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Executive Summary 

As Australia’s prudential regulator, APRA regularly undertakes stress testing to identify and assess emerging risks 

that may threaten the resilience of the Australian financial system. APRA has conducted the Insurance Climate 

Vulnerability Assessment (Insurance CVA) stress test to better understand the insurance protection gap for 

Australian homes, how it may change into the future, and the risks it may pose to Australia’s financial system.   

The insurance protection gap 

Insurance supports financial system resilience by shifting large financial losses away from individuals and 

households, to insurers and reinsurers that can absorb those losses more effectively. The extent to which these 

losses are not covered by insurance is referred to as the home insurance protection gap.1 Home insurance has 

particular importance to the resilience of Australia’s financial system, as houses are the largest asset class for 

Australian households and home mortgages are the largest asset class for Australian banks.2  

A growing home insurance protection gap can lead to greater uninsured financial losses for households and banks, 

which can in turn erode financial system resilience. It is increasingly recognised, both locally and globally, that  

insurance protection gaps pose a challenge for the financial system.3 International experience suggests that 

recovery is slower, fiscal costs higher, and pressures on financial system resilience intensify when losses are 

uninsured.4 Home insurance affordability is a key driver of the protection gap5, and could be amplified by climate 

risks through both increased claims costs from more severe weather perils , and impacts to future economic 

outcomes such as slower income growth. 

Stress testing insurance affordability 

APRA worked with Australia’s five largest general insurers to consider how Australia’s home insurance protection 

gap may evolve between now and 2050 under stress test conditions. The stress test used two global climate 

scenarios aligned to the Network for Greening the Financial System (NGFS) scenarios. The first scenario sees 

higher global emissions6 with greater weather peril impacts7, whilst the second scenario focuses on a lower 

global emissions pathway with greater risks from a delayed and rapid transition to a lower emissions 

economy.  

As with other APRA stress tests, the scenarios used are not forecasts or predictions; instead, they provide an 

indication of how financial system resilience may be impacted under severe but plausible stress conditions, such as 

economic shocks, high rates of unemployment, or elevated weather losses. 

 
1 APRA estimated the protection gap based on the proportion of households projected to face unaffordable home insurance premiums. The 

affordability of home insurance was estimated based on insurer and other data sources : see Section 4 for further details. 
2 Quarterly authorised deposit-taking institution statistics | APRA 
3 GIMAR-2025-special-topic-edition-on-NatCat-insurance-protection-gaps.pdf 
4 Addressing Growing Protection Gaps through Better Public-Private Insurance Programmes | The Geneva Association; Towards a European 

system for natural catastrophe risk management, Page 1 
5 The 20th Annual Statistical Report of the HILDA Survey, page 134 
6 The main human drivers of climate change are increases in the atmospheric concentrations of greenhouse gases and of aerosols.  The 

greenhouse gases trap infrared radiation near the surface, warming the climate, while aerosols act to cool the climate (see: IPCC, 2023).  
Human-caused climate change is already affecting many weather and climate extremes in every region across the globe. This has led to 
widespread adverse impacts and related losses and damages to nature and people (high confidence). (See: IPCC 2021 Summary for 
Policymakers) 

7 Greater weather peril impacts are based on the upper level of potential physical climate outcomes for this scenario (see Section 4.1) . 

https://www.apra.gov.au/quarterly-authorised-deposit-taking-institution-statistics
https://www.iais.org/uploads/2025/11/GIMAR-2025-special-topic-edition-on-NatCat-insurance-protection-gaps.pdf
https://www.genevaassociation.org/publication/public-policy-regulation/addressing-growing-protection-gaps-through-better-public#section-32677-why-governments-intervene-to-narrow-disaster-prote
https://www.eiopa.europa.eu/document/download/d8c87070-f602-4bf7-b8d8-726ec0b5c173_en
https://www.eiopa.europa.eu/document/download/d8c87070-f602-4bf7-b8d8-726ec0b5c173_en
https://melbourneinstitute.unimelb.edu.au/__data/assets/pdf_file/0010/5387806/2025-HILDA-Statistical-Report.pdf
https://www.ipcc.ch/report/ar6/wg1/downloads/report/IPCC_AR6_WGI_Chapter03.pdf
https://www.ipcc.ch/report/ar6/wg1/chapter/summary-for-policymakers/
https://www.ipcc.ch/report/ar6/wg1/chapter/summary-for-policymakers/
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Key findings 

The Insurance CVA stress test found that (Figure 1): 

1. The home insurance protection gap for households in freestanding properties8 widens under both 

scenarios, from an estimated one in seven households uninsured today, to one in four households by 

2050.9 

2. The underlying drivers of increasing affordability stress and a widening protection gap differ 

between the two scenarios. Premium increases due to the rise in expected weather peril losses are the 

main driver of the widening protection gap in the higher physical risk scenario, with expected national 

weather losses increasing from less than $7 billion annually in 2024 to over $16 billion10 annually in 2050. 

In the higher transition risk scenario, the main driver of the widening protection gap is construction cost 

inflation (which impacts the sum insured): this leads to growth in insurance premiums that outpaces growth 

in household incomes.  

3. The home insurance protection gap tends to widen more in regions that already have lower levels of 

home insurance protection today. These higher protection gap areas are more likely to be in regional or 

rural Australia, as these areas tend to experience greater exposure to weather perils and lower average 

incomes both today and in the future. 

Consequences of a growing home insurance protection gap  

A growing protection gap may impact households, insurers, banks, governments and the financial system through: 

• Households: More households would experience uninsured losses as the protection gap widens. 

Inadequately insured households may face large, unforeseen loss events such as weather peril events, 

which erodes their wealth and undermines their financial resilience. Unaffordable insurance costs may 

reduce the number of mortgage borrowers that are able to meet insurance requirements of lenders. These 

potential outcomes may have spillover effects for the financial system and the broader economy.  

Figure 1: Key findings from the Insurance CVA stress test 

 
* ‘Households’ refers to households living in existing freestanding properties and excludes strata properties such as units, flats, and apartments.  

 
8 “Households” in this report refers to existing freestanding properties and excludes strata properties such as units, flats, and apartments . 

Collectively the properties excluded from the CVA account for around 15% of all Australian homes (see: Australasian Strata Insights 2024).  
9 The protection gap under both stress test scenarios was estimated with reference to an affordability threshold: where a household faces an 

insurance premium which is greater than four weeks of its household income (the affordability threshold), the household was considered 
uninsured. Underinsurance was not directly modelled in this stress test. 

10 All dollar figures in this report are in real dollars (2024 AUD terms) 

Over

 0 
of rural households* may be 

uninsured in 2050 

Up to

 1  
in annual expected losses from 

weather events by 2050

1 in  
Australian households* may be 

uninsured by 2050 

https://www.unsw.edu.au/content/dam/pdfs/ada/city-futures/2024%20Strata%20Insights%20Report%20Reissue%20Oct2025.pdf
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• Insurers: Insurers can periodically adjust their premiums to reflect escalating weather risks and manage 

their financial risk exposure. Where this exacerbates affordability stress in high‑risk communities, it may 

undermine the insurance industry’s ability to meet societal expectations and create pressure for reforms to 

the private insurance market.  In addition, under a widening protection gap, the number of households 

unable to afford insurance cover continues to increase, which could constrain growth of the overall home 

insurance market. 

•  anks: A widening protection gap may amplify credit risk for banks in regions with high weather peril risk s. 

Mortgage borrowers that become uninsured will have a higher likelihood of default as they could face large 

financial losses from severe weather events. Additionally, banks may experience a greater loss in the event 

of default if housing collateral is damaged or devalued due to weather peril events. 

