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Summary

Insurance companies are financial organizations that their core businesses are about dealing
with their clients’ risks, as well as their own risks in a daily basis. Namely, effective risk
management is the core business of insurance companies in order to preserve a satisfactory
financial performance and be able to survive after risk compensations. Even though the
concept of risk management has its’ roots in insurance companies, and the reason of existence
of insurance companies is undertaking, through insurance contracts, their clients’ risks with a
risk related premium in exchange, nevertheless, it is very interesting the fact that the global
financial crisis revealed that many of those companies had inefficient risk management

strategy that led them to bankruptcy.

The goal of this postgraduate dissertation is to examine how the global financial crisis
affected insurance companies globally and in Greece, and primarily to examine and to reveal
the vulnerabilities of insurance risk management strategies before and during the crisis that
led some insurance companies to fail to protect their profitability and their customers’ value
by going bankrupt. Furthermore, 106 questionnaires were collected from top executives in the
risk management sector, in order to be conducted an econometric analysis of the determinants
that define the level of effective risk management strategy of insurance companies in Greece.
For this purpose, was used the statistical package of social sciences (SPSS) and available

space on web server for developing the website questionnaire on Google Forms.

Keywords: insurance risk management, financial crisis, vulnerabilities, effective insurance

risk management, determinants, SPSS.



Iepidnyn

Ot aocpoMotikéc  etoupeieg  elvor  ypnUOTOMIOTOTIKOL  opyovicpoi mov ot Pacikég
EMYEPNUOTIKES TOVG OPACTNPLOTNTES QPOPOLY TNV JLYEIPION TOV KIVOHVOV TOV TEANTMOV
TOUG KOOMG Kol TOV OOV TOLg KWwoLvev o kadnuepiv Pdon. Zvykekpiuéva, m
QTOTELECUATIKY] SLOYEIPION TOV KIVOOVAOV givorl 1 BOCIKY| ETLYEPNUATIKY dPAGTNPLOTNTO TOV
OCQOAICTIK®OV  ETOLPELDV,  TPOKEWWEVOL — vo.  SWITNPNooLY UK IKOVOTOUNTIKN
YPNUOTOOIKOVOUIKT) amOd00T Kot vo, givan oe 0€on va emPidcovy petd amd amolnuadocelg
kivduvov. I[Tapdro mov 1 €vvora g draxeipiong Kivovvev xet Tig pileg TG 0TI AGPAAMGTIKES
etopeieg kot 0 AGyog VmOPENG TOV OGQPUAGTIKGOV ETOPEIDOV &lvar 1 avainym, HECH
OCQOAICTIK®OV GUUPACEDY, TOV KIVOOVOV TOV TEAATMOV TOLG UE OVTOAAOYUO OGOAMGTPO
aVTIGTOYO TOV AVAAAUPAVOUEVOD KIVODVOL, MGTAGO, EIVAL TOAD EVOLAPEPOV TO YEYOVOS OTL 1|
TAYKOGULOL YPNUATOTIGTOTIKY KPIon amokdAvye OTL TOAAEG amd avTég TS Tonpeieg eiyav

OVOTTOTELECLLATIKY] GTPOTNYIKT OloyEipIong KIvOUVAOV TOL TOVG 001YNGE GE TTMYEVOT).

2KOTAC AVTAG TNG LETOMTVUYLOKNG OIMAMUATIKNG Epyaciog etvat va e€eTdoel mdg N TaykOGHLO
YPNLOTOTICTMTIKY KPIoN EMNPEACE TIC ACPOUACTIKES eTAPEiEG TOYKOGUImG Kot 6TV EALGSQ
KOl TPOTIOTMOG VoL EEETAGEL KO VO OTOKOADWYEL TIC EVTADEIEC TOV GTPATNYIKOV dloyeiplong
OACQUALCTIKOD KIVOUVOL, TPV KOl KATO TN OdpKelD TG KPiong, MOV 0ONYNOE OPIGUEVEG
AGPOAMOTIKEG £TOLPELEG VO OTOTHYOVV VO TPOGTATEYOLV TNV KEPOOPOPia TOvG Kot TV a&ia
TOV TEAATOV TOVG Tnyaivovtag o€ Ttoyevon. Emmiéov, cuidéynkav 106 epotnuatordyla
and Kopvaio oteAéyn otov TOopEn dwayeiplong Kvdvvev, mpokepévoyr va deaybel o
OIKOVOUETPIKY] OVOALGT TV TPOGOIOPIGTIKAOV Topayovimv mov Kabopilovv 10 eminedo g
QMOTEAECUATIKNG OTPATNYIKNG Olayelplong Kwdhvemv TOV OCQOACTIKOV ETOPEUDY GTNV
EALGSa. T 10 6K0mo a0To, YPNCLOTOONKE TO GTATIOTIKO TOKETO KOWMVIK®OV EMIOTIULOV
(SPSS) xou dwbéoyog ydpog ce web server ywoo TV OVOTTLEN TNG OTOGEAIDOG TOV

epoTNHOTOA0YioV 0TI POpueg Google.

Aégeic KAewdud: dayelplon ACEOAICTIKOD KIVOUVOV, YPNUATOTICTMOTIKY Kpior, eumdBeleg,

OTOTEAECLATIKTY SLEIPIOT AGPOMOTIKOD KIVODVOL, TPOGO0ploTiKol Ttapdyovtec, SPSS.
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Introduction

It is a fact that the financial crisis has had an obvious impact on insurance companies, mostly
through their investment portfolios. Additionally, exposures to market and credit risks have
been unveiled, including in financial security insurance companies and financial groups that
are insurance prevailed as well. While insurance companies haven’t actually reinforced the
downward pressures, it is clear that some of them have added to pressures downwards. It is
not surprising the fact that many insurance organizations have been affected by the financial
crisis since at the heart of difficulties were the financial instruments that served insurance

functions (Schich, 2009).

Valuation and rating pressures had a very significant impact in the case of insurance
enterprises especially those that were involved with investment banks. The repercussions
caused by these pressures amplified the downward pressures in financial markets during the
crisis. The financial security insurance sector provided a notorious example, where the
downgrading of the different entities that operated through this sector caused multiple
downward pressures on valuations of the securities that were enwrapped by these entities and

also were part of the portfolios of other financial organizations (Ibid.).

The above can easily be understood through the example of AIG (American International
Group) which was considered as the biggest insurance company in the world. Indeed, it was
an extremely complex financial group that was consisted of 70 insurance companies based in
US, and of another 170 financial service companies. The company had a wide role in financial
markets and had created complex interconnections mostly through lending securities and
credit default swaps. That is the reason that AIG was important systemically, because was
significant counterparty to banks that were systemically important. The company’s complex

structure prevented the relevant stakeholders to perceive the risks that had to be dealt with.
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The AIG’s example could help somebody to understand the problems that arise in complex
financial organizations when some parties pursue activities that are different, with risk
profiles that are different as well. Also some parts in these complex organizations could
benefit from increased capital through members of the organization that are less risky (Schich,

2009).

The AIG case and many other cases of insurance companies that collapsed, have highlighted
the solution of effective risk management as a very important function of any business in
order to sustain during crises. Insurance companies, that are the leaders in dealing with risks,
must understand their vulnerabilities and subsequently should evolve their risk management
strategy (factors, techniques and tools of success), in order to be effective, and as such, to

ensure their viability.

An effective insurance risk management strategy which in all kind of enterprises should
include the theoretical steps of establishing the context, identifying risks, analyzing,
assessing, evaluating, treating, monitoring and communicating risks, could bring many
benefits to an insurance company. Some of these benefits include improvement in decision
making, effective allocation of resources by reducing costly and unexpected activities,
improvement in communication and information providing to senior management and

stakeholders, and also improvement of financial performance (Kokobe & Gemechu, 2016).

The goal of this dissertation is to examine how the global financial crisis affected insurance
companies globally and in Greece, and primarily to examine and to reveal the vulnerabilities
of insurance risk management strategies before and during the crisis that led some insurance
companies to fail to protect their profitability and their customers’ value by going bankrupt.
Subsequently, the most significant factors that define an effective insurance risk management
strategy will be highlighted, and an econometric analysis of the determinants that define the
level of effective risk management strategy of insurance companies in Greece will be

conducted.



Thesis Structure

The postgraduate dissertation consists of eight chapters. At the first chapter, a risk
management overview is given (definition, theoretical framework). At the second chapter, it is
examined how the financial crisis affected the world insurance industry, while the third
chapter examines the consequences in the Greek insurance industry. At the fourth chapter,
there is description of insurance risk management tools, practices and techniques before,
during and after the financial crisis. The fifth chapter examines the improvements that can be
made and the factors that define an effective insurance risk management strategy. At the sixth
chapter, the research methodology is presented, and at the seventh chapter there is the detailed
presentation of the empirical findings in accordance with the corresponding bibliography.
Description of conclusions and suggestions are given at the eighth chapter. The appendix has
two parts: at the first, there are additional statistical data from Google forms, and at the
second, there is the questionnaire form that was used for the collection of answers of the
insurance risk executives. Lastly, there are the references to articles, books and electronic

sources.



Chapter 1

Risk Management Overview

This chapter refers to the theoretical context of risk management encompassing the basics of

risk management, definitions and the general framework and procedures.

1.1 Definition and Nature of Risks

One of the many definitions of risk is that risk is “the effect of uncertainty on objectives”
according to the ISO 31000 guide 73. The effect of uncertainty could be negative, positive or
an aberration from the anticipated result, while risk is described by a consequence, an event or
a variation in occasions. The objectives, even when they are fully understood and stated, they
have to be challenged and the requirements on which they are based should be tested through

the process of risk management.

Risks that are correlated with the daily operations and routine of an organization are called
operational risks, while tactical risks are those that are related with the organization’s
intentions regarding achievement of change. Product developments, mergers, all kinds of
projects and acquisitions are typical examples of tactical risks. Additionally, there are the
risks that are connected with the strategic planning of an organization and its’ long-term

goals, whose time horizon ranges from three, five to more years (AIRMIC, et al., 2009).

Therefore, insurance companies can be affected by risks in the short, medium and long term,

and the fact that their core business is about dealing with their clients and their own risks in a



daily basis, is the distinctive element that makes effective risk management imperative, in

order to avoid collapse (Kokobe & Gemechu, 2016).

1.2 Effective Risk Management

The effective risk management is desired by all businesses. The strategic management of any
business, has or should have risk management as its’ central part. Risk management is the
procedure where companies address the risks that are related with their operations. In order to
be successful, risk management should be commensurate to the addressed risks by the
business. Furthermore, risk management should be aligned with other business operations,
comprehensive regarding its objectives, embedded into daily operations and dynamic and

responsive to change (AIRMIC, et al., 2009).

Risk management focuses on the assessment of important risks and the accomplishment of
proper responses to risks. The purpose is to achieve upmost sustainable value from all the
operations of the organization. Risk management boosts the understanding of the contingent
upside and downside of the variables that can have an impact on an organization. It enhances
the possibility of achievement and lessens the possibility of failure and the degree of

uncertainty connected with achieving the organization’s objectives (Ibid.).

1.2.1 The Risk Management General Framework and Risk Management Process

A general framework for the implementation of risk management is provided in figure 1.
Mandate and commitment from the organization, in terms of developing a risk aware culture,
is prerequisite for the existence of a risk management framework. Components that are
necessary for the development of that risk culture, are the suitable risk architecture (roles,
responsibilities, reporting structure), the protocols (risk guidelines, rules, procedures,
techniques and tools) and the organizational policy (philosophy, strategy, attitudes and risk
appetite). After implementing risk management, follows the feedback stage (monitor and

review framework) in order the necessary improvements to be made (AIRMIC, et al., 2009).



* Organization and its context
* Risk Management Policy
* Embedding Risk Management

* Implement Framework
* Implement RM Process

The Framework

Figure 1: The ISO 31000 risk management framework (source: modified from AIRMIC,
ALARM, & IRM, 2009, p. 8)

More analytically, the risk management process is illustrated in figure 2 where the risk
assessment includes risk identification, risk analysis and risk evaluation. On the other hand,
risk treatment is one of the other key stages of the process that comes after the assessment,
and involves tolerance of the risk, risk treatment, transfer and risk termination (AIRMIC, et

al., 2009).

e Communication and consultation

Communication and consultation seek to spot who should be implicated in the assessment of
risk, including identification, analysis and evaluation and who will deal with the treatment,
monitoring and reviewing of risk. Those people should realize the foundation of decision-

making and the reason that specific actions have to be taken (Zealand, 2004).
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Figure 2: The ISO 31000:2009 risk management process (source: modified from AIRMIC,
ALARM, & IRM, 2009, p. 9)

e FEstablish the context

By establishing the context, the business identifies the factors to be taken into consideration
when managing risk, and sets the criteria of risks and the purpose of the remaining process.
Namely, the identification of the internal and external environment of the organization
(internal and external context), in which the company aims to achieve its goals, is one of the
components of the establishing context procedure. Another component is the definition of the
risk management context, which involves the objectives, the parameters and the parts of the

business where the risk management process is applied or should be applied (Zealand, 2004).

e Risk identification
Risk identification verifies the exposure of the company to uncertainty and risk. This demands
an inward knowledge of the enterprise, the market in which it conducts business, the social,

the political, the legal and cultural environment in which it operates, and also an

7



understanding of the strategic and operational goals. This will include understanding of the
factors that determine success and the threats and market opportunities. It is necessary to be
approached in a systematic way to make sure that all value-adding operations within the
enterprise have been estimated and all the risks emerging from these operations defined

(AIRMIC, et al., 2009).

e Risk analysis
The outcome of the risk analysis (impact of the risk event and probability of happening) can
be used to create a risk profile that provides a rating of importance to each risk and gives a
mean for prioritizing risk treatment actions. This ranks the comparative importance of each
acknowledged risk. This procedure allows the risks to be located to the business part affected,
depicts the primary control methods in place and points out where investments in controls
should be increased, reduced or reapportioned. Risk analysis supports the effectiveness of

organization’s operations by recognizing those risks that need attention by management

(Ibid.).

e Risk evaluation
Before calculating the probability, definition of risk tolerance should take place. Each
business determines its “risk appetite”, namely the level of risk that they are eager to take.
Risk evaluation is significant for making sense in certain situations and offers adequate
information for decision making regarding tolerance or treatment of risks (Vrijling, et al.,

1995).

e Risk treatment
Risk treatment according to ISO 31000 is the activity of choosing and implementing the
suitable control measures to curb the risk. Risk treatment involves as its major component,
risk control/mitigation, but also involves risk transfer, risk avoidance, risk financing, etc. The
role of risk treatment is to provide efficient inside controls. Effectiveness of inside control is
the level to which the risk will either be terminated or decreased by the proposed control
mechanisms. The cost effectiveness of inside control is related to the cost of putting into
action the control, in comparison with the benefits related to the risk reduction (AIRMIC, et

al., 2009).

