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Insurance companies have the opportunity to create new sources of
revenue by rethinking their traditional roles and adopting an ecosystem
mind-set.

A

n ongoing drive toward digitization has put the insurance industry on the verge of a
paradigm shift. The pace of change has accelerated thanks to tremendous increases

in the volume of electronic data, the ubiquity of mobile interfaces, and the growing power of
artiﬁcial intelligence. In the early years, companies that digitized were at the forefront of the
industry. Today, digitization has permeated every level of the competitive landscape. Society’s
growing reliance on digital technologies is not only reshaping customer expectations but also
redeﬁning boundaries across industries. Insurers cannot avoid this phenomenon: as
traditional industry borders fall away, the future of insurance stands to be greatly inﬂuenced
by platforms and ecosystems.
A platform is a business model that allows multiple participants (producers and consumers) to
connect to it, interact with one another, and create and exchange value .[ 1 ] The most
successful companies in the digital era, including Alibaba, Amazon, and Facebook, were all
designed on platform business models. An ecosystem, meanwhile, is an interconnected set of
services that allows users to fulﬁll a variety of needs in one integrated experience. Consumer
ecosystems currently emerging around the world tend to concentrate on needs such as
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travel, healthcare, or housing. Business-to-business (B2B) ecosystems generally revolve
around a certain decision maker—for example, marketing and sales, operations, procurement,
or ﬁnance professionals.
This article examines the rise of ecosystems and the trend’s implications for insurers. To
succeed in ecosystems, insurers will have to take a hard look at their traditional roles and
business models and evaluate opportunities to partner with players in other industries. They
must also understand how ecosystems will shift value pools and change the nature of risk.
Adopting an ecosystem mind-set will be an arduous journey for many insurers, but those that
understand this evolving landscape can take the ﬁrst steps to creating new revenue sources.

Ecosystems will account for 30 percent of
global revenues by 2025
Extensive use of digital technologies in everyday life has become the new normal. It is
common to vacation in Airbnb properties, to hail an Uber ride from a cell phone, and to order
dinner via GrubHub or Seamless. Apple is now much more than a technology manufacturer,
and Facebook is a way of life. Customers wake up to a world in which their every need can be
addressed through their smartphones. Putting customers at the center of every digital
activity has not only scaled adoption but also allowed companies to capture previously
unimagined value. Seven of the ten largest companies by market capitalization are ecosystem
players—Alibaba, Alphabet, Amazon, Apple, Facebook, Microsoft, and Tencent—and that only
hints at the power of digital.[ 2 ] Uber, founded in 2009, now operates in more than 630 cities
across 80 countries,[ 3 ] Airbnb amassed an inventory of one million rooms a staggering 50
years faster than Marriott did, and WeWork has sublet ten million square feet of ofﬁce space
globally since its inception in 2010.
Through digital ecosystems, companies are betting big on opportunities that have the
potential to realign global markets, thus ushering in an era of “ sectors without borders .” The
beneﬁts of digital ecosystems won’t be distributed evenly, however. McKinsey research
shows that while digital technology propels some companies to become clear market
winners , it depletes corporate earnings and overall value for many others.
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By 2025, as this revolution gains speed, McKinsey expects 12 distinctive and massive
ecosystems to emerge around fundamental human and organizational needs (Exhibit 1).
These 12 ecosystems will account for $60 trillion in revenues by 2025, or roughly 30 percent
of all global revenues. The actual shape and composition of these ecosystems will vary by
country and region, both because of the effects of regulations and as a result of more subtle
cultural customs and tastes. In this new world, while insurance could be featured as the riskmitigation service for each of these 12 ecosystems, there’s no reason why insurance
companies could not constitute their own subecosystems that cater to individuals and
institutions (see sidebar “How ecosystems could help cyberinsurance prosper”). The
ecosystems most relevant to the insurance industry—and that thus represent the most salient
entry points—include mobility, housing, health, wealth protection, and B2B services.
Exhibit 1

Ecosystems typically provide three types of value:

https://www.mckinsey.com/industries/ﬁnancial-services/our-insights/insurance-beyond-digital-the-rise-of-ecosystems-and-platforms

3/13

4/9/2019

Insurance beyond digital: The rise of ecosystems and platforms | McKinsey

1. They act as gateways, reducing friction as customers switch across related services.
Facebook Messenger, for example, enables users to shop, check into a hotel, message
a friend, read the news, and chat with a doctor—all through a single interface. Users
need not toggle between portals, manage separate log-ins, or spend mental energy
maintaining multiple services.
2. They harness network effects. Google Nest, the maker of an ecosystem of smart-home
products, provides its customers with a monthly report card that illustrates their energy
use and compares it with that of their neighbors to give the numbers context. At the
same time, the company creates value for utility providers by providing consolidated
information about demand to help them optimize production.
3. They integrate data across a series of services. One healthcare-data company extracts
high-ﬁdelity data from the healthcare ecosystem and applies it to patients’ lives to
improve human health.[ 4 ]

