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Abstract

Insurers operating within the domestic property sector of the personal insurance lines market are faced with the task of producing a product that provides an essential service for their customers, whilst delivering profits for the business stakeholders; all this set against a background of tight regulation and complex operational mechanisms, particularly in the realm of managing the claims process. 

The ability to outsource elements of the claims process has been found to have the potential to deliver benefits to both consumer and business, however the available literature suggests a lack of research into the ways in which an insurer can reliably come to a decision to outsource a process, versus deciding to carry it out in-house. 

This study provides evidence to suggest that a framework to aid in this task would be beneficial, as well as venturing as far as developing such a framework for use in the early stages, or ‘pre-procurement’, stage of discussions. Further, in arriving at this conclusion there are ancillary benefits that may be found in forging better intra-departmental links between areas in which key stakeholders are employed, improving the data provision to allow for better benchmarking of internal and external claims actors and using this information to create a feedback loop which can result in improving the performance of in-house staff and thereby reducing the need to seek outsource opportunities. 
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Chapter 1 Introduction

Outsourcing is a term that encompasses a broad array of activities, as such it is perhaps not surprising that there is a lack of a single, unilaterally agreed upon definition of the practice. Many outsourcing agreements see companies looking abroad for businesses to carry out their processes, indeed this practice is common to the extent that it appears in some definitions, such as that put forward by Lopez who described outsourcing as ‘the practice of obtaining goods and services from a foreign supplier’ (2019).  In order to obtain a definition that is broader in nature, and perhaps more suitable for the purposes of this research, we may look to Pal Bera’s description of outsourcing being the act of ‘contracting with another company, or person to do a particular function’ (2017). 

Outsourcing has roots that stretch back over 50 years; however it was not formally identified as a business strategy until 1989 following a period where companies were looking to address a lack of agility due to over developed management structures; with the practice shifting focus in the 1990s towards the ability to deliver cost savings (Hadfield, 2006).

Outsourcing is an activity that is well entrenched in the UK business landscape with some research suggesting that as many as 75% of UK businesses have utilised outsourcing in the past or are currently doing so, with the most frequently outsourced element being IT (Sooprayen, 2019). 

The business under study operates in the UK financial services sector, with its primary presence being in the personal lines insurance market, as well as operating a loans business. The UK personal lines insurance market is the single largest within Europe and in the top five on a global basis, with total premium of over $220 billion in 2017 (Sadler, 2019). Since its launch close to 30 years ago the business under study has grown to the extent that it now services 7 million customers and reported overall profits of over £520m in its 2019 full year results (Directorate, 2020).

The business has pursued a strategy of identifying sub-segments within UK insurance markets through which it can diversify its product line; having started with a single brand in a single insurance market it now operates 6 brands across multiple personal lines of insurance in the UK (Directorate, 2019). The business began a push towards international expansion over 10 years ago and has since launched businesses in 6 countries, across 3 continents, over two different lines of business (Directorate, 2019).

The specific area of the business under study in which this research takes place is that of the domestic property insurance claims department, which forms part of the wider domestic property insurance product within the business which services 1 million customers and delivered £7.5m in profit in the most recent company results (Directorate, 2020). In order to view these figures in a wider context it may be of interest to note that the UK domestic property insurance market is worth over £5bn in revenue and is ranked as the 175th largest market of any type in the United Kingdom (Ibis World, 2020).

Whilst the UK financial services sector shares many fundamental similarities with other business sectors, it does have specific characteristics of its own. Currie et al carried out research into the nature of outsourcing that takes place in the financial services sector and noted a common outsourcing type within the sector being that of knowledge processing outsourcing (KPO), which they defined as: 
‘the transfer to a third party of complex and highly variable activities that require intellectual decision’ and found that this was being done to the tune of £1.2bn across the industry (2008). However, subsequent research suggests that within the insurance sector specifically, that outsourcing may be becoming a less attractive option with a downward trend in its use, (see Fig. 1) (Emms, T et al, 2010).
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With such wide ranging and challenging issues, it is no surprise that respondents all anticipated a

number of initiatives over the next 3 years.
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Figure 1. Results of Emms’ research, showing a decline in the strategic importance being placed upon outsourcing 

Whilst financial services companies in the UK have an established practice of outsourcing certain elements of their business there is further research in support of Emms’ contention, carried out by KPMG, which points to an overall downward trend in the use of outsourcing (see Fig. 2) in the UK financial services sector and suggests that this has been driven by the results of trade-offs between elements such as cost mitigation and growth (2020).[image: image2.jpg]53%
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Figure 2. Results of KPMG’s CIO survey which outlines intent to outsource

However, whilst there may be indicators that outsourcing is not in the ascendency as it perhaps once was it is also the case that the same research supports the notion that outsourcing remains a significant business activity, carrying a meaningful amount of spend. Further, there is evidence to suggest that despite some significant financial investments made to aid in the vertical integration of activities in-house it is the case that for many businesses this kind of investment is beyond their means and that outsourcing remains an attractive option (Riggins, 2019).

Whilst Currie et al may have shown that outsourcing is common in financial services, and within an area that may be relevant to the subject under study (given that Currie et al specifically mentions insurance claims processing as being within KPO scope) it could be argued that their research does not go as far helping us understand the decision-making processes that sit behind a financial services business choosing to engage in an outsourcing arrangement. This research aims to make a meaningful contribution to the area of study by looking into the logic, rationale and process that goes into the decision of whether outsourcing is an appropriate course of action to take, as opposed to in-housing the activities in question. 
There is a good amount of research available that outlines some of the benefits that businesses may seek when deciding to outsource. Much of that research centres upon the amount of focus that businesses place upon the potential cost and time savings that may be derived from such an arrangement; Thafvelin develops this argument further by suggesting these considerations are now heightened by the extent that technological innovations have enhanced customer demands (2020).

Additional research has been carried out that develops our understanding of the potential benefits of outsourcing beyond a simple, high-level focus on cost and time savings. Recent research has suggested that engaging in an outsourcing exercise will open a business up to the benefits that a highly competitive market can provide, i.e. with outsourcing suppliers fighting to capture business in a competitive environment the conditions are set for an innovative and cost-conscious market with a fierce focus upon the needs of prospective clients (Ifsec Global, 2009). 

We may reasonably conclude that there is a bank of available research that defines what outsourcing is, its current level of usage and the benefits that a business might hope to achieve by engaging in an outsourcing arrangement. However, it could be argued that there is a lack of available research that helps businesses arrive at the decision of whether or not to outsource, it is that notion that leads this research to its primary objective; through the research methodology being applied within the domestic property insurance claims department, the research aims to establish whether it is possible, or desirable, to create a framework to aid in that decision making process regarding the decision to outsource or in-house claims. If such a framework is deemed to be a tool of value, this research aims to outline the constituent elements of that framework and provide guidance for its use. 
Chapter 2 Literature Review

Having previously provided a definition of the term ‘outsourcing’ as well as some context that frames the usage of outsourcing within the relevant market, namely the UK personal lines insurance sector, it may be sensible to assess the strength of research and literature available in respect of outsourcing in this area. 

Research carried out by North Carolina State University’s Poole College of Management, based upon over 300 companies that are based within the United States of America, found that the potential to outsource existed across all areas of business that were subject to study and that within the same analysis it was supply chain processes and insurance claims processing that comprised the highest proportion of outsourcing arrangements (2004). Whilst it could be argued that a US-based analysis may have limitations within a purely UK context it could also be argued that the wide sample and international business standards provide a mitigating effect. 

2.1 Risk
If we are to accept that outsourcing is a viable option for many different types of business, and specifically within the UK insurance sectors, it may be sensible to seek further research suggesting a sound logical basis for at least beginning the discussion around outsourcing. This could be found from a risk management perspective where frailties within business structures can be highlighted by a reliance upon a single source to provide raw materials, products or services that are integral to the business being able to function successfully; these frailties may result in both a loss of revenue and placing a cap upon the business’ ability to grow its market share (Linton & Vakil, 2020). 

Having touched upon the risks inherent in ignoring the possibility to outsource it may be sensible to consider the flip side of the risk coin, i.e. the risks that need to be considered if outsourcing is a strategy a business wishes to pursue. Of particular relevance to the company under study within this research are the findings of the Financial Conduct Authority’s (FCA) study into the use of outsourcing in the general insurance market. Given the FCA’s position as regulator within the industry it may be of particular relevance that they specifically highlight that: 

The outsourcing of functions by one party to another in relation to an insurance product can create an increased level of complexity due to the division of responsibilities and knowledge. This can also lead to increased risk of shortcomings in the delivery of products or services to customers.
(FCA, 2015).

Taking the point raised by the FCA, specifically around the potential negative impact that increased complexity derived from outsourcing can have on the products or services that are delivered to the customer, it may be appropriate, given the nature of the company under study, to look to the available literature to establish what might be available to provide context specifically around the insurance claims processing environment. 

The point at which a customer is required to make a claim may be considered the point at which the customer will find out if the insurance product they have purchased is fit for purpose, and whether the insurer is able to fulfil the promises it made at the point of sale. Hence, it may be argued that this point in the customer journey is vital to the overall customer experience; Tysoe suggests that outsourcing these claims processes reduces the level of control an insurer is able to maintain and that to do so at such a key point is inherently risky (2009). Given Tysoe’s considerable experience within the insurance claims sector it may be argued that this view carries some considerable weight. 

In considering the risk elements described above it may be sensible to also consider that there is evidence to suggest that the home insurance market will come under increased financial pressure in the coming year with a predicted net combined ratio of 102% in 2021. Within these forecasts are suggestions that the cost of handling domestic property insurance claims will rise 4.4% year on year (Dugdale, 2020). With such upward pressure on claim spend it may be foreseeable that in the quest to reverse, or mitigate this trend that claims departments will revisit their outsourcing arrangements, or lack thereof. However, IFSEC Global echo the sentiments of both Tyso and the FCA in calling out that outsourcing claims processing activities as part of a cost-cutting exercise will often see those key elements of the customer journey land with companies who are ill equipped to deal with them to a high enough standard (2009).

2.2 Insurer’s Considerations

Having considered some of the potential high-level risk issues that are present in the available literature relating to outsourcing, and specifically within the UK domestic property insurance claims sector, it may be appropriate to further explore the wider considerations that may play a part in an insurer’s decision-making process when considering outsourcing as an option.

The claims process, as it pertains to domestic property insurance, can be complex and involve a great many actors within it. In the event that a property has suffered significant damage following a fire or flood, for example, it is reasonable to expect that the claim will need to pass through stages that ensure the property is stabilised (dried and/or cleaned), an assessment of the damage to buildings and contents is made, replacing items that are deemed beyond economical repair and reinstating the property back to the condition it was in prior to the loss occurring. These processes will commonly require a loss adjuster, buildings surveyors, multiple building contractors and contents specialists. There is a great deal of diversity in how different insurers approach these processes and how much of it, if any, is done on an outsourced basis (Climatewise 2010).

The FCA’s research found that insurers varied in their ability to assess the conduct risks (i.e. risks their behaviours & practices pose to their customers) that are inherent in outsourcing any of these claims stages and that where the risk had been assessed it was often the case that the primary focus was upon the financial risk to the insurer rather than the risk to the customer. Further, the FCA found a variation in the control insurers were able to maintain over the outsourced claims functions and had not identified potential conflicts of interest (FCA, 2015).

