anada’s life and health insur-

ance industry has some

firms that rank among the
world’s best. Unfortunately, many are
simply mediocre. To compete global-
ly in the future, the industry must
turn its back on a culture of replica-
tion and strive for innovation. This is
the only way that Canadian insurers
can succeed in a sector that will open
its doors to new forms of competi-
tion in the years ahead.

The group insurance industry is
under intense pressure today. Global-
ization, changes in the regulatory
environment, demands for greater
efficiencies as well as the emergence
and transformation of players in the
marketplace are some of the key
issues facing the sector. These pres-
sures are felt by many business sec-
tors today. Yet too often, Canada has
simply adopted the business strate-
gies of its competitors. There is no
question that Canadian firms can
alter this course, but the new territo-
ry is daunting for many.

Innovation is not part of the
domestic group insurance industry’s
current business formula. That’s not
to diminish the achievements of the
sector and its importance to the
Canadian economy. Insurance prod-
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Ashim Khemani says insurers will face new forms of competition in

the future that present greater challenges. To thrive, the industry must

embrace innovation while learning from other sectors.

ucts play a critical role in our social
fabric. Yet for all this, insurers are
not true innovators. Before a firm
takes a stance on an issue, it usually
looks to see what the competition is
doing. Then, it does the same thing,
with only minor variations.

For example, most Canadian
health spending accounts (HSAs)
have almost identical plan designs.
They follow the federal Canada Cus-
toms and Revenue Agency’s guide-
lines of coverage based on eligible
medical expenses outlined in the
Income Tax Act. Few insurers, if any,
impose limitations on the benefits
other than the overall maximum of
the HSA itself.

Even though it is arguable that a
managed HSA providing individual
limits or maximums on certain ben-
efits might make much more sense
for some employers, Canadian insur-
ers have generally been uninterested
in implementing such a design.
Instead they have simply duplicated
the most common industry model.
In effect, insurers—already conserva-
tive by nature—have been condi-
tioned by past successes to replicate
rather than duplicate.

The industry currently operates
in a mature and saturated market-

place, with both regulatory insula-
tion from open competition and
restrictions that impede expansion.
Insurers that do not offer the prod-
ucts or service capabilities—or some
variation thereof—of their key
domestic competitors will likely not
be invited to compete for business.
So the focus remains on developing
only the essential products and ser-
vices required for market participa-
tion. The recent development of
Internet-based self-service applica-
tions by a number of insurers can be
seen in this light.

While this approach has served
the industry well in the past, the
changes that lie ahead threaten to
render current business practices
obsolete. Three regional markets
are emerging—Asia Pacific, Europe
and the Americas. Within these
clusters, restrictions will be eased to
allow transnational insurers to
enter new markets. The issue for
Canadian insurers is whether they
can compete against these players
from outside of the industry’s tradi-
tional confines.

These transnational insurers cur-
rently operate with considerably
greater economies of scale along
with much larger pools of risk that
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Three regional markets are emerging—Asia Pacific, Europe and
the Americas. Within these clusters, restrictions will be eased to
allow transnational insurers to enter new markets. The issue for
Canadian insurers is whether they can compete against these
players from outside of the industry’s traditional confines.

allow for greater flexibility in prod-
uct design. This flexibility can’t be
matched by smaller Canadian pools.
Greater economies of scale also
mean these competitors have the
ability to be more responsive to
clients’ needs.

Regulators will also face new chal-
lenges in this environment. Harmo-
nizing regulations in a manner that
encourages innovation and competi-
tion, yet still respects national sover-
eignty, is undoubtedly the most diffi-
cult of them.

FINANCIAL SERVICES SECTOR
To prepare for the competitive
forces at work, insurers need to see
themselves as part of the larger
financial services sector. The dan-
ger of a narrow view is that it does
not acknowledge the competitive
challenges that exist, such as
investment brokerages that offer
risk securitization directly to large
institutional customers. These ser-
vices compete directly with the
products of insurers. The good
news is that insurers are already
involved in this arena through
wealth accumulation products, and
their investment yields here make
an important contribution to the
sector’s profitability.

