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Risk and life insurances

TRENdS IN mENTAL ANd 
NERvOUS dISORdER cLAImS
Macus Cheng

disability income insurance
Disability income insurance (DI), otherwise known as income pro-
tection or income replacement insurance, typically provides monthly 
benefits in arrears to the insured person during a period of disable-
ment. In this sense it is a purely ‘risk’ insurance product, with no 
savings component contained within the policy. The definition of 
disablement is specified in the insurance contract, and can be either 
‘total’ or ‘partial’. The amount of benefit paid, as a proportion of the 
sum insured, depends on whether the disablement is total or partial. 

Some key features of DI include:
 Replacement ratio, which is the ratio of the insured benefit to the 

level of pre-disablement income. The maximum replacement ra-
tio is typically 75% of pre-disability income, which is important 
to ensure an incentive for a claimant to return to work remains;

 Benefit type, which may be either “agreed value” (pays a benefit 
that is fixed at the underwriting stage for the life of the policy), or 
“indemnity value” (pays a benefit that is based on pre-disability 
income measured over the 12 months prior to the onset of disa-
blement);

 Waiting period, which is the time period from the onset of disa-
bility to when benefit payments can commence. The most com-
mon waiting period is 30 days; and

 Benefit period, which is the maximum length of time for which a 
benefit may be paid. It is typically either up to 2 years, up to 5 
years or up to age 65.

Premiums for a DI policy may be level, or stepped (increasing over 
time). In the current market, stepped premiums are the most com-
mon type in force. 

It is important to note that once accepted a policy cannot be can-
celled by the issuing insurer (guaranteed renewability). For this rea-
son, an understanding of claim behaviour is particularly desirable 
in DI. 

The Australian DI market has grown significantly in recent years, 
and in the quarter ending March 2011 total DI premiums received 
were approximately $600 million. However, the challenge for DI pro-
viders is continuing to offer it on a sustainable and profitable basis. 
The vast majority of DI business is ‘ordinary’ business (i.e. non-su-
perannuation business), and for these policies the ratio of after-tax 
profit to total income was just 3% in the March 2011 quarter. This 
compares to a ratio of 20% for lump sum risk products1 (APRA, 
2011).

It can be challenging to determine the key drivers of overall indus-
try profitability for DI insurance, mainly due to the long term nature 
of claims, the time and resources needed to pool industry wide data, 
and the complexity of the business with so many important factors 
involved in premium rating and claims experience. 

The Life Risk Insurance Committee (LRIC) of the Institute of 
Actuaries has carried out investigations into the experience of DI 
insurance. Their 2007 study, in respect of the industry experience 
over the period 1998 – 2001, showed that in comparison to the pe-
riod 1995 – 1998, the rate of claims being made (“incidence rate”) 
decreased, with the size of the decrease dependent on occupation 
class and gender. In spite of this, overall claims costs increased, due 
to longer durations of claims, which more than offset the reduction 
in claim incidence rates.

The report also found a strong indication of increasing claim du-
ration by size of benefit paid, for all occupation classes and for both 
genders; but that the causes of claim with highest cost were different 
between the genders, as shown below in Table 1.
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Table 1: causes of claim with highest cost,  
split by gender.

Male Female

Musculoskeletal diseases Mental and Nervous Disorders (MND)

Mental and Nervous Disorders (MND) Musculoskeletal diseases

Circulatory system Disorders Neoplasms 

Neoplasms  Genitourinary system Diseases

From this, we can state that profitability of the DI 
business (and therefore premium stability for the poli-
cyholder) was impacted not by greater rates of claims 
being made, but because those claims that were being 
made were of a longer term nature than before. Given 
the likelihood that underwriting procedures and claims 
management techniques have improved over time, this 
phenomenon indicates that those who claim suffer from 
more severe conditions, which require substantially 
longer recovery periods. 

mental and nervous disorders (mNd)
Of particular note, MND featured for both males and 
females as a cause of high cost claims, and indeed the 
LRIC report states that claims arising from MND have 
been one of the most difficult to manage, with increases 
in claim durations in 1998-2001 period of 30% for males 
and 18% for females over the 1998 – 2001 period.

This paper delves a little deeper into the available data 
in respect of MND claims. This is relevant to the insurer’s 
entitlement to effectively manage risks posed by covering 
MND within DI policies, as section 46 of the Disability 
Discrimination Act (DDA) (Attorney-General’s Depart-
ment, 1992) allows a life insurer to reasonably discrimi-
nate “based upon actuarial or statistical data on which it is 
reasonable (to rely)... or any other relevant factors”.

