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INTRODUCTION

High levels of regulation, the need for large amounts of 
capital and the difficulty in comparing insurance products 
serve as a barrier to entry for start-ups. Nevertheless, 
the insurance industry’s healthy levels of return, as 
indicated by decreasing claims ratios over the last ten 
years, suggest incumbents will be challenged by more 
nimble players. Increased competition can already be 
seen in the decreased premium income, over the last two 
years. InsurTechs in the USA, like Lemonade, with easy 
to understand products and a business model that gives 
back profits to its policy holders, show the potential in 
this sector. In the Nordics, we’re starting to see the hype 
around challenger insurers, but the major threat  
to incumbents is still to be seen. 

Digital disruption in insurance is inevitable. But the core 
threat is different from, and perhaps more fundamental 
than, other areas of financial services. The game changer 
so far for insurance is the availability of detailed data on 
individuals, ranging from being able to track a person’s 
whereabouts and monitor and measure their activities, 
to the advances in medical science and genetics. While 
insurers currently use aggregated statistics to predict 
overall risk and charge everyone similar premiums, in a 
very near future, they’ll be able to access individual data 
on an unprecedented scale. This begs the questions: if we 
can accurately forecast individual risk, how far will insurers 
push individual pricing? And if it’s taken too far, what’s the 

purpose of insurance? These are questions that  
should keep insurance company CEOs, policy holders  
and regulators up at night. 

Car insurance is the positive example. Assuming that 
people still have to drive cars in the future, technology  
can track driver behaviour letting insurers design  
products to reward good behaviour. This is already 
happening in the Nordics with Paydrive, Greater  
Than and Folksam, as we discuss on page 10. If this 
technology becomes standard, then society should  
benefit from lower risk premiums, less risky driving 
behaviour and fewer car accidents. This is a solution  
where everyone benefits.

The dystopian example is in medical insurance. 
Technology could ‘nudge’ people, encouraging healthy 
lifestyles, while insurance companies could monitor the 
number of steps or bicycle rides a person takes. This  
would appear to be a good trade-off for lower premiums 
and have some positive societal outcomes to boot. But  
how far should insurance companies be allowed to go in 
asking for our private medical data? What is the trade-off 
between privacy and risk? Should people pay more for 
genetic risk? These questions go far beyond the remit of 
an individual insurance company and solutions will only 
be found through a healthy debate between the public, 
industry, government and regulators.

The insurance industry in the Nordics today is thriving. It 

remains firmly in the grip of incumbents with little of the 

digital disruption seen in other areas of financial services.

During 2017, PA partnered with Stockholm School of 
Economics to research the development of RegTech 
and InsurTech. The report concluded that RegTech and 
InsurTech are developing faster than the Fintech industry 
on average. In the RegTech section of the report, we 
examined how new regulations are affecting financial 
incumbents and what technology is available to meet 
these challenges. We focused on the underlying regulatory 
drivers of RegTech, suggested a taxonomy (re-printed on 
p.14), examined Swedish players, looked at how RegTech 
plays out in a set of regulations, and predict possible  
future scenarios. In the InsurTech section of the report,  
we examined how the insurance industry is adapting to  

the development of insurance-related technologies  
(re-printed on p.15). 

This new publication describes how the market is 
responding to the new InsurTech and RegTech technology. 
We look at how a strong incumbent, Folksam, is 
incorporating new technology into its business. We dig  
into some of the newer business models that both start-ups 
and incumbents have launched. We look at how regulation 
could better support capital markets. Finally, we discuss 
how financial institutions should turn compliance into 
competitive advantage.

LanLing Fredell and Magnus Krusberg at PA Consulting
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INSURTECH: BALANCING 
PERSONALISATION WITH PRIVACY

By Jessica Hellström and Christos Selman

The shift from reactive to proactive business models, 

enabled by technology and data, drives the rise of 

InsurTech. But the industry must also consider the  

wider societal implications of personalised risk data.

The insurance industry is undergoing a transformation 
driven by technology, data and changing customer 
expectations. Although the insurance industry has 
significant barriers to entry and has been slow to change, 
we expect radical disruptive innovation both from new 
entrants and the established players within the financial 
services industry. The rise of InsurTech is driven by the  
shift from reactive to proactive business models enabled  
by technology and data. 

Changes in distribution models and insurance products 
are mainly driven by customers, who now expect a more 
personalised and cost-efficient insurance product. Data 
driven personalisation allows insurers for the first time to 
have detailed knowledge about their customers rather  
than solely relying on actuarial statistics. The technology 
now exists to allow insurers to assess and price the risk  
of each individual customer. This can be a boon for 
customers, driving down individual prices and  
rewarding good behaviour. 

Yet, with personalised insurance products comes a dilemma 
- the ability to price risk individually comes at the cost of 
privacy. When it comes to things like car insurance, the 
trade-off may be easy to assess. However, when it comes 
 
 

to medical data and insurance, privacy is a larger issue. 
How will ethical data issues be solved when customers 
also demand a cost-efficient and personalised insurance 
product? If insurers have legal access to personal data,  
they will use it. We see this already today, when, for 
example, speeding ticket records or historical health data  
is factored into risk profiling and underwriting, impacting 
car or medical insurance premiums and policy conditions. 
So, who will be the future guardian of customer’s privacy  
– insurers or regulators? 

