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Abstract: Can German InsurTechs be described as disruptive
innovations? This scientific article deals with the derivation, examination and
answer to this question. For this purpose, existing theory is applied to a real
example company. Should we be interested in this case study? Yes, we should.
The reason why the answer is important and what it means that Neodigital is
ultimately not disruptively innovative is explained in this scientific paper.
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Introduction

At the macro level, the insurance industry has a traditional history in
Germany [1]. Furthermore, the insurance industry is also considered to be
a lucrative and conservative industry that started to tackle digitalization
issues later than other industries [2]. Expressed in figures, premium income
increased from 36.000 million euros in 1980 to 220.964 million euros in
2020%. In 2020, the insurance industry sales will account for 6,62 % of gross
domestic product?. In addition to the economic and social importance, the
German federal government has classified the insurance industry as a
critical infrastructure [3]. These facts result in a fundamental relevance to
the research area of German insurance.

At the meso level, there is a diverse landscape of insurance providers
in Germany, but the number has almost halved since 1980*. In 2020, a total
of 523 insurance companies in Germany offered insurance products as risk
carriers under federal supervision®. At the micro level, it can be seen that
the insurance companies are structured differently and are relatively
heterogeneous and are in lively competition with each other, with individual
insurance groups sometimes having high markets shares [4]. In recent
years, there has been a tendency towards cooperation in the insurance
industry, sometimes even with ecosystems [4].

This scientific work is classified thematically at the micro level.
Founders have recognized the digitization gap and are starting their own
young insurance companies, so-called InsurTechs [5]. Investors apparently
see potential in these business ideas and invest in these companies with
venture capital [cf. ibid.]. There is no generally applicable and
unambiguous definition of the term “InsurTech”. For Ricciardi an “(...)
InsurTech definition should cover different concepts well beyond the idea
of combining insurance and technology to include the native customer-
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centric approach, as well as the potential that technology has to enable
incumbents’ value chain or to disrupt incumbents’ consolidated business
models.” [6]. Ricciardi obviously connects disruption directly to
InsurTechs and uses the terms of disruption theory. “Incumbents” therefore
means “established companies” [6].

This scientific document deals exclusively with German InsurTechs
(property/casualty insurers) with an insurance license. Since 2017, six
insurance companies have been established?. All of them offer their
products only digitally®. One of these six companies is “Neodigital
Versicherung AG” (hereinafter referred to as “Neodigital”).

There are several important reasons why it is relevant to deal with the
topic InsurTech. From the customer’s point of view, there is a possibility
that these companies offer more individual customized products at
competitive prices®. The digital approach makes insurance products more
accessible and processing could take place faster while eliminating paper
consumption®. On the other hand, there are challenges of regulation and
complexity of the insurance industry?. Furthermore, the young companies
create new jobs and, if they are profitable, are taxable.

So far, three scientific publications have been published as case studies
on insurtechs. On the one hand via “Lemonade Insurance N.V.” and one the
other hand via “andsafe AG” and “DFV Deutsche Familienversicherung
AG” [7], [8], [9]. In addition to the intention to contribute to closing the
research gap with another relevant case study, | intend to associate the term
with disruption and to examine the intersection. There is no general answer
as to whether a company acts disruptively, but rather a case-by-case
assessment must be carried out.

The specific goal of this scientific paper is to check whether Neodigital
acts disruptively or has the possibility of being disruptive.

As early as 2017, the General Association of Insurance Companies in
Germany saw the possibility of disruptive tendencies and shifts in market
share*. So far, there are no concrete public scientific papers on the
disruptive topic in the insurance industry. Rather, the term is used in
different ways without scientifically sound research or derivations [10].

When | use the term disruption, | use the relevant and scientifically
recognized theory by Clayton M. Christensen, a former professor at
Harvard Business School [11]. His research and theory development were
methodically derived and justified from qualitative case studies [12].

Christensen, Raynor and McDonald connect the term disruption with
innovation and described this made-up word as follows: “(...) “Disruption”
describes a process whereby a smaller company with fewer resources is able
to successfully challenge established incumbent businesses. Specifically, as
incumbents focus on improving their products and services for their most
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demanding (and usually most profitable) customers, they exceed the needs
of some segments and ignore the needs of others. Entrants that prove
disruptive begin by successfully targeting those overlooked segments,
gaining a foothold by delivering more-suitable functionality — frequently at
a lower price.” [10].

