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Purpose of your paper:  
This paper will frame up five mega-trends shaping the future of the insurance industry, and help 
actuaries increase their awareness and progress their thinking on how their organisations—or 
themselves as individuals — can respond.   
 
Synopsis:  
Business today evolves constantly to new socio-economic and political developments.  The timing 
and impacts of these shocks are unpredictable, frequently involving “unknown unknowns.”  A recent 
study by PwC has predicted that five mega-trends will further change the playing field for the 
general insurance industry globally over the next decade. These trends present both challenges and 
opportunities to all functions of a general insurer. These STEEP factors can be broadly categorised as: 
 

 Social: demographic and behavioural changes 
 Technological: advances in software and hardware 
 Environmental: environmental sustainability and the increasing impact of catastrophic events 
 Economic: the rise and interconnectivity of the emerging markets. 
 Political: global instability and the rise of state-directed capitalism.  

 
Some trends may affect Australia more acutely, offering both opportunities for business expansion, 
and threats to general insurer health.  To make the best use of the emerging trends, Management 
may try to identify which trends the general insurer should: 
 

 Develop an offensive strategy to profit from; 
 Threaten the long term health off the organisation, and must be defended against or 

avoided; 
 Are uncertain. 

 
Actuaries have long been leaders in identifying, and in reacting to trends.  For example, aging 
population and environmentally dangerous product issues have been brought to public 
consciousness by actuaries concerned with pension liabilities or liability coverage concerns. Similarly,  
actuaries have the opportunity to help general insurers develop long term, strategic plans to 
successfully respond to the mega-trends.   
 
The number of topics covered by this paper is broad. We are certain that there are already actuaries 
out there who are considered experts or have special interests in the particular areas covered. Our 
paper is by no means an in depth study of the mega-trends and their impacts, nor does it provide 
definitive solutions or strategies for insurers and actuaries. Rather, this paper is intended to be a 
thought starter which: 

 consolidates information gathered on all of the projected mega-trends; 



   

 
 provides some speculation on their impacts on the general insurance industry globally; and 
 suggests responses that insurers and actuaries can consider. 

 
We hope that our paper will help increase awareness of the mega trends by providing a framework 
in which to consider them, thus broadening the scope and thinking for Insurers and Actuaries.   
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EMERGING TECHNOLOGICAL TRENDS IN GENERAL INSURANCE 
David Crowther  

Key words: 
Technology, social media, apps, business improvement 

Purpose of your paper:  
This presentation looks at the impact of changing technology in the insurance world, from the 
impact of social media to smartphone integration into business operations and strategies. 

Synopsis:
With the burgeoning acceptance of social media and smartphone applications in recent times, 
general insurers have an opportunity to better their market presence and stakeholder relationships 
through the focussed use of such avenues. 

Social media campaigns through such online networking services as Twitter and Facebook offer 
enormous potential for insurers to market their brand in media circles previously untapped.  

The development of smartphone mobile applications can also deliver an improved and streamlined 
experience for a wide range of insurance stakeholders – customers who can instantly access policy 
information, breakdown assistance numbers and claims reporting processes all from the one handy 
source; claims assessors who can be notified and presented with damage details with minimal 
involvement from the insurer; and even actuaries who can utilise analytical tools and document 
viewing capabilities to be able to do part of their jobs away from the office. 

This presentation looks at some of the practical issues this presents to insurers.  
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OPTIMISING INSURANCE STRATEGIES  
David McNab/Francis Beens/Scott Collings 
 
Key words:  
Stochastic asset liability modeling, LAGIC, capital/reinsurance/investment strategies  
 
Purpose of your paper:  
To demonstrate holistically how optimal operational insurance strategies around 
capital/reinsurance/investment have changed in the current (post LAGIC) environment. 
 
Synopsis:  
The Australian general insurance industry is currently undergoing significant change.  In recent 
years,  

‐ reinsurance costs have been going up, with more risk now retained by insurers,  
‐ APRA has refined the capital standards, making them more risk sensitive,  
‐ investment markets and discount rates have fluctuated wildly off the back of the GFC, and 
‐ ICAAP has been introduced, requiring insurers to have greater clarity about their profit 

volatility and access to capital. 
 

With so many moving parts it can be difficult to formulate optimal strategies for next week let 
alone the medium term future.   
 
Within this presentation, Finity’s will demonstrate how to use stochastic asset liability modeling to 
holistically consider all of these external environment changes and how they impact the overall 
risk profile of a typical general insurer.  
 
We will also specifically consider the new APRA regulatory requirements and how the typical 
insurer might adjust their strategies around reinsurance program design, asset mix and capital 
levels to optimise the relationship between risk (i.e. the likelihood of dropping below APRA 
Prudential Capital Requirement) and profitability. 
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THE LIMITATIONS OF BEING HUMAN: AN EMPIRICAL STUDY OF ACTUARIAL DECISION MAKING 
Joseph Valenti & Ben Edwards 

Key words:  
Behavioural Finance, heuristic bias, cognitive bias, actuarial science, general insurance, peer review 

Purpose of your paper:  
The purpose of this paper is to investigate the psychological observations 
which underlie behavioural finance theory and quantitatively assess the impacts in a general 
insurance context. The paper will then consider the implications for actuarial practice and decision 
making. 