Risk assessment is a vitally significant component of the risk management process. In order to

succeed a comprehensive risk management strategy, an organization needs to carry out proper
8



and efficient risk assessments. Some of the most important risk assessment techniques are
workshops and brainstorming, audits and inspections, checklists and questionnaires,
dependency analysis and flowcharts, FMEA (Failure Modes Effects Analysis), HAZOP
(Hazard and Operability studies), PESTLE (Political, Economic, Social, Technological,
Legal, Environmental analyses) and SWOT (Strengths, Weaknesses, Opportunities, Threats)
analyses (Ibid.).

e Monitoring and review
Monitoring and review is a vital and integral gear in the risk management process. One
example is that monitoring ensures that risk priorities cope with the changing environment.
Also, monitoring makes sure that the risk management process is efficient both in theoretical

plan and in operation (Zealand, 2004).

1.2.2 Effective Insurance Risk Management

Regarding the insurance industry, and since the great financial crisis of 2008 highlighted the
importance of an effective risk management strategy for the companies’ sustainability,
solvency II is a regulatory driver that came to emphasize the necessity of the effective

insurance risk capability.

In order insurance assessments to be effective and comply with the Solvency II requirements
for effective risk management frameworks (figure 3), there are some issues that need to be

addressed:

At first, effectiveness of insurance assessments depends on the degree to which the different
components of an Enterprise Risk Management (ERM) framework, are performed and
designed to make better the transparency, the confidence, the decision making and control

(Ernst & Young, 2011).

Secondly, the framework becomes more effective, the more effective or of higher degree the
skills, value and motivation of individuals (who operate the framework) are, so as to be

ensured the efficient risk taking, the influence, the challenge and the change (Ibid.).



Risk management can be improved by the degree of embeddedness of the above in operations
of insurance companies, by supporting stronger decision making, better training for future

uncertainty, robust business performance and enhanced risk adjusted return (Ernst & Young,

2011).

ERM framework components Impact on husiness People operating/nfluencing the
activities framework
|_I'-.?r.'4_ | !;h::'-.?tn.ta_ru::e Underwiting
arrangemants Claims management Board
Cortrads g . [ o
Decizion =nd planning support HR 1#Line of i Lineof % Lineof
Defenss Diefenss Oiefenss
Asspssment . ik Tax Buziness units, || Risk wanagen ant | | itemal Audit
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Transparency Cortral  Improwed rick ad justed retum Rizk taking Achisving change
v Praparation for further
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Figure 3: Effectiveness of insurance risk management (source: Ernst & Young, 2011. Measuring
up Effective Risk Management in Insurance Companies, s.l.: EY GM Limited, p.2)

It is interesting the fact that while Solvency II calls for risk management frameworks to be
efficient, many Solvency II readiness plans are only actually dealing with the design and
accomplishment of components and so, many insurers are not yet preparing to assess or

guarantee effectiveness as part of their readiness plans (Ernst & Young, 2011).
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Compliance with Solvency II requirements regarding risk management is a significant step
towards viability of insurance companies, since this driver came up as a general insurance

response to the financial crisis’ negative impact on insurance businesses.

11



Chapter 2

Impact of the Financial Crisis on

the World Insurance Industry

The financial crisis launched by the US and quickly spread to Europe and the rest of the world
has led to a sharp decline in prices real estate in the US. With regard to the causes, it should
be mentioned that before the crisis, had a period of rapid credit expansion and low borrowing
rates. Also during the same period, was observed the use of financial products whose
composition was characterized by opacity and poor evaluation, while it also contributed to the
fact that banks grew in size and interdependence (Association of Insurance Companies of

Greece, 2011).

The crisis has adversely affected asset prices and credit expansion mainly in countries with

developed financial sectors services, construction and export activities.

After the crisis, recession, unemployment and liquidity problems arose, resulting in many

insurance companies to face serious problems and some of them to fail (diagram 1) (Ibid.).

12
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Diagram 1: Equity indices (source: Swiss Re, 2010. Global Financial Crisis and the Impact on the
Insurance Industry, Mumbai, India: Swiss Re, p. 8)

Furthermore, due to declining demand for unit-linked products as the main reason, the
premium income in life insurance decreased in 2008-2009 (diagram 2), and globally, life

insurers stated sharp falls in solvency and capital (diagram 3) (Swiss Re, 2010).

14%

10%

E%

2%

-2%

-B%

1991 1993 1995 1997 1999 2001 2003 Z005 ZOO7 2009

M Non-life M Life

Diagram 2: Global non-life and life real premium growth (source: Swiss Re, 2010. Global
Financial Crisis and the Impact on the Insurance Industry, Mumbai, India: Swiss Re, p. 9)
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Diagram 3: Sharp declining of solvency in life insurance (source: Swiss Re, 2010. Global

Financial Crisis and the Impact on the Insurance Industry, Mumbai, India: Swiss Re, p. 10)

On the other hand, in non-life insurance, profitability was higher due to better investment

results (diagram 4).
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Diagram 4: Non-life market performance (source: Swiss Re, 2010. Global Financial Crisis and

the Impact on the Insurance Industry, Mumbai, India: Swiss Re, p.

11)
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As long as it takes the contortions in total reinsurance capital, the investment losses were
caused by the losses from bonds or credits of financial institutions and variation in the interest
rate of fixed-income securities. Some reinsurers experienced loss that came from the bonds
indexed to mortgage market and from the tools such as non-market credit default trades.
Moreover, one other party with other European businesses effected from the declines in stock

exchange because of the equity of their portfolio (SCHMIDT, 2008).

Regarding the impact of financial crisis in the European insurance market, it was noticed that
premium sharply decreased in 2008 and that it was stabilized in 2009. Life insurance
premiums were declined in 2008 while Non-life premium declined in 2009. Particularly,
motor insurance premium reduced for two consecutive years, 2008 and 2009. In Life
insurance, Premium per capita of 2008 went back to 2005 level while the analogous value in
Non-life didn’t changed significantly (diagram 5) (Association of Insurance Companies of

Greece, 2011).
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Diagram S: EU-27, premium per capita (source: Association of Insurance Companies of Greece ,
2011. Economic Crisis and Recession: the Impact on Insurance Companies, Athens: Association of
Insurance Companies of Greece, p. 30)

More specifically, the largest segment of non-life insurance, car insurance was also affected

and decreased by 3.8%. The car industry has experienced a decline to € 114 billion in 2009
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from € 121 billion in 2007 (diagram 6). At constant exchange rate, this decrease corresponds
to an annual decrease of its order3.1%. This trend reflects the combined effect of intense
market competition and the impact of the economic downturn. According to the European
Union Automobile Manufacturers, new rankings fell by 6% in 2009, after a decrease of 8% in
2008 and a 2% increase in 2007. The largest reductions were found in Spain, Poland and

Portugal (Association of Insurance Companies of Greece, 2011).
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Diagram 6: EU-27, production in car premiums in billions (euros) (source: Association of
Insurance Companies of Greece , 2011. Economic Crisis and Recession: the Impact on Insurance
Companies, Athens: Association of Insurance Companies of Greece, p. 15)

In particular, for life, economic growth has benefited life insurance Results up to 2007. The
slowdown in growth of GDP in 2008 (1.2% increase in 2008 compared to 5.8% increase in
2007) led to great industry fall. Thus, while per capita production of life was € 1,479 in 2007
decreased to € 1,225 in 2008 (diagram 5).

Non-life insurance has seen an increase in production since 2005 (€ 718 average per capita
premium) by 2007 (€ 790) followed by small ones size reductions in 2008 and 2009 (€ 776)
(diagram 5) (Ibid.).

In line with the previous indicators, in the EU-27, the proportion of output premiums to GDP

was 8.7% in 2005 and rose to 9.1% in 2007. However, dropped to 8.0% in 2008. As the loss
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insurance premium ratio remained relatively stable from 2005 to 2009, between 3.1 and 3.3%,
with the exception of the slight increase seen from 2005 to 2006, the cause of the changes was

in the life sector (diagram 6) (Association of Insurance Companies of Greece, 2011).
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Diagram 7: Production of premiums to GDP (source: Association of Insurance Companies of
Greece , 2011. Economic Crisis and Recession: the Impact on Insurance Companies, Athens:
Association of Insurance Companies of Greece, p. 15)
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Chapter 3

Impact of the Financial Crisis on

the Greek Insurance Industry

The financial crisis and the economic recession that followed had negative effects on money

and capital markets. Some markets have been proven more sensitive to negative stimuli as a

result of different levels of exposure to business risks. From this point of view it is interesting

to examine the correlation of the economic downturn which followed the financial crisis, with

the work of the Private Insurance industry (Association of Insurance Companies of Greece,

2011).

Via monitoring the evolution of production insurance premiums, it is unveiled that Life

insurance which rapidly grew before 2007 (17,5% in 2006 and 8,3% in 2007) has been proven

more sensitive with a small decline in production in 2008 (1%) and stabilization in 2009

(0,5%) (diagram 8) (Ibid.).
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Diagram 8: Production of Life Insurance (source: AICG , 2011,p. 20)
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On the contrary, Non-life insurance continued growing at a pace of 4-8% without being
influenced by the environment (diagram 9), while paid claims recorded small increases over
the next two years particularly because of the motor insurance premium growth (diagram 10)

(Association of Insurance Companies of Greece, 2011).
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Diagram 9: Production of Non-life Insurance (source: Association of Insurance Companies of
Greece , 2011. Economic Crisis and Recession: the Impact on Insurance Companies, Athens:
Association of Insurance Companies of Greece, p. 20)
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Diagram 10: Vehicles Liability (source: Association of Insurance Companies of Greece , 2011.
Economic Crisis and Recession: the Impact on Insurance Companies, Athens: Association of
Insurance Companies of Greece, p. 21)

At the same time, there was a considerable decline to the most important financial figures of
insurance companies, such as Assets, Equity and Profit (before taxes). Specifically over the
years from 2005 up to 2009, with the exception of 2008, significant increases have been
observed in the total Assets of Insurance companies (diagram 11) (Ibid.).
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Diagram 11: Assets (source: Association of Insurance Companies of Greece , 2011. Economic
Crisis and Recession: the Impact on Insurance Companies, Athens: Association of Insurance
Companies of Greece, p. 24)

Instead, Equity has been highly volatile. While up to 2007 were increased or remained stable,
in 2008 they experienced a significant decrease which was partly offset by the increase in

2009 (diagram 12) (Association of Insurance Companies of Greece, 2011).
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Diagram 12: Equity (source: Association of Insurance Companies of Greece , 2011. Economic
Crisis and Recession: the Impact on Insurance Companies, Athens: Association of Insurance
Companies of Greece, p. 24)

Profits (before taxes) of insurance companies revealed a high correlation with the dynamics of
the economic environment. The years that preceded the financial crisis, insurance firms
recorded total profits of more than 100 million € per year, but in 2008, insurance companies
recorded total losses (before taxes) of 492 million €. Subsequently in 2009, they returned to
profitability (diagram 13) (Ibid.).
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Diagram 13: Profits (before taxes) (source: Association of Insurance Companies of Greece ,
2011. Economic Crisis and Recession: the Impact on Insurance Companies, Athens: Association of
Insurance Companies of Greece, p. 25)

Similar behavior it is also recorded by the depiction of the most important insurance
indicators such as insurance penetration, performance and efficiency, with a sharp downturn

in 2008 and a rebound in 2009, but to levels below the pre-crisis period.

More specifically the insurance penetration, meaning the proportion of premiums to the Gross
Domestic Product (GDP), had a slightly upward trend from 2.2% of GDP 2005 to 2.3% in
2009. There was a slight decline in 2008, with a parallel retreating slightly below 2.2% of
GDP (diagram 14) (Association of Insurance Companies of Greece, 2011).
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Diagram 14: Insurance Penetration (source: Association of Insurance Companies of Greece ,
2011. Economic Crisis and Recession: the Impact on Insurance Companies, Athens: Association of
Insurance Companies of Greece, p. 26)

Overall, in 2009 the returns of insurance companies came back to around before 2008 levels.

