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I recently visited Lagos, Nigeria in a personal capacity. I am thoroughly
grateful for the gracious hospitality I was shown by other insurance
and actuarial colleagues during a swift but highly educational trip. The
parallels between this developing insurance market and the Zimbabwe
of my childhood days are quite striking. Opportunities are plentiful for
the adventurous soul and I would be happy to share my insights with
anyone contemplating a future in that part of the globe.
The sphere of employment opportunities for today’s actuary is
constantly expanding, as the contributors to this month’s wider fields
feature demonstrate. Apparently our skill-set is widely applicable,
perhaps a small mercy for all those years of training. General insurance
and reinsurance are our other featured themes in this edition.
Elsewhere in this edition, we are pleased to welcome Sonal Shah and
James Monk to the editorial team in the capacity of deputy features
editors, taking over from Jean Eu. Sonal is also the
author of a new column entitled ‘Elegant English’
to appear periodically in the magazine. In her first
instalment, she eloquently describes common
errors in everyday writing.
Our industry news editor, Peter Tompkins,
a senior and prominent member of our
profession, was recently and extensively
showcased in the British press on the topic of
pensions. Peter is potentially the most Googled
actuary at the moment — there is a lot to read
about if you haven’t already done so.
Finally, we plan to launch a column on
technology in the actuarial world. If you
would like to volunteer as a contributor or
co-ordinator, please get in touch.

Marjorie Ngwenya
Editor
editor@the-actuary.org.uk
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Letters to the editor
In which actuaries discuss opinions and octopi

Letter of the month
Insurance issues
I comment on the eligibility to take
out a payment protection insurance
(PPI) policy. The state pension age
is 65, after which eligibility for Job
Seekers Allowance (JSA) expires.
Since a pre-requisite for PPI
unemployment benefits is to be on
JSA, the PPI unemployment benefit
expires at age 65. Consequently,
the eligibility for PPI inclusive of
unemployment benefits is that the
proposer must be under 65. More
logically, the under-65 provision
should apply to the date of expiry
rather than entry. Otherwise, the
policyholder will be eligible for PPI
benefits only in the earlier part of the
policy until he/she attains the age
of 65.
A vital point seems to have been
overlooked in respect of females. A
female born prior to 1950 has a state
pension age of 60. Therefore, in the case of such females, the PPI eligibility criterion
should be based on age 60 rather than age 65.

Merger’s mollusc mascot
With the merger process now complete,
the time is ripe for the Profession to
consider a new logo. May I be so bold as
to nominate Paul the psychic octopus
who correctly predicted the result of
Germany’s seven games and the eventual
Spain vs Netherlands final at the FIFA
World Cup 2010 in South Africa? The
model for any actuary with his level
of accuracy the only difficulty may be
demonstrating TAS compliance.
Anu Ralhan
14 July 2010

Anthony Pepper
11 July 2010

The writer of the letter of the month receives a £25 Amazon voucher

Call for consistent CT8
candidate standards
The pass rate for the most recent CT8
sitting was 30% — seven in every 10 failed
— whereas the pass rates previously have
been consistently around the 50% mark,
on one occasion even as high as 61%. Why
the huge difference? The Actuarial
Profession says on its website that it
“adjusts the pass mark in any one session
to be consistent”.
Given the large numbers sitting the

exams, we should be able to accept that
the standard should be reasonably uniform
over the years. The vast difference between
the pass rates demonstrates that either this
assumption is incorrect or the Profession is
not being consistent as it states. I believe
the exams are set at the correct level of
difficulty but they need to be consistent
in order to be fair on all candidates. Can
anyone from the Profession comment?
Anonymous
13 July 2010

Your letters
The editorial team welcomes readers’
letters but reserves the right to edit
them for publication. Please e-mail
actuaryletters@incisivemedia.com
The deadline for receiving letters for
the September issue is 16 August.

More letters online
To view the latest letters and
correspondence from recent months,
visit www.the-actuary.org.uk/category/
comment/letters

London » Zurich » Dublin » Hong Kong » Sydney
Tel: 020 8544 0417
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President’s address

Ronnie Bowie

President of the Institute and Faculty of Actuaries,
Ronnie Bowie looks at the changes and challenges ahead
for the profession

Engage, deliver, inspire
Engage, deliver, inspire: these three words
sum up my ambitions for the first 12 months
of our newly-formed Institute and Faculty
of Actuaries. Grand words, however, are
worthless if they cannot be translated into
what they mean for you as an individual
member of our distinguished profession. So
what should they mean for you?

Engage
When you ask yourself the question, ‘Does
the Actuarial Profession seem relevant to me
and the work I do?’ I want the vast majority
of our members to feel able to answer ‘yes’. I
believe that our profession already generally
scores well under this heading compared
with other professional bodies, but we face
several different challenges. For example:
■ Actuaries in very large organisations
sometimes see their employer, rather than
the Actuarial Profession, as their professional
centre of gravity
■ Actuaries in smaller organisations, on the
other hand, need ever more support from
their professional body in the face of evergrowing complexity
■ And actuaries who no longer describe
themselves as ‘practising actuaries’,
and many who practise outside the UK,
increasingly express concern at what they

perceive to be heavy-handed professionalism
and CPD requirements.
Rest assured we are keenly aware of
these challenges, in particular the need
to recognise the heterogeneity of our
membership.
We do not take our members’ support
for granted and we know that, increasingly,
value for money will be one of the ways in
which you judge us.

Deliver
I strongly believe our new professional body
is an excellent framework for delivering
more efficient, effective and fleet of
foot services to you, our members. This,
therefore, must be a year in which we fulfil
that potential. We have a clear programme
to deliver over the
next 12 months but
delivery is already
under way. For
example, our first
CERA qualifiers have
been announced,
a landmark for our
expansion into risk
management, and our research programme
has been revitalised and will produce much
good work over the next 12 months.

Whether in ‘engagement’ or ‘delivery’,
our website — which will be relaunched
a few days after this article is published
— is a vital medium. It has been designed
for two-way communication and to
increase dialogue. Therefore, whether on
engagement, delivery or any other matter,
we want to hear from you. Please use the
website, with its new functionality, to share
knowledge and information with other
actuaries and let us know what you think of
the new website. This will help us continue
our development programme.

Inspire
This is a very ‘non-actuarial’ word! However,
I sense a very upbeat tone among many
of our members, a real feeling that we
can make a positive
difference to the
financial world.
I want you, as
members, to be
ambitious, to be proud
rather than diffident
about your profession.
To do this, we need to
celebrate our collective achievements more
visibly. The new website and a much more
energetic communications programme will
go some considerable way to achieving this.

» There is a very upbeat

tone among our members,
a real feeling that we can
make a positive difference
to the ﬁnancial world

«

Measuring success
In just under a year from now I shall return
to these three words and give my views on
how successful or otherwise we have been in
achieving them.
As president, I regard myself as a servant
of the members of the Institute and Faculty
of Actuaries. Please do contact me at
ronnie.bowie@actuaries.org.uk and tell me
how we are doing in engaging with you,
in delivering what you need, in inspiring
you — or indeed on any other subject. I
look forward to meeting as many of you as
possible over the coming year.
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Soapbox

Michael Sippitt

Michael Sippitt discusses the need for a shift towards
sustainable investments

Placing bets on the future

W

hile shorter-term political
events usually dominate
the daily news, climate
change continues to demand
attention near the top of the global political
agenda. Governments worldwide realise its
urgency. As a result, ambitious greenhouse
gas reduction targets are being set. Huge
amounts of investment required to meet
these targets are being outlined. These
amounts are so vast, though necessary,
that it is impossible that the public sector
will be capable of financing the necessary
projects and technology development. It
has been estimated that 85% of the required
investment will come from the private
sector. In the context of the Stern Report’s
calculation that 2% of global GDP will be
required to avoid runaway climate change,
the private sector will need to contribute
over $1 trillion annually.
Pension funds, increasingly looking
for newer more stable forms of long-term
investment, can significantly contribute
to the required capital. Investments in
infrastructure and energy projects could be
the perfect solution. However, such investors
require a long-term and stable policy
framework, enabling them to effectively
identify risks and make informed decisions.
According to recent surveys conducted
by The EIC Environmental Investment
Network (the EIN), many entrepreneurs and

10
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investors within the environmental sector
consider the current UK policy landscape
as not adequately conducive to the level
of investment needed. This can easily be
demonstrated by the inherent built-in risk
of the UK’s political system, whereby the
policy landscape can change dramatically
with governments. For example, the recent
introduction of feed-in-tariffs has been
welcomed, and rightly so. However, there is
already uncertainty over their future, with
the Conservatives
indicating
qualification changes
could be made.
Governments and
opposition parties
need to ensure that
a consistent and
stable climate change policy and regulatory
framework is in place to incentivise
entrepreneurs and investors to join the
sector. Whatever its virtues, democracy is
not good at delivering consistent long-term
policy. The EIN’s role is to facilitate funding
for innovative or growing environmental
technologies, and this is challenging at
the best of times. It needs the best possible
context of consistent political support.
The theme of risk particularly affects
developing countries, which are presently
short of institutional investment as they are
perceived to be politically and economically
unstable. In many cases, the perceived risk
is inflated, based on perpetuated stereotypes
stemming from the past. The environmental
sector, being a nascent sector generally,
especially in many developing countries, thus
tends to bear the brunt of this uncertainty.
Yet those who are willing to take on this
perceived risk have the potential to see large
returns.
It is estimated that up to 65% of the
required investment to prevent runaway
climate change will need to be directed
toward developing countries. Increasing

energy demands, rapidly rising standards of
living and new technological requirements
will have severe consequences if business
as usual is continued. Developing countries
have the opportunity to develop without
the resource-intensive growth associated
with the development of the West,
thereby leapfrogging old, dirty, inefficient
technologies. Development of a path towards
a low-carbon future will therefore depend on
reassessment of risk and long-term thinking
about resource and
energy security
concerns.
It is essential that
risk is viewed in a
manner that reflects
the changing climate,
which is especially
important for long-term investments. How
will rising temperatures or reduced food
or water availability, for example, affect
current assets or investments, or even the
private sector economy as a whole? As the
science of climate change is essentially
certain, it is in investors’ interest to ensure
that investment includes climate change
mitigation and adaptation. Consequently,
the key to influencing the flow of investment
into the sector will rely on creating a clearer
relationship between our environment and
its associated value to the wider economy.
The risk paradigm is shifting as stakeholders
begin to realise that long-term value is likely
to depend on sustainability, and where not
addressing climate change becomes the
risky option. The next decade is likely to
see such a shift of thinking that existing
criteria for assessing risk will soon look very
short-sighted. The sooner we all reassess true
sustainability, the safer our bets on our global
future will be.

» Whatever its virtues,
democracy is not good
at delivering consistent
long-term policy

«

Michael Sippitt is chairman of Forbury Environmental
Limited and co-chair of The EIC Environmental
Investment Network

www.the-actuary.org.uk

19/7/10 16:30:37

News

Profession

Events in brief
Current issues in life assurance II
1 September, Staple Inn, London
Delegates will hear from industry experts
on the challenges that actuaries, and those
who rely upon actuaries, will be facing in
coming times. This is an important seminar
for all actuaries, in particular practising
certificate holders. It is aimed primarily at
senior life assurance actuaries and their
advisers. It will also be of interest to all
those who work in, or advise on, the life
assurance market in the UK and Europe.
Visit www.actuaries.org.uk/conf_flyer/
cila20100901

Market-consistent valuations and
Solvency II: implications of the recent
financial crisis
16 September, Staple Inn, London
In this open forum, Kamran Foroughi will
spend around 40 minutes presenting key
conclusions from the above paper before
opening up the debate for questions. A
paper on this topic was originally presented
to ICA 2010. A revised version reflecting
latest Solvency II QIS5 and IASB Insurance
contract exposure draft developments
will be made available on the Profession’s
website two weeks before the open forum.
Registration (with coffee) is from 16.30
before the 17.00-18.30 forum. For further
information visit www.actuaries.org.uk/
ap_events/open_forum_20100916

Variable annuities seminar: bridging
the divide
17 September, Staple Inn, London
This seminar will confront the issues and
challenges associated with a volatile
financial environment together with a
moving regulatory landscape. The event
will equip attendees to understand these
issues better and move beyond the
challenge to deliver meaningful client
products and appropriately reward the
companies that provide them. Visit www.
actuaries.org.uk/conf/variable_annuities

Life conference and exhibition 2010
7–9 November, ICC, Birmingham
‘Collateral damage: life insurance after the
credit crunch 2010 and looking forward’.
The Life conference and exhibition 2010 is
the premier professional event for UK life
actuaries and is attended by more than
900 delegates. For further information
visit www.actuaries.org.uk/life2010. See
also the Chairman’s Preview on page 42 of
this issue.

12

August 2010

012-015_Actuary_0810 Profession 12 12

New website ready to launch
Profession’s website going live
After months of planning, designing,
writing, coding and testing, the Profession’s
new website is due to go live in early August.
Holly Liu, the Profession’s website manager,
takes time from the final preparations to
talk about some of the features of the new
website.
“It was designed with the needs of
members in mind,” she explains. “We have
such a diverse membership in terms of
their needs and expectations so it’s really
important that the website can deliver.
Not only this, but as the public face of the
Profession, it’s crucial that it presents a
modern and attractive image.
“Members were involved in the project
from the beginning. We actively sought
feedback and guidance from them and
carried out an exhaustive process of research
to make sure that the website would meet
their needs and make best use of the
available technology.
“The site reflects our new brand and has
a whole new look and feel. It’s much more
user friendly and the powerful, fast new
search engine, along with links to related
content, allows visitors to the site to find the
information they want quickly and easily.
The communities section gives members
the opportunity to share information and
discuss issues with each other, regardless of
where they live and work.
“An improved booking engine will make
it simpler and easier for people to register for
events, and we’ve also made improvements
to the CPD recording process so members
can check and update their CPD record
online with ease.”
Keeping members up to date with news
about the Profession and the financial world

in general is also a key feature of the website.
In addition to news from and about the
Profession, the news section of the site will
carry news stories from around the globe.
“We are very much aware that 40% of
our members are based overseas,” adds
Holly. “With this in mind, we want to
enable members to interact fully with the
Profession, no matter where they are based.
And, for our users on the move, the website
is fully compatible with smartphones such as
the BlackBerry and iPhone.”
The web team is already planning the
next phase of website development, which
will include more social networking features
such as Twitter, Facebook and blogs.
“We know how important social
networking is to our members so we want
to improve our use of this technology, and
encourage members to use it. We also plan to
use a lot more video content to make the site
more dynamic and open up conversations
with members.”
Nigel Bodie is one of the members who
have been involved in testing the website.
He comments: “I didn’t find the old website
especially useful. It was slow and difficult
to navigate, so I’m pleased to see that the
new site is much faster and much more
responsive to my needs.
“I’m busy, my colleagues are busy and
so we need a website where we can get
information in a timely fashion. The new
website does just that.”
The website address remains
www.actuaries.org.uk. The web team will be
promoting and demonstrating the site at the
Profession’s events and activities. If you have
comments or feedback on the site or if you
would like to arrange a demonstration of the
site for a group of members, please contact
webservices@actuaries.org.uk
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Institute of Actuaries’ 2010 biennial dinner at the
Royal Horticultural Halls
The Royal Horticultural Halls provided
an impressive venue for the Institute of
Actuaries’ 2010 biennial dinner. The gala
event, which took place on 22 June, is one
of the highlights of the actuarial calendar
and gave around 200 members and 50
VIPs, including members of overseas
actuarial organisations, the chance to meet
and socialise with old friends and new.
In his keynote speech, Institute
president Nigel Masters looked back
at the two years of his presidency and
paid tribute to the skills and hard work
of actuaries in ensuring that insurance

businesses weathered the financial crisis
without mishap.
While accepting that there were
challenges for the profession ahead, Nigel
pointed to the many more opportunities,
such as in the field of enterprise risk
management, of which actuaries could
take advantage. And, he pledged that the
Actuarial Profession would ensure that the
skills and abilities of actuaries were well
promoted through closer involvement
with members and by the Profession fully
engaging with the wider world through a
vigorous public affairs programme.

