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2 Foreword

This millennium has seen employment levels in the UK rise to a record high, bringing opportuníty to many people and
economic benefits to the natíon as a whole. Yet at the same time, growing numbers of people have found themselves
unable to work as a result of sickness.

lnsurance can, and does, playa significant role both in helping peopte cope financialtyduringa sickness absence and in
getting them back to work. Many other services and agencies also play a major part.

The Cll, together with other sponsors, commissioned this study by SAMI Consulting to hetp understand what factors
affect the resilience of UK households to sickness absence. We also wanted to know what could be done to help more
families weather the effects of sickness absence in the future.

The report comes at an important time. Welfare reforms are reshaping the state benefits system, making it plainer than
ever that people re[íant on out-of-work benefits cannot expect to maintain the lifestyle they enjoyed while in work.
What's more, fewer employers are offering sickness benefits and almost one worker in six is self-employed. So the
question of how families are to cope with their commitments when síckness strikes looms ever larger.

The report does not make for comfortable reading. For those involved with insurance - both within the profession and
among consumer bodies - this paper raÍses questions about product design and distribution, and how to buitd public
confidence. For the Government, it asks what could be done to the benefits system to better encourage private insurance-
based provision and rehabilitation. Above att, it highlights the need for services and agencies to work together to help
ensure that families are better placed to cope with the effects of sickness absence in the future.

Now is the time for action. Both collectively as a profession and individually as firms, we must engage in that debate.
Havíng made some suggestions on what needs to be done, the Cll is now looking forward to actively coltaborating with
all stakeholders to bríng about a system that best serves the public interest.

Robert Fletcher
lmmediate Past President
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Key points in this report:

Where we are today

. Each year, a million people in the UK suffer a

prolonged absence from work due to sickness.

¡ A minority of this million get sick pay from their
employer, although most have to rely initially on

Statutory Sick Pay (SSP) of f88 a week. SSP is not
available to the self-emptoyed.

. Up to half a millíon would find their savings run out
after lust a few weeks.

¡ State benefits assist some people but often
the payments aren't enough to help them meet
inescapable comm itments.

. lnsurance products exist to help. They provide cash
payouts, support and rehabilitation to get people
back to work.

. Rehabilitation and support reduce the length of
sickness absences, bringing financial benefits
for employers and the State as we[[ as helping
individuals. A pound spent on these services can

bring savings o1 f.77.

. Only around 1 person in 10 is covered by insurance.
As a result, many families suffer financial hardship
and lasting damage when there's a prolonged
absence from work due to sickness.

. Planned changes to state benefits will mean people
who buy insurance could lose benefits f for f.

Factors that may shape the future

Five factors may shape how we[[ families weather
sickness absences in the future:

. Household resources. Rising housing costs,
'generation rent', student loans, auto-enrolment
into pensions and reliance on the 'Bank of Mum &
Dad' mean household budgets are likely to remain
under pressure for most familíes.

¡ Employment patterns. While technological
advances (e.9. automated services replacing
humans) can mean greater uncertainty about the
distribution of work and earnings, technology
can also help more people to work when unwell.
Employer and social attitudes to sickness and work
wil[ be crucial.

. Health and Health Services. How far will health
services devetop to support people getting back
to work? And how far wilt individuals proactively

optimise their health? There is a long way to go.

. Financial Planning and Financial Services. lf
consumers can improve their financial planning

and management capabilities, a¡d the finance and' 
insurance industry is abte to build more trust with
the public and widen access to its products and
services, then a greater number of families could
become more resilient

. The Welfare State. A more generous benefits
system looks unlikely, but a better fit with private
insurance (removing the f for f clawback) offers a

way of improving resilience. Early work-focussed
support - buitding on the experience of insurance-
funded rehabilitation - could make welfare
provision more effective.

Recommendalions

1. A key target for the Government and the successor
body to MAS shoutd be to increase the number
of households able to cope financially with a 4-6
week interruption in income. For longer periods,
insurance is likety to be a better solution.

2. The lncome Protection insurance industry shoutd
establish a new programme to communicate the
product's features in clear and simple language. lt
should also consider how the product can be made
easier to acquire and how to help build greater
public trust.

3. The Government should work with insurers to
enable the state welfare system and private
provision to complement each other. The emerging
posítion (whereby those who insure against
sickness may face a f. for f clawback) should be

revised, so that those who act responsibility are

encouraged rather than penalised.

4. A Task Force involving Government, MAS,

Employers, Distributors, the FCA, relevant
charities, health providers and insurers should
be established. This Task Force would ensure
that stakeholders seize every opportunity to alert
people ofthe need to plan for contingencies such as
sickness absence.

5. The Government should take the lead in
bringing together the interested parties (such as

representatives of emptoyers, workers, charities,
health professionals and insurers) to consider how
better, and earlier, support and rehabilitation could
be extended more widely.

6. The Government should work with money advice
and debt services, health professionals and the
Task Force members to identiñ7 ways of alerting
people about the help available as soon as possible
in a period of sickness,
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The issue

1. Each year a million people in the UK suffer a prolonged absence from work due to sickness.

2. Afortunateminorityofthesepeoplewill continuetobepaidbytheiremployer.Butmostwill havetorelyinitiallyon
Statutory Sick Pay of f88 a week, although even this is not available to the self-employed. This means a fall of f325 a

week for the average earner - so, someone who is off work for 6 months could be f9,000 out of pocket.

3. Whilesomepeopleareabletorelyonsavingstomakeupforthelossofearnings,uptohalfwouldhavedepleted
their savings completely after just a few weeks. While state benefits can help those in greatest need, they do not' cover mortgage payments - at least for the first 9 months - and may not cover the rent or a wide range of other
inescapable commitments

4. lnsurance products, such as lncome Protection and Mortgage Protection, exist to help with the financiaf effects of
sickness. They also provide support and rehabilitation to promote a speedy return to work - but only around 1 person
in 10 is covered by such insurance.

5. As a result, many families suffer financial hardship. Often, there is also lasting damage done to their finances,
employment prospects, family retationships, the stability of their children's education and their own
longer-term health.

6. This study draws on insights from a wide range of people and organisations concerned with this probtem. lt looks
at how things could develop over the next decade, and suggests first steps towards improving the resílience of
households to the impact ofsickness absence.

7. While the take-up of insurance is low, those peopte who are covered can benefit in a number of ways. These may have
a profound effect on their famity finances and future life prospects. ln 2015, some 28,000 families covered by lncome
Protection (lP) poticies received almost f480,000,000 to help meet their living costs and financial commitments.

8. But financial help is only part of the picture - most lP insurers also provide a range of supportíng services designed to
help people through their illness and to return to work. These services include:

. Sickness absence prevention (e.g. line manager training in mental health awareness).

. Early intervention services such as physiotherapy and tatking therapies, to hetp prevent longer term
sickness absences.

. lntens¡ve vocationaI rehabilitation programmes.

¡ Personal support such as nurse adviser services.

9. Theseserviceshavebeenshowntoreducethelengthofsicknessabsences,bringingfinancialbenefitsforemployers
and the State as wel[ as hetping individuals. The services also make a positive difference to the lives of some families,
as demonstrated by the case studies in Chapter 3.

10. Looking at the economic perspectíve, one study showed that for each f1 spent on rehabilitation, the total savings to
families, employers, the State and insurers amounted To f.77.
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Factors that may shape the future

11. Over the next decade, a number of factors will shape the ability of households to prepare for, and cope with,
long-term sickness. These factors include high-tevet drivers, such as technological and demographic change, the
development of the economy, political choices and Britain's place in the world. Linked to these, our study identifies
five 'direct drivers'that are most likely to have an impact upon household resilience to sickness absence in the future.

Household resources

12.The resources availabte to households wilt affect their ability to plan/provide for the risk of sickness and their ability
to cope when sickness occurs. While much witt depend on economic performance, existing trends together with
policies whose effects are still coming through (such as auto-enrolment into pensions, student loan repayments)
suggest that:

. The budgets of most working-age househotds will remain under pressure. For many, it will not be a realistic goal to
build enough 'rainy day savings'to see them through a prolonged sickness absence.

¡ Reliance on housing equity to get through a long-term sickness absence (e.g. through a secured home loan) will
not be an option for a growing number of people, especially the under 50s.

. Growth in the proportion of people renting (both 'generation rent'and people renting tater in life following
relationship breakdown) witl increase vulnerability, since landlords may be less likely to forbear than mortgage
lenders.

. Amongst the over 50s, a growing number wil[ be providing financial support to their adult children - so losing
income through sickness may affect both their own household and their children's households.

Employment

13. The nature and pattern of employment is tikely to change significantty over the next decade. Technological advance
and how employers see their role will be important. The main conclusions we draw about how changes in the world of
employment.may affect household resilience to sickness are:

. The distribution of work amongst the population may change. This may affect both the number of people who
suffer an income shock when sickness strikes, and the ability of people to provide for themselves through
insurance or savings.

. lt could become easier (or be made easier) for many people to work through periods of illness and disability -
changing technology and changíng attitudes could make a difference.

. The extent to which employers witl facititate/provide sickness-related benefits will be important, but a sígnificant
group of self-employed (or insecurely emptoyed) people wil[ need alternative solutions.
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Health and Health Services

14. Health trends over the next 10 years wil[ clearty influence both the number of sickness absences and their length.
Health-related drivers that may have the greatest impact on household resilience to sickness are:

. The extent to which heaith professionals (especialty GPs, at the front-line of contact) recognise the importance of
work from a health standpoint and seek to make early work-focussed interventions with their patients.

¡ How occupational heatth facilities develop, and the attitude of employers to health and work.

. The extent and avaitabitity of health management services that help people manage their long-term conditions.

¡ Attítudes to illnesses where symptoms fluctuate, and what they imply both for treatment and work.

. The way ín which mental health probtems - and the factors that contribute to them: are addressed.

¡ The extent to which individuals are proactive in optimising their health.

