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Abstract

Over the last decade, digitisation and individualisation have fostered the develop-
ment of on-demand services in many industries. In the insurance sector, techno-
logical progress brings new possibilities on how risks can be insured. This paper
studies on-demand insurance and thereby takes three perspectives. First, we define
on-demand insurance and study the current market landscape of offerings, leading
to a characterisation of the phenomenon. Second, we analyse the on-demand insur-
ance business model, discuss how value is created, and develop a taxonomy of the
dimensions among business model components. Third, we describe the awareness
and interest of potential customers in Switzerland using novel data recorded from
a recent consumer survey. Using the results from the market study, business model
analysis, and customer survey, we discuss the (future) role of on-demand insur-
ance, shedding light on the ongoing business model transformation in the insurance
industry. We conclude that insurtech companies address emerging customer needs
and that traditional incumbent insurers must innovate to keep their prominent role
at the customer interface. While novelty and complementarity of on-demand insur-
ance solutions bring value today, we expect that efficiency and customer retention
will add more value in the future, especially once technology has matured and busi-
ness model components are well-aligned.

Keywords On-demand insurance - Market landscape - Business model - Survey
study - Technology innovation - Insurance economics

Introduction

On-demand services have become popular in various industries (e.g. music, books,

video) as well as lately also in insurance. The main reason for the popularity of these
examples found in academia and practice is their disruptive impact on traditional
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industries. Hence, a critical question for the insurance sector is whether on-demand
insurance changes the industry logic in the same way, with new players developing,
dominating the market and, ultimately, displacing incumbents.

“The world is on-demand. Your insurance should be, too,” is the claim of Slice,
an on-demand insurance technology provider.! Early on-demand insurance provid-
ers have typically been start-ups such as Trov, Slice, Cuvva, or Lings. These market
entrants all use at least some of the digital transformation ingredients, namely digital
technology, big data, computing power and data analytics, to provide a fully digital
offering (Bauer et al. 2021). Risks covered are associated with an activity such as
travelling, driving or short-time work assignments, or sharing items, a flat or equip-
ment. Typically, customers trigger coverage via their smartphone either by manually
turning coverage on and off or by allowing some form of automation through data
exchange (see Braun and Haas 2019). The value proposition of on-demand insur-
ance rests on flexibility and unbundling: insurance cover can be purchased for risks
as needed, at any time of the day and for as long as necessary. The trend toward on-
demand insurance is reinforced by a rising interest in instant and usage-based ser-
vices and products related to lifestyle or new work arrangements (European Insur-
ance and Occupational Pensions Authority, (EIOPA) 2020). While the phenomenon
currently is marginal in terms of market share, practice-oriented studies argue that
insurers will have to transition to incorporate on-demand insurance in order to
remain relevant (KPMG 2017; EIOPA 2018; Tata Consultancy Services 2019).

Current research on the phenomenon is scarce and can mainly be found in the
context of insurtech. Insurtech is defined as a “phenomenon comprising innova-
tions of one or more traditional or nontraditional market players exploiting infor-
mation technology to deliver solutions specific to the insurance industry” (Stoeckli
et al. 2018). However, research related to the development of insurtech companies
has only yet emerged. Being the most mature connected-device insurance area, it is
not a surprise that most current research centers on telematic systems. Many publi-
cations focus on questions related to new segmentation and pricing mechanism in
telematics (Stormer 2015; Weidner et al. 2017; Wiithrich 2017; Barry and Charpen-
tier 2020; Guillen et al. 2021) or questions related to the risks and benefits of using
tracking devices for health insurance and services (Henkel et al. 2018; Wiegard and
Breitner 2019). A comprehensive view on the potential and future relevance of on-
demand insurance as a future form of insurance is lacking. Currently, the term ‘on-
demand insurance’ is used in many different ways, and it is unclear whether on-
demand insurance creates value (Braun and Haas 2019).

In this paper, we address this gap by (a) providing a definition, discussing differ-
ences and overlaps with related terms and concepts, and analysing the characteris-
tics of current market offers, (b) studying the business model and the value creation
behind it, and (c) surveying the perception of potential customers in Switzerland.
This comprehensive overview then allows us to (d) discuss the (future) role of on-
demand insurance.

! See https://slice.is (June 2021).
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A key part of our research on understanding on-demand insurance is based on
a business model perspective. Business model constructs are increasingly used by
academics and practitioners to study entrepreneurial innovation, especially related
to e-business and the use of information technology (Amit and Zott 2001; Zott et al.
2011; Veit et al. 2014; Pousttchi and Gleiss 2019). Despite conceptual differences
among researchers about the definition and components, Zott et al. (2011) identify
common research themes. The business model construct emerges as a new unit of
analysis that is distinct from product innovation. The approach is holistic in that it
seeks to explain how firms do business. It includes partners and the network in the
analysis and the interest often lies in understanding value creation and value capture
(Zott et al. 2011). Using this viewpoint, we aim to better understand the logic of
how on-demand insurance creates value. For that purpose, we focus on the holis-
tic ‘gestalt’ of the on-demand insurance model and identify the interrelated com-
ponents. The framework of Foss and Saebi (2017) on business model innovation
guides the structure. These authors developed a framework to ensure a systematic
and comprehensive analysis of business model innovation and its implications by
including antecedents and moderators. Grounding our analysis in their framework
mitigates the conceptual ambiguity associated with the young field of business
model research.

Our main results are as follows: first, we derive key differentiators of on-demand
insurance compared to traditional insurance offerings. A market analysis allows
us to distill the main characteristics of on-demand insurance and its providers.
On-demand insurance is characterised by instant quotes, narrow coverage, flexible
durations, and digital delivery coming through dynamic premium rates with small
pay-per-use installments. Second, the business model analysis concludes with a tax-
onomy of the dimensions among business model components. We find that poten-
tial business models are heterogeneous and show the dimensions that must be opti-
mally aligned to create value. Third, our customer survey provides indications on
the potential interest in on-demand insurance. Digital literacy, risk-taking, regular
travel and a self-oriented ‘search and understand’ insurance-buying behaviour are
factors fostering the potential usage of on-demand insurance. Finally, discussing
business model innovation and the (future) role of on-demand insurance, we find
that the insurance industry engages in adaptive and focused innovation in contrast
to complex business model innovation. We observe that incumbents cannot avoid
innovation if they want to keep a role at the interface with their customers. Maturing
technology and well-aligned business model components will allow the on-demand
value proposition and revenue model to be unlocked.

The paper is organised as follows. In the section “What is on-demand insurance?’,
we provide an overview of the background and a definition of on-demand insurance.
Further, we present in the section ‘Landscape and characteristics of offers’ the cur-
rent market landscape and characterise the offerings. In the section ‘Dimensions of
the business model’, we dimensionalise the components of the on-demand insurance
business model, drawing on theoretical considerations and market observations.
The awareness and interest of potential customers are discussed on the basis of sur-
vey data in the section ‘Customer perspectives from a survey in Switzerland’. As a
final step, in the section ‘Discussion on the future role of on-demand insurance’, we
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identify antecedents and moderators to understand the novelty and potential scope
of business model innovation when engaging in on-demand insurance. We conclude
in the ‘Conclusion’ section, providing a view on limitations and venues for future
research.

What is on-demand insurance?

The emergence of on-demand insurance is rooted in the overarching trends of dig-
itisation and individualisation. Digitisation not only changes consumer expectations
and the way insurance products can be produced and delivered, but also the underly-
ing risks. Cars and homes become smarter and connected, items and homes are less
owned and more shared and many workers work on demand in the gig economy. In
effect, digitisation changes life and work styles as well as the risks and the way they
can be insured. Although customers’ habits change, the need for insurance persists.
Stoeckli et al. (2018) state that “in a world of increasing uncertainty and dynamics,
the economic and social importance of being insured seems undisputed and even
gains in importance.”

Technological progress and the availability of data provide new possibilities to
provide easy and instant access and personalised insurance offerings. Usage- and
behaviour-based car insurance, health insurance discounts for tracked healthy
lifestyles or on-demand insurance are market examples of this movement. Prod-
ucts, their distribution and promotional offers tend to become more personalised,
although issues for insurance pricing arise (McFall and Moor 2018). Indeed, data
from wearables and telematics devices allow risks to be quantified more accurately
and even dynamically during a contract. This development has given rise to a dis-
course on discrimination (see, for example, Landes 2015) as so-called ‘bad’ risks
will have to pay a higher premium while ‘good’ risks profit from discounts or lower
premiums (Eling and Lehmann 2018).

On-demand insurance is a relatively new phenomenon. The term is often used
interchangeably with usaged-based insurance (KPMG 2017; National Association
of Insurance Commissioners 2021). Yet, there are notable differences between these
emerging concepts. In usage-based insurance the contractual relationship between
insured and insurance company persists continuously, i.e. also in times where the
item is not ‘in use’, because the usage-based insurance component is often part of
a traditional insurance coverage. A prominent example is usage-based insurance for
cars, where basic liability and theft insurance may be always in force and additional
premiums for liability and collision cover are calculated upon usage (e.g. number of
kilometres, driving habits). In on-demand insurance, the contract ends when turning
insurance off. A customer can choose to turn on insurance from different provid-
ers at different moments. The mode of activation can range from manual to auto-
matic (see Table 1): coverage can be activated manually, recommended by a smart
device and activated manually by the user, or activated automatically based on crite-
ria like location, activity or context. While this automatic mode of activation might
be the future for car or embedded insurance, it does not necessarily extend to all
areas of on-demand insurance. Therefore, we conclude that usage-based insurance is
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a subcategory of on-demand insurance characterised by an automatic mode of acti-
vation (level 3). Moreover, on-demand insurance is currently broader than usage-
based insurance as the concept of providing ‘coverage as-needed’ is extended to
other risks, including travel and liability coverage where connectivity is not always
provided or difficult or even impossible to achieve. The key concept of on-demand
insurance is about timing and duration versus usage.

