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We are pleased to present the fourth edition of our Journal. Like everything in life, 
the Journal is an ever-evolving publication. We have listened to your feedback and 
continue to invite more. However, we will always hold strong in our initial concept, 
striving to bring you the best in the industry free from advertising clutter. 
We are proud to be the only publication dedicated solely to you -- 

Insurance Investment Professionals 

This month’s Interview is with one of the industry’s most highly regarded CIO’s 
-- Randy Brown, CIO of Sun Life. I have been fortunate to know him for years and 
interviewed him over sushi at Fin’s in Boston. Randy’s perspective is both instructive 
and insightful.  

In this issue, we have broadened our array of topics.  At the top of that list is an article 
from the MassChallenge FinTech Lab. We first learned about this group from Bill 
Poutsiaka, our last edition interviewee. This is an exciting initiative that is supported 
largely by the insurance industry and uses a very innovative approach to running 
an incubator. The result is a win-win for insurers and fintech firms alike. Looking 
forward is one of McKinsey’s specialties, which is why we wanted their perspective 
on AI on the industry. Lots has been discussed about AI on both sides of the ball – 
regardless of your view, it is definitely going to have an impact. With inflation on 
everyone’s mind these days, Wellington has written a terrific piece on why there are 
plenty of reasons to think that it may go higher. And, finally, we close this issue with 
another possible perspective on the topic in The Chuckle.  

In short, this fourth edition of the Journal is a great issue, and we’re proud of it. 
A special thank you goes out to all those who make it possible. Again, we always 
welcome your feedback and only ask one thing:  

  
If you are going to forward it on, 

please forward the link instead of the PDF. 

Best regards,

Stewart

Much	of	this	content	is	intended	for	institutional	investors	only.		

https://insuranceaum.com/about/
https://insuranceaum.com/about/


Our editor sits down with the CIO of Sun Life Financial
IAUM: You mentioned during our lunch 
that the capital markets’ “plumbing is 
broken”. What does that mean and why 
does it concern you?  

BROWN: I feel that there are 
imbalances and gating mechanisms in 
the markets today that could introduce 
significant volatility in a period of 
changing investor perceptions. The size 
of the corporate bond markets, including 
high grade, high yield, and syndicated 
loans, has grown significantly post the 
Great Recession. At the same time, the 
amount of balance sheet devoted to 
inventory and market-making has fallen 
dramatically due mostly to regulatory 
changes. I believe that this will lead 
to bigger bouts of price discontinuity 
than we are used to seeing in the bond 
market. Ultimately, some of this risk 
will need to change hands through a 
very small gate-keeping mechanism! 
Additionally, risk is held in forms with 
a greater degree of perceived liquidity, 
such as mutual funds and ETFs, where 
there is often greater herd mentality 
and a lack of differentiation between 
liquidity and price continuity. I Fear this 
could introduce some regulatory noise 
to the markets after the next recession 
as politicians and regulators respond to 
negative publicity in the press. 

IAUM: An increasing number of 
insurers are using ETFs. What’s your 
view of ETFs for insurance companies? 
Any specific concerns?

BROWN: I believe that ETFs are a tool 
that can be used by insurers as a means 
to express tactical calls in the general 
account more quickly. As discussed 
above, executing in the cash market 
has gotten more challenging, so large 
investment moves can be executed more 
quickly via the ETF and then expressed 
in the cash market over time and 
unwound in the ETF market. I do not 
believe that they are a substitute for the 
majority of the cash bonds in a general 
account, where we are very specific in 
the limits we put on names, which we 
choose, and the recognition of gains 
and losses. Also, the fees in an actively 
managed fixed income account are quite 
competitive, especially given the very 
customized nature of that management. 
Pure market weighted indexed holdings 
falsely reward those companies that are 
the largest issuers, the very names that 
we want to hold more prudently. 
 
As to concerns, I think that ETFs 
to date have behaved relatively as 
expected, with exchanges matching 
buyers and sellers - so transferring risk 

efficiently. I do worry a bit that there is 
a misunderstanding of what liquidity 
means. Additionally, unless we can get 
some regulators to change their views, 
some ETFs are inefficient with respect 
to capital treatment. There is quite a bit 
of industry effort underway to educate 
and hopefully persuade them to change 
this treatment.   

IAUM: We talked about the fact that 
risk premia has been driven down 
because there is a lot of capital chasing 
a wide spectrum of asset classes. Is 
there anything that is cheap out there? 

BROWN: I don’t think there are 
many cheap sectors anymore, but on a 
relative basis we still like the Private 
Debt market. Here I refer to investment 
grade private loans rather than the 
middle market space that I see as 
very overcrowded. We can achieve a 
reasonable illiquidity premium and pick 
up covenant protection that will serve 
us well in a downturn. We have and will 
continue to experience not only lower 
defaults, but also lower losses given 
defaults in the private space given our 
ability to modify the terms if a company 
hits a speed bump.
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This is the point in the cycle to maintain a quality standard 
and not chase yesterday’s higher yields! Short spread product 
that will roll off and allow you to reinvest into what I believe 
will be higher yields and wider spreads is also a safe harbor. 
High quality corporates, while historically expensive, should 
be ‘money good’ at the front of the curve and allow a modest 
increase in total return vs Treasuries.    

IAUM: Risk management is a big part of any CIO’s job. What 
is the biggest risk management challenge that you face today?

BROWN: The biggest challenge I face is balancing the need 
as a public company for quarterly earnings with the desire to 
reduce risk given the current spread and risk environment. As I 
mentioned, spreads are pretty tight by most measures, but there 
are many risks in the markets. Central banks are generally 
raising rates and reducing balance sheets, corporations are 
continuing to do shareholder friendly things such as dividend 
increases and buybacks, and there are many geopolitical risks 
in the market that could significantly alter risk appetites. We 
also have a new dynamic, which is the volatility introduced 
by erratic rhetoric coming from the US President and the 
uncertainty it introduces. Markets have largely ignored all of 
these tail events.  

IAUM: Many asset managers think the insurance GA market 
offers a big opportunity. You’ve been on that side of the 
business, do you agree?

BROWN: I do agree! The delivery of consistent, risk managed, 
returns is getting increasingly harder to do. Specialist Insurance 

focused managers have the expertise to do this, and do it at a 
very competitive price that offers tremendous value. The need 
to add additional asset classes where an internal team may 
not have the expertise also introduces a source of demand 
for external managers. We have seen tremendous growth in 
outsourcing in areas such as private debt, commercial real 
estate debt and equity, bank loans, high yield, CLOs, and 
structured finance. This is quite logical to me and a trend that 
I do not see changing.  
 
Managing assets for insurers is fundamentally different than 
managing other pools of capital, so hiring a manager with 
this specific focus is important. We focus first and foremost 
on return of vs on principal. We manage in a very risk aware 
way, and balance the needs for return with the realities of 
capital, accounting, tax, and regulatory considerations on the 
investment portfolio as we manage through market dynamics. 
This requires a different mindset than a typical manager whose 
sole focus is on beating a benchmark.   