‘William Morgan’ to welcome Staple Inn visitors

SAVE THE DATE
Highlights of the Pensions conference
2010
23 September, Staple Inn, London
30 September, Radisson Blu,
Edinburgh
Predictive modelling using R
11-12 November, Staple Inn, London
08.45 (registration) for 09.15 to 17.00. For
further information visit
www.actuaries.org.uk/ap_events/
predictive_modelling

Momentum conference 2010
8-10 December, Celtic Manor,
Newport, Wales

TANC (The Actuarial Network at Cass)
Show me the Money: advertising for
liquidity
9 September, 18.00–21.00, Cass
Business School

Peter Dingwall, the Actuarial Profession’s
project officer, is to repeat his star turn
as William Morgan when Staple Inn Hall
takes part in the 2010 London Open Doors
weekend on the 18-19 September.
Peter was the runaway winner in a
competition earlier this year to find a
lookalike of Morgan to celebrate the

Profession purchasing the Thomas Lawrence
painting of him.
An appeal was launched to help pay for
the purchase of the painting, which has now
reached £4,000, 40% of the target. To donate
to the fund, contact Caroline Instance, chief
executive of the Actuarial Profession, on
caroline.instance@actuaries.org.uk

Archie and the
Actuaries’ Code Part 4

Updated Actuarial
Quality Framework

Population Investigation
Committee volunteers

In the fourth of a series of articles where
Archie the Actuary and his group of friends
act as our guide through the elements of the
Actuaries’ Code and explore its relevance
and importance, Archie confronts the issue
of ‘open communication’. Take a look at
www.the-actuary.org.uk/874860

The Financial Reporting Council has reviewed
and updated its Actuarial Quality Framework
(AQF). The AQF acts as a guide to assessing
the quality of actuarial work and identifies six
‘drivers’, which promote actuarial quality:
n Methods: reliability and usefulness of
actuarial methods
n Communication: communication of
actuarial information and advice
n Actuaries: technical skills of actuaries; ethics
and professionalism of actuaries
n Environment: working environment for
actuaries; other factors outside the control of
actuaries.
The new framework can be found at www.
frc.org.uk/publications/pub2305.html

Peter Tompkins has represented the
Profession on the Population Investigation
Committee charity for 20 years and,
although he is happy to continue, wonders if
there is anyone out there who would like to
offer to replace him.
The charity exists to publish a journal,
Population Studies, and award grants to
postgraduate students who are pursuing areas
of population investigation. The trustees
meet as a body once a year in July to review
progress, accounts and so on. There is a small
amount of consultation between meetings.
If you are interested in discussing this
opportunity, Peter can be contacted at
peterdgtompkins@aol.com

Disciplinary Board’s
annual report out now
The Disciplinary Board’s annual report for
the year to December 2009 has been added
to the Profession’s website at www.actuaries.
org.uk/DBAnnualReport09

www.the-actuary.org.uk
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Speaker: Professor Ian Marsh.
See www.cass.city.ac.uk/tanc for more
details and to register online.
Cost: £25 for qualified members of the UK
Actuarial Profession and externals, £5 for
students of the UK Actuarial Profession and
Cass Business School/City University.
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On 1 August 2010, the Institute and Faculty of Actuaries will formally come into being.
The new body will be led by a new council and, in the first of a two-part series, we profile
council members and their stated personal ambitions for the Profession
Ronnie Bowie
President of the
Faculty of Actuaries
since 2008 and due
to become president
of the Institute and
Faculty of Actuaries,
Ronnie has been
with Hymans
Robertson for almost
30 years and is a
senior partner with
the firm. A scheme actuary and investment
advisor to a number of large public and
private schemes, he will be leading the
Profession in its mission to provide a
body which reflects the aspirations of the
membership. He will continue as a member
of the management board and also sit on
the Scottish board. Ronnie’s primary aim
for this year is to ensure the Profession has
a coherent strategy for capitalising on the
opportunities offered by the field of risk
management.

Nigel Masters
Nigel joined Zurich
as chief actuary of
its global life
insurance business
in 2006 before
leaving in 2009 to
dedicate himself full
time to his
responsibilities as
president of the
Institute of
Actuaries. He is due to become a pastpresident of the Institute and will continue
as a member of the management board.
Nigel’s goals for the coming year are to
engage with members, speak out on public
affairs, tackle international trends and
ensure the health of the profession.

Adrian Baskir
Adrian has worked
for Old Mutual
Group since 1988
and transferred to
Old Mutual plc
Group head office in
London in January
2009 where he is
responsible for
financing,
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reinsurance and risk transfer. Adrian was
president of the Actuarial Society of South
Africa (ASSA) from 2005-2007. He also served
on a number of International Actuarial
Association committees and was on the
IAAHS 2007 organising committee. Adrian is
looking to build closer contact, improve
member services and foster professionalism
among the international constituency.

Andrew Chamberlain
Andrew is a
consulting actuary
specialising in life
assurance. He chaired
the professional
affairs board from
July 2007 and,
subsequently, the
professional
regulation executive
committee until June
2009. He has been a member of the life
practice executive committee since 2001, and
chairs the life standards and consultations
committee. Andrew’s goal for the Profession
is to focus on making it easier for actuaries to
compete in a market crowded with other
professionals.

» Encourage members in
different practice areas to
work together «
— Ralph Frankland

Mike Codron
Mike was born in
Zimbabwe but has
spent his entire
career in South
Africa. He runs his
own consultancy
firm in
Johannesburg
having previously
served as chief
actuary of the South
African Financial Services Board. A former
president of the Actuarial Society of South
Africa, Mike became the honorary overseas
member of the Faculty council in 2009 and
will sit on the Scottish board. Mike’s
ambition for the year is to see the merger
successfully implemented.

Seamus Creedon
Seamus is the former
chair of the member
support executive
committee and the
manager of the
Solvency II project of
Groupe Consultatif
Actuariel Européen.
Seamus is affiliated
with KPMG Europe,
having been a
partner in the firm until 2003, and is a nonexecutive director of a number of UK and
Irish insurers. Seamus wants to see much
broader recognition for the knowledge and
skills of members of the profession in
relation to risks and their management.

Ralph Frankland
Ralph is the head of
with-profits strategy
with Aviva UK and
has been with the
company since
2002. Ralph’s work
for the Profession
includes being a
member of the life
practice executive
committee and a life
insurance lecturer for the professionalism
courses for new qualifiers. Ralph’s ambition
for the coming year is to help the
Profession to strengthen its contribution by
encouraging members in different practice
areas to work together on issues of
common interest.

Justyn Harding
The majority of
Justyn’s career has
been spent in
general insurance;
he is group actuary
with Munich Re
Underwriting Ltd, a
specialist Lloyd’s
marine syndicate
where he is
responsible for
reserving, capital modelling, Solvency II
and pricing. Justyn has chaired and
contributed to a number of working
parties on subjects such as aviation,
weather derivatives, equalisation reserves
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and liability aggregations and was
responsible for the recent rewrite of all the
GI education material. Justyn wants to see
the Profession being more focused in
educating members and being more
accountable and open.

Mike Kipling
Mike is currently
the investment
director at Phoenix
Life and, from
August, he will be
moving to become
director of
investment strategy
and oversight at
Friends Provident.
Mike has been both
an honorary secretary and a vice president
of the Institute. As chair of the professional
regulation executive committee’s practising
certificates working party he would like to
make considerable progress towards
making the certificates more useful both to
members and to their clients.

Trevor Llanwarne
Trevor is the
Government
Actuary, a post he
has held since 2008.
His career has
covered both life
assurance and
pensions and he
was, prior to his
appointment as
Government
Actuary, chief actuary, pensions, at
PricewaterhouseCoopers. Trevor believes
that the fortunes of the Profession and
GAD are closely linked and wants a new
professionalism to take off for the whole
profession — for the benefit of individual
actuaries, the Profession and, most
importantly, the country at large.

Katie Low
Katie has worked
for Mercer in the
pensions area since
2001, and qualified
in 2005. Katie
joined the Faculty
Council in 2008
and has been a
member of the
management board
since September
2009. Over the next year she would like to
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see the Profession having a higher profile
in the public domain, and being more able
to contribute quickly and usefully when
issues or debates arise.

David Martin
David is a partner
with Mercer and
senior consultant
advising a
portfolio of clients
in a number of
business sectors
on pension-related
issues. He is the
UK professional
leader in the
retirement, risk and finance business of
Mercer, chairing the firm’s professional
standards committee. David is looking
forward to building an active group of
Scottish actuaries, including those based
in Scotland and beyond who are part of
the Scottish constituency.

Keith Miller
Keith is head of
products (actuarial)
within the
bancassurance area of
the Royal Bank of
Scotland and, prior to
this, held a number
of roles in the
actuarial department
of Scottish Widows.
Keith has been
involved with the Profession over a number
of years as an examiner and a member of
various working parties, committees and
research groups. Keith’s ambition for the

Council
Adrian Baskir
Gordon Bagot
Ronnie Bowie
Andrew Chamberlain
Mike Codron
Seamus Creedon
Helen Crofts
Jane Curtis
Mike Dick
Ralph Frankland
Peter Gatenby
Robert Hails
Justyn Harding
Malcolm Kemp
Paul King
Mike Kipling
Trevor Llanwarne

coming year is to reinvigorate the actuarial
community in Scotland.

Fiona Morrison
Fiona has been a
partner of Lane Clark
& Peacock since
1984, working
mainly on UK
pension matters. She
is a member of the
Profession’s
professional
regulation executive
committee; a
member of the Society of Actuaries in
Ireland and a trustee of the Worshipful
Company of Actuaries’ charitable trust fund.
Fiona’s primary goal for the next 12 months
is for the relationship between the
Profession and Professional Oversight Board
to be one of equals.

Paul Sweeting
Paul is Professor of
Actuarial Science at
the University of
Kent, before which
he held a number of
roles with varying
degrees of actuarial
content. From
1 August Paul will sit
on the management
board of the Institute
and Faculty of Actuaries. Paul’s aim is for the
profession to do more for actuaries working in
wider fields who no longer have a strong
affiliation to the Profession to find ways to
help more actuaries move into these nontraditional roles.

Katie Low
Martin Lowes
David Martin
Nigel Masters
Keith Miller
Fiona Morrison
Stuart Shepley
Elaine Stevenson
Mark Stocker
Paul Sweeting
Peter Tompkins
Alan Watson
Gordon Wood

Management board
Ronnie Bowie
Sally Bridgeland

Robert Hails
Caroline Instance
Katie Low
Nigel Masters
Paul Sweeting

Scottish board
Gordon Bagot
Ronnie Bowie
Mike Codron
Mike Dick
Katie Low
David Martin
Keith Miller
Elaine Stevenson
Alan Watson
Gordon Wood
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Boosting member-led research
Do you have a great idea for a research
project but feel daunted by the thought of
carrying out a literature search, researching
information sources, collecting data and
presenting it in a consistent format? You may
be interested to know that the Management
Board has allocated £50,000 to boost
member-led research, which you can apply
for through your practice area or member
interest group. One of the criteria is that the
additional funding should have a material
impact on the success of the research, as
illustrated by a project the Profession has
supported over the last twelve months.
Earlier this year Brian Ridsdale and Adrian
Gallop authored a paper Mortality by cause of
death and by socio-economic and demographic
stratification, which was presented to the
International Congress of Actuaries in
Cape Town. This paper would never have
come to fruition without the help of their
research assistant, Timothy Lee, who was
funded by an Actuarial Profession research
grant. A recent MSc graduate from HeriotWatt University, Timothy was recruited
via an advert circulated last summer to
university departments of actuarial science
in a process managed by the Profession. As
a graduate actively looking for a job related
to mortality investigation, Timothy saw this
as a great opportunity to gain experience
while applying for a job. Timothy’s input
included compiling the bibliography
using EndNote software, researching data

sources and presenting data graphically in a
consistent format. Shortly after the end of his
contract with the Profession, Timothy started
work as a student actuary but continued
to be involved with the project through to
completion and gave a presentation on it at
his place of work.
Brian Ridsdale said: “Adrian and I were
keen to develop our paper but it required
a great deal of work following up on
demographic, medical and actuarial papers,
both nationally and internationally, within
a short time-scale. We had to synthesise and
re-present findings from a variety of authors
in a consistent format, which often required
going back to the original source of data.
Tim put his university training to very good
use and contributed to the whole project,
including the structure and content of the
paper, by helping to review the literature,
obtaining data and commenting on the
text. We were delighted that he stayed with
us after completing his contract to see the
paper finalised.”
Timothy enjoyed his involvement
with the project. He commented: “I am
very thankful for the grant. It allowed me
the opportunity to work with some of
the friendliest and most knowledgeable
professionals in the field of mortality
research. While assisting Brian and Adrian,
I attended the conference ‘joining forces
on mortality and longevity’, which
furthered my knowledge of current issues

CERA application approved
The UK Actuarial Profession won formal
approval last month to award the new
Chartered Enterprise Risk Actuary (CERA)
qualification for actuaries, with unanimous
support from the CERA Treaty Board.
The Profession’s ST9 exam will be the
basis for CERA status awarded by the
UK Profession, and could also be used
in the future by other national actuarial
associations.
Ronnie Bowie, incoming president of
the Institute and Faculty of Actuaries,
said: “The events of the last two years
have shown the pressing need for a true
understanding of complex financial
risks. Actuaries, with their understanding
of financial risk and their professional
commitment to the public interest, are well
placed to help make the financial world a
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safer place. This qualification demonstrates
our commitment to creating the gold
standard for risk management.”
Malcolm Kemp, chairman of the
Profession’s Enterprise Risk Management
group, said: “We are delighted to have
received approval to award the CERA
qualification. It will cement the reputation
of appropriately qualified members of the
UK Actuarial Profession in the field of risk
management. We hope that CERA/ST9
will become the benchmark qualification
for individuals wishing to excel in this
area. Through this initiative we can help
to promote best practice risk management
approaches across the financial services
sector.”
The qualification is designed to equip
actuaries to fulfil roles such as chief risk

Timothy Lee benefited from the research grant
on mortality research. The experience
opened doors to my personal career
development and strengthened my interest
in mortality research.”
Employing a research assistant is not
the only way that a research grant might
help. You can find more ideas and further
information at www.actuaries.org.uk/
knowledge/research/applying_for_funding.
Any bids for funding should be made via
your practice area or member interest
group (MIG) managers, and should have
the support of the relevant practice area
executive committee or MIG committee.
These will then be submitted to the
member support executive committee for
consideration — the first time will be in
September this year.
If you feel that a research grant might help
bring your research to fruition, please contact
Ruth Loseby, ruth.loseby@actuaries.org.uk, or
your practice area or MIG manager for an
initial chat.

officer. Importantly for complex financial
institutions, it covers individual risk
categories and how they interact. In
preparation for Solvency II and Basel III, the
qualification requires understanding of how
to measure, model and manage risks and
how economic capital can be best applied.
CERA was first developed in the US,
with the national associations of other
countries later joining to create the CERA
Treaty Board in November 2009. The 14
associations currently involved are: Institute
of Actuaries of Australia; Canadian Institute
of Actuaries; Institute of Actuaries of France;
German Actuarial Society; Israel Association
of Actuaries; Institute of Actuaries of Japan;
Mexican Association of Actuaries; Actuarial
Society of the Netherlands; Actuarial
Society of South Africa; Swedish Society of
Actuaries; Faculty of Actuaries, UK; Institute
of Actuaries, UK; Casualty Actuary Society,
US; and the Society of Actuaries, US.
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Actuaries and discount rates report published
The report ‘Actuaries and discount rates’
by Chinu Patel and Chris Daykin has now
been published. It covers initial research
into past and current practice in the setting
of discount rates in the UK, and a survey
of existing research and debate as part of
the Profession’s discount rates project. The
paper is available for downloading at
www.actuaries.org.uk/patel_Discount_Rates
The steering committee is now seeking
views on the report, including ideas for
possible further development, from the
Profession’s practice executive committees
and from relevant external sources.
The discount rates project was set up in
2009 to address the need for the Profession
to have a clear and common understanding
of the issues surrounding the different
discount rates used today across practice
areas. It aims to enable the Profession
to speak clearly and with authority in
future debates about discount rates, to
develop frameworks for the future, and to
support actuaries in communicating both
impartially and effectively.

Department of Mathematics

Initial findings were presented by Chinu
and Chris at a forum of thought leaders
from inside and outside of the Profession
in March this year, and many of the points
raised during the lively debate have been
incorporated into the final publication.
The report covers initial steps towards
developing a common language while
acknowledging that further work is needed
on the most appropriate classification and
ways of describing the concepts involved.
The discount rates project will now
move on to address the development of
a common language for communicating
discount rates and risk; developing
a common framework for the future
where appropriate, including ensuring
that the rationale for differences in
discount rates is more fully understood
and communicated; and considering
the impact of any changes. Open and
effective communication will be key to the
success of the project, and the committee
believes that Chinu and Chris have given
the Profession a most useful platform

from which to launch its efforts to both
explain and enhance the contribution that
actuaries can make to this important topic.
The work is expected to be completed by
early 2011. For further information please
contact ruth.loseby@actuaries.org.uk

You’ve analysed the options.
You’ve assessed the risk.
Now go the distance.
A University with a reputation for inspirational teaching and innovative course
delivery through quality distance learning. A Department that’s ranked in
the UK’s top ten. A course accredited by the Faculty and the Institute of
Actuaries, that offers close links with industry. This is one route to professional
qualification that will stand close and detailed analysis.