Insurers in digital ecosystems
For insurers, shifting from an industry to an ecosystem perspective requires a signiﬁcant
change in how they deﬁne their role in the economy. Currently, insurers act primarily as risk
aggregators. They have a passive and limited relationship with customers, which increases
their exposure to disintermediation, disaggregation, commoditization, and invisibility. If
insurers were to lose their distribution and customer relationships, they would be left with few
options to reinvent their business models. Adopting an ecosystem perspective—reevaluating
the traditional business model and considering partnerships with players both within and
outside the industry—could reinvigorate insurers’ digital strategies.

Role of the new insurer
Insurers can play multiple roles in an ecosystem. For example, the personal-mobility
ecosystem offers a range of opportunities to expand into areas such as vehicle purchase and
maintenance management, ride-sharing, carpooling, trafﬁc management, vehicle
connectivity, and parking. As a result, insurers have a range of opportunities to expand their
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roles (see sidebar “Ping An: Ecosystem orchestrator”). Mobility is in the midst of a signiﬁcant
tech disruption , with Lyft and Uber leading the charge in on-demand services, and giants
such as BMW entering the fray with car-sharing club DriveNow. In addition, Apple, Google’s
Waymo, and Tesla are competing to automate cars one function at a time. Most of the
traditional automotive players seem to be at a disadvantage in the mobility industry and face a
pressing need to reimagine their roles. Some are starting to see opportunities to move toward
an ecosystem mind-set. For instance, Toyota has invested $1 billion in the Toyota Research
Institute, which seeks to use artiﬁcial intelligence to address issues across the mobility
ecosystem. The institute articulates its mission as follows: “We are dedicated to making
automobiles safer, more affordable, and more accessible to everyone, regardless of age or
ability, and to expanding the beneﬁt of mobility technology beyond automobiles, for example
to in-home support of older persons and those with special needs.”

A look at today’s connected-car ecosystem illustrates the beneﬁts and risks that lie ahead
for auto insurers. Innovation has caused signiﬁcant disruption, resulting in the emergence of
four natural stakeholders in the ecosystem: original equipment manufacturers (OEMs), hightech players, insurers, and telecom providers. As mobility evolves, ﬁrst movers will have the
opportunity to transition from stakeholders to orchestrators in three key areas: customer
relationships, network and service management, and analytics. (For an example from the
agriculture industry, see sidebar “John Deere: A pioneer in agriculture ecosystems.”)
Insurers already have a strong foundation in mobility thanks to their current customer base,
distribution power, and stock of personal data from auto insurance policies.[ 5 ] To position
themselves as true ecosystem players and to fend off moves by other stakeholders, insurers
need to build capabilities in a number of areas, including mobile sensors, analytical tools, and
customer interfaces. For example, insurers have made signiﬁcant inroads using telematics,
but proﬁt pools are still under threat due to stiff competition. As more OEMs conceptualize
line-ﬁtted telematics devices and ride-sharing providers such as Uber grow ever stronger in
network management, it is incumbent on insurers to move from risk aggregation to risk
prevention. At the same time, executives must understand that while insurance products and
related security services will always be at the core of the insurance business, services such as
telematics are a way of developing meaningful customer relationships.
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Insurers could work with OEMs higher up in the value chain to develop products that address
the added risks auto manufacturers might bear as the market embraces autonomous
vehicles. As individuals relinquish control over their vehicles during driving, insurers could shift
coverage from personal lines to commercial lines, hence widening the scope of engagement.
A stronger relationship with OEMs and high-tech players could allow insurers to assimilate
risk into existing offerings: pay-how-you-drive and pay-as-you-drive modeling, loyalty and
gamiﬁcation, emergency and breakdown services, crash assistance, and theft reporting.

