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Welcome overseer or necessary
evil? Cradle of innovation or
dampening force? A key driver
for the fields in which actuaries
Title
operate, regulation is onecomment
of the
featured themes for the comement
month.
The ever-changing environment
cpadfkja;
in which our industries operate not only provides us with variety and
challenge in our work, but also keeps many of us in our jobs as we interpret
and make practical the intentions of the regulatory gatekeepers.
Solvency II is currently at the forefront of the arena for many and,
although it has been a familiar name for some time, is still finding its true
form. The Committee of European Insurance and Occupational Pensions
Supervisors (CEIOPS) approach is to seek feedback from ‘providers of
insurance and occupational pensions funds products, market participants,
end-users and consumers’, many of whom are represented by actuaries.
At the beginning of July, CEIOPS issued its second set of consultation
papers, with draft technical advice to the European Commission on the
level two Solvency II requirements. Consultation paper 40 CEIOPS-CP40-09 L2 Advice on Risk Free Interest Rate has been keeping insurance
professionals occupied, and for those wishing to participate in the debate
over the use of liquidity premiums in valuing reserves, this paper is right
up your alley. Dan Georgescu and Radu Popescu share their views on this
topic, in keeping with our financial economics theme.
On my own doorstep, I sought and received feedback on the
magazine. Among your many favourable comments, there have been
some items to address:
n Comment: My photo, taken three years ago, is not a true likeness
and could be more daring. Action: noted and amended — I’ll work on
the daring element. Thank you David Dullaway, Jeremy Goford and
Melanie Slack.
n Comment: Web exclusive features listed on the contents page should
provide further detail about the authors and content. Action: Noted and
amended. Thank you Chris Lewin.
n Thank you to Diego Mazzeo and Edmund Quiery for your suggestions for
future feature content and to all our content contributors.

Marjorie Ngwenya
Editor
editor@the-actuary.org.uk

September 2009



20/8/09 14:49:59

The

Actuary

Contents

Editorial advisory panel
Peter Tompkins (chairman),
John Batting, William Bennett,
Chris Daykin, Margaret de Valois,
Matthew Edwards, Nigel Hayes,
Martin Lunnon, Divyaa Mohan,
Claire Ritchie, Andrew Smith,
Chris Sutton, Paul Sweeting,
Matthew Wheatley

September 2009
News

Editor
Marjorie Ngwenya
E editor@the-actuary.org.uk

12	Profession

Features editor
Tracey Brown
Lane Clark & Peacock LLP,
T +44 (0)20 7432 3071
E features@the-actuary.org.uk

16	Education and research

p26
Financial economics:
Hidden depths

Deputy features editors
Jean Eu
Adam Jorna
E features@the-actuary.org.uk
Profession news editor
Chris Morgan
London EC4A 1AB
T +44 (0)131 240 1322
E chris.morgan@actuaries.org.uk
Industry news editor
Peter Tompkins
E news@the-actuary.org.uk
People/society news editor
Amy Guna
Grant Thorton UK
T +44 (0)7879 453 949
E social@the-actuary.org.uk
Student page editor
Jean Eu
SCOR-SE UK branch
T +44 (0)20 7173 3281
E studentpage@the-actuary.org.uk
Arts page editors
Matthew Fewster
JP Morgan
T +44 (0)20 7777 9707
E arts@the-actuary.org.uk

Dan Georgescu and Radu
Popescu consider illiquidity
premiums available on assets

30

No part of this publication
may be reproduced, stored or
transmitted in any form or by any
means, electronic, mechanical,
photocopying, recording or
otherwise, without prior written
permission of the copyright
owners.
While every effort is made to
ensure the accuracy of the content,
the publisher and its contributors
accept no responsibility for any
material contained herein.
© SIAS September 2009
All rights reserved
ISSN 0960-457X

www.the-actuary.org.uk

005_Actuary_0909_Contents.indd 5

General insurance: History repeating itself?
Michael Folkson finds parallels between today’s banking
crisis and the 1980s LMX spiral in the London market

32

Regulation: Riding the rollercoaster
David Worsfold compares different governmental
approaches to the reform of financial services regulation

34

Financial modelling: Tools for success
Giles Thomas introduces an alternative tool for actuarial
modelling

Published by the Staple Inn
Actuarial Society.
The editor, Faculty of Actuaries,
Institute of Actuaries and Staple
Inn Actuarial Society are not
responsible for the opinions put
forward in The Actuary.

Financial economics: Stressing complexity
Andrew Smith discusses the findings of the Extreme
Events Working Party in its development of one-year
stress tests for solvency purposes

Finn Clawson
E arts@the-actuary.org.uk
Puzzles editor
Tom Bratcher
Watson Wyatt Worldwide,
E puzzles@the-actuary.org.uk

economics: Markets in crisis

Con Keating looks at the role of collateral management
practices in the wake of the financial crisis

28

22 People/Society
42	Appointments and moves

3	Editorial
Marjorie Ngwenya reflects on regulation changes

6	Letters
Actuaries contemplate the fall-out from the
merger vote

8	President’s address
Nigel Masters looks at the challenges ahead

10	Soapbox
Dr Martin Weale on funding public sector pensions

37	Book review
Lecturing Birds on Flying by Pablo Triana

Regulars
37	Actuary of the future
Anuj Sharma of Mercer

times: Learning from the past,
shaping the future

38	Puzzles

Graeme Bold previews the Life Conference

40	Arts

35	Changing

36

21 SIAS notices

Comment

Features
24	Financial

18	Industry

Longevity: Finding an alternative
Dan Knipe explores how insurance-linked securities
could be used in pension schemes to offset the costs of
longevity improvements

More content online
n Recruitment: The way ahead
Colette Lurshay reveals the best way for actuarial contractors
to market themselves when competition for roles is fierce
Visit www.the-actuary.org.uk/issue

Win a £50 Amazon voucher in our prize puzzle

Matt and Finn discuss the art of investing

41	Student page
ActEd tutors John Potter and Anna Bishop reveal all

Writer of the month
Michael Folkson is the editorial team’s
September choice for his article on
parallel banking crises. He receives a
£50 book token
courtesy of:

September 2009



20/8/09 14:59:06

Xxxxxxxxx
Letters

Xxxxxxxxxxx
Your
view

Sponsored by

Letters to the editor
In which actuaries discuss the neighbours from hell, risk management tools,
and contemplate the fall-out from the merger vote

Letter of the month
Feuding neighbours
I was intrigued by a sentence towards the end of the absorbing article,
‘Prudent assumptions’ (The Actuary, August 2009), that ‘pension
schemes and companies have a symbiotic relationship — they need
each other to survive’. Oh no, they don’t: they’re more like neighbours
from hell. Companies, I suspect, would far rather not have an apparent
‘bottomless pit’ called a pension scheme, and pension scheme brokers
must wish the company would pay debts.
When a deficit is reported in a scheme, such as BT’s £5.8bn, we
are talking serious money that might never actually be paid. We can
only wistfully hope that it declines a bit in relation to the size of the
business and the scheme.
Once upon a time there was a book-keeping convention that monies
received must meet a debtor’s oldest outstanding item first. This would
communicate in a pension scheme context — first, by saying that
pensions for active service up to a date (say) three years ago have now
been secured; and second by having to face up to the reaction if such a
date were to go backwards (or even go forward at less than a year per
year). The implications for investment policy are clear.
Nick Greenwood
2 August 2009

The writer of the letter of the month receives an iPod Shuffle and a
£15 iTunes voucher kindly supplied by Hazell Carr

It ‘could well happen’ in the courts
I note the recent House of Lords case of
Boyle v SCA Packaging. It is especially
interesting as it gives the court’s view of what
constitutes a significant risk.
The issue was whether or not an employer
was culpable for aggravating its employee’s
disability. The employee was placed in a
noisy work environment such that she had
to speak above the noise in order to make
herself heard. As a disabled person, it was
possible that her raised voice could cause the
development of voice nodules.
The question was what probability of
detriment to the employee was the threshold
to trigger employer’s liability in such cases?
The court ruled that the threshold was
less than ‘about 50/50’, for the following
reasons. The 50/50 could amount to over
50% and a probability greater than evens
is definitely in excess of the required
threshold. However, a ‘significant’
probability would be sufficient to trigger the
employer’s liability.
The test as to whether a probability is
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‘significant’ is to consider whether it ‘could
well happen’. Therefore, if the risk was such
that it could, that is a significant risk and
enough to trigger employer’s liability.
The concept of ‘could well happen’ may
be a useful tool in the management of
financial risks.
Anthony Pepper
17 July 2009

Black swans and red herrings
At last! A seriously good article in The
Actuary (August 2009) on the subject of
model risk: ‘Black swans and red herrings’
by James Guszcza. Having appeared in
your columns from time to time drawing
attention to the risks of uncritical
acceptance of the results from simplistic
modelling of highly complex realities, I
hope that I shall now be able to sheath
my sword, leave the task of cleaning up to
the current generation and revert to being
merely an old fogey.
John Bishop
7 August 2009

After the vote
Can we stop pushing the idea that over
70% of both memberships were in favour?
Of the full membership, just under 50% of
the Faculty members were in favour, and
that number dropped to around 40% for the
Institute. You cannot ignore those who did
not vote, either through a ‘could not care
less’ attitude or laziness, but they certainly
cannot be said to support the merger.
To continue to follow the merger path
is not on, so we should start looking at
increasing joint co-operation between the
bodies, joint committees, a joint council or
maybe even a ‘super president‘ of a joint
council to speak for all actuaries. But please
involve the membership — this time, right
from the outset.
Paul Clayson
1 August 2009

Setting the bar too high
My initial thoughts on the merger are: Why
does the Institute complicate things for
itself? Where else in the world would you

www.the-actuary.org.uk
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Your view

need a 75% majority to pass a resolution?
The Iraq war needed a 67% majority to be
approved in the Commons. Similar matters
of much greater importance to us all than
the merger of the two actuarial bodies
in the UK have only required 67%. How
and why was the bar set so high for the
Institute in the first place?
They will always struggle to get things
that generate a lot of debate approved if
the 75% rule stays. The people who decided
that two-thirds was the way to go (possibly
many hundreds of years ago) knew what
they were doing. I do not really know
where they should go from here on this
matter because any debate of the 75% rule
has come too late for the merger talks.
Masimba Zata
31 July 2009

Merger debate:
response to ‘trivial pursuits’
Robert Steel is appalled because the merger
debate did not discuss matters of importance
(Letters, The Actuary, August 2009). The
reason is simple: the Chartered Actuarial
Profession (CAP) had nothing to do with
matters of importance, other than it
purported to run the Profession’s affairs more
efficiently than at present. But that could be
done without merging, and indeed would
have been done by now if councils fulfilled
the task for which they were elected instead
of wasting time on their merger agenda.
It had nothing to do with saving money
either; Stewart Ritchie told a Faculty
meeting two years ago that subscriptions
would not reduce. Indeed, they might well
increase; promotional costs to date, in staff
time and agency fees must be well into six
figures, and the money to be spent after
merger to promote CAP will be added to
that. Mercifully, CAP is dead.
CAP was never really about anything
more than ‘spinning’ the Profession to the
public, with marketing buzzwords such as
‘vibrancy’, ‘world-class member services
organisation’, ‘one profession, one voice’

www.the-actuary.org.uk

006-007_Actuary_0909_Letters.ind7 7

and so on. The latter, in particular, was off
target as, perhaps unwittingly, Mr Steel
shows when he writes: “The name of the
professional body is unlikely to appear
in any client’s list of reasons for seeking
actuarial advice”.
Of course our clients are as indifferent
to which professional body their actuary
belongs to, as to which their accountant
or any other professional adviser belongs.
It is the fact that they are qualified to
sign that matters, so CAP would have
been of no fundamental interest to them.
Where occasions calling for a public
statement by both bodies do arise they are,
and have been for some years, handled
competently by the London-based ‘head of
communications’.
Where the CAP proponents seem to
have been successful, sadly, is in spinning
their merger to the profession. Two years of
merciless propaganda, with opposing voices
denied proper access to the membership
until the last moment, and then restricted to
a single 750-word statement, seem to have
worn at least the Faculty down. If you say
something often enough and long enough…
As to Mr Steel’s comments on the
‘presidential poll’, these are quite wrong:
the poll asked which out of several choices
members would prefer as the first president
of the new body. He seems also not to have
noticed that Ronnie Bowie was to have been
that person.
So what now? The Institute has sensibly
refused to commit a pointless suicide, and
so has happily saved the Faculty from a
similar fate; but doubtless we are all going
to be told to go back and vote again until
we get it right.
However, I believe that the sheer silliness
of asking the Institute to throw away
its name and history and to re-charter
and re-brand itself just to increase the
membership by 15% had become apparent
to Institute voters. They will accept no
future arrangement between our two
historic bodies, which would rule out their

continuing to sign as FIA.
Footnote: Yesterday, The Observer
referred to Ronnie Bowie as “president of
the Institute of Actuaries”. Do they know
something we don’t?
Brendan McBride
3 August 2009

Making sense of the future?
We like to think that actuaries can make
financial sense of the future. Page 7 of
your August issue states: “The deadline
for receiving letters for the July issue is
Wednesday 14 August.” Is this trying to
make sense of the future, or the past?
Chris Lewin
9 August 2009

Longevity simplified
A refreshing new voice has entered the
debate on longevity and mortality in the
form of my four-year-old daughter. A recent
conversation with mum went like this:
Mum: “It must be good being four. Can I
be four?”
Daughter: “No, you’ve already been four.
But if you get to 100 then you can start
again from zero.”
It may be that she has simply reduced the
problem to a mathematical abstraction, but
has she perhaps foreseen some enormous
medical advances that would cause
innumerable new issues for actuaries?
Richard Percy
30 July 2009

Your letters
Due to the high volume of letters being
received, we are currently publishing
additional comments on The Actuary
website.
The editorial team welcomes readers’
letters but reserves the right to edit
them for publication. Please e-mail us at
actuaryletters@incisivemedia.com
The deadline for receiving letters for
the October issue is Friday 11 September.
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President’s address

Nigel Masters

Institute president Nigel Masters addresses the issues facing
the profession and looks forward to the challenges ahead

Climate of change

R

Actuaries’ Code and CPD changes

eturning from summer vacation
has, for me, always been the real
start of the working year, providing
the chance to look forward to
the developments in the coming months.
Of course, the follow-up to the vote on
the unification of the profession must be
addressed, but there are also other important
developments in education and professional
standards to be planned for.

Merger
On 23 July, Faculty president Ronnie
Bowie and I sent e-mails to our respective
members to inform them of the outcome of
the merger votes. Some of you have shared
your views about the outcome with me
directly or through the discussion board.
I would like to thank all those who have
contributed to the merger debate. At the
time of writing, the Institute Council has
discussed the outcome, and the Faculty
Council is due to discuss it on 26 August.
I hope Ronnie and I will be able to e-mail
you after the Faculty Council has met with
an update on Council’s views for the best
way forward for the Profession.
The most important thing we can do
right now is consult with you, our members,
to find out how to best move forward. Both
Ronnie and I appreciate that the merger
process has taken a long time and has been
a major feature of our separate and joint
council meetings for the past three years. It
is clear that the status quo, with its inherent
weaknesses, cannot continue. We will talk
with you and find out more about your
aspirations for the future of our profession.
In doing this, I believe we can build a new
consensus and move forward together as a
strong, united profession.

Access to the Profession
Earlier this year, the Profession opened
its doors to non-actuaries and developed
a certificate in financial mathematics.

8
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The certificate is designed to allow people
considering a career as an actuary, and who
may already be working in the financial
services industry, to test the water before
committing themselves to the training
and examination process. As a result, 53
people sat CT1 financial
mathematics to gain the
certificate. The pass rate
was 41.5% and some of
the successful students
have now decided to
join the Faculty and the
Institute and to study to
become an actuary.
Developing the certificate is part of the
profession’s response to the government’s
recent investigation into social mobility
and access to the professions. Offering this
course demonstrates our commitment to
increasing accessibility to the profession.
You can find out more about the certificate
at www.actuaries.org.uk/students/exam_
subjects/certificate_financial_mathematics

The Actuaries’ Code will be launched in
October. The Code, which will replace
the professional conduct standards (PCS),
embodies the principles and standards that
actuaries can be expected to observe in their
professional life. Our observation of, and
adherence to, the Code will ensure continued
public confidence in our profession. I am sure
you will join me in acknowledging the many
people who have worked to develop the
Code, with special thanks going to Andrew
Chamberlain, who led the professional
regulation executive committee through
most of this period.
In next month’s issue of The Actuary,
Sir Philip Mawer, the new chairman of
the professional regulation executive
committee, and Roger Dix, chairman of the
professionalism awareness committee, will
set out how the Profession will be helping
members think through the implications of
the new Code.
The new CPD scheme will herald change
for many of us over the next 12 months. The
introduction of the new scheme follows a
comprehensive review of the existing scheme
and feedback from members and regulators.
Practising certificate
holders (category
1) will be the first
to be affected, from
1 October 2009.
Actuaries in other
categories will also
be affected, but only
from July 2010.
The new CPD regime has raised questions
with some members about its scope and
extent. It is CPD which sets the Profession
apart from academic bodies that grant
qualifications but do not follow up to ensure
the ongoing relevance of the qualification.
CPD is a genuine competitive advantage for
the Profession, and we should ensure it is of
the highest standard.