The industry has seen several
developments over the years that
have more closely aligned it with
the financial services sector. The
most significant is demutualization.
This has resulted in a greater trans-
parency of financial performance
and encouraged comparisons with
the banks. In fact, the initial con-
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cept for electronic self-service tools
now offered by numerous insurers
was adopted from the banking sec-
tor. But with more sophisticated
consumers, insurers must find ways
to provide services, such as transfer-
ring funds to plan members in pay-
ment of claims, that are not per-
ceived as being inferior to those of
other financial institutions.

The demands for financial perfor-
mance along with efficiencies and
product extensions have resulted in
the grouping of risk management and
product development as a single busi-
ness activity, with service and transac-
tion administration packaged as a
separate function. Although these
developments are not widespread,
they are apparent in the different
stakeholders beginning to provide
insurance services such as claims
adjudication. In this climate, compet-
itiveness and innovation will be
extremely important.

CONSOLIDATION
The need for greater economies of
scale will continue to drive consoli-
dation. Mergers will not be limited
to purely Canadian partnerships.
European financial service giants
have declared their desire to pursue
acquisitions around the globe. As
domestic markets open, Canadian
insurers need to consider whether
they can compete with services
priced in U.S. dollars.
Transnational insurers certainly
bring with them tremendous scale
and scope of a magnitude that Cana-
dian insurers have never contemplat-
ed before. Size allows these firms to

develop centres of expertise for dif-
ferent aspects of their business
around the world that are well posi-
tioned to deliver products and ser-
vices significantly more competitive
than domestic equivalents.

Consolidation is also being
fuelled by shrinking margins,
which are a result of the lack of
differentiation among insurers’
products and services. As well,
investment brokers are providing
alternative sources of risk capital to
larger employers that replace some
existing insurance products. Yet
with so much of the Canadian
insurance industry having recently
demutualized, the pressure to earn
15% to 17% returns on equity is
real. In this context, the economies
of scale offered by consolidation
are attractive.

Consolidation will also be pushed
ahead by the convergence of different
types of insurance coverage. This
trend will dominate the employee
benefits landscape in the years ahead.
The current structure of benefit
plans—where coverage is separated
into different lines of benefits—along
with regulatory restrictions such as
privacy legislation, are not conducive
to promoting the overall wellness of
the plan member.

In the future, there will be a shift
to a more integrated model that
combines different areas of cover-
age. However, that type of holistic
structure will require a muld-player
funding system involving govern-
ments, plan sponsors and individu-
als, given that no single stakeholder
could sustain it.
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HEALTHCARE REFORM
Reforms in the public healthcare
arena represent another area of
change and opportunity for group
insurers. Ottawa’s recently revamped
financial services legislation (Bill C-8)
will provide insurers with increased
flexibility—including the ability to
establish holding companies and gain
access to the Canadian payments sys-
tem to tackle these challenges.

Canada’s loose network of public
health insurance plans has been
under scrutiny over the last two years
as numerous groups examine the
future of healthcare. Two related
issues emerging from these efforts,
which include the Romanow Com-
mission, are the shortage of adequate
or predictable funding and the possi-
bility of increasing the role of insur-
ers in the public system.

The industry will have to
respond to these challenges with

greater knowledge and speed than it
has in the past. The inevitable con-
vergence of extended healthcare,
short-term and long-term disability,
critical illness and long-term care
benefits will allow the health of the
whole family to be managed. This
has a direct impact on the individ-
ual plan member.

With the increasing costs of
healthcare, specifically drug thera-
pies, and the emergence of genomics,
insurers will have to price drug bene-
fits as they currently do for long-term
disability benefits, that is, taking into
account a different combination of
incidence and severity factors.

As provincial health plans contin-
ue to scale back coverage and move
closer to the managed care models in
the U.S., a partnership between three
key stakeholders—governments, plan
sponsors and the individual con-
sumer—will develop and explore

ways to fund the cost of healthcare
with a view to improving the health
of the family.

In light of all the change that lies
ahead, the industry will have to bet-
ter prepare those who currently work
in this sector. Insurers must partner
with educational institutions to
ensure future employees have the
skills the sector requires, and that
they are made aware of the career
opportunities available.

Over the next decade, Canada’s
life and health insurance industry
will undergo tremendous change.
The skills relied on in the past have
served the industry well. But now an
unrelenting commitment to innova-
tion is needed to ensure both sur-
vival and success in the future.  BC
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