IAUM: What will be the most difficult challenge facing CIOs 
in 2019? 

BROWN: I don’t think (hope??) that 2019 will be a difficult 
year for the markets, but we could see challenges in the years 
after in the credit markets. Thus, 2019 will be about avoiding 
the pressure to chase spreads and returns, balancing the needs 
of the liability side of the balance sheet with prudent risk 
management and mitigation.  

The Interview With Randy Brown (cont.)
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Randolph	(Randy)	Brown,	Chief	Investment	Officer,	Sun	Life	Financial
(W)	+1-718-416-2297	|	(C)	+1-617-519-7462

Randolph	(Randy)	Brown	is	Chief	Investment	Officer	of	Sun	Life	Financial	and	heads	the	investment	operations	of	Sun	Life	Assurance	Company	of	
Canada.	He	joined	Sun	Life	Financial	in	January	2016.

With	more	than	three	decades	of	investment	management	expertise	at	highly-respected	global	financial	firms,	Randy	brings	strong	experience	to	Sun	
Life.	Since	2007,	Randy	has	held	several	senior	roles	at	Deutsche	Asset	&	Wealth	Management,	most	recently	as	Global	Head	of	Insurance	and	Pension	
Solutions	and	as	Head	of	Asset	and	Wealth	Management	for	the	UK	region.	

Previously,	he	was	Co-Chief	 Investment	Officer	of	Deutsche	Asset	Management,	 responsible	 for	a	global	 investment	staff	of	750	and	 total	assets	
of	$1.2	trillion.	Before	the	 integration	of	Deutshe’s	asset	management	and	wealth	management	businesses,	Randy	was	the	head	of	 its	 investment	
operations	managing	money	for	insurance	companies	with	more	than	$200	billion	of	assets	under	management.	Prior	to	joining	Deutsche,	he	served	as	
BlackRock’s	Co-Head	of	Portfolio	Management	for	its	Financial	Institutions	Group,	where	he	managed	$120	billion	in	fixed	income	assets	for	a	client	
base	of	over	100	insurance	companies	and	banks.	Randy	also	gained	deep	technical	knowledge	in	mortgages	at	Morgan	Stanley	&	Company	and	
Salomon	Brothers	where	he	was	a	mortgage-backed	securities	trader	for	more	than	12	years.	

Randy	holds	a	Bachelor	of	Science	and	a	Master	of	Engineering,	both	in	Electrical	Engineering,	from	Cornell	University.	He	also	earned	an	MBA	from	
Cornell	University’s	Johnson	Graduate	School	of	Management,	where	he	was	a	Lester	B.	Knight	Scholar.	

About Our Guest
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Inflation: Why It May Surprise To The Upside

An improving domestic economy has 
resulted in a tight labor market and an 
undersupplied real estate market, which 
we expect could translate into more 
stable goods prices and a continued 
increase in wages and housing costs. 
We believe current market-based 
measures of inflation expectations may 
underestimate the likely impact of these 
pressures on future inflation data.

Construction costs rising along 
with real estate prices
Low spare capacity and few signs 
of excess supply underpin our belief 
that higher real estate prices may be 
on the way. Research suggests that 
supply growth of multifamily housing 
units is abating because of increasing 
construction and financing costs. 
Meanwhile, job growth has fueled 
demand for housing, pushing vacancy 
rates lower. The ensuing imbalance has 
inflated rental prices. Due to the recent 
increase in mortgage rates and higher 
home prices, we expect some cooling 
in housing transactions in the near term 
as potential home buyers wait for more 
supply and hope for lower mortgage 
rates. However, we believe these buyers 
eventually will feel compelled to buy at 
slightly higher costs, which could result 
in continued upward pressure on overall 
shelter cost inflation.

Current owner’s equivalent rent 
(OER)—which comprises about 1/3 
of the overall consumer price index—
is running at a 3.25% annual rate. We 
think OER could rise to 3.5% to 4.0% 
over the next year, which could push 
core inflation up by another 0.3% 
or so, putting it ahead of consensus 
estimates. Rising interest rates have 
not historically shown much empirical 
impact on real estate inflation; rather 
they impact housing activity, and we 
therefore do not include them in our 
internal inflation models. However, we 
note that the national average mortgage 
rate has risen by about 0.6% year-to-date, 

which has dampened housing 
affordability and should eventually 
flow through to higher OER. We expect 
longer-term housing formation to remain 
strong due to favorable demographics 
and employment backdrop, but dwellers 
may shift from owning to renting as 
home prices are rising faster than wages, 
decreasing affordability (Figure 1).
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BUDDING COST PRESSURES SUGGEST 
HIGHER INFLATION COULD MATERIALIZE 
ABOVE MARKET EXPECTATIONS IN THE US 
IN THE NEXT SIX TO 12 MONTHS. 

Wellington Management

Jeremy Forster
Fixed Income Portfolio Manager
Jeremy	 Forster	 is	 a	 fixed	 income	 portfolio	
manager	 on	 the	 Broad	 Markets	 Team.	 He	
focuses	 on	 global	 macro	 and	 US	 rates	
strategies,	 including	 developing	 fundamental	
and	 market-driven	 valuation	 models	 and	
determining	relative	value	across	sectors.

Allan Levin, CFA, FRM, FSA
Fixed Income Portfolio Manager
Allan	Levin	is	a	fixed	income	portfolio	manager	
on	 the	 Broad	 Markets	 Team	 who	 focuses	
primarily	 on	 inflation-linked	 and	 interest-rate	
markets.	 In	 this	 role,	 he	 develops	 macro,	
relative	 value,	 and	 systematic	 investment	
strategies	 that	he	 implements	 in	both	sector-
specific	and	multisector	portfolios.

1

Figure 1: Weaker housing affordability should push up OER

As of 30 June 2018 | Sources: Bureau of Labor Statistics, National Association of Realtors
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1

Figure 2: Tight labor market could lift wages/prices further 

Chart data is from 31 January 1986 – 30 June 2018 (LHS) and 30 September 1987 – 31 March 2018 
(RHS) and has been seasonally adjusted.
Sources: Bureau of Labor Statistics, Haver Analytics
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Inflation: Why It May Surprise To The Upside (cont.)

Lumber and panel prices have risen 
markedly over the last two years, and 
labor is again tight in construction 
trades, despite adding supply at a level 
below demand creation. Part of the 
increase in construction costs can be 
explained by a shortage of labor arising 
from an older construction workforce. 
Rising construction costs may be a 
negative consideration for builders, but 
the rising replacement cost of a home is 
a positive one for existing home prices.

Tight labor market putting upward 
pressure on core services prices
It is increasingly evident to us 
that the US economy’s capacity is 
under strain due to large fiscal and 
deregulatory stimuli. Improvement in 
real consumption has been aided by 
rising consumer confidence and strong 
regional manufacturing sentiment. 
Looking ahead, we expect continued 
increases in wage growth and core 
inflation as capacity conditions tighten 
and bottlenecks remain acute. Above-
trend growth amid fiscal stimulus and 
deregulation also remain important 
tailwinds which, taken together, should 
put upward pressure on core services 
prices. 

