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Oleksandra Shevchuk (Ukraine), Iryna Kondrat (Ukraine),
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PANDEMIC AS AN ACCELERATOR
OF DIGITAL TRANSFORMATION
IN THE INSURANCE INDUSTRY:
EVIDENCE FROM UKRAINE

Abstract

Pandemic affects insurance industry both directly, via health shocks, and indirectly,
via financial shocks, as well as via shift in the policyholder behavior and distribution
channels. The paper contributes to understanding the impact of COVID-19 on the
global and Ukrainian insurance market, provides insights into implementing digital
measures and technologies for insurers, in response to changes caused or accelerated
by pandemic, building the capabilities to survive and exploit the changing market.

A research of the the dynamics of Ukrainian insurance market changes during the
quarantine period was conducted, the main tech achievements of leading insurers
were investigated. The paper highlights priorities that insurers need to address in the
wake of pandemic (distribution destruction, reinvention of the customer experience,
cost structure changes, new protection offerings and new revenue pools), deals with
different business strategies that insurers can follow to adopt and pivot in the low-
touch economy and reveals new opportunities to extend insurers’” protection offerings
and establish new sources of revenue emerged with digital transformation.

Keywords insurance, COVID-19, digitalization, business strategies,
innovation
JEL Classification G01, G22

INTRODUCTION

For the insurance industry, pandemic underwriting losses will end up
costing around $ 107 billion, corresponding to the disastrous years of
2017 and 2005. However, they were geographically limited events oc-
curring over hours and days, which was very different from the global
systemic and long-term impact of the COVID-19 pandemic.

The sudden stop of economic activity around the globe will batter in-
surance demand, too: global premium income is expected to shrink by
-3.8% in 2020 (life: —4.4%, P&C: -2.9%), three times the pace witnessed
during the global financial crisis (Allianz, 2020). To adopt and strive
in new conditions of low-touch economy it’s extremely important to
identify key changes in the insurance industry due to pandemic, and
to reveal the possibilities of digital technologies in improving the ef-
fectiveness of the insurance business model.

In the longer run a rather conservative insurance industry will come
under increasing pressure — from clients, policymakers and regula-
tors — that forms conditions and, at the same time, accelerates digital
transformation and emergence of various innovations that enable to
meet the dynamic customers’ needs and increase the efficiency and
competitiveness of insurance providers.

http://dx.doi.org/10.21511/ins.11(1).2020.04
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Thus, the paper aims to analyse and assess the impact of the pandemic on the Ukrainian insurance mar-
ket in order to provide insights into implementing and embedding digital measures and technologies for
insurance providers, shaping the response to changes caused or accelerated by pandemic, building the
capabilities to survive and exploit the changing market.

1. LITERATURE REVIEW

The impact of shutdown measures on the global
economy and the insurance market in particu-
lar requires an in-depth study and assessment.
However, it is already clear that it is unprec-
edented. Pandemic is resulting in a deep glob-
al economic contraction (Danylyshyn, 2020;
Polinkevych et al., 2020). The downturn is affect-
ing both the demand and supply of goods and
services, capital and remittance flows in low- and
middle-income countries like Ukraine, oil and
commodity prices. According to World Bank
forecasts, economies are expected to contract on
average by -6.7 percent in per capita terms in
2020. The economic shock in 2020 is likely to be
more severe than those that occurred during the
2007-2009 Global Financial Crisis. Therefore, fi-
nancial security issues should be given increased
attention both at the level of the individual insti-
tution and at the regional, sectoral and nation-
al levels (Shkolnyk et al., 2020). Unemployment,
poverty, and income inequality rates are project-
ed to rise across the region as well as globally
(Tandon et al., 2020; Baber, 2020).