The key characteristic of on-demand insurance is that consumers can turn cover-
age on and off as needed. Consumers typically purchase on-demand insurance at
or for the moment and for as long as they incur a specific and often higher risk as
a consequence of an activity or ownership. In addition to the term on-demand, we
find others in the literature that relate to the same context. For example, the term
‘episodic’ (Golia 2018) is used to describe a product for homeowners to get cover-
age when sharing their home on AirBnB. Stoeckli et al. (2018) use the term ‘situ-
ational’ to describe an insurance product with “flexible selectable periods of cover-
age”. However, these terms have not yet become established.

The flexible duration of on-demand insurance leads to shorter contract periods
compared to the traditional annual insurance period. Further, it is difficult for the
insurance company to foresee the contract duration. In the extreme, the possibil-
ity of swiping insurance on and off even allows for hourly insurance, hence lead-
ing to micro-durations and small premium amounts. Regarding small transactions
and a comparatively low premium per transaction, on-demand insurance resembles
microinsurance. However, on-demand insurance addresses the needs of a mobile
and highly connected population expecting individualisation, while microinsurance
addresses low-income segments and typically covers existence-threatening risks,
allowing premiums to be paid in small installments (Churchill 2006; Eling et al.
2014).

Associated with the element of timing, we also find the term ‘instant’ insur-
ance. However, the understanding of its meaning is diverse, ranging from insur-
ance pushed to the consumer for instant take-up (EIOPA 2018), instant understood
as different to a conventional contractual period (Riasanow 2020), instant in terms
of claim settlement based on blockchain, or smart contracts as found in parametric
flight insurance (Lin and Kwon 2020; Martin 2018). While just-in-time production
of documentation and automatic claim settlement is a reasonable operational ambi-
tion for on-demand insurance, we do not consider it as a defining aspect. The instant
initiation and flexible cancellation of insurance coverage at the moment of turning
the contract ‘on or off’, however, is key to its definition.

On-demand insurance is an inherently digital solution. Individuals have the tech-
nology-enabled possibility of choosing the duration of coverage, timing, as well as
the number of items, events, or people who are covered (Braun and Schreiber 2017).
The emergence of on-demand insurance is tightly linked with the proliferation of
smart devices, driven by but not restricted to the use of smartphones to organise
more and more aspects of life. Against this background, we include the technology-
driven context in the definition of on-demand insurance.

In conclusion, we define on-demand insurance as a technology-enabled phenom-
enon of instantly purchasing insurance for a manually chosen or technology-trig-
gered duration covering risk exposures arising from an activity or ownership. The
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Table2 Comparison of traditional insurance and on-demand insurance

Traditional insurance On-demand insurance
Duration to quote Ranges from instant to days Instant
Scope of coverage Wide, based on status or ownership ~ Narrow, based on activity or owner-
(e.g. bundles of items, activities or ship
events) (e.g. single items, activities or events)
Duration Predefined term (often annual) Flexible take-up and cancellation

Distribution and delivery Brick & mortar, agent, paper, digital — Digital only

Payment mode Monthly, quarterly, annually Pay-per-use
Premium rate Static (based on ex ante information) Dynamic (e.g. daily rate)
with large installments with small installments

definition includes both the timing and duration as well as the personalisation of
coverage in a technology-driven context. Table 2 summarises the key differences
between on-demand insurance and traditional insurance offerings considering the
criteria given by Rejda and McNamara (2017) and Wagner (2017).

Landscape and characteristics of offers

To study the characteristics of on-demand insurance offerings, we conducted web-
based market research in May and June 2021. We used the search string ((‘on-
demand’” OR ‘instant’” OR ‘situational’ OR ‘episodic’ OR ‘temporary’) AND
‘insurance’). In this way, we identified a number of offerings worldwide with an
‘on-demand’ claim. We report the results in Table 3.> We only include those offers
that meet our definition of on-demand insurance (see the ‘What is on-demand insur-
ance?’ section) and focus on insurtech companies with standalone offers versus
incumbents because their business model components are more observable. For
each result, we document the name of the on-demand product or brand name under
which it is offered and the name of the company. We also record the country of
origin, acknowledging that some companies offer their products internationally. A
short description of the product and classification of the risks covered is based on

2 Sources of information for Tables 3 and 4 : *https://www.airsurety.com, https://www.buddyinsurance.
com, ‘https://www.oekk.ch/en/private-clients/offering/other-insurance/short-term-insurance, ~ ¢https:/
www.insureandgo.com, https://www.tuneprotect.com/travel-easy-insurance, ‘https://www.tuneprotect.
com/products/sports, £https://www.cuvva.com, "https://www.veyygo.com, 'https://www.dayinsure.com,
10https://www.insuredaily.co.uk, ¥https://www.digitalblanket.com, 'https://www.comma.insure, ™https://
www.domcura-ag.de/index.php/reisegepaeckversicherung.html, "https://www.friendsurance.de, °https://
www.klinc.com, Phttps://www.lings.ch, 9https://www.duuo.ca/rent-my-stuff-insurance, "https://www.
duuo.ca/gig-insurance, ‘https://www.thimble.com, ‘https://www.bind.com, “https://www.demandoo.
com, “https://www.omocom.insurance, “https://www.slice.is, *https://www.sureapp.com, Yhttps://www.
trov.com. Information retrieved in May and June 2021.
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information found on the companies’ websites and in the terms and conditions of the
product if these were publicly available.

We identified a selection of on-demand insurance offerings in relation to travel
and recreational activities, mobility, movable items or equipment, small business
activities as well as healthcare. It is not a surprise to find travel insurance in our mar-
ket overview as it perfectly fits the on-demand concept due to its time-related nature.
Additionally, we find offers that target travelling recreationists, e.g. adventurers or
amateur sportspeople. Note that our list only reflects a selection of offers.

With respect to (new forms of) mobility, we find various usage-based offers
such as Metromile or Voom that do not offer contracts that can be taken out or can-
celled on demand. This is why they do not appear in Table 3. In the U.K., a range of
products propose temporary car insurance (e.g. Cuvva, Admiral Group, Dayinsure,
Insuredaily).

With respect to insurance for movable goods, we find several offers related to
ownership, lending and rental of valuables, equipment or electronics. These offers
have in common that they cover a specific movable item against damage or theft for
the chosen or triggered period. Compared to traditional household insurance, they
often include extended coverage, such as theft outside the home, zero deductible or a
higher replacement value. Even though some offers do not use the term ‘on-demand’
in their market appearance, we qualify them as on-demand given their instant take-
up and flexible cancellation feature.

We further identify on-demand insurance offers for small businesses and gig
economy workers. These address the fluctuating need for liability and other types
of coverage that the self-employed and gig economy workers face due to variable
work assignments. While there are temporary health insurance offers, such as ERV
guest insurance or EHealth insurance for transitional periods, we only retain one on-
demand offer for the coverage of selected health treatments.

It is interesting to observe that some early movers such as Trov, Slice and Sure
have evolved into insurance technology providers. We list them in Table 4. Both
Trov and Sure initially started covering movable items on demand. They now focus
on enabling others, namely carriers, tech firms, platforms or retailers, to provide on-
demand insurance embedded in their own service offerings.

Our market review also reveals that many on-demand insurance providers, espe-
cially insurtech companies, only act as intermediaries. Thereby, the risk carrier is
an insurance or reinsurance company providing capital, underwriting capabili-
ties and the necessary license (EIOPA 2020). The advantage of intermediaries is
that they can focus on one step in the value chain, that is organising coverage and
access according to the changing work and lifestyles of customers. Additionally, in
comparison to incumbent insurers with infrastructure legacies (Eling and Lehmann
2018), insurtech companies tend to portray greater agility in relation to testing and
implementing new technologies and products (EIOPA 2020). Against this back-
ground, we observe insurtech and technology providers as organising the ‘face to
the customer’ for on-demand offers. However, we also observe that some incumbent
insurers mirror insurtech companies with their own digital brands (such as Zurich
Insurance with Klinc). Finally, let us note that we do not list sharing and rental plat-
forms, travel agencies and other companies that embed some kind of (on-demand)
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What is the value proposed
to the customer?

Value proposition

How is revenue How is the value

captured? . proposition created?
Revenue model Value chain

Who is the customer?

Fig. 1 Definition and components of a business model (adapted from Gassmann et al. 2020, p. 7)

insurance as part of their service package as they presumably source insurance solu-
tions from firms listed in Tables 3 and 4 .

Dimensions of the business model

To capture the heterogeneity and scope of on-demand insurance with respect to
value creation, we identify the business model along the typical components and
dimensions (see, e.g. Foss and Saebi 2017). Even though different definitions of and
approaches to studying business models exist, the most commonly mentioned com-
ponents are value proposition, value creation and value appropriation (Osterwalder
et al. 2005; Teece 2010; Foss and Saebi 2017; Gassmann et al. 2017). In the sequel,
we chose to describe the business model of on-demand insurance using the concept
of Gassmann et al. (2017), as it is high-level, takes a holistic view, originates from
the study of innovative business models and has been used earlier to study digital
transformation (Gassmann and Sutter 2019) and insurtech business models (Braun
and Schreiber 2017; Zwack et al. 2016). Gassmann et al. (2020) ask four overarching
questions to describe a business model (see Fig. 1): Who is the customer? What is
the value proposed to the customer? How is the value proposition created? How is
revenue captured? In the following sections, we answer these questions in regard to
on-demand insurance.