Financial Planning and Financial Services

15. The financial capabitity of consumers will influence the extent to which they make prudent provision for themselves
through insurance, savíngs or use ofcredit. The degree oftrust that consumers have in providers, and the public's
ability to access information, guidance and advice will also be important factors. The effectiveness of the replacement
body for the Money Advice Service, and the effect of the Financial Advice Market Review, wi[] therefore be vital, as will
the industry's efforts to build trust.

16.Access to financia[ products will be another important factor. New forms of distribution - perhaps, for example,
through the providers of auto-enrolment pension saving schemes - may allow insurance products to reach a
wider population.

17. Possible changes to the way insurance products are designed and underwritten may also be a sígnificant influence.
For example, more standardised products wíth less underwriting may increase the opportunity for lncome Protection

to become more of a mass-market product.

The Welfare State

18. How the Welfare State develops over the next decade will be an important influence in a number of ways. A more
generous state benefits system could make it easíer for people to cope financially while unable to work, but a move
in this direction seþms unlikety. Perhaps more realistic is the development of a better fit between state benefits and
private insurance - moving away from the situation where people who insure may find they lose state benefits f for f.
lmproving this fit is a prerequisite to a soundly-based expansion of provision.

19.A related issue is the extent to which the state benefii system can be re-oriented to prioritise early work-focussed
interventions and rehabilitation. Key questions here include what lessons can be learned from the insurance sector in
this area, and whether a closer partnership between public and private sectors could develop.

20.4 finat issue here is the balance the State seeks to strike between íts own role, that of individuals, and others such
as employers.
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First Steps to building more Resilient Households

21.Our work has shown that too few househoids are resilient to loss of income through sickness. While the future
presents many uncertainties and opportunities, we are clear that the problems faced by hundreds of thousands of
people each year will not go away without action. We must start providing help that allows people to:

¡ Be better prepared forthe risk ofsickness striking.

¡ Get back to work as soon as possible.

¡ Manage their finances during a prolonged sickn"ss absence.

22.We make the following specific recommendations:

1. AkeytargetfortheGovernmentandthesuccessorbodytoMAsshouldbetoincreasethenumberofhouseholds
able to cope financíalty with a 4-6 week interruption in income. For longer periods, insurance is likety to be a
better solution.

2. The lncome Protection insurance industry should estabtish a new programme to communicate the product's
features in clear and simple language. lt must also consider how the product can be made easíer to acquire and
hetp to build greater public trust.

3. The Government should work with insurers to enable the state welfare system and private provision to
complement each other. The emerging position, whereby those who insure against sickness may face a f for f
clawback, should be revised so that those who act responsibility are encouraged rather than penalised.

4. A Task Force involving Government, MAS, Employers, Distributors, the FCA, relevant charities, health providers
and insurers should be estabtished. This Task Force will ensure that stakeholders seize all opportunitíes to alert
people about the need to plan for contingencies such as sickness absence.

5. The Government should take the lead ín bringing together the interested parties (such as representatives of
employers, workers, charities, health professionals and insurers) to consider how better, and earlier, support and
rehabilitation could be extended more widely.

6. The Govêrnment should work wíth money advice and debt services, health professionals and the Task Force

.members 
to identifo ways of alerting people about the help available as soon as possible in a period of sickness.

23.We also hope this report will prompt further debate about how services, policies and products should develop in the
futurç. Chapter 7 lists a range of questions for debate.



I Ghapter 1: lntroduction and background to the study

lntroduction

1.1. Each year, around a mittion people in the UKexperience a long-term absence from workdue to sickness. Some
households have the resitience to enable them to weather the financial effects of sickness. But for others it bríngs
hardship and long-term damage to their finances and employment prospects.

7.2. The purpose of this study is to develop a deeper understanding of household resilience and how this might change
over the next 10 years. By focussing some years ahead, we hope to encourage debate about what actions can be
taken in the shorter term to make for a future ín which many more households are able to cope with, and recover
from, the financial effects of sickness.

7.3. Our emphasís is on households and famities rather than simply on individuats. This is because, in many cases,
children and partners are adversely affected by the loss of income and the additional strains associated
with sickness.

7.4. The study was undertaken in summer 2076 and draws on:

¡ lnterviews with decision-makers and opinion formers in organisations representing consumers, supporting
people ín times of sickness, and providing support (e.g. financial planning advice) to people in debt. We
also talked to professiona[ financíal advisers, Government officials and regulators, ínsurers and product
distributors, think-tanks and NGOs.

. A scenario planning event with opinion formers to consider what the future might hold.

¡ Consumer research conducted for the study.

. Analysis of data regard ing the effectiveness of rehabititation in the G rou p lncome Protection market.

r Desk research on previously published material.

7.5. This report sets out:

Background on sickness and household resilience today (Chapter 2).

. Analysis of the income protection insurance market, the effectiveness of rehabititation and related support,

. 
and an overview of State benefits (Chapter 3).

r Consumer research giving insights into consumer attitudes (Chapter 4).

. . The key drivers that may affect household resilience in the future (Chapter 5);

. Scenarios for2026 (Chapter 6).

. Conclusions and recommendations (Chapter 7).



Ghapter 2: Sickness and household resilience today $

2.7. Over the last 10-15 years, there have been enormous advances in the research, data and analysis available about
the incomes, wealth and assets of older people in the UK. We can view the financial position of pensioners through
lenses such as cohort, gender, lqcation, sources of income and capital. The importance of retirement planning and

incentives to save - inctuding the need for the state system to make it worthwhile to save for retirement - have

also been centre stage during this time.

2.2. By contrast, the financial impact of [ong-term sickness absences - which affect a miltion people annually,
compared to the 600,000 who reach pension age each year- have received little attention and there are no

comprehensive data sources. However, we have created a picture by drawing upon the range of surveys and data
sources we could find, and upon the practicaI experience ofthose who help peopte through periods ofsickness.

The prevalence 0f sickness absence

2.3. Figures published by the Department of Work and Pensions (DWP) in 2014 show 960,000 people each year having
a long-term sickness absence from work (defined as a continuous period of a month or more). Later research by
Money Advice Service (2015) put the number of people suffering serious illness or accident each year at

1.31mi[[ion.

Who is most affected by longterm s¡ckness absences?

70o/o of long-term absences are amongst employees of small or mediúm enterprises (5MEs), with 43olo being
peopte who work for employers with fewer than 50 staff.

600lo of absences are accounted for by women.

57% ofabsences are amongst people underthe age of 50.

[Source: DWP pubtished data 20141.

How household incomes can be aflecied

2.4. The DWP figures do not include information about how these absences affect incomes. But it is possible to
illustrate how a typical household might be affected:

. Statutory Sick Pay (SSP) is payable for the first 28 weeks of an absence - currently at the rate of f88.45
a week.

¡ Thís compares to the post-tax take home pay of around î.475 aweek for a median earner.

. So in this case, the household income coutd fatt by over f325 aweek. lf sustained over 28 weeks, the
cumulative shortfall would amount to some f9,000.

2.5. The actual experience of households may differ from this iltustratíon, for example:

r Some employers - mostly public sector or [arger employers - pay sick pay above SSP levets for a period,

whereas the majority of absences are amongst people who work for 5MEs. Research by Swiss Re for its
pubtication "The European lnsurance Report 2015, Next Generation lnsurance" found that only 79"/" of people

in the U K said their employer would continue to pay their satary in full or in part during sickness - and only
7JY"in the case ofwomen.

. Self-employed people have no access to SSP.

. Some famities who lack other income/capital may receive means-tested benefits so their income shortfa[[ may

be reduced (the State benefits system is further considered in Chapter 3).

r ln other families, the shortfatl may increase; for exanÍple if the other breadwinner has to reduce working hours
to assume more caring responsibílities (either for a sick partner or for children).

. The extent of the cumulative shortfal[ witl of course vary with length of absence and normal pay levels.

¡ Despite these varíations, there is no doubt that each year hundreds ofthousands offamilies face a substantial
income shock when sickness strikes. So we look next at how well households are prepared for coping with
such shocks, and then at what help is available to get people back to work and minimise their loss of earnings.
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Preparing for the worst

2.6. Research bythe MoneyAdvice Service, and others, gives a sense of what savings people have avaítable to cover
a shortfall in income when sickness strikes (see box betow). A similar picture emerges from other surveys and
there is little doubt that many families are precariously placed, with very limited savings to see them through a
prolonged sickness absence.

Levels of 'rainy day' savings

The MAS Financial Capability Survey in 2015 found that 'a third of middle class families would have to borrow
to meet an unexpected bitl of f 500'. (This figure equates to tittle more than a week's take home pay for the
average worker).

MAS's Market Segmentation (March 2016) identified two large segments of the population: the'struggling'
segment accounts for 23o/o of the population who have median savings of just f50; and the 'Sgueezed' segment
(a further 25% of the population) who have median savings of f580.

Research by The Money Charíty in 2016 found 460/o of households have savings under f1,500.

Latest MAS research (September 201ó) found over 16 million people have savings under f 100.

2.8.

We atso looked at the extent to which people have insurance protection against loss of income through sickness.
There is a range of information sources, but the broad pícture is pretty clear:

. Around 10% of workers are covered by income protection policies - two-thirds of which are organised by their
employer. There is tiketyto be a high degree of overlap between this group and the 19% (mentioned at para
2.5) who say they would continue to receive some payment from their employer [Source: Swiss Re analysis].

. Around 5% of peopte with a mortgage have mortgage payment protection policies ISource: Scottish
Widows researchl.

It is clear from these figures that a large proportion of the population is ill-prepared - either in terms of savings
or insurance - to weather the financial effects of a [ong-term sickness absence. Within this overall picture, some
groups such as the self-employed appear to be particularly at risk of being unprepared.

