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White Paper – Group Income Protection

By John Gillman  LLB(Hons), ACII, FRSA, MCMI

Political and Economic Background

In common with employee benefits generally, the marketing and design of Group Income Protection products will often be substantially influenced by both Government strategy and the economy. As far as the economy is concerned, the situation is grim. Britain has officially entered recession for the first time since 1991. We have not only entered recession, but the economy is shrinking at its fastest pace in nearly three decades, and at time of writing the flow of credit to the economy remains frozen. For many employers, getting costs under control is going to be critical and employee benefit programmes will no doubt be closely examined with regard to their relevance and whether they constitute value for money, a point that will be returned to later in this paper.

Despite the economic difficulties, however, the Government has decided to press on with key reforms regarding workforce health, and these will result in a number of far-reaching new initiatives.

When considering the health of the working population, there have been a number of overarching themes in Government thinking. These have included:

· The need for strategies that aim to ensure that no one is ‘written off’
 as a result of illness or disability, and that people should not ‘languish on benefits’
· The belief that work itself can play a significant role in contributing to a person’s mental and physical wellbeing and that ‘a healthy workforce is a happier more productive workforce’
· That individuals themselves have a key role to play in striving for better health, and in personally engaging in initiatives designed to return them to work. This is linked to the concept and practice of ‘conditionality’ – placing greater responsibility on claimants to seek work as a prerequisite for payment of benefit, and deepening the obligation to work
· That employers should develop and maintain sustainable business practices that encourage people with health conditions to either return to work or become employed for the first time

· A need to devolve power locally and work in partnership with others – for the Government ‘to carry on working with everyone who has an interest in improving the health and well-being of the working-age population to ensure that we are all doing all we can to support disabled people and people with health conditions to fulfil their potential in work’

These themes have in some cases informed legislation and in others prompted the commissioning of a number of specialist reviews by both the Department of Health and the Department for Work and Pensions.
The Welfare Reform Act came into force in October 2008 in order to support some of the above aspirations along with the Government’s aim of reducing the number of people claiming incapacity benefits by one million by 2015. The Act is considered in more detail elsewhere in this White Paper, but included in its measures were radical changes to incapacity benefits, compulsory work-focused interviews for people assessed as being able to undertake work, and the offering of appropriate assistance to help them in this endeavour.
Research undertaken in 2007 suggested that these changes were seen as ‘broadly positive and an opportunity for intermediaries to approach and communicate with employers, along with positioning income protection more positively as access to state benefits becomes increasingly difficult’.
 
This optimism was, however, hedged with concern about employers’ general reluctance to invest in new benefits, a concern which has probably increased given the deterioration in the economic environment since the research was conducted.

Although not directly linked to the Government’s health and welfare strategy, the 2006 Employment Equality (Age) Regulations,
 which implemented the European Employment Directive,
 did have a less than benign influence on Group Income Protection marketing. A survey conducted in 2007 among 130 employers indicated that more than half of them believed that the Regulations were making the provision of risk benefits less sustainable. The main concern, identified by approximately 60 per cent of respondents, was the increased cost of providing income protection insurance. One in three companies were not satisfied with 
their income protection element. The two main reasons cited were the increasing cost of the insurance and the length of time that an individual remained on the payroll. There is some evidence to suggest, however, that scheme closures so far have been predominantly by small firms.

A key influence on Government policy on health was Dame Carol Black’s Review of the health of Britain’s working age population, published in March 2008.
 In the report Dame Carol stresses that recent evidence suggested that work can be good for health, but that ‘much of the current approach to the treatment of people of working age, including the sickness certification process, reflects an assumption that illness is incompatible with being in work’. One of the principles at the heart of her new vision for health and work will be familiar to income protection insurers: ‘early intervention for those who develop a health condition’. In going on to discuss the benefits of employer investments in health she states as follows: ‘A business-led health and well-being consultancy service would offer tailored advice and support as well as access to occupational health support, especially important for smaller organisations ….. ‘ She also expressed concern about the challenges faced by occupational health as currently configured, including a diminishing workforce and the lack of good quality data.