Where a regulator such as the FCA produces a report that highlights issues such as the above it is fair to conclude that these issues then become valid considerations for an insurer when deciding whether or not to pursue an outsourcing program in the future, especially given the regulator’s ability to levy fines against an insurer and in serious cases even prevent it from trading. The themes of conduct, control and conflict of interest may provide a backdrop against which further insurer considerations may be looked at. 

We may see some support for the assertion that insurers take heed of the kinds of issues the regulator deems serious enough to specifically highlight in the work of Bazinet et al who, whilst conceding that claims cost control is a consideration for insurers when outsourcing, also posited that outsourcing could lead to an increased focus upon fulfilling the needs of the customer as a core competency of the business. Bazinet went on to suggest that the possibility of deriving process improvements to benefit the customer, and an assessment of where outsourcing partnerships can save expense without materially increasing the risk to the customer should be key considerations for an insurer when assessing whether to pursue outsourcing as an option (1998).

In an attempt to review available research that is even more specific to the business under study we may look to the work of Hood and Williams whose research dealt specifically with the outsourcing of insurance claims functions and processes. The work produced by Hood and Williams touched upon a number of valid considerations for an insurer, including the potential de-skilling impact that outsourcing may have upon an insurer’s own workforce, the clash of cultures that may come with working alongside a completely separate business, the need to assess the IT burden that would be required to ensure the two businesses can work cohesively, and the need to ensure that the outsourcing arrangement was not simply pursued in order to provide a short-term financial benefit but rather that it was aligned to the longer-term strategic goals of the business (Hood & Williams, 2003). However, the extent to which these issues and this research may be relevant to the proposed research and the business under study may be questioned on the basis that Hood and Williams were referring to outsourcing an entire claims department, including all claims-related activities; this is outsourcing on a far grander scale than that which is considered in this research, which is designed to assess the relative benefits and appropriateness of outsourcing individual elements within the claims value chain. 

The extent to which research and literature that deals specifically with this ‘incremental’ or ‘itemised’ outsourcing is available is questionable. Harring discussed this kind of approach in a hypothetical sense by contrasting a strategy of outsourcing a claims function on a wholesale basis to a large third party administration service that would be sufficient in size and scope to deliver all required services with an approach that would see an insurer map out its entire claims process end-to-end and then invite vendors to enter a competitive tender process for each element within it. The insurer’s role in an arrangement of this kind would be limited to ensuring proper controls were in place to monitor and audit the actors within the process to such an extent that all business and regulatory requirements could be fulfilled (2015). Whilst Harring’s work does recognise the potential to split the claims process into its constituent parts it does not address the potential for hugely complicated handovers between multiple businesses within a single claims process and ignores the impact this may have on the customer. Further, the approach still advocates for outsourcing all elements, albeit to different providers. Therefore, it could be argued that the research still falls short of providing us with a sound basis with which we can answer the question of how to decide which elements of its claim process, if any, an insurer could, or should outsource.

Other researchers have attempted to look at specific areas of claims processing that might be suitable for outsourcing; viewing the problem through a lens of attempting to reduce work pressure, Grunblatt suggests that insurers may look to outsource the handling of claims that lend themselves towards quick adjustment, on the basis that these low value, low complexity cases make up a large part of an insurers work load but add very little for being dealt with in-house (2019). However, the research is limited in that it does not approach how an insurer might reasonably arrive at the decision that to outsource these claims is the right decision for them. 

We might reasonably be led to conclude, at this stage, that outsourcing may well be a viable option for an insurance company to consider within the realm of its claims processing as well as its wider business in order to reduce cost and improve efficiency. We may also conclude that to do so would present the insurer with a risk assessment to make. However there appears to be a lack of available research that delves much deeper than this, into dealing with what practical steps can an insurer take to help it make that decision, especially in respect of individual elements of its claims processing rather than in its entirety. 

In order to assess the literature and research available that might help provide a fuller and more rounded frame of context in which this research may sit it could be sensible to look at the realm of Decision Theory. 

2.3 Decision Theory
Decision Theory has been described as being concerned with ‘the reasoning underlying an agent’s choices’ (Steele & Stefansson, 2020). However, this description is perhaps more aligned to the decisions that are made by individual agents as opposed to decisions made by teams of people or people acting specifically within the business setting. Attempting to refine the description and definition of Decision Theory further, such that it is perhaps more relevant to this research, we may look to a subset or branch that is referred to as Normative Decision Theory (NDT). NDT has been defined as selecting the optimal decision for a situation based upon the outcomes (CFI, 2020). Whilst this definition helps develop our understanding of Decision Theory it still lacks a specific business context. Those issues notwithstanding there is a wealth of research available for consideration that may relevant to this research.

Moving specifically into a business setting, research conducted by Shital begins to divide decisions up into different categories that are linked to the business hierarchy. Shital suggests that the decisions made at different levels within an organisation will be of a different nature, drawing a distinction between the kind of strategic decisions that may be made at the most senior levels of a business versus shorter-term operational decisions that tend to be made closer to the front line of the business (2017).

In the search for an existing model or framework that may be of use, under the broad umbrella of Decision Theory, in helping a business in making the decision of whether to outsource or deal on an in-house basis we may look back to the work of Williamson within the realm of transaction cost economics. Williamson produced a model that suggests businesses will make a decision by factoring in the extent of uncertainty in the process and how frequently the process takes place.
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Supporters of this perspective argue that using transaction cost economics can assist an
organisation in assessing the relative difference and competitive advantages between
‘market costs” and ‘production costs’. Outsourcing decisions based on transaction cost
economics are likely to focus on the economies of scale and specialist skills available
via vendors, although the effect of these benefits are likely to diminish as the level of
service becomes more bespoke and frequently produced. Market arrangements,





Figure 3. (Williamson, 1979)

Whilst it may be argued that such an approach allows for an organisation to assess the relative advantage that may be available to it, it could also be argued that the model is too simplistic for practical use, not least because it ignores the customer service elements and any impact that economies of scale may have (Reilly, 2014).

An alternative model, and one that may be seen to delve a little deeper into the costs mechanics of decision making in the business setting is put forward by Benaroach et al. This model explores the impact that fixed and variable costs may have on the decision to insource or outsource:

[image: image4.png]Atlas UK X ies Title X @ 4WaystoFind the Publicat X | G inurthttps//wwwhusiness: X | G "Benaroch” costanalysisin X | + = X

< C 0 & employment-studies.co.uk/system/files/resources/files/mp99.pdf * * e :

According to the authors, organisations should always outsource where internal costs
(fixed and variable) are higher than would be the case externally. Conversely, where
the external market would entail higher expenditure both for fixed and variable costs
then you should retain services in house. The authors then point out that ‘the question
of whether to outsource and when arises only when no sourcing mode offers an
absolute cost advantage’.

Cost analysis in outsourcing decision making

Situation A Situation B
Insource or outsource Always Outsource

Internal Fixed costs > External Internal Fixed costs > External
Internal Variable Costs < External Internal Variable Costs > External
Situation C Situation D
Always insource Insource or outsource

Internal Fixed costs < External Internal Fixed Costs < External
Internal Variable Costs < External Internal Variable Costs > External

Source: Benaroch et al (2010)

The key issue in this research is the capital-to-labour cost relationship and whether it is
high or low. Situation A is indicative of a high capital-to-labour relationship,
exemplified by the IT industry where there is relatively low labour costs compared
with relatively high investment in capital infrastructure. So the choice for the vendor is
whether to exchange these high internal capital expenditures for higher variable costs
since the supplier will include capital costs in their contract price. Organisations that
outsource to obtain technology are deciding this is a worthwhile trade-off: they avoid
large investments in favour of costs spread over time (perhaps only a different form of
amortisation except that initial financing comes from outside the organisation).





Figure 4 (Benaroach, M et al 2010)

Whilst this model adds an element of depth to the understanding of the cost considerations within a business decision on outsourcing it may be argued that it is too narrow of a model for successful use in isolation, especially given the strategic nature of decisions around supplier selection. 

Supplier assessment and selection is a concrete requirement in any outsourcing venture and is perhaps at least a sensible step to take when assessing if outsourcing is even a viable option to explore at all. To provide some insight into this element we may look to the research produced by Chuan et al which suggested two broad categories against which a supplier may be judged. Firstly, supplier effectiveness, including elements such as quality and price, and secondly supplier allurement, which focuses on less concrete concepts such as the ability of the supplier to be flexible and its customer focus (Chuan, N et al, 2016)

The rise of machine learning and automation has led to a proliferation of opportunities for businesses to access and analyse vast quantities of data to help them with their decision making. Whilst this may create the conditions needed for decision makers to base their decisions upon economically rationale arguments there is research to suggest that many of those engaged in the world of business value their intuitive skills as much, or perhaps more than, their analytical abilities and that this is even more pronounced when having to think strategically (Buchanan & O’Connell, 2006).

To summarise the situation in respect of Decision Theory, as it relates to the decision-making process around whether to outsource or insource, it might be argued that the research provides us with areas of consideration in terms of frequency and uncertainty of processes that are subject to the decision, as well as some further insight into the cost element and some nuance to the criteria by which potential suppliers might be judged. However, there appears to be a lack of a suitable framework that could be lifted from the Decision Theory arena for use by insurers who are faced with decisions of this kind. 

2.4 Building A Framework

It is suggested by this research that there may be a benefit in producing a framework for use in outsourcing decision making, however as described above it may be the case that such a framework simply does not yet exist, possibly as a result of insufficient research and literature dealing with this subject being available. However, there may be isolated pockets of research that could be of use in producing a suitable framework. 

A forum of experts, tasked by the Business Credit journal with considering the responsibilities that may be incumbent upon a regulated business (such as an insurance company) when considering an outsourcing decision, suggested a number of principles, including the need for a comprehensive policy to assess the need to outsource, a robust due diligence process to use when selecting potential suppliers as well as the development and maintenance of contingency plans that could be enacted in the event of a disastrous situation befalling either business (Anonymous, 2005). Whilst these principles may arise from reasoned logic there is a lack of actionable detail that a business may use to develop such an assessment tool or due diligence process. Thus, perhaps the research’s use is limited to supporting the need for a framework to be developed, rather than informing the content of such a framework. 

When searching for guidance as to what might be included in a framework we may look to research conducted by McIvor, who made the link between outsourcing and performance management. Firstly, in respect of the need to thoroughly examine the performance of the business area under consideration for outsourcing, with a view to establishing the root cause of any deficiency in performance. Having completed such a step, the business may be in a stronger position to consider whether to insource or outsource as well as guiding them towards a more appropriate supplier if the latter is the preferred option (2009). Insights of this nature might well be suitable for inclusion in any comprehensive framework that might be developed as a part of this research. 

Extending the search in an attempt to find elements that might relate specifically to the business under study we may consider the research conducted by Olsen which suggested that rather than focusing simply on costs in terms of rates, an insurer may find benefit in factoring in a wider view that looked at elements such as claims duration and customer satisfaction, using these elements to establish hard performance commitments (2020). Setting out some specific claims-related metrics such as those suggested by Olsen may well be beneficial for inclusion in any framework that might be developed in this research. 

Returning to the work of Thafvelin we may see some further considerations in respect of outsourcing frameworks. Thafvelin echoes the point made by McIvor in highlighting the importance of baselining existing performance of the area or process under consideration, however this is supplemented by a review of the relevant legal and regulatory considerations and a more thorough cost vs benefit analysis to account for elements such as the increased administration, the cost of embedding new working processes and IT systems as well as allowing for a short-term increase in the error rate as new ways of working become bedded in (2020).