» The most important

thing we can do right
now is consult with
members to ﬁnd out how
to best move forward

«
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Soapbox

Dr Martin Weale

Martin Weale looks at the brewing issue of funding public
sector pensions

Final salary pensions and the public sector

W

e frequently hear that public
sector pensions are unaffordable,
or that there is something
inherently wrong with pension
arrangements in the public sector, which
differ from those that are now common in
the private sector.
If the relationship of annual pensions to
salaries has not changed, but both mortality
rates and interest rates have fallen, then the
present value of the pension rights which
accrue with public sector employment has
obviously gone up. But to the extent that
anything is ‘unfair’, it is not that public sector
workers receive final salary pensions, but that
their total remuneration, including the value
of pension rights, is higher than it would be
for comparable work in the private sector.
If future pension rights were properly
funded and clearly visible, then it would
be clear how public and private sector pay
compared. Without the notions of what
might or might not be fair, this cannot really
be addressed. It is not the nature of the
pension scheme, but the total cost of public
sector workers
which makes

10
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them affordable or unaffordable.
If pensions were fully funded, it should
make no difference whether contributions
are collected from employers or employees,
although the structure of national insurance
contributions means that employer
contributions are at a tax advantage. But if
employer and employee contributions were
to receive equal tax treatment, then there
would be a good case for paying salaries
gross of all pension contributions associated
with those pension rights, and not only
those currently collected from employees.
With a similar change in the private sector,
pay between public and private sectors
would be directly comparable.
Quite possibly, had this arrangement been
in place several years ago, there would have
been less upward pressure on public sector
pay than we have seen in practice. For such
arrangements to be implemented, there
remain two questions to be resolved. First,
how should one handle the risks associated
with final salary schemes, uncertainty about
returns and uncertainty about mortality rates?
The obvious principle is that young
workers should carry the risks largely
for themselves, in that contribution
rates can be adjusted as rates of return
and mortality change, while people close
to retirement need to be insured against
them. A well-designed scheme will choose
an appropriate mix of charging an insurance
premium on top of contributions, so that
scheme members can shed the
risk, and letting them carry this
risk for themselves as variations
in contribution rates. The
government is in a particularly
good position to provide
insurance, since the risks can

be spread across all future generations.
Second, there is the problem that
public pensions are historically unfunded.
Assuming that the government does not
intend to default on its commitments, these
have to be financed out of future taxation.
Indeed, the situation is similar in form
to the historic under-funding of private
sector pensions where there is no practical
alternative to expecting employers to make
up the shortfall. In neither case does this
prevent future pension rights accruing on a
properly funded basis. Such arrangements
would include the possibility of varying
employee contribution rates as returns
and mortality rates evolve and would also
include a proper charge for the risks that
sponsors of final salary schemes carry.
Once final salary pensions are properly
costed and visible, it is perfectly possible
that they will seem less appealing to public
sector workers. The pressure for new rights
to accrue on an average-salary basis is
likely to be overwhelming. But even this
will be a distraction from the over-riding
pensions problem — that people want a
well-funded retirement without wanting to
pay the costs.
The Turner reforms are probably only
the first step towards adequate retirement
saving. It seems inevitable that there will be
a move toward greater compulsion and larger
contributions in both public and private
sectors than personal accounts, as currently
set out, imply. It is this issue, rather than
arbitrary changes to public sector pensions,
that we should now address.
Dr Martin Weale is the director of the National Institute
of Economic and Social Research and a member of the
Board for Actuarial Standards.
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News

Profession

News in brief
Caribbean cocktails and canapés
Taking place on 10 September, this event
will celebrate a very special occasion.
Officially we would like to invite you to
join us in marking the occasion of the
installation of the Caribbean Actuarial
Association Shield in Staple Inn Hall. The
evening will feature Caribbean-themed
canapés, cocktails and music. Come along
and network with your peers and partners
over mojitos and jerk chicken. Doors open
at 17.45 for an 18.15 start, through until
20.30. For further information contact Kate
Heyburn at kate.heyburn@actuaries.org.uk

An evening at LK Bennett
Do you love shopping? We have exclusive
use of the LK Bennett store located in the
heart of Covent Garden on 24 September.
Join us for a relaxed networking evening
with friends, where you can mingle with
colleagues, sip champagne and shop with
our 20% discount offer. The evening will
include:
n Champagne and canapés
n 20% off LK Bennett merchandise all
evening
n A luxury goodie bag for all attendees.
For further information visit
www.actuaries.org.uk/events/lk_bennett

Reeling the night away
Why not dust off your dancing shoes at
our ceilidh on 20 October in Merchants’
Hall, Edinburgh? A ceilidh is a great way to
celebrate traditional Scottish culture and
a lot of fun is guaranteed. There will be a
live band, a selection of popular Scottish
dances and refreshments throughout the
evening. Come along and experience the
delights and traditions of Scotland — a
fun night is sure to be had by all.
For further information visit
www.actuaries.org.uk/events/scottish_
ceilidh and to book online visit
www.actuaries.org.uk/members/
transactions/conference_booking

12
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Presidents endorse Actuaries’ Code
The presidents of the Faculty and the
Institute have welcomed the publication
of an Actuaries’ Code, which sets out
the ethical principles all actuaries are
expected to follow in their professional
life. Launching the code in a joint letter to
all members, the presidents said: “We are
confident that the principles the
Code embodies are those that every
actuary would seek to observe in their
professional life”.
The new Code, which replaces the
Professional Conduct Standards (PCS),
comes into force on 1 October 2009.
Unlike
the PCS, a
breach of
the Code
will not
in itself be
grounds for
disciplinary
action.
However,
where an

actuary’s conduct is called into question,
the Code will be taken into account
to determine whether there has been
misconduct within the terms of the
Profession’s Disciplinary Scheme.
Next month’s edition of The Actuary will
carry articles by Sir Philip Mawer, the new
chairman of the Professional Regulation
Executive Committee, to introduce the
Code and by Roger Dix, chairman of the
Professional Awareness Committee, to set
out ways in which the Profession will be
trying to help members to think through
the implications of the Code for them and
their professional practice.
Concluding their joint letter, the
presidents said: “The actuarial profession
faces an exciting and dynamic future. The
Actuaries’ Code represents the first step in
transforming how we regulate ourselves
professionally, to ensure we are as fit as we
can be to face that future. By observing
the principles the Code sets out, we can all
ensure both continued public confidence in
our profession and a thriving future for it.”

Members vote on merger proposal
The Faculty of Actuaries and the Institute
of Actuaries held simultaneous special
general meetings (SGM) on 23 July 2009 to
discuss and vote on the proposal to merge
the two bodies and form the Chartered
Actuarial Profession.
The outcome of both votes was
announced at the two SGMs and
confirmed to all members by e-mail later
that evening. While 73.5% of Faculty
members voted for the resolution, only
71.6% of Institute members voted in
favour. The Faculty has a voting threshold
of two-thirds, which means the vote was
carried by the Faculty, and the Institute has
a voting threshold of three-quarters, which
means the vote was not carried by the
Institute. More than 60% of Faculty and
Institute members eligible to vote did so.
In Edinburgh, Katie Low spoke for the
resolution and said that a merged body
would have a strong Scottish voice. She
urged members to grasp the opportunity.
Ronnie Sloan, speaking against the
resolution, said that members had not had
sufficient time to consider the new charter
but he said the status quo was not viable.
At Staple Inn, Jane Curtis spoke for the
resolution and said that a merged body
would be far more successful as a policy

influencer and opinion former. Speaking
against the resolution, David Wilkie
suggested that the Institute could allow
Faculty members to join the Institute
if they so chose, while maintaining a
separate Scottish body.
Institute president Nigel Masters said
he was disappointed to have lost this
tremendous opportunity, particularly as
Faculty members had given their support
to the proposal. Nigel Masters and Faculty
president Ronnie Bowie thanked members
for taking part in the merger debate, and
said they hoped the same energy could
now be channelled into reshaping the
Profession to best serve its members as they
meet future challenges. Both councils were
due to reflect on the outcome separately
and, in discussion with each other, then
consider the best way to move forward.
To listen to the recordings of the
SGMs and to view a breakdown of the
outcome, visit www.actuaries.org.uk/news/
sgm20090723 or www.actuarialmerger.com/
MergerResults.html
To share your views, e-mail merger@
actuaries.org.uk, facultypresident@actuaries.
org.uk or institutepresident@actuaries.org.uk.
You can also visit the discussion board at
www.actuarialforums.com
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New CPD requirements
Following a review of the continuing
professional development (CPD) scheme
and feedback from members and
regulators, a new scheme will be phased in
over the next 12 months. This will affect
all members of the profession. The new
scheme includes changes to particular
categories to which members are assigned,
and the CPD requirements applicable to
members in each category.
Actuaries who hold a Practising
Certificate will continue to make up
Category 1 of the new scheme. From
1 October 2009, they will be affected by
changes in CPD requirements applicable to
that category. Actuaries in other categories
will not be affected until 1 July 2010.
Further information and guidance will be
sent to these members in 2010.

Why are the changes necessary?
The vast majority of actuaries have always
maintained a keen interest in keeping their
technical skills up to date. The mandatory
requirement to undertake sufficient and
appropriate CPD is therefore nothing
new for members, although the CPD
requirements laid down for actuaries have
historically been low when compared with
those applying to other professions.
What is new is the growing and
understandable public interest in the fact
that actuaries are able to demonstrate
that their skills have been maintained
through relevant development. Effective
CPD is one way that the profession shows
its pride and determination to maintain
its technical and professional standards,
while cementing public confidence in
its work. Experience has shown that the
development of professionalism skills is
as important in this respect as building up
technical skills.

What are the changes?
From 1 October 2009, any member holding
a Practising Certificate will need to comply
with the new CPD requirements for
Category 1. This means that when these
members make an application to renew
their Practising Certificate after 1 October
2010, they will need to show that they
have undertaken, over the preceding year,
no less than 30 hours of verifiable CPD.
This will include:
n Of the required 30 hours, a minimum
of 20 hours must be technically relevant
to their area of work and at least 10 hours
must be external to the employer
n A minimum of six hours must relate to
professionalism activity
n Up to 15 hours can be counted for
‘service to the Profession’
n Attendance at a professionalism event
every 10 years is obligatory.
The Profession may also require Practising
Certificate holders to attend additional
professionalism events.
The new scheme defines what
constitutes professionalism activity for
CPD purposes more clearly. In this context,
professionalism is divided into two themes.
One deals with adherence and commitment
to the principles of the Actuaries’ Code,
while the other covers aspects of nontechnical skills, which are part and parcel of
delivering a satisfactory service to the client.
Members should be able to demonstrate an
appropriate balance of both. For example,
attendance at a professionalism event
run by the Profession may be one such
development opportunity. Others may
include opportunities to develop business,
management, staff development or IT skills.
For more details of the new scheme
visit www.actuaries.org.uk/members/cpd.
If you have any queries about how the
scheme may affect you, please contact
cpd_feedback@actuaries.org.uk

CALL FOR SPEAKERS:
Annual Pensions Conference 2010
We are now working on the programme
for next year and would like to provide
a wide variety of topical workshop
sessions. This is your chance to help
shape the programme. If you would
like to speak at next year’s conference,
taking place from 9-11 June at Celtic
Manor, Newport, we want to hear from
you as soon as possible. Key themes will
be: current issues on what is shaping
today’s pensions agenda, technical issues,
wider issues of pensions and business,
ideas and insights that could help shape
the future, softer skills/professionalism
topics, pan-European pension issues and
sponsor covenants.
For further information visit
www.actuaries.org.uk/news/
pensions2010
Please submit your form to Claire Marsh
at claire.marsh@actuaries.org.uk by
Friday 30 October 2009.

CALL FOR PAPERS:
Singapore Health Insurance
Conference 2009
The Singapore Actuarial Society will be
holding the second Health Insurance
Conference from 23-25 November 2009.
For further information visit
www.actuaries.org.sg/

Longevity predictors and
pension scheme liabilities
What are the longevity predictors we
should allow for when valuing pension
scheme liabilities? The debate at the
Institute sessional meeting is taking place
at Staple Inn, London on 28 September
at 17.00 following the AGM. It will be
based on a paper by Steven Baxter, Ana
Madrigal, Fiona Matthews, Deven Patel
and Andrew Gaches. Tea will be served
from 15.30 before the AGM begins at
16.00, and the sessional meeting will be
followed by a drinks reception. For more
information visit www.actuaries.org.
uk/sessional/sm20090928_notice.pdf

Management actions in a
with-profits fund: update
This Faculty sessional meeting, beginning
at 17.00 on 5 October at The Radisson
SAS in Edinburgh, will debate a paper
by James Tuley. Tea will be served from
16.30, and a drinks reception will follow
the meeting. For more information visit
www.actuaries.org.uk/sessional/fac_
sm20091005_notice.pdf
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News in brief
Issues in ERM for the life industry
Regulatory changes and the challenge
of embedding new risk management
techniques into the day-to-day operations
of life insurance companies continue
to present significant challenges for
senior life actuaries and risk managers.
Consequently, the Life and the Enterprise
Risk Management Practice Executive
Committees are pleased to announce a
seminar at Staple Inn, London, taking
place on 18 September. The seminar
will focus on topical developments and
thinking, and will explore a variety of
risk and capital management issues. For
further information visit www.actuaries.
org.uk/conf/ci_erm_life

Pensions conference highlights
These one-day seminars at Staple Inn,
London on 21 September and Novotel,
Bristol on 29 September will showcase the
highlights of the 2009 Pensions Conference.
They provide excellent opportunities to get
an update on some of the hot topics that
are affecting the pensions industry. For
further information visit www.actuaries.
org.uk/media_centre/events_folder/ap_
events/?a=153127

Pensions and the law
This seminar on 6 October in London
provides an excellent opportunity
to consider core pension legal risks
together with specialist areas which are
increasingly relevant for schemes and
their advisers. It will also include topical
legal views and insights including banking
issues, insolvency risk, regulator insight
and litigation risk. This seminar is ideal
for actuaries and consultants to obtain
insights and information on new legal
developments and specialist pensionsrelated legal fields.
For further details please visit
www.actuaries.org.uk/conf/pensions_law

Market-consistent valuation workshop
Market-consistent valuation (MCV)
techniques have been at the forefront
of recent MCEV, Solvency II and IFRS
developments. This workshop on
15 October at Staple Inn, London will
develop delegates’ understanding of
the basics, including the allowance for
risk, interpreting model results and
understanding commercial application.
For further information visit www.
actuaries.org.uk/conf/market_consistent_
valuation
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Joining forces on
Funding available for
mortality and longevity member-led research
This multidisciplinary conference, taking
place at the Royal College of Physicians,
Edinburgh, from 21-22 October, brings
together practitioners and researchers
from the health research and actuarial
science sectors. It will be invaluable to
those needing to understand and influence
change and to those who are driving
or responding to developments in the
disciplines involved.