In November 2008 the Government responded to Dame Carol Black’s Review with their report ‘improving health and work: changing lives’.

The report outlined three key aspirations and associated plans:

1. Creating new perspectives on health and work: these will include the replacement of the current medical certificate with an electronic ‘fit note’; an education programme for GPs covering health and work issues; the appointment of local Health, Work and Wellbeing co-ordinators and the foundation of a National Centre for Working-Age Health and Well-being.
2. Improving work and workplaces: Initiatives include a Business HealthCheck tool to help businesses quantify the value of health-related investment; a National Strategy for Mental Health and Employment and an occupational health helpline for smaller businesses.
3. Supporting people to work: Piloting early intervention services from 2009 until at least 2011 and making changes to Access to Work to improve its effectiveness.
The Freud Report (March 2007)
 made recommendations regarding the design of welfare to work policy and the delivery and devolution of welfare. Another independent report by Professor Paul Gregg (December 2008)
 considered a single personalised conditionality support regime, along with the role of sanctions. Many of the recommendations in these reports found their way into the Department for Work and Pensions White Paper ‘Raising Expectations and increasing support: reforming welfare for the future’.
 Published in December 2008, it ‘is based on a simple idea: that no one should be left behind, that virtually everyone should be required to take up the support that we know helps people to overcome barriers to work’. 
The White Paper proposes:
· A simpler benefits system, for example considering a model whereby there is a single benefit for income replacement with ‘extra costs’ met through other payments.

· The devolution of power to private, voluntary and public providers – for example, moving to an ‘Invest to Save’ approach which would involve private and voluntary providers investing up front in getting more people back to work, and being paid out of the resulting benefit savings.

· Personalised conditionality – based on a ‘clear bargain that almost everyone on benefits would be expected to take active steps towards work, but where those expectations are based on an individual’s needs and circumstances’.

· Enhancing support and control for disabled people, including a determination to make sure that employers do not discriminate against people who are sick or disabled. The budget for Access to Work will be doubled, which helps employers meet the extra cost of employing a disabled person. 
Readers of this paper will not need reminding that for many employers the current economic climate and outlook is grim and uncertain. As far as welfare reform is concerned, however, the following quotation from James Purnell sums up the Government position: ‘Some people say we should slow down welfare reform because we are entering a recession. The Government believes that we should do the opposite – we should increase the pace, because that means offering more support to people and matching it with the expectation that they should not fall out of touch with the world of work’.
Group Income Protection Market Development – from insurance to health risk management 
There is now a remarkable potential synergy between Government policy on workforce health and the way the Group Income Protection arrangements function.
In recent years the basic income protection insurance model has developed into a more sophisticated health risk management tool which employers can utilise to help reduce the range of risks associated with long term sickness absence. These valuable additional services (such as rehabilitation advice) are often available from insurers at little or no extra cost and recent research into their importance and usefulness is cited later in this report. 
What has happened, therefore, is that the ‘conventional’ transactional insurer/insured relationship has developed into a more ‘partnership-based’ model with clients, advisers and insurers working collaboratively to solve employee health related issues in an environment of enlightened mutual interest. A major objective has become the desire to create a framework that will facilitate an employee’s’ early, safe and effective return to work.
Advisers and insurers already recommend that employers behave in a fashion that is very much in line with Government thinking on how heath issues in the workplace should be managed. 
Critical amongst these recommendations have been:
Persuading employers that it can make good business sense to invest in health: For example, emphasising that both the employer and the employee benefit from maintaining the employment relationship once an employee has developed job-specific skills. After investment in training has been made if an employee leaves or is absent long term due to sickness or disability the employer will lose this benefit. Employers may also incur other indirect costs include the cost of new 
recruitment, training, overtime, deterioration in customer service relationships and possible morale problems.