Recent inflation data has shown 
continued strength in domestically 
generated core services prices, driven 
in part by higher shelter costs. Cost 
and quality of labor remain two of the 
most significant issues facing small 
businesses, according to a recent 
National Federation of Independent 
Business survey. As the labor market 
tightens, more employees are choosing 
to leave their current jobs expecting to 
find better ones. Along with strong wage 
intentions from business surveys, this 
leading indicator points to a potential 
lift in wage growth and core inflation 
over the next 12 months (Figure 2).

Medical Inflation — the largest sub-
component of core services — has been 
depressed over the last decade due to the 
introduction of regulations that reduced 
Medicare payments. This had a knock-
on effect on the cost of private medical 
services, as private insurers were in 
a better position to negotiate price 
reductions from health-care providers.

However, this is likely to move in 
the reverse direction going forward: 
Medicare reimbursement rates have 
jumped in 2018 and are scheduled to 
increase further in 2019. In addition, 
Medicare payments to doctors are 
expected to surge in 2019 due to 
incentive payments under the Medical 
Access and Children’s Healthcare 
Insurance Program Reauthorization 
Act. In addition, the repeal of the 
individual mandate is likely to result in 
higher costs for uncompensated care; 
this combined with projected higher 
wage growth, is likely to lead hospitals 
to negotiate higher rates of payment 
from private payers.

Less deflation from core goods
Unlike core services prices, core 
goods prices have acted as a persistent 
deflationary force for the last several 
decades. While we have not yet 
witnessed a pick-up in goods inflation, 
we expect these deflationary pressures 
to abate — our current leading 
indicators suggest core goods inflation 
could rise to near 0% from about -0.5% 
over the last few years. Over the past 
two decades, a decline in global trade 
barriers resulted in cheaper imported 
goods from areas of the world with 
lower production costs. As we look 
forward, we see a world where higher 
emerging market wages, coupled with 
higher transportation costs, could result 
in less offshoring opportunities and a 
weaker deflation impulse on core goods. 
Add to this an increase in protectionist 
trade policies in the US, and we could 
experience upside surprise in core 
goods inflation. 
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Wellington Management Company LLP (WMC) is an independently owned investment adviser registered with the US Securities and Exchange 
Commission (SEC). WMC is also a commodity trading advisor (CTA) registered with the US Commodity Futures Trading Commission. In certain 
circumstances, WMC provides commodity trading advice to clients in reliance on exemptions from CTA registration. In the US for ERISA clients, WMC 
is providing this material solely for sales and marketing purposes and not as an investment advice fiduciary under ERISA or the Internal Revenue 
Code. WMC has a financial interest in offering its products and services and is not committing to provide impartial investment advice or give advice 
in a fiduciary capacity in connection with those sales and marketing activities. WMC, along with its affiliates (collectively, Wellington Management), 
provides investment management and investment advisory services to institutions around the world. Located in Boston, Massachusetts, Wellington 
Management also has offices in Chicago, Illinois; Radnor, Pennsylvania; San Francisco, California; Beijing; Frankfurt; Hong Kong; London; Luxembourg; 
Singapore; Sydney; Tokyo; Toronto; and Zurich. • This material is prepared for, and authorized for internal use by, designated institutional and 
professional investors and their consultants or for such other use as may be authorized by Wellington Management. This material and/ or its 
contents are current at the time of writing and may not be reproduced or distributed in whole or in part, for any purpose, without the express written 
consent of Wellington Management. This material is not intended to constitute investment advice or an offer to sell, or the solicitation of an offer to 
purchase shares or other securities. Investors should always obtain and read an up-to-date investment services description or prospectus before 
deciding whether to appoint an investment manager or to invest in a fund. Any views expressed herein are those of the author(s), are based on 
available information, and are subject to change without notice. Individual portfolio management teams may hold different views and may make 
different investment decisions for different clients. In Canada, this material is provided by Wellington Management Canada ULC, a British Columbia 
unlimited liability company registered in the provinces of Alberta, British Columbia, Manitoba, New Brunswick, Newfoundland and Labrador, Nova 
Scotia, Ontario, Prince Edward Island, Quebec, and Saskatchewan in the categories of Portfolio Manager and Exempt Market Dealer. • In the UK, 
this material is provided by Wellington Management International Limited (WMIL), a firm authorized and regulated by the Financial Conduct Authority 
(FCA). This material is directed only at persons (Relevant Persons) who are classified as eligible counterparties or professional clients under the rules 
of the FCA. This material must not be acted on or relied on by persons who are not Relevant Persons. Any investment or investment service to which 

Inflation: Why It May Surprise To The Upside (cont.)

A potential source of higher goods 
inflation also could stem from increased 
domestic transportation costs. Freight 
indicators show very strong shipments 
set against tight supply, which is 
expected to lead to a surge in freight 
prices, which should continue given 
the lengthening in supplier delivery 
times. Our equity retail specialists — 
with whom we collaborate to form our 
inflation view — have cited a shortage 
of truck drivers, contributing to higher 
transport and input costs. In the near 
term, we expect this cost to be absorbed 
in business operating margins, but if it 
persists it eventually would show up in 
higher consumer prices.

Risks to our outlook
Our proprietary models forecast the year-over-year core consumer price index to rise 
to around 2.5% by the fourth quarter of 2018. The downside risk for the inflation 
outlook largely stems from productivity developments. If productivity accelerates 
faster (relative to wage growth), it would be an important factor in keeping unit labor 
costs low and maintaining business margins. While not our core case, we believe this 
scenario bears close watching, given our medium-term productivity analysis, and 
would help support profit margins and risk assets. We also are vigilant in watching for 
signs that competitors across select industries may selectively attempt to take market 
share through price reductions, as occurred last year with mobile telephone plans. 

For informational purposes only. Views expressed are those of the authors, based on available information and subject to change, and should not 
be taken as a recommendation or advice. Individual portfolio management teams may hold different views and may make different investment deci-
sions for different clients. Any forward-looking estimates or statements are subject to change and actual results may vary.
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1Inflation: Why It May Surprise To The Upside (cont.)

