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OVERVIEW

Insqrtech is set to take
the industry by storm

Disruptive technology applied to the insurance industry is finding
its way into the mainstream of a previously traditional business

ANTHONY HILTON

ber, the biggest taxi com-

pany in the world, does not

own any taxis. Facebook,

the biggest media compa-
ny, does not create its own content.
The biggest retailers, Amazon and
Alibaba, don’t own any stores. The
biggest accommodation company
Airbnb has no hotels.

Tech companies succeed when
they see the world differently and
find new ways to meet genuine con-
sumer demands at a fraction of the
costs and with none of the complex-
ity associated with the existing in-
dustry players.

This is the allure of technology for
the insurance industry. Character-
ised as it is, though to some degree
unfairly, as old fashioned in atti-
tudes, approach and customer ser-
vice, it is seen both from inside and
out as ripe for disruption.

The result in the past few years
is that so much technology money
had poured into the insurance sec-
tor that it has created its own buz-
zword - insurtech. All manner of
innovations, business models and
aps are being developed in the hope
that they will revolutionise a tradi-
tional business.

But while there is money in abun-
dance we still have not seen the vi-
sion and no one in the technology
industry has yet come up with a
fundamentally new way of thinking
about the management of risk. What
we see instead is the insurance in-
dustry trying to embrace technolo-
gy and in many cases, in the larger
firms such as Aviva, creating their
own internal tech hubs to drive the
process. We see much less of the
technology industry thinking it can
make money in insurance. There is
as yet no sign of the insurance in-
dustry’s Amazon or Uber.

There is a good reason for this.
Much of the effort currently is based
on taking what has worked else-
where in e-commerce and seeking
to apply it to the insurance busi-
ness. But there is a problem. Most
of the consumer apps, which have
achieved significant success in
other areas, provide new and easi-
er ways for people to find, buy and
have delivered something they real-
ly want. These apps are pushing on
an open door.

The problem with insurance is
that nobody really wants it. People
might understand they would be
wise to buy it; they might even as
drivers be compelled to have it, but
that does not make it a purchase
they enjoy. New technology can de-

liver insurance more cheaply, enable
customers to shop around and make
the process much faster, simpler and
easier. But it cannot overcome this
basic antagonism.

And it is the same with the issue
of trust. The caricature of the in-
dustry is that when a claim is made,
the insurer will try to chip away at
the amount and the customer will
chuck in a few extra items which
were not lost or stolen in anticipa-
tion of this. Then there is a negotia-
tion. Technology, in theory, should

Aviva's Digital Garage in Shoreditch,
London, is a dedicated tech startup
hub driving innovation in the
insurance industry

do away with this human interac-
tion, but in a world where people
struggle to come to terms with busi-
ness where the “computer says no”,
are they really ready for “computer
says trust me”?

That is not to say there will be no
benefits. Facial recognition tech-
nology already provides as much
information on age, lifestyle smok-
ing habits and health as a ten-page
medical questionnaire, and without
the ability to embellish the answers.
Life policies could soon be sold on

87%

of insurers agree
that technology is
no longer advancing
in alinear way,
but rather at an
exponential rate
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86%

believe they must
innovate at an
increasingly rapid
pace simply to retain
a competitive edge
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96%

think that digital
ecosystems are
having an impact
on the insurance
industry

Accenture 2017

the basis of a selfie, without the need
for the medical.

Insurance could become personal
rather than product oriented. If you
have three cars, all have to be in-
sured, though you will only ever be
driving one at any particular time.
But technology will soon make it
cheap enough to insure people rath-
er than products, so the customer
will be paying only when the prod-
uct is in use, when actually driving
or travelling, or taking on any of
life’s other myriad risks.

However, it might not all be cosy
for the customer. The other side of
insurtech is the work being done on
data, and the developing ability of
underwriters to gather and process
vastly greater quantities of informa-
tion than ever before, in ways which
give them far greater insight into
where the risks really lie.

The upside is that these greater
insights should lead to much keen-
er pricing for the majority. The
downside is that those whom the
computer says are risky, might find
it impossible to get any cover at all,
just as flood insurance is hard to
come by in some areas. This would
also apply in areas of health, where
gene sequencing might be used to
predict future illnesses and lon-
gevity. If this leads to only the good
risks being insured, it will provoke
an intense debate around the issues
of privacy and discrimination.

What all this underlines is that
selling financial services is far
more complex than selling con-
ventional items in retail and insur-
ance is one of the more complex ar-
eas within financial services. That
complexity lends itself to bespoke
operations and tailor-made poli-
cies whereas technology thrives on
standardisation.

But these problems will eventually
be solved and there is no shortage
of money looking for the answers.
Tallt Ventures, a Bristol-based re-
search group which monitors these
trends, estimate $1.69 billion was
invested in insurtech in 2016 and
that the number of deals done was
32 per cent up on the previous 12
months. The vast bulk of the money
- 59 per cent - was invested in the
US. However, the money backing UK
startups also tripled from the year
before though it accounted for just 5
per cent of the worldwide total - the
same as China.

What is obvious is that all this
money is already having a serious
impact on how the industry thinks
about itself. No one knows yet quite
how the dice will fall, but they have
no doubt that when the changes
come, they will be fundamental. @
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Insurers must adapt
to demands of the
information world

New, technology-driven changes in the ways people live their lives
are prompting revolutions across industries. The insurance sector
must adapt to these changing needs if it is to remain relevant to
customers, says Ross Campbell at Gen Re

\'.)

GenRe.

he power and popularity of

wearable technology as a

generator of health data

and the developing poten-
tial of genomics are well-discussed
issues in the insurance industry. The
sharing economy and shifting social
factors also mean people visualise
risk in new ways.

Insurers want to offer security in ways
that appeal to these emerging cus-
tomer demands. But they are faced
with myriad potential practical steps
they could take.

The idea of having individuals gen-
erate useful health and activity-relat-
ed data, through wearable technolo-
gy, is already established in insurance.
However, the scale at which highly
personalised data is being generated
by consumers, whether deliberately or
unwittingly, has been growing at a re-
markable pace.

Deciding how best to handle
issues around data privacy is among

the industry’s key questions. Some
people will not wish their person-
alised data to be put in the hands
of insurers making decisions about
policies, while others will want their
data to be used to drive down insur-
ance costs.

To understand how the insurance
industry, “insurtech” startups, inno-
vation labs and accelerators view
these challenges, we spoke to some
75 thought leaders from around the
world in a project we called the In-
credibly Curious Adventure.

The results of the research are
fascinating. Many of those inter-
viewed saw a real opportunity for
the insurance industry to evolve
from life protection to life enrich-
ment, firstly through more con-
sumer-centric product design, and
secondly through the dynamic use
of predictive data that wearables,
supercomputing power and artifi-
cial intelligence make possible.

However, legacy systems present
a real challenge to insurers in the
adoption and integration of these
new technologies. Many insurers
underestimate the readiness of
the market to embrace the new
opportunities and even to take
advice from machines.

Another essential issue for the
insurance industry is genomics,
particularly with regard to its rel-
evance in creating life insurance
policies. In spite of early discus-
sions on the subject, in the last
couple of years it has been parked
mainly out of view and the in-

“ People are increasingly
engaged with the details of how best
to manage their health with the help
of the digital data they create

DO INSURERS NEED TO BECOME MORE AGILE WHEN

DEALING WITH STARTUPS?

Firms that work
with startups or
universities on
digital initiatives

Firms that provide
monetary/non-

monetary support
to digital startups

Firms that host
incubators for
digital startups

© Retail banks @ Insurers

60%

38%

56%

26%

32%

Firms that have
an in-house
venture capital
fund which

14%

32%

focuses on digital

surance industry has voluntari-
ly agreed not to use much of the
data that is available.

But our collective understand-
ing of genomics and its potential
relevance to risk assessments has
been expanded very significantly
in recent years, and it offers the
opportunity to do things better
with individuals’ consent. Personal
genomic information is increas-
ingly being taken into considera-
tion by doctors as they prescribe
medications and by the pharma-
ceutical companies who create
those products.