• Governments: A widening protection gap could lead to increased reliance on government support 

following weather events, as well as calls for public intervention to improve insurance affordability. Both of 

these could result in higher fiscal costs for governments.  

Addressing the home insurance protection gap 

Addressing the widening home insurance protection gap is a complex challenge, and a coordinated approach 

between governments, industry and the community is necessary to effectively reduce the underlying risks and 

alleviate the impacts of these risks. 

• Risk reduction: Reducing the underlying risk from weather perils can make a significant contribution to 

addressing the insurance protection gap and avoiding the negative consequences borne by households 

and the financial system. The risk from weather perils can be reduced by limiting the exposure of homes to 

these risks through investment in adaptation measures such as resilience infrastructure (e.g. flood levees), 

making new and existing homes more resilient, and building in lower risk areas, in addition to continuing 

efforts to reduce greenhouse gas emissions which are the underlying cause of increasing weather perils. 

Reducing the risk will put downward pressure on the cost of insurance, supporting a reduction in the 

number of under or uninsured households and improve financial resilience. 

• Insurance innovation: Alongside risk reduction, alternative approaches that lower the cost of  insurance 

may provide a path towards improved affordability that supports the narrowing of the protection gap. These 

approaches may include new innovative product options from the insurance industry, alternative risk-

transfer mechanisms, or public intervention where the private market is unable to support appropriate 

community outcomes. 

• Risk management: Maintaining the financial resilience of regulated entities will be critical to ensuring that 

the protection gap does not translate directly into systemic risk. This is important as there is likely to be 

some widening of the protection gap even if effective risk reduction is achieved and affordable insurance 

options are made available. 



APRA • Mind the Gap: An Insurance Climate Vulnerability Assessment • 2026  5 

1. Introduction 

A widening insurance protection gap is a financial vulnerability that has been recognised by industry, governments 

and regulators in Australia and globally in recent years.11 This report investigates how the home insurance 

protection gap in Australia may evolve in the future, and the implications for risk in the financial system.  

As the prudential supervisor for Australia’s banks, insurers, and superannuation funds, APRA is responsible for 

promoting the safety and stability of Australia’s financial system. To identify and mitigate risks and vulnerabilities in 

the financial system, APRA uses a forward-looking, risk-based, and outcomes-focused approach.  

APRA has conducted the Insurance Climate Vulnerability Assessment (Insurance CVA) stress test to help identify 

the risks, vulnerabilities, and impact to the resilience of the financial system from falling insurance coverage. T his is 

in line with Priority 6 of the Australian Federal Government’s Sustainable Finance Roadmap. While a number of 

APRA’s global peer regulators have carried out climate stress tests, the Insurance CVA is the first to focus 

exclusively on the insurance protection gap through an analysis of affordability. 

1.1 Insurance plays an important role in the resilience of 

Australia’s financial system 

Insurance acts as a financial shock absorber against unexpected losses and supports the resilience of Australian 

households and the financial system: particularly in the face of weather perils. Insurance transfers financial risk 

away from policyholders in exchange for receiving premiums. Insurers redistribute this risk through ‘pooling’, which 

spreads the cover over a larger group of policies, and the wider insurance market. Insurers also transfer part of this 

risk to global reinsurers, bringing international capital into the system and reducing the financial exposure of 

Australia’s domestic market.  

Homes are important as both a place of residence and (typically) the largest asset for households, while mortgage 

lending is also the largest loan segment of Australian banks.12 In addition to protecting households, home 

insurance protects banks against losses in their mortgage portfolios from unexpected shocks like weather perils, 

which can contribute to mortgage defaults. Home insurance therefore plays a key role in managing the financial 

risk of weather perils on Australia’s financial system while protecting household wealth.  

1.2 The home insurance protection gap  

The home insurance protection gap refers to the extent to which losses impacting homes are not covered by 

insurance.  For home insurance, this gap arises when properties are uninsured or underinsured, such as when 

coverage is below replacement cost or excludes certain risks (e.g. floods). Between 2015 and 2024, the protection 

gap in Australia resulted in 33% of economic losses from natural catastrophes being uninsured, compared to 57% 

globally13. For the Insurance CVA, the home insurance protection gap is estimated based on the proportion of 

households that face unaffordable home insurance premiums.  

 
11 GIMAR-2025-special-topic-edition-on-NatCat-insurance-protection-gaps.pdf 
12 Quarterly authorised deposit-taking institution statistics | APRA 
13 See Swiss Re (2025). These data include losses from non-weather catastrophes such as earthquakes, and from non-household sectors such 

as the business sector, and are not directly comparable with the Insurance CVA results. They are provided for illustrative purposes. 

https://treasury.gov.au/sites/default/files/2024-06/p2024-536290.pdf
https://www.iais.org/uploads/2025/11/GIMAR-2025-special-topic-edition-on-NatCat-insurance-protection-gaps.pdf
https://www.apra.gov.au/quarterly-authorised-deposit-taking-institution-statistics
https://www.swissre.com/risk-knowledge/mitigating-climate-risk/natcat-protection-gap-infographic.html#/country/Australia
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Homeowners may choose not to purchase insurance for a range of reasons. However, unaffordable insurance 

premiums are recognised as a leading driver for underinsurance and non-insurance in Australia and globally. Other 

drivers include a lack of perceived value, and/or awareness or trust in insurers.14 The overall affordability of home 

insurance premiums declines when income growth does not keep pace with growth in insurance premiums. 

Between 2010 and 2025, Australian home insurance premiums rose by an annual average rate of 7.2% 15, while 

wages grew annually by 3.1%.16  

More frequent and severe weather events17 are driving premium increases as insurers reprice to reflect the higher 

risk,18 and further increases in weather risk are therefore likely to further reduce affordability: absent intervention, 

this could widen the insurance protection gap and erode the resilience of Australia’s financial system.  In addition, 

premiums have also risen due to construction cost inflation and higher reinsurance costs, both of which are 

influenced by weather peril risk.19  

While insurer profits from home insurance can be highly variable year-to-year, including periods of negative profit, 

the stress test design used the simplifying assumption that insurers’ future combined expenses and profits would 

account for a proportion of retail premiums similar to the insurer’s longer-run historic experience20. Finally, taxes, 

levies and government charges contribute around 21% on average nationally and can compound increases in 

underlying risk premiums (Figure 2). The relative contribution of taxes, levies and government charges varies by 

jurisdiction. 

1.3 The impact of a widening protection gap  

A widening protection gap erodes the ability of insurance to act as a shock absorber for Australia’s financial system. 

As the potential losses from weather perils increase, both the need for and the cost of insurance are expected to 

increase. A widening protection gap leaves more households (and their lenders) with greater financial exposure to 

potential uninsured losses, thereby impacting overall system resilience (Figure 3). 