Closing date for submission of posters
Presenting new and up-to-date research
on current trends and future prospects for
mortality, the programme is structured
around three inter-related themes:
n Drivers for change
n Individualised risk
n Cohorts
The organising committee invites
submissions of posters addressing these
themes from actuaries and academic and
medical research users. Submissions from
early career researchers are particularly
welcomed. The closing date for the
submission is Friday 11 September.
For more information visit www.actuaries.
org.uk/events/mortality2009 or e-mail claire.
marsh@actuaries.org.uk

Members are reminded that funding is
available for ‘member-led’ research which
addresses issues of moment and substance
in the eyes of practice areas and member
communities. Such research may either be
on a single practice or single interest basis,
or by adopting a cross-practice approach.
The recent member survey indicated
strong support for such research. Topics
suggested in the survey ranged from
the general to the specific and from the
theoretical to the practical, as a selection
from the topics proposed demonstrates:
n The relevance of risk models in today’s
economic world
n Climate change and sustainability
n Micro insurance
n A standard table of morbidity rates for
critical illness products
n Fractals and mortality
n Costs and benefits of different national
health insurance models
n How to encourage and interest consumers
in saving
n How actuarial skills can be used in nontraditional fields
n Solvency II
n Reserving for asbestos and environmental
claims
n Practical stochastic valuations of pension
schemes
n Developing life tables for African
countries.
It is envisaged that member-led research
would be undertaken by practitioners,
including working parties such as GIRO.
Funding might be used to pay for academic
or other support, for example help for a PhD
student to analyse some data, or to purchase
or develop software. If you have a research
idea, submit your proposal to maria.
singleton@actuaries.org.uk

Momentum Conference
The Momentum Conference this year runs
from 7-9 December at Hilton Glasgow. It
is designed for professionals working in
pensions, life insurance, general insurance,
investment or healthcare. The conference
programme has been developed for actuarial
students just joining the Profession
through to recently qualified actuaries and
those with up to five years post-qualified
experience.
The two days will include a full
programme of technical and non-technical

sessions with three
interactive plenary
sessions. Maynard
Leigh Associates will be
providing workshops to
develop softer skills and
provide professionalism
CPD hours, and there
will be audience participation in the plenary
session on the current global financial crisis.
For further information visit www.actuaries.
org.uk/conf_flyer/Momentum2009
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Upcoming conferences:

AGM announcement

Financial reporting
seminar

Notice is hereby given that the
ANNUAL GENERAL MEETING of the
INSTITUTE OF ACTUARIES will be held at
Staple Inn Hall, High Holborn, London on
Monday 28 September 2009 at 16.00
(preceded by tea from 15.30, followed
by the OGM at 17.00) for the following
purposes:
1 To formally receive the Council report
for the 2008/2009 session, the statement
from the treasurer, financial statements
and the auditors’ report.
2 To appoint haysmacintyre as auditors
for the forthcoming year.
3 To authorise Council to set the auditors’
remuneration.
4 Following the retirement of the five
most senior members of Council, to
announce the names of the five elected
members to Council.
For enquiries, please contact Marion
Young at Staple Inn (telephone 020 7632
2117 or e-mail marion.young@actuaries.
org.uk)

The purpose of this seminar, taking place
at Staple Inn, London, on 8 October, is to
cover the major reporting standards in the
UK. Topics covered will include an overview
and examples of actual accounts and
disclosures in relation to IFRS, embedded
value and FSA reporting.
The seminar is aimed at newly-qualified
actuaries who may not be directly involved
in financial reporting, but would like to
get a practical overview of these standards.
It would also be of interest to qualified
actuaries who are involved in one of these
reporting standards but would like to
enhance their knowledge of other standards,
or learn about future developments in
IFRS Phase II and Solvency II. For further
information visit www.actuaries.org.uk/conf/
financial_reporting_seminar

Issues in health and care
The protection market is facing forces for
change from both evolving regulation and
the changing economic and healthcare
environment. This seminar on 28 October
at Staple Inn, London will be of interest
to all health and care actuaries working
in the protection market, whether in
financial reporting, pricing or marketing.
It has been designed to be informative and
provoke thought and discussion. For further
information visit www.actuaries.org.uk/conf/
ci_health

Investment strategy for
pensions actuaries
This seminar will be of particular interest
to any actuary involved in advising final
salary pension schemes. The emphasis
of the seminar will be on current
developments in asset management. The
seminar takes place on 22 October at Staple
Inn, London. For further information
visit www.actuaries.org.uk/conf/investment_
strategy_pensions

Mortality and morbidity data
The Profession is reviewing its role in
relation to the provision of mortality
and morbidity data and is currently
consulting widely, including with current
CMI contributors (life offices and SAPS
contacts), medical insurers, general
insurers, overseas actuarial bodies and
other interested organisations, including
regulators, ABI and NAPF.
The consultation is open to individual
members of the Profession, so if you would
like to have your say on the future role
of the Profession in relation to mortality
data, please go to www.surveymonkey.
com/actuaries_cmi to complete the
questionnaire. More information is
available at www.actuaries.org.uk/news/
mortality_analysis. The survey closes on
4 September.

‘Our Changing Future’ open forums
The season of 2008-09 was the third year
of the ‘Our Changing Future’ series of talks
and the first year to be branded as ‘open
forum’. The talks are designed to offer a
more informal opportunity for actuaries
in Scotland to
access CPD on
a wide range of
topics. They cover
areas of interest to
actuaries working
in life, pensions
and investments.
The series
started in October,
Zoe Craig, chair of
with Daniel Ryan
the OCF Committee
presenting an
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informative view on methods of predicting
future mortality. This was followed in
November by an update on the recently
released Market-Consistent Embedded
Value (MCEV) principles ahead of the
reporting season from Brian Paton.
For the first talk of 2009, Kenny Tindall
and Tony Read discussed some of the risks
faced by defined-benefit schemes and the
options available to these schemes through
the Bulk Purchase Annuity market.
In April’s talk on corporate bonds, Owen
McCrossan and Roger Sadewsky looked at
the impact of the credit crunch, considering
both sides of the argument as to whether
corporate bonds are an attractive asset class
for insurers.

Caroline Instance
secretary-general

The Observer error
The reference to Ronnie Bowie as the
president of the Institute of Actuaries
in the business and media section of
The Observer (2 August 2009) was an
editorial error and was corrected the
following Sunday.

Finally, Roger Austin, Carole Dick and
Anne Baxter from the Faculty’s Solvency
and Capital Management Research Group
gave a presentation on ‘Information
Overload’, which looked at the raft of
regulatory change currently facing the
industry such as MCEV, and Solvency
II, and whether the resulting financial
statements might meet the requirements of
information-hungry stakeholders.

Call for speakers
The committee would like to thank all of
the speakers who took part in previous
lectures and is now looking for speakers
for the 2009-10 season. If you are
interested in participating, please contact
Zoë Craig, the committee chairman, at
zoe.craig@watsonwyatt.com
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CTI for non-members
In April 2009, 53 of the candidates who sat
the CT1 financial mathematics course were
a little bit different from the usual actuarial
students: not one of them was a student
member of the Faculty or the Institute.
These 53 students took the course as
part of a scheme set up by the Profession
to allow people considering a career as an
actuary to test the water before committing
themselves to the rigorous training and
examination all actuarial students undergo.
Richard Chalk, who passed the exam,
said: “My academic background is in
mathematics, and I had been considering
a possible change in career direction. I
wanted to take the course to get a taste for
whether studying to be an actuary would
suit me.”
Colin Dobbie, another successful candidate,
echoed this: “The course was a cost-effective
way to sample the exams and was an
opportunity of showing potential employers
that I was capable of passing them.”
A survey of the students carried out by
the Profession showed that most entrants
took the course as a trial run. Some of the
candidates surveyed found the exam more

difficult than they had expected, and the
41.5% pass rate was proof that studying
to be an actuary demands the highest
intellectual standards.
Mr Dobbie agreed, saying that the
course gave a good account of the
knowledge required to be a trainee actuary.
Yet the high standards required have not
put off some of the students. Mr Chalk
commented: “It has given me an appetite
for actuarial study, and I am now looking
to enter the Profession.”
It is hoped that the scheme will be
attractive to employers as well, with
firms realising the benefit of encouraging
employees to take part. Mr Dobbie agreed,
highlighting that potential employers had
been impressed with his performance in
the exam.
Trevor Watkins, head of learning at
the Profession, said: “The course was

an important part of our response to
Unleashing Aspirations, Alan Milburn’s recent
investigation into social mobility. Offering
this course demonstrates the Profession’s
commitment to increased accessibility.”
Mr Watkins added that, as entry levels
surpassed expectations, the Profession
would be offering the course again in the
September diet of examinations. Tuition
material is available from ActEd at
www.acted.co.uk, and Leicester University
at www2.le.ac.uk/departments/mathematics/
luft/ct1 as an introduction to their MSc in
Actuarial Science course.
The first cohort of students is already
recommending the course to colleagues
and, if the pilot continues to be a success,
the Profession will consider extending the
scheme next year with further subjects
available and making it accessible to
overseas students.

A dramatist seeks
to understand the
financial crisis

The
Power
of Yes
by David Hare

On 15 September 2008, capitalism came
to a grinding halt, and sub-prime mortgages
and toxic securities continued to dominate
the headlines. This spring the National Theatre
commissioned a compelling account of how,
as the banks went bust, capitalism was replaced
by a socialism that bailed out the rich alone.

COmpetitiOn

Win one of three pairs of tickets to see The Power
of Yes by David Hare on Thursday 1 October 2009 at
7.30pm and receive a complimentary programme.

True or false: David Hare wrote
The Permanent Way and Stuff Happens?

Image © Corbis

Please email your answer and contact details to:
readeroffer@actuaries.org.uk. The closing date for entries is
Thursday 17 September 2009 at 2pm. The editor’s decision is final.
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Opens 29 September
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020 7452 3000 nationaltheatre.org.uk
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TANC panel discussion targets students Research alternative

On 22 October, The Actuarial Network
at Cass (TANC) will be holding a panel
discussion at Cass Business School, London,
aimed at people who have recently entered
the actuarial job market as students of the
Actuarial Profession. TANC is a special
interest group aimed at actuarial alumni of
Cass Business School and City University
which aims to organise events of actuarial
interest that add value to attendees’
experience and provide networking
opportunities. Although TANC is aimed
primarily at alumni, friends and colleagues
who have an interest in any of the events
are also welcome.
This event will discuss how to keep a
healthy balance between working, studying

and having a social life. This may not be
as easy as it seems, especially for those
used to university student life. It will be
an interactive discussion and the panel
of alumni — consisting of a mixture of
students, newly-qualified actuaries of the
UK Actuarial Profession and employers
from each of the main actuarial fields
— will give some top tips on:
n How to maintain a healthy work/life/
study balance
n Effective studying while working
n How to be a good worker — from top
student to top employee.
On the alumni panel are: Komal Desai,
senior consultant, Deloitte LLP; Jean
Eu, senior pricing analyst, SCOR; Dhruv
Haria, associate, Financial Services, KPMG
LLP; and Roshni Mahesh, consultant,
Watson Wyatt.
On the employers panel are: Patrick
Bloomfield, partner and scheme actuary,
Hymans Robertson, representing pensions;
Matthew Ford, economic capital actuary,
Prudential Assurance Co, representing
life; Paul Mumford, capital actuary, RSA,
representing general insurance; and Noel
Grant, senior investment consultant and
investment practice leader, Watson Wyatt,
representing investment.
For further details and to book your
place, go to www.cass.city.ac.uk/tanc

Record number of students qualify

A record number of students qualified to
become an associate or fellow of the Faculty
or the Institute in the April 2009 exams
— 106 as associates and 333 as fellows. This
is the highest number recorded for any
exam session.
Just over 11 000 entries were received
from 7246 students. Of those entries, 9238
exam papers were taken — 1800 entries
did not sit the exam as they did not
attend (some because of illness or other
mitigating circumstances, and some did
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not show up at the exam centre) and 4872
papers were passed.
In order to allow the exams to take
place, more than 150 supervisors and
invigilators worked at the 133 exam centres
so students could sit their exams. More than
220 assistant examiners and 80 examiners
marked the scripts to ensure that the
deadlines to release the results were met.
To read the list of qualifiers, please visit
www.actuaries.org.uk/media_centre/news_
stories/2009/august/new_qualifiers

to an SA subject

One of the policy objectives
of the Actuarial
Profession
is to equip
actuaries to
move into a
broader range
of roles. To
facilitate
this and
to help
students
progress
towards
becoming
a fellow,
they
may undertake some original research
as an alternative to one of the specialist
applications subjects. Oliver Lockwood has
just qualified as a fellow on completion of
his dissertation for subject SA0 — research
dissertation specialist applications. He
is the second person to complete SA0.
The following is an abstract from Oliver’s
dissertation:
“The Continuous Mortality Investigation
(CMI) of the Institute and Faculty of
Actuaries has for a number of years
based its graduated tables of assured life,
annuitant and pensioner mortality on
Gompertz-Makeham formulae. In this
thesis, we consider two-dimensional data
sets consisting of the number of deaths and
the exposed to risk at a range of ages in a
range of calendar years.
“Having fitted a Gompertz-Makeham
model to the data for each calendar year,
we fit univariate time series models to
represent the behaviour over time of the
Gompertz-Makeham parameters. Cohort
effects are allowed for by applying a
multiplicative factor depending on year
of birth to the fitted force of mortality.
Prediction intervals for the future
parameters of the model are calculated.
Sample values of immediate and deferred
annuities are presented, based on
stochastic mortality simulations and a
deterministic interest rate. An application
to risk-based capital calculations, under the
Individual Capital Assessment (ICA) regime
of the Financial Services Authority (FSA),
is presented.”
The full dissertation can be found on the
website at www.actuaries.org.uk/knowledge/
publications/fellowship_sa0
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Keeping the
house in order
The FSA has fined HSBC Actuaries and
Consultants £875 000 for data protection
failures. The fine was levied for sending
unencrypted personal data by post and for
keeping personal paper files onsite but not
locked up.
This could mean that FSA authorised
actuaries will be fined for failures that are
unrelated to their FSA regulated business.
Jonathan Davies of law firm Reynolds
Porter Chamberlain LLP commented:
“When the FSA fined HSBC Actuaries and
Consultants it was for business practices
that are not FSA regulated. This should act
as a stark reminder to any FSA authorised
actuaries: that the FSA can look at the
systems and controls covering all their
activities, not just those that
are FSA regulated activities.”
The FSA’s total fine of
£3.2m to HSBC represents
an increase on the £980 000
fine handed to Nationwide
Building Society for similar
failures in 2007.

Scott takes on pensions
Lane Clark & Peacock’s (LCP’s) annual
survey of pension accounting figures from
the top 100 UK listed companies hit the
headlines at the beginning of August.
Coming at the start of the slow news
season, the BBC and most newspapers
carried reports of its conclusions that
deficits had worsened considerably over
the previous 12 months as a result of the
financial crisis.
Bob Scott, partner at LCP, said: “The
collapse of Lehman Brothers in September
2008 had a significant impact on the UK
pension schemes of FTSE 100 companies.
Asset values fell sharply, yet paradoxically,
the effect did not show up immediately
in company accounts, as corporate bond
yields rose and inflation expectations fell.
However, since March this year, deficits
have ballooned as aggressive cuts in interest
rates and quantitative easing have caused
these factors to reverse.”
Worrying to many was the conclusion
that companies continue to cut back further
on their defined benefit schemes. Only three
FTSE 100 companies (Cadbury, Diageo and
Tesco) now disclose that they offer defined

benefits to new employees. Others have
announced measures to reduce or freeze
benefits completely for existing members.
On a brighter note, some schemes
benefited from earlier action taken to
reduce their pension risks. Standard Life
and Rolls-Royce Group bucked the trend
and disclosed gains on pension assets from
the beginning to the end of 2008 of 14%
and 8% respectively.
With risk management as a discipline
growing within the profession, LCP looked
at risk disclosures. While 46 FTSE 100
companies identify pensions as a key risk
to their business, only 17 set out a policy
in their report and accounts for dealing
with pension risk. This is very different
from the comprehensive approach taken
by all FTSE 100 companies to other
financial risks (such as
changing
fuel prices
or foreign
currency
exchange
rates) where
there is full
disclosure on risk
management.

for the liabilities. Although these are
technical issues, they could potentially make
differences in insurers’ balance sheets in the
order of billions of pounds.
“Solvency II is likely to be the number
one priority for companies over the next
few years, so although these consultation
papers represent a significant investment,
it will be time well spent,” commented
Naren Persad, senior consultant within the

Tillinghast insurance consulting business of
Towers Perrin.
“The investment is essential, as in the
end it will ensure that the final Solvency
II system sets standards that are practical
and achievable. The insights from the
consultation projects will also help
companies as they launch their internal
Solvency II projects. It looks like it will be a
busy reading season this summer.”