Spotlight on the self-employed
¡ Almost 4.8 million workers are self-employed, accounting for over 15% of the UK workforce lsource:

ONS 2016 publicationsl

¡ The nature of the self-emptoyed workforce is changíng: 60% of the rise in self-employment in the last
five years has come in higher skilled managerial, professional and associate professional jobs. And most
of the growth is amongst women.[Source: Deane Review of Setf-employment 2016]

¡ When asked about the problems of self-employment, 30% cíted not gett¡ng paid if they fall ill as a big
problem (and a further 28o/o said it was something of a probtemJ [Source: Deane Review]

. The self-employed tend to be older than the working populatíon as a wholer nearly half (437') of the
setf-emptoyed are over 50 and just 11% under 30. [Source: Deane Review]

. Two thirds (627') of self-employed workers' househotds are reliant on one wage earner's income,
compared with 52o/o of the average population. [Source: Scottish Widows research 2016]

. Despite thís, less than 10% of the self-employed have Income Protectíon insurance.
[Source: Swiss Re analysis]

2.9. Chapter 4 gíves further insights into consumer attitudes to providing for sickness.



11

Minimising the length and impact of a sickness absence

2.10. The sooner a person can return to work (with appropriate support, if needed) the less severe the impact on
' household finances. ln addition, an early return wil[ often minimise any negative, longer-term consequences for

the individua['s earníng power. By contrast, those who suffer a prolonged absence are more likely to see a long-
term reduction in theír employabitity and earning power. This 'scarring effect' of a prolonged sickness absence is

signíficantly greater than that of an absence due to unemployment.

2.11. Our interviewees highlighted the importance of early interventions to provide support to return to work. ln Chapter

3, we analyée the effectiveness of such interventions - many of which result from the cover provided by lncome
Protection insurance policies.

2.72. Forthose people who are not covered by insurance, early work-focussed interveniions are the exception rather
than the rule. People claiming Employment and Support Allowance (ESA) - usually after 6 months on SSP - may
wait a further 9 months for their Work Capability Assessment. ln a bid to bring about much earlier interventions,
the Government's Fit for Work initiative has sought to engage employers and doctors, but take up has so far been
very low. The consensus amongst interviewees was that, in the interests of individuAls and their families, and in

the national economic interest, many more early interventions are requíred.

Wider effects

2.73. Our interviewees highlighted a range of knock-on consequences following an initial income shock resulting
from sickness.

2.74. Asubstantial number of people become reliant on the state benefits system. However, it can leave many financial
needs unmet while creating disincentives both to work and self-reliance. This is discussed further in Chapter 3.

2.15. The shock to household finances - and the ongoing shortfalls many people suffer as their commitments exceed
their incomes - leads many people into debt. Those who go quickty to debt counselling services have the best
chance of re-arranging their finances to get things onto a more stable footing. But many people do not seek help
until they reach crisis poínt. This may be particularly true of those suffering sickness, as their main focus may be

on the illness itself rather than addressing its wider effects.

A vicious circle and costs for soc¡ety

2.16. Our interviewees atso hightighted that, increasingly, debt is emerging as a factor contributing to mentaI health
problems. And, since mental health problems are a growing cause of sickness absence, there is a vicious circle.

2.77. The costs of sickness are borne across society and affect individuals, families, employers and taxpayers. ln 2011,

the lndependent Review ofsickness Absence estimated the cost ofsickness absence at f15 billion a year.

Conclusion

2.18. ln conclusion:

¡ ln the UK, around a million people each year suffer a long-term absence due to sickness.

. Household finances can be hit quickty and hard: a shortfall of f325 a week would occur when someone moves
' from average earnings to Statutory Sick Pay.

o ManV households lack the savi ngs to cover just a few weeks of sickness absence, and few have enough savings

to cover a period of months. Only around 1 worker in 10 has insurance cover for loss of earnings from sickness.

. While State benefits may cushion this blow, they are unlikely to cover the shortfall.

. Few people (mostty those with insurance) benefit from early work-focussed intervention/rehabilitation to get

them back to work as soon as possible.

¡ ManV households affected by sickness get quickly into debt. This may lead to additional health
problems (especially if they don't receive early debt counselling) that may result in further absences
and financial problems.

¡ Sickness absence costs the UK some f 15 bitlion a year.

2.79. lnthe next Chapter, we look at the insurance market for lncome Protection and the difference that can be mäde
when back-to-work support and rehabilitation is available.



12 Ghapter 3: Financial and rehabilitation support for those
who are too ill to work

lntroduction

3.1. This Chapter draws on information and analysis from insurers, external research and our own programme of
interviews. lt gives an overview of lncome Protection insurance and an analysis of the support and rehabilitation it
can provide. lt also includes case studies,and summarises key points about the State benefits system.

Part 1 - The income protection insurance market

3.2. For those who wish to protect themselves and their families from the impact of sickness on their ability to
work, lncome Protection insurance is the main option availabte. lt pays out a monthly income and also provides
rehabilitation support for a return to work. lt can be purchased by indivíduals or a Group - normally, by an
employer arranging a scheme for employees. While coverage is significant, it fatls well short of the number of
people who could benefit from such policies:

r Just over a million lndividual lncome Protection (llP) poticies are in force and sales of new policies saw a small
increase in2O75.

. ln addítion; just over 2 miltion people are covered by Group lncome Protection (GlP) policies - and this figure
has risen gradually over recent years.

By way of comparison, the Sergeant Review of Simple Products (2012) noted that a further 23.5 miltion adults could
potentia[[y benefit from lncome Protection.

Typicalfeatures 0f an ¡ncome protection policy

3.3. lncome protection products vary, but typical features ínclude:

. llP poticies are underwritten at apptication using individuaI risk assessments based on:

- Heatth and occupational status - exísting conditions are covered, untike PPI policies.

- Level of income from work - people can insure themselves up to a certain percentage of their monthly
income, with the maximum usually around 70o/o.This gives a financial incentive to return to work and also
takes account ofthe fact that llP is not taxed.

. All lP policies pay out to individuals regardless of other household income. This is different to means-
tested State benefits, which take into account househotd income - adversely affecting households with two
breadwinners.

. Policies usually have a "defe rred period" i.e. a pe riod of time that a person needs to be off sick before receiving
any payment. This is [ínked to the period of time that their employer will continue to pay their wages. Payment
from day 1 is available for those who do not quatify for sick pay - for example, the self-employed.

¡ Rehabilitation support is provided as soon as it is appropriate. Early interventions are often extremely valuable
in helping people back to work. Most llP polícies provide rehabilitation as part of their product offering.

¡ Most policies pay an income untit the indívidual has recovered or untiI retirement age, with cheaper options
available with a fixed maxímum period of payout.

. Claims payout rates are published on the basis of both individual companies and the industry as a whole.
Overall, companies pay out on over 9Oo/" of llP claims (stightty tess for GIP).

¡ Some companies offer a guaranteed level of payout - using the financial underwriting assessment at the point
of application. Others re-assess at the point of claim.

¡ Most llP policies are set on an "own occu pation" basis (i.e. if a pe rson is not able to work in their own job). The
State benefit incapacity test is far harsher.

¡ Customers can make multipte claims on poticies and tinked claims often pay twice for the same cause. Any
claim that a customer makes has no effect on future premiums or payouts.

¡ Many policies encourage a gradual return to work by paying benefit in addition to the customer's
part-time earnings.

¡ Premiums are set at the outset and premiums and benefits can be indexed. Premiums are not
re-u nderwritten an nually.
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3.4. GIP products are based on similar principles to llP policies, but there are some differences. One is that, except
forvery high earners in companies, they are not individually underwritten on health status. lnstead, they are risk
assessed as a group. Clearly this is fairty straightforward for large companies, but insurers have become more
innovative in grouping risk between SMEs, avoiding the need for individuaI health underwriting.

3.5. While employers and individuals purchase income protection to address a financial need - if they become ill
and unable to work for an extended period - the benefits can go far beyond this. For employers, in addition to
supporting employeeS with long-term sickness pay, the other services offered often form an íntegral part of their
employee well-being and absence management programmes.

Who has income protect¡on insurance?

3.6. Figures produced by UK industry bodies give an idea of how many people are currently hetped by these policies:

. Over 13,000 families were supported financially through individual income protection poticies in 2015, with tax

. free claims payments totalling f131m.

¡ ln the same year, a further 74,604 claimants were paid a total of f347m through group income protection
schemes for a long-term work absence.

¡ lnaddition,7,878 peoplewere helped backtoworkin 2015 beforetheirclaim became payable, a23o/"increase
from 2074.

. Data provided by one insurer * Unum - shows that half of those who made claims have an annual salary of less

than f30,000 and two-thirds earn less than f40,000 a year, challenging the misconception that employers only
provide lncome Protection to top tier staff.

. On average, women are still under-protected compared to men.

Who claims 0n the¡r income protect¡on pol¡cy and who returns to work?

3.7. Cancer, musculoskeletaI problems and mental health disorders are amongst the most common causes of claim.
Figures vary between insurers, but the following percentages from the insurer LV= show their top five causes of
claim on lndividuallP policies in2075:

. Cancer-2TYo.

r Musculosketetal - 18%.

r Mental Health Disorder - 78o/".

¡ Accident- 167".

. Virus/lnfection - 6%.

3.8. Another insurer, Legal and General, has published statistics on those who returned to work in cases where early
intervention rehabilitation was provided:

. 78yo of all notified GIP ctaimants returned to work before the end of the deferred period and 83% did so within
the first year of absence.

. 80% of mentaI health claimants returned to work before the end of the deferred períod and 86% did so within
the first year of absence.

e 821oof musculoskeletal claimants returned to work before the end of the deferred period and 87% did so

withín the first year of absence.

. 28o/o of cancer claimants returned to work before the end of the deferred period and 40ol' did so within the first
year of absence.

3.g. lndustry-wide figures by the group risk trade body, GRiD, show that 1,878 people were helped back to work in
2015 before their claim became payabte, a23o/oincrease from 2014. ln all cases, the insurers supported a return
to work with some form of active early intervention before that person was elígible for a monetary payment.

3.10. lt is clear then that lncome Protection helps some 30,000 families each year through periods of sickness.
The next part ofthis Chapter looks at the type of help that can be provided in addition to the cash payouts

summarised above.
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Parl2- Rehabilitation provided by income protection insurance

The need for rehabilitation

3.11. Theneedforrehabilitationisreflectedinthetopfivecausesofincomeprotectionclaim,butservicesalsoneedto
respond to the changing face ofsickness and disabílity in the context ofwork. For example:

. According to the Health and Safety Executive, mental illness accounts for the most working days lost due to itt-
health in the UK - a trend that the World Health Organisation expects to grow. This trend is mirrored in income
protection insurance data, where mental iItness is now a leading cause of long-term disabitity claims.

