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Congress has finally
enacted financial services reform. On November 12, 1999, Pres-
ident Clinton signed into law S. 900, or the Gramm-Leach-
Bliley Act (GLBA), legislation that could dramatically alter the
structure of financial services in this country. 

Of greatest significance to the insurance industry, GLBA elim-
inated previous limitations applying to bank sales of insurance
and to affiliations between banks and insurers. Before GLBA,
national banks were limited to selling insurance in places with
populations under 5,000. GLBA permits national banks to es-
tablish a “financial subsidiary” that may sell insurance freely or
engage in certain other insurance activities, such as claims ad-
ministration or underwriting in limited areas.

GLBA eliminated the prohibitions found in the Depression-
era Glass-Steagall Act. With few exceptions (such as mortgage
reinsurance and credit insurance), insurance underwriting must
occur in an affiliate of the bank, not a subsidiary, with both en-
tities owned by a “financial holding company” regulated by the
Federal Reserve. 

It has often been said that GLBA is fundamentally a bill about
the regulation of financial services, one that formalizes a sys-
tem of functional regulation in the United States. One of the
main results of GLBA is an allocation of regulatory responsi-
bility among the various functional regulators (insurance, se-
curities, and banking). Insurance regulators regulate insurance
activities, regardless of where they occur. 

Predictions regarding the impact of GLBA vary widely. On

the one hand are those that predict a tidal wave of bank acqui-
sitions of insurers and, to a lesser extent, insurer acquisitions
of banks. Citigroup, created in 1998 by the merger of Citicorp
and Travelers, is cited as a model. Certainly, bancassurance has
emerged as an important force in Europe. (Witness Nether-
lands-based ING, for example.) Most observers, however, pre-
dict less dramatic effects. They point to the difference in return
on equity between banking and insurance and question why
banks would be interested in purchasing insurers. They also ar-
gue that banks and insurers can capture the benefits of cross-
selling by forming strategic alliances, and that mergers are nei-
ther necessary nor likely. 

Regardless of the specific impact of GLBA, clearly the fi-
nancial services market is undergoing dramatic change. Glob-
alization, convergence in products and markets, and consoli-
dation in all sectors are transforming the market. A number of
insurers have formed thrifts, particularly in the life insurance
sector. The insurance industry competes head-to-head with
banks and securities firms in the asset accumulation area, cat-
astrophe risk solutions, and enterprisewide risk management
tools. The insurance business is becoming increasingly com-
plex. Affiliations will only add to that complexity. 

Perhaps the most significant effect of GLBA is that it formally
makes insurance an integral part of the broader financial ser-
vices market. Increased communication and cooperation among
functional regulators are certain. For the past two years, U.S.
banking, insurance, and securities regulators have been engaged
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in active dialogue, sharing information about our respective reg-
ulatory tools and techniques and learning from each other. Glob-
ally, cooperation among banking, securities, and insurance reg-
ulators is at an all-time high. 

Recognizing the need for close interaction among function-
al regulators, some countries have created integrated financial
services regulators who provide oversight on a cross-sectoral
basis. (The United Kingdom’s Financial Services Authority, for
example, regulates all three sectors.) These efforts, both do-
mestically and around the world, are likely to lead to cross-fer-
tilization in regulatory approaches in the various sectors. 

Other examples of increased coordination by banking, in-
surance, and securities regulators abound:  
■ On the heels of the global financial crises that began in Asia
in late 1997, the G-7 finance ministers and central bank gov-
ernors sponsored the formation of the Financial Stability Fo-
rum (FSF), consisting of G-7 finance ministers, the IMF, the
World Bank, and representatives of international associations
of regulators in insurance, banking, and securities—the Inter-
national Association of Insurance Supervisors (IAIS), the Basel
Committee on Banking Supervision (BCBS), and the Interna-
tional Organization of Securities Commissions (IOSCO). The
stated purpose of the FSF is to address vulnerabilities in the
global financial architecture, and the FSF has recommended
that the IMF and the World Bank monitor the adequacy of fi-
nancial regulation systems around the world. Core principles
for regulation previously developed by the IAIS, IOSCO, and
BCBS will serve as the basis for the IMF/World Bank assessment
program, and each of the three regulator organizations has de-
veloped guidance for the IMF/World Bank assessments. The
IAIS is also drafting a paper on potential vulnerabilities in the
insurance sector, for consideration by the FSF.
■ The Joint Forum (formerly Joint Forum on Financial Con-
glomerates) was created by the IAIS, BCBS, and IOSCO. Its
current mandate includes financial conglomerate issues and
cross-sectoral issues. The Joint Forum recently created work-
ing groups to do cross-sectoral comparisons in three areas: core
principles, risk assessment and capital, and corporate gover-
nance and transparency.
■ The Multidisciplinary Working Group on Enhanced Disclo-
sure was created by the Committee on the Global Financial Sys-
tems of the G-10 Central Banks (CGFS) and the IAIS, BCBS,
and IOSCO. This group is studying the feasibility of enhanced
disclosure of risk by financial institutions as a means of pro-
moting market discipline. For insurance, the most significant
challenge has been the differences in the way banks and insur-
ers assess risk. 