Promoting the positive relationship between work and personal wellbeing and persuading employers of its importance: As various Government statements have emphasised, there are significant personal losses for people who are unable to get back into work, apart from the financial implications. It has long been accepted that work is important in many ways to a person’s psychological well being, bringing as it often does personal satisfaction, status, recognition and a supportive social network. Being deprived of these aspects of life can have a very serious impact on health and contributes to the recognised fact that likelihood of return to work diminishes with the length of absence. 

A recognition of the importance of the biopsychosocial model in returning people to work: This model has played a major role in Government thinking with regard to how incapacity benefit claimants can be helped to return to work. Employers are made aware of the fact that frequently the condition that prompts absence initially is no longer the condition that is keeping someone from going back to work. The biopsychosocial model recognises that the employee’s health condition is only one of the factors that must be taken into account in their rehabilitation. Equally important can be their attitudes and beliefs as well as the policies and practices of the organisation where they are employed, and there is strong evidence that symptoms and disability are shaped by psychological factors and the medical advice people have received.

Early intervention and concentrating on ability rather than disability: Advisors and insurers emphasise to clients that getting alongside the employee early when it first appears that they may be absent for a significant time (or have a serious condition that might eventually have that effect) is of critical importance. Using tools such as vocational rehabilitation plans insurers help in identifying the gaps between what someone can do and what their job requires them to do, along with identifying barriers that may prevent someone from returning to work. In this ‘case management’ approach, the key is in identifying capacity rather than incapacity, and to customise the services and professional help to each individual’s needs. Research indicates
 that the main reasons for long term absence remain stress, mental ill health (e.g. clinical depression and anxiety) and musculo-skeletal injuries (e.g. back pain, neck strains and RSI). There is significant evidence to show that many people suffering from these conditions can be helped more effectively by early and appropriate treatment.
Helping employers and employees get access to the right care and advice: Dame Carol Black’s review specifically alluded to a shortage of suitably qualified occupational health support. Insurers have considerable in-house medical expertise along with established networks of doctors and specialists. Help can be offered, for example, to people diagnosed or suffering from complex or serious conditions by reviewing their diagnosis and recommended treatment plans. Some insurers also offer access to stress counselling and useful help lines where appropriate. Insurers and advisers often work collaboratively with the employers’ own Occupational Health advisers to formulate rehabilitation plans and ‘back to work’ strategies, and research has shown this to be a highly valued and valuable service.

Helping to eliminate discrimination: Employers already have a duty under Disability Discrimination law to make reasonable adjustments in order to help a disabled person remain in work, and to ensure that discrimination does not take place as a result of recruitment practices. Avoiding problems and litigation requires a combination of robust processes and the deployment of suitable expertise. Many of the services offered by insurers (for example vocational rehabilitation and access to cognitive behavioural therapy) can and do play an important part in keeping people with a disability in work.
Helping people with mental health problems: approximately 40% of people claiming incapacity benefits have mental health problems which prevent their return to work. This situation has been exacerbated by the stigma often associated with mental illness and the reluctance of some employers to recruit people with disabilities. For many years insurers have endeavoured to help employers and employees to manage mental health issues in the workplace. Initiatives have included the use of the biopsychosocial approach and the deployment of support such as Cognitive Behavioural Therapy.
Product design and service standards
Advisers have consistently asked insurers to be more innovative in product design and responsive to employers’ needs, and recent years have seen the development of many new propositions. It would probably be right to say, however, that there is still a feeling among some advisers that more needs to be done.

