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The world needs to wake up to long-term risks

The world needs to wake up to long-term risks

@ 16th edition of the World Economic Forum's Global Risks Report

@ “In 2020, the risk of a global pandemic became reality, something this
report has been highlighting since 2006. We know how difficult it is for
governments, business, and other stakeholders to address such
long-term risks, but the lesson here is for all of us to recognise that
ignoring them doesn’t make them less likely to happen.”

@ “other long-term risks, such as climate change and environmental
concerns, do not have an immediate response to diminish risk”

—

Those broad issues all have impacts on risk, insurable risk, and insurance.

T or
MELBOURNE

3/22


https://www.actuaries.digital/2021/04/06/the-world-needs-to-wake-up-to-long-term-risks/
iPad Pro 2020


The world needs to wake up to long-term risks

Some take-aways:

@ “Risks categorised across five areas — econoni ental,
itical, societal, and technological”

gittre is the most impactfu
Iong term identified risk.”

@ Top risk by likelihood is “Extreme weather”
@ Top risk by impact is “Infections diseases”

\e

Y

RS
422



iPad Pro 2020

iPad Pro 2020

iPad Pro 2020

iPad Pro 2020

iPad Pro 2020

iPad Pro 2020

iPad Pro 2020

iPad Pro 2020

iPad Pro 2020

iPad Pro 2020

iPad Pro 2020

iPad Pro 2020

iPad Pro 2020


The world needs to wake up to long-term risks

For Infectious diseases, refer, for instance, to this non-mandatory reading:
@ Impact of Covid-19 on insurance by Marsh )

Climate risk is discussed below.
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https://www.marsh.com/uk/insights/research/covid-19-considerations-for-insurance-industry.html
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Risk management

Risk management

Such a broad term!

@ Wikipedia:
“Risk management is the identification, evaluation, and prioritization
of risks (defined in ISO 31000 as the effect of uncertainty on
objectives) followed by coordinated and economical application of
r@to minimize, monitor, and control the probability or impact
of unfortunate events or to maximize the realization of opportunities.”

@ Note that this definition considers the downsides, but also the upsides
of risk.

@ This definition could be seen as a little too broad for the actuarial
focus.
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Risk management s: o ACY

@ "Instrance Risk Management" according to PwC:
“Insurance Risk Management is the assessment and quéntification of

; and the ability
to spread the risk of these events occurring across o¥her insurance
underwriter's in the market. Risk Management work typically involves

the application of mathematical and statistical modelling to determine
appropriate premium cover and the value of i ance risk toChold’ vs

“distribute. >

concept.
(AN IS
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https://www.pwc.com.au/risk-controls/insurance-risk-mgt.html
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The expert corner Interview: Gloria Yu

Interview: Gloria Yu

Interview with Gloria Yu
Gloria Yu FIAA FSAS MAICD:

@ Back then Director at Deloitte Actuaries and Consultants
(in 2017 when | interviewed her)
@ Now Senior Manager at the Australian Prudential Regulation Authority
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https://youtu.be/TjuWEry-hi8?t=33
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LRGN Gloria Yu: take-aways

Gloria Yu: take-aways

1:48 (Actuaries and Risk Management)

@ “risk management is a very broad area [ ... | actuaries [ ... ] are all
about managing uncertainty and so that's essentially what risk
management is about [ ... ] we can actually bring to bear the actuarial
skill set to areas which are potentially not seen as traditional actuarial
space.”

@ "risk management [ ... | actually straddles across a number of
different practice areas”

@ “an actuary will need to comment on the suitability and adequacy
of the risk management framework and there are prudential
standards that govern these types of work, essentially saying that the
statutory actuary or appointed actuary will need to comment
on the risk management framework on an annual basis and to
submit that to APRA as a regulator as well.”
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1:48 (Actuaries and Risk Management)

10/22

the other side is capitalisation - the amount of money to support the
risks taken on by the insurer

“So [ ...] actuaries [ ... ] get involved in [ ... ] drafting up risk
appetite statements, looking at [ ... | the risk management strategy |
... ] reviewing some of the risk management framework that a
company has as well”

“essentially incorporating a lot of the elements that we as actuaries
learnt in our traditional fields but really expanding it to a wider area”
“CROs nowadays some of them are actually actuaries as well so that's
a great space for us to be in”




4:53 (typical employers)

@ “Risk management essentially is important for every single company”

@ “There are also other organisations even in non-financial services
sector which actuaries are starting to get involved in, whether it's
around the operational risk or whether it's about credit risk or strategic
risk.”

@ “but [ ... ] actuaries would tend to have a natural fit to more of the
financial services sector”
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5:45 (Why is it interesting?)

@ "risk management is really interesting. So to me, it's interesting also
because you listen to the news and it's pretty much all over the news,
every single day.”

