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Glossary

Acronym Full name

ABS Australian Bureau of Statistics

APRA Australian Prudential Regulation Authority

ASFA Association of Superannuation Funds Australia
ASIC Australian Securities and Investments Commission
ATO $XVWUDOLDQ 7D[DWLRQ 2]FH
CGE Computable general equilibrium

FIFO YO\ LQ 5\ RXW

FTE Full time equivalent

FSC Financial Services Council

GDP Gross domestic product

IP Income protection

OECD Organisation for Economic Co-operation and Development
PMIF Putting Members’ Interests First

PYS Protecting Your Super

TPD Total and permanent disability

YFYS Your Future, Your Super
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Almost 10 million Australians have at
least one type of insurance (life, TPD or

(QQO% IP) provided through superannuation

Insurance Almost QHZ FOwetePV

- throught_ @ admitted through superannuation life,
uperannuation TPD and IP insurance policies in 2021,
WRWDOOLQJ ELOOLRC

These members, who might not have

m otherwise had cover, K D & average
V X P L Q VikrbsétiGife and TPD of

@@Q around DQG (per

month) for | P

—-QVXUDQFH LQ VXSHU LV UHODWLYH
compared to other types of insurance

High admission rate 7D[ HIFLHQW DV SD\PH
of 98% made on pre-tax income

3D\RXW UDWLR @JLFQZJHU GLVWULEXWLR Qf

from 80-95% SUHPLXPV SHU GROOD,

7KHUH UHPDLQ RSSRUWXQLWLHV WR UH4QH LQVXUDQFH
outcomes for members

& b

Better designed policy and data access could potenti ally result in a reallocation of

$ WULOOLRQ RI F XU U td better alighd with Jn§urdnce-F R Y H U
need.

A greater focus on wellness and return to work could assist almost PHPEHUYV

UHWXUQ \Wérd@yedsNERRVWLQJ *'3 E\ DURXQG . ELO(

Early intervention and broader access to treatment could al so potentially reduce social
welfare and unemployment costs by P L O Calyéarthy 2062.
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Executive summary

This report provides new economic analysis to demonstrate the

Association of Superannuation Funds of Australia

$FFRUGLQJ WR $35% ILJXUHV LQ ZHUHPHPEF

IHDWXUHVY DQG EHQH4WYV RI $XVWUDOLD V VPDWHPZRW KQIVX LY@ HIMKKIPRIZFFKIXRIH G

superannuation. It examines the role of this product within the
broader superannuation system and insurance ecosystem. The

HDFKQ WKH FDVH RI 7TBHPERDGH FODLPV ZLWK D
DYHUDJH VXP RQVXUHGIDFK $URXQ@GIPEHUV

UHSRUW LGHQWL4HVY WZR DUHDV IRU SRWHQWLD® QIRIXUHIURE UFRWHHRHRXW YHDQM 2D N OZH PO @\

better use of member data to set coverage levels and greater

UHFHLYHG "ZIEWMROBIQWYHUDJH VXP LQY¥XWHG R

S5H[LELOLW\ WR HQFRXUDJH FRQWLQXHGQZRUMWNRUFH SDUWLFLSDWLRQ DIWHU D
LQFLGHQW 1HZ HFRQRPLF PRGHOOLQJ KLIKOLJKWY WKH SRWHQWLDO EHQH4WYV

for members, but also for broader economy and society.

Insurance through superannuation

An important feature of Australia’s system of superannuation is
the provision of default insurance policies to members on a group
insurance basis. Almost 10 million superannuation accounts have
insurance provided through their superannuation such as life
insurance, total and permanent disability insurance (TPD) and/or
income protection (IP).

The inclusion of insurance in superannuation dates back to prior
to the introduction of compulsory superannuation, with private
markets recognising its value before governments. Reviews have
found it consistent with the objectives of the superannuation
system because it provides cover until the end of working lives.

To understand the real-world impact of insurance through

superannuation, consider the following example. A family with  WZ R
FKLOGUHQ DJHG XQGHU ZKHUH RQH SDUHQW Z
DQG HDUQV SHU \HDU ZKLOH WKH RWKHU
HDUQV "I WKH SULPDU\ LQFRPH HBDWLERKY Z
SHUPDQHQW LQMXU\ DW DJH WKH IDPLO\ FRXC
a fall in living standards of almost 29% a year on average over WK HL U
UHPDLQLQJ ZRUNLQJ OLIH DQG UHBOKMHDY LO\ |
:LWK 73" FRYHU RI WKH SD\RAWKHRXID® LD
OLYLQJ VWDQGDUGV RI S H W HHDILUU R B HEQWH U |
PHDQLQJ WKH\ ZRXOG EH KLJKavé&beriK DQ WKH\
without insurance. Governments would save $1,212 per claimant

per year on average through higher tax receipts and lower welfare

costs.

YXUWKHU GLVDELOLW\ DQG UHWLUHPHQW D8 ##HWPLQNHG DURXQG D TXDUWHU

of members retire early due to disability or to care for somebody
with disabilities. With some exceptions, it is mandatory for funds

Insurance through superannuation is an important part of
an overall insurance ecosystem that includes also individual

WR R<HU LQVXUDQFH LQ 0\6XSHU SURGXFW Vai@diis€d Rsbitahck, Xl gioDpvrisMrancekddtsidie of
DUUDQJHPHQWY UHFRJQLVH WKDW WKH EH QdtpgevdnnuRtibn. TherX af®spvertdl fieldtiield 6f @surance in super

beyond the individual member to government budgets.

Insurance through superannuation provides an automatic,
safety-net level of insurance for temporary illness, permanent

WKDW LQGLFDWH LWV YDOXH IRU PHPEHUYV
« It has a relatively high ‘admission rate’ on claims (up to 98%)

"W KDV UHODWLYHO\ KLJK DYHUDJH SD\RXW U

GLVDEOHPHQW RU GHDWK IRU PHPEHUV RU WKHLU EHQH4FLDULHV %\

covering a large pool of employees, it reduces costs associated
with the retail distribution of insurance and helps limit the
volatility of premiums over time. Without insurance through
superannuation, members would avoid premium costs, but would
have a much lower level of insurance or none at all, welfare costs
to government would be higher, and some members may not be
able to access insurance (such as because of their occupation or
medical records). Being insured for death or permanent disability

UHGXFHV WKH 4QDQFLDO DQG SHUVRQDO FRVWY DVVRFLDW

event. It also provides peace of mind to members that their family
is protected in the event of their death or permanent disability.

e "W LV UHODWLYHO\ D<c<RUGDEOH EHFDXVH RI O
administration costs.

"W LV DOVR D WD[ H<HFWLYH zZD\ IRU PHPEHUYV
death and TPD (noting that individual IP policies outside super
are also tax deductible).
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The default approach reduces the likelihood of individuals having Recent changes and potential future improvements

LQVXJFLHQW LQVXUDQFH WR PHHW WKHLU I X34 gHdd iQsfd Grhubtlon'hs ihdérgsté W number of

LOOQHVYVY RU LQMXU\ "I LW zZzDV R<HUHG RQ %M\VQ(EQJWLF\HMY%HQQWRLIQDNH WKH V\VW
VXSHUDQQXDWLRQ ZRXOG VKULQN FRQVLGHUREhnenBed B 45918 Bldd ity dSi&dion report

LW FXUUHQWO\ RSHUDWHY DUH MXVW L@X%Qﬂ%%(f@f@%\fﬁ(f'@@'@ﬁ\?ﬂ%ﬁ (JFTHQF\ DQG &I
traditional reasons for underinsurance (with individuals not report found that not all members received good value from the
XQGHUVWDQGLQJ FDOFXODWLQJ RU SURSH%Q%%Qig%éir%r}péréﬁlr\ﬁé%h'béc(at%@cﬁwlfeative policies
FLUFXPVWDQFHV %OXH FROODU ZRUNRHUV ?e{%)p%hiﬁ%s())%y&éeé“@raifew{eﬁt%ﬁﬁlce erosion for
GHIDXOW DUUDQJHPHQWYV E\ WKH QDWXUH R, Wshl-ddrieR G &eRhfthini&ifitdharticipation in

hazardous work environments, they face higher risks, but evidence the labour market. It found that the average workers' retirement

from where opt-in currently operates suggests their participation EDODQFH FRXOG EH UHGXFHG E\ RU G)
LV ORZHU RQO\ RI EOXH FROODU ZRUNHUp\Ai(ﬁ&ﬁgQI@n&_SW LQ WR LQVXUDQFH

through superannuation. Awareness levels about insurance in

superannuation are low. Protecting Your Super (PYS) and Putting Members’ Interest First
(PMIF) changes which introduced a shift to opt-in arrangements

Even with insurance in superannuation, Australia has lower levels for younger members and those with low balances or no recent

of insurance than.several compa.rable OECD economies. Usmg contributions, addressed some of the Productivity Commission’s

ameasure of life insurance premium volume to Gross Domestic issues. In addition, the stapling introduced in the 2021 Your Future,

SURGXFW *'3  $XVWUDOLD ZLWK D UDWLR Rlpyy gis¥\) EENQ & ¥GhHY FRX0OG JuHDWO\ D«
Organisation for Economic Co-operation and Development (OECD) mix in group insurance products, the full impacts of which are

average as well as a number of comparable economies including unclear. What it has again highlighted is the opportunity for

the United States, the United Kingdom, and Canada. New Zealand,  ,qgitional actions that can be taken so member data can be better

which has no group insurance in superannuation, is one of the XVHG WR WDUJHW WKH EHQH4WV RI LQVXUDQFF
OECD’s most underinsured nations according to this metric at

0.9% of GDP, highlighting the role of group insurance in super in Separately, for several years, the question has been raised whether
increasing insurance coverage. insurance through superannuation (IP or total and permanent

disability) could be used to assist with providing treatment to

JURP D 4VFDO SHUVSHFWLYH LQVXUDQFH WﬁHBéh}EJ\yX%U\WQQWDWH FRXOBHU BW % U@ W

.red.u<.:es the social.security costs of supp.ortir?g urlderir]sured case of IP, return earlier. A previous Parliamentary Inquiry in 2018
individuals. Underinsurance refers to a situation in which an from the Joint Committee on Corporations and Financial Services,

individual has either no insurance or inadequate levels of insurance ‘Options for greater involvement by private sector life insurers

WR R<VHW WKH 4QDQFLDO GLVUXSWLRQ FDXYVHG &Y RQU-QNRHPEQHWVHWIRY FRQVLGHUHG D
(such as disability or death). Underinsurance is estimated to cost the Financial Services Council (FSC). The Inquiry recommended

the Australian Government more than $600 million per annum in not proceeding with the proposal, and instead proposed it be

additional social security for life and TPD alone. considered in detail by Australian Securities and Investments

Commission (ASIC).
So, two potential improvement opportunities would be to

i. better use member data to ensure, as the Productivity
Commission put it, insurance through superannuation is
SURYLGHG LQ DQ H]JFLHQW DQG HTXLWDEOH |
i.h DOORZ IRU JUHDWHU 5H[LELOLW\ LQ LQVXUD!
support, including through greater scope for insurers to invest
in treatment, to support wellness and better return to work
outcomes for members.

While not specifying the exact model for each of these options, the
HFRQRPLF PRGHOOLQJ KLIJKOLJKWV WKH VLJQL
and social dividends available from potential improvements.
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Strengthening the system through better use of data 2XU DQDO\VLV 4QGV RI "3 LQVXUDQFH FODLP
WR EHWWHU WDUJHW EHQH4WYV rehabilitation treatment services are likely to return to work where

they otherwise would not have. Broader access to treatment is

also estimated to result in those who would have returned to work

DQ\zD\ GRLQJ VR RQ DYHUDJH ZHHNV HDUOLH
exist for TPD.

Insurance in superannuation can be strengthened by better
access to member data and using this to design better policies.
This would improve the value for money of policies. This addresses
the problem that the ‘average’ level of default cover may not be

the right level for many members, as found by the Productivity

T %YURDGHU DFFHVV WR WUHDWPHQW FRXOG DVV
Commission in 2018.

PHPEHUV WR UHWXUQ WR ZRUN RYHU WKH 4UVYV

With better access to and use of member data, such as age, income transitions back to the workforce and retirement is accounted for
and dependents could see better coverage of around $1.2 trillion this would yield an additional 4,400 full-time equivalent workers

GROODUV HTXLYDOHQW WR RI WRWDO Vv X®theHupkaljan ecanpemy gx206 pqqsting $OP by around $1.1
and IP. billion in that year. At the same time a further $126 million in social

and other costs of unemployment would be saved.
For example, reallocating life insurance based on age, marital
status and dependents could result in changes to insurance
cover and premiums. An older, married member with children
could receive 20% extra coverage (i.e. taking a payout value from

"PSURYLQJ DFFHVV WR HDUO\ LQWHUYHQWLRQ
PDNH D FODLP ZRXOG GHOLYHU IXUWKHU EHQ
of IP claimants who access these services are likely to return to

WR %\ FRQWUDVW D \RXQJHU FPRYOLAGHA P WKH ' RWKHUZLVH ZRXOG QRW KDY
with no children could reduce their cover by 22% (i.e. reducing broader access to treatment and 10% as a result of access to early
DQQXDO SUHPLXP FRVWV IURP WR intervention. Broader access to treatment and early intervention is

also estimated to result in those who would have returned to work
"Q RUGHU WR UHDS WKHVH EHQH4WV LQV X UAywsy dding &b @ ld\ei@gd1p el s/eali®. W KLV

data. Collecting the data required to better match insurance
coverage requires cooperation between government, trustees , 7KHVH H[SDQGHG EHQH4WV VHH DURXQG HI

insurers and members. It also requires insurers to design better equivalent workers delivering $1.9 billion in additional GDP in 40

SROLFLHV ZKLOH PDLQWDLQLQJ WKH EHQH 4 ¥¥SHING §eeRlyveliamngng gtheiigernpleygyenycosts woul d be

UHGXFHG E\ PLOOLRQ "Q WRWDO PHPE
Strengthening the system through a greater focus on return to work as a result of early intervention and broader access
wellness and return to work to treatment and services.