Whilst these additional elements are relevant to the research question posed, they perhaps serve to emphasise the relative paucity of research and literature available that specifically deals with the decision-making process an insurer may undertake when considering outsourcing options. If we are able to draw that conclusion it may serve to suggest a valid need for this research to take place.

Chapter 3 Dissertation Research Methodology
In addition to establishing whether it is there is a need for the development and implementation of a framework through which improvements can be made to the decision to outsource or in-house claims processing activities, the purpose of this study is to answer the questions raised by the literature review section of the research project. In order to be able to answer such research questions properly, via the collection of reliable data it is important that the most appropriate methodology is selected (Saunders et al, 2014).

Given the complex operational conditions and considerations at play within the business under study, which do not necessarily provide for a stable base of data collection (a point that will be elaborated upon further at a later stage), this research will be using inductive reasoning methods in an attempt to seek strong evidence, rather than absolute proof, of any conclusions reached (Ravi, 2013).

Acting in the role of researcher in this instance, as well as a member of the senior claims management team poses a requirement to acknowledge the potential for bias to seep into both the way in which I conduct myself but also how participants in the research may respond to questions asked of them. In addition to maintaining a high degree of self-awareness during the research phase, an attempt to mitigate this risk has been made by informing participants that the questions posed of them are part of an MBA study and not as part of my role within the company (Tietze, 2012). 

In addition to being mindful of the impact the role of the researcher can have it may also be appropriate to consider the potential impact that situational bias may have. Whilst it has not been possible to take steps such as the randomisation of the assignment of research persons, steps have been taken to mitigate the risks of situational bias by ensuring the situation in which each participant takes part in the research has been standardised (Mellenbergh, 2019). 

3.1 Research Methods 
This research has adopted both qualitative and quantitative methods, in order to provide the necessary insight into the matter under study. This will be done in a convergent design that will allow the researcher to compare the findings from both methods having collected the data within the same approximate timeframe (Wisdom and Creswell, 2013).

3.2 Qualitative Research
Qualitative research methods may be described as those that focus upon providing an understanding of the views, experiences and attitudes of the individuals taking part in the study (Pathak, V et al, 2013). McLeod develops this point further by emphasising that qualitative research’s descriptive nature helps us understand the ‘why’ that sits behind the behaviours that are being observed (2019); given that subject matter of this research is concerned with understanding the behaviour and thought processes that lead to a decision of whether to outsource or in-house various insurance claims services it could be argued that McLeod’s contribution to our understanding of what constitutes qualitative research is a valuable one. 

In order to bring the issue of qualitative research specifically into a more business-specific context we may look towards research which suggests that a tendency of business research to gravitate strongly towards a reliance solely upon quantitative research methods has perhaps narrowed the field of view and therefore limited the ability of research to understand issues in full; of particular relevance to the matter under study in this research is Birkinshaw et al’s contention that this exact issue has led to a flaw in research into decision making within large, multinational corporations on the basis that the informal processes that accompany decision making may be ignored (2011). 

This research will make use of one-on-one unstructured interviews with a number of key members of staff within the organisation. Interviews of this nature may be defined as a ‘controlled conversation that is skewed towards the interests of the interviewer’ (Jamshed, S, 2014). The conversational nature of unstructured interviews may be contrasted with the more rigid, controlled approach that would be achieved via the use of a structured interview, which deliver a standardised set of questions in a pre-defined sequence (Formplus, 2012). The decision to opt for unstructured interviews over and above the use of structured interviews was informed by research which suggested that structured interviews are best utilised in instances where the ‘literature in a topical area is highly developed’ (Cohen, D & Crabtree, B, 2006). 

Returning to the work of McLeod we find support for the use of unstructured interviews in instances where the research may benefit from an in-depth exploration of the respondents’ views and experiences; McLeod also points to the beneficial impact upon the validity of research that may be achieved by the ability within an unstructured interview to probe for clarification on key points (McLeod, 2019). 

Given that the research under study will aim to gather information in respect of the opinions and experience of those involved in the procurement process, as well as those who work within front-line departments that utilise the services outsourced to the supply chain and those who are responsible for running the parts of the business that operate activities that are in-housed it may be argued that this flexibility and potential for depth is of sufficient benefit to provide comfort in the decision to select unstructured interviews as a research method in this case. Further, whilst some have claimed that unstructured interviews lag behind structured interviews in respect of reliability (Chauhan, 2019) other research has suggested that there is no statistically significant reliability difference between structured and unstructured interviews (Blouin et al, 2011). 

3.3 Quantitative Research 

Quantitative data and research methods can be contrasted with qualitative data and research in that it is concerned with numerical data or that data which can be converted into numbers (Sheard, 2018). It could be argued that a more comprehensive definition of quantitative research methods has been provided by Babbie who suggested that qualitative methods are those that 

emphasize objective measurements and the statistical, mathematical, or numerical analysis of data collected through polls, questionnaires, and surveys, or by manipulating pre-existing statistical data using computational techniques. Quantitative research focuses on gathering numerical data and generalizing it across groups of people or to explain a particular phenomenon 
(Babbie, Earl R, 2010)
It could be argued that this definition is more appropriate and specific to the research at hand by virtue of the fact that the quantitative element of the research is dedicated to an analysis of the data provided by the company under study that describes the prior performance of outsourced services compared to in-housed services of a comparable nature.

The company under study for this research has agreed to make a certain amount of data available for the quantitative analysis. This data focuses upon 2 key metrics for insurance claims, namely claims cost and time to settle. Claims costs are a vital measure for an insurer as it helps them understand and assess the risk associated with each policy and set an appropriate price for it (Guiding Metrics, 2018), reflective of this importance the average claim cost makes up part of what the UK insurance regulator, the Financial Conduct Authority (FCA) term its ‘value measures’ (FCA, 2020). The time to settle insurance claims is also considered to be a key measure for a number of reasons, including on the basis that consumers have been found to value a speedy claims service (Reese, 2002). Additionally, the need to settle claims within a reasonable time frame is set out in UK law, via a specific provision within the UK Insurance Act 2015 (Iole, J and Barden, G, 2017). Thus, with both legal and broader business justifications having been identified we may reasonably conclude that the key metrics selected are of an appropriate nature.

An example of the source data that will be used for the analysis is include below in Table 1.
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Table 1.0

Whilst it may be argued that the data made available for analysis is of specific relevance to the issue at hand it could also be argued that a focus upon average claim cost and average time to settle claims is insufficient in terms of breadth when it comes to assessing the performance of outsourced versus in-housed elements of claims services. When considering whether to pursue an option of outsourcing an insurer may be well advised to consider a number of other, less tangible, factors such as a loss of control, potential conflicts of interest and a difficulty in maintaining the requisite level of customer oversight (Johnson, 2013). In light of these considerations it is appropriate to acknowledge the limitations of the quantitative aspect of this research, a point that will be expanded upon in the discussion, conclusion and recommendations section of this research study. 

With a view to further exploring the aforementioned points it may be wise to assess the extent to which that pairing quantitative and qualitative research methods may be of use in mitigating this issue. 

3.4 Mixed Methods 
In assessing whether it is appropriate, or perhaps even desirable, to employ an approach which sees a mixture of quantitative and qualitative methods being used (often referred to as ‘mixed methods’), we might look to the research conducted by Lo et al, who whilst acknowledging that a mixed methods approach does pose some obstacles for researchers, argue that researchers who utilise both quantitative and qualitative methods are ‘more likely to develop research findings that penetrate more deeply and have greater impact for theory and practice concerning the research questions being examined’ (2020). 

Others have challenged this viewpoint, citing issues in the ability to meaningfully integrate quantitative and qualitative data (Gutterman, Fetters and Creswell, 2015). However, there is further research to suggest that adopting a mixed methods approach allows for a more complete data set as well as research that is able to seek corroboration for its findings which can embolden the insights that are able to be derived (Curry, Nembhard & Bradley, 2009). In summary, whilst there are drawbacks in adopting a mixed methods approach it could be argued that to do so is appropriate in this research on the basis that the enhanced ability to derive insights may prove to be enlightening when attempting to understand the decision making process in respect of outsourcing versus in-housing insurance claims services. 

3.5 Participants 

The participants of this study, and those that will be taking part in unstructured interviews, will be drawn from the home insurance business, a specific and distinct part of the wider group of business. All interview participants were selected in light of their level of experience (all in excess of 10 years relevant experience) as well as a stated willingness to take part in the research. Convenience sampling of this type may be considered an appropriate method of accessing and collating primary data in a business setting (Dudovskiy, 2019). However, it is appropriate to acknowledge that such sampling may result in an overrepresentation of the views of a particular group (Galloway, 2005). Given the nature of this study it is felt that, notwithstanding the potential limitations highlighted by Galloway, the use of the researcher’s judgement in selecting the participants was required in order to ensure sufficiently relevant experience was included in order to answer the research question. 

The participants are split across the relevant areas of the business as follows:

	Sub-Department
	Number of Participants

	Claims Procurement
	1

	Claims Supplier Management
	1

	Claims Managers
	1

	CEO/Senior Management
	3

	Total Participants
	6


Table 2.

The participants include representation from those areas responsible for scanning the market for potential new suppliers, procuring suppliers (or negotiating new contracts for existing suppliers at contract renewal) and managing relationships with existing suppliers. Participants from these areas are experienced in the assessment of the provision of services offered by suppliers as well as the commercial elements of any onboarding of an outsourcing partner. 

However, in order to provide representation that may be deemed more rounded, participants have also been sourced from the front-line claims management team who will be well placed to provide insight into the performance of in-housed offerings as well as feedback on the performance of the suppliers who are currently engaged, or have been engaged in the past, in the provision of outsourced services. 

Finally, in order to obtain data from those who might be best placed to provide insight into the highest-level of decision making, as well as those with perhaps the most commercial experience, 2 members of the senior management team will also be interviewed.

With a view to ensuring this research is carried out in a manner that both maintains high ethical standards and supports integrity of research, the study was carried out in accordance with the research ethics and integrity code of practice set out by The University of Wales Trinity Saint David. As such, agreed consent was sought from all participants and respondents; further, every effort has been made to ensure the anonymity of the company under study as well as the individuals involved. 

Chapter 4 Data Analysis

As previously stated, this research includes both quantitative and qualitative data collection, the results of which are presented in this section. 

4.1 Qualitative Data Review

The unstructured interview technique chosen for this research began with a pilot interview, carried out with a senior claims manager in the business. This was an important step as it allowed for a test of the wording and approach planned. A feature of importance that was identified in the pilot interview was the need to provide the interviewee with sufficient information regarding the area of interest and the themes to be explored within the interview. It has been suggested that providing this level of thematic insight prior to the interview, and thus allowing them an opportunity to prepare, may have a positive impact on both the reliability and validity of their answers (Saunders er al, 2014). 

Interviews were carried out with 6 members of the domestic property insurance claims department, all of whom carry out roles that are related to either the provision of outsourcing claims services, the in-house processing of these services, or both. All interviews have been transcribed with the full transcripts being available in the appendices. 

4.2 Interviewee Details
	Interviewee
	Job Title
	Level of Experience

	Participant 1
	Senior Claims Manager
	15 years

	Participant 2
	Claims Team Manager
	24 years

	Participant 3
	Supply Chain Manager
	21 years

	Participant 4
	Head of Supply Chain
	25 years

	Participant 5
	Head of Claims
	21 years

	Participant 6
	Procurement Manager
	14 years


Table 3.