PGDip Actuarial Science by distance learning
This Postgraduate Diploma provides a first step towards becoming a full
Fellow of the Faculty and Institute of Actuaries. Covering the full CT1-8
syllabus, successful completion of the course offers exemption from the CT1-8
examinations and will allow you to continue study for a Master’s Degree.
The programme is delivered through supported distance learning,
cutting-edge virtual classroom technology and face-to-face tuition through
a series of summer schools.
You will need a 2:1 degree in a maths related subject and strong ambitions to
develop a career as an Actuary.

www.le.ac.uk/goto/actuary
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Industry

Will CPI move favour private sector pensions?
Opinions divided on effect of change in required pension increases on private sector schemes
Various commentators are suggesting that
the change in basis for required pension
increases from Retail Prices Index (RPI)
to Consumer Prices Index (CPI) — which
is generally lower — will save private
sector pension schemes a fortune. KPMG
produced a figure reported as £100bn.
On the other hand, Aon suggests that the
effect of changing the minimum pension
increase will actually worsen the position of
as many as 60% of private sector schemes.
A survey of 80 pension schemes by Aon
showed that 58% of schemes are required
by their rules to increase pensions in
payment by reference specifically to the
RPI, and 15% have the same restriction
for deferred pensions. Those schemes
are prohibited from simply switching
to CPI by existing pensions legislation
(the Pensions Act 1995 introduced a
prohibition on making detrimental
changes to accrued benefits). Therefore,
they are unlikely to be able to take
advantage of the new legal minimum
unless legislation is amended alongside

the change to the legal minimum increase.
If such legislation isn’t changed then CPI
will become the new legal minimum,
and pension schemes will effectively find
themselves required to award the higher
of the two measures — RPI by the scheme
rules and CPI by the legislation.
Aon found that 79% of schemes define
deferred increase by reference to the legal
minimum, while 20% of schemes define
pension increases in payment by reference
to the legal minimum. These schemes will
likely change to CPI indexation by default.
A further 22% of schemes link pensions
in payment to RPI but have the flexibility
to select an alternate measure if the trustees
and/or company so determine. These
schemes will therefore need to consider
how to react to any change.
Paul McGlone, principal and actuary at
Aon Consulting, said: “Overall, we believe
that CPI is a more appropriate measure
of inflation than RPI when considering
pension increases and, combined with
the fact that many schemes remain under

Global warming stresses insurers
We are already seeing the impact of climate
change on the frequency of extreme weather
disasters. That, in turn, is likely to mean
continued pressure on the insurers covering
property and casualty risks in areas which
experience the extremes.
A new report from the Centre for Climate
Change Economics and Policy at the London
School of Economics and the University of
Leeds warns that international efforts aimed
at limiting global warming to no more than
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2˚C above pre-industrial levels will not
be enough to prevent changes in extreme
weather events that could threaten the
insurability of people and their property in
some areas.
It states: “In a world that is 2˚C warmer,
we are very likely to experience changes
to the types and characteristics of extreme
weather in many regions, as well as a global
trend towards more intense weather-related
events, including droughts, floods, storms
and heat waves.
“From an industry perspective, longterm solvency could depend on the ability
of insurers and reinsurers to anticipate and
respond rapidly to changing levels of hazard
and risk in relation to hurricanes and other
extreme weather events.”
The Munich Re Programme of the Centre
for Climate Change Economics and Policy
is evaluating the economics of climate risks
and opportunities in the insurance sector.
It is a comprehensive research programme
that focuses on the assessment of the risks
from climate change and on the appropriate
responses, to inform decision-making in the
private and public sectors.

substantial financial pressure, this has to
be a welcome move. However, the success
of such reform will hinge on the legislators
understanding the implications for every
kind of scheme, and ensuring that schemes
are not left out simply because they have a
particular type of wording in their rules.
“Even if the legislation is enacted
thoughtfully, there will remain challenges.
As far as we are aware, this is the only
example of pensions legislation which
has deliberately acted to reduce (or permit
reductions in) private sector pension
benefits retrospectively. Schemes may
therefore be cautious in making these
changes and will want to ensure that they
avoid legal action being taken by their
members.”
The same change is being made for state
pensions and for public sector occupational
pensions, which are defined by legislation.
In these cases, as unions have pointed out,
there is likely to be a fairly large diminution
in value when long-term CPI is compared
with long-term RPI.

How much do
public sector
pensions cost?
A think tank report from the Public Sector
Pensions Commission, supported by the
Institute of Economic Affairs and Institute
of Directors, suggests public sector pensions
cost the government around 40% of the
salaries of their members on average. This
compares with around 20% which is paid
in to the schemes.
Peter Tompkins, chairing the
commission, said that it was a “matter
of good economics that public sector
employers and employees should bear the
full cost of their pension provision as it
accrues”.
The difference in assessment comes
down to the level of discount rate used
in deriving contributions or value. The
government has used a return of 3.5% per
annum above inflation whereas the think
tank has chosen to use today’s rate of
return on index-linked gilts of 0.8%. After
the headlines have gone away, there may
be more focus on what is actually the most
appropriate rate to be using.
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Emergency Budget
— they’re listening!

Travel claims rising
The Association of British Insurers has
reported figures showing record numbers
of claimants needing emergency medical
treatment while overseas. The cost of
medical expenses has risen by 270% in the
last five years and now represents 60% of
the total cost of travel insurance claims,
compared with only a third five years ago.

Income drawdown — end of age 75 rule
A pledge of both parties in the coalition, it is
no surprise that the government is changing
the rules about income drawdown to stop
people having to buy an annuity when they
hit 75. Initially, the age goes up to 77, but
that is to give a two-year window so that a
proper consultation can get under way as to
how a new system would work. Responses to
consultation are needed by 10 September.
The consultation asks for views on:
n The annuity limit of 120% of the value of

an equivalent annuity — should this change
more generally?
n A new proposal that if someone can
demonstrate a minimum level of income to
keep them off welfare, then there should be
no limit on how much is drawn (and taxed)
out of the pension pot.
n The tax on death, which is suggested at
around 55% for those who have funds left
that are not allocated for a dependant’s
pension.

Change again at ABI

Another big insurance
brokerage merger

In June the new Chancellor, George
Osborne, issued his first Budget. Changes
affect us all in the UK, from the prospect of
significant falls in corporation tax over the
coming years to the modest rise in insurance
premium tax from 5% to 6% next January.
On pensions, indexation of State and
public sector pensions moves from using
the Retail Prices Index (RPI) to using the
Consumer Prices Index (CPI) (see page 18).
Interestingly, heavy lobbying means the
previous government’s tortuous attempt
to create a complicated tax charge on high
earners’ pension contributions or benefit
accrual has been dropped — so long as the
industry can help the government raise
sufficient revenue by other measures, in
particular by cutting the annual limit on
contributions or benefit accrual from its
current level of £255,000 to something more
like £30,000. Bad luck if you make a living
out of advising on fiendishly complicated
rules, but there will still be some consulting
to be had for those who are hit by this
severe slicing of the limit.

The Association of British Insurers (ABI)
has announced that its relatively recently
Last year it was Watson Wyatt and Towers
appointed director general, Kerrie Kelly, is
Perrin merging to form Towers Watson. This
stepping down and returning to Australia
month’s new tongue twister is Aon Hewitt,
for personal reasons.
though this time there are no Wyatt or
Her replacement for the time being will
Perrin-like family members left lamenting
be Maggie Craig, the director of life and
the passing of their name. Aon Consulting is
savings at the ABI. This is Craig’s second
merging with Hewitt Associates to form Aon
time standing in after covering the gap
a subsidiary
AonPage
Corporation.
following
Stephen
Hadrill’s
departure.
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New graduates need training
Backlog of valuation work
Contractors are too expensive
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Outsource valuation work and training to ExactVAL
• Valuation work for all shapes & sizes of schemes
• Training for staff at varying levels
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From the world of general insurance
Fall-out from the global financial crisis

Regulatory and legal developments

After the failure of the US$35.5bn takeover
of AIA group by UK’s Prudential, as reported
last month, AIG reverted to its earlier plan
of an initial public offering to float the Asian
operations; this is provisionally planned for
October. In view of its withdrawal, Prudential
paid AIG the agreed break fee of US$152.6m,
which was included in the US$450m total
referred to last month.

Solvency II
In the second week of June, Karel van Hulle,
head of European Commission’s Insurance
and Pensions unit, hinted that it may be
necessary to carry out a sixth quantitative
impact study, QIS6, before Solvency II goes
live. In particular, if QIS5 came up with a
suggestion that the proposed calibrations are
unworkable, it would be appropriate to carry
out a further test and have further dialogue
before introducing the new regime. He did
not expect this to delay the start beyond 1
January 2013. Various industry figures have
expressed doubt as to whether a QIS6 could
be squeezed into the current schedule.
Colm Homan, partner at
PricewaterhouseCoopers, suggested in
mid-June that there is a real risk that the
Committee of European Insurance and
Occupational Pensions Supervisors and its
successor body, the European Insurance
and Occupational Pensions Authority, will
be unable to complete the assessments of
equivalence for jurisdictions outside the
European Union in time for the introduction
of Solvency II at the beginning of 2013.
In particular, this could affect Bermuda,
Switzerland and Guernsey. Homan questioned

Large losses
Explosion on oil rig in Gulf of Mexico, US
— 20 April
By the middle of May, BP claimed to
be collecting about 2,000 barrels of the
escaping oil per day and had received
16,000 claims arising from the incident.
Standard & Poors downgraded the financial
strength ratings on BP and its Guernseybased captive Jupiter to negative, and
subsequently from AA to AA- and then to A.
It is understood that Jupiter has a US$700m
per occurrence limit, and this was probably
already exhausted by mid-May — by the
end of the month, BP payments were said
to have reached US$1bn. At the end of
May, various insurers of Transocean, the
rig’s owners, applied to a federal court in
Texas for a determination that Transocean’s
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University estimates were similar to those of
CSU, but with one less named storm.

whether this could lead to some transition
arrangements for affected companies, which
could result in non-European companies
being treated more favourably than their
European competitors.

Hurricane forecasts
At the beginning of the North Atlantic
hurricane season, forecasters were agreed
that there was likely to be an above-average
frequency of major storms resulting from very
high sea-surface temperatures and transition
towards La Niña conditions. Tropical Storm
Risk projected 16 named tropical storms,
eight of them hurricanes, of which four
would be intense hurricanes, compared with
a long-term average of 10, six and three
respectively. Colorado State University (CSU)
forecasters came in with an even higher
estimate, with 18, 10 and five, an increase on
their earlier (April) projection. Florida State

policies do not provide coverage for the
clean-up operation. In Early June, BP
installed a cap which alleviated, but did
not fully resolve the problem of the leaking
oil, but did enable it to collect over 16,000
barrels in three days. In the middle of June,
BP established a US$20bn claims fund for
the oil spill — this is to be paid in quarterly
instalments starting in the third quarter
of 2010. At about this time, it was also
revealed that BP, Anadarko and Mitsui, the
three partners in the oil exploration project,
had a signed agreement that they would
share the costs of any oil spill and the
resulting clean-up. The problems also led to
an expectation in the market that energy
operators in the Gulf of Mexico will, in
future, be required to have at least US$1bn
of liability insurance.

n Dave Matcham, chief executive of the
International Underwriting Association,
has predicted an end to 100% collateral
requirements for European reinsurers
writing business in the US, and suggested
there is a good chance that they will be
abolished entirely. With the proposals being
considered by the Senate and the House
of Representatives coming closer together,
there were hopes that an agreed Bill might
be signed by President Obama before the 4
July holiday — however, although a Bill was
passed in the House at the end of June, it was
not possible for the Senate to follow likewise
due to the death of a senator. Even if this had
been possible, Matcham predicted that the
benefits would not accrue before 2011.
n The UK government has decided to dissolve
the Financial Services Authority and pass
financial regulation of insurers to a new
Prudential Regulatory Authority, a subsidiary
of the Bank of England. This was announced
by the Chancellor of the Exchequer George
Osborne in his speech at the Mansion House
in the City of London on 16 June, and is
in line with the commitment made in the
Conservative party manifesto at the recent
general election. Insurance brokers would be
regulated by a separate body, the Consumer
and Markets Authority, and it appears likely
that most insurers and brokers will actually
have to have some dealings with both these
bodies, adding some burden of regulatory
cost. The changes are due to take effect
from 2012, but many industry bodies have
expressed doubts about both the principle of
the change and the timescale.

For more general
insurance news
More news on the following items can be
found on the website:
n Fall-out from the global financial crisis
n Terrorism
n Solvency II
n Regulatory and legal developments
n Lloyd’s
n Marine developments
n Aviation and space developments
n Ash from the Eyjafjallajökull volcano
n Catastrophe bonds
n Job cuts at Ergo
n Large losses

Visit www.the-actuary.org.uk/874845
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Tuesday 2 November 2010
AGM and Jubilee lecture
Staple Inn
High Holborn,
London
6pm

Friday 26 November
SIAS ball
Old Billingsgate Market
London

AGM followed by the Jubilee lecture
The Annual General Meeting of the Society will be
held in Staple Inn Hall on Tuesday 2 November 2010
and will be followed by the Jubilee lecture.
The members of the current committee are:
n Fiona Morrison, chairman, fellow, Lane Clark &
Peacock LLP
n Will Bennett, honorary secretary, fellow, Barnett
Waddingham LLP
n Gerard Francis, honorary treasurer, fellow, Towers
Watson
n James Williamson, student, Barnett Waddingham
LLP
n Mark Dainty, student, High Finance Actuarial Ltd
n Richard Purcell, fellow, Pension Corporation
n Joanne Meusz, fellow, Government Actuary’s
Department
n Alvin Kissoon, fellow, PricewaterhouseCoopers
n Taha Ahmad, student, Navigators Management
UK Ltd
n Georgios Bakoloukas, student, Swiss Re
n Iain Ritchie, fellow, Hewitt Associates
n Divyaa Mohan, student, Hewitt Associates
n Rishwinder Grewal, student, Mercer
n Sarah Darwin, fellow, Swiss Re
n Chintan Gandhi, student, Hewitt Associates.
Fiona Morrison, Gerard Francis, Alvin Kissoon, Mark
Dainty, Richard Purcell, Joanne Meusz and Chintan
Ghandi are retiring at the annual general meeting.
Alvin Kissoon, Mark Dainty, Richard Purcell and Joanne
Meusz are standing for immediate re-election.
Will Bennett will continue to serve as honorary
secretary for the 2010/11 session. James Williamson
has been nominated to take over the position of
honorary treasurer on Gerard Francis’ retirement. The
committee’s nominated chairman is to be confirmed.
The main business of the meeting will be to
accept the reports and accounts, to confirm the
nominations for chairman and honorary treasurer
and to confirm the appointment of the successful
candidates in the election to fill the vacancies for
ordinary members of the committee.

The rules of the Society state that there can be
between eight and twelve ordinary committee
members, so there is a maximum of six vacancies
to be filled, with four nominations already received
from the current members who are standing for
re-election. The vacancies for ordinary members
are open to any member of the Society, other than
one who has already served six years as an ordinary
member of the committee or who will be older than
35 on 1 October 2010 and has not already served
on the committee. One vacancy will be reserved for
a ‘younger member’, being a member who has not
yet completed the examinations of the Institute of
Actuaries, Faculty of Actuaries or any other body of
actuaries, or who has not done so since 1 April 2009
and who has not already served on the committee
for at least three years.
Nominations should be sent in writing to the
honorary secretary, giving the name, status and
employer of the candidate, together with the
names of proposer and seconder, who must be
SIAS members. Each candidate should supply a
personal profile no longer than 50 words, including
a brief biographical history, which will be included
in the ballot paper should an election be required.
Nominations should be received no later than
Tuesday 31 August 2010. Notice is also needed in
writing before 31 August 2010 of any resolutions
that members may wish to move at the meeting.
If anyone has any questions about the role and
responsibilities of committee members, please
contact Will Bennett at secretary@sias.org.uk. We
expect all committee members to attend committee
meetings (up to eight per year at Staple Inn on a
Tuesday evening), attend subcommittee meetings
(about four per year, venue decided by convenor),
attend most SIAS sessional meetings (ten per year,
Tuesday evenings), attend the Jubilee lecture, attend
the annual supper and attend some of the social
events (approximately one per month, usually
Thursday evenings).

Save the date
SIAS celebrates its centenary this year, and what
better way to mark the occasion than by attending
this extra special ball in the splendour of Old

Billingsgate Market.
Be sure to save the date, and look out for more
details to follow!

For details of events, visit www.sias.org.uk
www.the-actuary.org.uk
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News

People/Society

Following in Wainwright’s footsteps
Actuaries make the trek across the country for charity
Hugh Sellars, Stuart Anderson, Richard Yoxall
and Ianthe Edgeley recently completed
Wainwright’s famous 190-mile, coast-tocoast walk connecting three National Parks
— the Lake District, the Yorkshire Dales and
the North York Moors. Experts voted it the
second best long-distance walk in the world
(after one in New Zealand).
They commented: “Over a period of
12 days’ walking, we were able to enjoy
a good variety of picturesque scenery
and amazing views — except when our

outlook was obscured by mist or heavy hail.
Furthermore, we were very grateful to those
who sponsored us, helping us to raise over
£1,500 for Cancer Research UK.
“It was physically demanding at times,
particularly in the mountainous Lakes. The
walk planner among us got an earful for
scheduling too much too quickly over this
section! Nevertheless, we made it to the end
at Robin Hood’s Bay as planned and were
able to soak our tired feet and muscles in
the North Sea.”