For individuals, the deepening
of the information about their own
bodies, which they can now access
and refer to, is radically different
from what it once was. People are
increasingly engaged with the de-
tails of how best to manage their
health with the help of the digital
data they create. There is no doubt
that a time is coming when consum-
ers will wish to see this information
made relevant to their insurance.

Given these changes, there must
be genomic-themed conversations
across a full spectrum of stakehold-
ers around what kind of information
should be made accessible to and
deemed relevant for insurers.

The rich intelligence on every-
day health knowledge gained from
consumer genetic tests and much
wider use of genomics in medi-
cine could mean people are much
better equipped to make personal
decisions about their insurability
thaninsurers can. While recognising
the ethical responsibility of getting
it right, this potential asymmetry of
information is especially relevant in
a voluntary insurance setting.

There are certainly moral ques-
tions that need to be asked before
insurers are given a full regulato-
ry go-ahead in this context. But
it is clear there are significant
potential benefits for consumers
who open up access to data on

17%

© 2017 Accenture, Fintech Innovation Lab, The Rise of Insurtech

their lifestyles, activity patterns,
medical history and their genet-
ic make-up. Importantly, insurers
would be able to offer much more
personalised insurance policies.

Making the most of data and
genomics poses a serious techno-
logical challenge. To stay ahead of
the competition, insurers must look
towards startups to provide support
and technical expertise.

Some insurers are in a position to
acquire and absorb startups. Many
others are not. The chief execu-
tives we interviewed said it is col-
laboration with startups that offers
the potential to add value through
insight and connection.

At Gen Re, our focus is now on nur-
turing relationships with startups
whose innovations have real poten-
tial. We partner with those whose
ideas can help insurers be more re-
sponsive to the changing dynamics
within their industry, whether that is
in relation to data analytics, mobile
health, artificial intelligence or
wearable technology.

Large-scale insurance companies
are typically enthusiastic to adapt
to change, but are operationally
less agile. Insurtech startup com-
panies are helping to change fun-
damentally the insurance industry
and enabling it to meet emerging
demand among consumers for
greater personalisation.

It is our view that insurers must
embrace the changes happen-
ing and be part of the conversa-
tions going on around these fun-
damental issues. Now, more than
ever, the future is wide open. Our
aim as a reinsurer is to be part of
that global discussion about what
the insurance industry can be and
what it should offer.

To find out how to harness the
huge changes relating to data
and digital technology, and to
work with smart startups, visit
www.genre.com/futureofinsurance
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DIGITAL INSURER

Turnin

Digital technology
promises to
transform the
insurance industry
with better deals
and new policies
for customers

CLARE GASCOIGNE

t’sasign of the times that BT has

just become an associate mem-

ber of the Association of British

Insurers (ABI). In a digital age,
the insurance industry’s trade
body is no longer just the preserve
of insurers.

“Historically insurance has been
a process of financial compen-
sation when a risk materialises,”
says Matt Cullen, the ABI’s head
of strategy, data and analytics.
“But the digital world allows a shift
away from that to a life partnership
- the ability to become real-time
consultants. It’s a massive, posi-
tive benefit for the industry.”

The industry has taken its time
to embrace the technological ex-
plosion that has changed all our
lives. Parul Green, head of merg-
ers, acquisitions and innovation at
Axa UK, says it is pressure from the
consumer that has finally brought
about change. “Consumers want
digital interaction,” she says. “We
have access to everything from
books to taxis digitally; why not
insurance? The digital insurer is
becoming inevitable.”

The data-crunching capability of
a digital world is a game-changer
for insurers. With a huge amount of
extra information, risk can be more
precisely targeted so products be-
come much more personal; the days
of a standard contract are over.

But it also brings new servic-
es, some of which we didn’t know
we wanted, according to Aldo
Monteforte, chief executive and
co-founder of The Floow, which
offers insurers data analytics and
behind-the-scenes services that
help to condition the behaviour of
consumers. For example, it can use
telematics to monitor an individu-
al’s driving and then offer coach-

ofs

The data-
crunching
capability of
a digital world is
a game-changer
for insurers

boring into rather interesting

OPPORTUNITIES FOR DIGITISATION IN INSURANCE
OPPORTUNITY RATINGS ARE BASED ON ASSESSMENT OF BOTH BUSINESS IMPACT AND READINESS OR TIME TO IMPACT

Insurance
companies such
as VitalityHealth
offer deals on
gym membership
and rewards for
taking exercise
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ing if it detects poor decision-mak-
ing behind the wheel.

“Sometimes it’s only after custom-
ers have been exposed to new rou-
tines that a need is formed,” he says,
citing services such as the ability to
detect ifacar has been in an accident
and make an automatic call to emer-
gency services. “People like that kind
of help when you most need it a lot.”

Digital allows insurers to be pro-
active with their customers, pro-
viding flood warnings, for exam-
ple, rather than just responding
after the event or offering rewards
for “good” behaviour. Insurers
such as VitalityHealth offer deals
on gym membership and operate
a points system that exchanges re-
wards, including cinema tickets,
for active behaviour.

CASE STUDY
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“It’s always been hard for insurers to
find positive ‘touchpoints’ with cus-
tomers, who typically only contacted
an insurer when they were renewing
a policy or making a claim,” says Mr
Cullen. “The digital world changes the
customer’s experience of insurance.”

It also changes how and where
you buy insurance. We already
have automated travel insurance,
for example; with one click you can
buy insurance when you buy your
flight and, if the flight is delayed,
your claim is automatically paid.

“We are likely to see more and
more ‘nesting’ of insurance in
other services,” says Hugh Terry,
founder of The Digital Insurer, an
online forum to discuss these is-
sues. “Insurance is an intangible
product so it’s easy to digitise.”

BROLLY: UMBRELLA COVER?

But not all of it. Pension plan-
ning is a far more complex issue
than travel insurance and, though
pension providers are playing with
online, self-directed quizzes or ed-
ucative tools, there is still a need
for advice.

“The question is at what point
does the customer press a button
to talk to a person?” says Mr Terry.
“What is the right amount of hu-
man? It’s not zero, but it could be a
lot lower than it is.”

The convergence of all these
trends has brought new players into
the insurance industry. Disruptors
are everywhere; some as standalone
companies, others as partners with
big brand names, others monetis-
ing their customer knowledge to
sell extra products. The industry

has been flooded with innovative
ideas about what insurance is and
how insurers connect to their cus-
tomers, but it’s just the start.

Astheinternet of things becomes
commonplace, there will be ever-
more innovative ways to person-
alise, reduce prices and offer ser-
vices. But this depends on digital
penetration, Ms Green points out,
as not everyone has a smartphone,
let alone a smart home. “We are
constrained by infrastructure,”
she adds.

But the trend is clear; one pre-
diction is that by 2020 each of us
will have about 27 internet-con-
nected devices. How the insur-
ance industry responds to the
digital revolution will be critical
to its future. ®
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Brolly founder Phoebe Hugh

Startup insurer Brolly is launching

this year and calls itself a “personal
insurance concierge”. It plans to use
artificial intelligence and machine-
learning to provide a personalised
service, offering gadget, travel, home
and motor insurance.

According to founder Phoebe Hugh,

a former Aviva staffer who became
frustrated by the lack of innovation in the
industry and set up Brolly with help from
the tech venture capitalist Entrepreneur
First: "It was categorically not an option
to sit around waiting for the existing
insurance industry to meet the demands
of a rapidly evolving world.”

The company's first version was
launched on the App Store last
August. Brolly plans to offer advice,
policies and an online “locker” to store

documents; it has ambitious plans to
be a broker and a comparison website
rolled into one.

In one sense it is turning the clock
back to the days of brokers, who offered
advice based on individual need. Brolly
aims to offer “the same level of advice
as you get from a broker”, but online,
using a range of lifestyle and insurance
questions to analyse customer need. It
then uses algorithms to locate any gaps
in your insurance cover.

It is promising to search the market
automatically to find the best deal,
but the key is making it easy to find
and buy the right insurance rather than
necessarily the cheapest. "Brolly is
built for the smartphone generation,
who expect a fast and frictionless user
experience, every time," it says.
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UNINSURABLES

Personal dglta
may penalise
‘uninsurables’

In a world where personal data-driven
insurance products are increasingly
tailored to the individual, could some
consumers be unfairly disadvantaged?

