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The risk management industry has grown considerably in the past few years. We are solving some of the challenges that new instruments and technology have posed for the financial industry and we are becoming recognized as a professional class within the financial community.
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We have entered a stage in risk management where firms set global risk capital allocation parameters and require individual groups to perform within these specifications. Risk managers are entering the ranks of senior management, becoming a part of the decision making process and the oversight of its operations. There is a growing trend toward the management of credit, market and operational risk through the creation of roles like the Chief Risk Officer.  This trend has started, but we still have a long way to go.


Technology has forced greater standardization, efficiency and transparency into all markets. As this 

survey reveals, there are still many technological hindrances for the risk professional. These hindrances range from internal resources to technological capabilities. Either way, we must stay at the forefront of technology to remain competitive.

Risk managers are also organizing professionally. The Global Association of Risk Professionals or GARP was established four years ago to provide a forum where risk managers could meet to discuss issues that concerned them. We now have 45 regional chapters with nearly 15,000 members worldwide. GARP represents these members and advocates for their heightened participation in the management decisions of the firm. We are pleased to be working with CWB to present this survey on Risk Management & Technology to our members and a wider audience.

For this CWB research report, we investigated the current state of risk management practice, the profession and the associated use of technology as we enter the twenty-first century.
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The report was designed and conducted by CWB Systems Services, a leading provider of IT and risk services to the financial markets, in partnership with the Global Association of Risk Professionals (GARP). GARP is the largest professional organisation of risk practitioners and is a not-for-profit, independent organisation with over 15,000 members worldwide. GARP's mission is to facilitate the exchange of information, develop educational programs and promote standards in the area of financial risk management.  It also provides a valuable forum for discussion and free access to information such as events, publications and market research.


This research was carried out in the spring and summer of 2000. All members of GARP were eligible to complete an online survey, which was anonymous. The objective of the survey was to gain a deeper insight into a number of key issues, including:

(
What are the major challenges, issues and objectives for risk professionals?

(
How is technology impacting the risk management function?

(
What progress, if any, has been made in the integration of market, credit and operational risk?

(
What are the prospects for the risk professional?

(
Integration of market, credit and operational risk 
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While many institutions have now appointed a single Head of Risk or CRO (Chief Risk Officer), very few institutions appear to have successfully integrated the associated maze of systems and processes.

(
Spending on risk-related activities

continues to rise

Over 75% of respondents anticipate increased spending on risk-related activities, with most expecting budgets to rise by more than 10%. Despite this, over 50% of respondents think risk remains underfunded.  

(
Risk management is too remote

from the trading functions

Greater use of securitisation, credit enhancement techniques (such as collateralisation) and greater liquidity in credit derivatives, will all require much tighter integration between risk departments and the front office.  

(
Risk IT is still failing to deliver

Most institutions are dissatisfied with their risk management systems and believe that their Risk IT department is actually holding them back, due to a lack of understanding of the business.  


(
Operational risk management 

has yet to mature

Financial regulators, including the Basle Committee and the FSA, are concerned that banks' operational risk now presents a greater problem than market or credit risk. They are also concerned that banks may not have yet  implemented sound methods to control their risks. However, while the banks are mobilising their resources to reduce this operational risk, this survey illustrates that most view it as a secondary responsibility.

(
Credit risk management is

perceived to be inadequate

The majority of respondents to the survey felt that credit risk management systems and processes are inadequate. This view was consistent across larger, tier one organisations and smaller banking institutions. 

(
Risk managers feel undervalued

Clearly there is more work to be done in convincing other areas of the organisation about the benefits of the risk management function.

(
Access to timely and accurate data is the
key to successful risk management

Risk management is, and will remain, very much reliant on timely, clean and comprehensive data.

(
The USA's shrinking lead

US financial institutions are considered to be the most sophisticated at risk management, but the gap is narrowing.
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Of the respondents, 50% have market risk as their primary responsibility, 21% credit risk and 20% operational risk.  The remaining 9% had other responsibilities not primarily related to risk management, with the majority being consultants and software vendors.

It is also worth noting that some 40% of the respondents whose primary responsibility was either market or credit risk stated that operational risk was their secondary responsibility, suggesting that many organisations have yet to make operational risk management equal in status with market and credit risk management.

Primary Responsibility
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  Market Risk
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The majority of organisations have, however, made responsibility for risk management a key executive function, and increasingly there is an appointed head of risk, either at board level or just below.

Overall Responsibility for Risk Management
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The trend towards amalgamating the different forms of risk management - credit, market and operational - continues.This is evident with the streamlining of risk management processes, allowing for more efficient use of capital, with organisations able to gain a holistic picture of their financial risks across the organisation.