Trends based on insurance data
Two characteristics have been identified as being par-

ticularly significant in explaining the claims experience 
related to MND. These characteristics are gender and 
occupation class. Table 2 outlines the definitions of oc-
cupation classes that apply to the analysis.

Table 2: definition of occupation classes.

Occupation Class Definition

A. Professional white collar and sedentary

B. Other sedentary (non-white collar) including supervision of manual workers

C. Light manual workers

D. Moderate and heavy manual workers

To examine MND experience in terms of longer term 
trends, data covering DI business from 1980 to 2001 was 
sourced and examined2. The data represents approxi-
mately 80% of all DI business underwritten in Australia 
over this period.

causes of claim
The actual incidence rates of claims arising from MND 
causes, compared to that expected, was not determined. 
Rather, analysis focuses on trends regarding the propor-
tion of claims being made that have arisen from MND. 
Consideration of males and females separately, but ag-
gregated across all occupation classes, yields the follow-
ing3: 

Clearly, the proportion of claims related to MND has 
been consistently higher for females than for males, and 
the difference between the genders has been of a relative-
ly constant magnitude for the majority of the period. Ap-
proximately 5% of claims for males are MND-related, 
whereas for females it is approximately 10%.

Further investigation reveals that the difference be-
tween the genders is most apparent in occupation class 
C. Although this difference is also apparent with occu-
pation class B, it is not as marked. Little difference is 
observed for occupation class A. Class D cannot be in-
terpreted meaningfully due to the paucity of claims for 
females in that class, though it is included below for the 
sake of completeness.

From Figure 2, it can be seen that the proportion of 
MND-related claims for females sits at about 10% for 
each of occupations A, B and C, whereas for males dis-
tinctly different ratios emerge for the occupation group-
ings of claimants. This is demonstrated more clearly in 
the Figure 3.

 In fact, quite a consistent picture has emerged from 
the late 1990’s onwards, with the proportion of claims 
relating to MND for occupation classes A and B centred 
around 11% and the proportion for classes C and D cen-
tred around 3%.

Consistent across the genders, occupation classes A 
and B have the highest proportion of MND claims. This 
is likely to be due to manual occupation classes having 
far more exposure to physical risks and hence propor-
tionally more musculoskeletal claims, whereas occupa-
tion class A and B policyholders typically work in envi-
ronments which involve lower exposure to physical risk 
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Figure 1: Proportion of claims related to mNd for females and males

The quote

Clearly, the proportion 
of claims related 
to MND has been 
consistently higher 
for females than for 
males.
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but potentially much higher mental stress. 
Therefore, lower proportions of MND claims would 

be expected for the more manual occupation classes than 
for occupation classes A and B4.

claim duration
For valuation purposes, insurers calculate the expected 
rates of claims closing (“termination” rates) based on 
the duration of each claim to date, as well as the various 
rating factors of the policy. Applying these expected ter-
mination rates to a claim gives the expected duration for 
that claim, and hence its expected remaining payments. 
Conversely, the actual duration of a claim that has closed 
gives rise to the actual termination rates experienced 
by an insurer. Comparing the actual termination rates 
to the termination rates that were expected gives a good 
measure of the reasonableness of the insurer’s efforts to 
rehabilitate claimants back to work (or rephrased as the 
insurer’s ability to simply “close claims”, depending on 
one’s point of view).

For example, consider the following two hypothetical 
insurers:

Insurer A has 10 claimants that are currently receiving 
benefit payments, and each claim commenced 10 years 
ago. By applying its expected termination rates to these 
10 claims, the insurer might expect that 1 of these 10 
claims will close in the coming 12 months. Suppose that 

over the next 12 months, 2 claims actually close. This 
gives rise to an actual to expected ratio (A/E ratio), in 
terms of number of claims closing, of 2.0. This could 
also be expressed in terms of a ratio of actual to expected 
termination rates.

Insurer B has 10 claimants that are currently receiv-
ing benefit payments, and each claim commenced 1 year 
ago. By applying its expected termination rates to these 
10 claims, the insurer might expect that 4 of these 10 
claims will close in the coming 12 months. Suppose that 
over the next 12 months, 3 claims actually close. This 
gives rise to an A/E ratio, in terms of number of claims 
closing, of 0.75.

Hence, in this example, even though insurer A had 
less claims closed than insurer B, it has performed better 
relative to its expected experience and this is the key in 
terms of measuring the effectiveness of its ability to man-
age claims (and hence claim costs, and hence profitabil-
ity, and hence premiums). That is, it is not the absolute 
experience that matters so much, but how actual experi-
ence differs from that expected5.

