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Digital and cultural transformation
in the insurance industry

Five leadership challenges and their solutions

Digital transformation is on the agenda of nearly every company. Travel and
hospitality companies have adapted to decades of disruption from online travel
businesses. Financial services organisations have embraced big data and machine
learning in order to expand the scope of their services and now contend with a
range of fintech players. The music industry suffered challenges on various fronts —
from illegal downloading and sharing to streaming — before making its adjustment.
Meanwhile, the traditional insurance business model has endured intact despite
disruptive technologies in every other sector. The question is, for how long?

Industry experts know the insurance sector needs to reinvent itself with major
revisions needed in operating models, processes, propositions and customer
relationships. However, it is a colossal task. Digital transformation is possible,
but not without a substantial cultural shift — at both company and industry level.

There is no shortage of ideas around the industry for accelerating client-facing
innovation, but these remain difficult to implement properly. In the near term,
clear opportunities for unlocking value lie with end-to-end operational
transformation.
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DIGITAL AND CULTURAL TRANSFORMATION IN THE INSURANCE INDUSTRY

We spoke with senior executives from insurance companies across Europe to find
out what is at stake in their move toward digital and to understand the
implications for talent. The challenges they described fall into five categories:
data management and analytics; technology debt; the role of the board; cultural
transformation; and the talent bottleneck. Nobody has to tell these leaders that
change is upon them. They are dealing with it every day.

TOO MUCH DATA

Insurance companies are already good at pooling and analysing data

for opportunities and customer information, linking it to risk assess-
ment, billing, claims handling and pricing. However, the types of data
available now come from a universe of information that is different in cate-
gory and volume (telematics is just one example, with user-based insurance
(UBI) expected to reach 26 per cent market share in the US and 38 per cent
in the UK by 2020). The set of available data points is getting larger, with a
continuous flow of information in real-time, often from external sources.
Coping with this kind of digital information requires a novel approach, far
beyond the boundaries of traditional actuarial science.

One solution to coping with an abundance of data is to address it in itera-
tions. Companies can create a repository of internal data, clean it up, test
ways it can provide a service the customer wants, then bring it to scale,
moving incrementally. It may also be appropriate to segment a part of the
business in which to capture business value on real-time information and
create customer interfaces, rather than taking on the whole of the enterprise
in one gulp. Ultimately, however, successful innovation in the digital arena
will require breaking down traditional silos in order to build a new level of
trust and collaboration across the whole organisation.

Aviva's group chief operations and IT officer, Nick Amin, began changing
the way the company did business by choosing a location to focus upon in
which they had a critical mass. “That was the UK,” he says, “we really
wanted to win there. We took level 39 at Canary Wharf and held our first
hackathon, which ran through the weekend. We replicated this quickly all
over the world and now have an established community focused on devel-
oping insurance technology ideas.”
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TECHNOLOGY DEBT

Insurance was one of the early adopters of information technology

and many insurance companies’ systems originate from pre-internet
days. Over time, added capabilities have been tacked on in order to improve
performance. The resulting infrastructures are complex and idiosyncratic.
The older, bespoke technology cannot cope with new information brought
on by data points derived from recent technology embedded in the “internet
of things.” Idiosyncratic and lacking in many ways, legacy technology comes
with a mass of “technology debt.” That is, workaround solutions that now
cost the company a lot to service. These systems offer just enough sophisti-
cation to make them a barrier to the adoption of newer, far more flexible
technology, free of dependencies and broken processes.

“The moment you add in a digital disruptor, you change parameters,” says
Elisabetta Pizzini, business development director in Italy for the The Floow, a
company that works with motor insurers and auto organisations, providing
data collection, storage, management and interpretation. “For example, it
becomes difficult for the insurance company that has always been able to
price the risk, taking learning from past experience and projecting into the
future, to accept a different parameter that has not been proven to be correct.”

An older system may also have business units or depart-

ments on platforms that don’t fit together. Fragmentation
can also occur as a result of acquisitions, merging depart- . L
ments and years of divergence in a company’s IT policy. It is The moment you add in a dlgltal

difficult to justify upgrading or re-platforming a system when digruptor, you Change parameters
it is still working, as the ROl may not be apparent during the

tenure of the existing management team. But the costs of ELISABETTA PIZZINI
. . . . . BUSINESS DEVELOPMENT
not doing so scale up with the size of the organisation, as DIRECTOR, ITALY, THE FLOOW

does the time required to address the issue. Because tech-

nology debt is difficult to quantify and is not a traditional
expense item, it does not show on a company’s P&L.