Given the unstructured nature of the interviews it was not the case that participants were all asked the same questions, posed in exactly the same manner each time. However, it is the case that the questions asked of all participants covered the same themes (but for following up on tangential responses from individuals, where appropriate). In light of this fact it is not possible to present selected excerpts from the interviews in a ‘question posed, followed by responses given’ format. Rather, the approach taken is to collate responses to questions thematically and to present the relevant answers in this manner, accompanied by a commentary to explore develop the themes. 

Chapter 5 Results & Findings

5.1 Does outsourcing have its place in the domestic property insurance claims environment?
A theme that was identified within the interviews was the participants expressing their views as to whether or not there was a need for outsourcing at all within the industry. There was a consensus among the participants that outsourcing does have its place, with participants 1 and 2 referring to considerations around the scale of the in-house operation and the variation or complexity of the work being carried out. 
P1

“I always start from the position of doing things in-house being better…That said, I don’t think its possible, especially for an insurer of our size, to be trying to carry out all claims processes ourselves... you’re always going to need to have ‘boots on the ground’ across the UK, visiting properties” 
P2

“So, if you had asked me a year ago I would have very much said in-source is better, due to control more than anything else...Household is very different and has made me think again. Its hard to be as close to things in household. You need adjusters to go out and see things far more than you do in motor”
In addition to agreeing with the sentiment that outsourcing has its place, Participant 4 suggested that these factors are perhaps more relevant for domestic property insurance claims than other personal lines insurance products, perhaps therefore lending some additional weight to the comments of Participants 1 & 2

P4

“It gives you flexibility. That’s more important for some types of insurance than others. You don’t need anywhere near as much in motor, compared to home and travel.”

Finally, it was suggested that for businesses looking to achieve rapid growth outsourcing may provide a reliable option that can be enacted quickly to support the growth ambitions, as was articulated by Participant 6. 

P6

“Your focus might be on an area of growth. So, I guess it comes back to priorities, can the supplier get you there quicker than internally? If you are growing fast suppliers can help you with that.”

Participant 4 expressed a consenting view, whilst pointing out the time-limited nature of outsourcing relationships
P4

“If you are new to the market you would outsource almost everything so you can get your product up and running. Once you have been on the map for a couple of years you can start to bring things back in a bit more.”
Whilst there was a broad agreement in respect of the need for outsourcing it was also the case that outsourcing carries with it an inherent risk. Participant 3 in particular was keen to articulate this point.

P3

“As the outsourcer you are working to accomplish different goals to the insurer. You might want the claim resolved, as does the insurer, but you also need to generate income, I think the customer gets lost in it”
These sentiments were corroborated by Participant 1 who made reference to the issue under the guise of the benefits of in-housing

P1

“You chopped out fee spend and remove any conflict of interest where an outsourcer makes more money, or gets higher fees if the claim value is higher versus us as an insurer trying to keep claim cost down”
Participant 5 pointed out that outsourcing sees an insurer run the risk of losing out on data and information that could be useful in pursuit of its wider goals.

P5
“In the long term we wanted to use the data for pricing and other things, which we will be able to do, whereas if we went and outsourced, we would only get the data on the output, not the processing of it. So, you need to consider the link to a broader business goal and how valuable is that?”
In summary, it appears that the interviewees were in agreement that outsourcing is a necessary part of claims handling but not one without its risks. It was felt appropriate at this stage to attempt to explore in greater detail the benefits that participants felt were available via an outsourcing arrangement.
5.2 Outsourcing benefits: Economies of scale

Participant 1 made reference to the size of the field force an insurer would need in order to be able to satisfy its claims requirements; interestingly they made specific reference to the challenging conditions that weather events can bring
P1

“I don’t think it’s possible, especially for an insurer of our size, to be trying to carry out all claims processes ourselves. We simply don’t have the scale you’d need to be able to do that…That’s hard enough for just one specialty, but scale that up to cover adjusters, surveyors, builders and so on and before you know it you would need a huge field force just to cover your business as usual. Now, imagine how many more you would need to cover a weather event hitting us with thousands more claims than usual”

Whilst Participant 3 also listed the scale of the claims task as a primary consideration they went on to state that in addition to scale an insurer must consider the value (in a financial sense) as a related factor.

P3

“Scale is the other big one for me. Value of the service you are talking about too. If you have scale but low value sometimes there isn’t the return on investment to outsource”
Participant 5 went into further detail in exploring the issue of assessing ‘value’ when making an outsourcing decision 

P5

“isn’t it just ROI? Value for money, speed, which might turn into value through customer retention. If you get a bigger return from the outsource then you should”.

It could be argued that the link between scale and value may be of particular interest in the creation of any outsourcing decision-making framework.
5.3 Outsourcing benefits: Access to expertise

There was a sense among the interviewees that the level of expertise required in order to service the various types of claims that land in a domestic property insurer’s claims department created an opportunity for an outsourcer to add value in an area where perhaps the insurer is unable to manage things adequately themselves. Participant 5 suggested that a tenured outsourcing player is likely to have a well-rounded field of expertise available to them

P5
“External loss adjusters that are established in the market might have infrastructure, tools, contacts, their centre of expertise is greater than ours.”

Building upon the idea of access to expertise, Participant 2 made the distinguishment between the domestic property and motor environments and in so doing perhaps raises an avenue for future academic research to explore

P2

“Its three things, variety of perils, the value of the claims and complexity of the policy as the motor policy is far more linear. The claims in motor are far more linear too”
The points raised by Participant 2 find support in the responses given by participants 1 & 3, as shown below
P1

“Another good example is fire and smoke claims; we see some which require a simple clean up of smoke particles, which I know we can deal with in house, but we see others which require total strip out and re-build, which we absolutely cannot manage without the help of outsourcers”
P3

“personally, I think the more technical the service the more we should be reliant upon specialists to perform it for us.”

However, participant 6 suggests that there is perhaps more nuance required than thinking in terms of the complexity of claims process at hand, proposing that a consideration on a case-by-case basis is of benefit
P6
“Having a balance massively depends on the commodity. One of the first questions you ask yourself in procurement is ‘make or buy?’. Often, you’re getting reams of data from suppliers promising the world, and often you don’t look internally to see what our skillset is”
5.4 Risk: Oversight of claims processes

An additional theme identified was the extent to which a business needs to make provision for the oversight of any outsourcing supplier with whom they partner. A point made by both participants 1 and 2
P2

“I think having the right level of oversight is the key, having something in-house makes it easier to oversee as there are fewer layers to it”
P1

“You also need very sharp supplier management to make sure you are getting the level of service you paid for”
In echoing this point Participant 4 indicated the potential detriment the business may experience as a result. 

“When you do outsource you lose control. Where do you end up without that? In not a very good place.”

It could be argued that the perceived need for control and oversight of outsourced arrangements is a natural method of mitigating some of the risks of outsourcing that were mentioned above.  
5.5 Outsourcing decision-making factors: Financials

The extent to which financial elements should feature in the outsourcing decision making process was a significant feature of the interview discussions, with unanimous agreement that financial considerations were vital piece of the puzzle. 
P1

“Financials is big, often the biggest factor. How much will it cost to procure a service, versus what would the op ex be of doing it yourself, assuming it is something you can do”
P5

“The principle is that you should always want to optimise performance and cost”

P6

“Yes, getting something internally will often require a lot of cap ex which might not be available to you at the time and has longer term considerations. Going externally allows you to look shorter term and have more certainty in costs.”

P4

“It allows insurers to have a fixed cost, rather than a variable cost. If you didn’t outsource anything you would have layers of costs that you wouldn’t need. Large staff bases, typically the use of that resource doesn’t remain static all year. You would have too many bums on seats. You try to find other homes for them and it becomes costly.”
Participant 4 built further on the point relating to financial benefits by suggesting that in addition to there being a like for like cost saving, there may also be a benefit to be found in the certainty that can be achieved in relation to cost

“You can set your P&L at the start of the year and you’ll pretty much know where you’ll end up at the end of the year.”
5.6 Outsourcing decision-making factors: Strategic Goal Alignment

Consideration as to the strategic goals of the business was called out by multiple interview participants as being of a high degree of importance. 
P1

“…whether or not you are making the right decision for the longer-term by outsourcing. You need to consider your longer-term strategy…”
P3
“you have to know your own skill levels and have a good understanding of the size of your business. That will help you understand if you can keep your claims offering in-house.“

P4

“If you are new to the market, you would outsource almost everything so you can get your product up and running. Once you have been on the map for a couple of years you can start to bring things back in a bit more. It depends on what you are trying to achieve, where insurers have a history of in-sourcing but then move to large scale outsourcing to achieve a lower cost base it almost always fails. That tells me you need nuance”
Participant 6 referenced the fact that strategy requires you to think of your competitors, rather than simply focusing upon internal considerations
P6

“You need to think about your competitors too. If 90% of the market are using it, how does it give us a competitive edge vs building something ourselves. But you lose speed and reliability if you are doing it internally.” 

Finally, participant 5 was keen to stress the importance of considering the impact to the availability of data, and the impact that losing such data in the outsourcing process can have as well as making the link between data and external strategic considerations that were mentioned by Participant 6.

P5
“We always want to bring stuff back in-house eventually. Because we are the ones doing it we are owning the data from the get go. If you get outsourced you always lose some of that data…You also need to consider if it help others in the market if we join something and add our data to it – outsourcers will always use your data to share success stories and drive sales”. 

5.7 The need for a framework to guide outsourcing decisions 

Finally, there was a broad agreement among the participants that a framework to help guide the initial decision making, i.e. whether to pursue an outsourcing opportunity would be worthwhile. A number of participants made reference to the need for this increasing as the business under study grows
P1

“I suppose that’s what we’d want to see as the organisation grows and to see that kind of rigour in the decision making at the start rather than just in the ongoing management of a supplier”
P2

“I think as we grow we probably do need more of that, but we’ve always been good at not making people jump through hoops to get a decision or try something out and I wouldn’t want us to lose that. There is probably a balance to be found”

In addition to advocating for a framework in principle, Participants 4 and 5 hit upon the benefits that might be found in ensuring any framework included key stakeholders within the process. Participant 5 gave a lengthy and detailed answer (available in the appendix) which outlined the failure of an outsourcing opportunity that suffered due to the late intervention of a stakeholder who had previously not been consulted. Participant 4’s contribution in this regard made reference to stakeholder engagement being a method of mitigating the risk of inexperienced staff making decisions in isolation. 

P4

“Smaller, fast growing businesses have to make quick decisions to keep pace with the growth aspirations. You can’t hang around to make convoluted decisions. I don’t necessarily think this is a bad things...Avoids sometimes deeply inexperienced people making big decisions in isolation. You need to present to key stakeholders and consult.” 
We may reasonably conclude then that a framework may be of value to businesses of this kind. 

In summary, the qualitative analysis suggests that there are a number of benefits available to a domestic property insurer in adopting outsourcing arrangements in its claims handling operation, particularly driven by the scale and complexity of the claims processing tasks. However, attached to these benefits are risks inherent with partnering with an outsourcer and a requirement to ensure adequate oversight is maintained to mitigate those risks. Further, there are a variety of factors that an insurer must contemplate when considering the option to outsource, it is this variety that may provide justification for the creation and implementation of a decision making framework for use by the business. However, there is a suggestion that in the development of any framework sufficient consideration should be given to eroding the ability for the business to act quickly and flexibly in its decision making. 

