G ) SOCIETYOF
{ ACTUARIES

Article from

The Actuary

December 2015/ January 2016
Volume 12 Issue 6



SUBJECT: BRADLEY
BORN: 1983
RESIDENT: NASHVILLE, TENNESSEE
OCCUPATION: MANAGING EDITOR

28 | TheActuary theactuarymagazine.com



/////

LIFE INSURERS CAN DO ABETTER JOB OF MAKING LIFE
INSURANCE MORE RELEVANT TO MILLENNIALS

BY STEPHEN ABROKWAH

emand for mortality protection is closely tied to life cycle. At the early
stages of adult life, the need for income protection rises as people finish
their education, start a job, get married, buy a house and have children.
In a few coming years, the millennials—those born between 1981 and
the late 1990s—will be the segment with the largest need for mortality
protection. Swiss Re’s research shows that in 2010, both the protection needs and the
protection gap were the largest for families headed by 35- to 44-year-olds—the age
group that will consist of the millennials over the next decade. Millennials today are
still underserved, however, contributing $4.9 trillion of the $20 trillion protection
gap as of 2010.!

The mortality protection gap spans across both employer-provided (group) and
individual coverage sources. Ownership of life insurance has declined at an alarming
rate and currently stands at a 50-year low, according to a LIMRA study.
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With a population of 85 million, millennials are the
largest age cohort of the U.S. population with the highest
share (35 percent) in the working age population (see
Figure 1). Compared to earlier generations, millennials
are better educated—especially women—and are more
ethnically diverse. For example, approximately 61 percent
of adult millennials have attended college, whereas only
46 percent of baby boomers did so.

They’re most open to change and are more connected.
They are also “digital natives,” as technology has always
been present in their lives. Thus, they’re the most avid
users of the Internet and mobile devices, and most active
on social media networks. Nearly a quarter of millennials
say that their generation’s unique and distinctive identity
is tied to their use of technology.* As shown in Figure 2,
millennials spent over 400 billion minutes on the Internet
in 2014 alone, compared to Gen Xers, who recorded a
little over 200 billion minutes of Internet usage.

The economic characteristics of the millennial gen-
eration are also different, as they still carry the scars of
the latest recession. The oldest millennials were in their
late 20s during the economic recession, when unemploy-
ment levels kept rising with decreasing levels of income.
Succeeding years of millennials faced a difficult employ-
ment market just as they were graduating from college.
The average earnings of persons under age 35 relative to
all families fell from 61 percent in 2007 to 56 percent in

2013, as they started their careers in a weak labor market
with flat or lower average starting salaries, got modest
raises and had higher rates of underemployment.’ This
experience has greatly molded their financial and eco-
nomic decision-making process.

Moreover, millennials are entering adulthood with
record levels of student debt.® For example, there was
an approximate 70 percent increase in student loan
borrowers from 2004 to 2012, and about 52 percent of
millennials claim that student loans are their biggest
financial concern (see Figure 3). In the event of the death
of a millennial with student debt, the responsibility for
that student’s loan transferring over can be unmanageable
or financially devastating for the student’s co-signer.

A life insurance policy might be a good option to provide
some peace of mind. Additionally, a good proportion of
millennials are currently out of school and in the work-
force, and hence liable for these debts.

Despite their personal debt, millennials are surprising
long-term optimists, which explains their willingness to
keep their money in tracking Exchange Traded Funds
(ETFs).” More than 8 in 10 say they either currently have
enough money to lead the lives they want (32 percent)
or expect to in the future (53 percent).® This might be
an avenue for life insurers to educate and market to
millennials not only on the need for protection, but also
for financial planning.
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Reaching the millennials to help them address their
protection needs is a huge opportunity for insurers.
Life insurers need to understand the characteristics and
expectations of this generation in order to successfully
engage with them. The fact is that millennials have the
most to gain—they’re most likely healthy and will qualify
for lower premium rates for life insurance coverage when
they apply early in life. As it stands today, millennials
aren’t being reached in the right way—they’re digital
natives, yet most life insurers are still using traditional
broker and agent channels to reach their consumers.