Who is the customer?

The landscape of current market offers reveals that typical target customers of on-
demand insurance are occasional travellers and recreationists, low-frequency car
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drivers, sharing economy participants and gig economy or self-employed workers
(see Table 3 in the ‘Landscape and characteristics of offers’ section).

Segments

Target customer groups centre around activities, lifestyles or new work and owner-
ship models that traditional insurance contracts do not well reflect regarding instant
on-demand take-up, flexible duration, and coverage. Traditional insurance contracts
are often annual in terms of period and cover a risk such as death, accident, liability
or property damage. From the perspective of the target customer groups, the activ-
ity or ownership does not justify the costs of buying an annual insurance policy for
these risks. Also, the quote and binding processes of traditional insurance products
do not match the insurance needs that come with weekend trips, renting out equip-
ment for a day or short-term work assignments. On-demand insurance arguably
reflects the needs and risk profiles of these target customers more closely (EIOPA,
2020).

Similar to what is observed in usage-based insurance (KPMG 2017; Tata Con-
sultancy Services 2019), millennials and digital affine customers are the most inter-
ested. Our survey among retail customers in Switzerland provides additional evi-
dence (see Table 8 in the ‘Customer perspectives from a survey in Switzerland’
section). Current on-demand providers (Table 3) address both retail, self-employed
and small-sized enterprises. Large companies already have access to tailor-made
coverage and services such as Internet of Things-based fleet insurance solutions, so
they do not appear (yet) as a target segment of on-demand insurance. Potential cus-
tomers do not necessarily need to be insurance customers but can also be users of
mobility, health, smart home or other services (Stockli et al. 2019). Consumers can
be offered on-demand insurance as a complementary and embedded offer at a point
of need (e.g. a point of sale). Points of sale are targeted by insurance technology pro-
viders that provide insurance platforms (see Table 2). Hence, potential buyers of on-
demand insurance can simply be participants in a digital ecosystem (Keller 2018).

Risk profile

It is controversial whether on-demand insurance offers attract customers with a
riskier profile or, in other terms, whether on-demand insurance customers portray a
different loss distribution (see the ‘How is revenue captured?’ section). Our survey
results outline that those intending to use on-demand insurance are also more likely
to take financial risks (Table 8). Hence, the results provide some evidence of the
existence of adverse selection. However, against the background that the delivery of
on-demand insurance is typically data-driven, and some products are even sensor-
based, information asymmetry can be argued to decrease as the use of technology
powering on-demand offers matures. This would allow insurers to charge higher pre-
miums to individuals who present higher risks. Such differentiation would, in the-
ory, drive out high-risk individuals as premiums for them would skyrocket.
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What is the value proposed to the customer?

The value proposition rests on differentiation, both with respect to simplicity
(instant, digital) and flexibility (anytime on and off). In consequence, the proposi-
tion yields individualisation of coverage and price. Stoeckli et al. (2018) identi-
fies “simplicity, flexibility, and customer centricity” to be a common value prop-
osition among insurtech innovations. According to KPMG (2017), on-demand
insurance customers “can feel confident that they have the protection they need,
while only paying when that coverage is actually required.”

Size of premium

As the coverage period is typically short, premiums are small. However, EIOPA
(2020) found in a recent market survey that a daily motor insurance policy in the
U.K. was approximately 50% more expensive over a ‘working year’ compared to
the average premium of an annual motor insurance policy. Although using on-
demand insurance may be more expensive overall, customers are able to pay pre-
miums in small installments.

Convenience

The purchase process is typically fully digitised via a smartphone app or digi-
tal platform to provide a frictionless and convenient experience (Stanczyk 2018).
Moreover, the process is paperless and customers receive instant or on-demand
confirmation of insurance. In the event of a claim, the process presumably
becomes more complicated when it is delivered by the respective risk carrier.
While the main content of the policy is summarised on the website for the con-
venience of the customer, the details are specified in terms and conditions that
resemble traditional insurance policies in their language and length (see also the
‘Landscape and characteristics of offers’ section). Moreover, the degree of con-
venience also depends on the mode of activation outlined in Table 1. Indeed,
there is a risk that customers forget to turn off manually activated coverage.

Personalisation

In their market appearance, on-demand insurance providers address specific
consumer needs. Coverage reflects a momentary or situational need (e.g. usage
of a flat or a shared item, work assignment, travelling, learner drivers) or selec-
tive or niche needs (e.g. valuables insufficiently covered when taken outside the
house, sport activity insufficiently covered by basic accident insurance). Hence,
on-demand insurance is not only about personalising the price, it also provides
unbundled insurance coverage to address specific needs.
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Transparency

Giving customers more control with flexible and unbundled insurance coverage is
a less obvious part of the value proposition. The apparent simplicity of the contract
and processes contribute to the feeling of control, as Thimble advertises “change,
pause, or cancel your policy instantly, with no wait and no hidden fees. Call the
shots, not the 1-800”.> However, while we find that respondents of our survey
(Table 7) perceive on-demand insurance as a more flexible and modern solution,
they do not consider it as particularly more transparent than standard insurance poli-
cies on a yearly contract basis. Nevertheless, customers are able to more transpar-
ently track the costs of each coverage period.

Additional services

On-demand insurance providers are in a position to add more value beyond financial
protection by leveraging digital processes and data. Such data-driven added value
ranges from providing consumers insights into their individual risk profile and pro-
viding recommendations for risk-mitigating behaviour (Stockli et al. 2019) to advice
regarding insurance coverage (Roberts et al. 2020). If certain data are exchanged in
real time, the provider can furthermore identify momentary needs based, for exam-
ple, on geolocation (EIOPA 2020). While information from data “improves risk
assessment and transfer, it creates the potential to predict and prevent risks, as well
as offer wider insurance coverage” (The Geneva Association 2021, p. 6).

Gamification

Schmeiser (2018) notes that gamification is another added value not to be under-
estimated. Many consumers show interest in playful elements such as photograph-
ing loved items and planning trips ahead of time. Allowing them to turn coverage
on and off, be it for just a few moments, adds a playful element to the concept of
insurance. Stockli et al. (2019) also mention the possibility to compare oneself with
others (e.g. through an illustrated risk profile in a smartphone app) as a potentially
playful element.

How is the value proposition created?

A central aspect of the value proposition is the promise to easily and instantly pro-
vide a quote and proof of coverage for a specified risk. Hence, digital access and
delivery of on-demand insurance are key.

3 See https://www.thimble.com (June 2021).
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Use of Internet of Things technology

Driven by the value proposition but also dependent on digital capabilities, the
usage degree of Internet of Things technology and automation varies among on-
demand insurers with regard to coverage activation, loss detection and loss payment.
Considering car insurance, Lamberti et al. (2018) outline an on-demand car insur-
ance as a combination of “block-chain technology and sensors installed on a vehicle
to (1) semi-automatically modify car insurance coverage, (2) certify a coverage’s
activation/deactivation, and (3) attest to a vehicle’s status at a given time” (p. 73).
They argue that blockchain and smart contracting would also enable the provision of
on-demand insurance for smart homes. Further technologies that are frequently cited
as enablers of on-demand insurance are machine-learning and image-processing
technologies (Tata Consultancy Services 2019).

Limits to automation

The potential for automation further depends on the access to risk-relevant data, the
frequency of data exchange and the willingness of customers to collect and share
data about a person’s or object’s location, activity and usage or context and environ-
ment. Smartphones, wearables and installed devices are among the most frequently
used mobile technologies to collect data for insurance (EIOPA 2018, 2020; Lam-
berti et al. 2018; Stanczyk 2018; Wiegard and Breitner 2019). Furthermore, data
collected from social media could enable digital transformation (Fitzgerald et al.
2013). For example, posts on social media platforms about the latest adventure trip
could flow into the risk scores of customers (Stanczyk 2018) and lead to differenti-
ated instant pricing.

Undoubtedly, (embedded mobile) technology is a key enabler of on-demand
insurance. While coverage activation and loss notification can also be initiated man-
ually by customers (e.g. on-off button, uploading pictures) or semi-automatically
based on a push notification by a smartphone (see Table 1), embedded technology
has the benefit of disburdening customers from thinking about insurance coverage
or having to file for a loss, to reduce the risk of fraud and save operational expenses.

How is revenue captured?

The logic to capture value in business is based on transferring inputs into profitable
outputs. The economics of insurance rests on pooling similar risk from individual
insureds, charging premiums in exchange for coverage, and reinvesting the premium
income in interest-generating assets. Thereby, the collected premiums throughout
the portfolio and the investment income must cover the total expected losses of the
portfolio plus all related expenses. Hence, broadly speaking, when insurers accept
a specific risk of a customer, the price that is charged is based on the cost of add-
ing that risk to the portfolio. In traditional insurance pricing schemes, the premium
depends on a set of a priori information provided by the insured, such as age, type
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of vehicle, value of object, amount of income and so on. Uncertainty regarding pric-
ing and reserving factors is typically met by adding loadings to the premium or by
reducing the risk with deductibles, coverage limits and exclusions in the contract
wording. However, the scope for such actions is limited in the case of on-demand
insurance given its small premium installments, reflecting micro-coverage and
micro-duration, and a value proposition of simple and convenient processes. Simul-
taneously, risk assessment becomes more granular and pricing more personalised
and dynamic. In the following we discuss some aspects that challenge the econom-
ics of insurance.

