Risk insurance — the $7 billion market

Richard Weatherhead assesses the outlook for Australia’s risk insurance market

T he global financial crisis has focused the public attention on finandial
security with many retirement plans being thrown into chaos, or at
least put on hold, as retirement savings have seemingly evaporated over the past
year.

In economic downturns, people turn their attention to the need for risk in-
surance cover — life, disability and trauma benefits. For many financial advisers,
with clients unwilling to commit substantial additional funds to superannua-
tion, risk insurance has been a key focus for maintaining and developing client

relarionships. Insurance needs often increase as overall wealth reduces.

The chart below compares the annual premium income in the risk insur-
ance market in 1993 and 2008. All the figures are expressed in 2008 dollars to

remove the impact of inflation,
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The overall risk insurance market in Australia has grown by 9.6 per cent
per annum in real terms over the past 15 years and is expected to grow by 6.2
per cent per annum in real terms, or 9.4 per cent per annum in nominal terms
over the next 15 years.

The chart below shows the breakdown of the current market by segment.

Wholesale business - which includes risk insurance sold within industry
funds, employer master trusts, stand-alone corporate superannuation funds
and public sector superannuation funds - has grown dramarically, in line with
the growth of superannuation itself. The introduction of default insurance and
its gradual increase over the years has extended cover to virtually all members

of superannuation funds, at least while they are actively making contributions.

Conversely, trauma cover is not available within superannuarion and only a few
funds have default income protection (or salary continuance) cover.

Growth in the retail sector has also been driven by the growth of superan-
nuation, particularly for the self-employed and those working for small busi-
nesses. However, it has also been driven by the shift from packaged investment
and risk products, common in the 1970s and 1980s, to unbundled products
- with risk sold in its own right, supported by comprehensive financial needs
analysis by advisers and product designs that have the flexibility to be tailored
to meet specific client needs.

In the past few years, we have seen a growth in direct sales using a variety of
media including print, web and call centres. These sales are usually generated
from existing customers and are often linked to other products. For example,
selling life insurance together with home mortgages.
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PRODUCT TRENDS

There is now a wide range of different definitions of total and permanent
disablement; guaranteed insurability for future increases on cover; automatic
indexation of cover; and cover for an ever-increasing range of trauma events,
with a trend towards severity-based cover levels.

Continuation options - enabling clients to maintain cover as they move
from one provider to another or one superannuation fund to another - are

now almost universal in the retail sector and are becoming more common in
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