 

With personalised 
insurance products comes 
a dilemma - the ability 
to price risk individually 
comes at the cost of 
privacy.
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At a societal level, we may 
see a total decrease in 
risk linked to this kind of 
insurance, leading to an 
overall lower total cost of 
car accidents. So, it is in the 
interest of both customers 
and providers to find ways 
to prevent injuries and be 
proactive.

1   http://greaterthan.eu/
2   https://paydrive.se/
3   https://www.svenskforsakring.se/statistik/branschstatistik/branschstatistik-kvartal-1992-/ (Folksam is also the 3d largest non-life insurer in Sweden)

4   https://www.whyoscar.com/

While insurance companies will be most interested in data 
that affects driving behaviour, ancillary personal data will 
also be collected about where and when customers drive. 
It would be easy to infer much about a customer’s personal 
habits that may have no relation to their driving risk. 
Customers must therefore be comfortable with the thought 
that they are allowing their insurers to collect a range of 
personal data. With access to data comes responsibility. 
Insurers, customers and regulators will have to agree on 
where lines are drawn in terms of what personal data is 
collected, for what purpose and how it will be used, stored 
and terminated. Customers may appreciate a data-driven 
policy if it means their premium is lowered. But what if 
it turns out that you’re driving ‘worse’ than the average 
driver and the premium increases? Or if your risk profile is 
changed, limiting your policy coverage? Or if your data is 
sold to other organisations and used to send you junk mail? 
It’s easy to see a conflict between price/risk efficiency and 
customer privacy. New data privacy regulation, such as 
GDPR, is addressing some parts of this issue, but not all.

Looking at health insurance, we see opportunities to 
help customers make better lifestyle choices and lower 
health costs. Today, several health insurers send their 
policyholders personal health data as an incentive to 
live a healthier and more active life. Often, health data 
information is tracked by policyholders using smartwatches 
or other wearables. Further, customers are getting 

feedback on their lifestyle, which is directly linked to their 
premiums. One example of this is Oscar⁴,  a digital health 
insurance company in the United States. Customers who 
track their steps using an app connected to Oscar get  
cash rewards when they hit their goals. While this kind  
of tracking may be relatively benign, not everyone will 
want to share their steps, pulse or other medical data  
every minute of the day. Furthermore, the process needs  
to be governed to verify that it’s the policy holder using  
the smart device and not the policyholder’s dog, for 
example. Fraud is already a major issue for insurers,  
a burden often pushed onto customers’ premiums, and  
the development of IoT in insurance could easily trigger  
a new wave of attempts. 

Today, the insurance industry is focusing on the positive 
aspects of IoT and behaviour nudging. But as both 
medical and computing technology advance, it’s easy 
to imagine a world where insurance companies know 
everything about our daily activities. They could monitor 
our eating, drinking and smoking via our purchasing 
patterns, and even have predictive data on our genetics. 
This allows personalisation but has serious implications 
for privacy. Beyond the privacy issues, the extent of 
personal data fundamentally changes the purpose and 
business of insurance, which has traditionally been to 
price unknowable personal risk using aggregate data. 
The purpose of medical insurance on a societal level is to 
provide a subsidy from those who have few health issues 
to those who have more health issues. While some health 
problems are due to personal behaviour, others are due 
to the genetic lottery. Should customers have to pay more 
due to increased risk from genetic factors? These ethical 
questions must now be considered anew. Society must 
weigh fair outcomes for the individual against society at 
large and be aware of potential unintended consequence 
to this fundamental industry shift. 

Insurers need to think through their business models. 
Moving premiums from the healthy and good drivers to 
the unhealthy and bad drivers won’t change anything. 
But improving general health and driving behaviours will.

Regardless of these concerns and whether incumbent 
insurers are ready to cope with customers’ new 
expectations, they will need to deliver services through the 
latest technology and offer cost savings. Otherwise, they 
might lose their existing and future policyholders to nimbler, 
tech-savvy start-ups. Insurers, customers and regulators 
will need to decide to what extent sharing personal 
data decides the price policyholders will pay, and how 
comfortable they are sacrificing privacy for personalisation.

The power of data to create 
value for everyone 

Insurers today can collect increasing amounts of data 
about their customers. Using data on customers’ buying 
behaviours enables insurers to suggest appropriate 
products and tailor their offerings to better serve 
customers, increase satisfaction and grow loyalty. 

In parallel, there are new digital insurance channels 
emerging, which can help minimise risk. Big data analytics 
and artificial intelligence (AI) software have given insurers 
the opportunity to improve their underwriting, pricing 
and risk selection processes by using predictive modelling 
analytics to proactively prevent accidents and hence 
reduce claims. The development of AI technologies can 
optimise customer engagement based on preference and 
different success metrics in real time. The aim is to keep 
track of customers’ constantly changing preferences. 

