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Insurance Practice

The productivity
Imperative In Insurance

Most carriers are struggling to meet their cost of capital, and
productivity has barely moved over the past decade. Taking a o
more structural approach to productivity is required to make

significant progress.
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“This research highlights, the insurance industry
as a whole has not prioritized productivity, and
expense ratios for many carriers have even
increased”
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Performance of 2017 median KPl compared with 2012 (2012 =100)

Productivity KPls' Life P&C
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Operating cost per GPW, % M Bottom quartiie M Top quartile
Western Europe peer group 2012 Western Europe peer group 2017
Life
71
B
RP&C
18.3

Sourice: Westarn European 2012 and 2017 peer graups; Insurance 360 by McKinsey
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Average economic profit (EP), 201317
$, millions, NV = 209"

0,000 Bottom Middle Top

These Three Quintiles Just Barely Made Their Cost of
Capital
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5,000 How
—7.500 McKi

—10,000

Average EP —a76

150 Cutoff for Cutoff for top
bottom quintile guintile

! Sample includes all insurance companias with insurance revenuas greater than $1 billion in 2017,
Sourcee McKinsey Strategy Practice and Corporate Performance Analytics



% total operating costs

FProduct development,
marketing, and sales support

Operations

Other support functions

IT

Walue-chain elements

Source: Insuranca 360 by McKinsey
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PE&C insurance P&C insurance Lifz insurance Life insurance
2012 2017 2012 2017

Average operating cost breakdown
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Total insurance cost, per GPW,' %

B Sales M Support EIT M Operations

5.0 Product development, marketing, and sales support

1o

Total operating cost

Sales cost

<500 500-2,000 2,000-5,000 >5,000

GPW range, €, million
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0
Cost per GPW, % Product development [l Marketing Sales support [l Operations
308 BT and support [l Sales
|
22.7
- 18.3 * Issuance and claims have ~10% lower cost ratios
and strong scale effects
- * Marketing costs 5—6 times higher for direct, with
wide spread and strong scale effects
* Sales support costs ~60% lower for direct
* IT spend is somewhat higher
= Sales and commissions spend is significantly lower

Median Top quartile

Multichannel peer group Direct peer group
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Making what we are doing better

= Product development excellence

= Corporate function excellence (eg, finance, HR or
talent strategy, procurement, facility management)

- Insurance functional excellence, such as: e Restructuring to unlock potential

— Claims excellence

= Organizational simplification (eg, spans and

— Underwriting excellence layers, legal entities, sales support re-organization)

= Channel mix optimization (agent, broker, direct, = Product offer simplification
bancassurance) - Location optimization (ie, global footprint,
- Commission optimization and agency cutscurcing and offshoring, shared service centers)

performance management = [T-platform consolidation and re-engineering

- IT excellence (process standardization = Restructuring or postmerger management

or automation)

@

Functional
excellence

Business
Sustaining the momentum @ transformation

= Setting the direction
= Activating the organization @
= Propelling execution

Building the insurer of the future

- Ensuring organization health (Organizational Digital frsnsl‘o.rlmabon .
Health Index) = Mext-generation operations

- Zero-based budgeting — Advanced analytics

= People implications — Customer experience

— Process optimization
— Automation@Scale
- Agile@Scale
= Digital business building
Structural transformation
- Ownership transformation (M&A)
= Shaping partnerships
= Runoff consolidation or administration






