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The Future of Insurance:
Driving the Insurance Value Chain  
in an Uncertain World
ExecutiVe Summary

This white paper explores the trends and dynamics shaping the future of the 
insurance industry over the next 10 years to 15 years and discusses the technology 
approaches that insurers can take today to increase their ability to better contend 
with the uncertainties of tomorrow. Topics include “Adapting to New Business 
Models,” “Turning Data into Insight,” “Embracing New Delivery Models,” and 
“Empowering the Next-Generation Workforce.”
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Global dynamics are forcing 
change on an industry rooted 
in time-tested practices and 
traditional business culture.

Overview:  
The Insurance Industry Today and Tomorrow

The insurance industry is a signiþcant 
player in the global economy. In 2007, 
19 insurance companies ranked Fortune 
magazine’s 500 largest corporations.i  
The insurance industry is a key inÿuencer 
of—and some might point out, an area of 
relative stability in—the turbulent capital 
markets. And, as an industry, it employs 
millions of people and touches many more 
as policyholders. As such, the insurance in-
dustry has considerable exposure to social, 
political, and economic dynamics that will 
shape the next 10 years to 15 years.
 
Global dynamics are forcing change on an 
industry rooted in time-tested practices 
and traditional business culture. Sophis-
ticated customers are demanding more 
choices, increased transparency in areas 
such as rates and claims, and greater con-
venience. Governments and markets are 
demanding transparency and adherence 
to strict safeguards related to data, risk and 
reserving, sales, and other business prac-
tices. Competition is emerging from new 
players with new business models and non-
traditional delivery processes. In addition, 
long-held assumptions about the place of 
insurance companies in the value chain are 
suddenly open to question. Speciþcally:

•	 The Internet has made online quot-
ing and online sale of property and 
casualty (P&C) lines mainstream. 
These options raise some challeng-
ing questions about the continued 
role of agents.

•	 The pace of mergers and acquisi-
tions (M&A) has accelerated. This 
acceleration creates challenges for 
IT departments that are tasked with 
integrating disparate business  
applications, inÿexible core systems, 
and vast yet still valuable reposito-
ries of legacy data. On the business 
side, managers are also faced with 
bringing together different business 
models, cultures, and workstyles.

•	 Globalization is creating opportuni-
ties for regional and national carriers 
to expand into new markets, where 
they must þnd ways to operate  
effectively in unfamiliar business and 
regulatory conditions. Meanwhile, 
the ease of operating across geo-
graphic and industry boundaries  
has lowered the barriers to entry  
for new competitors.

•	 New entrants to the industry and 
increasing customer demands are 
creating a need for new product 
development capabilities like never 
before.

•	 Evidence abounds of 10-year events, 
such as catastrophic weather,  
occurring every two years or so. 
These events prompt the need for 
better models, processes, and  
strategies for managing risk and 
interacting with customers.

•	 Continued advancements in tech-
nology and bandwidth, in addition 
to increasingly skilled workforces 
in emerging markets, can support 
continued outsourcing. But many 
insurers are now asking whether the 
outsourcing value proposition is still 
as compelling as it was in years past.

•	 Mobile devices, global positioning 
systems (GPS), radio-frequency iden-
tiþcation (RFID), genomics, implant-
ed medical monitoring devices, and 
telematics provide a ÿood of new 
data with enormous implications 
for risk and claims. But insurers are 
struggling with the new technolo-
gies—are they disruptors, opportuni-
ties, or both?

•	 The graying of the workforce in 
insurance continues. Many long-
time producers and contributors are 
consolidating, shutting the doors 
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New technology must be 
accompanied by changes in 
work practices, processes, and 
organizational culture. 

of their agencies, or retiring, while 
fewer younger workers appear to be 
attracted to an industry perceived as 
stodgy and old-fashioned.

•	 The insurance industry as a whole 
needs to contend with the challenge 
of how it attracts a new generation 
of both workers and customers. 
Although the industry’s business is 
stable, it is also stale. As the Baby 
Boomer generation dies off, there is 
a demographic gap.

Despite all of these pressures, the big 
change in the insurance industry still has 
not happened yet. Centuries-old models 
and cultures persist at many leading þrms, 
and strategic planning efforts remain 
focused on traditional sources of competi-
tion and growth. There is an enormous 
opportunity for those insurers who can 
get out ahead of the curve, through agile 
systems and processes that will allow them 
to react more quickly and effectively to 
unexpected change than the competition. 
In this New World of Work, insurers will be 
challenged to:

•	 Create new business models
•	 Turn static data into dynamic assets
•	 Embrace new delivery models 
•	 Empower the next-generation  

workforce 

Each of these issues has an informa-
tion technology (IT) dimension, in that 
IT infrastructure and software can help 

insurers marshal the resources they need 
and streamline cumbersome processes. 
However, IT alone is not enough. New 
technology must be accompanied by 
changes in work practices, processes, and 
organizational culture. These changes bring 
together the beneþts of new systems and 
software with the skills, knowledge, and  
experience of the people whose talents 
drive business performance, as noted in  
Jim Collins’ book, Good to Great.ii  

Insurance as a People-Ready Business
This paper looks at the issues facing the in-
surance industry in the next decade within 
the broad context of the social, economic, 
and demographic dynamics that are shap-
ing the future business climate. Because it 
is uncertain how some of these dynamics 
will play out, it is important to align existing 
and future technology investments with an 
eye toward ÿexibility and resilience.