Technology is therefore enabling companies to go from 
being reactive to proactive insurance providers. This 
change and development is not limited to the insurance 
industry. The same trends can be seen within the travel  
and financial services industry, for example.

The Internet of Things (IoT), such as smartwatches 
and wearables, give insurers growing access to data 
and therefore opportunities. This data allows insurers 
to monitor behaviours, predict accidents and reduce 
customers’ risk premiums. Paydrive, Greater Than and 
Folksam are some of the many Nordic companies using 
new technologies to lower premiums, enhance risk 
assessment and innovate within the property and casualty 
category to win over customers.

Greater Than has created an AI platform called Enerfy to 
help car insurance companies quantify driver risk¹. Enerfy 
uses vast amounts of driving data, equivalent to driving 
round the planet more than 54,000 times, to find links 
between driving patterns, road safety and fuel efficiency. 
Greater Than’s platform has been used by Moderna 
Försäkringar in Sweden and Tryg Forsikring A/S in 
Denmark. Liselott Johansson, CEO of Greater Than, argues  
that motor insurance customers have had a tough time 
understanding why their policies were priced in a certain 
way. Customers have felt that there was little opportunity 
for them to affect their policies, regardless of their risk 
profile. According to Liselott, traditional motor policies are 
set up so the less risky 80 per cent of policyholders pay 
too much in relation to the most risk-prone 20 per cent 
segment of drivers. 

Paydrive is another example of a new player in insurance².  
As a client, you plug in a ‘car box’ that monitors your 
driving. Folksam, Sweden’s largest life insurance company3,  
offers a biometric car insurance solution where you can  
earn up to 20 per cent off your insurance.

AI-driven connected car platforms, which many insurers 
offer motorists today, incentivise drivers to be more 
safe and follow insurers’ ‘pay-as-you-drive instructions’. 
By engaging and making customers more aware, both 
customer premiums and insurer cost claims can be 
lowered. For society at large, this type of insurance could 
drive a total decrease in auto risk. So, it’s in the interest 
of both customers and providers to find ways to prevent 
injuries and be proactive. The same logic applies to life 
insurance, where IoT devices, such as health trackers,  
can promote a healthy lifestyle. 
    

When do we cross the moral  
demarcation line?  

These new insurance products imply a much closer 
relationship between insurers and customers. In the  
case of car insurance, the motorist will always be aware  
of their driving behaviour thanks to the AI-driven 
connected car platform. On the positive side, this is 
excellent for changing behaviour and rewarding low risk 
driving. Perhaps negatively, customers are constantly 
monitored when they’re in their car, which may violate 
customer privacy. 

As both medical and 
computing technology 
advance, it's easy to 
imagine a world where 
insurance companies 
know everyting about our 
daily activites; monitor 
our eating, drinking 
and smoking via our 
purchasing patterns; and 
even have predictive data  
on our genertics. 
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“We care about you” is Folksam’s well-known slogan, and 
it’s a message that’s reflected in their technical innovation 
work, such as testing children’s car seats or types of house 
paint. Their purpose is to help individuals choose safe, 
appropriate and risk-reducing products. Fredrik Wahlström, 
Head of Strategic Planning at Folksam, explains: “We want to 
incorporate risk prevention into our customers’ behaviour.” 

It is not surprising, then, that one of Folksam’s focus areas 
is understanding customers’ product cycles. Folksam 
aspires to incorporate innovation in the whole value chain, 
from the customer meeting to the claim management. Lars 
Engvall, Head of FutureLab at Folksam, explains: “We at 
Folksam have a robust perspective of the customer’s value 
chain, making sure we focus on end-to-end service.” 

Insurance in Sweden remains relatively traditional, 
compared to sectors like travel and music, where 
distribution channels have become almost entirely digital. 
Folksam believes that distribution channels for insurance 
are changing, although human contact via telephone is 
still vital. “Even though our own customers have started to 
move away from traditional channels, a substantial amount 
still prefer phone service,” says Fredrik. But just because  

a customer wants to speak to a human to discuss insurance 
doesn’t mean they want to buy over the telephone. Lars 
points out a growing trend where customers that compare 
different services or products online, or discuss products  
on the telephone, then want to buy insurance digitally.  
“We are responding to these new preferences by 
developing a service that enables our customers to  
do so, fast and simply,” says Fredrik. 

Knowing your customers and understanding their 
touchpoints is the key to developing good products.  
“When it comes to these new types of customers, it is 
important to understand that they do not want to open 
their application every day to keep track of their insurance 
policy,” Lars explains. Instead, they will most likely check 
the app in those moments when they’re wondering if 
they’re covered or not. Both Fredrik and Lars agree 
that customers in different age groups have different 
preferences and need distinct types of insurance. While 
students might want to cover a few products, a couple 
with children living in a house probably wants to cover 
their whole home, including all its contents. Tailoring 
your insurance policy offering to the individual is vital. 
Personalisation isn’t limited to the type of product,  

CUSTOMER FOCUS DRIVES 
DIGITALISATION AT FOLKSAM

PA Consulting spoke with Fredrik Wahlström, Head of 

Strategic Planning at Folksam, and Lars Engvall, Head of 

FutureLab at Folksam, about changes in the insurance 

industry, the reality of artificial intelligence (AI) and  

whether the incumbents are poised for success. 