. The fact that more people are now surviving cancer is a cause for celebration, but it brings into focus another
issue: that many are not able to return successfully to the workplace - despite wanting to. According to
research conducted by Macmillan and the Department of Health, there is a need to offer people living with
cancer early access to cancer-focussed work support services and treatment, and return to work advice.

. While the aging workforce represents an opportunity for employers in many ways, new challenges are
emerging too. One is that people are continuing to work in the presence of [ong-term health conditions,
creating a contingent requirement for adaptive workplaces and new approaches to rehabititation that focus on
keeping people in work and preventing heatth deterioration.

3.12. Alongside the human value of rehabilitation, economic research from the two studies summarised below
provides compelling anatysis of rehabilitation's financíal benefits too. ln this summary of the economic
evidence - we have not directly compared different analyses due to the researchers using different modelling.

Centre of Economics and Business Research (CEBR) on behalf of Unum from the
perspective of employers

. The total annual cost of long-term absence to the private sector could rise from f.4.17bnin2074lo
f4.81bn ín 2030. When the public sector is added, the costs over the same period rise from f6.71bn to
f7 .60bn. Factors that could influence this include changes to the make-up of the workforce, including
íncreases to the number of older workers.

. By notífuing absence early and offering early íntervention, the length of sickness absence can be

reduced by 77"/" and the length of mental itt-heatth absence by 18%.

o For the group income protection cohort evaluated, this equates to a reduction in sickness absence of
over a year (60 weeks) based on an average long-term absence duration of seven years assumed for
the cohort, dírectly contributíng to savings for individuals and their families, employers, the state.
and insurers.

There is a f 16.80 saving for every f 1 spent with rehabilitation on group scheme claimants.
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Economics, Policy and Competition (EPC) on behalf of Zurich from the perspective

of all stakeholders

An annual direct financiat benefit of f74 mitlion can be attributed to rehabilítation through Group lncome
Protection:

c f27 million taxpayer savings through lower welfare payments and hígher tax revenues.

o f5 million savings to employees and their families who return to their higher earnings in work.

o f.77 míllion to emptoyers through reduced occupatíonal sickness payments and other direct
costs of absence.

. f25 million to insurers through reduced payments of claim benefits, which can ultimately be passed on
to customers through lower premiums.

Additional quantified indirect benefits for employers were found to be worth around f35 miltion. This.figure
reflects the cost of temporary staff, overtime and tower productivity while the individual is absent from work. This
brings the totalof quantified financial benefits to around f110 million.

The effects of early interventions

3.13. As mentioned earlier, income protection insurers actively promote early interventions to support a return to work.
The effectiveness ofthese interventions is supported by:

. Canada Life research indicating that 86% of absentees can be ma naged back to work within six months.
Furthermore, 80% of absences relating to mentaI heatth problems will last only seven months when early
intervention is utilised, compared with two years where it is not used. ln thís case, employers had access to
day one mentaI health early intervention services for their employees.

. ln 2013, The Work Foundation found that employee absence coutd be reduced by 39% if employees were
referred to early intervention services.

3.14. This analysis provides evidence that, in addition to the positive health benefits of recovering sooner and returning
to work, families, employers, insurers and the state can make significant economic savings through rehabilitation
funded by income protection.

Access to rehabilitation and support services through income protection

3.15. Return to work support offered by insurers is wide-ranging. Market analysis from Swiss Re in 2014 found that the
rehabilitation provided can be categorised broadly as follows:

. Sickness absence prevention, such as [ine manager training in mentaI health awareness, employer advice,
we[[ness platforms and Employee Assistance Programmes.

. Earlv interuention services to prevent [onger-term sickness absence, provide work-focussed clinicat treatments
(e.g. talking therapies and physiotherapy), case management and return to work plans.

¡ lntensive vocational rehabilitation programmes involving mutti-disciptinary input.

. Generalísed support services available at any time, before or after absence, such as nurse adviser services
providing individual advice, support and guidance for all causes of i[[ness.

These services bridge the gap between healthcare, workplace, individuat and GP, focusing alt stakehotders on a
return to work outcome. Funding ofwork-focussed treatment, such as physiotherapy or talking therapies, can be

included. This aligns with the current best practice that supports work-focussed earty intervention services.

3.16. The same analysis gives an indication of how rehabilitation is being delivered. 93% of group income protection
providers, and75o/" of individual income protection providers, considered rehabilitation as a core partof
the claims service offered to customers. 5o the [arge majority of people covered under income protection
arrangements are likely to be offered rehabilitation and support to return to work.
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The Human Story

3.17. Prolonged work absence can also have a significant personaI cost, and disrupt the emotional and social
equilibrium of a family. Providing advice and support at a time when it's needed helps families cope better with
this adversity. Along with the financial resilience provided through income protection payments, this helps to get
the family back on track for a more resilient future. The real case studies below help to illustrate this.

Living with cancer

3.18. Accordíng to the Cancer Survivors and Unemploymènt Study, peopte with cancer are 7.4 times more tikely to be
unemployed than peopte without cancer [Source. Cancer Survivors and Unemployment: A Meta-analysis and Meta-
regression, Angela G. E. M. de Boer, PhD; Taina Taskila, PhD; Anneli Ojajärvi, PhD; Frank J. H. van Dijk, PhD, MD;
Jos H. A. M. Verbeek, PhD, MD JAMA. 2009;307(7):753-762. doi:10.10071iama.2}09.7871.

However, according to research carríed out on behalf of Unum and Maggie's Cancer Centres, "As many as 63,000
people living with cancer today want to work, but are encountering barriers that prevent them because the right
support isn't in place for them or their employers."

3.19. This figure is tikety to grow as the working population ages and cancer survivorship improves. Macmillan and the
Department of Health have said that alt people working, or with potential to work, should be offered work support
and advice.

3.20. lncome protection insurers have responded to this challenge by developing specialised rehabititation and support
services. These are designed specifically to hetp more people living with cancer, and their families and employers,' 
to successfully navigate the journey back to work. Examples include:

. Providing employer workshops - such as those provided by Maggie's Cancer Centres and Unum, and Aviva and
Working Towards Wellbeing - to help HR professionals understand and talk about the challenges of supporting
employees with cancer. HR personnel would also develop skills and strategies to help employees to remain in,
or return to, the workplace.

. Specialised work support servíces (e.g. Working Towards Wetlbeing Cancer Work Support Service) that provide
case management, advice and signposting as well as treatment where needed such as Cognítive Behavioural
Therapy (CBT), graded exercíse programmes, fatigue management and other specialist referrals.

. Nurse counselling services, such as Red Arc, aimed at providing emotional and practical support as well as
onward signposting and referraI for treatment.

Case Study
David is a Maintenance Supervisor who was diagnosed
with lymphoma in 2013. He underwent extensive
treatment with chemotherapy and later stem cell
transplant. Unfortunately his treatment was complicated
by infections and graft vs host disease, which impacted
his recovery. David experienced long-lasting symptoms
of muscle ache, fätigue and recurring infections. The
income protection assessor discussed David's concerns
with him, identified that he might benefit from cancer
work support, and referred him to a service in March
2075.

ln May 2015, David began hís rehabílitatíon programme
with a dedicated case manager who has specialist
experience in cancer work rehabititation. The case
manager talked with David and set goals and plans
surrounding hís recovery and return to work. Together
they developed a tailored programme involving Return
to Work (RTW) coaching and a graded RTW ptan.

David wanted to improve his mental agility and
concentration, so relevant activities were suggested.

Note: David is not his real name.

The case manager led a workplace meeting to agree a
phased return, inctuding adjustments to his work duties
initiatty. Through the coaching provided, David was
helped to reflect on his progress and this was crucíal in
him maintaining his confidence, motivation and mood.

Alongside the work focussed rehabilitation, a taitored
physicat exercise programme was also provided to help
David increase his stamina and manage his fatigue. The
case manager provided usefuI resources from Macmillan
on cancer and work, and gave David a pedometer to help
motivate him in increasing his activity levels.

David was gradually able to íncrease his exercise levels
and commenced a graded RTW in September 2015. ln

January 2O76,he achieved a full and sustained RTW.

The case manager predicted that, without this support,
a return to full capacity work was unlikely for the
foreseeable future. This was due to the numerous
barriers to a return to work and the unavaitabitity of
similar seruices via the NHS.
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Supporting people with complex injuries back into the workplace

Case Study TFamilies

Pau[ Pickford. PauI was the manager ofa leading car
dealership in Yorkshire. ln his early forties, he worked
long hours in a lob that he was very fond of and knew
well. ln late 2012, Paul went to work with a vague
headache and later collapsed and was rushed
to hospita[.

The diagnosis was a massive brain-stem stroke, which
was so severe that doctors asked his wife, Vicky, if she
wished to turn off Paul's life-support machine. He was.

aphasic and severely paralysed. She declined but was
warned the prognosis was poor and that Pau['s quatíty
of life would be significantly compromised. After several
weeks in hospital, Paul returned home and received

intensive physiotherapy and rehabilitation from the
team at the hospital. He also had care support through
Social Services.

Paulwas deemed etigíble for the TFamilies proiect and
assigned a case manager who was in regular contact in '
person and on the phone. Vicky played a major part iñ
Paul's treatment because the stroke had damaged his
vocal muscles. He was also confined to a wheelchair, as

he could not walk, although he had some sensation in
his arms and [egs.

At this stage, the prospect of resuming work in any form
seemed distant even though Paul's application to his
physiotherapy regime and rehabilitation programme
was exemplary. He was given an E-Tran frame, a visual
system enabling him to communicate with Vicky and
others. He was also provided with regular emotional

support through Red Arc nLrrses, who phoned Vicky
regularly to discuss his progress. There was no

cognitive impairment and PauI began to believe that he

could resume home-based work if he could retrain.

