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he Financial Services Council (FSC) is
Tpleased to have partnered with MetLife
Australia to undertake this research to better
understand consumer attitudes and barriers to
action when it comes to protecting themselves
and their loved ones against the economic risks

of untimely death, disability, illness or injury.

We have known that Australians chronically

underinsure their lives for some time.

We have also known the quantum of this
underinsurance and the financial impact

it has on families and the government.
However, we have not well understood why
people underinsure their most important

asset - their ability to earn an income.

This report provides new insights into what
motivates people to take out life insurance
and more importantly what motivates them

to remain un-insured or underinsured.

It also tells us which are compelling and

which are not.

Despite 19 in 20 working age Australians
seeing protecting their financial future as
a priority, less than half have tried to plan

for events that require life insurance.

The Life Insurance industry needs to
change the way we talk to Australians
about life insurance if we are to close the

underinsurance gap.

We need to convince Australians of the
tangible value of life and income protection

insurance.

This report, by providing some understanding
of what motivates consumers and barriers to
action, is a call to action for the industry to
work together to ensure all Australian's are

adequately protected against life's risks.

JOHN BROGDEN
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espite being among the most developed
D countries in the world, Australia
remains one of the most underinsured.

A disparity that's hard to reconcile

given the maturity of Australia.

Life insurance and the lack of adequate life
insurance cover has received significant
media coverage over the last couple

of years, however, the life insurance
industry still has a lot of work to do in
educating and engaging consumers,

and importantly, designing transparent
products that are truly centred around

their unique lifestyle and evolving needs.

As an industry, our purpose is to find a
solution that protects Australians against life's
risks: by helping people achieve and maintain
financial security, we enable people to pursue

more from life and make real progress.

We would like to see working Australians
become more actively engaged with the
concept of life insurance so that they are
equipped to make an informed decision
about the product that suits their needs -

not just presently, but into the future too.

For this to happen we have to change the

way we interact with the consumer. We need

-

to reverse the perception that life insurance
is not bought but sold and start designing
life solutions customised to individual needs
and life stages. There is a need to identify
methods of engaging with consumers in a
meaningful way and, most importantly, we
have to deliver on our promise to provide
financial protection for Australians. This is
particularly important in light of recent social
and political developments, where emphasis
is being placed on actively encouraging
individuals to take greater personal

responsibility for their financial future.

The following report examines consumer
attitudes to life insurance products;

and uncovers why so many Australians
understand the need for life insurance and
the protection it can provide for them and

their families, but fail to purchase any.

We need to work together as an industry
to take responsibility to educate consumers
and design products that meet the needs of

modern society.

S Cpan

DAMIEN GREEN
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INTRODUCTION

W elcome to this report on customer
sentiment and behaviour
in relation to financial protection,

prepared for MetLife Australia and the

Financial Services Council (FSC).

Research has consistently shown that
Australians are significantly underinsured
against the social and economic impacts of
premature death, illness, injury or disability
that impacts their ability to earn an income -
arguably the most important financial asset a
person has. According to research undertaken
by KPMG for the FSC, 35% of employed people
in Australia have no disability insurance at

all and 19% of families do not have any life
insurance. On aggregate, the level of disability
underinsurance is estimated to be $304 billion
per annum while the level of underinsurance
of the lives of employed people against
premature death in Australian families is
estimated to be $800 billion.

Underinsurance not only leaves Australians
exposed to significant economic risk it also
places significant pressure on the government

and taxpayers. Underinsurance in relation

' ABS Statistics

to premature death is estimated to cost

the government $29 million per annum in
additional social security benefits and foregone
tax revenue while social security benefits in
respect of disability could be reduced by a
minimum of $340 million in the first year of
improved cover and growing to annual savings
of $2.5 billion in the tenth year2

With underinsurance enduring and an
effective life insurance industry necessary

to help ensure a successful future for both
Australians and the Australian economy, this
is the perfect time for the industry to examine
what is holding Australians back from seeking
this form of financial protection and to seek
ways of instilling a behavioural shift towards

adequate protection.

MetLife Australia and the FSC therefore
engaged GfK, one of the world’s largest
consumer research firms, to help the industry
tackle the underinsurance challenge by
conducting research into attitudes and current
and likely behaviour in relation to financial

protection.

2 http://www.ey.com/AU/en/Newsroom/News-releases/Australian-insurers-left-playing-catch-up-as-consumer-online-research-soars
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This report has been prepared exclusively for
the FSC by GfK Australia, based upon a two-

phase research program:

® Two ‘conflict’ focus groups - moderated
discussions with groups of consumers who
are either proponents or opponents of life
and/or income protection insurance. These
groups incorporate a “dragons den"” style
pitch approach to explore attitudes towards

insurance and life insurance.

® A 15 minute online survey of 1,106 adult
Australians of working age (18 to 65 years)
who have at least some say in the finances
or spending in their household (96% of the
total population aged 18 to 65 years).

For more information on the research
approach please see the methodology section

later in this report.

Please note: the information, views and
opinions in this report are based on research
carried out by GfK Australia. We invite you to
contact MetLife or the FSC for discussion of
the report and in the meantime, we hope you
will find the information and analysis in this

report to be of value.




THE VERDICT:
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the life insurance industry needs to change
the way insurance is talked about to interrupt
the under-insurance status quo

This research confirms that the majority
of Australians are under-insured in the life

insurance space:

® Just under half (48%) of households are
aware of having any life insurance products,
and less than a tenth of those that do have
cover meet the minimum recommended

level of cover.

The challenge for the industry is not to
convince Australians of the need to protect
their living standards and income earning but

to create motivation to act on this priority.

® Protecting one's financial future is a
priority for working-age Australians -
almost all 19 in 20) confirm that insuring
their family has sufficient funds to live is a
priority and 9 in 10 have thought about the
financial impact of “life insurance events"”
(death, disability etc).

e But, there is a clear disconnect between
recognising potential income loss as a
financial concern and acting to protect
against such income loss - less than half
(47%) have tried to plan for “life insurance

events”.

Communications focussed on the risk of
financial disaster, fear of leaving loved ones
in the lurch and the peace of mind insurance
offers: messages focussing on the emotional
benefit of having insurance are unlikely to

motivate category entry:

® The non-insured underestimate the
motivating power of wanting to protect
loved ones. This is the primary driver for
actual life insurance consideration but
those who've not considered insurance
instead expect to be life events such as loss
of job, having a child and buying a house to

be life insurance consideration triggers.

® Talking about the risk of losing income
in the next 12 months has no impact on
the likelihood of life insurance take-up,
regardless of whether it's a 25%, 50% or
75% risk. It is, however, motivating for the
currently insured to assess the adequacy of

their current coverage.

i )
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® The non-insured have very rational

reasons for diminishing the perceived

value of insurance:

= Hyperbolic discounting (my money
is better off going towards today'’s
expenses than tomorrow’s possibility)
- expense and availability of funds are
quoted as primary barrier to category
entry, mentioned by more than one
in two and one in three non-insured
consumers, respectively.

= Lack of trust in the industry - more than
half or respondents believe life insurers
won't honour claims and take advantage
of people.

— Libertarian paternalism - 59% expect
the government to provide for them if

they could not work.

As an industry, insurers need to change the
way they talk about life insurance and do a

better job of explaining what the product is.

® The category, as currently communicated,

is poorly understood:

= Unclear definition: “life insurance" is
in the most part only associated with
death cover, with only 1in 4 associating
income protection with “life insurance”.

= No understanding of product benefits:
more than half of Australians say they
have no idea what to say about buying
life insurance other than doing some

research.

Lack of understanding of cost and coverage:

Two thirds of current policy holders don't
know how much they're covered for, and
on average people believe life insurance
policies will cost $1500 a year (average for
a 35 year old non-smoking male is actually
only S600).

It's clear that not all Australians
understand what both life and income
protection are for:

— At least a fifth of those not insured
believe they don't need income
protection or life insurance.

= 1in 4 state that as @ minimum no-one
needs income protection or life insurance
and a further one in three state only a

main income earner needs protection.

Insurers need to convince Australian

consumers of tangible product value

and provide material rewards for taking

out products:

= Australians are willing to pay less for
income protection or life insurance than
they pay for car insurance.

= The more visible assets that we own and
experience everyday (house, car) are less
willingly sacrificed than the things that
not only matter every day, but can't be

replaced: your health and life.



— The top three most motivating messages
about taking up life or income protection
insurance anchor on providing a financial
reward for product ownership (tax
incentives for ownership, tax penalties for
non-ownership, no everyday income loss for

ownership through superannuation).

Finally, and perhaps most importantly, in
order to overcome the inertia amongst those
Australians that don't have life insurance (and
know it's important) the industry needs to
provide structural triggers for people to take

out insurance:

® Government tax incentives, such as those
seen in the private health industry, make it
costly not to have life insurance (taking the
fuel out of expense being stated as a major

barrier).

® Insurers need to link consideration of
life insurance with structured life events
such as change of job (and consideration
of superannuation provider / employee

benefits).

Maintaining the status quo in the life insurance
category is unlikely to overcome the issue

of underinsurance in Australia, so changing
the way the category is talked about and
presented to consumers is an important step
to instilling change in consumer sentiment and

behaviour.

