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Underwriting losses are much more common for the P&C insurance industry than

underwriting income. Between 1980 and 2013, underwriting income for the U.S.

P&C industry has been net positive in only five years1. The industry cannot afford

to make such losses in the current economic environment, where investment

returns and interest rates are low. Core underwriting improvements are required to

ensure P&C profitability (along with prayers for fewer natural disasters!). 

Such performance invariably led to some insurers going out of business, and in

effect granted limited pricing power to the surviving insurers. However, insurers

cannot continue to increase premiums to make up for the losses, given the now

increasing competitive intensity and challenging growth within the existing clients.

Need for “accurate pricing” of insurance through underwriting is more intense

than ever, to ensure a sustainable competitive advantage. Need for speed is also

high as insurers cannot afford slow underwriting cycles in an intensely competitive

market. 

Along with growth and profitability imperatives, underwriting plays a crucial role in

improving risk management for insurers. Most of the growth in the P&C industry

today is driven by taking new risks – either by entering new growth markets (such

as South America or Asia) or by targeting new insurable products. Regulatory

changes, such as Solvency II and NAIC’s2 SMI2 and ORSA2, require insurers to

make investments in order to enhance risk management. Emerging regulations

are changing and, at the same time, challenging the boundaries of underwriting

P&C insurance . For instance, TRIA2 will require insurers to underwrite terror risk,

hitherto typically considered un-insurable.

A combination of these drivers has pushed the industry into investing in

sophisticated underwriting analytics (see Figure below for summary).

Drivers of underwriting analytics in P&C insurance

2014

1  www.iii.org
2  National Association of Insurance Commissioners (NAIC), Solvency Modernization Initiative (SMI), Own Risk Solvency Assessment (ORSA),

Terrorism Risk Assessment Program (TRIA)
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 Zurich cut the time to quote a
110-vehicle fleet from 8 hours
to 15 minutes

 Aviva PLC announced 108%
increase in commercial
underwriting results in Canada
in 2013
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Increasingly, P&C insurers are looking at the trio of underwriting, claims, and

fraud analytics, to deal with the challenges of profitability, growth, and

compliance.

Impact of leveraging underwriting analytics

The all-engulfing economic crisis of 2008 in the United States (and then

beyond) was a water-shed event for the insurance industry. Models in use till

then failed to accurately predict behaviors in the face of massive

macroeconomic changes. The fast deteroirating economic environment caused

sharp and rapid changes in solvency levels. The sharp spike in personal

bankruptcy filings was yet another event that was not predicted adequately

enough by the existing models.

While the pre-2008 approaches to underwriting were assumed to be steady,

slowly analyzing buyers’ behavior to arrive at decisions, the cataclysmic events

of 2008 proved the system to be broken and incapable of handling sudden,

massive changes. Such changes had the power to wreak havoc with

innumerable buyers’ lives, and in the blink of an eye rendered a large part of

data on these buyers to be of limited use. In effect, the pre-2008 system was

trying to drive the proverbial car forward the whole time, by looking solely in the

rear view mirror! Advanced underwriting analytics is now allowing insurers to

take a forward-looking view of customers and risk. 

The impact of analytics in underwriting can be felt across the entire spectrum of

risks. While low-risk profiles can be handled with automated quote generation

systems, high-risk profiles can be processed by experienced underwriters, having

at their disposal the information required for these decisions. The benefits fall

into the following buckets:

1.  Accurate pricing: Data analytics allows higher degree of confidence, that

risks have been accurately modeled, and appropriately priced 

2.  Speed: Since underwriters may be required only in complex decisions, and

therein also aided by analytics, the productivity per underwriter can be

increased dramatically. Real-time decisioning and quotes help generate

better customer satisfaction scores

3.  Consistency: More accurate information leads to error reduction and better

as well as consistent decisioning by underwriters

Underwriting analytics ranges from a solution analyzing insurers’ internal

historical data to predict probability of risk, to a more comprehensive solution

leveraging both internal and external data. Predictive analytics in underwriting

ends up generating a risk score to accurately help price the risk (see Figure on

next page). 

Prudent operation of an

insurance business requires:

1. An understanding of all

exposure that might cause a

policy to incur losses

2. A conservative evaluation of

the likelihood of any exposure

actually causing a loss and

the probable cost if it does

3. The setting of a premium that

will deliver a profit, on

average, after both

prospective loss costs and

operating expenses are

covered

4. The willingness to walk away

if the appropraite permium

can’t be obatined

– Warren Buffett, Annual letter to

Shareholders, 2011

“

“

Cut the time it took to quote a

110-vehicle fleet from 8 hours to

15 minutes.