He began to become much stronger as his
physiotherapy took effect and the TFamilies project
enabled him to obtain a gaze computer (similar to the
one used by Professor Stephen Hawking). The financial
support from the project has been equivalent to the
support Paul would have had if he had taken out an lP
policy for around 50% of pre-disability income. With
this, alongside focussed case management, strong
emotional support at home and from Red Arc, and his
own tenacity and determination, Paul has continued to
make progress. He has taken an online book-keeping
course and now has an appetite for further on-line
training, perhaps in lT, opening up possibilities of
working from his home.

Key to his recovery, alongside the massive personal
courage exhibited by Paul and Vicky, was the impact of
external assistance. The experienced case management
support, allied to the emotional backing from Red Arc

and various technological aids, has helped Paul reach a
situation where he continues to get stronger physically
and is using his mental faculties and business
experience to create the possibilityofa new career.

Paul's case shows the potentiat that top-class
rehabilitation and case management has to help people
adapt to a new work possibilities despite grave illness.

Note: This case study is taken from the TFamilies Project www.Tfamilies.co.uk. Paul has given his permission for
his story to be told.
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Part 3 - The State System

3.27. ll.isbeyondthescopeofthisreporttoprovideacomprehensivereviewoftheStatewelfaresystemandthe
rehabilitation services provided by the NHS. Nevertheless, it is important to briefly understand the welfare system
and its interaction5 with the private system.

The welfare system for those who are too illto work

3.22. The main state benefit for peopte who are unable to work due to sickness is Employment & Support Allowance
(ESA.) lts basic elements are summarised below.

ESA - Basic elements

People normally get the "assessment rate" for the first 13 weeks of theír claim. This is usually f73.70 a week (less
for under 25s) and, after that, people are placed ín one of2 groups and receive:

. up to f702.75 a week for those ín the work-related activity group

. up to f 109.30 a week for those in the support group

People in the support group who are on income-related ESA are atso entitled to the enhanced disability premium
of 875.75 a week. They may also quatífo for the severe disabilíty premium of f 61.85 per week.

There are 2 types of ESA:

. Contribution-based ESA- payable to those who have paid enough Natíonal lnsurance contributions. lt's limited
to one year for people in the work-related activity group.

¡ !ncome-related ESA - payable on a means-tested basis, either on its own or on top of contribution-based ESA,

for people on a low income.

3.23 Key points to note about ESA are:

. ESA is not payable íf you are in remunerative work.

¡ Entitlement is based on a "work capability assessment". The críte ria a re m uch ha rshe r tha n those apptied to
most income protection insurance claims.

. ESA is being absorbed into the new Universat Credit.

¡ ManV peopte need means-tested top-ups. As these start to come increasíngty from the new Universal Credit,
people who have bought their own insurance may lose state benefits pound-for-pound wíth the effect that setf-
provision is penalised.

. Means-tested hetp with housing costs is increasingly limited, as shown in the fo[[owing boxes.

The benefits system and mortgages

Currently, under Universal Credít, owner-occupiers with a mortgage must wait for a qualífying period of 9 months
before they are entítled to any support for their mortgage payments. ln addition, no help is availabte if you (or your
partner) have any earned income. This ís in contrast w¡th other elements of UC, where the intention ís to make
working worthwhile.

After the quatifying period, support ís available towards mortgage interest payment with a cap of f200,000 for the
mortgage. Payments are calculated using a set rate (at the time of writing 3.73'/") and paid monthly.

ln the summer budget of 2O75, the Government announced that, from April 2018, payments towards mortgage
interest will be turned into a loan from the Government. The loan will have to be repaid when the house is sotd or
on return to work.
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3.24. lnterviewees highlighted that:

. Once on ESA, most peopte remain on it for at least 6 months.

¡ Differentia[ rates of ESA make it hard for people in the 'support Group' (now the majority of recipients) to
contemplate work-related activity, as they risk losing their preferential rate.

¡ As means-tested top-ups come increasingly from Universal Credit, with different rules about self-provision,
those who have bought their own insurance may lose state benefits pound-for-pound, with the effect that self-
provision is penalised, With the rol[ out of Universal Credit, and its merger with Housing Benefit, this makes

it less attractive for low to medium earners to support themselves and their famities by purchasing income
protection insurance. Such an outcome is undesirabte financia[[y, and from the perspective of the rehabilitation
services that come with the product.

. The benefits system provides hetp with mortgage interest onty in very restricted circumstances. As a result, a

prolonged sickness absence often leaves families unabte to meet their mortgage commitments.

. Restrictions on Housing Benefit mean that many tenants witt find their rent is not covered in full. We were
told that, on average, tenants will face a25o/" shortfall - a figure that very few would be able to meet from the
standard living costs allowance of around f Z3 a week. This can lead to families being up-rooted and having to
move to a different area, sending children to a different school at a time when a parent is battting iltness. With
the proportion of households who rent on the rise, these issues are [ikely to affect a growing number of peopte.

How the amounts payable for rent are restricted

Housing benefit restrictíons on privately rented accommodation are decided by Local Authorities based on the

"broad market rental area" (in essence, for a standard property with the number
of bedrooms required for the household, the amount is usualty set at the rent for the cheapest 30o/o of homes).

For locat authoríty or housing association rents, the full rent is normally paid. However, this may be subject to the
"bedroom tax" - etigible rent is reduce d by 74% for one spare bedroom and 25% for two or more spare bedrooms.
The criteria for determining a spare bedroom are complex, but examples include - two children under 10 (of either
sex), or two children under 16 of the same sex, would be expected to share a room.

Conclusion

3.25. Key conclusions from this chapter are:

. The market for lncome Protection insurance is smatl but significant, and has the potential to grow substantially.

r Some larger private sector, and public sector, employers provide sickness benefits and rehabititation/support
services, but the amount ofthis cannot be quantified

. The [arge majority of people with lP insurance are eligibte for back-to-work support and rehabilitation.

. A wide range of types of support are availa ble, allowing the right m ix of help to be provided to each individ ua[.

. Rehabititation and support works: when provided early, it reduces significantty the time taken for peopte to get

back to work, as welt as reducing the human cost.

. There is a n econom ic case for rehabilitation and su pport: one study showed a return of 177 for each f 1 spent.

. lndividuals, employers, the State and insurers all stand to benefit from an expansion in rehabilitation.

¡ The f. for f ded uction of income protection payme nts from means-tested State be nefits is counte rprod uctive
and should be reviewed.

3.26. We turn in the next Chapter to consumer research on public attitudes to insurance against the risk of sickness.
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household income

lntroduction

4.1. As part of this project, Scottish Widows commíssioned consumer research giving insight into consumer attitudes
to resilience and their potential household coping strategies. The key results are summarised in this Chapter.

4.2. Consumers' underlying attitudes are significant, as they help us understand what may be getting in the way of
people making the right preparations - and what can be done about it. We hightight key findings on this, covering:

. Where health/sickness and income protection feature in people's financial planning.

¡ Possible barriers to taking out insurance

. Possible enablers/prompts to getting insurance.

Where health/sickness and income protection features in people's financial planning

4.3. ïhe research asked peopte to say how much attention they paid to insuring various things when reviewing their
persona[ finances. The percentage of respondents paying'a lot' or'some' attention js shown in Table A below.

Table A: What gets most attention when consider¡ng insurance

Home contents

Home (buildin

Car

lncome

Health

Electrical goods

Life lnsurance

4.4. This suggests that income and health issues are thought about by around half the population. However, this
only translates into making Ínsurance provision in around a tenth of the population: a much lower ratio than for
most of the other items in the [ist. (lndividuals' perceptions about what their employer may provide in the event
of sickness may be a factor here.) There is a striking contrast with Life lnsurance, which a third of respondents
claimed to have.

4.5. The research went on to explore how people prioritise theír spending, by asking them to classify.items as 'luxury'
or essential'. The results are in Table B:

Table B: What expenditure items are considered essential?

Saving for retírement 51

Providing financiaI security for 40
de ents if you die

Annual holid 36

Shopping trips (beyond household
essentials)

Satellite/cable TV 27

Protecting your income if unable
to work

20

Eating out twice a month 73

22

I "/" paying some or a lot of attentionItem/Risk

Item/Risk % paying some or a lot of atlention

4.6. The much lower priority given here to income protection may give a clue as to why the take-up is so much lower
than for life insurance.
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Possible barriers to taking out insurance

4.7. Perhaps the most significant barrÌer to taking out income protection insurance is that people do not think long-
term illness or disabitity would "happen to them". The research found that only 79o/" thought they were at risk
[Source: Syndicate Research 2016].

This shows the importance of heatth and financial education of a type similar to the "Seven Families Project"
www.Tfamilies.co.uk, that hightights the incidence and financial impacts of working-age health events.

4.8. Other potentiaI barriers.emerged when respondents were asked why they had not taken out income protection
insurance. Responses suggest that:

. Around a quarter of people feel they don't need it.

¡ Another quarter have concerns about affordabilíty.

Other factors mentioned included a lack of trust in insurers (67o), complex products (37o), wittingness to self-
insure (97o), and not a priority (14'/").

Enablers/prompts t0 getting insurance

4.g. The research also explored what had prompted people into taking out lP insurance. The main prompts are shown
in Table C:

Table C: Prompts t0 arranging lncome Protection cover

Bu nga ro 25

Fett the need to protect own income 23

Had children 9

Friend/family member became
incapacitated

lnsurance offered by employer 6

4

3

3

ProfessionaI recommendation
e.g. IFA

Took on more debt

Change of marital status

4.10. These results suggest that key '[ife events' may provide some of the best opportunities for getting people to
consider their income protection needs.

Gonclusion

4.11. The key messages we take from this consumer research are:

o Many people already give some thought to protecting their income, but few translate this into actíon.

. Low prioritisation of income protection appears to be a key reason, fed by the view that'it won't happen to me.'
Addressing this mismatch between perception and reality is important if households are to become
more resilient.

. Key life events provide natural prompts to consider lncome Protection. But the most popular prompt
(buying a house) will not appty to the increasing number of people who rent and yet are still vulnerable to
income shocks.