More forests to consume
In another broadside on the volume
of consultation hitting the insurance
industry (see Industry news, The Actuary,
August 2009), Towers Perrin believes that
it could take well over 1000 man-hours of
specialist resources to properly analyse,
understand, respond and train senior
management on the implications of the
new Solvency II regime.
With the framework directive now
approved, the focus of Solvency II has
switched from the political negotiations
to the detailed implementation measures
underlying the new framework. The
European Commission is responsible
for implementing the measures and has
requested advice from supervisors across
Europe through the Committee of European
Insurance and Occupational Pensions
Supervisors (CEIOPS). The supervisors have
already issued over 30 consultation papers
totalling more than 1500 pages, spelling
out details of the new framework, with
more expected later this year.
Already, differences are arising between
the industry and supervisors in areas such
as the accounting for future premiums
and the valuation interest rate to be used
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Pensioning their moats Fat cat cream goes sour
Lane Clark & Peacock (LCP) has been busy
and duck islands

In a submission to the Senior Salaries Review
Board (SSRB), which reviews parliamentary
pensions, the Association of Consulting
Actuaries (ACA) suggests that any significant
revision of MPs’ pensions should await a
wider review of public sector pensions that
they believe will likely follow the imminent
general election.
In the short term, the ACA has made a
number of recommendations that would
cap the annual costs of the parliamentary
scheme in the period running up to a wider
major review of public sector pensions,
which may take some time to report and
implement changes.
The ACA’s main recommendations,
designed to keep the exchequer costs at 20%
or below of payroll (a level which many
recent studies suggest is now being exceeded
and prompting the prime minister to ask for
the present review), are as follows:
n The MPs’ scheme should move to a career
average structure
n Revaluation to reflect inflation should be
capped as in the private sector to up to 2.5%
n Adjustments in the ‘normal retirement
age’ should be designed to keep the
exchequer contribution to a ceiling of 20%
of payroll.
The ACA points out that this year’s
tax changes for those on higher incomes
will inevitably impact on a considerable
number of MPs with income over and above
their parliamentary salaries, rendering
contributions into the parliamentary
scheme tax inefficient. It suggests an
opportunity could be taken to offer MPs the
option of a cash alternative instead.
ACA chairman Keith Barton commented:
“These interim proposals represent the limit
of genuine risk sharing currently available
while retaining a DB approach, which we
continue to favour given the volatility
associated with DC and DB’s greater
operating efficiency.”
He reiterated the ACA’s long-standing
campaign for a new legal structure for
risk-sharing schemes, suggesting the
parliamentary scheme could become a
model for such an approach.
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with surveys and predicts that the changes
announced in the 2009 budget to pension
tax relief for those earning more than
£150 000 mean that a typical director of
a FTSE 100 company will, from 2011, pay
more than £50 000 a year in additional tax
until they retire.
Mark Jackson, LCP partner, said:
“Remuneration committees have reached a
crossroads on pensions for their executive
directors. If they carry straight on, their
directors face a new tax, so they need to
consider alternative routes such as paying
cash instead, no pension at all or pensions
that are not tax-registered with the HMRC.
Whichever route they take, it will be lined

Making the PPF levy fairer?
It has been announced that the Pension
Protection Fund (PPF) will be establishing a
group of senior business figures and others
to help develop its proposals for the longterm future of its pension protection levy.
PPF chief executive Alan Rubenstein said:
“We remain committed to developing a levy
which is fairer to levy payers and which
more accurately reflects the long-term risk
that all levy-paying pension schemes pose
to the PPF, no matter how large or small.”
Once this group has reached a
conclusion, the PPF will publish revised
proposals for consultation in early 2010.
The PPF does not intend to implement any
new proposals for the levy until 2012/13 at
the earliest.
John Ball of Watson Wyatt said: “It is
encouraging to see the PPF look at this
again, but it still wants large employers

News analysis

with spectators from shareholder groups
and the media, so the route needs to be
chosen with care.”
In contrast to the findings of surveys
showing decline in defined benefit (DB)
pension provision more generally, LCP’s
survey of 341 FTSE 100 executive directors
revealed that DB pensions are still the
dominant form of pension provision, with
more than half (52%) of directors receiving
some or all of their pensions through a DB
pension arrangement. Seventeen FTSE 100
companies provide DB-only pensions for all
of their directors.
Mark Jackson added: “We believe that
the new tax could prompt remuneration
committees to rationalise director pension
arrangements across the entire board
between now and April 2011.”

to take a lot of the strain when it comes
to clearing the PPF’s deficit and helping it
build up a cushion for the future.”

Rubenstein:
‘committed to
a fair levy’
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From the world of general insurance
similar lawsuit in Florida (from a class
action led by a Venezuelan investor). Willis
was not prepared to comment on either of
the suits.

Regulatory and legal developments

AIG and other fall-out
from the global financial crisis
In a revised regulatory filing in late June,
AIG disclosed a reduced valuation of its
portfolio of credit default swaps (CDSs),
down from over $234bn to under $193bn.
In addition, the company warned that
there was scope for material further
reduction in the valuation of CDSs it sold
to various European banks. Confidentiality
agreements apparently prevented the
company from disclosing the details of the
assets backing the CDSs, but they did say
that the majority of the portfolio should be
terminated in the next 12 months.
Willis Group Holdings in Texas has
been sued by a group of Stanford Financial
Group’s Mexican clients in a US district
court for allegedly aiding a $7bn fraud
by Stanford. This lawsuit contends that
Willis Group wrote letters confirming
the soundness of Stanford’s investments.
Shortly afterwards, Willis faced a further

Marine and aviation developments
A number of Lloyd’s insurers are
considering plans to offer piracy ransom
cover under their standard marine policies
for an additional premium. At present,
the majority of ransom claims are paid for
through general average (GA) claims, with
all participating parties contributing a
proportional payment following a piracy
event. If ransom coverage is provided
within hull and machinery policies, it
would remove any GA liability from the
policy and thus make it clearer to whom
a ship owner should turn in the case
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The UK government, in the draft Financial
Services and Business Bill, has proposed to
enhance the regulatory powers of the FSA.
The draft Bill also includes a promise to act
to maintain the UK as a leading financial
centre. The Association of British Insurers,
while welcoming the proposals, has warned
that the powers must work alongside those
of the Bank of England. The Conservative
party suggested, however, that if they came
into power, they would abolish the FSA
and place insurance regulation entirely in
the hands of the Bank of England.
The UK Financial Services Authority
(FSA) has published plans for a new system
of fines, which will be related to the
size of the wrong-doers ability to pay, in
order to act as a greater deterrent to the
use of inadequate systems. The proposals
would introduce fines based on up to
20% of the company’s income from the
product related to the offence. In market
abuse cases, fines would start at £100 000.
The proposals are open for consultation
until 21 October, with a view to their
introduction in February 2010.

of a hijacked vessel. Dedicated marine
coverage would also provide initial vessel
guidance before entering high risk waters,
as well as negotiation expertise and
financial support during the event.
Aviation claims in the first six months
of 2009 are estimated to be in the range
$1.6bn-$1.9bn, making them likely to
be more than the worldwide aviation
premium income for the whole of
2008. This high level of claims reflects
the fact that there have been five fatal
crashes involving western-built jets,
causing the deaths of 416 people. What
is worse for insurers is that, in light of
the reduced exposures resulting from
the global economic downturn, they
will be required at the next renewal date
to make downward adjustments in the
2008 premiums they received as deposits.
Following on from losses in the aviation
insurance sector in 2007 and 2008, it is
hardly surprising that renewals in July
were at last showing some signs of a
harder market.

Merger and acquisition
developments
Further to the saga of the potential
acquisition of IPC Holdings, Flagstone Re
emerged as a serious contender in early
July. The Flagstone offer consisted of
$5.50 per share in cash plus the equivalent
of around $28 in new Flagstone shares
for each IPC share, valuing the target at
approximately $1.88bn, against the latest
bid of around $1.7bn by Validus.
Flagstone also pointed out that their offer
contained a larger cash element and that it
was friendly, in that they would be happy
to work with the existing IPC management.
Nevertheless, IPC finally accepted a revised
Validus offer on 8 July, with the latter
increasing the cash element of their offer
from $3.75 to $7.50 per share in place of a
portion of the share element of the previous
offer. Following the agreement, AM Best
placed Validus’s credit rating on watch, with
negative implications.

Pollution developments
Corby District Council in UK has been
found liable for inappropriate disposal
of toxic waste which resulted in children
born with defects. Corby, formerly the site
of one of the largest steelworks in Western
Europe, produced a range of potentially
hazardous materials over a 46-year period.
At the time of dismantling in 1985, the
council chose not to take out insurance
as it was seen to be ‘too expensive’. The
council is appealing the decision.

For more general
insurance news
More news on the website:
n AIG and other fall-out from the global
financial crisis
n Pollution developments
n Solvency II
n Regulatory and legal developments
n Marine and aviation developments
n M&A developments
n Climate change
n Large losses
Visit www.the-actuary.org.uk/
category/news/industry
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Monday 12 October
Welcome drinks
Staple Inn Hall,
5.30pm for 6pm start

Tuesday 20 October
Solvency II implementation
Staple Inn Hall,
5.30pm for 6pm start

Tuesday 17 November

Programme/social event
This event is a great way for new members to learn
more about the actuarial profession, SIAS and the
route to becoming a qualified actuary. It is also an
ideal opportunity for new students to get to know
each other while enjoying the free drinks, buffet
and entertainment!

Programme event
The Faculty of Actuaries Solvency and Capital
Management Research Group will present a
paper considering the practical implementation
challenges of internal models for Solvency II.

We have secured a fabulous speaker for this year’s
Jubilee lecture! Save the date and look out for
more details to follow.

Staple Inn Hall,
5.30pm for 6pm start

SIAS ball
From Russia with love —
the revolution

There is no need to register for this event in
advance. A buffet supper will be provided at a
nearby tavern after the meeting.

Programme event

Jubilee lecture

Friday 27 November

If you have recently joined the Profession as
a student or your company is expecting new
graduates to join this autumn, then please spread
the word, and keep an eye out for more details on
the SIAS website.

Social event
You were invited to the carnival last year — this
year, SIAS invites you and your friends to a
luxurious Russian palace for our annual supper!
Let us take you back in time to the drama of
the Russian Revolution, where we will combine
the opulence of Tsarist royalty with the beauty
of a frozen Siberian forest. Our annual dinner is

always a glamorous affair — whether you are a
new member or meeting up with friends, our
complimentary bar, three-course dinner and late
night party make our showcase event unmissable!
Tickets go on sale in September — check the
SIAS website for details (www.sias.org.uk) and look
out for our advert in the next issue of The Actuary.

For details of events, visit www.sias.org.uk
www.the-actuary.org.uk
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Run around town ‘Potter’ mania takes over Blackpool
Trainee actuary Emily
Adams of Punter
Southall took the season
of City races by storm
this month, capturing
the title of fastest
woman in the 2009
Standard Chartered
Great City Race (5km),
clocking a time of 17
minutes and 42 seconds.
Ms Adams had previously defended
the same title in the JP Morgan Corporate
Challenge in a time of 19 minutes and 50
seconds. The JP Morgan Corporate Challenge
took place on 8-9 July in Battersea Park and
drew over 25 000 participants from across the
City. The race benefited the charity, SportsAid,
an organisation that helps to develop future
generations of future British Olympic athletes.
On the evening of 16 July 2009, London’s
Square Mile was a sight to behold as over
5000 City workers eagerly lined up to
compete in the Standard Chartered Great City
Race. The event passed through the cordonedoff streets against a backdrop of iconic
landmarks such as St Paul’s Cathedral and the
Bank of England. Former 110m hurdle world
record holder, Colin Jackson CBE, rallied the
race crowd outside the Honourable Artillery
Company, home of the Territorial Army, to
start the stream of runners off at 7.15pm.
This year’s race beneficiary was Seeing
is Believing, the global initiative set up
between Standard Chartered Bank and the
International Agency for Prevention of
Blindness to help tackle avoidable blindness
across the globe.

Actuaries to zombies
Wendy Crockford reports on her team
of actuarial charity cyclists
Five actuaries are cycling from London to
Paris to raise money for the Royal Marsden
Cancer Campaign. Andy Cox, Adrian Feasby
and Mark Ames of Legal & General, Terry
Webster of JLT and Wendy Crockford of Alico
will be setting off on 9 September to ride
almost 300 miles over four days.
Andy has been trying to persuade
Wendy to take up the challenge for some
time. When she found out that she could
raise money for the Royal Marsden,
where her nephew Cameron is being
treated for cancer, she decided to go for
it. Andy went on to recruit three more
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Riddaway lines up his shot

F K Piper reports
No, not quite Harry Potter and Quidditch,
but the World Pool Masters instead.
Exchanging broomsticks for pool sticks
(or should that be cues?) and Radcliffe
for Riddaway, Blackpool played host to
the tournament in which senior actuarial
consultant, Bobby Riddaway, competed
against a field of international competitors.
Recounting his experience, it is evident
that Mr Riddaway regularly rubs shoulders
with international standard opposition.
In his opening game against the current
Queensland Open champion John Rusty
Wheeler, Mr Riddaway was not overawed
by the 24th ranked Wheeler, and put in a
sterling performance to reduce a 1-0 deficit
and take a 2-1 lead. Some difficulty with his
break shot saw him eventually lose the match
7-2, but comparisons with his current level of
play and that of the Australian’s showed that
he was not far below par.
Cue some practice games and an improved
break shot, Mr Riddaway secured a major

for the ‘actuaries to zombies’ team, the
name providing an excuse to don funky
London A-Z cycling tops.
Cameron is nine months into two years
of treatment at the Royal Marsden Hospital
in Sutton. “I found out that my sister’s
2-year-old son was seriously ill in hospital
on the day I was presented with my
fellowship certificate. Soon afterwards, he
was diagnosed with Non-Hodgkins T-Cell
Lymphoma.”

sporting scalp in the shape of Liam Stanley,
the current England International champion
and a professional player. As an actuary,
Mr Riddaway is used to letting the statistics
speak for themselves, hence there being no
need to embellish on his 5-0 victory over
the high-ranking Stanley. Pleased with his
performance, he went into the following
match with confidence but unfortunately
lost 5-2 to his next opponent.
Not to be dispirited by the loss or the
ensuing long, four-hour journey home, he
is bullish about his chances in the England
Amateur Championships in October,
especially after having secured a place in
the County ‘B’ team. His intention is to
consolidate his place in that team before
pushing on to the elite ‘A’ team next year.
We wish Mr Riddaway every success
in his endeavours, and look forward to
hearing about his exploits in the October
championships.
Should you wish to talk through poolbased matters, Mr Riddaway can be contacted
at bobby.riddaway@buckconsultants.com. He
plays in the City Pool League and would be
very happy to provide contact details for
that, or any one of the other pool leagues
playing across the country.

Professional support
If any readers wish to lend support
to profession members in Zimbabwe,
please get in touch with Marjorie
Ngwenya at editor@the-actuary.org.
uk for further information.

The team is aiming to raise £10 000
for the hospital, which has over 40 000
patients a year. The money raised will help
to improve patients’ survival rates using
new drug therapies, better equipment and
facilities and specially-trained nurses.
The actuaries to zombies team members
have not yet managed to train in the
same place at the same time, so thanks
go to Andy’s brother Nick, who digitally
assembled the team en masse in the
countryside, rather than where some of
the photos were actually taken — outside a
pub in London!
If you would like to sponsor actuaries to
zombies, please visit the team’s fundraising
site at http://www.justgiving.com/
actuaries_to_zombies/ or contact Andy at
andy.cox@landg.com
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Installation dinner, Worshipful Company of Actuaries
Brian Ridsdale reports
Driving sheep over London Bridge is
perhaps not sufficiently appealing to bring
liverymen of the Worshipful Company of
Actuaries into the City on a quiet summer
Saturday. Only a select few attended the
Lord Mayor’s sheep driving event on
11 July 2009, which commemorated the
800th anniversary of the completion of
the first London Bridge, built in stone.
Fishmongers’ Hall, situated on the edge
of the Bridge, was, however, the scene of
the Company’s Installation Dinner on
14 July, when 125 actuaries and
their guests gathered to celebrate the
installation of the new master Adrian
Waddingham,
senior
warden
Graham Clay
and junior
warden John
Lockyer.
The
Fishmongers’
Company is
one of the
12 Great
Livery
Companies
of the City
of London,
and its
present
hall is

a magnificent example of an English
Greek Revival town building, completed
in 1835, shortly after the new London
Bridge. Proceeding up the stairs towards
the Banqueting Hall, one is confronted by
a wooden statue of Sir William Walworth,
complete with dagger. Sir William was a
fishmonger and Lord Mayor of London
who, in 1381, it is believed assassinated
the unarmed peasant leader Wat Tyler
during his discussion of the people’s
grievances with King Richard II.
Sir John Butterfill, Member of
Parliament for Bournemouth West, was
the principal guest at the dinner, and he
spoke of the many financial committees
he is involved in within Parliament.
The new junior warden, John Lockyer,
welcomed a number of eminent guests.
Master Adrian Waddingham presided
and presented a £30 000 cheque from the
Company of Actuaries Charitable Trust
to the vice president of the British Stroke
Association, professor Averil Mansfield,
who is also incoming president of the
BMA. The cheque was the first instalment
of the proceeds from the Thames Bridges
bike ride, when 122 actuaries and their
friends cycled 33 miles from Tower Bridge
to Hampton Court, crossing many of the
Thames bridges en route.
The master presented a prize to
Timothy Castle for his success in the
September 2008 Investment Specialist
Applications paper of the Institute of

Births

■ Richard Machin died on 14 June 2009,
aged 70. He became a fellow of the Institute
in 1969.
■ David Walter Peacock died on 10 May
2009, aged 76. He became a fellow of the
Institute in 1962.
■ Nigel Stephens died on 30 May 2009,
aged 62. He became a fellow of the
Institute in 1971.
■ John Philip Turner died on 11 January
2009, aged 58. He became a fellow of the
Institute in 1976.
■ John Reginald Watts died on 26 June
2009, aged 89. He became a fellow of the
Institute in 1958.
■ James Quinn died on 1 August 2009,
aged 33. He became a student of the
Institute in 2002.
■ Robert Einion Holland died in June
2009, aged 82. He became a fellow of the
Institute in 1957.
■ Alasdair Stuart Brown died in August 2009,

■ Hannah Chivaka
(Metropolitan Life)
and her husband
Richard announce
the birth of their
daughter, Faith, on
14 April 2009.