Insurers and trustees can play an important role in supporting
individuals to return to work when it is appropriate to do so.
However, current regulatory and legislative restrictions prevent
insurers and trustees from paying for certain types of treatment or
for funding out of pocket expenses that members with insurance
often face through the health care system.

Deloitte Access Economics

This report considers two scenarios to improve access to treatment
DQG VHUYLFHV

1. Legislative barriers are removed to provide broader access
to treatment and services. This allows insurers and trustees
to provide treatment and other services to all members who
claim.

2. Insurers and trustees not only provide broader access to
treatment and services but provide faster access through early
intervention. This faster access to treatment means some
members may recover before needing to lodge a claim.
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1 Introduction

An important feature of Australia’s system of superannuation is
the provision of default insurance policies to members on a group
insurance basis. Almost 10 million superannuation accounts have
insurance provided through their superannuation such as life
insurance, total and permanent disability insurance (TPD) and/
or IP. Australia’s community-rated, default insurance through
superannuation is mostly provided on an ‘opt-out’ basis.

Insurance in superannuation has undergone a number of

Association of Superannuation Funds of Australia

Separately, for several years, the question has been raised whether
insurance through superannuation (IP or total and permanent

disability) could be used to assist with providing treatment to

PHPEHUV VR WKDW SHRSOH FRXOG UHWXUQ W
the case of IP, return earlier.

It is within this context that the Association of Superannuation
Funds of Australia (ASFA) commissioned Deloitte Access Economics
WR FRQGXFW D VWXG\ RI WKH NH\ IHDWXUHV D(

UHIRUPV LQ UHFHQW \HDUV WR PDNH WKH Vsysiid Bf iRrsRrande Hhrdddh\Wupéatr&hnuation. The report presents

as recommended by a 2018 Productivity Commission report

QHZ HFRQRPLF PRGHOOLQJ UHVXOWYV RI WKH E|

6XSHUDQQXDWLRQ $VVHVVLQJ (]JFTHQF\ D Q GN&RIP® HWAMWMHWPL M UYHW WKURXJK D VA\VWHP RI EHW'

report found that not all members received good value from the
insurance in their superannuation because of duplicative policies
(and premiums) and excessive retirement balance erosion for
low-income earners and those with intermittent participation in

the labour market. It found that the average workers’ retirement
EDODQFH FRXOG EH UHGXFHG E\ RU
paid for insurance.

Protecting Your Super (PYS) and Putting Members’ Interest First
(PMIF) changes which introduced a shift to opt-in arrangements
for younger members and those with low balances or no recent
contributions, addressed some of the Productivity Commission’s
issues. In addition, the stapling introduced in the 2021 YFYS

matches insurance cover to a members’ circumstances and second
through a greater focus on wellness and a return to work.

This report builds on previous analysis conducted by RiceWarner

(now part of Deloitte), other consultancies, the Productivity

Coajgsignnd insyrers shpmselves. It is based on publicly

available data about superannuation members from Australia n

Prudential Regulation Authority (APRA), the Australian Taxation

2]FH $72 $XVWUDOLDQ %XUHDX RI 6WDWLVWL
data provided by insurers.

FKDQJHV FRXOG JUHDWO\ D¢c<HFW WKH RFFXSDWLRQDO PL[ LQ JURXS

insurance products, the full impacts of which are unclear. What it
has again highlighted is the opportunity for additional actions that
can be taken so member data can be better used to target the

EHQH4WV RI

LQVXUDQFH WKURXJK VXSHUDQQXDWLRQ
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2 Features of insurance through
superannuation

2.1Introduction to insurance in superannuation

"QVXUDQFH LV D VLIJQL4FDQW IHDWXUH RH®X\Q SIDMIAH WRXSHRDLGEHX D VPIRFGH VW W D IHW\ QH
WR PHPEHUV PRVWO\ RQ DQ DXWRPDWLF EDVLVH7KGY HWRWH 4 QNVQFR)L 3O D PI$ DNFRV R LW\ B MLHD W
cause sickness, permanent disability or death and prevent an individua | from earning an income temporarily, or for the remainder of their

working life.

"QVXUDQFH LQ VXSHU LV R<HUHG DW WKH JUR X SDQH ¥H®DH YHD\Q DQH W IRIMVWPIHFCERHULH/G  MQRV WK H
$ GLVFXVVLRQ RI WKH GL<HUHQFH EHWZHHQ JUFFOXSSEQEHQBEZ YL@ XMRP LQVXUDQFH LV LQ

Box 1: group insurance and individual insurance

Broadly speaking, insurance can either be a group policy,oran LQGLYB&XDB\ 'L<HUHQFHV EHWZHHQ WKHVH W\SHV
out below.

Groupinsurance LV LQVXUDQFH DSSOLHG WR DQ DJJUHJDWHG JURXEBI FRUHUVUPPLGRVHRKBUDBIG |
or occupation, but cover is provided automatically unless the member ch ooses to vary their insurance. Alternatively, the entire group

PD\ VLPSO\ EH FKDUJHG WKH VDPH SUHPLXP UH5HFWRQS$ WKRHRDWKHHID 2 R WA W NPRIIP\& K H VH D Wt
individual risk assessments.

Individual insurance is insurance applied to an individual. Individual insurance is provid ed after an assessment of an individual’s

SDUWLFXODU ULVN FKDUDFWHULVWLFW HG YLIQIXERQVWVXPW K VW EMRNNYW AMRY WOKLHOLR) SHUV RQ D
DFFHVV WR KLIJKHU EHQH4WYV
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2.1.1 Size of the sector

Approximately 9.6 million superannuation accounts are currently cov ered by at least one type default insurance, making insurance in
VXSHUDQQXDWLRQ D VLIDEOH SRUWLRQ RI WKH W KR DAGRHADLAD ¥0BRSIIQ & i TABEloddvhs L Q

WUEORIRKH WKUHH PDLQ W\SHV RI LQVXUDQFH LQ ¥XB3E BB Q QX\DVEHRIQD AR M Q T\8H ® QRSU”
WKH WRWDO LQGXVWU\ VXP LQVXUHG DQG OLYHM SBAVXBEBGDVRMH@EDUW LQG2ZYHG XDKOLW KIDGE
DJDLQVW WKHVH SROLFLHVY WRWDOOLQJXDWERQCIHRREHQ \SDRX WK MLR VEBHOIDHM FODLPV C
Section 2.2)2

Chart 2.1: Superannuation share of sum insured and lives insured — December 202 1
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Chart shows the proportion of total sum insured and total lives insured in insu rance in super relative to other insurance types.

6RXUFH $35%

" Sum insured refers to the value of money that is payable to an individual in the even t of a claim.
10
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The most commonly held policy is life insurance, followed by TPD, whilst IP nsurance is held by fewer 24% of MySuper and 10% of

non-MySuper accounts (see Chart 2.2). The share of accounts with insurance declined in 2019, corresponding with the introduction of

3<6 OHJLVODWLRQ D<HFWLQJ 0\6XSHU SURGXRW\XKLYHMW BHFSVUIRRSRUWLRBURRO\6XSHU DFFRXQ
FRQVLVWHQWO\ DURXQG SHUFHQW EHWZHHQ DQG

Chart 2.2: Superannuation accounts with insurance by type — June 2021
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1RWH 7RWDO QXPEHU RI $35%$ UHJXODWHG O0\6XSHU\OXFRXPWVRIQWYWLGHW® HEY FALMWD H\ WK
accounts less MySuper accounts.

6RXUFH $35% BURGXFWLYLW\ &RPPLVVLRQ

AN
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2.1.1.2 Types of cover

Broadly speaking, the objective of superannuation is to provide an inco me source in retirement. * It follows that types of insurance should
form part of superannuation accounts (to the extent certain insurance p roducts can assist in achieving the superannuation systems’
overarching objective). The types of policies that can be included in a sup erannuation are described in Table 2.1.

Table 2.1: Types of insurance and their objectives within superannuatio n
Type Compulsory Features Objective
Life cover (also known as term life insurance Insurance payout partially replaces a deceased
Life insurance 9 or death cover) pays a lump sum amount of member’s lifetime earnings to minimise
money when the insured person dies. disruption to the family and dependents.
Total and TPD cover pays a lump sum amount to
FRYHU WKH FRVWYV RI KRPH P RIGsurafce vdhtib@as toGdtremént income,
permanent L L . . \
L 9 repayments and the future cost of living if the as it insures against the risk that a member’s
disability (TPD) . . . . .
. insured person is permanently disabled and accumulation phase is cut short.
insurance
unable to return to work.
. e IP payments may include a superannuation
IP is paid in instalments and replaces the P y L y S .p ,
. R contribution in lieu of the individual’s
Income income lost through an inability to work due to N . .
. - . . contribution, or if relevant, the insurer may
protection (IP) — injury or sickness. IP payments will stop when

insurance WKH EHQH4FLDU\ LV FDSDEOH sgdﬂr%‘\ﬁ%(f ﬁfssﬁ \X’/YééorgﬁreNemer

example, thro acilitative
RU DW WKH HQG RI WKH EHQH4 xamp Hgh taciratv
occupatlonal re abllltatlon programs).

6RXUFH 'HORLWWH $FFHVV (FRQRPLFV Q BURGXFWLYLW\ &RPPLVVLR

"Q JHQHUDO WKH SXUSRVH RI R<HULQJ W K HRdtogBibgihe Bliganient betydeX the&s®prdtlucts and

products within superannuation is to cover the ‘future service’ VXSHUDQQXDWLRQ WUXVWHHYVY PXVW R<HU OLII
period between an event, such as disablement or death, and out basis to superannuation members. ¢ This means that unless
UHWLUHPHQW DJH 7KH FRYHU KHOSV SXW Wakrtenbét Phibdses tdopt-diit &) superarihuhtidh vhembers are

LQ D 4QDQFLDO SRVLWLRQ FORVHU WR ZKH WbveréKinl thezeRehoCdeaath arid t@ad pePnanént disability.

retirement, but for the occurrence of the insured event. Indeed, the "3 LQVXUDQFH LV DOVR R¢<HUHG E\ VRPH VXSHU
Cooper Review (2010) found that life and TPD insurance strongly although this is not a legislative requirement. The examples below
support the principles of the superannuation system. demonstrate how insurance through superannuation provides

EHQH4WV WR FODLPDQWYV

12
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Box 2: Insurance in superannuation cameos
Cameo 1

&RQVLGHU D IDPLO\ ZLWK WZR FKLOGUHQ DJHG X@GHNUQVYQH SDESHQ WHDRU MK L& B QV WH. AFRANV
time and earns $40,000.

"l WKH SULPDU\ LQFRPH HDUQHU ZHUH WR VX<HU D WHIDIPRXOX BERX®OCQHMULA K KH \DDM @O H
RI DOPRVW D \HDU RQ DYHUDJH RYHU WKHLU UHP RIQLRYHARUMNH@W GHIHI D DG UHO\ KHD

73' FRYHU RI WKURXJK VXSHU SUHPLXP SDLBNRIZRX®ER [IPFOMMBOYH IDBHWYBLYLQJ VWV
SHU \HDU RQ DYHUDJH XQWLO UHWLUHPHQW PHDQL®X®E H\DZRIX BIGHEH Z L WKKLRIX W UL @AKDUD G
WKURXJK VXSHUDQQXDWLRQ DOVR UHGXFHYV U QL BWRRMDRQV SRNHELM@R HRQV Z H@H BVU YISO G D (
would be $1,212 per claimant per year lower on average.

In addition to improving living standards through supporting lost inc ome, TPD insurance can improve quality of life through other
ZD\V VXFK DV DFFHVV WR UHKDELOLWDWLRQ RU KRPH PRGL4FDWLRQV

Cameo 2

$ IDPLO\ ZKHUH RQH SDUWQHU HDUQV DQG WKW ARVKKLOBDHQVD JHG DQ8R ZRWOG Ul
increase in living standards.

"Il WKH SULPDU\ LQFRPH HDUQHU RI WKLV IDPLO\ ZHMMHL W RFRIXHD & QH BSHAWRGE B \DDMD ®OH. Q ®
DOPRVW RQ DYHUDJH RYHU WKHLU UHPDLQLQJ ZRUNLQJ OLIH RI WKH OLYLQJ SDUWQH

/LIH LQVXUDQFH FRYHU RI WKURXJK VXS HWHHMHPISHFUSZHHENRZR XS GRIQFUHDVH IDPL
E\ SHU \HDU RQ DYHUDJH XQWLO UHWLUHPHQW KMPHD Q/IKGIJ WRKXO @ RODOYE EH HQ KILINKKIRIX
the same time net government spending over the same period would be $244 per ye ar lower on average.

13
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Box 3: Super Fund Case Study
-RKQ QRW KLV UHDO QDPH ZDV D PHPEHU RI DQ HPS®RRQHGVEBRQVRAVHG\NWKSHRODGXQG KDY

+H UHFHLYHG GHIDXOW LQVXUDQFH FRYHU SUBXGERAG OBWK KLV BI®@ SOR\HHQIIDWY/ LQFHD U
years, life was good! And then suddenly it wasn’t.

"Q DW WKH DJH RI KH ZDV GLDJQRVHG ZLWK $FX\WH) dWHDQ GGW KXN B HKILD GtHH QD G D G
on him as the sole breadwinner for the family. He went from earning a high salary as a F ly-in Fly-out (FIFO) worker and suddenly his
income ceased.

Fortunately, his employer had a good chaplaincy program, and the supera nnuation fund was advised quickly about his illness and the
fact he would be away for several months as he undertook chemo and other therap ies.

As part of the claim process the superannuation fund provided assistanc e with completing the necessary paperwork. During this
process, the insurance provider discovered that he had also been serious ly ill for an extended period 18 months previously but had
never submitted a claim (more on that later).

While John understood that he had the various insurances in his super plan, h e didn’t think he could make a claim on his IP policy for

WKH 4UVW LOOQHVYVY EHFDXVH KH KDG VDYLQJV :KSERRHGRWWEBDNH PR WRY LCDIWHAIH CVIKE
accruals he decided to make an IP claim. During meetings with John it became clear that whilst his family provided care and support

during his illness and treatment they didn’t have the practical knowledg e or understanding about insurance and making a claim.

