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Abstract

Insurtech is closely associated with digital transformation by new entrants that seek
to disrupt insurance markets. However, the insurtech concept also includes its use
by incumbent insurance companies, which are actively deploying a wide variety of
insurtech applications to protect their market positions through innovation of their
existing business models, e.g. through improved business processes or new insur-
ance services. A theoretical insurtech business innovation model is developed that
captures the effects of digital technology in insurance markets by considering inno-
vation as a multi-dimensional concept that encompasses business processes, novel
insurance products and changes to the insurance value chain. This framework is
applied to an empirical sample of digital leaders: three incumbents and four new
entrants. The results illustrate a variety of insurtech applications that include the
transformation of business processes, products and new types of value chain config-
uration, as well as relatively minor enhancements to existing systems and business
practices. It is shown that all the new entrants exploit artificial intelligence, big data
and digital technology to build brand-new insurance services that emphasise inno-
vative product features, high customer value and a delightful customer experience.
In contrast, the legacy insurance firms tend to use digital technology in a defensive
manner, e.g. the enhancement of existing insurance services, distribution channels
and market positions. The exception is the launch of a telematics insurance service
by an incumbent firm, where the telematics insurance effectively operates as a stan-
dalone business within a legacy insurance firm. The theory model is effective at ana-
lysing and evaluating both the type and magnitude of innovation. The case studies
make an empirical contribution by illustrating state-of-the-art innovation by insur-
ance disruptors and contrasts this with the defensive and sometimes novel digital
strategies of incumbent firms. Future trends and research opportunities are outlined.

Keywords Insurtech - Business innovation - Artificial intelligence - Big data - New
entrants - Incumbent firms
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Introduction

Our research analyses the emerging strategies from the deployment of insurtech
and explores the differences between how new entrants and incumbent insur-
ance firms adopt insurtech for the purpose of business transformation. It is often
assumed in the business press and academe that insurtech is the sole province
of new entrants that seek to disrupt the status quo of existing insurance markets.
However, the picture is more complicated and nuanced because large incumbent
firms are also using insurtech to redesign their business processes and develop
innovative insurance services. To capture the strategies of both types of insurance
firm, we develop and apply an innovation framework to a theoretical sample of
leading incumbent insurance firms and new entrants.

The insurance market presents a timely opportunity to evaluate the competitive
changes from digital disruption and business transformation. Insurance has argua-
bly lagged other market sectors such as manufacturing, retail banking and e-com-
merce (Naylor 2017). Artificial intelligence (Al) is a crucial part of insurtech and
is central to many of the recent innovations in insurance services (Behm et al.
2019; Balasubramanian et al. 2021a, b). This is reflected by significant invest-
ment in insurtech globally (Catlin et al. 2017), and a plethora of research reports
by leading consultancy firms (Santenac et al. 2024; Balasubramanian et al. 2021a,
b), which are testament to the expected benefits of Al in insurance markets. Al
is creating a market discontinuity in many areas of insurance as incumbent firms
transform legacy systems, new forms of data are used to assess and price risk,
and radically different business models and technical methods are launched, facil-
itated by novel insurtech (Behm et al. 2019).

The structure of the paper is as follows: a brief review of topical insurtech
literature is presented to justify (a) the development of a business innovation
framework that captures the nature of innovation in insurance markets and the
role of insurtech, and (b) the need for empirical research that compares and con-
trasts digital and Al leaders in the two groups of established incumbent insur-
ance firms, and attackers. Conclusions are made regarding the contribution of the
research and the managerial implications that stem from the expected trajectory
of insurtech.

Insurtech: incumbents and new entrants

Insurtech is a portmanteau that combines insurance with technology, though its
meaning often varies when it is used by different authors and in a variety of mar-
ket contexts (Balasubramanian et al. 2021a, b). The focus on different aspects
of insurtech, such as its technical dimensions (Gorzata et al. 2021; Singh and
Chivukula 2020), emphasis on AI technology (Zanke and Sontakke 2021) or
new entrants and the disruptive capabilities of insurtech (Neale et al. 2020), are
reflected in variations in the definition of insurtech (Gémez and Pineda 2023).
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The digital technology includes Al, digital infrastructure, big data analytics and
other technologies such as sensors, GPS, natural language processing (NLP),
robotic process automation (RPA) and, in the case of incumbents, legacy infor-
mation systems.