Speciþcally, Microsoft® Corporation 
advocates an approach to technol-
ogy investments that starts with the 
way people work and builds outward 
to connect people to the information, 
people, and processes they need to act 
effectively, make better decisions, and 
build stronger relationships. The way to 
power through change, or a dynamic 
and uncertain world, is to empower your 
people. Organizations that have aligned 
their investments in IT, practices, and 
culture to empower their employees to 
drive business value become what we 
call a People-Ready Business.

Planning for Uncertainty

Microsoft has been looking into the future of work and the workplace since 2004. We 
use a methodology called “scenario planning.” Developed by Global Business Net-
work and used by many businesses and governments worldwide, the process involves 
identifying important trends with uncertain outcomes and identifying a set of possible 
futures (or scenarios) rather than one stake-in-the-ground prediction. This identiþca-
tion helps us develop solutions that cover a wide range of different conditions that 
may prevail, and it reduces the risk of over-investing in one set of assumptions that 
turns out to be wrong. The scenarios give us a framework for strategic discussions 
on technology investments with customers, and they are threaded throughout the 
materials—such as this white paper—that we produce for various industries. If you are 
interested in Microsoft’s approach to strategic planning, ask your account representa-
tive for a copy of Listening to the Future: Insights from the New World of Work.iii 
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Corporate consolidation is pro-
ceeding at a rapid pace. At the 
same time, data networks are 
driving radical decentralization 
and virtualization. 

A snapshot of the global marketplace 
reveals trends that point in several contra-
dictory directions. On one hand, corporate 
consolidation is proceeding at a rapid pace. 
At the same time, data networks are driving 
radical decentralization and virtualization. 
Governments are taking a more active 
role in regulation, even as globalization 
is lowering boundaries and opening new 
market opportunities. Emerging markets 
offer untapped growth opportunities, but 
conditions in parts of the world are becom-
ing even more turbulent and uncertain.

Consolidation
•	 M&A activity is on the rise. 2006 

marked the highest level of mergers 
and acquisitions in the insurance 
industry in þve years, although the 
total value of transactions was lower 
than in 2005.iv The trend toward con-
solidation is expected to continue, at 
least for the short term, in the form 
of outright acquisitions or targeted 
acquisitions of product lines.v 

•	 Globalization is driving cross-border  
consolidation. Cross-border  
exchange mergers accompany a 
general trend toward a demand for 
global þnancial services entities.vi 

•	 Consolidation of corporate data is 
driving decision-making. Using “data 
mining” and predictive modeling, 
a Top 5 health insurer developed a 
targeted marketing plan to retain 
business of customers that were at 
risk of moving to different carriers 
at renewal. The process generated 
more than $25 million in pre-tax 
revenues. Investing in analytics also 
reþnes an insurerõs underwriting pro-
cess and improves its bottom line.vii 

Networks and Decentralization
•	 Online insurance sales are growing. 

Online sales of insurance products 
continue to grow. Each year, more 
customers obtain quotes, for and 
even purchase, coverage over the 
Internet. A 2007 study by interna-
tional strategy consultancy Celent 
predicts that by 2011 nearly 30 
percent of auto insurance sales will 
take place on the Web. The same 
study suggests that 10 percent of life 
insurance policies and more than 50 
percent of individual health policies 
will be purchased online.viii 

•	 Some carriers are providing com-
petitors’ rates to build trust through 
proactive transparency. In 2007, 
Progressive Corp. earned the Web 
Marketing Association’s WebAward 
for “Best Insurance Web Site,” due in 
part to its scrolling “ticker” feature 
that provides competitors’ rates.ix 

•	 Network/partnership models are 
ÿourishing. Bancassurance continues 
to grow in Asia, Europe, and Latin 
America, facilitating the distribution 
of insurance products through retail 
bank branches. Examples of success-
ful partnerships include international 
entity Aviva with Spanish savings 
bank Cajamurcia and Credit Suisse 
Group with Winterthur, a major 
life and reinsurance company. The 
opportunity to greatly expand the 
distribution channel and reach new 
customers through bancassurance is 
enormous. In France alone, banking 
groups have an estimated 26,000 
distribution channels.x 