APATHY TO ACTION
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A NEW INDUSTRY FOCUS:

providing motivation to act and making
consumer needs the crux

The research conducted for this report
confirms that the life insurance industry still
has a task in front of it in terms of tackling
Australia’s underinsurance challenge.

The majority of adult Australians remain
vulnerable to financial adversity because of
insufficient insurance and for more than one
in two have a complete lack of insurance to
protect their ability to source an income in
the event of illness, injury, disability or death

of working family members.

It is clear from this research that a
continuance of the traditional industry
focus on peace of mind, security and fear
of burdening family is unlikely to motivate
the remaining half of the population to take
up life insurance. For these consumers,

acknowledgement of the importance of

CHALLENGE

Generate motivation
to act now

Reposition the category
to meet consumer needs

SOLUTION

Provide behavioural trigger
through tangible rewards for
action (e.g. tax incentives)

protecting financial assets and ensuring
sufficient funds to survive has yet to translate
into action. The challenge for the industry
therefore is not to make protecting one’s living
standards and income earning capacity a
priority but to create motivation to act on this

priority.

Meeting this challenge requires two

major actions: changing the focus of
communications to create a need to act now
to protect the future (create engagement),
and, reposition the category, products and
sales mechanism to create clarity and meet
the needs of consumers. This will likely undo
the old adage that insurance is sold and not
bought. Opportunities to meet each of these
challenges are discussed below but can be

summarised as follows:

WHO SHOULD
TAKE CHARGE?

The government

Effectively communicate what the  The industry as a whole
category and relevant products
are in clear language

Life Insurers

Innovate products to provide
tailored solutions more
appropriately matched to
lifestage needs

Provide better access

to information by better
understanding and utilising
distribution channels



Provide motivation to act NOW

Consumers know that they should be
protecting their ability to earn and income
and agree that it is their responsibility to care
for their family's financial wellbeing, and yet
roughly half of Australians are still putting off
the need to act. Therefore, the life insurance
industry needs to provoke a sense of urgency
to act to protect financial futures, to disrupt
the status quo of giving priority to current
expenses and avoidance of the difficult topic

of illness, disability and death.

In understanding how to trigger this need to
act now it's interesting to consider take up

of comprehensive car insurance, home and
contents insurance and travel insurance. For
car and home insurance, the urgency to act
lies in a tangible, everyday reminder of what
needs to be protected (the car or home).

The trigger is in your face, per se, and this
motivates action. For travel insurance on the
other hand the trigger (booking a holiday) and
what you're insuring against (misadventure)
are quite separate. People are willing to pay

a relatively high premium for a short period
of insurance and the fact that what you're
insuring has a tangible cost surely plays a role
in motivation here as well as having a clear

trigger for action (booking a holiday).

For life insurance, we've seen that what people
expect to be triggers for consideration are
often actually the events you would try to

insure against (loss of job, sudden illness or

APATHY TO ACTION

injury, financial strain). The things that you're
trying to protect - life and income earning
capacity - are somewhat intangible concept
and it seems this contributes to unwillingness

or delay in insuring them.

So, how can the industry motivate currently
inert consumers to act and take up life
insurance? There are two main alternatives:
create a trigger through communications,

or create a structural trigger.

In understanding how to create persuasive
communications we can turn to behavioural
economics, which identifies a number of

potentially effective strategies:

Anchoring (the bias of relying on
information provided to make a decision).
Many current communications in the
market aim to utilise this effect by using
risk statics to ‘scare’ people into action,
but this is clearly not resonating with

the non-insured. The “it won't happen to
me" attitude, a natural outcome of the
simulation heuristic - a cognitive bias that
cause us to de-value information that
can't easily be imagined and therefore
underestimate the plausibility of an event
such as an accident - makes it easy to
discount messages of risk. Results from
this study confirm that this strategy is
ineffective in changing the behaviour of
disengaged consumers (but would be an

effective mechanism to increase insurance

coverage amongst existing customers).
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Using anchoring to provide reassurance

There are two different approaches to

about the industry’s trustworthiness is likely utilising structural triggers to prompt

to be effective. Survey results demonstrated action:

that citing statistics on claim payout rates
helps alleviate concerns that insurers always
find ‘loop holes’ (and thus policies are not
worth taking out). However, as industry
scepticism is not the primary barrier to
purchase it is also worthwhile examining

other tools to motivate behaviour.

Principle of herding and social norms

(we are simply more likely to do what
others do). This technique only tends to

be effective when the desired behaviour
(purchasing life insurance) is the social
norm, and with reported penetration at less
than half the population, this technique is
unlikely to be an effective strategy at this
stage. Furthermore, non-insured consumers
tend to reject messages that focus on what
you should do as they don't like to feel

guilty about not doing it.

Loss aversion bias (people work harder

to try and minimise loss than they

will for potential gain). Focussing on
messages of reassurance, as many current
communications do, is a tactic to help
consumers feel that potential loss has been
minimised. But as we've seen this is really
only effective as a post-rationalisation for
purchase and is difficult for non-engaged
consumers to relate to (non-insured
consumers underestimate the trigger

potential of feeling the need to protect).

We can rely on existing structural changes
in people’s lives and create a rationale for
thinking about life insurance needs at this
point of change. A good example here is
change of job. People often reconsider their
superannuation needs upon change of job
and try to negotiate employee benefits as
well. Can we take advantage of this and
encourage the need to consider your life
insurance status when you change jobs (as

part of employee benefits negotiations)?

A second and potentially more powerful
structural trigger would be for the
government to provide tangible benefits

to take up insurance. “Carrot" and “stick”
tax incentives, just as we've seen being
effective in the private health insurance
category, were chosen by consumers as
the most motivating messages for life
insurance. This is likely because this creates
an alternative loss aversion bias making it
costly not to have insurance rather than
perceiving it to be costly to have it. Whilst
the private health industry involves the
“stick" approach (tax penalties if you don't
have it), the affect heuristic - the cognitive
bias that means people tend to avoid
decisions that have a negative context

- suggest that a “carrot” approach (tax
incentives if you do act) is likely to be more

effective.



Reposition the category to meet
consumer needs

This research has demonstrated that current
consumer understanding of the life insurance
cateqgory is limited, even if products are owned
or financial advice has been received. The
industry has a way to go in terms of educating
the consumer and survey results suggest that
this requires a repositioning of the category

in terms of its description, product design and

purchase channels.

A better category description:
stop talking about disaster

The first step in repositioning life insurance

is to re-label the category so that consumers
don't only think just about term life (death)
cover. Life insurance needs a label that helps
consumers understand that there are a
range of solutions to insure against events
that impact ability to provide for the cost

of living; one that focuses on the positive
rather than the negative. As discussed earlier,
the affect heuristic means that positive framing
of information is important in breaking down
natural barriers to thinking about the topic.
Talking about living insurances or lifestyle

insurances are examples of positive labelling.

One of the largest barriers to category entry
is lack of belief in the value of life insurance
products (both life and income protection).
Consumers currently experience cognitive

dissonance when it comes to life insurance:

APATHY TO ACTION

they recognise the need but the (perceived)
cost and (perceived) small likelihood of ever
needing to make a claim contradict this
necessity. When people experience cognitive
dissonance they suffer discomfort. In this case,
consumers tend to therefore change their
beliefs about insurance necessity to meet their
beliefs about expense. As an industry insurers
need to demystify the cost of insurance

and clearly explain the benefits received for
the cost so that consumers no longer have

rationale to debate the need of insurance.

Consumers first: it's about needs
rather than products

When it comes to understanding the
differences between life insurance products
and how premiums are calculated (cost versus
benefits), consumers are just as likely to have
found this difficult as easy. If we consider how
some other insurance categories are bought
it is easy to compare one policy to another
(thanks in large to the role of comparison
websites) and consumers feel empowered to
make decisions about what to buy. In order

to provide this simplicity in life insurance
requires a change in how products are

structured, and how they're sold.

i )
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The life insurance industry suffers from the

fact that its products are ‘sold not bought'.

In order to successfully increase penetration,
life insurers need to put customers at the
centre of everything they do and develop
innovative insurance “packages' that

suit their needs. Consumers report they'd
like an insurance product that encompasses
a number of different existing products in
one (why should they need to separate lump
sum disability cover and income protection?)
and that can be used flexibly as their needs

change with lifestage.

Our survey results revealed that triggers for
life insurance differ by lifestage, so adapting
product design to those different triggers

is likely to make decision making easier and
also make consumers feel like the product is
relevant (and thus engaging and desirable).
Breaking products up into relevant benefit
bundles that can be easily interchanged is
an important step here, and necessary if
the industry is to counter the tendency to
only compare on price that is encouraged
by comparison websites. It is crucial that
consumers can easily understand what they

get for what they pay.

The onus here is on insurers to update their
offers, and some insurers are already leading
the charge here. Those that move first may

achieve the first-mover advantage.

The ultimate objective for life insurers should

be that its products and services are ‘bought

not sold".

Better utilising distribution
channels

A final step in repositioning the category to
improve understanding and motivate product
purchase is to ensure that consumers can
easily access information and purchase in

ways they want to purchase.

