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Conference Summary
The International Centre for Financial Regulation (ICFR), in conjunction with EDHEC Business School,
ran a conference in Lille on 17 May which focused on “Enterprise Risk Management and Corporate
Governance for Insurance Firms”.
Although elements of the enterprise risk management (ERM) debate have been identified for some
years now, the recent financial crisis has given rise to a surge in interest in ERM as an approach to
risk management and improved governance. This conference considered ERM with particular
reference to the insurance sector, the intention being to bring together academics, regulators and
practitioners in a forum which engendered fruitful debate and ideas for how to take the research
forward. The conference was organised into three sessions. Session one looked at ERM issues from
the standpoint of regulators, their objectives, the regulatory structure and the links to broader
economic objectives. The second session concentrated on shareholders’ perceptions of ERM, and
how this could be measured and tracked. Finally, the third session was orientated towards the
management view of ERM – how efficiency could be measured and compared in the insurance
industry, and how important the management of reputation could be.
A keynote address by Professor Stuart Greenbaum who has written and taught on regulation and
governance of the insurance sector for many years and has served on a number of boards and
associations which are integral to the industry. His talk put the current diverse range of opinions on
what is meant by ERM into context and gave the audience a number of suggestions as to how this
important debate was likely to evolve. One of the powerful messages that emerged from the
conference was a need for a greater understanding and shared terminology for what we mean by
enterprise risk management. Indeed, Professor Greenbaum suggested that until a common
“vocabulary” has been reached, attempts to draw together a common set of tools or processes for
applying ERM would be thwarted. The very spread of views covered in the course of the three
sessions was a demonstration of the somewhat early stages of discussion on ERM.
In the first session Professor W Jean Kwon presented a paper in which he tried to draw some
conclusions (whilst recognising data limitations) about regulatory structure and its relationship with
the quantity and costs of the provision of insurance services. A broad conclusion was that the twin
peak or government based regulatory structures tend to be more efficient than a “siloed” approach
to regulation. One question that arose was the extent to which the regulatory structure was itself a
function of the degree of sophistication of the financial system and that this might also be a factor in
the degree of penetration of insurance products. This linked in closely with the next paper by Subir
Sen which focussed on the efficiency of Indian insurance businesses. Sen noted that competition for
market share is the main driver of efficiency. He also suggested that opening foreign direct
investment (FDI) into Indian insurers would be likely to boost competition and efficiency. It is worth
noting that financial deepening in the developing world and how regulators should deal with this is a
key element of the ICFR’s research agenda.
The second session which focused on the shareholders’ perspective included three presentations.
Professor Martin Eling presented his study on market discipline versus rules-based regulation
amongst European insurers. He focused on a comparison between insurance companies in the UK
and Germany, where he found that the former exhibited a higher level of risk, compensation and
board independence in its market discipline structure, compared to a more control-based regime
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implemented in Germany. Closely related to this paper, Robert Kremslehner from the Vienna
University of Economics and Business presented a model which implied that under solvency
regulation the problem of risk shifting – where shareholders of insurance companies engage in
excessive risk taking at the expense of policyholders who, in turn, are less willing to pay for
insurance coverage – is reduced. However, he did conclude that very restrictive regulation may
backfire. Neil Cantle concluded this session with a presentation on measuring of risk appetite using
models which account for risk behaviour, as opposed to using traditional frameworks which tend to
ignore this type of behaviour.
The final session, looking at the management perspective, included a thought-provoking
presentation by Professor Stefano Marmi who illustrated a model in which derivatives could lead to
socially desirable outcomes. The model accounted for systemic risk and preference was given to a
collection of measures for this risk which included liquidity, leverage, interconnection, fragility,
losses, rather than having one single measure. Another paper, by Professor Paul Klumpes and his coauthor Nurhan Davutyan, considered the
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