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THE IMPACT OF TECHNOLOGY
ON THE INSURANCE INDUSTRY

David N. Young

Today many businesses, both industrial and service, are going through
a process of tansition. The bese publicized examples are auto, steel,
and banking; insurance may also be added to this list. How the in-
surance business came o be in a period of transition requires somc
explanation, '

It mmay be helpful to divide the insurance business into two broad
categories according to the kinds of protection they provide. The first
area is the protection of human [ife values. The generic products of
this area include life insurance, annuities, and acodent and healh
coverages. The sccond broad category is the protection of assets and
assct vatues; it is generally defined as the property and casualty business,

The insurance business can also be divided on the basis of who buys
the product. Once more, there are two broad categories: The first group
is composed of individuals who buy coverage for their own (or fam-
iy} protection or for the protection of their assets (home and autos).
The second buyer is the corporate purchaser who needs to pratect assets
or help employees protect themselves through the medium of group
life and health products and retirement income funding, The broad
catcgory of corporate buyer can be segmented into two markets, the
large corporate buyer and the small corporate buyer. The importance
of this will emerge in the following discussion.
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Insurance is a big business, and it is an important part of each of
our daily lives. The need for insurance protection by both individualg
and corporations is well documented. Because the insurance businese
18 so vital to our individual needs and such anintegral part of our com-
mercial fabric, public policy, developed in the late nincteenth and early
rwenticth centuries, required that the business be regulated.

Unlike most of the other regulated businesses, the regulation of in-
surance companies was left solcly to the states. However, as a result
of the Employee Retirement Income Security Act (ERISA), which was
passed into law in 1974, some elements of the employee benefits in-
surance market have come under federal repulation.

Public utilitics have been repulated locally, within state boundaries
or much smaller peographic arcas within the state. Their service,
however, was delivered only 10 a very local population, Banks, of course,
have been regulated both at the federal and the state level, depending
upon the source of their charter.

The msurance industry developed under a unique state-by-state pro-
cess of regulation, cven though many of the tmsurance companics
regulated are involved in a commercial venture that is truly nationwide,
Orver the years, and particularly during the Reagan administration, many
arguments for and against sepulation have been voiced. Critics argue
that regulation provides merely an umbrella of protection for the
regulated industry, There is some truth to this allegation since one of
the functions of state insurance regulators is to try to assure the sol-
vency of insurance companies authorized to do business in their state.

Once an msurance company reccives a charter fron a particular state,
it 1s able ro enter into the business of insurance in as many states as
it wishes, providing it mects the requirements of each and every state
to which it applies. The charter it receives enables it to conduct the
business of insurance. Anyone without a charter could not enter into
the insurance business,

Insurance 15 a financial arrangement requiring capital. The basic fune-
rion of insurance is to provide a risk transfer mechanism. The buyer
agrees to pay a premium in exchange for the insurance company’s
guarantee of protection against specified losses listed in the policy.
lechnology plays no role in the risk transfer function.

Management and administration of the insurance business involves
knowing what to underwrite and what not to underwrite, producing
and distributing the produet, collecting premiurns, investing funds, pay-
ing claimns, keeping records, collecring data, creating information to
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f,e business. It is these areas of service and support that pro-
Jide the oppOrTUnitY fm. creative use of techpolog}r.

The two functions—risk transfer, and service and support
cricably ineerewined. For instafice, one cjt:-uld have a massive amount
of capital with WhILCh to absorb risk, but u.:rtthout a support 1'!'16#511'15.{1']15!'11
(o provide the services, thenlﬂ: would be no insurance produce. Similarly,
wirhout risk capital, but with the most ;Dphlsncat{?d support and ser-
yice mechanisms, one could not participate fully in the insurance or
sk transfer business. If the two parts of the business {risk transfer and
cervice} were separated, some interesting things could happen, This is
cxactly what accuired in the larger case market for both property and
casualty and employec benelits or group msurance.

‘The property and casualry business, as a result of the nisk transfer
wolved, developed an “underwriting mentality” and over time became
andorwriting “drivers.” Insurance companies went to great €xXpense and
devoied considerable time in atrempting to select the best risks in order
to minimize losses. The service side of the business, with the exception
of engineering and loss control, received little ateention. Engincering
and loss control are important to insurers because they offer an oppor-
mity to limit the potential for Joss, thereby improving the quality of
the risk. The insurance contract provided not only the risk transter pro-
rection but also all the services bundled together.

