Kiwis see need for insurance too late
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She'll be right mate. The patented Kiwi catchphrase is as commonly heard as it is ingrained in the collective consciousness of the country.
It is also the mentality that insurance industry officials use to explain New Zealand's flagging rates of insurance, reportedly the lowest of comparable OECD countries.

AIG Life's latest pulse check affirmed New Zealand's aversion to proper levels of insurance.

Of the 380 Kiwis questioned on rates on life, health, income protection and critical illness insurance, it found that almost 25 per cent were going without. And of those who do have insurance, 50 per cent lacked basic life insurance.

The main reason cited was lack of funds and the belief that insurance is not worth the cost.

Kiwis have lower rates of insurance than Britain, Australia, Canada, Singapore and Hong Kong.

Not surprisingly, insurance officials see under-insurance in New Zealand as a big problem. Commercial interest aside, "I'd say it's very critical", says AIG Life's chief executive David Pierce.

It is a message one would expect from one of the biggest insurance providers in the world.

However, Mr Pierce insists there is something deeply worrying about rates of insurance in New Zealand.

"Certainly any chief executive would recognise that we'd like to see increased sales and increased corporate revenue because more people start buying insurance, but I don't see that it is about that – for me, it's far more fundamental than that. It's about being prudent or doing the right thing."

Health economist Des O'Dea, a lecturer at the Wellington School of Medicine, does not view the situation as gravely. He says low rates of insurance speak favourably of the social safety net.

"We have a publicly funded system here and, as such, wide coverage so the remaining role for private insurance is fairly residual," he says.

Insurance officials concede government cushions the need for insurance, but not to the extent that people may think.

Mr Pierce says New Zealanders are much more vulnerable to unexpected events or illnesses than other developed nations in Asia Pacific.

"A sizeable proportion of the population remains completely unprotected if the worst happens . . .There are big implications for Kiwi families."

Despite the low numbers of insured, rates have dramatically increased in recent years.

When AIG did a similar survey in 2005, rates were 50 per cent lower.

Insurers attribute the spike to the flooding disasters in 2004 where a paucity of insurance schemes left many home owners in the lurch.

Mr Pierce says the increased uptake of insurance is encouraging but still lacking on a broader scale.

Terry Jordan, from the Insurance Council, shares his view. He says under- insurance is a major concern i and bemoans public apathy. The Insurance Council estimates 10 per cent to 20 per cent of New Zealanders do not have home contents insurance, 15-20 per cent do not have motor vehicle insurance and 10 per cent do not have insurance on their homes.

Mr Jordan says rural homeowners are at highest risk because they tend to have the lowest rates of insurance and are most susceptible to natural disasters.

Costs appear to be the primary deterrent. Mr Jordan blames it partly on the litany of surcharges that make up the premiums including fire service and earthquake commission levies and general sales tax. "It puts a lot of people off insurance," he says.

But a lack of awareness and financial illiteracy also play a role, he hastens to add. "There's that old adage, 'it'll never happen to me' and apathy. Those are the ones who self-insure. And there are those who don't understand insurance.

"They don't think it's necessary and don't understand the implications."

Mr Jordan says students with possessions valued under $10,000 are reluctant to take out insurance but fail to recognise there is a benefit to it beyond losing what they own. For example, a flatter held responsible for a house fire can be sued by the home owner's insurer.

"Imagine how devastating that would be for a young person who's just finished university," he says.

"They have a huge loan; have a flat party and burn the house down. So they're stuck with $200,000 of debt, plus their student loan. It's frightening."

Auckland insurance broker Kevin Smee says ignorance abounds.
"It's a purchase no one wants to make. Everyone wants to spend the least amount of money as they possibly can, they'd rather spend it anywhere else but."

Mr Smee says individuals are not the only ones short-changing themselves when it comes to protecting against potential disaster.

MUCH of his time is spent working with small and medium-sized enterprises – numbering more than 350,000, they are often said to be the backbone of New Zealand's economy.

"I'd say 95 per cent of businesses we meet, their insurance is either out of date or it's been done inappropriately. Clients are part of the problem because there is a lack of responsibility and awareness," Mr Smee says.

Mr Pierce says AIG is developing tools to show what level of protection is afforded by the public system and where private insurance can pick up the slack.

Mr Smee says people should consider carefully the amount of cover they take: "I've never had anybody give me a cheque back and say I've over insured them but I've had plenty of people at claim time say, 'Hell, is that all we've got?' and unfortunately that's the way it is.

"We have a psyche here in New Zealand that we only need to own our own family home and everything will else be fine, so they take out insurance just to cover their mortgage but when something goes wrong they have to sell the home to raise money."

Mr Jordan says the industry is not motivated by self-interest when it comes to discussing people being under-insured. He cites the industry's opposition to third-party collision cover for vehicle, something it could profit from.

"I'd love to get a much wider audience and to talk about the need for insurance but you don't get a big uptake, I guess because it's not a very sexy message. People seem to regard it as another form of tax."

