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The Stability Illusion: 
Volatility Isn’t the Whole 
Story
Two insurers have the same 
market and external pressures. 
One delivers stable, predictable 
margins. The other is still 
searching for the connection 
between the strategy it designed 
and the results it delivers. The 
external conditions are not the 
differentiator. The gap between 
pricing intent and portfolio 
reality is.

This challenge is especially acute 
for global specialty insurers, 
including those operating in 
subscription markets, such as 
the London Market, where pricing 
intent passes through multiple 
underwriting entities before it 
reaches the portfolio.

The difference lies in a concept 
we call the performance gap: 
the distance between what an 
organisation designs in strategy 
and what it can actually deliver 
and execute. We define the 
performance gap framework as 
possessing five distinct gaps that 
separate strategic intent from 
operational reality. 

A pricing direction may be agreed 
upon at the leadership level and 
supported by rigorous modelling. 
But unless that intent flows 
consistently through underwriting 
behaviour, system processes and 
financial oversight, its impact can 
weaken in transit, and this is where 
the opportunity lies. 

McKinsey’s Global Insurance 
Report 2025, analysing 25 global 
commercial P&C insurers, found 
that 60% of an insurer’s financial 
performance is driven by how 
it operates, not which lines of 
business it participates in. That 
ratio holds across both hard and 
soft market cycles. The implication 
is clear: market conditions set the 
floor, but operational execution 
determines who outperforms 
expectations.
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The Stress Test Is Real: 
Understanding the External 
Pressure 

The trajectory is clear and so is 
the advantage for insurers who are 
already well-positioned. Swiss Re 
Institute’s Sigma 1/2026 projects 
insured natural catastrophe losses 
to reach $148 billion in 2026, and 
up to $320 billion in a peak-loss 
year scenario. 

The pressure is concentrated in 
secondary perils for EMEA and 
APAC insurers – severe convective 
storms, floods and wildfires (where 
modelling is least mature and 
pricing drift is hardest to detect 
early). Insured severe convective 
storms (SCS) losses are growing at 
10% per year in Europe and more 
than half of that growth is not 
explained by exposure expansion 
alone. 

In Asia, insured flood losses are 
growing at 12% annually, with 
China’s built-up areas in flood 
zones expanding at six times the 
rate of exposed population. These 
are not slow-moving trends. They 
are compounding in portfolios that 
were priced on last year’s data.

$107BN

$148BN

$320BN

5-7%

Insured nat cat losses 
2025 - below trend, 
but structural risk 
unchanged

Projected 2026 insured 
losses if long-run trend 
holds

Peak-year scenario 2026 
(1-in-10 probability)

Annual real-terms 
growth in insured losses 
since 1996

Source: Swiss Re 
Institute, Sigma 1/2026
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What Insurers Are 
Experiencing Across EMEA

Dean Richardson, Sapiens’ 
Sales Director for EMEA, speaks 
frequently with insurers in the 
region and sheds some light on 
trends and forecasting: 

“Having worked with insurers 
across EMEA for many years, I 
have seen plenty of market cycles. 
Volatility itself is not new and most 
leaders understand the pressures 
they are facing. What I see the 
best-performing insurers doing 
is exactly what the environment 
demands: keeping pricing 
strategy, underwriting behaviour, 
and financial oversight fully 
aligned as conditions shift 
more quickly, and building 
the infrastructure to make that 
alignment stick.

“One recurring issue I encounter 
is the time it takes to translate 
pricing decisions into operational 
reality. Rates may be agreed 
upon at the leadership level, but 
implementing them consistently 
across systems and channels 
often takes longer than expected. 
In competitive lines, even small 
delays have a material impact. In 
subscription and specialty markets, 
this lag is often amplified as 
pricing changes must be reflected 
consistently across lead and follow 
underwriting teams, channels, and 
delegated arrangements.