There was a similar situation in the large case group msurance market.
Originally almast all large corporate health insurance plans were in-
sured. Exceptions were rare. Under the insured approach, the insurance
company provided both the risk protection and almost all of the ser-
vices incidental to the insurance contracts, primanly claim settlement.
This was a pretty comfortable arrangement for many years; changes,
however, began to take place quickly, and the pressures for change have
not vet subsided.

- Changes are taking place in the insurance business for many
reasons. An early cause for change was the growing conviction among

mﬂllﬂge t

are 1n-

£x

risk managers for farge corporations that they could absorb signifi--

cant risk without the use of insurance since much of their nsk was
predictable.

Regulation is also a cause for change. The group health markerplace
provides an excellent example. Many states mandare benefies that must
be included in insurance contracts issued within their jurisdiction. Often
these mandated benefits are expensive, and employers can escape the
expense of thesc mandated benefits by self-insuring.
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Ironically, the states that mandate benefits to “protect” their residents
{voters) end up creating incentives for employers to self-insure. When
employers self-insure, the regulators lose the opportunity wo provide “con.
sumer protection” for employees since the plans are no longer insured
and thus subject to their regulation. Additionally, employecs covered
under sclf-insured plans no longer have the insurance guarantee. This
can be important in the event of bankruptey or cmployer default,

Tax policy can also provide an impetus for change. Insurance
premiums are taxed by the states; the rax is gencrally about 2 percent
but can vary from state to state. If an employer chaases to self-insure,
he cscapes the tax liability. Thus the state provides an incentive to
employers to sclf-insure to escape raxation.

Buyers believe that insurers took excessive pricing actions after perigds
of high fosses (sometimes caused by excessive inflarion) 0, 10 the case
of the property and casualry business, during “hard” markets. This situa-
tion, too, created pressure for change.

The high levels of inflation and high interest rates, which began i
1273 and are stil] a problem in the mid-1980s, arc significant factors
for change. Inflation has had a particularly strong impact on the in-
surance industry. In the property and casualty business, inflation builds
up the cost and value of asscts and the cost of replacing thesc assets,
Thus the cost of Insurance to cover these risks increases. Risk managers
for [arge corporations often had risks that were geographically dispersed
(both plants and people). Also, for some coverages {such as workers
compensation) they had refatively predictable loss experience, given
their size. These risk managers felt comfortable with accepting more
and more of the risk by using significantly higher deductibles. Risk
managers sull continued ro buy excess or “carastrophe” coverage, bue
premiums paid to insurance companies decreased significantly. Some
coverages became totally setf-insured by large corporations (workers
cormpensation}, where legally permissible.

Since insurance companies viewed some of the services they pravided
as an tegral part of the insurance contrace, they were not initially in-
tercsted in providing these services with either a total or a significant
elimination of the risk transfer. This opened the door for others to pro-
vide these services. Many carporations valued the enginecring and Joss
contro] advice that had a favorable impact on their loss experience and
thus their costs. Some of the major brokers moved into this void and
began to offer their own services in these areas. This was the heginning
of the unbundling of the insurance contract in the property and casualty
farge case market,
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[ater on, the same phenomenon occurred in the Jarge case group
[SUrAnce market, Originally abmost all large corporate health insurance
plans were insurcd. However, 1n the late sixties and early seventies, as
‘yflation and resulting double digit interest rates became cormnmonplace,
corporate Einancial officers looked wistfully at the targe reserve funds
Hccumulatﬁd for incurred but unreported claim liabilities under their
corporate employee health plan. As the cost of moncy escalated, infla-
rion drove up the dollar value of these loss reserves that were an asset
of the msurance companics.

FEven though interest was credited on these reserves by insurers it was
less than the cost of money, Ultimately, cracks began to appear in the
colid wall of the insurance industry. Arrangements were stowly made
ro return these loss reserves to the buyer under a varicty of arrangements.
Many large corporations finally dropped all pretense of insurance and
converted their plans to setf-msurance, whilc often retaining the insurance
company as the adninistrator.

