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Abstract

This paper focuses on value creation for European health insurance companies
through the practical application of integrated ERM frameworks.

The European dimension is characterized by the range of relationships between health
insurance and the public health care system (e.g., substitutive, supplementary and
complementary forms of health insurance that co-exist in Europe), risk sharing models and
the varying nature of market regulation. The health insurer is considered as essentially a
system of risk dynamics that consists of market participants that interact with each other.
Integrated ERM frameworks (including COSO) are considered with reference to the system
of risk dynamics. The associated ERM processes and techniques cover the internal
environment, objective setting, event identification, risk assessment, risk response, control
activities, information, communication and monitoring.

The strategic agenda for ERM and its ultimate effectiveness are determined by the
Board ERM effectively impinges on the main board functions and their control cycles (i.e.,
policy formulation, strategic thinking, supervisory management and accountability). ERM-
based policy formulation and strategic planning does not inevitably lead to effective
corporate strategies, and vice versa. However, a sound understanding of the value drivers and
value destroyers, which implies a comprehension of the risks to take and those to avoid, is a
prerequisite for strategic direction.

Value innovation theory and virtual value chains are discussed in the context of
integrated ERM. Value innovation theory challenges the view that higher customer value
inevitably involves higher costs. Instead, raising customer value comes from eliminating and
reducing the factors insurers compete on and creates uncontested new marketspace by
creating valued new factors. It can be characterized as the simultaneous pursuit of product
and service differentiation and low cost. For value innovators, practical management tools
include virtual value chains, which can be used to reconfigure the physical value chain to
meet customer value needs in the increasingly digital world of health care insurance services.
The underlying concept is that every business competes in two worlds, the physical world
(where we can see and touch the products and services) and the virtual world (where we have
only digital information, and which is a new marketspace for customers).

Integrated ERM allied to risk and opportunity management has the potential to
increase customer value and lead to a sustainable private health insurance business model.
The ERM framework needs to be holistic and to involve the insurers and their suppliers, key
stakeholders and medical service providers. The objective is to seek to mitigate downside
risks and improve the likelihood of achieving benefits from the upside potential, leading to
market development opportunities.

The paper includes specific and practical examples illustrating how an ERM
practitioner could apply any proposed approaches and how to communicate them to all levels
of a health insurance company in Europe.
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