 

Figure 2: National average premium breakdown for current home insurance policies (202 )21 

 

 
14 The 20th Annual Statistical Report of the HILDA Survey, page 134 
15 Quarterly general insurance performance statistics | APRA 
16 Average Weekly Earnings, Australia, May 2025 | Australian Bureau of Statistics  
17 https://www.acs.gov.au/pages/ncra-climate-risks  
18 Australia's insurance industry snapshot. ICA, 2025 
19 Mind the climate-related protection gap | BIS; Climate Risk Insurance Modelling for Australia’s Future | Oxford Economics  
20 Historical experience suggests that expenses generally account for a substantially larger proportion of premiums than profits. 
21 National average premium breakdown based on premiums modelled for homes with policies in force across the five insurers participating in 

the Insurance CVA. Modelled premiums may differ from actual policy-in-force premiums due to differences in exclusions or other factors. 

https://melbourneinstitute.unimelb.edu.au/__data/assets/pdf_file/0010/5387806/2025-HILDA-Statistical-Report.pdf
https://www.apra.gov.au/quarterly-general-insurance-performance-statistics
https://www.abs.gov.au/statistics/labour/earnings-and-working-conditions/average-weekly-earnings-australia/latest-release
https://www.acs.gov.au/pages/ncra-climate-risks
https://insurancecouncil.com.au/wp-content/uploads/2025/03/INCA015-Fact-Pack-2025_v2.8-1.pdf
https://www.bis.org/fsi/publ/insights65_summary.pdf
https://www.oxfordeconomics.com/resource/climate-scenario-analysis-for-insurance-sector-insights/
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Households 

Homes are a key store of wealth for many Australian households. Adequate home insurance helps households 

recover from weather‑peril events without needing to rely as heavily on savings or additional debt, supporting 

financial resilience and ongoing capacity to meet mortgage repayments. In turn, this supports banks ’ mortgage 

portfolios and helps limit the transmission of weather shocks to household spending and credit demand, 

strengthening resilience across the financial system and the broader economy.   In areas where the protection gap 

is growing, shocks are more likely to result in households experiencing financial stress and being unable to 

maintain their mortgage repayments leading to an elevation in credit risk for banks.  

As banks typically require insurance to protect the value of housing collateral, reduced insurance coverage could 

inhibit lending and potentially reduce the pool of eligible buyers. A subsequent reduction in the demand for 

properties in areas with a high protection gap could, all else being equal, reduce market values in these locations.  

More broadly, because insurance pricing and risk pooling can operate across geographic areas, changes in 

affordability and the impact on market values can be felt beyond the directly exposed locations – which 

underscores the value of coordinated action to reduce underlying risk and support affordability.  

Insurers 

Home insurance is typically renewed annually, so insurers can manage their financial risk exposure by adjusting 

premiums to reflect changes in weather peril risks and other cost drivers, such as construction inflation and 

reinsurance costs. This ability to regularly reprice risk limits prudential risk for individual insurers. However, 

repricing premiums can worsen affordability and further widen the insurance protection gap.  

As risks rise and coverage falls in vulnerable areas, the overall insurance industry may face greater scrutiny. To 

address concerns over insurance availability, and to meet the societal expectation that the insurance industry 

continues to provide broadly affordable home insurance, the industry can continue to work collectively and through 

their industry bodies to identify opportunities to support vulnerable areas.  

In addition, a growing protection gap may lead to fewer insurance policies being written, slowing overall market 

growth for insurers. This in turn could impact the size and diversification of the overall  risk pool and erode the ability 

of insurance to act as a shock absorber for the financial system against weather perils .  

 

Figure 3: Transmission of weather perils to prudential risks  

 

  

10% 

 

21% 
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 anks 

Banks could face increased credit risk in their mortgage portfolios as the home insurance protection gap widens. 

Mortgaged properties (both the land and the home) serve as collateral, and banks require adequate insurance to 

safeguard the value of this collateral against unexpected events. When uninsured homes suffer damage from 

weather perils, the risk associated with the loans increases. This risk was explored previously in APRA’s Banking 

CVA (2022) and was found to arise in two ways: 

1. Increasing the probability of default: Repair and recovery costs from uninsured losses strain household 

finances, making mortgage payments harder to sustain.  

2. Increasing the size of loss in the event of default: Where a borrower defaults, the value of the damaged 

property may no longer cover the outstanding loan amount, leading to a financial loss for the bank.  

The Banking CVA highlighted the interconnected nature of climate risk across financial institutions – including the 

role of insurance – and the need for this to be considered in scenario analysis. The Insurance CVA builds on this 

earlier work by improving understanding of the potential scale and mechanisms through which climate risk may 

transmit through the financial system by examining how the home insurance protection gap may evolve. 

1.  How APRA’s stress test explored the future of home 

insurance affordability  

APRA conducted the Insurance CVA to better understand the risks that the home insurance protection gap may 

pose to the Australian financial system. This stress test involved risk and premium modelling by five of Australia’s 

largest general insurers – IAG, Suncorp, Allianz, QBE and Hollard – that together account for around 80% of the 

Australian home insurance market by gross written premium (GWP). 

Stress testing is a core component of  APRA’s prudential toolkit for maintaining the f inancial safety of  institutions 

and the stability of  the Australian f inancial system. APRA uses stress testing to provide a risk -based, forward-

looking assessment of  how severe but plausible scenarios may af fect the Australian f inancial system. Stress 

testing does not provide a forecast or prediction; instead, it provides insights into the impact adverse conditions 

may have on entities, and of  the f inancial stability challenges that may arise under dif ferent scenarios . 

The Insurance CVA is a stress test that explores the risks and implications for home insurance af fordability under 

two global climate scenarios that are aligned to scenarios developed by the NGFS (Table 1): 

• Current Policies Scenario (CPS) – This is a higher physical risk scenario in which no additional climate policy 

actions are taken across the global economy, and global greenhouse gas emissions remain elevated. The 

weather peril modelling was based on the upper level of potential physical climate outcomes for this scenario 

(see Section 4.1), resulting in significantly elevated weather peril risks. These scenario settings put upwards 

pressure on premiums and impacting the broader economy, with economic growth slowing and income growth 

deteriorating consistently to 2050. At the same time, construction costs (which impact premiums via sum 

insured) remain elevated in line with historical trends.  

• Delayed Transition Scenario (DTS) – This is a higher transition risk scenario in which no additional climate 

policy actions are taken across the global economy to 2030, but there is rapid global action to reduce global 

greenhouse gas emissions after 2030. This results in weather losses growing at a lower rate (compared to the 

CPS), while there is a more significant and ongoing upward pressure on construction costs (a key driver of 

premiums). The DTS also results in a sharper dip in income growth associated with global climate policy action 

in 2030, with income growth recovering in subsequent years.   

https://www.apra.gov.au/sites/default/files/2022-11/Information%20Paper%20-%20Climate%20Vulnerability%20Assessment%20Results.pdf
https://www.apra.gov.au/sites/default/files/2022-11/Information%20Paper%20-%20Climate%20Vulnerability%20Assessment%20Results.pdf
https://www.ngfs.net/en
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The stress test adopts the simplifying assumption that no additional public policy actions or physical adaptation 

measures are introduced to reduce or adapt to climate risks in Australia’s housing market or broader economy. This 

“static policy” approach is commonly used in APRA’s stress testing, and for the Insurance CVA, it helps to isolate 

the key drivers of the protection gap and how these may evolve over time. See Section 4 for further detail on the 

modelling assumptions. 

 

 

Table 1: NGFS Scenario Summary 

 CPS DTS 

2050 global average warming +2.5⁰C +1.8⁰C 

Pace of emissions reduction Minor decrease from 

current levels by 2050 

Rapid decrease from 

 2030 onwards 

Physical risk level Higher Medium 

Transition risk level Lower Higher 

Additional physical adaptation in 

the housing stock 

None None 

 

 

Assessing Australia’s Home Insurance Protection Gap 

The Insurance CVA assessed Australia’s home insurance protection gap by estimating the number of  f ree-

standing houses that are likely to face unaf fordable home insurance premiums for all insurable weather events  

(including f lood) to 2050.  

An insurance af fordability metric was calculated for each in-scope property22 by dividing the modelled annual 

insurance premium by the estimated weekly household income for the property. Insurance was considered 

unaf fordable for homes where the annual insurance premium equalled or exceeded four weeks of  household 

income.23 In these cases, homes were modelled as uninsured. Underinsurance was not directly modelled in 

this stress test due to its complexity; however, increased af fordability stress could also contribute to 

underinsurance.  