Prior to 2008, the Return on Assets (RoA) was close to 1% and after falling to -3.5% in 2008,
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it returned to 0.7% in 2009. Likewise, the Return of Equity (RoE) was positive prior to 2008,
and in fact it had reached 8,5% in 2006. But during 2008 it fell to 31,3% but returned to 6,1%

in 2009 (diagram 15) (Ibid.).
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Diagram 15: RoE and RoA (source: Association of Insurance Companies of Greece , 2011.
Economic Crisis and Recession: the Impact on Insurance Companies, Athens: Association of
Insurance Companies of Greece, p. 27)

In the years 2005 to 2007, insurance companies operated by enjoying a profit margin (before
taxes) ranging from 2% to 4%. In 2008, this size was negative and reached -9.4%, while in
2009 insurance companies managed to restore the size to a positive price (1.9%), but to a
lower level than in previous year (diagram 16) (Association of Insurance Companies of

Greece, 2011).
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Diagram 16: Profit Margin (source: Association of Insurance Companies of Greece , 2011.
Economic Crisis and Recession: the Impact on Insurance Companies, Athens: Association of
Insurance Companies of Greece, p. 27)
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Consequently it can be said that practically as long as the rates of change in GDP remain
negative (recessionary phase), the growth rates of the insurance market will remain low or
even negative. It is obvious that premium production has followed the annual GDP cycle with
a two-quarter delay time in the rise and a quarter in the fall (Ibid.). Finally it should be stated
that the positive chart slope of the trend line of the evolution of premium production suggests
that when the economy rebounds, then it is likely to push the insurance market to growth rates

such as those observed between the first quarter of 2007 and the third quarter of 2008.
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Chapter 4

Insurance Risk Management
Tools, Practices and Techniques
Before, During and After the

Financial Crisis

This chapter provides a short overview of the insurance risk management tools, practices and
techniques that are in use and focuses on how a risk manager should be prepared; before,

during and after a financial crisis.

4.1 Insurance Risk Management Tools, Practices and

Techniques

The 21st century has seen great efforts to risk management. Insurers should measure the
various types of risks they are exposed to and create ways of effectively managing them. They
should also accept and manage at firm level, only those risks that are uniquely a part of their
services, thus reducing their risk exposure. Risk management is a practicable economic reason
why firm managers, might concern themselves with both the expected profit and the
distribution of firm returns around their expected value, hence providing a basis for aligning
firm objective functions in order to avoid risk. Proper risk management is important in the

daily operations of any insurance company to avoid financial losses and bankruptcy. In short,
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preventing losses through defensive measures is a key element in reducing risks and

consequently, a key driver of profitability (Kokobe & Gemechu, 2016).

Insurance companies use various techniques for managing risks. A company with any degree
of risk exposure would develop a methodology that clearly indicates its approach to risk
management techniques. Techniques used to manage risks include: loss prevention and

control, loss financing, and risk avoidance (Ibid.).

4.1.1 Loss Prevention and Control

Loss prevention refers to the measures that reduce the occurrence of a certain loss, for
example: measures that reduce truck accidents and strict enforcement of safety rules. To
prevent or to minimize the chance of loss, insurance companies generally advise their clients
that some preventive measures should be taken and the instillation of good housekeeping
habits in their employees, such as not smoking on the premises or smoking only in designated
areas, is needed. These advisory services are either for free or are considered as value added
service with the insurance package. An experienced insurer also advises on the precautionary
measures that could be installed in the client’s building and states that certain measures could
be put in place that reduce the severity of a loss, after it has occurred. Examples include:
Installation of an automatic sprinkler system that promptly extinguishes fire and segregation
of exposure units, so that a single loss cannot simultaneously damage all exposure units such
as having warehouse with inventories at different locations. Therefore, good loss prevention
and control practices are thought to enhance insurers’ performance (Kokobe & Gemechu,

2016).

4.1.2 Loss Financing
Loss Financing is primarily dealing with ensuring the availability of funds, in the event of
losses. This is a broad category that involves risk retention, risk transfer and diversification,

as measures of loss financing.

Risk Retention is the act of keeping the possibility of loss with no attempt to transfer that loss

to another party. Te method is appropriate when the risks of loss or the loss exposure is either
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too small with little impact or too great to be able to do anything with it. Risk retention is
regarded as self-insurance. In insurance companies, retention is used with other risk
management techniques. For example, most insurance policies include a deductible so that the

insured retains a portion of the loss (Ibid.).

Risk Transfer is the technique that insurance companies use to transfer the exposure of a loss
to another person or entity which is able to bear the loss. Insurance companies, usually
transfer risks through insurance and reinsurance diversification and hedging. A risk transfer
involves causing another party to accept the risk. Reinsurance technique is used by an insurer
to retain a bearable part and transfers the remaining part of the risk to the reinsurer who
indemnifies him. By using a reinsurance technique, insurance companies can allocate risks to
those parties who are most appropriate to bear them. This can reduce losses of the original

insurer and therefore improve his financial performance (Kokobe & Gemechu, 2016).

Diversification is the technique that is used in spreading or diffusing risk exposures. It is a
common technique of risk management that seeks to lower risk by combining exposures that
are not related (not correlated) to one another. Diversification has got its foundation in capital
markets portfolio theory which demonstrates how diversification permits the investors who

averse to taking risk create portfolios that optimize various levels of risk and return (Ibid.).

4.1.3 Risk Avoidance

Risk Avoidance means that a certain loss exposure is never acquired or an existing loss
exposure is abandoned. It is a technique, which implies that the chance of loss is reduced to
zero because the loss exposure is never acquired. Insurance companies apply a system of
policies and strategies in order to avoid the risk of bankruptcy provided their resources are
applied effectively. They can also avoid risks by selling small policies instead of complete
ones. Many insurance policies, although surprisingly popular should be avoided because they
tend to be very profitable to the insurance companies but they lead to losses, especially when
claims by clients build up. Such policies include; burial, children’s life, disability and single
disease such as cancer. But avoidance has two major disadvantages: the insurance company
may not be able to avoid all the risks and it may not be practical to avoid all the losses.
Therefore, avoidance may seem the answer to all risks, but avoiding risks also means losing

out on the potential to profit from accepting (retaining) the risk. Not entering a business to
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avoid the risk of loss, also avoids the possibility of earning profits (Kokobe & Gemechu,

2016).

4.2 Before the Crisis

Risk management can add value within insurance companies during “normal times”. It begins
with risk underwriting and ends with communication. More specifically, risk management

adds value within an insurance firm in four critical areas.

4.2.1 Appropriate Risk Identification, Underwriting and Managing

Some firms may put a higher emphasis on risk reporting systems and complex metrics. The
reality is that no amount of risk dashboards or risk-adjusted metrics will correct the
performance drag of a poorly underwritten or positioned portfolio. As such, the most
important question for Chief Risk Officers (CROs) to answer is whether the organization is

doing “good business”, day-in and day-out, every single day (Wilson, 2013).

4.2.2 Transparency of the Risk Profile of the Insurance Company
Unfortunately, solid underwriting is not enough. It is of paramount importance to ensure that
each insurance policy is appropriately structured and underwritten. But even so, that does not
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necessarily guarantee that the resulting portfolio of policies is “appropriate” or within

delegated authorities for the firm (Ibid.).

4.2.3 Consistency of the Delegated Authorities with a Well Defined Risk Strategy

There is a relationship between the amount of risk that one takes and the amount that one
expects to earn. However, the cumulative risks that a firm can take, will ultimately be
constrained by the amount of capital that are available and the appetite to leverage that
capital. An equally fundamental strategic decision defines which businesses to be in and
which risks to accept in the first place, with risk naturally playing an important role, given
how insurance companies create value by absorbing, managing and intermediating risk

(Wilson, 2013).
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4.2.4 Effective Communication Policy

If the company is solid, an effective risk communication will support a higher firm value.
First, it will increases the confidence of rating agencies, regulators and, ultimately, customers,
leading to lower capital requirements and higher RoEs. Secondly, it can insulate the firm from
the deleterious valuation impact of “unexpected” earnings surprises. If everyone understands
what businesses they are in and how the company creates value by taking risk, then no one
should be surprised by the results, should the risks occasionally materialize (so long as they

remain proportionate with the strategy) (Ibid.).

4.3 During the Crisis

During times of crisis the importance of scenario analysis and contingency planning increases
dramatically. This is due to the rapidly unfolding events, increased uncertainty and a

significant possibility of severe losses.

4.3.1 Scenario and Impact Analysis in a Crisis

Scenario and impact analysis plays a key role in preparing for a crisis. The first step is to
understand and quantify what might happen. Scenario and impact analysis is a structured
approach for characterizing complex, interconnected events and analyzing their impact.
Scenario analysis proceeds in two generic steps. First, gather and prepare a cross-functional,

experienced group of people to discuss and develop the scenarios (Wilson, 2013).

After the production of the scenarios, more specific and detailed steps in the scenario tree
should be defined in order to facilitate their elaboration into the usual but trustworthy
methodology of “best case”, “baseline” and “worst case” scenario. At this stage it is important
to consider not only the direct effects but also the potential for contagion that is likely to occur
during periods of systemic stress. It is possible that there may be limited historical evidence to
draw upon. In this case the process needs to be based more on judgment rather than direct

statistical analysis (Ibid).
The second step is analyzing the multi-dimensional impact of the produced three scenarios,

based on the insurance company’s portfolio and business practices. This is also a process that

is primarily based on the team’s judgment (Wilson, 2013).
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Finally it should be mentioned that a good scenario analysis is necessary, but not sufficient, to
effectively steer the firm through the crisis. It is more important to take the right decisions and
to execute them consequently. Too often this seems to be forgotten, thus leading to more

focus on the analysis and less on the management’s actions (Ibid).

4.3.2 Decision Making Process during a Crisis
In contrast to scenario and impact analysis, which typically requires objective, hard and
quantitative discipline, taking and executing difficult decisions especially during crisis time,

is where softer, biased and more qualitative issues may arise.

By definition, crises are times of significant uncertainty; taking large bets or placing the bar
too high during such periods is not the appropriate way of doing business. It may lead to great
rewards, but it can also lead to ruin. In normal times, it is right to take decisions having in
mind the “baseline” scenario, a proper way of thinking, when the worst case scenario seems
distant. Unfortunately, during times of crisis the “worst case” scenario becomes more likely
and therefore impossible to ignore. In such circumstances, taking decisions based solely on
the base case would be wrong — some degree of risk aversion should be incorporated into the
decision making process. It is also crucial for the company, to take some kind of immediate

action even if it is an action that is unpopular (Wilson, 2013).

Another measure that the company could take in order to protect itself is to start drafting a
contingency plan to prepare the firm to act when required. Because of the accelerated time
frame and high uncertainty, opportunities come and go rapidly, potentially leaving the miss-
prepared behind. Preparing the company to act is critical and contingency planning can help

by ensuring that the appropriate sense of urgency and consensus is built beforehand (Ibid).

Some other steps that a company should prepare during turbulence times are setting up a crisis
response team that meets regularly, so that employees know who to contact that can respond
quickly to an evolving situation. Assigning clear responsibility to execute the actions that are
prescribed in a contingency plan is imperative. Finally training for and testing the contingency
plan, even unexpectedly, to ensure that the mandated actions become second nature (Wilson,

2013).
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4.4 After the Crisis

Although it is uncertain how any crisis will ultimately turn out and exactly what status the
insurance company will find itself, looking forward to getting back to “business as usual” is
not the proper way. Normal time’s practices will need to be adapted and plans must be
revised. Insurance firms have the responsibility to maintain underwriting discipline, even in
the face of irrational exuberance, and to run a balanced portfolio, even in the face of an
expanded market. “It is how the company chooses to participate in the “bull” markets that

may very well determine the company’s fate during the following “bear” market” (Wilson,
2013).
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Chapter S

Improvements in the Tools,
Practices and Techniques and
Factors that Define an Effective
Insurance Risk Management

Strategy

This chapter presents some improvements that can be made on the risk management tools,
practices and techniques and the factors that define an effective insurance risk management
strategy.

5.1 Improvements

Moving from the theoretical context of the previous chapter to the real life impact, Chief Risk
Officers (CRO’s) should confront the arisen issues correctly and execute their decisions
consequently. Doing so requires organizational capabilities spanning the multiple dimensions

of an Enterprise Risk Management (ERM) framework, including:

e Adequate systems, including having access to high quality, granular data in order to

support risk and limit controlling, as well as underwriting activities.
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e Analytical approaches for the accurate characterization, evaluation and aggregation of
risk and risk adjusted performance, including for example risk evaluation or scoring, risk

adjusted pricing or performance measurement, risk capital.

e Integration of risk into the key decision processes, including, eg the strategic planning
process, the asset/liability management process, the underwriting process, risk identification

and assessment processes.

e An adequate governance structure, supported by aligned incentives and a pervasive
risk culture, with the required checks and balances supporting the common objective of doing

good business every day (Wilson, 2013).

Ultimately, in the context of crisis management are the risk identification and management
processes, important elements of any ERM framework. These processes, often based on
scenario analysis and stress testing, are designed to identify, evaluate and quantify risks,
leading to both direct actions and contingency or recovery plans to build institutional

resilience. They usually are:

e Top Risk Assessment (TRA).
A structured process leveraging cross-functional personnel in identifying and managing the

combined scenarios, that constitute the greatest threat, to the company’s survival.

e Emerging Risk Assessment (ERA).