Underwriting (pricing)

Actuarial rate making is one of the key activities in insurance. While the number and
size of claims is uncertain, describing potential claims and forecasting liabilities is
within the focus (Zweifel and Eisen 2012). Individual risks are typically gathered in
cohorts sharing similar characteristics. However, in the context of on-demand insur-
ance, shorter and unforeseeable contract durations make it difficult to build cohorts
for calculating premiums, a process that traditionally assumes a yearly contract basis.
Indeed, individual and ex ante unknown contract durations make it quasi-impossible
to forecast the underlying liability in time. This challenge can be compared to the
one that appears in other areas at the crossroads of insurance underwriting and the
development of technology. For example, as technologies related to the Internet of
Things increase the amount of available data and information, more accurate risk
profiles become available, the view on risks becomes more precise, risk pools turn
out to be smaller and homogeneous cohorts are more difficult to form (Barry and
Charpentier 2020). In that line of reasoning, many usage-based insurance models
face similar challenges. Although calculating adequate premiums in the underwrit-
ing process is more difficult, short contracts have the advantage that they open the
possibility of continuous underwriting. Premiums can be dynamically adapted each
time the customer seeks coverage. Hence, the contract wording and the price (expe-
rience pricing) can be adjusted at each activation taking into account newly available
information or adverse development. Finally, the ‘denomination effect’ also plays
a role in small premium amounts (Schmeiser 2018). Customers’ price elasticity is
typically lower in the micropayments required for on-demand insurance. Hence, one
can expect that higher percentage-based loadings are possible in on-demand con-
tracts compared to the overall larger payments in traditional contracts.

Information asymmetry and moral hazard

Since the coverage of risks is only sought for by customers in prevision of specific
(more risky) times, the information asymmetry and adverse selection effects need
to be reviewed. In fact, consumers have private information on the risks they take
and adapt the frequency with which they demand cover. Contrariwise to traditional
insurance policies where high- and low-risk periods alternate, mean risk levels in
on-demand insurance are high during times when insurance cover is active. Assum-
ing that customers have an information advantage regarding their risk, at least in
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terms of the timing of the exposure, by activating the cover, they provide insurers
with information about their risk exposure or preferences (Schmeiser 2018). Follow-
ing this idea of self-selection, most recently, Braun et al. (2020) analyse the potential
of on-demand insurance as a screening device. Building on the classic models of
Wilson (1977), Miyazaki (1977) and Spence (1978), they confirm that the known
market equilibria are altered since low-frequency users keep away from standard
policies while receiving better coverage (see also Braun and Haas 2019). A study
by the Vereinigung der Bayerischen Wirtschaft (2017) questions the assumption that
insureds know their risk profile better than insurers. Indeed, information asymme-
try might reverse in on-demand insurance where insurers could better assess their
customers’ risks through digital technologies. Although the resulting prices would
be fairer, some existing customers might want to avoid on-demand or usage-based
policies because they fear revealing their (poor) risk profile and becoming uninsur-
able (see Sawers 2017). Overall, we expect a more granular assessment that allows
targeting of profitable segments.

Moral hazard, i.e. the lack of incentive to guard against risk in the presence of
insurance, is influenced by short-term ad hoc insurance coverage (see also, e.g.
Weber 2014). Given the contiguity between the activation of cover and the coverage
period, adverse behaviour may gain in importance. In addition, on-demand insur-
ance may increase the risk of fraud, especially if insureds can turn on their insurance
after a loss event. Empirical evidence supports the supposition that online-based
insurance products and processes are more likely to attract fraudsters and increase
moral hazard. For example, Koneke et al. (2015) discuss that cheating can be more
tempting when filing an anonymous damage report on an online platform compared
to face-to-face contact with an insurance agent. On the other hand, increased data
exchange also increases the potential for automatic fraud detection (Gomes et al.
2021).

Prevention, automation, marketing

Short contract periods and the renewal of underwriting entail more numerous con-
tacts between the customer and the insurer. Over the iterations, experience can be
built for the pricing and personalised preventive measures can be proposed. The pre-
ventive message can be specific according to the insured items that are at risk, and
data-driven coverage (including, e.g. geographic localisation and insurance activa-
tion patterns) allows insurers to further individualise prevention (The Geneva Asso-
ciation 2021; Pugnetti and Seitz 2021; Stockli et al. 2019). Such prevention includes
warnings or impact-reducing measures such as early loss detection and emergency
services. Although microcoverage and microduration lead to micropayments, the
claims process requires full customer attention to satisfy the claims. To create value
for the insurer, the cost structure must be lean. In this context, Stockli et al. (2019)
note that new distributed-ledger technologies such as blockchain provide significant
potential to save costs. Insurtech companies face high initial IT investments and
need to be able to scale up and keep variable costs low. The scalability of technol-
ogy is a key success factor (Roberts et al. 2020). Thereby, full automation, the use
of artificial intelligence and a high degree of self-administration by customers will
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be key to addressing the costs and making on-demand insurance profitable. Finally,
the increase in the number of client contacts can create value for the insurer in terms
of reputation and branding, increasing awareness and presence of the brand, respec-
tively. In that sense, incumbent insurers should clarify their strategy about their role.
They can be risk carriers behind a new brand or use their strong market presence
and propose on-demand contracts as an additional service to their own customers.
On-demand insurance apps may open possibilities for cross-selling and generating
additional fee income. As EIOPA (2020) notes, regarding the rise of platform busi-
ness, insurance might become an ancillary offering of a wider service or product
purchase.

Summary of business model components

In Table 5, we summarise the findings on the four components of the business model
that discussed above. We develop a taxonomy following an inductive approach (see,
e.g. Nickerson et al. 2012). Dimensionalising the business model illustrates the het-
erogeneity of potential models in practice and underlines the importance of opti-
mally aligning the dimensions to create value.

The first component (‘Who is addressed?’) outlines which needs of selected seg-
ments on-demand insurers address (see the “Who is the customer?’ section). Exam-
ples are temporary car insurance for low-frequency drivers, travel insurance for pri-
vate adventurers or liability insurance for self-employed gig economy workers. The
typical segments are individuals and households, micro firms and self-employed
entrepreneurs as well as small- and medium-sized enterprises. The second compo-
nent summarises our findings about the value proposed to customers (see the “What
is the value proposed to the customer?’ section). We record the common value prop-
ositions as observed empirically (e.g. personalised pricing, customised coverage,
convenience and control) or derived on a conceptual basis (i.e. joy and gamification
or servitisation). Coverage for specific single risks such as loss of life, costs related
to accidents or illness, financial consequences from issues during travel, liability
or legal expenses, loss from destruction or theft of movables, is the core insurance
product. We also lay out how customers can access on-demand insurance. Besides
the traditional distribution channels, on-demand insurance is well suited to be
embedded in digital ecosystems, for example those centering around sharing, mobil-
ity or homes. The question about how the value proposition is created addresses
the dimensions of the operational model, the third component that we discussed
in the How is the value proposition created?’ section. We group different ways of
organising risk capacity as well as potential areas of value chain engagement. Our
inductive study of current market offers reveals that many insurtech companies
presenting themselves as on-demand insurers are in fact intermediaries with differ-
ent degrees of independence from insurance carriers where the risk is placed. The
choice of coverage activation and claims payment triggers, both ranging from man-
ual to fully automatic (see Table 1), is of operational interest for on-demand insurers
driving the choice of technology, costs and potential data capture. We add the type
and frequency of data exchange as an important dimension because the information

¥



623

$100Jj0 SUIONILW pUR puelq JULQUNOUT pue dN)Ie)s dATISOJ

(ares jo yurod "$°9) sse00R WDISASOIH

NUIAAL [DIDUDUL-UON

SODIAISS YSLI-UOU WOIJ 99) 9OIAIOG 7

SUOISS[UIUIOD WIOIJ dUWODU]

Sur[es-sso1d 10 -dn woy surodu 7

SI[NSAT [BOIUTDD) DAIISOJ

UL [0 §904n0G

JueuregeUR PRl

uoronpay

UOTIUDADIJ

S2UNSDIUL JUIUWDHDUDUL SSOT

(7oR1yu00 Bunmp ‘uoryRIO[
‘poads $-9) Io1aRAE

(901900 Surmp

(o1gey ‘To1yyROM
fowmy ‘uoryemp ‘§+9) ofes() | “§'9) uUOIpENIIS 0 IXOIUO)

(oud e o8 ‘enpea

*8°9) sonstIvORIRYD 190[qO

(11o1d ® fowoour ‘ofe
*8+0) argoad IaproyAo1[0J

JURULISTLPD-14S1.4 [DIPLIPUL
Ypm §.40700f buLIMIIPUS)

(7'p uoryoeg) ;poanydeo anusAdL ST MOF]