This approach was followed for each in-scope house – around 10 million houses across Australia – between 

2024 and 2050 under both climate scenarios. From this approach, APRA has inferred the size of  the home 

insurance protection gap in Australia, and how it might change over time under the two scenarios.  

 
22 Due to constraints in modelling, in-scope properties were limited to free standing houses, excluding strata properties (see Section 4.3). 
23 Four weeks was chosen to align with pre-existing work on estimating the home insurance protection gap (see Footnote 11 and Section 4.4).  
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2. Key findings 

2.1 Under both scenarios a widening insurance protection gap 

leads to more uninsured losses  

Today, around one in seven Australian households are estimated to be uninsured. This could increase 

to one in four by 2050. 

Home insurance af fordability is already a challenge for a signif icant number of  Australian households. The stress 

test results suggest that around 15% of  Australian households (or 1.4 million households) currently face high 

insurance af fordability pressure and are therefore likely to be without insurance.24  

The stress test results further suggest that there could be a sustained widening of  the home insurance protection 

gap in Australia in the future. The results show that around 25% of Australian households may be without 

home insurance protection by 2050 - an additional one million households compared to today - under both 

scenarios (Figure 4). This is equivalent to around 40,000 additional households (on average) losing insurance 

protection every year for the next 25 years.  

A widening protection gap would lead to greater uninsured losses for households and a likely amplif ication in 

prudential risk for f inancial system participants, including increased credit risk for banks, impacts on credit demand 

and supply, and constrained market growth for insurers. 

Figure  : Growth of the protection gap to 2050 in the CVA scenarios  

 

 
24 The Actuaries Institute has previously estimated the level of high insurance affordability stress to be 15% in 2024. See: Home Insurance 

Affordability and Home Loans at Risk 

https://content.actuaries.asn.au/resources/resource-ce6yyqn64sx3-2093352434-52239
https://content.actuaries.asn.au/resources/resource-ce6yyqn64sx3-2093352434-52239
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2.2 The drivers of a widening insurance protection gap differ in 

each scenario  

Increases in direct losses from weather perils, together with climate-related economic impacts, play a 

significant role in widening the protection gap in both scenarios  

The insurance protection gap can widen either because premiums rise and/or because households’ capacity to pay 

falls. Climate-related risks af fect both factors: increases in weather-related losses push premiums higher, while the 

broader economy is af fected by physical and transition-related disruption which impacts incomes and construction 

costs. 

The stress test results suggest that the overall increase in the protection gap to 2050 would be similar across both 

scenarios. Non-climate risk-related economic impacts drive less than 20% of  the increase in the protection gap, 

while the remaining 80% of  the increase in these scenarios is driven by climate risk-related factors (Figure 5): 

• In the CPS, increased weather perils are the dominant driver of  higher premium prices and a widening 

protection gap. Further pressure on af fordability results f rom deteriorating income growth (due to ongoing 

unproductive physical damage) not keeping pace with construction costs.  

• In the DTS, the economic impact of  a delayed transition is the dominant driver of  changes in the protection 

gap. Elevated construction costs drive signif icant increases in premiums over the longer term as loss 

claims for all houses become more expensive. This combines with a drop in income growth rates in 2030, 

with income growth recovering to 2050.  

This shows that growth in the protection gap can be driven by multiple factors, including both weather risk and 

economic factors. Understanding the root cause of  the protection gap allows stakeholders, including governments 

and industry, to more ef fectively address the associated risks.   

 

 

 

Figure 5: Drivers of the widening protection gap to 2050, by scenario 
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2.2.1 The impact of more frequent and severe weather events on the 

insurance protection gap 

Losses due to weather perils are the single largest driver of  home insurance premiums today (Figure 2), 

highlighting the central role that weather-related risks play in protection gap dynamics. The stress test results 

suggest that weather peril losses are expected to rise signif icantly under both CVA scenarios: 

• In the CPS, expected annual weather losses across all homes are projected to increase by 140%, reaching 

$16.3 billion by 2050. 

• In the DTS, expected annual weather losses across all homes are projected to increase by 84%, reaching 

$12.4 billion by 2050. 

The rate of change in weather peril losses differs significantly by peril and by scenario (Figure 6); however, losses 

from all four weather perils – storm and hail, flood, bushfire and cyclone – grow faster in the CPS scenario than in 

the DTS scenario. Weather-related losses therefore play a greater role in the widening of the protection gap in the 

CPS. Furthermore, as exposure to each peril differs by location, the protection gap will tend to grow unevenly, with 

some regions impacted significantly more than others. 

The different loss rate trajectories between the two stress test scenarios also suggest that weather losses may 

continue to put more pressure on insurance premiums in the CPS than in the DTS beyond 2050.  For example, the 

modelling data suggests that the growth rate for weather losses for the CPS increases from 2045 onwards, mostly 

due to increasing flood losses. 

Figure  : Growth in expected weather loss rates for DTS and CPS between 202  and 2050 
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The increased growth in weather losses is particularly apparent for those households facing high insurance 

affordability stress and most likely to be uninsured, and more severe under the CPS than the DTS. Under the 

stress test settings, this cohort could experience an increase in loss rates 25 that would be close to five times higher 

in the CPS compared to the DTS. 

Storm and hail events are the largest contributor to weather peril losses  under both scenarios, both today and in 

2050 (Figure 7). Expected losses from storm and hail events currently exceed $4 billion annually and are modelled 

to rise to around $6.7 billion under the DTS and $7.8 billion under the CPS by 2050. Although storm and hail losses 

remain high, their growth rate is slower than other weather perils in the stress test.  Exposure to storm and hail risk 

is widespread – almost all households face this risk both now and in 2050 – yet losses are geographically 

concentrated. Around half of storm and hail losses occurring in roughly a quarter of regions across Australia, driven 

in part by the concentration of homes rather than the level of risk. 

Flood risk affects more than half of Australian homes today, and the stress test results showed flood risk to be the 

most climate‑sensitive of the weather perils with losses projected to increase by around 240% (CPS) by 2050. This 

is around four times the rate of increase seen in the lower‑emissions DTS scenario (Figure 6) and equates to an 

additional $1.5 billion (DTS) to $3.9 billion (CPS) in expected annual flood losses by 2050 (Figure 7).  

Flood losses are projected to remain highly concentrated, with 50% of all losses projected to occur in just 10% of 

regions across Australia. For impacted regions there would be an increase in the risk of underinsurance if 

households choose to not insure against flood risk26, leading to a flood-specific insurance protection gap. This can 

be especially acute in flood-affected regions; the ICA estimates that 77% of homes facing severe to extreme flood 

risk do not have flood insurance today. 

Figure 7: Change in absolute expected weather peril losses for DTS and CPS  

 

 
25 Average annual losses per $100,000 of the expected rebuild cost (sum-insured) modelled by the participating insurers. 
26 Different insurers may have different policies regarding opting in or out of coverage for specific weather perils  

https://insurancecouncil.com.au/wp-content/uploads/2025/10/21340_ICA_CAT-Report_2025_Final-spreads.pdf
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Annual losses from bushfire ($500 million) and cyclone (nearly $900 million) events are comparatively small 

components of overall weather peril losses today (Figure 7). However, bushfire losses are projected to grow faster 

than cyclone losses in both scenarios, with both perils accounting for over $1.4 billion of losses in both scenarios 

by 2050. These losses are highly concentrated, with 50% of all losses from both bushfire and cyclone events 

occurring in less than 10% of regions, both today and in the future. These perils can be a significant contributor to 

insurance premiums (and, in turn, the protection gap) in highly exposed regions, despite being smaller contributors 

to weather losses at the national level (Figure 7).  