Based on an extensive evaluation of the terminology used in the academic lit-
erature, the definition by Gomez and Pineda (2023) identifies the importance of
technology and business factors. From a technology perspective, Al and big data
are arguably the two most important digital phenomena in insurance (Buesnel et al.
2020; Holland and Kavuri 2021; European Commission 2020), and should there-
fore be considered as a system where they are interdependent to create a meaningful
result. In an insurance context, the Al-big data system exists within a broader busi-
ness process and information systems (IS) context. For example, an Al risk assess-
ment application would exist within a risk assessment and management process and
would draw data from a range of relevant IS such as legacy systems for historical
claims data and policy information, and newer systems, e.g. GPS and new types of
big data that can be used in insurance (EIOPA 2019). When Al is viewed in the
context of an Al system that encapsulates big data and the business process or prob-
lem context, then it becomes clear that it is a ‘general purpose technology’ (GPT)
(Trajtenberg 2019), i.e. it has the potential to transform a whole industry or market,
rather than just a specific production technology or innovation.

This lack of agreed nomenclature is common in new and rapidly emerging tech-
nology markets. What is clear though is that insurtech must be considered within a
broader market context so that the strategic rationale of the companies can be con-
sidered in addition to the analysis of the digital technology and business innovation.
Several authors emphasise the importance of disruption and associate disruptive
strategies with new entrants (Neale et al. 2020; Cosma and Rimo 2024). The logic
is that new entrants have different strategic objectives, which centre around mar-
ket disruption where they will have an advantage over incumbents and their legacy
business models. However, the use of insurtech by incumbents is of equal impor-
tance and according to McKinsey in an article on the future of insurance, there is
huge potential for incumbent competitors to exploit insurtech to defend their mar-
ket positions (Balasubramanian et al. 2021a, b). Other research also identifies the
importance of insurtech to improve existing business processes and products in
existing business models of leading insurance firms (Neale et al. 2020). Innovation
may therefore be in the form of a radical new business model by a new entrant,
or improvements to existing processes and products by incumbents. To compare
incumbent insurtech strategies with new entrants, a business innovation framework
is developed in the next section.

Business innovation

A logical method of relating insurtech to the application context of insurance mar-
kets is to focus on existing insurance processes in the form of a customer lifecycle
approach (Balasubramanian et al. 2021a, b; EIOPA 2021), where each activity in the
customer lifecycle is a business process, e.g. customer acquisition, risk assessment,
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pricing, claims payment and e-service. The first wave of Al applications and innova-
tions can be mapped onto this model, e.g. see the work by EIOPA (2021). Product
innovation is a key feature of most new entrants’ offers, e.g. flexible insurance based
on mileage using GPS tracking, new risk mitigation in commercial insurance using
smart sensors, or automated payments of claims based on an Al assessment of vehi-
cle or property damage. Product and process innovation are established themes in
the innovation literature (Utterback and Abernathy 1975) and the matrix framework
of product and process innovation (Sosa and Montes 2022) brings together these
dimensions to create some interesting insights that demonstrate their interdepend-
ency. Looking outwards from the firm there is a need to incorporate innovations in
the value chain. Value chain innovation has been added to capture the effects of digi-
tal technologies that go beyond the organisational boundaries of a single firm and
create new possibilities for the structure of market networks, which are an important
source of innovation, e.g. smart business networks (Van Heck and Vervest 2007),
integrated supply chains (Holland et al. 1992), electronic marketplaces (Bakos 1991)
and new types of search intermediaries such as price comparison engines (Holland
et al. 2016). The distribution of insurance is strategically important because of its
role in marketing insurance services and managing the customer relationship.

In summary, the three types of innovations are: (1) the design, performance and
management of insurance business processes (Snihur and Wiklund 2019); (2) the
development and implementation of new insurance services from product innova-
tion (Bucherer et al. 2012); and (3) innovation in the value chain configuration of
insurance markets that is related to the customer journey concept from a customer
perspective and the channel strategy of insurance companies (Catlin et al. 2017).
The contribution of this framework is that it is a synthesis of innovation concepts
from the general and insurance-specific literature, and it provides the basis for a
systematic analysis and evaluation of innovation from insurtech in a variety of case
vignette examples. To develop the theory in more detail, a sample of authoritative
research into the three types of business innovation is presented in Table 1.