New design features introduced in recent years have included:
· Access to employee assistance programmes

· Absence management services

· Limited term payment arrangements

· Fast track access to cognitive behavioural therapy

· Financial incentives to encourage early intervention
· Direct payment of benefits to claimants

· Support packages and help lines for employers

· Absence management assessment services

· More streamlined underwriting procedures

· Dedicated internet portals for advisers

This is by no means a comprehensive list, but does give some indication of the work that has gone into insurers’ attempts to meet the changing needs of the market. It is probably true to say that additional services and product features have also been introduced by insurers as a means of market differentiation. Design enhancements do not, of themselves, necessarily translate into perceived added value in the eyes of clients. Although of considerable value in certain circumstances (particularly, for example, those that mitigate the risk of mental health related claims) it is disappointing to see that, despite these new developments, the number of covered lives has not significantly increased. Conversely, of course, it could be argued that product and service innovation has helped to maintain the persistency of business and contributed to stabilising the market. Firm evidence for either argument is hard to come by and the answer is probably a combination of both. 
There has been increased interest in recent years in plans under which benefit payment periods are limited to two, three or five years – sometimes incorporating a lump sum payment at the end of the period. There is a link here between group income protection product development and the continuing closure to new entrants of final salary pension schemes in the private sector, with the possible alignment of the insurance with new defined contribution arrangements. No industry wide figures are available as to whether this interest has translated into significant volumes of new business, but hopefully this may be picked up in future research.
One important aspect of the arrival of new product features has been the way in which they have added to insurers’ databases information as to what interventions are most effective. One insurer, for example, has experienced encouraging results from its use of Cognitive Behavioural Therapy as an intervention in cases of stress-related illness. Fifty eight per cent of claimants receiving CBT have been successfully reintegrated into the workplace in a matter of months.

Insurer service delivery has come in for criticism from advisors in recent years, with particular focus on the speed of response for new quotations and for figures at renewal. This was partly attributed to merger activity, to work backlogs among some of the major players and also ‘creaking’ legacy systems. Articles in industry journals over the past year have made reference to a number of attempts by insurers to get these problems resolved, for example the creation of e-business portals and simplified underwriting processes. No research among advisors was conducted for inclusion in this White Paper, and so it would not be appropriate to comment on whether service levels have improved to a level that advisors are happy with. However, as the recession brings increased demand for all providers of services to justify their importance to customers, it is imperative that insurers aim for the best possible standards of timeliness and accuracy.
Market size

There was a small decline, in the number of lives covered between 2006 and 2007. The following statistics and comments have been drawn from Group Watch 2008,
 Swiss Re’s report on in-force and new income protection business in the UK. 

Overall, in 2007, in-force market premiums for group income protection totalled £641 million (£612 million in 2006), an increase of 4.7% over the corresponding figure in 2006. 

The number of lives covered was reported as 1,723,961 (1,731,138 in 2006).

In force annual benefits were reported as £41,041,854,872 (£38,543,557,755 in 2006). The slower growth in premiums compared with benefits per annum reflects more competitive pricing, together with a very small move towards switching cover to a limited benefit term to reduce costs. Although generalisation can be dangerous, this would appear to have more than balanced increases in 
the market where benefit expiry dates have been extended to address age discrimination issues.
The report went on to consider Flexible Benefits. Total in-force income protection premiums written on this basis in 2006 and 2007 were £22,509,827 and £22,888,799 respectively. Overall, flexible income protection premiums increased by 1.7%, perhaps indicative of the relative complexity and lesser availability of income protection in flex arrangements and of the potential age discrimination difficulties as well as the greater appeal to employees of lump sum payments.

Group income protection is a specialist market in which, during 2007, the top five players wrote 90% of the business (92% measured by numbers of schemes).  A new player, Zurich, has entered the market in early 2009, with the reported intention of being a top five player in the group risk sector generally by 2012.

