ICNZ) has recognised the
enormity of the recent weather events, saying: “Now
is the moment to reset and ask questions about
whether to rebuild in some locations, and if we do,
how to rebuild better to protect ourselves.” (Tim
Grafton, CEO of ICNZ on 16 February 2023).
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Looking at the global picture, Martin Bertogg, head of
catastrophe perils at Swiss Re, summed up the
predicament of global insurers and reinsurers when
he recently said: “While inflation may subside,
increasing value concentration in areas vulnerable to
natural catastrophes remains a key driver for
increasing losses. For our industry, this is a call both
to reflect (on) the latest exposure even more carefully
in risk assessments while continuing to support
society in being better prepared.”

The recent Lloyds results also reflected on their
similar experience and trend when they reported a
$1.55 billion loss in the 2022 year.

The New Zealand Government is also aware of the
growing threat from weather events as evidenced by
the introduction of the Natural and Built Environment
Bill and release of a National Adaptation Plan. The Bill
will introduce legislation intended to reduce risks from
natural hazards as a condition of rebuilding after a
disaster. The National Adaptation Plan, another
government initiative, discusses a variety of strategies
we, as a nation, can adopt in response to the impacts
of climate change. The plan is discussed in more
depth later in this commentary.

Severe weather events are not unique to New
Zealand; they are occurring all over the world. The
problem for the New Zealand market is that our
premium pool is negligible on a global scale however
the cost of insured claim events have
disproportionately elevated us to a notable country of
risk, drawing the attention of reinsurers.

Reinsurance premiums, paid by our local insurers to
protect themselves from catastrophic events, have
been increasing for several years. Howden, a
respected reinsurance broker, recently published their
Annual Market Report. In their report, Howden
described the difficulties their sector is experiencing
as a result of 40 year-high inflation, costly natural
disaster events, the war in Ukraine and reducing
availability of capital or investment. This will
undoubtedly bring about higher reinsurance premiums
and diminish availability of cover in many countries.

The combination of all these factors will mean
increasing premiums and more limited insurance
availability in all parts of New Zealand, particularly
those regions that are considered to be exposed to
natural disasters. 

Your insurance broker is in the best position to help
you work through these difficult market conditions.
Read on to find out more about how to achieve the
best outcomes.  

https://www.insurancenews.com.au/daily/floods-recovery-must-drive-building-rethink-as-threats-rise-icnz?utm_medium=email&utm_campaign=Daily+insuranceNEWScomau&utm_content=Daily+insuranceNEWScomau+CID_94e64c61645ed6f11f8f5f2366a0b0e1&utm_source=EmailCampaign&utm_term=Floods+recovery+must+drive+building+rethink+as+threats+rise+ICNZ
https://www.insurancebusinessmag.com/au/news/catastrophe/revealed--2022-catastrophe-losses-440462.aspx?e=c2ltb24ubW9zczA5QGdtYWlsLmNvbQ&tu=C2C2F287-B785-4C04-BFFD-D637045E2114
https://www.insurancebusinessmag.com/au/news/breaking-news/lloyds-confirms-loss-in-fullyear-earnings-440431.aspx?e=c2ltb24ubW9zczA5QGdtYWlsLmNvbQ&tu=C2C2F287-B785-4C04-BFFD-D637045E2114
https://environment.govt.nz/what-government-is-doing/areas-of-work/climate-change/adapting-to-climate-change/national-adaptation-plan/
https://www.howdengroup.com/news-and-insights/the-great-realignment-2023


Commercial Property & Profits Policies

The availability of insurance and its cost are subject
to influences associated with the economy and
catastrophic events like the Auckland storm and
Cyclone Gabrielle. For a number of years New
Zealand insurers have observed an increase in
frequency of storms and the ballooning cost of
damage caused by storms. However, the size of the
two recent severe weather events has surprised even
insurers. 

Further compounding the situation are serious
inflationary pressures, affecting claim costs and
property sums insured, which in turn are intensified
by product and labour shortages. 

