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C over Story – Closing the Protection Gap

Gaping protection

The world faces a
protection gap of more
than $1.7 trillion. And it
is widening, especially in
developing markets. The
Nat CAT gap in the Middle
East is among the highest
in the world, and the recent
disasters highlight the
wider difference between
what’s insured and what’s
not. The case with life and
health insurance cover is
no different. Insurers need
to step out of their comfort
zone, harness technology
and embrace innovation to
bridge the gap.
By Bhaskar Raj
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wiss Re estimates the world protection gap at more than US$1.7 trillion,
based on the difference between current levels of insurance coverage and
the value of assets and lives at risk.
The Nat-CAT protection gap in the Middle East is among the biggest in the world,
and the recent disasters draw attention to the wide gap. To make things worse,
there is substantial underinsurance in life and health cover.
The Nat-CAT gap has increased during the past 25 years, and
the global property protection gap has almost tripled over the
past four decades.
“Nowhere in the world is insurance more needed and yet the
protection gap is the widest than in the emerging markets. While
global insurance penetration rate stands at 6%, that of emerging
markets reach only half that figure,” said Mr Michele Grosso,
Co-founder and CEO of Democrance, an InsurTech startup based
Mr Michele Grosso
in the UAE.

Availability, affordability
The cost associated with traditional insurance models is the single largest reason
for the gap in protection.
The biggest barriers-to-entry for reaching the uninsured are product availability,
human distribution channels and archaic administration processes.
Insurance products can be too complex for those who are new
to the concept of insurance.
Moreover, these products are distributed and administrated
through traditional human channels. Simple yet effective
products that consumers can understand are key to increasing
insurance awareness and improving penetration.
“Many people are not aware of the benefits of life insurance.
Often, with the passing away of the breadwinner a family is
severely impacted. People have yet to see the help that protection brings. In some cases, it may be that of not having the right Mr Lukas Mueller
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Blockchain technology, if applied with clear
sense and purpose, can make insurance more
affordable, accessible and attractive for millions
of underprivileged across the globe.
product,” said Mr Lukas Mueller, Head
Middle East, Director, Europe, Middle
East & Africa, Swiss Re.

Microinsurance
Experience in many countries, particularly those economically backward
ones such as Bangladesh and Nigeria,
has shown that microinsurance has
actually bridged the protection gap and
deepened penetration.
In 2005, only seven of the major
insurers were involved in microinsurance. In 2011, there were 33. By 2016, 60
major insurers, including AIG, Allianz,
AXA, MetLife, and Zurich, among
others, were active in microinsurance.
“Southeast Asia is very advanced in
in this respect. Microinsurance has a
potential here in this region also. The
income distribution across the Middle
East is very uneven. Insurers have to
come up with the right solutions and
products to show these people the
benefits of buying life insurance,” Mr
Mueller said.
Through public-private partnership
(PPP), microinsurance can reach the
vulnerable sections of society, mostly
the low-income and agrarian populations.
“Innovative, adapted a nd a f ford able
insurance solutions
such as parametric
products, and lowc o s t go v e r n m e n t
sponsored insurance
s c h e m e s t h r ou g h
PPPs, are instrumental in reducing the Mr Rajeev Sharan
protection gap and
improving societal resilience,” said Mr
Rajeev Sharan, Senior Economist with
Swiss Re Institute.
The affordability issue can be addressed by using technology to reduce
the cost of the value chain so that
insurance products become more affordable.
Big Data may allow insurers to price
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previously uninsurable risks since it
allows them to better understand risk.
Digital advisors – a personal advisor
accessible via a digital device – may
be the answer. With their development over time, people may begin to
trust digital advisors with financial
decisions, including what insurance
would be necessary to purchase. A
digital advisor could help overcome
many of the hurdles and narrow the
protection gap.

Cyber insurance gap
Everyone is concerned about security
and privacy issues. Amongst all the
risks, cyber crime tops the list for most
financial services institutions. With
many business models now shifting to
digital, such a high degree of reliance
on technology increases the risks for
them.
The insurance industry has been
particularly hit by such attacks globally. Data breaches in the sector have
impacted policyholders, with vast
amounts of personal information becoming vulnerable target.
Therefore, these organisations
must establish and maintain a cybersecurity programme which should be
designed to protect their customers
and ensure security and safety of the
processes followed by the industry as
a whole.
Data breaches, electronic theft and
vandalism, ransomware attacks and
even copyright infringement are some
of the cyber risks confronting companies today.
However, companies, particularly
the SMEs, have not realised the need
to improve their risk profile. In fact,
many SMEs do not consider cyber as
a risk to their business. They show
hesitancy around the purchase of cyber insurance coverage. Chubb’s cyber
team recently observed that historical
objections from SMEs around cyber
insurance include the complex application process and the failure to accept

cyber exposure as a real and quantifiable threat to their business. The
WannaCry ransomware attack was an
eye-opener, as companies realised that
nobody is safe, and rushed for cover.
Now, the market has innovative
products to attract small businesses.
For example, Chubb’s flagship product,
Cyber Enterprise Risk Management
(Cyber ERM), offers customisable
solutions based on 20-years of claims
data, to address the unique needs of
individual risks of all sizes and across
all industries. It includes an online
quoting platform targeted at brokers
offering cyber coverage to SMEs. The
tool offers online quoting and real-time
policy issuance for eligible small risks.