Much ke the property and casualty arrangements described earlier,
the group Insurance plan became firse financially unbundled (from an
insurcel arrangement to an uninsured arrangement} and then vnbundled
with regard (o the services that were necessary to support the plan. Cor-
porate benefit managers began ta logk for supphers who might improve
LPOTI SETVICES previously provided by the insurer. Under the bundled
concepi, msurers did not always provide the highest level of service.
There was not pressure 1o do so, since specific services were bundled
ropether and not subject to individual negotiations and pricing. The
buyer bought the entire package, risk transfer and the supporting ser-
vices. Again, many of the major insurance brokerage and benefit con-
sulting firms began to offer their clients thosc services that previously
had been provided under the umbrella of the insurance contract,

Eventually, the trend to accept more risk, and buy less insurance,
spread and moved down to ever smaller corporate buyers. The percent-
age of risk thar the smaller corporations retained was less than the larger
cOrporations, but the concept is the same. [ £5s insurance premium was
pald 10 the insurance companes and more services to SUpport COrparate
purchasers were being provided by non-insurance company vendors.

It has been well documented that the commercial property and casu-
alty business has been engaged in a competitive rate war for the past
five years. It has been truly a buyers’ market. Recent reports indicate
that 1984 will be the first year of an overall operating loss for the com-
mercial property and casualty companies since 1906, the year of the
San Franasco earthquake and resulting fire. Naw, however, the marker



36 SERVICES [N TRANSITION

1s hardening and prices are rising. The expectation by some in the com.
miercial property and casualty business is that as prices increase, more
buyers will balk and they will increase deductibles and turn maore ang
more to self-insurance or other alternatives such as offshore captiveg,
An offshore captive is an insurance company, usually owned by its cor
porate sponsor, and established outside the continental limits of the
United Statesin an arca with very favorable laws or regulations concern.
ing establishment of insurance companies and/or taxation of income.

Inflation, meanwhile, was also having an impact on that most stable
of insurance businesses, individual life insurance. For years, some finan-
cial planners had been advising their clients to buy torm insurance in-
stead of ordinary life insurance and invest the difference in some other
type of investment vehidle. Little by lictle they convinced people that
this advice was sound.

The high interest rates of the 1970s probably did more to change
consumer buying practice than anything else, however. Financial plan-
ners were able to eliminate cven the risk of equities for conscrvative
investors by using money markert funds that were providing recurns in
double digits. This certainly was an improvement over the interest ac-
cumulation on cash values under an ordinary life conrract.

some smaller insurance companies, wich lirtle inforce business, saw
these high interest returns as an opportunity and created universal life
msurance. Universal life was a clear linprovement over ordinary ife
because the insured’s fund was immediately credited with the higher
interest earnings carned by his premivm dollars. This innovative new
product proved to be immensely popular with the public, and the early
proponents of universal life experienced significant growth. The larger,
more mature life insurance companies were slow to introduce this revolu-
tionary new product because they accurately foresaw that it would result
in cannibalization of their inforce business, High margin products would
be replaced by universal life, with reduced profit margins. When the
IRS confirmed the tax-free buildup within a universal life policy, however,
the Jarge companies moved to protect their asscr base and responded
to growing market demands.

Changes have also taken place in the personal automobile and
homeowner insurance fnes, These changes were caused not so much
by inflation or by limitation of risk transfer, but by different methods
of distribution that created apparent efficiencies.

Most of the insurance industry relies upon independent agents and
brokers as their sales arms. Agents typically represent several insurance
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companies, and through this multplicity of carriers they are able 10
meet customers’ needs.

INot all companies, however, use the independent insurance agent
network. Some of chese so-called “direct writers” developed a “captive”
sates force in which their agents produced business only for them. Starte
Farm and Allstate are primary examples.

Still other msurance companies decided to market their products
directly by mail, advertising, and telemarketing without any agent in-
volvement, GEICO used this approach.

Differennated distribution systems appear to be more cost effective
than the distribution system utilizing mdependent insurance agents. Us-
ing “controlled” distribution systems apparently enables these insurance
companics to have a more positive impact on their underwriting results.
Some of these companies, particularly State Farm, moved more quickly
into automation, and this also had a favorable impact upon their ex-
pense level. In time, the market share of these companies began to in-
crease, at the expense of those companies relying on the independent
insurance agents.

Armed with this success, these direct writers who had previously
limited their operation to personal lines coverages {auto, homecowners,
life} have now moved into the small case commercial property and casu-
alty market. They are becoming a significant factor in this market, which
previously had been almost totally dominated by insurance companies
utilizing independent agents.

Most sepnients of the insurance industry face significant challenges.
Changes have to be made to sutvive in the current environment. Those
who do not wish to change, or who cannot, will pay the ultimare marker
price—extinction. _

Before I move on to examining the role that technology will play in
restructuring the insurance and service business of the future, let me
remind the reader that technology has an impact on the manner in which
the service business is conducted, the scope and quality of services pro-
vided, the way products are distributed, and how money 15 transferred.
It does not, however, have an impact on the actval risk transfer or capital
intensive part of insurance.