“Boards want a clear view of how 
pricing decisions are shaping 
portfolio performance. When that 
data is joined up and available in 
near real time, they can act early, 
stay ahead of emerging trends, and 
make decisions based on what is 
actually happening in the portfolio.

“There is also strong interest in 
AI, alongside understandable 
caution, at all the insurers I 
speak with. Leaders want the 
speed and precision that new 
technology offers, but they also 
want confidence that models 
are governed and aligned with 
overall strategy. The technology 
itself is not the limiting factor. The 
challenge is connecting it properly 
to the operating model.’’
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Closing the Market 
Stability Gap
Pricing stability is rarely accidental. It is built deliberately, in stages, by organisations that have closed the small 
disconnects between strategy, execution, and oversight before they compound. The good news: these discon-
nects are well understood and the most resilient insurers have already proved they are solvable. This is the 
performance gap framework in action and closing it for the pricing and underwriting capabilities is where the 
greatest performance upside lies. The stability gap opens in stages. Each stage is also a choice point and an 
opportunity to get ahead of the next one.

3. Everyday 
decisions

Underwriting exceptions 
gradually move the portfolio 
away from its intended risk 
profile. The risk increases 
where underwriting 
decisions are taken 
beyond the central desk, 
heightening the need for 
embedded governance and 
real-time visibility.

Daily decisions 
consistently reflect 
agreed-upon pricing and 
risk appetite.

Gradual deviation erodes portfolio quality 
over time. Consistency protects stability, 
without slowing growth.

Stage When Things Are 
Disconnected

When Everything 
Works Together What This Means

1. Early signals Teams work from different 
data and see disparate 
numbers. Emerging margin 
pressure is missed, or 
dismissed.

Performance data flows 
consistently across pricing, 
underwriting, and finance.

In a fragmented model, early warning 
signs dilute across teams. In an aligned 
one, risks are recognised before they 
escalate.

2. Strategy in 
motion

Pricing decisions are 
agreed upon but take time 
to flow through systems 
and channels.

Rate updates are imple-
mented quickly and 
consistently across the 
organisation.

An execution lag allows small gaps to 
widen before leadership can act. Timely 
implementation prevents drift from 
compounding.
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PINPOINTING YOUR P&C PERSONALISATION 
4. AI at speed Models operate without 

clear governance. 
Performance feedback loops 
are slow or absent.

AI decisions are embedded 
within governed workflows 
and monitored continuously.

Without oversight, technology accel-
erates instability faster than teams 
can correct it. With governance, 
AI strengthens control and 
responsiveness.

5. Financial 
visibility

Finance reviews results 
retrospectively, with 
limited transparency into 
operational drivers.

Financial and operational 
performance are visible in 
near real-time.

By the time volatility affects results, 
corrective action is costly. Real-time 
visibility supports measured and 
predictable performance.

Why Stability Matters to 
Customers and Markets
Pricing stability creates value well beyond the balance sheet. When strategy and execution are aligned, the 
benefits extend beyond financial results and into the market itself.

The consequences of the stability gap are not hypothetical. Swiss Re Institute’s research documents a recurring 
pattern across European markets: where secondary peril models are not continuously updated with current 
exposure data and realised losses systematically exceed modelled expectations. In Italy in 2023, final hail loss 
estimates came in at nearly three times initial projections. This was not because the hazard was unprecedented, 
but rather because the exposure data the models were working from no longer accurately reflected the portfolio.

Swiss Re’s diagnosis is precise: the gap between pricing intent and portfolio reality widens wherever “exposure 
information, including asset values and characteristics, are often outdated or inconsistently captured over time.” 

Closing the stability gap is not only a commercial imperative. It allows 
insurers to fulfil their core purpose: providing reliable protection when 
it is needed most.
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The AI Advantage: How 
Architecture Determines 
Whether Technology Delivers
AI is now central to most insurers’ 
strategic plans for pricing, 
underwriting, and claims. The 
ambition is clear: greater speed, 
more precise risk selection, faster 
feedback loops, and better-
governed decision-making at scale. 
The investment is substantial in 
many cases. Yet the outcomes vary 
enormously from one organisation 
to the next.