(e8esn pue uoryeso[0ad

quaueurod .w,mv owr-eay]

sojdures woryewIOjUL
Te[ngal Jo UOISSImSURL],

9100S YSII B SUYSP O} UOISSIIUSURI)
pue Sunpel) aw-auQ

19W0)SND Aq UOTRIR[DIP-J[9S

26uDyoTa DIOP [0 fiduanbasy

pamsur £q pajerIur pue I0SuUas

o e
1088113 drowreaed 10 poppoqUId :poFEILOINY 10 901A9P A( POPUSUITIODAI DIJRWOINR-TIIDG

poansut £q pojeryrur 110dal ssof [enuriy 4266147 yuauLlin g

9OIAJP I9YJO 10 J[RILOM PIJOdUUOD

£So[outpay (d[IOW) pappaquo :pajeToINY o poseq a30u ysnd HIYRWOINE-TUIDG POSEQ-TRPUS[ED I0 YIIIMS JJO-UO :[enUR] w0V 26DI00))

douR)sIss® N (oyeoy11a00 woyd anyDa
‘uorquasaxd :M”ME.»M%AWW_M ‘forfod §-0) Sumdroauy :Wﬂwﬂwwowm:ﬂ— uonnqLIsIq gnuwﬂaﬂw.»ow 20UDINSUL UL ﬁ:wﬁw\mm@mﬁm
“30) se0IAIOg ¥ 13305 SUIELD UOIJRUSNOO(] PUe HORoaLos A5ty npoid C

Ajuoyne jo 90130p SuLLPIP
im quofe [erouss Surdeur]y

fiprondno ys1L
Jo uoywsiuvbio puv 20unog

s3onpoxd [9R[-9TM 10 UMO [HM
IDLLTED YSLI IO ISINSUI YRIS-[[N]

SIOINSUI /A1 [RIIADS
1M Sur{iom Iexolq juapuadopuy

(1msur Juaqumour jo Arerprsqns
10 quoge) I9LLTRD SUUOL]

(¢ wonyoag) ;pejearo uorgisodoad anyea ayj ST MOH

market landscape,...

(owoy ‘Ayiqour
‘Surreys '8-0) weysAsoos (NS

(doys sotuoxjara
‘LouaBe [ear1y '3-9) Io[rejay]

(yuaSe ‘19301q ‘yDAjINSUT

. I2INSUI) 9011
'3-9) Arerpeurieojur souevImSU] ( 1) 30011

$5900D LIULOISTY)

SO[qRAOTN [eser] Aypqery [PARIT, ssouf[[ JUIPIODY o] PaLIN0D SYSLY
K1aa10p pue (peau ayoru 10 pejoses (eouransur peseq-oJesn
UOTYRSI)IATDG uorjeoytures pue Lo ss900® [RISIP Aq UWIALID ‘feuoIyENYIS 10 ATRjusuIONT) 01 reqruats) Sutotid uompsodoid angop

[013U0D pUR SOUDIUSAUO)) TUOIYRSIOISTD 9FRIIA0)) Poseq-poall PIsI[RUOSIOJ

(z'7 worpoeg) jaswroysno oYy 0p pasodoad anfea oYy ST JeYA

On the (future) role of on-demand insurance

ON THE (FUTURE) ROLE OF ON-DEMAND INSURANCE

sostidiojue pazis WNpew pue [[RUIg

s1oyI0M AUIOU029 S
pue sinsusideryus pedojdure-jfos ‘SuLly OIDIN

SP[OYPSNOY PUE S[ENPIAIPUL [1e30Y]

Quawbas 4auL09sN))

(sorqenyea ‘quowdmba ‘yeyy
*8-0) drysieumo Juiueyo A[puanboly 1o pareyg

(SI9I0M PURIIDP-UO ‘SIB[OARI) SINJUIADR
‘stoydergojoyd ‘opdoadsyrods -§-0) woryenyis
10 aposida ‘A)1argor wody sysu oyadg

quatdmba
10 sa[qen[eA ‘9[dIyeA Jo afesn Aouonboij-mof
WOIJ POAU SDURINSUI [RUOISBIOO I0 dIRY

spaaN.

(Awouoos

SIoyI0M AUIOU0D0 ST
L D Sureys ‘pour) sIepua

(Awouooe
Suureys ‘our) s1epuLY

s1esn Ayifiqour
MU PUR SIOALIP Ie))

SIO[AARIT, S)SIUOIEAIDNY]

quawbas 12640y fo s917
-SLUDIIDIDYD PUD § v

(T'p woryoeg) ;JIaurosnd oYy SI OYAN

syuouodwod [opow ssaursng SUowe SUOISUAWIP dY) JO AWOUOXE], §3|qeL



624 A. Zeier Roschmann et al.

captured from customers depends on the value proposition. The fourth component
summarises the dimensions of value appropriation discussed in the ‘How is reve-
nue captured?’ section. We record the range of underwriting (pricing) factors and
loss management measures that on-demand insurers might use. Notably, on-demand
insurance opens the opportunity to price risks more granularly and continuously by
using object-, context-, usage- or behaviuor-based risk factors and to engage in risk
mitigation in addition to risk financing. Key to the success of on-demand insurers
will be capturing one or several sources of financial and non-financial revenue.

Our analysis reveals that some components of the business model are of par-
ticular importance to the success of on-demand insurance. Adequate pricing based
on dynamic and continuous underwriting will be a prerequisite considering that
on-demand insurance is taken out for short contract periods at times of higher risk
exposure. However, even for small premium installments the possibility to increase
premiums will be limited by demand. Therefore, the success of on-demand insur-
ance rests on the ability to collect and leverage risk data to prevent losses from hap-
pening in the first place, to automate fraud detection and to tap into further sources
of revenue beyond technical results. A fully digital, scalable and interoperable infra-
structure with seamless, smart loss handling processes is the backbone of competi-
tive advantage.

Customer perspectives from a survey in Switzerland

Although on-demand offerings are emerging and the topic is being discussed in the
practice-oriented literature as well as in some academic contributions, there is not
yet a study covering the customer’s viewpoint so far. We therefore conducted a sur-
vey with a particular focus on leisure equipment and mobile devices to discover how
widespread the knowledge of and interest in on-demand insurance is among the gen-
eral population in Switzerland.

Survey setup and panel of respondents

The survey was conducted online by a professional polling agency in the German-
speaking part of Switzerland in spring 2020. Focusing on the German-speaking
community is common for Switzerland and covers around two thirds of the popula-
tion. Although few on-demand insurance solutions are available in Switzerland, the
country is an interesting case due to its high insurance penetration and insurance
density. Participants for the survey were recruited by the agency from a representa-
tive panel.

While 1,206 people took part in the survey, we analysed 1,117 responses after
excluding non-respondents (non-response error; Doring and Bortz 2016, p. 216).
The final sample includes slightly more male (51%) than female (49%) respondents.
The age groups are defined as follows and rather equally represented: 18-30 years
(22%), 31-45 years (24%), 46-60 years (26%), and 60+ years (27%). The respond-
ents are all in charge of deciding on insurance matters in their household and have
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at least one insurance policy. The vast majority (95%) of the respondents own lia-
bility insurance. Further, the majority have supplementary health insurance (80%),
motor vehicle insurance (79%), legal expenses insurance (58%) or travel insurance
(53%). Owners of insurance products such as life insurance (30%) or mobile phone/
tablet insurance (18%) have a lower prevalence. From the observation that more than
half of the surveyed persons own legal expenses and travel insurance, we conclude
that the respondents have a high insurance literacy and interest in buying insurance
cover. This must be kept in mind when interpreting the results. In the following, we
discuss selected survey questions and lay out some descriptive statistics. The word-
ing of these survey questions, translated from the original German version, is pro-
vided in the Appendix.

Awareness of limitations in traditional household insurance cover

In our survey, we focused on insurance for recreational equipment (e.g. bikes or ski
or photo equipment) and mobile devices (e.g. smartphones, tablets) that people tend
to take with them when leaving the house. A large majority of the respondents (81%,
cf. Question 1) know that items stolen outside the place of residence (by simple
theft, i.e. events which cannot be qualified as burglary or robbery) are not covered
by their standard household insurance but can be insured through an additional cov-
erage. Only 46% of the persons questioned have a separate endorsement to include
the risk of simple theft (Question 2).

Perceived risk and interest in using on-demand insurance

To assess the risk profile, we asked how bad the loss or damage of a selection of
items would be (see Question 4). Thereby, we consider only persons who possess
one of the items (Question 3). More than half of the respondents (see the results
in Table 6) perceive the loss or damage of expensive jewellery or watches (86%),
smartphone or tablet (71%), and photographic equipment (67%) as bad or very bad.
In contrast, the loss or damage of golf equipment is considered as bad or very bad
by only 39% of the respondents. Apart from expensive jewellery or watches, one
can conclude that the more common-place an item is, the worse its loss or damage
is (see smartphones or tablets, bikes, and photographic equipment). As the value of
the items was not asked, we do not know whether the perceived loss is a monetary,
emotional or administrative burden. Indeed, in the case of photographic equipment
for example, the loss of pictures might be more severe than the financial loss of the
camera. This makes it difficult to compare with, e.g. golf equipment.

