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Leonard Pressey: Thanks, everybody. It is my pleasure today to introduce our guest speaker, Robyn Allan, who is the President 
of CYF Consulting Limited, a strategic management consulting company. She is also a keynote speaker and a seminar leader, 
working throughout Canada and the United States.

Robyn is well known for her successful restructuring of the $3.4 billion Insurance Corporation of British Columbia, as CEO 
and President. She successfully transformed a $200 million loss to a $150 million surplus in less than a year. In addition to 
her role at ICBC, Robyn has had an extensive career in the private and public sector, including Vice-President of Finance for 
Parklane Homes, one of Canada’s leading builders of quality homes; Executive Director of the VanCity Community Foundation; 
and Senior Economist for the B.C. Central Credit Union.

Robyn has been widely published with articles on economics, financial trends, strategic planning, social investment and the 
environment, and her work has appeared in the Globe and Mail, the Financial Post, Business in Vancouver, Enterprise magazine 
– Blitz, among others. Her first book, Quest for Prosperity, the Dance of Success, was published in 1995.

Robyn was raised in Vancouver and receiver a B.A. in history in 1976 and a Masters degree in economics in 1989, both of them 
from the University of British Columbia. In addition to her insurance and finance career, she has coordinated a parallel career 
in dance and theatre, producing, choreography and performing throughout Canada and the U.S. She is the artistic director of the 
Vancouver Dance Theatre, the resident dance company of the Vogue Theatre.

Ladies and gentlemen, please welcome Robyn Allan.

...(applause)... 

Keynote Speaker Robyn Allan: Thank you very much. Thank you very much, Leonard, I appreciate that, and I have also ap-
preciated our conversations in the months preceding this event. Thank you very much for inviting me to be here.

Well, insurance is, indeed, a risky business, as we all know. It deals with the art and science of choice within an uncertain uni-
verse. It requires the ability to define what might happen in the future and choose among alternatives, you know, dancing with 
the unknown, flirting with the unknowable and being expected to get it right. Well, you are a brave lot.

In an effort to place this keynote address into context, I went back a bit in time to ascertain how important insurance or risk 
management is to the development of modern, economic progress. As you have heard, I do have a degree in history so it was 
quite a lot of fun to look back and see that, since actuaries are the single most important professional group to the sound work-
ings of the insurance industry – and that is that, if you were not here, the industry would not, in fact, exist – by association, 
what I was attempting to discover was how important actuaries are to the development in modern society. 

Risk-taking, you know, understanding it, measuring it and weighing its consequences, is the prime catalyst that drives modern 
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western society. Risk management is among the most significant inventions of human kind. I think that it is right up there with 
the invention of fire and the wheel. As I said, I went back a bit in time and found this very old, very first reference to your 
profession.

Now, you may not think that, on a day-to-day basis, what you do is fundamental to the underpinnings of society, but, under 
scrutiny, it is. Think, for example, what Thomas Edison‘s most important invention was. It was not the light bulb. It was his 
invention of the scientific laboratory that allowed him to experiment so that he could keep track of, and learn from, the 1,800 
odd ways that he discovered how not to make a light bulb. Or Henry Ford’s most important invention, not the Model-T; it was 
the assembly line that enabled Model-Ts to be produced in a way that many people could afford to buy it. The assembly line 
redefined the industrial age. 

In the same way, the greatest innovation of our modern society is not capitalism or technology or access to information or the 
price system or even the invention of money. All of those are subsidiary inventions. The key innovator, the key idea that sup-
ports the development of all of the other ideas is the notion that risk can be mastered, that the future can be put to the service 
of the present. This notion is absolutely fundamental to the development of ideas around free will and choice. That fostered a 
shift in attitudes that made it possible for our modern system to develop. 

Or, as Peter Bernstein has so clearly put it in his book, Against the Gods: “The revolutionary idea that defines the boundaries 
between modern times, and that the past is the mastery of risk, the notion that the future is more than a whim of the Gods and 
that men and women are not passive before nature.” 

Historically, as a result of the power of the Church and the divine right of Kings, people believed that they had no power over 
their future and, therefore, the only rational or logical way that they could cope was to develop constraints to their behaviour. 
They feared the Gods and they feared nature. Out of their ignorance spawned all sorts of rituals and superstitions that deter-
mined their behaviour. They believed that, if they followed certain rules, asked few questions, they would be safe, they would 
be taken care of; it made sense.