+LV "3 FODLP ZDV DSSURYHG TXLFNO\ DQG EHQH4W VDARPIRHIQEHGLRG ZRR QF R W SWOKINV H GG BH\HZ
UHFHLYH EHQH4WYV IRU KLV QHZ LOOQHVV XQWRIGO H XVWH BHD R GHVW RFH V\H X 0 G\HQHWW W USHL

"Q UHVSHFW RI KLV HDUOLHU LOOQHVV WKH DX®@ GROIDOWKH XEPLOMWWHG/Y DO @& WRIYXDRMNHLGY HC
EHQH4WY IRU WKH RULJLQDO LOOQHVY DV D OXPSDWYXB JYKHN & QD EDXGWREG @G XWRL Q8 KO b FRiL
ZKLOH QRW UHVWRULQJ KLP WR WKH VDPH 4QDQRI®DHBERVILOWG FR X B I&DQWD KNV AWK @ ME R MO &

:KHQ -RKQ ZzDV DGYLVHG WKDW ERWK RI KLV FODLPW ZHUKXD8SAHRYIKG/ KDG BEHE DQHO ZIDWHGL |
family would get a regular income meant he could focus on getting better rathe r than wondering and worrying how they were going to
pay bills.

6RXUFH $6)$ PHPEHU
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2.1.2 The evolution of insurance in superannuation in policy 2.1.3 Costs and criticisms of insurance in superannuation
Insurance and retirement savings have historically gone hand in '"HVSLWH WKH PDQ\ EHQH4WYV LQVXUDQFH LQ V
hand. Before superannuation was compulsory, public sector and FRPH ZLWKRXW LWV FRVWY 7KH 3URGXFWLYLW

FRUSRUDWH IXQGV ZRXOG W\SLFDOO\ R«HU Hh&ss BRadittheiOdview &f PE&ShroddersRpétdrihuation system

DV ZHOO DV UHWLUHPHQW EHQH4WV 7KH FRI)®G FMRURKREBWHWHQ HQW XWRBFBUH GLVFXVVH
DQG VXSHUDQQXDWLRQ EHJDQ LQ WKH V ZLWK OLIH LQVXUDQFH

FRPSDQLHV EHJLQQLQJ WR R<HU VXSHUD Q Q ¥ HiFediuns argsdegugied ramsupempnuagion

to the public sector and to male professionals in large companies). balances

Insurers saw a need for insurance arrangements to bridge the The most tangible cost of super is the cost of the premiums.

gap between working income and retirement income for those Premiums are deducted from the superannuation balance,

who were injured. Eventually the importance of these insurance meaning that an individual’s retirement income is less than

products was recognised by government with the introduction of LW RWKHUZLVH ZRXOG EH %DODQFH HURVLRQ
WD[ DGYDQWDJHV OLNH WKRVH ZKLFK FR Q Wie@gettentinRoried, RthHteiGng fongcne @canuits over $2,000

super system today. per annum. Productivity Commission research estimates that the

DYHUDJH ZRUNHUV UHWLUHPHQW EDODQFH FRX

In 1992, compulsory superannuation was introduced. Insurance or 4%, due to premiums paid for insurance. ° This was particularly

continued to be provided in most default products, providing it an issue for members with multiple superannuation accounts
did not inappropriately erode balances under the Superannuat ion (approximately 4 million Australians had more than one account
"QGXVWUL VXSHUYLVLRQ S$FW 676 SFW jy/3h3dV OB Wiy K Ik WikT Wiki WPHRMM KDV EHHQ VLJIQI

WR R<HU LQVXUDQFH ZHUH LQWURGXFHG LQ pWikdbys retrth&ithdt Eealds Ins@dAce cover when an account
UHIRUPV "W VSHFL4HG WKDW GHIDXOW IXQ GatoRmdsMct§e RYLGH D PLQLPDO

level of life insurance cover (but not TPD or IP insurance). Funds

did not necessarily have to give members the choice to opt out. In %DODQFH HURVLRQ GRHYVY QRW D<HFW DOO $XV\
LQ UHVSRQVH WR WKH 4QGLQJV IURP WKRI VXSRERBAQXHVILRQ BEMWODQFHY DGYHUVHO\ D-

became mandatory for funds to provide life and TPD insurance, on earners, or workers with an interrupted work history. As default

an opt-out basis, in all MySuper products. premiums do not generally vary with income, they represent a

larger share of superannuation balances for lower income earners.

7KDW PDQGDWH UHSHFWYV VLPLODU SROLF\ JRRQY, thhdd WG buBerathiidiofr bRt &s Hade greater

super system. It recognises that individual members are not well access to the age pension to support their income in retirement,

SODFHG WR DVVHVV FRPSOH[ 4QDQFLDO UL VifbdhifyYediti¥hs iR Supdrdr faatibritaMncddafefe¥s damaging

sighted decision making can leave workers in a punishing position to this group’s retirement income.
without a minimum level of cover.

2.1.3.2 Some policies are ill-suited to individual members’
Since 2019, there have been two major policy changes aimed needs

at addressing some of the concerns raised by the Productivity
Commission’sreport (]JFLHQF\ LQ 6 XS HtoDQMMKBA LR Q
FRQFHUQV DUH GLVFXVVHG LQ 6HFWLRQ

Separate to reduction in superannuation balances resulting
from premlums the value of ro (i |nsurance can be limited as
the pol?mes are noKt?a?orela to meet the men%ers needs. Given

« B3URWHFWLQJ <RXU 6XSHU 3<6 $V RI -XO\WKH BPERYBWY MRBWDQFH ZRUNV  DVVXPLQJ

have not received a contribution in 16 months must have their DQ DGY_H UV_H HYH QW_ DFURVV DQ HQWLUH JURXX
insurance cover cancelled unless the member makes a written members will receive the appropriate cover. A number of members
election to maintain cover. & ZLOO EH RYHU LQVXUHG WKDW LV WKH\ ZLOO

disproportionate to their individual insurance need, while other

* SXWWLQJ OHPEHUV "QWHUHVW JLUVW 30") pypREFURSYLE0 EH XQGHU LQVXUHG WKDW LV
insurance must be opt-in for accounts with balances less than account for their insurance need in the event of an adverse event

RU LI PHPEHU V DJH BV OHVV WKDQ  gecurring.

Both PYS and PMIF were introduced in response to concerns
outlined in the Productivity Commissions review of the
superannuation sector in 2019.
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2.2 Performance of the sector

Insurance in super is not intended to be a singular solution to
insurance need. Indeed many Australians choose to upgrade

their insurance through superannuation or to engage with other
insurance channels outside of their superannuation for life, TPD
and IP (see Chart 2.1). The role of insurance in superannuation is
not to replace these other channels, rather, to provide a safety

net level of insurance to those who might not otherwise have

it. In doing so, insurance in superannuation forms an important
component of the broader insurance ecosystem and helps achieve
the superannuation system’s objectives. This Section of the report

Table 2.2: Claims made through group super — 2021

Association of Superannuation Funds of Australia

evaluates the performance of insurance in super by comparing

basic outcomes of the sector against these other channels. The
REMHFWLYHV DQG WKHUHIRUH RXWFRPHV RI C
and the purpose of this section is not to critique other insurance
FKDQQHOV UDWKHU WR KLJKOLJKW VRPH RI WK
through insurance in superannuation.

"Q LQGLYLGXDO FODLPV ZHUH DGPLWW
superannuation insurance policy (see Table 2.2 for breakdown
E\LQVXUDQFH W\SH 7KLV HTXDWHV WR R
LQ $XVWUDOLD 2YHU WKH 4QDQFLDO \HDU
paid (admitted in current and previous years) to superannuation

members across life, TPD and IP insurance totalled $6.6 billion.*?

Type Claims paid Claims paid Average sum insured
(admitted this year) (admitted in previous years) (admitted this year)
Life insurance 619
TPD insurance
IP insurance $4,000"
Total 45,581 34,217 -
1RWH "3 LQVXUDQFH EHQH4WV H[SUHVVHG DV PRQUM O\ EH\Q ADWF $G B WHG RQ MIQDWH V& G FC

shown in this table. Data for claims admitted this year is from the latest ASFA rel ease (December 2021) whilst claims admitted previous

year is from annual release (June 2021).

6RXUFH $35%
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7KH VKDUH RI VXFFHVVIXO FODLPDQWY LV JHQHODEBD @RHIX HU RRYSLOYXXHWWD QIFGI WR H/ XFESGIOR Z L
RI LQVXUDQFH &KDUW VKRZV WKH VKDUH RI FODRRVY HD\G RLWNDGJ BQWH HE\I RVA S HE ULRDGA. FD W
has the highest admittance ratio in TPD and IP, and second highest in life insurance in 2021.

Chart 2.3: Admitted claims share by insurance type — December 2021
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I1RWH "QGLYLGXDO VXSHU UHIHUV WR SROLGHHAXEEHGBBQRABWQR/@ HD WKHW A GWRXRU ZLWKF
4QDQFLDO DGYLVRU DQG DOVR LQFOXGHV EX$NVHDAPGEXOMWEREY OQYXODRIFFHRYIHRHP*URXS VXS
insurance provided through superannuation and ‘group ordinary’ ref ers to other types of group insurance such as employee insurance.

6RXUFH $35%

Not only does group insurance have moderately higher acceptance rates , the proportion of premiums paid out in claims is higher in
group super insurance than any other insurance category for life and TPD in surance. The overall payout ratio, also known as the loss ratio

WKH SURSRUWLRQ RI SUHPLXPV UHWXUQHG W RVXHBDEHWVWA EHR XK DAV DIHDNV W F U BNV FHQ W
LQGLYLGXDO QRQ DGYLVHG "3 LQVXUDQFHWXESRBVVHMN WK NXSHW DQNXSIDDREW TUKHVH GL<H!
GR QRW VXJIJHVW WKDW RWKHU LQVXUDQFH W\SHMW VWHGU HHDWBH Q B HAX § § UF B U W 4WW U XIBDWDKUWHHIV L
which insurance in super can be delivered.



The future of insurance through superannuation | Association of Superannuation Funds of Australia

Chart 2.4: Payout ratio by insurance type — 4-year average
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1RWH "QGLYLGXDO VXSHU UHIHUV WR SROLGHHAXSEBGBEQR®BWQW® \HD WIKHW HGWRKX WU ZLWKF
4QDQFLDO DGYLVRU DQG DOVR LQFOXGHYV XS WHDAEGEXDMWWR B OBV XODRIFHRLYIHRHP*URXS VXS
insurance provided through superannuation and ‘group ordinary’ ref ers to other types of group insurance such as employee insurance.

6RXUFH $35%

2QH RI WKH EHQH4WV WR D ZLGH SRRO Rl PHPEHU\Q LADW KEEHNSURWX GBIGFBIW. @ RXISH FRY Q/X/D A
DQG JURXS LQVXUDQFH DUH DEOH WR H<HFWLYHO\LHVRO QMM DQEDDE FHPWY WYX HWEHQH 4DV |
JURXS LQVXUDQFH WKURXJK VXSHU 5HVHDUFK @RQEXFMHHIGQEY XS HH \ZKOR/Z H B WAZKIAWQ L SHU
equivalent individual cover. 7KH FRVW H<HFWLYHQHVYV RI LQVXUDQFH LQ VXSHUDH® XD W KRQUPINL B GRY |
WR VXP LQVXUHG &KDUW VKRZV WKDW |IRU PHOOVLDE QG H DMFF R IMBHVIKHBR X XRYQVRUD QRQ L
collected through premiums than individually acquired policies. Alt hough this does not guarantee appropriateness of cover for individual

IXQG PHPEHUV LW KLJKOLJKWY RQH RI WKH H]JFLHQFLHV RI JURXS LQVXUDQFH

"QGLYLGXDO DQG DGYLVHG LQVXUDQFH SURGXRWY¥Y DY Itk BUGIXW U W@W OFRRUVHAG HEIRAHD QG VARG
ecosystem. The comparisons shown here simply demonstrate the outcome s of having a low-cost safety net component of the system
overall.
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Chart 2.5: Insurance cover per premium dollars paid
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"QGLYLGXDO VXSHU UHIHUV WR SROLFLHWXQBWBE QXXH®WRD BEWXHIHBGLRXKWRLELWKRXW D
advisor) and also includes superannuation insurance if member selec ts the level of cover. ‘Group super’ refers to default insurance
provided through superannuation and ‘group ordinary’ refers to othert ypes of group insurance such as employee insurance.

6RXUFH $35%
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2.3 Appraising the merits of insurance in super
The performance metrics discussed above highlight some of the

Association of Superannuation Funds of Australia

2.3.1.2 Lower cost to individuals
"QVXUDQFH LQ VXSHU SURYLGHYVY FRYHU WR WK

H]FLHQFLHV RI LQVXUDQFH ZLWKLQ WKH VXSHW DQ@QXD WRRY DUPP WHRWMVHQWY D GL<HUHQW
DOWKRXJK WKH EHQH4WV RI WKH V\VWHP H [iniidualymirdeR@itGnWHicy. This ¥ iHassible due to the

of coverage and payouts. Insurance in superannuation further
improves outcomes by increasing access to cover, reducing costs
for individuals and reducing costs for government.

2.3.1.1 Greater access to cover

aggregation of individuals into a common pool which serves to
lower the impact of adverse selection (the risk that only those who
are more likely to use the insurance purchase a policy). If insurance
is only paid by those more likely to use it, then the costs must
necessarily be higher for each individual as a greater proportion of

"QGLYLGXDOV WHQG WR EH PRUH ULVN DY H W¥odlezreldxpetiadrtd SpErienck ab adv@rbe@enD A discussed
ORVV UHODWLYH WR DQ HTXLYDOHOGWdAQDQHLDO JDL® KODRWONV RHEHQRQWY WKRVH LQGLYLG
D UHVXOW LQGLYLGXDOV DQG VRFLHW\ JH Qriskchtepariessaidntay tthdriReHateigheHoDsVsHh&sociated

certainty provided by insurance. Although this is well understood,

with insurance coverage, since group insurance distributes their

KXPDQV DOVR KDYH GL]JFXOW\ PDNLQJ SURY IndtéaRep Yisk Rotbsb &hydddei/cdstbnigChbase.

unlikely events (optimism bias) that leads to underinsurance in
private markets.