Deaths
■ Saiyid Saeed Akhtar died on 11 July 2009
in Karachi, aged 80. He became a fellow
of the Institute of Actuaries in 1959. Mr
Akhtar was a pioneer in Pakistan’s actuarial
profession. He became a student in 1949,
when Pakistan’s profession was unknown,
and was the second Pakistani fellow.
His active career as a fellow lasted for 47
years, during which he made a significant
contribution to the growth of the profession
and to the sound development of Pakistani
life insurers and pension schemes.
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Senior warden Graham Clay, master Adrian
Waddingham and junior warden John Lockyer

Sir John Butterfill with the new master
Actuaries. He also welcomed another
prizewinner, Anthony Buck, who had
received his prize from past master
Andrew Benke for success in the Life
Assurance Specialist Paper.
The evening was a great success,
with an excellent menu, good wine and
distinguished company. The Fishmongers’
hospitality was highly praised, and as far
as we could tell, on this occasion all guests
survived their visit to London.

aged 61. He became a fellow of the Institute
in 1972. After graduating from the London
School of Economics, he joined Sidney
Benjamin, Bob Bangert and Tony Fine as one
of the founding members of the insurance
practice at Bacon and Woodrow. Mr Brown
will be best remembered for his work
— together with Tony Fine — developing
embedded value methodology in the UK. He
published papers on life insurance taxation
and valuation of investment-linked policies.
Mr Brown retired in 1998. He will be fondly
remembered, and was easily recognisable
by his large black beard, his liking for pink
shirts and his velvet bow-ties. He is survived
by his wife, Sandy.

PEOPLE NEWS
If you have news, e-mail Amy Guna at
social@the-actuary.org.uk
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Financial economics

Collateral management

Markets in crisis
Con Keating looks at the role of collateral management practices
in the wake of the financial crisis
The answer to this fundamental question
is based in uncertainty, and has been well
stated by Stirling University’s emeritus
professor of economics, Ken Loasby.
Essentially, in order to exploit the gains to
trade from markets,
it is necessary to
adopt a convention
where uncertainty
in our knowledge
is ignored, and
indeed denied.
In this position,
risk management cautions are challenges
to convention and the team ethos; they are
likely to be ignored until the uncertainty
faced is overwhelmingly obvious. It is also
possible that, to reduce the dissonance
arising from such warnings, risk managers
will be ‘domesticated’ by management;
that is, invited to offer cautions in all
circumstances only to be ignored and
treated rather like a household pet. In this
context, Chuck Prince’s infamous “We’re still
dancing” line is understandable.
The obvious question that follows is: what
does it take to wake management from its
denial reveries? To which the usual answer is
liquidity and its close surrogate, collateral.
To illustrate this latter point, let us
consider the case of Bear Stearns. At the
end of February 2008 Bear Stearns reported
that it held $303bn of collateral, of which
$211bn had been used to generate cash or
substitute for delivery of cash. So funding of
the order of 50% of the Bear Stearns’ balance
sheet was conducted in a predominantly
day-to-day market; in street jargon, this
practice of using customer collateral as
security for further loans is known as ‘(the
right of) re-hypothecation’.
With securities lending, title, but not
ownership, passes to the borrower. The
lenders of funds did not know whether the
securities offered to them as collateral were
beneficially owned by Bear Stearns or by
one of its clients. When rumours of distress
and difficulty abound, focus on exposures
and the legal minutiae of agreements is
warranted and usual practice. Advancing
funds against securities to which Bear
Stearns had legal title but perhaps not
unconditional beneficial ownership now

carried a material risk of entanglement
in dispute if the beneficial owner sought
recovery. When competing claims to
securities develop, the consequence
is potentially far larger than might be
provided for by
any pragmatic
margin or ‘haircut’
arrangement. In
these circumstances,
it is unlikely that
the borrower will
be able to secure
further funds — almost regardless of the
interest rate they are willing to pay.
Collateral is now widely offered in
support of long-term bilateral contracts
that may involve material and changing
credit exposures. The existence of collateral
provision agreements lowers concerns over a
counterparty’s credit standing, but at the cost
of introducing path dependency, funding
liquidity requirements and higher costs for
that counterparty. Demands for collateral do,
though, unequivocally focus the attention
of management upon the situation at hand,
where denial is not an option.
This far, those who have considered
the ‘drying-up’ of funding liquidity
available to the distressed institutions
have overwhelmingly ascribed this to a
‘rational run’, founded only in rumour — a
description which stretches credulity by
assuming that financial institutions act on
rumour alone. The description here attributes
the situation to exposure of the unspoken
convention with regard to uncertainty and
challenge to that convention.
In fact, there is now a much more
general requirement for a comprehensive
analysis of the role of collateral and
collateral management practices, together
with their induced path dependencies
and their interactions with financial
markets and contracts. This is particularly
relevant in the context of the proposed
central clearing house arrangements for
derivatives instruments, where, of course,
risk management is dominated by margin
collateral techniques.

» Collateral is now widely

Con
xxxxKeating is
head of research
and a founding
team member of
BrightonRock

A

mong the many volumes of
commentary and analysis on
the financial crisis, there is one
contribution which stands out
prominently for its brevity, quality and
candour: the British Academy’s response to
a question from H.M. the Queen as to why
the crisis had not been foreseen.
To quote from the response: “Everyone
seemed to be doing their own job properly
on its own merit. And according to standard
measures of success they were often doing it
well. The failure was to see how collectively
this added up to a series of interconnected
imbalances over which no single authority
had jurisdiction. This, combined with the
psychology of herding and the mantra
of financial and policy gurus, lead to a
dangerous recipe.”
There is an important missing ingredient
in this conclusion: any explanation of why
some markets failed so totally in the crisis.
We know that financial markets are prone
to do so from time to time; numerous
instances may be cited from history.
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offered in support of longterm bilateral contracts that
may involve material and
changing credit exposures

«

If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Financial economics

Illiquidity premiums

Quantifying the illiquid premium
Dan Georgescu and Radu Popescu consider illiquidity premiums available on assets
and the possible costs in the event of forced sale

Dan Georgescu is a senior consultant in
Deloitte LLP’s Actuarial and Insurance Solutions
practice and Radu Popescu is a quantitative
analyst at Deloitte LLP

I

n 2008, the CFO Forum announced a
new set of Market-Consistent Embedded
Value (MCEV) principles based on an
industry consensus for embedded value
reporting and requiring the use of the swap
curve as the discount rate.
Nevertheless, in light of the current
market conditions and the exceptional rise
in corporate bond spreads, some companies
reporting under the MCEV principles at
the end of 2008 used higher rates than
this, especially on lines such as immediate
annuity business. It is argued that some
of the corporate bond spread represents a
risk-free illiquidity premium, which the life
company can earn by holding illiquid bonds
to maturity. The impact is substantial: some
companies are adding as much as 300bps
to the swap curve, meaning that reported
liabilities are billions of pounds smaller.
Many conflicting theoretical approaches
have been proposed to quantify the
illiquidity premium, but the one that
currently gives the highest uplift is the
spread over the swap curve of a suitable
corporate bond less an adjustment for
credit risk (the credit default swap [CDS]
premium). See Figure 1. We follow the
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Derivatives Working Party (www.actuaries.
org.uk/__data/assets/pdf_file/0004/27445/
credit_derivatives_20060126.pdf) and term
this uplift the ‘basis’. Our research on the
historical costs associated with illiquidity
suggests much lower premiums than those
shown in Figure 1; for example, basis is
greater than illiquidity costs. Also, the
increase in illiquidity costs since 2005 is
more modest. Thus, the historical data on
illiquidity costs are difficult to reconcile with
some of the illiquidity premiums insurers
are claiming in their discount rates. Lastly,
the basis seems to be highly correlated with
the CDS on liquid instruments such as US
Treasuries. This suggests there are factors
other than simply an illiquidity premium in
the basis.
The bond less CDS approach assumes
that no risks remain when an insurer buys
a corporate bond and the CDS on that
corporate bond. If, on the other hand,
significant risks remain, then the illiquidity
premium may be overestimated. The
Derivatives Working Party has compiled a
list of such risks in its paper.
We highlight one: the counterparty
risk which remains when an insurer buys
a corporate bond and the CDS on that
corporate bond, and suggest a possible
modelling approach. We also ask whether
insurers really are buy-to-hold investors and
show how to allow for portfolio rebalancing.

Counterparty default risk
The CDS premium will reflect not only the
credit worthiness of the underlying, but also
that of the CDS writer. To illustrate this,
consider a collateralised CDS, for instance,
one where the mark to market value of
the CDS is held in an escrow account as
protection against default by either party.
This collateralised CDS is issued by bank B
on corporation C, the reference entity. If a
large annuity provider holds a bond issued
by C and the CDS as insurance against
default by C, then it might hope to be
covered against all credit risk:
n If C defaults, the CDS will pay out
n If B defaults, the collateral mechanism
allows a replacement CDS to be purchased
with another bank, BB.
However, what happens if B and C

» Estimates based on

spreads minus CDS are of
questionable value because
these may be measuring
bank default risk rather
than illiquidity

«

default together? The payout will be a
function of the recovery rates on the
bond and CDS, which is about as much
consolation as getting part of your
insurance premium back when your house
has burned down!
What we therefore need to study is
the possibility of joint default or credit
contagion. This can be quantified with
models such as the Markov process, which
are already known to actuaries through
their application to multiple decrement
models in health insurance. We can use
the CDS of underlying and the CDS of the
protection seller to calibrate a Markovian
model of credit risk where correlations
between the firms are captured by a copula
approach. (See Crépey, Jeanblanc and
Zargari: DefaultRisk.com).
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Illiquidity premiums

Conclusions
We started from the premises that (i)
asset prices are affected by their degree of
liquidity, with more liquid assets trading
at higher prices, and that (ii) illiquid assets
are important for insurers, especially
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those with long-term contracts and low
surrender risks.
Estimates of illiquidity premiums should
make sense at the market level; that is, they
should plausibly compensate the market as
a whole for the aggregate cost of illiquidity.
Historical data exist for transaction costs
just as they do for expected defaults. Our
investigations using this data suggest
that illiquidity costs are a fraction of the
amount claimed by some insurers, and
furthermore have remained fairly steady
over the time period considered in Figure 1.
Estimates based on spreads minus CDS
are of questionable value because these may
be measuring bank default risk rather than
illiquidity. The difficulty with this approach
lies in separating from the basis all the other
things that affect illiquid asset prices — such
as counterparty default risk. We have
illustrated how the determined actuary may

model this default risk using Markov models
to strip out that part of the basis.
Furthermore, insurers need to consider
both the illiquidity premiums available on
assets and the possible illiquidity costs in
the event of forced sale. The balance of these
(the premium minus the cost) may represent
an element of future income and it is
therefore logical to include these in MCEV.
Lastly, insurers ought to consider
their own illiquidity costs, including an
evaluation of the circumstances under
which sale may be forced, in order to
justify how much of the illiquidity
premium truly represents an element of
value to shareholders.
Views expressed are the authors’ and not necessarily
those of Deloitte, their employer.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk

Figure 1 — iBoxx-CDS-Swap v UST CDS
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The extent to which insurers suffer illiquidity
losses needs to be reflected in our modelling.
Annuity providers may be buy-and-hold
users of the bond markets, but most of these
firms also have an investment policy that
restricts the portfolio proportion in lower
grade bonds. Therefore some rebalancing
will occur on downgrades. We need to allow
for the costs of forced disposal in the event
of downgrade, netting these off against the
illiquidity premium earned on other bonds.
To identify bonds at risk we can consider
(i) increasing credit spreads, (ii) a negative
S&P/Moody’s outlook or (iii) individual CDS
premiums that significantly differ from a
relevant index (Figure 2).
For example, we can build a model for
(i) as follows. Suppose we have a portfolio
of bonds currently earning 3% over gilts.
Perhaps we have decided, by looking at
historical illiquidity costs or otherwise, that
2% of this is due to credit risk and 1% is
due to illiquidity. We judge that, were the
yield on a bond in this portfolio to reach 5%
above gilts, it would likely downgrade and we
would sell it. Therefore, an approximate way
to reflect the downgrade effect would be to
claim reducing proportions of the illiquidity
premium on this bond as the yield spread
approaches 5%. So we build our model of
illiquidity on the assumption that were this
3% yield spread to widen to 5% we would
be forced to sell, incurring a 200bps bidoffer spread. Suppose this happens with a
probability of 0.2 per annum. We summarise
that we can only take credit for 1% - 0.2 x
200bps = 60bps illiquidity premium.
Other situations where a sale could be
forced include a change in investment risk
appetite, loss of confidence in an issuer
or adverse publicity. Internal drivers such
as delta hedging or collateral posting on
derivatives, and financing needs such as
merger/acquisition finance should also
be considered.
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Figure 2 — Lehmans CDS v CDX Index
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Stress tests

Stressing complexity
Andrew Smith discusses the findings of the Extreme Events Working Party
in its development of one-year stress tests for solvency purposes

Andrew Smith is a
partner at Deloitte
and a member of
the Extreme Events
Working Party

T

he year 2008 was not a good one
for investors in corporate bonds,
with record-breaking market value
decreases as spreads widened.
Insurance companies and regulators are
keen to understand what 2008’s experience
means for possible credit stresses in 2009
and beyond. This article is based on a paper
and presentation that the Extreme Events
Working Party discussed at this year’s Risk
and Investment
Conference.
The objective
was to derive
one-year
stress tests for
solvency capital
calculations.
We started our analysis on 10 years’ worth
of daily data. There are practitioner rules of
thumb for annualising daily stress tests, but
we wanted something more sophisticated.
We therefore tried generalised autoregressive
conditionally heteroscedastic (GARCH)
models, with results that were both alarming
and informative.
We analysed daily IBOXX index data
from December 1997 - April 2009 for
portfolios of gilts and sterling corporate
bonds. As the average duration of bonds in
the indices was not always constant or the
same, we converted the indices into daily
yield changes using a simple approximation.
Total return indices were used rather than
published yields to include the effects of
rating transitions, defaults, recoveries and
income within the stress tests.

Figure 1 is a scatter plot of daily log
returns recast as yield changes. We have also
included the empirical percentiles at the
1-in-200 day level. Yield changes capture
the pure asset risk. We also estimated the
percentiles of the sum of yields, reflecting
the risk for an investor with an initial 50%
corporate/50% gilt portfolio. Finally, we
examined the percentiles of the change in
spreads, which might be relevant for an
investor holding corporate bonds against
annuity liabilities.
Having analysed daily data, the next
challenge was to gross up the daily stress
tests to derive annual stresses appropriate
for statutory solvency work. Given an
estimate of a 1-in-200 day move, what is the
corresponding 1-in-200 year move?
Practitioners often use the ‘square root of
time’ rule to scale stress tests. For example,
estimation of a 1-in-200 year spread
widening could be as follows:
Estimated 1-in-200 day spread
widening: 0.08%
Number of trading days per year: 250
Estimated 1-in-200 year spread widening:
0.08% x √250 = 1.26%
Unfortunately, this
methodology fails on
‘back-testing’. We can
ask whether this method,
applied to data until
March 2007, would have
assigned a reasonable
probability to what actually happened the
following year. The answer is a clear ‘no’
— depending on exactly how you cut the
data, the spread moves to March 2008
represent something between a 15 and 20
standard deviation event. Based on normal
distributions, we should expect one of
these at most once every 1050 years. To get
one in a 10-year data period looks like very
bad luck. Indeed, to get one of these in the
lifetime of the universe — roughly 1010 years
— looks like very bad luck. The need to
bridge this gap makes the analysis of credit
data both interesting and challenging.
What, then, is wrong with the square root
of time calculation? It is based on a random
walk model, in which returns are normal
and independent from one day to the next.
Visual inspection of daily returns shows a

» Compounding from

daily to annual projections,
the infinite variance
models produce far more
onerous stress tests
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more complex pattern, with more extreme
outliers than the normal predicts, as well
as the phenomenon of volatility clustering,
where periods of high volatility alternate
with periods of low volatility.
There is an established tool to model
volatility clustering, known as GARCH.
In 1982, Robert Engle* proposed a class
of models where volatility is itself a mean
reverting process, depending on previous
volatilities, a long-term average and a
stochastic term. In 1986, Tim Bollerslev
published the most commonly used
generalisation of the model, adding a
feedback mechanism so a spike in returns
could feed back to the volatility process as
well as the other way around. Engle’s work
in this area earned him a share in the 2003
Nobel Prize for economics.
Avid readers of regulatory consultation
papers may have noticed section 5.85 of
the Committee of European Insurance
and Occupational Pensions Supervisors’
recent CP 56. If adopted, this section will
require undertakings to ‘keep track of the
latest developments and trends in internal
modelling, …for instance by regular surveys
of the scientific literature or communication
with peers and the scientific community’. We
think compliance would be difficult without
consideration of models such as GARCH.
We found that GARCH holds some
pitfalls for the unwary. For some parameter
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values, GARCH models behave well, with
a stationary distribution that has finite
variance. Other parameters may imply
infinite variance, and for some choices
a chance increase in volatility or a large
observation can enter a cycle of positive
feedback where volatility increases without
limit. Compounding from daily to annual
projections, the infinite variance models
produce far more onerous stress tests.
For the data sets we examined, fitted
parameters frequently lay close to the
dividing line between finite and infinite

equity holders. If, for example, a 1-in-200
year equity move is a 50% fall, then under
most plausible calibrations the 1-in-200 year
fall in corporate bonds would be less severe.
If one accepts the underlying model, this
creates an upper bound on spread-widening
stresses which is still considerably stronger
than used by most UK insurers, but excludes
some of the infinite variance GARCH models.
A survey of the literature on volatility
modelling reveals the wide application
of GARCH models. When we embarked
on fitting GARCH models, we expected
to find a well-trodden path. In retrospect,
our experience was more like walking a
tightrope. Several more directions await
exploration, so we encourage actuaries to
look out for our session at November’s Life
Convention for further updates.
The views expressed are Mr Smith’s and not
necessarily those of the working party or Deloitte.
Mr Smith would like to express his thanks to Ralph
Frankland, chair of the Extreme Events Working Party,
and the other working party members both for the
underlying calculations and for making amendments
to earlier drafts of this article. R scripts for the GARCH
model fitting are available on request from
elliot.varnell@kpmg.co.uk
The Risk and Investment Conference presentations
can be found at: www.actuaries.org.uk/knowledge/
publications_archive/conferences/risk_and_
investment_conference_2009

* Professor Robert Engle was interviewed by
The Actuary in June 2009.