The solution may be to find ways of incorporating existing data with new
types of data (including large-volume and unstructured data), and using
some of the tools now available to migrate from existing databases to new
platforms. Insurance companies need to be aware of new sources of exter-
nal data to help them make decisions. The challenge is to build a strategy
with flexibility to cope with an increasingly digital world. New analytics tools
with insurance applications are appearing all the time, such as Hortonworks’
Hadoop, a data platform used by Progressive and others for their UBI prod-
ucts. It may be worth adopting Aviva’s idea of a “Disruptive Innovations
Programme” or taking the advice of Pietro Guglielmi, chief digital officer at
AXA ltaly, who recommends looking beyond the insurance world to external
fintech suppliers in order to provide solutions.
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THE IMPORTANCE OF BOARD SUPPORT

Companies from all sectors are grappling with the question of how to

educate the board on the opportunities and threats brought by digi-
tal. One solution is to recruit a director with a digital background who can
support and challenge the executive team, as well as act as an interpreter
between the executive and the rest of the board on digital matters. Among
the top twenty European insurance companies, only ten have a non-execu-
tive director with digital expertise. The boards of three companies have no
non-executive directors with digital, customer relationship or marketing
operations experience.

We needed to help the organisation

There are exceptions. Claudio Dozio, HR director for
EMEA and Enrico Vanin, CEO of Aon ltaly, report that
Aon’s digital transformation is based on regular and

understand what was POSSib/e, show substantial involvement of the board, which demon-
ideas and capabilities and make strates strong commitment and complete trust in the
)

believers out of non-believers.

NICK AMIN

management, with a focus on medium and long-term
sustainability. Johan Ekstrém, former head of
customer proposition and marketing and a member of

GROUP CHIEF OPERATIONS the Nordic management team at Skandia, reports that

AND IT OFFICER, AVIVA

the Nordic subsidiary board includes three specialists

in digital.

But even those boards that generally support digital may not embrace the
scope of transformation required, or its urgency. Insurance companies are
vulnerable to changes in the basis of competition brought on by disruptive
forces within the industry, as well as external competition. A gulf exists
between what businesses need and their understanding of the issues
surrounding digital. “It has to start with the board,” says Amin. “You look at
what trends are emerging, and then educate the board and take it from there.”

Solutions lie in educating the board and coaching them about the impera-
tive of a business model with digital at its centre. Guglielmi recommends
technical competency across the whole of the organisation, including at
board level, with the board updated and engaged with digital topics twice
a year.
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At Aviva, Amin cultivates members of the board with genuine interest in
digital. He increased engagement from senior leaders by inviting them to be
judges in the hackathons. “We needed to help the organisation understand
what was possible, show ideas and capabilities, and make believers out of
non-believers.”

Perhaps the biggest challenge for boards is overseeing a change in culture
across the entire organisation. Culture has staying power: once it’s estab-
lished, it can be hard to change, and this is particularly true in the insurance
industry with its orientation towards safety, order and stability. If everyone
believes that the way to be successful in the company is by avoiding risks
and staying under the radar, a new strategy that prioritises risk-taking and
innovation will face resistance unless the culture is addressed — and this

means changing the way people think.




Achieving the desired cultural shift

The best kind of cultural patterns can encourage
innovation, growth, market leadership, ethical
behaviour and customer satisfaction. By contrast,
an unhealthy or misaligned culture can impede
strategic initiatives, erode business performance,
diminish customer loyalty and discourage
employee engagement.

The first step for any organisation seeking to bring
about cultural change is to understand the gap
between the current and desired culture — knowing
where it wants to end up and then adjusting the
hiring strategy accordingly, bearing in mind that
poor culture fit is responsible for as many as 68 per
cent of executive new hire failures.

A framework for thinking about culture

Having an integrated framework for assessing
corporate culture and the personal styles of individ-
uals makes it possible to apply insights about the
culture to leadership and talent decisions.

To fully understand an organisation’s culture, the
most important dimensions to consider are the
manner in which the organisation responds to
change (i.e. is it oriented more towards stability or
flexibility?) and whether it tends to think of its
people as individuals or groups (i.e. is there a lean-
ing towards independence or interdependence?).