The financial sector can reduce the impact of
COVID-19 on the real economy by providing
bridge financing and restructuring of loans for
viable enterprises. Medium and small enterpris-
es need to be supported through special credit
lines, reduced interest rates on loans, deferred
repayments and partial credit guarantees to
boost investment (Oliinyk & Kozmenko, 2019).
Digital transformation needs to take place at a
faster rate to improve intelligent risk control sys-
tems (Vnukova et al., 2020; Wu & Olson, 2020)
as well as building a strategy for the develop-
ment of companies taking into account the re-
quirements of the concept of social responsibili-
ty (Glonti et al., 2020). A pandemic eruption can
prompt a negative trend in investors’ sentiment
that strongly affects their financing decisions
and impacts stock market prices (Siddiqui et al.,
2020). Ding et al. (2020) researched that an aver-

http://dx.doi.org/10.21511/ins.11(1).2020.04

age increase in COVID19 over two months has
resulted in a 12 percent drop in the stock prices
all over the world.

COVID-19 affects insurers both directly, via
health shocks (increases in mortality and mor-
bidity), and indirectly, via financial shocks (low-
er equity prices, higher credit spreads, widespread
downgrades, and lower short-term and long-term
interest rate) (PwC,2020) as well as via shift in the
policyholder behaviour and distribution channels
(Gasc, 2020). The financial impact of recent epi-
demics has been far larger than the direct health
impact. Widespread asset-rating downgrades and
persistently low interest rates would add to the dif-
ficult environment (Kirti & Shin, 2020).

Property and casualty insurers provide protec-
tion against losses of property and business in-
terruption, typically via short-term contracts
(Vinogradova et al., 2019). Consequently, they
hold a larger share of assets than life insurers in
equities and are likely to be affected by stock mar-
ket turmoil. Property & casualty claims would be
immaterial compared to financial market loss-
es due to underwriting principles which limit or
exclude pandemic risks. Operational resilience
during a pandemic would be effectively ensured
through normal business continuity management
activities, ensuring remote working and access
by customers, distributors and staff (Richter &
Wilson, 2020).

Insurers should also adapt to working from re-
mote locations (Mey & Ridder, 2020) enhanced
their IT (Matteis, 2018; EIS, 2020) as well as se-
curity protocols (Kaigorodova et al., 2020). They
should enable and equip company staff from ac-
tuaries, underwriters and claim managers to
work offsite (Babuna et al., 2020; Cappiello, 2020;
Mustafina et al., 2020) emphasized that the digital
transformation is greatly affecting the insurance
industry and forcing radical change upon corpo-
rate culture, products and processes (Lutsyshyn et
al., 2019), customer relationship and relations with
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the sector’s various competitors (Yehorycheva et
al., 2020).

It is evidenced from the crisis that insurers, after
focusing on surviving the initial shock of the eco-
nomic hit and working remotely, are determining
how to operate their business in the new normal
using emerged opportunities.

2. GENERALIZATION
OF THE MAIN
STATEMENTS

Analysis of changes in the insurance market al-
lows highlighting some of the priorities that in-
surers need to address in the wake of pandemic:

« Digital transformation is no longer an option.
Despite budget constraints, insurance provid-
ers should take a hard look at their investment
priorities in order to determine whether they
invest more in product development or rath-
er digitize their sales, support or claims han-
dling. Consumers who have switched to using
the online facilities during quarantine restric-
tions, are unlikely to return to their previous
habits. Far-sighted insurers will gain a lead on
their competitors by exploring and testing all
sorts of creative possibilities that capitalize on
this shift to the virtual world.

o Distribution destruction. Mobility and so-
cial networking have changed the vision, ac-
cording to which the insurance market has
been dominated by intermediaries who have
played the role of understanding consumer
and business needs, and then matching and
tailoring insurance products and solutions to
their needs. Pandemic accelerated the trend
of making interactions between insurer and
its customer simple, prompt, transparent and
convenient, leading to a situation where cus-
tomers will be more willing to buy direct us-
ing their online and offline ’trust’ network to
guide their choice.

o Reinvent the customer experience. Because

of a shift in customer behavior, greater use of
artificial intelligence and smart automation
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technologies will enable insurers to provide
customers with exceptional experiences, to
advance from using technology for transac-
tion processing to decision-making. Therefore,
developed market insurers will focus on cre-
ating value-added loss control and risk man-
agement services.

