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Spence represents a company that offers property casualty insurance products and risk
management services. He argues that there are serious gaps in insurance regulation and that
federal regulation is needed. He argues for increased federal insurance expertise and supports
the Chairman’s suggestion of creating an Office of Insurance Information. Spence also sees a
need for federal charting for insurers, including oversight, consumer protections, and more
efficient regulations. Although he believes the state system of regulation has been effective, he
notes that it is too limited to regulate large insurance holding companies. Spence discusses the
nature of systemic risk, claiming that it stems from how interrelated a company is to other
companies and the financial system as a whole, not how large it is. Consequently, he believes
that property-casualty insurance poses less systemic risk than other financial services companies
such as unregulated holding companies and reinsurers, though systemic risk could be posed by
an industry-wide failure of insurance companies. This is true primarily because property-
casualty insurers take on little counter-party risk, are highly regulated (high reserve requirements
and regulatory approval required for dividends and transactions of certain types), have strong
risk management programs, are seldom affected by economic cycles, and take on conservative
types of asset classes. To address systemic risk threats, Spence argues that the government
should evaluate companies based on their degree of interconnectedness and should prevent
companies from becoming over-extended. Specifically, he recommends mandated internal
enterprise risk oversight by board committees and substantially enhanced disclosure
requirements related to risk allowing regulators, ratings agencies, and the public to gain a more

comprehensive understanding of the company’s risk profile.
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