this material relates is available only to Relevant Persons and will be engaged in only with Relevant Persons. • In Germany, this material is provided 
by Wellington Management International Limited, Niederlassung Deutschland, the German branch of WMIL, which is authorized and regulated by 
the FCA and in respect of certain aspects of its activities by the Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin). This material is directed 
only at persons (Relevant Persons) who are classified as eligible counterparties or professional clients under the German Securities Trading Act. 
This material does not constitute investment advice, a solicitation to invest in financial instruments or financial analysis within the meaning of Section 
34b of the German Securities Trading Act. It does not meet all legal requirements designed to guarantee the independence of financial analyses 
and is not subject to any prohibition on dealing ahead of the publication of financial analyses. This material does not constitute a prospectus for the 
purposes of the German Capital Investment Code, the German Securities Sales Prospectus Act or the German Securities Prospectus Act. • In Hong 
Kong, this material is provided to you by Wellington Management Hong Kong Limited (WM Hong Kong), a corporation licensed by the Securities and 
Futures Commission to conduct Type 1 (dealing in securities), Type 2 (dealing in futures contracts), Type 4 (advising on securities), and Type 9 (asset 
management) regulated activities, on the basis that you are a Professional Investor as defined in the Securities and Futures Ordinance. By accepting 
this material you acknowledge and agree that this material is provided for your use only and that you will not distribute or otherwise make this material 
available to any person. • In Singapore, this material is provided for your use only by Wellington Management Singapore PTE Ltd (WM Singapore) 
(Registration Number 201415544E). WM Singapore is regulated by the Monetary Authority of Singapore under a Capital Markets Services Licence 
to conduct fund management activities and is an exempt financial adviser. By accepting this material you represent that you are a non-retail investor 
and that you will not copy, distribute or otherwise make this material available to any person. • In Australia, Wellington Management Australia PTY 
Ltd (WM Australia) (ABN19 167 091 090) has authorized the issue of this material for use solely by wholesale clients (as defined in the Corporations 
Act 2001). By accepting this material, you acknowledge and agree that this material is provided for your use only and that you will not distribute or 
otherwise make this material available to any person. Wellington Management Company LLP is exempt from the requirement to hold an Australian 
financial services licence (AFSL) under the Corporations Act 2001 in respect of financial services. A registered investment adviser regulated by the 
SEC, among others, is exempt from the need to hold an AFSL for financial services provided to Australian wholesale clients on certain conditions. 
Financial services provided by Wellington Management Company LLP are regulated by the SEC under the laws and regulatory requirements of the 
United States, which are different from the laws applying in Australia. • In Japan, Wellington Management Japan PTE Ltd (WM Japan) (Registration 
Number 199504987R) has been registered as a Financial Instruments Firm with registered number: Director General of Kanto Local Finance Bureau 
(Kin-Sho) Number 428. WM Japan is a member of the Japan Investment Advisers Association (JIAA) and the Investment Trusts Association, Japan 
(ITA). • WMIL, WM Hong Kong, WM Japan, and WM Singapore are also registered as investment advisers with the SEC; however, they will comply 
with the substantive provisions of the US Investment Advisers Act only with respect to their US clients.
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Building Bridges Between 
The Insurance Investment Industry And Startups

The ancient connections that formed 
trade routes can be a lifelong study.  The 
Silk Road, for instance, linked Rome to 
China across a 4,000-mile-long trade 
network where goods like wool and 
gold, as well as religious and cultural 
traditions, went east while items such 
as silk and porcelain traveled west. The 
route could perhaps even be considered 
the first market to literally exhibit signs 
of a “random walk,” as the process of 
trading in the earliest times was clearly 
stochastic in nature.

What’s more, this desire to trade created 
the need for stable infrastructure, leading 
to the evolution of road and bridge 
building techniques. Most notably, 
the Romans incorporated arches into 
bridge architecture, and this innovation 
remains worthy of emulation today. At 
its most basic, a bridge overcomes an 
unproductive gap between point A and 
B, but at its most aspirational, a bridge 
mitigates some of the friction inherent 
in conducting commercial activities. As 
the Romans discovered, an arch enables 
a bridge to carry heavier loads and 
ultimately serve more people. 

As a not-for-profit, MassChallenge 
FinTech believes that collaboration 
between large Financial Services firms 
and FinTech entrepreneurs will realize 
the same results of an arch, whose 
superior strength comes from leveraging 
both top-down and bottom-up forces. 
Today’s emerging technologies 
present enormous opportunities for 
the Insurance Investment Industry, 
and this has led to our launch of the 
MassChallenge FinTech Lab in 2018. 

Since 2010, Boston-based 
MassChallenge has worked with 
a juried set of startups across 
industries. As a result of these efforts, 
MassChallenge startups have generated 
over two billion dollars in revenue, 
with 86% of startups still active. 
Now, global firms have invested their 
time, experience and capital to the 
launch of MassChallenge FinTech to 
ensure it’s success, with MassMutual, 
John Hancock, Fidelity Investments, 
Putnam Investments, Citizens Bank and 
Massachusetts Competitive Partnership 
as the program’s Founding Partners 
and Eastern Bank, AARP, Columbia 
Threadneedle and Wells Fargo have 
also committed as partners.  

In collaboration with its partners’ senior 
executives, MassChallenge is leading 
efforts to define firm-specific challenges 
around areas such as investment 
analytics, lending, and other product 
innovations. The firms will articulate 
these challenges via a “reverse pitch” 
and MassChallenge will source startups 
from our global network to apply to 
solve these pain points. Top startups will 
be selected to participate in our vertical 
accelerator from January to June, where 
each will work closely with a leading 
partner on a range of activities, from 
co-development and product validation 
to strategic investment and advisor 
introductions. 

By articulating their own strategic 
initiatives, firms partnering with 
MassChallenge FinTech are taking a 
collaborative approach to innovation 
and providing entrepreneurs direction 
and focus at a transformative time 
in Financial Services. For example, 
investment professionals have noted 
that the volume, veracity, and variety 
of current data strains internal systems 
and threatens to dampen investment 
returns amid obscured risks. They 
have challenged MassChallenge 
FinTech to identify startups with end-
to-end solutions to augment existing 
processes.  Ideally, the solution will 
combine natural language processing, 
AI/machine learning, intuitive user 
interfaces and secure cloud computing 
to develop a new class of analytic tools 
for investment or risk professionals.

“To us, innovation means looking for 
new tools, new technologies and new 
ways of working that can enhance 
the businesses we’re already in or 
give us insights into creating new 
opportunities,” said Steve Dorval, 
head of Innovation and Advice at 
John Hancock. “Connecting with the 
startup community through the Fintech 
Accelerator is an opportunity for us 
to engage with intelligent, passionate 
people that are solving important 
problems. 
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“Leaders in the financial services industry and 
FinTech startups can accomplish more together 
than they could independently.” 

- Mike Fanning, Head of MassMutual U.S.
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2Building Bridges Between The Insurance Investment Industry And Startups (cont.)

We will see how these ideas complement or compete with what 
we do, and take away key learnings and share our experience 
and expertise. We’re looking to partner with startups and grow 
the Boston Fintech ecosystem to help create and enhance 
services for the participants, advisors and customers today and 
in the future. We can’t wait to get started.”

“Leaders in the financial services industry and FinTech startups 
can accomplish more together than they could independently,” 
said Mike Fanning, head of MassMutual U.S. “By working 
closely with startups, we can harness new technologies and 
services that have the power to transform their businesses and 
how they meet customers’ needs.”

Ultimately, when FinTech Startups and regulated Financial 
Services firms partner on defined business challenges, the 
same basics in designing a solid bridge apply. It is critical that 
the startups are enterprise-ready and can carry the “weight” 
of regulatory, legal, risk and compliance requirements. In 

turn, large firms can serve as “guard rails” in helping startups 
understand auditing, reporting, and compliance frameworks. 
Much like in the case of the Silk Road, successful bridges can 
facilitate lucrative pathways towards advancing the industry.

