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Executive  summary  : Life Insurance  

Å The Australian  life insurance  industry  continues  to  grow  and  now  amounts  to  $11bn  of  in-force  premiums . 

 

Å The retail  life insurance  segment  makes  up  over  60% of  the  life insurance  market .  Within  that  segment,  IFAs make  up  about  60% of  

its size and  direct  business makes  up  about  10% of  its size. 

 

Å The industry  is growing  at  over  10% per  annum  and  this is expected  to  continue  because  of  high  underinsurance  levels, investment  

in the  sector,  population  growth  and  growth  funded  from  rising superannuation  savings.  

 

Å 11 active  insurers are  competing  across 4 dominant  channels  being  IFAõs, bank  distribution,  group  insurance  and,  more  recently,  

direct  distribution  (mainly  DRTV). 

 

Å 4 major  reinsurers  are  operating  actively  to  support  these  insurers (there  are  2 smaller  reinsurers).  One  reinsurer is participating  

directly  in both  the  group  insurance  and  direct  insurance  channels . Another  is participating  directly  in the  òdirectó channel . 

 

Å Despite  the  high  growth  in premiums,  profits  are  not  strong , with  only  retail  life cover  enjoying  healthy  margins .  

 

Å Retail  IP and  group  insurance  profits  are  very  weak  and  lapse  rates  are  generally  high  across all  lines. 

 

Å Compounding  this is the  run off of large  profitable  legacy  portfolios  (both  wealth  and  life)  that  enjoy  relatively  higher  profit  margins  

than  newer  business. 

 

Å The high  premium  growth  and  low  profits  are  likely to  clash  soon,  with  price  increases  the  likely consequence . 
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Å Australian  consumers  remain  largely  apathetic  towards  buying  life insurance  but  this is common  across  the  world .  The understanding  

of  how  life products  work  is also low .  Unless cover  is automatically  granted  via  arrangements  like employer  superannuation  funds,  

consumers  often  need  to  be  òsoldó insurance  via  channels  including  advisers  and  telemarketers . 

 

Å The type  of product  sold  is often  channel  specific .  For example  : 

 

Å IP and  trauma  sales are  dominated  by  advisers  

Å TPD sales are  dominated  by  group  insurers 

Å CCI  sales are  dominated  by  banks  

Å Funeral  products  are  dominated  by  DRTV 

Å Accidental  death  cover  products  are  sold mainly  via  TM 

 

Å Life cover  (for  death)  is the  only  common  product  that  stretched  successfully  across all  channels  

 

Å Product  competitiveness  plays  a  very  small role  in channels  where  sales are  sold directly  to  retail  customers .  The type  of  direct  

distribution  channel  that  is adopted  is the  largest  influence  on  success . 

 

Å The internet  remains  an  unattractive  channel  for  consumers  to  buy  life insurance,  because  consumers  often  do  not  òseekó insurance  

and  because  of  the  low  levels of  understanding,  and  this has also limited  the  amount  of  competition  in the  direct  channel . 

Executive  summary  : Life Insurance  
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Å The retail  advice  channel  is competitive  and  reasonably  efficient . 

 

Å Commission  rates  are  largely  consistent  across insurers and  so are  underwriting  medical  limits. 

 

Å The product  design  is also  largely  similar  across insurers with  limited  examples  of  competitive  advantage . 

 

Å Premium  rates  can  vary  widely  from  insurer to  insurer depending  on  cover  amount,  age  and  type  of  cover .  Insurers can  be  very  

competitive  in one  segment  and  poor  in another . Few insurers seem  to  be  consistently  competitive  and  there  appears  no  rational  

strategy  for  this.  This is arguably  the  least  efficient  segment  of  the  industry  (partly  caused  by  history, system constraints  and  lack  of  

data) . 

 

Å Control  of distribution,  relationship  management,  and  underwriting  service  levels  continue  to  play  crucial  roles in determining  adviser  

support  levels, and  this is likely to  continue . 

 

Å Recent  and  ongoing  technology  investments  have  meant  that  the  industry  has moved  out  of  the  òdark agesó and  now  offers  

contemporary  services such  as on  line applications  and  self service  websites  associated  with  most  retail  industries. 

 

Å Banks remain  dominant  players  in the  advice  segment . However,  some  may  slowly withdraw  from  the  IFA sector  and  replacing  these  

sales with  sales from  in-house  bank  planners .  Accordingly,  the  Bank channel  has grown  recently  whilst the  IFA channel  has not . 

 

Å Superannuation  continues  to  emerge  as a  dominant  funder  of life  insurance  premiums  and  this is expected  to  continue . 