Christiansen’s theory suggests that a company acts disruptively if it
meets the following criteria [12], [13], [14], [15]:

e Activity in the low-end (low margins) or new-market field;

o smaller companies and often start-ups;

o the offer is initially less structured and kept simple, but is quickly
optimized,;
the quality of the offer must be similar or equally good;
the business models are often different;
use of novel technology;
niche markets are often used.

There are advantages if it is disclosed that InsurTechs act in a
disruptive and innovative manner, since the InsurTechs then have the
opportunity to use or master the opportunities and findings offered by
theory. Furthermore, established companies can react accordingly to these
findings or possible derivations for the German insurance provides
landscape can be made. From the customer’s point of view, there are
probably cheaper prices or new products with disruptive innovation.

There are also limitations to disruption theory. For example, a
conceivable growth development can be predicted, but statements on
concrete business successes are not given, because even loss-making
companies can be disruptively innovative [10].

Research methodology

To analyze the disruption situation of InsurTechs, | adopt a qualitative
case analysis research design. This research design is purposeful for this
elaboration, because there are only a few scientific publications about
InsurTechs. Because of this limitation it is necessary to get more
information about this heuristic delimited research area to understand the
topic deeper. The advantage of case studies is that the object of
investigation, in its complexity and abstractness, also takes in the external
circumstances. Eisenhardt classifies theories using this methodology as
suitable and therefore appears to be useful [16]. Hering and Schmidt
support this view [17].

Due to the fact that no scientific publications has made a final
statement as to whether InsurTechs act disruptively, a comparison with
other InsurTechs is not expedient. However, comparisons with established
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insurance companies are used. This is necessary for the theory application
[17]. Neodigital can be described as a typical InsurTech, so that other
InsurTechs under federal supervision can also be inferred from the
individual case.

The case study is applied deductively with a reconstructive approach.
This means that the Christensen theory of disruption described in the
introduction is applied to the selected company. Accordingly, an individual
theoretical explanation is addressed with a new perspective. A similar
choice with respect to the existing theory was also used, for example, by
HéuBermann and Kapphan [18]. It is therefore a linear procedure, with a
clearly defined case [19].

The data collection method consists of non-reactive document
analysis. The data used is specific secondary information about the object
under investigation and was collected from various reliable sources.

Results

Neodigital was registered in the German business register in May 2017
and can be described as a start-up or young company?®. In March 2018, the
public limited company received a license from the supervisory authority
to offer insurance products as a risk carrier®. An interview by board member
Voss reveals that the company’s original business model is similar to that
of an established insurance company, with the exception that the interaction
with customers takes place exclusively digitally, with the corresponding
internal IT processes behind it and the necessary IT architecture’. In another
interview, Voss goes into more detail about the technologies used and
explains that no new technology is used, but that InsurTechs take the
opportunity to start a new company with modern technology, such as
artificial intelligence®. At the time of writing this scientific publication, the
insurance company offers eight product lines®:

o personal liability insurance,
household goods insurance,
dog owner liability insurance,
accident insurance,
bicycle insurance,
mobile phone insurance,
homeowners insurance and
horse owner liability insurance.

The products offered by Neodigital are typical, well-known products
that have been offered by other insurance companies for years or decades.
So Neodigital has no new market field activities. In order to identify
possible activities in the low-end field, Neodigitals private liability
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insurance product (without excess) is compared with offers from
established insurance companies (the cheapest product). For this purpose,
only the price per year and the sum insured (in brackets) for a 30-year-old
single without children living in Berlin (zip code 10115) are compared.
Table 1 shows the result® 11 12, 13,14,

Table 1. Private liability insurance comparison

Neodigital HUK24 Allianz ERGO AXA
€25.00 €29.47 €50.12 € 60.00 €30,89
(€5m.) (€10 m.) (€15m.) (€10m.) (€5m)

A tendency towards the low-end field is seen. Neodigital does offer
the product with a low sum insured, but for a significantly lower premium,
especially since the premium costs 25.35 euros instead of 25 euros if the
sum insured is increased by a further 5 million euros (10 million euros). It
can be assumed that Neodigital does without margins in order to offer a
cheap entry-level product. However, Neodigital offers a total of 24 variants
(the comparable companies only two to four each), also at significantly
higher prices, so that disruptive tendencies through a low-end area cannot
be clearly identified. There is no simple product structure. Unless the
company is already in the optimization phase. This scientific publication
cannot answer that question. Looking at the table, however, it is
guestionable whether customers from established companies will switch
providers because of the difference in premiums. According to the
disruption theory, quality is crucial for this.

