The Actuarial Profession
making financial sense of the future

‘Goford’s Book Corner’

Jeremy Goford (past Institute President 2002-2004), has recommended that members
read the following publications which are listed below. His review on each title is
highlighted by the following symbol: 2 %.

Titles available from the Publications Unit, please see complete list of titles for prices on
our main order form.

A question of trust — the BBC Reith
lectures 2002

O’Neill, Onora
Available from Publications Unit

Onora O’Neill
A Question of Trust
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We say we can no longer trust our public services, institutions or
the people who run them. The professionals we have to rely on —
politicians, doctors, scientists, businessmen and many others —
are treated with suspicion. Their word is doubted, their motives
guestioned. Whether real or perceived, this crisis of trust has a
debilitating impact on society and democracy. Can trust be

Etest s restored by making people and institutions more accountable? Or
do complex systems of accountability and control themselves
damage trust? Onora O’Neill challenges current approaches,
investigates sources of deception in our society and re-examines
questions of press freedom. The 2002 Reith Lectures present a
philosopher’s view of trust and deception, and ask whether and
how trust can be restored in a modern democracy.

721/( The old definition of trust (deliver what you promise) doesn’t work in a regulatory environment
that demands instant proof of trust. Onora’s lectures are available on the BBC Radio 4 website to
print off or to listen to live’. She explores the way in which regulation devalues trust and propounds
a new desired characteristic of a profession as one that proactively limits deception.



A story of Staple Inn on Holborn Hill
Tait, Arthur

Order reference: TBSTAPLE

Available from Publications Unit

Staple Inn is a rare survivor. Its distinctive Tudor facade, courtyard, Hall and enclosed garden remain an historic
attraction on the walking tours of hidden London. It has stood firm and even risen again in the face of great events on
its doorstep — plague, civil war, the Great Fire, riots, and even direct bomb attack at the end of World War 1. It has
survived internal dangers too from fire and infestation threatening near-collapse of the timbered Holborn frontage.

The Inn’s history goes back further than its sixteenth-century features — the Hall of 1581 was itself a second
version following le Stapled Halle plotted on the site from 1292. It began as a covered market and customs
depot for wool and other commodities. It drew in legal minds to mediate in trade disputes, a Society of Staple
Inn formed around 1415 and it became an Inn of Chancery for students of law. When its legal importance
declined, the Society sold up and the Prudential Assurance Company stepped in to buy the Inn at auction in
1886. The Institute of Actuaries was the first new tenant in 1887 and Staple Inn has become its professional
home along with patent agents, surveyors, accountants, legal chambers and traditional shops beneath the
Holborn gables.

Arthur Tait, Secretary-General of the Institute of Actuaries from 1991 to 1997, presents this update to the
history of Staple Inn in a light-hearted, affectionate study that is fresh with lively detail. He seeks to ‘broaden
the canvas by suggesting the wider context in which life at Staple Inn developed; to give some clues about
what life was like there; and to take advantage of recent research, discovery and writing to bring the story up-
to-date’. Staple Inn has drawn observations from figures such as Charles Dickens, Nathaniel Hawthorne and
Anthony Trollope yet this is a local history of wide appeal to visitors and all in Holborn and the City who care to
imagine the effect of great historical events on daily lives.

Colour-illustrated throughout, this book offers an attractive visual invitation to readers ‘to see and hear the
ghosts of the past encouraging us into the future’ while still suggesting intriguing comparisons with the present
scene.

ﬁ Arthur Tait has done a superb job in bringing Staple Inn to life as a calm refuge in the centre of a bustling, noisy
and dirty London. From being a market, to teaching law students, to the home of the Institute, the Hall has provided
real continuity of purpose. Arthur at once makes us proud that we have such a splendid home with a history worth
knowing and also gives the Hall that welcoming touch for Fellows and students alike. Once read, this elegant book
will want you to make your contribution to the future of the profession by attending sessional meetings and having
your say.

