Inside view

What you don't know can hurt you

David Spiller draws some time-worn lessons from
the subprime financial scandal.
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What do tainted toothpaste and the subprime mort-
gage market have in common? More than you
might think.

The poisonous substance found in toothpaste in
dozens of countries was not smuggled in under the
radar to sweeten the taste. It was right there, listed
alongside other ingredients on the label of the tube.
Hiding in plain sight, it escaped the notice of gov-
ernment inspectors and health authorities around
the world until it caught the eye of a 51-year-old
consumer in Panama, a government worker who
reviewed environmental reports and remembered

— to the retrocession market. The process very
much parallels the path of home mortgages.
One cannot help but recall the LMX spiral, when
there was a long chain from initial risk transfer to
ultimate risk holder. In that case, one risk taker's
North Atlantic hurricane risk was another's excess
of loss property exposure. No one realised how
fatally inbred it all was until a few catastrophic
events collapsed the house of cards.

Working in favour for today's reinsurance
world, the chain of risk assumption has shortened
significantly, with the retrocessional market play-
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when it killed or disabled dozens of his countrymen
who ingested it in cold syrup.

The discoverer, Eduardo Arias, told the New York
Times that the potentially fatal ingredient jumped
out so clearly on the label that he did not even have
to touch the toothpaste tube displayed at a local
discount store to read the words ‘diethylene glycol'.

This staggering breakdown in risk management
demonstrates the potentially lethal disconnect that
can occur along the chain of those packaging a risk
and those assuming it. This is especially true as the
chain stretches and risks are repackaged in some-
times unrecognisable ways. We see it when one
purchases a tube of seemingly-safe toothpaste...
or invests in securities unaware of the risky mort-
gages ticking within.

Of the billions of dollars in mortgage loans issued
by mortgage lenders or brokers before the housing
bubble burst, many were passed along to com-
mercial banks and securitised by investment banks

great lengths through modelling and analytics
to be aware of the risks they are assuming and
interconnections between them. In addition, the
use of parametric triggers in transferring risk to
reinsurers and/or capital markets greatly reduces
the uncertainty in the risk assumption process.

Reinsurers even seem to be dodging the fire
of subprime-related securities claims. Only time
will tell what the full brunt of these claims for
primary insurers will be but reinsurers can prob-
ably sleep easy. The directors’ and officers’ (D&0)
reinsurance market is a fraction of what it was
pre-Enron; the larger D&O carriers typically forgo
reinsurance altogether.

Do surprises lurk in the catastrophe bond mar-
ket? In fact, the catastrophe bond market could
be the big winner in the subprime crisis. This mar-
ket rose to the mainstream on the claim that its
risks are uncorrelated with the overall financial
market. It doesn't move with the global financial
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been revealed, it's not those closest to the risk, the
mortgage banks or lenders, feeling the worst sting.
Mortgage makers and servicers can recoup some
lost dollars charging fees in the foreclosure process.
Investors that lost big have no such consolation.
Could something like this subprime debacle
happen in reinsurance? In our business, risks are
laid off in succession, from insured, to insurer, to
reinsurer and — on rarer occasions these days
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point. (Of course, if subprime tumbles ultimately
trigger a worldwide financial crisis, sell off pres-
sures could encompass practically all risky assets,
including Cat bonds.)

All of this serves to underscore a fundamen-
tal premise of our business — of all businesses.
What you don't know can hurt you. As consumers
and as professionals, we must go into each trans-
action, with our eyes wide open.

reinsurance

Editorial

Editor

Mark Geoghegan
Reporter

Mairi MacDonald
Sub-editor
David Whittam
Art director
Nicky Brown

Group editor-in-chief
Anthony Gould

Editorial tel +44 (0) 20 7316 9653
Editorial fax +44 (020) 7316 9313
E-mail addresses
name.surname@incisivemedia.com

Advertisement sales

Publisher
Jonathan Trinder
Sales manager
Graeme Roche

Advertising tel +44 (0)20 7316 9811
Advertising fax +44 (0)20 7316 9257
name.surname@incisivemedia.com

Incisive Media

Managing director,
insurance division

Graham Harman

Group publishing director
Derek Peck

Marketing manager

Ro Osborne

Group production manager
Lorna Graham

Customer services

Tel (UK) +44 0870 240 8859
Tel (US) +1(212) 925 6990
E-mail cs@incisivemedia.co.uk

Subscription hotline
Tel +44 (0)20 8606 7516
Fax +44 (020) 8606 7303
Email sigs@wdis.co.uk

Annual subscriptions:

UK £255 Airmail Europe £275.40
(€413.10) Airmail RoW £293.25
($557.20). Remittances by cheque or
international money order to be sent

with order and made payable to Incisive
Financial Publishing Ltd. Overseas cheques
should be drawn in sterling.

Head office

Incisive RWG Ltd, Haymarket House,

28-29 Haymarket, London SW1Y 4RX

Tel +44 (0)20 7484 9700

US & Canada office

Incisive RWG Inc, 270 Lafayette Street,

Suite 700, New York, New York 10012, US

Tel +(212) 925 6990

Asia & Pacific office

Incisive RWG Ltd, Unit 2708, 27th Floor,

The Centre, 99 Queen's Road, Central,

Hong Kong, SAR China

Tel +(852) 2545 2710 o
B

Average net circulationPM

from 01/07/2005 to

30/06/2006: 9,298  [HieTENS_"s

publication

© Incisive Media

Investments Ltd

ISSN 0048-7171 Em

Reproduction: CTT, London
Printer: The Grange Press, JAN=]9
Southwick

Member of the Audit Bureau
of Circulations

Www.reinsurancemagazine.com




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (Europe ISO Coated FOGRA27)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket true
  /DefaultRenderingIntent /Default
  /DetectBlends false
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 550
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 2400
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.00000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /PDFX1a:2001
  ]
  /PDFX1aCheck true
  /PDFX3Check false
  /PDFXCompliantPDFOnly true
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox false
  /PDFXBleedBoxToTrimBoxOffset [
    0.30000
    0.30000
    0.30000
    0.30000
  ]
  /PDFXOutputIntentProfile (ISO Web Coated)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /ENU (Use these settings to create Adobe PDF documents created to the pass4press Version 7 guidelines.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides true
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks true
      /AddPageInfo true
      /AddRegMarks true
      /BleedOffset [
        8.503940
        8.503940
        8.503940
        8.503940
      ]
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName (Europe ISO Coated FOGRA27)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /ClipComplexRegions false
        /ConvertStrokesToOutlines false
        /ConvertTextToOutlines false
        /GradientResolution 600
        /LineArtTextResolution 2400
        /PresetName (p4p_v6_flattener)
        /PresetSelector /UseName
        /RasterVectorBalance 1
      >>
      /FormElements true
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 8.503940
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /UseName
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [651.969 898.583]
>> setpagedevice