People news
If you have any newsworthy items
for these pages, please e-mail
Kelvin Chamunorwa at
social@the-actuary.org.uk

One step beyond
In June, Keith Miller of RBS and his team
‘1 Step Beyond’ attempted the Caledonian
challenge – a 54-mile, 24-hour walk. The
challenge involved teamwork, a lot of
exercise in preparation and the mental
strength to deal with immense amounts of
pain.
To support the team, please visit
www.caledonianchallenge.com/
sponsor-your-team, quoting the team name
‘1 Step Beyond’.

Poker-faced Taylor

Actuary on the Fringe
Every August, the Fringe festival descends
on Edinburgh. It is the largest arts festival
in the world, celebrating all forms of
culture, from comedy to opera, established
stars to first-time performers. Two years
ago, actuarial student George Lewkowicz
performed a sketch show at the festival and
he will do so again this year.
George will be performing under
his pseudonym, Superbard, strapping
a keyboard across his chest to tell epic

Turn of the century
On 28 May 2010, the 100th birthday
of Paul Johansen, the Danish Society of
Actuaries organised a lecture at University
of Copenhagen in his honour. Paul is an
Honorary Fellow of the Institute.
The session started with a welcome by
the Chairman of the Society, Kristoffer Bork
and then Paul’s son Søren presented a brief
overview of Paul’s professional life.
Professor Hans Buhlmann from ETH in
Zurich, a long time friend and colleague of

22

August 2010

022-023_Actuary_0810 People Soci22 22

musical literature. Like a live musical
audiobook, Superbard tells his fun, strange
short stories to a post-rock accompaniment.
Stories include a failed comic as he chooses
between stand-up and his pregnant wife,
a zombie mathematician struggling with
his immortality, and a student who, while
watching Dr Who, panics as his lounge
starts to flood.
If you can’t make it but want to find
out about more of George’s performances
around the UK, or for more details, go to
www.myspace.com/superbard

KPMG’s Steven Taylor
recently made the
final table of the
Russian Poker Series in
Kiev, Ukraine, “a good
use of my actuarial
skills!” he remarked.
The final, played
under the lights
of a TV studio set,
produced some great
poker and was largely
a local affair, with
Englishman Steven being the exception. He
busted in seventh place when his A-J failed
to overtake his opponent’s pocket queens.
When asked if he found it difficult being the
only non-Russian speaker at the table, he
joked: “No, it doesn’t bother me too much.
Anyway, they understand me perfectly when
I say ‘all in’.”

Paul was invited. He gave an overview of
collective risk theory and contrasted the
usual ruin probability approach with the
maximizing utility approach of Borch.
A representative from the Institute of
Actuaries, Annette Olesen of Deloitte
Copenhagen, was also present.
Paul was present throughout the
event and participated in the reception
afterwards, joined by around 80 people.
Although Paul is now weak and tires
quickly, he thinks clearly and thoroughly
enjoyed the festivities.
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Every World Cup
has its star
In June, The Actuary launched a World Cup
online predictions game sponsored by Star
Actuarial Futures, and nearly 300 valiant
readers took up the challenge, buoyed
perhaps by the same misplaced confidence
that accompanied Messrs Rooney, Ronaldo
and Messi on their respective journeys to
South Africa.
They checked the form book, studied the
helpful ‘World Cup fever’ article in the June
issue and used all their actuarial powers
to forecast the scores at each stage, only
for most to fall foul of dodgy linesmen,
punishing penalties and the brain-numbing
blasts of the vuvuzelas.
Nevertheless, a few brave souls kept

Haven in Haiti
Majella McDonnell reports on her work with an
Irish charity in Haiti
I will be participating in Build it Week in
Haiti in October with the Irish charity
Haven, and am currently fundraising for
this project. Haven has been building
homes and community facilities in Haiti
since its establishment in early 2009. The
infrastructure is particularly badly needed
since the devastating earthquake earlier
this year. Haven places a large emphasis
on training the Haitian people so that they
can participate in the building projects and
obtain paid employment at the same time.
Twice a year, Haven sends a team of Irish

their nerve to scoop the main prizes, and
prove that actuarial powers of prediction
are alive and well. Team shirts were also on
offer along the way for naming England
goalscorers, but obviously these were few
and far between. Congratulations to the
winners below — and thank you to Star
Actuarial for supplying the prizes.
1st prize: iPad 64GB Wi-Fi + 3G:
Shaun Cooper
2nd prize: £300 Selfridges voucher:
Jesper Mathiasen
3rd prize: £100 Selfridges voucher:
Russell Oades
The Actuary hopes to announce more
prize games soon. To join The Actuary’s
PredictorPro channel, where you can enter
predictions for the 2010/11 Premiership
season and for other sports, visit
http://theactuary.predictorpro.com/

volunteers to carry out a building ‘blitz’ in a
particular region of Haiti. I will be living and
working on the building site, doing activities
such as painting, organisation, distribution
and catering, and helping in whatever way I
can to get the new homes off the ground.
I decided to get involved in the Build it
Week when a representative from Haven
spoke about it at my church one evening. I
was keen to do something with tangible and
meaningful results for some of the world’s
poorest people, and when I heard about
Haven’s work in Haiti, it seemed to fit the
bill perfectly.
If you wish to support this cause,
please do so at www.mycharity.ie/events/
majellamcdonnell

Obituary — Charles Michael O’Brien
Born on 17 January
1919, Mike O’Brien
died aged 91 on
26 April 2010. He
will be remembered
by a generation
of actuaries as a
perceptive and
popular president
during the late
1970s, when life insurance and pension
provision was confronted by double-digit
inflation and the profession was grappling
with the long-term consequences.
Five years of war service intervened
between his school days at Westminster
and his degree course at Christ Church
Oxford. He was commissioned in the Royal
Artillery, and held the rank of major on
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demobilisation in 1945, after service in
Europe, Madagascar, India and Burma. At
school and university he was a notable
sportsman, representing Oxford at Eton
Fives, and reserve teams at football and
tennis.
Shortly after demobilisation from
the Army, he joined Equitable Life as an
actuarial clerk and qualified as a fellow in
1949. Four years later, he joined The Royal
National Pension Fund for Nurses, effectively
a mutual company providing life insurance
and pension products for members of the
healthcare professions. He became chief
executive in 1955 and retired in 1984, taking
on the role of a non-executive director until
1999. He was also a member of the Board
of the M&G Unit Trust Group’s assurance
subsidiaries from 1984 to 1994.

Births
■ Ephraim Matamisa (Hackney Credit
Union) and Kathy recently welcomed
their second son Marlon Jacob Masimba,
brother to Kyan.
■ Paul Grimsey (R&Q Investment
Holdings) and Jennifer Illingworth are
pleased to announce the birth of their
daughter, Isabel Jane Grimsey, born on
16 June.
■ Michelle Rich (Aviva Europe) and her
husband Adrian Green are delighted to
welcome Alexander Green to their family.
Alexander was born on 2 June.
■ Elana Schroeder (Towers Watson) and
husband Lloyd are proud to announce
the birth of their son, Ari Chai, born on 3
April.
■ Owen Hewlett (Mercer) and wife
Samantha would like to announce the
birth of their second daughter. Georgina
Elizabeth Rushton was born on 1 June
2010 and is a sister to Sidney.

Marriages/engagements
■ Roy Adams (Pension Protection Fund)
married Sim Yee Goh (Government
Actuary’s Department) on Saturday 26 June.
■ The Actuary’s Student page editor,
Stephen Paines, is pleased to announce his
recent engagement to Caroline Brown.

Deaths
■ James Charles Mitchell died on 14 May
2010, aged 69. He became a fellow of the
Faculty in 1968.
■ Paul Adrian Stanway died on 6 June
2010, aged 60. He became a fellow of the
Institute in 1987.

Mike was president of the Institute from
1976 to 1978, when the profession was
sharpening its standards of advice and
supervision to cope with the developing
problems of long-term saving in conditions
of high inflation and low, sometimes
negative, real rates of investment return.
Mike’s genial character was manifest at all
times. He possessed a remarkable ability to
master complicated problems and identify
the significant issues. His other interests
ranged widely beyond his career and
sporting accomplishments, from governor
at Westminster School to trainer of gundogs,
from active involvement with the National
Trust to a love of music and opera.
He is survived by his wife, Joy, and their
two sons, Philip and Christopher, four
grandchildren and one great grandson.
By Victor West
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General insurance

Stochastic loss

Micro-level stochastic loss
Katrien Antonio and Richard Plat introduce a stochastic reserving methodology for general
insurance based on the projection of individual claims processes

Katrien Antonio and Richard Plat are members
of the actuarial science research programme at
the University of Amsterdam

W

ith the introduction of
Solvency II (in 2012) and IFRS
4 Phase II (in 2013), insurers
face major challenges. The
measurement of future cash flows and their
uncertainty becomes more important and
also gives rise to the question of whether
current techniques can be improved. In this
article, we introduce a new methodology
for stochastic loss reserving for general
insurance and apply it to an existing
insurance portfolio.

Current techniques
For an overview of current techniques,
see England and Verrall (2002). These
techniques can be applied to so-called
run-off triangles containing either paid
losses or incurred losses (for example, the
sum of paid losses and case reserves). In a
run-off triangle, observable variables are
summarised by arrival (or origin) year and
development year combination. An arrival
year is the year in which the claim occurred,
while the development year refers to the
delay in payment relative to the arrival year.
The most popular approach is the ‘chain
ladder’ approach, largely because of its
practicality. However, the use of aggregate
data in combination with (stochastic
variants of) the chain ladder approach (or
similar techniques) gives rise to several
issues. A whole canon of literature has
evolved to solve these issues, which are (in
random order):
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1) Different results between projections
based on paid losses or incurred losses,
addressed by Quarg and Mack (2008)
2) Lack of robustness and the treatment of
outliers, see Verdonck et al (2009)
3) The existence of the chain ladder bias, see
Halliwell (2007) and Taylor (2003)
4) Instability in ultimate claims for recent
arrival years, see Bornhuetter and Ferguson
(1972)
5) Modelling negative or zero cells in a
stochastic setting, see Kunkler (2004)
6) The inclusion of calendar year effects, see
Verbeek (1972) and Zehnwirth (1994)
7) The different treatment of small and large
claims, see Alai and Wüthrich (2009)
8) The need for a tail factor, see, for
example, Mack (1999)
9) Over parameterisation of the chain ladder
method, see Wright (1990) and Renshaw
(1994)
10) Separate assessment of ‘incurred but
not reported’ (IBNR)
and ‘reported but
not settled‘ (RBNS)
claims, see Schieper
(1991) and Liu and
Verrall (2009)
11) The realism of the
Poisson distribution
underlying the chain ladder method
12) Not using lots of useful information
about the individual claims data, as noted
by England and Verrall (2002) and Taylor
and Campbell (2002).
Most references above represent useful
additions to the chain ladder method, but
these cannot all be applied simultaneously.
More importantly, the existence of these
issues and the substantial literature about
it indicates that the use of aggregate data
in combination with (stochastic variants
of) the chain ladder approach (or similar
techniques) is not fully adequate for
capturing the complexities of stochastic
reserving for general insurance.

The interval [t2, t6] is often referred to as
the settlement delay. Within this interval
the claim is RBNS. Typically, databases
within general insurers contain detailed
information about the run-off process of
historical and current claims. The question
arises why this large collection of data
is not used in the reserving process, by
modelling on the level of individual claims
(micro-level). Therefore, we have developed
a stochastic model on micro-level for
stochastic reserving, in the spirit of Norberg
(1993, 1999) and Haastrup and Arjas (1996).
The quality of reserves and their
uncertainty can be improved by using more
detailed claims data. A micro-level approach
allows much closer modelling of the claims
process. Many mentioned above will not
exist when using a micro-level approach,
because of the availability of lots of data
and the potential flexibility in modelling
the future claims process. For example,
specific information
(deductibles, policy
limits, calendar year)
can be included in
the projection of
the cash flows when
claims are modelling
at an individual
level. The use of lots of (individual) data
avoids robustness problems and overparameterisation. Also, the problems with
negative or zero cells and setting the tail
factor are circumvented, and small and
large claims can be handled simultaneously.
Furthermore, individual claim modelling
can provide a natural solution for the
dilemma within traditional literature as to
whether to use triangles with paid claims or
incurred claims. Also, the case reserve can be
used as a covariate in the projection process
of future cash flows.
In the remainder of this article, the
methodology is summarised and results are
shown for an example based on a general
liability portfolio.
The model consists of four building blocks:
n Reporting delay
n Number of IBNR claims
n Development process
n Payments.
The distributions of the building blocks

» The quality of reserves
and their uncertainty
can be improved by
using more detailed
claims data

«

Micro-level stochastic loss reserving
The run-off process of an individual general
insurance claim is shown in Figure 1.
The interval [t1, t2] represents the
reporting delay. In this interval the claim
is not yet known to the insurer, so IBNR.
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Number of IBNR claims
We have used a piecewise-constant
specification (on a monthly basis) for the
occurrence rate of a claim. Combining
the reporting delay distribution and this
occurrence process, one can distinguish
between IBNR and RBNS claims and
simulate the number of IBNR claims when
projecting future cash flows.

Development process

Example
We compare the results of the micro-level
stochastic loss reserving model with results
of traditional actuarial techniques applied
to run-off triangles. This is done with an
out-of-sample exercise, where the reserve
at 01/01/2005 is calculated based on data
from 1997-2004. Given that the results for
2005-2009 are known already, the results
of the models can be confronted with the
realisations.
Figure 2 shows the distributions at
01/01/2005 for bodily injury claims of
a general liability portfolio (for private
individuals), based on 10,000 simulations.
Furthermore, the actual realisation (the
dashed vertical black line) is given. The
results are compared with two standard
actuarial models developed for aggregate
data, being a stochastic version of
the chain ladder model (based on an
overdispersed Poisson distribution) and a

The development process is modelled using
the statistical framework of recurrent events.
The different events that are specified are:
n Type 1: settlement without payment
n Type 2: settlement with a payment (at the
same time)
n Type 3: payment without settlement.
This process is modelled through a
piecewise-constant specification for the
hazard rate of an event. A good alternative
could be to use Weibull hazard rates.

www.the-actuary.org.uk
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We have introduced a new model for
stochastic loss reserving for general
insurance, based on modelling at microlevel. This model makes better use of the
large collection of data and circumvents
the issues that exist with models based on
aggregate data. An out-of-sample exercise
shows that for our case study, the proposed
model is preferable compared to traditional
n
actuarial techniques.

Fig 1 — Run-off process of an individual general insurance claim
AdhheVnbZcih

DXXjgZcXZ

8adhjgZ

Cdi^[^XVi^dc

t1

t2

t3

t4

t5

t6

>7CG
G7CH

Payments

Fig 2 — Out-of-sample results (injury claims)
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Events of type 2 and type 3 come with a
payment. Several distributions have been
fitted to the data, such as the Lognormal,
Burr and Gamma distributions. The
Lognormal distribution fits the data of
the example portfolio best. This is further
refined by including the development
year and the initial reserve category as
explanatory variables. The case reserves are
categorised in a few classes. This reflects the
empirical finding that the probability on a
high (low) claim is higher for claims with
high (low) case reserves.

Conclusion

;gZfjZcXn

The reporting delay is a one-time single
type event that can be modelled using
standard distributions from survival
analysis, such as the Exponential,
Gompertz or Weibull distribution. For the
majority of claims, as the claim will be
reported in the first few days, we have used
a mixture of a Weibull distribution and
nine degenerate distributions. The latter are
meant to fit the reported claims in the first
few days more closely.

Lognormal model. Both of these models are
implemented in a Bayesian framework.
Figure 2 shows that both the overdispersed
Poisson model and the Lognormal model
overstate the reserve for this case study; the
actual observed amount is in the left tail of
the distribution. The resulting distribution of
the micro-level model seems closer to reality
(see full working paper at http://ssrn.com/
abstract=1620446 for tables with numerical
results). Similar conclusions were drawn
for separate calendar years and for another
case study using material claims of the same
general liability portfolio.
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Based on the above building blocks, the
future cash flows can be simulated. Results
of this exercise are as follows.
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above can be fitted based on the available
individual data.
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General insurance

Asbestos claims

A clearer view on claims
Brian Gravelsons presents the ﬁndings of the Asbestos Working Party’s recently published
claims projections

Brian Gravelsons is
the former chairman
of the UK Asbestos
Working Party and an
actuary at Zurich

T

he Asbestos Working Party (AWP)
estimates that the potential cost of
UK asbestos-related claims falling
to the UK insurance market for
the period 2009 to 2050 could be around
£11bn. Of this figure, over £8bn relates to
the period 2009 to 2040, which is almost
double the original 2004 estimate of £4.7bn.
Mesothelioma-related claims give rise to
the vast proportion (over 90%) of the total
estimate.
Table 1 sets out how the overall estimate
has changed between 2004 and 2009. This
article discusses the changes in more detail,
particularly in relation to mesothelioma
claims.