The best value coffee table book available! And the contents are quality, too.



Against the gods — the remarkable story of risk
Bernstein, Peter L
Available from Publications Unit

In this unique exploration of the role of risk in our society, Peter Bernstein argues that
the notion of bringing risk under control is one of the central ideas that distinguishes
modern times from the distant past. Against the gods chronicles the remarkable
intellectual adventure that liberated humanity from oracles and soothsayers by means
of the powerful tools of risk management that are available to us today.
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ﬁ A straightforward and insightful history of risk including all the old favourites: Paccioli, Pascal, da Vinci, Fermat,
Leibniz, de Moivre, Bernoulli(s), Bayes, Galton, Keynes, Markowitz, Arrow. Trace the unfolding of the solution to the
problem of the fair game of balla. ‘A and B are playing a fair game of balla. They agree to continue until one has won
six rounds. The game actually stops when A has won five and B three. How should the stakes be divided?’ Beware,
the latest edition is 1998, before the recent ‘correction’in stock prices. Bernstein illuminates the questions that are
susceptible to treatment by modern finance theory and what are more susceptible to treatment by game theory —
perhaps pensions valuations and pensions contribution rates respectively. Should we have game theory in the
education syllabus alongside finance theory?

Core Reading of the Certificatein Practical Financial Economics

"Compulsory reading for all actuaries who have not covered financial economics in your qualification or had to get up-
to-speed at part of your job. The subject is clearly explained and also covers the financial instruments and structures
used and developed for the management of corporate finances. It is readable and not heavy on the maths, with
additional reading for those who want to go deeper. It's not that difficult and takes from 10 hours for a quick
assimilation of where the bits are for future reference (and to remind yourself of some simple stuff that you really ought
to know but never dared ask) to a recommended 200 hours to prepare for the exam if you want to add the badge to
your CV."



Economic Capital and Financial Risk Management for Financial Services
Firms and Conglomerates

The authors present a comprehensive and timely discussion of economic capital and financial risk management for
financial services firms and conglomerates.

Topics covered include:

the different types of risks that firms collect;

risk governance issues;

how stress testing can be used to measure risk;

the provision of a clear and precise definition of economic capital;

the different types of capital that are eligible to back regulatory capital, and;

the development of models that can be used to estimate a firm’s economic capital requirements.

A unique feature of the book is that, for the first time, the economic capital requirements of financial services firms
across the entire risk spectrum, from the short end to the long end, are considered in one book. The authors develop
models to estimate the economic capital requirements of banks, asset management firms, life and non-life insurance
firms, pension funds, and the financial services conglomerates that comprise these firms.

Economic capital is compared to regulatory capital and regulatory capital arbitrage is discussed. The diversification
benefit present in financial services conglomerates is quantified and the practical management of this diversification
benefit is dealt with. The authors give new insights into capital management and performance measurement for
financial services conglomerates and provide detailed descriptions of the main financial services firm regulatory capital
changes that are ongoing at the time of writing.

This superb and original book charts new ground in the practical application of economic capital for financial services
firms and conglomerates. It is required reading for all capital allocation and risk professionals.


http://www.palgrave.com/products/Catalogue.aspx?is=1403936080

Inefficient markets: an introduction to behavioural

finance
Shleifer, Andrei
Andrei Shleifer Available from Publications Unit
IR SISIDNENE  The Efficient Markets Hypothesis has been the central proposition of finance for
MARKETS ; nearly thirty years. This book, by one of the foremost US economists, presents an
AN INTROD ; alternative view of financial markets: behavioural finance. Shleifer demonstrates the

oversimplification of EMH both in the common assumption of perfect rationality and
the failure of arbitrage to adjust prices correctly. By also detailing the empirical
failings of EMH, this book makes a significant contribution to the future direction of
financial theory.

Contents: Are financial markets efficient? Noise trader risk in financial markets; The
closed-end fund puzzle; Professional arbitrage; A model of investor sentiment;
Positive feedback investment strategies; Open problems.