6

Prompt % paying some or a lot of altention
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5.1. 0ur interviews and workshop explored what might drive changes in the resilience of households over the next 10
years. Five high-tevel drivers emerged. We summarise them in the box below and then describe in detail a further
set of more specific drivers which could have a more direct bearing upon the resilience of households to the
financiaI effects of sickness.

High-level drivers

Technolory. Technological change was seen by particípants as potentially having a huge impact on household
resilience. lt could make it much easier for people to continue to work while sick; it could bring medical advances
that reduce the prevalence and impact of sickness; and it could support a revolution in health promotion/
preventative medicine. At the same time, it coutd have a major impact on jobs and incomes. lt coutd also change
financial services - and how people interact with them - in a way that could encourage more self-provision.

The Economy. lf the economy were to perform strongly over a sustained period, this could be a positive factor
in helping households buitd resilience - either through private or state provision. Conversety, poor economíc
performance would be a negative factor. Other aspects of the economy could also be important drivers, such as
price and wage inflation, ínterest rates, the development of the labour market and the distríbution of wealth and
income.

Demography. The aging populatíon means more people are working later in life - when sickness is more likely to
strike - and this trend seems likely to continue. Alongside this, growing demands for care of the elderly are ptacing
greater pressure on many households, poténtially reducing their resilience to sickness. At the same time, the
younger generation of workers faces major pressures on dísposable incomes through high housing costs, student
debt, and automatic pension saving. As more people in thís cohort start families, they do so with lower incomes
and less prospect of home ownership than the previous generation.

Politicat Climate. The political climate of the next 10 years witl itself be influenced by the other drivers, and is
likety to seek to address them. How it does so will be important in determining what role the State will play in
helping households to plan for, and get through, periods of sickness; and what role might be played by others
such as emptoyers, financial services, índívíduals and health services.

Brexit and Britain's place ln the world. While views díffer on the impact of Brexit, it is ctear that Brítain's place in a
rapidty changíng world wilt have important ímplications for trade, the number and nature of British jobs, migration,
and the economy.

Direct drivers

5.2 Several of the drivers people told us about were rather more specific. They buitd on the high-level drivers, showing
how they might translate into more direct effects on household resilience to sickness. We have grouped these
'Direct Drivers' into 5 categories:

. Household Resources.

r Employment.

. Heatth and Health Services.

o Financial Planning and FinanciaI Services.

. The Welfare State.

Household resources

5.3. The resources available to a household may affect both their abitity to plan/provide for the risk of sickness, and
their abitity to cope when sickness occurs. We use the term resources to refer both to disposable income and
assets, and to the abitity to ca[[ on other sources of help and support.
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5.4. lnterviewees identified a range of relevant trends regarding household income and wealth, as summarised here

Trends relating to household income and wealth

The stagnation in the disposable incomes of working-age households

Disposable incomes have shown no growth over the last 10 years for the median household [Source: ONS].

ln contrast, the dísposable income of retired households has risen substantiatly.

The decline of household saving as a proporlion 0f d¡sposable income

This is a long-term trend: it was around !3"/oin 1997 and ís now around 47".

Housing costs remain high

This is true compared to long-term averages: average rents are up25"/" overthe last 10 years, and the house
price/earnings ratio has doubled since the mid-1990s (though the effect of this is cunently offset by record low
interest rates).

Household debt leuels are ris¡ng

These levels are forecast to rise stilt further (from f 1.48 tritlion for the UK as a whole in 201ó to f2.55 triltion by
2021, according to the OBR).

Student loan repaymenls now kickng in

This is affecting a growing number of households (addíng 9% to their effective marginal tax rate).

Auto-enrolment ¡nto pens¡ons

This ís now covering much of the working population, with rates set to rise to 4olo of earnings by 2018 - and
pressure for these to rise further.

5.5. While several of these factors could go either way over the next 10 years, some look much more likely to add

to financiaI pressures. For example, the effects of auto-enrolment and student loans are still feeding through,
housing costs - since interest rates seem more likely to rise than fall - and debt, where we have the OBR forecast.

5.6. ln terms of wider resources, current/recent trends have included:

. A growth in the number of single-adult households.

r Amongst two-adult households, a growth in the number depending on two breadwinners.

. A shift amongst the under 40s to renting rather than home ownership. LV = research found the average first-
time buyer is now 38 - compared to 29 in the 1980s, and this age is projected to rise fo 47 by 2025.

. A trend towards younger adult households being reliant, to an extent. on financial support from their parents
('the Bank of Mum & Dad').

Most interviewees thought these trends were [ikely to continue for some time.
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5.7. Putting these factors together, the key conclusions we draw about how household resources are likely to drive
household resilience over the next 10 years are set out here.

Household resources - conclusions

1. The budgets of most working-age households are likely to remain under pressure. For many, it will not be a
realistic goal to build enough 'rainy day savíngs'to see them through a prolonged sickness absence.

2. Reliance on housing equity to get through a long-term sickness absence (e.9. through a secured home loan)
will not be an option for a growing number of people, especíally the under 50s.

3. Growth in the proportion of people renting (both 'generation rent' and people renting later in life
following relationship breakdown) will increase vulnerabi[íty, as landlords may be less [ikely to forbear
than mortgage lenders.

4. Amongst the ovér 50s, a growing number will be providing financial support to their grown-up children -
so if these parents lose income through sickness, ít may affect both their own household and their
chíldren's households.

5. White the future can never be certain, this was one area where interviewees and workshop particípants felt the
future direction of travel could be foreseen with a reasonable degree of confidence.

Employment

5.8. The changing nature of employment (inctudingself-employmènt) was identified by most participants as likety
to have a significant effect on househotd resilience to sickness. Several distinct aspects were highlighted, as
described below.

5.9. The trend over recent times has been towards more setf-employment and more people in less secure forms of
employment (such as zero-hours contracts). This was thought to create a growing group of workers who could
perhaps rely less on their employer for support - whether in the form of sick pay, access to insurance, or support
to return to work. Many interviewees thought this trend woutd continue, reinforced by Brexit and the need for the
UK to compete in an ever-more competitive gtobal economy.

5.10. Atongside this trend, there has been a tendency for employers to play a díminishíng role in welfare. For example,
many companies are moving towards [ess generous pension provision and are less inclined to provide sick pay or
group insurance cover. While some felt this trend would continue, others thought it could turn around - prompted
either by State pressure (as with auto-enrolment in pensions) or by emptoyers needing more loyalty as jobs
become higher skitted (with artificial intelligence - Al -replacing more routine jobs).

5.11. Substantialchangestothenatureofworkitselfoverthenextl0yearswereseenasverytikety.TheadvanceofAl
was expected to bring much greater automation, extending into many areas of em ployment currently viewed as
'professional'. How thís would play out was seen by most as quite unpredictable. On the one hand, there could
be much less work for people to do; on the other hand, there may be new higher-skill jobs creating more work
and wealth, while machines do the routine work. Eíther way, the jobs and wealth could be spread more evenly, or
else concentrated in the hands of a fortunate minority. The way work develops could therefore have a big impact
both on the extent to which household income is affected by sickness, and on the ability of households to make
provision for this contingency.

5.12. As work itself changes, and technology advances, it may become easier for people to work while unwell. To
some extent, this is already happening: the physical demands of work are reducíng and employers are becoming
more used to makíng reasonable adjustments for people with sickness/disabílity. Linked to this, a growing
number of people are now able to work from home some of the time. We are already in a world where some
employers recognise that the working environment (rather than a person's condition) can either disable or
enable an employee. There is a prospect that this recognition wi[[ grow substantially over the next 10 years and
be supported by the affordable technology needed to fully enable many more employees. Even in the shorter-
term, developments could depend on the extent to which employers see the advantages of early work-focussed
interventions with sick employees. For example, such interventions have the potentiaI to accelerate the return to
work and improve future employabítity (as illustrated in Chapter 3).
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5.13. Putting these factors together, the main conclusions we draw about how changes in the world of employment may
affect household resilience to sickness are set as follows.

The changing face of employment - conc¡us¡ons

1. The dístribution of work amongst the population may change. This may affect the number of people who
suffer an income shock when sickness strikes, and the ability of people to provide for themselves.

2. lt could become easier (or be made easier) for many peopte to work through periods of iflness and disability -
changing technology and changing attitudes could make a difference.

3. The extent to which employers wilt facilitate/provide sickness-related benefits may change, but a
significant group - inctuding a large number of self-employed (or insecurety employed) people - will need
alternative solutions.

Health and Health Services

5.14. Heatth trends over the next 10 years witl clearty influence both the number of sickness absences and their length.
We have not sought to summarise the body of work on health trends, but note several types of trend hightighted
to us:

. The growth in successfu[ treatments for many cancers and other serious illnesses. We are moving towards a
world where serious illness and work may co-exist over a period of years. This may include periods of absence
from work during intensive treatment, periods where an individuaI can work more-or-less as normal, and
periods where the after-effects of treatment or illness require some adjustment to what they do at work.

. The growth in mental health and stress-related problems. These illnesses are often associated with issues at
work and/or with financial problems, and the interconnections hightight the importance of holistic solutions.

. Mixed results on health promotion. There has been good progress in some areas (such as smoking) but littte
in others (such as obesity and'Type 2 diabetes).

. Advances in the use of medícal data. While still at an early stage, such advances may a[[ow for predictions
about health risks for individuals and for preventative action.

5.15. Looking forward, the box below summarises the health-retated drivers that interviewees identified as having the
greatest potential impact on household resilience to sickness.

Most important health-related drivers

1. The extent to which health professionals (especially GPs at the front-line of contact) recognise the importance
of work from a health standpoint and see( to make earty work-focussed interventions with their patients.

2. Attitudes to fluctuating conditions, and what they imply both for treatment and work.

3. The extent to which mental health problems - and the factors that contribute to them - are addressed.

q. The extent to which indivíduals are proact¡ve ín optímising theír health - something that might be aided by
wearable technology, as well as more sophisticated use of medical data.