More mesothelioma sufferers claiming
The main reason the insurance market
estimate has increased is that the last few
years have seen more mesothelioma sufferers
claiming compensation. This can be seen
graphically in Figure 1. This shows the
number of male mesothelioma deaths in
Great Britain compared to the number of
insurance claims. The red line indicates the
insurance market data collected in 2004, and
the blue line shows data collected in 2009
(with some revision of the 2004 data). In
2004 it was estimated that around one-third
of mesothelioma suffers made a claim against
the insurance market. It was also estimated
that each claimant would typically make a
claim against 2.5 insurance companies due to
the claimant working for different employers,

28

August 2010

028-030_Actuary_0810 Gravelsons.28 28

or the same employer with different insurers.
This meant that overall the total number
of claims was broadly similar to the total
number of deaths.
Since 2004 this relationship has broken
down and the number of insurance market
mesothelioma claims has increased faster
than the number of deaths. This could be
explained by either an increase in the claims
per claimant and/or an increase in the
proportion of mesothelioma sufferers that
become claimants.
The AWP found that reliable insurance
market claimant data was available through
the Compensation Recovery Unit (CRU).
Therefore it was possible to cross-reference
the insurance market claims data, collected
using a market-survey
approach, to the
summary claimant
data available from
the CRU. This
showed that the
number of claims per
claimant actually fell
towards 2.1 during the period. The main
reason for the rapid increase in insurance
claims was due to more mesothelioma
sufferers claiming.
The proportion of mesothelioma
claimants compared to mesothelioma deaths
can be measured over time and broken
down by age band, as shown in Figure 2.
The overall ratio (including government)
has increased from 43% in 2003 to 63%

in 2007 and an estimated 69% in 2008.
Increases have been across all age bands, with
lower ratios observed at the higher age bands.
It is estimated that government claims
amount to about 20% of the total claimants;
adjustments also need to be made for female
and Northern Ireland claimants that will be
included in the insurance market claims. It
is estimated that the insurance market ratio
has risen from 36% in 2004 to 61% in 2008.
This has led to revised future assumptions
for the proportion of mesothelioma sufferers
that will make a claim for compensation,
and results in an increase of £3.7bn to the
insurance market claim estimate.
There is no single reason behind the
increase; all of the following have had an
influence:
n Publicity. With the
various legal cases
that have taken place
over the last few
years, compensation
for mesothelioma
has often been in the
news headlines, and public awareness of the
availability of compensation is likely to have
increased.
n The increased use of the internet over
the last few years means there is a wealth
of information available on the web to help
patients and their carers find out more about
asbestos-related conditions, treatment,
symptom management and support, both
personal and financial.

» The number of

insurance market
mesothelioma claims has
increased faster than the
number of deaths

«
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Table 1 — Summary of changes in UK insurance market estimate
Impact on UK insurance
market cost (£ billion)
2004 estimate (2009 to 2040)

4.7

Change due to projection of population mesothelioma
deaths

0.6

Change due to proportion of deaths that result in a
claim

3.7

Change due to average cost

0.7

Change due to inflation

(0.6)

Change due to extension of projection period to 2050

1.7

Change due to non-mesothelioma claim types

0.5

2009 estimate (2009 to 2050)

Figure 1 — Insurance market mesothelioma-related claims
compared to deaths
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n The NHS National Mesothelioma
Framework has improved support for
mesothelioma sufferers. There has been an
improvement in the pre-death diagnosis
rate in a number of specialist centres. It
is understood that the claim success rate
increases when the claim is made prior to
death, due to the ability to obtain a witness
statement from the sufferer. An increase
in pre-death diagnoses has increased the
likelihood of successful claims against
former employers and/or their insurers.
n Anecdotally, it was suggested that as
awareness has improved it is possible that
there has been an increase in the number of
claims made retrospectively (for example,
by relatives after the sufferer has died) even
where the death certificate did not state the
cause of death to be mesothelioma.
It is extremely difficult to estimate the
influence, if any, these factors will have in
the future. A large amount of judgment
is required when estimating the future
claimant ratio.

11.3

'*%%
'%%%
&*%%
&%%%
*%%

&.+-

&.,'

&.,+

&.-%

&.-)

&.--

&..'

&..+

'%%%

'%%)

'%%-

Cdi^[^XVi^dcnZVg

Figure 2 — Claimant ratio by age and year
NZVg
&)%

'%%(

&'%

'%%)

&%%

'%%*

-%

'%%+

Uncertainty in the population
mesothelioma deaths projections
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The level of population mesothelioma
deaths has not been too different to that
expected during the period 2004 to 2008;
however, there is still a large level of
uncertainty surrounding the future number
of people in the UK that will be diagnosed
with mesothelioma. The health and safety
executive (HSE), Professor Julian Peto and
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Note: The numerator is the number of male claimants who notified a claim to either the insurance
industry or a government body; the denominator is the total number of male mesothelioma deaths in
Great Britain recorded in the year; therefore the numerator and denominator will not correspond due
to timing, potentially giving rise to odd ratios, particularly in the younger age-bands.

August 2010

»
29

22/7/10 16:51:29

General insurance

Asbestos claims

The revised mesothelioma population
death projections have increased the
insurance market cost for the period
between 2009 and 2040 by around £0.6bn.

Mesothelioma average claim cost and
future inflation

30

the Health and Safety Laboratory (HSL)
have made projections of the number of
mesothelioma deaths expected in Great
Britain in the future. Both the HSE and Peto
agree that the models used are only reliable
in the short term, for instance, over the
next 10 years. Beyond this period there is
considerable uncertainty.
The AWP considered a number of different
model structures — a simple ‘latency’ model,
a birth cohort model and the HSE/HSL model
structure — to project the future level of
population mesothelioma deaths. Although
each of the models used fitted the past data
well, they produced materially different
future projections. This is the main reason for
the wide range in estimates of the future cost
of mesothelioma-related claims (£5bn to over
£20bn) made by the Working Party.
The AWP considered the HSE/HSL model
structure to be the most appropriate to use
to project future mesothelioma deaths,
but it has used different assumptions to
those used by the HSE/HSL. The two key
assumption differences are as follows:
n Exposure curve post-1978 to 1990 falls in
line with imports rather than the linearly
n Increase in the probability of developing
mesothelioma at older ages has been
capped.
Both adjustments imply a lower future
projection than that made by the HSE/
HSL. Figure 3 shows the range of future
projections implied by the various methods
used by the AWP.
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Other asbestos-related claims
Revised projections for asbestos-related lung
cancer, asbestosis and pleural thickening
claims increased the insurance market
cost by around £0.5bn. The future cost
of these claim types to the UK insurance
market is estimated to be around £1.2
billion. Each of these
non-mesothelioma
claim types is difficult
to project into the
future. The Working
Party has taken a
pragmatic approach
for these claim types
and has made future projections based on
a number of alternative scenarios given the
past experience.
The AWP’s paper is available on the
Actuarial Profession’s website. The AWP,
with Robert Brooks as the new chairman,
will continue its research, with an emphasis
on monitoring the future experience. A data
collection exercise was conducted in July,
with an update expected later in the year. n

» UK asbestos-related

claims falling to the UK
insurance market for the
period 2009 to 2050 could
be around £11bn

Projection to 2050
Extending the projection from 2040 to
2050 has increased the insurance market
cost by around £1.7 billion. The 2004
insurance market estimate used a cut-off
date of 2040 as a proxy to allow for the
impact of non-occupational exposures
and to adjust for the exposure post-2004

«

Figure 3 — Comparison of potential population mesothelioma
deaths projections
CjbWZgd[bVaZbZhdi]Za^dbVYZVi]h
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The average claim-cost experience has
been worse than expected, leading to an
increased average cost projected into the
future. More detailed modelling of the
mesothelioma claims cost, splitting the
overall cost into the component parts, has
been performed. This has revealed a larger
age-related component within the claimant
costs than was previously assumed. Hence,
as the average age of claimants should
increase in the future,
there is expected to
be a larger offset to
inflation in the future
than previously
estimated. Overall,
these two impacts
broadly cancel each
other out.

used in the model having an influence on
the projection. The Working Party now
considers it more appropriate to cut off the
projections at 2050. The potential impact
of non-occupational exposures has been
allowed for explicitly, and the market cost
estimated relates to all asbestos exposure
that has occurred or is expected to occur in
the future.
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Hyphenation

Elegant English

Mind your language
In a new column on language and grammar, Sonal Shah casts a careful eye over the correct
usage of the humble hyphen

Sonal Shah is a
xxxx
general insurance
actuary working
in the Prudential
Insurance Risk
Department at the
Financial Services
Authority

W

hen it comes to grammar
and punctuation, the English
language is more lenient
than many others; however,
there are certain
contexts where it
is worth exercising
meticulousness.
The evolving
nature of English
and its readiness in embracing numerous
influences make it the most vocabulary-rich
language on the planet, and afford a certain
level of leniency in its application. This can
contribute to confusion and unintentional
misuse of language; often nothing serious,
but the occasional faux pas could be
awkward or misleading.
Many of us may have found ourselves
in situations mulling over the insertion or
omission of certain punctuation marks,
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contemplating le mot juste or pondering
how to phrase a sentence. It is with this in
mind that this column is being introduced,
to help make such situations less frequent
and less trying.
This article focuses on a punctuation
mark whose use is on the decline. This
mark is the hyphen. It is said that Winston
Churchill described the hyphen as “…a
blemish, to be avoided wherever possible”;
I hope to convince you otherwise.
Consider the following scenario: a
group-wide actuary (not group wide
actuary) asks the junior actuary for the
promised six reports of the week. When
met with a look of puzzlement and/or
horror, the grammatically astute groupwide actuary shows the junior actuary an
e-mail sent from the latter stating: “…for
this project I shall produce six weekly
reports”. Of course, what was intended
was the production of six-weekly reports,
ie. reports produced every six weeks, as
opposed to six per week. Bridging the gap
with a hyphen can make a huge difference
to one’s workload! The use or omission of
hyphens reflects intended quantities and
time frames. Similar examples are: ‘twoyear-old capital model’, ‘two-thirds of the
expenses’ and ‘five-year business plan’.
Hyphens are used to link words to
indicate that they have a combined
meaning, such as composite adjectives
describing nouns, eg. ‘risk-based capital’,
‘long-term objectives’, ‘fixed-income bond’,
‘high-level view’, and so on. Consider
the phrases: ‘the
document was signed
off’, ‘the signed-off
document’ and ‘the
signed off document’.
In the first case it is
correct to have the gap because ‘signed
off’ functions as a verb but, in the latter
two cases, the words function as adjectives
describing the document, so hyphens
are preferable. A pedant may argue that
omitting the hyphen — as in the third case
— could suggest an ‘off’ (ie. rotten/rancid)
document that has been signed.
In some cases hyphens are considered
optional and often omitted, eg. ‘email’
instead of ‘e-mail’. We would probably not

» ‘Risk-bearing capital’
bears little resemblance
to ‘risk bearing capital’ «

write ‘e-business’ and ‘e-bulletin’ without
hyphens.
Incorrect use of hyphens and incorrect
spelling of similar-sounding words could
completely alter intended meanings. ‘Riskbearing capital’ bears little resemblance
to ‘risk bearing capital’, arguably perhaps
a little to ‘risk baring capital’, and a lot
less to ‘risk-baring capital’. The last option
implicates capital that bares (ie. exposes/
opens up) risk as opposed to the intended
meaning of capital that bears (ie. supports/
allows) risk, as understood by ‘risk-bearing
capital’. When speaking, none of this
would be obvious, but the written word is
quite a different world.
In some cases it is considered acceptable
to have a gap between two words, in other
cases to bridge the gap with a hyphen,
and in others to join the two words. ‘Cross
section’ isn’t quite the same as ‘crosssection’ and would look inelegant and thus
unacceptable if written as ‘crosssection’. An
insurer would be well advised to reconsider
the statement: “We surveyed a cross section
of our customers and found them to be
very satisfied with our claims-handling”.
To a stickler, ‘cross section’ implies a group
of cross (ie. angry) customers; this is not a
cross-section (ie. sample) the insurer would
expect to find very satisfied.
Hyphens can aid clarity, especially with
words functioning as both adverbs and
adjectives: ‘more-significant risks’ (risks
that are more significant) are different
to ‘more significant risks’ (additional
significant risks). If I were a politician,
I would be wary of how I punctuate my
propaganda by minding the gap in ‘more
late night trains’ and hyphenating it thus:
‘more late-night trains’, as it is the latter
that suggests additional trains while the
former implies a greater number of trains
not being punctual. What would Churchill
truly have made of this all-important
punctuation mark: just a blemish or hats
■
off to the humble hyphen?
The views expressed herein are the author’s own and
not necessarily those of her employer. Please note
that this column is not intended to be prescriptive;
its purpose is to provide suggestions to help make
communication clearer.
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Reinsurance

Non-life

Counting the cost of large losses
Ian Brown provides an update on the non-life reinsurance market, looking at the impact of
recent world events and prospects for the future

2
Ian Brown is a senior
associate at SCOR
Global P&C
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010 has been well above average
so far for reinsurance losses, and
more is expected to follow. The
Chilean earthquake contributed
to record Q1 losses, and the insured cost of
the Deepwater Horizon oil rig explosion is
uncertain but will be significant. A heavierthan-expected hurricane season will also
contribute to reinsurance losses in 2010, and
may disturb the market.
The Chilean earthquake was of
magnitude 8.8, making it the seventh
most powerful earthquake ever measured
and caused 521 deaths. At 3:34am on 27
February the main tremor occurred 35km
under central Chile. Near the epicentre, the
tremor lasted two-and-a-half minutes. The
shock could be felt 1,800 miles away in Sao
Paulo and triggered over 200 aftershocks, of
which 12 were greater than magnitude 6.
The earthquake was 500 times more
powerful than that in Haiti, strong enough to
move the city of Concepción three metres to
the west and shorten a normal day on Earth
by 1.26 microseconds. A third of all homes in
Chile were damaged, and over 10% (50,000)
were destroyed. Insured losses are estimated
to be around US$8bn, making it the second
largest insurance earthquake loss behind
Northridge in 1994. The Chile earthquake
accounted for about a third of total insured

natural catastrophe losses in the first six
months of 2010, estimated at US$22bn.

In deep water
The Deepwater Horizon oil rig disaster is
the worst offshore oil spillage in American
waters. The spill was estimated to be around
3.5m barrels of oil by the start of July — for
comparison the Exxon Valdez spill was
0.75m. At 8.45 pm on 20 April, a methane
bubble escaped from the well under the
rig, rose up the drill column and exploded.
After burning continuously for 36 hours,
the rig sank on the morning of 22 April. In
the afternoon a slick appeared at the former
rig site. Despite multiple efforts, at time of
writing the leak continues at an uncertain
rate of around 50,000 barrels per day.
Claims resulting from the spill will include:
n Natural resource damage claims from
affected states
n Business interruption cover from
fishermen and coastal resorts
n Lost tax revenue claims from the
government
n Shareholder class action suits against the
companies involved and their directors
n Health claims from those assisting with
the clean-up or living near the coast
n Personal injury claims from those injured
on the rig and the families of the 11 who died
n Professional negligence claims against
equipment suppliers and contractors.
A high proportion of total losses will
not be paid by insurers as BP, which has a
65% stake in Deepwater Horizon, is selfinsured. The rig was a total loss, insured for
US$560m. Swiss Re estimates total insured
losses to be in the range of US$1.5-3.5bn.
Three main factors contribute to uncertainty
of insured loss estimates:
1. The possibility of the slick making landfall.
Deepwater Horizon is 66km off the Louisiana
coast, and a worst-case scenario would be a
major storm blowing through the northern
Gulf of Mexico and making landfall. In that
case, the coastal defences erected would likely
be bypassed, leading to massive coastal and
wetland environmental damage.
2. The duration of leakage and the clean-up
operation. Oil is still leaking at a high rate,
and the longer it continues, the worse the
long-term damage.
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3. Legal uncertainty surrounding liability for the
spill. Establishing liability will be complex
as different claims have different legal
frameworks — civil or criminal, state or
federal, oil pollution act, maritime laws. In
addition, different claims are being made in
Louisiana, Mississippi, Florida and Houston.
As in the Exxon Valdez spill, litigation will
take many years to conclude.

Alex gains ground
On 30 June the first hurricane of the season,
Alex, hit the east coast of Mexico. It is the
first hurricane in the Atlantic basin since
1995, and the strongest since 1966. Experts
have revised their hurricane forecasts
upwards in the last month as temperatures
in the Atlantic rise and a stronger La Niña
effect is seen. La Niña is the name given
to cold ocean temperatures in the eastern

equatorial Pacific. The National Oceanic and
Atmospheric Administration forecast on 27
May an 85% chance of an above-average
season. Klotzbach
& Gray revised its
forecast in June
upwards to five major
hurricanes; it forecast
four in April and the
long-term average is
2.3. 2010 is likely to
be the worst season
since 2005, when
hurricanes Katrina, Rita and Wilma caused
about US$57bn in losses.

according to Willis. Strong investment
performance in 2009 contributed to
earnings, and extra capacity was provided
by three new Lloyds’
syndicates. Significant
Q1 losses driven
by the Chilean
earthquake were not
large enough to turn
the market. As capital
is easier to obtain than
it has been over the
last couple of years,
and an increasing amount of catastrophe
business is financed through alternative
arrangements like catastrophe bonds, a
bad hurricane season may not produce a
significant hardening of reinsurance rates.
However, a mild season may allow rates to
n
continue to soften.

