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ERM: No Longer a Nice-to-Have continued

Ratings agencies such as  
S&P expect the industry to 
monitor their annual aggregate 
distributions and model 
multiple event scenarios (e.g. 
hurricanes and earthquakes).

Understanding the level of risk  
in each business – and also in  
the aggregate – means that 
companies can balance the need 
to maintain solvency with the 
imperative to deploy capital to the 
benefit of shareholders. Smarter 
decisions can be taken at both 
the tactical level, on issues like 
pricing, as well as the strategic 
level, on acquisitions and 
disposals, on expanding into  
new business lines and markets. 

This isn’t the end of the story. 
One benefit not often associated 
with ERM is its potential to offer 
relief from the burdens imposed 
by overlapping regulatory 
demands. A rapidly accreting 
layer of regulation has built up 
over recent years – much of it, 
like Sarbanes-Oxley (SOX), 
relating, in part, to internal 
controls. In the scramble to 
comply, institutions have often 
tackled new regulations on a 
project-by-project basis, leading 
to the creation of a series of risk 
and compliance ‘silos’. These 
silos use similar processes and 

4. procedures, and are often based 
on the same underlying data. 
Most firms will probably find that 
they have more than enough data 
to satisfy regulatory requirements 
– but they are also duplicating 
their compliance efforts, tying up 
time and resources which could 
be better-deployed elsewhere. 

The implementation of an ERM 
framework requires firms to map 
and measure their risks and the 
corresponding internal controls 
so that the information they 
generate can be used to support 
a range of risk management 
goals. Simultaneously, companies 
should aim to rationalize the 
compliance silos that surround 
these controls. For example, 
there is no need for the 
operational risk function in an IT 
department to be reviewing and 
monitoring controls governing 
systems changes and to then 
send in a SOX compliance team 
to replicate the task. 

The regulatory and rating agency 
imperative is already propelling 
ERM further up the insurance 
industry agenda – but it shouldn’t 
be seen as just another 
compliance exercise. With ERM, 
the sky is the limit and very few 
companies have yet to realize its 
full potential. 
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