2.2.2 The economic impacts of climate-driven risks on the insurance 

protection gap 

Under the stress test, climate risks affected the protection gap through two pathways: higher weather‑related 

losses, and broader economic impacts. Where income growth fails to keep pace with construction cost inflation (a 

key premium input), affordability deteriorates independent of changes in hazard exposure. 

In the CPS, the economic modelling shows growing losses from weather perils weighing heavily on economic 

activity and income growth throughout the scenario across a broad base of economic sectors. Income growth 

therefore does not keep pace with construction cost inflation, which leads to an increase in insurance costs and 

reduced affordability – even for homes not directly exposed to higher weather peril risk. This represents a 

secondary contribution to the widening protection gap in the CPS. 

The introduction of significant policy changes from 2030 onwards in the DTS leads to a rapid reduction in 

greenhouse gas emissions.27 The economic modelling carried out for this stress test suggests that these policy 

changes drive consistently higher construction costs, in part because construction materials are emissions 

intensive and can be difficult or costly to substitute.  

In the DTS, the consistent pressure on construction costs pushes insurance premiums higher while income growth 

is slowed as economic growth is impacted by more stringent policy. The slowdown in income growth is most 

pronounced between 2030 and 2040 putting pressure on insurance affordability. However, income growth begins to 

improve after 2040 as the economy adjusts following the initial rapid change in policy. Together, these economic 

impacts are the dominant cause of home insurance becoming less affordable in Australia, in the DTS. 

2.3 The insurance protection gap is likely to remain 

geographically concentrated  

The insurance protection gap is likely to disproportionately affect regions outside capital cities, with 

higher concentrations in New South Wales and Queensland 

Regional and rural communities experience a wider protection gap compared to capital cities, today and (more 

signif icantly) in the future under both scenarios (Figure 8). The stress test results show almost 11% of  households 

in capital cities are likely to be uninsured today, rising to nearly 20% in both scenarios by 2050. By comparison, 

regional centres and rural areas are disproportionately af fected, with around 20% and 25% of  households 

(respectively) likely to be currently uninsured. In both stress test scenarios, there is a larger increase in the 

protection gap in regional and rural areas: by 2050 it is estimated that over 30% of  households in regional centres 

and over 40% in rural areas may be uninsured. 

 
27 NGFS – Scenarios for Central Banks and Supervisors, 2022 

https://www.ngfs.net/system/files/import/ngfs/medias/documents/ngfs_climate_scenarios_for_central_banks_and_supervisors_.pdf.pdf


APRA • Mind the Gap: An Insurance Climate Vulnerability Assessment • 2026  15 

The results indicate substantial geographic variation in the home insurance protection gap across Australi a.28 By 

2050, the protection gap is projected to widen in every region; however, regions with a larger protection gap today 

also tend to see the largest increases over time (Figure 9). This materially increases the number of  regions 

experiencing a large protection gap: the share of  regions where more than one‑third of  households face non-

insurances rises f rom 8% today to over 25% by 2050 under both scenarios – an eight‑fold increase. These high 

protection gap regions are also more likely to experience disproportionately larger increases in weather ‑related 

losses than other parts of  Australia. 

The stress test results showed that there are pockets of  low insurance coverage across the country today, and in 

the future under both scenarios (Figure 10). Households in New South Wales and Queensland account for the 

majority of  uninsured households in Australia, with the modelling suggesting that around 60% of  uninsured homes 

across Australia could be in those two states both today and in 2050 in each scenario. This is driven partly by 

Australia’s population distribution, with New South Wales and Queensland accounting for over half  of  the total 

houses. However, it is also compounded by higher rates of  uninsurance compared to ot her states. The protection 

gap in both NSW and QLD rises f rom below 20% today (versus a 15% national average protection gap) to over 

30% in both scenarios by 2050 (versus a projected 25-26% national average protection gap in 2050).  

 

 

 

Figure 8: Change in the protection gap to 2050 in capital cities, regional centres and rural areas  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
28 At SA4 regional scale. The Insurance CVA uses Australian Statistical Geography Standard (ASGS) classifications for Statistical Areas (SA), 

a nested hierarchy of regions. SA4 regions are the largest Statistical Area and typically have populations of over 100,000 people. 

https://www.abs.gov.au/statistics/statistical-geography/australian-statistical-geography-standard-asgs
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Of the 20 SA3 regions with the widest protection gaps in Australia today, 90% are in New South Wales or 

Queensland. The data suggests that in 2050, these states will still account for 90% of  regions with the widest 

protection gap under the DTS, rising to 100% of  high protection gap regions under the CPS. Of  these 20 regions, 

the majority fall within regional centres, with some pockets of  low insurance coverage in the capital cities. This 

concentration of  highly af fected regions is driven, in part , by regional areas within these states being signif icantly 

exposed to f lood risk. 

 

Figure 9: Protection gap by SA  region, today and in 2050 

 

 

 

Figure 10: East Coast of Australia - Protection gap by SA3 
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3. Addressing the home insurance protection 

gap and its related risks 

The scenarios used in the Insurance CVA stress test assume no further policy intervention or physical adaptation to 

alleviate the potential impacts of unmanaged climate risks on the protection gap. In practice there are several 

levers available to reduce the risks faced by homeowners, and thereby moderate subsequent impacts to the 

financial system. Reducing the underlying risk from weather perils is likely to be the most effective approach to 

addressing the protection gap in the longer-term. Consideration should be given to near-term measures that 

support insurance affordability – such as enabling innovative insurance products and supporting sustainable 

household income growth – while ensuring that risks that transmit into the financial system are well managed. 

3.1 Reducing weather peril risks 

With weather peril risks typically accounting for the largest component of insurer premiums, reducing the 

underlying risk from weather perils can play a meaningful role in addressing the home insurance 

protection gap and therefore reducing the negative consequences that would otherwise be borne by households, 

governments and the financial system. Achieving this will require both a focus on the mitigation of greenhouse 

gases to reduce the underlying cause of increasing weather risk, and further efforts to adapt to these risks.  

Adaptation is more effective if it both reduces the exposure of Australia’s housing stock to future weather events – 

such as through risk-based land-use planning – and strengthens the resilience of homes so that weather events 

are less costly when they occur, such as through improved building regulations, building protective infrastructure, or 

retrofitting existing houses. Pre-emptive physical adaptation can shield Australian communities from economic 

losses, support improved insurance affordability and help to narrow the protection gap. 

3.1.1 Risk reduction in current housing stock 

The protection gap can be alleviated by implementing resilience measures that reduce weather peril risks, via 

community-level and/or household-level adaptation.  

Adapting to increasing weather risks may involve building or upgrading protective infrastructure that safeguards 

exposed communities. Examples of these interventions include flood levees, fire breaks or enhanced stormwater 

drainage systems.  

While individual households can take steps to improve the resilience of their homes, achieving meaningful risk 

reduction at a community-level is likely to require coordinated investment and action across governments, 

communities, industry, and regulators. Where these larger-scale resilience measures translate into lower insurance 

premiums, affordability improves and the prevalence of underinsurance or non-insurance may be reduced.  

Insurers already support adaptation efforts by sharing their expertise in weather-related hazards, and how these 

translate into financial losses, with government and community stakeholders. This can in turn help inform 

governments on how adaptation measures can be best implemented to reduce risk. This collaboration is already 

occurring through initiatives such as the Hazards Insurance Partnership (HIP), which builds on work underway to 

support investment in resilience through the Disaster Ready Fund. 

https://www.nema.gov.au/our-work/resilience/hazards-insurance-partnership
https://www.nema.gov.au/our-work/key-programs/disaster-ready-fund
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Through the HIP, the Australian Government and the insurance industry have recently agreed and released a set of 

Guiding Principles for Resilience Investment. The Guiding Principles provide a foundation to support prioritisation of 

investment in community and household infrastructure, which can reduce risk and be recognised by insurers in the 

peril component of premiums.  

