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A risk proposition

Brendan Horton

Hedge against catastrophe
Graciela Chichilnisky is a mathematician
and an economist at Columbia University.
She is also director of the Program on
Information and Resources’ Risk Center at
the Columbia Earth Institute. Her interest
in risk began in the early 1990s when she
saw how catastrophic events such as hurri-
cane Andrew had shaken up the insurance
industry. Knowing that hurricane frequency
is related to the El Nino Southern Oscilla-
tion (ENSO) and with her knowledge of
chaotic, dynamical systems, Chichilnisky
began to assess the risks from natural geo-
physical events, developing a theory of how
these risks could be classified. She designed
financial instruments that could effectively
hedge against catastrophic events, which by
their nature cannot be predicted. One result
of her worl is an instrument that she calls
Catastrophe Bundles, a portion of which,
the El Nifio Index, is being commercialized
by the Bermuda Stock Exchange in cooper-
ation with Columbia University.

Chichilnisky’s Risk Center operates in
the grey area between publicly supported
academic research and private interests, and
allows the group'’s intellectual property to
be commercialized. According to Chichil-
nisky, this set-up should provide better
financial cover for the insurance industry,
which may allow more companies to offer
hurricane insurance at lower rates.

Some reinsurers, notably Swiss Re and

Munich Re, have built substantial in-house
research groups that include scientists hired
from academia. “I'm astonished to find
myself working for a reinsurance company,”
says Jirg Trib, head of the Atmospheric
Perils Group at Swiss Re. “However, [
quickly learned that the insurance industry
and, in particular, reinsurers need highly
specialized geoscientists to analyse the risks
of natural catastrophes.”

About one-third of his group’s work is in
research and development. “Our work is
more ‘purpose-orientated” and less in-
depth research,” he says. The group adapts
and interprets the latest results in geo-
science for the insurance industry. It must
examine how weather forecasting and
ENSO could affect underwriting, identify
natural catastrophes that the company and
its clients may be exposed to, and assess
whether the group thoroughly understands
and can manage these risks.
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