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Pandemic Speeds Up Pace of  
Insurer Innovation 
In March 2020, AM Best released Scoring and Assessing Innovation. Immediately after, 
the world was transformed by COVID-19. The pandemic altered the way people live and 
work, and spurred immense changes and innovation throughout the insurance industry. 
In response to the evolving risk environment, insurers accelerated their shift to digital 
technology and intensified their focus on product innovation and policy language 
modifications. 

Although technological improvements to underwriting, sales, and other processes had 
already been under way for a number of insurers, the more basic operational infrastructure 
supporting remote working capabilities moved to the forefront of the challenges they faced. 
Virtually overnight, businesses shifted to a remote-based environment to stem the spread of 
the virus. Information technology departments faced new challenges with the vast majority 
of employees working offsite. There was no time to ease into these transitions; a pandemic 
demanded that operations shift without delay. 

As insurers continue to navigate this new environment, our innovation capability assessments 
skew toward lower profiles. As of March 8, 2021, overall results aligned closely with our 
preliminary assessments following our innovation criteria release, as over half our rating units 
scored Moderate, versus 19% for Significant, 18% for Minimal, 6% for Prominent, and 1% for 
Leader (Exhibit 1). 

Innovation Input Overview
Leadership: Leading the Way Through Crisis
Over the last year, COVID-19 
has tested each of the 
innovation assessment input 
components. The first of the 
four components, Leadership, 
remains ahead of the curve 
in scoring. As Exhibit 2 
shows, Leadership had the 
smallest percentage of 1s 
and the largest percentage of 
4s, compared with Culture, 
Resources, and Processes 
and Structure. (Scores range 
from 1 to 4, with 4 being 
the highest score possible). 
Although overall industry 
scores are still mostly 
concentrated at the lower 
end, management teams 
have largely recognized 
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Exhibit 1
Innovation Assessments

Source: AM Best data and research
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that innovation is a critical aspect of an organization’s 
operations. 

Executive and management teams had been considering and 
gradually digitizing long before the pandemic, but COVID-19 
forced insurers to rethink their business and operating 
models, and accelerated the pace at which they’ve had to 
make the shift to digital technology. 

The transition to a remote working environment presented 
management and employees with new communication 
obstacles. Management may encourage innovation, but 
reaching all of an organization’s levels is still a challenge. 
Major disruptive moments for the insurance industry tend to 
result in learning opportunities. We saw this in the aftermath 
of the September 11, 2001, terror attacks, Hurricane Katrina  
in 2005, and now the pandemic.

Culture: Driving Cultural Change in a Remote Working 
Environment
For many companies, developing an innovative culture has 
been an ongoing challenge (Exhibit 3). Insurance industry 
culture is normally conservative by design, providing a means 
to support risk management and mitigation. More than most 
industries, insurance is subject to shock losses that, owing 
to poorly developed products or badly handled claims, can 
quickly result in financial weakness—even insolvency. These 
risks result in a conservative culture that evaluates new 
initiatives skeptically, from the drawing board to the final 
result. But COVID-19 upended the industry’s methodically 
slower pace, as insurers needed to act swiftly and decisively to  
adapt to the rapidly changing environment. 

For example, just weeks into the pandemic, Nationwide 
Insurance successfully pivoted to a work-from-home environment for 98% of its employees. 
Such transitions were necessary across the industry, but the question became how companies 
with a weaker innovation culture heading into this new remote environment would handle the 
transition. According to a July 2020 Accenture survey of insurance human resources officers, 
88% of respondents cited high workforce engagement during the pandemic, suggesting that 
insurers are making significant progress. This correlates with our assessment, where we 
have found more companies improving communication as it relates to innovation during the 
pandemic than prior to it, when we conducted our preliminary assessments. 

Resources: Systems and Technology Are Key
The impact of the pandemic on the volume of claims has varied by line of business, so some 
companies have felt more of a resource pinch than others (Exhibit 4). Some companies were 
forced to accelerate technology innovation—no small task during a crisis that has challenged 
every facet of insurance operations.

Insurers have been focused on improving legacy systems for a long time. Many insurers have 
already modernized systems due to need, while many others have seized this opportunity 
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Exhibit 2
Innovation Leadership Scores

Source: AM Best data and research
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Innovation Culture Scores

Percentages do not total to 100 due to rounding.
Source: AM Best data and research
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to partner with insurtechs or create internal 
initiatives to leverage emerging technologies, as 
well as to acquire more advanced capabilities. The 
pandemic has accelerated these efforts, requiring 
improvements in other areas such as customer 
engagement. Furthermore, the unprecedented 
growth of remote workforces, along with more 
data and applications moving outside the traditional 
security perimeter, have placed greater emphasis on 
cyber security. According to a Six Paths Consulting 
study, 85% of respondents anticipate that COVID-19 
will have a lasting impact on their customers’ 
needs and wants, but only 21% believe they have 
the expertise, resources, and commitment to 
successfully pursue new growth. 