Figure 2 — Time series of yield changes
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Figure 1 — Scatter plot of
historic yield changes, with
1-in-200 event lines

variance models. Looking at different data
series, or changing the start and end points,
moves the fitted parameters to one or to
the other side of the line. We considered
rejecting the infinite variance models as
economically implausible. Although this
leads to more modest stress tests, this
approach has three disadvantages.
First, although a particular data approach
may produce a finite variance model
this year, another year’s data may tip the
parameters over the edge. Second, although
our calculations are at an early stage, I guess
that only the infinite variance models could
pass a back-test on the critical 2008 data.
And finally, we may be accused of rejecting
infinite variance models simply because we
dislike the answer.
There are several possible ways forward.
One approach is to blame the instabilities
on lack of sophistication and seek to make
the models even more sophisticated by, for
example, allowing for fat-tailed residuals or
higher orders of auto-regression. This feels a
bit like throwing another ball into the tree
to knock down the one that got stuck. So
far our attempts in this direction have not
provided the stability we had hoped for.
A more promising approach could be
the use of structural models, relating the
behaviour of equity and corporate bonds
simultaneously to the value of a corporation’s
underlying assets. Within these models,
which make a number of controversial
assumptions, bond holders have priority over
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Credit crunch

History repeating itself?
Michael Folkson looks for parallels between today’s banking crisis
and the 1980s LMX spiral in the London market

Michael Folkson is an
associate consultant
for PwC and is on
the committee of
the London Market
Student Group

F

or an actuarial student working
through perhaps the most severe
economic contraction since the Great
Depression, it has been an intense,
stressful, yet stimulating, experience.
The fall of Lehman Brothers and the
near collapse of AIG were era-defining
moments that captured my attention and
encouraged me to take an active interest in
commercial issues. We on the committee
of the London Market Students’ Group
(LMSG) organise events for senior actuaries
working in general insurance to present
directly to the next generation of actuaries.
If we are going to learn the lessons of
previous crises and meet the considerable
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challenges of the future, it seems vital
that past experiences and commercial
awareness are passed down effectively.
In this article, we compare the role
of securitisation and derivatives in the
current economic crisis with the LMX
spiral, which was at the heart of the
problems that engulfed Lloyd’s of London
in the early 1990s. It is just one example
of the lessons that can be learned from
history and the value of awareness of past
developments in the insurance industry.
As with any summary, the complexity of
all the issues is not fully captured.

The credit crunch
The majority of actuaries will be familiar
in some way with the role derivatives
played in the economic crisis. To briefly
summarise, bankers bundled together
large numbers of unconnected loans and
mortgages to create Collateralised Debt
Obligations (CDOs). These CDOs were
constructed in the belief that default risk
could be largely diversified away. The
bundles were then split into tranches with
different levels of risk and return.
If defaults occurred, losses would be
allocated first to the riskier tranches,
with senior tranches only affected under
incredibly unlikely scenarios. Many
commentators have described it as a trillion
dollar game of ‘pass the parcel’, with banks
folding up high risk loans with less risky
loans and selling the securitised ‘parcel’ on
to investors and other banks. The recipient
would retain their chosen layer of risk and
sell the rest. It was also common for the
recipient to enter into a credit default swap
to insure against defaults in the layer held.
The most publicised CDOs were made
up of subprime loans, where mortgages
were offered to borrowers with poor credit
histories. These borrowers paid a higher
rate of interest so the resulting CDOs
would theoretically make higher returns.
However, problems began to emerge that
would eventually send tremors through the
financial system. With brokers and banks
keen to receive commissions, mortgage
lending began to resemble an assembly line
in which loans were made, constructed into
CDOs and instantly sold to investors.

The CDOs went on to be sliced and diced
so many times that the risk could only be
determined using complex computer models.
There was limited information on the
likelihood of widespread mortgage defaults
in the event of a severe house price crash. A
nationwide housing crash had not occurred
in the US for 70 years, so data on default
trends and correlations was extremely scarce.
Banks and investors were initially
unconcerned, as they believed risk had
been efficiently dispersed throughout the
system. However, the fact was that they
were holding complex parcels of debt
worth billions of dollars without fully
understanding where it originated, who
was holding the other layers and who
was insuring it. They were exposed to
massive counterparty risk and the risk that
their default assumptions would prove
wildly optimistic.

The LMX spiral
We now rewind more than two decades
to Lloyd’s of London in the 1980s, when
investors were flocking to become Names of
Lloyd’s by putting up their personal funds to
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underwrite different lines of insurance risk.
To increase capacity under fierce
competition from international insurance
companies, Lloyd’s syndicates wrote larger
lines on excess of loss insurance and
reinsurance policies. Many of these policies
reinsured long-tail US general liability risks,
which included
future asbestos
claims as well as
large property
risks. They
were known as
London Market
Excess of Loss
(LMX) policies.
Syndicates looked to disperse the risk by
placing further reinsurance within the
London market.
The risk was reinsured over and over
again, with the chain commonly passing
back through the same syndicates or
companies later on in the process without
them realising. At each stage, the premium
reduced and brokers received commission
for replacing the risk. The resulting ‘LMX
spiral’ was complex and sometimes ended
with one insurer holding the parcel at the

end of a long reinsurance chain on a policy
that was considered unlikely to be impacted.
Disaster struck on various fronts in
the late 1980s with a large number of
catastrophe claims, asbestos claims and
pollution claims filtering through. As the
claims were passed from one reinsurer to
another, each attempt to work out their
exposure to the multitude of claims coming
in and reserve for them accordingly. This
was extremely difficult due to the complex
nature of the spiral, the likelihood of future
disputes over policy wordings with other
reinsurers and the possibility of these
counterparties being declared insolvent.
If reinsurers further along the spiral
reneged on their payments, the liability
for the claims would switch back to earlier
reinsurers. Each time a claim passed around
the market, it would go a little further
up the reinsurance programme until it
reached levels many times that of the
original market loss. Lloyd’s Names (which
typically had unlimited liability, no longer
the case today) were tapped for more and
more cash as the claims came flooding
in and the structure of the LMX spiral
compounded their problems.
The LMX losses were concentrated in
Lloyd’s and the London market, though the
insurance market as a whole was affected.
It was a disastrous time for the insurance
industry and resulted
in similar regulatory
upheaval to that which
we are beginning to
see in today’s banking
sector.
It is worth noting,
however, that the
insurance industry was
largely able to resolve the issues without
significant contributions from the taxpayer,
unlike those that are a feature of the recent
banking crisis.
The most obvious lesson from reviewing
these past crises is that no amount of
diversification and reinsurance is a
substitute for prudent risk management.
In both examples, higher returns were
sought with a higher level of risk taken on.
While house prices were going up in the
US and no catastrophic events occurred

» Embedding a truly

holistic risk management
framework in all businesses
could potentially prevent
future crises, or at least
reduce their severity
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in the insurance market, the profits would
come rolling in. However, both risks were
underpriced with their respective levels
of correlation underestimated. Upfront
commissions gave brokers the incentive
to spread the risk ever more widely, and
companies failed to monitor accurately the
resulting risk exposure.
Risk mitigation is a vital tool in any
company’s risk management strategy, but
when structures become complex and
opaque, it can be a hindrance. It becomes
near impossible to measure counterparty
risk, and the reserves required to meet
inflated loss estimates can cripple an
organisation already in crisis.

Back to the future
Returning to the present day, Lloyd’s of
London is in a much healthier position.
It recorded resilient £1.9bn pre-tax
profits last year, has not experienced an
insolvency since 2003 and numerous
syndicates are looking to raise capital
to increase capacity. Equitas, set up in
1996 to reinsure Lloyd’s 1992 and prior
liabilities and provide a solution to the
crisis described, has also transferred all of
its liabilities to a new company in June this
year and achieved its objective of bringing
finality to Lloyd’s Names.
However, this does not mean Lloyd’s
and the London market as a whole do not
face current and future challenges. Many
observers believe fraudulent claims will
rise during the recession. This is against
the backdrop of reduced investment
returns, reinforcing the need for
underwriting discipline.
Implementation of Solvency II
is also on the horizon, presenting
opportunities as well as considerable
challenges for actuaries. Embedding a truly
holistic risk management framework in
all businesses could potentially prevent
future crises, or at least reduce their
severity. To achieve this, actuaries will
have to build close relationships with
pricing, underwriting and claims, as well as
management teams.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Riding the rollercoaster
David Worsfold compares different governmental approaches to the
reform of financial services regulation

David Worsfold
is group editorial
services director at
Incisive Media and
secretary to the AllParty Parliamentary
Group on Insurance
and Financial
Services: www.
appgifs.org.uk

T

he next few years are going to see a
rollercoaster of regulatory change grip
every sector of the financial services
industry. Wherever you are in the
sector, it will be unwise to ignore this debate.
Even if you are inclined to put your head
in the sand, you will find it impossible to
escape the consequences of the changes
that will follow in its wake. No-one can, as
yet, predict what those changes will be or
precisely what impact they will have — but
we are beginning to see the key issues.
In the UK, for the first time in
generations, if not ever, there is a marked
political divide over how the financial
services sector should be regulated.
The government wants to maintain
the current structure, with the tripartite
oversight split between the Treasury,
the Bank of England and the Financial
Services Authority (FSA). Gordon Brown
has acknowledged that there were some
important issues that fell between these
three stalls, and his successor, Alistair
Darling, proposes setting up a new financial
stability council to address these gaps.
Looking internationally, Gordon Brown
has made it clear that he sees better
coordination among regulators globally
and swifter, more effective identification of
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systemic risks as the key.
The Conservatives have set out a very
different policy — out would go the
tripartite system. The Bank of England
would take on total oversight of the major
financial institutions, including banks,
building societies and insurance companies.
The FSA would be abolished and replaced
by a Consumer Protection Agency, which
would have responsibility for all of the
intermediary sectors in the industry.
As to the international dimension, the
Conservatives have been very quiet so far,
apart from promoting their view that highrisk investment banks must be required to
hold significantly higher levels of capital
than retail banks. This is a policy that hardly
anyone seems to disagree with in principle:
the dissent is over how far down the road
back to a Glass-Steagall-like separation we
travel. (See box).
Overall, there is a huge gulf between
the approaches of the two main parties
to financial regulation. It has already
introduced a high degree of uncertainty, a
fear of paralysis in detailed policymaking
in Whitehall and some major recruitment
issues for the FSA.
The influential Treasury Select Committee,
which reported at the end of July (Banking
Crisis: Regulation and Supervision), was also
critical of the concentration on regulation
structure. It argues that the government’s
plans do not address the issues at the heart of
the crisis: the failure of the FSA and the Bank
of England to adequately supervise the sector
and identify the scale of systemic risk that
was running through it, as well as the lack of
regulatory teeth to heal the banking sector.
The select committee did not propose an
alternative system of regulation. Instead, it
argued that it is very difficult to decide on
how regulation should be structured and
delivered until there is a much clearer idea
of what sort of banking sector we want after
the heavy state ownership is unwound.
This is in line with the view of the Liberal
Democrats’ widely-respected Treasury
spokesman, Vince Cable. Both believe that
no bank should be allowed to get too big to
fail and that this issue should be addressed
as the banks are privatised by breaking them
up into smaller units.

The Treasury Select Committee has come
out very strongly in favour of the differing
capital regimes, but sounds a cautionary
note on the prospects of that alone being
sufficient — as its combative chairman John
McFall highlighted when the report was
launched, “Tweaking capital requirements
to prevent this happening may work, but
we should not rule out more drastic action,
such as forcibly shrinking the banks or
separating out the riskier functions”.
This threat of a return to a Glass-Steagalltype regime does not disturb the banks as
much as may be thought. Sir Win Bischoff,
speaking in his role as co-chair of The
Financial Services Global Competitiveness
Group, recently told MPs that the sector’s
biggest concern was that the UK might try to
go it alone, which would seriously undermine
the UK’s competitive position. If it is done in
a coordinated way internationally, the sector
will adjust, he argued.

So where are we internationally?
The European Union (EU) wants to move
to fewer, supranational regulators and has
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an ambitious plan for getting there. Despite
UK doubts — opposition would probably
be a more accurate description of the
government’s stance — this plan is edging
ahead and was largely approved at the
recent summit of EU leaders.
The European Commission’s plan is based
on the Larosiere report, which proposes a
new pan-European regulatory system that
would transfer powers away from the FSA,
especially for firms that operate in more
than one member state.