For too long, partnering with talented entrepreneurs and 
incorporating emerging technologies has been an arduous 
journey.  In a period of rapid change and technological 
adoption, it is critical that we work together to define and 
then successfully bridge the gap that exists today. With the 
support of the MassChallenge FinTech team, financial services 
organizations have recognized the value in connecting points 
that are otherwise difficult to access. We welcome you to join 
us on this trip.

MassChallenge FinTech is now accepting startup applications 
for its inaugural cohort; enterprise ready startups should apply 
at https://masschallenge.org/about-apply by October 12th using 
the application discount code MCFTDevon19.   
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Insurance 2030:
The Impact of AI on The Future of Insurance

has been approved, and that a mobile 
response drone has been dispatched 
to the lot for inspection. If the vehicle 
is drivable, it may be directed to the 
nearest in-network garage for repair 
after a replacement vehicle arrives.

While this scenario may seem beyond 
the horizon, such integrated user stories 
will emerge across all lines of insurance 
with increasing frequency over the next 
decade. In fact, all the technologies 
required above already exist, and many 
are available to consumers. With the 
new wave of deep learning techniques, 
such as convolutional neural networks,1 

Q3 2018
VOL 2 | ISS 3

Insurance	AUM	Journal
PAGE	11

The industry is on the verge of a seismic, 
tech-driven shift. A focus on four areas 
can position carriers to embrace this change.
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Artificial intelligence can deliver on industry expectations through machine 
learning and deep learning.

McKinsey Insurance
AI Insurance
Exhibit 1 of 2

1950s 1960s

Artificial intelligence
The science and engineering of making 
intelligent machines

Machine learning
A major approach to realize artificial 
intelligence

Deep learning
A branch of machine learning

Artificial intelligence (AI) 
Intelligence exhibited by machines, 
whereby machines mimic cognitive 
functions associated with human minds; 
cognitive functions include all aspects 
of learning, perceiving, problem solving, 
and reasoning.

Machine learning (ML) 
Major approach to realizing AI by learning 
from, and making data-driven predictions 
based on, data and learned experiences. 
ML comprises several categories including 
reinforcement learning, supervised 
learning, and unsupervised learning.

Deep learning (DL) 
Branch of ML where algorithms attempt 
to model high-level abstractions in data. 
DL connects artificial, software-based 
calculators that approximate the function 
of brain neurons. Neural networks, formed 
by these calculators, receive, analyze, 
and determine inputs and are informed if 
determination is correct.

1970s 1980s 1990s 2000s 2010s

Source: Nvidia; Science in the News, Rockwell Anyoha, “The history of artificial intelligence,” August 28, 2017, sitn.hms.harvard.edu

Welcome to the future of insurance, 
as seen through the eyes of Scott, 
a customer in the year 2030. His 
digital personal assistant orders him 
an autonomous vehicle for a meeting 
across town. Upon hopping into the 
arriving car, Scott decides he wants 
to drive today and moves the car 
into “active” mode. Scott’s personal 
assistant maps out a potential route and 
shares it with his mobility insurer, which 
immediately responds with an alternate 
route that has a much lower likelihood 
of accidents and auto damage as well as 
the calculated adjustment to his monthly 
premium. Scott’s assistant notifies him 
that his mobility insurance premium 
will increase by 4 to 8 percent based on 
the route he selects and the volume and 
distribution of other cars on the road. 
It also alerts him that his life insurance 
policy, which is now priced on a “pay-
as-you-live” basis, will increase by 2 
percent for this quarter. The additional 
amounts are automatically debited from 
his bank account.

When Scott pulls into his destination’s 
parking lot, his car bumps into one of 
several parking signs. As soon as the car 
stops moving, its internal diagnostics 
determine the extent of the damage. His 
personal assistant instructs him to take 
three pictures of the front right bumper 
area and two of the surroundings. By 
the time Scott gets back to the driver’s 
seat, the screen on the dash informs 
him of the damage, confirms the claim 
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artificial intelligence (AI) has the 
potential to live up to its promise of 
mimicking the perception, reasoning, 
learning, and problem solving of 
the human mind (Exhibit 1). In this 
evolution, insurance will shift from 
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3Insurance 2030: The Impact of AI on The Future of Insurance (cont.)

its current state of “detect and repair” 
to “predict and prevent,” transforming 
every aspect of the industry in the 
process. The pace of change will also 
accelerate as brokers, consumers, 
financial intermediaries, insurers, and 
suppliers become more adept at using 
advanced technologies to enhance 
decision making and productivity, 
lower costs, and optimize the customer 
experience.

As AI becomes more deeply integrated 
in the industry, carriers must position 
themselves to respond to the changing 
business landscape. Insurance 
executives must understand the factors 
that will contribute to this change and 
how AI will reshape claims, distribution, 
and underwriting and pricing. With this 
understanding, they can start to build the 
skills and talent, embrace the emerging 
technologies, and create the culture and 
perspective needed to be successful 
players in the insurance industry of the 
future.

FOUR AI-RELATED TRENDS 
SHAPING INSURANCE
AI’s underlying technologies are already 
being deployed in our businesses, 
homes, and vehicles, as well as on our 
person. Four core technology trends, 
tightly coupled with (and sometimes 
enabled by) AI, will reshape the 
insurance industry over the next decade.

Explosion of data from 
connected devices
In industrial settings, equipment with 
sensors have been omnipresent for some 
time, but the coming years will see a huge 
increase in the number of connected 
consumer devices. The penetration of 
existing devices (such as cars, fitness 
trackers, home assistants, smartphones, 
and smart watches) will continue to 
increase rapidly, joined by new, growing 

categories such as clothing, eyewear, 
home appliances, medical devices, 
and shoes. The resulting avalanche of 
new data created by these devices will 
allow carriers to understand their clients 
more deeply, resulting in new product 
categories, more personalized pricing, 
and increasingly real-time service 
delivery. For example, a wearable that 
is connected to an actuarial database 
could calculate a consumer’s personal 
risk score based on daily activities as 
well as the probability and severity of 
potential events.

Increased prevalence of physical 
robotics
The field of robotics has seen many 
exciting achievements recently, and 
this innovation will continue to change 
how humans interact with the world 
around them. Additive manufacturing, 
also known as 3-D printing, will 
radically reshape manufacturing and the 
commercial insurance products of the 
future. By 2025, 3-D-printed buildings 
will be common, and carriers will 
need to assess how this development 
changes risk assessments. In addition, 
programmable, autonomous drones; 
self-driving cars; autonomous farming 
equipment; and enhanced surgical 
robots will all be commercially viable 
in the next decade. By 2030, the 
proportion of autonomous vehicles 
on the road could exceed 25 percent, 
having grown from 10 percent just 
four years earlier.2 Carriers will need to 
understand how the increasing presence 
of robotics in everyday life and across 
industries will shift risk pools, change 
customer expectations, and enable new 
products and channels.