Digital research is now the most commonly
utilised information source for life insurance
and is predicted to double in the next few
years?, so insurers need to insure that they
have effective digital platforms for information
seeking and sales. Digital consumers have
high expectations of service: fast, easy,
tailored to me, and easily comparable to other
offers online (thanks to the rise of comparison
websites). Learning from the way banking and
health insurance industries have progressed

digitally would be a useful starting point.

The life insurance industry has been held back
by redundant regulation which has hampered

digitisation.

But the industry can also ensure that existing
distribution channels work more effectively

to communicate the value of the type of

cover and products available, thus increasing
propensity to make informed purchases. Three

channels of focus should be superannuation,

& http://www.ey.com/AU/en/Newsroom/News-releases/Australian-insurers-left-playing-catch-up-as-consumer-online-research-soars



financial advisers and employee benefits
schemes (notably small at present but has

plenty of opportunity to grow).

Superannuation providers are one of the
main sources of information for life insurance
and we know this is where the majority of
consumers hold their insurance. Insurers
should engage with their superannuation
fund partners to talk more to members about
insurance and encourage knowledge and
awareness. All superannuation members
should be encouraged to check what life
insurance coverage they currently have in
superannuation, and then provide simple

steps to evaluate if this is enough. Knowing

that having insurance through superannuation

means you have no out of pocket costs for

insurance today was one of the top performing

motivators in our research, so activating life
insurance enquiries through superannuation
is important to improve understanding and

adequacy of cover.

The role of financial advisers in improving
consumer understanding of life insurance also
warrants further consideration. Our research
revealed that whilst having a financial
adviser increases the likelihood of having
cover, and having adequate cover, advice
does not leave consumers with better

understanding of the product value or price.

APATHY TO ACTION

Finally, the area of employee benefits

also offers a (new) opportunity to

more effectively sell in life insurance.

As mentioned earlier, change of job and
discussion of employee benefits is a good time
to encourage consideration of life insurance
and also provides an avenue for consumers to
gain access to insurance without being out of

pocket (payment via an employment package).

Maintaining the status quo is unlikely to
overcome the level of underinsurance in
Australia, so changing the way the category
is talked about and presented to consumers
is an important step to instilling change in

consumer sentiment and behaviour.

i )
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CONSUMERS KNOW THEY
NEED LIFE INSURANCE...

but that's not enough to motivate purchase

Protecting one’s financial future is a priority with consumers especially downbeat about

for working-age Australians, with the majority the economic future and job market as the
affirming that protecting assets and ensuring manufacturing industry declines and the mining
sufficient funds are top financial priorities. boom slows’.

However, a belief in the importance of financial

protection does not necessarily follow through This economic doubt, in combination with the
to action to ensure this protection - through high cost of living in Australia®, has brought
insurance or otherwise; inertia, rather than concerns about having sufficient funds to live
lack of awareness, underpins Australia’s’ life to the fore. According to the latest global trends
insurance underinsurance. survey by GfK® having enough money to live

comfortably and pay the bills is the topmost
Financial priorities focus on having concern of half of Australians, and as a result
enough funds to live comfortably consumers have become more cautious about

their spend: two in three are more inclined to
Five years have passed since the global financial shop more carefully for daily necessities and
crisis, and although Australia is generally postpone purchases until the product was on
considered to have emerged much better off sale/special offer. A 2013 MetLife study™ also
than most other developed countries, economic established that having enough money to pay
worries still live large amongst Australian the bills during income loss and just generally
consumers. Consumer confidence dropped being able to make ends meet are both primary
for the third month in a row in February 2014, concerns for half (49%) of Australians.

Priorities for Financial Future

© Essential
B Top priority
® Not a priority
W Irrelevant 1% 4% 12% 4%
Protecting your Ensuring your family Ensuring you still Putting aside an
savings/ investments  has money fo survive have an income if emergency fund
if you die you're unable to work
due to lliness or
el disability

7 Westpac/Melbourne Institute index of consumer sentiment, February 2014

& Deutsche Bank "Mapping the World's Prices"”, http://cbs.db.com/new/pdf/Random_Walk_Mapping_Prices_2013.pdf
9 GfK Roper Report Worldwide 2013

0 MetLife 2013 Employee Benefits Trends Australia, conducted by GfK Australia



This study's results reinforce the priority
given by Australians to protecting financial
survival. One in two study respondents listed
ensuring sufficient funds in the event of the
main income-earner death, illness or disability
as a top priority for their financial future,
and one in four considered these essential.
Importantly, very few (1in 20) Australians
rate ensuring their family has sufficient
funds to live as not being a priority. These
priorities do not differ by age but do differ
by lifestage (family status): the few that rate
financial protection as irrelevant generally to
do so because they have no dependents to

take care of (young singles or pre-retirees).

This acceptance of the need for financial

protection is also reflected in people's likely

APATHY TO ACTION

behaviour if money did become tight:
people are much happier to sacrifice
incidental spending on personal pursuits

(e.g. travel, entertainment) and saving
activities (e.g. additional superannuation, debt
reduction) than insurance (including life and
income protection insurance). Interestingly,
working-age Australians are least likely to
give up car and home insurances under
financial strain, with health and life or income
protection insurance placed in clear near-
equal second in terms of spending priority.
Seemingly, the more visible assets that we
own and experience everyday (house, car)
are a more immediate concern than the
things that not only matter every day, but

can't be replaced: your health and life!

Spending priorities: what australians are willing to sacrifice if money became tight:
5 Most happy to sacrifice B In top 3 happy to sacrifice ¥ In top 5 happy o sacrifice
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There is a disconnect between
recognising potential income loss
as a financial concern and acting to
protect against such income loss

All working-age Australians (90%) say they
have thought about the financial impact of
loss of income for the main income earner
due to “life insurance events": illness or injury,
disability or death - and this is slightly more

than the number who've thought about the

Ever thought about the financial impact if... household's main income earner?

Was unable to work

income earner losing their job. However, less
than half (47%) of those who have thought

about income loss have taken any action to
try and plan for such an event. This is despite
three in four (71%) agreeing that it's their
responsibility to ensure their family can keep
living if they can't work or die. Financial
concern about “life insurance events" does
not immediately trigger action to protect

against such events.

Had to stop work Died Lost their job
for a month+ because permanently due to

of iliness / injury disability

3990

¥ Proportion who have thought about it and tried to plan for it

Life insurance ownership also does not

reflect the importance placed on protection:

although the majority of survey respondents
rate income and asset protection as important
less than one in two actually own (or are
aware of owning) a life insurance product.

In fact, none of the four life insurance

product types: term life, total and permanent
disability (TPD), income protection or trauma/
critical illness cover, are owned by more than

a third of consumers. Ownership is higher

" ABS, November 2013

amongst those with dependents and amongst
households with income above the Australian
full-time worker average of $75,000". This
reinforces that the current primary life
insurance customer is of higher affluence

than average and has a family.
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Reported insurance ownership

% OF INCOME EARNERS = % HOUSEHOLDS

MRTRTE e

Home / Comprehensive Private Any life
contents vehicle health insurance
o

lp;g_;q;g;l

Nid il wim wim
32 38 24 29 19 25 19 22

Term Life Total & Permanent |ncome Protection  Trauma / Critical
Disability lliness

Q & o

Basa: Total Sample n=1,106

Household life insurance
product ownership is
higher amongst :

* Young couples with
no children (58%) or
families (60%)

*+  Income >$75,000
(62%)

= Currently (70%) or
previously (65%) had
a financial planner
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TO MOTIVATE BEHAVIOURAL
CHANGE INSURERS NEED TO
CREATE TANGIBLE TRIGGERS:

events or rewards not fear and peace of mind

Modification of behaviour in the life insurance
category to encourage greater ownership
and ensure policies are reflective of needs,
requires a shift in the way the industry is
currently positioned. Communication tactics
focussed on risk of events and the need to
protect against them will work only on those
already engaged in the category. For those
not yet in the market, the industry needs

to communicate, and convince of, tangible

benefits to motivate action.

O

Providing for your family in the event of Having an income if you / your partner can't

you { your partner's death

Eventviggers QD =

Having a child (D 34+

Death of friendirelative ([ 30

Sentmenta igoers (D <

Need to protect loved ones (D <5

Thinking about 4%
financial future

Seeing a financial planner () 20%
advertising (@l 18%

Triggers for thinking about life insurance

B Thought kot Incorm proection reBE4; Thought aboul e indurance neSH8

Use important life stages to make
people think about protecting life

Sentimental triggers such as feeling the
need to protect loved ones and thinking
about the future are the primary drivers of
thinking about purchasing life insurance, as
are having a child and the death of a friend or
relative. In contrast, triggers for considering
how to ensure income in the event of being
unable to work due to illness or injury anchor
more on specifically related events: loss of job
or income and sudden illness or injury; it's as
if Australians consider income protection
once the need has already arisen... by which

time it's too late.

work because of illness or injury

Loss of job - 32%

Sudden illness or injury ([ 30+

Need to protect loved ones ([ 31%
Taking responsibility QD 27

for financial future
Seeing a financial plannar. 16%

Advertising @ 1+

Event triggers (D 7

Sentmentl viggers QD oo



Interestingly, what actually triggers
consideration of the need for life insurance
products and what non-considers expect to
be triggers are different. Primarily, feeling
the need to protect loved ones is significantly
underestimated as a trigger by those not
yet engaged in insurance, particularly those
who do not yet have dependents to care
for. In order to encourage market entry it
may therefore be more effective to focus
on action at significant life events rather
than because of the feelings these events
evoke. It is clearly difficult for people to
imagine the intensity of feeling in needing
to protect, which is why current category
communications anchored on reassurance

may not be resonating.