Product innovation

Examples of product innovation include behavioural insurance that utilise telematics
in automotive insurance and fitness trackers in health insurance; parametric insur-
ance that pays out automatically on the satisfaction of predefined rules or limits
such as missed or late flights, movement in stock indices and currencies and extreme
weather; usage-based insurance for gig-economy workers such as taxi drivers and
Airbnb hosts; and novel insurance for new areas such as cyber insurance. Many of
the innovations in insurance over the past 10 years have exploited a combination of
digital technology (Internet of Things, telematics, sensors) and Al (machine learn-
ing, RPA, NLP, image recognition, predictive analytics, and data). Insurance is an
information-based product, where the market is in the maturity stage of the product
lifecycle. Therefore, non-technology improvements based on legacy business mod-
els tend to be incremental in nature and to build on existing products, processes and
use traditional data sources. By observation, most of the current slew of innovations
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in insurance are made possible by new kinds of big data combined with Al technol-
ogy and enabled by cheap, ubiquitous computing (Catlin et al. 2017). A focus on
new forms of big data is therefore appropriate to explore the link between data and
product innovation (Liu et al. 2018).

Process innovation

Business processes are the set of activities involved in achieving a business goal
or objective and produce an output such as service to an external customer or an
internal organisational function. The key processes in an insurance firm based on
practice from systems design are policy administration; product market develop-
ment; underwriting; risk and compliance; customer management; and claims pro-
cessing (IBM 2016). Innovation in business processes include increased automation,
redesign and simplification of business processes and related legacy systems, novel
techniques and processes to assess risk, new forms of e-service from apps and Al-
powered call centres, and new methodologies for testing new product ideas. Process
innovation may lead to or form a critical part of product innovation. For example,
innovations in e-service processes form part of the overall product offer to custom-
ers or may make the insurance service easier to use thereby enhancing the product
and the customer perceived value. Developments in analytics processes are also an
integral component in behavioural-based insurance products.

Value chain innovation

Value chain innovation in insurance is the reconfiguration of relationships through-
out the insurance value chain, e.g. price comparison websites, data platforms and
direct channel strategies (Eling and Lehmann 2018). Price comparison websites
revolutionised the distribution of consumer insurance products, and more sophisti-
cated Al comparison websites supported will enable more complex comparisons of
product features, in addition to price. Two key attributes of price comparison tools
are the ease of use and time-saving benefits that they offer to consumers, which are
often overlooked because of the emphasis on lower prices.

The big data revolution is concerned with new types of data from a range of dif-
ferent sources: IoT, smart watches, sensors, telematics, smart buildings, and satellite
imagery (EIOPA 2019). Initial research into big data focused on defining its key
features, i.e. the 5Vs of volume, velocity, variety, veracity, and value (Chen et al.
2012), the analytics potential of big data (Gandomi and Haider 2015), and the
importance of data granularity at scale. Looking beyond the technical attributes of
big data (Catlin et al. 2018), the emergence of data platforms and related value chain
networks (Eling and Lehmann 2018; Eling et al. 2021) will have a significant com-
petitive impact on the insurance market because they will define the control over the
collection, storage, access, use and evolution of data within and potentially across
market sectors. McKinsey argues that platform business models consisting of buyers
and sellers will account for 30% of revenue by 2025 (Catlin et al. 2018) and makes
the important point that all the major technology companies, including Google and
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Amazon, operate platform business models. In markets such as Germany, where bro-
kers still play a significant role in the distribution of insurance, a new kind of insur-
ance company, US Disruptor, has launched and focused on two key areas: bypassing
the broker to address the consumer directly and ease of use. The principal innova-
tion here is channel strategy, where US Disruptor is using ecommerce and mobile
technology to connect directly to individuals in the consumer market, in much the
same way that Direct Line used the telephone and intensive television advertising in
the 1980s (Channon 1998).

Incumbent competitors versus new entrants

The competitive position of the insurance companies, incumbent or new entrant, is
important because this difference in strategic perspective (Freeman and Engel 2007)
is reflected in their insurtech and business innovation strategies (Christensen 1997).
Incumbent firms typically focus on defending their market positions, e.g. by using
digital technology to enhance existing business processes and products (Chesbrough
and Appleyard 2007; Bogers et al. 2019) whereas new entrants often attempt to dis-
rupt the status quo. The most ambitious type of new entrant is a firm such as US
Disruptor (Barbera 2023) that enters as a new insurance company, i.e. it registers
as an insurance company and is therefore subject to the insurance regulatory frame-
work and must overcome marketing barriers to entry against large and established
insurance companies. New entrants typically use insurtech to focus on a specific part
of the insurance value chain such as risk modelling or distribution, and work in part-
nership with incumbent firms.

