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Antitrust Notice 

 

• The Casualty Actuarial Society is committed to adhering strictly to the letter and 

spirit of the antitrust laws. Seminars conducted under the auspices of the CAS are 

designed solely to provide a forum for the expression of various points of view on 

topics described in the programs or agendas for such meetings.  

• Under no circumstances shall CAS seminars be used as a means for competing 

companies or firms to reach any understanding-expressed or implied-that restricts 

competition or in any way impairs the ability of members to exercise independent 

business judgment regarding matters affecting competition.  

• It is the responsibility of all seminar participants to be aware of antitrust 

regulations, to prevent any written or verbal discussions that appear to violate 

these laws, and to adhere in every respect to the CAS antitrust compliance policy. 

 

2 



© 2012, XL Group plc companies. All rights reserved. I  MAKE YOUR WORLD GO 

Polling Question 

Why did you come to this session and what are you hoping to get out of it? 
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Perceived Risks … 

“We were seeing things that were 25-standard deviation events, several days in a 

row.” 

Soon to be retired Goldman Sachs CFO David Viniar on his characterization of 

the 2007 financial crisis. 

 

Translation: things were happening in August 2007 then that were only supposed 

to happen about once in every 100,000 years. 
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Perceived Risks … Past Financial & Insurance Crises 

Within the U.S. (Financial) 

1. 2001: Dotcom bust 

2. 1998: Long Term Capital crash (Black-Scholes, leverage ratio of 250-to-1) 

3. 1987: Stock market crash (Monday, October 19, 1987) where DJIA lost 22.6% 

 

Within the U.S. (P&C Industry) 

1. 2005: Katrina, Rita, Wilma … Dennis, Emily 

2. 2004: Charley, Frances, Ivan, Jeanne, Bonnie 

Per Gordon Gekko, “Greed is Good”! … Or is it? 
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Modeling Risks 

Human nature is to respond to most recent events and not to what has not 

happened in a long, long time (or yet to occur). Japan Quake followed by Tsunami 

(Ring of Fire). Contrast California Quake vs Northeast Quake or New Madrid 

Quake. 

Catastrophe models are continually evolving (Cat costs have increased significantly 

from last year due to model changes). 

Copulas have been used by some to model tail risks. Parameter uncertainty has 

been quantified by some. But perhaps not to the extent that they should? 

Does the Tail Wag the Dog (large Cat events are not only driving up PMLs, they are 

dictating AALs as well). 

 

At the end of the day, modeling still relies on assumptions and each year we will be 

told the extent to which we were wrong. What do you believe in? 
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Capital Asset Pricing Model 

E(Ri) = Rf + Bi * (E(Rm) – Rf) 

Expected return on Asset = Risk free rate + Sensitivity of Asset * (Expected return 

on Market – Risk free rate) 

Are you diversified? Would need 12-18 stocks but … 

Are they in different industries? (Cat portfolio equivalent is geographic spread) 

Are they Large Caps or Small Caps? (Cat portfolio equivalent is account size) 

And you would still be subject to market risk! Would your enterprise be able to 

survive a 50% capital hit before going into receivership? 

 

Our focus is on solvency throughout the insurance (& financial) cycle via prudent 

risk management of the portfolio. (Financial equivalent of Asset Allocation) 
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Mitigating Concentration Risks 

• Geographic spread 

• Peril spread (large vs “small” Cats as well) 

• Industry diversification 

• Line size management 

• Lines of business that are not Cat exposed 

• Account size management 

• Hedging (Industry Loss Warranty, Reinsurance) 

8 



© 2012, XL Group plc companies. All rights reserved. I  MAKE YOUR WORLD GO 

Risk Taxonomy - Example 
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Is there consistency in risk definition across the enterprise?  

Is there consistency in risk quantification across the enterprise? 

Is there consistency in aggregation methods/definitions across the enterprise? 
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About XL Group plc 

• XL Group plc, through its subsidiaries, is a global insurance and reinsurance company providing property, casualty and 

specialty products to industrial, commercial and professional firms, insurance companies and other enterprises throughout 

the world.  

• XL Group plc‟s insurance companies offer property, casualty, professional and specialty insurance products globally. 

Businesses that are moving the world forward choose XL as their partner. To learn more, visit xlgroup.com/insurance.  

• XL Group plc„s reinsurance companies are among the world‟s leading reinsurers. They offer products that include 

aerospace, property, casualty, marine and specialty. The world‟s top insurers choose XL to help move their businesses 

forward. To learn more, visit xlgroup.com/reinsurance.  

• We are the organization clients look to for answers to their most complex risks and to help move their world forward. To 

learn more, visit xlgroup.com  
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Legal Disclaimer 

US 

• In the US, the insurance companies of XL Group plc are: Greenwich Insurance Company, Indian Harbor Insurance 

Company, XL Insurance America, Inc., XL Insurance Company of New York, Inc., XL Select Insurance Company, and  

XL Specialty Insurance Company. Not all of the insurers do business in all jurisdictions nor is coverage available in all 

jurisdictions.  

• The information contained herein is intended for informational purposes only. Insurance coverage in any particular case will 

depend upon the type of policy in effect, the terms, conditions and exclusions in any such policy, and the facts of each 

unique situation. No representation is made that any specific insurance coverage would apply in the circumstances outlined 

herein. Please refer to the individual policy forms for specific coverage details. 
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