Executive  summary  : Life Insurance  
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Å The superannuation  industry  size is $1.4tr and  some  have  projected  it to  grow  to  $3tr by  2027 
 

Å It is expected  that  there  will be  a move  to personal  super  arrangements  (as opposed  to  
corporate  arrangements)  which  may  favour  retail  funds  and  industry  funds  
 

Å Corporate  funds  (incl  employer  super)  are  declining  in popularity  because  of  choice  of  fund  
and  other  reasons  

 
Å SMSF growth  has been  dramatic  but  it might  slow because  of  contribution  caps,  people  

opting  out  at  retirement  phase  and  equivalent  features  being  available  in retail  products  
 

Å Retail  funds  could  gain  some  ground  on  the  typical  industry  fund  territory  with  MySuper  
products  
 

Å The superannuation  wealth  sector  will dominate  the  non  superannuation  sector  
 

Å Asset management  is trending  towards  in house  solutions in the  short term  
 

Å Advisers/planners  will  gravitate  to manufacturers  because  of FoFA with  some  small  
independent  boutiques  remaining . Planner  numbers  are  unlikely  to grow  because  of 
economic  barriers  to  entry  
 

Å Uncertain  outlook  regarding  product  development  including  the  introduction  of  longevity  
solutions (possible  developments  for  deferred  annuities)  
 

Å Face  to  face  advice  will still be  the  preferred  medium  used  by  consumers  but  other  methods  
including  the  phone  will rise in usage  
 

Å Piece  by  piece,  as opposed  to  holistic  advice  will be  the  most  popular  form  of  advice  

Executive  summary  : Superannuation  
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Å The age  pension  represents  less than  40% of  the  average  Australian  wage  
 

Å As more  money  emerges  from  the  accumulation  stage  of  superannuation,  the  age  pension  will  become  less relevant  

 

Å There is already  as much  being  paid  from  super  pensions  as being  paid  by  the  government  for age  pensions  
 

Å Post retirement  assets will increase  as a  percentage  of  all  super  assets (to  approx  30% within  10 years)  
 

Å The percentage  of  retirement  proceeds  being  paid  as pensions  is rising and  is now  a  similar amount  to  lump  sums. This is expected  to  rise. 
 

Å The home  remains  the  main  source  of  wealth  for  retirees . Most  retirees  will own  their  home  outright  on  retirement . 
 

Å Retirees will enjoy  a  rapid  rise in relative  wealth  compared  to  non  retirees  over  time . 
 

Å The rise in the  wealth  of  retirees  provide  numerous  planning  and  product  opportunities . 
 

Å Associated  with  the  rise in the  number  of retirees  will  be  a rise in the  need  for aged  care  services . 
 

Å The majority  of care  currently  takes  place  in the  home  and  this trend  will  continue . 
 

Å However,  there  will  still be  a high  amount  of usage  of residential  aged  care  services .  These are  expected  to take  place  later  in life  and  will  have  relatively  short duratio ns 
(commonly  acute  care  and  commonly  for  less than  one  year,  and  at  a  very  high  cost) . 
 

Å Aged  Care  Legislation  is changing  more  towards  a  user pays  system which  means  higher  costs for  some,  but  also choices  in how  to  pay  for  care  (no  longer  forced  to  pay  
upfront  bonds) . 
 

Å Whilst superannuation  balances  and  using home  equity  (via  sale or reverse  mortgage)  will help  fund  aged  care  costs, there  is an  opportunity  for  an  insurance  product  to  
fund  costs for  self funded  retirees  when  the  costs peak  at  a  time  of  severe  frailty .  However,  it should  be  noted  that  these  have  not  been  successful  overseas . 

Executive  summary  : Post Retirement  
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The Australian  Life Insurance  Industry  

Å In force  annual  premiums  of  $11bn  at  June  2012, consistently  growing  at  

over  10% per  annum  

 

Å  Retail makes up approx  2/3rds  

 

Å  Group makes up approx  1/3rd  

 

Å 11 dominant life insurers  

 

Å 4 dominant reinsurers and 2 smaller reinsurers  

 

Å 13 friendly  societies  that  are  capable  of  transacting  some  business but  are  

very  small and  insignificant  

11 Dominant Life Insurers  

AMP  

NAB 

CBA 

TAL 

ANZ 

AIA 

Suncorp  

Westpac  

Zurich  

Macquarie  

ClearView  

7 òminnowó life insurers 

Metlife  

HCF Life 

Allianz  

St Andrews  

GE Life 

ACE 

QBE life insurance  

6 Reinsurers 

Swiss Re 

Munich Re  

RGA Re 

Hannover Re  

Gen Re  

SCOR Re 

2 inactive (for life 
risk) insurers  

Challenger  

Gerling Re  

50%  
Bank 

owned  

Sources : Plan For Life and APRA  7 



Growth  underpinned  by  the  Australian  Life Underinsurance  Gap  
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Gap In $ billions on an Income Replacement 

Basis ð June 2010  

Å Despite  the  fact  that  almost  every  working  Australian  has a  level  of  life insurance  cover  within  their  superannuation,  Australia  has proved  to  be  one  of  the  most  
underinsured  nations  in the  developed  world . 
 

Å A 2008 survey by  the  Australian  Institute  of  Superannuation  Trustees (AIST) and  Industry  Funds Forum (IFF) revealed  that  "one  in two  industry  fund  members  were  
underinsured  by  $100,000 or moreó. 
 

Å Rice Warner  Actuaries  estimate  that  life insurance  cover  within  super  is on  average  only  20% of  what  is needed . 
 

