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Evolution in Action




Global Population (millions)
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e Past a Reliable Guide to the Future?

Oil Price 1987-2011

Nominal
[l Real (December 2010 dollars)
May 1987 — December 2010 monthly average Brent spot prices
Conversion to December 2010 dollars uses US CP1 forAll Urban Consumers (CPI-U)
Sources: Energy Information Administration and Bureau of Labor Statistics
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ISithe Past a Reliable Guide to the Future?

FTSE 100 1987-2011

US Trade Gap as % GDP
1960-2010
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US Household Debt as Percent of GDP

= Mortgage Debt & Consumer credit and Other Debt

Percent of GDP
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iSithe Past a Reliable Guide to the Future?
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Gold, 2002-2011
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‘ _The Big Risks

S GEeEopolitical tensions
EREGional instabilities
HiEnrorist threat
Sociallunrest
Gloebal pandemic
Resource shortages
Tunguska IT
Krakatoa IT
Carrington II

reakonomics
PRISING Commodity. prices
BRClrrency. volatility
e Banking reform (or lack thereof)
Jirade imbalances
National debt
Consumer debt
Stagnant housing market
Failing financial system
Failing economic doctrine
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...but where does
the Profession fit
into this?
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An UnvirtuouACircIe
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Societal
Priorities

Financial
System

% Economic&

System
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A Dysfunctional _§9ciety?

Increasingly.disconnected
= Increasingly disillusioned
.. Increasingly polarised

=> We urgently need a new social contract built around a more balanced set
of social priorities
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e orRitisiquite damaging to global financial security.
kets are increasingly dominated by short term sentiment, and by
0Kt term thading activity.

ncreasing range and complexil?/ of financial products has made
risks difficult to quantify (even for actuaries)

Tihis and the effects of globalisation are making financial markets
increasingly unstable

e Countries, currencies and commodities can be held to ransom
Small events beget big consequences

Goyernments are not making them
S’ =Benefits of globalisation are banked
s But the costs and threats are not being recognised
s~ Poes population growth+economic growth = sustainable future?

10



B matter

$=Growth through productive innovation is laudable
But much of the growth we see is illusory

And much of it is of questionable social value

Too much of the value of global equities is based on
the exploitation of finite resources

Too much of any benefit has been going to too few
people
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: The Earnings Gap

30 7 UK, Income Share of the Top 5% 3 Top 1%-5%
%
m 4

15

0

54

0
1954 1956 1964 1960 1974 1679 1684 1980 1904 1009

11



SOANTISSIONNSIO N enlianice. the abllity of actuaries to provide,expert advice and.
r_,[ VERLSOIUL0NS for-financial, business, and societal problems involving uncertain.
fifitfre events'

_j;irhe SOA " places serving. the public ahead of serving fts members”.

UK

“The Actuarial Profession has an obligation to serve the public interest, Collectively it
Seeks:to do so by informed contribution to debate on matters of public interest and
by influencing those with power to protect and enhance the public interest”

"The Profession. /s passfonate about identifying matters of public concern where our
/nput and involvement can be of benefit to society”.
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tuarles, Risk and the Publlc Interest

- Institute of Actuaries Website

=OUrVision is for actuaries to be the leading Professionals in the
measurement and management of risk”
- Society of Actuaries Website

*The world'is going to place its greatest trust in those whose
training, experience and moral backbone will serve not only their
clients and employers, but also the broader public interest. These
are times when the world needs actuaries, even if the world does
not yet know it”

- Faculty President, October 2008
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uarles Risk and the Publlc Interest

==s. Present and future generations?

- ® Inour increasingly globalised world, what about the
citizens of other countries?

T
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AC uarles Risk and the Publlc Interest

“Present and future generations? (73%)

- ® In our increasingly globalised world, what about the
citizens of other countries? (50%)
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Stuaries, Risk-and the Public Interest
JaLAIlErests SHould Actlaries Represent?

guiationoffinsurers?
PRVATiondability of public sector pensions?
REgUlation of banks, hedge funds etc?
stainability: of the economic growth model?
Balance between short term commercial interests and long term
public interest?
Wider societal risks (global warming, energy policy etc)?
Banking policy (Tobin tax, retail/investment slit etc)?
Domestic economic policy?
International economic policy?

T
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Risk:and the Public Interest

o
SO dability, of public sector pensions? (91%)
BRREGUlation of banks, hedge funds etc? (60%)

suStainability off the economic growth model? (64%)
sBalance between short term commercial interests and long term
public interest? (82%)

Wider societal risks (global warming, energy policy etc)? (50%)
Banking policy (Tobin tax, retail/investment slit etc)? (61%)
Domestic economic policy? (68%)

International economic policy? (50%)
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SRisk analysis
Risk-monitoring
RISk reporting
Risk quantification
Risk mitigation
Risk avoidance
Risk transfer
Solvency II?
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: The Human Factor

:__'uman failings consistently feature in the development
of eff:

iribal Loyalty
Greed
Short-termism

o Herdlinstinct

...and two other fundamental effects compound their impact:

e Confirmation bias
e The Narrative fallacy

A Professional qualification is no cure for the human condition
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The Human Factor

LEEPNOUBIEN N tHE fUtUre.. . for: the hiope. of an. easy. life. causes
WHOSEWVIHIOKIOW. thIfgs are going quite wrong to.say that things

BreNindamentally sound”
J.K. Galbraith

The Great Crash 1929

nieraust appears to be settling...”
Chairman, Global Financial Crisis Group, 2009

“Joo many people are being paid to do the wrong things from
society’s perspective”
Professor Garciano, LSE. 2009

T
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"Not easy to admit mistakes
Not easy to admit limitations in our training

=>Difficult to lead calls for change
=>Difficult to learn from past failings
=>Difficult to confront conflicts of interest
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Conflicts of Interest
- an alternative View

"'t

-,

sceliaries-in.a Changing®\World™™

ig is Beautiful2

T
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http://www.hbosretailcareers.co.uk/index.html
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- — Conflicts of Interest
Whats Happening i Practice

Public

e
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Public
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® Vore co-operation across geographic boundaries

- ® Jncreased emphasis on public interest role in training
and CPD

® Profession needs to distance itself from failing paradigms
¢ Greater investment of skillset in public sector

coutiaries in.a, ChangingWWorld™

Opportunities For ct_uaries

S Einancial reform
857 Social reform
% PUblic Sector: reform
. Regulatory: reform
. Respurce management
. Transport policy
. Carbon: costing
. ‘Globanomics’

All of the above are matters of public interest!
All of the above are about risk management!
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Opportunities For Actuaries

NVENare smart people
e have sound problem-solving skills
PRVVerhave a formidable risk analysis toolkit
Ve are mandated to take a long term view
VWerare mandated to look after the public interest
It is time we started using more of our intellectual
capital in ways that show people what we are capable of

Change is upon us. Are we going to help lead it, or are we
instead going to find ourselves dragged along in its wake?
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urtherreading

resperity: Without Growth ( 7im. Jackson, 2009)

“Common Cause: The Case for Working with our Common Values
((Tom. Crompton, 2010)

e The Lost and the Left Behind ( 7erry Glavin, 2007)
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On the Role of
the Actuary in a
Changing World
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