5.8 Quantitative Data Review

The quantitative data that has been made available for review provides the opportunity to derive insights into the following issues of relevance to the matter being investigated: 

· The extent to which, if at all, the key business metrics of claims cost and time to settle claims (sometimes referred to in the data sets as ‘claims duration’ or ‘finalised time’) are impacted by the decision to outsource or in-house domestic property insurance claims handling

· The relationship between outsourcing and operational resilience 

· The variability in the relevant claims processes and, building on the information gathered in the qualitative analysis, the role that outsourcing may play in helping to manage that. 
5.9 Outsourcing versus In-housing: Impact to Key Metrics

The data used in figures 5 to 7 below all come from the same base data set, all claims that were notified to the insurer and subsequently finalised in the period January 2020 to September 2021. 
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Fig 5
This data contained in figure 5 shows a correlation between claims cost and the average time taken to finalise, or settle, a claim. Whilst not all correlations are causative, historical data from the business under study points to a proportional relationship with the cost to settle the claim. A simple example in the domestic property claims setting can be seen in the cost to provide alternative accommodation for a customer whose property is uninhabitable whilst being repaired; the longer the repairs take, the longer the customer will require a suitable rental property, with the insurer funding this often on a 6 or 12-month contract basis. It should perhaps therefore come as no surprise that the regulator, the FCA, makes specific reference to the management of claims duration within its Insurance Conduct of Business guidelines, requires that insurers must ‘handle claims promptly’ (FCA, Insurance Conduct of Business, Chapter 8 Claims Handling, 8.1.1, Dec 2021). 

In assessing the strength of the relationship between the average finalised time and cost in the data set used to produce Fig 5 a correlation test was run in the Microsoft Excel program, retuning a result of 0.97, indicating a strong positive correlation is at play. 
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Fig 6
Figure 6 contains data from claims that involved an element of outsourcing whilst being processed. This data indicates that, compared to the average for all claims within the same date range, those claims involving an outsourced element take longer to settle and are more costly to the business. This point is further demonstrated by the information in figure 7 below, which shows settlement time and cost for those claims that were dealt with in-house only.
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Figure 7
5.10 Data limitations 

Whilst the difference in claim cost and duration is marked, and all three charts pull data from the same base data set, it is important to note that the types of claims contained within each data set may not be directly comparable. The business under study has an existing strategy of directing higher complexity cases down the outsourcing route whilst retaining lower complexity cases for in-house settlement. One of the proxies used to denote ‘complexity’ is estimated claim value, thus there is an in-built bias in the data leading to more lower value claims being present in the in-house data set compared to the outsourced data set. 

In an attempt to normalise for these differences it may be appropriate to select a sub-set of the wider data range, to focus upon claims segmented as being of high complexity within the claims management system. 
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Fig 8
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Fig 9
Having selected a narrower, more appropriate data set we are still able to observe similarly close correlations between claims cost and duration. Further, there is a comparable pattern of difference in both claims spend and claims duration between the data showing performance for outsourced versus in-housed claims. Indeed the gap in respect of claims cost grows wider compared to the data presented previously. It may be that some of the factors at play in the broader data set also feature here, i.e. that within the claims segmented as being of high complexity claims handlers will attempt to deal in-house on those cases they deem to be at the lower end of the complexity scale whilst instructing an outsourced supplier to deal with the cases of higher complexity. 

Those issues notwithstanding it may still be reasonable to conclude, based on the above information, and some of the comments made within the unstructured interviews that a business can expect to see differences in some of its key metrics on those claims that were dealt with via an outsourcing method versus those that were dealt with in-house. 

Finally, in respect of attempting to establish if the decision to outsource versus in-housing claims work can provide for meaningful differences in key outcomes we may look to an area of the business under study that provides a like for like comparison in terms of the work being processed. Figure 10 represents the performance of in-housed loss adjusters vs outsources loss adjusters in dealing with escape of water (EOW) claims, measured by their average cost per settled claim (ACPC)
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Fig 10

The data indicates a clear difference in performance between the two sets of data with the in-house claims handling provision being outperformed by the outsourcer across the data range. 

5.11 Broader Outsourcing Considerations: Operational Resilience 

A number of interviewees made reference to the benefit that suitable outsourcing partners may bring in respect of providing support and resources on a scale that would allow for business continuity during periods where work levels surge well beyond usual levels, as is often seen in home insurance claims during periods of poor weather. It could be argued that this is where outsourcing partners contribute to the operational resilience of an insurer partner. 

Operational resilience has been defined by analysts in the Price Waterhouse Cooper consultancy business as ‘the embedding of capabilities, processes, behaviours and systems which allows an organisation to continue to carry out its mission, in the face of disruption regardless of its source’ (PWC, 2015) whilst the FCA have defined operational resilience as being ‘the ability of firms and FMIs and the financial sector as a whole to prevent, adapt, respond to, recover and learn from operational disruptions’ (FCA, 2019). With the FCA weighing in on this issue specifically it could be argued that insurers have a particular interest in being able to demonstrate that they take the issue seriously enough to have provisions in place to ensure they are able to deal with any claims surges that may arise. 

In respect of the business under study there is data to suggest that this is indeed a live issue. The data in figure 11 below shows the number of new claims reported each month, with clear spikes being observed in certain months, with a year-on-year increase of over 100% for November 2021 versus November 2020 being of particular interest in that regard. 

[image: image12.png]D | & Combined bigh Levl Dashbosr: x | § Household x|+ - o X

Computer Name: [4WRID63 <« G @ O htps/adminaleulooker.com/dashboards nex/5337System=&Date+ Granularty=Day&Date +iter=2 +month Qs O @ G s
:’(“I d: EUL([:" (CY £ Admirl Bookmarks B Popular Web Pages @) Enterprise Vault Sea.. T UWTSD Moocle 20.. [ Lsngennith SurfRe.. sms SA4- BEC Westher PR Broughton SurfFor.. > Webexpenses login  #¢ Rakuna20 @ Policy documentsa.. B Customiseaukare.. [5 Guidewie ClimCe.. & Claims >
elease 90
Username: DAVIESRA _ ama o
Need to contact Service Desk? . —
i < bevo N
Tel: 02920 434 Combined High Level Dashboard mmc T
e e AP = om —
tinyurl.com/desktopfeedback + O Fares ey .
- s +
JrS—

230 6,810

Finalised Yesterda

148.79%

& o 246

Helpmore

. people to Igoﬁ, = v e
%fafter their futureA Season's Greetings Daily claims and perc of budget Finalised Claims 2

evious weel ¥ -31.44% vs previous v -2923% vs pre: =

revious ¥ -14.56% vs previous ¥ -36.63% v previous mont!

toall at - -
ot % 120

% aﬁ Admiral Group o B
Admiral -

Clim Court

Group pLc

A donation has been made to Ronald McDo

Ciim Count FratsedDate

Reported claims split by peril

1500

1250

S B & = & B = @ W 7z 0 B

1021




Fig 11
In an attempt to add further context to this issue a control chart has been created (see figure 12) A control chart was selected due to its ability to monitor the stability of a given process (Beradelli, 2013). The control chart shows the number of new claims reported on a daily basis with the data sample covering a 2-month period in which a weather event took place. The upper control limit has been set at 3 standard deviations from the mean. Despite the vast majority of data points being closely clustered around the mean average, the 2 results sitting outside the upper control limit indicate a process that has potential to deliver results that are significantly outside of the norm. 
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Fig 12
With a view to helping further explore the issue of operational resilience by adding a specific example, figure 13 below provides a view of claims reported as a result of damage caused by storm conditions. Claims of this type will often result in properties being exposed to further damage as water enters through damaged roofs. As a result, claims of this nature are deemed urgent and require the kind of rapid response that can be facilitated by a large field force.
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Figure 13
5.12 Broader Outsourcing Considerations: Variety of Work & Expertise

In addition to the contribution that outsourcing partners may be able to make in respect of dealing with sudden increases in claims volumes, it has also been suggested by some interviewees that there are benefits to be found in outsourcing due to the wide variety of claim type that is seen within the domestic property insurance market. Further, reference was made in the literature review to the potential for outsourcing to be used as a means of accessing required expertise. 

In order to further investigate the relevance and veracity of these notions it may be appropriate to look at some key metrics relating to the types of claims that currently fall into the pool of being outsourced, at least in part, by the business under study. The table below shows the settlement cost range, i.e. the difference between the highest and lowest settlement amount, for both fire and flood claims. When compared against the average settlement cost for these perils (see appendix) it is reasonable to conclude that ranges such as those observed in the table below are indicative of a wide disparity in the nature of the claims being dealt with. 

	Settlement Cost Range

	 
	Fire 
	Flood

	Jan-21
	£129,756
	£151,059

	Feb-21
	£110,916
	£94,343

	Mar-21
	£281,064
	£147,467

	Apr-21
	£153,410
	£119,557

	May-21
	£156,538
	£129,945

	Jun-21
	£152,607
	£127,730

	Jul-21
	£164,849
	£77,720

	Aug-21
	£155,837
	£218,915

	Sep-21
	£130,086
	£93,842

	Oct-21
	£177,180
	£115,072

	Nov-21
	£105,858
	£163,828

	Dec-21
	£202,330
	£113,233


Table 4
The variability in claims cost highlighted in Table 4 perhaps supports the sentiments of the participants in the interviews where the ability to help deal with the complexity and variety of claim type was suggested as a potential benefit that an outsourcer could bring to an insurer. 

In summary, the quantitative data suggests that there is indeed a difference in performance of claims handling processes dependent upon whether that process took place internally or on an outsourced basis. Further, it appears that these differences are apparent across different sub-sets of the data, and after an attempt has been made to normalise for differences in the data set. There is no clear pattern to suggest that outsourcing performs better or worse than in-housing in all scenarios, perhaps suggestive of the need to carefully select the occasions upon which an outsourcing route is pursued. 

Chapter 6 Discussion, Conclusions and Recommendations

6.1 Limitations of Study

The fact that an MBA research project is timebound does, to a certain extent, mean that avoiding any limitations to the study is not possible.
The sample size of 6 participants in the unstructured interviews may be considered somewhat small and therefore a potentially risky base from which any subsequent conclusions or recommendations may be made. In an attempt to mitigate this risk, the participants were carefully selected to ensure they were those in the most appropriate positions within the business to be able to make informed comments on the matter at hand. In order to provide for a broader range of insight, and potentially provide for a deeper level of understanding, it may have been beneficial to interview participants from some of the other products that the business under study operates. 

In respect of the quantitative research, limitations may be found in the difficulty in access data sets that are identical but for the in-housed versus outsourced elements. Given the data used is taken from a live and operational business, and one which intentionally splits work across the two categories, obtaining ‘clean’ data of the kind one might ideally wish to have has not been possible. In absence of such ‘clean’ data it has only been possible to mitigate this limitation by obtaining data from a number of different data sets with a view to establishing a commonality of pattern or outcome. A method of mitigation that any future research may look to employ would be to request the cooperation of the business, or businesses, under study to set up a test using like for like claims that are split over the two categories of interest for the specific purposes of the study. 
Finally, it could be argued that the choice to investigate a single company within the financial services sector is a limitation of this study. Whilst the level of access and data required from any additional companies that may have benefited the study, along with the timebound nature of the research, made expanding outside a single company a non-viable option for this study, doing so may be a valuable step for any future research into this area. 

6.2 Conclusion & Discussion

As was previously stated, the aim of this research was to establish whether it is possible, or desirable, to create a framework to aid in the decision-making process regarding the decision to outsource or in-house claims. Further, if such a framework was deemed to be a tool of value, this research aimed to outline the constituent elements of that framework and provide guidance for its use. 

