
 

AIA New Zealand 

AIA House, 74 Taharoto Road, 

Takapuna, 0622 

Private Bag 300981, Albany, 

Auckland 0752 

T: +64 9 488 8800 

F: +64 9 488 8810 

aia.co.nz 

 

 

22 April 2022 

 
 
Social Unemployment Insurance Tripartite Working Group  
Ministry of Business, Innovation and Employment 
PO Box 1473 
Wellington 6145 
 
 
By email: incomeinsurance@mbie.govt.nz   

A NEW ZEALAND INCOME INSURANCE SCHEME 

This submission is made on behalf of AIA New Zealand Limited and its related entities (together "AIA 

NZ"). It relates to the Ministry of Business, Innovation and Employment's February 2022 discussion 

document on the proposed New Zealand Income Insurance Scheme (the "Scheme"). 

About AIA NZ  

AIA NZ is a member of the AIA Group (“AIA”), which comprises the largest independent publicly listed 

pan-Asian life insurance group. It has a presence in 18 markets in Asia-Pacific and is listed on the Main 

Board of The Stock Exchange of Hong Kong. It is a market leader in the Asia-Pacific region (excluding 

Japan) based on life insurance premiums and holds leading positions across the majority of its markets.  

Established in New Zealand in 1981, AIA acquired Sovereign Assurance Company Limited in 2018. At 

the time Sovereign was New Zealand’s largest life insurer, having been in business in New Zealand for 

over 30 years. Sovereign formally amalgamated under the AIA brand in August 2019, and we have been 

protecting New Zealanders and helping them to lead Healthier, Longer, Better Lives ever since.  

AIA NZ offers a range of life and health insurance products that meet the needs of over 450,000 New 

Zealanders. AIA NZ is committed to an operating philosophy of Doing the Right Thing, in the Right Way, 

with the Right People.  

AIA NZ is also a prominent member of the Financial Services Council ("FSC"). 

Key submission points 

The key points of our submission are as follows: 

Health conditions and disabilities (illness) 

AIA NZ supports the establishment of an income insurance scheme for loss of work due to health 

conditions or disabilities.  In our view, this would be a logical addition and would reduce the current 

disparity between the treatment of those suffering injury as compared to those unable to work due to 
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health conditions or disabilities.  It is consistent with our goal to see more New Zealanders protected 

should the unexpected happen, helping them to lead Healthier, Longer, Better Lives. 

Coverage for health conditions and disabilities also supports gender equality. For example, men (and 

particularly younger men) are more likely to be unable to work due to accidental injury which is covered 

by ACC, whilst women are more likely to be unable to work due to illness which is not currently covered. 

ACC’s own analysis confirms this and that even where their claims are accepted, they receive less 

compensation than men1.   

However, while the Scheme will provide a large number of New Zealanders with a basic level of disability 

cover, this may not be sufficient for many people given that, in our experience, a reasonable proportion 

of illness-related and disability claims extend beyond six months. Therefore, whilst the proposed 

coverage is a step towards gender equality, the significantly shorter benefit period under the Scheme 

compared to that provided by ACC to accident claimants means that some inequality remains. 

We also have concerns about the proposed structure of the cover and propose alternative models, which 

we believe will provide New Zealanders with greater flexibility and adequacy of cover.  

Finally, our response highlights some important points of implementation to manage interactions with 

New Zealand’s existing $540 million income protection market.  

Displacement 

AIA NZ acknowledges MBIE’s objectives in establishing a displacement scheme. However, for the 

reasons outlined below AIA does not support the current proposal to establish an income insurance 

scheme for displacement. Cover for displacement should be treated separately from cover for sickness, 

disability, or accidental injury. In our view, the costs and unintended consequences associated with this 

aspect of the proposal are understated and could outweigh the benefits.  In particular: 

• There is moral hazard risk associated with a generous socialised insurance scheme that arises 

from employers transferring displacement costs to an external Scheme. This is expected to lead to 

higher financial costs than might be assumed by analysing historical redundancy data. Employer 

behaviour may be influenced by the existence of the Scheme resulting in an increase in the number 

of redundancies New Zealand experiences. For example, employers may leverage the Scheme to 

avoid going through a more costly performance management process. It is also possible that 

employers may privately agree to offer redundancies to older staff to ease their transition into 

retirement or to recruit fixed-term contractors as permanent employees to provide a redundancy 

benefit at the end of the term.  
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• Strict processes and controls will be needed to prevent misuse of the Scheme, and these will come 

with their own costs.  Our expectation is that the costs associated with displacement will be higher 

than expected. 