Open source and data 
ecosystems
As data becomes ubiquitous, open 
source protocols will emerge to 
ensure data can be shared and used 
across industries. Various public and 
private entities will come together to 
create ecosystems in order to share 
data for multiple use cases under a 
common regulatory and cybersecurity 
framework. For example, wearable data 
could be ported directly to insurance 
carriers, and connected-home and auto 
data could be made available through 
Amazon, Apple, Google, and a variety 
of consumer-device manufacturers.

Advances in cognitive 
technologies
Convolutional neural networks and 
other deep learning technologies 
currently used primarily for image, 
voice, and unstructured text processing 
will evolve to be applied in a wide 
variety of applications. These cognitive 
technologies, which are loosely based 
on the human brain’s ability to learn 
through decomposition and inference, 
will become the standard approach 
for processing the incredibly large 
and complex data streams that will 
be generated by “active” insurance 
products tied to an individual’s behavior 
and activities. With the increased 
commercialization of these types of 
technologies, carriers will have access 
to models that are constantly learning 
and adapting to the world around 
them—enabling new product categories 
and engagement techniques while 
responding to shifts in underlying risks 
or behaviors in real time.

Experts estimate there will be up to one trillion 
connected devices by 2025.3
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3Insurance 2030: The Impact of AI on The Future of Insurance (cont.)

THE STATE OF INSURANCE 
IN 2030
AI and its related technologies will have 
a seismic impact on all aspects of the 
insurance industry, from distribution 
to underwriting and pricing to claims. 
Advanced technologies and data are 
already affecting distribution and 
underwriting, with policies being 
priced, purchased, and bound in near 
real time. An in-depth examination at 
what insurance may look like in 2030 
highlights dramatic changes across the 
insurance value chain.

Distribution
The experience of purchasing insurance 
is faster, with less active involvement 
on the part of the insurer and the 
customer. Enough information is 
known about individual behavior, with 
AI algorithms creating risk profiles, 
so that cycle times for completing the 
purchase of an auto, commercial, or life 
policy will be reduced to minutes or 
even seconds. Auto and home carriers 
have enabled instant quotes for some 
time but will continue to refine their 
ability to issue policies immediately to a 
wider range of customers as telematics 
and in-home Internet of Things 
(IoT) devices proliferate and pricing 
algorithms mature. Many life carriers 
are experimenting with simplified issue 
products, but most are restricted to 
only the healthiest applicants and are 
priced higher than a comparable fully 
underwritten product. As AI permeates 
life underwriting and carriers are able 
to identify risk in a much more granular 
and sophisticated way, we will see a 
new wave of mass-market instant issue 
products.

Smart contracts enabled by blockchain 
instantaneously authorize payments 
from a customer’s financial account. 

Meanwhile, contract processing and 
payment verification are eliminated 
or streamlined, reducing customer 
acquisition costs for insurers. The 
purchase of commercial insurance is 
similarly expedited as the combination 
of drones, IoT, and other available data 
provides sufficient information for AI-
based cognitive models to proactively 
generate a bindable quote.

Highly dynamic, usage-based insurance 
(UBI) products proliferate and are 
tailored to the behavior of individual 
consumers. Insurance transitions from a 
“purchase and annual renewal” model to 
a continuous cycle, as product offerings 
constantly adapt to an individual’s 
behavioral patterns. Furthermore, 
products are disaggregated substantially 
into microcoverage elements (for 
example, phone battery insurance, flight 
delay insurance, different coverage for 
a washer and dryer within the home) 
that consumers can customize to their 
particular needs, with the ability to 
instantaneously compare prices from 
various carriers for their individualized 
baskets of insurance products. New 
products emerge to cover the shifting 
nature of living arrangements and 
travel. UBI becomes the norm as 
physical assets are shared across 
multiple parties, with a pay-by-mile or 
pay-by-ride model for car sharing and 
pay-by-stay insurance for home-sharing 
services, such as Airbnb.4

The role of insurance agents has 
changed dramatically by 2030. 
The number of agents is reduced 
substantially as active agents retire 
and remaining agents rely heavily on 
technology to increase productivity. 
The role of agents transitions to process 
facilitators and product educators. The 
agent of the future can sell nearly all 
types of coverage and adds value by 

helping clients manage their portfolios 
of coverage across experiences, health, 
life, mobility, personal property, and 
residential. Agents use smart personal 
assistants to optimize their tasks as well 
as AI-enabled bots to find potential deals 
for clients. These tools help agents to 
support a substantially larger client base 
while making customer interactions (a 
mix of in-person, virtual, and digital) 
shorter and more meaningful, given that 
each interaction will be tailored to the 
exact current and future needs of each 
individual client.

Underwriting and pricing
In 2030, manual underwriting ceases 
to exist for most personal and small-
business products across life and 
property and casualty insurance. The 
process of underwriting is reduced 
to a few seconds as the majority 
of underwriting is automated and 
supported by a combination of machine 
and deep learning models built within 
the technology stack. These models 
are powered by internal data as well as 
a broad set of external data accessed 
through application programming 
interfaces and outside data and analytics 
providers. Information collected from 
devices provided by mainline carriers, 
reinsurers, product manufacturers, and 
product distributors is aggregated in 
a variety of data repositories and data 
streams. These information sources 
enable insurers to make ex ante 
decisions regarding underwriting and 
pricing, enabling proactive outreach 
with a bindable quote for a product 
bundle tailored to the buyer’s risk 
profile and coverage needs.

Regulators review AI-enabled, machine 
learning–based models, a task that 
requires a transparent method for 
determining traceability of a score 
(similar to the rating factor derivations 
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3Insurance 2030: The Impact of AI on The Future of Insurance (cont.)

used today with regression-based 
coefficients). To verify that data 
usage is appropriate for marketing 
and underwriting, regulators assess a 
combination of model inputs. They 
also develop test policies for providers 
when determining rates in online plans 
to ensure the algorithm results are 
within approved bounds. Public policy 
considerations limit access to certain 
sensitive and predictive data (such 
as health and genetic information) 
that would decrease underwriting 
and pricing flexibility and increase 
antiselection risk in some segments.

Price remains central in consumer 
decision making, but carriers innovate 
to diminish competition purely on price. 
Sophisticated proprietary platforms 
connect customers and insurers and offer 
customers differentiated experiences, 
features, and value. In some segments, 
price competition intensifies, and 
razor-thin margins are the norm, while 
in other segments, unique insurance 
offerings enable margin expansion 
and differentiation. In jurisdictions 
where change is embraced, the pace of 
pricing innovation is rapid. Pricing is 
available in real time based on usage 
and a dynamic, data-rich assessment 
of risk, empowering consumers to 
make decisions about how their actions 
influence coverage, insurability, and 
pricing.