– Zurich North America

“ “

Aviva PLC announced 108%

increase in commercial

underwriting results in Canada

in 2013, due in part to use of

predictive analytics.

– Aviva Press Release, 

March 06, 2014

“

“
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Range of underwriting analytics

Successfully operationalizing underwriting analytics in P&C insurance

Initiatives to develop predictive and prescriptive analytics for underwriting

decisions, typically hit the following major operational challenges: 

1.  Data silos. Predictive underwriting analytics requires both insurers’ internal

data as well as external data. However, getting enterprise-level historical

data itself is a challenge, given the fragmented and legacy systems

landscape, multiple business units, and varied sets of rules governing this

data. The addition of external data to the mix only adds to the complexity of

this challenge 

2.  Lack of funds. Increasing regulations require a more comprehensive view of

the enterprise risks. This required data and information at a more granular

level, which in turn demands investments in systems, processes, and training.

This is hard in an environment with profitability and growth challenges,

especially for mid-sized insurers. Utilizing “big data” also requires more

sophisticated databases and solutions

3.  Talent crunch: Predictive underwriting analytics modeling is an involved

exercise, requiring knowledge of both advanced statistics, as well as the

underwriting domain. This can present significant challenges as the

insurance underwriting workforce is aging, new talent is hard to find, and

even harder to retain

Emerging best practices to successfully operationalize underwriting analytics:

    Automating simple risks. Many insurers are now setting up two-tier systems

for underwriting solutions. While simple risks are being evaluated in an

automated manner with minimal human intervention, complex risks are

being tackled by presenting appropriate data to underwriters, enabling them

to price these risks appropriately 

    Strong data management. Underwriting analytics’ models require usage of

data, external to insurers’ internal systems. Since this data is generated

outside of the firm, companies are putting in strong data cleansing 

Between 2000-2010, the

number of insurance workers

aged 55 years or older has

increased by 74%, compared to

45% increase for the overall

workforce.

– McKinsey Study (2010)

“

“

With a combination of analysts

here and offsite, I can staff a

team at roughly 40% of my

loaded cost, and what I'm

getting is the crème de la crème

of what India has to offer.

– VP, Farmers Group's Insight &

Innovation (I&I) Group

“

“

1. Reporting

 Policy claims’

probability

dashboards

 Policy profitability

dashboards

2. Descriptive

analytics

 Drill-downs to

observe case-level

information and data

to determine

patterns

3. Predictive analytics

 Rate manipulation

predictive model

 Rate evasion

predictive model

 Loss predictive

models

4. Prescriptive

analytics

 Model to predict

relative future risk  of

policies

 Economic scenario

modelling to

determine probability

of loss in individual

policies

Increasing business impact

Increasing sophistication of solution
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    algorithms to ensure that the right data is used for processing in the models.

Strong data management techniques (incorporating elements of

governance, quality, and cleansing, among others) are also being adopted

for data internal to the company

    Global sourcing. Underwriting analytics demands a talent pool that has

knowledge of both the insurance industry and statistics. These are expensive

resources in geographies such as United States and United Kingdom. Third-

party outsourcing allows insurers to tap into the global pool of such talent at

a significantly lower cost – without going through the process of setting up

an internal Global In-house Center (GIC) 

    Integrating underwriting, claims, and fraud analytics. Many insurers are now

integrating claims, fraud, and underwriting analytics solutions. While on one

hand this enables the systems to learn from each other, on the other this

enables automation of the entire enterprise, leading to better decision-

making 

Conclusion 

P&C insurance companies are facing a difficult macroeconomic environment,

rising catastrophe losses, and a tightening regulatory scenario against the

backdrop of a demanding customer. The only way to survive and thrive is by

taking more of the “risk” out of “insurance”. Underwriting analytics along with

fraud and claims analytics are proving to be valuable weapons in this battle.

Predictive models offer underwriters a statistically reliable, sound, and rule-

driven method to improve underwriting and pricing decisions objectively and

consistently, leading to potentially dramatic effects on the bottom line. The

ultimate success of insurers in achieving these objectives would be measured by

how they operationalize underwriting analytics solutions.

This study was funded, in part, by support from Genpact
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