For the purpose of risk management, operational, credit and market risk should be integrated together in order to fully understand enterprise-wide risk
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One issue that often receives too little attention when institutions begin integrating the various risk disciplines, is the cultural conflict that may arise between staff operating in the three areas.  Not least, how to reconcile the near front-office remuneration packages available for market risk ‘quants’, with the lower compensation levels available to the credit and operational risk practitioners.


The US financial institutions are the most sophisticated when it comes to risk management and control techniques

Approximately 35% of GARP members are from the USA and Canada, and they are considered to be the most sophisticated risk practitioners by two-thirds of respondents. There is a common view expressed in numerous research reports that US financial organisations are not only the largest in the world, but also the most advanced. This view may have been reinforced by the well-publicused activities of some institutions, such as JP Morgan, which have made strenuous efforts to differentiate themselves by focusing upon the quality of their internal risk management capabilities.
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Fifty-seven percent of respondents do not believe that risk management and control is adequately funded in their organisation.  However, 61% believe that risk management is viewed within their organisation as a profit generator rather than as a cost centre - this view was most pronounced amongst credit risk managers, with some 75% agreeing or agreeing strongly.  If risk management does enhance financial performance, one might question why one in two organisations do not appear to allocate sufficient resources to risk management in order to maximise the benefit that could be derived?

Risk management and control is adequately funded in my organisation
[image: image19.bmp]  Strongly Agree

[image: image20.bmp]  Agree

[image: image21.bmp]  Disagree

[image: image22.bmp]  Strongly Disagree

[image: image97.jpg]




Clearly there is an opportunity for many institutions to gain competitive advantage by improving and enhancing their risk management function. No doubt shareholders and banking analysts will wish to explore this dichotomy further with individual banks!

In my organisation, risk management is seen as a profit generator, not as a cost centre
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A number of regulatory bodies place specific requirements on organisations for the compliance of risk management and control. Almost three quarters of respondents (73%) were satisfied that their organisations adhered closely to the legal requirements for risk management and control placed upon them.  One could ask whether the 27% of respondents who consider their organisation does not adhere to the legal obligation for risk management and control, is cause for alarm!

My organisation adheres closely to all 

legal requirements for risk measurement 

and control
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It was encouraging to note that the majority of respondents (82%) believe that their organisation views risk management and control as essential good practice.

In my organisation, risk management and control is seen as essential for good business practice
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This was also reflected in our finding that 69% of respondents believe risk management and control is more than just a regulatory requirement.

In my organisation, risk management 

and control is seen only as a 

regulatory requirement
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There is widespread recognition of the very valuable role played by the BIS in developing an effective dialogue between the industry and its regulators.  However, we believe the responses reflect the frustration felt by risk managers that the pace of regulatory change is effectively being dictated by the capability of the least sophisticated institutions.

In my opinion the BIS is at the forefront of risk regulation and is the most powerful regulatory body
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Credit and market risk first saw technology innovation with the introduction of PC-based spreadsheets for portfolio management and analysis in the early 1980's. Indeed, spreadsheets probably remain the single most common piece of risk management software in the world today.

Nearly 70% of organisations are taking advantage of the efficiency benefits inherent with better risk systems and technologies. These advances mean that organisations can produce more timely risk information more efficiently. In particular, risk personnel can be more productive, freeing up time previously spent in the drudgery of data collation, for the more value-added activities such as data analysis and data interpretation.

In my organisation, developments in 

risk IT are leading to the streamlining of 

risk departments
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Banks and other financial institutions have increasingly come to realise that technology is a vital component in creating competitive advantage. Risk management is no exception: Meridien Research estimate that the overall market for risk technologies will grow from about $800 million today to over $1.8 billion in 2004, with credit risk showing the sharpest growth.

Some 77% of respondents reported that their organisations have increased their risk management spend in the past financial year, including 43% who have increased their risk budget by more than 10%.

However, the relationship between risk managers and the IT function is not always a happy one - 56% of respondents believed that the IT function is holding the risk management function back by not understanding business needs fully.

The risk IT function in my organisation does not fully understand risk and is thus holding us back
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The perception that the IT function does not necessarily understand the needs of business users may be one explanation why some 67% of respondents believed that it was preferable to rely on specialist third party vendors.

It is better to develop risk systems in-house than to go to a specialist third party
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More surprisingly perhaps, one might ask why 33% of respondents still think that it is better to develop risk systems internally?  One possible explanation might be executive cowardice! Many senior risk professionals are only too aware of the potential career downside from being closely associated with an unsuccessful IT project which they have sponsored, but cannot control and do not fully understand.