Bruhn describes quality as the executed sum of the requirements of
service properties [20]. The quality cannot be clearly measured with the
methodology used. Questionings or surveys of customers would be
expedient for this. At this point, quality is related to general customer
satisfaction, which also includes claims processing and product quality. For
this purpose, independent reviews and public customer recessions are used
in this elaboration, which reflect a mixed quality level. With 191 Google
reviews, the company is rated 3.9 stars out of 5 on April 17, 20225, What
is striking, however, is that the conclusion process is rated positively, but
the claims settlement is increasingly criticized. Check24, a sales partner of
Neodigital, shows 4.5 out of 5 stars with 2,377 customer ratings on the same
day?®. For comparison, as of April 18, 2022, HUK24 was rated on Truspilot
with 4.4 stars out of 5 out of 9,400 recessions!’. Furthermore, the
independent analysis company “Franke und Bornberg” determined that the
basic products of private liability insurance were of insufficient quality?®.

Another feature of disruptive innovation is the use of market niches.
Trachsel explains that there is no universal definition of the term niche [21].
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In the course of the competitive strategy, Michael E. Porter brings the term
niche into the context of “concentration on focal points” and describes the
market niche as a delimitation of areas in the sense of customers, products
or territoriality [22]. Neodigital does not specialize in specific customers (e.
g. senior citizens), offers typical products and, like other insurance
companies, operates throughout Germany. Applying Porter’s definition, it
is determined that Neodigital does not operate in any market niche.

Finally, the question arises as to whether the final result on the
disruption of Neodigital can be transferred to the other InsurTechs under
federal supervision. As noted in the introduction, only a case-by-case
assessment can provide a concrete answer. However, it can be stated at this
point that the business models and products of the InsurTechs under federal
supervision are fundamentally very similar?. These are facts that suggest a
generality.

Conclusions/discussion

Christensen’s disruption theory was applied to the InsurTech
“Neodigital”. For this purpose, the seven characteristics of disruptive
innovation were analyzed. Overall, three characteristics do not apply to
Neodigital at all and three characteristics are not clear or cannot be
answered with this scientific elaboration.

Neodigital does not operate in a new market and it is also not clear that
Neodigital operates in the low-end area. It is unclear whether Neodigital is
already in the optimization process for the products, since otherwise the
variety of offers is not simple and this disruptive feature does not apply.
The quality of the company seems to be similar to that of established
companies in terms of customer relationships, with criticism being
expressed in particular in the claims and product areas. The business model
is similar to that of an established company and no special new technology
is used. Also, Neodigital does not operate in a particular market niche. The
only characteristic that applies is that Neodigital is a smaller company.

In summary, it is stated that neodigital does not qualify as disruptively
innovative. Overall, however, disruptive tendencies are recognizable,
which this scientific elaboration cannot fully disclose. Despite the
transparent and intersubjective approach with a wide range, there are
restrictions on this result due to the depth of research.

If the disruption theory is correct, the established companies do not
have to adjust or worry about losing market share for products that are not
in focus and vice versa, this means that Neodigital does not poach any
corresponding market share.

The empirical analysis can be performed again at a later time to reapply
the features. If it turns out that neodigital should act disruptively
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innovatively at a later point in time, these are certainly insights for the
existing disruption theory.

At the current time, the results do not allow any further conclusions to
be drawn about business success. If neodigital had been disruptively
innovative, future success tests could have taken place.

Working on this topic further can be done with different approaches.
On the one hand, another case study could be carried out with another
InsurTech to compare the results. The more articles there are, the more
research methods, such as meta-analysis, are conceivable. On the other
hand, the results focus on the product “liability insurance” — it would be
conceivable to extend this to other products as well. Furthermore, it would
be desirable if the unclear characteristics were specifically worked up again
in future scientific papers.

This scientific paper summarizes the state of research on Christensen’s
disruption theory and applies it to a real German InsurTech. Due to the
small number of such scientific contributions, these findings will make a
contribution to science as well as practice.
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