Fredrik Wahlström, Head of Strategic Planning, Folksam

Fredrik Wahlström, Head of Strategic Planning and Lars Engvall, Head of FutureLab at Folksam

By Magnus Krusberg and Jessica Hellström

Even though our own customers have 
started to move away from the traditional 
channels, a substantial amount of 
customers still prefer phone service.
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Lars points out: “If we know that a customer is a skier, we 
can take a role as an advisor and recommend a suitable car  
and appropriate winter tyres to promote product choices 
that enable risk-reducing behaviours.” 

Insurance companies need to change traditional thinking 
about where and when they provide service to customers. 
Fredrik says: “It is all about the ecosystem now, and finding 
the right place in it. We need to rethink and focus on what 
it is that makes us super relevant from the customer’s 
perspective.” Should insurance companies prioritise 
customer service during the claims process or when  
a customer signs up for a policy? “The customer is the  
one that needs to decide what he or she values the  
most,” says Lars. 

However, both Fredrik and Lars believe that it’s Folksam’s 
response to an incident that may matter the most when it 
comes to gaining new customers. Fredrik argues: “It would 
be even better if Folksam were able to prevent the incident 
from happening by sending a plumber when there is a 
sign of a potential risk or damage to a home.” When the 
incident has already happened, it’s vital as a policyholder  
to manage the situation as conveniently as possible.  

Incumbents aren’t losing policyholders yet
 
While InsurTech is on the rise, few of the incumbent players 
are feeling a sense of urgency. One of the reasons is simply 
that they aren’t losing policyholders. “The competitiveness 
between the incumbents today is healthy and no one is 
killing the others,” Fredrik explains. This in turn may be 
slowing down the development of the insurance industry. 
There is a danger that if the incumbents are slow to react, 
digitalisation will create bigger opportunities in the industry 
that more nimble players can exploit. Fredrik believes that 
Folksam needs to create a burning platform to avoid the risk 
of getting behind the competition. As Lars puts it: “When 
everything is on edge, that is when change is motivated.”

Despite the current industry complacency, there’s some 
movement. Like several other financial institutions, such  

as Nordea and SEB, Folksam has set up a dedicated 
innovation centre, called FutureLab. The aim of FutureLab  
is to develop products and test ideas. Lars explains: “The 
lab allows Folksam to test and fail fast without impacting 
our actual clients.” He points out that Folksam suffers 
from to slow speed of change, often due to its legacy 
technology systems, like other giants in the market. 
However, Folksams mindset is set to an agile way of 
working and they’re creating a set-up that allows failure. 
Lars adds: “The aim is to test small things quickly so we 
can scale up and benefit from the economies of scale.” 
FutureLab’s goal is to succeed with one in 15 test projects.

 
AI gives a competitive advantage  
to incumbents
 
There’s much hype about using artificial intelligence (AI) 
in the market, but not much reality. According to Lars and 
Fredrik, there’s a general belief that almost anyone can 
incorporate AI in business models, but this overlooks the 
high competency requirements that are needed in the field. 
“What distinguishes the incumbents from the new entrants 
is their huge amounts of data, in hand with sufficient 
capital and resources,” says Lars. Their access to resources 
give incumbents a potential advantage in the AI race. 

When taking a hard look at the existing InsurTech 
applications which use AI , Lars argues: “They are not super 
advanced and are relatively simple to imitate, which gives 
the incumbents another chance to chase the new entrants.” 
Incumbents have the financial power, the in-house 
expertise and huge amounts of data to enable advanced 
AI solutions, but need to find ways to incentivise change 
within slow-moving, large organisational structures.

AI could be a key tool for Folksam to simplify and 
personalise the customer experience. “Customers are 
asking for personalised advice, which basically could come 
from algorithm-driven bots rather than a human,” explains 
Lars. He believes that in most cases, the customer probably 
wouldn’t notice the difference between the two. Fredrik 
argues that customers shouldn’t need to search for their 
insurance policy information. They should be able to ask 
their specific question digitally, either orally or in writing. 
“Insurance policies are, in general, a jungle, and we need  
to change that perception,” says Lars. 

Folksam is working on making insurance less complicated 
and more accessible to customers by using AI. For 
example, if a customer has a motorcycle, they should be 
able to ask if it’s included in their policy or if a different 
policy would be more suitable to their situation. Fredrik 
explains that in general it’s easy to compare the prices  

of different policies, but it’s much more complicated  
for the customer to compare what the policies cover.  
 