Partnerships will be critical
As ecosystems enable and necessitate a focus on risk prevention, forging partnerships will be
a critical priority. For reference, executives need look no further than their recent efforts to
partner with Internet of Things (IoT) providers, which they pursued in an effort to offset their
disadvantage from a lack of customer touchpoints and engagement. Insurers should embrace
a similar mind-set to assemble fruitful alliances.
The industry has already seen a number of high-proﬁle partnerships between established
insurers and tech and analytics start-ups. Progressive, for example, partnered with Zubie, a
vehicle-tracking and engine-diagnostic device, to give customers visibility into how their
driving habits affect their premiums. Nest partnered with Liberty Mutual to help offset the
cost of a Nest Protect smoke detector and offer a monthly discount on homeowner’s
insurance in the United States. Manulife is collaborating with Indico Data Solutions to develop
a deep-learning tool that analyzes unstructured ﬁnancial data. Digital Partners (DP), a global
venture established by Munich Re to win the conﬁdence of and subsequently partner with
insurance disruptors, is nurturing an ecosystem that supports the development of start-ups,
including Trov, an on-demand insurance provider, and Wrisk, an insurtech venture that
delivers motor, travel, and home insurance directly through smartphones.
Insurers have been targeted in all parts of the value chain by insurtech companies as much as
by other industry players. Although these newcomers are populating every part of the value
chain (Exhibit 2), their focus to date has been on the more easily accessible slivers of the
industry—mainly distribution, particularly in property and casualty insurance.[ 6 ] Since
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innovation from insurtechs actually aims to contribute to the insurance value chain (except
distribution for large players), insurance executives should view potential partnerships with
insurtechs as positive.
Exhibit 2

The rise of ecosystems involves multiple ﬁrms coming together in symbiotic relationships to
achieve greater value for themselves than they could capture alone. For example, in its bid to
participate in the health ecosystem , Apple launched the Healthkit open platform, which
offers Apple device users the option to share their health and activity data across afﬁliated
applications on their smartphones. This integration allows users as well as participants from
the world of medicine—including physicians, researchers, hospitals, and developers of
healthcare and ﬁtness apps—to access valuable data to inform patient care, research studies,
marketing, product development, and so forth.
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Shifting value pools
Although digital leaders have made incursions into different industries based on their ability to
own the technology pathway, other focused efforts could offer openings for insurers as they
evaluate ecosystems.

Ownership of the customer relationship
Distribution has been the target of disruption primarily because digital natives have
successfully demonstrated that ownership of the customer relationship is a stepping-stone to
an ecosystem play. The core of the insurance industry is highly regulated, which gives insurers
a competitive advantage due to their regulatory skills and huge capital requirements. In 2015,
the Economist observed a similar trend with banks and ﬁntech companies: “If ﬁntech doesn’t
kill banks, it might instead sap the sector’s proﬁtability. A future as a sort of ﬁnancial utility—
ubiquitous but heavily regulated, unglamorous and marginally proﬁtable—is hardly a gratifying
outcome for banks.”[ 7 ]
Ecosystem players such as Amazon and Google are well positioned to permeate the
distribution part of the insurance value chain. And they have shown intent. Google launched
its Google Compare aggregation tool in UK and US markets in 2012 and 2015, respectively.
Google shuttered Compare in 2016, but the tool might have become a threat with more time
and marketing. A leading analyst ﬁrm anticipates that Google will remain active in the
insurance industry, complementing its foundational, ad-based service with a new offering that
leverages more of its core skills.[ 8 ]
While Google’s search engine has already mastered the human-computer interface and
changed the customer landscape forever, Amazon’s Alexa is set to capitalize on the next
frontier of interaction—voice. Companies such as Liberty Mutual have already started
launching Amazon Alexa tools in the US market. These tools allow users to obtain insurance
estimates and advice on common seasonal home and auto issues. Amazon Protect, which
provides extensions to manufacturers’ warranties for items like mobile phones or washing
machines bought on Amazon’s website, launched last year in Europe.[ 9 ]
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Strong customer relationships not only directly contribute to the user experience but also
provide access to customer information—the Holy Grail of data and an absolute necessity in
the ecosystem world. Insurers can harness consumer adoption of IoT to create opportunities
for better and more frequent customer interactions (for example, through wearables) and
improve efﬁciency through sensor-based automation (such as trigger-based claims payments
and apps).

Risk engine and analytics
Insurers have strong analytics capabilities compared with their peers in other industries;
analytics has been a core component of the traditional insurance business model. Digital
ecosystems offer traditional insurers valuable opportunities to use analytics to evolve and
expand their business models. They could facilitate the evolution of existing insurance
businesses by advancing risk assessments, for instance, by considering safety measures
such as connected-home solutions . Insurers can also use analytics to enhance pricing and
risk-accumulation control.
As different businesses generate growing volumes of data, risk management will continue to
demand increasing amounts of data modeling and advanced analytics . Because of their
established analytics capabilities, insurers in new digital ecosystems can provide analyticsas-a-service to other industry players. This offering could include predictive-modeling and
optimization services that enable faster and smarter business decisions across all industries
within the entire analytics value chain.