Data for the size of the market in 2008 are not yet available. The Swiss Re Group Watch Report will probably be published in late April 2009.
Prospects for 2009/2010

Group Income Protection schemes account for more than 70% of all insured long-term income protection benefits and provide extremely valuable cover for the employees concerned (and by association, for their dependants). But the final decision about cover provision will rest with employers at a time when all costs are likely to be coming under serious scrutiny and review.
There are a number of scenarios that will affect whether one takes an optimistic or pessimistic view of the future:
Will employers who are looking to reduce costs see removing Group Income Protection as a relatively straightforward, easy quick ‘win’ to save money? 
The answer to this will depend on a number of factors. 
If the benefit is embedded in contracts of employment it may be more difficult to remove, and considering its removal will bring into the spotlight what promises have been made to employees with regard to how they will be treated if they are unable to work. Will employers be prepared to take on the funding of the promise 
themselves or prefer to remove the commitment altogether? Obviously there is a need for advice here, both from their benefits adviser and their employment lawyer.

Has there been a clear demonstration of the Plan Benefits? There may have been satisfactory experience of claim settlement, or the effective utilisation of the insurer’s early intervention or rehabilitation service. This may improve the likelihood of the plan being retained.
Does the Plan form an integral and important part of the employer’s overall strategy for workforce health? For example, in the 2007 Watson Wyatt Risk Benefit Survey 22% of respondents cited insurers’ ‘claims management 
capabilities’ as being very important with 71% reporting that the service was ‘good to excellent’. By far the most important and valuable part of the service was the interaction of the insurer with the employer’s own occupational health services (cited by 50% of respondents). Other popular services were nurse visits to claimants and rehabilitation services.

Notwithstanding the above, attrition of existing scheme membership may be the case as redundancies take place and as employers seek to reduce benefit costs. Income Protection can be an ‘invisible’ benefit to many employees and not very high among employers’ agendas when they consider the importance of benefits in relation to their business needs. Removing or reducing it as a benefit may not create as much workforce discontent as, for example, amending or removing the Private Medical Insurance scheme. For employers who are looking to reduce the cost of core benefits, there is also the option to reduce the benefit level and allow employees to exercise options under their flexible benefit plan to use their fund to ‘top up’ benefits to previous levels.

Will the alignment of Government thinking with the health insurer risk management approach create business opportunities?
From the point of view of marketing, it is important and positive that the Government model for creating and maintaining a healthy and diverse workforce is aligned so well with the health risk strategies put forward by insurers and advisers.
Some of the opportunities that may now present themselves are as follows:

· Working with Government and appropriate regional bodies on the various pilot programmes that will be coming on stream over the next few years. 
· Group income protection insurers hold valuable data on workforce health and also employ people with significant expertise in the management of health-related risk. Participating in pilot programmes (which will often be locally organised) is a rich opportunity to take the message of the positive nature of insurance to a much wider audience.
· In her review, Dame Carol Black expressed concern about the shortage of suitably qualified and experienced occupational health professionals. Insurers may consider tendering for some of the work that may be occupational health related and work alongside, for example, GP practices, Primary Care Trusts, or existing contractors to deliver these services. The helpline that is planned for small firms may be an opportunity, along with the further development of NHS Plus and its services to small to medium sized enterprises.
· Assisting in the training of GPs – bringing the GP community into the picture is an essential requirement for Dame Carol’s vision of the future which the Government has so enthusiastically endorsed. They need to be persuaded, however, that participating in initiatives such as ‘fit’ notes will not undermine the trusting nature of the patient relationship by portraying the GP as an agent of either the Government or the employer. Furthermore, some GPs still need to be persuaded that work can be therapeutic and good for health. Winning the hearts and minds of GPs may well be easier if they are dealing with fellow healthcare professionals from the insurance sector who bring important relevant expertise to discussions and understand the issues (both medical and ethical) that GPs face.
· Perhaps there is an opportunity now to break away further from a conventional insurance based approach with the establishment of  local health funds, managed by insurers but funded by employers (with Government help). Are there possibilities for founding collaborative local ventures whereby a large local employer (or an alliance of numerous smaller employers), GPs, a Primary Care Trust and an insurer work together to help people stay in work? Can similar initiatives be put in place for employers in the public sector who want more help to address long-term absence, and who will be under particular pressure from Government to participate in strategies that will return to the workplace people with health conditions (whether or not they are benefit claimants).
· One of the concerns expressed by Dame Carol Black, and other Government advisors, has been with regard to small to medium sized enterprises (SMEs) and how they access the most appropriate services. Given the fact that most enterprises operating in the UK fall into this category, they have long been a target for advisors and Group Income Protection insurers, but with very mixed results. Perhaps the time has now come to consider again how these potential customers can be accessed, particularly in view of the disproportionate effect the long term absence of a key employee has on a small business, and their statutory duties under Health & Safety and Disability Discrimination legislation. There are obstacles to be overcome: the current economic climate, the need to persuade small businesses that a Group Income Protection Plan should be a priority at all, and issues around the need for underwriting and concern about anti-selection. Despite current worries, however, this may be a good time to do some future planning. One idea for consideration 
may be the prospect of a Group Income Protection Plan which is available to all organisations, of say up to 50 employees, within a specified geographical area. The plan may be linked to other segmentation features apart from geography, such as commonality of occupations or to the availability of services, such as NHS Plus and its focus on Occupational Health support for SMEs. If an accurate risk profile can be established of the types of occupation to be covered, and the support that can be utilised to get people back to work, then maybe insurers will be able to feel confident enough to offer a more simplified approach to underwriting and possibly the granting of free cover for smaller groups than at present. This idea of a ‘default’ scheme that employers could subscribe to may possibly be developed alongside some of the pilot projects that are planned by Government over the next few years and that are linked to the SME sector.
Conclusions
In difficult economic times employee benefits come under rigorous scrutiny, and Group Income Protection insurance is no exception. A top priority for many employers during the next few years will be to ensure the survival, and hopefully the development, of their business and a case will have to be continuously made for any expenditure. If the Group Income Protection product that they bought has continued to deliver in line with expectations (whether simply by paying claims or by helping mange health-related risk) it may still be seen as a critical business asset that should not be disposed of too readily. Even if that is the case, however, price will play an important part in the decision – so there may well be a significant increase in market reviews, with all the extra work that this will entail for both advisors and insurers. Advisors will be looking to insurers to deliver high levels of service standards at review times – with clients pressing for important advice at renewal, the process can only be completed as fast as the slowest quote.
It is difficult to see many ‘green shoots’ with regard to a growth in covered lives during 2009. It is hard to imagine employers expressing much appetite at the moment for new benefits of any kind that carry with them significant extra costs.  Even if some growth is accomplished (for example, by the more effective marketing of income protection under flexible benefit plans) this may well be counter-balanced by membership attrition due to redundancies and smaller businesses simply deciding that they can no longer afford the premiums.

But it remains important to look to the longer term. 
Firstly, used strategically as part of a health risk management approach, Group Income Protection Insurance can help organisations achieve a virtuous circle of practices which will help protect not only the financial well being of the business but also contribute to the morale and well being of the individual members of their workforce. This in turn impacts positively on the financial well being of the business. In difficult economic times, employers must continually be presented with the evidence they need to justify expenditure on benefits. One of the most critical factors in this effort are the risk management features that form part of the Group Income Protection Plan proposition and how they can be co-ordinated effectively with other health initiatives such as Occupational Health support and complementary insurances such as Private Medical Insurance. 

Secondly, as this paper has endeavoured to point out, the alignment that now exists between Government strategy on health and insurer (and advisor) expertise is incredibly important. If it is to open up new avenues of income for all, however, it will mean existing players deciding whether it is worthwhile to develop new paradigms of distribution and product design. Of great importance is the decision as to what role ‘insurance’ will play in this new world of collaboration, conditionality, and tendering for services.
There was a time when insurers might have stated their business mission as ‘paying all valid claims promptly’ – is there a new role on the horizon: ‘helping to manage workforce health for the benefit of clients, their employees and for society as a whole’?
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