Internet of things (IoT) will change the 
insurance business 
 
As the sophistication and ubiquity of IoT grows, incentive-
based insurance policies are becoming more prominent. 
IoT data is widely seen to personalise insurance policies 
and reward people for less risky behaviour. Lars reflects 
that insurance companies must decide what outcomes 
they want to achieve. Some of the newer players within 
InsurTech are advertising lower premiums based on 
this kind of technology, for example in car insurance.  
This could have the effect of moving low risk drivers to 
InsurTech companies, leaving incumbents with a pool of 
higher risk drivers. However, if technology can be used to 
lower risky behaviour in all drivers, then the entire industry, 
as well as society could benefit. 

Lars says: “It all comes down to what behaviour we 
want to enforce and how we go about that.” He believes 
that wearables and IoT are here to stay, along with the 
associated changes in the industry: “We are heading 
towards a proactive way of working and moving away from 
the reactive approach.” IoT also provides opportunities for 
different kinds of partnership and collaboration. Soon, Lars 
and Fredrik expect Folksam to work with external partners 
in areas such as self-driving cars. 

Technology and new business models are driving change in 
the insurance industry, but it’s still early days when compared 
to other areas in the financial sector. Profitability, strength in 
capital, competence and data accessibility position the large 
incumbents like Folksam well. However, as we’ve seen from 
other industries transformed by digitalisation, profit today 
does not ensure profit tomorrow. Insurance companies can’t 
afford to be complacent. There may be barriers to entry 
for small start-ups, but there are international players out 
there with the power, ability and willingness to disrupt any 
profitable industry. So, the big question is when the appetite 
for the Swedish insurance market will be strong enough for 
these disruptors to  make a move.

Lars Engvall, Head of FutureLab, Folksam

When everything is on 
edge, that is when  
change is motivated.

Lars Engvall, Head of FutureLab, Folksam

Insurance policies are, 
in general, a jungle, and 
we need to change that 
perception.
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Figure 2. InsurTech Taxonomy¹

Regtech and Insurtech Taxonomies 
 
Financial institutions are struggling to keep pace with new 
regulatory requirements and are looking for new solutions 
to ease the burden of compliance. This is exacerbated 
by the twin backpack of legacy operating models and IT 
landscapes.  At the same time, the insurance industry has 
lagged behind consumer banking on customer experience 
and operational efficiency.

During 2017, PA partnered with the Stockholm School of 
Economics to research the developments in RegTech and 
InsurTech.  In order to evaluate the market, we came up 
with a common language and categorisation, and have 
proposed taxonomies for both areas. 

We define RegTech as the interface between regulators, 
firms and consumers, which uses new technologies to  
solve regulatory and compliance requirements more 
effectively and efficiently.  Our RegTech taxonomy, as 
shown in Figure 1, categorizes companies by functionality.

We define InsurTech as the use of technology innovations 
and digitalised processes to generate new business 
opportunities, increase quality, savings and efficiency  
at various value-added steps in the insurance industry 
model.  Our InsurTech taxonomy, as shown in Figure 2, 
categorises companies according to the position and 
functionality within the insurance value chain.

In our 2017 report, we have mapped out the leading 
Swedish companies within these categories.  Naturally, 
many companies overlap several categories but the exercise 
can be useful to see in which areas there exists much 
competition, and which areas are relatively green field.

We believe that for incumbents, it is vital to participate  
in the development of these industries.  There are and  
will be more opportunities for outsourcing, partnering,  
and cooperating.

For more insights, download our full report at  
paconsulting.com/insights/2018/next-wave-of-fintech/

THE NEXT WAVE OF FINTECH

1 The Next Wave of Fintech, Stockholm School of Economics, Michal Gromek et al, 2017

Figure 2. InsurTech Taxonomy¹

Figure 1. RegTech Taxonomy¹

The consumer side of banking has seen immense changes 

driven by innovative new fintechs who have been finding 

niches where banks aren’t serving their clients sufficiently. 

The next wave of fintech is flowing into relatively untouched 

areas such as regulatory compliance and insurance.
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Western financial institutions (FIs) were among the first 
to develop and use information technology in the 1960s. 
During the ‘70s and ‘80s, they introduced large mainframe 
systems to support analogue bank services. However, 
these once innovative legacy systems have become a dead 
weight. They no longer fit the needs of the digital world 
and they have proven unwieldy and difficult to update. 
Meanwhile, the Eastern world, once seen as backwards, is 
now leap-frogging ahead of the West in providing a truly 
digitalised financial experience. Alipay and WeChat offer 
digital native mobile banking services at your fingertips. 
Freed from the shackles of legacy systems, complex 
regulations, and with huge domestic customer bases, new 
Asian technology companies have become major players 
in the global marketplace in the last ten years. At home, 
Western FIs are facing competition from digitally-native 
FinTech challengers who are attacking their most profitable 
segments of business.

At the same time as these unprecedented competitive  
and technological pressures, there is a regulatory tsunami, 
with over eighty regulatory changes putting an even 
greater stress on the industry’s IT systems and internal 
processes. Many of the regulations will harmonise the 
industry, making it more standardised and transparent  
on a local and global level. 