In pursuit of this aim a quantitative review of relevant key metrics provided by the business under study was carried out in addition to a qualitative investigation completed by way of 6 unstructured interviews. 
Notwithstanding the limitations outlined above, the quantitative data was able to demonstrate that insurers in the domestic property market may expect to see a difference in key metrics, such as claims cost and duration, based on whether those claims were dealt with via an outsourcing route, or dealt with in-house, perhaps somewhat echoing the sentiments of the work of McIvor and Thafvelin that were referenced earlier in this research project. 

The qualitative data, in the form of unstructured interviews, suggests that the issue of outsourcing in the domestic property insurance claims environment is one that is extremely broad indeed. Interviewees were keen to stress a number of key considerations that form part of the outsourcing picture. These considerations include the expertise and resource available to the business internally, the economies of scale to which the right outsourcing partner can provide access and the need for adequate oversight of any outsourced processes and operations. Indeed these conclusions echo the sentiments of Johnson (2013) as expressed in the methodology section of this research project. 

The point relating to accessing economies of scale is reflected in the work of Linton & Vakil, referenced in the literature review section of this study, who highlighted the risk posed by relying upon single sources of key services. 

Again, looking back to the literature review we can see that the FCA made specific reference to the variable performance of insurers in respect of their ability to maintain control over outsourced claims functions; this point fits with the key consideration called out as part of the interview responses. 

Of potential interest is the contradiction between the idea put forward by Grunblatt, discussed in the literature review, that insurers may look to outsource low complexity claims with the sentiment in the research interviews presented here which suggested it was the high complexity claims that were better suited to outsourcing. 
There was no consensus of opinion in the interview responses in terms of whether there is a need for a new, formalised framework to guide the decision-making process. Respondents referred to existing procurement practices that help to assess the suitability of any potential outsourcing partners, however there was also an acknowledgment that these practices only come into play once the decision has been made to pursue an outsourcing partner; therefore whilst they can serve to eliminate any or all unsuitable outsourcing partners from a process they would not highlight the potential to avoid an outsourcing procurement process entirely, by providing proper consideration for an in-house option in the early stages of discussions. 

Indeed there was a further suggestion that these early discussions tend to take place informally, something that could potentially pose a risk in terms of time wasted, being open to bias and causing frustration to those involved in the process (De Smet, Jost, & Weiss, 2019).

In summary we are able to reach the following broad conclusions based upon the findings of this research:

1. Using key performance metrics as a measure, the decision to outsource claims processing activities in the domestic property insurance claims environment can be said to lead to a difference in outcomes, both positive and negative, when compared to processing activities in-house. 

2. The domestic property claims setting is one which contains a number of operational complexities which may be contextually relevant to the environment in which the outsourcing versus in-housing decision making takes place. These complexities include the ability to control or provide oversight of any outsourced processes as well as the availability of sufficient expertise and resources in-house. 

3. The business under study operates a formal procurement process that provides for an element of rigour in respect of assessing the quality and suitability of prospective outsourcing partners. However, this process is only initiated once the decision has already been made to pursue the outsourced option. 

4. The decision regarding whether to outsource or in-house a given claims activity or process is an informal one with no consistency in respect of the forum, or quorum, used to arrive at the decision. 

6.3 Recommendations

The senior claims management team in the business under study are advised to consider the following recommendations, based upon the findings and conclusions of this research project: 

1. Improve the links between the Supply Chain team and the wider claims department. Achieving this goal will allow for improved sharing of information regarding the performance of current suppliers, and the potential gaps in performance or capability that could be filled by a new outsourcing arrangement.

2. Invest in improvements to the department MI provision such that the performance of outsourcing suppliers can be easily and accurately benchmarked against the performance of directly comparable in-house actors.

3. A pipeline should be created to allow for the sharing of information relating to gaps or deficiencies in the internal claims operation, in order to pass this data and insight on to in-house learning & development teams. The intended benefit would be the opportunity to create business-relevant professional development opportunities for in-house staff and a reduction in the need to rely upon outsourcing resource in the future. 

4. Test the use of a decision-making framework, to be implemented at the point at which a decision is being made regarding the potential need to pursue a new outsourcing arrangement. See figure 14 below. This framework is to be presented at the Claims Heads of Department meeting for sign-off. 

	Outsourcing Stage 1 Decision Matrix

	Identified Performance Improvement Opportunity 
	Please use this space to fully describe the outsourcing opportunity you wish to consider

	Opportunity scale
	Please provide documentary evidence of the number of claims estimated to be impacted

	Estimated Opportunity value
	Please estimate the cost to the business, or potential amount that can be saved 

	Non-financial benefits
	Please list the relevant non-financial implications. Examples may include improved customer experience, reduced business risk etc

	Strategic Goal Alignment
	Please list the strategic goal/s to which this opportunity relates

	In-house Options
	For each potential in-house option identified please complete the following 3 sections (A-C)

	A - Estimated Operational Expenditure
	

	B - Opportunity Cost
	

	C - Lead-in time
	

	Insert rows as required

	Outsourcing Options Identified?
	Y/N

	Identified Outsourcing option/s
	List as required. Please also complete the following 2 sections (A & B). Note if N/A* 

	A – Estimated procurement cost
	

	B – Lead-in time
	

	Insert rows as required

	Recommended Option
	

	Sign Off
	


*Please submit request to Supply Chain team to carry out a relevant sweep of the market offerings 

Fig 14
6.4 Implications for the Organisation

Key stakeholders for the business under study include senior claims managers, shareholders, suppliers & outsourcing partners, in-house claims handling staff and customers.  Each stakeholder group may have an interest in the findings of this research project. 

Senior managers in the business may be interested in the operational efficiency and claims expenditure benefits that could be derived from improvements in the decisions making around when to choose to outsource claims processing activities and which outsourcing partner to select. As a public limited company it therefore follows that shareholders would experience the financial benefits in a similar manner to the senior management group. 

Suppliers and outsourcing partners may experience benefits in only being invited to tender for work to which they are suited and where an opportunity to provide their services has been identified clearly. Outsourcers with a clear brief, and the right attributes should be well placed to benefit from a mutually commercially beneficial relationship. 

In-house claims handling staff may see the benefit in being asked to complete only those tasks for which they have been provided with the skills, expertise and resources. Further, the business under study will be provided with an additional avenue of identifying areas where skills gaps exist, thus providing them with an opportunity to deliver new options for the professional development of their staff. In-house claims handling staff will also benefit by having a panel of outsourcing partners who are better suited to activities to which they have been assigned, thereby easing the claims journey. 

Finally, as the end users and recipients of the claims service on offer by the insurer in question, the customers of the business under study may find benefit in a more efficient claims process and one in which any outsourced elements are carried out by the suppliers of best fit. 
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Appendix 2 
Pilot Interview: Participant 1: Senior Claims Manager (1)

Introduction:

This interview forms part of a research project which aims to establish whether it is possible, or desirable, to create a framework to aid in the decision-making process regarding the whether to outsource or in-house elements of the claims handling process.

Further, if such a framework is deemed to be a tool of value, this research aims to outline the constituent elements of that framework and provide guidance for its use.

This interview will be recorded and transcribed meaning your answers will appear in the final research submission. However, all participants and responses appearing in this research will be anonymised 

Can you please confirm that you have understood the situation and are happy to continue: “Yes, on both fronts”  

Interview
What is your level of experience working in this sector? “I have worked in insurance claims, in one form or another, for over 15 years. The last 5 years or so have been spent working in the home insurance claims environment, all in management positions. I have overseen the supply chain, as well as managing various front-line areas too” 

Broadly speaking, what is your view of the in-housing vs outsourcing debate for HH claims activities? “I always start from the position of doing things in-house being better. As a business we’ve always had an in-house claims team, which has grown over time. Doing that means you have far more control over the processes and service you deliver to your customer. You tend to get better MI and data. You own the culture from cradle to grave, you also remove elements of risk in things like data sharing. You chopped out fee spend and remove any conflict of interest where an outsourcer makes more money or gets higher fees if the claim value is higher versus us as an insurer trying to keep claim cost down.”

“That said, I don’t think its possible, especially for an insurer of our size, to be trying to carry out all claims processes ourselves. We simply don’t have the scale you’d need to be able to do that. You’re always going to need to have ‘boots on the ground’ across the UK, visiting properties. That’s hard enough for just one specialty, but scale that up to cover adjusters, surveyors, builders and so on and before you know it you would need a huge field force just to cover your business as usual. Now, imagine how many more you would need to cover a weather event hitting us with thousands more claims than usual – it would mean you’d need literally hundreds more people to make sure your customers weren’t left waiting a very long time indeed”

So, is it a balance of the two them?
“So, I suppose I think of it being a necessary part of being in this kind of business. You need a good supply chain to help you out with the things you can’t practically do yourself. You also need very sharp supplier management to make sure you are getting the level of service you paid for and that our customers are being treated well”. 

Does your view cut across all aspects of claims management, or do you look at it on a service by service, or supplier offering level? “For me it is all to do with complexity. Happily, there is a lot we can do in-house to deal with simple, low-complexity claims. You look at our FNOL & ENOL (First Notification of Loss & Electronic Notification of Loss) process and see that we’ve built something that allows us to cash out a large proportion of basic claims in one hit, or with a very small number of follow up touches. There is no need for us to involve a supplier in that, aside from our IT systems. Its as you start ramping up the complexity that you need to lean on a supplier. We have in-house surveyors but not enough that we can send them to all complex buildings claims, so we outsource that and use our surveyors to police them, make sure we aren’t being put on the hook for things we shouldn’t be and to make sure the claim moves along as quickly as possible for the customer.”

“Another good example is fire and smoke claims; we see some which require a simple clean up of smoke particles, which I know we can deal with in house, but we see others which require total strip out and re-build, which we absolutely cannot manage without the help of outsourcers”

“I’m constantly receiving approaches from businesses who are touting their services to us, and I know our supply chain team get even more of that kind of thing. Most are pretty run of the mill things, often the same as what we already have in place – I can ignore those – but every now and then you do see something innovative that piques your interest and turns out to be something that would add to our arsenal. Again, we aren’t going to be investing time and resource into innovations in that way, so I think the external market has a big role to play there”
You do think it drives innovation in claims handling processes? “Absolutely, sometimes we’ll buy a service in that will change how we do things pretty fundamentally, like our buildings scoping software. Other times, it opens your eyes to different ways of doing things and we might choose to adopt that ourselves, in-house. To keep your market edge you have got to keep innovating, testing and learning. I also think its worth saying that one of the ways to know if you’re doing something well in-house, aside from high-level measures like loss ratio performance, is to benchmark yourself against a supplier who does the same thing for you”. 
It sounds like you think outsourcing is a necessary part of the business then, so what kind of factors do you think should be included in the decision-making process of whether to go down that route or not? “Whether an outside company is approaching you with a new idea, or whether the trigger is an internal one, I think your starting point should always be to ask yourself ‘how are we performing in that area now?’, i.e. ‘do we have an issue to fix?’. You’re always going to want to push for bigger and better performance but an honest assessment of the status quo is the right place to start.”

“Assuming you think there is an opportunity to improve you then need to size that up. Procuring a service externally takes a fair amount of time and effort, so you want to make sure your procurement resource is targeted at the stuff you need the most, or will have the biggest impact. So, size up the opportunity and set that alongside the other things on your procurement and wider ‘to do’ list.” 
“You also need to consider whether you can address the gap internally, and if so how would you go about doing that, what would the opportunity cost of doing it be?”