The pandemic has given insurers an opportunity
to draw closer to their customers to help them mit-
igate economic hardship, to look for “trust multi-
plier actions”, such as providing proactive advice
and guidance, because the erosion of confidence
will make trust even more important.

o Changing cost structures by introducing
“flexing” workforces, improving IT efficiency
and migrating to cloud services.

o New protection offerings and new revenue
pools. Many new risk-management needs
have emerged as a result of the pandemic. They
include business continuity cover for small
and medium-sized enterprises, pandemic in-
surance and event-cancellation policies. The
growth in ecommerce and delivery services
also offers insurers significant opportunities
to extend their protection offerings and estab-
lish new sources of revenue.

Insurers who fail to keep pace with this increasing
digitalization might be forced to exit markets in
certain coverage lines.

Ukrainian insurance market has been growing
during last decade except for falls in 2008 (global
financial crisis), 2014-2015 (the beginning of war
and occupation in eastern and southern Ukraine).
However, the incentives for this growth were am-
biguous, operating conditions were not always
transparent, and “added value” for the consumer
was not always obvious. If we analyze the premi-
ums denominated in US dollars, we will feel the
depth of the fall in 2008 (-42%) and 2014-2015
(-60%) as well as the real growth rate of the mar-
ket that will differ from the nominal.

As can be seen from Figure 1, the insurers in
Ukraine approached the current crisis better pre-
pared than the crises of 20080r 2014-2015. Though
the number of operating insurers continues to

http://dx.doi.org/10.21511/ins.11(1).2020.04



Insurance Markets and Companies, Volume 11, 2020

Source: Built by the authors using data from Forinsurer (2020b), National Bank of Ukraine (2020c).
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Figure 1. Dynamics of gross insurance premiums in Ukraine over the period of 2002—2020

decline (-26 companies in 2020), mainly due to
the voluntary revocation of licenses, but it doesn’t
lead to a significant (proportional) reduction in
the total assets of insurers. Over the last 7 years,
the number of insurance companies has almost
halved, but the size of their total assets has hard-
ly changed. This indicates a high concentration of
the market and a large number of “dormant inac-
tive companies” with unsatisfactory assets quality.
Correlation and regression analysis show that in
Ukraine only 31% of total assets variance can be
explained by the variance of the insurers number.
Since the beginning of 2020, total assets have de-
creased by 4.6% and at the end of the third quarter
amounted to UAH 61.6 billion (Figure 2).
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Thanks to quarantine, the long-awaited market
cleaning will be much faster. That is related to
both the current solvency requirements, and a fact
that owners get rid of assets that do not bring in-
come, but require recapitalization, which is also
exacerbated by the transition of regulatory and su-
pervision functions to National Bank of Ukraine.
Obviously, the trend of market consolidation and
purification will continue due to the fact that, giv-
en pandemic restrictions, not all insurers were
able to organize quality online services and afford
technologies implementation.

In conditions of quarantine restrictions and a de-
cline in economic activity, Ukrainian insurers that

Source: National Bank of Ukraine (2020a), Forinsurer (2020b).
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Figure 2. Number of insurers and volume of their total assets (billion UAH)
in Ukraine over the period of 2016—2020
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Table 1. Ukrainian insurance market concentration in terms of gross premium

in the first half of 2019-2020

Source: Author’s calculation based on Forinsurer (2019), National Bank of Ukraine (2020a).

Life insurance

Nonlife insurance

Top

insurers | Market share in the first

half of 2019 half of 2020

Market share in the first

Market share in the first Market share in the first
half of 2019 ‘ half of 2020

Top 3
Top 5
Top 10
Top 20
Top 50
Top 100
Total

57%

100%

14.8% 18%
27%
43%
65%
90%
99%

100%

100%

filed reports showed an increase in gross insur-
ance premiums (+4.4% for general insurance and
+10% for life insurance) in the first half of 2020. It
leads to a further increase of Ukrainian insurance
market concentration, stimulated by the pandem-
ic: insurers that were well advanced with digital
transformation responded to the pandemic with
greater speed and agility than their more cautious
competitors. Thus, even during the “quarantine”
first half of 2020, the life insurance sector grew by
10% and the market leader MetLife was largely a
growth driver: as in the previous pre-crisis year,
its premiums grew by 24%. Shares of non-life in-
surance market leaders in total premiums also
increased in the first half of 2020, raising market
concentration by an average of 5% mainly due
to companies with TOP 10 (Table 1). As a result,
there is rather big market, but little trust.