Claims
Claims processing in 2030 remains a 
primary function of carriers, but head 
count associated with claims is reduced 
by 70 to 90 percent compared with 
2018 levels.5 Advanced algorithms 
handle initial claims routing, increasing 
efficiency and accuracy. Claims for 
personal lines and small-business 
insurance are largely automated, 
enabling carriers to achieve straight-

through-processing rates of more than 
90 percent and dramatically reducing 
claims processing times from days to 
hours or minutes.

IoT sensors and an array of data-capture 
technologies, such as drones, largely 
replace traditional, manual methods 
of first notice of loss. Claims triage 
and repair services are often triggered 
automatically upon loss. In the case 
of an auto accident, for example, a 
policyholder takes streaming video of 
the damage, which is translated into 
loss descriptions and estimate amounts. 
Self-driving vehicles that sustain minor 
damage direct themselves to repair 
shops for service while a self-driving 
replacement car is dispatched in the 
interim. In the home, IoT devices will be 
increasingly used to proactively monitor 
water levels, temperature, and other 
key risk factors and will proactively 
alert both tenants and insurers of issues 
before they arise.

Automated customer service apps 
handle most policyholder interactions 
through voice and text, directly 
following self-learning scripts that 
interface with the claims, fraud, medical 
service, policy, and repair systems. The 
turnaround time for resolution of many 
claims is measured in minutes rather 
than days or weeks. Human claims 
management focuses on a few areas: 
complex and unusual claims, contested 
claims where human interaction and 
negotiation are empowered by analytics 
and data-driven insights, claims linked 
to systemic issues and risks created by 
new technology (for example, hackers 
infiltrate critical IoT systems), and 
random manual reviews of claims 
to ensure sufficient oversight of 
algorithmic decision making.

Claims organizations increase their 
focus on risk monitoring, prevention, 
and mitigation. IoT and new data 
sources are used to monitor risk and 
trigger interventions when factors 
exceed AI-defined thresholds. Customer 
interaction with insurance claims 
organizations focuses on avoiding 
potential loss. Individuals receive real-
time alerts that may be linked with 
automatic interventions for inspection, 
maintenance, and repair. For large-
scale catastrophe claims, insurers 
monitor homes and vehicles in real time 
using integrated IoT, telematics, and 
mobile phone data, assuming mobile 
phone service and power haven’t been 
disrupted in the area. When power goes 
out, insurers can prefile claims by using 
data aggregators, which consolidate 
data from satellites, networked drones, 
weather services, and policyholder data 
in real time. This system is pretested 
by the largest carriers across multiple 
catastrophe types, so highly accurate 
loss estimations are reliably filed in a 
real emergency. Detailed reports are 
automatically provided to reinsurers for 
faster reinsurance capital flow.

How insurers can prepare for 
accelerating changes
The rapid evolution of the industry will 
be fueled by the extensive adoption 
and integration of automation, deep 
learning, and external data ecosystems. 
While no one can predict exactly what 
insurance might look like in 2030, 
carriers can take several steps now to 
prepare for change.

1. Get smart on AI-related 
technologies and trends
Although the tectonic shifts in 
the industry will be tech-focused, 
addressing them is not the domain of 
the IT team. Instead, board members 
and customer-experience teams should 
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3Insurance 2030: The Impact of AI on The Future of Insurance (cont.)

invest the time and resources to build a 
deep understanding of these AI-related 
technologies. Part of this effort will 
require exploring hypothesis-driven 
scenarios in order to understand and 
highlight where and when disruption 
might occur—and what it means for 
certain business lines. For example, 
insurers are unlikely to gain much 
insights from limited-scale IoT 
pilot projects in discrete parts of the 
business. Instead, they must proceed 
with purpose and an understanding of 
how their organization might participate 
in the IoT ecosystem at scale. Pilots 
and proof-of-concept (POC) projects 
should be designed to test not just 
how a technology works but also how 
successful the carrier might be operating 
in a particular role within a data- or IoT-
based ecosystem.

2. Develop and begin implementation 
of a coherent strategic plan 
Building on the insights from AI 
explorations, carriers must decide how to 
use technology to support their business 
strategy. The senior leadership team’s 
long-term strategic plan will require a 
multiyear transformation that touches 
operations, talent, and technology. 
Some carriers are already beginning 
to take innovative approaches such 
as starting their own venture-capital 
arms, acquiring promising insurtech 
companies, and forging partnerships 
with leading academic institutions. 
Insurers should develop a perspective 
on areas they want to invest in to meet 
or beat the market and what strategic 
approach—for example, forming a new 
entity or building in-house strategic 
capabilities—is best suited for their 
organization.

There are four core elements in defining a successful AI strategy. 

McKinsey Insurance
AI Insurance
Exhibit 2 of 2

Source: McKinsey analysis

Models 
and tools

Change 
management

Organization 
and talent

Culture

Data 
capabilities

Analytics strategy

This plan should address all four 
dimensions involved in any large-scale, 
analytics-based initiative—everything 
from data to people to culture (Exhibit 
2). The plan should outline a road map 
of AI-based pilots and POCs and detail 
which parts of the organization will 
require investments in skill building 
or focused change management. Most 
important, a detailed schedule of 
milestones and checkpoints is essential 
to allow the organization to determine, 
on a regular basis, how the plan should 
be modified to address any shifts in 
the evolution of AI technologies and 
significant changes or disruptions 
within the industry.

In addition to being able to understand 
and implement AI technologies, carriers 
also need to develop strategic responses 
to coming macrolevel changes. As 
many lines shift toward a “predict and 
prevent” methodology, carriers will need 
to rethink their customer engagement 
and branding, product design, and core 
earnings. Auto accidents will be reduced 

through autonomous vehicle usage, 
in-home flooding will be prevented by 
IoT devices, buildings will be reprinted 
after a natural disaster, and lives will 
be saved and extended by improved 
healthcare. Likewise, autonomous 
vehicles will break down, natural 
disasters will continue to devastate 
coastal regions, individuals will require 
effective medical care, as well as 
support when a loved one passes. As 
these changes take root, profit pools will 
shift, new types and lines of products 
will emerge, and how consumers 
interact with their insurers will change 
substantially. Winning carriers of the 
future will create and enact strategic 
plans that position their brand, products, 
customer interactions, and technology 
successfully to take advantage of the 
new economic structure on the horizon.

All of these efforts can produce a 
coherent analytics and technology 
strategy that addresses all aspects of the 
business, with a keen eye on both value 
creation and differentiation.
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3. Create and execute a comprehensive data strategy
Data is fast becoming one of the most—if not the most—
valuable asset for any organization. The insurance industry is 
no different: how carriers identify, quantify, place, and manage 
risk is all predicated on the volume and quality of data they 
acquire during a policy’s life cycle. Most AI technologies 
will perform best when they have a high volume of data from 
a variety of sources. As such, carriers must develop a well-
structured and actionable strategy with regards to both internal 
and external data. Internal data will need to be organized in 
ways that enable and support the agile development of new 
analytics insights and capabilities. With external data, carriers 
must focus on securing access to data that enriches and 
complements their internal data sets. The real challenge will 
be gaining access in a cost-efficient way. As the external data 
ecosystem continues to expand it will likely remain highly 
fragmented, making it quite difficult to identify high-quality 
data at a reasonable cost. Overall, data strategy will need 
to include a variety of ways to obtain and secure access to 
external data, as well as ways to combine this data with internal 
sources. Carriers should be prepared to have a multifaceted 
procurement strategy that could include the direct acquisition 
of data assets and providers, licensing of data sources, use of 
data APIs, and partnerships with data brokers.

