Human Factors Disasters: Lessons from the Insurance world

1. Equitable Life Collapse (2000 - UK)

* What happened? The insurer couldn’t honour guaranteed pension policies due to
unsustainable liabilities.

¢ HF themes: @ Cognitive Bias *" Overconfidence @ Poor Risk Culture

¢ Key takeaway: Wishful thinking isn’t risk management—organisations must plan for
worst-case scenarios, not just best.

The Equitable Life collapse in 2000 is a clear example
of Human Factors breakdown within the financial and
insurance sector, driven by overconfidence, flawed
assumptions, and cultural blind spots. For years, the
/ 6 company offered guaranteed annuity rates without
adequately modelling or preparing for the long-term
E Q U | TA B L E financial risk—reflecting a dangerous mix of optimism
bias and confirmation bias, where early success
reinforced the belief that the strategy was sound.
Leadership failed to challenge their own assumptions, illustrating a lack of
organisational self-awareness and psychological safety—there was little room
for dissent or critical questioning. Regulators and actuaries alike were lulled into
complacency by the company’s prestigious reputation, reinforcing authority bias.
The system lacked sufficient stress-testing or safeguards to catch early warning
signs, and when the financial reality could no longer be ignored, the liabilities far
outweighed the company’s ability to pay. Equitable Life’s downfall illustrates how
even well-established institutions can collapse when human limitations are
overlooked and cultural inertia resists challenge, transparency, and adaptive
thinking.

2. AIG Bailout (2008 - US)

e What happened? Massive exposure to credit default swaps led to near-collapse
during the financial crisis.

« HF themes: @ Goal Conflict » @ Normalisation of Deviance « @ System Complexity
¢ Key takeaway: When reward structures favour profit over prudence, ethical and
rational behaviour suffers.



The AIG bailout in 2008 reveals a
complex web of Human Factors failures

at both organisational and industry levels.
At its core was a culture driven by short-
term incentives and a deep goal conflict
between risk management and revenue
®

generation. AlG’s Financial Products

division took on vast exposure to credit

default swaps without holding sufficient capital to back them—an example of
normalisation of deviance, where risky behaviour became routine because
nothing had gone wrong yet. Leadership and regulators alike were affected by
overconfidence and illusion of control, believing their models were robust and
markets would remain stable. There was also a clear silo effect, with different
teams failing to share critical information across the organisation, and a lack of
psychological safety, where challenging decisions internally could be seen as
obstructive. When the housing market crashed, these hidden risks unravelled
almost overnight, nearly collapsing the global financial system. AlG’s near-failure
demonstrates how unchecked human bias, weak internal communication, and
pressure-driven culture can destabilise even the most powerful institutions.

3. HIH Insurance Collapse (2001 - Australia)

* What happened? Australia’s second-largest insurer collapsed due to underpricing,
poor reserves, and risky acquisitions.

« HF themes: @ Over-optimism e @ Complacency ® & Lack of Challenge

¢ Key takeaway: A healthy organisation invites challenge—silence is not safety.

+ The HIH Insurance collapse in 2001—
%,geconom ¢ di 7. Australia’s largest corporate failure at the time—
is a prime example of how Human Factors can
s quietly undermine a business from within. The

‘,O? ‘)ﬁé 73 company engaged in aggressive underpricing

S a5 yeu) Xo k- and risky acquisitions in an attempt to grow

e l:‘ 22 simaton, rapidly, while failing to set aside adequate

reserves to cover future claims. This reflected a deep optimism bias and
overconfidence at leadership levels, where warning signs were minimised or
ignored. A culture of complacency and lack of challenge meant internal dissent
was discouraged, and governance structures were too weak to question or restrain
strategic decisions. Information silos and poor transparency across
departments prevented a clear picture of risk exposure, while regulators were slow
to detect the depth of the company’s vulnerabilities. HIH’s downfall illustrates
how organisations that fail to build a culture of sceptical inquiry, clear oversight,
and open communication are vulnerable not just to poor decisions, but to
systemic failure fuelled by predictable human fallibility.




4. Independent Insurance Collapse (2001 - UK)

e What happened? Fraudulent accounting disguised the company’s true financial
state.
¢ HF themes: @ Moral Disengagement ® &' Lack of Oversight ® @ confirmation Bias

¢ Key takeaway: Culture can either prevent or promote fraud—Human Factors must
focus on integrity systems.

The Independent Insurance collapse in /

2001 exposed deep Human Factors Independen

failures within the company’s leadership,

systems, and culture. Central to the Insuranc /
downfall was deliberate misreporting—a

result of moral disengagement, where

fraudulent behaviour became justified under the pressure to meet performance
targets and maintain investor confidence. Executives overstated profits and
understated liabilities, creating a distorted picture of financial health. This was
enabled by a lack of independent oversight, weak internal controls, and a
culture where confirmation bias flourished—information that contradicted the
narrative of success was ignored or buried. There was also a pronounced
authority gradient, where staff were unlikely to challenge senior decisions or
raise concerns. Regulators and external auditors, influenced by the company’s
outward performance, failed to investigate anomalies in depth. The collapse
shows how, in the absence of ethical leadership, psychological safety, and
robust verification systems, even a successful company can unravel when
human vulnerabilities go unchecked.

5. Lloyd’s of London — Names Crisis (1980s-1990s)

* What happened? Thousands of private investors faced financial ruin due to historical
liabilities.

e HF themes: ' ' Asymmetric Information ® & Authority Bias ® () Complexity Overload
¢ Key takeaway: Transparency matters—when people don’t understand the risk,
consent is not truly informed.

The Lloyd’s of London Names crisis during
the 1980s and 1990s is a powerful example of
Human Factors breakdown in trust,
communication, and risk transparency.

! Thousands of private individuals—known as
B “Names”—were encouraged to underwrite

¥ insurance risks with personal wealth, often

W|thout fully understandlng the scale of their exposure. This reflects a critical




information asymmetry: those promoting the investments had far greater
knowledge than those accepting the risks. Authority bias played a major role, as
Names placed trust in Lloyd’s prestigious reputation and the apparent expertise of
underwriters. The complexity of the insurance products created cognitive
overload, discouraging critical questioning or due diligence. When unforeseen
liabilities from asbestos and pollution claims emerged, many Names faced
financial ruin. The organisational culture, steeped in tradition and secrecy, lacked
mechanisms for clear disclosure, ethical challenge, or informed consent. The
crisis highlights the need for systems that prioritise transparency, shared
understanding, and psychological safety—not just for employees, but also for
stakeholders and clients placed in positions of vulnerability.

Key Human Factors Lessons for Insurance:

¢ Fallibility doesn’t equal failure—it becomes failure when systems and culture ignore
it.

¢ Biases like overconfidence, normalisation, and confirmation are common under
pressure.

¢ Good Human Factors means designing processes, cultures, and tools that protect
against everyday error.

¢ Just like aviation, the insurance industry thrives when humans are empowered,
challenged, and supported.



