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derivatives diar y

Financial risk management is
a relatively new field, coming
into its own after a few highly
publicized debacles involving
derivative instruments and the
subsequent awareness about
the need for controls. New
financial reporting rules about
derivatives and the regulatory
climate have been agents of
change as well. 

Corporate Culture
Even as firms recognize the

need for risk management in
some form, there’s considerable
diversity in their approaches.
Organizations that integrate
risk management with other
aspects of the overall business
model acknowledge its poten-
tial as a cornerstone of com-
petitive advantage, seeking to
capture market share from
those firms that do just enough
to comply with regulations and
little else. 

As Rich Apostolik, president
of the Global Association 

of Risk Professionals, points
out, “early adopters have
reaped tremendous benefits,
especially in the investment
management area. There is a
distinct trend toward using risk
managers as marketers, trotting
them out to investors to assure
them that the firm has strict
policies and procedures in
place, and to explain, from an
‘independent’ perspective, why
certain trades and positions are
being taken.” 

Apostolik added that those
who fail to see risk manage-
ment as a strategic tool “are 
relegating themselves to the
back of the pack, not able to
differentiate themselves to their
clients or even to the regulators
who are now taking a more
‘active’ oversight role.” 

Organizational mandate is
everything because it deter-
mines the likelihood of success.
A chief risk officer hired and
supported by senior manage-
ment speaks with greater

authority than someone who is
viewed as creating extra work
for already overloaded staffers.
This is even more the case
when the risk manager is part
of the executive leadership
team, reporting to the board
audit committee or to the CEO. 

According to Apostolik, “A
chief risk officer is normally
recognized as important as a
chief financial officer and is 
typically given a seat on the
firm’s management committee
because of the wide-sweeping
impact of the decisions made
about capital allocation and
cost of funds. These have a
domino effect on the entire
organization’s profitability and
flexibility in responding to new
opportunities.”

A good risk manager must
be seen as a team player and
not as an internal regulator who
nixes deals without offering
appropriate alternatives. But it
doesn’t stop there. If the risk
management function isn’t

taken seriously by top officials,
few resources will be made
available (e.g., historical data,
analytical staff, and computing
power) and it’s only a matter of
time before everyone recog-
nizes that changes simply can’t
be made. 

The message is clear: Getting
everyone on board is a precur-
sor to putting an effective risk
management function in place.
And the only way to make this
happen is to educate staff about
its importance. 

Requisite Skills
What type of person would
seek out a position in risk man-
agement? For one thing, an
effective risk manager must feel
comfortable asking lots of ques-
tions about how revenue is
generated and at what cost, in
terms of risk. 

This is often easier said 
than done. Documentation
may be sparse or non-existent.
Original dealmakers may have
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