Insurance through superannuation provides cover for people who
would not otherwise have had cover. As almost every Australian
has a superannuation account, the default opt-out arrangements
provide greater coverage across Australians. There is evidence
to suggest that the number of Australians covered by some level

Group insurance also has lower costs of distribution as a result of
the current opt-out arrangements. The wider member base creates
economies of scale that reduces the per member contribution
towards group costs including administration and underwriting
expenses!® Similarly, the Productivity Commission analysis of
insurance in superannuation showed that funds undertake a
regular and competitive tender process , consistent with low

RI LQVXUDQFH ZRXOG EH VLIJQL4FDQWO\ O R mblithneXxasts tr mMemBes\Ws & @sit\of MeH finds buyer

Analysis conducted for this report using insurer data showed that
regulatory changes under PYS and PMIF resulted in an opt-in rate
of between 10-28% depending on the age of members. Although

power. Individuals therefore also experience lower search and
advice costs since their superannuation fund selects their insurer,
a decision that is subject to a ‘best-interest’ obligation.

WKHVH FKDQJHVY PD\ QRW EH UH5HFWLYH RI WUXH RSW LQ UDWHV WKH

UHGXFWLRQ LQ WKH LQVXUDQFH SRRO LV oUMREBOCRR WKHEHVRUWA FHRADH\WBY WRAPIWHG Z

coverage, higher costs to the individual (discussed below in Section

through superannuation contributions rather than on take-home

DQG KLJKHU FRVWYV WR JRYHUQPHQW RPPME gsiinAngiyigugy, retail policies. Firstly, premiums paid

Higher rates of coverage of insurance assists in addressing
reported problems of underinsurance across Australia. In 2020,
RiceWarner estimated the cost to government of underinsurance
WR EH PRUH WKDQ

IRU LQVXUDQFH LQ VXSHUDQQXDWLRQ FDQ EH
individual retail policies since pre-tax contributions are taxed at

RQO\ FRPSDUHG WR DQ LQGLYLGXDO V PDUJ
is often greater.® In addition, superannuation contributions

PLOOLRQ IRU OLIH D Qreprgseht radréy that cowdrRt@therwise be used by the

4JXUHV ZKLFK ZRXOG EH PXFK ODUJHU LQ WHsdmbramiH&ifereR hde andtheRrE Hoes not impact the

held through superannuation accounts.

Default group insurance provides access for people in high-risk
populations that may not otherwise be able to access insurance
(such as people with pre-existing medical conditions, or people
who work in high-risk occupations). Group policies can charge
lower premium costs by pooling risk over a larger population,
particularly under the existing opt out arrangements. This means
that an individual with higher risk factors can access insurance at a
substantially cheaper rate than under an individually underwritte n
policy and will not be excluded due to high risk of payout.

20

day-to-day household budget. This means that consumers are not
forced to choose between insurance cover and other immediate
essentials such as housing, groceries and utilities.

2.3.1.3 Government costs

Whilst insurance in superannuation is taxed at concessional rates

and therefore represents a cost to government, growing insurance

coverage reduces the government’s welfare and disability

VXSSRUW OLDELOLW\ "I LQVWHDG RI VRFLDO V
able to support workers who are no longer able to earn a wage,

this relieves the pressure on social security systems. Even with

insurance in superannuation, under-insurance across death and

TPD is estimated to cost the Australian Government more than

$600 million per annum in additional social security. *°
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6WUHQJWKHQLQJ WKH V)
better use of data to better target
benefits

Key points
Inclusion of additional member characteristics could improve the valu e for money of policies.

With better access to and use of member data, such as age, income and dependent s could see better coverage of around $1.2 trillion
GROODUY HTXLYDOHQW WR Rl WRWDO VXP LQVXUHG DFURVY OLIH 73' DQG "3

For example, reallocating life insurance based on age, marital status and dependents could result in changes to insurance cover and
premiums. An older, married member with children could receive 20% extra cov erage (i.e. taking a payout value from $140,000 to

%\ FROQWUDVW D \RXQJHU PDUULHG PHPBEXFH ZVKMHKLOQFRKHOEIHQ ARMOGHWGHKEGLQJ D!
FRVWYV IURP WR JRU HIDPSOH D ZLWK DGHIRM)QRRDOHQW LQ WIH BNBIQW RI WKHLLU
OHPEHU EHQH4WYV IURP SD\LQJ DSSUR[LPDWHO\ WHHX/FWQL B Q HRPQ ¥ XY SHQWHIDUH P L X P

Collecting the data required to better match insurance coverage to need requ ires and cooperation between government, trustees,

insurers and members. Although not all additional data would require polic y change, for instance Super Stream Data and Payment
6WDQGDUGY DOUHDG\ SURYLGH IRU RFFXSDWLIR Y KH @62 RADR/ EXR WU\RIYAL G IH @&/ L YL WSHED WW HIV F
LQVXUHUV WR GHVLJQ EHWWHU SROLFLHV ZISLOBWHG QWUBXQODQFAMVKH EHQH4WYV RI JURX

'KLOVW GHIDXOW LQVXUDQFH FDQ JH QH U D WThisschapter 4¥plurels e Patsritiad th Drdate imprbueRnints to

VHH 6HFWLRQ WKH FXUUHQW DSSURDFKIWRXBVMQAVRUQQEW\EXXVQRY ULFKHU GDWD WR |
cover is broad. Individuals are assigned to groups based on groups. With small changes to default characteristics, insurance
few characteristics (usually age, gender and, much less often, cover will better meet the needs of the individual and reduce
occupation type) which for many Australians will be a general basis instances of under- (and potentially over-) insurance (see Box 4).
to determine their level of insurance need. Whilst the purpose of Just as reallocation could occur between members as a result of
default group insurance has never been to fully meet a member’s better data, reallocation could also occur across types of cover for
LQVXUDQFH QHHGY WKLV SDUWLFXODU LV VXgivehbnémb@&. Higs\Vkepdrth@s &ot chnkittered this approach for
Productivity Commission as a source of suboptimal outcomes for a modelling purposes, although it is considered below in Section
ODUJH VKDUH RI PHPEHUV B6HFWLRQ 6HFWLRQ FRQVLGHUV WKH FKDOOHQJHYV

design in order to realise these objectives.
!! Poor tailoring of insurance can result in insurance that is
of low value or causes excessive balance erosion for some
cohorts of members. Funds need to use the information that
they collect from members to develop insurance cover that
limits these undesirable outcomes and best meets member

needs.® a a

21
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Box 4: the concepts of under and over insurance in this report

Association of Superannuation Funds of Australia

This chapter refers to the concepts of under- and over-insurance. For the pur poses of this report, these concepts do not relate to

LQGLYLGXDO ULVN OHYHOV

'"HORLWWH $FRF BDWOVDFRIQRPRIFZVKRY QRWW XSQURHOWDNHQVWHDG

insurance that would be required in the event of a payout, based on an individual ’s characteristics.

Consider two persons (Person A and B) who are the same age, income and occupation, however Person A is single and has no
GHSHQGHQWY ZKHUHDVY 3HUVRQ % LV PDUULHG ZIHWK W@ & LFKLGX®WH/QD U K HVKIHV W DPHY HRQ HR
WR GLH RU H[SHULHQFH SHUPDQHQW GLVDELOHWG W KW LMD K/ bX IRDAQKHHHU D UDHO GVLK R K HKQ W K HIL B RC

are under the same insurance contract, one of them must be either over or under-

insured. Either Person A is paying for additional

LQVXUDQFH FRYHU WKH\ GR QRW QHHG RU 3HUVRQGHWIVNRQRW QXHGE M RW GAKIHQ UXE H SHIRE HW

they need to make a claim.

3.1 Better data access for group insurance

Default insurance is in place to provide a basic level of cover for
those that might otherwise not have it. If necessary, individuals
can engage with their superannuation provider to adjust their
individual cover, however, the reality is that few members take
action to tailor their insurance cover to better suit their need. In
2020, ASIC research estimated that 86 per cent of superannuation
members have default insurance settings. ?* This section explores
how marginal changes to group insurance could improve outcomes
for members.

Figure 3.1: Simple representation of insurance need distribution and ins

—~QH]FLHQFLHV LQ FXUUHQW GHIDXOW LQVX

KLOVW JURXS LQVXUDQFH SURYLGHV D FRVW F
EDVLF FRYHU GHIDXOW FRYHU RQO\ PDWFKHYV !
aggregate terms, this can be represented by a mismatch between

default insurance cover and insurance need. This is illustrated

LQ )LIXUH ZKHUH D VXEJURXS RI WKH EURDG
selected into a single default group with an approximately normal

distribution of insurance need. Although the average member

within a cohort is suitably insured, those with less/more need than

the average member are over/under-insured. This is a stylised

SRLQW LQ UHDOLW\ DV GLVFXVVHG LQ &KDSW
insurance provides below the average level of insurance needed.

urance — group insurance
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6RXUFH 'HORLWWH $FFHVV (FRQRPLFV

$OWKRXJIK LW GL<HUV EHWZHHQ IXQGV LQVXDHWHDQGNVIRY LFIL HYVR X\SKH) Wk RIKIRDUONNVKW R JH W k
gender and, less commonly, occupation. Whilst these characteristi cs, particularly age and occupation, might represent risk levels, they
GR QRW QHFHVVDULO\ UH5HFW IDFWRUV WKDWDE@SRXHQRH QRHB ORWHQV YWWRDIQFHO X&H WK D U |

status, number of dependents, homeownership and income.
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3.1.2 What does better access to data in insurance look like? %HWWHU GDWD DFFHVV FDQ KHOS EDODQFH FR

7KHUH LV D WUDGH R< WR WDLORULQJ LQV X ngitarcR By rreefipgagmall numpeppkahaiaesesistios teek p o
FLUFXPVWDQFHV 3DUWO\ WKH UHDVRQ JURKBYH DX\ QEAFPIIVERR &®Rd! RYHU DQ LQGLY
at low cost is by pooling risk from a larger population and by improvements could be made without onerous data collection.
PLQLPLVLQJ DGPLQLVWUDWLRQ VHH 6HRR/LREIXUH kL QX W UPW PN LM MWFRQFHSW ZKHU
IDU WKH RWKHU zZD\ WKH V\VWHP ZLOO UH 5 fHpdiridegte pejierarah e ngadspbmembers o oeipile ¢f ihe

which might mean better targeted cover but also cover that is more distribution.

costly to insure and administer. Another appeal of group insurance

is that it is ‘low touch’ and requiring more onerous data collection

processes are likely to reduce overall participation as individuals

become discouraged and disengaged by the process.

Figure 3.2: Simple representation of insurance need distribution and ins urance — better data access
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6RXUFH 'HORLWWH $FFHVV (FRQRPLFV

As noted above, the current system of insurance relies mostly on the age of indiv idual members to determine insurance need. Whilst age
LV DVVRFLDWHG ZLWK NH\ OLIH VWDJHV WK D WV L EFRNMZHHIQQMIHG F R\KKRHIUWHVL 8 HYHH@EL G 1L \RID B ¥
LQFRPH OHYHOV GHEW DQG FKLOGUHQ "Q WKH BBWHR BRY ®@RIW 733V DR DAVIHBEY X UW R KHH HAGK BI L

« LQOFRPH GHWHUPLQHVY WKH DPRXQW RI LQVXUDQAH § HDH/EREG VDRV R GV B MV W KHH B QVIXQ BLHIUP DG
income and impacts capacity to pay premiums

* QXPEHU RI GHSHQGHQWY GHWHUPLQHY WKH QXPEMR RXBWHWREW KWH ®UDWYX\E RQHIPNQW D QF
death, permanent disability or loss of income .

« GHEW GHWHUPLQHV WKH DPRXQW RI LQVXUDQFH ®&HHGHE® W RS BH B WXKQ $HH UWPW ROID &HEW [
income.

7KH UHSRUW H[SORUHV WKH EHQH4WV DVVRFLDWRHW KZHWK | DG MRRUBR IETDHEMD 1 WHH @ X 8 WGWE X
group insurance in the following Section.

23



The future of insurance through superannuation | Association of Superannuation Funds of Australia

(VWLPDWLQJ WKH EHQH4WYV RI DFF H Ve mogelliGg:approach uses group-level data provided by a
7KLV VHFWLRQ RI WKH UHSRUW HVWLP DW H VS3PRIBOESERFINNPIe! [hegranislistihuions{jrsyrance

a system of better use of data. In particular, the report estimates across age cohorts."The analysis then compares the current

WKH EHQH4WYV DVVRFLDWHG ZLWK LQFOKWG L @9cainef defauthevel 2g3ingtia peyvislisipiiign Raged on

in the determination of default insurance cover. insurance need obtained from actuarial modelling previously
conducted by RiceWarner (now part of Deloitte). The RiceWarner

* Age modelling determines the level of individual insurance need across

the Australian working age population using detailed cameos
based on the 2016 Australian census data. The analysis assumes

» Marital/de facto status that the level of insurance (sum insured) in the system is static
across scenarios; better data access does not increase or decrease

the total level of sum insured, only reallocates proportionally in
Other characteristics, such as debt levels would ideally be included accordance with need.

in this analysis, however the report has excluded these from the
modelling due to unavailability in actuarial estimates. Occupation
is another characteristic sometimes used in the design of policies.
It is usually included as part of risk analysis more so than coverage
levels so it is not included in the analysis in this chapter, but it could
be part of better policy design in the future.

¢ Income

« Number and age of children.

Box 5: A note on interpreting results

The results presented in this section are measured in terms of the total amount of su m insured that is reallocated between members

under the proposed system. Sum insured refers to the total amount payable to me mbers in the event of a claim, and since the

EHQH4WV RI VXP LQVXUHG DUH RQO\ UHDOLVHG LQ D MEBIMQFODOPYHKH PROWWBRWH YRR XH
below should not be compared to metrics such as GDP.