ﬁ If listening to financial economists causes you to think that you hear their logic but your intuition tells you that

the world is not really like that, this book will give you comfort that your intuition might be right or that your intuition is
already allowed for in the logic, but that you haven't yet quite spotted it. It reiterates the basic tenets of the Efficient
Market Hypothesis that you read in Brealey & Myers, didn’t you? Then it challenges that investors are not rational,
e.g. they are averse to realising losses. Investors take recent history as representative and extrapolate too far into the
future. Investors make different choices depending on how the same problem is presented — framing influences
decisions.

Shleifer gives examples of where investors do make profits from ‘stale’ information, how markets do move when there
is no apparent new information to trigger it and how arbitrage is riskier than you might think. He explores initial under-
reaction to new news and over-reaction once it is reinforced.

This book helps to understand how financial economics may be of less value in determining absolute values than
offering guidance on relative values. It raises the importance of allowing for investor sentiment and issues a challenge
of the need for a model of what investors actually think and do — especially when investing other people’s money.
Are actuaries up to this challenge? Roll on the next asset bubble, | say, then | can retire!



The intelligent investor  (Limited stock — 4 copies left)
Graham, Benjamin
Available from Publications Unit

This guide to the stock market offers principles proven by the success of investors for
over 35 years. Its main objective in its philosophy of ‘value investing’ is to protect the
investor against the areas of possible error and to develop policies which are rational.
It takes account of both the defensive and enterprising investor, outlining the
principles of stock selection for each, and stressing the advantages of a simple
portfolio policy. It features the use of comparisons of pairs of common stocks to bring
out their elements of strength and weakness, and also the construction of investment
portfolios designed to meet specific requirements of quality and price attractiveness.

ﬁ | hesitate to recommend a book whose latest edition is 1973! It is, however, by the mentor of Warren Buffett
who hasn't done badly since then. | recommend it in the climate that the traditional ‘earnings’ basis of reporting,
matching costs and revenues, will go in 2005-2008, to be replaced with fair value’ accounting. The basis for
accounting will move from the home of the traditional analyst to the home of the actuary. The tests for stock selection
for the defensive investor and the enterprising investor and the types of operation for the latter depend on rigorous
financial analysis but of accounts that will change fundamentally in nature. This opportunity for actuaries, coupled with
the call by Benjamin Graham to use intelligence and caution ahead of intuition and popularity, serves us well. Maybe
we can also be intelligent enough to charge for our rigour in proportion to our added value.

Managing bank capital
Matten, Chris
Available from Publications Unit

Effective capital management is fundamental to the optimisation of shareholder value
for any financial institution. In this significantly expanded and updated new edition of
the successful Managing bank capital Chris Matten addresses the issue of capital
allocation both from an internal and an external perspective. His expert advice and
international perspective on best practice will guide managers through proven
techniques for improving performance, minimising risk and maximising shareholder
value.

Organised in six discrete sections to cater for every interested reader from MBA student to experienced investment
banker, Managing bank capital contains both introductory and detailed technical chapters on:

e The role and definition of capital

e The treasurer’s perspective — understanding and meeting regulatory capital constraints

e The risk manager’s perspective — understanding and meeting regulatory capital constraints

e The risk manager’s perspective — building an internal risk capital model

e The shareholder’s perspective — using earnings volatility to measure risk

¢ A holistic approach to capital management — bringing the four perspectives together to manage capital so as to
enhance shareholder value

ﬁ A mind-blowing book for actuaries who have not entered the world of bank culture. You will be amazed at the
mind-set that this book introduces you to. If you want to know where regulators are coming from, this is a must-read.
If you want to know how a financial organisation trades not only in its customers’ money but also in its shareholders’
money, you will find it here. If you can speak the language of bankers (as well, of course, as your own regular,
succinct communication as an actuary), you will gain a personal competitive advantage.



