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The Changing Landscape for Insurance and Long Term Savings

Theme: Welfare Reform

It is hard to look far into the future and see the current welfare framework 
surviving into the 2020s.

We are likely to see an increased focus on the poor and the vulnerable which may be 
forced on society rather than chosen by it. In contrast to the cultural norms in many of 
the emerging economies, the British state and wider society has sought to provide 
some form of basic welfare safety net since the Elizabethan era. If distribution of wealth 
in the UK continues to develop into an ‘hourglass’ shape, the scale of economic 
problems facing the bottom 20% and their relative lack of opportunity to escape them 
will have its own momentum and require a significant focus of welfare provision to 
prevent social breakdown and destitution and uphold the standards of protection for 
children and vulnerable people we now expect as a society.  These problems will 
continue to become more expensive for the state as the cumulative effects of multi-
generational unemployment and social exclusion build up and the barriers to work and 
economic productivity grow ever higher.

Change may come in small, grudging steps rather than through grand reforms, but 
change is inevitable. For as long as the old quip remains relevant that the British want 
Scandinavian standards of welfare provision with American levels of personal taxation, 
the challenge will be formidable to  reform a welfare system that is increasingly strained 
by the tensions within it.

No less challenging will be attaining a measure of political stability and consensus 
among political decision makers and their opponents. [Partnering with government] will 
require a more proactive industry which is bolder in its thinking, setting a compelling 
but politically neutral agenda which politicians can engage with. This will never be easy 
to accomplish but it will be a necessary task to achieve reforms the industry can 
support and work with. 
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Summary

•	 The State is likely to significantly reduce its umbrella of 
workplace welfare provision. It will increasingly shift more 
of the burden of responsibility onto employers, who it will 
ask to provide (both funded & sponsored) financial and 
back-to-work support for those unable to work due to 
sickness or injury.

•	 In recognition of the difficulty in changing individual 
behaviour, the workplace will become the primary 
marketplace for providing health services in order to 
minimise the severity of conditions and reduce the 
burden on state services. 

•	 Employers will have a growing need to protect 
themselves and their employees with insurance that 
delivers a strategic response to employee risk 
management - protecting both the financial position of 
the business and the welfare of its workforce.

In recent times welfare reform has been one of the 
policy areas towards the top of the public’s list of 
concerns, with both the distribution and absolute levels 
of spending hotly debated – discussions which point, in 
the current political climate at least, to a shrinking State 
and the need for the private sector to fill the gap. 

This is the environment in which protection insurers have 
recently found themselves, working together to articulate 
the case for an increase in Income Protection insurance. 
Having identified the opportunity early on we are now in the 
optimistic position where government policy in this area is 
increasingly closely aligned with what insurers have been 
saying for a long time: that a greater role for insurance 

products such as Income Protection can deliver more for 
UK citizens and reduce the burden on the State. Having 
used the long run up to the last election to make ourselves 
heard, working with the Government, the opposition and 
civil servants about how protection insurance works and 
the benefits it can bring, the ground is now primed for the 
industry to take tangible proposals and solutions to 
Ministers. The challenge is to ensure that the case is 
robust, evidenced and well-articulated in the context of 
Ministerial aims. 

It is clear that there is significant support across the UK for 
the government to live within its means and deliver ‘more 
for less’, legitimising a reduction in the absolute amount of 
welfare spending by the State. In the context of an austerity 
agenda, we can expect to see widespread reforms to the 
provision of welfare by a Government keen to stress that 
high spending is not, in itself, a measure of success in 
looking after the most vulnerable in our society. 

Using the private sector to undertake functions which up 
until now have been the responsibility of the State will be a 
key aspect of this process. On welfare specifically, the 
insurance industry has a once in a generation opportunity 
to step up to the plate and play a key role in ensuring that 
those whose health or personal circumstances make 
working difficult are not left to fall through the cracks.

What does this mean in practice for insurers? Following the 
2015 Summer Budget, a number of themes are crystallising 
which should help us better understand the future of 
welfare provision, and assess the opportunities for insurers 
to showcase their worth to society in this area:

1. £12 billion of reductions in welfare spending will be 
sought. 

There have been clear signs that the Chancellor intends to 
make good on his party’s pledge to find the vast welfare 
reductions promised in the 2015 Conservative election 
manifesto. So far, cuts to tax credits and the removal of housing 
benefit to the under 25s have been announced, but it still is not 
clear where the remaining reductions will be found. One thing is 
clear – if the Chancellor wishes to reduce the deficit and run a 
surplus by the next election, as he has promised to do, whilst 
maintain a duty of protection to society’s most vulnerable, he will 
need to find innovative remedies. 

The insurance industry has a 
once in a generation opportunity 
to step up to the plate.
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2. A vision where prevention and intervention ensure 
the State is the last resort.