Now, not that we are completely free of Dark Age tendencies even now, and not that fear is not used as a behaviour modification 
disciplining tool on the rare occasion in business even today. 

 

But we have come a long way since the 1300s. The Renaissance and the Protestant Reformation allowed mysticism to give way 
to science and logic. Armed with the belief that maybe the future in nature could be controlled, people began to take more 
responsibility for the consequences of their actions. The search for answers and understanding generated a new sense of safety 
and that safety allowed an expansion of thought and, with it, unprecedented behavioural change. By the 1500s and 1600s, the 
age of exploration and experimentation was in full swing. The future, for the first time, was seen not only as a place of danger, 
but a place of opportunity. In fact, if you look at the Chinese characters, they are made up of danger and opportunity for the 
character of risk.

The new sense of opportunity led to a dramatic increase in the growth of trade and commerce and, for the first time, an oppor-
tunity to get rich that did not have to involve exploitation or plundering. The opportunity for creating wealth was open to the 
many, not just the few, to the smart, the adventuresome and innovative, not just those with the correct lineage. People learned 
that they could expect more from the future by taking responsibility for it, the birth of cost benefit analysis. 

The mid to late 1600s were a very busy, busy time, indeed. In a relative sense, I think that it is about as challenging and innovative 
time as the 50-year cycle that we are in right now. There were catastrophes in the 1650s to 1700s: The plague, London burned 
to the ground creating the opportunity for fire insurance, and France was in revolt. It was the worst of times, but it was also the 
best of times. The new world was opening up. Science, art, culture, literature, all were expanding exponentially. Bookkeeping 
and forecasting were invented, and the insurance industry was being born. 

The discovery of probability in the 1660s, the notion of utility, normal distribution rationality, sampling techniques and Hailey’s 
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probability-based life-expectancy tables, which were published in 1693, were all important developments for the invention of 
forecasting and, hence, the growth of the insurance industry. Equally important, of course, was the invention of the coffee house, 
the birthplace of Lloyds of London, because there was no media system or place for news so that was very, very critical. 

Now, risk management, as we all know it, increases safety; safety increases trust; that increases opportunity; and opportunity 
creates wealth and prosperity. Without trust, you do not have a system of money, credit, investment and interest rates. Without 
trust, the financial sector does not exist. Without trust, that is, a reason for believing that things are safer than they might ap-
pear on the surface or safer than they are in the present, they are safer in the future, without that trust, the capital system will 
not exist.

So, if the actuarial profession is to continue to effectively play its part in maintaining society’s trust and, thus, support the very 
foundation of our capitalist system, then it is imperative that some pre-conditions be maintained in this highly volatile and 
complex stage of our economic development. I believe that you need to expect it, demand it and fight for it. As a profession, 
you are under a lot of pressure in this stage of our development because the way that things are developing today, it is not clear 
that you are operating in an environment that completely respects your role and the importance of it.

Now, I will talk more about the pressures in a minute, but, first, I would like to review what, I see, to be these necessary precon-
ditions for your work. I think that it is more important today than ever before for risk managers to have three (3) preconditions 
in place. First of all, you need the appropriate techniques for undertaking your analysis, and those are developing all the time 
and being facilitated by technology. You need access to accurate information, unlike these two (2) fellows here. 

 

You need the assurance that the analysis that you do will be used appropriately.

If you cannot trust marketing, at least, if not appropriately, then legally. So we do not need to be certain about the future to feel 
safe. We just need to believe that what we can predict about the future is reasonably accurate, that the game is not rigged. Then 
appropriate decisions can be made that reflect reasoned levels of business risk tolerance. At the very core of the willingness of 
professionals to take on responsibility lies the underlying assumption of fairness.

It is interesting to note that the first 200 years or so of understanding risk dealt with determining and understanding rational 
behaviour, but, in the last 100 years, the task has been expanded to begin to understand the determining of irrational behaviour, 
incorporating the notion that decisions are also interdependent. By exploring this new realm, there is an acknowledgement 
that there is a certain degree of wildness, whether it is irrationality, unpredictability and/or interdependence, that this wildness 
does exist. 

I think that this more complex realm of risk management is best summed up by G.K. Chesterton, who is, in fact, an author, not 
a scientist, but he said: “The real trouble with this world of ours is not that it is unreasonable, nor even that it is a reasonable 
one. The commonest (sic) kind of trouble is that it is nearly reasonable, but not quite. Life is not an illogicality (sic), yet it is a 
trap for logicians. Life looks just a little more mathematical and regular than it is. Its exactitude is obvious, but its inexactitude 
(sic) is hidden. Its wildness lies in wait.”

