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Key drivers of change 

 

 
 

Regulation 
Economic  

environment  

Global trend is increasing competition and 

 more demanding customers 

Data-driven strategy 

Digital  

revolution 
Distribution Big data Consumer 

awareness 



What is the impact on the market 
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GLMs 

Simplifies a multiple dimensional problem to a series of one and two-way views …  
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Risk based pricing - area  
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Risk based pricing – vehicle 

 

hatchbacks 

estates 

saloons 

MPVs 



Customer behaviour 

Elasticity Variation by Affluence
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Monitoring and decision support 



Example - MI 

Correct Pricing 

Appropriate 

level of analysis 

Competitiveness 

Market 

Activity 

Reconciled 

data 

Actual vs 

Expected 

Premium 

Adequacy Aggregator? 

Distribution 
Portfolio 

Differentiation 

Claims 

Trends 
Informed by 

reserving 

Aggregations 

Anti-selection 

Portfolio 

Selection 

Business Mix 

Rate 

Strength 

Budget 

Performance 
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How are models applied in practice? 



Price assessment - scenario testing 



Implementation and rate delivery 

Radar Live 

towerswatson.com
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 Models 

 Projections 

 Metrics 

 Selections 

 Underwriting rules 

 Strategy tests 

 Price tests 

 Optimisation 



Segmentation 

Compare implementable rates to the technical 

premium 

Target those customers 

who are profitable 

Predictable cross subsidies 

Technical Premiums 

Underwrite to exclude 

certain segments 

 

Marketing strategies  
• Agent commissions 

• Profit share arrangements 

• Sales management targets 

• Targeted advertising campaigns 

• Direct marketing 

• Bundling discounts 

 

Underwriting strategies  
• Avoid loss making segments / 

fleets / portfolios 

• Exclude policies where expected 

loss cost is higher than threshold 

• Create underwriting/“fraud” scores 

 

“Implementable” Rates Technical Premiums 
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Typical pricing project steps undertaken by 
Chinese insurers 

Steps 

Goals 

Implement 
& 

Monitor 
3 

 Identify key risk factors for PPA, Fleets 
Key Risk 

Factors 

 Enhance underwriting guideline  

 Improve commission policies 

Customer 

Segmentation 

 Real time quoting 

 Improve underwriting efficiency 

Underwriting 

Efficiency 

 Identify and analyze changing trends 
Monitoring, 

Enhancement 

UW 
Application 

2 
Predictive 
Modelling 

1 

Implement 3 UW 2 GLM 1 



Existing  

Pricing Factors 

• Sum insured 

• No Claims Discount 

• Renewals 

•  Vehicle Age 

• Number of seats 

Enhance risk segmentation 

Additional Driver Factors 

 

• Policyholder Gender 

• Coverage Combinations 

Additional Motor Factors 

 

• Purchase Price 

Enhanced Current 

• Policyholder Age 

Additional Sales Factors 

 

 

• Channel 

• Branch 

• Air Displacement 

• … 

• … • … 

• … 

Additional Fleet Factors 

 

• … 

• Fleet size 

Implement 3 UW 2 GLM 1 



Numerous predictive Models are built to 
understand risk factors  

Vehicle type 

Private 
Passenger Auto 

Fleet 

Coverages 

CTPL 

Own Damage 

TPL 

Theft 

VL 

Glass 

Scratch 

Model 

Frequency 

Severity 

Risk Cost 

Implement 3 UW 2 GLM 1 
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Price restrictions mean significant cross-subsidies remain  

Implement 3 UW 2 GLM 1 



Theoretical Risk 
Cost 

Underwriting 
Adjustment 

Street Price 

 
Considerations for setting the actual 
premium for real time quotation 

 Check pure risk pricing   
models 

 Combine with industry 
standards 

 

 

   

 Use underwriting 
experience 

 Adjust special factors 

 

 Consider market and 
tariff price 

 Integrated with 
underwriting system and 
sales management 
system 

 Monitor and adjustment  

Implement 3 UW 2 GLM 1 
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Effective customer segmentation is key for 
underwriting rules 
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Example on monitoring and diagnostics 

Implement 3 UW 2 GLM 1 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Expected LR 



 At the end of April 2014, managers observed that the predicted loss 
ratio of underwriting business was higher in that month. 

Explore 
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Use appropriate tool and methodology for 
monitoring and analysis 

CTPL 



OD is the main reason for the rise of loss ratio 

OD Exploration 
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Identify the key contributing risk factor 
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Policy 

 

 

 

 

 

 

 

Loss 

Cost 

 

 

 

 

 

 

 

Branch   Channel    Brand      NCD                       Renewal       Ded       Insured   Trans.         Vehicle     Vehicle    Vehicle     Seating  

                                                                Weight      Years                      Amount                        Age         Origin      Type 

                                                                                                                                                                     

Implement 3 UW 2 GLM 1 



Main challenges in effective pricing and 

portfolio management 

Practical business constraints exist to limit what you can do 

IT systems 

Current pricing 

structure 

Regulatory 

rules 

Distribution – What 

will the agents 

accept 

Competitors 

Culture – What will 

the customers 

accept 

Ability to monitor 

business 

Underwriting 

acceptance rules 

Data quality 

Business strategy 

Company’s 

Culture 

Skills/Talent 



CROSS-

FUNCTIONAL 

ENGAGEMENT 

CROSS-

FUNCTIONAL 

ENGAGEMENT 

Best practice pricing requires cross-functional 

engagement 

33 

A best practice approach to pricing requires aligned  

behaviour of all pricing stakeholders 

Finance 

Reserving 

Underwriting 

framework 

Customer 

services 

Counter-fraud 

Claims and claims 

analytics 

Distribution 

Marketing 

Planning 



For more information, please contact: 

 

Yao Wang 

Director, General Insurance Consulting, China 

+86 10 5821 6411 

Yao.wang@towerswatson.com 

 

 

Roberto Malattia 

Director, General Insurance Consulting, South East Asia 

+65 6880 5688 

Roberto.malattia@towerswatson.com  
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