Market Trends
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Government Activity
•	 Governments are taking an increas-

ing role in regulation. As govern-
ments move to protect the interests 
of consumers, insurers around the 
globe are facing stronger regulatory 
schemes. In the United States, insur-
ers continue to deal with 51 separate 
insurance regulators, as proposed 
legislation for a federal insurance 
charter is still under consideration 
in Congress.xi The European Union’s 
tiered “solvency” rules are more rigid 
than those seen in other regions, but 
they provide a working model for 
harmonization.xii

•	 Some countries are blocking acquisi-
tions of national carriers. In August 
2006 the People’s Republic of China 
paved the way for acquisitions of 
Chinese companies. But foreign 
acquirers must meet stringent 
regulations related to the status of 
their held shares to receive govern-
ment approval for takeovers.xiii The 
government of Australia has also 
tightened regulations for offshore 
acquisitions by assuming broad  
powers in blocking takeovers of 
corporations where the deal size 
exceeds A$100 million.xiv Canada, 
Germany, and Japan have enacted 
similar measures.

•	 Public concern is mounting over 
health and safety problems with 
imported products. Exposure to 
liability increases as U.S. manufac-
turers continue to outsource the 
production of goods, particularly to 
China. High-proþle cases of tainted 
or defective products have led to 
enormous damage awards, forcing 
smaller companies into bankruptcy 
and stretching the limits of big 
corporations whose existing liability 
coverage may be inadequate.xv The 
U.S. Government has stepped in by 
broadening regulations on products 
manufactured with imported goods, 
and 2008 legislation in Congress 
would increase the liability for U.S. 
companies selling such products if the 
products turn out to be defective.xvi

Rising Instability and Risk
•	V iolence threatens political and 

economic growth. Since the events 
of September 11, 2001, incidents 
of terrorism have been on the rise, 
and instability has increased in many 
regions of the world. Many experts 
predict that another catastrophic at-
tack could lead to profound disrup-
tions in the political and economic 
order, in addition to bringing con-
ventional assumptions about growth, 
liberalization, and globalization into 
question.

•	 Degraded infrastructure is subject to 
collapse. In 2005, Hurricane Katrina 
slammed into New Orleans, displac-
ing tens of thousands of residents 
and inÿicting billions of dollars in 
damage. The scale of the disaster, 
and the consequent exposure of 
insurance companies to huge P&C 
payments, was ampliþed by the 
neglect and failure of the critical 
infrastructure of levees designed 
to keep the city safe from ÿooding. 
Across the United States and around 
the world, roads, bridges, and other 
public infrastructure are aging, which 
increases risk and impedes develop-
ment.

•	 Instability continues in emerging 
markets. Throughout Africa, Asia, 
and the Middle East, local con-
ÿicts, disease, and endemic poverty 
continue to inhibit economic and 
political developments. Recent 
events following elections in Kenya, 
East Africa’s largest economy, high-
light continuing problems on the 
continent that can quickly change 
social and business climates even in 
countries considered relatively stable 
and prosperous.xvii
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Now, insurers have access to 
evolving technologies that 
make every aspect of their 
business more efþcient. 

IT Innovations Power New Solutions for Insurance

A punishing windstorm sent two trees crashing through the Haydens’ composite roof, 
exposing a large section of their attached garage. Following a brief power outage, the 
couple logged on to their insurer’s secured Web portal and reported their loss online.  
The þrst notice of loss streamed directly to the companyõs database, setting up a claim 
and electronically routing an adjuster to the home within 40 minutes.

Scenarios such as this were unheard of a decade ago, when insurance companies were 
still hesitant to bind coverage without signed hard-copy applications or to proactively 
engage with customers as events happen or before they have had a chance to þle 
claims. Now, insurers have access to evolving technologies that make every aspect of 
their business more efþcient and create opportunities for predictive modeling that lead 
to proactive customer service. Among these technologies are the following:

Mobile phone technology: Access to high-speed networks remains unequally distrib-
uted around the world, although some emerging markets are leapfrogging over legacy 
infrastructure and moving straight into mobile and wireless technology. In South 
Africa, carriers are issuing micro-insurance life policies to low-income customers whose 
premiums are attached to their cellular phone bills. Insurance customers in India may 
stay in touch with insurers through text messages that deliver policy information and 
updates to their phones.