So the results of our system, based on a belief in the reasonable predictability of the future, have been successful enough to keep 
us invested in it; however, the history of capitalism has not been without its series of unexpected and unsettling events, both 
on the political and economic scene. It is the wildness lying in wait. 

By way of review and in order of appearance on the international stage in the past century, these wild events include World War I, 
the crash of 1929, World War II, the Cold War, the Vietnam War, the oil price crisis of the 1970s and 1980s and the inflation that 
that caused Black Monday, the Gulf War, the technology bubble that we have just been through, 9/11, and the War in Iraq.

Now, the aftermath of the technology bubble, 9/11 and the War in Iraq have not all been filtered through the system yet, but the 
other significant challenges, in the past century, have been incorporated or accommodated with the economic system emerging 
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from them with new technologies of understanding and better management tools that allow us to cope, and we are moving 
forward more readily and more quickly as a result. Even with the wildness, the standard of living and quality of life, for most 
people engaged in our system, appears to have improved, and thus the system continues to be endorsed.

So, as a result of our systemic resiliency, the past century can be characterized by an ever-increasing willingness of people to 
not only trust, but also become inextricably tied to the sophisticated, financial-services sector. The breadth and the depth of 
the market economy have expanded. Ten (10) years ago, only one billion people lived in the market economy; today, it is five 
billion. 

Our ability to absorb new technology is impressive. You know, if we look at things like automated banking, Internet usage, our 
willingness to trust our futures to professionals is unprecedented. Witness the rise of the financial-planning industry and scope 
of involvement of individuals in the stock market through professional brokers, now, although their marketing techniques might 
have a little bit to do with the relationship-building.

 

Financial-services sophistication has led our modern culture to believe that there is a degree of exactitude in the realm of financial 
stability and security, and that any foray into financial inexactitude is a matter of choice. You know, if you look at the invention of 
the limited liability company, I mean, investors only lose the capital that they put up. It is known. Unlimited liability is, of course, 
an area of wildness and few of us really want to retain that knowingly. Just ask any one of the former names on Lloyds.

The challenge for the professional actuary today is not to have to know what the wildness is that lies in wait, but to ensure that 
what we believe that we can know and predict, this obvious exactitude is not compromised by the dark side of business, the 
desire to record profits, at all cost, through imprudent and/or illegal action. It is important for the industry that the boundaries 
of insurability not shrink further than they already have. If the boundaries shrink, the industry will have extreme difficulty in 
surviving. It is important for the professional actuary to ensure that methods, techniques, information analysis and application 
support full disclosure and timely reporting to avoid areas of activity from being sucked back into the hidden wildness waiting 
to attack safety that has so painstakingly been built over the past centuries.

It is with this warning in mind that we can now venture into a discussion of the insurance industry in Canada within the con-
text of an international marketplace. We all know that the face of the insurance industry in Canada, as well as in the rest of the 
world, has changed dramatically over the last fifteen (15) years and the impacts, the drivers for these changes, seem to be getting 
stronger and faster with each passing year. With these mounting pressures, there is an increased need, as I said, for better and 
wiser decision-making if the insurance industry is to remain profitable and sustainable.

So the six (6) forces putting pressure on the industry include:

• Corporate concentration

• Political uncertainty

• De- and re-regulation

• Economic uncertainty

• Ecological uncertainty and natural disasters

• Technology

• Demographics

• Market demand

So let us take a look at corporate concentration. Before the technology bubble burst in 2001, in the U.S. alone, mergers and 
acquisitions hovered around $1.7 trillion, which tripled the level in the mid-1990s. Worldwide M&A transactions have been 
valued at over $3 trillion, with about 30,000 deals taking place.

Now, corporate concentration is argued on the basis that mergers and acquisitions will:
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• Allow economies of scale

• Encourage greater efficiencies

• Allow synergies, which will enhance growth and development

• Allow a convergence of industrial and commercial activity to take place 

What this does though, this pressure of concentration, for domestic companies to compete and add value to their shareholders, 
they believe that they have to grow or die so there is a significant amount of pressure in the domestic market to merge.