Methodology and case data

The methodology is based on a case analysis of insurance firms using a combination
of primary data for the incumbent, established competitors and secondary data for
the new entrants (Eisenhardt and Graebner 2007).

Sampling logic

The sampling strategy was based on the concept of theoretical sampling (Eisen-
hardt 1989) and influenced by the research objectives of exploring a new and rapidly
changing technology and insurance markets. The theoretical sample is designed to
capture a variety of innovations. The incumbent firms were chosen to represent one
of business process, product and insurance value chain configuration. They are all
international firms and each of them is a leader in Al and digital strategy, based on a
combination of our own research with these firms and secondary data from industry
conferences and business journals. The new entrants were part of a separate study
where 88 UK insurtech companies were identified from a synthesis of data from
Lloyd’s Lab (39), Crunchbase (17), new projects that were recently funded by gov-
ernment investments (12), disruptive lists and blogs (11) and industry presentations
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(9). All the insurtech firms were categorised based on a continuum from incremental
change, re-engineering, strategic enhancement to disruptor (Neale et al. 2020). Of
the 16 disruptors identified in the sample of 88 insurtech new entrants, four compa-
nies were chosen because they were established and therefore likely to be the most
representative of future patterns of innovation and provided a variety of innovations
in new product design. That is, these firms all have significant numbers of customers
and can therefore demonstrate market credibility, scalability of the innovations that
are described and the active use of innovative products. An overview of the theoreti-
cal case sample is shown in Table 2.

The incumbent firms were chosen as exemplars to illustrate each type of busi-
ness innovation. LEGACY CO is a market leader and is typical of an established,
broad-based insurance firm. It is using Al technology to strengthen its existing busi-
ness model and protect its market position, especially through automation of a wide
range of internal and customer-facing business processes. Price Comparison.com
is a market leader in price comparison websites, which have disrupted the insur-
ance value chain and other market sectors such as energy and health, which makes
it a multi-sided insurance platform (Hagiu and Wright 2015). Behavioural Auto is a
leading consumer insurance company that has embraced telematics and behavioural
insurance in the automotive sector, which uses risk-based pricing, based on driving
performance.

The representativeness of the results and their wider validity for other insurance
firms is an important issue and is considered separately for the incumbent firms
and insurtech disruptors (Reynolds et al. 2003). The researchers were involved in a
major UK-funded research project into insurtech and were therefore already closely
involved with a range of incumbent firms and insurtech new entrants. The first point
is that this is not meant to be a survey based on a random survey of many insurtech
firms but rather a focused analysis of industry leaders, i.e. digital leaders as char-
acterised by their use of Al and related digital technologies (Hall et al. 2024). The
research objective of the paper is to explore the nature of innovation in digital lead-
ers using the theoretical lens of incumbent firms versus new entrants. The innovation
framework in Table 1 was used to select three incumbent firms that had established
distinctive strategies for each of product, process and value chain configuration
innovation. The size of the incumbent firms and their high market share means that
they represent a significant part of their respective insurance markets. They were
chosen because they were leaders—the focus of this research is to explore the use of
advanced digital technologies and these firms are therefore likely to be representa-
tive of the future pattern of innovation in insurance markets. It cannot be claimed
that they are representative of a current market because they were purposely chosen
as digital leaders. However, notwithstanding the digital leader selection criterion,
there is no reason to believe that they are unusual or atypical of leading insurance
firms in Europe and the US.

The new entrants were part of a separate study of 88 insurtechs. The four
insurtech firms were chosen from a sub-group of 16 ‘disruptors’ and were chosen
because they were well established and therefore their strategies had already passed
the validity acceptance test by many early adopters and early growth customer seg-
ments. In addition, these four insurtechs provided a variety of product innovations.
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In fact, a defining feature of the disruptor insurtechs is that they were all seeking to
disrupt the insurance market with radically novel and innovative insurance products
that exploited advanced digital technologies, supported by process and to a lesser
extent value-chain innovations.

