Niche Insurance: the new way by Monique Metcalfe.
The consumer trends of personalisation and customisation are strong in the 21st century and rapidly gaining momentum as advances in technology and information systems make it possible to segment markets according to the finest details. 

Niche companies are not unique to the insurance industry, but can be found in all industries across the economic landscape. From retailing to electronic news services, tailoring the consumers’ experiences to suit their individual needs is rapidly becoming the norm. 

Specialisation

In response to these trends, niche insurers have multiplied in recent years, offering a myriad of highly specialised and focussed products to meet the unique needs of niche segments in the market. As a result, the number of underwriting managers or underwriting agents has also increased.  

Although this concept is not new, in the last few years, South Africa has experienced a proliferation of underwriting managers, which according to Professor Robert Vivian at WITS University, is quite unique to South Africa, at least with regard to the extent of its proliferation.  Today there is a specialist facility for just about everything.

Expertise

Mike Stoker of Insurance Gateway says the reason for this is that the market has become extremely complex, as have the risks. Underwriting managers tend to specialise in particular niches in the market, and this allows the insurer to bring very specific pockets of expertise to bear on the underwriting of particular risks.

Niche company employees become experts regarding the ins and outs of the niche markets needs, specialised terminology and unique requirements. This results in more accurate underwriting and premium calculations, and better service to the clients.

The consumer seems to also benefit enormously from this, as the products are often specifically tailored to the risk and contain cover and extensions, whether optional or otherwise peculiar to the nature of the risk, which are not included in standard “off the shelf” policies.

Brokers benefit

The extent of the proliferation of niche products has made it difficult, even for brokers, to keep up with all the facilities that are available. Yet, it underscores the importance of brokers in ensuring that consumers have the best information available to them when choosing an insurance policy.  A well-informed broker can ensure that his/her clients receive the widest cover for their particular needs, and often at a better premium, through a niche product that is specifically designed to serve certain needs. 

There are also advantages for brokers inherent in niche products. Firstly, niche products create an opportunity for brokers to broaden their service offering and possibly even to specialise in a particular niche market. Secondly, insuring high risk or specialised risks separately, the broker can create an element of stability in his/her insurance book. Using a specialised niche facility for, as an example, thatch homes or high value jewellery or art collections, the rest of the book is protected against rate increases following a major loss on a specialised policy. 

Niche policies cover a vast spectrum, from wedding insurance and insurance for shacks, to policies covering companies against two or more workers winning the U.K. national lottery and resigning, to turkey stampedes to vehicle parts.
The business rationale

According to a report by the US Stewart Economics, Inc. niche insurance companies often originally sprung up as a self-help effort by the people in a niche market. Niche companies were therefore created to remedy the neglect of a particular group when the established insurance companies would not or could not respond to their needs. According to the report, two other qualities were responsible for the sustainability of niche companies: identity and access.

Identity


Identity refers to the fact that those in the niche market have a common characteristic that distinguishes them from the masses and makes them recognisable as a group. This characteristic could be their occupation, a hobby or sport, nationality or religion.  

This identification with others as a group, as well as with the insurer as the provider of a solution to a specialised need is important. It creates loyalty to the niche insurer, which results in more a stable book of business and, consequently, lower costs. 

Retaining a client after each policy renewal is far cheaper than finding, quoting, underwriting and insuring a new client, and niche insurers are in a unique position to build loyalty and retain their clients for many years. 

Access

Niche companies are often characterised by efficient access to customers in their niche market. Efficient access results in lower distribution costs and lower overall costs. This could enable the niche insurer to offer lower rates.  
Agents of change

The Stewart Economics, Inc. report says that niche companies are agents of change and lead the whole market to change and renew itself. These policies break through the uniformity and rigidity that often characterises insurance markets and forces change upon the other players in the market.

Business and regulatory reasons have ensured that the insurance market is often uniform, rigid and resistant to change. Yet, when a company sees a niche market opportunity and fulfills this gap at a profit, other companies will soon follow, as in the insurance world there exists no meaningful patent, copyright or other special protection for a successful formula. However, in some cases, the niche insurer creates a service with cost efficiencies, which more established companies cannot match. Established companies then find themselves defending their market against such a successful niche insurer. This competition often leads to improved service and cost reduction to the benefit of the consumers. 
Catalyst 

The standard treatment of customers makes business sense, says Stewart Economics, Inc. It is convenient, retards price competition and was particularly useful when it was more difficult and expensive to gather, process and communicate information. 

Yet, with the technology available today, clients expect to be treated as individuals, and demand attention to their specific needs. A well-structured niche policy offers product differentiation and lower costs, and often, lower than average claims. 