Life insurers can do a better job of making life insur-
ance relevant for millennials. This generation typically
identifies with products that fit their lifestyles, and as

the current industry stands, it’s difficult for them to
understand the importance of life insurance protection.
"Technological developments, the spread of the Internet,
and social media have strongly influenced consumer
preferences and buying behavior, especially of millennials.
They’ve grown to expect easy and quick access to infor-
mation in their commercial interactions, transparency
about cost and value, and high-quality services. They’re
savvy in their buying practices, invest time to research
and compare options online, and seek the fastest and
easiest ways to make the most cost-effective purchases.’
Selling and buying life insurance is challenging for
many reasons. In the current economic environment,
many families still face budget constraints that limit
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demand due to stagnant or declining real income. Famil-
iarity with life insurance and perceptions of need are also
a hurdle. Unlike other types of insurance such as home
and auto, the purchase of life insurance is discretionary,
and as such doesn’t stack up high in the hierarchy of
perceived needs.

According to LIMRA’ 2015 Insurance Barometer
Study, many millennials place more importance on pur-
chasing technology, eating out and shopping over buying
life insurance. Millennials aren’t familiar with the insur-
ance industry'’and don’t understand why life coverage
is relevant in their lives. Only 5 percent say they’re very
familiar with the concept of insurance (see Figure 4).
Also important are powerful psychological and behavioral
biases, which tend to hinder “rational” decision-making
when it comes to making complex decisions such as the
purchase of life insurance.!!

The life insurance industry has fallen behind many other
industries in meeting customer expectations in the digital
age. Much needs to be done to improve the customer
experience and to make the buying of life insurance simple,
convenient, non-invasive and pleasant. Life insurers need
to simplify products where possible and streamline under-
writing and selling procedures, making use of big data
and predictive analytics tools to complement the protective
value of the traditional underwriting process. Utilizing
predictive modeling techniques to develop an analytics-
based approach to underwriting can result in better, faster
and more efficient business decision-making. It is clear

that other industries—such as property and casualty and
banking, among others—have taken the lead in incorpo-
rating predictive analytics as part of their core business
processes to improve their decision-making.

The gains from utilizing predictive analytics tools
clearly include shortening turnaround times of the buying
process; reducing the cost of underwriting and, ultimately,
insurance premiums; and reducing the current invasiveness
of underwriting. These are improvements from which
both the insurer and every prospective policyholder will
ultimately benefit, but even more so the millennial
generation that has particularly identified these concerns
as the pain points of its insurance buying experience.

See the sidebar on page 33 for a detailed discussion on
predictive analytics in the life insurance process.

Digital technology provides huge potential to trans-
form the life industry and make it more consumer-centric.
Technology now allows for end-to-end contact between
insurers and customers on mobile platforms, especially
for the relatively simple and standardized products that
younger adults need the most. The spread of wearable
devices has opened opportunities to engage consumers and
build long-term relationships by motivating and rewarding
healthy behaviors. Data collected in real time will become
increasingly relevant in risk measurement and assessment,
and may radically transform underwriting. Advances in big
data and cognitive computing promise to lead to the devel-
opment of new tools for digital advice and personalized
product and coverage recommendations.

m MILLENNIAL FAMILIARITY WITH THE INSURANCE INDUSTRY
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PREDICTIVE ANALYTICS IN THE
LIFE INSURANCE PROCESS

Predictive analytics is basically the analysis of large data sets
(big data) to make inferences or identify meaningful relation-
ships, and the use of these relationships to better predict future
events. Predictive modeling tools have the potential to enable
insurers to address some of the concerns resulting in the low
penetration of life insurance among millennials—complex and
invasive underwriting process, costly and time-consuming pro-
cess from time of application to when a policy is issued, etc.

While life insurers are noted among the users of statistics
and data analytics, they clearly have not integrated predictive
analytics to improve the insurance buying process in the same
way that other businesses (e.g., property and casualty, banking
and marketing) have. The property and casualty industry, for ex-
ample, utilizes generalized linear models, credibility techniques
and, more recently, credit scoring models as part of its modeling
techniques for driving business decisions.

