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ITS RISKS AND RE- ORIENTATION"
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SuImmary

Actuarid professon has been facing risks of being magindised in view of the risk factors like
aggressve dance of other professons, nature of changes in the fidds of life insurance and
penson, trends like shift from crosssubsdy etc. Actuarid professon needs to be reoriented on
the bagis of identification of these risks and their implications.

KEYWORDS : Criticd dage, futurigic perspectives, re-orienting and repogtioning, credive
contributions, globa trends, convergence of finencid savices new  opportunities, ‘financid
sense of the future, survive and thrive, radica changes, vdue-added actuarid intervention, new
form and new role.
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“ BERUF DESACTUARS —
SEINE RISKEN AND NEU-ORIENTIERUNG’

S. N. Bhattacharya
India

Zusammenfassung

Das Berufsfeld Aktuar hat Sch Risiken ausgesetzt gesehen, sowohl durch andere Berufssparten
asauch durch generdlle Aenderungen in der Verscherungsartschaft. Das Berufsbild des
Aktuars muss umdefiniert werden basierend auf den genannten Risken und anderen Faktoren.
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ACTUARIAL PROFESSION - ITS RISKS AND RE- ORIENTATION

- S N. Bhattacharya, F.A.Sl.

INTRODUCTION :

1.1 Actuarid Professon has reeched a very criticd dage. Its traditiond boundaries are being
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more and more encroached by other professons in thar bid to grow with time its
conventiond aress of jurisdiction like Life insurance and Penson are dso faced with thar
own crigs and no new exdusve fidd could be discovered for Actuaries. Also, the trends of
a large number of ‘actuarid’ factors are, in some way or other, adversdy dffecting the
comfort zone of the Actuaies For example, the overdl longevity of the populaion is
increedng, the ratio of working populaion to retired populaion is deadily dedining,
mortdity indications in the young to middle age-group are no more that comfortable, interest
rate is showing a fdling trend, society is disfavouring the concept of cross subgdy, etc. The
worg part is tha dl these are hgppening as a pat of the naturd process of changes taking
place in the society and in the market, and the Actuarid professon can not expect any
extend force to hdp it out. It is therefore high time tha the professon thoroughly
deliberates on thisissue and finds its own new ways ouit.

The rdaed symptoms are nether unknown to the professon nor neglected. The leading
Actuarid professond bodies dl over the world have been discussng these problems and
trying to find solutions in one way or other. However, the discussons made and the actions
taken need to be more pro-active than reactive and dso more widespread amongs dl the
layers of the professon . Beddes dthough the issue needs exploraions to be made and
initiatives to be taken by the professon, in fact it involves numerous externd redities which
need to be andysed in dl its components dudied in depth, percdved with futurisic
pergpectives and need to be handled accordingly.

It is goparent that readjusing our own professond abilities would not be enough, rather it
involves reorienting and repogtioning the professon in the rapidly changing world of
busness, finance and commerce, renventing its inner worth and potentid, vadue and
rdevance in vaious new ways and edablishing its worthiness to influence the oncoming
changes by way of perceptible vadue addition. This indicates a new dimendon in the
professond initigtive since it is required to take on the role of an explorer with al its inner
drength and credtivity. This dso badcdly implies outdanding credtive contributions from
theindividua Actuariesin this direction.

In this pgper an atempt is made to review the present Stuation in this regard in a very
generdised manner mainly to undeline the crucid naure of this issue It is nather
exhaudive nor any country-specific (dthough written in India), indead some of the generd
globd trends (dimensons vaying from country to country) ae touched upon with the
gmple intention of provoking more daborae and enlightened discusson indde the
profession.
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2.0 LIFE INSURANCE:

2.1 Traditiond Individud life insurance busness has been gradudly losng its grip in the market
and this maket feaure done is serious enough to sufficently endanger the actuarid
professon since this fidd is gill conddered to be the excdlusve doman of the actuaries. It is
therefore essentid that the related factors are conddered  with dl seriousness to understand
the present position and chak out the future direction.

2.2 Life insurance in its purest form was never conddered to be a hot product in the market. It
was populaised with appropricte mixture of savings dement in vaious forms But,
congdered from the viewpoint of saings indruments the life insurance dement
subgtantidly brings down the gross yidd to maurity, whereas the desth benefit provided is
usudly not condgdered as adequate compensation for this loss despite dl marketing efforts to
cover it that way. Interegtingly, the savings dement that was brought in to make life
insurance product dtractive became in a way impediment in the course of those life
insurance products remaning dtractive in the changing maket gtuation with increesng
investment-awareness.