The performance of New Zealand insurers is
recorded each year by the Insurance Council of New
Zealand (ICNZ). For the year ended 2021, the most
recent full year data available, ICNZ statistics show
the amount of claims paid increased by 14.7% while
the volume of premiums increased 9.2%. In the prior
year claims grew by 9.5% while premium volumes
reduced by 1.8%. These figures are after insurers
have recovered funds from reinsurers and show their
net claim costs are increasing faster than their net
premium income despite corrective measures in 2020
and 2021, which is a situation that has deteriorated in
the post-Covid period.

This trend, along with the product and labour
shortages, suggests more premium increases are
likely, especially for those risks which insurers regard
as high hazard, and because inflation factors are yet
to fully impact on insurer results.

Reinsurance premiums will be another influence on
the cost of insurance in New Zealand. Insurers
negotiate their reinsurance programme annually and
there is significant upward pressure on these costs.
Reinsurance premiums have increased steadily since
2016 however larger increases became evident
during the reinsurance renewal cycle in early 2022,
according to the Howden Annual Market Report.
These increases coincided with a sharp reduction in
capacity for property catastrophe reinsurance.

Increasing premiums is just one remedial mechanism
that reinsurers and insurers can use. The other
method is to limit the amount of cover they are willing
to offer for a specific risk or region. Their reasons for
restricting the amount of cover being offered can be
driven by cautious underwriting and/or the increasing
replacement sum insured of properties.

Restrictions or limitations in the amount of cover
available has been evident for a number of years in
the Wellington seismic region. Similar restrictions are
now becoming evident in other parts of New Zealand,
where the property is exposed to flooding, landslip or
where the risk is simply too high, for example property
that is constructed of materials that are not fire
retardant. 

The insurance claims associated with the Auckland
storm and Cyclone Gabrielle will be more than $1.5
billion, easily exceeding the previous New Zealand
annual record levels for weather events which came in
at $274m in 2020, $324m in 2021 and $355
(estimated) in 2022. 

Rarely have we seen so many unfavourable
influences simultaneously. While it is difficult to
forecast the rate or change so soon after the Auckland
storm and Cyclone Gabrielle it is clear that difficult
market conditions, for property insurance, will persist
for at least the next year. 
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Personal Property Insurance Policies 

Homeowners and the rural community appear to have
been the most severely affected by the Auckland
storm and Cyclone Gabrielle. The insurers of this type
of property were, as we wrote earlier in this
commentary, surprised by the scale of damage. They
are still assessing the overall cost, but it is likely to be
at least three times more than the cost of all storms in
New Zealand during the whole previous year.

Within weeks of the storms, one insurer, Ando, has
already increased their house, contents and car
premiums significantly, believing their policies were
under-priced throughout New Zealand. Other
insurers, like NZI and Vero, have been more
restrained and this might suggest their pre-storm
premiums were more sustainable.

Regardless of the premium, we anticipate insurers
will be more inclined to conservatively underwrite
house and contents policies in coastal, flood and
landslip-prone areas. This will result in some
homeowners having no option other than to renew
with their existing insurer, provided the insurer does
not fully withdraw from the market or the affected
region.

An unusual feature of the storms were the thousands
of private motor vehicles damaged or written-off (one
insurer, IAG New Zealand, has received 6,200 motor
claims). Events of this size are likely to undermine the
profitability of an insurer’s portfolio for this type of
insurance. Some of the larger insurers may be able to
sustain their premiums despite the unexpected
number of claims but several smaller insurers have
already started to increase their premiums.

In October 2022 the government increased the
maximum amount of EQCover available as part of
House insurance, from $150,000 to $300,000.
EQCover is the natural disaster cover available from
the government for a residential building. The balance
of the policy sum insured being provided by your
insurer.

As a consequence of this increased cover, the
government’s annual levy increased from $300 to
$480 (excluding GST). The government contended
that the higher levy would be off-set by lower
premiums charged by the insurers even though an
independent analysis contradicted the government’s
prediction.