Innovative solutions
“Tackling the protection gap can only
be done by finding new and innovative
solutions that break down the barriers
to entry associated with traditional
products, distribution channels and
policy administration processes. We
need products that are simple to understand, with innovative distribution
and administrative channels that can
slash the cost of selling and servicing
insurance policies for the masses,” said
Mr Grosso.
The classic case of turning to technology and innovation for closing the
protection gap is that of Swiss Re. One
example of such technology-based
solutions is a machine-learning-based
pricing platform that Swiss Re has
developed to accurately price risks,
making the online purchase of insurance policies simple and easy and
enable automated payments of claims.
The platform can be leveraged for multiple parametric insurance products,
such as those covering earthquakes or
delayed airline flights.
By moving away from human- and
capital-intensive and paper-based
processes to digitisation and automation, insurers can lower their cost per
policy, which translates into better
access and increased affordability for
new segments that were previously not
economically viable to insure.
With technological innovation
accelerating globally, the insurance industry is rife for disruption. From data
analytics to Internet-of-Things-enabled
sensors, the benefits of InsurTech include enhanced customer engagement,
automation of the insurance policy
lifecycle, reduced fraud risks and real-
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time pricing.
Blockchain technology, if applied
with clear sense and purpose, can
make insurance more affordable, accessible and attractive for millions of
underprivileged across the globe.
“There is a real opportunity in
the MENA markets, a region where
insurance products and channels of
distribution are even more traditional
than elsewhere, to disrupt the traditional insurance business model.
The insurance industry in MENA
has witnessed dynamic reforms in
recent years. These reforms include
facilitating increased private insurer
participations and mandatory insurance in health and motor which has,
in turn, raised the awareness of the
importance of insurance and the high
number of uninsured in the region,”
Mr Grosso said.
“ To c l o s e t h e
protection gap, the
risks around newer
technologies and innovation will need to
be managed to ensure
i nc re a sed comp etiveness a nd more
efficient processes,”
Ms Tasneem
said Ms Tasneem LakLakdawalla
dawalla, Managing
Director, Protiviti.
Today disruptive technologies are
bringing about both risks and opportunities for financial services companies
as well as insurers. These technologies
are impacting all areas of business,
including competitiveness, security,
operations and most importantly regulatory aspects. As a result, priorities
are changing and legacy systems are
dwindling with dependence on more
agile technology like FinTech, she said.

Distribution channels
Efficient distribution and effective innovative delivery system at affordable
prices hold the key to bringing more
people under the risk cover umbrella.
Online and mobile channels are
reducing distribution costs, while data
technology is transforming the very
nature of risk by enabling new ways to
create, capture, and analyse information, thereby helping insurers better
calculate and manage risk associated
with new types of customers.
Small businesses often give a go-by
to insurance for the sake of saving
money. The needs of SMEs vary widely,
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and customised solutions or standard
insurance products with optional riders can help them meet their specific
protection needs.
The technology platforms of InsurTech start-ups lower the distribution
and administration cost of insurance
through mobile distribution channels
and automated back-end processes,
making insurance cheaper and more
affordable. They offer different billing
channels for the unbanked population
to collect premiums and automate the
claims processes, both for the customer
and for the insurer, reducing the turnaround time to days instead of weeks
or months.
“We are driving towards a digital world.
T here a re por t a ls
available for health
insurance companies.
Innovative longevi t y s olu t i o n s a r e
needed in an ageing
society with an increasing number of Dr K P Hussain
nuclear families and
advanced healthcare facilities,” said
Dr K P Hussain, Chairman, Fathima
Healthcare Group.
“We have noticed marked increase
in subscriptions after we introduced
portals which are available for insurance companies. It is now easy to buy
insurance online and the terms are
transparent. Awareness has increased
after the introduction of mobile apps,”
he said.
Technological advancements are
bringing in a new generation of solutions that use technology to better
understand, manage, and ultimately
reduce risks.
Major reinsurers are responding to
growing client demand by developing new solutions and services across
the value chain. A new offering of
ready-to-use, scalable solutions allows
insurers to offer the products and services end-customers need.

Millennials
Millennials constitute a substantial number of such end-customers.
However, life insurance subscription
among them is limited. A recent
KPMG report said their early experiences with technology, having copious
amounts of real-time information
available to them and being shaped
by convenience, has influenced their

behaviour, opinions and choices on
which products and services to use.
The protection gap can be bridged only
by structuring products appealing to
the Millennials.
“Innovative solutions help the
industry ma ke progress towa rds
closing the ever-growing protection
gap, which is very real and needs to
be tackled with solutions that make
insurance both more widely and more
easily available,” Dr Hussain said, adding that the industry should undertake
detailed risk research using new technology and develop efficient solutions
to address the issue of underinsurance.

New solutions
There is a growing demand for new
reinsurance solutions that help clients
manage their portfolios and expand
into new segments and markets.
Technological advancements are ushering in a new generation of industry
solutions that use technology to better
understand, manage, and ultimately
reduce risks.
“Even though the insurance industry’s digital (r)evolution has just
begun, technology has already contributed to narrowing protection gaps.
Examples include climate insurance
based on parametric covers, mobile
distribution of microinsurance and
web-based product design and sales
in more mature markets,” Dr Kai-Uwe
Schanz and Mr Fabian Sommerrock
of The Geneva Association, the global
insurance think tank, wrote in a study
titled “Harnessing technology to narrow the protection gap”.
The potential of digital technologies to narrow insurance protection
gaps is not only a result of rapid
advances in connectivity, mobility,
cloud computing, Big Data analytics
and social networking, it also reflects
longstanding shortcomings of traditional business models and inherent
inefficiencies of the insurance market
which digitisation is bound to mitigate.
This potential is most pronounced in
personal lines such as motor, health
and homeowners insurance.
Insurers stand a better chance of
narrowing the protection gap in a
wide spectrum of areas, ranging from
natural disasters, healthcare, life to
property. Technology has the potential to reshape the perceived role and
benefits of insurance. It is the “how”
that makes the difference.
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