2.3 The red problem, in fact, lies in the high acquistion cogt of life insurance business. In life
insurance parlour it is believed (based manly on experience) that the life insurance products
are not purchased rather need to be sold. The conventiond, timetested and most effective
method of <dling life insurance is dill ‘manto-man’ Hling of life products  through
Agency force. This is naurdly expensve and is the main reason for the digribution cost of
life products beng much more than that for other products paticulaly other financd
indruments. Because of this high acquistion codt, plus the heavy initid processng expenses
in view of the very nature of the life insurance contracts as well as the coss of regular
cusomer-specific typicd transactions and settlement of dams (particulaly death dams),
the net yidd on the savings component of the life products dso (i.e even leaving adde the
life risk part) turns out to be much lower than that under other sandard financid ingtruments
in the market. As a result, investment-conscious people (their tribe increesng with time) do
not find the conventiond life insurance products worth investing in.

2.4 This low-yidd angle from the savings Sde has been taken cognisance of, as evidenced in the
vaiety of invesmentlinked life insurance products (where investment pat is explicit) as
wel a surge of Tem insurance products (where savings dement is taken out).
Interestingly, the new varieties of life products vary from one extreme to another — from no
savings eement to invesment-oriented products with very thin layer of life insurance (
partticularly when life products offer tax-exempt benefits). Even atempts are beng made to
reduce the acquidtion cogt by trying dternative digribution channels

2.5 Apat from trying to take proper care of the cost and the investment aspects, life products
have dso been enriched by coveing new Morbidity risks in addition to the core Mortdity
rsk, paticulaly Hedthrdated risks like Dread Dissese Cover, Hospitdisation Cover,
Surgicd Cover, ec. (in addition to conventiond Accident-related Covers), which were in
some way or other conddered to fdl in the area of Nortlife insurance. But the fact remains
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that dl these deps ds0 have not been able to fully gdvanize the life insurance products
againg corroson in their demand.

2.6 It is interedting to note that the above deps taken to improve the market of life busness as
such have more dgnificant implications for the actuarid professon. When the invesment
pat is explicdt and separdble, the ligbility vauaion or profitability determination do not
redly require so much actuarid complexities — in fact, to a good extent, can be Sraightaway
dore by gpplication of suitable Accounting methods. When the products become heavily
invesment-oriented, those products badcdly fdl in the line of the other financid
indruments and the same norms may eventudly become applicable to these life products
aso. The way the morbidity risks are beng covered by the life products if the mortdity
risks ae ds0 covered in the same way by other financid service providers then the Life
Companies may have to lose a mgor pat of ther market share to others, and this will have a
tremendous impact on the Actuaries services.

2.7 In the past ds0 Life insurance indudry had to face crigs of its own like high inflation, effect
of AIDS etc., but the impending criss hits a the roots of the existence of life insurance n its
present form. Convergence of the financid services carry with it a threat to the present forms
of life products, present pattern of life insurance marketing as wdl as the present type of
Life Companies, but new opportunities are dso likely to be there to evolve.

2.8 It appears that the concept of life insurance itsdf is undergoing some changes in perspectives
as a result of the changes in the socid vaues and Structures as wel as in generd lifestyle and
living pettern, and these changes now gppear to be quite accderated. We came from joint
families to nudear families and now we have been rapidly shifting to individudidic pattern
of life. Marriage is becoming less pivotd in life than it was before. Family-oriented pattern is
not necessaily the man option of life Caing for others is now more professond than
individudigic and seen more as the responghbility of the State than of the society. Society
wants everyone to take care of onesdf and the concept of crossaubgdy is no more
acceptable. These vaues and concepts and petterns of life obvioudy teke us away from the
concept of insuring life for the sake of the loved ones, but in turn dso necesstate adequate
life insurance to safeguard on€'s own insurable interes since the other support pillars in the
famly or in the socdy ae gradudly disgopearing. From this dtandpoint it appears that
dthough in future the life products in the present forms may lose demand life insurance itsdf
with its morbidity eements may become an essentid ingredient in a large variety of financd
products and services.

2.9 Actuaries being the acknowledged experts on life-rdated risks have the natura advantage of
szing these new opportunities. However, it must be gopreciated that the opportunities may
not smply come to the Actuaries unless the professon can prove its prime efficiency and
edablish itslead in repect of creating these new financid products.
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3.0 PENSION :

3.1 Penson, the other traditiond aea of the Actuaries, has dso been facing its own
problems. With more and more ageing populaion the need for old-age penson and
other old-care benefits are exponentidly increesng but the provides are finding it
difficult to provide these covers a dtractive rates.

3.2In rexpect of providing individuad pendons dl the factors dffecting actuarid
cdculaion are showing trends that maeke the actuaries (and as such the penson
providers) uncomfortable. The expenses are going up as usud, but more important
are the facts tha the increase in old-age longevity is coming out to be much more
than the actuarid projections made a the time of pricing the annuities and the interest
rale has been gradudly faling down. If providons ae to be made in the typicd
actuarid manner 0 tha the provisons are bdieved (actuaridly?) to be adequate, the
resulting prices may seem to be quite odd in reaion to the current market Stuation
because the long term implications are not easly percaivable to the generd public.
On the other hand, if the rates are nade quite ‘marketable’ the actua experience may
lead to financid loss of the provider and in consequence suffering for the pensioners
and more complications for the pendon indusry as a whole. These problems are in
addition to the exiding complant that the pendons of fixed amounts (or with limited
increase) get their value increasingly eroded withrisein price leve.

