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Sustaining profitable growth continued

The focus on controlling costs is 
clearly essential. However, as we 
outlined in an article in the 
previous edition of Digest,16 
companies should avoid setting 
arbitrary cost reduction targets 
that may prove unsustainable or 
even commercially disruptive. In 
particular, it is essential to identify 
the people and operations needed 
to compete, grow and deliver 
strategic objectives. A clear case 
in point in the current market is 
the need for people with customer 
relationship and entrepreneurial 
skills to spot and realise 
opportunities in a downturn.

The importance of integrated cost, 
channel and retention strategies 
has been brought into sharp focus 
by the rise of price comparison 
websites (‘aggregators’), a 
distribution phenomenon that has 
grown rapidly in the last three 
years in the UK and may become 
a major new channel in other 
European countries. The 
aggregators offer price quotation 
comparisons for retail products 
such as private motor, personal 
loans and home insurance. 

The quotes are binding and in 
many cases the contract can be 
executed on the internet there 
and then. Insurers featured on 
comparison sites are seeing rapid 
increases in the use of the internet 
channel (in the case of one major 
player a rise from 20% of motor 
policy sales via the internet in 
2005, to 40% in 2007). This 
suggests that a multi-channel 
strategy is going to be 
increasingly critical for personal 
lines insurers as the aggregators 
provide instant choice and greater 
convenience in the buying 
process, although policy inception 
and service (including claims)  
are still largely executed via 
conventional channels, such  
as voice and post.

Survival and success

The soft cycle, falling investment 
returns and uncertain economic 
outlook are making it harder to 
sustain profitability and assure 
capital providers that anticipated 
returns can be achieved. Success 
depends on being able to manage 
the uncertainty ahead. 

This challenging environment is 
likely to accelerate consolidation 
as insurers pursue scale, 
synergies, diversification and 
complementary earnings streams. 
The difficult climate is also likely 
to spur further developments in 
distribution and customer 
relationship management (CRM) 
as insurers look to enhance their 
understanding of their clients and 
offer more integrated and 
responsive multi-channel 
services. From cost control to 
customer ownership, effective 
growth strategies cut across 
acquisition and organic 
development. The key to success 
is determining what business fits 
best with the strengths of the 
company and developing this 
through targeted acquisition and 
customer service investment. 

The prospects for growth will be 
strengthened still further by new 
opportunities, including the 
divestment of insurance 
subsidiaries by banks. As sellers 
begin to adjust their price 
expectations, purchasers may be 
able to secure these deals at 

more realistic prices. They might 
also be able to enhance the value 
of the transaction by extending 
investment in more effective 
distribution and CRM to newly 
acquired businesses. 

While funding is likely to be 
challenging for some time to 
come, continuing investment  
and growth will be critical, both in 
equipping companies to manage 
the downturn and in preparing 
them for the eventual upturn in 
the economy and insurance  
cycle. Sustaining profitable 
growth will clearly be difficult  
in the tough market conditions 
ahead. Pressure on margins  
and investment returns will leave 
insurers with less room for 
manoeuvre and turn the spotlight 
on insurers that may struggle  
to deliver competitive returns.  
The key to sustaining profitable 
growth is decisive strategic 
evaluation and execution capable 
of realising the opportunities that 
are now emerging within these 
tough market conditions. 
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