• Employers will no longer have any incentive to provide redundancy entitlements which are more 

than those required by the scheme, including additional payments and transitional support (such 

as career guidance and job-seeking assistance) or unlimited redundancy accruals. 

• There are significant complexities in determining the scope of cover that would be provided for 

displacement. A narrow setting (for example, that excludes the self-employed or seasonal workers) 

could still result in a large proportion of New Zealanders without any form of cover for displacement. 

However, a wider setting covering a number of different displacement scenarios could have a 

significant impact on the overall cost of the Scheme and encourage misuse. 

Displacement would be better progressed and more sustainably funded as a review of minimum 

redundancy terms under employment laws and/or addressing potential gaps in the current 

unemployment benefit scheme. This approach would address many of the moral hazard risks noted 

above by transferring redundancy costs back to the individual employer. 

AIA NZ's view is that, particularly given the ambitious timeframe for implementation, the focus of the 

Scheme should be on resolving the inherent inequity in treatment between those who lose work due to 

health and disability and those who lose work due to accidental injury.   

We consider that displacement and illness schemes are sufficiently distinct in their purpose, design, and 

implementation to be separated and individually considered.  

Timing of the Scheme 

In AIA NZ’s view, now is not the time to introduce the Scheme. New Zealanders and New Zealand 

businesses are facing very significant financial and other pressures as a result of the Covid-19 pandemic 

and record high levels of inflation.  Recent changes in legislation have also required businesses to make 

adjustments to parental leave, sick leave, and to account for the increase in the minimum wage.   

The proposed timeframe (with legislation to be introduced this year and the Scheme potentially operating 

in 2023) is highly compressed.  In our view, this will not leave enough time for legislation to be carefully 

considered, and for the significant range of implementation issues to be properly worked through.  A 

Scheme of this scope will require significant development of IT and payroll systems and changes to 

processes at ACC and Inland Revenue.   

The illness component of the Scheme will affect New Zealanders who already hold private income 

protection insurance. The full implication of these changes needs to be carefully managed to minimise 

these impacts and we have concerns about the capacity of the industry (including insurers, reinsurers, 

and advisers) to manage the transition within the proposed timeframe. This would require: 
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• A review of the design and pricing of existing income protection policies to take account of 

interactions with the Scheme; 

• Meetings between customers and their advisers to review the suitability of their existing policies in 

light of payments under the Scheme; and 

• Processing policy change requests and responding to customer queries.   

AIA NZ strongly believes the timeframes should be expanded to allow for a more careful consideration 

of all issues and to achieve a smooth transition for customers and the insurance industry. In addition, 

given the significance of the Scheme for all New Zealanders we would like to see a bipartisan approach 

to development and implementation. Recognising the significant implementation and transition costs, 

New Zealanders need to have confidence that the Scheme is sustainable long-term. 

Cost 

The discussion document does not provide sufficient information to enable us to accurately assess the 

likely cost of the scheme, or the financial implications of the various design features.  AIA NZ's high level 

assessment (based in part on our own actuarial experience) is that the estimated long term cost of 

running the Scheme and the cost of claims appear to have been underestimated.  

• As we noted earlier, moral hazard risks associated with a generous displacement Scheme is likely 

to lead to higher financial costs than might be assumed by analysing historical redundancy data. 

• Like all life insurers, AIA NZ is seeing an increasing prevalence of mental health claims which are 

typically more challenging to manage, and consequently, more expensive. We expect that the 

Scheme would see a similar trend which could result in large costs to run the Scheme, particularly 

since the Scheme allows for multiple claims for the same illness. 