"QVWHDG WKH UHVXOWYVY RI WKLV VHFWLRQ V HHNQWRHE HFPFRRXCDVAN B W H DMK YW G/ MIKQU.R K DIQ WP
operation of group insurance. This would alleviate some of the concerns wi th the current system whilst preserving the broader safety
net provided by insurance in superannuation.

The exercise presented is based simply on reallocating the current total sum i nsured within each of the three insurance types. It does
not presuppose the current level of insurance is optimal (in fact, it may be less t han optimal). Nor does it propose any shift of total
coverage E H W Zlkekh@e streams of insurance, which could be another improvement opport  unity.

A discussion of the limitations and challenges of this approach are discus sed further in Appendix B.

3.2.1 Total reallocation of sum insured The largest reallocation (in both nominal and percentage terms)
Using this approach, the reallocation of insurance in accordance occurs in life insurance. This report estimates that 800 billion

ZLWK QHHG KDV D VLIQL4FDQW LPSDFW RQ WRGPTEUMIFUPLEOWA bR Galleaipg #cross cohorts and
LQVXUHG $FURVV WKH WKUHH W\SHV RI LQV3eURets AlPefgeripdp terms e ofiange)ielife insurance is

that the inclusion of income and dependents would reallocate DOPRYV W_ WZLFH DV obuU JH D_V W_K H UHDOORFDW
DSSUR[LPDWHO\ WULOOLRQ R1 WRW D @"YIR Y i)skianges Thisipnsipeighg since life insurance has
This reallocation occurs both within and between age cohorts. OLWWOH RU QR EHQH4W WR DQ LQGLYLGXDO Z1

DQG "3 DUH YDOXDEOH WR WKH D<HFWHG FODLF
EHORZ XQGHU &KDUW

Table 3.1: Reallocation under smarter insurance, by insurance type

Cover Reallocation ($bn) Reallocation Sector reallocation
Life 800 42%

TPD

IP 61 29%

6RXUFH 'HORLWWH $FFHVV (FRQRPLFV 5LFH:DUQHU $35%

i Group level insurer data is scaled to market totals found in aggregate APRA statistics.
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7KH UHDOORFDWLRQ RI OLIH LQVXUDQFH VXP LQUXWHG EKHDJH HFREARKWEHE BUHVHVXWREAG WK
RI VXP LQVXUHG EDVHG RQ GDWD REWDLQHG IURP LHW WKHUEORK VKDOLHIQBUBIO \HDSU AN HQK
distribution with income and spouse dependents considered. The colum ns show the absolute value of the total reallocation under better

GDWD DFFHVV IRU WKDW DJH FRKRUW VLPLODU @KDUWY JRU AHI3DPRGH 3LIQB OXGEHG WVE $S8H
cohort only has a $44 billion increase in total sum insured, although movemen t within this cohort results in the highest total reallocation

($149 billion).

Chart 3.1: Redistribution of sum insured under smarter defaults by age coh ort — Life insurance
450
400
350
300
250
200

150

Sum insured (billions)

100

50
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Current W Smart defaults W Total reallocated

I1RWH $GGLWLRQDO FRKRUWY FRQVLGHUHG QRRPK ®H) 6 QNXNFEMNV G GDFIHRRY VEBIWNHYGHQW V

6LPLODU FKDUWYV VKRZLQJ WKH GLVWULEXWLRQ[R%73URP® GQ 3WKWH L QFDVGHHIR U F\B DHQHEV X
between estimated default amount and estimated need per actuarial mod elling.

6RXUFH 'HORLWWH $FFHVV (FRQRPLFV 5LFH:DUQHU $35%

JRU OLIH LQVXUDQFH WKH \RXQJHU DJH FRKRUWWRPHKBQ8 GHZSHQBMHRHNRY KEBIQHH KW IJG HON W |
LQVXUDQFH DQG WKHUHIRUH KDYH WKH ODUJHVWDGHFDERHVM) MNP WAMXUH@®ORGGHU B BN W
LQVXUHG LV DOPRVW KDOYHG DQG SHUFHQW UBQRAW2Z® QVKRHR RSMXWHHUGKWR &G XWHH@QDQ\
groups that are most underinsured in the current settings are those members bet ween the ages of 40-49, consistent with expectations

about numbers of dependent children within this age cohort. Box 6 describe s how this change to better data access impacts individual

members.
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Box 6: better data access default cameos — Life insurance
&RQVLGHU WKH EHORZ FDPHRYV

e OHPEHU LV PDUULHG DQG LQ WKHLU PLG V ZLWK WZR GHSHQGHQW FKLOGUHQ
e OHPEHU LV LQ WKHLU HDUO\ V ZLWK D SDUWQHU DQG QR FKLOGUHQ

5HDOORFDWLRQ XQGHU EHWWHU GDWD DFFHNMU SURY LGHVQFHURHEHH RAY WX ULG®WWV LIRQ W K H
GHDWK ZKHUHDV OHPEHU EHQH4WV IURP SD\LQJ PYSIHRYLMHDWHO\ UHG KN W ILRIQSRIBI AFLXU U H C

There are a number of ways that this reallocation could manifest able to access this information without carefully considered and

within the current system. For new members, they could simply VLIQL4AFDQW DPHQGPHQWY WR WKH 3ULYDF\ $F
EH R¢tHUHG WKH QHZ GHIDXOW OHYHOV RI FRRHWHUKTHRQIWHIARFHHD BULYDF\ &RGH

levels for existing members would require a transition process.

For some members it will decrease their coverage levels and lower
premiums. These could be adjusted automatically or members
could be given the option to change coverage levels. For some
members there will be the opportunity to increase coverage levels
for certain products. This could be implemented in various ways,
such as a shift in coverage levels between products, or members
could be given the option to change coverage levels.

Another potential solution is that trustees need to regularly

obtain the required information from members in order to keep
insurance coverage aligned with insurance need. This could
involve amendments to the Superannuation standard choice

form submitted by employees to elicit more information regarding
individual characteristics and requirements. However, recent
changes to the system, for example, the ‘stapled super fund’ V rules
under Your Future, Your Super (YFYS) might in fact reduce the

3.3 Implementation challenges overall contact with members. Whilst a relatively simple solution,

Moving towards a system with better data access and use is not WKLV ZRXOG OLNHO\ RQO\ EHQH4W HPSOR\HHV
straight forward. Collecting the data required to better match employers whilst members who do not change jobs will have

insurance coverage to need requires careful policy design insurance need determined by potentially outdated information.

and cooperation between government, trustees, insurers and
members. Some information would be easier to obtain than
others. For example, individual income could be reasonably
approximated through a person’s employer contributions to

These implementation challenges should not discourage insurers,
trustees and policy makers exploring further opportunities
to develop the data capabilities of default insurance in
superannuation without additional data qathering. On the other superannuation. As demonstrated, improvements in the collection
P . . g g.. RI LQIRUPDWLRQ FDQ SURYLGH PDWHULDO EHQ
hand, information such as number of children, marital status L .
better all%nlng insurance with need._Such a\s,\)/stem could address
DQG GHEW OHYHOV ZRXOG EH GL]JFXOW WR DFTXLUH"Z A HTXF|V f_(%J .
) . ) . ) ; issues relating to the appropriateness of default cover and avoid
data directly from individuals. Although this data is available in

removing or underminin%a swtem thatFProvides an important

WKHRU\ .WKH $72 IRU H[DP.SO.H FXUUHQWO\/B \VQLI-RI\IIF\/V DD \}'LRJ%Lﬂ:DQW QXPEHU RI $XV\
occupation, marital status, partners and relatives, income, debt . .
otherwise hold an |nsuranceop

glicy.
DQG DVVHWYV DV SDUW RI WD[SD\HU UHFRUGYV LQVXUHUV ZLOO éRW EH

" Premium savings determined using the ratio of premiums per dollar of sum insu red by member cohort across the sample of insurers.

v Since November 2021, employers are required to check with the ATO if their emplo yee has an existing superannuation account
(‘stapled fund’) to pay their superannuation into.
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4 Strengthening the system through a
greater focus on wellness and return to
work

Key points
There are barriers preventing insurance in super from improving wellness a nd return to work outcomes for members.

*UHDWHU DFFHVV WR WUHDWPHQW DQG VHUYLFHVRPHYLINHROQ WRHPESWRYHKBHWKXHQ WR Z R
illness.

2XU DQDO\VLV 4QGV Rl "3 LQVXUDQFH FOD IQP QWM W KHRQMF BH\GY VUHHKYDLEFLHO/L /DKV DR NH O\ W
they otherwise would not have. Broader access to treatment is also estimate d to result in those who would have returned to work
DQ\zD\ GRLQJ VR RQ DYHUDJH ZHHNV HDUOLHU 6PDOOHU EHQH4WV DOVR H[LVW IRU 73

%URDGHU DFFHVV WR WUHDWPHQW FRXOG DVVLWW ® @ R \Z\R UNDRWH3J W KHPAHPBEM UR/UMR UHDA
back to the workforce and retirement is accounted for this would yield an addit ional 4,400 full-time equivalent workers to the

Australian economy by 2062, boosting GDP by around $1.1 billion in that year . At the same time a further $126 million in social and

other costs of unemployment would be saved.

"PSURYLQJ DFFHVV WR HDUO\ LQWHUYHQWLRRW FOIPA®PX GZRNYCEH RHGILFHPEIXUWREN EHQH:
RlI "3 FODLPDQWY ZKR DFFHVV WKHVH VHUYLFHV DBRAWRKRHNEOV NV RRXHOWGEXQ RWVIRDZRHU N Z KOH

broader access to treatment and 10% as a result of access to early intervention . Broader access to treatment and early intervention is

also estimated to result in those who would have returned to work anyway doing so o n average 10 weeks earlier.

7KHVH H[SDQGHG EHQH4WYVY ZRXOG DVVLVW DURXMN\GRYHU RWHPHE KUV W RRUMW XHDQUW R 7Z4RY L\
H[WUD IXOO WLPH HTXLYDOHQW ZRUNHRY IEQ DGGEMQRVHDWLOB LQ ELOHDUYV WLPH 6RF
would be reduced by $224 million.

For several years, the question has been raised whether insurance However, the removal of these barriers would allow insurers to
through superannuation (IP or total and permanent disability) expedite treatments that are delayed due to the constraints in the
could do more to assist with greater to wellness and work health system or concerns about cost. It would also allow insurers

RXWFRPHVY VR WKDW SHRSOH FRXOG UHWXWRWVRWWHWRVMLRUW AHPRIBUMOWR 4QG D VXLWI
the case of IP, return earlier. It may also be possible for treatment

WR SUHYHQW D WRWDO DQG SHUPDQHQW G LY BNEESAASHPErausiiqn ipws gaplg alsainiemporary
LQFDSDFLW\ EHQH4WV WKDW PLJKW EH EHWWH

In both cases the nature and pace of a member’s return to work is outcomes.

an important outcome for them as individuals and for the economy

as a whole. The aim here would not be for insurers to interfere with medical
decisions, but instead to collaborate with doctors with the aim

Superannuation and health legislation currently prevents insurers of improving work capacity and retaining links back into the

from providing medical treatment to rehabilitate members and workforce.

4QDQFLDO SD\PHQWV PXVW EH IRU WHPSRUDU\ LOOQHVY LQMXU\ "3 RU

permanent incapacitation (TPD) and for income and occupational Removing these barriers and providing greater certainty could
support rather than clinical/medical support. DOVR IDFLOLWDWH WKH GHYHORSPHQW RI LQV\

ZKLFK LQFRUSRUDWH 4QDQFLDO VXSSRUW ZLW
improve the prospects of members returning to the workforce.
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Such a policy change could also potentially reduce claim costs for IURP SD\LQJ EHQH4WYV UHODWLQJ WR WKH FRVYV
insurers, although there would also be additional costs associated D OHGLFDUH EHQH4W LV SD\DEOH 7KLV SUHYHC
with providing medical support and treatment for members. As meeting out-of-pocket costs across a wide range of health services

such, the net change in expenditure is unclear and has not been including hospital treatment and certain mental health treatments

modelled as part of this work. in the community.

7KH DQDO\VLV LQ WKLV FKDSWHU 4QGV W K DSperann@atibrre uRatibh -prekda Dp@ydrte ni&/ fkob W

gave insurers greater scope to provide treatment and services VXSHUDQQXDWLRQ IXQGYVY XQOHVVY D FRQGLWLR
ZRXOG SURGXFH PRGHVW DJJUHJDWH EH QH 4Wese tequidtidhsiapply Roypayménts trdm insurance within super.