4. Create the right talent and technology infrastructure
In augmented chess, average players enabled by AI tend to do 
better than expert chess players enabled by the same AI. The 
underlying reason for this counterintuitive outcome depends 
on whether the individual interacting with AI embraces, 
trusts, and understands the supporting technology. To ensure 
that every part of the organization views advanced analytics 
as a must-have capability, carriers must make measured but 
sustained investments in people. The insurance organization 
of the future will require talent with the right mind-sets and 
skills. The next generation of successful frontline insurance 

workers will be in increasingly high demand and must possess 
a unique mix of being technologically adept, creative, and 
willing to work at something that will not be a static process 
but rather a mix of semiautomated and machine- supported 
tasks that continually evolve. Generating value from the AI 
use cases of the future will require carriers to integrate skills, 
technology, and insights from around the organization to 
deliver unique, holistic customer experiences. Doing so will 
require a conscious culture shift for most carriers that will rely 
on buy-in and leadership from the executive suite. Developing 
an aggressive strategy to attract, cultivate, and retain a variety 
of workers with critical skill sets will be essential to keep 
pace. These roles will include data engineers, data scientists, 
technologists, cloud computing specialists, and experience 
designers. To retain knowledge while also ensuring the business 
has the new skills and capabilities necessary to compete, many 
organizations will design and implement reskilling programs. 
As a last component of developing the new workforce, 
organizations will identify external resources and partners to 
augment in-house capabilities that will help carriers secure the 
needed support for business evolution and execution. The IT 
architecture of the future will also be radically different from 
today’s. Carriers should start making targeted investments 
to enable the migration to a more future-forward technology 
stack that can support a two-speed IT architecture.6

Rapid advances in technologies in the next decade will lead to 
disruptive changes in the insurance industry. The winners in AI-
based insurance will be carriers that use new technologies to 
create innovative products, harness cognitive learning insights 
from new data sources, streamline processes and lower costs, and 
exceed customer expectations for individualization and dynamic 
adaptation. Most important, carriers that adopt a mind-set focused 
on creating opportunities from disruptive technologies—instead 
of viewing them as a threat to their current business—will thrive 
in the insurance industry in 2030.

1Convolutional neural networks contain millions of simulated “neurons” structured in layers.
2Deep shift, technology tipping points and societal impact, World Economic Forum, September 2015, weforum.org.
3World Economic Forum, 2015.
4Some insurtech companies are already beginning to design these types of products; Slice, for example, provides variable commercial insurance 
specifically tailored for home sharing.
5This shift to a more automated claims function has already begun. Fukoku Mutual Life Insurance, for example, has been using IBM’s Watson 
Explorer since January 2017 to do the work of 34 claims adjusters—30 percent of its claims staff.
6Driek Desmet, Markus Löffler, and Allen Weinber, “Modernizing IT for a digital era,” September 2016, McKinsey.com.

3Insurance 2030: The Impact of AI on The Future of Insurance (cont.)
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The securitized credit markets have 
remained resilient in the face of 
increased market volatility affecting 
other credit sectors thus far in 2018.  
At the index level, ABS and CMBS 
delivered 0.17% and 0.05%* of excess 
return, respectively, during the second 
quarter, outperforming other high-
quality credit sectors, such as US IG 
Corporates, which were down -1.00% 
on an excess return basis. Non-Agency 
RMBS, which lack a comprehensive 
benchmark, also performed well 
relative to the broader US investment-
grade bond market as represented by 
the Bloomberg Barclays US Aggregate 
Index.

Despite the recent run of solid 
performance, we still find value in 
the securitized credit asset class. Our 
constructive outlook is predicated on 
both strong fundamentals and technicals 
underpinning the sectors. In terms 
of fundamentals, the US consumer 
remains on solid footing, with the 
unemployment rate at its lowest level 
since 2000, wages continuing to rise, 
household leverage moderating, and 
home prices continuing to appreciate 
at a healthy pace.  Steady US economic 
growth, albeit at a moderate pace, has 
also been supportive of commercial 
real estate prices and low vacancy 
rates. Providing additional fundamental 
support, leverage in the commercial 
real estate market remains manageable, 

and deal underwriting is generally more 
stringent relative to pre-crisis standards.  

From a technical standpoint, conditions 
remain favorable for the securitized 
credit subsectors. ABS and CMBS 
spreads have been resilient, tightening 
in some tranches, in the face of a decent 
sized uptick in new issue supply. Market 
appetite for new issue Non-Agency 
RMBS, including Reperforming Loans 
(RPL) and Non-Qualified Mortgage 
(NQM) structures, remains strong as 
investors continue to look to replenish 
legacy RMBS exposure as the supply 
of pre-crisis bonds rapidly disappears. 
A recent wave of new issuance in Non-
Agency RMBS resulted in only modest 
spread widening and, as such, improved 
valuations for the sub-sector. We expect 
this positive technical tailwind to 
persist, lending continued support to 
residential mortgage credit in the near 
term.  

While securitized credit valuations are 
somewhat richer than those offered at 
the beginning of the second quarter, 
we believe these subsectors continue 
to offer attractive risk-adjusted carry 
versus similarly rated corporate credit:  

• In CMBS, we continue to find 
attractive opportunities in the 
high-quality Single-Asset/Single-
Borrower (SA/SB) subsector, 
which has provided a steady 
stream of new issues over the 

*Returns based on the Bloomberg Barclays Asset-Backed Securities Index and the Bloomberg 
Barclays Non-Agency Investment Grade CMBS: Eligible for U.S. Aggregate Index.

last 12 months. Despite healthy 
market demand for SA/SB issues, 
we continue to find deals that offer 
attractive risk premiums. We are 
also closely monitoring Freddie 

Mac K Series-Class B multi-
family CMBS activity. Spreads in 
this area have backed up somewhat 
in recent weeks. Further widening 
may provide an attractive entry 
point relative to conduit CMBS 
issues in the near term.
• The ABS market has seen 
an uptick in Whole-Business 
Securitizations, both new deals and 
refinancing of existing structures.  
Given the aforementioned 
strength of the U.S. consumer, we 
continue to find value in certain of 
these deals backed by franchise 
royalties.
• Non-Agency RMBS – As 
noted above, recent supply has 
pushed spreads modestly wider 
despite continued strength in 
the fundamentals underlying the 
sector. The credit metrics we use 
to monitor the sector (including, 
delinquencies, forecasted losses, 
etc) remain solid and we feel current 
valuations offer opportunities to 
add to the space.
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4Securitized Credit Markets Update (cont.)
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