“Financials is big, often the biggest factor. How much will it cost to procure a service, versus what would the op ex be of doing it yourself, assuming it is something you can do”

“Something that I think gets lost in the conversation sometimes is whether or not you are making the right decision for the longer-term by outsourcing. You need to consider your longer-term strategy and whether or not to outsource is the right thing for that, even if it does alleviate some short-term pain”. 

Do you think that a framework or model has any place in this? “If you mean a checklist to go through formally, I am not sure that it does. We have procurement processes in place that includes things like RFIs and RFP, (Request for Information and Request for Proposal) that will tell you a lot of what you need to know when making the decision. I’m also a bit old school in thinking that you just need to get the right people around the table, with the right MI, at an early stage to make the decision about whether we have an issue to address at all and if so can we do that internally? If we don’t think we can then its just a matter of getting the supply team to go out and get us the best deal”

Do you think that kind of approach is proactive or reactive in dealing with problems? “I think I can see what you’re driving at, it does rely on people critically assessing our performance and coming forward with ideas to improve but I do think we are really good at that. Without that kind of culture you could be running the risk of not being open to ways to improve, yes.”

Appendix 3: Interview Excerpts 

Interview 2 – Claims Team Manager
Introduction:

This interview forms part of a research project which aims to establish whether it is possible, or desirable, to create a framework to aid in the decision-making process regarding the whether to outsource or in-house elements of the claims handling process.

Further, if such a framework is deemed to be a tool of value, this research aims to outline the constituent elements of that framework and provide guidance for its use.

This interview will be recorded and transcribed meaning your answers will appear in the final research submission. However, all participants and responses appearing in this research will be anonymised 

Can you please confirm that you have understood the situation and are happy to continue: “I’m happy to continue”  

Interview
What is your level of experience working in this sector? “I’ve got 24 years of insurance claims experience, 22 in motor and 2 years in household. That’s been in 2 businesses, although only a couple of years in the first business and over 20 years here” 

Broadly speaking, what is your view of the in-housing vs outsourcing debate for HH claims activities? “So, if you had asked me a year ago I would have very much said in-source is better, due to control more than anything else. Ancillary products sit best outside of the business though, as we give very little and get a lot back financially speaking” 

“Household is very different and has made me think again. Its hard to be as close to things in household. You need adjusters to go out and see things far more than you do in motor, you can’t take a house to a repairer, the repairers need to go to the house” 

Is it the variety of claim type in household that has made you think differently then? “Its three things, variety of perils, the value of the claims and complexity of the policy as the motor policy is far more linear. The claims in motor are far more linear too and you can affect them quicker yourself. In motor I could change the course of  claim within half an hour, I can’t get out to see the problem in household, so we need an external adjuster to do that”
Do your sentiments cut across everything you see, claims-wise? “Its more relevant in the larger value claims. We have some outsourcing in the low value theft claims that work particularly well, but I think we could do that just as well in-house. I have seen our guys do that kind of work before and I think we could take what we learned from the suppliers we have been using recently and add it to existing experience to give a good in-house approach. That fits far more with what I have seen in motor.”

So what about these larger value claims, what is it about them that lends itself to outsourcing? “If you were to take the elements of a claim, a surveyor an adjuster, and bring that back in house, so you have those people in the organisation I think that would work better for cost and control, although you would have to salary them, I guess we get charged more for outsourcing them. It’s not a question of us having too much work and putting it out to others, its because we haven’t got the expertise to do the work. If you brought that expertise in-house I could see that working and being advantageous to us. Although I don’t think it would bridge the gap completely, it would be as a comparator.” 
Do you think outsourcing drives innovation in claims handling processes, or is that more something we do internally? “I think that’s our job really, I think bringing expertise in house would help us but its in our DNA as a business to try things out and improve. I think adjuster firms are very traditional and do things the same way they were doing it 30 years ago. I don’t think they are as invested in the benefits of innovation, especially for us as their client. Any innovation by them will be seen through the lens of improving their own processes with us only really getting crumbs of benefit that come as a consequence of what they were doing to improve internally. From my experience I think we drive the innovation, we don’t really get adjusters coming to us with new ideas they want to try.” 
“I get the impression that the market, outside of our business doesn’t really seem to have changed much in the last 20 years, outside of the technology side of things. If that’s how those in the industry see themselves I think it filters down to all levels so it’s a bit of a vicious circle in that sense. We don’t think like that as a business, so if you take more claims processes back in house, I am sure we could drive some better innovation as a result. I think that we understand that as a business and are driving towards it.” 
So, if you’re saying that we should do as much in house as possible, but acknowledge a need to go outside for larger claims what kind of factors do you think should be included in the decision-making process of whether to go down that route or not?
“Its about locality across the country. Where is the value on getting someone on site to see the loss or damage? Is that value greater than doing it in-house yourself? 

So the value is in the assessment of the loss? 

“Yes, you can do some stuff via video, but there is no substitute for you being there on site and we can’t do that on all occasions ourselves”

Once you have assessed the loss, what about the reinstatement of buildings? 

“I think there is definitely an opportunity to do that in-house. Doing it externally can result in you having to contact a number of people involved before you get to the person you need to speak with. It can be quite opaque. Bringing it in-house would clear that up”

“Control is the big thing for me” 

Do you think risk assessing that control element is a key decision point then? 

“Yes, I think it is. Fee spend is arguably unavoidable as a business, although you may be able to pay less a lot of the time. The other big ‘leakage area’ is the lack of control over the quality we provide. I come across some contractors that are pretty poor, I know if I see them on a job I need to worry. So you have to assess how much risk the poor service poses to you”

Is in-housing the answer?

“I think having the right level of oversight is the key, having something in-house makes it easier to oversee as there are fewer layers to it. Its possible to do with an outsourced situation but you always have more layers between you and the person you are trying to deal with or get to put things right” 

Any other key elements of the decision making?

“The only other thing I would suggest is assessing the ability of your in-house staff. Are they suitably equipped and trained? If they aren’t you have no choice but to go externally.” 
Do you think that a framework or model has any place in this?
“I don’t have a huge insight into the procurement side of things, but we are an organisation that work pretty organically. I know we do a cost comparisons and benefit analysis but I suspect its done around a meeting table rather than using a template or matrix.”

Do you think it needs to be more clinical than that?

“I think as we grow we probably do need more of that, but we’ve always been good at not making people jump through hoops to get a decision or try something out and I wouldn’t want us to lose that. There is probably a balance to be found. I have noticed a swing towards more stringent process in the last year, we’re being more direct with suppliers around their performance and more structure in how they’re managed – I suppose that’s what we’d want to see as the organisation grows and to see that kind of rigour in the decision making at the start rather than just in the ongoing management of a supplier”.

Interview 3 – Supply Chain Manager
Introduction:

This interview forms part of a research project which aims to establish whether it is possible, or desirable, to create a framework to aid in the decision-making process regarding the whether to outsource or in-house elements of the claims handling process.

Further, if such a framework is deemed to be a tool of value, this research aims to outline the constituent elements of that framework and provide guidance for its use.

This interview will be recorded and transcribed meaning your answers will appear in the final research submission. However, all participants and responses appearing in this research will be anonymised 

Can you please confirm that you have understood the situation and are happy to continue: “Yes, sounds very fine to me.” 

What is your level of experience working in this sector? “21 years in insurance claims. I have done a bit of everything in that, working for 3 different insurance companies both in the office and on site with customers. I also worked for a building repair network and a large loss adjuster, running their contractor network. So, I think I have seen things from both sides of the fence.” 

Broadly speaking, what is your view of the in-housing vs outsourcing debate for HH claims activities?  “The first question is to what extent you mean by outsourcing and in-sourcing. I see in-sourcing as including us managing suppliers through direct arrangements. I have never seen it done well where the insurer outsources the claims handling in its entirety. It is very hard for the actual insurer to control the message that is delivered by the outsourcer to the customer”

Why is it so hard? “As the outsourcer you are working to accomplish different goals to the insurer. You might want the claim resolved, as does the insurer, but you also need to generate income, I think the customer gets lost in it. They can often get confused about who is dealing with what, it can be a real ‘dog’s dinner’. 

You used the word ‘control’ earlier on. What does a good control framework look for outsourcers? 

“Putting a multi-panel arrangement in place for you outsourced work means suppliers manage themselves to a degree. They are competing against each other to get more work from you so its in their interest to perform. You also need to get them to provide you with MI in the same format as each other, to make it comparable and easier to drive performance and mitigate risk.” 

“Where suppliers work with each other on your claims you have to control how they interact with each other and own those relationships yourself rather than them creating it between themselves which we sometimes see in a sub-contracting type of relationship. It keeps them more honest and gets them sharing ideas for performance improvements rather than trying to hide issues from you.”

“Regular audits are taking place across the supply chain, joint workshops with suppliers to get them talking. Complaints is another area where all suppliers would be brought into a standardised arrangement so we can compare them better”

You talked about suppliers sharing ideas with each other. With that in mind, do you think outsourcing drives innovation in claims handling processes, or does that come from us internally? “I don’t think this comes from the supplier, I think this comes from our team in Supply Chain. We have a good understanding of what is going on out there in the field and can spot the opportunity to innovate. Because suppliers are businesses, they see innovation as a way to charge more and, I don’t want to sound cynical, but generally what they are charging more for is no better than what we already have”
We have a procurement process to weed out unsuitable suppliers and you have explained how we manage suppliers once they are on board, but what factors should go into deciding whether to outsource in the first place? “Firstly, procurement processes keep us safe and make sure that we’re going into things with our eyes open to a potential ‘del boy’ but the processes don’t necessarily catch a good or bad supplier. Supply chain management is there to manage the performance. A supplier who hasn’t performed well for others could suit us better, or we could turn them around through performance management”. 

Getting back to your question, from an insurance companies’ perspective you have to know your own skill levels and have a good understanding of the size of your business. That will help you understand if you can keep your claims offering in-house. 

Are there any other key considerations? “Scale is the other big one for me. Value of the service you are talking about too. If you have scale but low value sometimes there isn’t the return on investment to outsource. Also, personally I think the more technical the service the more we should be reliant upon specialists to perform it for us.”

In your experience how formal, or not, is this early stage decision thinking? “Some insurers move quicker on this than others. xxxxx are far more adaptable and have the circumstances to make changes quicker than in other businesses I’ve worked for. Other, more unionised businesses aren’t able to do it because any change you want to make that changes the type of work a team does then the union wants to be involved.” 

“The only thing I would say is that you can end up making changes because you thought it was the right thing to do but then realise you were wrong and had to change back. The slower, more considered process tended to result in decisions that stuck.” 

Do you think a framework to help make sure you’ve considered all the relevant points could be beneficial then? “It depends upon the service that we’re talking about. Sometimes you need it, sometimes not. Some services we procure exist in the background so why would you involve everyone in that decision. Where the service touches upon more people or areas then it could benefit from a more structured approach, using technical experts where needed. The tendering process for example. 

Interview 4 – Head of Supply Chain

Introduction:

This interview forms part of a research project which aims to establish whether it is possible, or desirable, to create a framework to aid in the decision-making process regarding the whether to outsource or in-house elements of the claims handling process.

Further, if such a framework is deemed to be a tool of value, this research aims to outline the constituent elements of that framework and provide guidance for its use.