5. The extent to which the NHS makes available health management servíces that help people to manage their
long-term conditions 6. How occupational health facílities devetop, and the attitude of emptoyers to health
and work,
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Financial Planning and Financial Services

5.16. At their best, financial services are there to hetp people achieve their aspirations and to cope during challenging
times. Three types of financial service are particularly relevant:

¡ lnsurance products that can provide cover against certain events, such as sickness, or for specific costs such as
mortgage interest.

. Savin'gs products, including pensions, from which the over 55s can now release cash.

. Credit products such as credit cards, other unsecured loans and mortgages.

At least as important as the products themselves is the capability of individuals to access those most suitable.
. to them, and to be able to plan their finances, including for the unexpected. A wide variety of businesses and

services exist to help with this, ranging from the Money Advice Service (MAS) through to other free advice services
(such as Citízens Advice) and specialist debt charities such as Step Change. This tist also includes professional
financial advisers, who may be remunerated by commission or fee. Changes in many of these areas are anticipated
following the Government's recent Financial Advice Market Review and Public Financial Guidance Review.

5.17. Financial capability was one of several key drivers identified by interviewees that may influence household
resilience to sickness. Work by MAS and others has shown the low level of financíat capabítity amongst many
people in the UK, and MAS has embarked on a strategy to address this. Following the Pubtic Financial Guidance
Review, it appears that it witt fatt to the Government and MAS's successor body tã take this further forward. A key
challenge is to get more people to plan for life events, including sickness. Some interviewees were optimistic that
technology, as it advances, wi[[ make financial ptanning a more engaging activity. Others were less optimistic.
Making advice and guidance more accessible could also be a key factor, though views differed as to whether the
government reviews of financial advice markets (FAMR) and public financial guidance(PFGR) woutd achieve this.
Persona[ finances becoming an examined subject in schools could drive change - but it would probably be 15
years before this had a significant effect upon adult behaviour.

5.18. Trust in financial services was also identífied by interviewees as a sígnificant factor. Building greater trust this
was seen by most ínterviewees as important but tikely to be a long haut. For some interviewees, simpler products
were a potential key, for others simpler language was vítal. Specific ideas mentioned in relation to lncome
Protection inctude introducing a time limit (say 2 or 5 years) after whích any failure to declare a pre-existing
condition would not affect a claim; and moving to fixed benefit levels which are not affected by changes in
earnings. Publication of statistics on the percentage of claims accepted could also help build trust.

5.19. The future development of ínsurance products could be a third key factor in this area. A number of possible
directions were ídentífied in our intervíews and workshop:

o lnsurance products could become broader in theír cover, so that income loss due to a wider range of causes
was embraced. Or thére could be more products offering very tightty defined cover (as Criticat lllness polices
do by covering only certain specified illnesses.) A move in the latter direction might hetp with affordability, but
may mean individuals needing a range of complementary products to avoid (or at least reduce) the risk of a
severe income shock that was not insured.

¡ Another possible direction could be for products to offer more holistic andlor discretionary benefits. This could
enable the best package of cash, income and support to be arranged for each individua[, rather than simpty
havíng pre-determ ined payouts.

A factor affecting product development and marketing could be the returns on capital that businesses can get
from, for example, investing in insurance products compared to credit products. Approaches to underwriting might
also evolve, as shown as follows.
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5.20.

5.27.

5.22.

Possible different directions for underwriting

A range of different ídeas emerged in our interuiews.

Advances in data and technotogy offer the potential for insurance premiums to be linked much more closely to
personal risk (as already offered for motor ínsurance through in-car devices) A move in this dírection could make

insurance more affordable overatl, though at the expense of making it harder for higher risk peopte to get cover.

Some intewíewees saw attractions in such personalised premiums, as individuals who took action to improve their
health and fitness would be able to see a direct effect on their premiums.

Coming from a different angle, several interviewees felt that the current system of individual underwriting was

cumbersome and time-consuming. This led, it was thought, to potential customers for lncome Protection products
dropping out of the process before setting up a policy. lnterviewees thought the future would bring products that
could be bought'on the spot', either by removíng underwriting for basic products or using ¡nstantly avaitable data.

Some pointed to the workptace as the natural location for protection, atlowing for group underwriting and
enabling more people to be covered at affordable prices. ln this scenario, it míght be the employer, the emptoyee,

or both paying the premiums.

Changes to the distribution of- and access to - insurance products covering sickness could atso be an important
factor looking forward. Distribution is currently through 3 main channels: employers offering Group insurance

cover for their workers; mortgage advisers (who encourage home-buyers to consider protection) and other
lndependent FinanciaI Advisers.

lnterviewees suggested new forms of distribution could play a big role in the future. One example is the auto-
enrolment pension providers who are already providing workplace pensions for mi[[ions of workers through their
employers. Adding a standard protection offering to their members, at no cost to the employer, was seen as a

potential route to wider self-provision. A variant of this would be more employers choosing (separately from their
AE pension provider) to facilitate group protection products. Some interviewees also suggested:

. A much bigger role for price comparison websites, as consumers increasingly expect to buy financial products

in this way.

¡ Employers could play an important role just by giving theír staff regular statements of their potential sick pay

entitlement - including where it is nit.New 'disruptive business models' might enter the market, based for
example on household-name internet businesses, and reach people who don't engage with current channels.

Overall conclusions emerging in this area are summarised below.

Financial planning and financial services - conclusions

1. The financial capability of consumers - and the degree of trust they have ín providers - will be important
factors ínfluencing the extent to whích people make prudent provision for themselves (whether through
insurance, savings or use of credit.) So too will access to information, guidance and advice. The effectiveness
of the replacement body for the Money Advice Seryice, and the effect of the Financial Advíce Market Review,

wilt therefore be important, along with action by the industry to buíld trust.

2. Access to financial products wilt be another important factor. New forms of distribution - perhaps for exampte
through providers of auto-enrolment pension saving, or via brands with which consumers already have a

relationship - may atlow insurance products to reach a wider population.

3. Possible changes to the way insurance products are desígned and underwritten may also be a significant
influence. For example, more standardised products with less underwriting may increase the opportuníty for
lncome Protection to become more of a mass-market product.
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The Welfare State

5.23. How the welfare state develops over the next 10 years was the final direct driver. One important aspect of this is
the future [eve[ and nature ofsickness-related state benefits. A more generous state benefit system would clearly
reduce the income shock suffered when people lose earnings through sickness. While some interviewees saw this
as an attractive direction of trave[, there was a strong consensus that public expenditure constraints made this
option unlikely. More likely was a continuation of the recent trend to pare back the benefits system.

5.24 Another key factor is the extent to which the state benefit system prioritises work=focussed action. The
importance of early work-focussed interventions was a common theme amongst many intervíews. Such
interventions - and early rehabilitation - can reduce the duration of earnings loss and the long-term effects on
earning power. Currently though, a work capacity assessment may often come well over a year into a sickness
absence. lntroducing an early work-focus would require a major re-engineering of the system, involving
substantial up-front investment - and perhaps controversiaI changes to remove differentiaI benefit levels.
Against this background, doubts were expressed about how much progress we might see in this area over the
coming years.

5.25 The extent to which the state welfare system encourages self-provision could also prove important. As noted
in Chapter 3, current reforms to the benefit system will mean that people who províde for themselves through
insurance may - in future - see no benefit from doing so. This is because their insurance payouts would be
deducted pound-for-pound from state benefit entítlement, which could prove to be a major obstacle to people
providing for themselves. Financial advisers and providers are likety to be very wary of offering a product to
someone who may pay the premium, but then find they don't benefit when sickness occurs. Even high-earning
households may have to fal[ back on the benefits system if they lose a breadwinner's earnings. This may not just
discourage new provision, but could also lead to people currently hotding income protection policies to being
advised to discontinue them and rely on state benefits instead. lnterviewees were hopeful that the Government
would address this specific issue. Several also believed that the next stage of welfare reform would have to involve
a stronger partnership between state and private provision. Allied to this was the need for much more clarity about
what índividuals could expect from public and private provÍsion, and how they woutd complement each other.

5.26 A fina[ issue here is how much the State seeks to províde directty, and how much through others such as
employers. As noted above, few saw much prospect of more generous state benefits. But several interviewees saw
auto-enrolment ínto pensions as a possible modeI for future state intervention into income protection. This could
either be through auto-enrolment into a standard protection product (with or without employer contributions) or
by requiring/encouraging employers to offer their workers access to a protection scheme. For some interviewees,
these options seemed a natural progression from pensions auto-enrolment. Others thought it tess tikety to come
about, citing the burden on employers as a significant issue. Either way, it was noted that:

. Alt emptoyer-based distribution mechanisms wouid faitto reach the setf-employed and probably not reach
many of those in insecure employment.

. Any move to extend coverage through employers, or routes such as Master Trusts, could only work once the
ínteraction between private cover and the state benefits system has been resolved.

5.27. Our conclusions on how the development of the state welfare system may affect the resilience of households to
the effects ofsickness absence are set out as follows.



29

Conclusion

5.28. A large number of drivers have the potential to affect the future ability of households to weather the financial
effects of sickness. The direction of travel of some of these drivers can be predicted with some degree of
confidence, while for others the future direction is very uncertaín. Where conclusions can be drawn, we have set

them out in the conclusions boxes in this chapter.

ln Chapter 6, we use a scenario planning approach to explore how this combination of relatively certain and very
uncertain factors could evolve.
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6.7. Planning for the [onger term requires robust decisions, made in circumstances where some aspects of the future
simply cannot be predicted. lf decisions are delayed untiI everything can be confidently predicted, then the
planning horizon becomes extremely short-term and problems that require a long-term plan of action are simply
left untackled.

6.2. Scenario planning offers a tool to help decision-makers proceed in the face of uncertainty. lnstead of making a firm
prediction about the future, it creates a set of scenarios that capture a range of possible futures. Decision-makers
can then test possible courses of action against the scenarios. lf they look good in most, or all, scenarios, they can
be given a green light. lf they look good in one scenario but poor in several other likely scenarios, then a red light
may be appropriate. When the results are more mixed, an amber light - indicating the need for more exploration -
may be best.