HELEN YATES

otor, home and health

insurers have never had

more access to data about

their customers. Thanks
to the internet of things (IoT) there
is a growing ability to assess how
we drive, live our lives, protect our
assets and price us according to our
own individual risk profile. There is
alsoan opportunity to offer feedback
and incentives to insurance custom-
ers to encourage better behaviour,
thereby reducing claims and ena-
bling insurers to offer discounted
rates to less risky customers.

However, by sharing this informa-
tion about ourselves, could some
consumers be penalised for things
that are beyond their control, their
age for instance, genetic predisposi-
tion to disease or even personality?
Thanks to the European Union’s
Gender Directive in 2012, insurers
can no longer charge men and wom-
en a different price, even if this is
based on actuarially sound analyt-
ics. But there are many other per-
sonal attributes that could be used
to determine what individuals are
charged for their insurance.

When Admiral was forced to with-
draw its plans to partner with Face-
book late last year after the social
media company said the scheme

would breach its privacy rules, it
raised an important moral question.
Just because an insurance company
has the ability to analyse customers’
use of social media and to use that
information as a rating factor doesn’t
necessarily mean they should.

“There are ethical issues here
and a need for strong regulation in
place,” says Nicolas Michellod, a
senior analyst in Celent’s insurance
practice. “We carried out some re-
search last year asking consumers
what they think about insurance
companies using their data on social
networks to provide new products or
to track them for claims fraud. It’s
clear there’s a big gap between what
insurance companies think they
should be allowed to do and what
the consumers think.”

Data has always been a commodity
in the insurance business, allowing

66

As a society we
shouldn't be
looking to exploit
people who
are naive and
vulnerable

underwriters to assess and price
risk accurately, from motor insur-
ance through to major commercial
operations. But as insurers mine
data from an increasingly vast range
of sources, accelerating the need
for artificial intelligence to create
meaning from it, they will inevita-
bly gain access to more and more
information about their customers.

Regulators are watching careful-
ly as insurers tap consumer data.
While the Financial Conduct Au-
thority took the decision to drop
its probe into insurers’ use of big
data last year, acknowledging that
it did not want to hinder industry
innovation and noting the use of
information about consumer behav-
iour was “broadly positive”, it also
noted there could be “some risks to
consumer outcomes” with some in-
dividuals finding it harder to access
affordable cover.

In personal lives, the connected
car and home, and wearable devices
promise increasingly greater levels
of insight into a customer’s lifestyle,
behaviour and circumstances. How-
ever, their insurance companies
should use this information respon-
sibly, says Andrew Brem, chief dig-
ital officer at Aviva, particularly as
pricing becomes more tailored to
each individual rather than pooled
across the entire marketplace.

“Social, public, IoT, genetic and
other new forms of data might in-
deed reveal much greater variance
in risk that we can measure today,
and the natural implication would
be greater extremes of pricing,” he
explains. “This could raise signif-
icant questions about fairness in
society, and the insurance indus-
try will need to work with govern-
ments and regulators to agree what
factors society feels we should, and
should not, take into account when
pricing risk.

“This is a rapidly evolving area
and we continually challenge our-
selves as to whether our customers
would consider use of these data
sources acceptable. Insurance has a
social role to play in helping those
in danger of falling out from insur-
ance, so we’ll need to look at solu-
tions for everyone.”

Telematics insurance products
are hailed as one example of the
industry innovating and leveraging
data to cater to the needs of a group
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of disadvantaged consumers. In re-
turn for having their driving behav-
iour monitored, younger drivers are
able to access more affordable mo-
tor insurance.

For 18 to 20 year olds, who pay
an average of £972 a year for their
cover, compared with an average of
£367 for other drivers, according to
the RAC, this can make all the dif-
ference. Sixty two per cent of young
drivers see insurance as the biggest
barrier to owning and running a car.

Not only does telematics provide
young drivers with access to more
affordable cover, it is a popular ex-
ample of how a feedback loop can
improve the underlying risk. “Our
insurer clients find that only a tiny
fraction of customers - typical-
ly less than 3 per cent — don’t re-
spond to feedback on their driving
behaviour,” says Selim Cavanagh,
managing director of Wunelli and
vice-president of LexisNexis. “So
there’s a massive societal benefit,
and it also helps the individual pay
less and still be mobile. Feedback is
areally powerful tool.

“With telematics, younger drivers
pay around 41 per cent less for their
insurance because telematics tells
them they are being monitored,
and most young people are willing
to listen to feedback and modify
their behaviour.”

There are clearly benefits to be
gained at all levels when consumers
opt to share their personal informa-
tion with insurers and when this
information is used to reduce risky
behaviour. However, while certain
rating factors, such as driving style,
are within customers’ control, there
is very little that can be done to al-
ter or improve other factors insurers
could use to price cover.

In the United States, there has
been a backlash against biometric
screening as part of corporate well-
ness programmes. Certainly there
is a feeling that it is morally wrong
to deny health insurance to individ-
uals because of their predisposition
to certain diseases. “Big data and
the IoT can be used by the insurance
industry as a force for good or a force
for bad,” says Mark Williamson, a
partner at law firm Clyde & Co. “It’s
about having the right checks and
balances in place.

“One of the big concerns is a
moral argument around using
uncontrollable rating factors.
Should an individual be penalised
for their genetic make-up when
there’s nothing they can do about
it? These uncontrollable factors
might be things individuals are
not happy to share or that they may
not even know about themselves.
Is that morally correct?”

He thinks these issues are now
a matter of public policy, with the
onus on the industry, governments
and regulators to keep up with de-
velopments. It is anticipated the
EU’s General Data Protection Regu-
lation could be instrumental in de-
termining how insurers should and
shouldn’t be allowed to use custom-
ers’ data moving forward.

“As a society we shouldn’t be look-
ing to exploit people who are naive
and vulnerable,” Mr Williamson
concludes. “And if by drilling down
to an individual level, insurers are
discriminating against these in-
dividuals, is it right for a sector
founded on the concept of pooling
of individual risks to be doing that
or is the government and regula-
tor going to have to do something
about that?” @

CONSUMER WILLINGNESS TO SHARE PRIVATE DATA (%)
SURVEY OF CONSUMERS IN THE UK, UNITED STATES, FRANCE, GERMANY AND ITALY

. Not willing to share

. Willing to share

0 10 20

Driving behaviour data

Home smoke detector

information

Health data

Exercise data

Home alarm data for

intrusion detection

Home water flow information

Credit score

Personal finance details,

such as bills
Purchasing data

Check-in data on
social networks ta

Status updates and

photos on social networks

DNA data

Movement data

Internet browsing history

30 40 50 60 70

Celent 2017



www.spatialkey.com

RACONTEUR.NET

14 /06 / 2017 ‘ FUTURE OF INSURANCE 07

\J
OPINION ‘, COLUMN

“The most important
standard is to start
with the customer

and their needs’

SIAN FISHER
Chief executive
Chartered Insurance Institute

In this fast-evolving
world, insurance key
players have had to
get with the times
to innovate ef-
fectively and effi-
ciently and keep up
with the ever-de-
veloping demands of
the consumer.

As the millennials and
generations after them go
through their life cycles, the de-
mand for seamless and intuitive
consumer journeys will continue
to increase rapidly, and no busi-
ness will be able to survive if they
do not cater for it.

We must embrace innovation
and disruption, but the true test
of the success will not be in how
advanced and impressive the tech-
nology is, it will depend on how
much it has actually benefited
the customer and how “good” the
customer outcomes are. For exam-
ple, advice from health insurers
about maintaining mental health
is a good example of a valuable and
low-tech innovation.

We have a duty to ensure all the
fast-moving changes have the pub-
lic interest at the core of thinking.
We must also raise the question of
what protections are being put in
place to prevent customer detriment
and public distrust in insurance.

So there is a unique opportunity to
set the standards by which success
should be measured and help en-
courage innovation that leads to the
best possible consumer outcomes.

Standards must not be confused
with regulations. Standards are
in place to complement regu-
lations and form the basis for a
progressive, customer-focused
ethical approach that is seen as
professional and best of breed,
rather than an enforced set of
minimum requirements.

