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how actuarial practice can be transformed to help to achieve the social impact 
goals of our time. 
 
 
 
If we are going to reduce inequality and achieve carbon neutrality we need to change how we 
allocate capital within our society. A natural starting point for this is our investment system, which is 
key to how we allocate capital. I use the word system deliberately. It is essential we look at such 
problems through a system lens. The investment system is of particular interest to actuaries, as they 
play a key role in it in ways the financial world and wider society doesn’t fully appreciate 
  
Let me define what I mean by investment. Investment is putting money into businesses, which 
deliver products and services to customers, so generating value that enables returns to be provided 
to the capital providers. This takes time, and the value generation happens over the long-term. 
Taking short-term bets against markets is not, in my opinion, investment; it is a zero-sum game and 
doesn’t create value.  



  
Where do investment monies come from? They come from individuals, as it is they who own 
businesses. In the UK, aggregate individual financial wealth is approx. £8.2 trillion; three quarters of 
this is savings for retirement. These are essentially investments made through life insurers, pension 
funds and wealth managers. In OECD counties, life insurers & pension funds provide 80% of all long-
term investment capital. This is the lifeblood of our economies 
  
The system at its simplest operates like this. Individuals pass their monies to pension funds, life 
insurers and wealth managers; these institutions assume the role of asset owners and then pass the 
monies to fund managers who invest it in companies that generate wealth, which is then passed back 
to the individuals as investment returns. Of course there are lots of other parties involved - financial 
advisors, investment consultants, capital market entities, etc.  
  
Key to the effectiveness of the system is the linkage between asset owners and fund managers. 
Within any system, there is a tendency to focus on the participants and insufficiently on the linkages. 
The linkage between asset owners and fund managers is particularly of interest, especially to 
actuaries; the connection here is the asset allocation strategy and the consequent investment 
mandate asset owners give to fund managers.   
  
The Role of Actuaries and Regulation in Investment 
 
Actuaries play a critical role, in these asset owner institutions, in determining the asset allocation 
strategy and the form of the investment mandate. Because actuaries required to measure risk using a 
short term balance sheet approach, using asset price volatility as a measure of risk, this leads to 
matched investment strategies and short term mandates. It in turn leads to a supply of bonds and 
credit, not risk-bearing equity capital, this latter being the sort of capital needed to build 
infrastructure and ‘green' industries.   
  
This represents an erroneous mismatch of risk. Risk for life insurers and pension funds, and for their 
customers, is inadequate investment returns or inadequate pensions, not short-term asset price 
volatility. Especially given volatility diversifies over time.  
  
And of course because actuaries all use the same risk measurement, all these asset owner institutions 
have similar asset strategies, chase the same assets, buy them at the same time and sell them at the 
same time. Such behaviour in turn drives procyclicality and market bubbles.  
 
It is important to recognise that industry risk measurement is driven by the regulation and 
accounting/reporting frameworks which are both underpinned by market-based economic 
theory.  What’s happening is that regulatory attempts to eliminate idiosyncratic risk at a corporate or 
fund level are creating systemic risk.  
  
Have we undermined society’s ability to insure risk? 
 
Staying at the macro level, let’s apply a systems lens to how our insurance system manages risk. In 
the insurance system the three main parties comprise insurance companies, regulators and 
customers. Insurance companies seek to underwrite risks that deliver an adequate return on capital 
to their shareholders. Regulators seek to ensure that risks are adequately capitalised.  
  
Viewing this as two overlapping circles, what happens is insurance companies all gravitate to risks 
falling within this intersection and shy away from risks falling outside it. This leads to a build up of 



systemic risk as everyone chases the same risks. Now add a third overlapping circle to this Ven 
diagram, the risks that customers (or society) wishes to insure.  
  
The intersection of these three circles represents risks that are attractive to insurers, regulators deem 
adequately capitalised and that customers want to be underwritten. What’s in this intersection and 
what’s outside? Inside are annuities and credit, term insurance, unit-linked investment products, 
general insurance for lower risk individuals, etc. Outside are investment guarantees, infrastructure 
investment, mass-market investment advice, long term care, affordable insurance for high risk drivers 
and for houses in flood areas. The intersection is just insufficient to meet the needs of customers and 
society.  
 
Reset urgently needed 
  
The insurance system and relationships created between these three parties and the investment 
system dysfunctionality described above is responsible for the transfer of risk from corporates on to 
individuals. It leads to transfer of wealth between generations, contributing to intergenerational 
unfairness. It is also responsible for reducing the supply of long-term risk-bearing investment capital 
to industry and to build infrastructure.  
  
 
If we are to drive capital to achieve carbon neutrality, drive capital to meet the need of the 
disadvantaged in our society and reduce financial exclusion, we need to align the way regulators 
measure risk so they reflect actual consumers’ risks. It is also essential that we measure risks over 
longer timeframes. A 20-year risk is fundamentally different to a 1-year risk looked at over 20-
consecutive years.   
  
We also need to start looking at our financial industries as complex adaptive systems, so we can 
understand when and how we are creating systemic risk and to ensure that our financial systems 
are  meeting their purpose. This is why the IFoA has supported the setting up of FinSTIC - The 
Financial Systems Thinking Innovation Centre. Because we believe that our financial systems are not 
meeting the needs of the economy, the society or the environment. 
  
The review of Solvency 2, the Financial Services Regulatory framework and COP26 all provide an 
opportunity for a reset of our financial systems. We as actuaries need to seize this opportunity. To 
get heavily involved in the redesign of the regulatory framework, and to apply a systems-thinking lens 
so that that fresh thinking does not lead to another set of unintended consequences.  
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