• Costs of operating the Scheme are likely to be significant, particularly in the currently tight 

employment market.   

AIA NZ's assessment is that these matters have not been sufficiently factored into the cost calculations 

and that, as a result, the proposed levies may be inadequate.  

We recommend further refinement of the Scheme’s cost calculations through engagement with the 

private insurance sector to understand the claims experience and expenses associated with managing 

health and disability claims. 
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A public/private partnership model – illness insurance 

At first glance, there are obvious synergies between the Scheme and the Accident Compensation 

scheme and there are likely to be benefits in building on existing systems, processes, and infrastructure. 

However, we do not consider that ACC has the organisational capability and capacity to manage such 

a Scheme, particularly given the accelerated implementation timeframe and the current tight labour 

market.   

As the Scheme is implemented, New Zealand will likely experience a transitional skills shortage, 

particularly for case managers and mental health professionals.  While the Scheme will create additional 

funding to meet the challenges presented by mental ill health, it will place additional pressure on an 

already under-resourced sector until more capacity can be added.  We consider that without the required 

organisational capability and capacity, there is a risk of either the Scheme not delivering on its social 

mandate or the costs of the Scheme significantly exceeding the estimates provided.  

We note that the recent annual review of ACC (as heard by the Education and Workforce Committee 

on 9 March 2022) identified several themes within ACC including rehabilitation and 'return-to-work' rates 

being under target for most of 2020-21 (possibly due to Covid-19), low levels of satisfaction with ACC's 

new claims system, and a lack of access to treatment options (something also experienced by AIA NZ).    

Our view is that the private insurance sector already has the necessary organisational capability to 

manage the Scheme and we believe that there is an opportunity for a public/private partnership model 

similar to the KiwiSaver model. A similar model operates successfully in Australia, where 

superannuation funds provide a default level of income protection cover to working Australians. As the 

private sector already has the operational experience, resources, and skills to manage the complexities 

associated with illness claims the chosen provider(s) could be operational within a relatively short 

timeframe. This approach could also provide New Zealanders with greater flexibility to tailor their 

insurance cover – for example, to voluntarily increase their benefit payment period beyond six months. 

Cost effectiveness under this model could be achieved through open market tenders. 

Any concerns about the priorities of the private sector conflicting with the social mandate of the Scheme 

should be resolved through the introduction of the Financial Markets (Conduct of Institutions) 

Amendment Bill which will ensure that claimants are treated fairly and provide for the oversight of insurer 

conduct by the FMA.  
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Other comments 

Effect on private income protection policies 

At present, most private income protection insurance policies provide customers with cover in 

circumstances where they would, if the Scheme is introduced as proposed, also be entitled to claim 

under the Scheme.   

Depending on the specific policy terms, an income protection policy may not be able to offset payment 

from the Scheme against insurance benefits and may not be able to alter policy terms to introduce such 

an offset provision.  In such cases, claimants may be entitled to receive two payments for the same 

disability (one from the insurer and one from the Scheme) leading to claim payments potentially 

exceeding pre-disability income. This potential for enrichment creates financial disincentives of return to 

work and will lead to higher claim payments for both insurers and the Scheme.  

Therefore, an abatement setting is needed to take into account benefits paid under private insurance to 

ensure that a claimant does not earn more in total than they would have while at work. 

To address this issue, the enabling legislation will need to include a global offset provision that would 

allow any insurer paying an income protection or redundancy benefit to offset the income paid under the 

Scheme. That entitlement would need to override individual policy provisions and should also allow 

insurers to unilaterally amend policies where necessary to introduce the offset into the contractual terms.  

A statutory offset would flow through to product pricing, as insurers would have certainty that the base 

level of cover provided by the Scheme would be excluded from cover. 