Now, since corporate concentration has gained so much momentum and a tremendous amount of media support, I think that 
it is important that decision-makers understand the downside risk of concentration. What is being discovered is that the major-
ity of mergers do not create value for shareholders. A Mercer management study concluded that almost two-thirds (2/3) of the 
mergers in the U.S. and Canada have failed for one (1) of four (4) reasons:

• First of all, the purchase price was too high

• Secondly, the merger may have made no strategic sense

• A third reason for failure is that the integration process proved painful and costly. As we know, corporate-culture merging 
is not a trivial task

• Finally, another pressure at work is that external forces, such as an economic slowdown will batter profits.

Any one of these four (4) reasons is enough to turn a sweetheart deal into a nightmare.

Examples of large failed mergers abound all through industry, like:

• The AT&T merger, where $70 million was paid and the share value fell 50% almost immediately even in a bull market. 
Then AT&T had to engage in a four (4)-way split. 

• The Air Canada and Canadian merger was both a public relations and a financial disaster.

• BCE, which overpaid for Teleglobe.

• New Court Credit.

• Loewen Group, who engaged in overzealous acquisition sprees, using their own inflated stock as currency.

• Trans-Atlantic Pipelines.

• Internationally, Daimler-Benz.

• Other Trans-Atlantic fiascos: Britain’s Marconi; France’s Telecom.

• The failures are numerous. Remember Nortel, AOL and Time-Warner. 

Ineffective or ill-thought-out mergers and acquisitions put enough pressure on the resiliency of this system, but concentration 
is a natural evolution of capitalism so the fact that the system is able to absorb this shows us how resilient it is, how capable 
it is. Where the wildness lies in wait in the concentration realm is when corporate executives engage in accounting trickery or 
corruption. They misuse the power that they have amassed, they misuse the control over the market that their size affords them 
and they misrepresent, mislead, misinform and defraud. That was the case in Enron, Quest Communications, International 
Global Crossing, ImPlone, Health South, WorldCom, Xerox, Tyco, Adelphia, Capital Consultants, K-Mart and 360 Networks, 
here locally, and the list goes on. 

Legitimate businesses and hardworking people bear the costs of the premeditated actions of white-collar criminals. The bigger 
these companies become, the harder we all fall down. The liability-coverage market, for example, in the United States is in real 
difficulty. A fraud is not covered, but errors and omissions, fidelity bond and fiduciary-liability coverage does exist. In many 
situations, when criminal activities occur, it is rarely black and white so insured risks get swept up with the landslide. You know, 
even though Xerox was culpable in court, it looks like the executives at Xerox are not going to pay. It is going to be the insurers 
because none of the corporate by-laws were broken.
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Not to mention the impact that fraudulent activities have overall on investor confidence. The spill-over costs apart, the fraudulent 
behaviour is still being borne in the capital markets. In your own industry, the guaranteed segregated funds, there is going to 
be difficulty in meeting the obligations of segregated funds with this weakness in capital market. Weakness in investment did 
not comfort P&C insurers, it has already fed significantly into the auto insurance area, bringing into question the viability of 
private-sector auto insurance and the tort system of settlement.

So it is interesting to note that, when people cheat and steal, it can hold progress back significantly. You know, in terms of the 
invention of numbers, numbers were invented 300 years before they could be put in use because people were engaging in fraud 
with them – 300 years held back.

As in other sectors and countries, consolidation is occurring in the Canadian insurance industry. This pressure has fundamentally 
altered the corporate structure of life insurance companies as some of the biggest players, whom many of you work for, have 
demutualized. Many of you sitting here today have experienced these developments firsthand. I was a policyholder in what 
became Clarica and I certainly benefit from the demutualization, but what demutualization does is fundamentally change the 
structure and, with structural change, come some major impacts.

Now, in the property and casualty industry, even though consolidation is occurring, the market is still more competitive than 
the life insurance industry. Competition is defined by the number of active players in the market. Foreign activity is greater in 
P&C with foreign insurers accounting for about 65% of premiums. In the property and casualty industry, it is interesting to 
note for concentration that, in 1980, 26 firms wrote 50% of net premiums while, in 2000, only nine (9) firms wrote 50% of the 
business. In the life insurance industry, nine (9) firms now control 85% of the business.

So the number of players in the life insurance industry is shrinking very quickly. In 1990, there 170 active players; today, there 
are about 100. In less than two (2) years, the proportion of insured premiums, held by the top five (5) life insurers, had gone 
from 62% to 78%. As you know, consolidation, the first major step that allowed this to happen was demutualization. Companies 
owned by shareholders, as distinct from private companies, owned by private owners or by policyholders, become much more 
focussed on profits, on capital markets, on shareholder value and analyst reports. And active capital management becomes more 
important than ever to maximize shareholder returns. This requires a combination of actuarial and financial skills, with a greater 
need for the profession to work actively with Treasury and Accounting to improve overall corporate performance and minimize 
overall corporate risk. So this structural change has opened up a significant opportunity. To the extent that can be embraced 
does rely on decision-makers other than yourselves; however, that involvement has to be expanded.