It has long been the case that the Welfare State provided 
support to those unable to work and the NHS offered free 
healthcare when illness or injury struck. Although wide 
support for these basic provisions remains, a vision is now 
taking hold of a State that retains its duty to provide a basic 
financial safety net and free healthcare, but that encourages 
intervention through the workplace before State services 
are called upon. In July 2015, tackling employee sickness 
absence was announced as the Department for Work and 
Pensions’ next big challenge - recognising that the 
workplace is well placed to provide immediate support for 
those beset by injury or illness. Meanwhile, the NHS hopes 
to reduce the use of its core services by focusing on 
prevention services that ultimately reduce the use of 
hospital beds and A&E. 

3. The moral obligation for worker welfare will be 
largely shifted to employers.

Following the UK General Election, a number of initiatives 
have been established which begin to transfer elements of 
responsibility for worker welfare away from the State and on 
to employers. The abolition of the Employer Statutory Sick 
Pay Rebate, a living wage for all employees aged over 25 
and cuts to tax credits are all good examples. With the 
Chancellor looking to boost productivity, a more altruistic role 
played by employers could help attract, retain and incentivise 
employees. But whilst employers providing more for their 
employees may save the State money, it will inevitably cost 
the employer more. They now need to pay employees more 
and shoulder the greater cost of sick pay and absence 
management, all of which is arguably a moral obligation for 
employers in the context of a shrinking state. The answers to 
these increased burdens can be largely fulfilled by insurance 
solutions, provided through the workplace, that enable 
employers to deliver to those obligations while minimising the 
uncertainty of the financial cost. 

The answers to these increased 
burdens can be largely fulfilled by 
insurance solutions, provided 
through the workplace, that enable 
employers to deliver to those 
obligations while minimising the 
uncertainty of the financial cost.
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The themes set out above present significant opportunities 
for the insurance sector to fulfil a much more prominent role 
in workplace welfare, but for ‘opportunities’ do not read 
‘easy wins’. There are several big challenges that need to 
be overcome in order to make the most of them:

1. Making the wider financial case to employers, 
individuals and the State. 

The benefits of Income Protection are shared between the 
individual, employer and the State. This spread is positive 
but points to a need to prove the benefits for all three 
parties - particularly the employers generally funding the 
premiums – not just the individuals who are the most 
obvious beneficiaries. So at a time when we are asking the 
Government to support and partially fund the wider uptake 
of Income Protection we need to demonstrate how it will 
not just benefit individuals and employers but also reduce 
reliance on the State, tackling sickness absence and 
boosting productivity. In this context, a government tax 
incentive would encourage a greater uptake of Group 
Income Protection, which in turn will deliver net savings 
overall, rather than just benefit those employers who 
already choose to provide the cover. For employers, the 
case needs to be made that the cost of premiums is a 
known cost, provides certainty and can provide the financial 
safety net for many employees that the State cannot. 

2. Evidencing the benefit of early intervention and 
back to work support services.

The protection industry’s products offer benefits beyond acting 
as a financial safety net. But whilst offering services that help 
individuals back to work sounds altruistic and far more 
effective than no intervention, we need to provide evidence of 
the difference those interventions make. How often do those 
services play a role? Would individuals have returned to work 
regardless of intervention? By how much does it speed up the 
return to work? The Government has shown that it believes in 
the value of early intervention, with the introduction of the Fit 
for Work35 service, however the service does not provide 
access to rehabilitation services.  Insurers need to evidence 
the tangible benefits of the rehabilitation services provided if 
we are to gain wider government support for the incentivising 
of insurance provision. 

3. Ensuring products are robust and stand up to 
scrutiny.

With a life in the spotlight come risks and challenges. If 
government sees a role for insurers as partners of the State 
in providing more for less, it will naturally want to better 
understand the products it is advocating. This kind of 
scrutiny when applied to pension products as a result of 
auto-enrolment brought with it tighter regulation of defined 
contribution schemes, and ultimately a charge cap. In 
Protection, small print has reduced, claims payouts have 
increased and more conditions have been covered over the 
last decade. Insurers make a real difference to thousands of 
people’s lives each year (£3.44bn was paid in claims by the 
protection industry in 2014 for example). We clearly need to 
make sure that we continue to adapt coverage, ease of 
access and affordability as the needs of UK citizens 
change, to make sure we remain relevant to those needs.

4. Taking steps to avoid confusion with Payment 
Protection Insurance.

Finally, while it may seem a relatively minor issue for the 
industry, insurers should not hide from the current tendency 
for Income Protection insurance to be confused with 
Payment Protection Insurance. It is unclear whether a 
positive case for insurance solutions to welfare can maintain 
traction while this common, although incorrect, association 
remains. It asks the question, is this a terminology issue 
and, if so, should we be looking at broad new ways to 
reinvent and rebrand our services?

Welfare reform is well underway, but the journey is just 
beginning. Likewise, insurers have a foot in the door 
with an excellent case to be made, but have some way 
to go to convince government, employers and 
individuals that they have worthwhile and workable 
solutions to providing workplace security. With the 
Government open to ideas in the early stages of this 
parliamentary term on how to deliver more for less, 
now is the time for the industry to pull out the stops to 
make the case for a growing role in workplace welfare.

Insurers need to evidence the 
tangible benefits of the 
rehabilitation services provided if 
we are to gain wider government 
support for the incentivising of 
insurance provision. 


