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Ensuring ERM adds value?

“Although we have not emerged unscathed from the 
recent market turmoil, we believe we have done a 

good job in managing our risks”

Chris O'Meara, Lehman Brothers global head of risk management (Dec 2007)
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“…a culture of risk management at every level of 
the firm" 

Lehman Brothers Annual Report 2007



Agenda

Is ERM adding value?

Designing ERM for value

The risk reporting challenge

The strategic risk pitfall

The human paradox
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The human paradox

What to do?



Is ERM adding value?
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Source: EIU 2008 - ERM in financial service organisa tions Source: EIU 2007 – Best practice in risk management



Is ERM adding value

The risk function is still struggling to 
gain influence

Organisations not addressing the lack 
of risk expertise at senior levels

To change risk culture, organisations 
should lead from the top
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Organisations want to provide better 
information for decision making

Risk managers appear reluctant to 
tackle incentive and compensation 
issues

Source: Never again? Risk management in banking beyond the credit crisis, KPMG Jan 2009
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What is ERM?

A system or process

“Capabilities and culture are at least as important a part 
of the organisational response as policies and systems”

Source: Developing the Global Leader of Tomorrow, Ashridge 2009

����������	
����
�
���
�����

�������
��	��
��	


A system or process

A way of thinking and behaving



ERM goals and adding value

Knowledgeable risk taking

Support decision making

Take risks within our agreed risk appetite

Continuous process

Integral part of running the business
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Integral part of running the business

…Bold aspirations…are we falling short?



Risk Management System
• Risk Appetite
• Risk Policies
• Risk governance structure (Cttees)
• Reporting & monitoring
• Risk function
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Designing ERM to add value

Inputs Outputs

Risk content 

Risk decisions
• Strategic planning
• New product development
• Product pricing 

Capital
• Regulatory capital
• Economic capital
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• Risk competencies & culture
• Risk capital
• Risk assessment process
• Scenario process
• KRI process
• Loss events processes
• Risk technology T
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Feedback loop

Risk content 
• Risk assessment
• Scenarios
• loss information
• KRIs

• Product pricing 
• Project management
• M&A
• Change programmes
• Capital planning
• Actual losses
• Process improvement
• Performance & remuneration

Assurance & control
• Actual risk ‘v’ appetite and policy
• Governance cttees (Risk & Audit)
• Control (risk) effectiveness
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Learning from the credit crisis

What differentiated performance?: “Informative and responsive risk 
measurement and management reporting and practices”

“They used information developed across the firm to adjust their business strategy, 
risk management practices, and exposures promptly and proactively in response to 
changing market conditions.”

“Management at the better performing firms had more adaptive (rather than static)
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“Observations on Risk Management Practices during the Recent Market Turbulence” - March 6, 2008 - Senior Supervisors Group

“Management at the better performing firms had more adaptive (rather than static)
risk measurement… that could rapidly alter underlying assumptions in risk 
measures to reflect current circumstances. They could quickly vary assumptions
and could customize forward-looking scenario analyses to incorporate 
management’s best sense of changing market conditions.”

“Firms that encountered more substantial challenges seemed more dependent on 
specific risk measures incorporating outdated (or inflexible) assumptions that 
management did not probe or challenge and that proved to be wrong.”

9



The risk reporting challenge

Backwards looking

Risk aggregation and risk interdependencies

Slow to react

Integrate or separate?

Reference points
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Reference points

Review and validation

Risk assurance ‘v’ risk decisions

“…you want the light to flash if there's something wrong. When that light flashes 
humans need to step in and make human judgements based on experience 

and wisdom“*
* Source: EIU 2008 - ERM in financial service organi sations



The risk reporting challenge

“We are surrounded by information. It has never 
been easier to obtain information. But information 

by itself is not enough. It is how we look at the 
information that matters. How do we get the most 
value  from the information ? This is the area that 
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value  from the information ? This is the area that 
needs attention.”

“Six Frames for Thinking about Information”, Edward de Bono, 2008



The strategic risk pitfall

Strategic

About taking risk

Closer to strategy

Often more uncertain and 
less quantifiable

Operational

About accepting risk & loss

Closer to process

Often more certain and more 
quantifiable
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less quantifiable

Scenario based

Harder to measure

Informs decisions

Useful to the Board

Top down

quantifiable

Event based

Easier to measure

Monitor decisions

Useful to the business

Bottom up



The human paradox 
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Taken from a presentation by Peter Hoflijk at “OpRisk Europe 2008 Conference” - April 2008



The human paradox 
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Taken from a presentation by Peter Hoflijk at “OpRisk Europe 2008 Conference” - April 2008



The human paradox

Ask for risks and people tell you what is wrong now

All risks are bad things

No news is good news

We will make it work

Biases
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Biases

Different types of uncertainty



What to do?

Be serious about changing ‘the way you think and behave’

Be clear about your goals and how they will be achieved

Design your outputs not just your inputs

Understand what influences the success of your business model

Recognise that strategic risk is different from operational risk
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Recognise that strategic risk is different from operational risk

Time for Risk Management ‘to step up to the plate’

If we are facing the right direction all we have 
to do is keep on walking…

Buddhist proverb



Questions?
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Questions?

Richard Baker

07799 656425

www.caerusconsulting.co.uk

richard.baker@caerusconsulting.co.uk