APATHY TO ACTION

There are also life stage differences in actual
and expected triggers for product consideration.
For younger singles and couples, triggers include
financial strain and job loss (the actual events
needing coverage) and loss of job and having a
child are the top expected triggers for these life
stages. For young families having a child ranks
second as a driver behind feeling the need to
protect that child (the emotional outcome of the
event is stronger than the event itself). Older
families still feel this need to protect but are
also starting to think about the future and pre-
retirees are sensitive to feeling older and more
at risk. What these differences demonstrate

is that a 'life stage' approach to marketing
products is likely to be effective in meeting

the different consumer needs in the market.

Triggers for thinking about life insurance by life stage

SR

Young single Pre-family

#1  Thinking about uure

#2 Prolect loved ones

#3 | Fiancilsan
#1 | Having a chid |'I i
#2 Loss ofjobfincome © éi'lmﬁ'lgadild

Young Family Older family Pre-retirees

BEssEEREREERE LY D

Sudden ilness /injury © © Taking responsibiity © Sudden ilness [injury -
—




FSC | METLIFE

The psycholoqy of enqagement between those engaged with the category and
demonstrates a need to focus on not. In consumers' words, engagement with
tanqible benefits the category is characterised by a sense
of a positive and secure future that you
In order to understand category motivators control. Using behavioural economics, which
and barriers we conducted two conflict group is a model of thinking that acknowledges
discussions. A conflict group is a qualitative the inherent biases and distortions that
focus group discussion that pitches opposing characterise human judgement and decision-
consumers (product advocates and rejecters) making, we can identify that life insurance
against each other in a "Dragon-Den" style advocates demonstrate a clear adherence to
exercise in order to explore the psychology be principle of ‘commitment bias'. Financial
of category engagement. security for their family is fundamental and

they are unfalteringly committed to this:
Psychodrawings, consumer illustrations of “I wouldn't even think about not having it".
how the category makes them feel, concisely

demonstrate the differences in perceptions

Psychodrawings - those engaged with life insurance

FAMILY oS e :"‘:3-, P
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x
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IN CONTROL LIFESTYLE MAINTAINED




On the other hand, disengagement is
characterised by a sense of conflict based
upon recognition of the important role of

life insurance and guilt around not having it
versus a number of seemingly valid reasons
why it is not good value: lack of trust in the
industry which acts as a negative evaluation
anchor (there's always loop holes), hyperbolic
discounting (my money is better off going
towards today's expenses than tomorrow's
possibility), and fear of the awful situations
that generate the need (generating avoidance
or thought suppression). Giving weight to the

negative side of the conflict is a (misquided)

AL

i

SCARED

\'i GUILTY
HEAD IN SAND

f
K

TRAPPED

Psychodrawings - those engaged with life insurance
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belief that should things turn bad the
government and/or your family will provide
for you (libertarian paternalism) or that you'll
simply cut back your expenses and make do.
Important to this last point is that the very
basis of behavioural economics - the need to
take mental shortcuts - means that humans
are particularly bad at thinking through the
implications of loss of lifestyle because they
over-simplify the monetary expenses they
need and think of them in isolation (e.q. I'll sell
the house... but won't consider the need to
then pay for rent), thus underestimating their

needs.
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These findings indicate that key to category
engagement is development of the belief that
life insurance enables a good life. Currently,
those who are inactive in the category tend to
focus on the lack of tangible outcome (it feels
like it goes into a black hole) rather than this
positive intangible benefits. And seemingly,
communication efforts that focus on
reassurance are unlikely to help disengaged
consumers acknowledge this intangible
benefit. For these consumers loss aversion
has kicked in and because the topic of death,
disability and illness is difficult to think about,
the perceived reward seems to be less than
the mental investment required to act. The
implication of this is that in order to engage
people with the life insurance category

we need to be able to generate a belief in

tangible benefits in product ownership.

Talking about risk strengthens
engagement but does not counter
disengagement

Adding to the argument that tangible benefit
communication is required to convert non-
insured Australians is the finding that drawing
attention to the risk of a negative life event
only resonates with current policy owners. We
asked consumers what they would do if there
was a 25%, 50% or 75% chance that in 12
months' time they would have to stop working
for at least six months because they were sick
or injured. For those that already have income
protection insurance, an increased chance

of having to stop work led to a change in

2 ING Research Optimistic Australians report (December 2008)

behaviour: at a 25% risk only one in four said

they'd look to increase their cover, increasing
to two in five if the risk was 50% and one in
two if the risk was 75%. For those who don't
have income protection insurance there was
no difference in behaviour at different levels
of risk. At all levels of risk only one in four

of those who do not have income protection
insurance said they'd look into getting cover,
just as many said they'd start saving and just

under half said they'd do absolutely nothing.

This result is unsurprising. Consumers who are
more inclined to minimise risk already have
insurance and talking about risk likelihood
is a powerful motivator for product owners
to evaluate their current cover and could

be an effective tool in addressing inadequate
coverage. The remaining portion of the
population, however, suffers from “it won't
happen to me". This belief is demonstrated by
a previous research study finding that despite
seven in ten Australians knowing someone
who has suffered trauma, nine in ten think
they're unlikely to ever have an accident that
would make them unable to work and four in
five think they're unlikely to suffer a serious

illness™.

Show me the money: a financial
incentive is most likely to motivate
purchase

In order to understand how to overcome
category disengagement we tested what

sort of messaging would be most effective in



prompting behaviour change. Regardless of
whether in reference to income protection
or life insurance (defined as a fixed sum

if you die or are totally and permanently
disabled and can no longer work), we found
that the top three motivating messages all
anchored on financial savings. The most
motivating message was the government
providing a tax incentive to have insurance
(the carrot approach). The second and third

most motivating messages were a minimum

APATHY TO ACTION

level of insurance required to avoid extra
taxation (the “stick approach”) the fact that
purchase through superannuation means no
present-day out of pocket costs. The order of
these switched for life insurance and income
protection, with the “stick approach” more
effective for income protection and vice versa.
The fact that cost-oriented communications
are most effective relates nicely to cost being

the largest stated barrier to category entry.

Most persuasive messages

LIFE INSURANCE INCOME PROTECTION
Overall Overall
' preference preference
#1 The government provides a tax incentive if you have it 4
49 By purchasing it through your Super you're covered without having to take away 43
_ from your day to day Irmme_
#3 A minimum level of insurance is mandatory to avoid extra taxation #2

'Appmtimal:ely 8% / 90% of all Iife insurance fincome protection ¢laims are paid h'y
#“ O nsurers 14

H ensures your family doesn’t have to worry about income f 3 ragular Income K
#5 o you're sick or injured and unable to work, giving you the freedom to maintain your #5

#6 . 1/3 of women + % of men will suffer cancer... The majority of Australians wouldn't #6
have enough money to live if they died from / had to stop working to fight cancer.

#7 . ~ Govemment cutbacks on welfare will mean assistance for disability will no longes #9

lifestyle, no matter what happens.

be available

#8 . Insurance is available to ensure you and your family will have enough money if the #B
‘worst happensfyou will always have an income available; you just need to choose it.

na Your employer has no obligation to provide for you if you can't work... #7

Base: In 1arget markel and do nol alneady have berm We TPD o tra

M itkcal dinass. insurancs n=G23, In b

It's up to you to get insurance to protect your income
1 10 0 ol Already T

el marke and iy hErve incoma peod

i )
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Cost savings aside, reassurance of claims
likelihood is the next most motivating message
for category entry. Again this matches nicely
with scepticism about insurer ‘loopholes’

being a barrier to entry.

Notably, and in theme with identified drivers
of category engagement, messages anchored
on either risk or responsibility to act
resonate least with consumers, regardless
of lifestage. This again reinforces that in
order to change the behaviour of those

not in the category a shift away from the
current tendency for the category to focus

on the emotional drivers of loss and the need

to protect is required. Evidently this type

of messaging has worked to get category
penetration to where it is but is unlikely to

convert many more customers.



CASE STUDY:

Failing to act soon enough for retirement

Planning for retirement in Australia, or lack
thereof, is a model example of the difficulties
that come into play when trying to get people
to plan for a far off, seemingly intangible
reward (superannuation is not owned as

“real money" until we retire). The motivation
to plan is weakened as the far off goal of

a comfortable retirement competes with
current spending priorities and a sense that
retirement is already being looked after by

the compulsory superannuation scheme.