A structured process for identifying potential future adverse claims scenarios.

e Risk Controlled Self-Assessment (RCSA).
A structured process for identifying and managing the sources of operational and reputational
risks, which can cause direct losses or impugn the firm’s reputation, to such a degree, that a

part of the franchise value is destroyed (Ibid.).
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5.2 Factors that Define an Effective Insurance Risk

Management Strategy

5.2.1 Introduction

Critical Success Factors are those performance factors which must be given the on-going
attention of administration if the company is to remain competitive. While not intended for
strategic planning purposes, the recognition of Critical Success Factors can help top

management by:

e Determining where management awareness should be pointed.
e Developing measures for Critical Success Factors.
e Determining the amount of necessary information and thus limiting gathering

unnecessary data (Galorath, 2006).

5.2.2 Bibliographical Reference

There are a number of papers on Critical Success Factors contribution to risk management.
The definition of the Critical Success Factors was given by Rockart (1979) as “The limited
number of areas in which results, if they are satisfactory, will ensure successful competitive
performance for the organization. They are the few key areas where things must go right for
the business to flourish. If results in these areas are not adequate, the organization’s efforts for
the periods will be less than desired”. Boynton and Zmud (1984) regard crucial effectiveness
factor as one of the few things that ensures success for an organization, while Freund (1988)
explained why a great number of factors are extremely difficult to focus on and therefore only

five to ten should be indicated.

The following review of Critical Success Factors will examine them regarding effective risk
management. Grabowski and Roberts (1999) consider the problem of risk mitigation. They

identify four critical areas:

e Organizational Structuring and Design.
e Communication.

e Organizational Culture.

33



e Trust

Carey (2001) describes how to apply a specific approach in order to manage risk. It can be

summarized in nine main issues:

e The importance of sound judgment
e Identification issues

e Keeping control of your reputation
e Assessing the importance of risks
e Verifying your judgments

e Changing management

¢ Embedding risks

e (ultural challenges

e Remuneration issues

Hasanali’s paper (2002) is related to management in an organization. Her Critical Success

Factors can be categorized into five categories:

e Leadership

e Culture

e Structure, roles, responsibilities

e Information technology infrastructure

e Measurement

NSW Department of State and Regional Development (2005) propose a practical guide for
managing risk which provides a basic understanding of risk management in small businesses.
It is argued that a business needs to adopt risk management because effective risk

management is important. Therefore, risk management should include:

e Ensuring appropriate commitment to risk management

e Setting clear objectives and guidelines for risk management
e Allocating adequate resources

e Training staff appropriately

e Implementing systems for monitoring and reviewing risks
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Galorath (2006) concentrates on the importance of risk management and assesses the
processes to implement risk management. He claims that risk management requires five

activities, which are:

e Top-level management support

e An integral part of the entire program management structure and processes
e The participation of everyone involved

e Cultural imperative

e A pattern of measurement

Na Ranong and Phuenngam (2009) argue that the turmoil of the financial industry emphasizes
the importance of effective risk management procedures. Their research found a set of seven
Critical Success Factors that can be used as a guideline on how to increase the effectiveness

of risk management, which are:

e Commitment and support from top management.
e Communication.

e Culture.

e Organization Structure.

e Training.

e Information Technology.

e Trust.

A comparison of the different sets of the proposed Critical Success Factors between the
different studies in chronological order is presented in table 1. The table seems to be the most

complete model of effective risk management procedures.
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NSW

Department of

Na Ranong
Grabowski Anthony Farida State Daniel
and Carey Hasanali and Galorath and
Roberts . Phuenngam
(1999) (2001) (2002) Regional (2006) (2009)
Development
(2005)
Leadership Ensuring Top-Level Commitment and
Appropriate Management Support from Top
Commitment Support Management
Communication Verifying your Participation of Communication
Judgments Everyone Involved
Organizational Cultural Culture Cultural Culture
Culture Challenges imperative
Organizational Changing Structure, Roles, | Setting Clear Integral Part of the | Organizational
Structuring and Management Responsibilities Objectives and Entire Program Structure
Design Guidelines Management
Structure and
Processes
Embedding Training Staff Training
Risks Appropriately
Information Information
Technology Technology
Infrastructure
Trust Trust
The Importance | Measurement Allocating Measurement Other
of Sound Adequate
Judgment Resources
Identification Implementing
Issues Systems For
Monitoring and
Reviewing Risks
Keeping
Control of your
Reputation

Assessing the
Importance of

Risks

Remuneration

Issues

Table 1: Comparison between proposed Critical Success Factors from different studies (source:
modified from Na Ranong, P. & Phuenngam, W., 2009. Critical Success Factors for effective risk
management procedures in financial industries, p. 13)
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The entire above factors that have been presented in the above mentioned studies and in many
more, the majority of them are included in the above table with the same or similar name and
with the same or similar meaning. A detailed analysis of the table variables will therefore be
made to further understand the variables to be adopted during the research methodology of

this master thesis.

1. Commitment and Support from Top Management. Commitment and support from
head management plays a key role in influencing the success in almost all the
initiatives within an organization (Hasanali, 2002). An organization utilizes risk
management to anticipate the probability of a negative impact and that risk
management process needs top-level management support. Risk management requires
both the acknowledgement that risk is a reality and commitment to identify and

manage risk (Galorath, 2006).

Top management put forward and decide objectives and strategies for the
organization’s risk management activities, mission and overall objectives (Henriksen
and Uhlenfeldt, 2006). Young and Jordan (2008) suggest that “the essence of top
management support related to effective decision-making, is to manage risk and to
authorize business process change”. A crucial part of a successful project is top
management support, the benefit of which is related to improving decision making in
order to manage risk. Top-level management responds to business processes and
manages risk. Successful reduction or bearing of risk is potential, upon commitment

and support from top management.

These concepts refer to the highly needed support and approval from head
management for risk management. The essence of commitment and support from top
management supports the effective decision-making process in order to handle risk.
Commitment and support from top management is important in every kind of
management and it is thus an important factor for risk management (Na Ranong &

Phuenngam, 2009).

2. Communication. Most organizations accept that good communication is extremely
important. Different employees have different ideas and discussion between them is
therefore based on different assumptions. They simply want to get a clear message

across and discussion may be the best channel to broadcast messages. Other
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employees may wish that head management discuss future plans with staff. Internal
communication should back business strategy and improve business procedures as

well as performance (Quirke, 1996).

Grabowski and Roberts (1999) claim that communication plays an important role in
risk reduction. It provides opportunities for clarification, for making sense of the
organization’s progress, and for members to discuss how to improve the organization

and the impact of using different risk reduction strategies.

Here, communication is another important consideration for effective risk
management. The communication procedure provides opportunities for members to
understand their roles and responsibilities as the structure of the organization changes.
Financial institutions need to think of the concept of verifiability. If a different group
of members comes to identical decisions about the importance of risks, it would come

to the same conclusions (Carey, 2001).

There is an ever-increasing need for communication professionals to guarantee that
employees are informed of relevant happenings both inside and outside their company.
A good manager must also be a good communicator and training in communication

must play an even bigger role in managerial training in the future.

Culture. Culture consists of patterns of values, ideas, thoughts and feelings and is
forwarded by symbols as factors in forming behavior. Aftermaths of beliefs, attitudes

and skills affect thoughts, emotions and actions (Hofstede, 2001).

According to Hasanali (2002) “Culture is the combination of shared history,
expectations, unwritten rules, and social customs that compel behaviors. It is the set of
underlying beliefs that, while rarely exactly articulated, are always there to influence
the perception of actions and communications of all employees”. In any situation
where cooperation is important in order to solve a crisis, culture is a crucial factor for
eagerness to learn from mistakes. But an insurance firm consists of many different
sectors and thus cultures and so developing a company’s culture is very difficult. It is
not only one factor that encourages the employees to work more but also to work more

efficiently.
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Grabowski and Roberts (1999) suggest that risk management demands the
combination of several cultures that make the system into a coherent set in which the
assumptions and values of each of the sectors can be built around the need for creating
a single culture. In particular circumstances, teamwork can develop a behavior by
sharing personal beliefs, conducting meetings and seeking consensus in order for

management to succeed.

The importance of culture within effective risk management is that knowledge
transmission requires individuals to come together to cooperate, exchange ideas and
share knowledge with one another. Moreover, culture creates persons who are

continuously encouraged to generate new ideas, knowledge and solutions.

Organizational Structure. One of the most important factors for effective risk
management is organizational structure. Grabowski and Roberts (1999) suggest that
risk management is primarily linked with the fluidity of organizational structures.
Responding in different ways and answering quickly in the face of changing

conditions is an adaptable approach.

The financial world is in constant variation. The environmental condition will change
and some things new will build up gradually over time, while others may sweep the
market quickly. Organizational structure must be reviewed regularly and attuned to
adapt to changing financial environments. The management’s role is to suggest
policies for managing risk, the committee’s role is to react to review and to endorse
them, and it is the management’s role once more to execute them and report back on

them (Carey, 2001).

Organizational structure provides the concept, principle, route and support to the
employee that is conducted by the steering committee. They design and teach
employees to communicate in and use a common vocabulary. The employees work as
a team in order to prevent a silo mentality and include resistant employees in the
process (Hasanali, 2002). NSW Department of State and Regional Development
(2005) believe that setting clear objectives and guidelines is necessary for risk

management.
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Risk management responsibilities and authorities must be delegated to appropriate
personnel. They should decide what must be done for producing and assessing risk
management possibilities and selecting a structural approach in order to evaluate risk
management options. The effectiveness of alternative strategies is balanced within

established risk restrictions.

Training. Nowadays, almost all firms provide some type of training to their
employees. Some companies have a very official process of training while other

companies hire outside mentors to conduct employee training seminars.

The training methods used by organizations can be categorized into two systems. The
first is on-the-job training which provides one-on-one instruction, tutoring, job
alternation and an apprenticeship / internship. The second method is off-the-job
training which is carried out away from the worksite. It covers a number of
procedures, classroom lectures, films, demonstrations, case studies, other simulation

exercises and programmed instructions (Treven, 2003).

The success of the training program is usually influenced by the following features:

J The high quality of the training manual.

o The use of an ongoing mentorship program during the course.

J The high degree of interactive learning engaged during the program.

o The extensive use of self and peer group critiquing skills.

o The extensive use of problem-based learning strategies throughout the
program.

o The critical support of highly motivated training staff.

. The motivation of continuous assessment throughout the course.

. The educator’s input released in a working, subject-oriented context (Moss,
1997).

Carey (2001) shows that the ability to respond to shifting conditions in an
organization’s operations relates to a variety of activities including the development of

risk training courses and the involvement of staff in reacting to early warning systems.
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Effective risk management is becoming part of good business habits and includes
training of staff appropriately. The main reason for a training program is not only to
ensure that employees are secure with the company’s system, but also to increase their
skill and knowledge. Training not only uses new systems, but also new processes and
is familiar with the integration within the systems — how the work of one employee
influences the work of another (NSW Department of State and Regional Development,

2005).

Information Technology. Information Technology (IT) is consisting of two parts:

o The information systems (including related information) on which the critical
business functions and processes depend.

o The computer technologies (hardware and software) which back the
processing, storage and supply of the company’s data and information

(Halliday, et al., 1996).

Firms need to consider IT as an important factor in the face of increasing antagonism,
higher performance levels, globalization, and liberalization. IT plays a key role in
achieving company’s objectives. It relates to all aspects of the business procedures,
including access to a shared infrastructure consisting of knowledge, human assets,
core capabilities, resource allocation, performance management, project tasking and

communication support (Mutsaers, et al., 1998).

Moreover, if a firm is on a large scale, it would be difficult for members to
interconnect and share information without an information technology infrastructure.
Information technology can enable punctual searches, the access of and retrieval of

data, and sustain communication in a firm (Hasanali, 2002).

IT can create an important link between risk management and corporate performance.
It provides data security by employee level, limiting a user's access by time, line of
business, business activity and individual risk. IT tools collect data used in the past, so
companies can learn through experience and avoid doing again the same mistakes.
Therefore, Information Technology (IT) is another vital factor for successful risk

management (Rolland, 2008).
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7. Trust. Trust involves two parties: the trustor and the trustee. Over the last numerous
years, trust has become a central topic of study in firms. Trust is important because of
the strong wish to understand how to create efficient cooperation within organizations.
Trust is therefore a key because it enables cooperation. The success of an organization
is related to its ability to handle effective cooperation. Trust is important for project
performance. Trust, enhances the strength of working relationships, hardens partnering
roles, and increases the willingness of various project stakeholders to cooperate. Trust
comes from replies regarding the sharing of materials, information, resources and

displaying good intent behavior (Tyler, 2003).

Risk management needs cooperation and teamwork promotes success. Trust among an
organization’s members is an important precondition to change those related to
alliances. Grabowski and Roberts (1999) suggest that trust permits an organization’s
members to concentrate on their mission, free by doubts about other members’ roles,
responsibilities and resources, and that with trust, synergistic efforts in an inter-
organization’s mission are possible. Risk management engages in activities that
encourage share obligations. Thus, one of the means of driving efficient risk

management is trust.
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Chapter 6

Empirical Approach

In this chapter the research methodology and the questionnaire structure are presented.