Spencer Stuart has identified a set of distinct socio-
cultural styles or “basic assumptions,” which apply
to both cultures and leaders. Together, these styles
can be used to describe and diagnose highly
complex and diverse behavioural patterns in a
culture, which helps to understand how an individ-
ual executive is likely to align with and shape that
culture (see diagram).
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Safety, order and results tend to dominate in
insurance companies; it can be very hard to bring
about change when the primary focus is on stability.
Insurance companies will need to place more
emphasis on learning, purpose and caring — not
just caring for employees but enabling them to
provide an excellent service to customers at their
moment of need. Specific behavioural shifts are
necessary when moving to a more agile, innovative
and networked culture, one in which it is acceptable
to “fail small” in the quest to innovate — something
that doesn’t come naturally in a sector that tends to
be risk-averse.

A large part of the cultural challenge falls on the
shoulders of senior leaders in insurance companies
who need to change their own habits, just as they
encourage behavioural change in others. It is one
thing to devise new statements of purpose and
values, but these need to be enacted from the top.
If management does not change, then even the
best attempts to innovate in a fluid, flexible and
collaborative way will run aground.



SLUGGISH CULTURAL TRANSFORMATION

Digital demands cross-functional collaboration, flattened hierarchies

and the development of processes that make it easier to incorporate
new ideas into the architecture in future. It is not something to be added
onto a company, but a new way of imagining the business. Neil Brettell, who
moved from Allianz to become chief commercial officer at
MoneySuperMarket.com, points out that companies need to understand
digital as a consumer-centric business model, rather than a means to
become more cost efficient or marketing savvy.

For a more customer-centric model to succeed, a digital mindset must be
embedded throughout the organisation; strategy, sales, marketing and
operations must all be in alignment, if not fused. “There is no specific orga-
nisation dealing with the digital transformation,” says Peter Dahlgren, CEO
of Nordnet and former head of the Life and Investment Management divi-
sion for SEB. “The entire organisation is responsible for the shift.”

Insurance companies are moving from product-based businesses to being
more customer-centric. In private insurance, companies are seeking ways of
using data to make better and faster decisions, and providing touchpoints
with customers on matters beyond premium payments and claims. In
commercial insurance, they are partnering with their clients in order to
manage risk, rather than providing a product that is active only during claims.

Change will come, but only if led from the top. Technological

change puts new demands on leaders, who will need to ) ) o
ensure their organisations have the competence to analyse There is no Sp@CIﬁC organisation

changing client behaviours and to make the most of the latest dea/ing with the dlglta/ transfor—
technology and service offerings. Learning and development . . .
plays an important role here, with some companies sending mation. The entire OI’gGI’HSthOFI
staff on tailored courses that cover organisational and cultural s I’@SpOHSibl@fOI’ the Sl’llft

issues surrounding digital transformation. Not all learning
B . - PETER DAHLGREN
comes from external sources: it is important to bring existing
CEO, NORDNET

silos together, form cross-functional agile teams and increase

the volume on the message that digitisation is a priority.

Guglielmi draws attention to the necessity of communicating effectively
across geographies and technical competencies through the organisation.
If initiatives are scattered it is difficult to achieve the critical mass of effort
required for enterprise-wide transformation. “It takes time,” explains Amin.
You have to educate thousands of people about digital. That's what it takes,
you have to say ‘this is digital, this is what it means to you, this is what it
means to the business, this is what it means to the consumer, this is how
we are all going to work together.””
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TALENT BOTTLENECKS

Like many insurers, Gianpeiro Zannier, marketing and consumer

director at Reale Mutua, says his company is in an aggressive hiring
mood, seeking digital savvy leaders with international profiles to drive the
business forward. For many of the people they would like to target “insur-
ance is not considered the favourite place to go,” he says. As a result, some
companies struggle to fill every position they would like to.

Patrick Bergander, CEO of RSA Scandinavia, says that the company works
hard to attract digital talent from other industries, especially telecoms.
Ekstrém reports that Skandia finds it hard to hire top digital talent from
outside insurance, either to join Skandia or in a consulting capacity, although
they have recruited a few high-calibre people from the banking industry.