The difference is primarily about 
how the architecture models sit 
inside.

AI is an amplifier and accelerates 
whatever operating model it is 
embedded in. In an organisation 
with connected systems, a 
shared data foundation, and clear 
governance frameworks, AI speeds 
up the feedback loop between 
pricing intent and portfolio reality. 

In a fragmented organisation, AI 
amplifies fragmentation. Models 
trained on incomplete data reach 
conclusions faster. Decisions made 
without the visibility of connected 
systems propagate across the 
portfolio more rapidly. Governance 
gaps widen, because the pace 
of automated decision-making 
outstrips the ability of oversight 
processes to keep up.

AI and the Stability 
Gap
The most important question 
for any P&C insurer evaluating 
AI for pricing and underwriting 
is not “which model?” 

It is “what will this model be 
connected to?” AI embedded 
within a connected, governed 
operating model closes the 
stability gap faster. 

AI deployed on top of 
fragmented systems widens it.

8



Core Capabilities That Close 
the Stability Gap
The most consistently performing P&C insurers share a common operational architecture. It is not defined by 
any single technology or tool, but by the degree to which pricing logic, underwriting behaviour, data flows, and 
financial oversight function as a single connected system, rather than a set of parallel processes.

Unified 
workflows

Underwriting, pricing, and claims processes operate 
on a shared platform, eliminating manual handoffs and 
reconciliation steps that slow execution and introduce 
inconsistency.

Embedded 
governance

Risk appetite limits and pricing parameters are built into 
system workflows, rather than enforced through manual 
review. Exceptions are flagged automatically and reviewed at 
the right level.

Controlled AI 
deployment

AI models operate within governed frameworks. Performance 
is monitored continuously and connected to underwriting and 
financial oversight. Decisions are explainable and auditable.

Capital-aware 
decision-making

Portfolio steering decisions are made with visibility of capital implications. Underwriting 
behaviour at the individual risk level connects to aggregate exposure and capital position. 
This level of transparency is essential in markets where underwriting performance and capital 
are scrutinised at portfolio level.

Real-time 
portfolio 
visibility

Leadership and operational teams see the same performance data at the 
same time. Emerging issues are visible weeks or months before they would 
appear in traditional reporting.

Integrated 
analytics

Pricing models are continuously updated with operational data. The feedback 
loop between what is designed and what is delivered closes in near real-time, 
instead of through quarterly reviews.

Faster rate 
execution

Pricing updates flow through systems quickly and consistently across 
channels. The lag between strategic decision and operational implementation 
is measured in days, not months.
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How to Know if You Have a 
Stability Gap – Six Questions
The six questions below are not a capability audit. They are the questions that a well-aligned pricing and 
underwriting infrastructure should be able to answer clearly, quickly, and with confidence. They are also the 
questions that boards, regulators, and investors are increasingly asking. If any of them produces hesitation, that 
is a gap.

When your pricing committee agrees upon a rate change, how many days before that 
decision is fully and consistently implemented across every channel and system?

If your loss assumptions for a secondary peril line were wrong by 20%, how 
quickly would that signal appear in your data and who would see it first?

What percentage of your live portfolio is being 
priced within agreed risk appetite tolerance?

When your board asks how this quarter’s underwriting decisions will affect 
next quarter’s combined ratio, how confident are you in the answer?

When an underwriter makes an exception to agreed pricing, how long before the 
portfolio-level impact of that decision is visible to finance and leadership?

Can you demonstrate to your board that your AI and automated pricing decisions are 
operating within the parameters they approved and when did you last verify that?

Q1  

Q2  

Q3  

Q4

Q5

Q6

In organisations with fragmented execution infrastructure, the answer is often measured in weeks, sometimes months, and 
varies significantly by channel. In competitive lines, that lag has a direct premium leakage consequence. The insurers who 
have closed this gap measure implementation in days and can demonstrate it.