Only a small proportion of the above owners would insure their belongings occa-
sionally with on-demand insurance (Question 5). For the survey participants, insur-
ance for expensive jewellery or watches (44%), diving equipment (42%) and drones
(35%) are among the most popular coverage when looking at the response options
‘very likely’ and ‘most likely’. We observe that, while the interest in on-demand
insurance for jewellery is in line with the badness of the loss or damage of the item
(see above and Table 6), this does not hold for the large population of owners of
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Table 6 Perception of loss or damage and usage of on-demand insurance for selected items

Item Number (share, %) Perception of loss or Interest in on-
of owners damage (%) demand insurance
(%)
Expensive jewellery or watches 279 (25) 86 44
Smartphone or tablet 1090 (98) 71 28
Mountain bike, e-bike, or racing bike 332 (30) 69 31
Photographic equipment 374 (33) 67 35
Drone 55 (5) 53 38
Diving equipment 33(3) 52 42
Ski or snowboard equipment 325 (29) 51 29
Golf equipment 33(3) 39 33

The share of owners refers to the total number of respondents (N = 1,117). In the columns ‘perception
of loss or damage’ (answers ‘bad’ and ‘very bad’) and ‘interest in on-demand insurance’ (answers ‘quite
likely” and ‘very likely’), the shares relate to the number of owners for each item. The items are ordered
by decreasing perception of loss or damage

smartphones and tablets (98%): their interest is lowest while their perception of loss
is second highest. Overall, the interpretation of a link between the perceived risk
and the interest in insurance is delicate. Finally, we note that special caution must be
exercised when considering the results for drone, diving equipment and golf equip-
ment owners since these represent less than 5% of the sample.

Value for customers: advantages and disadvantages

The respondents see the flexibility of on-demand insurance as its biggest advantage
(76% strongly or rather agree in Question 6), followed by the possibility to ade-
quately cover particularly important items (73%). A majority also sees it as a new,
modern solution (55%) that can cover risks that have not yet been reasonably insured
(60%). Furthermore, it is considered fair by 54% as it follows the ‘pay-as-you-use’
principle. In contrast, it is not seen as particularly transparent (28%) or cheaper
(23%) compared to standard insurance policies on a yearly-contract basis. This
result may seem surprising, since it is precisely transparency that is mentioned in
theory as an advantage of digital insurance solutions (Biihler and Maas 2016; Braun
and Schreiber 2017). However, recalling that the respondents have a high insurance
literacy, it is less striking that few people find on-demand insurance more transpar-
ent or cheaper than traditional insurance.

In answer to Question 7, most respondents consider the risk of double insur-
ance (65%) and forgetting to deactivate the insurance coverage after usage (58%)
as major drawbacks (considering the answers ‘strongly agree’ and ‘rather agree’).
Further, 41% of the respondents fear that the model attracts insurance fraud. Further
disadvantages of the product are that it is considered superfluous (27%), too cumber-
some (23%), and too complex or difficult to understand (17%). The last result may
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be rooted in the high financial literary of the respondents and may thus not hold for a
different population. We report all survey results in Table 7.

Awareness and potential use of on-demand insurance

On the one hand, we observe that 10% have already heard of on-demand insur-
ance and 2% have already seen offers (cf. Question 8). On the other hand, we
find that, overall, 23% of the respondents are ‘very likely’ or ‘rather likely’ to
imagine, in principle, using on-demand insurance (cf. Question 9). In terms
of occasions, more than half of the respondents can imagine (‘very likely’ and
‘quite likely’ in Question 10) using insurance on a daily basis for selected trips
(62%) or holidays in general (52%). For renting or lending objects, respectively,
about 37% and 29% would still consider on-demand insurance. About two thirds
(66%) of the respondents consider well-known insurance companies as the most
likely providers or sales channels sought by potential customers (Question 11).
One quarter (25%) would consider online insurance companies while 21% and
18% would take out insurance with the manufacturer or the seller of the item
to be insured, respectively (see the discussion on the point of sale in the sec-
tion ‘Who is the customer?’). Only 17% would consider online price comparison
platforms. Inventory app providers and technology companies, like Google and
Amazon, each only attract 5% of the votes.

Profiles of potential customers

The findings from our survey confirm several results from e.g. KPMG (2017) and
Tata Consultancy Services (2019). Notably, we observe that the respondents from
the lower age classes show a stronger interest compared to the older respondents;
for example, respondents aged between 18 and 30 years report an average interest
of 3.07 while those aged 60+ years have an average interest of 2.71 (see Table 8).
Further, we find a positive correlation between digital literacy and the intention
to use on-demand insurance. For example, among those that are very likely to use
on-demand insurance, we find, on average, a practice of doing things online that
is about one level higher (4.8 versus 3.9) when compared to those that do not at
all imagine using on-demand insurance. In terms of risk-taking behaviour, we find
that those intending to take out on-demand insurance are more likely to pursue risky
leisure activities. Similarly, the most interested respondents are those that regularly
travel to distant countries and undertake regular weekend trips. Regarding the vari-
ous insurance-buying behaviours that we consider, we find that the most interested
respondents are used to doing as much as possible online, are ready to change their
insurer for a cheaper offer, and mostly search for information and try to understand
themselves.
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Table 7 Potential advantages and disadvantages as perceived by the survey respondents

Advantages and disadvantages Level of
agreement
(%)

Potential advantages: On-demand insurance

...enables flexible protection in terms of timing and duration 76

...allows to adequately insure the items that are important to me 73

...enables protection against risks for which no sensible solution exists yet 60

...Is more modern than traditional insurance 55

...1s fairer because everyone pays for what they need 54

...Is more transparent than traditional insurance 28

...Is cheaper than traditional insurance 23

Potential disadvantages: On demand-insurance

...contains the risk of double insurance 65
...is tricky: it’s easy to forget to deactivate 58
...attracts people who want to abuse insurance (insurance fraud) 41
...Is more expensive than traditional insurance 34
...Is unnecessary over-insurance 31
...is superfluous 27
...1s too cumbersome 23
...1s too complex or too difficult to understand 17

The level of agreement reports the percentage of the answers ‘strongly agree’ and ‘rather agree’

Functions raising potential customers’ enthusiasm

Using the Kano model (Kano et al. 1984), we measure the respondents’ opinions
on various attributes of an on-demand website or app in an implicit way. In Ques-
tion 17, for several product features, the participants answer two questions, one of
which is formulated in a positive way (functional) and the second one in a negative
way (dysfunctional). From the responses (‘I like it’, ‘I expect it’, ‘I am neutral’, ‘I
can tolerate it’, ‘I dislike it’) we derive the type of quality of each attribute along the
standard classification displayed in Table 9 (adapted from Ma et al. 2019, Table 3).
In Table 10, we report the results along the qualities of the Kano model. The left
panel provides the qualification from the whole sample of respondents, while the
right panel considers the subsample of respondents that identify themselves as ‘quite
likely’ or ‘very likely’ users (cf. Question 18). When analysing the frequency of the
answers received from the whole sample of respondents (left panel of Table 10),
we observe that between 34% and 57% are indifferent about the presented product
attributes. Nevertheless, in most cases, we notice that the second strongest dimen-
sion is enthusiasm, with 20% to 32% of the responses. The only feature that shows
a comparatively strong rejection (32%) is the function of automatically switching
insurance on and off. We did not ask respondents to justify their choice, but it can be
assumed that there prevails a certain scepticism towards fully automated insurance
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Table 8 Characterisation of potential on-demand customer profiles

Overall shares “In principle, I could imagine using on-demand insurance”

Very likely Quite likely Maybe Probably not Not at all Average

6% 18% 47% 23% 6% 2.95

Demographic criteria

Gender (male) 55% 54% 51% 50% 54% 2.96

Gender (female) 45% 46% 49% 50% 46% 2.93

Age 18-30 years 26% 27% 22% 21% 12% 3.07

Age 31-45 years 26% 27% 27% 20% 16% 3.05

Age 46-60 years 30% 27% 26% 24% 26% 2.98

Age 60+ years 18% 19% 25% 35% 46% 2.71
Digital literacy (Questions 12 and 13)

Skills with electronic 44 4.1 4.0 3.9 3.8

devices

Practice doing things 4.8 4.4 4.2 4.1 39

online
Risk-taking behaviour (Question 14)

(a) In the area of finance 2.9 2.7 2.5 2.3 2.2

(b) In leisure activities 3.3 3.2 2.9 2.7 2.4
Travel behaviour (Question 15)

(a) Regular distant travel 3.6 3.5 3.1 2.8 3.0

(b) Regular weekend trips 3.5 33 3.0 2.8 2.7
Insurance-buying behaviour (Question 16)

As much as possible online 4.0 3.5 33 32 2.8

Looking for an advisor 33 3.6 3.6 33 3.0

Change for a cheaper offer 3.0 2.8 2.8 2.5 22

Search and understand 4.3 4.1 3.9 3.8 3.6

The underlying subsample in this table accounts for 1,093 respondents with a level of agreement between
‘not at all” and ‘very likely’ in the answer to Question 9. For the average levels presented in the column
‘average’, the answers to Question 9 have been transformed from the five-level Likert scale into numbers
from 1 (‘not at all’) to 5 (‘very likely’). For the average levels presented in the ‘digital literacy’, ‘risk-
taking behaviour’ and ‘insurance-buying behaviour’ sections, the answers to Questions 12 through 16
have been transformed from the five-level Likert scales into numbers from 1 (‘strongly disagree’) to 5
(‘strongly agree’)

solutions in connection with, for example, location approval. This element certainly
deserves further analysis.

