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Our first question should be : what is a risk ? From a scholasiic point of view, you 
will generally find enurneration of perils : 

natural risks : earthquake, flood, humcane 
technical risks : fire, explosíon 
political rísks : arbitrary decisions by the authorities 
social risks : strikes 

Some others do use difíerent distinctions 

human risk 
physical risks 
financia1 nsks 

All are refening to the possible damage or loss resulting frorn a risk ... 

1s it possible to go further, applying other drfferent definitions and understanding? 

The risk is the probabiiity of a loss. That definition implies that the loss can be 
defíned in advance. It is certainiy useful when the probabil* of a deferrd 
Ioss can be transfonned into the probability of a standard loss : for exarnple, 
the probability of death per hour of driving a car at specific moments of the 
day. 

The risk ís &e dimension of a conceivable loss. That definition is the basis of 
many safety limits, put much beyond the possible amident. The resistance of 
the cables of an elevator are a h y s  put n x beyond ihe maximum toad. it 
doesn't exclude the redundancy of other safety rneasures, líke h e  parachutes 
puf in the mechanism of the elevator. 
It is exactly the same type of rneasures taken by the aimaft makers and 
users. The conceivabfe loss is the fall of the plane, wifh #e crew and the 
passengers : as a consequence there is very high need for multipfe 
redundancy between safety devices and measures ( nobody woufd accept to 
take place in a plane, if he had to toss up for h e  pmbability of arriving at 
destination ). 

The ñsk is he expected loss ! 
Any actuary in the life business may tell how many peopte will disappear in 
one year within a given population. 

The rísk is he variance of the probabilrty distributíon within alt possible 
consequences - mis definition takes losses and gains into aocount and does 
not require an a priori disaimination between desired and undesired 
cunsequences. Our mental image and our day to day tanguage are more 
familiar with that last definition. 



This explains why so many disciplines do refer to " risk" but always with a 
different mental substance. 

As stated by Edward P. Lelley, generally there are many definitions. One 
definition from the academic world defines risk as "the possibility that a sentient 
entity will incur loss". According to the Dictionary of lnsumnce Terms of the 
Chamber of Commerce of the United States, risk is simply h e  "chance of loss". 
But virtually every event in nature contains some chance of loss.so, to adopt 
such a broad definition would dump into the lap of the risk manager a 
responsibility for some aspects of practically every happening in the corporation. 
The risk manager would be stepping on the toes of most of h e  other managers in 
the company, including the chief executive officer. So, how do we define ttie 
spectnim of risks that rightfully come within the p u ~ e w  of the nsk manager ? 
Some  say the risk manager's realrn is the "static" risks of an organisation, as 
opposed to the "business" risks. Static risks are those possibilities of loss wtiich 
the corporation cannot avoid. Like death and taxes, hey are abays with us. 
Business risks are defined as  those a business can elect to take or not take and 
wtiich contain the possibility of gain as well as loss. 

An example of a business risk might be h e  risk that a company sales program 
will not meet its objectives, with consequent financia! loss to the company. OF it 
might succeed beyond alt expectations. 

Another differentiation is between "pure" risks and "speailative" risks. Pure risks 
are generally defined as similar to static risks, but witt-i particular emphasis on $he 
loss-no-gain possibility. Speculative risks are generally defined very much like 
business risks. Aithough "speculative" may imply gambling, it better describes the 
concept and so is p~ferable to the tem "business". 

Closely associated with it are two other terms, peril and hazard. A peril is the 
agency, such as fire, windsfonn, or flood, which actually causes a loss. Thus a 
pile of oily rags in your garage is a hazard, the existente of wfiich enhances tfie 
possibility thaf the peril of fire wilt occur, thus increasing your risk of loss by fire. 

It is onty receritiy that new concepts have been elahrated and scrutinized.Orio 
Giarini, Secretary General of the Geneva Association, has initiated general 
reflection on the nsk understanding, from a philosophiml, ecunomicai and social 
point of view. The two key-words are "Uncertainty" and Yulnerability". 

