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THE STATE OF THE UNION

In American political tradition, there is an annual event, generally held in January, called the “State of the Union Address”. This ceremony is held to a special joint seating of the American Congress, with all members of the Senate and the House of Representatives, joined together to listen to a special report by the President of the United States.  In this report, the President reviews the past year and discusses plans for the upcoming year.  It is a snapshot of the state of the country, at a particular moment in time.

In preparation for this presentation, I was reminded of this political tradition, which goes back almost 200 years.  I felt it was appropriate for a “State of the Union” address to be part of the 25th anniversary of ARIMA.  Such an address would highlight the state of risk management in Australia and discuss future plans for risk management. I believe the state of risk management is alive and well.

What makes me say this? I believe the profile of the discipline has never been higher.

· This is evidenced by the fact that more organisations have people on their payroll called risk managers or at least someone who has reducing corporate risk as part of their overall job descriptions. 

· The job section of newspapers feature announcements for risk managers or risk related roles in increasing frequency.

· Universities are offering increasing number of classes, courses and even degrees in the field of risk management.  

· There are vibrant and active professional associations of risk managers, risk management web sites and chat rooms.

In summary, from the evidence above, I would have to say that risk management has survived well. The state of risk management’s union is strong and positioned for an equally successful future. The term “risk management” has become part of the popular lexicon of our culture.  Executive management and governments recognise the legitimate role of risk management in assisting them to meet their objectives as well as the objectives of our community and society.

I too am part of this environment, I feel as though I am part of a legitimate profession. A profession with maturity and critical mass to stand alone as a sustainable discipline, worthy of the same respect as any other management discipline.

As members of a recognised profession, I believe it is incumbent upon all of us to ensure that the profession survives and flourishes for another 25 years. Those in the profession for a long period of time should be congratulated for making it as successful as it is today, however, those currently in the profession must ensure that the profession continues and provides employment opportunities for the next generation of risk managers.  

It is a general rule of risk management that to predict the future, you need to understand the past.  If our objective is to continue to develop the success of risk management, we must understand how that success came about in the past.  Once we fully understand what were the elements which made us successful today as a profession, we should be able to make plans, establish training, and prepare the next generation of risk managers for the challenges of the next 25 years.

How Did We Survive?

In order to understand the success of risk management over the past 25 years, we must examine its history.  The examination of history is a risky business in itself. Looking at history and the past is always an interesting exercise, but trying to understand how things actually came about is often more difficult.  We all look at history in a different way.

I am reminded of the story of the blind men who were asked to describe an elephant. The blind man standing at the head of the elephant felt the trunk, and described an elephant as a snake like creature. The blind man standing near a leg described it like a tree. The one standing at the side described it like a large round creature. 

In reality, their first hand examinations, were all correct, and all wrong.  Each person has examined the data, and reaches reasonable conclusions.  As risk managers we know well the story of the blind men. Often data, which we have to examine for risk analysis, is incomplete.  The examination of history and the past is also an exercise of similar frustration.

If you’ve ever talked to historians, you’ll discover quickly they seldom agree on much, a trait which always struck me as unusual since the topics of discussion are the certain past.  Historians rarely disagree with the records of the past.  Where they tend to argue is about the significance about the events themselves. There is a need for historians to put order and reason behind the events. For as risk managers, they know the past is not a series of random events. 

Historians use a frame of reference as a way to understand and glean the lessons of the past for future events.  It is through this frame of reference that historians examine the events of the past, looking for trends and causes of why things are the way they are today. For example, I recall historians who viewed history through the perspective of religious influence. They saw history as a succession of wars, struggles, and events created as a result of one religious group exercising influence over another.  Thus they felt the path of history could be altered through altering the relationship between religious entities.

I recall another historian who viewed the same history from the perspective of resources.  The wars, struggles, and events were the result one group chasing strategic resources in the possession of another group.  They felt that the path of history could be altered through changes in the distribution of strategic resources.