While some household-level adaptation and resilience measures can be simple and low cost, others can be 

complex and expensive. There is an opportunity for insurers, banks, and governments to consider how they can 

support efforts by households to reduce their risk exposure. This can include sharing risk insights (i.e. data 

products), running education programs, timely warnings, or financial recognition (i.e. price adjustments).  

Recognising risk‑reduction efforts in the pricing of financial products, such as insurance policies and mortgage 

loans, can help incentivise investment in resilience at both household and community levels. Some insurers and 

banks are already developing capabilities to identify, assess and verify enduring resilience measures, allowing 

risk‑reduction actions to be reflected in lower insurance premiums or discounted mortgage rates.  

Initiatives such as the Bushfire Resilience Rating Home Self-Assessment App demonstrate how shared risk 

insights can translate resilience improvements into downward pressure on insurance premiums and mortgage 

rates, thereby encouraging risk‑reduction efforts and contributing to a narrowing of the home insurance protection 

gap. There is an opportunity to broaden the approach to different weather risks and increasing the prevalence of 

such initiatives across the market. 

APRA will support ongoing efforts to reduce weather peril risk to Australia’s housing stock by providing additional 

insights from the Insurance CVA to the Federal Government and key agencies such as the National Emergency 

Management Authority (NEMA, which leads the HIP) and the Department of Climate Change, Energy, Environment 

and Water (DCCEEW), and peer regulators. 

3.1.2 Risk reduction in future housing stock 

While this stress test focused on the current stock of freestanding homes, the insurability of new homes built in the 

future will also influence how the protection gap changes over time. If more resilient homes are built in lower‑risk 

areas, this would put downward pressure on Australia’s future protection gap. As Australia’s housing stock 

expands, governments and industry have the opportunity to leverage planning and regulatory tools to incentivise 

building homes in lower‑risk locations, thereby supporting long‑term insurability. Where future homes are being 

considered in areas where there is a material weather risk, governments should consider whether stronger building 

regulations, additional protective infrastructure or a combination of the two would be an appropriate strategy to 

manage the risk.  

These decisions may also be informed by insights from the insurance industry on the risk profile of different areas, 

and the effectiveness of different resilience measures. For example, using land planning to limit new building may 

be most effective when deployed in areas of concentrated risk , such as in low-lying areas where flood risk is 

elevated. Building regulations, on the other hand, may be more efficient when used to reduce exposure to 

widespread weather perils such as storm and hail, or when protective infrastructure is unavailable or becomes 

unreliable. This could include measures such as those included in NEMA’s guide for building a storm and cyclone 

resilient home. 

https://www.nema.gov.au/about-us/media-centre/hazards-insurance-partnership-milestone-reached#Whataretheguidingprinciplesforresilienceinvestment?
https://www.nema.gov.au/about-us/media-centre/protecting-australian-homes-bushfire-resilience-rating-app
https://www.nema.gov.au/sites/default/files/2024-11/D2024%2083119%20%20NEMA%20-%20Your%20storm%20and%20cyclone%20resilient%20home.pdf
https://www.nema.gov.au/sites/default/files/2024-11/D2024%2083119%20%20NEMA%20-%20Your%20storm%20and%20cyclone%20resilient%20home.pdf
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3.1.3 Emissions mitigation 

There is broad scientific consensus that reducing greenhouse gas emissions addresses the key driver of increasing 

systemic weather peril risk over the longer-term.29 The effect of falling annual GHG emissions is reflected in the 

results from the DTS, where projected annual weather peril losses30 are around 32% below that shown in the 

higher emissions CPS in 2050. 

Financial entities could consider how they can work together with their customers to best support the national 

emissions targets (both in the shorter and longer term) set out by Australia’s Nationally Determined Contributions 

under the Paris Agreement. 

Entities seeking to reduce greenhouse gas emissions could also consider the economic impacts on communities, 

as these actions can affect insurance affordability stress. The role of climate-driven transition risks is more 

apparent in the DTS which follows a disorderly path to lower emissions from 2030 onwards. In comparison, a more 

orderly transition to a lower emissions economy, for example where sustainable economic growth is supported, 

particularly in low-emissions industries, and those employed in high-emitting industries are supported into new 

jobs, is likely to lead to better economic outcomes and, in turn, a narrower protection gap.31  

3.2 Improving insurance affordability 

Alongside risk reduction, there are a range of actions that may support the affordability of home insurance and 

narrow the protection gap. This includes innovation in insurance products, and where necessary, public policy 

interventions, which can help reduce the price of insurance. 

3.2.1 Innovation in insurance products 

Innovation in insurance products and operations can, when accompanied by risk reduction, help lower costs and 

improve the affordability of insurance. Insurers could explore opportunities for innovation that reduce costs for their 

customers, as well as for their own operations. Governments and regulators could consider if their respective policy 

settings create an environment that facilitates and encourages safe and effective innovation. 

New, innovative insurance products – including those offering more targeted coverage rather than comprehensive 

coverage – may provide low‑cost substitutes for traditional home insurance. Insurers might also seek alternative 

risk transfer mechanisms which may help lower the cost of capital for insurers, while technology -enabled 

efficiencies could help reduce operational costs. Where cost savings are realised and passed through to 

customers, these efforts may to some extent improve affordability in the shorter-term, while longer-term efforts to 

reduce underlying risks are pursued. 

Alongside these industry opportunities, APRA is focused on ensuring that its regulatory approach remains 

supportive of safe, effective innovation in insurance. This includes regular consideration of whether capital and 

other prudential settings are maintaining the financial resilience of regulated entities without unduly inhibiting 

product innovation. 

 
29 Stabilizing the climate will require strong, rapid, and sustained reductions in greenhouse gas emissions, and reaching net zero greenhouse 

gas emissions (IPCC, 2021).  
30 Annual expected losses from weather perils were normalised for sum-insured to ensure a like-for-like comparison between scenarios. 
31 For example, Treasury modelling shows that an orderly transition to a lower emissions economy will lead to higher wage growth than a 

disorderly transition to a lower emissions economy (Australia’s Net Zero Transformation: Treasury Modelling and Analysis | Treasury.gov.au). 

https://www.ipcc.ch/2021/08/09/ar6-wg1-20210809-pr/
https://treasury.gov.au/publication/p2025-700922
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3.2.2 Public policy intervention 

When the private insurance market on its own is unable to ensure adequate risk pooling or equitable outcomes for 

vulnerable customers, public policy intervention may be required. An example of this is the cyclone reinsurance 

pool established by the government in 2022 and administered by the Australian Reinsurance Pool Corporation, to 

lower the cost of reinsurance (and therefore insurance) for policies with medium-to-high exposure to cyclone risk 

while offering discounts for properties that undertake risk reduction and resilience activities.  

While such policies can provide targeted support for high-risk communities, the impact is limited as components 

such as reinsurance, make up a smaller part of overall insurance costs compared to overall weather risks (Figure 

2). Risk reduction efforts therefore still play a larger role in achieving longer-term and widespread improvements in 

insurance affordability.32 

Governments could consider whether additional policy options are available to help narrow the home insurance 

protection gap for both existing housing stock in vulnerable areas, and for new and planned homes. However, any 

interventions would need to balance making a meaningful impact on improving insurance affordability, retaining the 

risk price signal provided by market-based insurance premiums (which can ultimately incentivise the building of 

more resilient homes in safer locations), and managing governments’ fiscal exposure. In the short term these 

interventions can be effective at supporting more affordable insurance; however, if the underlying risk is not 

addressed then insurance premiums would continue to rise to unaffordable levels in the longer term.  