If we limit our analysis to the responses of the subsample of 335 (30%) likely
users (right panel of Table 10), we get a more differentiated picture. Indeed, poten-
tial users are more enthusiastic about the presented product features and most fre-
quently rate the attributes as attractive (frequencies between 28% and 44%). Still,
39% are indifferent about the feature of displaying borrowed items, while 36%
would find it attractive. A reminder for the expiry of guarantees (24%), program-
ming insurance through a calendar (23%), and receiving tips in the event of a claim
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Table 9 Qualities of product attributes along the functional and dysfunctional perception

Dysfunctional

I like it I expect it I am neutral I can tolerate it 1 dislike it
Functional
1 like it Questionable  Attractive Attractive Attractive One-dimensional
I expect it Reverse Indifferent  Indifferent Indifferent Must-be
I am neutral Reverse Indifferent  Indifferent Indifferent Must-be
I can tolerate it Reverse Indifferent  Indifferent Indifferent Must-be
I dislike it Reverse Reverse Reverse Reverse Questionable

Product features presented in Question 17 are assessed by asking participants two questions: ‘How would
you feel if this product feature existed?” and ‘How would you feel if this product feature would not
exist?” Thereby, one question is formulated in a positive way (functional) and one question is formulated
in a negative way (dysfunctional). In each dimension the response is chosen among five answer options.
The type of quality of the product attributes are derived from the table

(24%) are viewed as performance features (‘one-dimensional’) and have the second-
highest number of responses. As in the overall sample, we see an important share of
respondents being critical towards automatic activation and deactivation of insur-
ance (26%).

Discussion on the future role of on-demand insurance

Wrapping up our market study (‘Landscape and characteristics of offers’ section),
business model analysis (‘Dimensions of the business model’ section) and insights
on customer perceptions (‘Customer perspectives from a survey in Switzerland’ sec-
tion), the question arises whether on-demand insurance creates enough value for
both customers and providers to develop from a niche phenomenon to a new way
of covering risks. Our findings indicate that on-demand insurance offerings address
certain customer needs better than traditional insurance offerings. In particular, on-
demand insurance picks up the trend of instantly responding to a specific need and
using digital technology to do so. In this way, buying insurance feels more modern
and gives customers more control over selected personal insurance needs. However,
our customer survey also suggests that individuals do not view on-demand insurance
as particularly more transparent or cheaper when compared to standard insurance
policies on a yearly contract basis. From the perspective of insurance economics,
we find that underwriting profit is limited. Still, we observe that incumbents coop-
erate with on-demand technology providers and on-demand insurers. We therefore
assume that incumbents see potential in the on-demand insurance business model
beyond niche segments, an assumption which we further explore in the ‘Insurance
economics and potential’ section. However, the insurance industry does not eas-
ily transform, as we outline in the ‘Scope of business model innovation’ section by
studying the scope of business model innovation.
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Insurance economics and potential

Against the background of insurance economics, we conclude that the profit mar-
gin is limited given the value proposition and that a high degree of automation and
a large volume of customers will be key to economic success. Hence, underwrit-
ing profit is not the decisive driver of change for the insurance industry. However,
a purely technical view falls short of considering the advantages that mastering on-
demand insurance brings for insurance companies: providing insurance solutions at
the point of need, unbundling cover and services into individualised offers, captur-
ing risk-relevant data as per instant and digital delivery of the product, and co-cre-
ating solutions with partners in a digital ecosystem. Interestingly, early on-demand
movers did not develop into full-stack insurance companies but grew into insurance
technology providers. For these firms, their on-demand offerings served as a testing
ground.

While much attention is given in research and practice to the emergence of
insurtech companies, we also observe some evolution among incumbents. On-
demand options are increasingly offered within traditional products (e.g. Ikea/
iptiQ Hemséker), as an integral aspect of newly developed products (e.g. AXA XL
cyber) or marketed as a new type of offer addressing customer demand for more
flexible coverage (e.g. AIG Travel App, Allianz Hobbisure, Zurich Klinc). Hence,
we observe that incumbent insurance companies not only experiment with the con-
cept of on-demand insurance with peripheral niche products but adopt it to improve
existing insurance products with on-demand features. Against that background, mas-
tering the demand business model is the gateway to modularising and personalis-
ing insurance offers, to address an increasingly segmented market of customers who
expect intelligent and flexible products. However, such transformation is challenging
given the legacy systems and structures of incumbent insurers (Bauer et al. 2021).

Scope of business model innovation

The shift from annually renewing standardised policies with a priori pricing to flex-
ible coverage periods is novel and non-trivial to the insurance industry. The capabil-
ity to offer on-demand insurance requires business model innovation by incumbents.
To outline the potential scope of business model transformation among insurers, we
adapt the framework of Foss and Saebi (2017) to on-demand insurance.

Foss and Saebi (2017) differentiate between modular and architectural innovation
in terms of scope and novelty along the dimensions of newness to the firm versus
the industry. Indeed, a majority of insurers has already undergone evolutionary busi-
ness model innovation in the context of digitisation. Digital appearance and mar-
keting, multi-channel access, or direct online insurance are examples of this trans-
formational step. The capability to do business in a digital and customer-centric
manner is certainly a prerequisite of engaging in on-demand insurance. The success
of insurtech companies and expectations that customers bring from e-commerce
experiences forces insurers to adapt the architecture of their business model. Online
business is not just a customer-facing value proposition but is integrated across the
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business model components. Insurers struggle with such architectural innovation
due to their long history of a highly product-orientated organisational structure, high
vertical integration, and infrastructure legacy. For this reason, insurers also actively
engage in disrupting their business model. Business model innovation is called
focused “when a firm innovates in one area, such as targeting a new market seg-
ment that has been ignored by its competition” (Foss and Saebi 2017, p. 217). The
phenomenon that incumbents cooperate with insurtech companies and experiment
in niches such as situational travel or equipment insurance are examples of focused
business model innovation in the context of on-demand insurance. Indicative of this
type of business model innovation is that innovation happens in labs. This type of
innovation typically requires a modular change to the prevailing business model.
Complex business model innovation, however, affects the business model in its
entirety. Insurtech companies particularly strive to change the architecture of all
components of the business model. These new entrants align the entirety of their
system to an on-demand value proposition delivering an individualised and fully
digital experience from purchase, payment, documentation, claims trigger, reim-
bursement and termination. We summarise the typology in Table 11.

Several factors moderate the scope of business model innovation in the insur-
ance industry. First of all, there are the typical boundary conditions and antecedents
of business model innovation such as financial pressure, stakeholder expectations,
new competition, and low technological progress. We have discussed them in the
business model analysis in the ‘Dimensions of the business model’” section. Besides
boundary conditions, several macro- and micro-level factors moderate an insurer’s
transition to an on-demand model.

Macro-level factors

Several macro-level factors slow down the pace of innovation. The potential to auto-
mate on-demand insurance depends on the willingness of insureds to share data
(Miesler and Bearth 2016; Pugnetti and Elmer 2020; see also the ‘Customer per-
spectives from a survey in Switzerland’ section). Additionally, ethical (e.g. use of
genetic information), social (e.g. exclusion of risks with certain risk factors) and
legal aspects (e.g. protection of sensitive data) limit the use of risk-related data. As
data might have to be shared with partners to provide on-demand insurance at the
point of need, transparency regarding the use, privacy, and security of the data is
key (Wiegard and Breitner 2019). Moreover, a low level of transaction and online
engagement (Gebert-Persson et al. 2019) and low awareness (Hohl et al. 2020) limit
the scope for business model innovation. Finally, large-scale distribution of on-
demand insurance could lead to issues of exclusion and market failure as ‘bad’ risks
no longer find acceptable offers. As a consequence, regulators might step in, espe-
cially in areas where insurance cover is socially wanted (Lewis 2017; Vereinigung
der Bayerischen Wirtschaft 2017; McFall and Moor 2018).
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Table 11 Typology of business model innovation (adapted from Foss and Saebi 2017, Fig. 3)

Scope
Modular Architectural
Novelty
New to firm Evolutionary Driven by technological Adaptive Driven by competitive
progress and changing customer needs, pressure from new entrants and
insurers digitise components of the innovative competitors, insurers
business model (e.g. digital marketing, change the business model and
multi-channel). align all components to the new
digital and customer-centric
value proposition.
New to industry Focused Incumbents cooperate with Complex Insurance is offered
insurtech companies and experiment instantly and digitally delivered
with selected on-demand products. at the point of need (via ecosys-

tems, platforms, suppliers).

‘New to firm’ relates to innovations where changes to the business model are typically driven by external
pressure. ‘New to industry’ relates to innovations where the management actively engages in disruption

Micro-level factors

Incumbent insurers typically host decade-old legacy systems that make it difficult
to start digitisation projects from scratch (Eling and Lehmann 2018; Pousttchi and
Gleiss 2019). Therefore, it is not surprising that on-demand insurance is developed
by insurtech startups partnering with incumbents for risk capacity and brand name.
Roberts et al. (2020) observe that full-stack insurers are relatively new companies,
growing quickly but at year-end 2019, operating at a loss. They further find tradi-
tional insurers and reinsurers to be among the main acquirers of insurtech compa-
nies. Further firm-level factors that explain the prominence of startups are differ-
ences in the organisations’ culture, especially regarding shared values, tolerance
of failure, risk aversion, innovation, tech affinity, and savviness (Mazzini 2021).
Roberts et al. (2020) also note that insurers face considerable risks in projects that
involve underwriting processes in contrast to claims-related innovation projects, as
errors may have a large financial impact.

Other factors

Foss and Saebi (2017) identify firm-level factors that influence business model
innovation such as managerial cognition towards loss-aversion, openness to change,
leadership characteristics, or culture. As our research focuses on the on-demand
business model and not the individual firm, we do not discuss these any further.