One of the problems faced by major portions of the insurance industry
is high expenses. This problem surfaces when services are unbundled
from the risk transfer. It is also a facror in the bundled environment
where the independent agency comparnies compete against those using
direct or controlled distribution systems.
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5 Here is an interesting example taken from the small commercial 2nd
| B P

personal auto/homeowners’ markerts, Various efforts at automation have
betn undertaken by the insurance industry tomodernize the indepen-

dent agent’s office. Before automation, an agent would underwrite a
i risk and, being familiar with the insurance companies he represented,
would submit the risk to the insurance company that he felt would be

: muost appropriate for his customer. When the Jocal branch office of the
msurance company scceived the information from the agent, it under-
wrote the nsk again,
If the risk was accepted, the policy was issued by the insurance corn-
i pany and delivered to the agent. Unfortunartely, this often took a long
| time. The policy frequently contained numerous and significant errors,
" irt which case it had to be rewritten by the branch office.
With automation, the agent subinits his risk electronically after he
_s has underwritten it. The computer rates the risk correctly, issues the
policy correctly, and almost instantly bills his client, adjusts his accounts
receivable and payable, and updates both his files and the insurance
company files, This new process saves cansiderable time and expense
in his office; it also reduces expenses in both the branch office and the
head office of the insurance company.

I actual practice, most agents who have automated do not reduce
staff (the staff may be their wife, son, daughter-in-law, or next-door
neighbor) but are able to double and even triple their volume withour
adding staff. Since the insurance market is not snfficiently large for all
agents to double or triple their volume, the spread of technology will
inevitably cause some reduction in the number of agents.

i The insurance companies have learned some interesting lessons from
their automation effort. Although most of the agency automarion
systetns allow for multiple company interfaces, in fact, the insurance
comparny sponsoring the automation experiences an increase in volume.

j Much of this increase is the result of doing business electronically, but
E part of the increase is a result of the cost-sharing aspect of automation.
3 The agent can pay for part of the cost of automation by increasing the

amount of insurance placed with the sponsoring insurance company.

All of this autornation would eventualtly enable the insurance industry
to make significantstaff (and, therefore, expense) reductions. The under-
writing staff in both the branch office and home office will be reduced.
Also, since much of the dara necessary for both the rating bureaus and
the insurance company will be automated, the clerical staff may be re-
duced. Fewer middle managers need to be involved in the process of con-
vertiine data to tnformation. 2 fanction thar a cormpurer serfarme co wall
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The potential for technology to create e;}pp{{rtun%tie:; for expense reduc-
fjon is only one facct of the unfpidmg SCCNALio. Rllght now it takes years
1y raim & property and casy ahl'}! insurance Lmdmwntelr. Much of the train-
ing COMES as 3 result of expenence gamed by cvaluatmgljutnu?rousrrlsks.
FlowEveT, through Fhe use ufexPert systerns, .bascd on artificial intelligence
cechnology, anovice UI.T!CEEI'WI'IEEI‘ could gain thr-: knowledge Of.the MO8t
experienced underwriter. PL}rthcr, the availability ofcr:erputr:nzed dar‘a
bases would enable the novice actually to curperform his more experni-
enced assoclate working without a decision support mechanism. With
chis capahility underwriters will make better decisions and apply more
cquitable and accurate rating, which should imp.r{}ve profitabilit}f.

In the large case group health market, change is occurring at an ac-
celerated rate. The large insurers have significant marker shares on a
aational basis. They have automated much of the claim settlement activ-
ity, which represents the majarity of their expense charges,

With the unbundling of services, however, new competitors have
gained entry into this buginess. Besides some of the national brokers,
new entrangs-—generically called third party admiristrators (TPAs )
have been created by entreprencurs. These new firms offer a variety of
services, the most important of which is claim service,

These TPAs are local and therefore very cJose to their customers, They
are able to deliver an electronic clatm settlement service promptly, ac-
curately, flexibly, and—most importanty—{£or less cost than most of
the insurers. They arc able to do this because they concentrate on pro-
vidiing only claim service, not staffing to provide the broad array of scr-
vices that some insurers offer, The unbundhing of the insurance risk
from the service function and the ability of the TPA to choose selec.
rively both customers and services to offer has created competitive prob-
lems for the insurance industry. At the present time, the market share
of the TPAs is growing more rapidly than either the commercial car-
riers ot Blue Cross/Blue Shield.