Insurance is not considered the favourite place to go

GIANPEIRO ZANNIER
MARKETING AND CONSUMER DIRECTOR, REALE MUTUA

Digital is a key driver to developing Aon’s affinity programmes — online
platforms that manage the customer experience end-to-end. Their ongoing
transformation has influenced their hiring strategies and Aon now consider
talent from other industries, a broader mix of profiles, and those with experi-
ence in “connectivity to the client” and change management.

Aviva attracts data scientist and DevOps talent by running contests, hacka-
thons, and graduate programmes in data science as well as IT and digital
leadership. Amin built the company’s digital transformation organically,
starting with the hackathons that now run globally, resulting in the appoint-
ment of the company’s chief digital officer, Andrew Brem. Unlike some,
Aviva has no allegiance to industry-specific talent. “We decided as part of
that process they would not come from the industry. We wanted somebody
who had done it before, understood this whole new area and had a mindset
that wasn't legacy.”
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Solutions to attracting the best talent in digital begin with
creating a work environment and work method that rewards
innovation and focuses on possibility, rather than incumbent
processes. Amin explains, “It's a different type of office, differ-
ent type of furniture and a different working environment.
People come with their laptops and sit down and work. You are
there to develop X or Y or working on this particular initiative.
An entire team works together to achieve an outcome.”

Companies might attract talent from insurtech start-ups or
partner with successful digital companies. Pizzini makes the
point that dozens of companies servicing the digital needs of
insurance companies have emerged over the past several years.
However, insurance companies are not taking advantage of the
full range of digital opportunities made available by them.
“Companies like ours serve the insurer with whatever they are
comfortable with rather than asking the insurer to adapt to
what we are able to provide. If the client says, ‘I want the data
in this format, in this way’, because it's data and because we
are born in a different mentality, we say, ‘Okay. Just tell us what
you want and we'll give it to you.””
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Insurance for the future

Insurance companies are aware of the need to embrace digital
technology but find it difficult to incorporate everything digital has to
offer. Transformation takes place within the organisation and in
interactions with customers and distributors. With evidence in other
industries of winner-takes-all when it comes to digital transformation,
insurance companies are keen to be on the front foot, but it is

impossible to make all these changes all at once.

Older technology systems upon which companies currently depend are
problematic to replace, requiring widespread adoption across a vast
workplace. Leaders, already pushing for cross-functional collaboration
and shifts in the corporate ecosystem, are having to find innovative ways
to foster the technical side of transformation, as well as the business
culture itself. Many are enlarging their notions of how insurance has
been traditionally understood, partnering with customers to minimise
risk, for example, or using technology to develop more personalised
products. By failing to move on digital, insurers increase their risk

of being disrupted from outside. While some insurance companies
continue to rely on the barriers of entry that have protected them histor-
ically, leaders with an eye on the future will push towards new ways to
generate value and seek the talent necessary to maintain their resilience

and profitability in an increasingly digital age.

10 SPENCER STUART



ACKNOWLEDGEMENTS

We are grateful for the many executives who shared their time and insight with us.

They include:

»

»

»

»

»

»

»

»

»

»

»

»

»

»

»

»

Nick Amin, group chief operations and IT officer, Aviva

Constantin Beier, COO and head of data & analytics, Aon Inpoint

Patrick Bergander, CEO, RSA Scandinavia

Carlo Bewersdorf, Member of the board at Hannoversche Lebensversicherung
Neil Brettell, chief commercial officer, MoneySuperMarket.com

Peter Dahlgren, CEO of Nordnet; former head of Life and Investment Management
division, SEB

Claudio Dozio, HR director EMEA, Aon Risk Solutions

Johan Ekstrém, former head of customer proposition and marketing and a member of
the Nordic management team, Skandia

Pietro Guglielmi, chief digital officer, AXA Italy

Bruce Hodges, chief information and digital officer, Generali

Samantha Laurie, HR Director, Aon Inpoint and Aon Global Risk Consulting
Elisabetta Pizzini, business development director, Italy, The Floow

James Platt, COO, Aon Risk Solutions

Michele Quaglia, head of agent network, Reale Mutua

Enrico Vanin, CEO, Aon ltaly

Gianpeiro Zannier, marketing and consumer director, Reale Mutua

INSURANCE PRACTICE



SpencerStuart

SPENCER STUART CONTRIBUTORS

Giovanna Galli (Milan)
Carol Hagh (London)
Patrik Hammar (Stockholm)

ABOUT SPENCER STUART
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