Radio-frequency identiþcation (RFID): Developments in tracking technologies offer a 
more accurate method of assessing and minimizing risks. RFID chips in automobiles 
serve as theft deterrents and limit payments on fraudulent claims. Future uses of RFID 
could document the purchase of goods covered in homeowner’s policies at the time 
and point of sale. In the United States and Thailand, RFID chips are used to identify 
animals in the fast-growing pet insurance market.xviii

Global positioning systems (GPS) and telematics: GPS and on-board “black boxes” in 
cars and trucks allow companies to track the physical location of vehicles, the speeds at 
which they travel, and even seatbelt usage among drivers. “Pay-as-you-drive” pro-
grams in the United Kingdom have shown initial success. These programs allow higher 
risk customers like young drivers a break-in premium without jeopardizing proþts. 
On-board cameras that are activated during hard breaking, swerves, or speeding have 
recorded accidents, exonerated ÿeet drivers, and helped insurers reward companies 
with lower premiums thanks to good driving. GPS and digital imagery have helped 
carriers provide more accurate rates for crop insurance based on the topographi-
cal characteristics or ÿood insurance based on the location of a home in proximity to 
lowlands and a levee.

Health infomatics: The ease with which relevant sections of electronic records can 
be shared makes it possible to underwrite lower value life policies without requiring 
costly medical exams. However, this simplicity also provides an example of how some 
technologies are not without controversy. Consumer groups cite privacy concerns 
over the use of patient prescription records to effectively diagnose medical conditions. 
Some worry that genetic proþles may be used as a barrier to obtaining life and health 
insurance. 
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The speed and turbidity of 
change require insurers to 
consider a broad range of  
possible outcomes.

IT Innovations Power New Solutions for Insurance (continued)

A Word About Privacy 
Even simple property-tracking technologies such as passive RFID tags can raise red 
ÿags among privacy advocates. To overcome distrust, insurers will need to plan care-
fully and consult with a diverse range of entities and individuals. Successful companies 
will spare no expense in gaining conþdence among their customer baseñwhich, on 
balance, will beneþt them in the long run.

Globalization, industry consolidation, and 
technological innovation are all inÿuencing 
changes to traditional insurance business 
models. Although Microsoft expects these 
trends to continue, the speed and turbid-
ity of change require insurers to consider a 
broad range of possible outcomes. Each of 
these outcomes has different implications 
for how insurers compete effectively.

For example, globalization could either 
lead to increased global economic integra-
tion or trigger a nationalist-protectionist 
backlash that could make it more difþcult 
to operate across regional or national 
boundaries. The trajectory of globaliza-
tion dramatically impacts decisions about 
growth. In a more integrated global 
economy, expansion into new markets 
through acquisition or partnership is the 
obvious strategy. In a more fragmented, 
bordered world, insurance carriers will 
look to increase their share in their home 
markets, because the costs of penetrat-
ing new ones will be prohibitive. Since no 
one can predict the short-term outcome 
with certainty, the sensible approach is to 
build systems and practices that have the 
ÿexibility to adapt rapidly and to support 
different models without an extensive need 
for new investment if conditions change.

Compliance is another area of constant 
change. Privacy issues balance against 
transparency, anti-money laundering  
reporting, and other government regula-
tions. It is a given that consumers will 
continue to expect insurers to safeguard 
conþdential data and engage in fair deal-
ing. But the mechanisms for enforcement 

Adapting to New Business Models
are not set in stone. Individual insurance 
regulators will continue to insist that they 
can best protect consumers from unscru-
pulous selling techniques or inappropri-
ate products. This stance slows efforts to 
remove regulatory fragmentation and 
complexity. The current subprime þnancial 
crisis has only increased the momentum of 
calls for additional government regulation 
at all levels. 

Perhaps, though, it is possible to envision a 
scenario where technology innovations and 
the power of networks provide consumers 
with better safeguards, or where insurers 
are able to more proactively share data 
and promote unsolicited transparency, 
to preempt or hedge against increased 
regulatory regimes. The popular e-com-
merce site eBay, for example, pioneered the 
use of user-assigned reputation scores to 
help buyers and sellers decide with whom 
they should do business. eBay itself does 
not regulate transactions, and it only steps 
in when rules have clearly been broken. 
Insurers can inÿuence this debate by taking 
steps toward proactive transparency.

With these uncertainties in mind, this 
paper looks at future impacts on the 
insurance business model across the  
following þve key areas:

•	 New markets
•	 New competitors
•	 New partnerships
•	 New opportunities
•	 New demands for accountability

Perhaps, though, it is possible 
to envision a scenario where 
technology innovations  
enable insurers to more  
proactively share data and 
promote unsolicited  
transparency, to preempt  
or hedge against increased 
regulatory regimes. 
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New Markets
The rising prosperity of emerging econo-
mies and the maturation of markets such as 
China, India, Brazil, Eastern Europe, South-
east Asia, and Latin America have created 
a vast new potential market for insurance, 
particularly P&C personal and P&C com-
mercial for small business. Large insurers in 
developed economies are pursuing several 
strategies to penetrate these markets.