6.1 Methodology

Based on the structured questionnaires and the variables used in them by various researchers
(for example: Galorath 2006; Grabowski & Roberts 1999; Na Ranong & Phuenngam 2009),
this postgraduate dissertation attempted to include in the questionnaire the most important and
representative factors or groups of factors (including at the same time several others in the
same category). The goal is all these factors to describe as fully as possible an effective
(during the perception of Greek chief risk officers) risk management strategy and to define the
level of it in Greece. At the same time, was examined the room for future improvement of the

effective insurance risk management strategy.

As mentioned above, a structured questionnaire (using the poll method) was used, and this is
because these type of questionnaires are strict, consist of closed usually questions where the
answers are predetermined, and do not allow the researcher to change the order of questions
in his own judgment (Zafiropoulos, 2015), thus ensuring objectivity. In addition, structured
questionnaires are used in quantitative surveys (such as the present Masters dissertation)
which are made to measure how much or how many choose a particular view or attitude.
From the large typically samples of respondents primary data are been collected for
measuring attitudes. These data are then analyzed by statistical techniques and methods.
Findings are usually listed in tables and commented on two main objectives, initially to

describe and then calculate the correlations or effects between the variables measured by the
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questionnaire. The findings, given that they were calculated from a representative and well-
designed sample, are largely generic and can naturally be compared with corresponding

secondary data, which are surveys and statistics that already exist (Zafiropoulos, 2015).

In the present master thesis, the quantitative method will be used and will be based on results,

assessments, conclusions and comparisons with corresponding surveys of the past.

The structured questionnaire used was built through Google's free application (see Annex I)
and was distributed online and privately to make the results more impartial, reliable and
representative. Moreover, the response rate of respondents to online surveys is quite low, of
4%, probably due to suspicion, fear of transmission of viruses, unwillingness to communicate
their personal e-mail to strangers, and what is also observed is that the participation of young
people is larger, and often in academic surveys, students and generally young people provide

relatively easier their answers.

If the above obstacles are overcome in some way so as to increase the percentage of
participation, the implementation of web surveys by "uploading" to a questionnaire site
(where respondents are asked to fill in by selecting and checking their answers with the
mouse) offers great potential to the researcher. The investigator can at all times monitor how
many respondents have previously participated in the survey and directly calculate the
statistical results at any given time as the data goes directly into a database to be processed

without having to go from paper to computer as in classical inquiries with a questionnaire.

In any case, the construction of the questionnaire (since this option is now available) is
preferable to be done on the Internet because the companies providing such services have
simplified the procedures for constructing a questionnaire and drawing the final answers so
that even the novice user can create an extremely attractive in appearance and professional

questionnaire through a variety of choices, and complete a survey.
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In this specific master dissertation for insurance risk management, after the on-line
questionnaire was constructed, the final data was downloaded in .csv file format and then
inserted into the SPSS statistical program for processing and analysis of the results through
appropriate price coding of the variables (there is also the option to "download" the data and

process it in Excel format).

A necessary prerequisite for using the Google app is to create a Google account. For the
construction of the questionnaire or otherwise called "Google form", there are many
possibilities, such as entering pictures in the questionnaire, determining the format of the
questions (open, closed, scale, multiple choice or list selection) and formatting of the answers
they will receive. In addition, in this questionnaire, the required questions were stated where
necessary, so that the respondent could not proceed without answering them. In this way it

was ensured the absence of missing values in basic questions (Zafiropoulos, 2015).

6.2 Structure of the Questionnaire

A structured questionnaire generally consists of items. Usually these items are questions that
can be answered either with a single or with multiple answers. Other ways of answering the
questions are either the statement of the agreement degree on a Likert scale or the registration
of quantitative information such as the answer to the question “how many years of work

experience do you have in the risk management sector” (Ibid.).

In this post-graduate dissertation, in order to create the questionnaire, entitled "Risk
Management Strategy of Insurance Companies", an attempt was made to observe all the rules

- advice in the bibliography for the creation of a correct questionnaire, such as:

e Be attractive in appearance.

e Include brief and clear completion instructions.

e Questions to be consistent and lead the respondent smoothly from one topic to
another. In this direction it helps to group them into questions such as of opinions,
attitudes, knowledge.

e The questions should be brief, clear and comprehensive and should be as simple as

possible consisting of simple vocabulary, depending on the purpose of the research. In
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addition, where necessary, to facilitate answering, questions and examples should be
used.

e Questions based on the criterion of simplicity (ranging from simple to more complex)
to be interesting and relevant to the subject of the survey so as to stimulate the interest

of the respondent and increase the percentage of answers (Zafiropoulos, 2015).

The structure of the questionnaire is “inspired” by the work of Na Ranong & Phuenngam
(2009), who in turn relied on the work of other researchers such as Galorath (2006),
Grabowski & Roberts (1999) and Hasanali (2002).

The questionnaire for the research purposes of this master dissertation was also conceptually
separated (different is the form of the questionnaire seen by the respondent for simplicity and

smooth continuity - see Annex II - and will be analyzed below) in three areas:

1. Demographics — general information: Questions that have been included in this
section concern the years of experience in the risk management sector, the
expectations from an effective insurance risk management strategy and the
supportive actions of the risk management policy. For obtaining such information
multiple choice questions were used (one or more answers). Questions concerning
sex, age, marital status, educational level etc., weren’t included in the
questionnaire because they were considered as irrelevant with the master thesis’
topic, or because their impact was considered statistical insignificant. For example,
the educational level of the respondents is a priori very high (certainly above high
school), and their views about risk management depend mainly on their expertise,
working experience and knowledge rather than sex, age, marital status and so on.

2. Factors that determine an effective insurance risk management strategy.
Furthermore was examined the room for future improvement of those factors and
therefore of the insurance risk management strategy.

e Communication and collaboration with other departments (Undewriting,
Actuarial etc.): 4 items (questions) were included in the questionnaire
regarding this factor.

e Market research and identification of possible risks: 3 items.
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e Regulatory compliance (level of technical reserves etc.): 3 items.

e Effective fraud detection protocols (fraud experts etc.): 3 items.

e Proper balance of premium - level of risks, in order payment of claims and
legitimacy to be ensured: 3 items.

e Outsourcing (help of specialized in Risk Management audit firms): 3 items.

e Expertise and experience of executives in proper evaluation, prioritization
and treatment of risks (loss retention, loss reduction, loss prevention,
transfer of risks - reinsurance): 4 items.

e Support and commitment from top management: 3 items.

To measure the significance of the above factors, multiple choice questions (one or more
answers) were used, and mainly the widely used Likert scale with a five-degree rating, where

the answers ranged from "Not at all" to "Too Much".

In addition, a "Yes / No" dichotomous question was used in the "Room for Future

Improvement" section.

3. Measurement of total effectiveness of the insurance risk management strategy:
with one item, it was asked by the risk officers, through a five-degree Likert scale,
to define the degree of total effectiveness of their insurance company’s risk
management strategy. By the same way was examined the room for improvement
of the effective insurance risk management strategy (taking into consideration of

all the determinants).

The conceptual framework of the present post graduate dissertation examining the linkage
between effective insurance risk management strategy and aspects of determinants, under the

influence of the demographics, is illustrated in Figure 4.
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Figure 4: Hypothesized determinants and effective insurance risk management strategy linkage

model

As regards the form of the questionnaire and how it has been drawn up to make it simpler for

the respondents and to facilitate them in their answers (see Annex II):

e On the first page informs briefly and comprehensively the respondents on the issue of

thesis and provides other relevant information.

e The first section is about demographics — general information and consists of three

questions.

e The second section is on determining the effective insurance risk management strategy

and consists of ten questions.

e And in the third section, is explored the room for future improvement of the effective

insurance risk management strategy, and consists of ten questions.
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6.3 Sampling and Sample Size

In order to determine the effective insurance risk management strategy in Greece, was
selected an as random and representative as possible sample (where all the members of the
insurance company population have the same and independent probability of being included
in the sample) of executives of insurance companies that have direct relationship with risk

management.

Sampling is used when the population to be studied is very large, and examining each
member is very difficult and costly, if not impossible. Therefore, the appropriate sample is
selected so as to attempt with the least possible errors - deviations, deduction of the results to

the whole population.

In this diploma, non-proportional stratified sampling was originally used in the sense that the
questionnaire was distributed to randomly selected insurance executives (and not to those who
did not work in insurance companies), and more specifically to 150 executives (“non
proportional” means that wasn’t selected a specific number of people from each insurance
company according to the size of the company or its market share) and then the non-

probabilistic method of the sample of convenience (judgmental sampling) was applied.

150 questionnaires were distributed totally (either online or in hard copy) to a target group of
insurance executives with range of positions from supervisors to board of directors (in
departments like underwriting, actuarial, risk management, reinsurance) for the reason that
top- level management is directly related with risk management. The 106/150 questionnaires
were finally answered, so this is the sample size. The collection of responses took place

within about 3 weeks until mid-December 2017.

In addition, the validity of the questions is based, as mentioned above, on similar research on
risk management and various other sources (relevant bibliography, internet, academic articles,
etc.) and the internal coherence of the questionnaire was carried out with the control of

credibility.
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6.4 Research Limitations

The current research field is limited with regard to the Greek reality and the Greek statistical

data, so that cannot be made valuable and extensive comparisons.

In addition, the sample collected concerns the Greek insurance companies and would be
extremely risky if the results of this survey would generalized for the European countries or
for the whole world. This could be done more safely if the clearly larger sample consisted of

representative samples from each country.

6.5 Statistical Analysis Tools

As mentioned above, the well-known and easy-to-use statistical program SPSS (Statistical
Package for Social Sciences) was used to process data and analyze the results. Where relevant
for the purposes of this study, descriptive statistics and, in particular, crosstabulation analysis
were used to demonstrate the correlation between two variables. This is because, with regard
to univariate analysis, this is done to a great extent by Google's forms through the presentation
of the appropriate charts. Finally, the research objectives are completed using the econometric
model of multiple regression (multiple regression analysis) to identify all significant factors

impact on the effective insurance risk management strategy, to analyse multicollinearity etc.
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Chapter 7

Empirical Findings

In this chapter, there is detailed presentation of the empirical findings, using SPSS, through
techniques of univariate, bivariate or multivariate descriptive analysis and finally, through

multiple regression analysis.

7.1 Entering Data into SPSS

To achieve the analysis of the results with final step the linear regression analysis with the use
of dummy variables, the data collected from the questionnaire, introduced in SPSS and coded

as shown below (figure 5):
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main factors (according to the sample responses) that affect an effective insurance risk

management strategy as well as the room for future improvement of this strategy.
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7.2.1 Demographics

How many years of work experience do you have in the Risk
Management Sector?

@ Less than one year
® 15

@ 610

@ 11-15

@ Wore than 15 years

Diagram 17: Work experience of top executives in risk management (106 answers)

As it can be seen from diagram 17, the 61.4% of respondents consists of executives that their
work experience is over 11 years (34% for wok experience 11-15 years and 27.4% for work
experience “more than 15 years”). This high percentage can be explained by the fact that
executives in managerial positions (from supervisors to board of directors) usually have

“strong” work experience in order to handle various demanding circumstances.

What do you expect from an effective Insurance Risk Management
Strategy (one or more answers)?

Reduction of Financial losses 93 (87,7%)

63 (64,2%)

Eetiter allocation of resources

Improvement in decision
making

Better communication with the

stakehold. .. 52 (48,1%)

0 20 40 60 a0 100

Diagram 18: Expectations from an effective insurance risk management strategy (106 answers)
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Reduction of financial losses is the primary concern of risk officers (diagram 18) with a
percentage of 87.7% and “improvement in decision making” is the second biggest expectation
(76.2%) from an effective insurance risk management strategy. But also, “better allocation of
resources” (64.2%) and “better communication with the stakeholders” (49.1%) “play”

important role in executives’ expectations.

How the Risk Management Policy of your Insurance Company is
supported (one or more answers)?

Setting up Risk Management

20 (76,2%)
teams

Regular revision of Risk

89 (84, 8%
Management pla... (24,8%)

Extensive and continuous

training of Ri... 71 (67,6%)

Front line employees can easily

33 (3 4%
have ac... (31,4%)

There is sirict adherence to

Risk Manag... 58 (55,2%)

0 20 40 60 80 100

Diagram 19: Support of the insurance risk management policy (105 answers)

“Regular revision of risk management plans” (84.8%) (diagram 19), according to changing
socioeconomic conditions, is the first supporting action of risk management policy in
respondents insurance companies. “Setting up risk management teams” (76.2%) is the second
supporting action. Nevertheless, a high percentage of respondents (55.2%) answered that one
of the supporting actions of their company’s risk management policy is “strict adherence to
risk management policy”, an element that is rather negative, because the global business

environment is dynamic and strict adherence to anything must be replaced by flexibility.