» Catastrophe losses were
relatively mild in 2009,
and rates on renewals
typically fell by 10% in
the first two quarters this
year according to Willis

Rates outlook
Catastrophe losses were relatively mild in
2009, and rates on renewals typically fell
by 10% in the first two quarters this year
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Wider fields

The road less travelled
Increasingly, actuarial skills are in demand outside of traditional practice areas.
Marjorie Ngwenya talks to seven actuaries who have broken new ground
Chris Howells,
insurance asset
management
actuary, Schroders
(asset
management)
How did you find
your way into your
field of practice?
The firm had
recently established a specialist team
focusing on building an insurance asset
management business and was looking for
someone who had an understanding of
insurers’ balance sheets and the associated
risk and capital issues.
What does the work have to offer
compared to traditional actuarial roles?
In essence, my role is to source assets
under management, which involves initial
prospecting of clients through to pitch
finals. I liaise with portfolio managers in
various asset classes, derivative structurers,
credit analysts and other specialists in the
UK and worldwide to bring the expertise
that these people have to bear in solution
design. Being embedded in this process
teaches you a lot about the practical aspects
of investment management and financial
markets that you will not learn from the
maths alone.
What is the biggest challenge you have
faced since moving?
When I first came here several years ago, few
of my colleagues knew what an insurance
actuary was or did, and hardly any had
heard of concepts like ICA, admissible assets,
bonus distribution policy and the like. There
was a steep learning curve on both sides
in joining up the knowledge and the skills
from disparate backgrounds. I need to make
sure that clients and portfolio managers,
who do not always speak the same language,
understand each other.
How has your actuarial background
helped you?
Risk management and quantification, which
is at the heart of what we learn as actuaries,
is very relevant and directly applicable
to asset management work from both
product development and client account
management perspectives. My previous
experience in reserving and as an actuarial
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function holder has also served me very well
with my particular client base.
Do you foresee further opportunities for
actuaries in your field?
Certainly. There are increasing calls for
actuaries to fill roles in liability-driven
investment, pension fund account
management and product structuring.
Regulatory change is also a catalyst for
demand.
What tips would you share with others
wishing to follow a similar path?
Learn to listen to and communicate with
experienced professionals with non-actuarial
backgrounds; be prepared to fight to prove
your worth; and develop a thick skin!

Carolyn
Rajaratnam,
counterparty risk
analyst, ING Bank
NV (credit risk
analysis)
How did you find
your way into your
field of practice?
I worked in a life office before moving
into a leading rating agency. I realised that
my skill-set was more suited to top-down
analysis. I wanted to explore how my
actuarial skills could be utilised in a wider
context. After some years with the rating
agency, I felt I could benefit from more
exposure to the capital markets and that
commercial experience would be beneficial
for my career.
What does the work have to offer
compared to traditional actuarial roles?
Financial reward… and a different point of
view. I don’t speak actuarial language every
day and I have not heard an actuarial joke
in a while!
What is the biggest challenge you have
faced since moving?
When I qualified, my banking colleagues
could not fathom how significant a personal
achievement that was. Failing an exam
numerous times and not giving up was
unheard of.
How has your actuarial background
helped you?
I look at new counterparties and apply
analytical principles to understand how

such institutions manage risk and earn a
healthy return.
Do you foresee further opportunities for
actuaries in your field?
Absolutely — we have a lot to learn from
other industries. The actuarial profession
has come under intense scrutiny and, in
the wider fields, we have opportunities to
make the profession better understood and
improve on our perceived failings.
What tips would you share with others
wishing to follow a similar path?
Look deep within; work out your strengths
and your areas for development. Be sure it
is the right move for you, as it doesn’t suit
everyone.

Melanie Cusack,
client director,
Pitmans Trustees
Ltd (independent
trustee)
How did you find
your way into your
field of practice?
I was looking
for a change in direction but wanted to
remain in the pensions arena. Pension
trustees come from all walks of life, and
I enjoyed working with people who have
little or nothing to do with the financial
sector but still needed pensions advice. I
also recognised that the requirement for
pensions trustees to keep up to date with
the continually evolving legislation is an
almost impossible task if you are someone
who is used to building steel bridges or
packaging tea, but not so difficult for a
pensions actuary.
What does the work have to offer
compared to traditional actuarial roles?
A lot less number-crunching! The work
varies considerably, reflecting all aspects
of a pension scheme, not just the funding
level. It also depends a great deal on the
knowledge and interest level of the other
trustees and the activities of the sponsoring
employer.
What is the biggest challenge you have
faced since moving?
Remembering who my client is and that I
am now meant to receive actuarial advice
rather than give it.
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How has your actuarial background
helped you?
Tremendously, both in terms of
understanding the messages from advisers,
particularly actuaries and investment
managers, and by bringing knowledge and
professionalism to the trustee board.
Do you foresee further opportunities for
actuaries in your field?
Yes — trustees rely so much on their
actuaries for advice that it makes sense
for actuaries to become trustees. There are
already many lawyers and accountants who
have made that decision; why not actuaries?
What tips would you share with others
wishing to follow a similar path?
The demand for independent trustees is
growing, but there is a long lead time to get
appointed. Make the step now.

Ed Chihambakwe,
lecturer,
University of Cape
Town, South
Africa (education)
How did you find
your way into your
field of practice?
I wanted to get
involved in something that had a bigger
sphere of influence than my corporate role
and, after some deliberation, I narrowed
my options to politics and academia.
Academia won!
What does the work have to offer
compared to traditional actuarial roles?
I have always had the sense that there was a
dearth of research output within the actuarial
profession and academia gives one the ability
(and time) to get involved in meaningful
(commercially valuable) research.
What is the biggest challenge you have
faced since moving?
I came from a practice area (general
insurance) where actuarial involvement is
still low relative to other practice areas. As
such, there is not much support in terms of
supervision for further study and research.
How has your actuarial background
helped you?
It is valuable to be able to give students
real-world/practical examples of the material
covered in the notes.
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Do you foresee further opportunities for
actuaries in your field?
Yes, I do. Although there are not many
actuaries who are willing to forego their
corporate lives, I think there is incredible
scope for industry practitioners to get
involved in academia on a ‘guest’ basis in
order to enable students to link the theory
with real-world experience.
What tips would you share with others
wishing to follow a similar path?
In the beginning, I was terrified of not
being able to answer (all) questions posed
by students during lectures. But I very
quickly realised that academia is a learning
experience for both student and lecturer.
The key is to be clear about what you are
not sure of, but then to make a concerted
effort to find the answer — your students
will appreciate that.

Jan-Hendrik
Erasmus, senior
engagement
manager, Oliver
Wyman
(management
consulting,
financial services)
How did you find
your way into your field of practice?
Two of my previous employers made use
of Oliver Wyman’s services, which first
introduced me to the firm. I completed
the executive MBA programme at London
Business School in June 2008 and wanted to
try my hand at something different after.
What does the work have to offer
compared to traditional actuarial roles?
The biggest perk is the variety, followed
closely by the variety. You have the
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opportunity to work on different kinds
of projects with different kinds of clients
(although limited to financial services)
with different kinds of people. Most of
our consultants are not from an actuarial
background, which typically results in good
internal debates and learning opportunities.
What is the biggest challenge you have
faced since moving?
Intermittent sleep deprivation.
How has your actuarial background
helped you?
Being an actuary has been invaluable. I work
with a number of our insurance clients and
being an actuary provides you with a solid
foundation as to what the business is trying
to achieve.
Do you foresee further opportunities for
actuaries in your field?
Yes.
What tips would you share with others
wishing to follow a similar path?
It’s important to try and get as much
exposure as possible to non-actuarial
disciplines, such as strategy, business
planning, marketing and distribution
— even corporate finance and risk
management. Building out your experience
in a few wider disciplines will make the
transition much smoother. Firms aren’t
concerned if you don’t know all of these,
but they would normally like some
proof of your ability to think outside the
actuarial framework.

Adrian Baskir,
financial strategy
manager, Old
Mutual Group
(capital
management)
How did you find
your way into your
field of practice?
I relocated to the UK from South Africa a
couple of years ago via an internal transfer.
Capital management was an area that I
was always fascinated by, so I seized the
opportunity to reinvent myself using my
skills in a wider field.
What does the work have to offer
compared to traditional actuarial roles?
Relatively little number-crunching but lots
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of problem-solving! My role requires a lot
of strategic thinking, commercial acumen
and communication and negotiation skills.
Capital market or reinsurance transactions
tend to be very ‘chunky’ and can have
a significant impact on the company’s
balance sheet. Strategic thinking involves
consideration of factors such as generating
liquidity, capital, tax arbitrage and so on.
Commercial acumen involves the ability
to negotiate contract terms and prices, and
making sure that we obtain an equitable,
attractive deal in the process.
What is the biggest challenge you have
faced since moving?
As a newcomer to the field, negotiations
with counterparties that have operated in
the field for many more years initially places
one at a disadvantage. Also, getting to grips
with a banking paradigm as opposed to an
actuarial one.
How has your actuarial background
helped you?
My actuarial training taught me to ask
lots of questions, tenacity and a mindset
that is geared towards problem resolution.
Coupled with a very firm grasp of numbers,
assumptions and their impact, this helps me
to strive for optimal solutions.
Do you foresee further opportunities for
actuaries in your field?
Absolutely. Actuaries have been slow to
enter the capital management field as
being an actuary is not a pre-requisite, but
actuarial training gives you a significant
advantage.
What tips would you share with others
wishing to follow a similar path?
You need to be able synthesise disparate
pieces of information into a ‘big picture’
view. Add to this an open mind, curiosity
and a thick skin for negotiation.

Peter Lockyer,
organic farmer,
Pleasant Valley
Farm
How did you find
your way into your
field of practice?
My wife wanted
to move back to
California and we had been prepared for

about two years to leave conventional
financial markets and move into organic
farming. In the Sierra foothills there are
more opportunities to follow permaculture
organic farming, rather than chemical
farming or even industrial organic farming,
since many other farmers already follow
these practices.
What does the work have to offer
compared to traditional actuarial roles?
There is nothing sweeter than sitting under
a peach tree that you have planted yourself,
eating its fruit.
What is the biggest challenge you have
faced since moving?
Gophers! Despite laying gopher wire
throughout the vegetable beds, they
managed to break into the rows of onions,
causing a lot of damage. In the winter they
are easier to catch, in the summer they
become more cunning and will block the
tunnels, which have been trapped.
How has your actuarial background
helped you?
Being an actuary is a conversation piece only.
Do you foresee further opportunities for
actuaries in your field?
The ‘fields’ are open to anyone willing to
work hard.
What tips would you share with others
wishing to follow a similar path?
Learning to manage the soil through
composting, cover crops, crop rotation and
companion planting has been the steepest
learning curve. After that, the other issues
are water, bees and location. Securing your
own water supply (we have our own well)
for when water pricing reflects its value is
essential. Bees: there are never enough bees
to pollinate the fruit trees, but a strong
local apiculture helps. Finally, location
is not just about the amount of sun, rain
and the quality of the soil, but also having
a community that can support organic
farming through farmers’ markets, CSAs and
■
other smaller distribution outlets.

NEW HORIZONS
If you work in a non-traditional
role and would like to share your
experiences, please contact Marjorie
Ngwenya editor@the-actuary.org.uk
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Genetics

Consanguinity

Keep it in the family
John MacLeod explains how the closeness of family relations can be measured

The marriage of close, and even not so
close, relatives will therefore increase the
chance of the two individuals having genes
in common — and thus make it more likely
that both will have the same rogue gene,
which could put any child that they produce
at risk.

Consanguinity
John MacLeod retired
in 1992. His interests
include history, writing
and bridge

It is desirable therefore to be able to measure
the consanguinity, or closeness, of any
particular pair of family members. This is
done by calculating what is called their
Coefficient of Relatedness (CR), which
— given everyone has the same number of
genes — is the proportion of their genes that
each has in common with the other.
The method of calculating this coefficient
depends on the exact family relationship
between M and N, the two individuals
concerned. M and N do not have to be of
opposite sex, since consanguinity does not
just determine the potential for genetic
mishaps; it also results in the sharing of
family traits as a whole.

Single families

A

ll children take after their parents.
This follows from the fact that
every person possesses a set of
individually identifiable ‘genes’
that, between them, determine his or her
whole genetic make-up. Every individual
inherits on average 50% of each parent’s
genes.
The pool of genes
in the whole human
population is virtually
infinite. But when
two individuals with
a common ancestor
marry, it is possible
that the same gene
is possessed by both
of them. In itself
that may be no bad
thing but, if the
gene happens to
be of a certain — albeit rare — type, the
consequences can be disastrous, with the
possibility that any child of that union will be
at high risk of severe illness or even deformity.

The simplest relationship is when M and
N each descends from one and only one
common union. This makes them either
siblings or, say, uncle and niece, or cousins
— possibly distant, possibly one or more
times removed.
First of all the number of generations, or
‘steps’, necessary to connect each individual
to their common progenitors must be
counted — call these
m and n respectively.
Their CR is then
calculated as 2 x
(½)m x (½)n , the
factor 2 reflecting
the fact that there
are two such
progenitors.
Figure 1 displays
the two progenitors
as A and B; m=3 and
n=2; and the CR of
M and N (first cousins once removed) is 2 x
(½)5 = 1/16 or 6.25%.
The CR of double cousins — the children
of, say, two brothers and two sisters — is thus

» If the gene happens to

be of a certain — albeit rare
— type, the consequences
can be disastrous, with the
possibility that any child
of that union will be at
high risk of severe illness
or even deformity
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25%. This is the same as the lowest CR of
any of the relationships of those who, with
its opening salvo, “A man may not marry
his grandmother”, the Table in the Anglican
Prayer Book decrees are not permitted to
marry on the grounds of kindredship (as
opposed to those of mere affinity). Whether
this means that in consequence double
cousins are not legally allowed to marry, I am
not certain.

»

Figure 1 — A single family

6

7

8

9

:

C

«

B
August 2010

37

22/7/10 15:02:29

Genetics

»

Consanguinity

Marriages within a family
A complication arises when cousins within
one (or even both) branches of a family
marry each other, as seen in Figure 2.
Here, there are more ways than one of
tracing each individual M and N’s connection
back to A and B. Each such connection is
termed a ‘path’ and here there are two Mpaths (each of three steps) and two N-paths
(one of four steps, the other of three).
For either progenitor, any M-path can be
combined with any N-path to form what is
termed a ‘route’, a way of connecting M and
N via that common ancestor. For either A or
B in this example there are thus four routes
connecting M and N, resulting in eight routes
altogether.
Each such route contributes to the CR of
M and N by an amount (½)m+n where m and
n, as before, are the number of steps in the
M-path and N-path respectively.
The total CR in this example is therefore 2
x 2 x (½)3 x [(½)4 + (½)3] = 9.4%.

When families inter-marry
Complications really set in when members
of the two different branches inter-marry. To
calculate the CR of M and N, a chart must be
drawn up that includes only those who are
antecedents of both M and N (see Figure 3).
From this chart, it is first necessary to
identify all those who are common ancestors
of both M and N: A, B, C and D in this
example. Spouses are, in the absence of any

Figure 2 — Cousins marry
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second marriages,
included by
definition, which is
why D’s spouse is
included whereas
that of his sibling E is
not. These members
form the ‘core’ of
the family tree. The
following steps must
then be followed:
1) Identify all unions
between members of
the ‘core’, ignoring
any union that has
only one immediate
offspring;
2) Select the union
that is closest to M
and N; regard the
two parties to the
union as progenitors;
and considering
them and their
descendants alone,
calculate the CR of
M and N as described
above. This will be
one component of
their total CR;
3) Repeat this process
successively for each
of the other unions identified in 1), omitting
all routes where the M-path includes an
individual that also appears in the N-path.
The total CR for M and N will be the
sum total of all the component CRs thus
calculated.
Applying these steps to Figure 3, the two
relevant unions are A=B and C=D.
Starting with C=D, the contribution to the
CR is 2 x (½)2 x (½)4 = 1/32 = 3.12%
Continuing with A=B, it is first necessary
to enumerate all M-paths and N-paths thus:
n One M-path (M, F, D, A=B)
n Three N-paths (N, K, J, G, D, A=B),
(N, K, J, H, E, A=B) and (N, L, I, E, A=B).
One must then combine each M-path with
every N-path in turn and ascertain if they
have any elements in common (apart from
their common progenitors). Here, that of (M,
F, D, A=B) combined with (N, K, J, G, D, A=B)
falls into that category — both paths ‘pass

through’ D, so any contribution they may
make to the CR is already included in the
above C=D calculation. That combination
can thus be ignored.
The one M-path can, however, combine
successfully with each of the other two Npaths to produce an additional contribution
to the CR of 2 x (½)3 x [(½)5 + (½)4] = 3/128
= 2.34%.
The total CR for M and N is thus 3.12 +
2.34 = 5.5%.

