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Introduction

n this year’'s Barometer, we outline some

key considerations for general insurers

and brokers as they enter 2024. Despite
improving premium and pro tability forecasts
for the general insurance market, the industry
will continue to face challenges. Therefore,
being ‘good’ is no longer ‘good enough’
and we suggest actions are required to stay
competitive in the year(s) ahead.

The outlook for the global general insurance
market is positive overall. The premium
growth rate has continued to rise in 2023
with further increases expected in 2024,
despite being lower than prior year levels
before interest rate hikes began. Industry
pro tability has c ontinued to improvesince
2023 as a result of recovery in underwriting
results and increased investment returns.
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However, some of the headwinds will continue to cha llenge the industry in 2024,
for example:
Still-high interest rates: Interest rates have remained record-high (e.g. US Fed

Funds Rate at 22-year high of 5.25%-5.5% 2, UK Bank Rate at 15-year high of
5.25%?%). Despite potential cuts in 2024, the stilkhigh ¢ ost of capital might offset
the expectedly improved investment return

Persistent inflation:  In the UK, motor claims payouts rose by 29%  #in Q2 2023
as personal lines were impacted by the Financial Co  nduct Authority’s (FCA)
General Insurance Pricing Practices (GIPP). Althoug  h general inflation might be
easing, there is a potential “lagging effect” as ec ~ onomic impact passes through
to claim costs

Natural catastrophes:  In 2023, due to events such as earthquakes in Turke y and
Syria, natural disasters amounted to insured losses of US$ 43b 5 - well above

the 10-year average. Climate change continuestoin  crease the frequency of
wildfires and storms in the US and other regions

Geopolitical risks:  Global supply chains continue to be impacted by ong oing
geopolitical tensions such as the Russia-Ukraine wa 1, the Middle East conflict
and US-China relations; putting increased pressure on various lines of business

In addition to some of the aforementioned macro iss ues, general insurers and
brokers are also challenged by market headwinds and must consider whether being
good is good enough to succeed in the following are as:

Mergers & Acquisition (M&A):  Is acquisitive growth at a crossroads and can we
grow without it if it is too expensive?

Talent: As organizations grow and transform, what skills ga ps are made
evident?

Technology: How should investments in technology be optimized?

Artificial Intelligence (Al): How well has Al been accepted? Is Al delivering
measurable benefits overall?

Risk and Compliance: Holding you back or creating opportunities?




Mergers & Acquisition (M&A) s
Is acquisitive growth at a crossroadg g
and can we grow W|thout |t |f I& :

IS t0O expensweo

nsurance M&A activity has been dominated

by the broker market backed by private

equity investment which slowed in the past
two years for key markets such as the US and
the UK. Meanwhile, deal activity has continued
to surge across di erent European countries. As
the cost of capital is expected to remain high, the
outlook for further acquisitive growth is uncertain
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Therefore, successful completion of deals is no longer good enough. It is
necessary to:

2024

Design a scalable target operating model to enable future growth

Guiding principles should be designed with the org
vision and strategic business objectives in mind an
these principles translate across people, process,
design

anization’s longer-term
d consideration for how
technology and data

Prioritization roadmap, implementation plan, chang
governance mechanisms should be in place with cost
monitored throughout

e management and
and benefits closely

Deliver tangible benefits with effective post-merger integration

Ived is crucial. Divisions
ed where appropriate

Aligning strategy and culture of the entities invo
and functions need to be standardized or rationaliz

Revenue/cost synergy and other benefits expected o
be realized and tracked through robust cost and ben

f acquisitions should
efit management
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Therefore, effective talent acquisition is no longe r good enough.
It is necessary to:

Develop talent by embracing the continued evolution
of competence

To better attract the digital savvy generation, ge neral insurers and brokers

Talent As organlzatlons grow and \,
SR . -’? ' need to demonstrate a commitment to a technology en abled future
tran Sfo r m Wh at S kl I I S g apS ar & | - Digital should be incorporated at two levels - crea ting technology savviness

across functions and levels with a mix of face-to-f ace and online learning

experiences
To create meaning and maintain/provide new career opportunities, uplifting
technical expertise (e.g., commercial and specialty lines) and soft skills is as

important as shifting low value and routine tasks t o robotics and Al

Functional and geographical mobility should be pro moted; induction and
learning and development programmes must be reviewe d and modernized
regularly

Retain talent by proactively addressing their motivation and
personal needs

Emphasis should be placed on flexibility, diversit y and inclusiveness, and
physical and mental wellbeing all the while enablin g staff to improve

. . . .. roductivity with technolo
nsurance talent drains continue with rising P y ¥

turnover® and vacanciesin key markets

such as the US and the UK and amongst
much of the emerging workforce, the perception
that the insurance industry is ‘boring and old-
fashioned’ persists. In addition, approximately
759 of nancial services decision makers also
believe that the industry is held back by a skills
gap in technology and digital. Lack of technical
experience among junior sta remains a concern
in areas such as commercial and specialty
underwriting and claims.

Experienced leavers and retirees should be encoura ged to stay on a part-
time or remote basis and continue nurturing younger professionals

Remote working models and geographic diversity sho uld be leveraged e.g.,
roles traditionally based in the established financ ial centres can now be
moved to other cities or countries
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Technology: How should investments

In technology be optimized? L

lobal insurance IT spend rises by 8.1%
annually® while the ‘run vs. change’ split
becomes crucial in an uncertain economy,

as general insurers and brokers ‘keep the lights

on’ while growing. Past transformations, coupled
with continued reliance on legacy systems and
recent regulations such as Consumer Duty, have
increased maintenance costs and operational
risks. Two-thirds of insurers are planning to spend
more on cybersecurity. Some organizations

are also shi ing the focus from new customer

experience to look at enhancing the experience

for existing customers.
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Therefore, being committed to investment in technol ogy is no longer good
enough. It is necessary to:

Adopt a holistic design but agile implementation approach in
business transformations

Business and IT ‘two-in-a-box’ should take place a t all levels, including at
C-suite and Board, for holistic value chain analysi s and demand generation
across the organization

The stack of technology-enabled change projects ex ceeds the organization's
capability to successfully deliver them all. Initia tives should be prioritized
and delivered in an agile manner for a confined are  a of business

Multi-year/multi-million programmes (e.g., Guidewi re, administration
platform replacement) need to be carefully assessed with consideration for
impact on cost, resources, and speed to market/valu e

Ensure foundational capabilities are in place to enable
future changes

Challenges from legacy infrastructure (e.g., on-pr emise solutions) on cost
and risk (e.g., cybersecurity, data quality, suppli  er concentration) cannot be
overlooked

Major data transformation (e.g., cloud migration) should be broken down

into manageable chunks and follow an agile approach for reduced delivery
timeframe and risks

Ensure the return on investment in technology with
measurable outcomes

It is important to align objectives between busine ss and IT, establish
measurable KPIs, and start with a smaller scale pil  ot, together with robust
stakeholder and change management

Expected outcomes are rarely fully delivered on da y one, but require ongoing
feedback and iterations alongside disciplined benef it management

Leverage partnerships to reduce the need to build on your own

Insurance should seek opportunities to collaborate with organizations in
technology and other industries

General insurers and brokers should increase colla boration with
Insurtech to share distribution and improve market connectivity (e.g.,
placement platforms)
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Therefore, having Al technologies in place isnotg  ood enough. It is necessary to:

Ensure alignment to wider business strategy when deploying
Al technologies

Arti cial Intelligence (Al): A |
How well has it been acce pted’7 Is )t. it o chceing i s cases ezt b

deployment

d e I |Ve r I n g m eaS U rab I e be n e tS Ove ra.l I? Control functions should also be engaged for appro priate governance and

FL

the Al model needs to be transparent, explainable a  nd auditable

Customer and user feedback should be reviewed for constant iteration and
benefits (e.g., cost savings) should be closely mon itored to justify further
investments

