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Abstract

Enhancing underwriting performance through advanced data and analytics is essential for competitiveness in the
P&C insurance sector in Europe and North America. Leading insurers leverage sophisticated data-driven
underwriting models to improve loss ratios, increase new business premiums, and boost retention in profitable
segments. This paper examines how insurers utilize data and analytics across personal and commercial lines to
proactively shape strategic outlooks, similar to hedge funds in capital markets. It explores best practices for
integrating advanced analytics within underwriting, focusing on agile, cross-functional teams, skill development,
training, and feedback mechanisms. Leading insurers employ agile and predictive stack capabilities, leveraging
extensive third-party data and advanced technological infrastructures to transform risk assessment and enhance
decision-making. They perform granular risk segmentations using machine learning models, improving pricing
accuracy and reducing losses. In small commercial lines, digital platforms with analytics-based underwriting models
offer a superior broker-agent experience, achieving high straight-through processing rates and enhancing agent
efficiency. The transition to Al-powered underwriting addresses the inefficiencies of manual processes, offering
improved efficiency, risk assessment, and customer satisfaction. Adopting Al is crucial for maintaining
competitiveness, attracting top talent, and achieving strategic goals. The modernization of underwriting through Al
is a vital initiative for forward-thinking insurers, enabling them to capitalize on emerging opportunities and ensure
long-term success in a competitive landscape.
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Introduction:

In this constrained environment, enhancing underwriting
performance is a proven strategy to improve
competitiveness.  Furthermore, data and analytics

Leading Insurers are digitizing underwriting

This section dives delves into the three key areas where
insurers are advancing towards data analytics-driven

capabilities have become essential in the P&C sector in
Europe and North America. Leading performers are
outpacing competitors by developing advanced data and
analytics underwriting capabilities that deliver significant
value. For instance, even top insurers can see loss ratios
improve by three to five points, new business premiums
increase by ten to fifteen percent, and retention in
profitable segments rise by five to ten percent through
digitized underwriting. [1]

P&C underwriting Increased use of data and analytics
across personal lines and commercial lines

In the evolving landscape of insurance, carriers are
expected to increasingly harness data and analytics to
proactively shape their strategic outlook, akin to how
hedge funds leverage insights to predict capital market
trends. This enables them to pinpoint market opportunities
ahead of the competition. Furthermore, it provides a
framework for setting up successful data and analytics
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initiatives in the insurance sector. Key components of this
framework include the establishment of agile, cross-
functional teams, the cultivation of necessary skills and
capabilities, the delivery of comprehensive training to
ensure widespread adoption, and the implementation of
robust feedback mechanisms to drive continuous
improvement in performance.

Agile and predictive stack Capabilities

In the realm of insurance, leading carriers are
harnessing data and advanced analytics to transform
risk assessment, enhance client interactions, and
streamline efficiency and decision- making in
underwriting. These insights also play a critical role
in loss prevention strategies. Premier insurance
providers routinely incorporate extensive third-party
data sources spanning environmental, industry-
specific, location-based, and governmental datasets.
They possess agile capabilities for acquiring, testing,
maintaining, utilizing, and repurposing this data
within their analytical models. [2]

Furthermore, these carriers have constructed
sophisticated technological infrastructures that support
rapid model development and continuous updates. Their
analytics teams employ descriptive, predictive, and
prescriptive models, utilizing cutting-edge
methodologies and tools. The integration of external data
acts as the critical 'fuel' for artificial intelligence,
unlocking significant value and enabling insurers to
generate actionable insights and foster innovation.

Segmentation and Machine learning Models

Underwriting excellence is defined by segment-specific
criteria. Insurers rely on tailored data and a deep
understanding of underlying risks to pinpoint the most
impactful use cases. This customized approach allows
them to address unique challenges and opportunities
within each market segment, thereby maximizing the
benefits of their data and analytics initiatives.