The Larosiere report
Have you heard of it? The coverage in the
UK of this key report for the European
Commission by former International
Monetary Fund managing director Jacques
de Larosiere has been poor. Yet it has set
the EU on a course to create three new
pan-national regulatory bodies — the
European Banking Authority, the European
Securities Authority and the European
Insurance Authority.
These new regulators will be given wide
powers to impose supervisory standards
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on national regulators, make binding
decisions on technical issues (very likely to
include powers over product design) and
enforce adequate prudential supervision
in conjunction with another new body,
the European Systemic Risk Council.
Certain pan-European organisations will
find themselves closely regulated for the
first time, with credit ratings agencies at
the top of the list. For the time being, the
EU envisages micro-level regulation of
individual firms being left with national
regulators, but it sets out a course towards
far greater control in the future, threatening
to bring a range of other market and
conduct of business issues under the remit
of its new structure.
The report and the Commission nod in
the direction of the world outside Europe’s
borders by urging a “deepening of the
EU’s bilateral financial relations with all its
major partners”, but in the very next line
is the key statement of intent: “There is
an opportunity for the EU to seize global
leadership”. This is where the battle lines
will be drawn.
There are some scores to be settled with
the UK, dating back to the creation of the
Single Market in financial services in 1992,
when the UK won a protracted argument
over the balance between prudential
regulation and product regulation, with
the EU rules coming down firmly in favour
of the former. At the time, many financial
products in Germany, France, Italy and
Spain were tightly regulated in terms of
design and rates. All of that was replaced by
a more UK-orientated system of prudential
supervision, and it is this system that many
in Europe believe has now failed, no more so
than in the UK. Larosiere focuses time and
again in his report on the need to regulate at
a much more detailed level, especially when
it comes to hedge funds, over-the-counter
derivatives and credit default swaps.
While many in the UK financial services
sector profess to be relaxed about the
general thrust of the Larosiere report, its
first fruits, the Alternative Investment Fund
Managers Directive, has set alarm bells
ringing in London and New York with its
full-frontal attack on hedge funds.
The current Swedish presidency of the EU

Regulation

has begun to make some conciliatory noises
about the directive, as has the new chair of
the European Parliament’s key economic
committee, Sharon Bowles (a UK Liberal
Democrat), but it is going to take some
intense lobbying to get it back to something
acceptable to the major hedge funds.
The Obama administration in the United
States is, like the UK, less advanced with its
proposed reforms, having concentrated on
pushing its healthcare legislation through
Congress. It is a complex plan. There seems
to be a regulator for everything, a whole
new tier of federal regulation to overlay
the already cumbersome regulatory system
that some parts of the financial sector, such
as the insurance industry, have to contend
with at state level.
In some ways, it is reminiscent of the
UK’s first stab at comprehensive regulation
of the financial services sector with the 1988
Financial Services Act, which spawned a real
alphabet soup of narrow sector regulators.
There is a certain sense of déjà vu in reading
US commentators attacking the Obama plan
on the same grounds. It will leave gaps and
create opportunities for regulatory arbitrage,
and these will be exploited by those who do
not want to be properly supervised.
The next stage in this global debate
is likely to take place at the second G20
Summit at the end of September 2009, which
has already identified financial regulation as
one of the key topics on the agenda. Before
then, the Swedish presidency of the EU is
looking to host a mini-EU summit to agree a
coordinated European approach to the G20
debate, a further demonstration of the EU’s
determination to stay at the forefront.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk

Glass-steagall act
This was introduced in the US in 1933 in
the wake of the 1929 stock market crash,
which caused a series of banking failures.
In essence, it enforced separation of retail
banking and investment banking. It was
repealed by the Clinton administration
in 1999, and that led to a worldwide
consolidation in the banking sector.
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Financial modelling

IT solutions

Tools for success
Giles Thomas introduces an alternative tool for actuarial modelling

Giles Thomas is the
xxxx
managing director of
Resolver Systems

C

omplex financial modelling needs
in actuarial work are complicated
by relentless competition, specific
requirements such as Solvency II
and the general shift towards stringent risk
management controls, post-credit crunch.
In these changing conditions, are actuaries’
financial modelling needs being held
back, or even let down, by the software
choices available?
It has always been difficult to bring
different modelling options into corporate
governance processes. Changing market
conditions may make this issue impossible
to deal with unless companies make massive
investments in technology-based processes.
Are new approaches needed to balance the
different needs of actuaries, IT departments
and auditors?
Some observers would say that
actuaries are currently depending on a
number of competing approaches. There
are enterprise-wide software platforms,
including Enterprise Resource Planning
(ERP) systems, that many actuaries are
mandated to use. Adapted over time to
the insurer’s requirements, these proven
systems have the overwhelming advantage
of delivering standardised approaches
across company operations.
However, they can be complex and timeconsuming to operate. In particular, they
cannot be customised for the individual,
so it is extremely difficult for the user to
undertake new and innovative types of
analysis. Whisper it in the presence of a
hard-pressed IT department, but this is why
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practitioners may still turn to financial
modelling using off-the-shelf software
and spreadsheets. The spreadsheets are
often hacked together, untidy, difficult
to maintain and challenging for the
compliance department to audit, but
they are bespoke items — vital for those
seeking new modelling approaches
and a competitive edge — despite their
disadvantages.
Another well-trodden path is the dedicated
actuarial software package. Specialist software
firms have long provided these valuable
software tools. However, these are clearly
niche products which may come as part of a
wider service agreement. This approach may
traditionally have allowed actuaries greater
freedom in their work but raises issues of
maintenance and compliance. Since many
of these tools were developed without the
IT department’s involvement, there can be
difficulties where software issues need to be
fixed or systems maintained.
Increasingly, IT departments are being
mandated to maintain processes and
ensure the integrity of transactional data
in preparation for new auditing regimes.
The often unsupervised development of
complex scenario analysis using dedicated
actuarial software might, in the past, have
caused problem-solving and compliance
issues for firms’ IT functions, as well as the
actuaries themselves. Continued use of
such systems may tie actuaries to expensive
support agreements and complicate their
departmental colleagues’ efforts to manage
new compliance controls in the future.
Actuaries in smaller firms or departments
may, at certain times, use spreadsheets. This
approach provides a certain level of ease
of use and customisability through their
simplicity and their easy-to-use row and
column programming system. In the longer
term, these advantages are outweighed by
those same traits: row- and column-based
formulae leave users unable to read formulae
they wrote only a few weeks before (‘now,
what was cell AC329 again?’) and scenario
models that have been re-used by copying
and pasting from sheet to sheet may
change over time and lead to inconsistent
results which are time-consuming to check
and audit. Beyond simple office use, the

spreadsheet approach creates needless
complications and constraints on users’
capabilities, when rigour and creativity are
the order of the day.
However, a new type of tool is emerging:
programmable financial modelling
spreadsheets. These are used in the
financial and academic sectors, where the
development interfaces are open so that the
actuary can perform (or vary) challenging
analyses, or connect the spreadsheet to
new data sources. Non-technical financial
professionals claim to be able to use
programmable spreadsheets to devise the
analytical models they require and convert
their spreadsheets into web applications
that are robust and repeatable. These
programmable tools are designed to give
users a strong, customisable modelling
option without the limitations of the simple
spreadsheet or the painful choice of the
heavy ERP system.
With these next generation analytical
tools, actuaries can enhance the scope and
accuracy of the recommendations they
make. They can also bring them into an
organisation’s changing governance needs
in a trouble-free manner. Balancing daily
workloads while following a company’s
changing governance procedures demands
that all staff understand and accept new
procedures. The new types of functionality
in these programmable spreadsheet products
could genuinely contribute to actuaries’
complex and often ‘hidden’ work being more
painlessly brought into beefed-up business
and compliance processes in the future.
Actuaries require flexible tools that
will improve their financial modelling
capabilities. Meanwhile, their employers
face the unenviable task of balancing
flexibility with greater staff and technology
resources required as new regulatory regimes
bite. Next generation modelling tools
could represent a third way — helping to
achieve the difficult balance between user
demands for customisability and accuracy,
and the reliability and auditability built over
time into enterprise-level ERP systems and
actuarial software packages.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk
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Life

Conference preview

Changing times
Graeme Bold previews the Life Conference taking place on
25-27 November 2009 at the Edinburgh International Conference Centre
Life Conference
programme 2009

Chairman’s
preview
The 2009 Life Conference will be held
in Edinburgh on the 25-27 November.
The conference returns to the UK after a
successful event in Amsterdam last year.
The committee has been working hard to
ensure the panel of speakers is as varied
and interesting as ever.
In many ways, the most difﬁcult role
of the organising committee is to select
speakers and topics from the many
offers received. The conference has a
high quality line-up that will ensure
everyone takes home some food for
thought!
The concurrent sessions cover topics
such as capital management, raising
ﬁnance, Solvency II, hedging of risks
on with-proﬁt funds and managing
longevity risk. Add some lessons from
Lehmans, developments in Indian
markets and the Retail Distribution
Review to get a ﬂavour for the wide
selection on offer. This year’s speakers
demonstrate the variety of work in
which life actuaries are involved.
On the main stage, the conference
provides an opportunity to take stock
of the current economic climate and
consider what is next.
With this in mind, I am pleased that
Stephanie Flanders, the BBC’s economic
editor, is our keynote speaker on
Wednesday evening. I am sure many of
you know of her ‘Stephanomics’ blog.
In our plenary sessions we focus on
two very important subjects in light of
the market turbulence and subsequent
economic downturn.
Our ﬁrst session challenges whether
market-consistent methods have been
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effective to value life companies, and
our second considers the future of
the life industry. These are topics that
deserve thorough consideration, and I
am sure you will enjoy a lively debate
from our panel of industry speakers that
includes individuals from outside the
actuarial profession, to ensure we hear
as many views as possible.
Our commercial skills sessions remain
popular and Jim Steele’s theme of ‘Tough
Minds for Tough Times’ strikes a chord
in the current environment. The pace of
change seems to be accelerating, and
Jim has a number of support strategies
for the workplace.
The organising committee is ﬁnalising
the line-up for the key topics session. In
keeping with previous years, these will
be announced closer to the conference
and you will have an opportunity to
choose in the coming months. The
format has received great feedback in
recent years.
Finally, one of the most important and
enjoyable parts of the conference
is catching up with friends and
colleagues. It provides the opportunity
to discuss the goings on in the business
world and debate what possibilities
exist. There are social events planned
to provide the chance to share a ‘wee
dram’ and to enjoy a meal at the home
of Scottish Rugby.
With a packed agenda to look forward
to, I hope to see you in Edinburgh
in November.

Plenary 1: The current
economic climate
Speaker: Stephanie Flanders, economic
journalist and broadcaster

Plenary 2: A debate on the market
consistent value of liabilities — Is it
fair value and does it have a future?
Chair: Ferdia Byrne, consultant,
Tillinghast

Plenary 3: Tough minds for
tough times
Speaker: Jim Steele, organisational
performance consultant

Plenary 4: Key topics and
recent issues
Chair: Dominic Veney,
PricewaterhouseCoopers LLP

Plenary 5: Shaping the future
Chair: Nigel Masters, president, Institute
of Actuaries

Graeme Bold, chairman
Life Organising Committee
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Longevity

Insurance-linked securities

Finding an alternative
Dan Knipe explores how insurance-linked securities could be used in
pension schemes to offset the cost of longevity improvements

O

ver the last year there has been a
lot of attention paid to risk transfer
instruments available to pension
schemes to directly manage their
longevity exposures. Swaps — whereby the
protection buyer pays the expected annuity
payments and receives actual annuity
payments — are increasingly popular for a
small number of transactions completed in
both (re)insurance and derivative formats.
Similar transactions based on indices have
been discussed but have not materialised.
Although such structures are useful
for some pension schemes, they are not
without problems for the protection buyer.
Bespoke instruments introduce long-term
counterparty credit risk, while shorter-dated
index products offer limited protection
against a scheme’s specific risk profile. In both
cases, an oversupply of protection buyers and
limited supply of available risk capital is likely
to mean that the cost of protection is high.
Many insurers have longevity exposures,
and while direct risk transfer is one risk
management technique, diversification
of insurance risk can be equally powerful.
Pension schemes may consider the use of
insurance risk as a low correlation diversifying
asset in their portfolio that can help fund the
potential costs of increasing life expectancy.

Multi-line insurers
Large insurance conglomerates have a
diversity of risk exposures across life and nonlife lines. By deploying capital to a variety
of business lines, they increase and diversify
their income and reduce the impact of any
one risk on the performance of the company.
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Life insurers
Life insurers write a diverse range of business
where gains or losses from mortality can offset
gains or losses from longevity. If longevity
systemically improves, fewer people in a
mortality portfolio die, which improves
profitability to help offset losses in the
longevity business. Conversely, in a pandemic,
the mortality portfolio suffers an increase in
deaths and there should be an offsetting profit
from deaths in the annuity book.
Pension schemes can access mortality
risk and create a similar hedge by using life
insurance-linked securities. Over the last few
years, life securitisation became reliant on
guarantees from monoline bond insurers to

transform mortality risk into credit risk. As a
result, the securities became highly correlated
to credit markets and have not proven as
resilient to the financial turmoil as their nonlife counterparts. There is still demand for
these instruments to protect large life insurers
from spikes in mortality and to relieve
redundant reserves under US regulation
triple-X. New life transactions will isolate
mortality risk and maintain the natural low
correlation of mortality to financial markets.

Pension insurers
Pension insurers only write longevityrelated insurance business. They aggregate
and diversify this risk across many industry
segments, socio-economic groups and
geographic locations. This creates a large
pool with stable performance where the risk
transfer premium received is sufficient to
cover plausible adverse deviations.
Pension schemes could take the same
approach and invest in longevity-linked
instruments, which will diversify their
exposures. High demand for longevity
protection is likely to cause exceptional riskadjusted returns on these illiquid and longdated investments, causing them to generate
income in most plausible longevity scenarios.
Pension schemes need not consider that
risk transfer is the only method to manage
longevity. Schemes should assess their
appetite for and comfort with longevity risk
and manage their exposure accordingly.
If you would like to comment on this article, please
e-mail editor@the-actuary.org.uk

Figure 1 — ILS, equity and credit returns
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Dan Knipe is a
portfolio management
actuary at Leadenhall
Capital Partners

Pension schemes can diversify their
insurance exposure by investing in non-life
insurance-linked securities. These securities
act in a similar way to reinsurance, whereby
the bond principal is reduced when insured
losses exceed a threshold due to natural perils.
The coupons on such instruments are
many multiples of the losses predicted by
expert modelling firms. Unlike credit and
equity investments, which are correlated
to each other and to longevity through
exposure to corporations and their pension
schemes, insurance losses from natural
catastrophes have a low correlation to both
financial markets and longevity. Despite some
structural weaknesses in these instruments,
highlighted by the bankruptcy of Lehman
Brothers, the asset class has continued to
demonstrate its low correlation to other assets
(see Figure 1).
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AOTF/Book review

People/Comment

Actuary of the future
Anuj Sharma of Mercer seeks to escape in a world of magic

Anuj Sharma
Employer and
area of work
Mercer’s investment
consulting business,
London.

Date entered Profession

Tell us your formula for success
Work hard and play harder.

What three items would you
take to a desert island?

What’s your best attribute?

iPhone, its charger and a solar power
generator.

Willing to learn and contribute.

And your worst habit?
I can be impatient; I often find myself chasing
people for things.

What is your greatest extravagance?
My modest watch collection.

Tell us something unusual
about yourself

September 2006.

How do you relax away
from the ofﬁce?

Describe yourself in three words

Watching football and going to the theatre.

I fancy myself as a bit of a Houdini and
have an interest in magic... I have a few
tricks up my sleeve!

Best piece of advice you have
ever been given?

What is the greatest
risk you have ever taken?

Not meeting deadlines.

Measure twice and cut once. Applicable in
various scenarios throughout life.

Alternative career?

Is the glass half full or half empty?

Investing my pension contributions
completely in equities — I’m glad I am not
retiring anytime soon!

Scientist, as I was a bit of a wizard in
the laboratory.

Half empty — always looking for
improvement.

Enthusiastic, determined and honest.

What is most likely to irritate you
about others?

If you would like to nominate someone for Actuary of
the Future, please e-mail AOTF@the-actuary.org.uk

Book review

Paul Sweeting reviews Lecturing Birds on Flying by Pablo Triana
In this book, Pablo Triana discusses what he
sees as the primary cause of recent financial
crises: over-reliance on models that do
not work. He proposes that a widespread
problem exists, that problem being the
quantification of finance and the subsequent
abandonment of ‘rules of thumb’.
Triana also takes issue with many of
the theories developed in the finance
departments of business schools, which
depend on assumptions that are simply not
valid in the real world.
I have sympathy on this point of view,
and I do question the usefulness of much
of the research generated along these lines.
However, my main objection is that this
type or research, no matter how well peerreviewed, is often pointless. Triana’s issue,
on the other hand, is that it leads to legions
of business school graduates applying these
theories in the real world and causing
financial mayhem.
Triana goes on to discuss in great detail
the flaws of the Black-Scholes model,
leading us to believe that it has been to
blame for many financial woes. However,
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we are later told that no-one uses it in
the real world. So why do the flaws in the
Black-Scholes model matter?
As a final salvo against quantification,
we are told that investment banks’
requirements for doctorates in quantitative
disciplines are used only as barriers to entry
for some segments of investment banking,
and as ways of impressing clients. Once the
doctors are in, they trade off-the-cuff, using
realistic models. Given that the starting
point of the book is that finance academics
are teaching unrealistic formulae to students
who then use their knowledge to plunge
the economy into chaos, this last argument
appears somewhat self-defeating.
This is not to say that the Triana does
not make plenty of good points. Excessive
reliance on models was, and still is, a
problem — but it is not the only one. Triana
makes the important observation that a
risk model that does not work in times of
financial stress is not particularly helpful.
Overall, however, there is too much
hyperbole and too great a willingness to
blame everything on a narrow range of

issues. Bad models
are clearly bad, but only if they are used
in practice. The lack of understanding by
executives of good models, remuneration
structures encouraging traders to take
excessive risks or to follow the herd,
regulatory failure and many other factors
are at least as important. Recognising this
would have made the arguments in this
book more convincing.
Paul Sweeting is professor of actuarial science at
the University of Kent.
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Rainbow nation

(With thanks to Rod Marshall for assistance.)
In accordance with ancient custom, the arts funding council in the
fictional country of Caultaria has two of its council seats allocated to
its small population of Septapods. Septapods each have seven arms
and legs and 35 fingers and use a system of counting to matchbase 35.
Therefore, a Septapod counts 1,2,3…9,A,B,C,D,E,F,G,H,I,J,K,L,M,
N,P,Q,R,S,T,U,V,W,X,Y,Z,10,11… and so on — the letter O being too
similar to zero to use as a number. Similarly, they write fractions
in the base 35 equivalent of decimals — so that where a normal
Caultarian would write ‘one-fifth’ as 0.2 (i.e. 2/10), a Septapod
would write it as 0.7 (i.e. 7/35), but ‘one-half’ would be written as
0.HHHHHHH. In other words, ‘one-fifth’ terminates in base 35 but
‘one-half’ does not. Seats are contested annually and councillors
are chosen by means of a series of ritual one-against-one painting
and decorating contests. Budding council members have their
names placed in a hat, and for each contest two names are drawn

from the bag at random, independently of previous draws. Losers
are eliminated and winners go back in the bag, and so on, until
two names remain. The contests are structured so that the superior
painter will always win — Alfonse, the greatest of the Septapod
artists, is always guaranteed a council seat even if he takes part in
every contest, but the second seat could, in theory, go to anyone.
This year there were a reasonable number of entrants and only
one is less-skilled than Yannick. Unusually, Yannick has a probability
of winning a seat which could be written as a terminating fraction
in base 35. Bernard, who is second in skill only to Alfonse, also
has a probability of winning a seat which he could write as a
terminating fraction.
But what are those probabilities? Your answers need not, of
course, be expressed in base 35.
Send your answers to actuaryprizepuzzle@incisivemedia.com for
a chance to win a £50 Amazon voucher courtesy of Highﬁnance
Actuarial. The closing date is 14 September.