While Australia’s superannuation system is

the world's fourth biggest pool of money

($1.6 trillion) it is well publicised that
Australians need to do more to grow their
superannuation or face serious longevity

risk (outliving one's retirement funds). It is
projected that a 30-year-old male will need
$1.58 million when he retires and a female
$1.76 million®. Experts warn that in order for
Australians to meet these retirement goals the
government must act in the next decade to
raise the retirement age to 68 years and the
mandated employer contribution to 15 per cent
(the current planned incremental increase is
to 12% by July 2019)B. But as Treasurer Joe
Hockey has recently announced, unless the
retirement age is extended to 70 years and
taxes are increased, the government is simply
unlikely to have adequate funds to provide for

retirees™.

APATHY TO ACTION

So Australians face a conundrum: they know
that having sufficient funds for retirement is
a serious issue but finding the drive (and the
funds) to plan for such a long-off event is a

challenge. Presently, Australians generally

only start to try and meet this challenge of
retirement planning 10 to 20 years out from

retirement.

In this study respondents rated ensuring
sufficient funds for retirement last as a financial
priority behind protecting savings, ensuring your
family has enough money if you die, ensuring
you still have an income if you're unable to
work due to illness or disability and putting
aside funds for emergencies. Only amongst

55 to 65 years olds does the importance of
retirement planning increase, ranking second as
a priority behind protecting savings. Even in this
age group adequate retirement funds is a top

financial priority for only one in two (51%).

The lack of prioritisation of retirement
planning is evident in the lack of actual
retirement plans amongst working Australians.
Only one in three (35%) have a retirement
plan and knowledge of retirement needs is
poor with less than a third (29%) knowing
how much money they need for retirement
and less than half knowing how long their
retirement fund might last for once retired.
Even amongst pre-retirees less than one in
two have a retirement plan or know how much

money they need to retire.

B http//www.deloitte. com/assets/Dcom-Australia/Local%20Assets/Documents/Industries/Financial%20services/Deloitte_

Dynamics_of_Superannuation_2013_report.pdf

“  http://www.theaustralian.com.au/national-affairs/hockey-calls-for-medicare-age-pension-debate/story-fn59niix-122683355026 3
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Planning for retirement
18-34 year olds

Average: 64%

80%
47%
44%
359, 9%

64%
50%
- 28% 31%
o . ' ' '

Knowhowmuch|l  Knowhowmuch| need Haveaplantoreach  Believe | will meet my
superannuation | have for retirement retirement savings goal retirement savings goal

Base: Total non-retired n=582, 45-54 yoars non-refined n=21%, 5885 years non-retined n=118 % significantly higher than e g
x% significantly kower than cther age group

Average: 40%

Average: 35%

Unsurprisingly, less than half of working retirement savings are sufficient to avoid
Australians believe they'll meet their savings longevity risk (will last more than 20 years).
goal for retirement. Of those that are aware Females are generally less knowledgeable

of their likely retirement savings longevity and confident about their retirement savings
the average projection is 17 plus years of than men, providing confirmation that the
funding, which is less than the average life lower superannuation balances for females
expectancy upon retirement (20 to 25 years). seen in Australia are having an impact

In fact, only one in four believes that their on females’ feelings about retirement.

Progress against planning for retirement

HOW DID YOU DEVELOP THIS PLAN?

I With aid of Funds will last on
financial planner | average 21 years

Funds will laston | '™ Through
average 17 years | OWwn research

= On track On track: Funds will
much aside as | can

® Behind because I'm Behind: Funds will
putting money elsewhere last on avg. 16 years

Base: Have a refirement plan ne338; Developed through own research =237, Developed with aid of financial planner ne 101



Reassuringly, those that have a plan for
retirement are less at risk of insufficient
retirement funds, though only the third of
planners who developed their plan with the
assistance of a financial adviser (average
fund longevity of 21 years versus 17 years for
those that developed the plan themselves).
Having a financial adviser also makes

you more likely to be on track with your
retirement plan. Though overall one in four
are behind on their plan despite saving as
much as possible, indicating just how hard it
is to adequately plan for retirement. Around
one in five planners are also off track on their
plan because of putting priorities elsewhere,

and this is true regardless of age.

APATHY TO ACTION

So what is causing the majority of Australians
to not plan for retirement if there's plenty

of evidence of the need to do so? Survey
responses reveal that for the two in three
Australians who haven't planned for retirement,
feeling the need to put money towards current
expenses is the primary barrier. Though for
younger Australians (under 35 years), the
primary barrier is simply the feeling that
retirement is too far off in the future to worry
about. Underlying this delay in planning is

the fact that one in five of those who haven't
planned think the topic is too hard to think
about and an equal number don't know where
to start. Few (12%) state that they have

not planned because they think mandatory

superannuation is enough which demonstrates

Triggers and barriers to retirement planning

Prompts to think about retirement funds Why haven't started planning

G 63% Oth ———
——————— er spending priorities /
— 507, can't afford
G 28 ‘""““
—_ 21%% Don't need to won'{
o 22% until closer to reti o 11%
-1k 19%
-1?% Too hard to think about 27%

9%
S 74%
O 74%, o 18%
OIS 76% Don’t know how to start q 23%
G 39%
S 45 Don't have time /

n ve time 21%
- 247 i
o putting it off ﬂf.

_Izm 40% Mandatory supmnnuatiun
_- 289% is enough 11%
o 29%
N 23
- 1%

x5 significantly higher than sihar age group

Baga: Haven't slaried plareing for relieemen] reidd; 18-34 yaars re2H2 | 35-44 yoars /e 177, 45485 years me175
u% significantly kower than ciher age group
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that awareness of the need to act is there, but retirement planning, breaking it into small

the motivation to actually act is not. achievable steps that provide tangible benefits
The triggers that prompt people to start (accomplishment of goals) and demonstrate
thinking about ensuring sufficient retirement that effort will be rewarded.

funds tend to be a willingness to think

about and take responsibility for the future

- a personal readiness to start planning.
Experiencing financial strain or income loss
earlier in life (and thus knowing you don't
want this later in life) or starting to feel older
and more vulnerable as you age also act

as a reminder that action is necessary to
secure your financial comfort in retirement.
As we have seen with life insurance, financial
advisers act as a trigger for only around one

in four Australians.

What can the life insurance industry learn
from the retirement dilemma? The longevity
risk that is evident in Australia illustrates that
financial concern and knowledge of leaving
oneself open to financial stress later in life

is not motivation enough to prompt action.
To put it simply, everyday life gets in the
way and present expenses take priority

over planning for the future as a number

of psychological factors come into play:
hyperbolic discounting (preference for
rewards that are more immediate), loss
aversion (don't want to take from current
pocket) and thought suppression (it's too
hard). In order to instil change we need to be

able to instil behavioural confidence around
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LIFE INSURANCE IS
POORLY UNDERSTOOD:

make it more than just death!

As it stands, the life insurance category in
Australia is associated in the most part only
with coverage for death and the industry has

a way to go in educating consumers about who
should be insured, for what, for how much, and

the actual cost to consumers.

Currently, “life insurance” conjures
thoughts of death money

When asked what the term “life insurance”
means to them, the most common association
for working-age Australians is a lump sum

upon death (75%) - even amongst those

that own a life insurance product(s). In fact,

despite being prompted with other forms of
life insurance cover, a third of working-age
Australians associate life insurance with death
cover and nothing else. Cover in relation

to being unable to work is unlikely to be
associated with “life insurance”: only one in
three associate permanent disability cover
with the term life insurance and only a quarter
associate it with income protection. Insurance
related to income is thought of quite
separately to life insurance, and talking about
“life insurance" will lead most consumers
to think about death cover rather than the

range of protection solutions available.

a5
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Most Australians don't understand
what life insurance is coverage is or
should be

It is clear from the survey results that even those
that have life insurance have limited knowledge
of adequate coverage: two thirds of those

who mentioned owning a product did not

know what amount they are covered for and
those that could state their coverage reported
amount substantially less than estimated needs.
Recommended coverage for life insurance or
disability coverage is approximately ten times
annual household earnings as a minimum and
fifteen times in order for current lifestyle to be
maintained in full®, but our sample reported

an average coverage of only four times their
annual household income. Only one in two (50%)
believed their coverage is inadequate when in

fact less than ten per cent actually have adequate

coverage, indicating a gap in knowledge about

adequate coverage. Interestingly, almost a third
(30%) of current policy holders acknowledge that
their coverage is inadequate but say there are

unwilling or unable to afford higher coverage.

Australians also lack clear understanding of
how much life insurance products cost. We
asked consumers how much either life or TPD
and income protection covers would cost per
year (with insured amounts in line with their
current income) and consumers suggested
that both products would cost roughly the
same. In fact, regardless of insured amount,
product type or current ownership status,
consumers believe a life insurance premium
would cost around $1,500 a year. But they
are only willing to pay a third (for below
average income households) to a half (for

above average income households) of this.

Life insurance cover cost expectations

LOWER INCOME HOUSEHOLD (UP TO $75k) _EHIEI-IER INCOME HOUSEHOLD (>$75k)
O ) o) @
500,000 lump sum if die | §5,000 fmonth ifunable o §1,000,000 lump sum fdie/  $7,500 /month If unable to
become disabled work — llnessfinjury become disabled work — ilinessfinjury

ﬁ%@%%%i

Expected  Willing to pay

Expected Willingto pay  Expected
$1470 $564 §1319

s Total sarngsis rv= 1, 108 Lovesr ineome redED | Fghee inooes resid

Willing to pay

$483

Expected  Willing to pay

§$1657 $889 §1520

§789




The actual average cost of life insurance
for a 35 year old non-smoking male is $600
annually', in line with what Australians

are willing to pay. Despite the substantially
higher insured sums (on average), working-
age Australians are willing to pay less for
income protection or life insurance than
they pay for car insurance: the average
family’'s comprehensive car insurance

premium in Australia is $1,183.”