Armed with capital from demutualization, mergers and acquisitions ensued. Non-mutual companies have also been actively 
consolidating and one of the interesting side effects of all of this concentration is that there has been quite a bit of repatriation 
of corporate activity to Canadian ownership. So demutualization does allow for greater transparency of financial performance 
and allows greater comparison with other financial institutions, like the banks.

Now, there has been a convergence between banks and insurance companies in other countries and the four (4)-pillar approach 
to finance has been disappearing in Canada for decades, but whether or not this consolidation will lead to a merger of Canadian 
insurance companies and banks, the interest seems to be mixed. If anything, what this recent wave does do is increase the 
competition on the banks and the credit unions. It is important to keep in mind that the mindset towards risk management in 
the insurance industry is different than in the banks, and it is for good reason. For this and other reasons, it is not clear that 
insurance company and bank mergers would, in fact, enhance the safety, solvency and stability of our financial-services sector, 
despite what some pressures are to come to relax the rules restricting mergers.

So let us move from concentration onto political uncertainty. A year and a half after September 11th, the United States embarked 
on an unprecedented campaign to reshape the global, political, economic order. That effort changes the profile and economic 
risk in global business in dramatic ways. Now, the cost of the World Trade Centre collapse, in insurance terms, is well-known 
and expected to be about $50 billion, and has dramatically altered the insurability of assets, as well as the profit potential for 
U.S. property and casualty firms. The cost of the War on Iraq, though, in terms of goodwill, collateral damage, global security 
and trust, is much, much higher, but, because it was not insured, it is not directly quantifiable. We are less able to build this 
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cost into our future decision-making. I was thinking, the other day, that, had Baghdad been insured the way that New York was, 
the war probably would not have taken place. 

Let us just insure it all and we will be in peace. 

The International Code of Security used to be that, if you were attacked, you could go after the country that attacked you. 
The U.S. was not attacked by Iraq. They have adopted a whole new basis of security, called “pre-emptive” and that attempts to 
rationalize their actions and, therefore, allow them to go against anyone, anywhere in the world. The new American presence 
in the world suggests that there will be further conflicts in the Middle East, escalation in financial problems in many countries 
in the world and a possible deepening of the historic rift between Europe and the U.S.

Another area of significant importance is the impact that increased political uncertainty and terrorism brings to bear on stock 
market returns. Insurance industry investment returns are critical to growth and stability. Political uncertainty hampers per-
formance. Political instability is raising the questions of boundaries of insurability, particularly in business terrorism risk. It 
is interesting to note that, when the industry talks about the boundaries of insurability, it is identifying the boundary beyond 
which that wildness lies in wait.

So let us move on to de- and re-regulation as another major pressure point affecting your industry. Deregulation of financial 
services, including insurance companies – are not only taking place in Canada, such as with the demutualization in 1999 and 
financial-institution regulatory reform in 2001, it is happening worldwide – the scope of what insurance companies can do and 
the structure and size under which they can do what they do have expanded significantly – deregulation. At the same time, 
increasing control over how financial institutions perform what they do is being introduced – re-regulation. Recent federal 
reforms have seen the introduction of risk-based weighting, a Canadian financial-services ombudsman to work on behalf of 
consumers and insurers being required to be members of third-party, dispute-resolution processes.

Disclosure and solvency, homogeneity across international borders, market conduct and consumer protection are increasingly 
important issues in regulation, as are corporate governance issues. 

Regulators will be looking to individual corporate approaches for governance in risk management strategies, rather than beco-
ming directly involved in control. So there is, in fact, a growing opportunity for actuaries to become more involved in areas of 
risk management, more broadly defined than in the past. OSFI’s reports have explicitly called for increased involvement from 
actuaries and this approach is consistent with the industry trend on enterprise-wide, risk management. 

The key initiatives of regulators internationally, like the IAIS, are the development of international accounting standards, capital 
adequacy and solvency, reinsurance, e-commerce and combating fraud, including anti-money-laundering. These objectives also 
align with the stated objectives nationally. By and large, Canadian approaches, as a result of law or practice, have been more pru-
dent in the areas of accounting, reserving and assessment of risk than in many other jurisdictions so it is likely that enhancement 
in standards will be less of a burden to Canadian companies than on a number of other operators in the world market.