If our objective is to ensure the survival of risk management for the next 25 years, we must understand through our frames of reference, the significance of the wars, struggles, and events that have resulted in the discipline today.  In my discussions with risk managers, I discovered the discipline has three dominant frames of reference by which risk managers view the history of the discipline.  The three frames of reference I have called:

1) The Catastrophe School of Thought

2) The Insurance School of Thought

3) The Professional School of Thought

The Catastrophe School of Thought

I fondly recall a historian who looked at history as a series of disastrous events such as wars, famine, and invasions. The historian believed that the seeds of the next disaster were to be found in the previous disaster.  An example would be that WWII grew from seeds that were planted by the closing events of WWI.

To summarise, he felt that to understand an event, such as a disaster, you need only look back to the previous disaster.  When asked how a group has survived, he would trace the survival back to critical incidents of the past.  The idea was that the group’s survival was a function of how well it withstood the conflicts and disasters presented before them. 

As I discussed our survival with risk managers, I found that many subscribed to a catastrophe school of thought, and that the survival of risk management was based upon high profile catastrophes.  They felt that high profile events have helped define the profession over the past 25 years and increased global awareness of the profession.  In addition, members of this school of thought felt these disasters set the priorities for the development of the profession and helped secure our survival.

What were the defining catastrophes of the past 25 years?  I’m sure a survey would create a very extensive list, however, frequently the same few disasters bubbled to the surface as being major contributors to ensuring our survival. The list includes:

· The Union Carbide poison gas release in Bhopal, India,

· The fire and destruction of the petroleum platform, Piper Alpha, in the North Sea,

· The crude oil spill resulting from the grounding of the Exxon Valdez, Alaska,

· The destruction of the space Shuttle Challenger,

· The leaking nuclear power plant in Chernobyl, Ukraine,

· The world financial market meltdowns in 1983,

· The corporate take-over and merger wars of the 80’s;

· The Barings Banks collapse.

Why did risk managers feel there was significance in such disasters on our profession?  They believe that outcomes, which led to our survival resulting from these events, are as follows:

The events illustrated the result of failing to exercise successful risk management.  Such high profile disasters have served as reminders to society of the “price of getting it wrong”.  Where 40 years ago, an oil taker sinking might have been a limited disaster, affecting only the owners of the cargo and hull; now with changes in technology, such as an increased capacity of super tankers, we see the cost of risk has escalated.  Those affected by risks gone bad have expanded to include stakeholders on a global basis. The Exxon Valdez – was a catastrophe of many dimensions:

· A financial disaster. While the hull was not a total loss, the fine alone awarded against EXXON was $5 billion. The clean-up costs were $2.1 billion and there were almost $1 billion in compensable damages.

· An environmental disaster. The accident highlighted how fragile world eco-systems are to the accidents of man.  The loss of marine fish, bird and animals numbered in the hundreds of thousands, and its affect on the fishery industry in the vicinity of Bligh Reef resulted in loss of earning ability for fishermen who relied on these resources.

· A technological disaster.  As a result of the catastrophe, super tanker technology was compelled to evolve and change. Newly constructed vessels had to better protect their cargo and the environment from Exxon Valdez style disasters. The additional expenses include the design and construction of double hull tankers, increased training of ship operators and the installation of new marine navigation systems have resulted in increased expense in this industry.

· A business survival disaster. A disaster of this size would have spelt the end of any company much smaller than Exxon. It’s only by virtute of its size and financial resources, that the company was able to survive the impact of this catastrophic event

The catastrophe school of risk management feels that such high profile publicity has aided in the survival of risk management.  Perhaps through such negative examples did governments, corporate management and society as a whole recognise the cost of getting it wrong, and insisted that entities establish procedures and processes to reduce the frequency and severity of such high profile losses.

As technology progresses and develops over time, there has been a recognition that risks increase over time.  As companies and governments strive to service more stakeholders, the costs and risks of doing this escalates as well.  The cost of a single failure may be too much of a cost for a company to bear.  As the stakes have increased, the people assigned to reduce these stakes, the risk managers, have grown in importance over time. Such incidents set the stage for the development and survival of the risk manager, and the catastrophe school would state that without this background of large and public losses, the profession would not have developed.

The Insurance School of Thought

Risk mangers subscribing to this school of thought, felt that the development and survival of the discipline for the past 25 years, was tied to the changes in the insurance industry over that period.  In their view the insurance industry has been the environment in which the risk managers have operated, it was the waters in which the risk manager swam. As the depths, shape and currents of the water have altered, so has the discipline of risk management been altered.