3.3 Managing risks to the financial system  

A growing protection gap can amplify risks for the financial system, such as credit risk in banking mortgage 

portfolios and for insurers the risks that may follow from failing to meet societal expectations (Section 1.3). The 

following approaches should be considered in understanding and responding to these risks.  

3.3.1 Managing mortgage credit risk 

Banks are responsible for managing credit risk in their mortgage portfolios . A growing protection gap may increase 

this risk by eroding the financial resilience of mortgage holders – which increases the likelihood of default – while 

heightened exposure to weather risks may impact collateral values. Some banks have taken steps to better 

understand the scale of this risk and therefore improve their ability to assess the proportion of their mortgage 

exposures that are uninsured, particularly in high-risk areas.  

While it is common practice for banks to confirm insurance coverage during the loan application process, it can be 

challenging for banks to monitor whether borrowers maintain adequate ongoing insurance coverage. The 

development of a centralised insurance register that identifies the insurance status of properties could provide 

greater visibility of the potential credit risk from uninsured mortgages throughout the life of a loan. Developing such 

a register would likely require collaboration between the insurance and banking industries, and government. 

Some banks have considered the implications of non-insurance on credit risk in their mortgage portfolios. For 

example, the banks that participated in APRA’s Banking CVA were asked to make a forward-looking assessment of 

the potential for credit losses arising from defaults under different climate scenarios, including impacts from 

uninsured or underinsured mortgages. They may also have considered other factors that could protect their 

balance sheets from financial loss, such as land value, loan leverage and household wealth.  

 
32ACCC (2025) Insurance Monitoring Report: Cyclone reinsurance pool lowering premiums in high risk areas but affordability concerns remain 

https://arpc.gov.au/reinsurance-pools/cyclone/
https://www.accc.gov.au/media-release/cyclone-reinsurance-pool-lowering-premiums-in-high-risk-areas-but-affordability-concerns-remain
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APRA will continue to supervise insurers and banks to ensure that prudential risks are well-managed. This includes 

ensuring banks have adequate capital to absorb losses, sufficient liquidity  to meet their financial obligations, 

appropriate risk management and governance, and adequate operational resilience and recovery planning.  

3.3.2 Meeting societal expectations 

A growing protection gap may increase scrutiny on insurers as communities increasingly lose access to financial 

services such as insurance products and mortgage loans. Insurers operate for a commercial purpose and need to 

return a profit to remain in business: however, they also serve a fundamental societal purpose of transferring risk, 

thereby facilitating households to own property and engage in activities that would otherwise be prohibitively risky.  

Decreasing insurance affordability contributes to a widening of the home insurance protection gap and detracts 

from the industry’s ability to broadly perform its societal purpose. As households incur higher uninsured losses, 

community scrutiny of insurers may intensify.  Prolonged pressure of this kind could translate into calls for reform of 

the private insurance market as seen internationally33, with the risk of introducing distortions to market forces.  

To alleviate these risks and maintain their ability to meet societal expectations, insurers should continue to 

proactively contribute to the whole-of-system efforts in risk reduction discussed above. This can include supporting 

customer outcomes by transparently communicating the drivers of increasing premiums and increasing customer 

awareness of the options available to help reduce the premium increases. Insurers can also engage with their 

customers to improve their understanding of the important role insurance plays in protecting household’s financial 

resilience during loss events, which may help improve the uptake of insurance.  

 
33 Geneva Association: Addressing Growing Protection Gaps p54 

https://www.genevaassociation.org/publication/public-policy-regulation/addressing-growing-protection-gaps-through-better-public
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4. Frequently Asked Questions 

APRA published an Information Paper in December 2024 detailing the design of the Insurance CVA. These 

Frequently Asked Questions (FAQs) build on the Information Paper to provide additional insight into the design and 

approach taken to the Insurance CVA. 

 .1 How were the Insurance CVA scenarios designed? 

The Insurance CVA stress test uses global climate scenarios designed by the Network for Greening the 

Financial System (NGFS). APRA has relied on two long-term scenarios f rom the “Phase IV” vintage that result in 

dif ferent climate-driven risks to the f inancial system: 

1. The Current Policies Scenario (CPS) is a higher emissions scenario that leads to greater weather perils. 

In the CPS, current climate policies are followed through to 2050, and atmospheric greenhouse gas 

concentrations remain elevated. APRA used the NGFS 95th percentile temperature outcome associated 

with this scenario, where global average temperatures increase +2.5OC above pre-industrial levels by 

2050.34 

2. The Delayed Transition Scenario (DTS) is a lower emissions pathway where a delayed transition to a 

lower emissions economy results in rapid policy and technology change. In the DTS, these policy changes 

are implemented f rom 2030 onwards, resulting in an initial economic slowdown with the economy 

recovering over future years. APRA used the NGFS 50th percentile temperature outcome for this scenario, 

where global average temperatures reach +1.8OC above pre-industrial levels by 2050. 

The physical and economic impacts of  each global scenario were adapted for the Australian context, in 

consultation with external organisations. 

• Physical impacts: APRA relied on expert guidance f rom the Australian Climate Service on how the 

behaviour of  weather perils around Australia (such as cyclones, bushf ire, storms, extreme rain and 

f looding) may change under each scenario. 

• Economic impacts: APRA engaged Oxford Economics Australia to model the macroeconomic 

outcomes of  these scenarios and downscale the results to a sub -national level. Oxford Economics’ 

macroeconomic projections included GDP, interest rates, inf lation and regional incomes.35 

 .2 How were the insurance premiums modelled? 

The Participating Insurers were asked to model future weather peril losses and insurance premiums using their 

existing pricing practices and following the scenario design instructions provided by APRA. In this way, the 

Insurance CVA drew upon the knowledge, skills and experience of  the insurers, to determine the hazard levels and 

premium prices in the climate scenarios. 

 
34 Similar to the approach taken by the International Institute for Applied Systems Analysis (IIASA), a tail-risk approach was taken to test system 

resilience - Climate Analytics — Climate impact explorer 
35 For the CPS, the long-run economic impacts of climate change were based on an enhanced damage function derived by Oxford Economics 

(Estimating the economic impact of temperature volatility | Oxford Economics). This is independent of the damage function used in NGFS 
Phase IV scenarios. 

https://www.apra.gov.au/insurance-climate-vulnerability-assessment
https://www.ngfs.net/system/files/import/ngfs/medias/documents/ngfs_climate_scenarios_for_central_banks_and_supervisors_.pdf.pdf
https://www.ngfs.net/system/files/import/ngfs/medias/documents/ngfs_climate_scenarios_for_central_banks_and_supervisors_.pdf.pdf
https://trove.nla.gov.au/work/256575289
https://www.oxfordeconomics.com/resource/climate-scenario-analysis-for-insurance-sector-insights/
https://www.oxfordeconomics.com/resource/climate-scenario-analysis-for-insurance-sector-insights/
https://climate-impact-explorer.climateanalytics.org/methodology/
https://www.oxfordeconomics.com/resource/estimating-the-economic-impact-of-temperature-volatility/
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To estimate the overall premium, the insurers provided estimates for each of  the following components: 

• Average Annual Losses (AAL) from insurable perils including weather perils (storm and hail, bushf ire, 

cyclone, f lood) and other perils (such as earthquakes, thef t and house f ires). Insurers estimated the 

average annual loss f rom each peril for each household under each scenario using the temperature and 

physical guidance provided by the ACS, and typically used an interpolation approach to apply their 

estimations across the time horizon of  the scenarios. Insurers typically sought external support f rom 

catastrophe modelers to simulate future weather losses.  