Acquisition of local carriers offers a quick 
way to obtain market share, visibility, 
and expertise in local cultural norms and 
governmental procedures. However, if 
the goal of the acquisition is the eventual 
integration of the subsidiary, rather than 
just buying a book of business, the parent 
company faces the standard challenges 
of domestic M&A activity—but these 
challenges are increased by an order of 
magnitude. Local carriers may not have 
modern data systems, and they may be 
largely paper-driven. Local practices may 
also be undocumented and informal, and 
important business relationships in certain 
high-context cultures will depend on the 
tacit knowledge and personal connections 
of key personnel.

In short, successfully incorporating an 
acquisition in a foreign market is not 
just a task of data integration; it is one of 
knowledge integration. Therefore, processes 
to enable knowledge sharing and collabo-
ration among people should accompany 
typical investments in structured database 
and records-management systems. Putting 
in place systems like collaboration por-
tals that also feature capabilities that can 
replicate human-to-human interaction will 
be important in high-context cultures—as 
retailers have found with regard to e-com-
merce adoption. 

Most traditional knowledge-management 
solutions have not been a conspicuous suc-
cess, even in highly managed, low-context 
corporate cultures, and they are unlikely 
to make much headway in many of the 
emerging markets. However, more un-
structured and informal collaboration tools, 
including blogs, Wikis, subscription-based 
content services (such as RSS), rich-media 

content, and real-time communication 
(such as Instant Messaging and online 
meetings), can make it easier and more 
natural for local experts to share their tacit 
knowledge, practices, and relationships; to 
provide context for communications that 
are often required in these cultures; and 
to help all employees rapidly ramp up on 
the culture and practices of the parent and 
subsidiary companies. 

Document and real-time translation 
systems are constantly improving, and 
these improvements will facilitate better 
communication across language barriers. 
Unstructured collaboration tools, in combi-
nation with the capture and integration of 
structured data, can help companies realize 
the beneþts of acquisitions more quickly 
while staving off the loss of intellectual 
capital within the subsidiary team.

New Partnerships
Partnerships are a potential alternative to 
direct acquisition. Rather than incur the 
costs of bringing a new entity completely 
inside the corporate tent, insurers may opt 
to partner opportunistically with estab-
lished local þrms as a way of establishing 
a presence in a new market. Such part-
nerships can take a wide range of forms, 
including business technology outsourcing, 
business process outsourcing, value chain 
integration, offshoring, or white labeling 
through distribution partners. Partner-
ship agreements avoid the complexities 
of acquisition, but they lack the degree 
of control conferred by central manage-
ment. They also make custody of data 
and maintenance of processes a shared 
responsibility.

Several technology innovations will help 
support partnership models in the years 
ahead. Content-based security can help 
protect data that is shared on public 
networks or across more open extranets, 
thereby reducing the need to maintain 
perimeter-security þrewalls that inhibit 
interorganizational collaboration. Today, in-
formation rights management (IRM) tech-
nology protects individual documents us-
ing encryption and permissions managed 
through a specialized server. IRM technol-

Successfully incorporating an 
acquisition in a foreign market 
is not just a task of data inte-
gration; it is one of knowledge 
integration. 
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Global networks of small,  
local carriers can scale up the 
abilities of a much larger  
international company.

ogy is also becoming more granular. It 
provides the ability to lock down individual 
formulas or cells in a spreadsheet, þelds in 
a database, or words in a document. 

As a result, organizations can freely share 
documents and spreadsheets inter-
nally while locking down the content or 
mathematical models to support risk or 
compliance policies. And companies can 
freely share “public” versions of documents, 
because conþdential data will be automati-
cally redacted. Viewing protected data is 
restricted to those with a role-based need 
to know, according to business rules linked 
to an identity services platform (such as 
Microsoft® Windows® Active Directory®). 
This type of content-based security can also 
keep track of document history and access, 
which can be managed and reported to 
meet compliance requirements. In addition, 
it supports the ability of þrms to develop 
and federate risk models by embedding 
those locked models within processes at 
the individual level.

Partnerships can also beneþt from better 
tools for structured and unstructured col-
laboration. In addition to the technologies 
previously mentioned, shared workspace, 
document lifecycle management, and proj-
ect management tools can help geographi-
cally distributed teams work together 
to develop new products and services, 
collaborate on claims servicing, share the 
development of sales and marketing mate-
rials, and collaborate around shared market 
intelligence or business data. 

One advantage of the decentralized model 
is that companies carry less overhead 
and can more easily avoid the costs of 
employee turnover, training, and develop-
ment. In an open global market for talent, 
companies can staff up (or down) quickly 
and assemble temporary teams of experts 
to solve problems, service accounts, or 
provide analysis as needed—anytime and 
anywhere. Using these kinds of systems, 
global networks of small, local carriers 
can scale up the abilities of a much larger 
international company, helping that com-
pany more quickly take advantage of new 
opportunities in distant markets.