A royal example
Inter-marriages occur quite frequently within
royal families, a notable example being the
Bourbon kings of Spain in the 18th and 19th
centuries.
Of King Charles IV’s family, four of the
princes — Anton Pascal, Charles, Ferdinand
and the illegitimate Francisco — all ended up
marrying their nieces. Indeed, to complicate
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Figure 3 — The inter-marriage of families
consort Francisco of
Spain. It is instructive
therefore to calculate
the CR of these two
persons (Figure 4).
Here, the four ‘core’
unions — Isabella and
Francis I; Charles IV
and Maria; Maria on
her own; and Charles
III and Mary Amalia
— contribute CR
components of 1/8,
1/16, 3/32 and 1/32
respectively.
The total CR of the
union of Isabella and
Francisco, based on
Figure 4, is therefore
10/32 or 31.25%.
However, that
is not quite all.
Charles IV and Maria
were themselves first cousins, both being
grandchildren of Philip V, the founder of
the dynasty and his queen. This contributes
a further 1/32 to the CR, bringing it up to
11/32 or 34.4%.
Since, however, there was circumstantial
evidence at the time that the product of this
union (which included the future Alfonso
XII) was not fathered by Francisco, it would
be idle to claim that this was the most
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things still further, Ferdinand (later to
become King Ferdinand VII) went one better
— he married, in turn, daughters of two
of his sisters, one of whom, Isabella, had
married her cousin.

6
8
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This consanguinity was later compounded
by the fact that another Isabella and another
Francisco — both great-grandchildren of
Charles IV — themselves married in 1846 to
reign jointly as Queen Isabella II and King-
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consanguineous Western royal union of
modern times.
Nevertheless, it is certainly possible to
claim that Isabella II and Francisco were
the most consanguineous queen and kingconsort, since their 34.4 % CR certainly far
exceeds that of the other famous contenders,
William III and Mary II of Great Britain; who,
being first cousins and nothing more, had a
n
CR of a mere 12.5%.

Figure 4 — The Bourbons of Spain
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Economics

The Austrian School

Opposing opinions
Terry Arthur examines Angus Sibley’s article ‘Economics: A battle of minds’ and puts the case
for the ‘Austrian School’

Terry Arthur is a nonexecutive director,
freelance writer,
a visiting fellow
of The Institute of
Economic Affairs
(and its Pensions and
Financial Regulation
fellow), a visiting
fellow of Buckingham
University and an
adjunct scholar of the
Ludwig von Mises
Institute

economics itself (unlike the marketplace)
has no moral dimension. In a marketplace,
Austrians argue, people act purposefully,
serving their own interests while serving
the interests of others. This is not harsh but
a rather wonderful observation compatible
with human nature. No government
regulator need serve the interests of anybody
else while serving his own interests — it is
bureaucracy that is harsh, unyielding and,
when given ultimate power, inhuman.
Furthermore, the Austrian School is not
a near relative of Angus’s “neoclassicism”. It
is probably closer to the original classicism
(Adam Smith et al) but corrected for its
errors, including the labour theory of value
and the iron law of wages — the latter
used by Marx even though it had been
shot to pieces in both theory and practice,
including burgeoning real wages during and
after the Industrial Revolution1.
Today, neoclassical economics has fused
with Keynesianism to form the current
mainstream — miles away from the
Austrian School.
The Austrian School alone has correctly
forecast all the major recessions of the last
100 years. Its doyen, Ludwig von Mises,
forecast the Great Depression (some three
years ahead) while mainstream economics
was oblivious. The same has happened in
the recent boom and bust.
Austrians do not believe that economic
behaviour follows
universal laws like
those of physics;
rather they see the
natural sciences
(including physics)
as proceeding mainly
via laboratory
experiments. Economics, not having this
option, is a matter of abstract reasoning,
like logic and mathematics. It can never
be experimental or empirical, although
there is certainly no conflict with the study
of economic history. The problem here,
though, is that, as the socialist historian
Sombert wrote, “Facts are like beads; they
require a string to hold them together,” and,
even more bluntly, “no theory, no history”.
Rather than evidenced-based policy,
governments love policy-based evidence,

easily selected via Sombert’s illumination.
In the depths of the current recession,
Keynesianism is back with a vengeance (if
it ever went away) and the Austrian School,
to which some lip service was paid early in
Margaret Thatcher’s premiership, is not even
a tiny blot on today’s political horizon, let
alone “conquering the world in its (20th
century) last quarter”.
So there was no clear history in the
German Historical School, there was only
obeisance to the Kaiser. In the Second
German Reich, genuine economics all but
disappeared as government-appointed
university professors eagerly went along
with the propaganda of the authorities,
whose policies included protectionism,
armaments and aggressive nationalism2.
There are several instances where Angus
uses a direct quotation and continues with a
further phrase that seems to be attributed to
the source but is Angus’s interpretation and
is taken out of context. Thus his castigation
of Ludwig von Mises for proclaiming
that “laissez faire eliminates the causes of
international conflict” (surely correct) is
immediately followed by a remark from
Angus that Mises was “blaming German
economics for the cataclysmic nature of
both World Wars”.
In fact, what Mises wrote in the chapter
referenced is “in spite of their much glorified
war socialism, the Germans were defeated
in both World Wars”.
Earlier in the chapter,
he wrote “there is no
record of a socialist
nation which defeated
a capitalist nation”.
In the same chapter
he observed that if
men and commodities are prevented from
crossing the border lines, why shouldn’t
the armies try to pave the way for them?
Or, as Frederic Bastiat said a hundred years
earlier, “if goods don’t cross borders, armies
will”. Finally, he pointed out that “if the
tailor goes to war against the baker, he must
henceforth produce his bread for himself. If
he neglects to do this he will be in distress
sooner than his adversary, for the baker can
wait longer for a new suit than the tailor can
for bread”.

» The Austrian School

alone has correctly forecast
all the major recessions
of the last 100 years

I

start at the end of Angus Sibley’s
article (Economics: A battle of minds,
The Actuary, March 2010 www.theactuary.org.uk/873406) where he seeks
“more humane economic philosophies”,
which clearly confuses wishes with facts.
Similarly, the Austrian School of economics
is labelled “harsh”; although it is far
from alone in believing that the study of
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This was precisely Germany’s problem
and it points up a major defect in the
Historical School’s strategies. Yet Angus
attributes Germany’s strong economy
today partly to such strategies. Surely if
any economist deserves an accolade for
Germany’s post-war recovery, it has to be
Ludwig Erhard, minister of economics after
the Second World War. And yes, he believed
in free markets3.
A second example concerns F. A. Hayek.
According to Angus, ideal polity was “a
society which does not depend for its
functioning on our finding good people to
run it”. I see nothing wrong with that, but
in fact Hayek is attributing this to Adam
Smith and his classical contemporaries,
in a chapter that is primarily about the
meaning of individualism. In any case,
the preceding paragraph is central to the
meaning of the phrase.
What is most important at present is the
unique contribution of the Austrian School
to booms and busts, which should be of
great interest to actuaries.
In a nutshell, a ‘bust’ or recession is
inevitable following a false boom; the
recession is a necessary purge. All the false
booms in the last 100 years, including the
build-up to the Great Depression after 1929,
have been caused by central banks, with
the blessing, if not the instruction, of the
government4.
In the UK, with Gordon Brown holding
the key via his selection of outside directors
and the Monthly Policy Committee (it was
he who sold our gold), there is no doubt as to
who called the shots, presiding over one of
the biggest ever boosts of money supply and
reductions in interest rates at the same time.
Free market interest rates are a sine
qua non for a capital and production
structure that is in tune with consumer
time-preferences. By this I mean the extent
to which consumers are prepared to give
up immediate consumption in return for
greater consumption later, made available
from capital projects undertaken now
but not ready with the final increased
production for some years ahead. The
whole architecture of capital is dependent
on consumer preferences for now versus
later. Deliberately reduced interest rates lull
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consumers into a buying spree (why save
for such little reward?) and businesses into
an orgy of capital goods (“we can finance
another factory with interest rates like
this”).
The end game begins when it becomes
apparent that the candle is burning at both
ends. You can’t devote more resources
to catching more fish and building more
fishing boats at one and the same time.
Any government action to prop up disunity
between consumer demands and the capital
available to deliver them only makes matters
worse. Malinvestments must be liquidated.
It is a crying shame that our profession,
so used to working with interest rates, has
seen no need to extend knowledge in this
area. This is especially so as big government
is incorrigible. Nothing will change until
education is taken right out of their hands;
policy-based evidence will remain the order
n
of the day.

The Corrosion of Charity by Robert Whelan, Institute

1 For an interesting commentary on the Industrial

4 Most central banks in the Western world were

Revolution, see Capitalism and The Historians by F A

formed for the express purpose of providing money to

Hayek et al, University of Chicago Press, 1954.

fight a war.

2 Angus implies strong support for Bismarck who
“inspired the famous state pension scheme of 1889”.

of Economic Affairs, 1996). Far superior because,
alongside immediate succour and support, the famous
charities of the 19th century worked hard to reform
their charges and remove or reduce their dependency.
State welfare is not only far less sensitive, it also
encourages its clients to remain clients! Many actuaries
will be aware of the incredible work charities did, not
least by virtue of the Friendly Societies’ connection
with the profession, before both were crowded out by
the State juggernaut. Today’s large charities are little
more than deliverers on behalf of the State, which
provides about 50% of the funds for the whole of the
sector. There is no excuse for actuaries to shun the
possible return of fully independent charities and other
societies in providing welfare.
3 The policies pursued by West Germany in the years
immediately following the Second World War were
close to laissez-faire. This led to near-miraculous
economic growth, while East Germany languished in
poverty and stagnation under the yolk of socialism.

More information

In fact, he ‘inspired’ the first Welfare State. It is a great
pity that this is usually seen as a good thing rather
than a disaster. In the UK, at least, there is plenty
of evidence that the Welfare State drove out the far
superior institutions of charity (see, for example,

For an introduction to the Austrian School,
refer to the recently published booklet
Ludwig von Mises — A Primer (www.iea.
org.uk/record.jsp?type=book&ID=514)
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Conference preview

Life conference

Collateral damage
James Tuley introduces this year’s Life conference which takes place at the ICC Birmingham
from 7 to 9 November

Chairman’s
preview
Actuaries working in the life insurance world
are ﬁnding life increasingly busy. Solvency
II advances ever closer, reams of reading
material are on offer, while existing time
demands are certainly not easing off.
I am delighted to invite you to the 2010
Life conference to take part in a packed
programme of workshops and presentations,
which will allow you to discuss with
colleagues and learn more about the key
issues we are all now facing. This year,
the event is being held in Birmingham at
the ICC facility in the centre of the city. The
ICC is easy to get to, with good transport
links from all over the UK. Together with
a new structure to the timetabling of the
conference, we hope this will mean that
even the most time-pressed actuary will be
able to attend easily and make the most of
the whole conference.
It would have been easy to rebadge this
year’s conference as Solvency II. However,
that would have squeezed out the large
range of issues that are not about regulatory
changes but just as fundamental to our
work. So we hope we have put together a
varied and wide-ranging programme that
caters for all tastes and indeed offers the
chance to dip into subjects outside your core
work.
The conference is held as we look forward
to a challenging but rewarding world that
includes Solvency II, but also major changes
to the distribution of our products and to the
potential avenues for managing risks. This
outlook provided our theme of ‘2010 and
looking forward’. We have also been very
conscious of the demands on all businesses
to adapt to difﬁcult trading conditions,
and thus many of our sessions reﬂect the
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realities of our other theme: ‘Collateral
damage — life insurance after the credit
crunch’.
Particularly in tough times, there are
opportunities for, and great demands on,
our profession to communicate and manage
risks well. Consumers still need insurance,
savings and pensions — perhaps in changing
forms as their personal approach to risk and
uncertainty alters. The life industry continues
to play a key role in meeting these ﬁnancial
needs and demonstrating that these needs
will continue to be met through future
difﬁcult times. So the sessions aim to
answer the following questions:
■ Are we communicating risks and
opportunities to our colleagues and our
Boards? How should capital and product
management develop in practical and
effective ways?
■ Are our modelling tools standing up to
the reality of extreme scenarios and are we
comfortable with the validation of these risk
management tools?
■ How do we adapt our business strategies
and working methods in the new Solvency
II world — what are the beneﬁts we should
grasp?
We are offering the usual workshop-style
sessions as well as the hot topics slots that
have proved their worth in previous years
in ensuring the conference can address
all the issues we want it to. The plenary
sessions range from Colonel Tim Collins
talking on leadership; Lord Lamont talking
on the immediate economic outlook; and
a closing plenary with speakers from HM
Treasury, the ABI and the EU Commission on
Solvency II.
Of course, this event offers far more

than just listening to speakers — there are
plenty of opportunities for discussion in the
workshop sessions, the plenaries, the dinner
and the bar.
I hope you can attend, that you make the
most of the full schedule and have time to
enjoy the social events and the company of
friends and colleagues.
James Tuley is chair of the Life conference
programme committee

Life conference
an
Collateral dama d exhibition 2010
ge
2010 and lookin - life insurance after the credit
g forward
crunch

ICC, Birmingham

7 - 9 November

2010

MORE INFORMATION
For further information and to
register, visit www.actuaries.org.uk/
media_centre/events_folder/ap_
events/?a=169441
www.the-actuary.org.uk
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Arts

Matt & Finn

Finn Clawson checks out the green, green grass of home

Glorious green spaces
After recently moving to East London, I
now have the pleasure of waking up every
morning to a view comprising a canal, a
selection of weeping willows and an expanse
of green space. Having spent a significant
period of time in London, I am most
certainly a city dweller and, for a very long
time, I didn’t realise the importance of green
space. Now I most certainly do, so here are
my favourite green spaces in London.

Victoria Park
This is the park that I wake up to every
morning and for which I have a bit of
a soft spot. Victoria Park is very much
a recreational area, with three cricket
pitches, a skate park, a children’s adventure
playground, a smattering of deer and a few
lakes. It has the feel of a local park, which
its more famous cousins, Hyde Park and
Regents Park, cannot equal.
Opened in 1845, Victoria Park is one of
the few large expanses of green space in East
London and it is full of history. During the
late 19th century it became a meeting point
for political groups and was famous for its
lively speakers’ corners. Less than a hundred
years later, during the Second World War it
became home to a huge anti-aircraft battery,
attacking the Luftwaffe intent on bombing
the docks of London.
History aside, the Pavilion is now
considered to serve one of the best
breakfasts in East London. Grab a seat
outside, as well as world-class eggs Benedict,
and take in a wonderful view over the
lake. Do be warned, however, this place is
absolutely heaving on a hot summer’s day.

Highgate Wood and the Parkland Walk
One of the few parts of the ancient Forest
of Middlesex that still survives today. Once
you are just a few steps into Highgate Wood
you feel a million miles from the city of
London. The wood is a joy to walk through
at any time of the year, and has been owned
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and managed by the Corporation of London
since the Lord Mayor pronounced it “an
open space forever” in 1886. Abundant with
hornbeam and oak, Highgate Wood has
many a fallen tree providing makeshift seats
to rest awhile.
More or less cutting through Highgate
Wood is the Parkland Walk. This path
was once the route of part of the London
and North Eastern Railway line from
Finsbury Park to Edgware, constructed in
1867 and finally closing in 1970. Starting
from Highgate Wood you can take a very
secluded but also very linear stroll to
Finsbury Park. A couple of platforms are
all that survive of the various stations, but
the Parkland Walk does have the honour
of being London’s longest Local Nature
Reserve. There are a few nice patches of
graffiti en-route, too.

Greenwich Park
Not wanting to alienate south-Londoners,
Greenwich Park offers one of the most
spectacular views across London. The top
of the hill, near the Observatory, provides
the best vantage point with views across the
River Thames, St Paul’s Cathedral, the Isle of
Dogs and more in-between.
Greenwich-lovers mourning the damage
done to the Cutty Sark have also had to
face the removal of the Henry Moore
statue ‘Standing Figure: Knife Edge’. Recent
news has been more positive, though:
when London hosts the 2012 Olympics,
Greenwich Park will be the venue for
the equestrian events and cross-country
disciplines of the modern pentathlon.
The park is part of the Greenwich
World Heritage Site marking the site of
the Greenwich Meridian — the base point
for world time and the location of longitude
zero. Greenwich is most famous for being
associated with time and space. As you
walk across this wonderful park, you get an
incredible sense of both.

Greenwich Park
After over two years, Matt and Finn are ready to
hand over the reins to a new arts editor. If you
would like to apply for this role, please contact
Marjorie Ngwenya, editor@the-actuary.org.uk

Recommended film
Stranger Than Fiction
Any film that includes the line: “Have
you ever had a girlfriend?” followed
by: “Yes, once, but she left me for an
actuary” has to rank highly in my list of
favourites. I live with a CFA charterholder
and he didn’t laugh at this joke, but they
only sit three exams so what do they
know..?
Stranger Than Fiction stars Will Ferrell
as an IRS auditor who wakes up one day
to find his actions narrated by a voice only
he can hear. While this is undoubtedly the
most moving performance I’ve seen by
Will Ferrell — albeit not a high benchmark
— the supporting roles played by Emma
Thomson and Dustin Hoffman really bring
this joyous little film to life.