Synopsis: 
As a profession, we are heavily reliant on data and statistical techniques as a means for making 
decisions. Actuarial judgment, however, is still the critical element in our decision making and 
assumption setting processes. It is therefore important to understand to what extent our judgment 
may be compromised by the limitations associated with being human. 
Behavioural finance and behavioural economics apply observations on human decision making 
from the study of psychology to financial markets and economic theory. These theories are applied 
in an attempt to explain market anomalies and perceived investor irrationality. 
Our investigation will extend on the work done in “Making Actuaries Less Human: lessons from 
behavioural finance” (Taylor 2000) by applying the theory in a general insurance context and 
attempting to measure its impact. 

We believe the implications are broad, including lessons on how we should present Actuarial 
information, how we should structure a peer review and how we set assumptions for highly uncertain 
outcomes. By understanding how our decision making might be biased or compromised, the 
profession can learn ways to improve the quality of our advice and how we present it.
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REVIEWING: HOW MATERIAL IS MATERIAL?  
Martin Stollwitzer 
 
Key words:  
Material, materiality, audit support, external peer review, accountant, actuary 
 
Purpose of your paper:  
To better understand the concept of ‘materiality’, and thereby drive a more consistent and effective 
approach to its application from an actuarial review perspective. 
 
Synopsis:  
Having been involved for some years in external peer review and audit support work, it is clear to me 
that there is significant variance in the definition and measurement of ‘materiality’. 
 
This paper will: 
 

 Outline the various definitions of ‘materiality’ that are relevant to actuarial review work for 
Australian general insurers 

 
 Reference any relevant local or international papers that have explored the concept of 

‘materiality’ 
 

 Include the (anonymous) results of a survey of Appointed Actuaries (and possibly some 
accountants) showing how they define materiality levels in their audit support and EPR work – 
covering both their approach and the (relative) quantum 
 

 Investigate the relationship between materiality levels used from an audit and EPR perspective 
within the same organisation, and how these levels are applied in practice 
 

 Propose a ‘best practice’ approach to the determination of materiality levels 
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REINSURANCE OPTIMISATION FOR NON-EXEC DIRECTORS 
GIPC Working Party 
 
Key words:  
Reinsurance, non-executive director, regulation, capital, reinsurance framework 
 
Purpose of your paper:  
The purpose of this paper is to develop a reinsurance program optimization approach to assist a non-
executive director assess the suitability, adequacy and compliance of its reinsurance program.  
 
Synopsis:  
It is becoming increasingly important for the Board of an insurer to play a more active role in an 
insurer’s reinsurance management strategy. This can be difficult in the current dynamic regulatory 
environment, and particularly so for the non-executive directors, some of whom may have little or no 
exposure to the reinsurance markets.  
 
The purpose of this paper is to develop a reinsurance program optimization approach to assist a non-
executive director assess the suitability, adequacy and compliance of its reinsurance program. Our 
approach will develop the optimal reinsurance framework arising from an examination of the 
important internal and external factors that an insurer should consider when designing its reinsurance 
program.  
 
The regulatory environment is clearly an important external factor. There currently exist obligations on 
the Board to approve the Reinsurance Management Strategy. Going forward there will be an 
increased obligations on the Board that will have a direct and indirect impact on the selection of the 
reinsurance program. Examples include the increasing onus placed on the Board to set an insurer’s 
risk appetite and the refinements to the prudential standards.  
 
Other external factors that should be considered include the reinsurance market (this includes the 
market cycle, the reinsurance products offered), the legislative environment, social and economic 
factors, and emerging factors such as climate.  
 
The internal factors influencing reinsurance selection might simply be reviewed from the perspective 
of risk appetite and capital. The Board is responsible for setting the insurer’s risk appetite and there is 
an expectation that there is a clear link between its risk appetite and its risk and capital 
management framework. Clearly, reinsurance will play a key role, and it is important that the Board 
have comfort that the insurer selects an optimal reinsurance program.  
 
Making sense of the internal and external factors, developing the reinsurance framework, and 
obtaining comfort that the insurer has selected an optimal reinsurance program can be a challenge 
for a non-executive director.  
 
We will develop a reinsurance framework based on our examination of the internal and external 
factors. This framework may be regarded as best practice and a benchmark for insurers. From a non-



   

 

 

executive director perspective it may be difficult to compare the insurer’s reinsurance program 
against the framework. Our paper will assist a non-executive director in this process and provide the 
non-executive director the comfort of knowing the reinsurance is suitable, adequate and compliant.  
 