New Competitors
Historically, insurers’ investments in IT sys-
tems, actuarial data, and agent networks, 
plus regulatory complexity, have all com-
bined to serve as a high barrier to entry for 
new competitors. Now, new software-plus-
services and utility computing models en-
able almost anyone to obtain data process-
ing capacity and to share and consume the 
data they need without substantial capital 
investment. The Internet facilitates direct 
transactions between the company and the 
customer without the need for an agent. 
It also facilitates the creation of more agile 
and effective distribution networks that 
make agents and brokers more effective 
and integral to serving the customer. 

If globalization continues to liquidate 
formal barriers between markets, and re-
gional agreements standardize and simplify 
regulation, the traditional barriers that es-
tablished insurers have enjoyed will all but 
vanish. This change will open the door to 
new sources of competition. Some possible 
areas of new competition could come from 
many of the following sources:

•	 Traditional competitors that are trying 
to expand market share with more 
granular market segmentation, pre-
mium service levels, niche products, or 
aggressive pricing.

•	 Established multinationals that are 
seeking inroads into new markets. 

•	 Niche or non-traditional players that 
are suddenly free to encroach on new 
territory in the face of deregulation.

•	 Nimble, fast-moving providers from 
emerging economies that are armed 
with the latest technology, because 
they are not burdened by the legacy  
of systems’ previous generations. 

•	 Integrated þnancial services þrms that 
are looking to expand their insurance 
business, because it may be outper-
forming other assets in their portfolios.

•	 Re-insurers that are using new tech-
nology to cut out the middleman of 
traditional insurers and work directly 
with agents or customers.
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Some niche insurers are mov-
ing away from underwriting 
and repositioning themselves 
to become specialists in areas 
such as risk management or 
asset management.

•	 Agents that are banding together to 
aggregate proþtable books of busi-
ness and take that business directly to 
re-insurers—or securitize the risk on 
their own—thereby disintermediating 
traditional carriers.

•	 Consumer-based buyers’ clubs, com-
munity-based organizations, or indus-
try collectives that are using networks 
to aggregate buying power to drive 
down rates or else self-insure.

•	 New government programs that are 
replacing or rendering obsolete tradi-
tional insurance products.

The tactics for addressing these challenges 
vary by the nature of the competitor and 
the market conditions. But the point here 
is that the political, market, and techno-
logical trends are widening the range of 
competitive possibilities. Such possibilities 
make the precise source of any competitive 
challenge impossible to predict. They also 
put agility and responsiveness at an even 
greater premium. A ÿexible, adaptable IT 
infrastructure can be an enormous asset in 
enabling a rapid response to new competi-
tive challenges or opportunities.

New Opportunities
One way insurers can reduce their com-
petitive exposure is by identifying their core 
competency and divesting themselves of 
all other activities. Some niche insurers are 
moving away from underwriting and repo-
sitioning themselves to become specialists 
in areas such as risk management or asset 
management. This change entails refocus-
ing the entire business model—from sales 
and marketing to operations and IT—away 
from being a transactional business and 
toward more of a consultancy or knowl-
edge business. 

Life and annuity (L&A) insurers have 
been transitioning for years, and now it is 
happening at P&C commercial and P&C 
personal insurers. The approach can prove 
a good bet in the long run. But as internal 
processes and staff adjust, the short-term 
costs can be high. If expertise rather than 
insurance policies are the product, the 

company will need a robust infrastructure 
for collaboration, information manage-
ment, and engaging with customers. This 
infrastructure should include a powerful 
enterprise search platform, document 
lifecycle management, capabilities for team 
collaboration, and Web 2.0 portals that 
support both relationship building and 
transactions. 

The increasing value of knowledge in the 
“Knowledge” or “Creative” economy also 
creates opportunities to expand traditional 
insurance coverage to hedge against risks 
to intangible sources of value like intellec-
tual property and reputation. In February 
2006, the United States Patent Ofþce issued 
its seven millionth patent, and it continues 
to issue hundreds of thousands of patents 
each year.xix A rise in both frequency and 
judgment awards in intellectual property 
lawsuits have commercial clients—especial-
ly in the high-tech industries—looking for 
coverage from their insurers. These lawsuits 
cost each party an average of $300,000 
if settled out of court. The tab rises to 
$600,000 if they go to trial.xx

Although the value of intellectual property 
is fairly well understood in the corporate 
arena, it may become more of an issue at 
the individual consumer level as the tools 
to create and distribute content become 
more powerful and more pervasive and as 
more small businesses look to succeed by 
selling proprietary knowledge as their main 
commodity. Likewise, the value of reputa-
tion is only beginning to be recognized at 
the consumer level: just ask people who 
make their living selling items on eBay how 
much damage can be done to their income 
from even a single piece of negative feed-
back, or ask airlines how closely they moni-
tor Web chatrooms and respond proactive-
ly to the posted comments of aggrieved 
ÿiers. As reputation systems become more 
pervasive, insurers might þnd new sources 
of revenue in modiþed versions of errors 
and omissions (E&O) coverage tailored to 
individual entrepreneurs.