The geographic focus was on the UK market for the international firms LEGACY
CO and Price Comparison, and for a large European market for Behavioural Auto.
Although the data were collected in the UK only for LEGACY CO and Price Com-
parison, these firms are international with extensive interests throughout Europe
and, in the case of LEGACY CO, also in the US insurance market. Behavioural
Auto is a European-only insurance firm and the use of similar technology by other
European firms suggests that these results are similar to other nationally focused
automotive insurance companies in Europe. The insurtech firms were based in the
UK except for US disruptor, which is headquartered in the US and has expanded
into Europe with common offerings.

Case study method

The case study research methodology was chosen because it is particularly well
suited to exploring new and emerging phenomena that are not well understood and
are in a state of flux. The concept of theoretical constructs for new theory building
was used to collect, structure, and analyse data from multiple case study organisa-
tions (Volmar and Eisenhardt 2020; Eisenhardt and Graebner 2007). The advan-
tages of case study research over other methodologies such as a survey, were that it
allowed the researchers to analyse and evaluate the innovations in an organisational
context and make sense of new and rapidly changing digital technology and busi-
ness concepts. This intensive research methodology is much more likely to yield
new and interesting insights than an extensive research design (Sayer 2010).

The case studies are in two groups: large incumbent firms and new entrants. This
approach yielded theoretical diversity and illustrated the contrasting business inno-
vation and insurtech strategies by incumbent firms with new entrants. The difference
between incumbent firms and new entrants is a key distinction in analysing digital
strategy (D’Ippolito et al. 2019; Volpentesta et al. 2023). However, the insurtech
literature tends to focus on new entrants and neglects the insurtech strategies of
incumbent firms.

The case data was collected and analysed as part of a major study of insurtech
and innovation in insurance markets and considered both large incumbent firms and
new entrants. The data set is comprised of primary data from three large, incumbent
firms, and secondary data from four new entrants. The authors worked with each
of the incumbent companies from 2018 to 2023. Interviews with key informants in
senior management were supported by internal reports, documents, and external
secondary data, which were used to add richness to the case analysis, and to cor-
roborate interview data. The exploratory nature of the research was supported by
semi-structured interview questionnaires that captured the strategic objectives of
the innovation, the nature of the business innovation using the research framework
model and an analysis of each individual Al application to explore how insurtech
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and innovation are related to each other, within a broader strategy context. This
facilitated a flexible discussion of new ideas with practising managers who were
leaders in innovation and insurtech. The new entrants all had high profiles at indus-
try conferences and events, and promoted their innovations through advertising,
industry journals and through their websites, which collectively provided a rich set
of data that was used to evaluate their innovation focus, supported by digital tech-
nology and Al systems. The data was analysed based on the new entrants’ stated
strategies, an analysis of innovations structured using our own research framework,
and an analysis and evaluation of each individual insurtech example. An overview
of the companies’ market positions and data collection strategy is given in Table 3.
Tables 4 and 5 provide an analysis of the innovation strategies and associated use of
digital technologies for the case sample.

Case discussion

The case discussion is structured around cross-case analysis for each group, incum-
bent insurance firms and new entrants, followed by some general observations
across the whole sample.

Incumbent insurance firms

The incumbent firms are using insurtech and Al to defend market positions by
improving their existing business models. A synthesis of the Al systems for incum-
bent firms is shown in Table 6.

The improvement of business processes generates simple efficiency benefits
and improves process effectiveness, e.g. improved pricing from machine learning,
fewer fraudulent claims, and better user experience. The incumbents’ market strate-
gies are characterised as Al augmentation business models to defend strong market
positions. Behavioural Auto’s behavioural insurance product blocks new entrants
by making it more difficult for them to gain a foothold in the market and prepares
the company for future market scenarios. Price Comparison is using Al for prod-
uct innovation with an emphasis on user experience, e.g. improved customer service
from automated search and e-service capabilities, speed and time savings for the
customer, and ease of use. Its Al strategy is to enhance and augment its current busi-
ness model.

LEGACY CO is using Al to improve all aspects of its existing business model,
i.e. the focus is on strategic enhancement rather than radical change. It is doing this
through a combination of automation of business processes, (Walker 2020), such as
e-service, fraud detection and smart contract management. Improvements in busi-
ness process performance also leads to improved product performance, e.g. faster
customer service from improved e-service in areas such as claims and new business
applications. LEGACY CO is also a research pioneer in areas such as predictive
analytics and ethical use of Al systems.
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New entrants that exploit Al and big data pose an existential threat to incumbents,
but these examples of novel insurtech strategies by incumbent insurance firms dem-
onstrate that the market leaders have been proactive in adopting insurtech in a defen-
sive capacity to both improve their legacy systems and processes, and to include new
product features that exploit Al capabilities. They have developed strategic alliances
with Al start-ups that seek to partner with existing competitors, e.g. see the wide
range of fintech companies that target insurance companies, as well as banks and
e-commerce (Riikkinen et al. 2018). The partnerships between incumbents and Al
start-ups have the potential to combine small company innovation and technology
leadership with large company scale and distribution, which exploits their rich data
resources and market knowledge that are vital in the training of new Al systems.

