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Vast majority of banks lack enterprise-wide view of risk
Financial crisis creates shift in strategic priorities, says Ernst & Young’s second annual risk study

NEW YORK, KYIV, 22 DECEMBER 2008 – Only 14% of respondents in a survey of top executives at nearly 40 global banks indicated they have a consolidated view of risk across their organizations. According to Ernst & Young’s second annual study on risk governance entitled Navigating the Crisis, the current economic crisis has exposed inherent weaknesses in risk management, forcing banks to improve their risk governance processes, increase the collaboration between risk and finance functions, and make instilling a risk culture a true priority. 

Organizational silos, decentralization of resources and decision-making, inadequate forecasting, and lack of transparent reporting were cited as major barriers to effective enterprise-wide risk management. The need to create a risk-aware culture throughout the institution emerged as a top priority in the study – three-quarters of all respondents cited its vital importance – as banks struggle to develop a consolidated view of risk across business units and various risk dimensions. 

“In light of recent events, there was strong agreement that managing risk effectively requires both top-down oversight and bottom-up involvement from front-line risk takers,” says Bill Schlich, leader of Ernst & Young’s Global Banking & Capital Markets practice. “In order to create and instill a culture of risk awareness within banks, risk management must become everyone’s business.”   

Roman Tatarsky, Business Risks Services Leader with Ernst & Young Ukraine, adds: “Banks and other financial institutions have been leaders in the Ukrainian market with respect to initiating, building and evolving their risk management functions and instilling a risk-aware culture within their organisations. This is due partly to the nature of the banking business itself but also due to close coordination and regulation by the central bank of Ukraine. Having said this, risk management functions in Ukrainian banks are receiving ever increasing levels of attention and executive management support, especially as the Ukrainian market goes through various stages of challenge and evolution. Shareholders, executive management and all stakeholders are demanding more comprehensive, timely, collaborative and forward-looking risk management information and analysis of all parts of the business. The evolution of enterprise-wide risk management as a strategic management tool is particularly relevant during these times of financial turmoil.”
To do that, respondents agreed that the discussion of risk must be elevated to the strategic level with much closer collaboration across functions, business units and risk classes. Eighty-six percent of those surveyed indicated that their banks are implementing a variety of projects designed to provide a more comprehensive approach to risk. However, only 16 percent said they have a well-defined, shared vision of what it would look like.

Respondents consistently cited the need for better information flow and reporting in the area of risk. Poor data quality, gaps in data flow, and the sheer volume of data are just a few challenges banks face. Sixty-seven percent of executives indicated that they were under way with the process of implementing consolidated risk reporting across their organizations but only 9% felt they have truly been able to aggregate data across the enterprise. Survey participants agreed greater transparency, faster delivery and better synthesis of data must be top priorities.  

“In last year’s study, identifying emerging risk was reported to be a relatively low priority on the path to better risk management,” says Hank Prybylski, head of Ernst & Young’s Global Financial Services Risk Management practice.  “The current crisis demonstrates the need for firms to focus on emerging and unforeseen risk.”

A vast majority of this year’s survey respondents said that their organizations do not have well-defined, rigorous processes for forecasting risk. However, all recognized the need to strengthen forecasting by developing more formal processes and more forward-looking risk assessment tools. This includes implementing more frequent executive risk committee meetings to monitor issues and events, creating detailed scenario modeling, and mandating periodic portfolio reviews to monitor leading risk indicators.  

Many of those interviewed said this crisis might ultimately lead to more robust risk governance. The crisis is already acting as a catalyst by dismantling silos, promoting more dialogue between risk and finance, and stimulating broader discussion of risk as a core issue. As one executive observed, “The survivors of this 500-year flood will emerge as much stronger global institutions.”
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About the study 

Ernst & Young commissioned Broderick & Company, an independent market strategy firm, to conduct a global market survey of key industry opinion leaders from leading banks.  From May through October 2008, Broderick completed in-depth, qualitative interviews with 48 senior executives from 36 major banking institutions around the world.  Interviewees included a mix of senior executives in each organization, including chief financial officers, chief risk officers and heads of business units, as well as heads of functional divisions including finance, operational risk, internal audit, compliance, legal and strategy.  
About Ernst & Young 
Ernst & Young is a global leader in assurance, tax, transaction and advisory services. Worldwide, our 135,000 people are united by our shared values and an unwavering commitment to quality. We make a difference by helping our people, our clients and our wider communities achieve potential. 

In Ukraine Ernst & Young established its practice in 1991. Ernst & Young Ukraine now employs more than 570 professionals providing a full range of services to a number of multinational corporations and Ukrainian enterprises. For more information, please visit ey.com/ukraine.