Capitalizing on opportunities that arise 
from the transition to a knowledge-based 
economy depend on a company’s abil-
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ity to accurately measure the value of 
knowledge, knowledge-related processes, 
and the productivity of knowledge work. 
Industry and academic groups, including 
the Institute for Innovation and Informa-
tion Work Productivity, are developing new 
metrics for these types of processes. In ad-
dition, new technologies such as inÿuence 
mapping can help managers locate the 
hubs of innovation within organizations.

New Demands for Accountability
Although governments are the traditional 
source of regulatory pressure, demands for 
transparency and accountability are now 
also coming from informed and empow-
ered customers and from the market. Com-
pliance with government regulations, while 
burdensome, is at least well understood by 
the insurance industry. And investment in 
the types of systems necessary to support 
compliance has already been made. The 
demands of customers and the market are 
less straightforward, and the leverage they 
wield over providers is growing.

The claims process is one that would ben-
eþt from increased transparency. Customer 
satisfaction and retention can be improved 
through transparent claims processes, 
steadily communicating where a customer 
sits within the claims process (similar to 
how a package shipper allows you to track 
a package in near real time as it moves 
from sender to receiver), and transpar-
ency on a determined settlement amount. 
It would not be difþcult for an insurer to 
put in place a similar tracking system, send 
customers regular e-mails or text messages 
to cell phones, or provide automated voice 
updates on answering machines. 

Lack of transparency makes consumers 
feel that they lack control of the process, 
and it can lead to suspicion of bad faith 
on the part of the insurer. This, in turn, 
can create demand for more government 
regulation. For example, Washington State 
Referendum 67 upheld a “fair conduct act” 
passed by the legislature that provided for 
the þling of þrst-party bad faith lawsuits 
against carriers for punitive damages in 

cases where a carrier denies a claim if the 
policy holder can prove the denial was 
unreasonable, or if the denial was based on 
an unintentional technical violation of the 
Washington Administrative Code.xxi

Greater transparency in the þrst placeñ
through something as simple as a user’s 
ability to check status online or receive 
e-mail updates of claim progress and issues 
under discussion—may have preempted 
public demand for this sort of law. But it 
adds considerably to the costs and expo-
sure of insurers.

Lack of transparency makes 
consumers feel that they lack 
control of the process. This, in 
turn, can create demand for 
more government regulation. 

Five Strategies for Adaptation

1.	�Make knowledge and information 
ÿuid by fostering collaboration and 
communication.

2.	�Protect content, not just systems, 
to enable open collaboration and 
dialog.

3.	�Turn IT into a strategic asset for 
agility, rather than just an infrastruc-
ture cost center.

4.	�Develop information assets around 
the value and productivity of data.

5.	�Become proactively transparent to 
preempt costly regulation.
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Insurers have long been accustomed to 
operating in a world where structured 
data ran deep, but information or insight 
was scarce and combined ratios rested 
on the ability to make accurate actuarial 
assessments from scattered evidence of 
risk. Now, the situation has moved into a 
new world. The growth in unstructured 
data outpaces structured data by orders 
of magnitude, but both types of data 
continue to grow at “overload” rates. 
And the thought of dealing with the 
combination of structured and unstruc-
tured data can be daunting. 

Technology is available to help insurers 
manage both data types and to trans-
form that data into insight at all levels 
of the organization, but the investments 
have yet to be made. The challenge is no 
longer “how?” but “when?”

Data mastery is today’s goal. This issue 
has several dimensions, including:

•	 Integrating legacy data

•	 Handling the growth in structured 
and unstructured data

•	 Leveraging new sources of data for 
business value

•	 Modeling data in a more rapid and 
granular way for risk, underwriting 
proþtability, pricing, new product 
development, and more

•	 Delivering data visualization through 
composite or role-tailored portals or 
applications

•	 Using customer data to make exist-
ing relationships more proþtable and 
to build new relationships

Integrating Legacy Data
Improvements in IT and systems integra-
tion have brought more data from the 
business into view. Especially in L&A, 
active þles can extend back 30 or more 
years, and these þles can take the form 
of paper documents, structured data in 
mainframes, application data in out-

dated custom software systems, and tacit 
knowledge stored in the heads of long-
time workers.

In a future where economic conditions 
favor continued consolidation, insurers 
will also face ongoing challenges in in-
tegrating legacy data from different sys-
tems and different sources. This integra-
tion will create a considerable workload 
for IT departments. Even today, the task 
of integration is often so large that IT 
best practices and development mod-
els change before the job is complete, 
leaving a trail of half-þnished, obsolete 
IT consolidation projects in their wake. 
The result is a mineþeld of complexity for 
end users, who have to navigate perhaps 
dozens of different software interfaces 
and familiarize themselves with all kinds 
of cultural lore to track down the infor-
mation they need to do their jobs.