Globalization does mean integration of reporting standards, however. By 2005, E.U. listed companies will be required to adopt 
international financial reporting. This will introduce a new era of transparency and will require common definitions of insu-
rance contracts for life, general and reinsurance business. There will be a move away from deferral and matching to fair value 
of assets and liabilities. Fair market value could lead to wide swings and greater shareholder and market confusion; however, 
some of the risks of the current approach will likely be mitigated. Improved reporting will require more sophisticated reserving 
techniques and management information systems, including stochastic modeling to forecast claims payments under a broad 
range of different scenarios. The techniques and the technologies are more sophisticated, the reporting more transparent, more 
homogenous. This will all serve to strengthen the stability of our system and ensure its continuation. 

Actuarial and management systems will likely become increasingly integrated. As we move towards this international homogene-
ity of standards, there will be a significant amount of work involved with coming to terms with how reporting requirements will 
affect company results, how it will affect risk management, business strategy, market communications, whether to shareholders 
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or to other interested parties, and even performance-related pay. Actuaries not only should, but I believe that they will be called 
upon to assist in this transition.

In terms of economic uncertainty, it is fair to say that the insurance industry is dependent on economic growth because of 
the importance of investment returns and market demand, but, for much of the past 50 years, conditions have generally been 
supportive of a healthy and growing industry. You know, insurance cycles exist, but we have really been on a an upward spi-
ralling trajectory over the last 50 years so economic uncertainty is not new, but, because progress has been occurring, by and 
large, results are positive. In the past couple of years, however, the possibility of prolonged, stagnant growth and a downward 
spiral of economic performance has reared its ugly head. At this point, Canada’s economy appears to be stronger than in the 
U.S.; however, because of our dependency on it, it is difficult to avoid the U.S. trend for very long. In the 1990s, the areas of 
economic concern were:

• Rising inflation

• Rising interest rates

• Rising public debt

• Low Canadian dollar – high U.S. dollar

• Exuberant stock market fuelled by technology. 

Most of these economic concerns, however, still led to healthy financial returns. Over the past two (2) years, the roster of concern 
has become quite different. Except for high unemployment – that still exists – the concerns now include:

• The threat of deflation, which is the sustained decline in prices that can set off a vicious cycle of wage cuts and unman-
ageable debt

• The rising Canadian and falling U.S. dollar

• Stock market in the doldrums

• Stagnant interest rates. 

For the first time since probably the 1930s, there is a concern that we might even enter a liquidity trap, where interest rates are 
so low that they do not have any positive impact on investment demand. 

Now, we have just come off the longest bull market in history. It began in August 1982, when the Dow was at 777 and it reached, 
on January 14, 2000, 11,723. By the Dot.com meltdown, starting in the spring of 2000, investors had lost sight of basic in-
vestment criteria, multiples were out of control and anticipated earnings, rather than real earnings, seemed to be driving their 
investment decisions. We even found out later that real earnings were often a result of accounting games. 

A little pressure in the Executive Office. 

By the summer of 2002, after accounting scandals and epic bankruptcies had taken their toll on investor confidence, some $8 
trillion, almost half of the capitalization of the North American stock market, had evaporated. Back in 1999, no stock looked 
too expensive, they all looked good. Today, the Dow-Jones is at abut 20% off its peak; NASDAQ is about 70% below its high; 
and the S&P’s e-composite is down 40% from its high in September 2000. 

Now, earlier stock market bubbles, such as the crash of 1929, really do pale by comparison. Back then, only 20% of North 
Americans were involved in the stock market; today, at least 50% are, whether it is personal stocks, mutual funds or employer 
pension plans. The extent of unfunded pension liability for corporations across all industry sectors is the latest economic issue 
to hit the streets, with numerous corporations discovering that their funding gap may affect their access to capital and profit-
ability in the years to come, not to mention the quality of employee benefits that workers have come to expect. So the new 
employee plan for the future... 

Unfunded liability in Canadian companies exceeds $225 billion and, while the funding gap is going to be difficult for many 
companies to manage, others may not survive. In the U.S., where the problems are quite a bit worse because of their rules, 
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retirement plans, in the private and public sector, have lost more than $1 trillion in the past three (3) years, because of poor 
stock performance. For insurance companies, the greatest economic concern right now is whether there will be continued and 
prolonged weak performance in capital markets, as investment returns are not only fundamental to profitability, but also to 
segregated fund obligations.