Processes and Structure: Innovation  
Still an Ad Hoc Endeavor
The pandemic has had a profound impact on 
insurers by further spotlighting seamless, well-
planned innovation processes and structures on  
the one hand or disjointed innovation efforts on 
the other hand. The vast majority of companies 
lacked a replicable innovation process, as more than 
three quarters of companies scored in the bottom 
half, with the largest percentage of 1s compared 
to the other input components (Exhibit 5). Most 
companies have formulated innovative initiatives ad 
hoc, which has diminished their ability to replicate 
other initiatives. The lower scores suggest the 
industry has generally been more reactive when it 
comes to major operational changes. 

Data governance, management, and use have gained 
a greater focus, and more companies are taking steps to address those elements. Organizations 
have widened their focus to transition many operational functions, to adapt to the new remote 
environment. A multi-pronged approach became necessary, with the pandemic propelling the 
need to digitize quoting and submissions processes, integrate agents and brokers on the sales 
side, and accelerate existing trends for seamless straight-through processing on the claims side.

Innovation Output Overview
Results
Most companies score at the lower end of the innovation output scores. More favorable 
assessments are seen in the Results subcomponent, as 13% of companies score 3 or 4, while 
only 7% score 3 or 4 on the other output subcomponent—Level of Transformation (Exhibit 6). 
Ultimately, innovation must lead to measurable results that make the investment of resources 
worthwhile. Companies that had invested significantly in innovation infrastructure before 
the pandemic were a leg up in areas where they had already focused resources and improved 
capabilities. Innovation initiatives have been accelerated, but whether they will result in 
sustainable results over the long term remains to  
be seen. 
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Innovation Resources Scores
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Innovation Process & Structure Scores
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Level of Transformation
Output scores for the Level of 
Transformation are even less favorable 
than that of Results; less than 1% of 
organizations earned the highest score of 
4, while just 6% earned a 3 (Exhibit 6). 
Only those companies with best-in-class 
output receive higher transformation scores. 
Transformative initiatives are those that 
create value, improve customer engagement 
and experience, lead to superior business 
models, or significantly enhance growth 
opportunities, and are comparable to leaders 
in other industries. As such, most companies 
scored at the lower end of this category. The 
pandemic has provided numerous obstacles 
to overcome, but it also has created the 
greatest potential for opportunities. The 
more innovative insurers are in a position 
to leverage their new, as well as existing, capabilities and capitalize on offering solutions to 
other organizations that have not yet been able to advance their innovation capabilities in a 
significant way.
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Best’s Financial Strength Rating (FSR): an independent opinion of an 
insurer’s financial strength and ability to meet its ongoing insurance policy 
and contract obligations.  An FSR is not assigned to specific insurance 
policies or contracts. 

Best’s Issuer Credit Rating (ICR): an independent opinion of an entity’s 
ability to meet its ongoing financial obligations and can be issued on either a 
long- or short-term basis.

Best’s Issue Credit Rating (IR): an independent opinion of credit quality 
assigned to issues that gauges the ability to meet the terms of the obligation 
and can be issued on a long- or short-term basis (obligations with original 
maturities generally less than one year).

Rating Disclosure: Use and Limitations
A Best’s Credit Rating (BCR) is a forward-looking independent and objective 
opinion regarding an insurer’s, issuer’s or financial obligation’s relative 
creditworthiness. The opinion represents a comprehensive analysis consisting 
of a quantitative and qualitative evaluation of balance sheet strength, operating 
performance, business profile, and enterprise risk management or, where 
appropriate, the specific nature and details of a security. Because a BCR is a 
forward-looking opinion as of the date it is released, it cannot be considered as 
a fact or guarantee of future credit quality and therefore cannot be described 
as accurate or inaccurate. A BCR is a relative measure of risk that implies credit 
quality and is assigned using a scale with a defined population of categories and 
notches. Entities or obligations assigned the same BCR symbol developed using 
the same scale, should not be viewed as completely identical in terms of credit 
quality. Alternatively, they are alike in category (or notches within a category), 
but given there is a prescribed progression of categories (and notches) used in 
assigning the ratings of a much larger population of entities or obligations, the 
categories (notches) cannot mirror the precise subtleties of risk that are inherent 
within similarly rated entities or obligations. While a BCR reflects the opinion of 
A.M. Best Rating Services, Inc. (AM Best) of relative creditworthiness, it is not an 
indicator or predictor of defined impairment or default probability with respect to 
any specific insurer, issuer or financial obligation. A BCR is not investment advice, 
nor should it be construed as a consulting or advisory service, as such; it is not 
intended to be utilized as a recommendation to purchase, hold or terminate any 
insurance policy, contract, security or any other financial obligation, nor does it 
address the suitability of any particular policy or contract for a specific purpose or 
purchaser. Users of a BCR should not rely on it in making any investment decision; 
however, if used, the BCR must be considered as only one factor. Users must 
make their own evaluation of each investment decision. A BCR opinion is provided 
on an “as is” basis without any expressed or implied warranty. In addition, a BCR 
may be changed, suspended or withdrawn at any time for any reason at the sole 
discretion of AM Best.
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