Interestingly, some of the larger TPAs are growing into national con-
cerns. One of the largest, Galbraith and Greene, is owned by a major
insurance broker, Fred S. James, which is in turn owned by Transamerica,
which also owns Occardental Life, a major lifc nsurance company.
Apother large third party claim administrator 15 owned by Dun &
Bradstreet and provides a variety of services, including claim service
for many smaller insurance companies. It appears that TPAs are being
integrated into the financial services marketplace.

The pricc of hardware continues to move in the right direction for these
TPA < g wpl] 2e for the smaller Facal o recriorial Imeiramee o ma e
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| Also, the software to run the smaller and lower cost hardware is becom.
i ing more readily available, less expensive, and more user friendly, la
essence, one of the barriers o enter the scevice business related to
ermiployee benefies has been reduced, if not eliminated.

In the large case property and casualty marker, insurers arc now try.
ing to compete for service business by automating much of the infor.
marion needed by corporations to manage the nisk effectively. Now they
have to compete not only against the large brokers but also against new,
specialized Hrms that provide necessary data on losses and other
specialized and perseonalized services. Much of the insurer’s motivation
for this commitment to service is to help retain wharever insurance
coverage 13 avatiable and to mawnraim relanonships with customers,

Much of the insurance industry has an expense problem, and the
automation cffore must be dirccred toward the reduction of the number
of workers required o support a given volume of business. This wil]
be extremely helpful for several reasons. Lower expenses wil improve
! the competitiveness of the insurance product and possibly reduce the
: tendency toward self-insurance. In addition, more of each dollar of
revenue will be going to suppore risk transfer and should, over time,
improve the company surplus position.

Surplus 1s eritical to the imsurance business since 1 enables carners
to write more business. With improved expense control, pact of the sav-
; ings could be used o reduce price, and part of the savings could be
used 1o increase surplus. The facrer is important because there 1s evidence
that capacity in the corminercial property and casualty field may be
squeezed by the cnd of the decade.

The reducnion in the number of employees of insurance companies
will be maiched by the reduction in the number of agents. Surviving
agents will be highly autornated and thus will be able o handle a substan-
tially greater volume of business without staff additions.

The agent’s efficiency will increase significantly in a variety of ways,
and this will lead to greater efficiencies in the companies the agent
represents. For instance, successful agenes currently spend considerable
time out of the ofhice meening with clicnts and prospects. H the agent
needs to quote coverages, he muste either gather the necessary informa-
, tion and go back to his office to prepare a quote or telephone his affice
i and have the office prepare a quote and call him back,

The agent of the future will be armed with a portable computer chat
will enable hum to quote and bind coverages on the spot. Some of these
briefcase computers are currently in use in the individual life insurance
business, but they are crude compared to what the futuee halds in store.
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. of the productivity gains for the agent and for the insurance in-
Justey. The data capture and entry tlhat 1s done by the agent of agency
. cransmitred electronically to the insurance company and saves the
15 Hm,m the expense of the data input.

CUH—;E; giircad of automation will 2lso result in reducrion in the number
of companies that an independent agent wilil represent. .This will be
.ood for both parties, the agent gnd the carriers. I:,xpt‘.n{:m:f: o date
i![th agency automntiog has confitmed tl‘ns trend. Agents Wi]li find it
0 expensive 1o deal with many companies, and the companies have
Already concluded that it is not cost cffccti'f;c o try :_md Wwirc up apents
from whom they receive relatively lictle busiess. Tlas will put pressure
o INSULANCE companies to write more and more of an individual agent’s
[ysiness.

Use of antomation and telecomimunication netwarks will enable in-
curance companies ta disperse much of the work activity and decision-
making so that it s accomplished closer to the customer. In the
commercial property and casualty business the underwriting funcrion
will be materially atded by the use of expert systems and sophisticated
Jata bases for decision support. This will be accomplished locally. Power-
ful personal computers linked to centrally located mainframes wili enable
many users to take advantage of the power of the mainframe but still
WHow a central control of data.

This move closer to the customer will help the insurance business
becamc more market oriented rather than underwriting or product
aricnted. Teleconferenang and video conferencing wall be used ro com-
municate policy decisions and to allow a “face o face” discussion and
resolution of business problems. This technology will also enhance the
dispersion of funceion and decisionmaking to local offices. Furthermore,
employee training and education wifl be greatly facilicated by tele-
conferencing and video conferencing.