@ “cyberrisk [ ... ] is a growing area within the risk management
practice”

@ "“a combination of the what's happening in the real world but also
utilising some of the actuarial skill sets that I've been equipped with
and combining the two and that creates a really viable and useful value
add to any insurer and to ultimately to the end customer as well”

o APRA: risk culture (so that everyone is doing the right thing, even if
no-one is watching), risk management framework (responsibilities of
the board)

12/22



LRGN Gloria Yu: take-aways

9:48 Advice:
@ keep being curious
@ think about what is actually happening
@ continuous professional development
@ challenge yourself
@ continuous improvement
@ be aware of geopolitical, economic, financial, any other issues — what

13/22

can an actuary do about it?

so much more than just numbers : “it's the people side, the
communication side that really needs to be at the forefront of your
development and that's what's going to make you stand out from the
crowd and be successful as an actuary”

don’t focus only on the downside: think about the upside
(opportunities)
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Australian Prudential Regulation Authority (APRA)

Australian Prudential Regulation Authority (APRA)

14/22

Australian Prudential Regulation Authority (APRA)’s role is
to protect the interests of policyholders (beneficiaries of the institutions
under APRA’s supervision in the broad sense). APRA supervises
trillions of AUD.
Australian Securities and Investments Commission
is the institution that is concerned with shareholders’ interests
market conduct in general).
APRA's mission:

o To gstablish and enforce pru

[al standards and practices designed to
ensure that, under all 1 circumstances, financial promises
\bgade by institutions tha supervises arémet within a stable,

fficient and mwﬂfénanaa/ system.
o There are no guarantees RA aims only to control the chance of

failure to an acceptable small number.
APRA employs many actuaries



https://www.apra.gov.au
https://asic.gov.au
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Enterprise Risk Management (e -

Committee of Sponsoring Organisations of the Jreadway Commission
("COSO") defines:

e
_,p_a.ten.tzaLeuen.ts that may affect the/entity, and manage risk to be
within its risk_a o prowde reasonable assurance regarding

the achievement of entity ob_[ectlves
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(GIEITANES  Climate change?

Climate change?

Simple (but compelling) evidence of climate change:

@ by NASA
@ in Australia; see also
@ Australian Actuaries Climate Index
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https://climate.nasa.gov/evidence/
https://www.abc.net.au/news/2019-03-13/climate-data-reveals-australias-worst-affected-regions/10892710
https://www.actuaries.asn.au/microsites/climate-index
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© Climate Risk

o AD: “Ringing the bells of climate change”
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AD: “Ringing the bells of climate change”

Ringing the bells of climate change

How can climate change affect insurers and their financial stability?

— in three broad channels:

alue of assets impacted by climate and weather related
events_— v

ore events of bigger scale — impact on capitalisation
iability riskSwhose fault?

assets revalued, changes in policies (e.g. move out of
in socio-economico-political environment, ...

Also discusses recommendations for insurers.
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https://www.actuaries.digital/2016/02/11/ringing-the-bells-of-climate-change/
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Actuaries Institute Climate Change Public Policy
Statement

Actuaries Institute "Climate Change: Public Policy
Statement"

@ The Al's position is that climate change is a thing, and that it is
“man-made”

@ Climate change has major consequences, and actuaries have skills that
can help address those:
o identify and understand risks

o develop policy and strategy to respond to those risks v
e develop and implement frameworks to manage those risks v
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https://www.actuaries.asn.au/Library/Brochure/2015/ClimateChangePolicyPosition.pdf
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@[T FIENNESN  Actuaries Institute Climate Change Public Policy Statement

Climate change will likely have a major‘ilmpact on at least four key areas:

v
Extreme weather events: frequency a‘t}d severity

Population and health: papdemics, heat
Scarcity of resources: water, food, ecosystems
Economic value of as\slets: shift away from fossil fuels
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@[T FIENNESN  Actuaries Institute Climate Change Public Policy Statement

Policy positions:

@ supports the 2015 Paris Agreement < J

@ supports public policy to improve resilience and reduce vulnerability

© _inform public debyte, support actuarial contributions to effec‘:}ive
responses
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CGEIRNHEEN  The role of actuaries in climate risk

The role of actuaries in climate risk

J

The role of actuaries in climate risk
Interesting quote:

“Sea level rise is an increasing focus for Singapore as 1/3rd of Singapore

residents live in buildings with ground levels fi es or less
gqbove sea level. Professor Horton showed the projected sea level rise

under different climate scenarios. Sea level rise has two main causes —
expansion of oceans as they warm, plus melting of glaciers and ice sheets.
Melting of the d et alone could raise sea level by
around T_e/Au_ta.mM:e sheet has enough water to

raise sea by

Otherwise, read the article to get an idea of people’s answer to the question.
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Extra readings (non mandatory)

Actuaries and climate change:

@ Actuaries Institute Climate Risk Working Group
o Climate Change at the 20/20 All-Actuaries Virtual
Summit

Climate change analysis:

@ Polar Vortex: a counterintuitive threat of climate
change?
@ Coastal erosion and insurance
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https://www.actuaries.asn.au/microsites/climate-risk-resource-centre
https://www.actuaries.digital/2020/10/13/climate-change-at-the-20-20-all-actuaries-virtual-summit/
https://www.actuaries.digital/2020/10/13/climate-change-at-the-20-20-all-actuaries-virtual-summit/
https://www.actuaries.digital/2021/04/19/polar-vortex-a-counterintuitive-threat-of-climate-change/
https://www.actuaries.digital/2021/04/19/polar-vortex-a-counterintuitive-threat-of-climate-change/
https://www.insurancenews.com.au/daily/ica-tenders-for-advice-on-actions-of-the-sea
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