6.3. ln this chapter, we outline a number of possible scenarios against which our suggestions for action (set out in
Chapter 7) coutd usefully be tested. This builds on work undertaken at our scenario planning workshop and factors
in further input from interviews, all overlaid with some of the authors' own judgements.

6.4. We havê not sought to produce an exhaustive set of all possibílities - instead, the aim has been to ensure we have
a good range of different plausible scenarios.

6.5. For each scenario, we have included some indicators which might show - over the next few years - that this is the
direction of travel.

Scenario 1: 'Things can only get better'

ln this scenario, advances in technology change the nature of work in a benevolent way: the distributíon of work and
earnings is sustained or improved, many tedious tasks are automated, and work becomes less stressful. The extra wealth
generated provides some room for employers to play a bigger role in encouraging their staff to plan ahead and arrange
protection. Employers value their staff and put effort into helping them work through periods of illness/recuperation
whenever this is beneficial. Heatth professionals are [inked into this, so that retaining a strong work connection is seen
as a key part of the treatment for many patients. The state benefit system - and what you will get if you are sick - is
símple to understand and has been designed jointty with employers and financial service providers. This ensures that all
forms of provision are complementary.

Early indicators that we míght be moving towards this scenario could include:

r A clear vision from Government for the country's social and economic future.

¡ New partnerships emergíng between heatth providers and employers, focussed on occupationaI health as a win-win
for employers and employees.

. Public debate intensifies about the importance for society of social inclusion and better mental heatth.

. There is a new focus on utitising developing technology to improve the quatity of life of employees, as well as
consumers.

. A new contract for welfare is created where it is clear what the state will provide, and how self-provision can
complement this. A new offer for the self-employed (combining state and self-provision) is part of this.

Scenario 2: A Tale of Two Cities'

Here, technological advance is rapidly automating much of the work done by mí[[ions of people whose skills are no
longer needed. Most of the wealth from automation is going to investors. Those employees whose jobs cannot be
automated are we[[.paid and híghly-valued and employers do all they can for them (as in Scenario 1). The growing
numbers of people with líttle or no work are becoming a real concern, and the benefits system is being reshaped around
providíng a basic income for people whether they work or not.

Early indicators that we might be moving towards this scenario include:

. Brexit leading to a loss of Government focus on employment protections.

r A growing proportion of business finänce coming from sources that have no wíder interest in the quatity of tife in
the UK.

. Unemployment starting to ríse.

¡ Widening inequalities in health and income - and between the regions.

. A growth in the number of gated communities
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Scenario 3, 'So what's changed?'

This scenario sees a broad continuation of current trends. ln some ways, our lives and habits have been transformed
by the tatest gadgets, we have got used to still faster ways of communicating, and few people are still doing the same

sort of work as they did 10 years ago. Although employment levels remain high, real incomes are static or declining for
most people. Employers continue to focus on cost-reduction in a competitive global environment and show little appetite
for taking on new responsibilities. The state benefits system has evotved piecemeal in response to financial pressures

and is comprehensíbte only to a small number of experts. Private provision has become the preserve of the rich. Health
professionals feeI overwhelmed and focus on treating the illness more than treating the patient.

Early indicators that we might be moving towards this scenario could include:

¡ Brexit dominates the Government agenda with wider public poticy issues being squeezed out.

. Public debate on health fails to move on from old arguments about acute care and private sector involvement in
the NHS.

¡ State welfare is increasingly portrayed as something for'them not us'.

¡ Government decisions on social and employment polícy reflect short-term political considerations.

Scenario 4: 'Me World'

This is a possible variant of Scenarios 1 and 3 (and should be read in coniunctíon with them). The difference is that
individuats have been empowered by technology and government policy to take control of their own futures. Working
people are very sawy about their needs and do not wish to rely on state welfare as their only support when things go

wrong. Many now buy protection products using Artificial lntetligence tools that get them a good deat. As its side of the

bargain, the Government provides (through these Al tools) a clear statement of what the state system wi[[ provide for
each individual in the event of sickness.

Early indicators that we might be heading towards this scenario could include:

. A craze about a new app or technology that puts people in control of thei r finances.

¡ lt becoming uncool to have no ptan for the future

. Fínancial products adopting more standardised features, enabling comparison.

Conclusion

6.6. As noted above, scenarios can be used to test the robustness of possible decisions. They can also help build
consensus about what kind of a future we would like to see - and what we would like to avoid.

6.7. ln Chapter 7, we make a small number of recommendations that we think are robust in all scenarios. And, we list

. some questions for debate that we hope witl prompt discussion about what kind of world we want to get to - and

how we take the next steps.



32 Chapter 7: Making progress in the right direction

7.7. ln this report, we have painted a picture of how resilient today's households are to loss of income through
sickness. 0ur conclusion is that, sadly, too few households are wel[-placed to cope with the financial effects of
a prolonged sickness absence. We know from those we have tatked to that the consequences ofthis can prove
severe for many of the million or so families affected every year.

7.2. Our exploration has shown that there are many causes underlying this position and that addressing this situation
wilI require action on a number of fronts. Without action, the probtem will not go away. lndeed, this report
identifies many reasons to believe that the problem may grow. With that in mind, we make a set of specific
recommendations and then pose some further questions for wider debate.

7.3. Action should help people to:

r Be better prepared for the risk of sickness striking.

o Get peopte back to work as soon as possibte

¡ Manage their finances during a prolonged sickness absence.

Helping people be betler prepared for the dsk of sickness str¡king

7:4 Precautionary savings are a good way of buitding resilience against a range of short-term contingencies. We
recommend a key aim for the Government and the successor body to MAS should be to increase the number of
households who are abte to cope financialty with a 4-6 week interruption in income (Recommendation 1).

7.5 The risk of longer term absences will usually best be covered by insurance rather than savings. For example, a

typical cost of income protection insurance for someone on average earnings is under f 10 a week - compared to a
sum of f20,000 or more that might have to be saved for the contingency of a 2-year sickness absence. ln order to
promote much greater take up of insurance, we recommend:

. The lncome Protection insurance industry shoutd estabtish a new programme to communicate the product's
features in clear and simple language. The industry should atso consider how the product can be made easier
to acquire, and how to hetp buitd greater public trust (Recommendation 2).

. The Government should work with insurers to enable the state welfare system and private provision to
comptement each other. The emerging position, whereby those who insure against sickness may face a f
for f clawbaclç shoutd be revised so that those who act responsibitity are encouraged ratherthan penatised
(Recommendation 3).

. A Task Force involving Government, MAS, Employers, Distributors, the FCA and lnsurers shoutd be
established. This Task Force shoutd ensure that atl stakehotders seize the opportunities to alert people to
the need to plan for contingençies such as sickness absence (Recommendation 4)..

Helping people back to work as s00n as poss¡ble

7.6. Where people have lncome Protection insurance - or are covered by an emptoyer Group lP scheme - they are
likely to benefit from support and rehabilitation, as discussed in Chapter 3. Greater take-up of insurance wi[[
therefore help with this goal of helping people return tó work as fast as possible. ln addition, we recommend
thatthe Government should take the lead in bringingtogetherthe interested padies (such as representatives
of employers, workers, health professionals and insurers) to consider how better - and earlier - support and' rehabilitation could be extended more widely (Recommendation 5).

Help to people in managing their finances during a prolonged sickness ahsence

7.7. lnevitably, a significant number of people will continue to suffer a prolonged sickness absence without either
sufficient savings or insurance to help them through. Forthese people, early money advice (and perhaps debt

' counsetting) coutd be the key to minimising the financial difficutties they face. Yet many people seek help onty
once their difficulties have worsened. We therefore recommend that Government works with money advice and
debt services, heatth professionats and the Task Force members to identiff ways in which people can be alerted
to the hetp avaitable earty in a period of sickness (Recommendation 6).
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Next Steps

7.8. Alongside these recommendations for immediate action, we hope this report wil[ prompt further debate about how
services, policies and products should develop in the future.

Questions for debate

¡ How can emptoyers and health professionals best focus on early work-related interventions, and what support
do they need to do so?

¡ What can be done to hetp the self-emptoyed consider - and provide for - their income protection needs?

¡ What can be done to engage groups who are not well-reached by current distrÍbution channels (such as tenants
and women)?

r How can the financial services índustry - working with others - raise public awareness of financialvutnerability
and the steps required to mitigate it?

r ls there a role for employers and/or automatic-enrotment pension providers in promotingi facilitating
protection cover? What might be needed to enable this?

o How should risk be pooled in private insurance? ls more individualised risk assessment a helpful dírection?
Or would it be better to pool risk much more widely so that higher risk people can access affordable insurance
(along the línes of Flood Re)?

. How could insurance products be better designed? Would products covering (for example) a wider range of
risks, or offering more holistic/discretionary benefits, be a step ín the right direction?

Summary of recommendations

1. A key target for the Government and the successor body to MAS shoutd be to increase the number of
households who are able to cope financially with a 4-6 week interruption in income. For longer periods,
insurance is likely to be a better solution.

2. The lncome Protection insurance industry shoutd establish a new programme to communicate the product's
features in clear and simple [anguage. The industry should also consider how the product can be made easier
to acquire, and how to help build greater public trust.

3. The Government should work with insurers to enable the state welfare system and private provision to
complement each other. The emerging position, whereby those who insure against sickness may face a f for f
clawback, should be revised so that those who act responsibly are encouraged rather than penalised.

4. A Task Force involving Government, MAS, Employers, Distributors, the FCA, relevant charities and lnsurers
should be established to ensure that alt opportunities are seized to alert people to the need to plan for
contingencies such as sickness absence.

5. TheGovernmentihoutdtaketheteadinbringingtogethertheinterestedpartíes(suchasrepresentativesof
employers, workers, charities, health professionals and insurers) to consider how better, and earlier, support
and rehabilitation could be extended more widely.

6. The Government should work with money advice and debt services, health professionals and the Task Force

members to identify ways in which people can be alerted to the help available early ín a period of sickness.
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