Right now, Aetna Life and Casualty Company uses teleconferencing
facilities utilizing satelhte rechnology connecting Hartford wath their
offices in Chicago, Washington, and San Irancisco. In addition to this
releconferencing facility, Actna uses land lines to connect four different
offices 10 and around Hartford, The latter arrangement saves con-
siderable time and expense in commuting between the offices for
meetings, and the former allows the company to communicate effec-
rively with both people and customers in the distant locations. The com-
pany has found that the “culture™ has not changed as rapidly as the

technology, thus, 1t is sull roo “remote” for sales presentavions where
the buyers and the scliers are unknown to each other
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The electronic rransfer of funds (ETT) will expand significanty,
Actna’s uninsured group health business now uses wire transfers almose
exclusively to obtain reimbursement from the policyholder for funds
that have been paid on behalf of their employees. That i just the rp
of the iccberg, Providers of services (doctors, dentists, hospitals) are being
paid on a bulk basis, but not yer with EFT. In the future, Aerna wil)
make payments not only to providers but also o individual employecs
by EFT. Commussions or other payments that are payable to agents and
brokers will also be transferred and deposited electronically.

All of this will reduce expenses, since paper (checks, drafes) will be
eliminated and reconciliation will be accomplished clectronically, There
will be additional savings generared by a reduction in mail volume,

In the farge case market, particularty group health and workers con-
pensation, the customer’s compueers will be linked elecrranicalty 1o their
insurer’s conmputers. In this way the insurer’s dara base wilt be available
for data manipulation and report generation by the customer on his
own preimises. There will be some security problems, of course, but
no doubt they will be solved.

One intniguing example of the apporeunity afforded by the new
rechnology 1s in the area of flexible bencfits or “cafereria® plans, These
plans allow employces to choose from among a variety of plan QPTIONS
and thus build a package that more closely meets their personal needs,
One of the reasons for the growing popularity of these plans with
employers is the changing demographic composition of the work force.
Flexible benefit plans can deliver a varicey of mmsurance, savings, day
care, legal, and other benefit plans through the group defivery
mechamsm at lower distzibution costs than the individual products tradi-
rionally sold by agents. 1

Flexible benefir plans, however, create complexity because of the many
benefit vaziables; they also create additional expense because of the cont-
plex administration they requirc. Automation can provide a value added
service to assist employers in resolving these probloms. Insurance com-
panics can marker these fexible benefic administrarion packages to
employers and thus create another link with their customers. ¢ 15 likely
thar i the future an nteractive videatex system on the cmployer premises
can be used to guide employees through the aption selection ProCess,

In summary, the techoological revolution that is currently underway
will subseantially restructure ¢he insurance industry, This resrrucrur-
ing is absolurely necessary because expense reduction is critical to the
inchustry. Expenses are high now because of the “protection” of regulation




R I e R S S A

AP

r e e

T T

TECHNQLOGY IMPACTS ON INSURANCE INDUSTRY 43

and the bundling together of services and risk rransfer under the um-
teella of the msurance contract. When the risk transfer was tied so closely
o the services, expenses were much less of a problem- - there was no
orher game In town,

The insurance mdustry will grow significanely larger in terms of pre-
miurns and fees for services. The variety of services offered will expand
dramatically to meet customer needs. There will be fewer companies,
The insurance agency force will also decrease. Insurance companies wilt
become much better marketers; as a vesulr, they will competc aggressively
to win back much of the insurance service business that they have lost
over the years. This service business, apart from the risk transfer, witl
enable lnsurers to stay close to thelr customers,

It is impossible to discuss how technology affects the insurance in-
dustry structure without addressing the human issue. Tn order for the
industry to take advantage of the promise and potential of the
rechniology, it will be necessary to make changes in corporate cultures,
Employces will have to be educated and trained to be comfortable with
the new technology. This process will be easy far eager new recruits
into the industry who are comtortable wich this technology. It will be
more difficult for older employees at all levels of the organization—
inchuding the most senior fevels. Technology wilf provide the answers
to the business problems. The unanswered question is whether
managements can prepare themselves, and their employees, for the
change.

By the year 2000, the business of insurance will be radically trans-
formed. The principle of rvisk transfer will remain unchanged, but the
delivery of products and services—and the scope of these services. -
will be far different from what we know today,



