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Evaluating the Effectiveness of 
Risk Management

An analyst’s view
William Hawkins

2

Agenda

1. Who am I? Why am I here?
2. Evolution of risk management
3. What interests an investor
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1. Who am I? Why am I here?
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Who am I? Why am I here?

● I am a “sell side” analyst for a stockbroker
● The financial investor is my client
● He believes that the stock market is efficient in the long run but inefficient in the 

short run
● He has a portfolio strategy to beat specified performance criteria 
● He wants to find insurance stocks that are most suitable for his criteria
● He wants me to have the detailed knowledge to find the right opportunities
● He also wants me to be on top of all financially relevant events as they happen
● Division of labour. Specialisation

● I affect your cost of capital
● I am the most frequent/interested end user of your financial reports
● Dialogue adds value for all parties

And why should you care?
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The things that interest me

● Valuation
Absolute
Relative

● Momentum
Earnings
Shareholders’ funds
Required return
Dividends (cash flow)

● What are the upside/downside risks to investors’/consensus expectations?
● What are the fundamental, technical, strategic and tactical drivers?

PE

Price/Book (EV)

Dividend Yield

RoE/Required Return

Sum of Parts

6

The information at my disposal

Available

Company Data
Interim Reports
Presentations

Regulatory Filings
Embedded Value Reports

Personnel
IR

Senior management

Newsfeeds
Reuters, Bloomberg

Market data feeds
Datastream

Unavailable

Company Data
By-line/territory 

Accident year/underwriting year
Reserve breakdown, triangles

Case, IBNR
Duration

Investment structure & matching

Personnel
Line management (rarely)

Underwriters/actuaries (rarely)

Consistent time series!!!
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An additional layer of risk for the investor

Asset

Bonds

Equities

Derivatives

Currency

Liability

Severity

Frequency

Inflation

Company

Operational

Strategic

Liquidity

Investment

Transparency

Knowledge

Understanding
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European insurance: systemic underperformance
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E300 non-life insurance E300 life insurance E300 banks

Santander, BNP, 
HSBC, RBS, UBS

Sub-sector performance vs E300

Allianz, Generali, Axa, Munich Re, 
RSA, Swiss Re, ZFS

Aegon, Aviva, ING, L&G, 
Prudential

CAGR Abs. Rel.
E300 8.0% -
Non-life 5.7% -2.1%
Life 8.5% 0.4%
Bank 9.0% 0.9%



The Geneva Association________________________Etudes et Dossiers no. 323

8-5

2. Evolution of risk management
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Evolution of Risk Management
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Immature

Group

Mature

Reinvention

Small 
company

No need

Limited 
logistics/ 

operations

“Obvious”
risks

Independent

Ad hoc

“Federal”

Executive 
committee

Finance 
Function

Delayed, 
Retrospective

Divisional, 
Common 
language

Standalone

Real-time

Global 
consolidators

Global 
reinsurers

Global 
banks

Regional 
insurers

Sc
al

e

C
ul

tu
ra

l a
cc

ep
ta

nc
e,

 
ho

m
og

en
ei

ty

Fa
ile

d 
st

re
ss

 te
st



The Geneva Association________________________Etudes et Dossiers no. 323

8-6

11

Risk management in insurance: everything and nothing

Underwriting

Claims 
management

Asset 
management

Information 
technology

Human 
resources

ALMRISK 
MANAGEMENT
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Risk management questionnaire

Spoke with Aegon, Allianz, Aviva, Axa, Fortis, Generali, Munich Re, Swiss Re
● “Does your risk management effort give you a competitive advantage?”

100% Yes!!
● “Where has the drive for risk management come from?”

Mostly internal, secondly rating agencies. One explicit reference to investors
● “How old is your current risk management framework?”

Mostly 3 years. Oldest 8
● “Do you have a CRO?”

Only one clear “no”
● “Where does your CRO sit in your management structure?”

Mostly under the CFO; one under the COO; one independently on the executive board
● “How many dedicated risk management employees do you have?”

Generally 2-300. Some with very few. Some with 400 (excl banking)
● “How do you measure the value added by risk management?”

Avoiding surprises, achievement of projects, implementation of processes, setting and 
monitoring financial targets? 
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Questionnaire: investment conclusions

● You can’t all have a competitive advantage!
● Most risk management frameworks are new and untested
● A sub-division of Finance 

(a) to add credibility 
(b) to complement capital management

● Well-resourced but generally still “head office”
● Still very difficult to measure performance, and hence accountability

● The pressure from investors is indirect

3. What interests an investor
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European insurance: still valued at a discount
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Reinsurance facts. Since 2001 …

● Average return on equity: 6%

● “Exceptional losses”: $50-60bn (1/2 WTC & Katrina)

● Capital raised: $60bn

● Capital repatriated: $15bn

=> Would you invest in a sector that earns 6%, loses 30% of its capital from 
“learning experiences” and raises four times as much capital as it distributes?
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Risk & Capital management: the same coin …

Capital

Profit potential

Capital 
intensity

Capital 
availability

Cost of capital

Mix of capital

Risk

Financial 
market

Underwriting

Asset/Liability

Operational

Strategic
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Internal processes vs external results
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Making external results meaningful

● Risk/capital disclosure must be 
consistent with other publicly disclosed 
data for it to be useful

● Timeliness is valuable

● A reasonable mind needs to be able to 
consider how the numbers will change 
in the future

● “Earnings” have been excessively 
maligned 

● Company management must have its 
own view of value  

1 2

Credit

Risk 
segment

Market

Reserve

32

13

51

34

13

3830
30

Business 
unit

Business

Premium

Asset M.