• Reinsurance and other costs (such as expenses, prof its) were determined by each insurer based on their 

historical experience. Insurer prof its f rom home insurance can be highly variable year-to-year, including 

periods of  negative prof it: to simplify this aspect of the modelling, the stress test design used the simplifying 

assumption that insurers’ future combined expenses and prof its would account for a proportion of  retail 

premiums similar to the insurer’s longer-run historic experience. For Cyclone-related AALs, the Australian 

Reinsurance Pool Corporation (ARPC) provided a view of  future cyclone reinsurance premiums under each 

scenario. 

• Government, taxes and charges were consistent with current rates and held constant into the future.  

For simplicity, the insurers were advised to maintain certain modelling parameters constant into the future. This 

included assuming no changes in the insurer’s product mix, pricing strategy and reinsurance arrangements and no 

changes in levels of  market share or policy environments, including no further physical adaptation to weather risks 

in the housing stock. 

 .3 Which houses were in scope of the analysis? 

The participating insurers modelled the insurance premium for nearly 10 million f reestanding Australian houses, 

irrespective of  whether the insurer has underwritten the house or not , providing APRA with a “whole of  estate” view 

of  the current f reestanding home insurance market (including homes which currently do no hold insurance). The 

scope excluded strata properties36 and temporary dwellings (e.g. caravans, tents) due to the complexities in 

modelling their premiums. Risk, premium and income modelling was carried out following the same method for 

both owner-occupied and rental homes37.  

APRA engaged Geoscape Australia to provide a common address f ile for all in-scope Australian properties, which 

is f reely available (for non-commercial use only). To protect both the privacy of  individual households and 

commercial conf identiality, individual properties were de-identif ied prior to the insurers providing the associated risk 

and premium data to APRA.  

 .3.1 Treatment of future housing stock 

The CVA modelling excluded future housing stock. This approach was taken due to the uncertainty over future 

housing development including their location, characteristics and associated rebuild costs. However, with the 

 
36 Strata properties such as flats, units, and apartments were excluded from the scope of the Insurance CVA as: a) strata schemes are typically 

required by law to maintain insurance over the common property, and b) the cost of the insurance is typically allocated to owners in proportion 
to their share of ownership of the strata scheme (in combination with other strata fees) and is not reflective of differing risk exposures for 
different lots in a scheme. 

37 Landlords and renters may face insurance affordability drivers, which may not be fully reflected in the four-week affordability threshold used in 

this report to identify insurance affordability stress. 

https://geoscape.sharefile.com/share/getinfo/sc973503d7c0745e9808ebadbab7c0dda
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national housing stock expected to increase by 35% between 2024 and 2050 (Oxford Economics), choices 

regarding where those houses are built may materially impact the risk and associated premium levels.  

Based on preliminary sensitivity analysis, choices regarding the future housing stock could have a material impact 

on the protection gap by 2050. Under the two climate scenarios, the national protection gap could increase to affect 

25-26% of existing houses: including new house stock could see the future protection gap fall to 23-24% (if all new 

houses are situated in low weather risk areas) or rise to 28-29% (if all new houses are situated in high weather risk 

areas). In both cases, the overall number of uninsured houses is likely to increase. 

 .  How was the protection gap estimated? 

APRA analysed how the insurance protection gap may evolve under both scenarios by estimating levels of 

insurance affordability stress today and into the future. The protection gap reflects the number of properties 

projected to face unaffordable premiums, and therefore likely to become uninsured.  Affordability was measured by 

estimating the cost (the premium) of insurance relative to a household’s ability to pay.  

APRA obtained the key inputs for estimating the insurance protection gap by undertaking the following steps: 

1. Estimating the insurance premium for each household: APRA received an insurance premium estimate 

for each freestanding house across Australia, from each of the five participating insurers, based on the 

Geoscape dataset. For each house, APRA then selected a single premium (and its associated risk data) 

from the five premium estimates.  This approach resulted in a premium estimate for each house in national 

housing inventory.38 This includes properties that are either had insurance cover with a participating insurer, 

did not have insurance cover with a participating insurer, or was uninsured in 2024. The method for 

selecting a premium estimate for each property differed depending on whether it was underwritten by a 

participating insurer or not: 

a. Where a property had an insurance policy underwritten by any of the participating insurers, then that 

insurer’s estimate was used for the property. (This cohort represents approximately 80% of the private 

home insurance market by gross written premium). 

b. Where a property did not have an insurance policy underwritten by any of the participating insurers, 

then an estimate from one of the participating insurers was selected using a randomised selection 

process that was weighted based on insurer market share in the region. (This cohort represents 

approximately 20% of the private home insurance market by gross written premium). 

2. Estimating household income: Household annual income was estimated out to 2050 based on the 

regional average household income levels modelled by Oxford Economics, which were then downscaled to 

the individual property level using regional household income distributions and correlation factors.39 

3. Calculating the affordability metric: For each property, the home insurance premium was divided by the 

modelled weekly household income to determine a household affordability metric, i.e. an estimate of the 

number of weeks of household income required to meet the premium.  

4. Quantifying affordability stress: households were considered to have affordability stress if the 

affordability metric was equal to or greater than four weeks of household income.  

 
38 As reflected in the house data set provided by Geoscape. Note that some insurers included policies for additional homes that were not in the 

Geoscape dataset: where this occurred, those premiums (and associated risk data) were included in the overall analysis. 
39 The regional correlation factors were estimated by the Australian Bureau of Statistics (ABS) using the relationship between household income 

and sum insured for owner-occupied home insurance policies using the National Insurance Dataset and PLIDA (2023).  
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 . .2 Variation within insurer views of premiums 

Based on the combined singular industry view of premiums, the home insurance protection gap may rise from 15% 

today to around 25% (CPS) or 26% (DTS) by 2050 under each scenario. However, there were material variations 

between the home insurance premium estimates provided by each insurer. For example, one insurer’s premiums 

implied that the protection gap would rise from 12% today to 15% in 2050, while another found the gap widened 

from 17% today to 40% in 2050. This reflects the uncertainty in weather peril  risk and economic factors that drive 

changes in premiums and the protection gap, as well as underlying differences that influence insurers premiums at 

the starting point (such as reinsurance arrangements and expenses). 

While insurers provided differing views of absolute risk levels and growth, there was greater consistency within 

insurer results over which regions were at higher or lower weather peril risk. There was greater variation between 

insurer estimates for flood and bushfire losses than for cyclone and storm, although this may have been influenced 

by the scenario design and parameters provided (e.g., all insurers were provided the same reinsurance pricing data 

for cyclone risk). 

 . .3 Sensitivity of the protection gap to the affordability metric threshold  

A household was assumed to experience insurance affordability stress where the affordability metric for the 

household exceeded four weeks of household income. This affordability metric threshold aligns with prior work 

published by the Actuaries Institute. However, the results of the Insurance CVA are sensitive to the affordability 

metric threshold: for example, a threshold of three weeks would imply that affordability stress is at 21% today and 

may rise to 33% by 2050 (CPS), while a threshold of five weeks would imply that affordability stress is at 11% today 

and may rise to 20% by 2050 (CPS). Nonetheless, the analysis suggests that the relative increase in affordability 

stress - and the associated home insurance protection gap - from 2024 to 2050 remains broadly consistent when 

using different affordability metric thresholds.  

https://content.actuaries.asn.au/resources/resource-ce6yyqn64sx3-2093352434-53910
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