New entrants

The new entrants have a broader range of business innovation, because they are
focusing on how to exploit insurtech to disrupt insurance markets through radical
innovation. Flexi Cover and PayAsYouGo are outstanding examples of the use
of product innovation to create new forms of insurance with time flexibility and
usage patterns that simply did not previously exist. All three types of value chain
configuration are illustrated by the research sample: Price Comparison (price
comparison website), Platform Insurance Services (data platform) and US Dis-
ruptor (direct channel strategy). These companies all create value through their
interactions with customers. These high-profile new entrants all offer insurance
services directly to customers and apply insurtech throughout the customer jour-
ney. Insurtech innovation often focuses on product innovation and new customer
acquisition and these new entrants illustrate these characteristics. In addition,
they also show the importance of very high-quality and easy to use e-service,
because it facilitates better customer retention. Well-designed user-interfaces
also reduce administrative costs and therefore make their business models more
profitable.

Strong product innovation is a feature of the new entrants: Platform Insur-
ance Services offers an easy-to-use bundled service that exploits a data platform;
PayAsYouGo offers a pay-per-use behavioural insurance product; US Disruptor is
positioned as an ethical insurance firm that shares its profits with customers’ chari-
ties; and Flexi Cover is focusing on product innovation by offering short-term insur-
ance cover, which is largely neglected in the traditional annual-cycle automotive and
home insurance markets. To establish a foothold in the insurance markets, the new
entrants all have clear market segmentation strategies that focus on under-served
segments, e.g. young car drivers, and customers who are early adopters of new tech-
nology and who value Al product innovations.

Platform Insurance Services’s data platform changes the way that providers
offer their products through an intermediary in an integrated manner that enhances
the customer experience and reduces the amount of time to manage the insurance
documentation and policies. Platform Insurance Services uses the data platform to
encourage affiliate marketing to increase its market reach. PayAsYouGo addresses
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Table 6 Incumbent firms: synthesis of Al systems and business innovation

Al systems

Business innovation

Automation of simple and repetitive tasks through
RPA

Replacement of human operators in call centre
operations through the advanced use of voice
recognition, NLP and insurance ontology conver-
sation frameworks

Online chat in ecommerce systems using conversa-
tion bots that are trained on very large data sets
E-service through web browsers and mobile appli-

cations supported by chatbots
Enhanced capabilities in risk analysis and pricing
of new policies from the application of machine

Increased efficiency of routine business processes
associated with legacy systems

Process efficiency and product enhancement
through faster customer services

Process efficiency and enhanced customer experi-
ence

Process efficiency to reduce the cost to serve and
improve availability and timeliness of e-service

Improved assessment of risk and fast, dynamic
pricing for customers

learning to model broad and large data sets that
relate the characteristics of the insured asset to
possible outcomes in terms of the frequency and
magnitude of claims

Sophisticated market segmentation based on clus-
tering analysis using machine learning techniques
of diverse customer data, including online search
behaviour, demographics, policy history, claims
history, social network data and interactions
between the insurer and the customer captured in
CRM systems

Identification of fraudulent claims

Marketing process effectiveness from improved
allocation of sales and advertising campaigns

Loss reduction from improved claims management

Automated regulatory compliance in both an active
manner, i.e. to intervene in contentious decisions,
and in reporting historical compliance

Administrative efficiency from better regulatory
processes

Launch of behavioural insurance Behavioural insurance product

its customers directly because its insurance service is not sufficiently standardised
to be offered on a price comparison website, and it uses a partnership with an estab-
lished insurance firm to manage the underwriting process and overcome the regula-
tory barriers to entry. US Disruptor is attacking markets where the retail brokers
and intermediaries are strongest through intensive online marketing, coupled with
a sophisticated interface that gives confidence to customers to buy directly without
advice from an insurance broker. Flexi Cover also uses a hi-tech user interface to
create a full self-service offering and have a direct relationship with customers. The
Al systems and business innovations for new entrants are shown in Table 7.