Uncertainty being the normal status of iife, I feel that the same unce*inty makes 
part of speculative and pure risks. All of them imply #e possibility of losses. the 
main problern is to attain an appropriate understanding and to generate adequate 
attitudes. 



Of course, there will always exist important discrepancies due to tbe local culture 
and education background, leading to basic attitudes towards risks. dsk taking or 
risk aversion together. 
Une explariation can also be found ín the  way organisation and companies are 
built and structured. 

2. THE ENTERPRISE 

The "enterprise" is a vocal covering a lot of different configurations. Basically, the 
enterprise ís a unit of ecunornic organisation or activity -in short, a business 
organisation-. 
It supposes the undertakíng of something difficult, because business is aiways 
difficult, and implies also an element of risk. 
Among other elernents, the following are of interest for the purpose of our study. 

The size : it is useful to separate srnatl enterprises (or middle-small) from the 
others. Of course, this proceeds ahvays from a qualitatiw and cultural 
background. A big company in Luxembourg could be mnsidered very srnall 
compared to a middle-small company in the USA. In addítion, as there e>ást 
no quantitative parameter, no ctandardised definition can apply. But if we 
agree on the dictindon, we have to consíder that there is certainly no 
comparison between a small enterpnse and a multi-national corporation. A 
consequence will be found in the localisation of the activity. 

Locafisafion : Generally speaking, a srnall company will be lomted in a 
relatively smalt geographicaf area. Any rnultinational giant has multi-nationaf 
operations, meaning subsidiaries or branches lacated around the worid. In 
and between, organisations of different sire do operate in two or more 
countnes. 
This doesn't mean that a small company never operates on h e  intemational 
scene, selling its products or senríces al1 around the world, but there is 
suffrúent differentiation within that very basicaliy approach. 

Owneahip : small companies have operated since yearc mainly in the fom of 
family companíes. 
larger organisation and rnultinationat groups are generally in ttie hands of 
stockholders. 
The stockholdem rnay be divided in active(voting) stockholderc, and 
institutional stockholders. Of murse, through h e  Holding mechanism, there is 
a great variety of majority and rnintirity iocking possibilitíes but this depends 
on the applicable legislation, whicti may vary substantially country per 
country. 



3. EXERClSlNG THE PO WER 

There is a basic dístinction between control and management. It is too often 
considered that the one who owns is also the one w-bo decides. But there could 
also exist a ceriatn (sometimes great) freedom of decision. This is the 
consequence of the separation - mainly since the beginning of the XXth century - 
bctween ownership and effective decision power. The reason has to be found in 
the "macroscopisation" of enterprises and a greater professionalism of the 
management. Thic move has íncreased the decision ability of Vie reductíon of the 
influence of the stockholders : that move is directly influenced by the size of #e 
organisation and the spread of the shares. 
It is never easy to define the ownership. For example, the principal multinational 
groups have several quotations of their shares in several stock-exchange 
iocations. The shares may also be owned by several entitíes, investors and 
funds. Arnong the funds some are pure institutíonal without voting capability or 
not exercising it. But it has to be considered that the organisational structure of 
the organisation plays a great mle at control and decision level. The stnictirre can 
be illustrated by the foltowing diagram. This diagram can be applied to any 
localisation of a multinational group, but can atso describe, in large cuuntries, the 
situation of local branches and subsidianes spread around the counQ. 

t 
Ownership 1 1 

FuH Lm~i Local Foreign + 
Strateg ic 

C 

Majority 

Srnall local cumpanies appertain to h e  A group 
Motor car companies generally to the upper C group 
Franchises do belong mainly to A and D cunfiguration 

Local Foreign Strateg ic 

Local 

FuH 

The irnbrication between ownership and management influences directly the 
strategic decisions and choices. Where stockhoiders do exercise also the 
management of the organisation, they will detemine also the strategic policy of 
h e  enterprise. On the opposite, when stockholders do restict themselves to 
mntrolling and supe~sing,  ttie management will conduct the sttategic orientation 
of #e Cy. Risks and Risk Management make part of the strategy. 