It is not only legacy systems that hold FIs back. The 
attitudes, incentives and structures of incumbents are an 
equal, if not greater, barrier to change. Incumbents are 
most often silo-structured with incentive programmes, 
management, and organisations that aren’t well suited to 
meeting the holistic needs of the future. Even if incumbents 
could wave a magic wand and transform their 1980s 
mainframes to sleek a cloud-based digital solution, they 
would still fail because their businesses are not structured 
to take advantage of the technology.

In the face of these threats, FIs must rethink how they do 
business and redesign both their technology and business 
models to meet the challenges of the future. Incumbents 
will have to eliminate product and service silos, think  
more in terms of customer needs and goals to become  
truly client centric, and natively embed compliance  
into solutions.

 
Get rid of silos and re-imagine  
your business 

Today’s silo structures are due to legacy business models 
and organisational structures built for an analogue world. 
Incentive programmes and business management are not 

TURN COMPLIANCE 
INTO OPPORTUNITY

Financial institutions must rethink their core business 

models to respond to regulatory and technology challenges 

while keeping customers at the heart of everything. But it’s 

not just legacy systems holding them back.

in line with today’s landscape. Even worse, many leaders 
in the industry have little understanding of the difference 
between computerisation and digitalisation. Many see 
internet applications as digitalisation. Unfortunately, 
they are only digitalised distribution channels. The wider 
operation still works around analogue, paper processes  
that are, at best, computerised.

Take, for example, applying for a mortgage. Traditionally, 
you would speak to a bank. You would fill out a form that 
gave them information about the house you wanted to buy, 
as well as your income and assets. The bank would verify 
and review the information against underwriting rules. If 
everything looked good, they would tell you that you had 
qualified for the loan. This process could take many days 
because each step in the process would need one or more 
people to look at, review and take decisions on information.  
Today, you can get at least a quote automatically. But think 
of what else you could do if you go outside the narrow 
blinkers of a traditional mortgage banker.

Imagine that the minute you bid on a house, which you 
would naturally do in an app on your smartphone, you 
could authorise several banks to verify your banking 
and asset information and run it through underwriting 
algorithms. Before you even got a decision on whether your 
bid was accepted, you could have several offers of loans 
waiting for you. Your personal financial advisor, another 
app on your phone, would have already analysed the offers 
and messaged you a summary of the pros and cons of 
each, with a recommendation of which to take. At the same 
time, your personal advisor would find quotes for relevant 
insurance and show you the cheapest utility providers. 
It would also recommend which stocks or funds you 
should liquidate to pay the deposit on the house. All this 
information would be summarised neatly and clearly, ready 
for you to take a decision and automatically executed once 
you authorize it. It is this re-imagining of how to deliver a 
service, unconstrained by the past, which is totally digital.

Do you have data control? 

For incumbents to reach this digital nirvana, they must be 
able to control their data. FIs have an enormous amount 

of data that is largely untapped. The siloed nature of FIs 
means data is stuck in stacked layers with little linking 
threads. This complex structure duplicates data and 
services, creates frustrating reconciliation needs because 
there is no master source that controls the core foundation 
of it all. To untangle this labyrinth for management and 
regulatory reporting, many incumbents consolidate, clean, 
and complete data at downstream data warehouses. From 
a customer service as well as a practical and regulatory 
perspective, this is a bad idea based on an incomplete 
understanding of the business from a digital customer 
service and regulatory point of view. 

Information must be corrected upstream, at the source, 
to support the business in real-time, not downstream 
for reporting. If all parts of the business use the same 
data, then there will be less problems with auditing, 
reconciliation, and reporting. Even better, the data will 
be available for new business purposes in servicing the 
customers in ways that you have not yet imagined. The 
data warehouse model will never meet the speed and 
accuracy needs of digital business services. FIs should 
service their clients based on the same data used for 
reporting. Today, this is not the case, costing money  
and creating complex compliance issues.

While data warehouses are a necessary evil to move FIs 
forward in their digital journey, FIs should embrace the 
‘one truth principal’ for data. This means there is only one 
master data source servicing all operating and reporting 
applications. A first step in creating a corporate information 
foundation is to take control of all digital definitions 
of actors in a business eco-system. You need to define 
and manage all legal persons and entities with detailed 
information and clearly link the relationships between them 
as well as with the agreed and targeted products. From a 
system point of view, all actors such as private customers, 
corporates, employees, issuers, suppliers, agents or brokers 
shall be defined. There should be a single definition of each 
actor and the multiple roles they may have . In the case of 
a corporate, for example, legal signatories or contacts will 
be defined and linked to  private persons. Once all actors 
are defined, this will be the master service provider for 
all services  within an FI’s ecosystem and this data shall 
eventually feed all operational applications, ledgers and 
reporting functions. By implementing an actor management 
solution, you will have a standardised and harmonised 
definition of actors in your eco-system throughout  
the organisation. 