Bain & Company’s survey of 655 insurtech companies found that only 3% are
insurance carriers. The bulk are technology firms that partner with incumbents and
a relatively small number are creating new platforms and marketplaces. Partner-
ships between Al start-ups and incumbent firm accounts for most innovation. New
entrants use Al for product innovation and engineer services specifically for digi-
tal channels. Al systems create new process capabilities, which are used to develop
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novel products and services, in conjunction with re-configuration of the insurance
value chain.

General observations

All the AI applications are examples of narrow Al because they address a specific,
self-contained problem with a clearly defined objective. This is typical of Al in
insurance applications and is in sharp contrast to the notion of general intelligence.
US Disruptor’s leading-edge user interface that saves time and effort needed by cus-
tomers to search, buy, and use the product. Platform Insurance Services focuses on
user experience, and bundles insurance services from a range of suppliers on a sin-
gle platform for convenience. The nature of the innovation is focused exclusively
on user experience: ease of use; speed; convenience; and administrative efficiency,
delivered through a mobile application. Behavioural insurance has the potential to
disrupt health, buildings, cyber and automotive insurance and requires new forms of
big data. Big data and data platforms are likely to change the competitive landscape
of insurance, leading to new forms of insurance ecosystems and strategic partner-
ships (Ngai 2018).

Conclusions

This research set out to explore the nature of Al strategy and insurtech business
innovation from the strategic perspectives of new entrants and established compet-
itors, which was a fruitful approach because the innovations in these two groups
demonstrate that strategy context matters. Established competitors have different
strategic priorities and natural advantages compared with new entrants, which influ-
ence and partly determine their Al strategies and more generally, the deployment of
insurtech. Their market share gives them access to high volumes of data concerning
existing insurance services (Keller et al. 2018), which gives them an advantage in
developing Al to improve existing business models in the areas of customer ser-
vice, underwriting, claims management and marketing. These ‘narrow’ Al applica-
tions naturally map onto a customer lifecycle model, for example see EIOPA (2019).
An important consideration for incumbents is to reduce the cost to serve customers
to improve profit margins and this is reflected in investments into business process
improvements, especially those that enhance customer service levels whilst reducing
costs, e.g. through smart chatbots and increased automation of online quotes, claims
management and renewal processes. Incumbent firms are also actively improving
the digital interface with their customers, and this is typically done within a legacy
technology context, which makes it more difficult than starting from a clean slate.
Behavioural Auto is unusual as an established competitor because it was chosen
specifically for its prowess in exploiting a market discontinuity that arose because of
the availability of GPS technology and smart mobile phones that generate big data
to dynamically evaluate driver risk. It should be noted though that this was done
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Table 7 New entrants: synthesis of Al systems and business innovation

Insurtech and Al strategy

Business innovation

Al chatbot for new customer acquisition

AlI chatbot for claims management

Al chatbot for e-service requests

Behavioural driving risk assessment and pricing

Pay-per-use insurance supported by Al to man-
age vehicle telematics and driver data

Data platform for different types of insurance

Easy access to information and products and services
to purchase

Channel disruption with straightforward resolution of
claims through automated insurance estimates and
instant payment

E-service process innovation that can also facilitate
channel disruption by facilitating direct marketing
of insurance

Disruptive product innovation based on sophisticated
data analytics

Product innovation through flexible short time-period
insurance

Critical mass of customers and insurance providers in

a single location, i.e. a data platform that acts as an
electronic market

E-service to improve customer experience and
reduce the cost to serve

Process innovation reducing cost to serve

AI market segmentation Targeted marketing with tailored product offerings for

each market segment

in parallel with their historical products, and still represents a relatively small but
growing part of their business. An important element of insurtech strategy for all of
the incumbent firms was to develop partnership strategies with small insurtech com-
panies in addition to their large digital partners so that they could gain access to new
and cutting-edge ideas and use them to strategically enhance their existing business
models.