Innovation will not automat-
ically benefit the customer un-
less there are clear and defined
standards the sector can be held
accountable to. We must not lim-
it our understanding of customer
benefit to just prices, however.
Cutting prices at the expense of
bad service would still be very det-
rimental from a holistic customer
experience perspective.

The most important standard
is to start with the customer and
their needs. The insurance sector
and financial sector as a whole

has in the past been
too product focused.

Things have start-

ed by creating

the product, then
wrapping the
sales and market-
ing around it so
customers fit the
desired demographic.
The profession must dis-
rupt this tradition to start
with the customer and their needs,
then create products that become
the solution.

True innovation starts with a de-
sire to understand customers pro-
actively to gain insight into their
wants and needs, and then move
to finding ways to achieve that.

Innovation should also change
the relationship between sector
and customer. It is not just about
helping people fill out forms at a
time and place which is conven-
ient for them, but it allows in-
surers to help customers manage
their risks.

Innovation is changing the role
of the insurer so that they utilise
their expertise to get a better deal
for their customers. Great exam-
ples of this are Aviva’s safer driv-
ing media campaign, AXA’s resil-
ient home demonstration, Pru’s
Vitality scheme, RSA’s Weather the
Storm campaign and, of course,
there are many more.

The customer benefits by pay-
ing less as risks are managed bet-
ter, and the insurer benefits by
fewer claims and creating more
loyal customers.

As a professional body, the
Chartered Insurance Institute
has a responsibility enshrined
in our Royal Charter to “secure
and justify the confidence of the
public” in insurance. One way we
can do this is to make sure any-
one employed in the profession,
who designs or sells services, or
advises on insurance products,
has the right expertise to do
that competently.

But, importantly, it also means
we set up and drive an ethical
approach for those professionals
to sign up to. Our challenge is to
make sure those ethical standards
remain relevant and meaningful
to customers today and in the fu-
ture, regardless of the technolog-
ical advances that shape the look
of the products and services cus-
tomers see.

COMMERCIAL FEATURE

Insurtech: data
access and choice
comes of age

The insurance industry is finally beginning to exploit new
technology, but only years after consumers started searching
for the best deals online and using apps. It comes at a time of
disruption when premiums are under siege, and insurance firms
need to become more efficient and lower costs

ow, say experts, insurers
should demand the same
degree of technological
choice and innovation for their
own businesses as is available to con-
sumers. To do this, they need to use
data and analytics more effectively.

“Insurance companies often invest
significant capital, including human
and financial, to get the right data, but
they can't always deliver that data in
a pragmatic way to drive better de-
cisions," says Bret Stone, president at
SpatialKey, a one-stop shop for sourc-
ing and delivering insight from indus-
try-leading data providers.

Choice of data is essential, he
argues. "The best solution for insight
might require multiple opinions of
relative hazard from different pro-
viders. Choice across vendors gives
insurers the benefit of a single, best-
of-breed solution that delivers in-
sight. Because it's difficult to consol-
idate and coalesce disparate data
products, insurers may choose to go
with one ‘preferred’ vendor eveniifit's
not best suited to meet their needs,”
says Mr Stone.

By collaborating with an insurtech
provider like SpatialKey, forward-look-

57%

of insurers said

they somewhat or
strongly agree that
their companies
are fully realising
the benefits of
advanced analytics

To. 91%

said inaccurate
datais the

greatest risk

= 21%

cited reduced

claims cost as

| a benefit of
using advanced
analytics

AA-Insurance, West Monroe Partners

®

Optimise
premiums

Reduce
claims costs

With one hub for

A

Make better use
of capital

advanced data
and analytics,

Respond to
events faster

insurers can...

Implement a better
underwriting strategy

Select and write
higher quality risks

ing insurance companies can access
a wide range of data, as well as de-
tailed visual analytics that produce
previously unrealised insight. After all,
collaborating to access multiple data
sources, or to select the right data
for a given risk, puts insurers ahead
of competitors that struggle to make
efficient and accurate decisions. In-
surtech companies such as Spatialkey
offer an unbiased solution that deliv-
ers a single, consolidated view of risk.

“Insurers are hungry for rapid inno-
vation and transformation within their
businesses. Solution providers can
deliver innovation with better qual-
ity and speed by working together,”
says Mr Stone. "Time and again, and in
multiple market verticals, providers fail
when attempting to build one-size-
fits-all solutions. Successful solution
providers remain focused in their core
competencies.”

With its successful history in in-
surtech, more and more insurance
companies are turning to Spatialkey,
which is becoming the essential in-
sight hub for the insurance industry.
Insurers appreciate that SpatialKey's
workflows and analytics are tailored
specifically for insurers by insurance
experts, and in collaboration with its
insurance clients.

"Underwriters give us one or more
properties and we return the rela-
tive risk score for each hazard that a
property or group of properties could
be exposed to, all in one place, with
the necessary insight for rapid deci-
sion-making,” says Mr Stone. "We also
help underwriters understand and
evaluate risk accumulations against
their portfolio, so they can quickly
assess what capacity is available and
how prospective risks correlate with
their portfolio. In this way, we can help
ensure underwriters make decisions
with a common baseline of under-
standing that exposure management
teams use to manage risk accumula-
tion and inform underwriting strategy.”

Finally, adopting new technolo-
gy can be perceived as expensive
and cumbersome, but with a cloud
or Saas$S solution such as SpatialKey,
insurers are realising the benefits of
geospatial insurance analytics with
little to no support required from IT.
These solutions are up and running
within a matter of hours — a huge
benefit in a market where data is
increasingly key to profitability and
competitive differentiation.

For more infomation please visit
www.spatialkey.com
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RISE OF TELEMATI

Telematics insurance, which offers customers personalised policies based on their d

behaviour, has experienced rapid growth over the past few years as motorists look fc

ways to lower their premiums. Also known as black box insurance, telematics enak

providers to track a number of risk factors such as location, mileage an d |
give a more accurate policy price, and can lead to average saving
£200 a year for younger drivers* }

¥

|
2010 2012 2013 2014 2015 2016

British Insurance Brokers' Association 2017

HOW TELEMATICS COULD RESHAPE
THE INSURANCE INDUSTRY
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PERCENTAGE OF THOSE WHO WOULD
ALLOW DRIVING TO BE TRACKED

26%

EAGER BEAVERS

Would allow monitoring without
stipulating any specific discount
in return

47%

NAYSAYERS

Would not be interested under
any circumstances

S ——

Rate of acceleration

9]
DB

Use of onboard Behaviour around

electronics hazardous zones
(phone and radio)

Deloitte 2016

SIZE OF DISCOUNT REQUIRED TO ALLOW
DRIVING BEHAVIOUR TO BE MONITORED

Percentage of those who are ‘on the fence' about telematics
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S (= 27% Q
nce FENCE SITTERS
 meet Might get on board if given a high
and enough discount to make it worth
their while

for Financial Services 2016

-5% 6-10%  M-15% 16-20%  20%+

Size of discount

Deloitte 2016
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Emerging risk can
finally be measured

Businesses have always relied on a careful study of
information to attempt to predict emerging risks, but the
application of big data analytics enables them to understand
future dangers scientifically

merging liability risks are a

constant threat to all indus-

tries selling products or ser-

vices and to the insurers pro-
tecting them.

Big businesses and industries
worldwide dread another "asbestos
situation”. The dreadful lung prob-
lems caused by asbestos resulted
in massive commercial damages in
the form of lawsuits totaling more
than $200 billion. From a business
perspective, risk in new operations
and products is enormous, and big
companies are constantly watch-
ing for the next asbestos scandal
among their risks.

But businesses' approach to this
issue trails far behind the actual evo-
lution of risk, according to Bob Reville,
chief executive of technology firm
Praedicat. "Understanding emerging
risk is critical to business, but most
companies still address it by getting
their executives round a conference
table and talking about the news
they have read,” he explains. "This is
simply not accurate enough and they
miss the birth of major risks.”

With the increasing sophistication
of big data, machine-learning and
processing power, technologists at
Praedicat have been able to create
systems that scour more than 22 mil-
lion peer-reviewed science papers
to learn new risks. The software then
assimilates the data into a simple,
but detailed, report for businesses.