Despite the fact that 9 months of 2020 Ukrainian
insurers ended with a profit of UAH 2.8 billion,
their operational efficiency remains extremely low,
combined ratio exceeds 100% because of high lev-
el of expenses, others than insurance payments
and reserves cost. Expenses remain almost stable
throughout the year — up to 56% of insurance pre-
miums adjusted on the unearned premiums reserve.
That can be changed primarily through technolo-
gies and digitization. Increased investment in di-
rect online channels moves cost structures towards
a larger upfront fixed cost, but a lower ongoing var-
iable cost (provided the insurer achieves the desired
scale), which is opposite to a traditional commis-
sion-based variable cost model for sales.

In 2020 the pandemic led to a decrease in the num-
ber of insurance policies by a quarter (-25.9%)

Source: Built by the authors using data from the National Bank of Ukraine (2020b), Forinsurer, 2020b).
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Figure 3. Dynamics of gross insurance premiums
in Ukraine for 9 months 2017-2020, thousands UAH
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Source: Built by the authors using data from the National Bank of Ukraine (2020b), Forinsurer, 2020b).
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Figure 4. Dynamics of insurance policies number for 9 months 2017-2020

compared to the same period last year, a drop in
gross premiums in the general insurance segment
(-21%) and increase in loss ratio of non-life insur-
ance from 27% to 41% during 9 months of 2020
(Figures 3, 4).

At the same time, premiums in the life insurance
segment increased by 8% (Figure 3). When all busi-
ness communications have gone online, it seemed
that the basis of life assurance was lost, because
personal contact with the client deemed to be the
heart of life business model. Working remotely,
intermediaries had to master new tools and skills,
which have benefitted them more than the usual
methods. And it turned out the quarantine situa-
tion didn’t interfere, but rather help insurers work
with people’s beliefs. We have seen a huge surge of
interest in health programs. Another trend - the
growing interest in personal savings, protection
of personal capital, tools to reduce financial risks
- will be an important catalyst of life insurance de-
velopment for the next 2-3 years.

The current situation and incumbent technolog-
ical innovations push the insurance industry in
Ukraine to speed up the adoption of new tech
across their ecosystems. Among the main achieve-
ments of leading insurers for the latest period are:

1. Electronic document management — greatly
facilitated interaction with the client and re-
duces procedural moments of the company,
noticeable saving time for both employees and
customers.

http://dx.doi.org/10.21511/ins.11(1).2020.04

2. Qualified electronic digital signature — can be
used by both business partners and customers
on any external platform.

3. Online sales and remote services. Insurers are
implementing online customer identification
procedures. The market shows a significant
increase in online sales and the transition to
the e-policy model in almost all types of in-
surance. The amount of insurance premiums
under electronic contracts is UAH 1.12 billion
for 9 months of 2020 (288% more than for the
same period in 2019) (Figure 5).

4. Mobile applications - contain information
about insurance contracts purchased online,
enable the customer to communicate with the
company, add and remove contracts, add fam-
ily members, etc.

5. Online services for car insurance purchasing
based on “pay as you go” principle with pay-
ment for kilometres (Easy Katka from “Arsenal
Insurance”, Kasko2GO from “Universalna”)
and “pay how you drive” principle (Smart
Drive from “ARX”). Insurers have created ap-
plications allowing drivers to control driving
style, get useful advice on how to improve it,
and get a discount for careful driving.

