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Testimony of John Hill, President and COO of Magna Carta Companies
Hearing on Systemic Risk and Insurance — June 16, 2009
Hill represents the National Association of Mutual Insurance Companies, which is a
national trade association for property/casualty insurance companies. He argues that this
industry poses no systemic risk because of the nature of the products involved, the industry’s low
leverage ratios, its relatively liquid assets, and the lack of concentrations in the marketplace. He
also notes that property/casualty insurers are not subject to the systemic effects of other banking
and financial activities, which he says are the generators of systemic risk. He claims that the
current instance of systemic risk is market-oriented and did not radiate from the failure of a
single company. He outlines six factors that are significant determinants of the systemic risk
posed by an institution: leverage, liquidity, correlation, concentration, sensitivity, and
connectedness. Based on these factors, he argues that there is no need to regulated the
property/casualty insurance industry because a) very few property/casualty insurers use short-
term debt or other leverage structures, b) there is little risk of liquidity shortfall caused by
disintermediation in the industry, ¢) property/casualty insurers use underwriting tools to control
certain types of correlation and there is often little correlation between the underlying risks of
real events like fire or theft, d) property/casualty insurers already operate under regulations that
limit the type and concentration of assets, reducing the industry’s connectedness and sensitivity
to other sectors of the financial services industry. Additionally, the guaranty system protects the
property/casualty insurance industry from widespread losses. Hill notes that any public
identification and regulation of systemic risk is likely to have negative consequences because
investors and consumers will see it as a guarantee that the company will not be allowed to fail,

giving them a competitive advantage over other insurers and creating a moral hazard problem
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that could encourage regulatory arbitrage. Hill argues that systemic risk regulators should focus
on the impact of products or transactions used by financial intermediaries. A new regulatory
system should complement the resources already in place and should be made flexible enough to
adapt to changing developments in the marketplace. Specifically, Hill believes that steps to
strengthen the financial regulatory system should include enhanced regulatory coordination,
improved international information sharing, the creation of the Office of Insurance Information,

and the adoption of selected national standards.
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