Driving customer value requires not only frontend but also back-end or

operational use cases, e.g., claims leakages, settl ement payments and
resolution/settlement time

Consider technology readiness when deploying Al technologies

Clear understanding of how Al technology fits into the firm’s wider
architecture should be established with clarity on the integration points and
InfoSec requirements

he use of Al in general and specialty
insurance (e.g., for chatbots, risk assessment,
claim triage and parametric products) is
becoming common. Globally, 62%of insurers have
reduced headcount due to Al, and 65%of them
plan to invest at least US$10 million into Al in éh
next three years. However, acceptance remains

Data quality and legacy systems remain some of the biggest hurdles in
launching Al. As a prerequisite, data should be int  egrated and platforms
should be modernized

Stay tuned and constantly adapt to the latest Al technologies

While existing use cases are NarrowAl focused, the majority of insurance
executives in Europe believe Gen-Al will have a sig nificant impact on
workforce and operations

a Challenge as Only 9% of insurance customers Human interaction will remain a part of the entire system so a plan to upskill
WOUld Opt fOl' an insurer using Al Occasional errer the workforce and address the potential cultural re sistance is required

. . . , . It is suggested to start simply by identifying 1-2 key use cases and piloting a
In Al algorlthm (e-g-’ Umted Health S mIStaken proof of concept to unlock benefits for future use cases quickly and drive

learnings

denial of rehab caré? have also impacted consumer
con dence in Al

il
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Risk and Compliance: Holding yo

back or creating oppo_rtunities?
L B — -

nsurance organizations o en treat regulatory

change as “keeping the lights on” and seldom

expect a ‘return on investment’. Compliance
with insurance regulations (e.g., Consumer Duty,
GIPP, GDPR and IFRS 17), market frameworks (e.qg.,
Lloyd’s Blueprint Il) and ESG requirements can be
costly. For brokers in the UK, regulatory costs exju
8.1% of their fees and is 40% higher than in 2019
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Therefore, effective regulatory compliance is no lo
It is necessary to:

nger good enough.
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Stay ahead of the game with a ‘future-proof’ framework

insurers and brokers
mpliance and proactive

Instead of catching up with upcoming regulations,
should take a forward-looking view with adaptive co
risk management

Externally, ongoing collaboration with regulators and industry associations
is required. Internally, operating model design pri nciples should incorporate
and anticipate changes in the regulatory landscape

Synergize regulatory change with customer, operations and
technology initiatives

It would be a lot more effective and efficient to combine regulatory changes
in process, system and data with existing initiativ.  es as a portfolio

er London Market
s and achieve measurable

Market frameworks such as Lloyd’s Blueprint Il off
players the opportunity to digitalize their busines
efficiency gains
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If you wish to discuss the insights shared in this
publication, please reach out to our team
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Tony Sault
Executive Director,
Insurance Consulting

David Clarke

Director,
Insurance Consulting
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hile an overall positive outlook anticipates

improving growth and pro tability, the

constantly evolving challenges also
require ongoing change and transformation. The
year ahead demands insurers and brokers to not
only adapt but to lead with resilience and foresidgh
being good is no longer good enough.

Huw Barker
Director,
Insurance Consulting

Miles Bishop
Director,
Insurance Consulting

Chun-Kit Tang
Senior Manager,
Insurance Consulting
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The Alpha Group provides a comprehensive range of services to the nancial services
industry. Our team of 1000+ consultants work around the globe to help our clients solve
their business, operational and technology challenges.

This report is based on Alpha knowledge and industry experience.

We would like to thank all our colleagues for their expert contributions.

Alpha FMC shall not be liable in respect of any loss, damage or expense which is caused by any party’s reliance upon the
contents in this report except, in each case, as agreed otherwise in writing.

For more information please contact:
enquiries@alphafmc.com, +44(0) 207 796 9300

O®Alpha

www.alphafmc.com