Most personal lines insurers utilize basic risk-
segmentation models and underwriting criteria based on
established rules. Few employ advanced techniques such
as pure machine learning (ML) models or generalized
linear models (GLM) enhanced by ML insights. In
contrast, leading insurers conduct granular risk
segmentations incorporating external data and apply
sophisticated modeling techniques that account for the
regulatory landscape. These advanced models identify
risk characteristics that enhance pricing accuracy and

reduce losses, providing a superior customer experience
with minimal application questions and rapid quotes for
low-risk customers.

Moving away from traditional reactive risk evaluation,
top insurance carriers leverage ML-based pricing
models to develop high-value use cases in areas like
pre-underwriting and prospect loss modeling, assessing
the risk level of potential customers. These purpose-
built analytics models guide key decisions throughout
the risk evaluation process, limiting underwriter
involvement to a small fraction of the insurer’s
portfolio. As a result, up to 95 percent of policies can
undergo straight-through processing (STP) without
underwriter intervention. [3]

Impact on Commercial and Personal Lines
Small Commercial Lines

In the field of small commercial lines, leading insurers
have developed digital platforms that leverage analytics-
based underwriting models to offer superior broker-agent
experience. These platforms utilize advanced analytics
and external data to achieve a high rate of straight-through
processing (STP), with only complex risks being routed to
underwriters for review. For instance, a midsize P&C
insurer serving the small commercial segment has
developed a digital platform featuring an intuitive front-
end interface. This platform leverages advanced analytics
and third- party data to deliver quotes and bind policies
within  minutes rather than days. This innovative
approach, while still incorporating input from human
agents, significantly enhances the agent experience by
reducing manual efforts. Consequently, the insurer has
achieved a 50 percent increase in new business premiums
while maintaining a stable loss ratio.

Personal Lines

In personal lines, most insurers depend on basic risk-
segmentation models and underwriting criteria based on
accumulated rules. Few utilize advanced techniques such
as pure machine learning (ML) models or generalized
linear models (GLM) enhanced by ML insights. In
contrast, leading insurers perform detailed risk
segmentations incorporating external data and apply
sophisticated modeling techniques that consider the
regulatory landscape. These models identify risk
characteristics that enhance pricing accuracy and reduce
losses, providing superior customer experience with
minimal application questions and rapid quotes for low-
risk customers. [4]

Volume 4 Issue 3, July-September 2023
Fully Refereed | Open Access | Double Blind Peer Reviewed Journal

https://najer.org/najer


https://najer.org/najer

Transition to Al powered underwriting

The power of Al in insurance underwriting, the benefits of
underwriting automation, the future of underwriting, and
everything in between. Let's begin by understanding the
challenges associated with manual underwriting. Manual
underwriting, while offering a personalized touch, is a
lengthy process that lacks the reliability and speed of Al. Its
complexity, with intricate fine print, errors, long return
times, higher premiums, and lack of customization, deters
customers. Additionally, manually assessing risk variables
is  resource-intensive and inefficient, impacting
organizational productivity. Inefficiencies in pricing and
potential procedural errors further complicate the process.
These challenges highlight the need for Al, which next-
generation insurance organizations are already adopting to
enhance efficiency.

Al powered Underwriting

Manual underwriting, while offering a personalized touch,
is a lengthy process that lacks the reliability and speed of
Al. Its complexity, with intricate fine print, errors, long
return times, higher premiums, and lack of customization,
deters customers. Additionally, manually assessing risk
variables is resource-intensive and inefficient, impacting
organizational productivity.

Inefficiencies in pricing and potential procedural errors
further complicate the process. These challenges highlight
the need for Al, which next-generation insurance
organizations are already adopting to enhance efficiency.
Al in underwriting minimizes the possibility of human error
by combining massive datasets in various formats, making
them less prone to mistakes. A human underwriter can then
evaluate these results and make informed choices based on
the data after applying preset identification and models. Al
is algorithmically bound to be self-reliant and learn from
previous mistakes, saving time and making the process
more efficient and scalable. Improved risk understanding is
another significant benefit, as Al broadens access to various
data sources, enhancing risk assessments and reducing
time-consuming due diligence procedures.