Å Research  commissioned  by  IFSA in 2005 showed  that  only  4% of  Australian  families  with  dependent  children  have  adequate  levels of  insurance  cover  (that  is 10 
times  earnings  as recommended  by  Rice Warner  Actuaries) . This means  that  Australian  families  are  critically  underinsured  to  the  tune  of  $1.37 trillion. 

Source : FSC 
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Recent  growth  has been  led  by  the  group  insurance  

sector  

48% 

18% 

34% 

In force mix  

Retail lump sum

Retail IP

Group risk

Segment  YOY Growth Rate  

Retail lump sum  9.9% 

Retail IP 10.6% 

Group life  15.6% 

Group risk has grown at the fastest rate, caused by the increasing funding pool created by mandatory superannuation contribut ion s 
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Å Rice Warner  Actuaries  Risk Insurance  Market  Projections  Report  2012 released  9 Jan  2013.  

 

Å Public  sector  superannuation  and  employer  master  trust insurance  will  grow  more  slowly  than  

other  segments . For employer  master  trusts this reflects  the  shift to  personal  superannuation  as 

a  direct  consequence  of  changing  superannuation  legislation . 

 

Å Risk insurance  sold  through  personal  superannuation  will grow  5.5% per  annum  in real  terms,  

faster  than  in previous  research  and  reflecting  the  growth  of  bank -developed  ôlow-costõ 
superannuation  products  to  compete  directly  with  not -for -profit  funds .  

 

Å By 30 June  2027, 53% of  the  market  (in terms  of  amount  of  cover)  will be  retail  business and  

47% wholesale  business. This compares  with  44% retail  and  56% wholesale  at  30 June  2012.  

Retail share of 

industry  
53% 

44% 

2012 2027 

Source : Plan For Life  



The largest  life  insurers 

Source : Plan For Life  



Growth  has been  a little  bit  below  average  in recent  years  
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Direct  distributors  are  enjoying  a stepped  increase  in sales but  will  the  
momentum  continue  ? 

Very 

large  

Medium  

Small 

Sales Insurer Brands 
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Reinsurers play  a very  important  role  

Å 4 active reinsurers reinsuring about 25%* of the Australian market  

 

Å Swiss Re 

Å Largest  

Å Very strong in group risk and direct  

Å Swiss has relationship with Medibank, Woolworths and Freedom for direct  

Å Has potential to grow retail life advice  

  

Å RGA 

Å Second largest  

Å Strong in group and life advice  

 

Å Munich  

Å Main player in life advice  

 

Å Hannover  

Å A òdirectó reinsurer 

Å Direct group insurance (ie not via a reinsurer)  

Å Direct life insurance via Hollard partnership  

Sector  Leaders  

Group insurance  Swiss, RGA and Hannover  

Retail  life advice  Munich and RGA  

Direct life  Hannover and Swiss  

13 * Own research  



4 reinsurers  dominate  the  local  market  

Reinsurer 

Size (Annual 
Premiums)  

Group 
Insurance  

Retail advice  

Direct life  

Swiss Re 

Large  

Large  

Small 

Large  

RGA 

Large  

Large  

Large  

Small 

Munich  

Large  

Medium  

Large  

Small 

Hannover  

Medium  

Large  

Small 

Large  

GenRe  

Small 

Small 

Small 

Small 

SCOR 

Small 

Small 

Small 

Small 

Data as at 30 June 12  
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Source: APRA Quarterly Life Insurance Performance Statistics  

Profits are  not  strong  

Only one sector (retail lump sum) is consistently profitable  

Highest 
growth but 
no profits !  
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Premium increases are expected  

Å Based  on  an  AFR article  on  15th January  2013 :  
 

Å In Dec,  the  $3 billion  Media  Super scheme  raised  insurance  premiums  by  an  average  of  45 per  cent  for its 110,000 members  
Å About  six industry  funds  recently  lifted  the  cost  of  insurance  premiums .  
Å Premium  rises of  30 per  cent  to  40 per  cent  have  happened  at  several  industry  funds,  including  the  Professional  Associations  Super Fund. 
Å Industry  sources  said the  45 per  cent  rise in insurance  premiums  at  Professional  Associations  Super was  due  to  a  blow -out  in poor  claims  

experience .  
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Credit Suisse released a report that highlighted the history of profit margins and lapse 

rates for the major life insurers over the past decade. This is shown in the graphs below.      

As seen  in recent  company  announcements,  it is interesting  to  note  how  margins  have  
fallen  over  the  recent  years.  This is partly  driven  by  lower  margins  on  group  risk business 

and  problems  in both  group  and  retail  income  protection  business.  

Profits are  not  strong  
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Life Insurance  Industry  trapped  in legacy  IP problem  ? 
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Many  life  insurers also  trapped  by  the  run off of very  profitable  legacy  
investment  products  
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Growth only taking 

place in life risk 

insurance  

Legacy  risk and  wealth  products  have  much  higher  margins  than  new  products . As these  

products  run off,  they  need  to  be  replaced  by  much  higher  sales to  maintain  absolute  profits  

Source : Plan For Life  
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