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Purpose of your paper: This presentation is aimed at generating discussion on how capital can be 

used as a tool to improve general insurance business performance. It explores the current industry 

climate on return on capital, different uses of capital models, latest trends globally, and other 

innovative ideas. 

 

Synopsis:  

 

This presentation leads a discussion on capital in the context of general insurance businesses. 

 

The insurance industry is set to face significant disruptions in the medium term, for example, 

technology advancements, driverless cars, internet of things, imaging technology and the advent of 

the big data industry.  These disruptions will mean that capital management will be an increasingly 

important traditional function that general insurance companies retain and own.  More and more, 

pressures will be placed on capital to perform; as such we need to focus on where the current 

industry is currently at, how this can be improved, and what roles actuaries can play to help. 

 

In this presentation, we will first explore the current status in Australia.  We will explore trends on 

insurance return on capital and the reasons behind these trends, and potentially the drivers of 

capital intensity.  We will also provide some industry background on ICAAP and capital 

management, and how the industry is generally using ICAAP as a decision making tool. 

 

Furthermore, we will explore the latest trends globally, and the learnings from experiences overseas.  

This is particularly relevant in the European market, where the market is broader and internal 

economic capital models are more widely used to drive business decisions and achieve business 

outcomes. We will give some background on Solvency II and the regulatory environment.  Similarly, 

we will draw learnings from life insurers and banks on how capital is being managed locally and 

globally. 

 

Finally, we will present ideas on how capital management can be improved, drawing from the 

global learnings and local industry experience. 
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Purpose of your paper:  To discuss best practice for ICAAP, including stress and scenario testing. 

 

Synopsis:  

 

Insurers’ ICAAP frameworks have been in place for over three years.  It’s now a good time to 

consider what’s been done across the market and think about best practice.   

 

This paper will summarise our observations of insurers’ ICAAP frameworks, processes and 

documentation, and what constitutes best practice.  We’ll consider ICAAP reviews – how they have 

been done, and what value they have added. 

 

On the more technical side, we’ll discuss scenarios and stress testing: selecting the range of 

scenarios, modelling them, and assessing return periods/probabilities.  We’ll consider the link 

between scenario and stress test results and the choice of an appropriate target operating range for 

capital, in light of the insurer’s risk appetite.   

 

Lastly, we’ll consider how defining the ICAAP has impacted capital management – is it being done 

differently, and/or better? 
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Purpose of your paper: To highlight the difficulty of keeping solvency within desirable bounds while 

also keeping premium changes bounded when investment returns and claim costs are highly 

variable, and there is no “safety valve” in the form of dividends. 

 

Synopsis: Mutual insurance companies would like to provide low cost, stable premiums for their 

members, while not accumulating too much surplus. To some extent, they can control their balance 

sheet variability by taking out reinsurance and by investing in low risk assets. But both of these 

strategies require higher premiums. How should they choose the level of their premiums, variability in 

claim costs and the riskiness of their assets to achieve the best outcome for their members? This 

paper reviews some relevant previous work on funding systems and uses simulation results to shed 

some light on this thorny problem. 
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Purpose of your paper: An exploration of inflation indices, their components, their limitations and their 

use in insurance contexts. 

 

Synopsis: Inflation indices are regularly used in a variety of insurance contexts including reserving, 

pricing, asset management and capital management. The use of the consumer price index (CPI) 

and average weekly earnings (AWE) are particularly pervasive. But their use raises a number of 

important questions. How representative is the CPI? Why do we use average earnings rather than 

median income? Has changing income inequality affected the usefulness of AWE? Does it matter 

that the reserve bank targets the trimmed CPI rather than the overall CPI index? Why hasn’t inflation 

picked up with low interest rates? And how do they measure the indices anyway? 

 

This paper aims to: 

 Unpack the definition of inflation and the various indices 

 Review recent research on inflation relevant to insurers 

 Explore important questions on how we use inflation and make recommendations on best 

practice. 
 

 