In terms of MND coverage in DI policies for females, 
a comparison aggregated across occupation classes re-
veals that claims related to MND consistently have had 
worse termination experience than claims not related to 
MND. Hence, this means that duration of claims relat-
ing to MND causes have been longer than for duration 
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Figure 2:  Proportion of claims related to mNd in each occupation class by gender

	  

The quote

Comparing the actual 
termination rates to 

the termination rates 
that were expected 

gives a good measure 
of the reasonableness of 

the insurer’s efforts to
rehabilitate claimants 

back to work
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3 Data was expressed as a percentage of the benefit 

entitled under the contract. Therefore, a benefit paid out to 

a claimant who is classified as fully disabled was given a 

value of 1 while a benefit paid out to a claimant classified 

as partially disabled was given a value between 0 and 1. In 

this sense it is not a straight % of claims being made, but 

a % of claims being made weighted by the extent of the 

disablement (“total” versus “partial”).

4 Note, this does not mean there are lower absolute 

incidences of MND claims for manual workers, just a 

lower proportion of overall claims being due to MND.

5 The same applies to most areas of insurance. For example, 

a life insurer selling funeral plan policies via direct marketing 

(TV, newspapers, etc) will expect a far higher rate of claim 

than via fully underwritten policies sold via brokers. So 

10,000 funeral plan policies giving rise to 100 claims may or 

may not be ‘worse’ experience than 10,000 fully underwritten 

policies giving rise to 10 claims, as it depends on the 

respective assumptions adopted into the pricing relating to 

expected rates of claim.

6 In terms of the A/E ratio, the ‘expected’ component is 

based on the IAD89-93 disability tables. This is the only 

published table based on Australian disability experience 

and was developed by the Institute of Actuaries of 

Australia based on Australian insured lives disability 

income business experience from 1989 to 1993.
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of claims relating to non-MND causes. Fig-
ure 4 shows the trends for females over the 
1980 – 2001 period6.

Figure 4: Claim terminations related to 
MND and non-MND for females.

 Similarly for males, the termination expe-
rience for claims related to MND has been 
consistently worse than for claims not related 
to MND. The difference in A/E ratios be-
tween MND and non-MND terminations 
has been relatively consistent over the 1980 
- 2001 period as shown in Figure 5.

Figure 5: Claim terminations related to 
MND and non-MND for all males.

 The straightforward conclusion is that 
termination rates have been falling in rela-
tion to expectations for all types of claim, 
but that for both males and females, it has 
been even more apparent for claims relat-
ing to MND causes. In other words, MND 
claims tend to have longer durations than 
non-MND claims, and the durations have 
been increasing over time.

Summary
Several trends can be observed with DI busi-
ness:

 Profitable business has been an ongoing 
challenge;

 Over 1980 – 2001, the rate of claims occur-
ring decreased but the duration of claims 
increased across all causes of claims;

 The cause of claim for females is more 
likely to be due to MND than it is for 
males, and this is a consistent trend 
across all years studied;

 For both males and females, the duration 
for MND related claims have been long-
er than for non-MND related claims. 
Again, this is a consistent trend across all 
years studied;

 It may be the case that the ‘perfect storm’ 
occurs with MND claims in the DI mar-
ket, namely:

 Higher paying occupations (classes A 
and B) have proportionally more claims 
arising due to MND than other occupa-
tion classes; 

 ➢MND claims are likely to be longer in 
duration than other claims;

 ➢So MND claims are likely to be associ-
ated with claims that are longer, and 
which have higher monthly benefits in-
volved, than many other causes of claim.

This provides ongoing challenges to man-
age appropriately, and hence offer DI on a 
reasonable and equitable basis across all poli-
cyholders in respect of MND coverage. fs
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Notes

1 Lump sum risk products include yearly renewable term, 

total and permanent disability, and trauma (otherwise 

known as dread disease, serious care, critical care or 

crisis care) policies.

2 Thanks to Dr. David Service of the Australian National 

University who provided the data and initial analysis, 

which the authors used to develop the summary statistics. 

The underlying data is attributed to the Institute of 

Actuaries of Australia (IAAust), with all identifiers with 

respect to the companies which provided the data 

removed to preserve confidentiality.
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Figure 3: Proportion of claim incidence 
related to mNd for males in different 
occupation classes

Figure 4: claim terminations related to mNd 
and non-mNd for females

Figure 5: claim terminations related to mNd 
and non-mNd for all males

	   	   	  