Conversely, new entrants must develop technology and concepts that have a sig-
nificant advantage over existing approaches and legacy systems to build realistic
marketing opportunities, often through partnerships with existing insurance com-
panies. The natural starting point is product innovation to disrupt the status quo,
because this is the area where their technology has the biggest impact. The other
major area of innovation for new entrants is the reconfiguration of the value chain,
e.g. see the direct channel strategy of US Disruptor, and the data platform concept
offered by Platform Insurance Services. Although it is extremely difficult to enter
the market as a new insurance carrier, because of market entry barriers from capital
and regulatory requirements, US Disruptor has taken this approach and developed a
full technology infrastructure from scratch, where it engineered all its services and
designed them specifically for the digital channel. Its major weakness was its lack of
underwriting experience and historical loss data, which meant that it incurred sig-
nificant claims losses before it started to improve risk analysis as it developed its
own claims and loss database.

The business innovation research framework is a synthesis of existing ideas in
the literature but its application to a set of case studies in insurance is a novel one
and therefore contributes to the literature by applying an adapted framework in a

e



100 C.P.Holland, A. S. Kavuri

new context, and with a new set of empirical data. It is the basis for a new, dynamic,
capabilities model of innovation in insurance. The innovation process can be sim-
plified into the following proposed model: insurtech, Al and big data create new
process capabilities in narrow business activities such as pricing, risk assessment
and claims management. Processes with enhanced capabilities support and facilitate
the development of new products and enable new value chain configuration patterns.
The user interface is an important area of differentiation because it determines how
consumers search, buy and use insurance products and is therefore important for
both new entrants and incumbent insurance firms.

Insurance is inherently an information product, which means that the digital
transformation of insurance markets is inevitable—the research questions and mana-
gerial problems are therefore concerned with how will insurtech transform markets,
and what are the likely emerging patterns of business innovation? We have shown
empirically that Al and big data are central components of insurtech and play a
crucial role in many of the business innovation strategies. All the companies in the
sample enjoy excellent access to the Al technology itself—the competitive battle is
about access to relevant big data, especially risk and loss data to inform underwrit-
ing and pricing decisions. The shift towards behavioural insurance is therefore an
opportunity for new entrants because historical insurance information is much less
valuable where new forms of big data and Al are required. The cross-case analysis
reveals that all the insurtech and Al systems were applied in narrowly defined insur-
ance business processes. This empirical observation is important because it indi-
cates that Al is at an early stage of maturity. These Al silos are likely to develop into
organisation-wide systems, similar to the historical development and evolution of
integrated enterprise resource planning systems (Holland and Light 1999).

The research sample was purposely designed to represent digital leaders because
the research was focused on exploring the nature of innovation from advanced
insurtech and there would have been relatively few insights from looking at compa-
nies that were only average or digital laggards. In addition, the leaders have already
demonstrated the validity of these new innovations because significant numbers of
customers have adopted them. The incumbent sample are also high market share
firms and therefore represent a significant part of their respective insurance markets.
It could therefore be argued that LEGACY CO is broadly representative of the likely
evolution of insurtech innovation for legacy insurance carriers, and it is deploying
these ideas in all its European and US markets. In price comparison, the UK is at the
vanguard of new developments and Price Comparison therefore gives a good picture
of emerging trends and innovation patterns in Europe. The exception in the incum-
bent group is Behavioural Auto, which stands out amongst incumbent firms because
it has embraced such a radical new business model, albeit it in parallel with existing,
historical products.

Some brief observations on the broader policy and societal implications of the
research are that insurtech originates from both small companies and established
insurance firms, and industry bodies and governments seeking to encourage innova-
tion should actively promote Al applications in new entrants and incumbent insur-
ance firms. Insurance is a vital part of all societies because it protects individuals
and businesses from the consequences of risk and unforeseen events and innovation
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plays a crucial role in making insurance services more affordable, and effective.
Some of the intractable problems in insurance such as exclusion may be at least
partly solved by the novel use of digital technology so there is a clear incentive to
encourage and facilitate insurtech through industry bodies, regulators and govern-
ment funding for R&D.

Some promising areas for future research are outlined. To capture the diversity of
business models and patterns of innovation in insurance, different theoretical lenses,
e.g. innovation, business model, ecosystem and technology-focused theories provide
complementary insights into the success and value of insurtech innovation. The con-
cepts of data platforms and ecosystems are likely to grow in importance, especially
if the data platforms are owned and managed by non-insurance firms such as auto-
motive, technology, construction and health companies. The conclusions and pro-
posed models suggested by this research could be used to inform a broader survey
style approach to test their generalisability across a larger sample. Another exciting
avenue of research is to conduct detailed, longitudinal studies of individual organi-
sations that address the implementation challenges and new opportunities arising
from insurtech and business innovation.
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