Changing nature of risks and new
markets
The risks that need to be insured are changing signiﬁcantly for two primary reasons. First,
uncertainty will be reduced as tracking and predictive technology improves. For example,
connected cars have fewer accidents and breakdowns, predictive maintenance reduces
business interruptions, and wearables help ensure a healthier lifestyle. Second, substantial
changes in risk distribution and actuarial models (for example, due to an increasing number of
long-tail risks) are further aggravating this trend. A resulting demutualization could shift the
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focus to predicting and managing the risks of individuals rather than communities.[ 10 ] As a
consequence, premiums can be expected to come under pressure, reducing what have
traditionally been rather stable revenue streams. Although the inclusion of new addressable
markets could offset lost revenues, insurers must take a more holistic view of the
developments and opportunities available.
South African insurer Discovery has set the gold standard for insurers in the wellness
ecosystem with its Vitality platform. Today, millions of users track their health using Vitality
and participate in activities to earn loyalty points with Discovery’s extensive network of
partners, including British Airways, Emirates, and Europcar. Discovery’s analysis of three
years’ worth of platform data found that performance tracking reduced health risks by 22
percent. The insurer was able to penetrate international markets through the platform by
partnering with AIA across all of Asia, Generali across continental Europe, and in several local
markets such as with Manulife in Canada, Ping An in China, and Sumitomo in Japan, resulting
in 31 percent annual growth in international markets.
Ecosystem players have the capability to scale at a far faster rate than companies could in the
past. Alibaba’s Yu’eBao has become the world’s largest money-market fund, at $165 billion
under management, just four years after its launch. The fund started by encouraging
millennials using Alibaba’s Alipay, an online virtual wallet, to invest the “spare change” that
tends to collect in between adding money to the wallet and making payments from the wallet.
These small investments add up, helping users to build Yu’eBao, which is Mandarin for “online
treasures.” Currently, 99.72 percent of Yu’eBao investors are individuals, who use the Alipay
mobile app to deposit savings into Yu’eBao. One of the primary reasons Yu’eBao was able to
become the world’s largest fund, surpassing JPMorgan’s US government money-market fund
($150 billion), was that Alibaba’s millions of users viewed Yu’eBao as a complementary service
of a trusted brand.
Ecosystem strategy can facilitate the expansion of insurers into adjacent and completely new
areas of business by using complementary services. Options include offering innovative
hybrid solutions in insurance and services offerings with partners from other industries (for
example, predictive maintenance, smart parking, and preventive care). Insurers could also
enhance their risk engineering by harnessing insights based on sensor data from other
industries. Last, insurers could draw on their analytics expertise to offer proprietary data and
analytics solutions to third parties—for instance, through data marketplaces.
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Devising and implementing an ecosystem strategy will require sustained dedication and
commitment. Executives aiming to kick-start an ecosystem strategy should focus on a couple
of areas. First, not all of the total value at stake is going to be up for grabs for all players in the
distribution economy. Therefore, all players must identify and prioritize the ecosystems in
which they can play and win. Second, an ecosystem strategy requires strong performance
across multiple dimensions, including culture, technology, and customer engagement.
Insurers should determine the critical capabilities that will act as differentiating factors in an
ecosystem and assess whether their organization has sufﬁcient horsepower in these areas.

A huge opportunity for insurers who can
react fast
The rise of ecosystems is simultaneously one of the greatest opportunities, biggest threats,
and most daunting challenges of digitization. Not all industries and players are equally well
suited to pursue this opportunity, and companies that dive in might not be able to capture all
of the value at stake. Large, at-scale insurers are somewhat better suited to evolve into
orchestrators. However, this wave of ecosystems does provide a chance for some players to
realign priorities and initiatives and leapfrog the competition in the process.
Becoming an ecosystem player requires far more than technology investments alone. Instead,
insurers must take a 360-degree view of the organization across multiple dimensions to
ensure that their investments align with the requirements. Answering several key questions
can help shape the discussion:
Strategy: Where does ecosystem strategy rank in the organization’s priorities?
Customers: How does the organization’s customer ownership, access, and engagement look?
Partnerships: Does the organization have a strong network of partners that will allow it to
extend beyond traditional industry boundaries?
Technology: Is technology seen as the fuel for the organization’s strategy?
Talent: Is the organization positioned to attract and retain the most innovative and
entrepreneurial talent?
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Culture: Are customers at the center of everything that the organization does?
The rise of ecosystems is the natural result of digitization. Organizations with adaptability at
the core of their design and strategy will be poised to use it to their advantage. Evolution has
taught us that it is not the strongest species that survive, but the ones most responsive to
change.
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