A constant theme in these international and domestic efforts
is an emphasis on risk assessment and risk management. Re-
sponding to increased complexity in the banking sector, most
international banking regulators moved to a system of risk-
based supervision of banking entities during the 1990s. This
approach emphasizes the need for a strong internal risk man-
agement program as the front-line defense against insolvencies.

Banking regulators began to scrutinize the firm’s risk manage-
ment practices and to rely more on the company’s own process-
es for assessing risk. In fact, for some banks, capital require-
ments are based, in part, on the results of the bank’s own
value-at-risk (VaR) modeling. 

It’s not difficult to draw an analogy to insurance. There are
numerous examples where regulators have already begun to fo-
cus systematically on insurer risk management processes. For
example, the NAIC’s Life and Health Actuarial Task Force and
the American Academy of Actuaries are developing a Unified
Valuation System (UVS) that would replace current reserving
requirements, providing a company-specific, holistic approach
to assessing reserve adequacy from an asset adequacy perspec-

tive. The NAIC Securitization Working Group will recommend
necessary elements of a risk management program where an in-
surer engages in securitization of underwriting risk. A new Life
Liquidity Risk Working Group will be making recommenda-
tions related to the management of liquidity risk in life insur-
ers. The NAIC’s Financial Reporting Working Group has also
reached the conclusion that increased complexity in insurance
creates regulatory challenges, and it’s looking at changes to the
examination system to make better use of a company’s own risk
assessment and risk management processes.   

As with banking, increased complexity in the insurance in-
dustry is leading to greater scrutiny of how insurers identify
and assess risk. This scrutiny is coming from many places—
rating agencies, securities analysts, and regulators. The increased
cross-fertilization among regulators caused by implementation
of S. 900 can only accelerate this trend. 

is the search for consistent approaches to risk assessment in the
various sectors, what Jeffrey Carmichael, chairman of the Aus-
tralian Prudential Regulatory Authority (APRA), refers to as the
“Holy Grail for integrated regulators ... a single, comprehensive
framework for analyzing risk that can be applied consistently
across all supervised institutions.” 

Today, the approaches used for risk assessment in the in-
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surance industry are quite different from those that have evolved
in the banking world. Some of these differences are the natur-
al result of fundamental differences in the business—the longer
time frame in insurance, as well as the absence of readily avail-
able market values for liabilities. Nonetheless, the differences
impede the development of an enterprisewide approach to cap-
ital allocation and performance assessment, and conglomerates
have begun to search for ways to integrate the approaches in
the various sectors.

With or without GLBA, these trends are clear: increased com-
plexity, increased attention to the risk assessment practices of
insurers and financial conglomerates generally, and an attempt
to harmonize risk assessment in the various sectors. Because
actuaries are the insurance industry’s foremost experts in risk
assessment and risk management, their role in this evolution
will be critical. For actuaries, specific implications of this un-
folding new world of financial services include:
■ Actuaries must continue to improve upon the risk assess-
ment tools in the industry. Dynamic financial analysis and
dynamic financial condition analysis will become increasingly
important.  
■ Companies and regulators alike will search for enterprise risk
measures that encompass both asset and liability risks, and ac-

tuaries will be in the forefront in developing those measures.
Actuaries will have to understand the asset side of the balance
sheet as well as they understand the liability side. Given the in-
terest rate exposure on both sides of the balance sheet in life in-
surance, the life sector has made some progress in this area. On
the casualty side, the Casualty Actuarial Society recently revised
its exam structure to require more depth on investments and
dynamic financial analysis—a wise move given the trends.     
■ Actuaries must better understand the tools and language of
risk management in the other sectors, and understand how the
risk profile in insurance differs. As this search for the “Holy
Grail” of a single approach to risk assessment evolves, actuar-
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FIRST IN-HOUSE ACTUARY/FSA

Expand your horizons in this multi-faceted and high profile
post. Reporting to the President, lead all Actuarial, strategic
planning and new business implementation activities for prof-
itable and top-rated boutique insurance division. Focus on in-
vestment-oriented Life Products and interface on Pricing, Sys-
tems, Marketing and Compliance issues. If you are a business
savvy Actuary with interest in a successful operation that re-
quires your business talents and your Actuarial know-how this
is it!!  Call Margaret Resce Milkint. Retained Search.

VALUATION OUTLOOK
Our top-tier insurance clients are experiencing growth!  Actu-
arial Students with 2 exams up to ASA preferred. Position re-
sponsibilities will include: Modeling, Financial Reporting
(GAAP, Statutory, Tax, and Embedded Value Financials), and
training of junior staff. Our clients offer excellent benefits and
Actuarial Student programs. Located in thriving U.S. cities
(West, Midwest, & New England regions). Please call Gretchen
Adler.