All of the above demographics are aggregated as follows (table 2):
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Variables Responses %o

Expectations from Reduction of financial 93 32.1
effect Ins. Risk losses
Mngmt Strategy Better allocation of 68 23.4
resources
Improvement in 77 26.6
decision making
Better communication 52 17.9
with the stakeholders
Total 290 100.0
Support of the Ins. Setting up Risk Mngmt 80 24.2
Risk Mngmt Policy teams
Regular revision of 89 26.9
Risk Mngmt plans
Extensive and 71 21.5
continuous training of
Risk Officers
Front line employees 33 10.0

can easily have access
to top executives in
order to refer

problems/risks

Total 331 100.0

Work Experience in Less than one year 2 1.9
the Risk Mngmt 1-5 13 12.3
sector (years) 6-10 26 24.5
11-15 36 34.0

More than 15 years 29 27.4
Total 106 100.0

Table 2: Demographics of sample respondents in the insurance risk management sector

7.2.2 Univariate Descriptive Analysis and Determinants of the Effective
Insurance Risk Management Strategy

As in other surveys (e.g. Na Ranong & Phuenngam, 2009), communication and collaboration
is a factor that most respondents (counting 90 out of 106) (diagram 20) consider as the most
decisive for an effective insurance risk management strategy, along with “market research and
identification of possible risks” (also 90/106). Communication gives opportunities for
clearing up, for making sense of an organization’s growth, and for members to discuss
development to an organization and the impact of using various risk mitigation strategies
(Carey, 2001). One possible interpretation of respondents’ choice to highlight communication
and risk identification as the most important factors, is that in order effective insurance risk
management to take place, it is vital that market research and risk identification should be
efficiently applied and then, the results of this research should be effectively communicated to

coworkers and the other departments of the insurance company (Undewriting, Actuarial etc.).
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Which of the following factors do you consider decissive for an effective

Insurance Risk Management Strategy (one or more answers)?

Support and commitment from top management

Expertise and experience of executives in proper
evaluation, prioritization and treatment of rizks (loss
retention, loss red'uctiun, loss prevention, transfer of risks -
reinsurance)

Outzourcing (help of specialized in Risk Managemerﬂf_audig
irms

Proper balance of premium - level of risks, in order payment
of claims and legitimacy to be ensured

Effective fraud detection protocols (fraud experts ete.)

Regulatory compliance (level of technical reserves ete)

Market research and identification of possible risks

Communication and collaboration with other departments
{Undewriting, Actuarial ete.)

T T |
20,00 40,00 0,00

Diagram 20: Responses regarding determinants of the effective Ins. Risk Mngmt Strategy

I
80,00

T
100,00

Effective fraud detection protocols is according to respondents the second most important

factor (81/106) for an insurance company’s risk management strategy in order payment of

claims to come along with risk assessment and evaluation (probability estimation etc.).

Expertise and experience of executives in proper evaluation, prioritization and treatment of

risks (loss retention, loss reduction, loss prevention, transfer of risks - reinsurance) is almost

equal (79/106) with fraud detection protocols. The interpretation is that the high tech

equipment (protocols, software etc.) that an insurance company must have, is not very

effective if the responsible personnel isn’t high skilled.
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Lastly, it is very interesting the fact that only 8/106 Greek respondents consider ‘outsourcing’
(help of specialized in risk management audit firms) as an important factor for an effective
insurance risk management strategy. It could be hypothesized that in Greece, top risk officers
working in insurance companies, consider that “foreigners” cannot understand fully the
internal procedures and special problems of a company and therefore, they cannot propose the

most effective solutions.

Of the eight total factors determining, according to the respondents' assessment, an effective
insurance risk management strategy, the four above that emerged as the most important, will
be described below. The four less important factors (their descriptive statistics are included in
annex I), according to the sample responses, are “Regulatory compliance (level of technical
reserves etc.)” (73/106), “Proper balance of premium - level of risks, in order payment of
claims and legitimacy to be ensured” (67/106), “Support and commitment from top
management” (59/106) and as mentioned before “Outsourcing (help of specialized in Risk

Management audit firms)” (8/106).

How strong do you consider is the communication & collaboration in
your Insurance Company?

80
50 64 (61%)
40

20

19 (18,1%) 19 (18,1%)

1(1%) 21(1,9%)

1 2

Diagram 21: Evaluation of communication & collaboration

Through the Likert five-level scale mentioned in the previous chapter, it appears in diagram
21 that the highest percentage of responses (61%) corresponds to the score 4 = “much” in
communication and collaboration as one of the decisive factors of effective insurance risk
management strategy and therefore, of the viability of their company.
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How strong do you consider is the market research and identification of
possible risks in your Insurance Company?

G0

60 (56,6%)
40
20 21 (19.8%) 23 (21,7%)
0 (0%) 2 (1,9%)
0
1 2

Diagram 22: Evaluation of risk identification

In diagram 22, the highest percentage (56.6%) of respondents consider that their company’s

market research and risk identification corresponds to the level 4 = “much”.

As long as it takes the other two of the most important factors namely, fraud detection
protocols and expertise of executives, the highest percentage of responses, 50% and 55.8%
respectively (all the omitted descriptive statistics are included in annex I) corresponds again to
the level 4, a clue that provides the information that the insurance companies in Greece in
order to sustain during crises pay high attention to determinants of effective insurance risk

management strategy, but also there is still room for improvement.

Indicatively, the room for improvement of communication & collaboration and risk
identification, is “very much” (level 5 of the Likert scale) according to the highest percentage
of respondents which is exactly the same (48.1%) for both factors (diagrams 21 and 22). As
long as it takes the other two of the four factors — expertise of executives and fraud detection
protocols - that have emerged as the most important, again the highest percentages of
respondents are almost equal (53.3% and 53.8% respectively) and correspond to level 5 =

“very much” of the Likert scale.
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Evaluate the room for improvement of communication & collaboration in
your insurance company

G0
51 (48,1%)
40 45 (42,5%)
20
0(0%) 110,9%) 9(8,5%)
0 | l
1 2 3 4 5

Diagram 21: Room for improvement of communication & collaboration

Evaluate the room for improvement of market research and risk
identification in your insurance company

Gl
51 (48,1%)
40 41 (38.7%)
20
1 (0,9%) 2(1,9%) 11 {10,4%)
0 |
1 2 3 4 A

Diagram 22: Room for improvement of market research & risk identification

The evaluation of sample executives of the total effectiveness of their insurance company’s
risk management strategy that came from the combination of the four most important as well

as the rest four factors is illustrated in diagram 23.
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Define how effective, do you consider, is your Insurance company's Risk
Management Strategy (or how effectively compines all the above
factors)?

100
a0 86 (81,9%)
50

40

20 6 (5,7%)
n(r:lr%] Glitlr%] 13 (12, 4%)

Diagram 23: Total effectiveness of insurance risk management strategy

In diagram 23, 86 out of 105 respondents consider that the level of combination of the
decisive factors that result in an effective risk management strategy, corresponds to 4 =

“much”.

However, 57 out of 106 respondents (53.8%) (diagram 24) consider that there is still “very
much” (level 5 of the Likert scale) room for improvement of the effective risk management

strategy in their Greek insurance company.

Evaluate the room for improvement of the effective Risk Management
Strategy of your insurance company

60
57 (53,8%)

40

39 (36,8%)

20

0 (?%] 1(0,9%) 9 (8,5%)

|
1 2 3 4 5

Diagram 24: Total room for improvement of the effective Ins. Risk Mngmt Strategy
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Lastly, it is very interesting the fact that, according to sample respondents (diagram 25),
Greek insurance companies are not complacent, but instead the 98.1% (103/105) of them,
have plan for further development and improvement of its Risk Management Strategy in order

to cope with the dynamic business environment and the new risks that emerge all the time.

In the near future, has your insurance company a plan for further
development and improvement of its Risk Management Strategy?

® ves
@ Mo

Diagram 25: Existence of plan for development and improvement of the Ins. Risk Mngmt
Strategy

7.2.3. Bivariate (crosstabulation) or Multivariate Descriptive Analysis
In this section, some correlations between two or more variables will be examined to confirm
or reject some claims resulting from univariate descriptive analysis as well as from

international literature and articles.

e Work experience & expectations from effective insurance risk management strategy:

61



How many years of work experience doyou have inthe risk management sector?

Less than More than 15
0ne year 1- 610 115 years Total
InsRiskMnamt_Expectati ~ Reduction of financial Count 0 B 13 Kl 28 g3
E]
ons losses % within 0,0% 8,6% 47% 36,6% 01%
$InsRiskMngmt_Expectat
ions
% within 0,0% £1,5% 88 5% 84 4% 96,6%
Work_Experience
% of Total 0,0% 7,5% A% 21% 64%  877%
Better allocation of Count 0 1 17 28 2 it
resources % within 0,0% 1,5% 250% 412% 4%
§InsRiskMngmt_Expectat
ions
% within 0,0% 1.7% 65, 4% 178% 75.0%
Work_Experience
% of Total 0,0% 0,5% 16,0% 264% 08%  642%
Improvementin decision  Count 2 li 12 Kll] 26 i
making % within 2,5% §.1% 15,6% 39.0% 35%
$InsRiskMngmt_Expectat
ions
% within 100,0% 535% 46, 2% 833% B9.7%
Work_Experience
% of Total 1,8% £,6% 13% 283% 5% T16%
Better communication Count 0 li § n 14 L))
with he stakeholders g it 0.0% 135% 17.3% 123% 269%
$InsRiskMngmt_Expectat
ions
% within 0,0% 535% 34 6% 611% 48.3%
Work_Experience
% of Total 0,0% £,6% B,5% 208% 130%  491%
Total Count 1 11 16 ki 2 106
% of Total 1,3% 12,3% 24 5% 340% 74%  1000%

Table 3: Work experience & expectations from effective insurance risk management strategy

In table 3, it is clear that 93/106 of respondents (87.7%) answered that “reduction of financial
losses” is what they expect more from an effective insurance risk management strategy, and
this expectation comes first in every category of work experience, except the category “less
than one year” where the only two respondents - that work less than one year in the risk
management sector — answered that “improvement in decision making” is their only
expectation. The fact that these two respondents chose only one expectation, can be attributed
to their lack of experience, otherwise is a good answer since “improvement in decision
making” (as in the survey of Na Ranong & Phuenngam, 2009) comes second in executives

expectations (72.6% of total) in almost all categories of work experience.
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From table 3 can be assumed that work experience isn’t correlated with expectations, since
there are standard expectations that executives, specialized in insurance risk management and
in every category of work experience, have. This assumption is verified from the X test (chi-
square) after collapsing of categories of “work experience” in order the percentage of cells
with expected frequency less than 5, to reach the minimum level and so, the conclusions to be
more reliable (tables 4-7). The X? test was conducted between “work experience” and the two

highest expectations (“reduction of financial losses” and “improvement in decision making”).

Count
Feduction of financial losses
Mo Yes Total
WorkExp_Mew  Till 15 Years 12 G5 v
More than 15 Years 1 28 29
Total 13 53 106

Table 4: Crosstabulation between “work experience” and “reduction of financial losses”

Chi-Square Tests

Asymptotic
Significance Exact Sig. (2- Exact Sig. (1-
Yalue df (2-sided) sided) sided)
Pearson Chi-Square 28847 1 039
Continuity Correction® 1,866 1 AT2
Likelihood Ratio 3,559 1 0545
Fisher's Exact Test o8 078
Linear-hy-Linear 28586 1 0e
Association
M ofalid Cases 106

a. 1 cells (25,0%) have expected countless than 5. The minimum expected countis 3,56.

Table 5: X? test of independence between “work experience” and “reduction of financial losses”

It can be hypothesized, from table 5, that since significance p = 0.089 > 0.05, the hypothesis
Ho (of no correlation between the two variables) cannot be rejected, and therefore, it can be
verified that expectations and work experience are independent variables. The same
conclusion emerged from the examination of the relationship between “work experience” and

“improvement in decision making” (tables 6-7).
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Count

Improvement in decision

making
Mo fes Total
WorkExp_Mew  Till 15 Years 26 a1 iv
More than 15 Years 3 26 29
Total 29 [ 106

Table 6: Crosstabulation between “work experience” and “improvement in decision making”

Chi-Square Tests

Asymptatic
Significance Exact Sig. (2- Exact Sig. (1-
Yalue df (2-sided) sided) sided)
Pearson Chi-Sguare 5815° 1 016
Continuity Correction® 4 6496 1 030
Likelihood Ratio 6,631 1 010
Fisher's Exact Test 016 012
Linear-hy-Linear 5,760 1 016
Association
M ofValid Cases 106

a. 0 cells (0,0%) have expected count less than 5. The minimum expected count is 7,93,

Table 7: X? test of independence between “work experience” and “improvement in decision
making”

Significance p = 0.016 > 0.05, therefore, the hypothesis Ho of independence between the two

variables, cannot be rejected.

e Work experience & factors of effective insurance risk management strategy

64



How many years of work experience do you have in the risk management sector?

