AUSTRALIA – ACTUARIAL PROVIDER TO THE WORLD?

Last year I was involved in a study by Swamy & Associates for Axiss Australia
 regarding positioning Australia as a destination of choice for analytics offshoring.  We had discussions with Indian service providers and conducted interviews with Australian actuaries and other professionals.  Following is a summary of some of our analysis and conclusions.

“Offshoreability” i.e. what is offshoreable and at what rate, has been the subject of several analyst reports:

· In June 2004 Deloitte Research surveyed 43 global financial institutions and concluded that about 20% of the industry’s cost base would be offshored by the year 2010 ($414 billion on a cost base of $2,068 billion).


· In June 2004, CS First Boston co-authored a paper with Swamy & Associates.  It concluded that upto 35% of an Australian financial services provider’s cost base was offshoreable over a 3 year period.  ($8 billion on a cost base of $30 billion).

A brief history

During the late 80’s and early 90’s several global banking institutions set up “captive” IT outfits in locations such as Mumbai and Bangalore.  Knowledge and skills were disseminated from the captives through the domestic IT communities, giving rise to ”third party” offshore IT service providers (e.g. Infosys, Tata and Unisys).

In the late 90’s global banks and insurers targeted IT Enabled Services activities (“ITES”)  and Business Process Outsourcing (“BPO”).

ITES are elementary processing and support activities such as managing customer records, and credit card and cheque processing.  BPO include call centre activities, and more sophisticated processing such as mortgage origination and settlement support, credit card collections, insurance new business and administration.

The trend was commenced by global financial services captives  (e.g. eServe / Citi, GECIS / GE Capital) and adopted by third party service providers (e.g. Spectramind, Daksh).

Since the early 2000’s the emphasis has been on “knowledge-based activities” i.e. analytics requiring use of sophisticated platforms for analysis and most importantly, highly skilled staff.

Analytics include the following domains:


· Actuarial services 


· Equity research and Corporate finance / M&A 
 

· Corporate credit, structured and project finance 


· Retail banking 


· Strategic Financial Management and Business Intelligence and Research Services

The key drivers of Analytics Offshoring over the next 5 years

Growing awareness of the cost, quantity and quality of graduates in offshore locations

Countries such as India have created high quality education systems at a relatively low cost.  The Indian Institutes of Technology and Management have been recognized as the “most selective engineering and MBA programs in the world”.  

Standardised nature of analytics functions, methodologies and software 

Most analytics activities are performed globally in standardised platforms often using identical methodologies and sometimes, even the same software applications.

A leading software platform for actuarial valuations  and profitability calculations is MOSES / TAS (used in about 370 insurance companies globally and largely developed in Australia by Tillinghast Software Solutions). 

The three tools most used by banks globally in credit risk management are JP Morgan’s CreditMetrics, KMV corporation’s Portfolio Manager and CSFP’s CreditRisk Plus.
 
Global harmonisation of  standards and qualifications


Harmonisation of international standards and qualifications facilitate offshoring.  Evalueserve and GECIS operating in the strategic finance domain set up processes to ensure compliance with Sarbannes-Oxley and the IFRS.  Service providers also encourage staff to acquire internationally recognised qualifications.  Evalueserve and ARANCA encourage their equity research staff to pursue the US Chartered Financial Analysts’ (CFA) program. 

Increased sophistication of  process quality control 

Most vendors have invested heavily in quality management methodologies such as Six Sigma and black belt certifications.  Several service providers have created proprietary systems to monitor logic and arithmetic integrity of the financial models and assumption reasonableness against standard parameters.    

The push towards global sourcing at banking and insurance organisations

Global banks and insurers have recognized the strategic importance of offshoring in improving group-wide productivity and operational risk capital returns, and therefore focus on global sourcing.

Making the case for Australia 
One of the most exciting aspects of the emergence global analytics offshoring is Australia potentially becoming a global hub for analytics services.


Unlike the lower end transaction processing activities, appropriately qualified staff are not readily available in other destination countries .  However, there is already a substantial number of students on the way to qualifying.  Therefore the opportunity for Australia has a time limit.

This opportunity also presents significant challenges - the leading offshore service providers confirm that NOT ONE of these service providers had considered Australia in their 3 year strategies.

Three fundamental concerns were expressed regarding Australia by the responding Analytics Offshorers:

· Ready availability of the requisite financial services skillsets, qualifications and experience levels – currently and 3 to 5 years into the future.


· Productivity levels in Australia compared to the US, UK and Europe 

· Multi-lingual / multi-cultural awareness and capabilities in Australia.
 

The responses to these issues are very well covered in the paper Australia As A Hub For Analytics Offshoring.
   The paper demonstrates Australia’s advantages in terms of the cost, availability and global orientation of the labour pool, business infrastructure costs, and stability of business environment.  


What does this mean for the Actuarial Profession in Australia

For actuaries in Australia – how can we turn this opportunity into reality?  

