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Black Boxes Could Yield Gold in Connected has more than one-third of its auto insurance portfolio
connected to telematics, and many carriers have been
Insurance
Gritty, intoxicating Naples—renowned for pizza
margherita, football magician Diego Maradona and …
connected insurance? Indeed, Napoli has become a
proving ground for one of the most promising technologyrelated opportunities in insurance: the use of sensors
for collecting, transmitting and analyzing data on the
status of an insured risk.
Connected insurance is starting to pay off for carriers,
and they have made the greatest progress in Italy.
Consider the following estimates by Bain & Company’s
Observatory on Telematics, Connected Insurance &
Innovation, a collaboration with the Italian National
Association of Insurance Companies (ANIA). About 16%
of auto insurance contracts sold and renewed in Italy
by the fourth quarter of 2015 featured in-vehicle telematics, with growth outpacing even online insurance sales.
Drivers have outﬁtted their Fiats and Alfa Romeos with
4.8 million black boxes. One insurance group, UnipolSai,

incorporating telematics into their home and health
insurance products as well. Penetration has been greatest
in places with high premiums, such as Naples, where
customers are especially motivated to contain costs.

Italy’s experience with connected insurance holds lessons
for carriers in such countries as the UK and US, which
have rolled out their own connected systems in the past
few years, according to an analysis by the Observatory.
With black boxes connecting to an ecosystem than
includes smartphone applications and third-party providers, carriers now have opportunities to substantially
improve their economics and customer loyalty. In auto,
home, health and industrial sectors, telematics is starting
to generate real gains along the insurance value chain.
The richest offerings to date are in auto coverage,
through both pay-as-you-drive and pay-how-you-drive
usage. These offerings are inﬂuencing the sector’s fundamentals in several dimensions:

Figure 1: A broad array of connected car services is using telematics and smartphone apps
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•

Risk selection. Telematics can help insurers acquire
lower-risk customers. ANIA actuaries with Bain’s
Observatory ﬁnd that telematics-related policies in
Italy have a risk-adjusted claims frequency 20%
lower than traditional policies.

•

Risk-based pricing. Start-ups like Metromile in the
US have created a business model based on miles
driven. Incumbent carriers have introduced scoring
calculated according to such behavioral variables
as acceleration, braking, cornering and speed. We are
seeing behavior-based premium adjustments in a
range of +10% to -40%, which can nudge customers
to engage in less risky behavior through a mechanism that is easily communicated and understood.

•

•

Loss control. UnipolSai redesigned its claimsmanagement process to exploit telematics data,
which provides additional, objective information
about crashes and has helped the company reduce
the loss ratio of its auto telematics portfolio.
Loyalty systems. Vitalitydrive by Discovery compiles
data on driver behavior, driving course attendance
and the length of time without a claim, and drivers
can get back up to 50% of monthly fuel purchases
at BP stations.

Beyond coverage itself, an array of related services that
use telematics has emerged for drivers (see Figure 1).
These include street-sweeping alerts, antitheft alerts
if the black box registers an unusual driving style,
stolen-vehicle recovery, simpliﬁed claims notiﬁcation
with automatic form ﬁll-in based on telematics data,
and short-term coverage for theft when parking the car
in a high-crime location. Such services enable carriers
to differentiate themselves in the marketplace and to
increase interactions with customers, which is one
proven way to earn greater loyalty.
Similar opportunities are emerging in other lines of
business. In health coverage, for example, carriers are
exploring arrangements with preferred networks to
implement telemedicine solutions that reduce the
average cost of claims, thanks to earlier exits from hospital and remote monitoring of patient health data.
Ping An, a large Chinese carrier, has built a connected
health platform that now has 77 million registered users
and more than 50,000 doctors.

In home insurance, AXA Germany has teamed up
with RWE’s SmartHome system to minimize ﬂood
damage and provide fast support. In commercial insurance, connectivity will change the nature of underwriting
and claims handling. And in the workplace, AIG has
invested in Human Condition Safety, a tech start-up
developing wearable devices, analytics, and systems to
prevent injuries in manufacturing and construction.
Senior managers who want to expand their options
in connected insurance can start by answering a set of
key questions:
•

What strategic goals do we want to achieve by introducing connected insurance?

•

How should we position the product within our
current offerings?

•

Which target customers do we want to reach?

•

What proposition should we offer customers—
including the user experience, pricing at underwriting
and renewal, related services and a loyalty system?

•

What devices do we need to install, and what data
do we need to gather and analyze? With whom
should we partner?

•

Organizationally, how should we change our processes to strengthen the effectiveness of claims,
actuarial and underwriting functions?

While a degree of hype surrounds the potential of the
Internet of Things, connected devices clearly are proliferating in cars, homes, medical settings and workplaces.
Answering the questions above will help managers devise
appropriate strategies and invest wisely in connected
insurance, so that they can deliver services that customers truly value, and improve the overall economics
of the business.
By Matteo Carbone (matteo.carbone@bain.com), Henrik
Naujoks (henrik.naujoks@bain.com) and Sean O’Neill
(sean.o’neill@bain.com)