The company, which was born out
of collaboration between non-profit

research organisation Rand Cor-
poration and technology firm Risk
Management Solutions, has creat-
ed a system that reads right across
the web for scientific and regulato-
ry papers relevant to the areas in
which its clients operate.

The technology identifies early risk
trends for a product, company or
industry showing up in the scientific
papers. It also tracks the develop-
ment of the literature to see wheth-
er a risk is growing. Based on the
amount of information and its qual-
ity, the system creates a dashboard
of accurate emerging risks, their
likelihood and severity.

"This is revolutionary for businesses
because they can accurately pre-
dict the risks that will gain ground
in front of them and then they can
make much better decisions,” says
Mr Reville.

Insurers equally stand to benefit,
with the system creating detailed
profiles on the many risks their cli-
ents face. "By extracting all of the
hypotheses in the scientific research,
insurers can quantify and qualify
their clients’ risk, and price it with real
knowledge,” Mr Reville explains.

This also solves another serious
problem among insurers — excessive
exclusions. Faced with the mass of
previously unpredictable new dan-
gers, insurers have favoured exclu-
sions even in the context of losing
customers who need the cover-
age. By accurately understand-
ing emerging risk, insurers can now

Praedl%t

retain existing business and more
safely cover new areas, even when
there is no known claim history.

Uptake of Praedicat's technolo-
gy has been strong. Insurer Allianz
uses the system to assess key risks
more confidently and identify new
coverage opportunities. Swiss Re
has a licence to use the compa-
ny's Oortfolio platform to support
underwriting and aggregation for
insurance and reinsurance.

Outside insurance, General Elec-
tric  Environmental Health and
Safety uses the technology to pre-
dict and prepare for risks across its
many areas of operation. And large
food and chemical companies are
also among those working with
Praedicat to ensure they spot future
product risks.

As businesses seek to outpace
their competition, they need to
identify emerging risks as early as
possible. Using smart big data en-
ables them to appreciate the real
risks they face, while also avoiding
overestimating risk in safe areas
and hampering good innovation.

"Companies want to grow quickly
and smartly, and their insurers want
to properly cover their risk,” Mr Re-
ville concludes. “There is a clear
need to be able to look around the
corner and the only way to do so is
with proper data science.”

To find out how to manage your
emerging risks please visit
praedicat.com

PRICE WAR

Competing on

Insurance companies
operating in an
increasingly
competitive market
must innovate

and be proactive

to prosper

GONZALO VINA

t took the head of one of the UK’s

biggest insurers to say what many

had been thinking for a long time

- much of the industry is broken
and neither companies nor custom-
ers like it.

According to Aviva chief executive
Mark Wilson: “The dysfunctional
market is a problem for the whole
industry that requires an indus-
try-wide solution.”

Mr Wilson was responding to the
deep structural changes that have
been weighing on profitability for
a number of years, particularly the
commoditisation of products which
have been subjected to unrelenting
pressure from aggregator and price
comparison websites. His response
would be a yet-to-be-specified prod-
uct that rewards customer loyalty.

Analysts say that too many parts
of the general insurance indus-
try run as high-volume, low-value
commodity markets where price,
and pretty much only price, deter-
mines what policy consumers ulti-
mately choose.

Professional services firm EY
predict that home insurers will
lose money in 2017, with a net com-
bined ratio (NCR) - an industry

measure in which a reading above
100 per cent denotes a loss - of 101
per cent. Premiums will drop by 1.7
per cent, EY says.

Similarly, car insurers will also slip
into the red for the second year in a
row, with a 103 per cent NCR in 2017,
even though premiums will have
risen for the third year running or
by some £46 on average since 2015,
EY adds.

For Nitesh Palana, afinancial servic-
es regulatory expert at PA Consulting
Group, the “three-year model” - when
the policy makes a loss in the first
year, breaks even in the second and
only becomes profitable in the third

MOST IMPORTANT REASONS CONSUMERS STAY WITH

AN INSURER

22% They offered me a lower premium

19% Couldn't get a cheaper quote

17% Went back to current insurer

who matched the best quote
16% Saving wasn't enough to bother

7% Companies with cheaper quotes

offered lower levels of cover or service

3% I have had a positive claims experience

with my insurance provider

3% Cheaper quotes were from
°  companies I've not heard of

2% They offered me a gift/incentive to stay

2% Just didn't like the other companies

difficult/too much trouble

Gave up getting quotes as it was too

=

7%  Other

“Numbers do not equal 100 per cent due to rounding

—

Insurance Times 2015
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year — underpinned the industry long
before the likes of GoCompare and
Money Supermarket turbo-charged
price sensitivity in the industry.

More than any other industry, Mr
Palana argues, insurance companies
will have to innovate if they are to re-
turn to profitability and remain prof-
itable in years to come. Insurance
products will have to become both
more user friendly and better tai-
lored to individual circumstances.

“It’s only through innovation that
the industry will survive,” he says.
“Insurers will either innovate and
retain customers or lose out to new
companies that do innovate.”

That innovation is starting to come
through in many forms, says Nigel
Walsh, a partner at Deloitte, the pro-
fessional services firm. While the
technology has boosted competi-
tion and conditioned many to shop
around for the cheapest deal, insur-
ers are looking at ways of “embed-
ding” their services in other prod-
ucts, so the policy is part of a much
broader service.

Take the connected home. Mr
Walsh says insurers are exploring
ways of becoming service providers
for a whole raft of goods and services
that would have been left to several
companies in the past. From smart
meters to smoke alarms and burglar
monitoring systems, insurance com-
panies “underpin those services and
orchestrate the whole thing”.

Another development that could
become more widespread, Mr Walsh
notes, is an insurance policy which
is purchased with a car and lasts for
its lifetime, such as that unveiled by
Tesla recently. Insurers will have to

respond to the purported greater
safety of driverless cars and pro-
vide a more “frictionless” service for
their customers.

“It’s all about turning from a reac-
tive service to a proactive one,” he
says. “I am optimistic that we are
heading in that direction.”

Deloitte estimates that digitally
enabled motor insurance, in which
data on personal driving habits
from so-called telematics equip-
ment is used to calculate individual
customer-tailored premiums, could

66

More than any other
industry, insurance
companies will have
to innovate if they
are to return to
profitability

account for 17 per cent of the Euro-
pean market by 2020.

Matteo Carbone, founder and di-
rector of the industry think-tank
Connected Insurance Observatory,
says insurance chiefs in the UK and
other parts of the world can learn
from the experience of Italy, which
currently leads in the use of telem-
atics with 6.3 million policies or 15
to 16 per cent of all motor insurance
policies in 2016.

The technology makes for more
effective risk selection and helps
optimising claims management,
Mr Carbone says, adding that the

data gathered from the equipment
can also help increase frequency
of interaction with customers to
sell additional services. For in-
stance, insurers can offer “live”
concierge services, excess speed
alerts, antitheft and a plethora of
other services.

“You have to introduce more ele-
ments into the equation to increase
the value,” he says. “You have to
exploit the value of data to increase
the technical profitability, but it is
essential that value is shared. Cus-
tomers have to see the value other-
wise they will simply return to the
price comparison sites.”

Most experts are agreed that
demonstrating value to custom-
ers is the only way to break the
increasing commoditisation of
the general insurance industry, a
principle that would hold true in
almost any industry.

Only then, argues Matthew Con-
nell of the Chartered Insurance
Institute, might insurers start to
regain their financial footing.

“It will be enough to return to
sustained profitability, as long as
customers feel the added value is
worth paying for and competitors
struggle to imitate the added value
service,” he says. “Innovative digi-
tal tools will have to be constantly
improved and enhanced to main-
tain profitability, before they are
copied by competitors or imitated
by fintech firms and distributed
across the sector. As a result, en-
hanced profitability is likely to be
locked in through a package of tools
and services, rather than a single
‘breakthrough’.” @
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‘Data will continue
to be the source of
competitive advantage,
enabling new ways of
pricing risks’

HUGH TERRY
Founder
The Digital Insurer

Imagine insurance
20 years from now,
extrapolated from
current trends.

It is already clear
that customer data
will be the new gold
or as The Economist
recently called it, the
new “fuel” running the
digital economy. What
is true generally throughout
society will be even truer for insur-
ance. Data is and will continue to
be the source of competitive advan-
tage by enabling client connectivity,
consumer insights and new ways of
pricing risks.