What are the reasons offered for this model of survival?  The insurance school of thought risk managers have offered the following connections:

· The evolutionary link with insurance.  Risk managers have evolved over the past 25 years, and the insurance school of thought traces this evolution to the insurance industry.  They’ve traced the origin of what we regard as modern risk management back to insurance clerks, or insurance claims officers who reported to corporate middle management. Their initial perspective was focused on procurement of insurance as the main form of corporate risk financing. 

Following to the next evolutionary level, these individuals developed into insurance managers, whose perspective broadened to critically examine a company’s insurance requirements and determine if there were alternate methods to better protect their companies from loss.

The latest evolutionary step is that of the currently evolved risk managers, who have the insurance portfolio as only one part of their designated duties.  These individuals utilise the insurance industry as a tool among others in seeking financial security from loss.

· The responsive lack to insurance.  This view advances that the survival and development of the risk managers has been linked to problems and challenges facing the insurance industry and how the industry deals with the insurance cycle. 

The profound impact of the hardened insurance market of the 1980’s significantly affected the development and survival of risk management. Often citing the creation of risk pools and other forms of alternative risk financing, which grew out of this change in the insurance market, risk managers had to develop alternatives to dramatic increases in premium or the elimination of insurance covers all together.  

As an example, they cite the development of risk management in the public sectors in the US, UK and Australia, where local governments suddenly discovered that once reliable sources of financial security were now gone.

The response was the creation of self-insurance programs and risk pooling where entities willing to underwrite these pools, insisted that affirmative actions should be taken to reduce the frequent and severity of loss. Strict risk management programming was required, thus creating an opportunity for the introduction and development of the risk manager.  

· The training of risk managers.  Most risk managers responsible for the development of the profession over the past 25 years have received their professional training from the insurance industry.  In addition, some of the earliest outlets for training and professional designation originated from institutions that catered to insurance industry, such as the ARM program of the American Insurance Institute.  Risk managers who subscribe to the insurance school of thought, feel that because the insurance industry has defined the training curriculum for the discipline for so much of the past 25 years, that it significantly contributed to the profession’s survival.

· Response to the changes in insurance industry. Over the past few years we have witnessed a paradigm shift in the role of insurance companies and how they view themselves.  After remaining basically unchanged for hundreds of years, insurance companies are evolving into entities that offer comprehensive financial solutions, rather than just insurance solutions.   This trend, called convergence, is creating new types of insurers offering a wide range of risk financial options, integrating insurance as part of an overall financial picture for the corporate and individual consumer.  By example, they note the second most profitable company in the US today, the firm Citicorp. This company is a convergence of three diverse sections of financial sectors, a bank, a stock brokerage and an insurer, all under one roof and all offering the total financial solution.

This convergence is taking place in Australia as well, and redefining how insurance is placed and its role in the complete financial picture of a client.  It is a holistic view of finance and more than coincidently, risk management is undergoing its own holistic exercise. 

The development of Enterprise risk management, controlling “operational risk” and the recognition of insurance as a substitute for “capital at risk” is redefining the role of the risk manager.  As insurance branches out its horizons to include new parts of the financial equation, so are risk managers branching out their horizons to include control of enterprise risks, including those who do not have a traditional insurance answer. 

The Professional School of Thought

This school of thought examines the internal risk manager, rather than the environment of the risk manager.  Where the catastrophe and insurance schools define the development and survival of the risk manager in terms of the outside environment of the risk manager, this school examines the knowledge, skills, and abilities of the individual risk manager and bases its confidence in our survival on the development of these skills.  This school cites as their example, the following:

· The Risk Management Standard.  Those who follow this school of thought often remark that this Risk Management Standard is one of the most significant developments of the risk management discipline.  

Why is that so? They feel that through the Standard we have defined the profession in a consistent way. By having as a foundation to the profession a minimum level of methodology we have given the discipline the most basic Darwinian survival tool, the ability of the profession to replicate itself.

Up until the release of the Standard, the profession was poorly defined.  Everyone knew that risk management was good, but few people knew what a risk manager did. Often it was left for the employer to define the role of the risk manager, resulting in risk managers of different companies performing significantly different jobs.