Life insurance plays the important role of protecting house-
holds and individuals from the financial effects of uncertain
mortality. Over time, life actuaries have developed good esti-
mates of life expectancy in the form of mortality tables that mir-
ror aggregate insured population mortality, while underwriting
techniques assist in assessing the relative risk of an individual.
Though these traditional techniques have been widely accepted
across the industry, the standard life insurance underwriting
process is still time-consuming and quite costly.*? A typical life
insurer spends about a month and several hundred dollars
underwriting each applicant, which clearly translates into higher
insurance premiums.

In response to some of these long-standing concerns, the life
insurance industry has clearly made efforts toward streamlin-
ing some of the underwriting and sales processes. A number of
these improvements include simplified applications for smaller
face amounts and the refinement of underwriting requirements
based on protective value studies.

Though these are good efforts toward a more robust and
streamlined life insurance sales and underwriting process,

findings

there’s clearly more to be done to embrace the revolution in
predictive analytics and business intelligence. Property and
casualty insurers are further along in developing analytics-based
approaches to underwriting for better, faster and more efficient
decision-making. Studies have shown that the life insurance
industry is actually at the point where predictive modeling
should be utilized more in its sales, underwriting and customer
retention processes.* The good news is that a few life insurers
are beginning to explore the possibilities of using predictive
modeling and automated life underwriting in their business
processes,** and we only expect the numbers to increase over time.

The late arrival of the life insurance industry on the scene
was a result of a number of modeling challenges, which include
the target model variable and the volume of data required for
modeling. Because life insurance is mostly sold through long-
duration contracts (e.g., 20 or 30 years, or even over the lifetime
of the policyholder), it makes it difficult to have a clearly defined
target variable. There’s also the possibility that some of the risk
factors predicting mortality might change over time.

Also, life insurance claims usually have low frequency per year,
and this poses significant challenges to modeling. Unlike for auto
insurance, where approximately 10 percent of drivers make a
claim per year, life insurers can typically expect about one death
in the first year per 1,000 policies issued,® making it very difficult
to model any statistically significant variation in mortality.

To work around these challenges, a number of life insurers
are beginning to work with a closely related and yet more imme-
diately viable proxy target variable—the underwriting decision
on a new policy issued having characteristics that address both
concerns of modeling mortality.

Though costly and time-consuming, underwriting plays an im-
portant role in the life insurance process. To be able to generate
more value from this process and break the barriers preventing
enough penetration among the millennials, predictive modeling
can be used to provide a streamlined process to give an early
indication of the likely underwriting result. Thus, predictive
modeling can be utilized not to make the final underwriting
decision, but rather to triage applications and provide sugges-
tions as to whether additional requirements are needed before
making an offer.
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DISTRIBUTION CAPABILITIES

Distribution channels have been evolving over time with
new technology and the Internet. Companies must adapt
their distribution strategies quickly and take advantage
of new technologies that allow for speedy and interac-
tive ways to engage consumers online and via mobile,
communicate more effectively and foster long-term
relationships with their customers.

A good example is MetLife expanding into traditional
brick-and-mortar stores (Wal-Mart) to sell life insur-
ance from a kiosk. Even large technology and retail
companies like Google and Amazon are partnering with
insurers as retailers. Distribution has become a source of
competitive advantage for life insurers. This process will
create value for consumers of all ages, but it is especially
vital for reaching the younger generations for whom the
traditional methods of risk assessment, underwriting and
selling life insurance products are an enigma.

Although innovation is already underway, it is still in
an emerging stage. For example, John Hancock and the
Vitality Group partnered recently to create an inter-

1000 f-------------

active wellness program whereby wearing a Fitbit and
sending information seamlessly to their insurer, partici-
pants can earn rewards throughout the year by reaching
their wellness goals. They’ve made healthy living a part
of life insurance. This model of wellness and life insur-
ance has been in place in other markets, particularly in
South Africa where the Vitality Group has a partnership
with Discovery Insurance to provide rewards and incen-
tives to its policyholders.