Experience has shown the independent analysis to be
more accurate. Premium reductions were never a
realistic outcome for policyholders in most parts of
New Zealand, particularly in view of the inflationary
conditions and even more so after the recent storms.

The anticipated premium increases for house,
contents and car insurance, combined with household
inflationary pressure, will motivate many people to
review their insurance costs. 

The best way to undertake this type of review is with a
qualified adviser or insurance broker. An insurance
broker will give advice about insurer options, the
impact of under-insuring, the benefit of changing the
excess amounts, possibly reducing the perils that are
insured and paying the premium by instalment.
Brokers have knowledge about many insurers and as
such are best placed to help with this type of review,
prioritising the things that should be insured and
helping determine whether the premium reduction is
reasonable for the additional risk being adopted by the
household.
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Construction Insurance Policies 

The construction sector has been severely impacted
by material and labour shortages as a result of Covid
and the consequent closing of borders. Apart from
increasing costs, this has also brought about
completion delays, cessation of some construction
projects and the collapse of construction companies,
some of which have been in business for many years.

The escalating costs of construction mean that project
managers must keep a close eye on the adequacy of
the sum insured for the project, but it also means that
insurers must pay more to reinstate any insured
damage that occurs. Both of these factors will
increase pressure on premiums. 

Construction insurance has been less affected by
severe weather events. However, like any property
underwriter, project managers will be carefully
assessing their exposure for all projects that are in a
coastal or flood prone region.

A Construction Insurance Manager recently said he
believes the Covid related difficulties will reduce
however he summed up the future prospects for
construction insurance saying: “In New Zealand, it’s
historically been earthquake exposure, from a
catastrophe perspective, however, we’ve seen a huge
storm in Auckland and we’ve seen the cyclone hit
recently. So, for us, it’s about diligent underwriting and
making sure that we understand the risk, pricing and
underwriting correctly, and give the best level of
coverage we can for the insured.”

Liability Insurance Policies 

Liability premiums and terms are influenced by the
amount of litigation and forecast legal risk associated
with business activity. On both counts we are seeing
increasing trends across all types of liability insurance
and as a result, insurers are paying more in actual
claim settlement costs and legal or defence costs.  

Capacity is currently widely available for Public &
Products Liability due to the lack of exposure to bodily
injury claims in New Zealand and, by international
standards, premiums are competitive with insurers
seeking only modest premium increases. Certain
industry sectors (for example, those with a physical
overseas presence or export products outside the
‘protected’ ACC environment of New Zealand) are
attracting greater scrutiny and higher increases.  

An insurer’s appetite for Professional Indemnity and
Statutory Liability in New Zealand can vary depending
on the professional activities or type of advice being
provided. Some industry sectors such as construction,
financial institutions, financial advisers, solicitors,
valuers and property inspectors are experiencing
premium increases, capacity restrictions, higher
excesses, and limitations of cover. 

The Directors & Officers Liability market has stabilised
over the past quarter. Insurers remain cautious toward
some sectors (for example, property developers and
those in the finance sector) and new entities. Also,
insurers are very aware of the increased duties for
Directors and their questions will likely explore the
Board’s governance, compliance, and risk mitigation
practices.

Overall, the market for most liability insurance
products has stabilised from the volatile conditions
that existed in 2020 and 2021. Modest premium
increases, aligned to inflation and industry sector
trends, are evident for most renewals. 
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The National Adaptation Plan 
 
The Government, in publishing The National
Adaptation Plan, recognises that a reactive approach
to severe weather events and the resultant impact on
communities is not reasonable and that preparation
and planning are essential.

This plan is New Zealand’s first effort to combine the
Government’s current climate resilience strategies
with a future work programme and to determine the
national priorities for the next six years. 