To use an example of this survival they cite the discipline of accounting.  One of the most significant developments was the creation of General Accepted Accounting Principles. (GAAP).  These principles are standards by which accountants perform their discipline for their employers. Having all accountants, in all industries using the same accepted set of rules to conduct corporate accounting, offers several survival tools, such as:

1. GAAP immediately informed corporate management of the full range of services which could be offered by the accountant, with little requirement by the accountants to educate their employers about their discipline. Having a standard set of rules, resulted in the creation of standard financial statements.

2. GAAP are professional guidelines, which surpass the wishes or desires of the employers. The role of the accountants is set by the standards, not the boss.  It is rare that an employer will tell the accountant how to conduct his or her profession. In contrast, often risk managers find their role employer defined.   This is one reason why some of us who call ourselves risk managers, might actually perform quite different tasks for our respective employers. 

3. GAAP permits portability of the discipline. An accountant can work for a shoe company on Monday and a nuclear bomb plant on Tuesday, and not suffer a reduction in production during the transaction.  Accountants can work in any organization.  This makes the professional skills of the accountant exportable, from country-to-country, industry-to-industry and employer-to-employer.  As a result, there are many more opportunities for employment and career development, even lateral change, as a result of this codified discipline.

The development of GAAP greatly increased the survivability of accounting and risk managers who subscribe to the professional school of thought feel that the Risk Management Standard will offer our discipline the same level of sustainability, as the Standard becomes incorporated by the Australian government and business community.

· Development of Associations.  Risk managers who follow the professional school of thought often cite the growth and development of professional associations as another example of how we have created the keys to our own survival.  Australian associations such as ARIMA have grown over the past 25 years into vehicles that promote the personal development of the risk manager.  Examples would include the conference that we are now attending, ARIMA’s support for the development for the Risk Management Standard and its efforts with universities to create professional programming, attest to the group’s dedication to our survival.  

ARIMA has been serving an increasing role in the development of the discipline providing forums in which risk managers can share ideas and solutions, as well as providing venues for valuable networking of risk managers.  

ARIMA now provides a place for those interested in pursuing a career in risk management to go and to discover more about the discipline and the career opportunities available.

· Risk Related Publications.  Risk managers who subscribe to this school of thought also point to the dramatic increase over the past 25 years of risk related articles, publications and journals.  Examples include changes in insurance publications such as Business Insurance, which increasingly publish articles on risk related topics.  In Australia, we have even noted that the professional journal of the broking industry has recently changed its name to reflect risk and risk management issues in their industry.  The Internet now contains thousands of risk management related web sites, chat rooms, and vehicles for professional exchanges, which did not exist a few years ago.  All of these are indicators of the success and survival of the discipline.  

· Risk Management Training.  Risk management has recently appeared as a degree in universities around the world.  In addition to providing professional designations, universities are increasingly adding undergraduate and graduate programs to cater to a demand for trained professionals.

In summary, this school of thought has singled out the survival of the individual risk manger as an indication of the survival of the discipline.  It notes that through increasing academic requirements, professional training opportunities and a increasingly focused career path, that individuals will continue to select careers in risk management which will ensure the survival of risk managers over the next 25 years.

Conclusion

It is obvious from my research, that risk management has done far more than simply survive the past 25 years.  Regardless of which of the three schools of thought cited above you might subscribe to, the reality is that risk management has started from very humble beginnings and has evolved into a viable and sustainable discipline today.  

I encourage you to re-examine the title of this conference, which was coined by Mr. Kevin Knight, and that is “survival is not compulsory”.  I believe the message that Mr. Knight is trying to transmit to ARIMA is that the past does not always predict the future, and that survival in the past is not always an indication of certainty of survival in the future.  Success over the past 25 years does not ensure success over the next 25 years.  Survival is not compulsory, and is certainly not assured.

Many of you are perhaps wondering which school of thought is correct.  From a historical perspective, it doesn’t matter.  As I said in the beginning, it is the obligation of all of us in the room today to ensure that the discipline does survive, and that the work that has been done over the past 25 years is not lost.  By subscribing to one of the three schools of thought above, we as risk managers and members of ARIMA can begin to formulate a plan that will ensure the survival of the discipline.  

