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Industry commentators believe that the digitalization will funda-
mentally change the insurance sector

Motivation of our study

~ Industry studies (Examples) ~

DIGITALISIERUNG

Dying, Surviving or Thriving

Are you ready for disruption in
the Swiss insurance market?

-
Given this transformation

and the magnitude of the
interest, it seems

Ki . astonishing that the
Raising your Digital . . o
Quotient academic discussion on
S— digitalization has been
virtually nonexistent.

The Making of a Digital Insurer

The Path to Enhanced Profitability, Lower
Costs and Stronger Customer Loyalty
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We provide insurance practitioners and academics a high-level
overview on the main research topics and encourage future work

Contribution and research approach

— Literature review (starting point) ——— ~ Core reseach questions D
= Structured and standardized search and @ Wwhat is digitalization and which
identification process technologies will influence the industry?
= We review academic literature from 2000- @ What is the impact of these technologies
2017 (database of 81 papers) on the value chain?
i‘:‘.’f:?i‘.@:.‘i?ﬁ::::':.'.;::f;::::i:‘““““‘“““‘j ‘ S € will the insurance industry lose parts of

its value chain to other industries?

@ Can insurtechs significantly disrupt the
o i | industry?

uuuuuu

I E— s © How does the insurability of risks change?
T w |  What should the insurance industry do in
e response to digitalization?

S o O R R @ What future research is needed?

J - J
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We identify three broad categories of change caused by technology

customer interaction, process automatization and product design
”What is digitalization and which technologies will influence the industry?

Definition: Digitalization is the integration of the analogue and digital world with new techno-
logies that enhance customer interaction, data availability, and business processes

Technologies for...

Data generation and analysis Data storage Communication and sales
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Every part of the value chain is influenced to some extent by the new
technologies — often by improving the process efficiency

QWhat is the impact of these technologies on the value chain?

Insurance-specific value chain (based on Porter, 1985)

Support
activities

Primary
activities

Q] I]AIA General management % @ :
) We 1T s
YUIJ S BBJTGA Human resources :éz Sk
; I]BAITGA ey Controlling
BBA|IGA Legal department
You(TH © Public relations ek
dhe | AT |l | Ea| T | Beeoow
?;;;ﬁ::m !@B B socicuan Cdont.ract B "1L°°“°“A'" Ass‘et- &
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The risk of disruption from other industries seems rather low at the
moment, but this might change when new technologies emerge

OWiII the insurance industry lose parts of its value chain to other industries?

— Examples from other industries

r
facebook '

amazon

* What could stop other industries?
— Maybe the profit margin is not high enough yet

— Regulation

— |Investment in the whole insurance infrastructure
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It seems rather unlikely that insurtechs will cause a major change or
disruption to the insurance industry

9 Can insurtechs significantly disrupt the industry?

= Three categories of insurtechs:

GeltSafe

~ Customer experience

oscar

~ Business processes

_—

BACKBASE

& GETSURANCE
= )

-~ New products

frov

Unfallfuchs

safe
share

v

* Four arguments against disruption by insurtechs:

|. Can be easily copied

W N

Can be simply acquired them

Insurtechs focus more on cooperation

’ Institute of Insurance Economics

'A University of St.Gallen

Regulation, unsolved legal questions and lack of expertise could rise further issues

7

The Impact of Digitalization



New technologies might change loss frequency and severity and also
impact asymmetric information
9 How does the insurability of risks change?

~ Some results of our analysis

~
1) Randomness of loss occurrence
= Smaller risk pools can be created, which will lead to
— Insurability criteria N a more distinguished separation of risks
= We use Berliner’s (1982) insurability 4) Loss exposure
criteria = Loss probability might be reduced through
technical assistance systems or internet of things
Insurability criteria .
Aetuarial (1) Randomness of loss occurrence 5 ) Information asymmetry
(2) Maximum possible loss = Can become smaller or larger (Willingness to share,
(3) Average loss per event regulation)
(4) Loss exposure ) )
(5) Information asymmetry 8) Public pollcy
Market  (6)  Insurance premium = FEthical questions (Gen tests), effect on solidarity
(7) Cover limits - . L. .
Society  (8) Public policy (willingness of good risk to subsidize bad risks
(9) Legal restrictions might be reduced)
\ J 9) Legal restrictions
= Data protection
. Y,
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Several questions arise which should be answered by the insurance
industry

eWhat should the insurance industry do in response to digitalization?

* |nsurers should ask themselves if they have to do major part of the value creation by
themselves

* |nsurers should follow the technology development closely
= |nsurers have to define the future work environment

= Several questions have to be answered:
— Regulation of insurtechs?
— Which data should insurance companies be allowed to use?
— Where are the priorities of digitalization (customer, process, product)?
— How to organize the integration of new technology?

— Do investments (e.g., for IT) outweigh the benefits?
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Digitalization and big data offer enormous potential for empirical
research
aWhat future research is needed? - Examples

= Telematics and adverse selection / moral hazard

Usage of big data techniques, for example for pricing telematic contracts

Interaction between new technologies and privacy and data protection laws

Improvement of cyber risk insurance

Liability insurance in the context of self-driving cars

Change of solidarity through new technologies
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Thank you for your attention! Now, let us discuss!
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