Bank

P&C

Other

Life
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Making external results reconcilable (I)

(1) Over time

(2)

Internal

/

External

(3) With each other

• IFRS / GAAP

• “Operating”

• Embedded value

• Division / Group
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Aegon

Allianz

Making external results reconcilable (II)

Aviva

Axa

Generali

Munich Re

ZFS

(4) With each other

What is competitive and what is not? 

What is the job of the financial analyst?

22

Making external results robust

Bear market Catastrophes

Casualty claims 
inflation

SpitzerGeneral 
motors

Earthquakes, tsunami, volcanoes, wealth concentrations, 
mortality/longevity, cyber, bio, tort inflation

2001: WTC $35bn; $11bn nat cat vs $36bn capital raised
2005: Katrina $55bn; $80bn nat cat vs $22bn capital raised
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Investment conclusion

● Investors are more focused on capital management than risk management

● This is because they are focused on results, not process. Process is still important

● Successful risk management means that the diversification credit is not 
neutralised by operational risk

● A risk/capital model changes the question from “What can I do with all this capital 
I’ve got?” to “What would be the capital cost of writing this business and is it 
attractive?”

● A forward-looking tool with clear “yes/no” outputs

● Show evidence of active capital management!!!
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Reg AC, disclosures and disclaimer

Reg AC
I, William Hawkins, hereby certify that the views expressed in this presentation accurately reflect my personal views about subject companies and 
their securities. I also certify that I have not been, and will not be, receiving direct or indirect compensation in exchange for expressing specific 
ratings contained herein. 

General disclosures
Keefe, Bruyette & Woods Limited (“KBWL”) has three stock ratings: Outperform, Market Perform and Underperform. Stocks are rated based on 
the expected performance versus the FTSE Eurotop 300 Insurance Index, on a 12-month horizon, with bands of better than +10%, +10% to -10% 
and worse than -10%. The rating is not driven mechanically by upside/downside versus the price target, which is derived from a combination of 
valuation methodologies. All KBWL research analysts are compensated based on a number of factors, including the overall profitability of the 
company, which is based in part on KBWL’s overall investment banking revenues.

KBWL considers this communication to be “objective research”, as defined in the FSA’s Policy Statement 04/6, and it is held out to clients as such. 
KBWL has established and implemented policies to ensure analysts’ impartiality and to prevent conflicts of interest in the production of research, 
available on request from Matthew Tonge: mtonge@kbw.com; (+44) 20 7663 5291.

Disclaimer
This communication has been produced and distributed by KBWL, which is regulated by the Financial Services Authority. It is not an offer or 
solicitation to buy or sell securities of companies mentioned herein. The information relating to any companies mentioned is derived from publicly 
available sources and KBWL makes no representation as to its accuracy. This communication is believed to be reliable, but KBWL is not 
responsible for any errors or omissions. KBWL or its officers, directors or employees may own or effect transactions in securities of companies 
mentioned.

This communication is only made to or directed at persons who: (i) are outside the UK, or (ii) have professional experience in matters relating to 
investments, or (iii) are Market Counterparties and/or Intermediate Customers, as those terms are defined in the Rules of the Financial Services 
Authority (all such persons together being referred to as “relevant persons”). This communication must not be acted on or relied on by persons who 
are not relevant persons. Any investment or investment activity to which this communication relates is available only to relevant persons and will be 
engaged in only with such persons.

Certain assumptions may have been made in connection with the analysis presented herein, so changes to assumptions may have a material impact. 
This communication has been prepared as of the date shown on page 1; KBWL does not undertake to advise clients of any changes in information, 
estimates, price targets or ratings, all of which are subject to change without notice. The investments discussed herein may be unsuitable for certain 
investors, depending on their specific investment objectives and financial position. Investors should independently evaluate each investment 
discussed in the context of their own objectives, risk profile and circumstances.

This communication is only intended for and will only be distributed to persons resident in jurisdictions where such distribution or availability 
would not be contrary to local laws or regulations. This communication must not be acted upon or relied on by persons in any jurisdiction other 
than in accordance with local laws or regulations, and where such person is an investment professional who is able to appreciate the nature of 
investment in securities mentioned and to assume associated risks.