If we as risk managers subscribe to the catastrophic school of thought, which says that our profession has developed as the result of high profile disasters in the past, then we must gain all benefits that we can from the disasters of the future.  Certainly there will always be catastrophic disasters as evidenced by acts of nature or foolish corporate decision making such as the recent Ford/Firestone tyre crisis.  We recently survived the Y2K crisis.  Have we as risk managers, maximised the benefit of risk management to our employers as a result of this high profile, potentially catastrophic event?  Was this an opportunity for risk managers to promote their role in their organisations and their potential contribution to their organisations at a time when the eyes of the world were focused on averting a catastrophic risk?  When the limelight was on the risk managers of today, to help solve the Y2K crisis, did we as risk managers conduct ourselves in a way to promote risk management for the next generation?  

If we subscribe to the catastrophic school then we will have to maximise the benefit to our profession of catastrophic events.  We should view each catastrophe as an opportunity to advance the profession and to ensure the survivability of the discipline.  

If we as risk managers subscribe to the Insurance school of thought, which says our profession has developed as either a reaction to or part of changes in the insurance environment, then we must gain benefits for the discipline by working effectively in that environment.  To do this, perhaps risk managers should take more of an assertive role in determining the nature of the insurance environment.  There may be several ways the risk management profession can do this, such as establishing stronger links between individuals in both the insurance industry and the risk management industry, establishing formal lines of communication between insurance professional societies and risk management professional societies with the objective of each group learning more about the objectives and goals of the other.

Rather than having risk management react to changes in the insurance environment, which is how followers of this school of thought have characterised the past 25 years, perhaps risk management has reached a level of maturity where it can exercise influence and direction in changes occurring in the insurance industry.  

There are risk managers who have developed the view over time that insurance is not the waters in which risk managers swim, it is the waters in which risk managers drown.  Risk managers with these views may risk isolating themselves from actively establishing partnerships with the insurance industry.  If we as risk managers disconnect from our former environment, we may forego opportunities to ensure the survival over the next 25 years, and therefore, members of this school would dictate that we should always maintain a close relationship with the insurance industry.  Regardless of our non-insurable exposures and self insurance solutions, the insurance industry is still the environment in which general risk management operates.

If we as risk managers subscribe to the Professional school of thought, which says our profession has survived due to the actions of individuals who have elevated professionalism to its current level, then we must recognise that endeavours to increase individual professional development is critical to our survival.  As in all professions, we are often judged by our weakest individuals, therefore the development of the individual risk manager is crucial to the sustainability of the discipline.  If we subscribe to this school of thought then what steps do we take to ensure the survival of risk management over the next 25 years?  Certainly the answer to this can be found on two operating levels, the first level being ourselves as individuals, and the second level being our profession as a group.

As individuals, we owe it to ourselves and our profession to view risk management training as a lifelong and ongoing pursuit.  Each risk manager should ask himself on at least an annual basis, “Am I a better risk manager this year than I was last year”?  We should be able to look back upon our training and development activities to substantiate that we have indeed developed as professionals and have gained greater knowledge, skills, and experience over the past year.  As individuals we should be seeking opportunities for training, for education and for certifications that will validate that we are indeed professionals with a serious focus on the development of our discipline.  

If we give credence to the professional school of thought, then as a body of professionals we should be dedicated to continuing the growth of our societies, such as ARIMA and the Institute.  The school of thought tells us that the success of these bodies will contribute greatly to the success of risk management and that the converse is true as well.  If our professional societies wither on the vine, then our survival will not only be compulsory, it will be in jeopardy.  Each one of us should be dedicated to the ongoing viability and relevance of our professional societies as a way of ensuring our survival for the next 25 years.

Regardless of which school of thought you may subscribe to, if the history of our profession has taught us anything, it is that action will ensure survival, inaction will ensure extinction.  During the course of this conference, many threats to the development and sustainability of the discipline will be discussed.  Don’t settle for just discussing these issues, I encourage all of you to leave this conference dedicated to taking the specific actions required to keep the profession relevant and sustainable, because survival is not compulsory.  
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