In terms of ecological uncertainty and natural disasters, as if increasing uncertainty from concentration, politics and economics 
was not enough, the property and casualty industry is also being faced with increased wildness in nature. Depending on their 
magnitudes, these events could even have an impact on the life insurance industry in the future. In the U.S., in the last three 
(3) decades, the number of weather-related, natural disasters has increased fivefold, which means that five (5) times as many 
hurricanes and tornadoes annually and 500% more floods, mudslides, hailstorms, droughts, ice storms and wildfires. It means 
more damaged cars, houses, crops and business.

Now, low probability-high consequent risk has always existed for P&C providers. What is different today is that the incidents 
and the impact of natural disasters is increasing, largely as a result of climatic change brought about by industrialization and 
globalization, aging infrastructure and urbanization.

In the 1960s, the average for these kinds of events was sixteen (16) large weather-related disasters annually throughout the world; 
now, the average is 72, with combined losses jumping from $7 billion to more than $90 billion. Before hurricane Hugo in 1989, 
no major storm cost more than a billion dollars in insurance claims. In 1992, hurricane Andrew cost $15 billion; the Los Angeles 
earthquake cost $12 billion; and the ice storms in Canada and the U.S. cost $3.3 billion. In Canada, the exposure to ice storms 
has increased, as has the exposure to climate-related disasters on the Prairies, including hail damage, drought and pests. 

Demand for insurance will increase, but whether the industry has the capacity to underwrite the domestic risk may be affected by 
broader problems and catastrophic events worldwide. For Canadian P&C insurers, natural disasters have not been as expensive 
or as unpredictable as those occurring in the States. The bigger problems have laid outside the natural disaster area, such as in 
auto coverage liability and overall weakness in pricing reserves of the past five (5) years that has put profitability pressures on 
companies. With strong equity markets, the problems were managed, but this is unlikely to be the case any longer, at least in 
the near term.

For life insurance companies, the recent scare from SARS may be a warning bell. You know, new kinds of possible diseases or 
diseases more easily transferred, given the ease and frequency of international travel, do pose new risks. Although the outbreak 
of SARS started in Guangdong province, it quickly spread to Hong Kong, where the value of business, all based on cash flow, 
has been severely impacted. Who would have thought that something like SARS could be the great, economic leveller of Hong 
Kong? Toronto too has borne an economic brunt from this handful of SARS cases. We also see threats, such as the West Nile 
virus becoming more serious because it can now be transferred from mosquitoes to animals to human beings. You can see what 
I mean by the current 50-year cycle being very similar to the latter half of the 1600s – enormous dangers and the need for 
extensive innovations.

So let us move on to that area of technology, demographics and market demand. They play a significant role in the driver that 
determines insurance-company performance. Technology was the driver for the new economy in the 1990s. In fact, you could 
say that technology put that economy into overdrive. David Oliver describes it as: “The new economy was technology-driven 
capitalism that dominated business and promised limitless wealth to first movers, who beat their competitors to market with 
breakthrough products. It was an era when conventional prudence and profit forecasting and cost control went out the win-
dow.” 

In retrospect, the technology mania can be easily categorized as an example of mass hysteria, consistent with Charles McKay’s 
book: Extraordinary Popular Delusions in the Madness of Crowds, published in 1841. I read this back in 1976. I love this book 
and I keep going back to it. His insights are valid today. The technology bubble bears a striking resemblance to the Mississippi 
scheme that swept France in 1720; the South Sea bubble that swept through England about the same time; and even the tulip-
bulb mania, back in 1624, in Holland, where fortunes were lost and made on a single tulip bulb.
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Now, getting caught in a bubble can happen to anybody. Intelligence must not be confused with a bull market. Sir Isaac Newton 
lost 20,000 pounds when his South Sea shares floated to earth and I think that maybe that is really where he got his notion for 
gravity and that the apple was just spin-doctoring. Drawn into the buying panic, he discovered that too many investors crowd-
ing into what appears to be a fast route to riches is a recipe for disaster. Of his investing experience, Newton said: “I can predict 
the motions of heavenly bodies, but not the madness of people.”