The next goal - to enable clients to go through the
settlement process completely independently and
remotely; track the status of process online and
promptly receive payment from the company.
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Source: Mtsbu (2020).
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Figure 5. Dynamics of the number of electronic auto liability insurance policies
in Ukraine for the first half of 2019-2020

What we currently observe in insurance industry
is not even a crisis, but a transformation: the ways
in which people and business interact are chang-
ing, but the principles of effective work in insur-
ance market remain the same. For all service busi-
nesses the client is always the winner of the crisis,
since low-quality services and providers at this
time leave the market. Obviously, digitization puts
pressure on all industries to personalize products
or services and provide them on demand in real
time on multiple platforms.

According to the survey of the expectations of
Ukrainian insurance market participants during a
pandemic and uncertainty results, only 14% of re-

32.7%

spondents admitted that the situation in their com-
pany has deteriorated over the past year, and 86% be-
lieve that it has improved or not changed (Figure 6).

The top five constraints for the insurance indus-
try, according to survey findings, include quaran-
tine (only 13.5%), taxation, excessive regulation
and outdated legislative framework of the indus-
try (10.5%), lack of motivation and career growth,
low salary level (9.4%), economic and political sit-
uation in the country and in the market, corrup-
tion (9.2%), as well as low financial literacy (8.4%).
More than 15% of respondents believe that there
are no factors that would hinder the development
of the industry.

Source: Forinsurer (2020a).

B Not changed

B Improved

m Significantly improved
Worsened

12.4% g Significantly worsened

Figure 6. Respondents’ answers for the question “How the situation in your company has changed
compared to the previous year?”
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Many insurance providers experienced signifi-
cant revenue losses, but some managed to grow
and the difference can be extreme. Although
digital technology drives some companies to be-
come clear market winners, for many more its
impact depletes corporate earnings. For a long
time, the traditional insurance business model
has proved to be remarkably resilient to digital
transformation, but due to pandemic it begins to
acutely feel the digital effect: it is changing how
services are delivered, and increasingly it is al-
tering the nature of those services and even the
business model itself.

We have identified four broad strategic directions
that market participants have been developing in
Ukraine: innovators insurers (striving to reshape
the business processes through digitalization
and innovations, these are usually insurers from
TOP10), expansionists (focus on leveraging their
capabilities, targeting new customer segments
for existing products, or introducing new distri-
bution channels to reach customer segments, not
necessarily through innovations); followers (focus
on scaling capabilities across a broad market after
the introduction of digital innovations by leaders),
survivors (who are slow to respond and focus on
short-term performance and survival, are likely to
leave the market soon).

Insurance Markets and Companies, Volume 11, 2020

3. DISCUSSION

The pandemic is leading to a shift from a high-
touch to a low-touch economy, which related to
low-touch interactions, safety measures, new hu-
man behaviors, and permanent industry shifts, of-
fering opportunities for innovators. Depending
on strategic choice, insurers can follow differ-
ent business strategies to adopt and pivot in the
low-touch economy: from keeping existing offer-
ing and clients to finding new ones, from copy-
ing solutions of other market players to creating
innovations.

Most innovations in insurance industry today are
focused on three main strategies:

o Make the policy purchase easier;
o Minimize price as much as possible;

« Engage the policyholder with tools and
technologies.

These types of innovation around standalone
product may help individual insurers grow mar-
ket share innovating in the core of the company,
but will do little to bridge the protection gap and
reduce the numbers of the uninsured.

A
k2
z 5
c £ . .
T3 Explore adjacent White-space opportunities
T g opportunity spaces in the low touch economy
S
DD . . .
£ Switch to a similar,
n 2 . . .
% S but digital/remote service
o =
é °© Innovate in the core Create a new product to cover another
of the insurance company need of existing clients

Keep existing offering

T »

Find new offering

Figure 7. Opportunities for insurer carriers to adopt and pivot in the low-touch economy

http://dx.doi.org/10.21511/ins.11(1).2020.04
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The pandemic provides further impetus for mov-
ing towards other grey squares (Figure 7) as well
as for jumping to white-space opportunities
which requires reshuffling of priorities in tech-
nology not only at the product level or at individ-
ual components of the value chain, but across the
entire value chain. It will have a number of long-
term (beneficial) effects on the industry.