Moreover, Al helps combat cyber threats as businesses
increasingly adopt cloud-based infrastructure. Machine
learning-based systems for fraud detection can keep up
with emerging dangers and eventually anticipate new
cybersecurity threats before they materialize. This Al-
assisted approach enhances security and introduces more
advanced insurance coverage features. Al also improves
customer loyalty by enhancing the client experience
during the sales process and fostering long-term retention
through personalized account servicing, lucrative pricing
models based on risk-sharing, and practical loss control

tactics.

Al in underwriting also opens up new business
acquisition opportunities. Integrated Al-driven systems
provide insights from centralized data lakes, enabling
cross-platform visibility and generating new cross-sell
opportunities, ultimately offering a better customer
experience. By enabling underwriters to contact clients
with customized plans and trace customer queries through
NLP-powered chatbots, Al ensures a holistic view of the
customer's journey and addresses various concerns
effectively. Additionally, Al leads to fairer pricing by
providing better risk visibility, reducing price
inefficiencies, and recommending optimal pricing options
and coverage terms.

Lastly, Al in underwriting increases profitability by
assisting underwriters in producing lower loss ratios,
better-converting quotes, and optimizing resource usage.
Insurers leveraging automated underwriting can achieve
high-impact reforms, lower expense ratios, and create a
better employee experience. In an Al-powered insurance
organization, underwriters' roles expand to become
business builders and value-adders, contributing
significantly to overall profitability. [5]

Roadmap Ahead

The roadmap to integrate Al in underwriting involves
several crucial steps. First, it's essential to regulate and
digitize the underwriting process by conducting process
audits to identify roadblocks and redesigning processes
based on feedback to achieve optimal efficiency. This
involves standardizing procedures, creating SOPs, and
digitizing paper-based processes. Next, automate manual
and repetitive activities where Al assists in data
collection, calculation, and presentation, thereby enabling
human underwriters to improve their judgments based on
these inputs. Finally, apply Al to more evolved processes
where it acts as an independent entity, leading the
underwriting process through research and analysis, while
human underwriters ensure process compliance and
quality assurance.

The journey of Al in underwriting automation for
insurance companies typically follows three main stages.
Initially, in the "Prefill" stage, Al helps populate
application data by mining various sources, including
unstructured data, to provide classification suggestions
and risk characteristics. Human underwriters can then
evaluate this information more efficiently. The "Selective
Automation" stage involves choosing specific insurance
sectors for automated underwriting based on the insurer's
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risk appetite. Here, prefilled application data is compared
to underwriting standards, with business logic applying
credits or debits automatically to generate quotes. In the
final stage of "Full-blown Automation," insurers expand
automation to additional business classes, using the
knowledge gained from previous steps. Despite increased
automation, manual intervention remains necessary to
ensure quality and compliance across operations. This
phased approach allows insurers to progressively
integrate Al, improving efficiency and decision-making
in underwriting.

Process Modernization through Al

Data Intake

For real-time underwriting technology to be effective, the
benefits of traditional RPA and intelligent automation
must be enhanced. Instead of human underwriters
manually compiling data from multiple sources, software
and technology can take over this task. This shift to an
automated data management system speeds up and
improves the accuracy of data collection. Intelligent
technologies like optical character recognition (OCR) and
natural language processing (NLP) can read documents,
process text, extract necessary data, and provide valuable
information to the underwriting process. As a result, Al
makes data intake in underwriting much easier and more
efficient.

Triaging and Risk Assessment

To gain insights into risk characteristics, bulk data must
be examined and adjusted accordingly. Intelligent
automation, using rules and Al, supports this triage
process. Underwriters' expertise has helped develop rules
that categorize information and guide customers to the
best products for their needs. Al reduces the workload of
human underwriters by evaluating lower-value policy
submissions. By integrating underwriters' knowledge,
intelligent automation can accelerate the transition to real-
time insurance underwriting and improve decision-
making.