This question rarely gets a precise answer, because producing one requires real-time visibility across pricing, underwriting, 
and portfolio data simultaneously. Most organisations can produce this figure for a historical snapshot. Very few can produce 
it for today.

Individual underwriting exceptions, whether made at the central desk or further out in the market, are a normal feature of 
commercial and specialty business. The risk is not the exception, but rather the accumulation of exceptions that no single 
person has line of sight across. 

As noted earlier, Swiss Re Institute’s research on European secondary peril losses documents a recurring pattern: when 
exposure data is not continuously updated, realised losses systematically exceed modelled expectations. The Italy 2023 hail 
event, where final insured loss estimates came in at nearly three times initial projections, is a concrete illustration of what this 
gap costs. The question is not whether your models are perfect. It’s how quickly your infrastructure surfaces the signal that 
they need updating, and whether that signal reaches the people who can act on it before the loss.

The answer most organisations give to this question in practice is: probably yes, broadly, based on the last review we 
conducted. That answer is not enough for the pace at which automated decisions are now propagating through portfolios.

McKinsey’s analysis of global commercial P&C insurers found that top-quartile performers maintain loss ratios six percentage 
points below their peers, driven primarily by superior underwriting discipline and execution. On a €1 billion premium book, six 
points of loss ratio is worth €60 million in annual underwriting performance. The organisations that can answer this question 
with confidence are the ones capturing that advantage. 
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Stability Is Built, Not 
Assumed

Is Your Stability Gap 
Closing or Widening?

The P&C insurance market rewards those who build for it, not those who wait for it to calm. That much is 
established. The more urgent question for senior leaders right now is where in the cycle they are making that 
investment. 

The window between a hard market that masks operational weakness, and a softening market that exposes it, is 
exactly where the performance gap between organisations widens fastest.

What separates them is not technology. It is the degree to which pricing strategy, underwriting behaviour, and 
financial oversight function as a single connected system – where rate decisions flow into portfolio reality 
without degradation, performance is visible in near real-time rather than retrospectively, and AI and automated 
decisions operate within governed frameworks, rather than accelerating drift.

The diagnostic questions in this paper are designed to give you an honest answer. If any of them produced 
hesitation, the gap between your pricing strategy and portfolio reality is costing you performance that your 
infrastructure should already be delivering.

Sapiens and Swiss Re work with P&C insurers across EMEA and APAC to close that gap through connected 
platforms that translate pricing decisions into portfolio outcomes at pace, with the governance and 
visibility that boards and regulators expect.

Speak with a Sapiens specialist

About Sapiens
Sapiens empowers insurers and financial markets with  
digital software solutions and services. With four decades  
of experience and more than 600 global customers,  
Sapiens has a proven ability to satisfy customers’ core,  
data and digital requirements. For more information  
visit sapiens.com or follow us on LinkedIn.

© Copyright Sapiens International. All Rights Reserved. June 2026

About Sapiens
Sapiens International Corporation N.V. is a global leader of AI-centric, SaaS-based insurance 
software, delivering hyper-relevant experiences that are efficient, compliant, and innovative. With 
agile intelligence, Sapiens’ solutions turn real-time data and human insight into precise action at 
every moment, across every risk. The Sapiens platform includes agentic workflows accelerating 
every capability across policy, underwriting, claims, reinsurance, decisioning, and finance and 
compliance. With more than 600 insurers in over 30 countries running on Sapiens, our deep 
industry expertise is the foundation of our long-term relationships, from initial implementation 
through to modernization and market transformation. Sapiens is headquartered in London, serving 
customers in property and casualty, life, reinsurance, specialty, and workers’ compensation from 
offices across North America, Europe, the Middle East, and Asia Pacific.

For more information visit sapiens.com or follow us on LinkedIn.
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Closing the stability gap is not a technology programme. It is a strategic 
decision about what kind of high-performing organisation you are ready to 
become and how much of the performance upside you are ready to capture.
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