Speaking of technology, the crisis is the spur to
look at moving more systems and applications
to the cloud. To be competitive in the modern
market, insurers must adopt cloud native insur-
ance platforms which enable the kinds of micro
services and APIs.

The average consumer has become digitally sav-
vy and expects a tailored experience. With da-
ta and tech improving every day, one-size-fits-
all policies are a thing of the past. The insurers
must focus on building greater trust and greater
engagement with the customers.

There will be increased demand in some lines of
commercial and personal insurance due to the
Covid-19 pandemic, especially in the cyber se-
curity and health products, we are likely to see a
rise in telehealth services, offering consultancy
to patients via phone or online video services.

Subscription-based insurance is the next direc-
tion of industry development. While insurance is
often a subscription-based business by its nature,
due to a new wave of subscription economy growth
(services such as Netflix and Amazon Prime), car-
riers would implement payment models which
remove minimum policy lengths to make their
offerings clearer, more useful, and more flexible.
HSBC, meanwhile, has launched a flexible sub-
scription service Select and Cover which likewise
has no minimum term and offers up to seven
kinds of insurance in one package (subscription)
for a simple flat monthly fee. Customers should
choose minimum three options, can add and re-
move one option during the year, and cancel cov-
erage at any time without penalty.

The other key element of innovation is the abil-
ity to bundle multiple products and services

38

into a single purchase which implies packaging
up a suite of insurance products in a simple,
comprehensible way. Research conducted by
EIS Group (2020) shows that “52% of respond-
ents were interested in paying a flat monthly
fee to cover a range of diverse insurance needs
(including auto, home, and life and health),
while 48% would like a configurable insurance
bundles which they can adapt to their needs
on-demand, with a simple on or off toggle for
coverage” (p. 9). Combining covers can reduce
the aggregated cost, thereby saving customers
money when compared to purchasing individ-
ual policies.

The advent of open platforms and connected
devices is also enabling innovative packaging of
insurance and non-insurance products to add
unique value. According to EISGroup (2020)
study results, 58% of respondents were interest-
ed in a mobility bundle including auto insur-
ance, auto loans, buying or leasing options, re-
mote monitoring, maintenance and driver safe-
ty guidance, 55% were interested in an equiva-
lent housing bundle.

Implementation of these innovations required
a move from product-centric thinking, where
each policy is a distinct sales line, to custom-
er-centric thinking business models, where each
person has a distinct set of needs which the in-
surer can meet.

Digital transformation also results in the emer-
gence of insurtech alternative to traditional in-
surance. Mobile bank Monobank in Ukraine
(retail product line of “Universal Bank” which
emerged in cooperation with the Fintech Band)
and digital insurer Mango Insurance (retail
product line of Alfa-Group) are successful ex-
amples how tech companies are conquering the
market, capturing the interest of younger con-
sumers looking for a fairer alternative to tradi-
tional incumbents. 87% of American insurtech
Lemonade consumers have never bought insur-
ance for their homes before. Digital transforma-
tion allows new players to jump into the white
space opportunities by covering the uninsured
with new offerings.

http://dx.doi.org/10.21511/ins.11(1).2020.04
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CONCLUSION

As COVID-19 spread across the globe, insurers were forced to adopt digital measures that would have
under normal circumstances taken years to implement. Through the increase in communication chan-
nels, insurers can profit from the data access and create new analytical tools for pricing and underwrit-
ing. In the immediate term, insurers should leverage new technologies including automation, machine
learning, which is currently used for customer service, fraud detection and the cloud to streamline the
underwriting process and offer a seamless and efficient claims process. COVID-19 might be the catalyst
for innovation in insurance, some far-reaching customer relationship changes. It is important for the
Ukrainian insurance market that the result of these changes will be an increase in the number of the
insured, insurance activity indicators such as market share, density, penetration.

Business strategies coming out of the crisis will make the sector look fundamentally different. While
this crisis has brought many challenges, it also provided opportunities to come out of it stronger, more
efficient and digitally enabled. COVID-19 is seen as a game-changer but in insurance it may rather re-
inforce existing trends, namely digitalization and customer-centric business models implementation.
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