In fact, the more mature the risk management discipline, the more it seems that participants relied on the output of third party vendors. For market risk management, 68% of organisations purchased systems from third parties, whereas for credit risk management this figure fell to 56%. 

There is still considerable scope for improvement in many organisations' risk IT infrastructures. 70% of respondents believed that not all tier one banks have adequate risk measurement and management systems, and 79% believed that tier two banks do not have adequate systems.

In my opinion, all tier two institutions have adequate credit risk measurement and management systems
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As expected, respondents overwhelmingly thought that data would be a key determinant of the success of risk management endeavours. Eighty nine percent of replies either agreed or strongly agreed that a central data repository would be vital to the  management of risk. 

All of us are probably only too familiar with tales of failed IT projects where the basic functionality was built and delivered on time, but the quality of the data available was not adequate to yield any meaningful results.

A lack of clean risk data is the key reason 

for risk system implementation failure
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This is reflected in 64% of respondents' views who agreed or strongly agreed that a lack of clean risk data was a key reason for the failure of risk systems implementation. Risk management is, and will remain, very much bound up with data management.

The requirements for enterprise-wide portfolio management, complex valuation tools and the globalisation of the corporate customer have led industry observers to suggest that senior management have become out of touch with the significance of the risk management function.

Since the major losses of the early 1990s and, more recently, the heavy losses associated with emerging markets, most institutions have now appointed a nominated board director to take a direct interest in the risk function and for the setting and communicating of risk policy across the enterprise.

Risk is not fully understood by the board of directors at my institution
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However, there is still a belief that the majority of board directors do not have a full understanding of the portfolio of financial risks for which they are responsible.     

Traditionally, risk management has been viewed by many as a control function but now many institutions are recognising that risk is best regarded as a business enabler offering a gateway for the business areas to access the capital resources needed to develop their own revenue streams. For example, securitisation of risk means that the risk function needs to be more closely integrated with the trading function. However, some 57% of respondents still consider that the risk function is too remote from the trading function to achieve its full potential in this expanded role.

The risk function is too remote from the trading function
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Credit derivatives are a relatively new phenomenom - will they be successful? Some 85% of respondents expect that credit derivatives will continue to grow in popularity, even though this will generate more requirements for sophisticated risk modelling techniques, IT infrastructure and, not least, a need for greater numbers of risk practices.

The popularity of credit derivatives as a trading instrument will increase
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Risk management and control is a growing professional discipline, but is it gaining respect within the financial markets? According to the GARP membership practice, the answer is 'No'. Over 70% of respondents do not think risk is a respected profession within the financial markets. Clearly there is some work to do in convincing business managers of the benefits of the risk management function.

Risk management and control is a respected profession within the financial markets
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Whilst only 45% of the respondents were willing to provide indications of their salary, the data suggests that about 77% of risk management salaries are below US$100k, albeit nearly half fall into the US$81k-100k range. Salary data is notoriously difficult to analyse, being susceptible to regional and other variations. Average salary figures are also often skewed by a few, very high earners. Nevertheless, our data indicates that market risk professionals earn more than their peers in credit or operational risk, and that those in the US earn more than their counterparts in Europe.

Salary Bands in US Dollars
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CWB Systems Services, based in London and New York, is an independent, privately owned UK plc with over 200 employees. Founded in 1994 by Chairman, Christiane Wuillamie, CWB is recognised as a pioneer of IT within the financial markets, by successfully providing a bridge between technology providers (whether internal IT departments or external suppliers) and business managers.

The company is structured around four principal service offerings:

(
Consultancy, including risk management and control

(
Software Solutions, including Asterisk™, CWB's credit risk management system currently used globally by Deutsche Bank

(
Managed Services, which includes IT and business process outsourcing

(
Knowledge Management, providing specialised services for financial institutions

CWB is the recipient of numerous awards, including the Real Business/CBI Growing Business Award, Virgin’s FastTrack 100 and ProfitTrack 100, and the Kite/Independent 100 award.
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About half of the GARP membership have primary responsibility for market risk, and in most cases the risk function reports directly to the board.
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Risk is underfunded even though it is seen as a profit generator, according to GARP members.





Risk Management Culture





While risk is clearly core to the business, a surprising 27% of respondents think their organisation do not adhere to all regulatory requirements.
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Information technology is encouraging consolidation amongst risk functions, but  IT departments do not have a rich enough understanding of the business issues.





The Role of IT in Risk Management





The risk function is divorced from the trading function, according to respondents.
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Risk has still some way to go before it becomes a respected profession.
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