When the plan was released in August 2022 James
Shaw, Minister of Climate Change, said: “The actions
in this plan are intended to drive a significant, long-
term shift in our policy and institutional frameworks.
They will ensure climate-resilient development in the
right places and support communities in considering a
range of adaptation options. And they will result in
better information about what our future climate will
look like, enabling better decisions about our
response”. 

An important issue to recognise is that the
Government will not bear every risk and cost arising
from climate change - some risk and cost will have to
be borne by people and businesses across New
Zealand. It’s worth noting that climate change will be
felt by everyone, but the extent or cost of exposure
will be different for each community or group. 

The 193 page document considers the impacts of
climate change and ways that we, as a country, can
adapt. Managed retreat from at-risk locations and the
development of climate resilient locations are
discussed in the plan as if they are part of New
Zealand’s future. However, since the Auckland storm
and Cyclone Gabrielle, it is clear that these are
actually already a feature of everyday life for many
people.   

The report considers flood protection options for at-
risk communities as well as the role insurance might
play as a form of sustainable protection. We already
experience circumstances where insurers are
reluctant to cover at-risk coastal, flood and landslip
prone properties and we anticipate this will become a
more frequent issue that brokers need to try and
resolve for their clients. 

The influences on personal property policies are
similar to those affecting commercial property.
However, house and contents policies will be more
affected because this is the portfolio where natural
disaster and weather event claims are most frequently
paid. The regularity and diverse regions where these
events occur has been steadily increasing over the
past few years, further influenced by inflation and
material and labour shortages. 

https://environment.govt.nz/what-government-is-doing/areas-of-work/climate-change/adapting-to-climate-change/national-adaptation-plan/


Commercial Motor Policies 

Motor insurance premiums are mainly driven by the
cost of replacement or repaired parts, labour costs
and the frequency and type of accidents. Since Covid,
the motor insurance market has seen additional
increases due to skilled labour shortages and material
delays.  

The large number of claims caused by recent storm
damage across a significant part of the North Island
will likely result in more premium increases. For motor
insurers, the size and spread of this event has not
been seen before and the only ‘tool’ available for
recovery of unexpected large claim costs is premium
increases.
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Marine Insurance 

Difficulties with shipping and container scheduling,
attributable to Covid shutdowns and the war in
Ukraine, continue to be felt for marine insurance. As
New Zealand is at the end of most shipping routes,
we expect the impact on New Zealand businesses to
be felt for a longer period than in most other
countries.

We remind importers and exporters that these delays
and inflation are affecting the prices for imported
goods. As such, we therefore strongly encourage
clients to regularly review sums insured for their
Annual Marine Cargo policies. 
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Strategies for Insurance Buyers 

There are important strategies to adopt in a difficult
insurance market or when an economic decline is
possible. The strategies may not bring about the
premium control that an insurance buyer wants but
typically, brokers will do their utmost to achieve the
best possible outcome.      

Insurance buyers need to be kept informed about the
market conditions that relate to their circumstances.
Information about the factors that are influencing
premium and capacity changes are more valuable
than trying to forecast what the amount of change
might be. Understanding these factors are more likely
to inform the insurance broker and buyer about the
best options to protect their household or business.

It is also important to start the renewal review as early
as possible. For most business owners this means a
preliminary meeting with your broker at least three
months before the renewal date and for personal
policies, communication at least two months before
the renewal date is adequate. This will provide
enough time to gather the necessary underwriting
information, compile it into a presentable form to the
insurer and sufficient time to negotiate or consider
any coverage changes that are being imposed as well
as options available to achieve the best outcome
aligned with the client’s needs and objectives.

Identifying the risks to which your household or
business is exposed will help prioritise how to handle
the risk, reduce the risk, insure the risk or accept the
risk. Understanding the cost and coverage of
insurance policies also goes a long way towards
making the best decisions. 

Therefore, if you are an insurance buyer there should
be two things on your mind: first provide ample and
accurate information and second start early. Your
professional qualified insurance broker will guide you
through the pre-renewal period and put you in the
best position to make decisions in what is becoming
an increasingly difficult insurance market.