Over to you
Matt and Finn welcome your comments
and contributions. Please e-mail
arts@the-actuary.org.uk
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Student page

studentpage@the-actuary.org.uk

Stephen Paines

Stephen Paines takes a look at the composition of the
Profession’s members, while Justin Chan challenges you to
his Excel quiz

Vital statistics
As student editor, I can actually deem
entering daft questions about actuaries
into Google as research (my latest foray led
me to http://jokes.praxisiimath.com/ where,
amazingly, there are 184 actuarial jokes
— and counting. My personal favourite is
number 4).
But sometimes interesting stuff can be
found much closer to home, such as on
the Profession’s website. The 2009/2010
Joint Councils’ Annual Report is one such
example.1
Lately, I have been interested in how
the profile of actuaries, and in particular
students, has changed over time. The Annual
Report details the current position. There are
9,948 students as of 1 March 2010. The age
distribution is interesting: 39 students are
aged between 56 and 60; 156 are younger
than 21 (presumably pretty precocious

students). How long before this latter group
is joined by Zohaib and Wajih Ahmed,
Actuaries of the Future in June 2009?
Students from outside the UK outnumber
the UK contingent now. Fellows are still
mostly based in the UK — 7,188 out of
10,036 (72%), which hasn’t changed much
since 20022. But the current crop of overseas
students will soon bring that percentage
down. Let’s see some more submissions for
this page from overseas students, please!
Women are increasing their numbers
in the actuarial ranks. In 2003, there
were around 3,000 females belonging to
the Institute, and around 10,100 males3.
This represented a female percentage
of around 23%. In true actuarial style, I
adopt the assumption that this population
is distributed identically to the Faculty
in that year (admittedly, a questionable

assumption). This year’s combined Institute
and Faculty percentage is 28%, so these
snapshots show an increase. At the student
level, 36% of students are female — so we
can expect the female presence among
fellows to increase.
This is all good news. And if these
numbers don’t seem quite actuarial enough
for you, you can always look over the FRS17
numbers for the pension scheme: far more
interesting than the accounts, of course…
1. www.actuaries.org.uk/__data/assets/
pdf_file/0007/168910/AP_JC_AnnualReport_20092010_rpt.pdf
2. From Laurie Dennett’s Mind Over Data: An Actuarial
History (2004), page 200
3. ibid, p197

Which Excel shortcut keys perform the
following functions?
1. Undo last command or action.
2. Repeat last command or action.
3. Calculate all worksheets in all open
workbooks.
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4. Close Excel.
5. Apply or remove bold formatting.
6. Display ‘find and replace’ dialogue box.
7. Toggle between displaying cell values and
formulas.
8. Display ‘format cells’ dialogue box.
9. Navigate to next worksheet.
10. Create new worksheet.
11. Open VBA editor.
12. Close active workbook.
13. Perform right-click on mouse.
14. Calculate all worksheets in all open
workbooks, regardless of whether they have
changed since the last calculation.
15. Re-check dependent formulas and then
calculate all cells in all open workbooks,
including cells not marked as needing to be
calculated.
Justin Chan is an actuarial assistant for
Hannover Life Re (UK)

1. CTRL + Z
2. CTRL + Y
3. F9
4. ALT + F4
5. CTRL + B
6. CTRL + H
7. CTRL + `
8. CTRL + 1
9. CTRL + PAGE DOWN
10. SHIFT + F11
11. ALT + F11
12. CTRL + F4
13. SHIFT + F10
14. CTRL + ALT + F9
15. CTRL + ALT + SHIFT + F9

The Microsoft
Excel spreadsheet
application is
probably the most
widely-used software
among actuaries
(and probably even
more so among us
students). Use of its
shortcut keys increases your efficiency and
contributes to the success of your work.
Test your knowledge of Excel’s shortcut
keys below to see how well you rate!

Answers

Keys to success

Your views
E-mail ideas for the student page to
studentpage@the-actuary.org.uk
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aotf@the-actuary.org.uk

Actuary of the future
James Monk
Employer and
area of work

AOTF/Book review

People/Comment

Book review
Paul Sweeting reviews The Quants — How a New Breed
of Math Whizzes Conquered Wall Street and Nearly
Destroyed It,, by Scott Patterson

Saga Motor
Insurance.

Describe yourself in three words
Adventurous, genuine, ambitious.

Tell us your formula for success
Always be willing to take on new things
and step outside your comfort zone.

What’s your best attribute?
I’m quick at picking up ideas and seeing
a lot of angles to a problem.

And your worst habit?
I have the curse of always seeing flaws
in ideas, which can be very pessimistic.

What is most likely to irritate you
about others?
A lack of drive and enthusiasm; so
many people, for whatever reason,
float through life. I just want to say
“wake up!”

Alternative career?
Formula 1 driver. I am still waiting for
the invite.

Tell us something unusual about
yourself
I am a fanatical runner. My plan is to
work up to an Ironman contest after
I finish the exams. I think you would
have to be superhuman to do the
exams and the Ironman training at the
same time — I like sleep, thank you
very much!

Best piece of advice you have ever
been given?
Treat others as you wish to be treated.

What is the greatest risk you have
ever taken?
I once raced a downhill Olympic skier
down a mountain. That didn’t end well;
I broke my ankle — but nearly had him!

WHO WOULD YOU LIKE TO
SEE FEATURED HERE?
If you would like to nominate someone
for Actuary of the Future, please e-mail
AOTF@the-actuary.org.uk
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“Peter Muller stepped into the posh
Versailles Room of the century-old St.
Regis Hotel in midtown Manhattan
and took in the glittering scene in a
glance.” Reading this opening line of
Scott Patterson’s book The Quants filled
me with dread — it looked like I might
be stuck with something akin to Dan
Brown’s take on quantitative finance
(although in fairness this probably
would have had “billionaire financier
Peter Muller” doing the stepping).
However, despite the inauspicious
start, this turned out to be a genuinely
entertaining book.
The Quants explores the development
of the quantitative finance industry,
particularly in relation to hedge funds,
from the 1960s to the present day. It
does this through the stories of some
of the individuals involved, starting
with Ed Thorp, a key figure in the
development of modern hedge funds.
As the industry expands over the
following four decades, the cast of
characters expands to include heads of
the major hedge funds — Ken Griffen
of Citadel, Cliff Asness of AQR, Boaz
Weinstein of Saba, Jim Simons of
Renaissance and, of course, billionaire
financier Peter Muller of PDT. There are
also supporting
roles for Nassim
Nicholas
Taleb, Benoit
Mandelbrot and
Paul Wilmott, all
of whom warn at
some point of the troubles in store.
The reason that this book is so
enjoyable is that it describes not just the
rise and fall of the hedge fund industry,
but also the characters involved. This
means exploring their backgrounds, their
interests (which often include poker
or blackjack) and other aspects of their
personal lives. As a result, the characters
seem more three-dimensional.
This is helped by the use of dialogue,
making it seem as though the author
was there. In some cases he was, or he
has spoken to people who were — this is

The Quants is published by
Random House. RRP £12.99
described in detail in an appendix.
However, Patterson does admit that “some
details were created to add verisimilitude
to the account”.
There are a few details that
might annoy some more financially
sophisticated readers. In particular, some
of the explanations of financial terms are
perhaps overly simplistic. However, such
simplification is done to make difficult
concepts accessible to as many readers as
possible. This task is accomplished well.
This book is, then, worth a look
— although it might be worth waiting
to see if a second
edition emerges.
Hedge fund strategies
are again growing
more complex
as computing
power develops.
The increasing speed of high-frequency
trading gives some people particular
cause for concern, with one professional
believing that “the next long-term capital
management problem will happen in
less than five minutes”. Indeed, Paul
Wilmott notes that this book provides
“... a gripping tale right until the last
page... but fear[s] this is perhaps not the
end of the story”. Until then, though, this
book gives the story so far.

» It looked like I might

be stuck with something
akin to Dan Brown’s take
on quantitative ﬁnance

«

Paul Sweeting is professor of Actuarial Science
at the University of Kent.
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Puzzles

Coffee break

August prize puzzle

20 Q in the PP

For your chance to win a £50 Amazon voucher, please e-mail your solutions and tie-breaker answer to puzzles@the-actuary.org.uk by
13 August.
The expressions below are ‘ditloids’ —the name comes from an early example of the genre:
1 Ditloid = One day in the life of Ivan Denisovitch.
Tie-breaker: Devise your own ditloid. Creativity will be valued more highly than obscurity.
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

6 L in a M
8 G in a Q
9 P for O G in A
10½ F in a G
12 F C in a D of C
13 (O 17) Y in the L C of a P C
16 Q to a B
16 (O 18) G in a K
18 P in an A R F T
21 P on a D
22 B in a G of S
24 B B in a P
30 E on a D
54 S in the C
60 M in a D
79 P in a G A
120 in a L H
500 P for a 3 G R
660 F in a F
4,639 V for the M in M

Notes:

Terms and conditions
The prize will be awarded for the most complete entry received before the closing date. In the event of a tie the tie-breaker question will apply. The
winner’s name will be announced in the next edition. Please note that the puzzles editor’s decision is final and no correspondence will be entered into.
We reserve the right to feature the winner’s name and a photo (if supplied) in The Actuary, and to use any tie-breaker entries in future puzzles. Your
details will not be passed to any third party in connection with this draw.

Puzzle 458

Cross Number

Fill in the grid below, with one digit in each square. None of the
solutions to the clues begins with a zero.
Across				
1. 7 down – 3 across		
3. Twice a prime number		
5. A multiple of 1 down		
6. A multiple of 8 across		
8. A prime number			
9. Product of two primes		

&

'

Down
1. A prime power
2. 5 across + 6 across
3. 7 down * 9 across
4. A perfect square
6. A multiple of 8 across
7. 4 down – 3 across

(

)

*

+

-
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Puzzle 459

Oh, row is me

There is one odd number in the first row of Pascal’s triangle. How
many are there in the millionth row? And how many are there in
the millionth row which are not divisible by three?

&
&&
&'&
&((&
&)+)&
&*&%&%*&
More puzzles online
To access the puzzles archive or to play daily interactive
Sudoku, visit www.the-actuary.org.uk/puzzles.
The puzzles editor is pleased to receive ideas for new
puzzles from readers at puzzles@the-actuary.org.uk
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Bridge
The bridge column is aimed at improvers rather than
established players — a useful guide for beginners can be found

Bridge challenge 7
North
♠65
♥AK9
♦KQJ2
♣9753

at www.ebu.co.uk/education/learning/default.htm.
Please send any comments you have to Tom Bratcher at
puzzles@the-actuary.org.uk

Blocked!

After Partner opens 1NT (12-14), you
(South) bid 3♠ and start looking for a
slam. Unfortunately, Partner has only one
ace and you sign off in 5♠. W leads J♥.
What is your best play to make 11 tricks?

South
♠KQJ10987
♥2
♦A
♣K862

Solutions for July 2010

July prize winner

July prize puzzle solution

Congratulations to this month’s winner, Christopher
Rumney, who wins a £50 Amazon voucher.

You do the maths (#2)

Possible answers are as follows:
1. Stanines (or any word containing the string ‘nine’)
2. Diamond (Mohs scale of mineral hardness)
3. Quirrell (Dark Arts teachers in the Harry Potter series)
4. Gareth Thomas (TV show names: Thomas starred as Roj Blake in
Blake’s 7)
5. Stephenson (UK banknote values)
6. Pearl (wedding anniversaries)
7. Dancer (the 12 days of Christmas)
8. The Magician, or High Priest (The Major Arcana)
9. Clinton (US Presidents: Grover Cleveland = both 24 and 22)
10. Lithium (among others — begins LI, ie. 51 in Roman numerals)

Puzzle 456 solution

Mixed messages

1. Waste not, want not
2. It takes two to tango
3. Nature abhors a vacuum
4. Ignorance is bliss
5. Better safe than sorry
6. A stitch in time saves nine
7. All’s fair in love and war
8. Familiarity breeds contempt
9. Nothing ventured, nothing gained
10. Like father, like son
11. Tomorrow never comes
12. Virtue is its own reward

www.the-actuary.org.uk
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Bridge challenge solution 6

It’s detective time!
No

You hold

Dummy
holds

Partner
plays

Declarer
plays

Who has

1

Q643

1052

9

K

A/J/8

2

J7532

864

9

A

K/Q/10

Declarer?
Partner?

1. Partner has J; Declarer has A, 8. If Partner had the Ace, he should
have played it. If Declarer had the J, why would he win with the
King? If Partner had both 8 and 9, he would play the 8.
2. Declarer has K and Q; Partner has 10. By similar reasoning, if
Partner had either K or Q, he should have played one of them.
Similarly, if Declarer had 10, he could have won with that.

Puzzle 457 solution

The July 4 colour problem
Ronnie and Nigel will need at least five different colours of ribbon.
In brief, to complete the job using only five colours, the regions
should be grouped into five groups of sixteen, each of which joined
up using the first three colours only. These groups can then be
linked to each other in a pentagram using strands consisting of the
fourth and fifth colours. This arrangement will meet the conditions
required.
It can be shown by induction that at least three colours are
needed for groups of six regions, and therefore four colours are
needed for groups of seventeen regions and so at least five colours
are needed for groups of 66 (or more) regions.
For details of the argument behind this, the appropriate
colouration for a group of sixteen, and further interesting reading,
see Wikipedia’s article on this branch of mathematics —
http://en.wikipedia.org/wiki/Ramsey%27s_theorem
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Appointments

Richard Dinham has joined the
superannuation fund State Super
Financial Services in Sydney as its
chief investment officer. State Super
provides superannuation investments
and financial planning advice to
government employees in New South
Wales. Mr Dinham was previously a
senior investment consultant with Russell
Investments in Sydney.
Dinah Pattison has
been appointed as
experience analysis
actuary by RGA
where she will
lead the reinsurer’s
experience study
activities in the UK
and Ireland. She
joins following a
25-year career at
Swiss Re.
Gareth Collard
has joined Just
Retirement as
associate director in
Financial Risk. Mr
Collard previously
worked at Ernst &
Young.

Sponsored by

People moves

KPMG has made
the following
announcements:
Ferdia Byrne has
joined the insurance
actuarial team as
partner, and will
strengthen the
firm’s actuarial
presence across
Europe. Mr Byrne
has 20 years’
experience in the
insurance industry,
where he specialises
in Solvency II and
enterprise risk

management. He
joins KPMG from
Towers Watson,
and has previously
worked at Ernst &
Young.
In the Life team,
Christine Fairall
and Richard Li
have joined as
managers. Ms Fairall
joins from Towers
Watson and is a
healthcare specialist
with extensive
experience in the
group healthcare
insurance market.
Mr Li joins from
PricewaterhouseCooper’s Pensions
team.
Richard Hennessy
will replace Andrew
Cawley as head of
KPMG’s pensions
team in the North
West.
Mr Hennessy joined
KPMG in 2005 and
was promoted to
partner in 2009. He
has more than 20
years’ experience in
pensions consulting
and has worked
with a wide range of
businesses across the
North West.
As a senior actuary
and partner, he
has acted for both
public and private

Have you moved?
Please send news of moves,
promotions, retirements and
appointments to peoplemoves@
the-actuary.org.uk

Change of address

Gareth Collard

Please remember to update your
details on the Profession’s website
at www.actuaries.org.uk/members/
transactions

sector organisations
including Britannia,
Brammer plc,
Jungheinrich and
Servisair.
Michael Roberts
has been named
executive managing
director of Buck
Consultants, effective
immediately.
Mr Roberts has
been managing
director of Buck’s
global practice in
the UK and will
now relocate to
New York. He joined
Buck in 2000 as
principal and senior
consulting actuary.

First Actuarial is pleased to announce
that Bernadette Wong has joined its
actuarial team in the Peterborough
office. Ms Wong will be providing
advice to the company’s portfolio
of pension scheme trustees and
sponsoring employers. Prior to joining
First Actuarial, Ms Wong worked for
Friends Provident and JLT.

Forward features

The Actuary’s features team welcomes contributions from members
or contacts in and around the profession. Below is a list of themes
for the next few months along with the deadline for submission.
If you would like to contribute, please contact Tracey Brown at
features@the-actuary.org.uk with suggestions.

October 2010 (Published 23 September, deadline 9 August)
n Mortality/Longevity
n Careers
n Health & care
November 2010 (Published 28 October, deadline 13 September)
n Solvency II
n Pensions
n ERM

December 2010 (Published 25 November, deadline 11 October)
n Modelling
n Risk management
n Actuarial history

January (online special edition)2011 (Published 12 January
2011, deadline 26 November 2010)
n Environment
n Careers
Please note that these themes are not exclusive and the aim is for
a variety of articles. If you have a burning topic you’d like to write
about, please let us know. The editorial team is particularly keen to
receive articles about product research and development.

Specialist Actuarial Recruiters
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