So much of the stock market bubble of the late 1990s was driven by a belief that, overnight, commercialization of cyberspace 
was a sure-fire proposition. There is no doubting the fact that we have made the transition from an industrial to an information 
economy, but, even though there were some productivity gains, the extent of those that were promised have not materialized; 
however, to paraphrase Bill Gates: We tend to exaggerate the immediate impact of a new technology, but underestimate its 
influence in the long term. You know, railways, electricity, the automobile, they all got off to a slow start. Corporate spending 
on technology has not dried up. It has just returned to 1995 levels. For many established businesses, the Web and Internet are 
useful for marketing, inventory control, and just-in-time distribution, but firms have become more selective about their high-
tech spending, recognizing that it is a complement rather than a substitute for more traditional business methods. 

That is why we get to expense business lunches.

Internet may eventually do for services what the assembly line did for goods. It can, over time, become a distribution channel 
and a policy management tool to effectively reduce administration costs for insurance companies, but expectations need to be 
managed and budgets controlled carefully.

Technology is also being adopted at the consumer level at a relatively rapid pace. In 1986, only 10% of households had comput-
ers. Now, more than 50% do. Technology is an enabler and an influencer; it is just not a panacea. Technology will also help to 
make an enhancement in market and product differentiation like never before. People have to be sure and read the fine print. 
Insurance companies are increasingly moving from transactional-tied, agency forces, to sponsored agents, plus broadening their 
distributions to include telephone call centres and Internet models of e-commerce. 

Challenge lies not only in developing new products, but also in competing against new distribution channels to meet the chang-
ing preferences and expectations of a maturing, consumer public. Demographics and market demand do drive the industry. 
Ten (10) years ago, one in ten (10) Canadians was over the, age of 65; twenty (20) years from now, it will be one (1) in five (5). 
The aging of the baby boomers alone has had an impressive impact on financial services. Through the 1970s and 1980s, it was 
an impact on the mortgage market and now the main focus is on retirement and supplementary health products. In 1970, an-
nuities, including group and individual, accounted for only 19% of premium income. In 1999, it represented 51%, primarily 
as a result of demographic trends. 

Since more than 80% of life insurance products are purchased by people under the age of 35, life insurance will probably 
continue to experience slow growth. Employment trends also affect the market demand for products. These trends are driven, 
in part, by demographics, but also by economic pressures and massive downsizing layoffs. About half of working Canadians 
say that they work out of their homes, either regularly or some of the time. At least 20% of Canadians are self-employed. Since 
jobs in small businesses and self-employment do not have group pensions or insurance benefits, this group needs customized, 
individual, life and health insurance and retirement planning services. Technology can facilitate that. Home-based consumers, 
in fact, put a premium on convenience and are very open to technology

So, in conclusion, the main pressure points impacting risk management, that I have outlined this morning, suggest that there will 
be greater volatility and future, expected, adverse shocks, particularly as globalization and technology advance; however, when 
looked at from the broad, historical perspective, appropriate risk management techniques can limit and abate difficult problems. 
Innovation and entrepreneurship can come to the rescue as long as the game is fair. It will require that the scope and function 
of the professional actuary not only be acknowledged and upheld, but be expanded, that our business culture elevate profes-
sionalism, responsibility and prudence to a level necessary to ensure integrity and trust in financial analysis and disclosure.



Insurance is a Risky Business (PS #2) 11

Proceedings of the Canadian Institute of Actuaries, Vol. XXXIV, No. 2, June 2003

I welcomed the opportunity to speak to you this morning and I wish you well as you take on all of these opportunities that lie 
ahead, and be careful of the dangers. Thank you very much. 

...(applause)... 

Moderator Pelletier: Thank you very much, Robyn, for that talk. That was terrific. It was very wide-ranging. I started to make 
a list of the things that you touched on, but I think that you hit just about everything that we could possibly imagine in terms 
of our industry. Corporate concentration, accounting, regulation, demutualization, repatriation, pension funding issues, natural 
disasters, technology, demographics, those were a terrific range of the issues. I think that probably the most immediate impact 
was in terms of your thoughts on corporate concentration. It is not widely known, but the Institute was planning a hostile 
takeover of the Society of Actuaries…

...(laughter)... 

…and, with your thoughts today, I think that we will hold back on that. So, again, thank you very much. 

Due to the fact that we are running over on the earlier part, not on Robyn’s part, but on the votes and re-votes and discussions 
on the rules, we are a little behind schedule so you are all due at your sessions in about three (3) minutes. I would encourage 
you to grab your coffee and run to the next sessions. They will start a little bit late, obviously, but we would like to keep as close 
as possible to the schedule. 

The coffee itself is not on this level. You will go downstairs once you leave this room and the coffee is there. So please grab it 
there and head on to your sessions. Thank you very much.

...(applause)...