CORPORATE STRATEGIST/FSA
International financial services giant’s growth demands the ad-
dition of a forward-thinking FSA, MAAA to play an integral
role in Corporate Modeling & Strategy, Risk Analysis, ALM and
CFT issues. A well-rounded product background to include
Individual Life & Annuity (Variable) and/or Group Insurance
ideal. If variety and a synergistic business environment are at-
tractive, call Margaret Resce Milkint. Retained Search.

DOT-COM VENTURE
Explore the multi-dimensional dot-com world…  Our client
needs a well-connected and savvy P&C Insurance Leader to or-
chestrate its Risk Management function as Vice President. A
blend of technical expertise in Personal & Commercial Lines,
and polished consulting and presentation skills essential. Call
Margaret Resce Milkint to learn more. Retained Search.

WORKERS’ COMPENSATION ALERT
Billion-dollar Workers’ Compensation organization is ex-
panding their Actuarial department due to unprecedented
growth!  Two experienced professionals interested in pricing
and reserving and 5-8 years Workers’ Compensation back-
ground is ideal. Highly desirable West Coast location and su-
perior career advancement awaits. Call Hillary Gidlow in At-
lanta at (770) 952-3877.

NON-TRADITIONAL GENERALIST/ASA
Global financial services company is seeking a business-mind-
ed and innovative Actuary for a newly created role in the Fi-
nancial Management division. Highly visible position will in-
terface with Actuarial, systems, accounting and compliance. A
dynamic individual with a strong systems background and the
desire to learn and be involved in product development, fi-
nancial reporting, corporate modeling, and systems develop-
ment is ideal. TAS or PTS experience is a plus. Please call Hillary
Gidlow in the Atlanta office for more details at (770) 952-3877.

INVESTMENT/FINANCE LEADER FSA
Leading insurance organization seeks Investment/Finance Ac-
tuary to be groomed as the CFO’s successor. This individual
will be responsible for Investment Modeling, Staff Manage-
ment, and Initiatives Analysis (Benchmarking, Performance
Analysis and Strategic Development). Strong leadership and
interpersonal skills are desired. Knowledge of Derivatives and
Valuation principles is a plus. This area offers a great quality
of life. For more information, please contact Gretchen Adler.

SENIOR RETIREMENT CONSULTANT
Our well-respected client seeks a dynamic, Senior-Level Con-
sultant to provide leadership in developing new business.
Strong communication and interpersonal skills are a must!
This exceptional leader will make presentations to clients and
prospects on a regular basis. FSA’s, ASA’s, and EA’s — all are
encouraged to inquire. Executive level compensation com-
mensurate with experience. For a confidential discussion, please
contact Steve Cason at (770) 952-3877.

MANAGED CARE SPECIALIST
Top managed care provider seeks problem solver with excel-
lent quantitative business analysis abilities and excellent deci-
sion making skills. This position will be responsible for de-
signing Actuarial Analyses and making recommendations to
senior management regarding health insurance rating, busi-
ness planning, forecasting, and reserving. Three plus years of
related experience and knowledge in SAS required. Please di-
rect all inquiries to Steve Cason at (770) 952-3877.
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ies must be able to identify and clearly articulate how the unique
characteristics of the insurance industry should be considered. 
■ For insurers that become part of a financial holding compa-
ny, actuaries will be challenged to develop enterprisewide risk
measures that integrate risks in the various sectors.   
■ Financial convergence has increased the pressure for har-
monization of regulatory approaches in the three sectors. Reg-
ulators are concerned that conglomerates will engage in regu-
latory arbitrage—placing operations where the regulatory
environment is favorable. Long term, there will likely be some
effort to harmonize capital requirements across sectors, although
it promises to be a formidable task. Given the involvement of
actuaries when the NAIC’s risk-based capital standards were de-
veloped, one can expect actuaries to play a major role if and
when capital requirements are reviewed. 
■ Pressure to harmonize international accounting standards for
insurance will continue, as will pressure to move to greater con-
sistency across all sectors. Harmonious capital requirements are
meaningless if accounting standards are discordant, and consis-
tency in reporting facilitates a logical cross-sectoral approach to
risk. The search for consistent accounting standards across sec-
tors will result in continued attention to the concept of fair val-
ue accounting in insurance. Fair value for insurance liabilities is

essentially an actuarial problem, and it’s certain that actuaries
will play a significant role in this discussion.   
■ The actuarial profession will continue to evolve in response
to this changing environment. There will be increased empha-
sis on asset risk and financial modeling in exams and profes-
sional standards. The search for harmonized approaches to risk
assessment will promote increased cooperation between casu-
alty and life actuaries, and both groups will pursue greater 
dialogue with those risk assessment professionals in the other
sectors.     

in 10 years is unclear. What is clear, however, is that there will
continue to be a significant role for actuaries. In fact, as actu-
aries bring their risk assessment skills to the broader world of
financial services, their role could easily broaden. For that to
happen, actuaries must continue to develop skills enabling them
to bridge the gap between insurance and the other sectors. ●
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