In sum, the above-mentioned range of moderators helps to understand why the
insurance industry engages in adaptive and focused innovation in contrast to com-
plex business model innovation. More empirical research is now needed to sub-
stantiate the influence of the various factors related to the emergence of on-demand
insurance as a sustainable business model.
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Conclusion

Given the lack of research on the emergent topic of on-demand insurance, our ambi-
tion is to advance the understanding of this phenomenon and the impact it might
have on the insurance industry. For that purpose, we define on-demand insurance
to differentiate it from related terms and outline common characteristics of current
market offers. We furthermore study the dimensions of the business model to bet-
ter understand value creation and provide a customer perspective based on survey
data. On this basis, we discuss the future role of on-demand insurance and why the
pace of innovation among incumbent insurers is lagging. The results of this paper
contribute to the literature studying the rapid development in the insurance industry
that is driven by exploiting technology to provide innovative insurance solutions for
changing customer needs. By providing comprehensive knowledge about the mean-
ing, mechanism, and value of insurance on-demand, we lay the foundation to discuss
its future role and implications for traditional insurers.

The observation that many current providers are intermediaries and not full-stack
insurers leads us to suggest that value creation currently is mainly about organising
access to coverage in novel ways rather than capturing profit from technical under-
writing. The results from the customer survey in Switzerland as well as business
model analysis suggest that novelty in respect to instant and flexible insurance is
the key value driver from the customers’ perspective. The evidence from our cus-
tomer survey concerning increasing efficiency is mixed. It is yet unclear whether
the results are indicative of on-demand insurance remaining a niche phenomenon or
whether they are an expression of a transformational phase.

From the perspective of incumbent insurers, we identify complementarity as a
central value driver to engage in on-demand insurance. We argue that mastering
on-demand insurance goes hand in hand with being able to take a broader role in
digital ecosystems. Against the background of changing work, life and ownership
styles, we expect the demand for more flexible and instant insurance coverage to
grow. Our market research shows that, as of today, it is mainly insurtech companies
joining forces with incumbent insurers that operate in the background to address this
rising need. Insurers are facing challenging macro- and micro-factors that moder-
ate their pace of business model innovation. Even though technology providers and
insurtech companies can fill some of the gaps, traditional insurers cannot avoid busi-
ness model innovation if they want to play a significant and sustainable role at the
customer interface in the future. Insurers are therefore advised to look beyond tech-
nical results and efficiency when evaluating an engagement in on-demand insurance.
Our findings suggest that on-demand insurance creates value. While today’s value
comes from novelty and complementarity, extensive value can be unlocked regard-
ing efficiency and lock-in of customers with maturing technology and well-aligned
business model components.

Our results have to be interpreted against some limitations. The results are not
exhaustive given the qualitative and interpretative nature of our research on this new
and fast-changing phenomenon. Even though our results are based on empirical evi-
dence and theoretical considerations, the choice of offerings analysed could suffer
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from sample bias. More empirical work is needed to substantiate the results. In par-
ticular, with value increasingly being created in partnerships and ecosystems, more
focus should be given to study network structures and value created through coope-
tition on multi-sided digital platforms. There also remain many research questions
concerning the concept itself. For example, open questions regarding the impact
of on-demand solutions on the concept of solidarity and the economics of pooling.
Indeed, insurers may find it difficult to pool the risks if the risks that are covered can
change continuously and risk pools become smaller. Further, the instant availability
of data allows for new types of analyses. The latter may allow the development of
additional services, e.g. for prevention, and may lead to a shift in perspectives from
risk financing to prevention.

Appendix: Summary of survey questions

Question 1 Are you aware that items which are stolen outside your place of resi-
dence are not covered by the standard household insurance but can be insured
through an additional coverage? Answer options: Yes; no.

Question 2 Have you taken out such an additional coverage to include the risk of
theft outside your place of residence. Answer options: Yes; no; don’t know.

Question 3 Do you own one or more of the following items that you occasionally
have with you on the go? (a) Smartphone or tablet; (b) Photographic equipment;
(c) Mountain bike, e-bike, or racing bike; (d) Drone; (e) Diving equipment; (f) Golf
equipment; (g) Ski or snowboard equipment; (h) Expensive jewellery or watches.
Answer options for each item: Yes, no.

Question 4 How bad would it be for you to lose or damage one of the following
items? (a) Smartphone or tablet; (b) Photographic equipment; (c) Mountain bike,
e-bike, or racing bike; (d) Drone; (e) Diving equipment; (f) Golf equipment; (g) Ski
or snowboard equipment; (h) Expensive jewellery or watches. Answer options for
each item: Very bad; bad; neutral; not bad; not bad at all.

Question 5 For which of these items would you use on-demand insurance from time
to time? (a) Smartphone or tablet; (b) Photographic equipment; (c) Mountain bike,
e-bike, or racing bike; (d) Drone; (e) Diving equipment; (f) Golf equipment; (g) Ski
or snowboard equipment; (h) Expensive jewellery or watches. Answer options for
each item: Very likely, quite likely; maybe; probably not; not at all; I don’t know.

Question 6 How do you personally assess the possible advantages of on-demand
insurance? (a) Allows to adequately insure the items that are important to me; (b)
Enables flexible protection in terms of timing and duration; (c) Is cheaper than tra-
ditional insurance; (d) Is more transparent than traditional insurance; (e) Enables
protection against risks for which no sensible solution exists yet; (f) Is more modern

¥



On the (future) role of on-demand insurance: market landscape,... 637

than traditional insurance; (g) Is fairer because everyone pays for what they need.
Answer options for each item: Strongly agree; rather agree; neither agree nor disa-
gree /I don’t know, rather disagree; Strongly disagree.

Question 7 How do you personally assess the possible disadvantages of on-demand
insurance? (a) Contains the risk of double insurance; (b) Is unnecessary over-
insurance; (c) Attracts people who want to abuse insurance (insurance fraud); (d)
Is more expensive than traditional insurance; (e) Is too complex or too difficult to
understand. (g) Is superfluous; (h) Is too cumbersome; (i) Is tricky: it’s easy to forget
to deactivate. Answer options for each item: Strongly agree; rather agree; neither
agree nor disagree / I don’t know; rather disagree; strongly disagree.

Question 8 Have you already heard of on-demand insurance? Answer options: Yes, I
have seen offers; Yes, I heard about; I don’t know; No, I don’t think so; No, definitely
not.

Question 9 Do you agree with the statement “In principle, I could imagine using
on-demand insurance”? Answer options: Very likely; quite likely; maybe; probably
not; not at all; I don’t know.

Question 10 On what occasions would you use on-demand insurance most likely?
(a) For holidays in general; (b) For selected trips; (c) For regular training; (d) For
specific sporting events or competitions; (¢) When I borrow my items; (f) When I
rent or lend items from someone. Answer options for each item: Very likely; quite
likely; maybe; probably not; not at all; I don’t know.

Question 11 With which provider would you most likely take out on-demand insur-
ance? (a) With a well-known insurance company; (b) With an online insurance
company; (c) With the manufacturer of my beloved items; (d) With the seller of my
beloved items; (e) With a comparison platform (e.g. Comparis); (f) With an Inven-
tory app provider (e.g. Sortly); (g) With a technology company (e.g. Google, Ama-
zon); (h) With others. Answer options: Very likely; quite likely; maybe; probably
not; not at all; I don’t know.

Question 12 Do you agree with the statement “I consider myself very competent in
handling electronic devices (e.g. smartphone, tablet, computer)”’? Answer options:
Strongly agree; rather agree; neither agree nor disagree / I don’t know; rather disa-
gree; strongly disagree.

Question 13 Do you agree with the statement “I do a lot of things online (e.g.
e-banking, booking trips, shopping)”? Answer options: Strongly agree; rather agree;

neither agree nor disagree / I don’t know; rather disagree; strongly disagree.

Question 14 Do you agree with the statement “I consider myself a risk-taking per-
son”, (a) in the area of finance? (b) in the area of leisure activities? Answer options
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for each item: Strongly agree; rather agree; neither agree nor disagree / I don’t
know; rather disagree; strongly disagree.

Question 15 Do you agree with the following statements? (a) “I regularly travel
to distant countries.” (b) “I often go on weekend trips (e.g. city trips, ski trips).”
Answer options for each item: Strongly agree; rather agree; neither agree nor disa-
gree /I don’t know, rather disagree; strongly disagree.

Question 16 Do you agree with the following statements when buying insurance?
(a) “T want to do as much as possible online because it is easier and faster.” (b) “I am
looking for someone who can give me competent advice, because then I feel more
confident in making a decision.” (c) “I change my insurance provider when I find
a cheaper offer because I don’t want to pay too much.” (d) “I get detailed informa-
tion about it because I want to understand everything myself as much as possible.”
Answer options for each item: Strongly agree; rather agree; neither agree nor disa-
gree /I don’t know, rather disagree; strongly disagree.

Question 17 Imagine that a website or app offers you the option of entering per-
sonal items in a digital inventory and insuring them on demand. In the following,
we show various features of such an app or website. Please evaluate the presence
and the lack of each of the features. (a) Deposit receipts and guarantee certificates;
(b) Reminder for the expiry of guarantees; (c) Display borrowed items; (d) Program
on-demand insurance for individual items using a calendar function (e.g. for certain
trips); (e) Program on-demand insurance using the location (e.g. when leaving home
or the country); (f) Automatically de-/activate on-demand insurance for selected
items in specific situations; (g) Provide tips in the claims case (e.g. police report,
repair, data backup).

e How would you feel if this product feature existed? Answer options for each
item: I like it; I expect it; I am neutral; I can tolerate it; I dislike it.

e How would you feel if this product feature would not exist? Answer options for
each item: I like it; I expect it; I am neutral; I can tolerate it; I dislike it.

Question 18 How likely would you be to use such an app or website? Answer
options: Very likely; quite likely;, maybe; probably not; not at all; I don’t know.
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