Less than More than 15
InsRiskMngmt Determinants one year 1-5 6-10 11-15 years Total
Communication and Count 2 i} 22 32 28 40
collaboration with other g within 22% 6,7% 24.4% 35,6% 31,1%
departments _ $insRiskMngmt_Determi
(Undewriting, Actuarial nants
etc) % within 100,0% 46,2% 84 6% 889% 96,6%
Wark_Experience
% of Total 1,0% 5.7% 20,8% 20,2% 26,4%  B4,0%
Market research and Count 1 8 20 33 28 a0
identification of possible g within 11% 8,9% 22.2% 36,7% 1%
risks $insRiskMngmt_Determi
nants
% within A0,0% 61,6% T6E,9% 91,7% 96 6%
Work_Experience
9% of Total 0,9% 7.5% 18,9% 1% 26,4%  B4,9%
Regulatory compliance Count 2 7 14 26 24 73
(Ilevel oftechnical % within 27% 9,6% 19,2% 356% 329%
resenves et $insRiskMngmt_Determi
nants
% within 100,0% 538% 538% 722% 828%
Woarlk_Experience
9% of Total 1,9% 6,6% 13,2% 24 5% 226%  6%9%
Effective fraud detection Count 0 7 18 kbl 24 a1
protocols (fraud experts % within 0,0% B,6% 235% 38,3% 206%
etc) $insRiskMngmt_Determi
nants
% within 0,0% 538% 731% 86,1% 828%
Warlk_Experience
% of Total 0,0% 6,6% 17.9% 282% 226% T6,4%
Froper balance of Count ] 4 12 27 24 67
premium - 1evel of fisks, g4 within 0,0% 5,0% 17,9% 40,3% 35,8%
in order payment of $InsRiskMngmt_Determi
claims and legitimacy to nants
be ensured % within 0,0% 30,5% 46,2% 75,0% 82,5%
Waork_Experience
% of Total 0,0% 3,8% 11,3% 25,55% 226%  63,2%
Outsourcing (help of Count 0 0 1 4 3 8
specialized in Risk % within 0,0% 0,0% 12,5% 50,0% 375%
Management auditirms)  gnsRiskMngmt_Determi
nants
% within 0,0% 0,0% 38% 111% 10,3%
Waork_Experience
% of Total 0,0% 0,0% 0,9% 3,8% 2,8% 7.5%
Expertise and experience Count 1 7 15 30 26 79
of executives in proper
evaluation, prioritization % within 1,3% 8 9% 18,0% 38,0% 32,9%
and treatment of risks fInsRiskMngmt_Determi
(loss retention, loss nants
reduction, loss % within 50,0% 53,8% 57.7% 83,3% 89,7%
prevention, transfer of Waork_Experience
risks - reinsurance) % of Total 0,9% 6,6% 14,2% 28,3% 24 5% T74.5%
Support and commitment Count 1 3 11 27 17 54
from top management % within 1,7% 51% 18,6% 45,8% 28,8%
§InsRiskMngmt_Determi
nants
% within 50,0% 231% 423% 75,0% 58,6%
Waork_Experience
% of Total 0,9% 2.8% 10,4% 25 5% 16,0% A5 T%
Count 2 13 26 36 29 106
% of Total 1,8% 12,3% 24 5% 34,0% 27,4%  100,0%

Table 8: Work experience and determinants of effective Ins. Risk Mngmt Strategy

Indicatively, table 8 depicts that almost all of the executives that have the highest experience

(more than 15 years), consider “communication and collaboration with other departments”

and “market research and risk identification” as fundamental factors for effective risk

management (the same percentage 96.6% in both cases). On the other hand, in the case of

“effective fraud detection protocols”, which is the second more “popular” factor, the
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percentage of respondents is higher in those with work experience 11-15 years (86.1%) than
those with work experience more than 15 years (82.8%). An interpretation could be that older

executives are sometimes more conservative than younger ones.

The examination of the independence between “work experience” and each one of the most
significant factors (for example “risk identification” and “fraud detection protocols™) was

conducted through X2 test (tables 9-12).

Count
Market research and
identification of possible risks
Mo fes Total
WorkBxp_Mew  Till 15 Years 16 62 7T
Mare than 15 Years 1 28 249
Total 16 a0 106

Table 9: Crosstabulation between “work experience” and “market research and risk
identification”

Chi-Square Tests

Asymptotic
Significance Exact Sig. (2-
Walle df (2-sided) sided) Exact Sig. (1-sided)

FPearson Chi-Sguare 4 2257 1 040
Continuity Correction® 3,067 1 0e0
Likelihood Ratio 5,321 1 021
Fisher's Exact Test 0G4 031
Linear-by-Linear 4185 1 041
Association
M ofYalid Cases 106

a. 1 cells (25 0%) have expected count less than 5. The minimum expected count is 4,38,
Table 10: X? test of independence between “work experience” and “market research and risk

identification”

From table 10 could be hypothesized that there is correlation between the two variables, since
significance p = 0.04 < 0.05 and therefore, hypothesis Ho (of independence of variables) is

rejected.

66



Count

Effective fraud detection
protocols (fraud experts etc)

Mo Wes Total
WaorkExp_Mew  Till 15 Years 20 a7 [Ei
More than 15 Years ] 24 29
Total 25 81 106

Table 11: Crosstabulation between “work experience” and “fraud detection protocols”

Chi-Square Tests

Asymptotic
Significance Exact Sig. (2-
Yalue df (2-sided) sided) Exact Sig. (1-sided)

Pearson Chi-Souare EER 1 345
Continuity Correction® AT3 1 4492
Likelihood Ratio 833 1 33
Fisher's Exact Test Ad5 280
Linear-by-Linear 883 1 347
Association
M ofValid Cases 106

a. 0 cells {0,0%) have expected count less than 5. The minimum expected count is 6,84,

Table 12: X test of independence between “work experience” and “fraud detection protocols”

Table 12 on the other hand, shows that, since significance p = 0.345 > 0.05, the hypothesis Ho
cannot be rejected, and therefore can be assumed that fraud detection protocols are considered
as a significant factor either way and the work experience does not affect this choice of

executives.

2 (13

e Examination of the relationship of variables “work experience”, “evaluation of total
effectiveness of company’s insurance risk management strategy” and “ evaluation of
the room for improvement of the effective insurance risk management strategy”

(diagram 26).
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Define how effective, do
you consider, is your
.Insurance company's Risk
Management Strategy (or
how effectively compines all
the above factors)?
Evaluate the room for
.impruvement of the effective
Rizgk Management Strategy
of your insurance company

Mean

Less than one 1-5 6-10 11-15 Mare than 15
year Years

How many years of work experience do you have in
the risk management sector?

Diagram 26: Evaluation of total effectiveness and the room for improvement of the Ins. Risk
Mngmt Strategy in relation to work experience

Generally, according to diagram 26, Greek sample respondents evaluate that their insurance
company’s risk management strategy is very effective, since it sustained during the big crisis
of 2008, but there is still plenty of room for improvement which generally is considered
bigger as higher is the work experience. An assumption for this ascertainment is that
executives with higher experience can explore more deeply and identify new improvement

factors.

e Paired t-test analysis among factors of effective insurance risk management strategy

(table 13).
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Mean Paired Sig. (2-tailed)
differences
Communication 0.8491 Risk identification 0.000 1.000
Regulatory 0.16038 0.001
compliance
Fraud protocols 0.08491 0.083
Premium-risk 0.21698 0.000
balance
Outsourcing 0.77358 0.000
Executives’ 0.10377 0.041
expertise
Top management 0.29245 0.000
support
Risk 0.8491 Regulatory 0.16038 0.002
identification compliance
Fraud protocols 0.08491 0.049
Premium-risk 0.21698 0.000
balance
Outsourcing 0.77358 0.000
Executives’ 0.10377 0.016
expertise
Top management 0.29245 0.000
support
Regulatory 0.6887 Fraud protocols -0.07547 0.131
compliance
Premium-risk 0.05660 0.134
balance
Outsourcing 0.61321 0.000
Executives’ -0.05660 0.158
expertise
Top management 0.13208 0.004
support
Fraud protocols 0.7642 Premium-risk 0.13208 0.004
balance
Outsourcing 0.68868 0.000
Executives’ 0.01887 0.672
expertise
Top management 0.20755 0.000
support
Premium-risk 0.6321 Outsourcing 0.55660 0.000
balance
Executives’ -0.11321 0.007
expertise
Top management 0.07547 0.117
support
Qutsourcing 0.0755 Executives’ -0.66981 0.000
expertise
Top management -0.48113 0.000
support
Executives’ 0.7453 Top management 0.18868 0.000
expertise support
Top 0.5566
management
support

Table 13: Paired t-test analysis (results) among factors of effective Ins. Risk Mngmt Strategy
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It is also confirmed by Table 13 that factors “communication & collaboration”, “risk
identification”, “fraud detection protocols” and “expertise of executives” pointed out from the
outset, are among the first in sample executives’ preferences when questioned about the
effective insurance risk management strategy. Also, it is observed that the significance
regarding for example the pair communication — fraud protocols, is 0.083 > 0.05, which
means that the difference in the average number of preferences with respect to these two
factors is negligible, and the null hypothesis Ho cannot be rejected, namely it is accepted that
there is no statistical significant difference between the two means and therefore their equality

could be hypothesized.

7.3 Multiple Linear Regression Analysis

At this point it was examined how the combination of more than two variables affected,
namely was examined the linear relation of the independent variables with the dependent
variable, as well as the significance of the regression coefficients, while retaining in the model

the most significant ones.

Model Summary

Adjusted R
Madel F R Square Square Std. Error of the Estimate

1 G557 428 314 32636

Table 14: Multiple regression analysis, dependent variable: total effectiveness of Ins. Risk
Mngmt Strategy

As can be seen from Tables 14 - 16, a linear model has been assessed, according to which the
total effectiveness of insurance risk management strategy was defined as a dependent
variable, and as independent variables were defined the factors of this effective strategy,
according to executives’ understanding, and the most important demographics. In Table 14,
the “adjusted R Square” index, which is best suited to model quality control, is R%adj. =
0.314 and states that 31.4% of the total variability of the dependent variable is interpreted by
the changes of the independent variables, and the remaining 68.6% is due to other factors that
are not countable by the regression, namely random ones. The standard error of the estimate is
“Std. Error of the Estimate” = 0.32636 and multiplying it by two, the error margin is 0.65272

levels.
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ANOVA®

Sum of
Maodel Squares df Mean Sqguare F Sig.
1 Regression 6,387 16 3594 3748 ,DUDD
Residual g5 20 07
Total 14,907 96

Table 15: Variance analysis - Statistical significance test of the model, dependent variable: total
effectiveness of the Ins. Risk Mngmt Strategy

In the analysis of variance (ANOVA) (Table 4.15), the examination of the statistical
significance of R? was carried out which is 0.000 <0.05, namely it was tested if the dependent
variable has a linear relationship with at least one of the independent variables. In this model
there appears to be a linear relationship and accepted the alternative hypothesis (Hi) that at

least one of the regression coefficients is other than zero.

From the control of the statistical significance of the coefficients (Table 16) it appears that the
independent variables that have significance Sig. = p-value <0.05, and therefore have a
significant effect on the model are “market research and risk identification” (that was
highlighted during the descriptive analysis) (p = 0.000) and “strict adherence to risk
management policy” (p = 0.039) which in descriptive analysis was highlighted as one of the
two less “popular” supporting actions of the risk management policy (demographics). It is
notable that this variable (strict adherence) emerged as an important one when the work
experience in the model is “more than 15 years”, while running the same model with work
experience “11-15 years”, the only independent variable that affects significantly the total
effectiveness (dependent variable) is “market research and risk identification”. In terms of
multicollinearity (VIF), this was not a problem for any of the independent variables (namely
the model does not give unnecessary and redundant information through the "repetition" of
some variables - "weak" variables), since in all cases was less than 5. The Std. beta (0.449) of
the most significant variable that is “market research and risk identification” means that there
is a weak linear correlation (but the largest in the model) with the dependent variable (Table
16). The regression coefficient (B) of the “market research and risk identification” variable,
which is also the largest in the model and equals to 0.261, is interpreted as follows: In an
increase of “market research and risk identification” by one level, the level of total
effectiveness of the insurance risk management strategy in the sample will increase 0.261

levels.
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Coefficients®

lUnstandardized Coefficients

Standardized
Coefficients

B Std. Error

Beta

Sig.

Collinearity Statistics

Tolerance

WIF

(Constant)

Reduction of financial
losses

Better allocation of
resources
Improvement in decision
making

Setting up Risk
Managementteams
Reqgular revision of Risk
Management plans
Extensive and continuous
training of Risk Officers
There is strict adherence
to Risk Management
Paolicy

How strong do you
consideris the
communication &
collabaration in your
Insurance Company?
How strong do you
consideris the market
research and
identification of possible
risks inyour Insurance
Company?

How strong do you
consideris the regulatory
compliance in your
insurance company?
How effective do you
consider the fraud
detection protocols in
yourinsurance company?
According to your
professional opinion,
there is proper balance of
premium - level of risks in
yourinsurance company?
How succeptible is your
insurance company to
outsourcing (help of
specialized in Risk
Management audit
firms)?