3.3 The trend of the solutions contemplated to handle this problem is to pass on the risks
to the pendoners o that the penson amounts in future depend patly or fully on the
invesment returns avalable in the maket and the mortdity experience of the
pensdoners. The problem is tha when the riks ‘as it iS ae passed on to the
pendoners the ‘security’ dement of the penson products gets missng and the
actuaries can no more legitimady make the dam of ‘meking financid sense of the
future intheway we gill clam to do so.

3.4 Actuaies have a ther digposd dl the dements of basc expetise required to
understand this problem in its full depth. It therefore comes out that the ultimate fate
of the present form of penson busness and its growth in line with its full potentid
and paticulaly the continuing dominant role of the Actuaries in this respect will
depend on how creative and innoveive role the Actuaries can play to bring out
effective ‘actuarid’ solution to this chdlenging gStuation. The penson fidd can not
reman typicdly actuarid if the present penson products are ultimatey subdituted
by, sy, typicd invesment products and the Actuaries can not impress the market
that they can provide solutions convincingly meking ‘financia sense of the future .

3.5 Ancther important aea is the scheme pensons The problems of providing
immediate pendon are dmilar to those mentioned above, dthough may not yet be o
pronounced unless the fund for paying penson is dreedy demarcated or the number
of active members in the scheme do not increese in suffident number. But the
problems are there.
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3.6 The Actuarid professon is ds0 serioudy dfected by the mehod of funding the
Penson schemes Defined Benefit pendon schemes traditiondly required and utilised
actuarid expetise for the purpose of funding and other related exercises, but the
increesing current trend is towards Defined Contribution schemes because it is Smple
for both the employer and the employees (as ds0 others) to undersand the funding
arangement  (without the hdp of an Acuary). employer’s lidbility is limited and
known in advance, there is no cosssubsdy amongst the employees, scheme
operation can be trangparent to dl concerned and there need not be any problem in
cax of trander. Defined Contribution scheme has its limitations in respect of serving
its man purpose, but to the digmay of the Actuarid professon dl the rdated parties
a this moment seem to be happy to get rid of the actuarid complexities of the
Defined Benefit penson scheme in addition to the other practicd as wdl as perceved
inconveniences of that scheme. We cetanly need to lean some lessons from this
phenomenon, paticulaly as to how to adjus oursdves with the changing socid
trends. Such adjusment is by no means essy to do, nor can it be done in a pre
determined way, rather it is a process of evolving with time in the bid to survive and
thrive

3.7 Because of the age-old involvement of the Actuaries in the fidd of penson funding ,
Actuaries are gill beieved to be cgpable of adding vdue even to the gpparently
ample arangement of Defined Contribution penson scheme. Actuaries need to
refine the respective kills and pinpoint the vdue additions to mantan the hold of
the professon in this area

40ALTERNATIVE RISK TRANSFER MECHANISMS & WIDER FIELDS:

4.1 Alternative Risk trandfer mechaniams like Derivatives have evolved in the market
process to meet the emerging needs of the financid market. Such mechanism as well
as the emerging patterns discussed earlier make it clear that the exising nature of the
life insurance products, penson products as well as the other finanda products may
undergo some radica changes with changing market trends and emerging market
needs. Obvioudy this will necesstate redignment of the Actuarid professon vis-a —
vis other related professons.

4.2 Application of actuarid <ills in the non-conventiond fidds a increesng scde
clealy indicates the relevance and importance of the Actuarid professon in the
changing gStudtions. It is therefore necessary to develop actuarid skills suitable for
goplicaions in multiple finandd disciplines and other fidds but it is dl the more
necessary for the professon to get increesngly involved in these aress and make its
presence fdt. A paticular fidld may not become exclusve domain for the Actuaries
but it may be possble to find paticular areas in various fieds for useful and vaue
added actuarid intervention. In this process the professon can find its new form and
new role.
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50 OVERVIEW :

5.1 Review of the present Stuation in respect of the Actuarid professon as above clealy
indicate that the Actuarid professon may have to undergo some trandformation to
adjug itsdf to the externa environments. The professon has to overcome some
impending threats, but it will have its own opportunities too to grab.

52 Actuaid core expeatise rdaes to handling life-rdated risks as well as other types of
risks and ther financdd implicaions. In the increesingly complicated life Stuaions
actuarid expetise may find scopes for playing more meaningful role in providng
finendd solutions More refined actuarid <kills may be found extremdy usgful in
handling the risks in the increedangly vulnerable financid market. Generd actuarid
skills are dready being increasingly utilised to assess and handle risks in many new
aees and may become more rdevant in future with nature of risks getting more
complicated. The aess of opeaion and the reevant methodology will undergo
changes accordingly, but essentidly the Actuaries need to take the lead individudly
aswdl asaprofesson and pro-act aswell asreact.