It is also important to recognise the significant amount of work that would need to be undertaken by 

private insurers and advisers to recalibrate existing private insurance products and engage with existing 

customers to ensure that adjusted cover continues to meet their needs. AIA NZ considers this will require 

a significantly longer implementation and transitional period than appears to be contemplated by the 

discussion document. 

Relationship with existing group insurance schemes – illness insurance 

One point not addressed in the discussion paper relates to the significant number of New Zealand 

employers who already offer income protection insurance to their employees. In many cases, the cover 

provided through these employer-based schemes is more generous than the proposed Scheme terms.  

AIA NZ's strongly held view is that employers should be exempt from the need to make levy contributions 

where they provide access to an income protection scheme with comparable (or better) coverage than 

the Scheme, for employees who take out that cover, and that those employees should also be exempt 

from employee levies. 
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AIA NZ does not support the establishment of an income insurance scheme for displacement. 
Cover for displacement does not naturally fit with cover for sickness, disability, or accidental 
injury. 

In our view, the costs and unintended consequences associated with this aspect of the 
proposal are understated and could outweigh the benefits. In particular, anecdotally we 
understand many employers use redundancy to move employees on due to poor performance 
rather than going through a (sometimes lengthy and fraught) performance management 
process, and the displacement benefits provided by the Scheme mean there will be a 
significant additional benefit for an employee in being displaced rather than terminated for 
poor performance.  

Our expectation is that without strict processes and controls to prevent misuse (which would 
themselves come with cost) this would result in the costs associated with displacement being 
much higher than expected. In addition, employers will no longer have any incentive to 
provide redundancy entitlements which are more than those required by the Scheme (at 
present, some employers will provide redundancy support on top of contractual entitlements, 
including additional payments and transitional support such as career guidance and job-
seeking assistance). Finally, we consider there is a risk that employers may restructure 
employment arrangements, perhaps moving to a greater use of casual workers with irregular 
hours or self-employed people (depending on whether these are covered by the Scheme), to 
avoid the need to pay levies. 

There are also significant complexities in determining the scope of cover that would be 
provided for displacement. A narrow setting (for example, that excludes the self-employed or 
seasonal workers) could still result in a large proportion of New Zealanders without any form 
of cover for displacement. However, a wider setting covering a number of different 
displacement scenarios could have a significant impact on the overall cost of the Scheme and 
encourage misuse. 

AIA NZ's view is that, particularly given the ambitious timeframe for implementation, the focus 
of the Scheme should be on resolving the inherent inequity in the treatment of loss of work 
due to health and disability and suggest that displacement would be better progressed 
separately as a review of employment laws and/or unemployment benefits. 

Timing 

In AIA NZ's view, now is not the time to introduce the Scheme. New Zealanders and New 
Zealand businesses are facing significant financial and other pressures as a result of the Covid-
19 pandemic and record high levels of inflation. In addition, our currently low unemployment 
rate reduces the immediate need for the Scheme, at least insofar as it relates to displacement.  

As a more specific matter, the proposed timeframe (with legislation to be introduced this year 
and the Scheme potentially operating in 2023) is highly compressed. In our view, it will not 
leave enough time for legislation to be carefully considered, and for the significant range of 
implementation issues to be properly worked though. This is a particular issue given the 
impact of the Scheme on private insurers and New Zealanders who already have private 
insurance (which we discuss in more detail in the 'Other comments' section of this response). 
A Scheme of this scope will also require the development of significant IT systems, payroll 
systems and changes to processes at ACC and Inland Revenue.  This needs to be factored into 
the timeframe.   
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Opt-out for employees with their own cover 

Related to the above point, AIA NZ suggests that further consideration should be given to an 
ability for employees to opt out of the Scheme where they already have private insurance 
cover with comparable (or better) coverage than the Scheme. AIA NZ's understanding is that 
this is a feature of a number of comparable overseas schemes. In this case, the employer levy 
could be paid directly to the private insurer to support insurance premiums, or as an increase 
in take-home pay.  

We recognise that this option would add complexity, and could result in a disproportionate 
reduction in the overall levy take as private income protection insurance is typically held by 
those on higher incomes.  

 
 