And so Australians feel ill-equipped
to make life insurance decisions

When asked about how they would decide
which life insurance products to choose the
top response from working-age Australians
was that they have no idea and even one in
ten current policy holders stated they had no
idea how to identify a good product. Value

and cost (in general terms) were the most

likely evaluation criteria as is general research.

APATHY TO ACTION

Beyond price and recommendation, consumers
have little understanding of what product
features might suit their needs, nor how to best
to evaluate and compare. Professional advice is
seen to play little role (mentioned by 6%, only
slightly higher than mentions of asking family

or friends for advice).

Unsurprisingly, consumers therefore feel ill-
equipped to offer advice on where to go for
financial products or insurance that ensure
against illness, injury, disability or death.
One in three working-age Australians said
they do not have enough knowledge to
provide any advice on life insurance, and
a further two in five simply suggest doing
research. Again, professional advice is not a
common recommendation as an information
source, mentioned by less than one fifth of
respondents and by fewer than half of those

who themselves have sought advice.

!
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9’
Don’t know

Ask superannuation provider

Affordability s+ Eamily/friends
Research compare
Value (coverage

VS premiums)

Cost

Professional advice

Comparison website

Likelihood of
payout

Health status

What suits situation

& MetLife Australia

7 CANSTAR research, http://www.news.com.au/finance/money/car-insurance-premiums-rise-triple-the-rate-of-inflation-over-the-past-year/

story-fnagkbpv-1226650822556
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PURCHASE CHANNELS
ARE CHANGING:

DIY is on the rise but disengaged ownership
(default superannuation) is the norm

As the direct market sees double digit growth’,
openness to online financial transactions
becomes commonplace’™ and insurance
through superannuation continues to develop,
traditional sales channels are changing and
online is coming to the fore. This reinforces the

need for simplicity of information.

Relying on advice is not the norm:
DIY digital is the primary information
channel

Ernst & Young's (EY) Global Insurance

Customer survey?° reports that in line with

global trends, Australian consumers are taking
a more proactive approach to purchasing
insurance and are turning to independent
online advice rather than relying solely on
traditional validation through family and
friends or financial advisers. Our survey
responses demonstrate that online research
certainly plays a primary role for information
seeking in the life insurance category: online
information was the primary information
channel for information seekers (used by

44%) and the most useful source overall.

Information sources for life insurance

NET any online source
Comparison website

Internet blog or reviews 15%
Social media (D) 8%

Insurer / financial institution 38%
o (D 21+

Branch

Call centre

Superannuation provider 37%

Financial adviser 229% 32%
Recommendation from family / friends 26%
Basa. Ever aoughl infurmalsn Biancisl products o msubanos P could hell) you ehsory youlyoo Taitshy hod aiough Moy

[ost heipful )

29%

o Fm rvend of your'youl panoer's s syury, diabiity oF Setr =il

Total used

13%

24%

6% 13%

5% 13%




According to EY the use of online resources
for life insurance is set to more than double
over the next few years. As Australians take
on digital education about insurance needs
and products, their expectations of digital
simplicity are likely to clash with current
perceptions of the industry’s apparent
complexity and need to catch up digital
offer-wise with more digitally advanced

industries (such as banking).

Interestingly, superannuation providers are
now just as common an information source
as insurance organisations (each used by
just over one in three) and financial advice
(used by 32%) ranks third behind these and
online research. Digital resources and financial
advisers perform relatively equally in terms

of helpfulness whereas provider organisations
are less helpful sources of information,
potentially because they could be seen as

less independent.

Life insurance is just as likely to
be acquired by default (through
superannuation) than through
active purchase

Life insurance product acquisition is
more likely to have occurred through
superannuation funds (more than half of

policies) than through financial advisers or

APATHY TO ACTION

directly through insurers (each roughly one
fifth of policies). Superannuation has claimed
this market share through default: just under
half of surveyed life insurance customers
acquired their insurance by default
through their superannuation, and in fact
only 20-25% of life insurance policies within

superannuation have been actively sought.

This indicates that there is likely be to a
relatively low level of engagement for half of
the existing market - they haven't actually
sought to own life insurance and have not
actively looked into changing their policy to
match their needs, which helps to explain the
lack of awareness of product details and low
levels of coverage (superannuation default

levels are likely to be inadequate).

More active education from the industry
focussed on getting consumers to check if
they have life insurance coverage in their
superannuation and providing tools to know
whether this coverage is adequate would be

well considered.

i )
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Life insurance ownership through superannuation
B Total m Actively sought ® Automatically provided

*’5% 13% ﬂi% 13%

Total & Permanent Term Life Income Protection Trauma / Critical
Dlsa.hllity lliness

¢k o © v

Baso: Persorally have: Life issurance n=340, TPD n=253, Income probection n=200, Trawma n=151, Housshold

Financial advice is not aiding than one in five have seen one in the last
category engagement twelve months. Equally, a third of working-age

Australians are adamant that they'll never see
Only about a third of working-age Australians a financial adviser as they don't see the value
have ever seen a financial adviser and less in them.

Experience with financial advice

38% have ever seen a financial adviser...
... but only 16% in the last 12 months

29% intend to see a financial adviser...
... but only 6% in the next12 months
33% never intend to see a financial adviser
as they don’t see the value in them

Base: Tolal sample n=1,106
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Survey responses indicate that there is
value in seeing a financial adviser when

it comes to life insurance: those that have
a financial adviser are more likely to rate
income and life protection as essential,

are significantly more likely to have a life
insurance product (67% compared to 37%
for those who haven't sought advice), and

be insured for higher amounts on average.
However, having a financial adviser does
not improve knowledge about insurance.
There is no difference between advised
versus non-advised consumers in product
range comprehension, knowledge of own
policy, perceptions of pricing and perceptions
of who should be covered. In fact regardless
of advice exposure, less than half of working-
age Australians believe it is necessary for

all income earners to have life or income
protection and around one in five believe

that no-one requires cover.
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BREAKING DOWN
THE BARRIERS:

obstacles and opportunities

There are three main barriers to increasing
the penetration of life insurance in Australia.
First, there is a need to prompt active enquiry
- Australians recognise the importance of
protection but many are failing to take the
next step in seeking a solution. Conversion
from consideration to purchase then requires
better communication of tangible product
value (versus the assurance of protection) and
reassurance of the industry's trustworthiness

when it comes to following through on claims.

The elephant in the room: protection
need is known but product ownership
to fulfil that need is ignored

The relatively low penetration of life
insurance products in Australia does not
appear to be a result of difficulties with the
application process or information provision:
of the one in two (51%) working-age Australians
who have ever sought information on financial
products or insurance that could help ensure
they have enough money in the event of “life
insurance” events, almost all (94%) have
made an application and less than one tenth of
those that apply do not end up with a product.
Evaluation of the life insurance application
process reveals that the process itself is
relatively easy (in terms of steps required

and how products work).

Reasons for non-ownership of life insurance and income protection

L
Of those that den't have life insurance...
15% Enquired but did not get

26% Mever considered

32% Think they
don’t need it

29% considered
and open

B Do ok cowrs el Lt it Ao L inioirncan Fesli PR, Iruceve [OABCION IVarance s

Of those that don't have income protection...

8% Enquired but did not get

31% Never considered

20% Think they
den't need it

40% considered
and open
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The biggest barrier to category entry for life
and income protection insurance is a lack of
consideration of how to provide for the event
of death or being unable to work. Although
nearly all of working Australians rate income
or standard of living protection important,

at least one in four non-insured consumers
simply have never considered the financial
impact of “life insurance" events that
would lead to an inability to work and earn an
income. Many other non-insured consumers
believe that they do not need life insurance
(1in 3 for term life, TPD or critical illness and
1in 5 for income protection insurance). It's
clear that not all Australians understand
that both life and income protection are
necessary for everyone to ensure they can
maintain their current standard of living:

a quarter of survey respondents said no one
needs life insurance cover and one in three

stated only a household's main income earner.

Stated lack of need for life insurance is higher
amongst younger Australians (perhaps
understandable - death is, after all, likely to be
a long way off), but also amongst pre-retirees
(aged 45 to 65 years). This is of concern. The
average life expectancy upon retirement age
in Australia is now 20-25 years? and according
to the United Nations?, it is predicted that

by 2036 more than one million Australians
will be aged over 85 years. Although
superannuation means Australians will have
income on retirement, research suggests that
the debt to superannuation ratio of pre-retiree

households is as high as 91%?23, meaning

2l The Intergenerational Report 2010, Commonwealth of Australia
22 AIHW 2007: 5-6; ABS Population Projections, Australia, 2006 to 2101
2 Household savings and retirement: Where has all my super gone?
A report on superannuation and retirement funds, KELLYresearch,
October 2012

APATHY TO ACTION

retirees are still open to significant financial
strain without adequate life protection. It is
important, therefore, that the industry finds
a way of communicating product relevance
for the changing needs of this growing older

demographic.