Many insurers are moving forward with 
the implementation of connected systems 
and a service-oriented architecture (SOA) 
to enable data sharing from diverse 
sources into an enterprise service bus 
(ESB) and delivery of that data to intuitive, 
composite, or role-tailored user inter-
faces and applications. These innovations 
make data discoverable through a single 
enterprise search engine. SOA-based 
development models are evolving on an 
almost daily basis. New tools automate 
labor-intensive programming tasks and 
assist with processes, such as database 
de-duplication and error trapping, that 
have previously proven difþcult. 

From the standpoint of IT governance, 
there are many beneþts to moving to a 
SOA environment. But doing so does not 
put an end to the business challenge of 
using information effectively. Although it 
is helpful to have the maximum amount 
of information available to support 
decisions, raw data without reference to 
source, credibility, or context can be even 
more dangerous to the business than 
no information at all. It can lend a false 
impression of conþdence to risky transac-

Turning Data into Information Assets

There are many beneþts to 
moving to a SOA environment. 
But doing so does not put an 
end to the business challenge 
of using information effectively.
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tions. The recent subprime þnancial crisis 
underscores the enormous amount of risk 
inherent in opaque processes and overly 
complex transactions. The bottom line 
is that legacy data has to be clear and 
trustworthy, in addition to being available 
and capable of being visualized.

To address this facet of the problem, 
some insurers are creating a new prac-
tice of “data archeology,” where teams of 
specialists sift through old records and 
new data types to provide context and 
authentication. Certain technologies, such 
as collaborative þltering and pattern rec-
ognition, can be helpful in identifying the 
relevance and content of data. Ultimately, 
however, the task of validation requires 
expertise and team collaboration.

Leveraging New Sources of  
Data for Business Value	
Embedded systems that provide location 
and telemetry data, such as in-vehicle 
“black-box” telematics that include speed, 
location, and a driver’s time-correlated 
actions, can dramatically reduce the risks 
and costs associated with P&C claims, 
eliminate much of the uncertainty that 
leads to litigation, and even lower sys-
temic risk for families, ÿeets, or drivers 
within entire communities. Insurers are 
already integrating this kind of data into 
the claims process and providing incen-
tives for customers who use these devices.

Moving forward, insurers can become 
even more proactive in reducing custom-
er risk by þnding ways to use this data 
in collaboration with the insured. For 
example, by using GPS data and mining 
claims patterns to suggest alternative 
commuting routes with fewer danger-
ous intersections, or by using RFID tags 
and mining stored data to suggest better 
ways for retailers to place or secure 
inventory that is prone to shrinkage. 
The value add is that insurance compa-
nies have access to aggregate data that 
customers do not. Therefore, they have 
better insight into risks that might not  
be obvious at the micro level. This insight 
could be offered through value-added 
services and help secure the carrier’s 

position as a valued advisor. Obviously, 
programs such as “black boxes” would 
require opt-in incentives and privacy 
safeguards to promote adoption. But 
these programs could create a win-win 
situation in cases where the insurance 
company and the customer have a  
common interest in reducing losses  
and mitigating risk.

Another new source of data comes from 
the increasing variety of low-cost digital 
cameras, cell-phone cameras, imaging 
technology, online videos, and other rich-
media content that is increasingly used 
to support claims. Claims adjusters have 
used digital-image technology for some 
time. But today, every consumer with a 
cell phone is a photographer or a video-
camera operator. The technical issues are 
that this digital-media content is often 
unstructured and hard to reconcile with 
existing records schemes, and it can  
present new digital storage-capacity 
needs. As a result, insurers are updating  
their data repositories to meet new require- 
ments for storage, tagging, and query. 

Currently, data from these devices is 
presumed trustworthy, and experts 
can often spot images that have been 
tampered with. However, it is possible 
to envision a future of reduced trust 
and greater prevalence of illicit activities 
combined with improvements in image  
and media manipulation software. 
Should these conditions prevail, insurers  
will need technology and practices to 
validate digital media. For example, 
using tamper-proof digital watermarks 
and metadata that provide ironclad 
assurance that the chain of custody is 
maintained. Once systems are in place 
to make rich-media content discover-
able and trustworthy, insurers will be 
well positioned to accommodate the 
next big wave of media data—this time, 
from passive surveillance systems such as 
digital cameras mounted in vehicles and 
activated when a driver’s actions (such 
as breaking, steering, and speed) fall 
outside of established norms.

Moving forward, insurers can 
become even more proactive  
in reducing customer risk by 
þnding ways to use data in  
collaboration with the insured. 