Mass Mutual established Haven Life, an insurance
agency that enables customers to apply for and receive
term life insurance entirely online. Oscar Life, a health
insurer, has created an app that compiles a comprehen-
sive history of an individual’s health, including doctor’s
visits and prescriptions, as well as providing fitness
trackers for its patrons. These are all examples of how
investing in technology is key to reaching younger
consumers. The opportunities to build long-lasting
relationships from early adulthood are huge for com-
panies that successfully adapt their business models to
engage them.
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CONCLUSION

Market trends show that life insurance coverage contin-
ued to decline from 2010 to 2013. Over the next 10 years,
the millennials will be 35- to 44-year-olds—spanning the
time in adult life during which mortality protection needs
are the highest and the protection gap has historically
been largest.

The preferences and expectations of this large demo-
graphic group will define the future of the industry. Their
behaviors have been shaped by use of technology from
a very early age, and in order to reach and engage with
them, life insurers need to radically transform traditional

practices and carry out efforts to make life insurance
more relevant. Technology will inevitably play a key role,
and early adopters will have a significant competitive
advantage.

The advent of more advanced technology—cognitive
computing, big data and predictive analytics—is trans-
forming the insurance industry. Life insurers need to
embrace the use of predictive analytics in their business
decision-making process, given that it has the ability
to help shorten turnaround times, reduce the cost of
underwriting and reduce the current invasiveness of
underwriting. B

The Actuary theactuarymagazine.com



1 Swiss Re, sigma, The mortality protection gap,
August 2012.

2 LIMRA, Household trends in U.S. Life insurance
ownership, 2010.

3 LIMRA, 2015 Insurance Barometer study.

* Pew Research Center, How millennials today
compare with their grandparents 50 years ago,
pewrsr.ch/1x4rsjT.

° Swiss Re Economic Research and Consulting, The
U.S. mortality protection gap—an update.

¢ Two-thirds of recent bachelor’s degree recipients
have outstanding student loans, with an aver-
age debt of about $27,000. See How much do
students really pay for college? Urban Institute,
Dec. 5,2013.

7 Pew Research Center, Millennials in Adulthood;
The Stunning Evolution of Millennials: They’ve
become the Ben Franklin Generation, huff.
to/1Fa6eEx.

¢ The Stunning Evolution of Millennials: They’ve
become the Ben Franklin Generation, huff.
to/1Fa6eEx.

9 Nielsen, Mobile Millennials: Over 85% of
Generation Y owns smartphones, 2014, bit.
ly/1pyhyfG; and Urban Land Institute Founda-
tion, Generation Y: Shopping and entertainment
in the digital age, 2013.

10 The Griffith Insurance Education Foundation and
The Institutes, Millennial generation attitudes
toward work and the insurance industry, 2012.

11 Swiss Re, sigma, Life insurance: focusing on the
consumer, June 2013, offers a detailed discus-
sion on why consumers don’t buy life insurance.

2 According to the Deloitte 2008 Life Insurance
Operations Expense Study (LIONS) benchmark-
ing study of 15 life insurers, the median service
time to issue a new policy ranges between
30 and 35 days for policies with face amounts
between $100,000 and $5 million, and the
average cost of requirements (excluding
underwriting time) is $130 per applicant.

 Deloitte, Predictive modeling for life insurance—
Ways life insurers can participate in the business
analytics revolution, April 2010.

4 An SOA sponsored study in 2009, Automated
Life Underwriting, states that 1 percent of North
American life insurers surveyed are currently
utilizing predictive modeling in their underwrit-
ing process.

5 This is an estimate based upon industry mortality
tables. Mortality experience varies across com-
panies with insured population demographics.
In the 2001 CSO table, the first-year select,
weighted average mortality rate (across gender
and smoker status) first exceeds one death per
1,000 at age 45.

Stephen Abrokwah, Ph.D., is a
senior actuarial analyst at Swiss Re
in Armonk, New York.

@2 COLUMBIA UNIVERSITY

UNDERSTAND RISK
|dentification
Quantification
Decision Making
Messaging

ENTERPRISE
RISK MANAGEMENT

Columbia University has developed a
portfolio of offerings in Enterprise Risk
Management (ERM) that will prepare
risk professionals in public and private
organizations with knowledge of ERM
practices, tools, and techniques, and an
ability to adapt the appropriate ERM

framework to integrate properly with

existing risk infrastructure.

Learn more
SPS.COLUMBIA.EDU/ERM16