WKH\ ZRXOG EH VXEVWDQWLDO IRU WKH PHPEHHM BW PMKIHGY B QIGHIXBBWLRQV DOORZ SD\PHC
VLIQL4A4FDQWO\ RYHU ORQJ WLPH SHULRGV continue a member’s income, but prevent any payments designed

to help members back into work.
A previous Parliamentary Inquiry in 2018 from the Joint Committee

on Corporations and Financial Services, ‘Options for greater Moreover, legislative requirements mean that death and TPD

involvement by private sector life insurers in worker rehabilitation’ PXVW EH R<HUHG E\ GHIDXOW LQ 0\6XSHU SURG

FRQVLGHUHG D VSHFL4F SURSRVDO LQ WKLVIPRX\D RQRPX/V&HI )I6Q@J TRB OXPS VXP EHQH4WYV

Inquiry recommended not proceeding with the proposal, and total and permanent disability rather than encouraging the use

instead proposed it be considered in detail by ASIC. While the FSC of rehabilitation treatment and services which may address the

proposal included a number of suggestions to minimise risks that XQGHUO\LQJ LQMXU\ RU LOOQHVYVY PRUH H«HFWI

would arise by poor system design, the Committee agreed with

concerns raised by Maurice Blackburn and others that the risks Finally, the purpose of insurance in super is not legislated. In

were too high. SUDFWLFH WKH IRFXV LV W\SLFDOO\ RQ SURY L
live with a disability rather than encouraging early intervention

This chapter does not re-analyse the risks raised in that process, which may substantially reduce the duration of injuries and

instead focusing on how greater scope for insurers to support improve return to work outcomes. This was acknowledged in

WUHDWPHQW DQG VHUYLFHYV PD\ SURYLGH Ereld@riebwiriverté B tRHISE EbdfereGee byHeWidister for

and the economy more broadly. Compared with other analysis Superannuation, Financial Services and the Digital Economy, dne

WKHUH LV PRUH VSHFL4F WUHDWPHQW RI WKHXPH FRKRUW DQG RQ WKH VRFLDO
EHQH4WYV RI ODERXU PDUNHW SDUWLFLSDWLRQ 7KH SURSRVDO GRHV QRW
seek to impose a requirement on members to seek treatment or

reha_bilit?tio? ser;/icr?s Tgirecolgnitses that any decision to elect to ! ! One Of the th""]gs tha‘t |
receive treatment should be voluntary. ) ]
know life insurers have been
o | | talking about is... rather
There are currently legislative and regulatory barriers preventing ] ]
life insurer funding of treatment, including within the Life Insurance than haV|n9 TPD Clalms for
WKH 3UYYDWH

$FW /LIH $FW WKH +HDOWK "QVXUDQFH $FW
+HDOWK ”QVXUDQFH $EW DQG LWV VXERUGLﬁmaph@a|m@g |Lﬁ‘Wp’SUfT]S
the Superannuation Industry (Supervision) Regulations.

, .
Life insurers are bound by the Life Act not to provide insurance maybe there Sa Way that llfe
products that sit outside the bounds of the life insurance business. :
"QVXUHUV DUH DEOH WR R<HU FRQWLQXRXV GLW‘%‘:’%@\KIS MlqmyEWLEQBRW
R«<HU DQ\ SURGXFWYV ZKLFK DUH VHHQ DV SDUWﬁé&ﬁﬁWﬁ-é?Hé?ttﬁah aS a

business. This prevents life insurers from funding a range of

WUHDWPHQWY WKDW FRXOG EH FRQVLGHUHG KH@)XKP(SXWIPEHQH4WV aa
such as rebates on elective surgery or physiotherapy. There are

FXUUHQWO\ QR DUUDQJHPHQWY LQ SODFH Wrgkesnlf'oge\t(hlérsatﬁes\é%HFL‘lF HIFHSWLR

v
nder the Act in relation to health insurance business gislative barriers prevent mgSt engagement
| I | | .
u Y Y E\ OLIH LQVXUHUV LQ VHHNLQJ WR SURYLGH EH

7KH +HDOWK "QVXUDQFH $FW DQG 3UL Y DiRAtOVNG theyanakty-ah KieenteTking gapggity of members.
SUHYHQWV DQ\RQH ZKR LV QRW D KHDOWK LQVXUDQFH SURYLGHU

4.1 Current barriers to greater investment in
treatment
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SRWHQWLDO EHQH4WYV RI LQFUHDV H Retuting to WérR &sQ yeldD posBive impacts for the economy
services to assist with rehabilitation from both increased labour supply and production of goods and
services but also greater taxation revenue and lower social security
expenditure.

The ability for life insurers to pay for rehabilitation treatment and
services for their members is likely to have a number of economic
DQG VRFLDO EHQH4WV 3ULQFLSDOO\ LW LVT(Rese&lonstWa?foﬁ)c)VWIergloyg%elDVWHU Dgg%tPRUH

economic impa
widespread access to appropriate treatment. This in turn is likely VEHQDULRV 7KH 4UVW VFHOQ DpU LR FRQVLGHUV ¥
to improve the likelihood of recovery and the speed at which

o i i o greater scope to invest in rehabilitation treatment and services for
members recover from injury or ill health. In particular, if insurers

. claimants. The second more ambitious scenario allows insurers
are able to fund treatment and reduce the wait time to treatment . . S .
. ; to not only invest in rehabilitation treatment and services for
this is likely to lead to faster recoveries.

claimants but also to provide early intervention treatments to
members even before they have lodged a claim. The second
scenario would allow for faster access to treatment and may avoid
the need for some members to lodge claims altogether.

Broader access to treatment and services is likely to impact on the
broader economy by allowing individuals to recover more quickly.
For some members, that will allow them to return to work faster

while for others it may result in a quicker improvement in physical 7KHVH VEHQDULRYV ORW UH5HFW VSHFL4F SI
PQG RU PHQWDO KHDOWK DQG 2HOO EHLQJ gijlaQik R Q%%ﬁ%wm\/mww@a’wmwmo XS\

an injury will be in a position to return to work, or indeed desire .
issues that prevent nsu rers from in vestlngln treatment in many

WR IRU WKRVH WKDW GR WKHUH LV OLNHO\ WR D L L4FD Gf
circumstances O eN 89, eaen |ns ers are unabe (0]

a
VRFLDO GLYLGHQG 7KRVH UHWXUQLQJ WR Zp%y%o’\#plrjlrﬁjayk%athc re}/vr\lll\c/: |mltg§he|ralblllt9tosupport

appropriate rehabilitation.

om
T

 Greater lifetime earnings

*« "PSURYHG VHOI FRQ4GHQFH 7KH SXUSRVH RI WKHVH VFHQDULRV LV QRW WR
but to consider how a range of potential changes that improve

access to treatment and early intervention could potentially impact

the Australian economy and individual well-being.

« Better health outcomes (returning to work quickly has generally
been found to result in improved recovery rates).

"Q FHUWDLQ FLUFXPVWDQFHYV UHKDELOLVODWL\R § KFIAQ ELHH @ KRH HADH/G WXVEX G V E HOR Z

Box 7: Rehabilitation case study
&RQGLWLRQ 6HYHUH GHSUHVVLRQ DQG DQ[LHW\

2FFXSDWLRQ ORZLQJ &UHZ *HQHUDO 3XUSRVH 2SHUDWRU

7KH PHPEHU FHDVHG ZRUN -XQH GXH WR VLJBRKRDQWPGHGE HBWNHYR @R XV XHAMAG B MW WH |
multiple hospitalisations and the need for the member to move in with his dau ghter for carer support. The member also resided

in regional Victoria, which presented further barriers to the member bein g able to access appropriate supports. MLCL were able to

refer the member to a mental health support program to assist with health coac hing and psychoeducation to support the member

in managing his day-to-day health and wellbeing via mental health manag ement techniques, activity scheduling and exercise routine,

nutritional guidance, and sleep hygiene.

MLCL were able to support the member in a return to work in a new oc cupation in a full-time capacity in December 2021. The membe r

provided feedback to say that he is doing very well, and his new job is ‘the best he has ever had’. The member also provided positive
IHHGEDFN IRU 0/&/ DQG WKH FODLPV FRQVXOWDQ@WH DXGLYGNVQ D I QSKKIHWY FHKWRE D G GAHHA'QS 1B UKV
recovery and happiness.’ And that the consultant had been ‘incredibly und erstanding and wonderful’.

6RXUFH 0/&/

29
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4.3 Economic impacts of broader access to treatment 7KH QH[W VWHS LV WR GHWHUPLQH WKH VKDUH
and services access to treatment and services who would not have access

to treatment and services under current arrangements. The
modellin%[assumes that an additional 22% of IP. claimants could

7KH 4UVW VFHQDULR LV RQH ZKHUH OHJLVOI%\N&%}| HI—QIBFLH-VFHtJyL gPLﬁﬂYIJB%LOLWDWLRQ W

WR RYLGH LQVXUHUV D WUXVWHHYV HDW LEL W\ L RYLGLO .
S U, G Q U, v Q G . v . JU assumpt%nsls%gsed o(r?tlhe s}lare%f ﬁD claims |F1;voI9|r‘1]g either
rehabilitation treatment and services to claimants including

covering anv out of pocket expenses associated with private mental health or musculoskeletal injuries (29%) ?* and accounting
g any P P P for the fact that sggeglgir;rgegﬂa alread%receive rehabilitation

4.3.1.1 Description of scenario and how it is modelled

KHDOWK LQVXUDQFH 7KH PDMRULW\ RI FODLPD(%PNV. -
E[or rom insurance In super undercurrent arrangements.

su

IURP VXFK D UHIRUP DUH "3 FODLPDQWYV :KL’\ﬁf LhW hV PR GL']eF%(.OW VKR

. . ental health and musculosketetal injuries have been chosen
achieve a return to work for those who have a TPD claim, a small

) . DV UH5HFWLYH RI WKH W\A\SHV RI LOOQHVVHV R
proportion of these claimants are also assumed to return to work

. S . . to respond well to treatment. This is not to say that other
after receiving rehabilitation in this scenario. These claimants are o . .
. ) conditions, such as cancer (which accounts for 10% of IP claims),
assumed to be more likely to return to part-time work.

PD\ QRW EHQH4W IURP HDUO\ LQWHUYHQWLRQ

Figure 4.1 provides a high-level overview of the modelling UHKDELOLWDWLRQ WUHDWPHQW DQG VHUYLFH
approach. The starting point is the total number of IP and TPD of conditions. This means that the population of claimants who

claims in a year. Over the last four calendar years, APRA data FRXOG EHQH4W FRXOG EH RU KLJKHU +RZHY
LQGLFDWHY WKHUH ZHUH RQ DYHUDJH AOH W WEEW o & D&ERPWWWRIPFODLPDQWY PD\ FKRR
FODLPV IRU "3 DQG IRU 73' HDFK \HDU treatment and services from insurers and (ii) some already receive

some forms of support currently, the assumption that an additional
22% of claimants would seek to engage in rehabilitation treatment

Figure 4.1 Overview of modelling approach and services appears reasonable.
Total Total
TPD P <
claims claims

Key considerations:

o ZKR FDQ EHQH4W IURP
rehabilitation treatment and services 3UR40H RI FOD|LPV E\
who might not have had access to it RFFXSDWLRQ DJH
RXWVLGH RI SROLF\ RSWLRQ

. HHFWLYHQHVV RI WUHDWPHQW RQ 57

\ 4 A
TPD claims IP claims Households
Earlier Earlier
; &)
return to return to < S Purchase
WOI’k Work Income
(weeks) (weeks) Fadtor markets Goods markets
Deloitte
Labour  Capital DAE-RGEM Local Interstate
5HWXUQ WR ZRUN E \ Resources  Land Overseas
RFFXSDWLRQ DJH "QSXWYV R Supply
Full- Part- > CGE Purchase Firms Purchase
time time model
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7KH VHFRQG NH\ FRQVLGHUDWLRQ LV GHW H WPda@a@sltowidermide the period of e ey remain in the

of rehabilitation in improving return to work outcomes. Overall,
the academic evidence suggests that access to treatment and
services can improve the likelihood of returning to work for an
LQMXUHG SHUVRQ E\ DURXQG
Lamminpaa (2008) found that those engaging in multi-modal

workforce prior to retirement. It is assumed that those injured at
DJH GR QRW UHWXUQ WR WKH ZRUNIRUFH

s PHWD D QIR dnamicihs merglinggegeynts foris that while

broader access to rehabilitation treatment and services is likely

UHKDELOLWDWLRQ DQG ZRUN UHKDELOLWDWYR G @RYHPYSSWYRHL PENHBLKRRG LQGLYLGXDOV

more likely to return to work following rehabilitation.  Arnetz
IRXQG D VLPLODU
interventionist rehabilitation and case management interventi on
for musculoskeletal injuries in a randomised controlled trial. 2¢
When this was applied to insurer data on return to work rates
it was estimated that access to treatment and services would
mean that among those who access rehabilitation treatment, the
likelihood of returning to work would increase by 11 per cent above
baseline levels. In other words, 11 per cent of the population of
claimants who access rehabilitation treatment and services would
return to work in circumstances where they otherwise would not
have if they could not access those services.

Evidence also suggests that those who receive rehabilitation are
likely to return to work earlier than they otherwise would have.

twelve months, it may not be appropriate to assume that those on

LQFUHDVH LQ UHWRY¥4PRerigIyR1 YaRksn fresbsgrige of broader access

to rehabilitation treatment and services. As such, the modelling

assumes that even those who would not have returned to work

after receiving additional treatment and services may have done

so over time, particularly after IP payments cease. At the same

time, there are some IP claimants who are likely to never return

to the workforce with one study estimating these individuals
FRQVWLWXWH R P° DidsGtud Yiduseddaréievmine

the proportion of individuals who would not have returned to work

at all in the absence of IP. The remainder are assumed to return

in the year following the end of their policy i.e. if they receive IP

IRU RU \HDUV WKH\ ZRXOG RWKHUZLVH KD?
\HDUV DQG 7KH VPDOO SURSRUWLRQ ZKR\
60 or greater are assumed not to return to work in the absence

$ VWXG\ E\ &DGHQFH (FRQRPLFV IRU WKH )6 &f aaiditiéizal RoDes&/ti§ HehalliGitio tieatment and services.

of industry consultations and estimated that average return to

7TKHVH DVVXPSWLRQV FUHDWH D UHDOLVWLF SL

ZRUN SHULRGV ZRXOG GHFUHDVH E\ 4YH ZH kthK hasblivie Dn Bumhnxr( tverR ardddsseHthlly thivee groups of

treatment and services. This assumption is also used in this work.
Insurer data indicates that the average return to work period varies

from 6 months to 18 months depending on the occupation. Claims

LQGLYLGXDOV

1. Those who would have returned to work within a short window

GDWD LV WKHQ XVHG WR GHYHORS D SUR40H RS ARRERSS &f FplvipgehRPiE]tien figaigengand

occupation.

The number of individuals returning to work are then split into
full-time and part-time employment based on the share of part-

VHUYLFHYV
weeks faster.