Actor management is the first step to enable a true 
customer-centric approach where customer experience and 
customer insights drive and deliver totally digital services. 
By starting with actor management, FIs can manage data 
from the beginning of the relationship  

By Tim Sundberg and LanLing Fredell 

For incumbents to reach 
digital nirvana, they must 
be able to control their 
data.
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and use it throughout the customer journey to feed 
auxiliary functions, such as risk and compliance. 

Use compliance to re-design  

Because compliance is an obligation, regulatory 
implementation projects are swallowing large parts of 
FI´s IT budgets. However, these projects are often short-
sighted, focused mostly on compliance and, at worst, add 
another layer to the already tangled systems environment. 
Processes are designed for compliance rather than to 
make business better. For example, FIs are increasingly 

revamping their Know Your Customer (KYC) operations, 
structuring their onboarding processes around compliance. 
But onboarding should be the first step in setting up a 
long-lasting business relationship and an opportunity 
to gain insight into the client’s needs and desires and to 
support a digital distribution of services. KYC for regulatory 
purposes is then just a hygiene factor within the bigger 
picture of learning about your customers and their needs  
so that you can serve them better.

Another example is that historically, FIs have worked 
mostly to detect compliance issues and limit breaks 
post-execution. In a digital environment, FIs must work 
to prevent them pre-execution. Upcoming regulations 
increases the pressure for banks to perform real-time 
checks on customers’ financial interactions, pre- rather 
than post-execution. These controls need quality data and 
fast access to information about the relationship with the 
client at the same time. Data quality and real-time pattern 
recognition will be essential to securing data and protecting 
it from illegal activities.

Without the kind of data quality that a structured actor 
management enables, and without a business-oriented 
view of compliance, FIs are digging their strategic 
technological dept even deeper. FIs will have to stop  
doing quick compliance fixes. They should take advantage 
of their large IT-budgets for compliance projects to  
re-engineer their processes and clean up data quality.  

This will take more time and be more expensive in the  
short term. But in the long term, FIs that bite the bullet  
will be rewarded with the ability to compete. 

Manage budgets to build better services
 
Compliance should be embedded in the business, systems 
and processes, not put in its own silo. To take a silo view  
of compliance means FI´s are short changing themselves  
in terms of benefits of these large technology programmes. 
Compliance is not about checking boxes but about 
understanding and making decisions on risk. FIs are in  
the business of taking risk. Taking informed risk is what 
makes them profitable. 

RegTech provides opportunities to deliver compliance 
solutions quickly but must be used intelligently.  For 
example, if you are using a Know-Your-Customer (KYC) 
service, you should onboard the customer and pay for the 
service once. If you are onboarding customers individually 
in each silo, then you are needlessly paying for the service 
multiple times.

Another example is implementation of a pre-execution 
control solution. Both risk and compliance limits must  
be checked whenever a customer instructs a FI to perform 
a transaction. These checks should take in to account the 
customers entire relationship with the FI. Instead of setting 

up a solution per silo resulting in multiple solutions and  
sets of data, FI´s should consolidate the solution on a 
multiple stakeholder level and share investment over several 
business units. At the end, all services should deliver and 
ensure the same level of control, independently of business 
unit or distribution channel. 

There is a lot of technology that gives FIs better control  
and the ability to incrementally embed compliance checks 
into their operating and reporting solutions. However,  
FI businesses need a new enterprise architecture to move 
from analogue structures and to implement a digital service 
environment that is truly and incrementally regulatory 
compliant. Getting control over all definitions of actors  
in the business eco-system and how they relate to each 
other is the obvious starting point. It will enable efficient 
use of RegTech products in a competitive operating  
digital environment.

Actor management 
enables a true customer-
centric approach where 
customer experience and 
customer insights drive 
and deliver totally digital 
services.

Compliance is not about 
checking boxes but 
about understanding and 
making decisions on risk.
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A well-functioning capital market is central to every 
financial system, as it offers good investments and ensures 
that enterprises have access to capital and liquidity. 
Sweden is a good example where capital markets have 
enabled growth and increased in wealth. Capital markets  
in Sweden have become a natural part of long-term  
savings – by March 2018, Swedish households had  
almost five times more assets in equities, funds and 
insurance than in deposits and cash. This has  
undoubtedly benefitted entrepreneurship and  
living standards in Sweden.

A broad ownership structure and access to capital  
via public markets is good for the economy and for 
corporates. However, the fact that society is dependent  
on sophisticated capital markets also makes it sensitive  
to financial crises and massive change. For these reasons, 
the capital markets industry has been the centre of 
attention for regulators during the last decade – and  
the regulatory pressure continues. 

To gain insight into the development of regulatory 
compliance and how RegTech could help financial 

institutions (FIs) to keep up, PA spoke with Kerstin 
Hermansson, Managing Director of the Swedish Securities 
Dealers Association, Monika Bergström, Senior Vice 
President and Head of Compliance of Handelsbanken 
Capital Markets, and Vigg Troedsson, Senior Vice  
President of the Swedish Securities Dealers Association. 