This interview will be recorded and transcribed meaning your answers will appear in the final research submission. However, all participants and responses appearing in this research will be anonymised 

Can you please confirm that you have understood the situation and are happy to continue: “Yep”

What is your level of experience working in this sector? “It will be 25 years this summer, which makes me feel really old. I have worked exclusively in claims during that time. For 5 insurance companies and 2 loss adjusting companies. Its been a mix of claims handling, loss adjusting, supply chain management. I have worked in motor, home, travel, pet and warranty claims.” 

What do you think having a balance of outsourced claims processes vs those we do in-house gives us a business? “You know I have pointed views and they are views, not necessarily facts. It (having a balance) gives you flexibility. That’s more important for some types of insurance than others. You don’t need anywhere near as much in motor, compared to home and travel. It allows you to ride the peaks and troughs. TPA (Third Party Assistance, i.e. outsourced, Ed) providers have had a better track record to ride out the peaks of weather claims.” 

When you say ‘peaks and troughs’ do you mean weather events only? “No not just weather events. Insurance companies have a propensity to move people around as they are so big and have so many projects to get done. When I first started working here I spent a lot of time with Jo, but I haven’t seen or heard from her in months, since she went off to her new role. The outsource market don’t do that as much. Its more stable. To go back a stage, I also think having the balance of outsourcing is good for access to skills, particularly in the technical areas, the expertise you will get in the outsource market is higher, and that’s partly because people don’t move around as much.”

So, if there are better technical skills in the outsource market, do you think insurers are better off outsourcing the more technical work and keeping the less complex work in-house? “In a claims environment yes. But there are types of low-level work you can outsource - things like freezer food claims can be outsourced successfully.” 

Aside from complexity, what other factors should be in the insurer’s mind when considering outsourcing? “It allows insurers to have a fixed cost, rather than a variable cost. If you didn’t outsource anything you would have layers of costs that you wouldn’t need. Large staff bases, typically the use of that resource doesn’t remain static all year. You would have too many bums on seats. You try to find other homes for them and it becomes costly.” 

“Its opinionated but its my view that its fair to question whether insurance companies carry a lot of resource that they don’t need. You will get more and higher productivity, lower levels of attrition and absence in the outsourcing market.” 

Do you think the attrition is lower in outsource? “Like for like its higher, but the insurer doesn’t feel it because the TPA manages that in their business; they make sure they have the same number of people dealing with the claims for the insurer, the insurer doesn’t necessarily care if it’s the same individuals” 

“You can set your P&L at the start of the year and you’ll pretty much know where you’ll end up at the end of the year.”
I’m interested in the point at which we decide we are going to look externally for a service. How do you think a company should best assess whether there is a need to go externally vs what its in-house capability is? 

If you are new to the market you would outsource almost everything so you can get your product up and running. Once you have been on the map for a couple of years you can start to bring things back in a bit more. It depends on what you are trying to achieve, where insurers have a history of in-sourcing but then move to large scale outsourcing to achieve a lower cost base it almost always fails. That tells me you need nuance. 

When you do outsource you lose control. Where do you end up without that? In not a very good place. But if you think about your question, my view on outsourcing is sending something out of the door that you as the insurer you could do yourself. 

Where do you think the path we are on with tools like contents self-service and Symbility leads in the long-term?

I think there will be more. Giving self-service access to customers more. If you look at the outsource market in the UK, the trend has been that insurers bring more and more inhouse. Cash settlements, APIs; technology is a big enabler. 

What do you think about the level of rigour at the start of the process, the point at which we are deciding whether to pursue outsourcing at all?
That’s a really great question. I have worked for companies that do more of this than others. Smaller, fast growing businesses have to make quick decisions to keep pace with the growth aspirations. You cant hang around to make convoluted decisions. I don’t necessarily think this is a bad thing, although I have seen examples where its worked well and vice versa.

I would expect there to be a more rigorous process going forward that seeks to inform more people and more functions across the business. Avoids sometimes deeply inexperienced people making big decisions in isolation. You need to present to key stakeholders and consult. 

I have seen a classic example of failing to consult in a previous employer. I worked them as an in-house loss adjuster, they decided to get rid of it and outsource to a loss adjusting firm. 130 – 140 staff went across and it had a huge impact. The decision to do that was made by 1 bloke who went to the board with some initial figures which looked good in terms of what could be saved. He then went off into the sunset. It went terribly, they rolled back on it a little bit then. 

A lot of these decisions get made by execs without full disclosure and challenge from others in the business. 

Interview 5 – Head of Claims

Introduction:

This interview forms part of a research project which aims to establish whether it is possible, or desirable, to create a framework to aid in the decision-making process regarding the whether to outsource or in-house elements of the claims handling process.

Further, if such a framework is deemed to be a tool of value, this research aims to outline the constituent elements of that framework and provide guidance for its use.

This interview will be recorded and transcribed meaning your answers will appear in the final research submission. However, all participants and responses appearing in this research will be anonymised 

Can you please confirm that you have understood the situation and are happy to continue: “I am.” 

What is your level of experience working in this sector? “21yrs. I have worked in a mix of claims and governance roles, a number of years in leadership positions. I also spent some time working in our law firms.” 

What do you think having a balance of outsourced claims processes vs those we do in-house gives us a business? “The principle is that you should always want to optimise performance and cost. Ensuring the quality of output, maybe closer aligned to one or the other. External loss adjusters that are established in the market might have infrastructure, tools, contacts, their centre of expertise is greater than ours. Likewise there may be things we think we can do better, it (the balance) should fit with the level of capacity and cost.” 

Do you think insurers are better off outsourcing the more technical work and keeping the less complex work in-house? “Its not as blunt as that; isn’t it just ROI? Value for money, speed, which might turn into value through customer retention. If you get a bigger return from the outsource then you should. Risk comes into it, assess your own capability levels and if you haven’t got it in house its risky to keep the technical stuff in-house. You can’t flex as quickly if you outsource though, you can’t chose to test something and get it live as quickly. When you do test something with a supplier you lose a chunk of the commercial data” 

What about innovation, do you think the outsourcing market adds more than we can internally?: “Yes, in niche offerings. That’s their (the outsourcer) thing; they have spent their time and life investment in that one specific thing. Money time, expertise, resource. Where you try to do it internally, it’s never actually ringfenced so may never happen.” 

You’ve highlighted a lot of things that can go into the decision making. Do you think a framework can take into account nuance, or does it need to be higher level than that? “Yes for expertise. I will give you an example. We have been designing a text analytics tool to look at verbatim SMS feedback that customers give. We were given some budget to outsource to partner with a provider who would get the data and do the analytics, play back the findings, translate and tell us real detail on customer journey and what the detractors are. We tendered and ended up happy with price and provider and felt we had proved the value and were ready to go. We knew we had never done it internally so knew we didn’t have the expertise in-house. We got to the point where we went to confirm the budget for proof of concept when a late-stage stakeholder made a play for it to be done internally, as they felt it could be done by their team. There were lots of big, heated conversations to ensure in-house resource would be there, not re-prioritised to something else, and that it would be delivered on time. We are now in a situation where it still has not happened, and we have spent more than we would have externally. Because the resource isn’t ring fenced it was deprioritised.” 

“Contractual outcomes give you the certainty that an internal option cant give you. If they don’t deliver you won’t have to pay for it anyway. In this case the stakeholder came in late, but even if they came in early we would have landed in the same place. Part of any decision-making matrix needs to be certainty about the outcome, timeline, SLA. You come back to ‘value’, which can be a lot of things, but a lot of that is the assurance that the outcome will happen at all”. 

Do you think some of the consideration there was the longer-term strategy? “I’m sure it was. I know it was. We always want to bring stuff back in-house eventually. Because we are the ones doing it we are owning the data from the get go. If you get outsourced you always lose some of that data. Our long-term view is that we think we can do anything if we put our minds to it. In the long term we wanted to use the data for pricing and other things, which we will be able to do, whereas if we went and outsourced we would only get the data on the output, not the processing of it. So, you need to consider the link to a broader business goal and how valuable is that. I still think we should have at least done the proof of concept externally and compared the result to the internal, to see how good it should be and benchmark against what internal provide. You also need to consider if it help others in the market if we join something and add our data to it – outsourcers will always use your data to share success stories and drive sales”. 

It sounds like there is a lot to consider – do you think there is a risk that doing all that slows decisions down? “You could use cost as a trigger for using it at all. If below x just let them choose whatever. Even if someone has to fill out a matrix, someone needs to read their answers and qualify that they’re happy with that, there has to be some sort of challenge. Maybe held by group procurement, to give comfort that someone has done the work to outline the ROI before it goes to change committee.” 

“You can’t get away from some level of bureaucracy. At the moment perhaps it happens on interest, goodwill and coincidence. The investment sign off only gets questioned if someone cares enough to ask.” 

Interview 6 – Procurement Manager

Introduction:

This interview forms part of a research project which aims to establish whether it is possible, or desirable, to create a framework to aid in the decision-making process regarding the whether to outsource or in-house elements of the claims handling process.

Further, if such a framework is deemed to be a tool of value, this research aims to outline the constituent elements of that framework and provide guidance for its use.

This interview will be recorded and transcribed meaning your answers will appear in the final research submission. However, all participants and responses appearing in this research will be anonymised 

Can you please confirm that you have understood the situation and are happy to continue: “I am indeed, yes.”

What is your level of experience working in this sector? “Procurement related roles since 2008, initially at the Home Office, local authorities and into insurance after that so 13 or 14 years of experience”. 
What do you think having a balance of outsourced claims processes vs those we do in-house gives us a business?  “Having a balance massively depends on the commodity. One of the first questions you ask yourself in procurement is ‘make or buy?’. Often, you’re getting reams of data from suppliers promising the world, and often you don’t look internally to see what our skillset is, what would recruitment look like what would the benefits be. Anyone worth their salt in procurement should be asking that question. I like to pull together a list of pros and cons.” 

“The amount of upfront investment might not stack up. Your focus might be on an area of growth. So, I guess it comes back to priorities, can the supplier get you there quicker than internally? If you are growing fast suppliers can help you with that.”

So, is growth a key factor? “Yes, getting something internally will often require a lot of cap ex which might not be available to you at the time and has longer term considerations. Going externally allows you to look shorter term and have more certainty in costs.”

“You need to think about your competitors too. If 90% of the market are using it, how does it give us a competitive edge vs building something ourselves. But you lose speed and reliability if you are doing it internally.” 

Is procurement stage the best place to consider the ‘make vs buy’ question? “For large scale projects this is properly scoped out once it comes to procurement. For example, we recently brought in a new claims handling system. During that process we spent a great deal of time looking at whether we could build it ourselves, before even going out to tender. Once we did go out, we even looked at a 3rd option of potentially buying the whole supplier.”

Do you think this still holds true for smaller items? “Less so. It usually falls to procurement as operational people don’t often think about it, but I wish they would. In procurement you are relying on them (operational staff) to provide the expertise and guidance about the issue. If they can come to you with a view on it, its really helpful.”

Is there value in a framework for operational staff to use before it gets to you in procurement? “I’d be very much on board with anything that forced people to consider the situation in broader terms, rather than just chucking it over the fence to procurement. They are best placed to know the capabilities in the business, more so than a support department like procurement.” 
How does that square with #####’s culture of trying to do things in-house and try to make decisions quickly? “It depends how agile the organisation is, the level of bureaucracy and sign off. In my experience bureaucracy can help with rigour but not speed of decision-making. Ultimately you need to have comfort in the fact that the people you are engaging with are doing  their job properly and asking the right questions”
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