Technology will allow us all to
manage and prevent more and
more of the risks that matter to us
personally. And this will be the key
area of consumer interest ahead of
the financial compensation that
traditional insurance provides.
For most lines of business risk pro-
vision alone will be commoditised
and accessible via real time, digi-
tal exchanges. Core risks will re-
duce as digital delivers risk reduc-
tion, so costs of coverage will also
fall significantly.

But risk management alone is
not overwhelmingly compelling
to consumers and so will be bun-
dled with a whole range of servic-
es in digital ecosystem platforms,
such as the connected car, the
smart home and mobile health.
By 2035 most people will have a
wearable device designed to mon-
itor and advise on personal health
status. The medical evidence
supporting preventative analyt-
ics will be overwhelming and the
supporting medical devices to
manage health will be proven. Our
homes and mobile devices will
together function as a personal
healthcare clinic.

In addition, as technology reduc-
es the cost of customer search and
distribution, we will see increasing
diversity of solutions beyond the
“big four” of life, health, car and
home insurance. These niche solu-
tions will also be resold by specialist
online platforms in much the same
way as any retail product.

So by 2035, insurance will be
firmly embedded into broader dig-
ital propositions that attract and
engage consumers. The owners of
these digital platforms will be able

to deploy sophisticat-
ed and integrated
marketing propo-
sitions and lever-
age high levels of
connectivity with
engaged consum-
ers; their distribu-
tion economics will
be far superior. Some
will treat insurance as a
profitable niche, while others
will use insurance as a scale game.
The universal availability of wal-
lets and mobile devices will remove
the problem of regular collection of
premiums that are present in many
countries around the world.

As insurance merges with risk
prevention services, customer en-
gagement will rise. A combination
of artificial intelligence, chatbots
and video on demand will allow
the right mix of digital-first, but
human-friendly, service to be de-
livered according to the precise
needs of the customer. Purchase,
claims and service experiences will
be largely automated, integrated to
the broader platform propositions
and much more convenient.

We can already see some of the
likely winners — Zhong An (embed-
ded into e-commerce), PingAn (in-
vestments in multiple platforms),
BIMA and MicroEnsure (mobility
solution for developing econo-
mies), Alibaba’s Ant Financial ser-
vices (digital financial services)
and the UK aggregators (platforms
for risk exchange). Many large
digital brands are yet to decide
on strategy, so further innovation
and change is guaranteed. Banks
that successfully transform to dig-
ital banking platforms will also be
well placed.

What lessons can we learn and act
on now? Existing insurers urgently
need to partner with or create the
ecosystems of the future and truly
digital-first insurance companies
need to be architected using mod-
ern technology stacks. Insurers that
have not accessed or created digital
platforms will either be consolidat-
ed or will have to make a living as
lean, vanilla-branded insurance
risk factories. We can look already to
Asia, with its growth opportunities
and generally more permissive ap-
proach to management of customer
data, as the crucible for the execu-
tion of these new platforms.
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Innovation in iInsurance:

the coming wave of disruptive insurtech

The modern insurance industry has more than 300 years' experience safeguarding others against potential risks
and economic loss, but can it protect itself from the biggest onslaught against it to date?

‘? PremFina

or a trade built on its ability

to quantify and price risks, it's

startling to see how unpre-

pared the insurance industry
seems to be against technological
disruption that's attacking its centu-
ries-old business model.

It can't afford to be ignorant. Here's
what happened in other industries
that didn't adapt to technology
changes in time.

Kodak: founded 1888, bankrupt 2012.
Cause: digital photography. Borders
Books: founded 1971, bankrupt 2011.
Cause: online retailing. Ford Motors:
founded 1903, disrupted in April 2017
as l4-year-old Tesla surpasses the
T4-year-old  Ford's  stock-market
value. Cause: electric cars.

Wilful ignorance of technological
change clearly does not lead to a
blissful outcome.

To be fair, some insurers and bro-
kers are already using new tech-
nology. Think big data, comparison
sites, mobile apps, telematics and
wearable tech.

New technologies involving incre-
mental changes are, however, rela-
tively easy to adopt. What are harder
to soak in are radical technologies
disrupting the industry’s long-estab-
lished modus operandi, visible in a
slew of new “insurtech” startups.

Lemonade Inc in the United States,
Germany's Friendsurance, France's
InsPeer and the UK's Guevara are
using peer-to-peer (P2P) technol-
ogy to group peers with a common
interest. Their premiums are paid into
a claims pool that after adjusting for
claims at the end of the year, have
leftover amounts refunded to its
peers or directed to charity. Guevara
says it can save its motorists as much

as 80 per cent on their premiums.

To get anidea as to how disruptive
P2P technology can be, take a look
at Skype Technologies that used a
P2P platform successfully to chal-
lenge the telecoms world.

Germany's GetSafe, FinanceFox
Germany, Clark Germany, Canada’s
LEAGUE Inc, Knip AG in Switzerland,
Embroker Inc, Next Insurance Inc,
Oscar Insurance Corp and Trov Inc in
the US are all new entrants simplify-
ing and expediting price discovery,
sign-up and engagement for buyers
of insurance across multiple devices.

Rather than push underwriter-cen-
tric rigid insurance schemes, they use
advanced data analytics transpar-
ently to create policies customised
to individual consumer and business
needs. That turns the traditional in-
surance model on its head.

Whether it's taking out a policy or
filing a claim, customers want to be
able to interact with their providers
and check transactions via mobile
devices. They expect their providers
always to remember their preferenc-
es and personalise their experiences.

The millennial generation particu-
larly likes this do-it-yourself approach,
especially when they save money.

Some new insurtech companies
go further by also incorporating
technology disruption afoot in
other industries. Metro Mile Inc in
the US and Just Miles in the UK, for
example, mesh personalised insur-
ance with telematics car usage,
ride-sharing apps and emerging
driverless cars. Given that 95 per
cent of a car's lifespan is spent
parked, not driven, it's yet anoth-
er example of creating insurance
that better caters to customer be-

GENERAL INSURANCE MARKET

£48BN

General insurance
market

£6BN

PremFina's UK target market

«—— £3BN

Premium finance provided
by insurers

PremFina

“ With the cost of insurance rising,
alternatives to the current system are

in much demand

haviour, especially if that customer
could soon be an automobile.

Others such as the UK's PremFina
future-proof themselves via their
business model and technology.
Its  software-as-a-service fulfils
any customer preference to pay
for insurance by instalments. It ar-
ranges for the cost of a premium
to be paid to insurers upfront and
gets reimbursed by those insured
for the same amount with interest,
paid monthly. The financing occurs
regardless of whether insurance
is sold via a traditional high street
broker, a comparison website or a
disruptive new P2P insurer.

In the UK alone that's a £6-billion
market, whereby companies other
than insurers themselves finance the
purchase of premiums. The logic is
simple: insurance underwriters are not
meant to act like banks and provide
loans. Financial regulators create a
systemic separation of the two ac-
tivities for that particular reason.
Besides, insurers don't like or want to
take on the credit risk of customers
whose insurance they underwrite.

Investors are now seeking out the
next gorilla of the insurance market,

which is worth £3.57 trillion in annual
worldwide premiums, according to
the world's second-largest reinsur-
er Swiss Re. Not surprisingly then,
more than a billion pounds in venture
capital and private equity funds has
gone into insurtech startups world-
wide in the past five years alone.

Still, the insurance industry is a
tough one to pierce. It represents
one of the most regulated markets
in the world. And it requires lots of
capital. Fintech firms can typically
get venture capital money to pay for
operating expenses, but not to fund
its balance sheet.

Many of the new insurtech compa-
nies, such as PremFina, therefore act
as intermediaries between creditors
and borrowers, or the insurers and
insured. For new P2P insurers that
underwrite risk themselves, there are
early-stage limitations because cus-
tomers need to feel confident the
issuer will be around to honour any
claims they make.

Startups don't have the track record
or brand reputation to instill this con-
fidence. This drawback, plus the ab-
sence of machinery, real estate or
other significant fixed assets, makes
borrowing against assets from banks
next to impossible.