2. Those who would not have returned to work in the absence
of receiving rehabilitation treatment and services until the

WKHVH LQGLYLGXDOV DUH DVVXF

WLPH HPSOR\PHQW LQ WKH HFRQRP#®THXLFK L Vcdssatiod bf ¥ @\payments but do return after receiving

information is then used to determine the increase in the supply of

employees (in FTE terms) by industry over a forty-year time horizon

which is then used as an input into an economy-wide CGE model
GLVFXVVHG IXUWKHU LQ VHFWLRQ

The inputs to the CGE model estimate the additional labour
supply as a result of broader access to rehabilitation treatment
and services relative to what labour supply would have been
the absence of broader access. This accounts for a range of key
dynamics.

UHKDELOLWDWLRQ WUHDWPHQW DQG VHUYLF
increases for the period between their return to work and
ZKHQ WKHLU "3 SD\PHQWYV HQG ZKLFK LV HLW

E HOR Z8 or at retirement.

Those who would have never returned to work (assumed to be

Rl DOO FODLPDQWY EXW GR DV D UHVXOW
treatment and services- these individuals experience an
increase in labour supply up to the point where they retire.

Finally, it is assumed that broader access to treatment and services
may allow some workers receiving TPD to return to the workforce.

7KH 4UVW NH\ G\QDPLF WKH PRGHOOLQJ DFRRXGQUAMHRPodh ¥r bWt FritRirk as a result of
UDWHV 6RPHRQH UHWXUQLQJ WR WKH ZRUNré&h’liﬁé"a&e]sgﬁtrea%largz%dlga\yidés,%rawing on evidence of

shorter time period in the workforce than someone returning at

recovery rates in the workers compensation context.

DJH 7KH PRGHOOLQJ H[SOLFLWO\ DFFRXQWYV IRU WKH DJH SUR40H
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4.3.2 Social costs of unemployment » Unemployed individuals also forego superannuation
In addition to the income foregone by the individual there are a accumulation, which also sees taxation revenue forgone by the
range of other costs of unemployment borne by the individual, Commonwealth government.

their family and broader society. Deloitte Access Economics has
previous estimated that the total cost of unemployment is around
$97,000 per unemployed person per year

» Transfer payments SUHGRPLQDWHO\ UHSUHVHQW EH
(including Newstart) to unemployed individuals from the
7KLV FRQVLVWYVBhmonwealth government, but also includes concessions

 Income foregone LQFOXGLQJ VEFDUULQJ H<HFwv KIPERY'S Mg bythe victorian government.
unemployment) is by far the largest cost category. e 1RW IRU 8x{pénditte.

¢« 7KHVH FRVWY DUH ERUQH WR GL<HUHQW GHJUHHV E\ LQGLYLGXDOV
(through foregone wages), government (through foregone tax
UHYHQXH DQG WKH FRPPXQLW\ WKURXJK VFDUULQJ H<HFW RQ IXWXUH
earnings of children of the long-term unemployed).

After excluding the impact of unemployment on labour income and superan nuation and subsequent taxation, the cost to the community
RI XQHPSOR\PHQW LV HVWLPDWHG WR EH DSSUGKMDWHONG LQ &K SH U VRIQOIRZ L O

Chart 4.1 Broader economic cost of an unemployed person by category
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This can then be used to estimate the social cost of unemployment
avoided by the role of broader access to treatment and services in
facilitating individuals to return to work. The avoided social costs
are set out in Chart 4.2 below.

These economic costs capture the cost to the community but

do not capture the costs to an individual’s well-being including
their physical and mental health. Engagement in employment has
been found to be associated with improved physical and mental
health outcomes and can enhance an individual’s feelings of social ,
FRQQHFWHGQHVYV DQG SXUSRVH 7kHVH VRFEBBENEN 5B by En Mxvw
as important or more important for individual than the economic
returns from re-entering the workforce.

JLIXUH
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3. A CGE model estimates an alternative
growth path for the economy as the result
of the ‘shock’

”

2. Intime 0, a policy
change/project (a ‘shock’)
occurs in the economy

4.3.3 Economy-wide impacts

This study uses CGE modelling to measure the net economic

impacts of the increase in return to work on the economy

over time. The net impact refers to the economic growth and
HPSOR\PHQW DWWULEXWDEOH WR WKH GHFLVL
scenario in which broader access to treatment and services does

not take place. The policy scenario is a ‘shock’ to the baseline

where it is possible to simulate the economy-wide impact of the

increase in labour force participation as a result of broader access

The notion of additional activity over a baseline is visualised in
Figure 4.2. The focus on additional economic activity means that
this study focuses on the economic activity and number of jobs
created through a greater focus on return to wellness and work.
The focus of additional activity makes impact studies a powerful
tool to understand the outcomes of the policy decisions. More
information on the Deloitte Access Economics’ Computable
General Equilibrium (DAE-RGEM) model can be found in
Appendix A.

(FRQRPLF LPSDFW DV WKH GL*HUHQFH EHWZHHQ WZR VFHQDULRYV

4. The impact of
the ‘shock’ is the
GL<HUHQFH
between an
economy where
the ‘shock’ occurs,
and an economy
where the ‘shock’
does not occur

(all else being
equal)
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"QFUHDVHG HPSOR\PHQW DFURVYV GL<HUH QWO¥eNtheperiod to2662, Bt iddreB s i® GDP translates to $4.8

stimulates economic activity across all sectors in the economy.
Labour intensive sectors (such as business services, construction)

ELOOLRQ LQ QHW SUHVHQW YDOXH WHUPV XVL
7KHUH DUH DOVR VLIJQL4FDQW DYRLGHG VRFLD

DUH WKH KLIJIKHVW EHQH4FLDULHV FRPSDUH &hidt RreRe$trat-d ¥ berworth @126/milidp M2esR.V H

in employment is slightly smaller than the direct labour supply
increase from access to treatment and services. This is because
an increase in labour supply results in a small decrease in real
wages which leads to a marginal reduction in labour supply. Due
to the economy’s ability to absorb the additional workers and a
downward slopping demand curve, real wages decrease by an
average 0.002% over the period to 2062.

The results of the CGE modelling and social cost of employment are
summarised in Chart 4.2 below. The net impact can be measured

in terms of the change in GDP and net change in employment

as a result of greater return to work. By 2062, broader access to

7KH LQFUHDVH LQ )7(V LV VLIJQL4FDQWO\ ORZH
QXPEHU RI PHPEHUV UHWXUQLQJ WR ZRUN ZLW
assumed to return to work as a result of the policy over the forty

year period.” The increase in FTEs accounts for the fact that in the

absence of the policy some members would have returned to work

once their IP period was exhausted. It also accounts for transitions

to retirement and that some may return to work in a part-time

capacity.

The impact on GDP is similar in magnitude to that found in the core
VFHQDULR RI D VWXG\ E\ &DGHQFH (FRQRPLFV |

WUHDWPHQW DQG VHUYLFHV UHVXOWV LQ DWeHENEON WIeREHIEs are comprigdpyg/ @ sifgilar time horizon
HTXLYDOHQW )7( HPSOR\HHV ZLWK DQ LQF #R¥s¥$) iQyeves the Cadence Eqgromigsptudy focused on TPD

in that year.

Chart 4.2 Economy-wide impacts and avoided social costs, scenario 1

RQO\ DQG DVVXPHG D ODUJHU H«<HFW VL]H RI HI
so the results of the Cadence Economics study are not directly
comparable to those found by this study.
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7KH LQFUHDVH LQ *'3 UH5HFWV WKH QHW V HEsaUREsWayCiem/these malstriés [(sQchagadriculture and
HFRQRP\ RYHU WKH PRGHOOLQJ SHULRG 7 K&ovhelninikg Xed@Qrs)) Hane\rekMhe Mbkiddd ldotiviies in some
WKDW DV ODERXU LQWHQVLYH VHFWRUYV E Hitbtrids dbeisvét rec@ssarityDnvply thaOtieEiusty is projected

supply in the economy, some industries, however, experience
crowding out. That is, activity in growing sectors leads to reduced
activity in some parts of the economy as it draws productive

to contract. Rather, it indicates that, relative to the base case, itis
simply not growing as fast.

V7KLV 4IJXUH H[FOXGHY WKRVH ZKR ZRXOG KDYH UHWXW FOQHGWRHEZWNNQ QR ERWNEVHAGHAN\RID/

broader access to treatment and services.
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4.4 Economic impacts of broader access to treatment Itis also assumed that widespread access to early intervention

and services plus early intervention leads to a faster return to work relative to scenario 1. This scenario

assumes a return to work that is 10 weeks earlier in line with the

The second scenario involves insurers not only investing in broader estimates of reduction in sick days from the randomised controlled
WULDO LQ $UQHW] 7KLV FDQ EH WKRXJKW

access to treatment and services but providing faster access KRZ H<HEFWLYH HDUO\ LOWHUYHQWLRQ PLJk

through early intervention 7KLV IDVWHU DFFHVV WR %Q%I—%&/\b PR%G;':H YLIXUH SURYLGHV DQ RYHU
rvices mean me members may recover before needing t .

services means some members may recover before needing to impacted by both of the scenarios. A key point is that of those who

Iodgfe a clalm.. Another Wa.\y of concgptuallsmg the intervention is ZRXOG EHQH4W IURP IDVWHU DFFHVV WR EHQH.
that insurers invest more in prevention to ensure that members

receive treatment before a condition worsens and leads to adverse « a proportion who do not return to work regardless of either
health or employment outcomes. intervention

4.4.1.1 Description of scenario and how it is modelled

7KHUH LV VLIQL4FDQW HYLGHQFH SRLQWLQ 3 aprRpyvtikmHwEHeUNAywWarkRuithoQt Weadey 2¢¢@s% toR Q
across a range of social policy areas from early childhood treatment and services

education to welfare programs to mental and physical health e a roportlon who return to work as a result of broader access to
SURJUDPV 7R LQIRUP WKH SRWHQWLDO EHQWreatmenBand-lserwcC()e\ LOQOWHUYHQWLRQ

in the context of life insurance a literature scan was completed.

7KLV IRXQG D UDQJH RI HYLGHQFH RQ WKH H aPropprtigrnderetynio wark as@ result of early intervention
intervention in securing improved return to work outcomes. Based but not broader access to treatment and services alone.

on this evidence, it was assumed that early intervention increased

WKH OLNHOLKRRG RI D UHWXUQ WR ZRUN E\ LQ OLQH ZLWK WKH 4QGLQJV

of a study by McLennan et al (2022) who examine a model of early

intervention vocational rehabilitation for people with a spinal cord

injury in Australia. 7KH\ UHSRUW D LQFUHDVH LQ UHWXUQ WR ZRUN

rates over baseline employment as a result of the program which

WKH\ QRWH LV VLPLODU WR HVWLPDWHYV RI LQ WKH OLWHUDWXUH

Figure 4.3 Outline of the cohorts impacted by the two scenarios
Share that would bene 4t from rehab ili tation

Share who return to work due to a ccess to broader a ccess to
treatment and services (approx. 11%)
Reduction in average time to return to work (5 w eeks)

Share who return to work due to early inte rvention (approx. 10%)

Reduction in average time to return to work (further 5weeks or10 <«— . t Earlyf
weeks in total) intervention
—>
Ragl ~~\\
'/ N Share who would return to work without rehab ilitation
\
/ \
1
I Total claims —
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\
\ U
AN K4
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Conservatively, no increase in return to work for TPD claims is The results of the CGE modelling and social cost of employment

assumed to result from greater access to early intervention. DUH VXPPDULVHG LQ &KDUW "QFUHDVHG HP
with expanded services and construction sectors in the economy

Importantly, there may also be a cohort who may access early increases the size of the economy more in the second scenario

LQWHUYHQWLRQ EHQH4WYV DQG VHUYLFHV EXWp&IHR) 4 B XPE RRW RWHHVELYBULR %)\ EU
KDYH ORGJHG D FODLP "W LV GLIFXOW WR G fhb Qeilidld ol ¥rilhi&ledidhlrdsuits in an

FRKRUW EXW LW LV ZRUWK QRWLQJ WKDW HB%%\_MW@H&HQW&B@, %Q\NFKH[Q(#Q-I{%FQJHDVH LQ *
wider group than just claimants (which is the basis of the modelling \HDU "Q WRWDO PHPEHUY DUH DVVXPHG V
presented here). result of early intervention and broader access to treatment and

services (this number excludes those who would have otherwise

returned to work but return to work 10 weeks faster as a result of

the policy).

4.4.1.2 Economy-wide impacts and avoided social costs

The faster access to treatment under the second scenario leads to
employable people to return to the labour force in the economy
over the period of 2022 to 2062. An increase in labour supply
SXVKHV WKH UHDO ZDJHV WR GURS PRUH WKDQ WKH 4UVW VFHQDULR
However, overall this scenario stimulates more labour demand

across the economy.

Chart 4.3 Economy-wide impact and avoided social cost of unemployment f rom broader access to treatment and services
and early intervention
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4.5 Conclusion 7KHVH EHQH4WY DUH ODUJH ZKHQ FRPSDUHG Z
We know from experience that access to early intervention and a of existing insurance arrangements. Simply expanding access to
EURDGHU UDQJH RI EHQH4WV DQG VHUYLFHWHH® VEERMW Bk MHUD-TH K $RECEC GHOLYHU T
workforce outcomes of individuals. Insurance in superannuation total around a half a years’ worth of TPD insurance payouts

SURYLGHV D VDIHW\ QHW WR VXSSRUW P H P EMYI HRepYaLeN A0 yen(pxTgking advantage of early

event, but under current legislation insurers are limited in how they intervention would see better outcomes still. Under scenario
o
can help members improve outcomes and return to work. 3 EHQH4WYV DUH HTXLYDOHQW WR DOPRVW D

payouts after 40 years.