Doubted value is a purchase barrier...
and government assistance plays a
role in this

Expense and availability of funds are quoted
as primary barriers to having life or income
protection insurance (mentioned by more
than one in two and one in three non-insured
survey respondents, respectively). Expense
perceptions are likely fuelled by the increasing
cost of insurance in general in Australia as a
result of the combination of declining interest
rates, the higher cost of capital in the post-
GFC financial market?, and a low point in

the insurance cycle resulting from a spate

of natural disasters, for which the costs are
expected to more than triple to $23 billion

by 2050%.

Perceived and actual expense of products
should be an important consideration to the
industry as market factors continue to put
pressure on profit margins? and premiums

are likely to increase accordingly. As
premiums rise the importance of palpable
value propositions will heighten and value

is already in doubt for many consumers.
Perceived value is the next largest barrier after

expense (mentioned by 40% of non-insured

#  Future trends in insurance A global perspective on the life and non-life

sectors, Ernst & Young 2013

The ‘Building our Nation's Resilience to Natural Disasters' White Paper

¢ APRA quarterly results Sep 2013
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respondents for life insurance and 35%for

life insurance). Further, more than one in ten
(14%) current policy holders state that their
product is a waste of money and less than one
fifth (17%) agree that their product provides
good value. This belief is likely grounded in part
on the gap between what people believe life
insurance costs and what they're willing to pay
(a third to a half of expected costs), but is also
affected by perceived low likelihood of ever
needing to claim (mentioned by one in five)

and hence poor return on investment.

Libertarian paternalism also appears to play
arole in value perceptions. More than half
(59%) of working-age Australians expect

the government to provide for them if they

o

LIFE INSURANCE

Top 3 stated barriers to taking up products

could not work. This is despite just as many

believing that the government will not be
able to adequately provide benefits to those
who can't work in the future. The existence
of pensions and/or national insurance
disability scheme (NDIS), even though they
are generally recognised as insufficient to
cover living costs (51% agree), means many
Australians believe they are already taken
care of and this reduces the motivation to

take responsibility for themselves.

INCOME PROTECTION

Too % n: Nospare Sceptical h of Too No spare ¥ n:‘
expensive T oncd money ofinsurers © o cC O expensive money oY
poor value needing poorvalue needing
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Trustworthiness of the life insurance
industry is dubious

A 2010 LifeBroker report into underinsurance
in the life insurance category in Australia
revealed that two in three consumers (67%)
believe that insurers will use loopholes to
avoid payouts?. This research confirms that
this belief subsists: more than half of survey
respondents (58%) stated scepticism that
life insurers will honour their policies if you
needed to claim and this mistrust in insurer
commitment to claims is a stated rationale
for avoiding purchase for one in five
disengaged consumers. Trust in the industry
is also impacted by strong scepticism that
life insurers are selling products based

on need, with two in three (65%) survey
respondents believing life insurers tend to
take advantage of people selling products

they don't need.

Negative sentiment about insurers is a tough
topic to battle, particularly as social media
presents unprecedented opportunities for
consumers to share this sentiment. As one
insurance industry executive highlighted, the
insurance market is unfortunately particularly
“ill-suited" to social media sentiment as “when
customers have a bad experience, it's very bad
and hugely emotive. When they have a good

experience, it's expected and normal"?.

APATHY TO ACTION

The industry therefore needs to find other
ways to alleviate concerns about the industry’s
commitment to customer claims. A clear
communication of the actual claim success
rates would perhaps effectively “myth

bust” and accomplish this.

2 http://wwwlifebrokercom.au/news/2010-06-30/australians-dont-trust-life-insurerst Uw5hZfmSwiJ
2 http://www.insurancebusinessonline.com au/news/insurance-is-uniquely-illsuited-to-social-media-182200.aspx
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METHODOLOGY

This report has been prepared exclusively for

the FSC and MetLife by GfK Australia, one of

the top global market research consultants.

Results were obtained from two phases of

research:

® Two ‘conflict’ focus groups moderated
discussions held in Sydney on January 23,
2014

= Group 1 comprised financial decision

makers aged 25 to 40 years old who
are part of a couple with no children
or who have children up to 5 years
old, household income over $70,000.
Four participants who held at least
two life insurance products bought
through advisers or actively through
superannuation and value these, and
four participants who owned none or

don't think they're a financial priority.

= Group 2 comprised financial decision

makers with children aged 6 to 18 year

old still at home, household income over

$70,000. Four participants who held at

least two life insurance products bought

direct through insurers or actively
through superannuation and value
these, and four participants who owned
none or only have as a default through
superannuation and are not engaged

with these.

® A 15 minute online survey of 1,106 adult
Australians of working age (18 to 65 years)
who have at least some say in the finances
or spending in their household (96% of
the total population aged 18 to 65 years).
Interviews were conducted in February
2014 and respondents were sourced from
an ISO registered online consumer panel.
Data was weighted to the Australian
population according to 2011 census data to
appropriately represent the population base

in terms of age, gender and location.

Summary statistics for key subgroups are

available at the end of the report.

Result comparisons have been made at the
95% confidence and significant differences
are highlighted in red (significantly lower)
and green (significantly higher) text. Totals in

this report do not always sum to 100% due to

rounding.
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Gender % Employment status %
Male 50 Full time job 39
Female 50 Part time job / self employed 25
Home duties
Age % Student 8
18-24 years old 15 Unemployed
25-34 years old 22 Retired / disability pension 1
35-44 years old 22
45-54 years old 22 Household income status %
55-65 years old 20 Sole income 69
Dual income 28
Location % No income 3
NSW/ACT 32
VIC/TAS 31 Household income %
QLD 19 <$50,000 26
WA 10 $50,000-$75,000 19
SA/NT 8 $75,001-$100,000 16
Capital city 61 $101,000-$150,000 19
Regional 39 >$150,000 7
LIfestage ) Household assets %
Young SINK (under 35 years) 13 None 25
Pre-family (DINKs under 45 years) 19 <$50,000 14
Young family (children under 12) 23 $50,000 - $150,000 14
Older family (children at home 12+) 20 $150,001 - $250,000 7
Pre-retirees (45-65, no kids at home) 24 $250,0001 - $500,000 9
$500,001 - $1,000,000 8
Dependents % >$1,000,000 4
Net any children under 18 years 32
Children under 5 years 14 Access to financial advice %
Children 5-12 years old 14 Currently have a planner (seen in last 12 -
Teenaged children 12 months)
Adult children 10 Seen one in the past but not in the last >
Elderly parent / disabled relatives 4 12 months
No dependents 59 Never consulted one but plan to do so in 6

the next 12 months

Never consulted one but plan to do so
some time in the future

Unlikely to ever consult one as | don't
see the value in them

Base: Total sample, n=1106
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LIFESTAGE PROFILES Total Ysollllil:(q Pre-family mﬂg ggﬁ; ReF;?reees
Priorities for financial future (top priority) % % % % % %
Protecting your savings and investments 54 48 55 52 61 54
Ensuring your family has enough money to survive if you dies 50 40 45 68 57 38
’E§|Sllljr\r«|er;2 Z?Léissgltl)irl}?\\/le an income if you're unable to work due 49 50 47 59 51 42
Putting aside a fund for emergencies 47 44 48 54 47 46
Maximising your savings for retirement 45 36 45 42 45 51

Overall financial priorities - willingness to sacrifice (lower

= more of a priority)

Home and car insurance 3 5 2 3 3 3
Private health insurance 6 7 5 7 5 7
Income protection and/or life insurance 6 7 7 6 4 9
Wellness & exercise 6 9 7 6 7 6
Reducing debt 8 6 8 7 8 8
Savings 8 9 10 9 8 7
Additional superannuation contributions 10 9 10 10 7 12
Entertainment & Leisure 16 13 16 18 20 15
Personal treats 18 16 16 17 20 18
Travel 18 18 19 19 19 15
Thought about financial impact of... % % % % % %
y:%?d?é%?ﬁlﬁgggirrli]r?jﬁl\f to work for a month or more 82 68 82 87 82 84
(hj/liggnbillri]tc\;)me earner had to stop work permanently due to 74 51 65 81 77 82
Main income earner died 74 50 66 81 81 79
Main income earner lost their job 83 74 85 90 82 82
Proportion who thought about who have tried to plan for it...