These barriers also keep new com-
petitors at bay however, giving those
startups that make it a better shot at
success. The insurtech firms that are

76%

of insurers felt
they are too slow
at bringing new
products to the
market

80%

is saved on
members'
premiums by
Guevara, a UK P2P
motor insurance
network

16%

increase in

car insurance
premiums over the
last 12 months

oy £50

increase per year
in household
insurance costs

£109

extra on average
per year for
families to

pay on their
household bills

up and running have already begun
to garner away market share.

Sluggish technology adoption by
incumbent insurers leaves open op-
portunities that startups are quick to
seize. A study by financial software
company Target Group revealed
that more than 75 per cent of UK in-
surance professionals believed the
industry was too slow in bringing new
products to market.

With the cost of insurance rising, al-
ternatives to the current system are in
much demand. Insurers should take
heed. If not, insurtech firms better at
catering to customer needs will usurp
their operating models the same way
technology-led firms have already
jolted many other industries.

For more information please visit
www.premfina.com
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EMERGING MARKETS: BRAZIL

Tapping the
potential of
a Latin giant

Brazil’s insurance
market is open
for business in

a country ready
to capitalise on
new technology
and sophisticated
business models

ALICIA DIMAS

low insurance penetra-

tion rate, large market

and growing middle class

bring new opportunities
for insurers investing in the Bra-
zilian market. The development
of information and communica-
tion technology in the country is
also brightening up the outlook
for Brazil’s insurance industry,
considering it has the fourth high-
est number of internet users in
the world.

“Technology developments have
been increasingly meaningful in
the Brazilian insurance market.
Distribution was mostly affected
with product facilities replacing
the traditional placing struc-

60

There is a huge
unattended
market of low-
income consumers
widespread
throughout the
country

tures, as well as mobile apps that
reach brokers and customers in
real time,” says Angelo Colombo,
chief executive of Allianz Global
Corporate and Specialty (AGCS)
South America.

Mr Colombo says that on the buy-
ers’ side, technology made the sup-
ply chain more efficient, requiring
different risk transfer solutions
from the insurance market. “In the
consumer product development
field, the insurtechs have been
flourishing quite fast, providing
telematics solutions for motor in-
surance and speeding up claims
handling with digitised processes.”

Renato Rodrigues, country man-
ager for Brazil at XL Catlin, says:
“One of the technological innova-
tions that changed the Brazilian
insurance market the most was
the introduction of the digital sig-
nature. This brought a profound
change to the insurance industry,
as insurance policies are now com-
pletely paperless.”

Mr Rodrigues adds that insurers
in Brazil have a close relationship
with their regulator, the Super-
intendéncia de Seguros Privados
(SUSEP), which facilitates the un-
derstanding and approval of any
digital changes in the market.

However, Scott Mangan and Guy
Simoes, senior financial analysts on
A.M. Best’s reinsurance team, con-
sider the regulator spends too much
energy and capital fighting fraud.

The international rating agen-
cy’s experts say the extra layers
of bureaucracy, needed to prevent
fraud, can deter technological de-
velopment and ultimately will lead
the insurance industry in Brazil
to be a follower of the developed
markets, as it uses more resources
to prevent fraud and is then slowed
down by a complex legal system.

As an emerging market, Brazil
presents many prospects for insur-
ance companies investing in the
country. In addition, with an insur-
ance market growing at a two-digit
pace annually, despite the econo-
my’s performance, there might be a
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few lessons to be learnt from Latin
America’s biggest country.

According to Mr Renato, one of
the main lessons to learn is the col-
lection and availability of informa-
tion on the industry. “The insur-
ance market’s regulator digitally
monitors and controls all insur-
ance transactions and activities.
This information is available to
the industry and it creates a trust-
worthy and open market. In many
other markets, data regarding the
industry’s gains, losses and opera-
tions is kept secret. Here in Brazil,
we can follow our competitors’ ac-
tivities and SUSEP can gather up-
to-date and complete data on the
market,” he says.

Luis Gutiérrez, president for auto,
general insurance and affinity lines
at Grupo Segurador Banco do Brasil
e Mapfre, adds that the Brazilian in-
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Congestionin
the south zone of
Sd&o Paulo, where
only 18 per cent
of the Brazilian
population

has any kind

of insurance
coverage,
according to Luis
Gutiérrez from
Grupo Segurador
Banco do Brasil
e Mapfre
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Renato Rodrigues
of XL Catlin says
the introduction of
digital signatures
brought profound
change to

the Brazilian
insurance industry

surance market is creative and in-
novative. He says: “There is a great
opportunity to increase insurance
awareness in Brazil, since only 18
per cent of the population has any
kind of insurance coverage.”

Mr Gutiérrez says the insurance
group is focusing on a two pillars’
strategy in the country, one to
develop attractive solutions for
insurance consumers and the sec-
ond to create new products for the
majority of the population that
does not usually buy insurance.
He adds that it is also necessary to
facilitate access and payment op-
tions available to the new insur-
ance buyers in Brazil.

Mr Colombo, from AGCS, says
there are a few key initiatives that
will be core for the industry’s de-
velopment, such as micro-insur-
ance. “There is a huge unattended
market of low-income consumers
widespread throughout the coun-
try,” he says. “Distribution solu-
tions, whereby insurance could
be distributed together with other
products, have been implemented
over time, but there is much more
in the pipeline.”

Marcelo Munerato de Almeida,
president for Aon Brazil, says the
insurance industry has been devel-
oping its connectivity, productiv-
ity, distribution and compliance.
New technologies play a crucial role
in this development.

“Last year Aon acquired Admix,
a local Brazilian broker, due to
their cutting-edge technological
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solutions area. The company had
advanced customer relationship,
operations and distribution tech-
nologies, and this was crucial to
our acquisition decision,” says
Mr Munerato.

He explains that Aon adapts glob-
al technological solutions for its op-
erations in Brazil, but also develops
local tools to suit the country’s re-
quirements.

With almost 22,000 planes regis-
tered in Brazil, of which more than
10,000 are privately owned, Mr Rod-
rigues says XL Catlin had to develop
a new digital tool for aviation liabil-
ity insurance, to enable brokers to
quote and issue standard coverage
certificate documents quickly.

The future will bring new re-
quirements and changes for the
insurance industry in Brazil. Mr
Rodrigues says the role of the un-
derwriter is already changing.
“Artificial intelligence has become
better at calculating risks than un-
derwriters and analytics are more
efficient at analysing data than hu-
mans,” he says.

Mr Rodrigues believes driver-
less cars and drones will also rev-
olutionise the industry. “We are
already using drones to assess
claims, they enable us to assess
quickly and efficiently casualties
that take place in remote loca-
tions,” he says. “This is particular-
ly important in Brazil, where we of-
ten need to check casualties in the
ocean or, due to the country’s size,
distant and isolated sites.” @
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REFORM

Slow death
of tradition
in Insurance

Insurance is an industry steeped in
tradition and breaking free from
long-established practices has proved
a sometimes painful process

IAN FRASER

A

POWER OF ACTUARIES

Actuaries may have long been the
butt of jokes, but they also have
traditionally taken many of the
top jobs in insurance companies.
However, actuaries, whose day job
it is to analyse statistics, including
morbidity and longevity, and use
them to model risk and calculate
insurance premiums, have lately
been losing their grip on power.
Michael Moss, author of a history
of Standard Life, says their compar-
ative decline reflects the changing
nature of the products being sold
- fewer “with profits” life policies,
more mutual funds and unit-linked

pensions. Insurance consultant
Ned Cazalet says by designing
shoddy products, such as mortgage
endowments, through their “clue-
lessness about financial markets”,
actuaries were authors of their own
decline. “They hid behind Grecian
pillars and presented themselves
as sober, super-smart and conserv-
ative. But they were more like the
Marx Brothers,” says Mr Cazalet.
A 2015 paper for the Institute and
Faculty of Actuaries said only 18
per cent of life companies’ execu-
tive directors were actuaries, down
from 38 per cent in 1990. The report
said: “It can be a concern that actu-
aries are increasingly being siloed
as quantitative analysts.”