We need to forge connections with major analytics providers, and present a compelling value proposition to them.  This may be focused more on bureau-style regular analysis and processing services rather than traditional consulting.  We need to understand what services can be done offshore and how can they be delivered?  How can we market ourselves as a centre of excellence?

Australia has a well-qualified and experienced actuarial resource base, working in a diversified and mature financial services industry.   Australian Fellows have a great depth of experience, with approximately 60% having at least 10 years’ post qualification experience.  Members also gain substantial overseas experience, with 1 in 5 living and working overseas in 2005.


Actuarial work requires a detailed understanding of a company’s products, systems and processes.  The value lies not only in being able to do complex calculations and analysis, but also in the depth of understanding of the business to ensure that the question being asked is fully understood, and that the data being used is comprehensive and correct.  The offshore provider would need staff who are very knowledgeable of local insurance, tax, superannuation and other legislation, and relevant accounting and actuarial standards.
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The relative difficulty of moving various processes offshore is set out in the following diagram, on which tasks are plotted according to the need for local knowledge on the horizontal axis, and the degree of repeatability or scalability (i.e. the need for client interaction reducing over time) on the vertical axis.



There is a sufficient price differential between Australia, and the US and UK, to make offshoring a cost effective exercise.  Rough estimates of the price of actuarial services were obtained during our study.  US rates for an actuary with 10 years’ experience were estimated to be about 10 to 20% more than in Australia, while UK rates were 30 to 60% more.

Genpact
 in India suggests that they might achieve a cost saving of 30 to 50% relative to the USA.  

However, given the skill sets available in Australia, the cost savings would be magnified by a quality compression factor, based on low rework rates, increasing staff knowledge, and economies of scale.


For the Institute – Should we expend resources on education in overseas locations when we need more actuaries here to take advantage of this opportunity?  

India is regarded as the main analytics “offshoring” destination. In India the insurance sector has only recently been opened to competition, thus there is a dearth of fully qualified actuaries.  However, there are a large number of students part way through qualifying, as the demand for actuaries have increased with the boom in the insurance / investment sectors.

Therefore, although India currently does not have the resources match its willingness to be an actuarial services offshoring destination, this situation could change dramatically over the next decade.  Australian actuarial firms have a chance to gain a hold on any emerging offshoring demand:


· Firstly, the domestic demand for actuarial services in India will reduce the level of resources available to take on overseas work;

· Secondly, actuarial remuneration in India should increase rapidly due to the demand, thereby reducing the cost advantage; and

· Thirdly, given the maturity of the insurance industry in Australia, actuaries here have a depth of experience that will take a long time to replicate.

For actuaries worldwide – What is the impact of more competition between actuaries in various locations for the same work?  

There is no easy answer to this.   Other professionals, such as those working in IT, are already experiencing the impact of offshoring.  Even staff within the same organisation often find that their work is being moved from the US, UK and Australia to other centres within the same company.  This does lead to feelings of resentment directed against overseas members of the same profession, and also a push for industrial action such as strikes or boycotts.  

There are factors which limit actuarial services offshoring:
a) Complexity of regulation: in some potential offshoring markets, insurance regulation is not homogeneous.  

b) Local knowledge: A very detailed understanding is required of local terminology, and tax and other relevant legislation.

c) Cost saving: Even though the price differential is potentially sufficient, a company’s actuarial services cost relative to its total budget is likely to be small.  However, it could make a total financial analytics offshoring package much more attractive.

d) Bundling the offshored activities: Putting together a relatively self-contained parcel of work can be challenging.


However, factors such as these have been overcome for other professions in global companies which use local centres of excellence.  It is important for actuaries in Australia to recognise that these changes are likely to happen, and to be pro-active in demonstrating our strengths and showcasing our abilities to the world rather than hoping it will all just go away. 
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� The Australian Government established Axiss Australia to position Australia as a global financial services centre in the Asian time zone.


� CSFB, Bank Offshoring, Who will lead the next secular profit driver?, 21 June 2004


� Imported from India, 60 Minutes program feature, CBS Network 


EIU survey of global MBA programs, The Economist Magazine  �


� Axiss Australia, Australia as a Hub for Analytics Offshoring, Section 2, Data File Series 2006, Published January 2006.  Available on � HYPERLINK "http://www.axiss.gov.au" ��http://www.axiss.gov.au� under the Publications section, Reports and Brochures subsection.


� GE Capital International Services (Gecis) created in 1998 by GE as a inhouse offshore services provider.  60% ownership sold to private equity funds in 2004.  Name changed to Genpact.    Now employs about 23,500 people in India, Mexico, Hungary and China, delivering outsourced services to customers in the US, UK, China, Japan, Europe and Australia.  Forecast revenues for 2005 were US$490 million.  1,700 staff work in insurance related activities, including actuarial support, and a further 900 work in analytics, including actuarial services, risk modelling, profitability analysis, and marketing and pricing strategies.�
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