E)A:clgdrs]g%rpﬁlﬁgggirrlijr?jﬁlye to work for a month or more 49 43 47 52 47 49
(hj/lig;nbiilriwfyome earner had to stop work permanently due to 47 43 47 52 47 49
Main income earner died 47 41 46 47 54 45
Main income earner lost their job 45 47 48 50 40 42
Household insurance ownership % % % % % %
Home or Contents Il 36 65 78 76 82
Car / motorbike comprehensive 70 42 68 75 74 77
Private health 58 46 63 61 61 57
Net any life insurance 48 25 53 59 53 43
Term life 38 16 41 48 41 33
TPD 29 1 35 36 33 25
Income protection 25 12 30 35 24 20
Trauma/Critical illness / accident 22 8 23 30 27 18
Funeral insurance 12 4 6 1 16 18
Associations with the term ‘life insurance’

A lump sum payment upon death 75 60 69 7 L 83
oo e e D e 7 . 46 e 50 45y, (s
ﬁnlgtr)r?gséjg:/:rpsvrérbkecom.lng perr.nanently disabled and being 32 o5 36 33 33 31
ﬁﬁ]\gr;\;?;?ut&cover your income if you can't work because of 27 25 3 59 30 22

Base: Total sample, n=1106, Young SINK n=134, Pre-family n=204. Young Family n=256, Older family.n=218, Pre-retirees n=276
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Youn Youn Older Pre-
Sla=re 2l S 2 Total SINKq Pre-family Familg Family  Retirees
Expected cost of life insurance % % % % % %
Lower income - $500,000 life cover 1470 1456 1686 1239 1767 1333
Lower income - $5,000/mth income protection 1319 1388 1670 1092 1266 1280
Higher income - $1,000,000 life cover 1657 1852 1531 1348 1876 1829
Higher income - $7,500/mth income protection 1520 1868 1580 1286 1523 1583

What willing to pay for life insurance

Lower income - $500,000 life cover

Lower income - $5,000/mth income protection 483 607 612 406 536 384
Higher income - $1,000,000 life cover 889 1385 806 667 967 867
Higher income - $7,500/mth income protection 1428

Information sources (if sought information)

NET any online source

Comparison website 24 36 27 24 21 21
Internet blog or reviews 15 36 19 18 9 10
Social media 8 1l 12 8 9 <)
Insurer / financial institution 38 50 32 38 41 33
Website 21 26 19 22 24 18
Branch 13 15 9 13 15 13
Call centre 13 15 10 16 16 9
Superannuation provider 37 25 33 27 43 47
Financial adviser 32 20 25 29 35 10

Recommendation from family or friends

Most useful (if sought information)

NET any online source

Comparison website 13 1 12 15 10 14
Internet blog or reviews 7 20 9 9 2 3
Social media &) 7 &) 2 3 1

Insurer / financial institution 17 15 16 19 19 16
Website 6 3 8 5 7

Branch 6 7 6 I 5 7

Call centre 5 4 2 7 & 4
Superannuation provider 18 15 17 13 20 23
Financial adviser 22 13 20 19 25 29

Recommendation from family or friends

Top 3 stated barriers to life insurance

Too expensive

No spare funds 35 34 31 A4 40 38
Poor value / waste of money 35 34 38 31 31 42
Sceptical of insurers 20 20 20 19 17 25
Chances of needing it are low 20 21 18 13 21 15
Wouldn't get anything back (loop holes) 17 18 14 18 17 17
It's a difficult topic to think about 13 21 14 1 17 6
Partner has it instead n 5 10 17 8 1

Willing to take the risk

Top 3 stated barriers to income protection

Too expensive

No spare funds 40 36 34 41 45 40
Poor value / waste of money 37 37 43 33 33 37
Chances of needing it are low 24 29 22 18 23 23
Sceptical of insurers 21 24 20 17 21 25
Wouldn't get anything back (loop holes) 19 19 16 20 17 23
Willing to take the risk 14 9 13 16 9 20
Don't know where to start 12 20 16 10 12

It's a difficult topic to think about 1 14 10 10 14 7

Base: Total sample, n=1106, Young SINK n=134, Pre-family n=204, Young Family n=256, Older family n=218, Pre-retirees n=276; Used information sources n=562, Young SINK n=40,
Pre-family n=104, Young Family n=152, Older family n=119, Pre-retirees n=143; Don't

page 45
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Youn Youn Older Pre-
LIFESTAGE PROFILES Total SINK(J Pre-family Famil(\]{ Family  Retirees
78 127 191 151

Feeling the need to protect loved ones 14 13 12 19 15 12
Starting to think about financial future 10 14 9 9 1 9
Loss of job or income for you / partner 9 6 12 9 9 9
Taking responsibility for financial future 9 1 9 9 9 9
Sudden illness or injury 9 1 10 5] 9 1
Having a child 8 6 8 17 5 2
Experiencing financial strain 8 12 9 6 8 10
Feeling older, more fragile or more at risk 8 3 3 5 1 16
Getting a mortgage / buying a home 7 1 8 5 4
Death of a friend or relative 6 7 5 5 6 6

n= 365 54 75 63 65 106
Starting to think about financial future n 8 1 7 17 12
Experiencing financial strain n 5 10 12 12 14
Loss of job or income for you / partner 10 n 13 1 9 8
Feeling older, more fragile or more at risk 10 2 8 14 8 15
Sudden illness or injury 10 8 © 12 7 13
Feeling the need to protect loved ones 9 7 5 13 n 9
Taking responsibility for financial future 8 5 1 9
Having a child 8 18 12 5 6 3
Getting a mortgage / buying a home 6 10 5 1
Death of a friend or relative 5 5 5 5 6

n= 453 iz 20 108 75 97
Government provides a tax incentive if you have it 22 20 20 19 27 24
aB\}/v:;J;cr:grans;/noguLt(jtg;cggéway\//cm:g;ger you're covered without having to take 16 9 15 17 13 24
A minimum level of insurance is mandatory to avoid extra taxation 14 17 16 12 13 13
Approximately 95% of all life insurance claims are paid by insurers 12 16 12 15 14 6
It ensures your family doesn't have to worry about income if you die, giving you 1 11 13 10 12 9
the freedom to maintain your lifestyle, no matter what happens.
1/3 of women + + of men will suffer cancer... The majority of Australians 9 9 10 11 8 6
wouldn’'t have enough money to live if they died from cancer.
%%\a%rrnlr)réeg\saciratglaecks on welfare will mean assistance for disability will no 8 10 9 8 4 10
Insurance is available to ensure you and your family will have enough money if s 10 6 7 9 7
the worst happens; you just need to choose it.

n= 545 86 12 143 13 86
Government provides a tax incentive if you have it 22 19 23 23 23 20
A minimum level of insurance is mandatory to avoid extra taxation 15 19 15 13 14 17

R , ; .

eBnX/ap\;JFggr?]s%gu:’tdtgotléggagloikrjwzg#wzer you're covered without having to take 15 8 12 16 16 21
Approximately 90% of all | income protection claims are paid by insurers n 13 13 13 10 9
It ensures a regular income if you're sick or injured and unable to work, giving 10 7 11 1 11 10
you the freedom to maintain your lifestyle, no matter what happens.
1/3 of women + < of men will suffer cancer... The majority of Australians 7 10 6 7 8 6
wouldn't have enough money to live if they had to stop working to fight cancer.
Your employer has no obligation to provide for you if you can't work... It's up to 7 9 9 4 6 5
you to get insurance to protect your income
Insurance is available to ensure you will always have an income available; you 6 8 A 6 7 5
just need to choose it.
Government cutbacks on welfare will mean assistance for disability will no 6 7 5 7 5 6

longer be available




APPENDIX

USING THIS RESEARCH
It is important that clients should be aware of the limitations

of survey research.

Qualitative Research

Qualitative research deals with relatively small numbers

of respondents and attempts to explore in-depth motivations,
attitudes and feelings. This places a considerable
interpretative burden on the researcher. For example, often
what respondents do not say is as important as what they do.
Similarly, body language and tone of voice can be important

contributors to understanding respondents’ deeper feelings.
Readers should therefore recognise:

® that despite the efforts made in recruitment, respondents
may not always be totally representative of the target
audience concerned

e that findings are interpretative in nature, based on the

experience and expertise of the researchers concerned

Quantitative Research

Even though quantitative research typically deals with larger
numbers of respondents, readers of survey results should be
conscious of the limitations of all sample survey techniques.
Sampling techniques, the level of refusals, and problems with
non-contacts all impact on the statistical reliability that can be

attached to results.

Similarly quantitative research is often limited in the number
of variables it covers, with important variables beyond the

scope of the survey.

Hence the results of sample surveys are usually best treated
as a means of looking at the relative merits of different
approaches as opposed to absolute measures of expected

outcomes.

APATHY TO ACTION

The Role of Researcher and Client

GfK Australia believes that the researchers’ task is not only
to present the findings of the research but also to utilise
our experience and expertise to interpret these findings
for readers and to make our recommendations (based on
that interpretation and our knowledge of the market) as to
what we believe to be the optimum actions to be taken in
the circumstances: indeed this is what we believe clients’
seek when they hire our services. Such interpretations and
recommendations are presented in good faith, but we make

no claim to be infallible.

Readers should, therefore, review the findings and
recommendations in the light of their own experience and

knowledge of the market and base their actions accordingly.

Quality Control and Data Retention

GfK Australia is a member of the Australian Market and
Social Research Organisations (AMSRO) and complies in full
with the Market Research Privacy Principles. In addition all
researchers at GfK Australia are AMSRS members and are

bound by the market research Code of Professional Behaviour.

GfK Australia is an ISO 20252 accredited company and
undertakes all research activities in compliance with the

ISO 20252 quality assurance standard.
Raw data relating to this project shall be kept as per the

requirements outlined in the market research Code of

Professional Behaviour.
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