Terms and conditions

The prize will be awarded for a correct entry, to be picked at random. If there are no correct entries, the editor reserves the right to extend the
deadline or not to award the prize. In the event of a tie the winner will be picked at random. 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. Your details will not be passed to any third party in connection with this draw.

Puzzle 434

The king is dead

To teach my young son the ancient game of chess, I bought
him a two-piece jigsaw entitled ‘Checkmate’. This puzzle, when
completed, is a picture of a legal chess position in which black
has just been checkmated, involving a variety of mating themes.
Bless him, but the young lad has assembled the pieces
incorrectly; they form a chessboard grid, but the chess pieces
show black having just moved to checkmate white, as per the
diagram. Can you deduce what the two jigsaw pieces might
be and so reassemble the puzzle correctly? Both pieces consist
of an equal number of black and white squares, although one
is larger than the other (and some of the chess pieces may
currently appear to be the wrong way up — although the
diagram does not show this.)

Puzzle 435

Fruit salad
The gigantic fruit
salad made
to feed the
contestants at
the national
puzzle
championships
contains 2162
pears, 312
apples and 323
bananas. How
many oranges does
it contain?

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

Highfinance Actuarial
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Coffee break

August prize puzzle solution

The movement of capital

1 A house in Lincolnshire...

Boston Manor

21 Entraps running water

Snaresbrook

2 ... and in Berne

Swiss Cottage

22 Lake Huron, for example

Canada Water

3 Insulation weight

Paddington

23 UK pop group

All Saints

4 A nice currant bun, say

Baker Street

24 The fee for playing Snape?

Rickmansworth

5 Sorry — I haven’t a clue

Mornington Crescent

25 Car

Vauxhall

6 Riverside

Bank*

26 West London (Greece)

Kensington (Olympia)

7 E

Mile End

27 Divided island

Cyprus

8 Insane

Barking

28 Priestly inspiration

Canons Park

9 Rugby ball

Oval

29 Outermost layer of clothing?

Edgware

10 Bowler on punch

Hatton Cross

30 Result of forest fire

Burnt Oak

11 Chicken raises ducklings?

Cockfosters

31 Of Middlesbrough and England

Southgate

12 Humorous mistake

Ruislip

32 Priest lacks experience

Parsons Green

13 Part of a head and place of worship Temple**

33 Clipper

Cutty Sark

14 Stay in character, Batman

West Acton

34 Drop A-bomb on ice shelf

New Cross

15 TV programme

Grange Hill

35 Created a valley

Maida Vale

16 Murder a stream

Kilburn

36 Get plenty of supplies in

Stockwell

17 Boxing rules

Queensbury

37 Intoxicated hairstyle

High Barnet

18 Gesture plant

Becontree

38 Footballer missing dog, say

Stanmore

19 Enormous

Wapping

39 Trees of Florentine river

Arnos Grove

20 Merope was one

Seven Sisters

40 Cathedral city propelled boat

Gloucester Road

*Also Embankment; **Also Hornchurch
Apologies to readers who found July’s prize puzzle
unchallenging, with the publication of the solution alongside it.

Puzzle 431 solution

Skipping rhymes

Starting after the arrow, skip forward no letters, then one letter,
then two, then three….
This spells out the message (with spaces added back in) WEE
WILLIE WINKIE RAN THROUGH THE TOWN UPSTAIRS DOWNSTAIRS IN
HIS NIGHT GOWN.
This method will work, and only work, for messages which are
of length 2n for integer n. The reason for this is as follows:
n This method will work if, and only if, any two different letters
in the original message do not map to the same place in the
encrypted messag
n Say the message is length m, consider the ath and bth letters
in the original message (with a > b). The two letters map to the
same place in the encrypted message if (a - b)* (a + b - 1) / 2 = 0
modulo m.
n If m = 2n then this is impossible. Either (a - b) or (a + b - 1) are
odd and so the only possible solution to the above equation is a = b
+ 1 (ie. adjacent letters) — but this requires a > m or b < 1 — so no
solution.
n However, a solution can readily be found if m does not equal 2n
(either m is odd, or an odd number p > 1 divides m: construction
of a and b with a = b + 2 or a = b + p respectively is left as a trivial
exercise for the reader).

The prize for July has been waived and we therefore dare you
to attempt September’s prize puzzle.

August prize winner
With a record number of entries for this month’s prize
puzzle, congratulations go to all those who sent in correct
answers. A £50 Amazon voucher courtesy of puzzles
sponsor HighFinance Actuarial goes to Nicholas Small of
Capita Hartshead.

Puzzle 432 solution

Better than evens?

There are 2400 total possible outcomes from tossing a coin four
hundred times: 2200 more of the outcomes have a number of
heads divisible by four than have an even number of heads
not divisible by four. (This can be readily proved by using the
induction hypothesis.)

Puzzle 433 solution

No dice

My son and I have an equal chance of winning. To see this is the
case without having to calculate any long-winded probabilities,
consider any set of dice rolls where I win: the set of dice rolls
where each of my dice landed the other way up is a win for my
son — and vice versa. So both outcomes must be equally likely
with fair dice.

Highfinance Actuarial
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Arts

arts@the-actuary.org.uk

Matt & Finn

The art of investing

Matt and Finn debate whether putting money into art rather than
stocks and shares or bricks and mortar could prove a good investment
Art as an investment is a little bit like
property. It comes in individual sizes, is an
illiquid asset, can potentially have large
upkeep expenses and owners attach a
large amount of utility to owning it. Much
like property and equities over the last
few years, the value of art surged during
a dramatic bull run but has fared badly
during the last 12 months.
So what has happened in the art market?
Things were looking good back in mid-2008,
as other markets were falling. The RICS UK
Arts and Antiques Survey Q2 2008 reported
that prices in the art world were looking
stable, since high-value investors were
buying art and antiques as an alternative
Damien Hirst with
one of his pieces

to stocks and shares, given the uncertain
economic climate.
The contemporary art market reached its
peak over a two-hour period on the evening
of Monday 15 September 2008 at Sotheby’s
London auction house — rather ironically
the same day that Lehman Brothers filed
for bankruptcy. As Lehman employees
walked out of their offices in a rather dazed
state, a record £70.5m was spent at the
‘Beautiful Inside My Head Forever’ auction
— the epic sale of a range of Damien Hirst
pieces. The most expensive individual item
sold was The Golden Calf, set on a Carrara
marble plinth in a tank of formaldehyde,
which sold for £10.3m.
The Damien Hirst sale seemed to suggest
that the art world really was recessionproof. However, this soon changed. One of
the first signs was an auction at Sotheby’s
Hong Kong in October 2008, when 19 out
of 47 prominent works failed to find a
bidder. This ended a five-year period that
saw the price of Asian art shoot up with
records regularly broken.
In November, two big contemporary
art auctions in New York at Christie’s and
Sotheby’s both faced similar set backs. The
Sotheby’s auction raised a lacklustre $125.1m
— well below the expected amount. Bidders
shunned works by such famed artists as Roy
Lichtenstein, Andy Warhol and Damien
Hirst. The Christie’s sale followed suit, despite
lowering reserve prices at the last minute.
The contemporary art market had been
in a bubble for almost seven years. The
bursting of this bubble was flashed across the
art sector. In a sign of the times, Sotheby’s
announced they were trimming staff numbers

Figure 1 — Art market performance versus equity and property
Total return index (rebased)
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Client entertaining
Football tickets
The football season is back, and with it
comes all those lovely corporate boxes.
Where better to toast the start of a new
client relationship than at Arsenal’s
immaculate Emirates stadium. On Saturday
31 October Arsenal face Tottenham Hotspur
in the capital’s biggest derby. If anyone
would like to take us as a client then please
let us know...

to cope with the downturn.
Falls in other art markets have not been
as severe as the contemporary scene. A
December 2008 auction in London of some
old masters saw some enthusiastic bidding.
However, the impact that the general
economic downturn has had on the art world
has given art lovers opportunities to pick up
works that they would not have been able to
before. Cash-strapped art owners have been
forced to sell pieces to meet other debts.
Works of art that have never been seen
before at auction have surfaced over the last
six months, providing an opportunity for art
lovers and investors alike.
How has art compared as an investment?
The last six months have seen some big
losses, especially in contemporary art, as
investor demand has collapsed, with falls
outstripping property and equities. However,
the returns on the art market over the last few
years have far exceeded those of conventional
markets. Maybe this implies that pension
funds should be looking into even more
diverse areas for returns. With the market still
falling, who knows how far it could go.
Matt and Finn welcome your comments and
contributions. Please e-mail arts@the-actuary.org.uk
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Student page

They have often imparted their actuarial wisdom to hopeful students,
but who are they? Jean Eu asks two ActEd tutors to reveal all

ActEd out of interest
John Potter
After
graduating
from university
I studied for the
actuarial exams
while working
in a life office,
using the ActEd
tutorials. I was
very impressed with the tutorials but more
impressed with the tutor occupation. So,
aged 24, with premiership football no
longer a feasible option, I decided that
being an ActEd tutor was my destined
vocation. This conviction must have shone
through an otherwise bungled interview,
and I joined ActEd in 2002.
The fact that I love teaching was the
main attraction, but I was also looking
for a change from the corporate office
culture, which was no place for a leftwing cynic. For me, teaching is still the
most rewarding and enjoyable aspect.
The subjects I teach (currently CT4, CT5,
CT6, CT8 and ST5) involve some difficult
technical and mathematical concepts, so
it is not uncommon to be presented with
12 very worried students at the beginning
of a three-day tutorial. To witness the
transformation from very worried to very
confident, and to know that I played a
major part in this transformation, is a
heart-warming and empowering feeling.
I’m always extremely grateful for the
positive feedback I receive from students.
Occasionally, I will receive one or two
personal messages of thanks. This is the
pinnacle of the job. Just as my usual high
spirits start to wane, I will receive a lovely
e-mail from a student that reminds me
why I’m doing the job.
“What do you do when you’re not
teaching?” is the question I get asked
most. Once, this was even phrased, “So,
John, do you actually have a job?” I had
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to laugh, as there is always a lot of work
to be done outside the tutorials. These
days, we are selling
many different types
of study and revision
products, all of which
need to be produced and
maintained, and we also
need time to prepare for
tutorials.
I hope I am able to
continue in my role for many years to
come. I have great ambitions to continue
excelling in this very rewarding job.

remember that a fellow tutor conducted a
survey in The Actuary on whether students
preferred print or
electronic learning.
It suggested that
most students were
not interested in
electronic learning.
How things have
changed over five
years! Most students
now have access to a high-speed internet
connection at home or in the office, and
so the role of ‘ActEd innovation champion’
was born.
It has been a fantastic experience
over the last couple of years leading the
introduction of webinars (live online
tutorials) and CA1 Bitesize (online, prerecorded tutorials). As well as helping
domestic students, we can now add
real value to the learning experience of
overseas students. It is truly amazing to be
able to simultaneously deliver a tutorial
to students from the UK, India, Tanzania
and Australia. The two products have
really taken off. We have received some
great feedback, and I feel very proud that
tutors and students have embraced the
new learning experiences. Add into the
multimedia bag the ‘Sound Revision’ CDs
and the computer-based revision tool,
Smart Revise, and I would be very surprised
if a new survey would yield the same
results now.
Far from being a standstill job,
mine has been a constantly evolving
experience combining actuarial, teaching
and IT challenges. What will the next five
years bring?

» The fact that I love

teaching was the main
attraction, but I was also
looking for a change
from ofﬁce culture

Anna Bishop
I joined ActEd
in 2003 for
similar reasons
to John,
notably a love
of helping
other people
understand
difficult
concepts. Since then, many people have
expressed to me an interest in working for
ActEd. Several are disillusioned with their
current situation, but this is not enough
on its own to justify applying. You also
need a passion for teaching and learning.
Receiving appreciative comments from
students and seeing names on pass lists
make the job 100% worthwhile.
Six months into the job, I embarked on a
part-time, adult education PGCE. This was
by no means a requirement of employment,
but it did give me a chance to examine issues
such as learning styles, memory and dyslexia.
For example, did you know that you are
likely to forget 80% of what you have learned
on a tutorial if you do not review it within a
week of attending? I’m glad I did the PGCE,
as it resulted in a greater recognition by
ActEd students with special learning needs.
Shortly after joining the company, I

«

Contributions
If you would like to contribute to this
section, please e-mail studentpage@
the-actuary.org.uk
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Appointments

Prudential plc has
appointed Ian Carey
as head of group
capital management.

People moves

Mr Carey has spent
the last four years
in banking, most
recently heading up

the structured capital
finance team for
insurers at Société
Generale. Prior to

Paul Sweeting has
been appointed
professor of
actuarial science at
the University of
Kent. In this role,
he will be leading
the development of
the actuarial science
group’s research
capabilities. Mr
Sweeting joins
from Munich Re,
where he led the
development of
the firm’s longevity
reinsurance strategy.

Forward features in
The Actuary
The Actuary team welcomes contributions from members or
contacts in the profession.
Below are a list of themes for the next few months along
with the submission deadline. If you would like to contribute,
please contact Tracey Brown at features@the-actuary.org.uk
with suggestions.
Please note that these themes are not exclusive and the
aim is for a strong variety of articles. If you have a burning
topic you would like to write about, please let us know.

November 2009 (Published 29 October, deadline
16 September)
n Life insurance
n Pensions

December 2009 (Published 26 November, deadline
12 October)
n Healthcare
n Reinsurance

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

that, he spent seven
years as a consultant
at Tillinghast in
London, having
qualified as an
actuary in Ireland.
Barnett Waddingham
has announced that
Cherry Chan has
joined the company
as an associate in
the firm’s Insurance
Consulting team.
Ms Chan was
formerly with
Marsh Limited.
Wendy Beaver
has joined the
Personal Accounts
Delivery Authority
(PADA) as pensions
policy adviser in its
Policy and Product
Development
Directorate. Ms Beaver
has more than 15
years’ experience
in pensions policy
matters, acquired
in her previous
corporate, regulatory
and professional roles.
Legal & General
Investment
Management has
appointed John Roe

as head of Insurance
Solutions. Mr Roe
joins after four years
at RBS, where he led
their UK Insurance
ALM Advisory team.
Prior to joining RBS,
he worked as an
actuarial consultant
for Towers Perrin.
Ernst & Young has
announced the
appointment of
Roger Dix as a
senior manager in
its Financial Services
Risk Management
Advisory team,
where he will focus
initially on Solvency
II-related work. Mr
Dix joins from HBOS,
where he was head of
Group Insurance and
Investment Risk.
Atkin & Co is
delighted to
announce the
appointment of
Marian Elliott as a
director. Mrs Elliott
will maintain her
role as head of
actuarial services and
help manage the
continuing growth of
the business.

Talbot Underwriting
has appointed
Shailesh Malde
as head of capital
modelling. He joins
from Ernst & Young,
where he was a
senior manager in its
European Actuarial
Practice. Prior to
this, he was general
insurance actuarial
director for Aviva
Group.
Reliance Mutual
Insurance Society
Limited has
appointed Cameron
Mills as chief
actuary. He will join
the company on
1 September and
succeed Tim Birse
as chief actuary
on 17 October.
Since January 2009,
Mr Mills has been
interim chief actuary
at Baroda L&G Life
Insurance as one
of three ‘thought
leaders’ supporting
Legal & General in
their joint start-up
in Mumbai. Prior
to this, Mr Mills
was head of risk at
Resolution Life.

Tim Birse will
be relinquishing
his role as chief
actuary at Reliance
Mutual after over
nine years in the
post and 21 years
with Reliance
Mutual. He will
continue to support
the company on
a part-time basis
to help progress
various projects.
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