Inyaurinsurance
company, how strong do
you considerthe
expertise and experience
of executives in proper
evaluation, prioritization
and treatment of risks?
How strong do you
consider the support and
commitment from top
managementin your
insurance company?
WorkExp_Over_15_Years

2377 419
017 163

14 106
-,096 100

038

- 189 JA09

027

207 089

004 (11

(261 072

-,025 065

074 061

031 058

042 048

071 070

-,004 063

- 145 086

013
-171
-108

040

- 179

03z

(261

nos

449

-036

142

056

091

13

- 006

-, 168

5 669
104

1,334
-,853

294

-1,738

243

2,102

065

3,638

-,380

1,218

530

875

1,013

-056

-1,692

000
918
186
343
768
086
808

039

948

000

705

227

592

384

14

856

085

449
436
555
385
672
418

463

523

470

B12

524

664

663

AT4

609

723

2,227
2,294
1,802
2,531
1,487
2,390

2160

1,912

2128

1,231

1,908

1,506

1,507

1,743

1,642

1,383

Table 16: Significant

Mngmt Strategy

regression coefficients in relation to total effectiveness of the Ins. Risk

72



Dependent variable

Total effectiveness of Room for
the Ins. Risk Mngmt improvement of Ins.
Strategy Risk Mngmt Strategy
Independent variables Std. beta Std. beta VIF (room for
improvement)
Work exp. over 15 -0.168 0.075 1.181
years
Reduction of financial 0.013 0.004 1.955
losses
Better allocation of -0.171 0.021 2.127
resources
Improvement in -0.108 -0.097 2.020
decision making
Setting up risk 0.040 -0.036 2.391
mngmt teams
Revision of risk -0.179 0.036 1.412
mngmt plans
Training of risk 0.032 0.104 2.248
officers
Strict adherence to 0.261* -0.029 2.256
risk mngmt policy
Communication & 0.008 0.234* 1.858
collaboration
Risk identification 0.449%** 0.278* 2.947
Regulatory -0.036 0.009 2.565
compliance
Fraud protocols 0.142 0.094 1.799
Premium-risk level 0.056 -0.011 2.700
balance
Outsourcing 0.091 0.215%* 1.363
Executives’ expertise 0.113 0.044 2.656
Top management -0.006 0.177 2.087
support

Level of significance: * p < 0.05, ** p < 0.01, ***p < 0.001

Table 17: Regression Analysis - Summary table of correlations of independent and dependent
variables

In Table 17 it also appears that if the dependent variable is the "room for improvement of Ins.
Risk Mngmt Strategy" (R? adj = 0.526, and an Anova test was conducted with sig = 0.000),
then the significant factors (which have high probability to be other than zero and therefore, to
have linear relationship with the dependent variable) are: “communication & collaboration”
with p < 0.05, “risk identification” with p < 0.05, and “outsourcing” with p < 0.01. The
interpretation is that risk identification and communication that were highlighted as very
important factors from the beginning of this analysis and from international bibliography (e.g.
Carey, 2001; Na Ranong & Phuenngam, 2009), according to sample respondents, play also
important role in the future improvement and development of the insurance risk management

strategy. Furthermore, it is very interesting that the less popular factor “outsourcing” emerged
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as a significant one to the variability of the dependent variable. As long as it takes the other
independent variables, the fact that, from the multiple regression analysis, there is probability
that they don’t have linear relationship with the dependent variable, doesn’t mean that they
don’t have any relationship. Each one of the independent variables may be strongly correlated
with “total effectiveness of Ins. Risk Mngmt Strategy” or “room for improvement of the Ins.

Risk Mngmt Str.”, but the relationship could be curvilinear.

Coefficients®
Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) 1,116 330 3,379 001
Evaluate the room for 254 0BG 251 2,964 004 645 1,551

improvement of

communication &

collaboration in your

insurance company

Evaluate the room for 391 073 459 5,352 000 27 1,594
improvement of market

research and risk

identification in your

insurance company

Evaluate the room for 180 054 234 3,364 00 951 1,081
future improvement of

outsourcing in your

insurance company

Table 18: Significance test of the regression coefficients, dependent variable: room for
improvement of the effective Ins. Risk Mngmt Strategy

In Table 18 the partial correlation coefficients (std. Beta.) have been improved to a small
extent (while Beta of “risk identification” has almost been doubled and R? adj. = 0.5136 has
been improved a lot) after the introduction into our model of only the important factors that
resulted from the above analysis. Similarly, in the case of the other dependent variable “total
effectiveness of the Ins. Risk Mngmt Str.”, the adj. R?> = 0.332 has been slightly improved, but
the only independent variable that was highlighted as significant is “risk identification”,
clearly pointing out that the independent variable “strict adherence to Risk Mngmt Policy” has

direct relationship with “work experience overl5 years”.
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Chapter 8

Conclusions and Suggestions

As mentioned in a previous section, insurance companies are financial organizations that their
core business is about dealing with their clients’ risks as well as with their own risks in a daily
basis. Nevertheless, the great financial crisis of 2008 has revealed many weaknesses and
vulnerabilities in the way these companies were handling their risks, resulting in the

bankruptcy of many of them.

Effective risk management has emerged as the key to viability of every business (e.g. Carey,
2001; Galorath, 2006; Hasanali, 2002; Na Ranong & Phuenngam, 2009), especially of
insurance companies. Identification, analysis, evaluation, treatment of risks, monitoring and
review, and communication and consultation are fundamental steps of the risk management

process (AIRMIC, et al., 2009).

So, starting from the factors that were components of the effective risk management strategy
that emerged from time to time from other surveys, this dissertation aimed to confirm or reject
these findings as the seasons, technologies, and requirements of the dynamic entrepreneurial
environment are constantly changing. In addition, the emergence of new factors was another
issue in the sense that this would be a motive for new research and debates in order for
decision-makers to make good use of the results and work towards further upgrading of the
effective insurance risk management strategy and hence the protection of insurance

companies’ customers’ value.
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Starting mostly from the work of Na Ranong & Phuenngam, (2009) regarding the
questionnaire in the empirical part, the chosen determinants of the effective insurance risk
management strategy are: communication & collaboration, market research & identification,
regulatory compliance, fraud detection protocols, premium — risk level balance, outsourcing,
expertise of executives in proper handling of risks, and support — commitment from top

management.

From descriptive statistics, the four most important factors that came up are: communication
& collaboration (90/106 respondents), risk identification (90/106), fraud protocols (81/106)
and expertise of executives (79/106).

From univariate analysis (crosstabulation) came up that work experience is independent from
the above factors except “risk identification” where it seems that the strongest the work
experience is, the more this factor is highlighted by the executives. Otherwise, these factors

are too important to be ignored by any executive with any work experience.

The multiple linear regression analysis model that was used highlighted the *‘risk
identification” factor as the strongest one regarding “total effectiveness of the Ins. Risk
Mngmt Strategy” without excluding the existence of other type of strong relationship
(curvilinear) between the dependent variable and each one of the independent ones.
Additionally, in total evaluation of the room for improvement of the insurance risk
management strategy, the significant factors that came up though the multiple linear
regression model are: communication & collaboration, market research & risk identification
and outsourcing. Outsourcing is the new “element” that came up from the analysis, since only

8 Greek executives of the sample chose outsourcing as an important factor.

From the above it can be concluded that outsourcing is a “forgotten” factor by the Greek
insurance companies, and they could pay more attention to it by being more open minded and
not afraid of “foreigners” (which in some issues are more objective and realistic), in order to

improve even more their risk management strategy.
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In conclusion, risk management as the “backbone” of insurance companies’, needs continuous

evolvement and research as constantly evolving are the risks of the business environment.
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Annex 1

Additional Statistics from Google

Forms

How strong do you consider is the regulatory compliance in your
insurance company?

.I.-.r:‘
(L

60
59 (55,7%)

40 41 (38,7%)

20

6 (5,7%)
1 2 3 4 5

How effective do you consider the fraud detection protocols in your
insurance company?

104
U4

a0

52 (50%)

40

29 (27,9%)

20
19 (18,3%)
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According to your professional opinion, there is proper balance of
premium - level of risks in your insurance company?

1AE
D

80
60 63 (60%)
40

20 24 (22,9%)
15 (14,3%)

How succeptible is your insurance company to outsourcing (help of
specialized in Risk Management audit firms)?

10
u

on

60

51 (48,6%)
40

32 (30,5%)

20

13 (12,4%) 3 (2,9%)
6 (5,7%)
1 2 3 4 5

In your insurance company, how strong do you consider the expertise
and experience of executives in proper evaluation, prioritization and
treatment of risks?

104

60

58 (55,3%)

40
36 (34,6%)

20

0 (0%]) 8 (7.7%)
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How strong do you consider the support and commitment from top
management in your insurance company?

1AE
Ul

60

49 (46,7%)

10 45 (42,9%)

20

0(0%) 9 (8,6%)

1 2 3 4 5

In your insurance company, how much room do you consider that there
is, for more consistent future regulatory compliance?

106
Ui

50

40

40 (37.7%) 39 (36,8%)

30

20 20 (18,9%)

7 (6.6%)

Evaluate the room for improvement of balance between premium and
level of risks in your insurance company

102
WL

50
) 45 (44,1%) 44 (43,1%)
30
20
0 12 (11.8%)
0 (0%) 1(1%)
0
1 2
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Evaluate the room for future improvement of expertise and experience
of risk executives in your insurance company

10
U

(]

60
56 (53,3%)

40

38 (36,2%)

20

0 (0%) 1(1%) 10 (9,5%)

Evaluate the room for future improvement of support and commitment
from top managent in your insurance company

104

80
60 63 (60,6%)
40

29 (27.9%)
20

0 (0%} 2(1,9%) 10 (9.6%)

Evaluate the room for future improvement of fraud detection protocols
in your insurance company

106
i

60
57 (53,8%)
40
33 (31,1%)

20

14 (13.2%)
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Evaluate the room for future improvement of outsourcing in your
insurance company

.|,-.,=,:‘
(LAY

60

50 (47,2%)
40

29 (27.4%)
20

17 (16%)
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Annex 11

Questionnaire

--"""f R Jf, il ff/fyi’//////;"y/;/_/{ ’ \: L I
- ' | i L .’I ’
QUESTIONS answers (KD '

><£
.

Section 1 of 4

Risk Management Strategy of Insurance
Companies

Dear Sir/Madam,

My name is Kotsampasi Stergiani and I' m a student of the Postgraduate Studies Program of Enterprise Risk Management
(the MSc is in English language) at the Open University of Cyprus. In my dissertation titled "risk management strategy of
insurance companies and global financial crisis, a study focusing on insurance companies globally and in Greece ', a study
is conducted on the econometric analysis of the factors that determine the level of the effective risk management strategy
aof insurance companies in Greece. The questionnaire is addressed to Top Executives of Insurance Companies that deal
with Risk Management.

Your participation is voluntary and anonymous. Your answers are confidential and will be used exclusively for research
and academic purposes.

Your participation and honest answers are considered necessary to deliver reliable scientific conclusions. The
questionnaire completion time is about 10 minutes. Answer the guestions by selecting or filling in the information you will
be asked for. Thank you in advance for your participation and the time you will have.

| am responsible for the collection and processing of the questionnaires, and for any queries or clarifications please
contact me with the following contact details:

Kotsampasi Stergiani
Email: kotsampasi_st@outlook.com

OPEN
UNIVERSITY OF
CYPRUS

WWW.0UC.8C.CY
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<

o /
Section 2 of 4

General Information

How many years of work experience do you have in the Risk Management
Sector?

() Less than one year
()1

) 610

) 11s

O Mare than 15 years

*
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What do you expect from an effective Insurance Risk Management Strategy (one
or more answers)?

Reduction of Financial losses
Better allocation of resources
Improvement in decision making

Better communication with the stakeholders

How the Risk Management Policy of your Insurance Company is supported (one
or more answers)?

Setting up Risk Management teams
Regular revision of Risk Management plans

Extensive and continuous training of Risk Officers

Front line employees can easily have access to executives of higher hierarchy in order to refer problems and detecti...

There is strict adherence to Risk Management Policy

Section 3 of 4

Determination of the effective Insurance Risk
Management Strategy

>4
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Which of the following factors do you consider decissive for an effective
Insurance Risk Management Strategy (one or more answers)?

Communication and collaboration with other departments (Undewriting, Actuarial etc.)

Market research and identification of possible risks

Regulatory compliance (level of technical reserves etc.)

Effective fraud detection protocols (fraud experts eic.)

Proper balance of premium - level of risks, in order payment of claims and legitimacy to be ensured

Outsourcing (help of specialized in Risk Management audit firms)

Expertise and experience of executives in praper evaluation, prioritization and treatment of risks (loss retention, los...

Support and commitment from top management

How strong do you consider is the communication & collaboration in your
Insurance Company?

Not at all Very much

How strong do you consider is the market research and identification of possible
risks in your Insurance Company?

Not at all Very much

How strong do you consider is the regulatory compliance in your insurance
company?

Not at all Very much
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How effective do you consider the fraud detection protocols in your insurance
company?

Not at all Very much

According to your professional opinion, there is proper balance of premium - level
of risks in your insurance company?

Not at all Very much

How succeptible is your insurance company to outsourcing (help of specialized
in Risk Management audit firms)?

Not at all Very much

In your insurance company, how strong do you consider the expertise and
experience of executives in proper evaluation, prioritization and treatment of
risks?

Not at all Very much

How strong do you consider the support and commitment from top management
in your insurance company?

Not at all Very much
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Define how effective, do you consider, is your Insurance company's Risk
Management Strategy (or how effectively compines all the above factors)?

Not at all Very much

Section 4 of 4

Room for future improvement of the effective
Insurance Risk Management Strategy

> £

In the near future, has your insurance company a plan for further development
and improvement of its Risk Management Strategy?

Yes

No

Evaluate the room for improvement of communication & collaboration in your
insurance company

Not at all Very much

Evaluate the room for improvement of market research and risk identification in
your insurance company

Not at all Very much
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In your insurance company, how much room do you consider that there is, for
more consistent future regulatory compliance?

Not at all Very much

Evaluate the room for improvement of balance between premium and level of
risks in your insurance company

Not at all Very much

Evaluate the room for future improvement of expertise and experience of risk
executives in your insurance company

Not at all Very much

Evaluate the room for future improvement of support and commitment from top
managent in your insurance company

Not at all Very much

Evaluate the room for future improvement of fraud detection protocols in your
insurance company

Not at all Very much
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Evaluate the room for future improvement of outsourcing in your insurance
company

Not at all Very much

Evaluate the room for improvement of the effective Risk Management Strategy of
your insurance company

Not at all Very much
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