There are a number of positive outcomes of new regulation. 
Vigg explains: “There are clear positive effects of regulatory 
changes in the industry. For instance, fees for equity trading 
have decreased from about 0.45 per cent to literally zero.” 
But the group’s common view is that future regulatory 
development must embrace market practice and digital 
perspectives from the start, in a much more collaborative 
and agile process than today. “The capital markets industry 
has become very sophisticated and complex, much like an 
ecosystem or the human body,” says Vigg. “All parts of the 
system have important roles to play to provide value to 
clients living and prospering in the real economy”. PA’s UK 
regulatory survey found 92 per cent of organisations think 
they will feel a negative impact if regulators fail to evolve 
within three years. The traditional models of regulation  
are no longer sustainable.  

RE-THINKING REGULATION TO 
HELP CAPITAL MARKETS SUPPORT 
INNOVATION

Capital markets regulation is increasingly a barrier to entry 

for new FinTech firms. PA Consulting spoke with Kerstin 

Hermansson, Monika Bergström and Vigg Troedsson about 

why regulators need to adapt to the digitalised age.

Kerstin Hermansson and Vigg Troedsson at Swedish Securities Dealers Association. 

By Magnus Krusberg 

Regulations create barriers to entry 
 
One objective for regulators has been to increase 
competition in the industry. But they’ve created barriers 
to entry higher than ever before. Today it’s hard for 
entrepreneurs to enter financial services and compete in 
the market. “We need to come to more outcome-based 
regulation that facilitates for firms to understand the 
requirement in them” says Kerstin. “Today, regulations 
put the same requirements on small players as the very 
large ones – and that is very complicated since the firm 

needs to understand with a myriad of requirements. The 
sheer number of detailed requirements require advanced 
capabilities and scale efficiencies that smaller firms simply 
don’t have.”

In some markets, regulatory bodies are creating new 
initiatives to decrease entry barriers while retaining their 
influence. In 2016, the UK Financial Conduct Authority, 
supported by PA, launched its first regulatory sandbox in 
the UK. The sandbox lets businesses test products, services 
and business models with real consumers. It gives support 
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Vigg Troedsson, Senior Vice President,  
Swedish Securities Dealers Association

The capital markets 
industry has become very 
sophisticated and complex, 
much like an ecosystem or 
the human body.

to quickly kick-start FinTechs and get the right licences.  
This is an excellent way to improve competition and 
decrease time to market for new players. 

As well as helping new entrants in the short term, it’s 
also key to simplifying regulatory implementation going 
forward. It gives regulatory support for firms to identify 
safeguards to build into new products and services, rather 
than having to retrofit them or come under regulatory 
scrutiny later. For some firms, this could also mean better 
access to capital by setting standards sooner to provide 
greater clarity.

Regulatory compliance in financial markets has become 
cumbersome since the financial crisis. It’s forecast that by 
2020 there will be around 30 million pages of regulation. 
Thus, it’s hard to test or predict the full outcome of a new 
regulation, especially the cost of implementation. “Often, 
new regulations are unclear and technical standards 
are typically set very late in the process. This creates 
unnecessary room for interpretation,” says Monika. For 
example, the technical standards for the EU Payment 
Service Directive (PSD2) aren’t expected to be finished 
until late 2018, about a year after the legislation was 
supposed to be adopted.  

Artificial intelligence (AI) might address these problems. 
“In the future, we might use advanced analytics and AI 
to understand the impact of proposed changes before 

finalising them,” says Vigg. The challenge is to make 
regulation a natural part of the value chain rather than 
an unwanted add-on so industry isn’t spending time and 
money developing responses to regulations based on 
predictions. “Regulators need to bring in digitalisation 
engineers early in the process together with a broader  
set of industry experts from the start,” says Kerstin. 

A clearly defined regulatory framework designed with 
digital capabilities and market practice from the start  
will also enable RegTechs to enter the scene and reduce 
cost and time to market. Further, 93 per cent of UK 
businesses think regulators can support innovation by 
creating a stronger sense of predictability and certainty  
for their sector. Without clearly defined and market- 
driven information standards, there will be limited use  
for RegTechs. Standards would create strong incentives  
to collaborate in the industry and reduce the total cost  
of regulatory compliance.

Without a revised approach, regulators risk stifling the 
innovation, competition and even stability of the markets 
that they protect. “Going forward it is important to take 
a broader perspective on the overall market impact when 
changing regulations,” says Monika. We should reuse 
information from the market and refine it, instead of  
starting from a blank sheet of paper. 

The fast pace of technology today is not just a challenge for 
businesses, it’s a challenge for regulators as well. Regulators 
must innovate and re-examine how they work internally by 
breaking down internal siloes, investing in technology and 
becoming more vocal and collaborative. “Cross-functional 
teams with lawyers, bankers, economists and digital 
engineers should be used both when setting the regulatory 
framework and when National Competence Authorities 
(NCA) are implementing it into their operating models,”  
says Kerstin. The result will be better, more cost efficient  
for the industry and create greater value in the market.
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