BANCASSURANCE

Back in 1999-2000, it was the Holy
Grail of “bancassurance” that drove
Lloyds TSB’s £7-billion acquisition
of Scottish Widows. Already popular
in countries such as France and Bel-
gian, bancassurance involves banks
and insurance companies coming
under the same ownership to cross-
sell each other’s products. Howevetr,

the Lloyds-Scottish Widows deal has
already partially unravelled when
the insurance company’s asset man-
agement arm, SWIP, was sold off to
Aberdeen Asset Management. Also
tougher regulation is making ban-
cassurance less attractive. “Bank-
ing and insurance are two different
dynamics,” Jan Hommen, outgoing
chairman of Dutch bancassurer
ING, said a few years ago. “Banks are
much quicker. Insurance is much

slower. Insurance runs on a fifty-year
life cycle. Banking runs on a five-year
life cycle. The pace is different. The
people are different. So why would
you put them together? You're just
setting up a managerial conflict.”
Financial historian Michael Moss
adds: “In a bancassurance model,
the pressure is to make margins, of-
ten by flogging things that should
never have been sold. It has not been
asuccess. In fact, it’sbeen a disaster.”

e
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COMMISSION-BASED
SELLING

It once predominated in the insur-
ance sector, but commission-based
selling led to mis-selling on a vast
scale as it encouraged insurance
firms to design products to max-
imise commission payouts to inde-
pendent financial advisers (IFAs),
irrespective of whether they ripped
off customers. “Too many products
were designed with the enrichment
of salesmen as their raison d’étre”
says insurance consultant Ned Ca-
zalet. The Financial Services Au-
thority effectively outlawed the
practice in December 2012, when
under its retail distribution review,
intermediaries like IFAs were forced
to start charging their clients fees
instead and to make these fully
transparent. Many IFAs, reluctant
to change their ways, annoyed by
the newly introduced obligation to
pass exams despite decades of ex-

MUTUALITY

Mutuality, whereby a company
is owned by its customers rather
than by shareholders, was for a
long time the favoured ownership
structure in the insurance indus-

perience, gave up the ghost, while
many surviving IFAs decided they
were now unable to serve anyone
with investible assets of £50,000 or
less. This has led to what many peo-
ple in the industry call an “advice
gap”. According to financial histo-
rian Michael Moss: “Many IFAs, as

try. It’s an ownership approach
that can work to policyholders’
advantage. Since a mutual does
not need to pay dividends to
shareholders, it should have a
larger pot of cash to share among
policyholders and it theoretically
also give customers a greater say

they existed before the review, were
not that independent and didn’t
really offer advice; they were often
effectively tied agents, paid by com-
mission which they never told the
customer about. That was a bad tra-
dition which has now largely been
done away with.”

in how it is run. Many insurers,
including Standard Life, con-
verted to mutuals between the
1920s and the 1960s, partly to
make themselves immune from
takeover. However, the pendulum
swung back towards stock-market
listings between the 1990s and
early-2000s. That was because
many insurers found themselves
strapped for capital and saw con-
version to plc status or selling
out to banks as their only way of
raising funds. “It was a great tra-
dition and led to a quite differ-
ent culture, as mutual insurance
firms were answerable to individ-
ual policyholders, not corporate
shareholders. Once they demu-
tualised that was lost and they
became driven by targets,” says
financial historian Michael Moss.
But research by Professor Robert
Carter of Nottingham University
found mutuals’ products do not
necessarily outperform those of
listed firms.
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SEXISM

Insurance has long been a male-dom-
inated industry, especially in middle
management and executive roles.
It was only in the 1960s that women
started getting promoted to under-
writing roles and, even then, they
were paid less and offered fewer perks
than their male colleagues. After con-
ducting a survey of the industry, Eve
Hartridge, then head of insurance
and actuarial at Executives Online,
concluded: “The insurance industry
stillhas alongway to goin becominga
desired sector for women to work in.”
Her research, published in February
2017, found that a “drinking culture”
was limiting gender diversity within
organisations, as was a lack of scope

for flexible working which was put-
ting women off. This echoed an earli-
er report from business services giant
PwC in suggesting insurance firms
were struggling to achieve inclusive
and diverse workforces. At the largest
insurance group Aviva, 52 per cent of
staff overall, but only three of eleven
board directors (27 per cent) are wom-
en. Even so, that represents massive
progress on a few years ago and came
afterinsurance market Lloyd’s of Lon-
don broke the mould when it appoint-
ed its first female chief executive Inga
Beale in December 2013. Richard Bad-
don, insurance partner at Deloitte,
says faced with new challenges from
fintech players, the insurance indus-
try must look beyond the “conserva-
tive, innovation-averse talent” it has
traditionally attracted. @
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Getting more out
of telematics

Telematics has changed car insurance, but by collating
better data insurers can do so much more to improve
relationships with their customers

an car insurance ever be

made interesting and re-

warding for customers?

Traditionally, it's always
been seen as a chore that comes
around annually and requires mini-
mum engagement.

However, a growing number of
insurers are realising that to improve
their appeal to potential customers
in an increasingly competitive market,
as well as proving they're offering the
best-priced premiums based on the
most accurate knowledge of their
customers' behaviour, they also need
to offer something extra to engage
customers more effectively.

The key to pricing premiums so
they're both appealing to customers
while, at the same time, making
commercial sense is to collate data
from the widest possible variety of
sources, according to Aldo Monteforte,
chief executive and co-founder of The
Floow, one of the largest independ-
ent computer and data science
organisations in the global telem-
atics industry focused on individual
mobility. The Floow's clients include
Direct Line, Europcar and Nissan.

"One of the reasons we founded the
company was that we understood the
best way to gather this data is to be
device agnostic,” says Mr Monteforte.
"So we now offer insurers the ability
to use in-car devices, accessing the
on-board diagnostic port or smart-
phones, or both. In other cases they
might use devices already installed in
the car and so we have a partner-
ship with car manufacturers such as
Nissan, for instance, to collect data
from these ‘black boxes'.

"The challenge of adopting a de-
vice-neutral approach is the scores
that are generated must remain very
consistent and predictive. This task is
the responsibility of our data science
team, staffed by actuaries, mathe-
maticians, physicists and computer
scientists. We also use complex, but
insightful, contextual information to
enrich that data, such as road infra-
structure and the average behaviour
of other drivers in the vicinity."

These services,
with online rewards,
are designed
ultimately to condition
the behaviour of users
to encourage them to
drive more safely

This wide range of data means
insurance company clients of The
Floow can ensure their predictions
are more accurate than others, which
are based on more limited data sets,
often gained in isolation, without the
benefit of contextual enrichment.

There is growing interest in this
more comprehensive approach to
creating accurate predictions, and
to improving client engagement in
the insurance and risk management
process. Earlier this year, existing
investor Direct Line Group, the UK's
leading personal motor and home
insurer, as well as leading Chinese
investment group Fosun, and United

THE FLOOW

Electronics Co, invested a total of
£13 million in exchange for a minority
economic interest in The Floow.

"We also offer insurers white-label
services for their policyholders, such
as emergency assistance, as well as
education and advice,” says Mr Mon-
teforte. "These services, with online
rewards, are designed ultimately to
condition the behaviour of users to
encourage them to drive more safely.”

Insurance companies need to
look more widely when it comes to
telematics, and to think about how
they gather and use the data this
technology offers, as well as what else
they can present to their customers to
increase theirloyalty and engagement
with the brand, he argues.

"With a traditional policy, most
customers just think about renewing
it once a year when they're asked to
and then forget about it,” Mr Mon-
teforte says. “But we're finding more
insurers are coming to us because
we can help them not just to offer a
more accurate premium, but to give
the customer better value too, by
offering services that have not tra-
ditionally been associated with an
insurance policy.”

This could be an Amazon voucher,
cinema tickets or an offer for a meal
at a Nando's restaurant, for instance.
"These really cool gifts can be tied
to responsible behaviour to improve
premiums and road safety,” says
Mr Monteforte. "That's good for the
insurer, good for the customer and
good for society as a whole.”

For more information please visit
www.thefloow.com
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Applied is leading the way

The business of insurance is changing. With change comes
opportunity. Big things happen at the intersection of change and
opportunity — big enough to change an industry. That’s where you
will find Applied Epic, the world’s fastest growing, cloud-based
broker management system.

Learn why five of the top ten global brokers rely on Applied Epic.
appliedsystems.co.uk/appliedepic
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