Scenario 1 above shows that simple changes to remove these

EDUULHUV FRXOG XQORFN VXEVWDQWLDO E l§§AcKAN o ReNbEravaA thy Riogest WinRe[s@ie B
members but also to the broader Australian economy. WKHVH FKDQJHV  WKRVH VX<HULQJ IURP LQMXL
improved or prevented by greater access to treatment and health

services. This relatively small group of vulnerable Australians would
HQMR\ WKH ODUJHVW VKDUH RI WKH EHQH4WV
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Appendix A General Equilibrium
Framework

The project utilises the Deloitte Access Economics’ Regional JLIXUH $ LV D VW\OLVHG GLDJUDP VKRZLQJ W/
General Equilibrium Model (DAE RGEM). DAE-RGEM is a large and spending that occurs in DAE-RGEM. To meet demand for
scale, dynamic, multi-region, multi-commodity CGE model of the SURGXFWYV 4UPV SXUFKDVH LQSXWV IURP RWK|
world economy with bottom up modelling of Australian regions. factors of production (labour and capital). Producers pay wages
'$( 5*(0 HQFRPSDVVHY DOO HFRQRPLF DFW L ¥rdweht (fart® @Qcdtrie Ru@iBhRatcrue to households. Households
including production, consumption, employment, taxes and trade spend their income on goods and services, pay taxes and put some
DQG WKH LQWHU OLQNDJHV EHWZHHQ W KH away Pisatngs.\Ths gbRdvhhénv\Lsed/tedHeeRUE td Purchase
has been customised to explicitly identify the Australian economy, goods and services, while savings are used by investors to buy
including some of its unique economic characteristics. capital goods to facilitate future consumption. As DAE-RGEM is

DQ RSHQ HFRQRP\ PRGHO LW DOVR LQFOXGHYV
regions, interstate and foreign countries.

Figure A.1 The components of DAE-RGEM and their relationships

Households
Supply ’ Purchase
Income
Factor markets Goods markets

Deloitte
Labour  Capital DAE-RGEM Local Interstate

Resources Land Overseas
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Purchase Firms Purchase
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A.1 Economic modelling framework

The Deloitte Access Economics Regional General Equilibrium
Model (DAE-RGEM) is a large scale, dynamic, multi-region,
multi-commodity computable general equilibrium model of

the world economy with bottom up modelling of Australian
regions. The model allows policy analysis in a single, robust,
integrated economic framework. This model projects changes in
macroeconomic aggregates such as GDP, employment, export
volumes, investment and private consumption. At the sectoral
level, detailed results such as output, exports, imports and
employment are also produced.

The model is based upon a set of key underlying relationships
between the various components of the model, each which
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Producers supply goods by combining aggregate intermediate

LQSXWV DQG SULPDU\ IDFWRUV LQ 4[HG SURSI
assumption). Composite intermediate inputs are also combined

LQ 4[HG SURSRUWLRQV ZKHUHDV LQGLYLGXD(
combined using a CES production function.

Producers are cost minimisers, and in doing so, choose between
domestic, imported and interstate intermediate inputs via a
CRESH production function.

e 7KH VXSSO\ RI ODERXU LV SRVLWLYHO\ LQ5XH
real wage rate governed by an elasticity of supply.

"QYHVWPHQW WDNHV SODFH LQ D JOREDO PDU
UHJLRQV WR KDYH GL<HUHQW UDWHV RI UHWX
SUR40HV. DQG SROLF\ LPSHGLPHQWYV WR LQYH

UHSUHVHQW D GL<HUHQW JURXS RI DJHQWYV LQDVYQm'_{/%%&%woua@kbv\/HLQYHVWPHQW GHVWLQ

relationships are solved simultaneously, and so there is no logical
start or end point for describing how the model actually works.
However, they can be viewed as a system of interconnected

global investment and rates of return in a given region compared
with global rates of return. Once the aggregate investment has
been determined for Australia,sag%aregate investment in each

PDUNHWV ZLWK DSSURSULDWH VSHFL4FDWL R&J\s/trﬁiénesu%ﬁe%ignclss d\e/tg:(rmme Ey%g&sx\éﬁaﬁ investor

market clearing conditions that determine the equilibrium prices
and quantity produced, consumed and traded.

DAE-RGEM is based on a substantial body of accepted
microeconomic theory. Key assumptions underpinning the model
DUH

« The model contains a ‘regional consumer’ that receives all
income from factor payments (labour, capital, land and natural
resources), taxes and net foreign income from borrowing
(lending).

Income is allocated across household consumption, government

consumption and savings so as to maximise a Cobb-Douglas (CD)

utility function.

Household consumption for composite goods is determined

E\ PLQLPLVLQJ H[SHQGLWXUH YLD D &'(
Elasticities) expenditure function. For most regions, households
can source consumption goods only from domestic and
imported sources. In the Australian regions, households can
also source goods from interstate. In all cases, the choice of
commodities by source is determined by a CRESH (Constant
Ratios of Elasticities Substitution, Homothetic) utility f unction.

« Government consumption for composite goods, and goods

«RAYY,

EDVHG RQ $XVWUDOLDQ LQYHVWPHQW DQG U
sub-region compared with the national rate of return.

Once aggregate investment is determined in each region,

the regional investor constructs capital goods by combining
FRPSRVLWH LQYHVWPHQW JRRGV LQ 4[HG SUR
costs by choosing between domestic, imported and interstate

sources for these goods via a CRESH production function.

Prices are determined via market-clearing conditions that require

sectoral output (supply) to equal the amount sold (demand) to

4QDO XVHUV KRXVHKROGY DQG JRYHUQPHQW
4UPV DQG LQYHVWRUV [IRUHLJQHUV L@WHUC(

Australian regions (interstate exports).

« For internationally-traded goods (imports and exports), the

Armington assumption is applied whereby the same goods

RBGQXV}éHlG(TgHé?LJ_ILYJI-?éW FRXQWULHY DUH WU

VXEVWLWXWHYV %XW LQ UHODWLYH WHUPV L
regions are treated as closer substitutes than domestically-
produced goods and imported composites. Goods traded
interstate within the Australian regions are assumed to be closer
substitutes again.

« The model accounts for greenhouse gas emissions from fossil
fuel combustion. Taxes can be applied to emissions, which are

IURP GL<HUHQW VRXUFHV GRPHVWLF LPSRUFV%IaQ'_PLR/?HLGQWEIL\J]\ﬁW W/%Hﬁ'LV4F VDOHV WD[HV

determined by maximising utility via a C-D utility function.

All savings generated in each region are used to purchase bonds

Emission quotas can be set by region and these can be traded,
at a value equal to the carbon tax avoided, where a region’s

ZKRVH SULFH PRYHPHQWY UH5HFW PRY HP H @missidn®falWdelsw sibkdeet tRdir quota.

creating capital.



The future of insurance through superannuation |

A.1.1 Households

Each region in the model has a so-called representative household
that receives and spends all income. The representative household
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in two main ways. First, they compete with producers in overseas
regions for export markets, as well as in their own region. Second,
they use inputs from overseas in their production.

DOORFDWHYVY LQFRPH DFURVV WKUHH GL<HUH.%W Hél%lﬂp%GLWXUH DUFd%r\T{angeHbchgn\é{J%ers

household consumption; government consumption; and savings.

The representative household interacts with producers in two
ways. First, in allocating expenditure across household and
government consumption, this sustains demand for production.
Second, the representative household owns and receives all
income from factor payments (labour, capital, land and natural
resources) as well as net taxes. Factors of production are used
by producers as inputs into production along with intermediate
inputs. The level of production, as well as supply of factors,
determines the amount of income generated in each region. The
representative household'’s relationship with investors is through
WKH VXSSO\ RI LQYHVWDEOH IXQGV
the representative household and the international sector is
twofold. First, importers compete with domestic producers in

consumption markets. Second, other regions in the model can lend

(borrow) money from each other.

« The representative household allocates income across three
GL<HUHQW H[SHQGLWXUH DUHDV

Douglas utility function.

Private household consumption on composite goods is

JRYHUQPHQW FRQVXPSWLRQ DQG VDYLQJV

ector t equals the amoun
KRXVHKROGY DQG JRYHUQPHQW DQG LQWHU!
investors) as well as exports.

*c "QWHUPHGLDWH LQSXWYV DUH DVVXPHG WR EH

proportions at the composite level. As mentioned above,

the exception to this is the electricity sector that is able to
VXEVWLWXWH GL<HUHQW WHFKQRORJLHV EUR
hydropower and other renewables) using the ‘technology bundle’

approach developed by ABARE (1996).

« To minimise costs, producers substitute between domestic and

imported intermediate inputs is governed by the Armington

VDY L Q J #FSUMREPN GRS hak ReRNGsp Ry facipis qfipigduction

(through a CES aggregator). Substitution between skilled and
unskilled labour is also allowed (again via a CES function).

*« 7KH VXSSO\ RI ODERXU LV SRVLWLYHO\ LQ5XH

wage rate governed by an elasticity of supply is (assumed to be
7KLV LPSOLHVY WKDW FKDQJHV LQ5XHQFLQ
will im aPctSboth the level of employment
 WIKH o L H kE\?LVDW\SLFDO ODE
fora dynamiL moé‘eYsuch as&&IE-IT_QGEM. There is other labour
market ‘settings’ that can be used. First, the labour market could
take on long-run characteristics with aggregate employment

GHWHUPLQHG E\ PLQLPLVLQJ D &'( &RQVWDEWLQJIHAHGFHYG DQ\ FKDQJHV WR ODERXU GHF

of Elasticities) expenditure function. Private household

absorbed through movements in the wage rate. Second, the

FRQVXPSWLRQ RQ FRPSRVLWH JRRGV IURP GOQPHBRXQW MBXHWHNWRXVOG WDNH RQ VKRUW UXQ

determined is determined by a CRESH (Constant Ratios of
Elasticities Substitution, Homothetic) utility function.

* Government consumption on composite goods, and composite

ZDJHV DQG 5H[LEOH HPSOR\PHQW OHYHOV (
impact of increasing Australia’s humanitarian intake.

A.1.3 Investors

JRRGV IURP GL<HUHQW VRXUFHV LV GHWHURBEQHGEP PO RLYNRY BODFH LQ D JOREDO PDU

Cobb-Douglas utility function.

All savings generated in each region is used to purchase bonds

UHJLRQV WR KDYH GL<HUHQW UDWHV RI UHWX
ULVN SUR40HVY DQG SROLF\ LPSHGLPHQWYV WR

ZKRVH SULFH PRYHPHQWYV UH5HFW PRYH P HJWe§toL i@nkg gopntaag ps-ipyegtment destination based on two

generating capital.

A.1.2 Producers

Apart from selling goods and services to households and
government, producers sell products to each other (intermediate
usage) and to investors. Intermediate usage is where one
producer supplies inputs to another’s production. For example,
coal producers supply inputs to the electricity sector. Capital is

an input into production. Investors react to the conditions facing
producers in a region to determine the amount of investment.
Generally, increases in production are accompanied by increased
investment. In addition, the production of machinery, construction
of buildings and the like that forms the basis of a region’s capital
stock, is undertaken by producers. In other words, investment
demand adds to household and government expenditure from the
representative household, to determine the demand for goods and
services in a region. Producers interact with international markets

IDFWRUV FXUUHQW HFRQRPLF JURZWK DQG U
region compared with global rates of return.

« Once aggregate investment is determined in each region,
the regional investor constructs capital goods by combining
FRPSRVLWH LQYHVWPHQW JRRGV LQ 4[HG SUR
costs by choosing between domestic, imported and interstate
sources for these goods via a CRESH production function.

A.1.4 International

 Each of the components outlined above operate, simultaneously,
in each region of the model. That is, for any simulation the model
IRUHFDVWYV FKDQJH WR WUDGH DQG LQYHVWP
between, regions subject to optimising behaviour by producers,
consumers and investors. Of course, this implies some global
conditions that must be met, such as global exports and global
imports, are the same and that global debt repayment equals
global debt receipts each year.
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Appendix B TPD and IP reallocations

B.1. Distributions of TPD and IP
The charts below show the reallocation of sum insured for TPD. For brevity, thes e were excluded from the body of the report.

Chart B.1: Redistribution of sum insured under smarter defaults by age coh ort— TPD insurance
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Chart B.2: Redistribution of sum insured under smarter defaults by age coh ort — IP insurance
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B.2. Limitations and areas for further research

Due to a number of uncertainties, this analysis has not modelled the aggrega te change in cost that might be experienced by members
resulting from better data access. Broadly, this analysis assumes that m embers who receive less insurance cover under better data
access could expect to see a decline in their premiums as a result. Similarly, members receiving more insurance would be given the option
of changing their cover for higher premiums. It is also possible that insurer s administration costs increase modestly as a result of the
additional data collection.

$QRWKHU SRWHQWLDO ZD\ WR H[SORUH WKH EHQXHRXV KR F KP Q UHWH UQL RY & UDIQEHD DRX\W GO KV \
DOORZ LGHQWL4FDWLRQ Rl WKH FRKRUWY DQG RHPHEHNH® WKDQVEHQBFW FFRH/SH QR D RQ YWl
and level of wealth (higher income earners could be expected to value insur ance more than low-income earners). This research considered

such an approach and designed a utility function, however, it was not inclu ded in this report. Whilst the concept of sum insured is an
LPSHUIHFW PHDVXUH LQ ZKLFK WR DVVHVV EHQ HOMY VRV LQVWHDRV¥RIBWUBY WLQYN VR EO O\
In addition, the values of utility are highly dependent on the choice of utili ty function.

As part of this analysis, this report collected data from a sample of insurers in o rder to determine the distribution of sum insured across

cohorts, as well as understand the cost of cover. Whilst Deloitte received d ata covering much of the total market, the full sample of

LQVXUHUV ZDV LQFRPSOHWH GXH WR GDWD XQD¥DW & DA MY W RK IPDUNHRXL BB 8 H/GKR QD QR DJAJ H
obtained from APRA reports. As such it is possible that the precise market dist ribution of sum insured and premiums included in this

DQDO\VLVY FRXOG GL<HU IURP DFWXDO



The future of insurance through superannuation | Association of Superannuation Funds of Australia

Limitation of our work

General use restriction

This report is prepared solely for the internal use of the Association of Supera nnuation Funds of Australia. This report is not intended to
and should not be used or relied upon by anyone else and we accept no duty of care to any oth er person or entity. The report has been
prepared for the purpose of conducting an economic analysis of a range of poten tial reforms to insurance in super and the impacts on the
economy, households and government budgets, as per the engagement let ter of 10 August 2021. You should not refer to or use our name
or the advice for any other purpose.
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