Pricing

Al and machine learning can develop pricing models for
policies based on risk variables and client attributes,
suggesting optimal pricing to maximize returns. Pricing
algorithms can be created using data from conventional
underwriting policies. The efficiency of these models
depends largely on the capabilities of data analytics and
intelligent automation solutions.

Processing

Conventional RPA and intelligent automation can manage
the administrative tasks involved in the insurance
underwriting process. They can extract data from various
backend systems that track and manage policies and
claims, converting it into the required formats for
compliance and governance. This enhances control over
the overall underwriting workflow, enabling faster
processing of simple policies and improving the customer
experience.

Successful Modernization of Existing systems

To successfully modernize the underwriting and customer
onboarding process, businesses must be restructured, and
agile principles must be applied. The four crucial
elements for this transformation include adopting a
systems approach, breaking down silos, driving change
from the top, and fast-tracking the pace. Firstly, adopting
a systems approach means comprehending how different
components interact and function within the process. This
involves simplifying submission procedures, gathering
only essential data, prioritizing underwriting standards,
automating elements, and digitizing issuance through
electronic signatures and digital payments. Additionally,
reducing product development cycles to a few months or
weeks is essential.

Secondly, breaking down silos involves coordinating
various departments such as underwriting, actuarial,
product development, distribution, IT, risk, legal, and
compliance to

ensure successful transformation. This requires cross-
functional teams that share responsibility for
organizational goals, with incentives and career
advancements tied to performance. It also means fostering
healthy conflict and collaboration within teams, despite
potential staffing challenges. Thirdly, change must be
driven from the highest level, with senior leaders
providing  momentum,  resources, and  clear
communication. Finally, fast- tracking the pace involves
delivering tangible successes quarterly, breaking down
longer-term projects into smaller, manageable tasks, and
employing agile processes to keep up with the fast pace
needed for innovation. This approach can reduce product
development cycles from years to weeks, ensuring that Al
in underwriting moves beyond being a buzzword to a
practical, impactful solution.[6]

Conclusion:
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The challenges inherent in manual underwriting and the
advantages of Al underscore the urgent need for insurance
companies to adopt these advanced technologies. Those
hesitant to integrate Al risk falling behind in both the short
and long term. Competitors who harness extensive
datasets, derive value from them, and manage and
communicate this information effectively will gain a
considerable edge. This could lead to lagging companies
being excluded from preferred distribution lists and losing
their top talent to more forward-thinking competitors,
both within and outside the insurance industry. Such a loss
of position and talent could initiate a negative spiral that
is difficult to reverse. Conversely, insurers who embrace
Al in their underwriting processes and invest in
developing their employees' skills will create a positive
feedback loop. This approach will enhance efficiency and
accuracy, positioning these companies to win the most
lucrative business and long-term clients. Additionally, a
modernized underwriting process can lead to an engaged
and strategically contributing underwriting team,
providing a significant competitive advantage. By
prioritizing underwriting modernization, these companies
can stay ahead of the curve, securing a stronger market
position and ensuring sustainable growth.Adopting Al in
underwriting is not just about keeping up with
technological advancements; it's about gaining a strategic
edge essential for success in the increasingly competitive

insurance landscape. The integration of Al into
underwriting processes offers a pathway to greater
efficiency, better risk assessment, and improved customer
satisfaction, ultimately leading to a more robust and
resilient business model. Companies that proactively
embrace this transformation will be better positioned to
capitalize on emerging opportunities and navigate future
challenges, ensuring long-term success and industry
leadership. In summary, prioritizing the modernization of
underwriting through Al is crucial for maintaining
competitiveness, attracting top talent, and achieving
strategic business goals, making it a vital initiative for
forward-thinking insurance organizations.
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