A D 



The following diagram shows the trends in Belgium, France and Netherlands, 
cornpared to the United States. I have no infomation on the Spanish sítuation but 
a rough estimation could make possible to situate your country. 
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( S o u r c e  : H. Oaeis a n d  P .  Van De Weyer)  
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4. RISK PERCEPTlON 
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The configuration of the enterpnse and the decision pmcess are deeply 
influenced by the considerations here a h v e .  

Srnall countries, show more or less, the fqpology of familial companies : 
owmership and management are more conentrated - I should say intricate Risk 
aversion and control ability or desire, make the growth objective less attractive. 
Profit, and, i f poccible, immediate proftt, remains the nile. 

In targer organisations, a risk taking atütude is predominant. When tfie role of the 
stockhotders is less effective - wtiich is generally tme in the case of institutional 
investor - the management is mainly focusing on the growth of the activities, and 
less on the ímmediate retum : the risk taking attitude is gmater than in srnall 
organisations. 
What is less understood, is that the recponsibitity of that attitude relies mainly on 
the decision power localisatian. 
if you, as a subsidiary, are fulty dependent on decisions taken elsewhe~, you 
would only exercise a subaltem mle. 
In large organisations, the role of each specific location, branch or subsidiary will 
also be influenced by the importante of the local market and by the local 
competition. Those factors play thus an important role ín the decisíon making 
p m s s .  The foltowing diagram illustrates that phenomenon 
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( S o u r c e :  H. Oaems and P .  Van D e  Weyer) 

It ís also obvioiis that risk taking preferente attitudes and decjsions, will depend 
an the intensity of the risk perception of the decicion centre. The complication 
comes from the fact that risks are perceived differently by group with difíereni 
ethíc, educational and national backgrounds. 
Aaron Wldawsky distinguishes four risk cultures : bureaucrats, egalitarians, 
índustrialísfs (entrepreneurs) and fatalists. But al1 of these just try to introduce 
"uncertainty" in their mental concept, of course with different strenght. 

From Mr Groth's cyclical model (19761, the procecs of risk perception for an 
individual combines four different elements : 

the objectively risky situation 
#e subjectively pewived or interpreted situation 

" h e  choice of action, and 
ihe observable behaviour 

In fact, the process tums an objective situation into a subjectively perceived or 
interpreted one. 

The folfowing diagram illustrates the  process 



response to Fisk 
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The risk related decicion is the end-pmduct of various interaction processes, 
involving prior knowledge, experience attitudes, motives, concepts of ability. 
Confronted to the real@, it seerns that the inaividual, (and this is also tnie for 
organisations) has a great difficulty to cope with uncertain or unknown situations, 
because of the probable lack of prior knowledge. So is he situation for doctors 
and actuaries confronted with the AIOS problem. 

The attitude of an organisation or enterpnse is not very different han the one of 
an individual and will depend on similar factors. 

Prior knowledge is only valid for series or well-known pure risks, of different 
nature 
technical risks 
social fisks 
political ñsks 

but much weaker towads natural risks, like earthquake, Rood, and climatic 
conditions (predictabilrty of weather conditions is very short and will probably 
never exceed one or two weeks). 

Wrthin an organisation, come other nsky factors or parameters are very often 
forgotten. 



5. THE FORGOnEN PARAMETERS 

Within organisations, especialfy duñng these lact years, much attention is paid to 
the financing of the operations : the literature is aIso focusing on the retated risks. 
Currency and exchange rates, credit management, reteniion and captive 
mechanism constitute the main preoccupation. 
Other parameters also contnbute to the fick. 

Some of hem are listed hereunder : 

IntelIecfual propedy : Copyrigt-its and trade-marks are the basis and, properly 
handled, contnbute to the protection of the assets: no-one is ktter equipped 
and better placed than the organisation, company or corporation itself. But if 
you lo& to the practice, you will see that those aspects are often in the hands 
of extemal specialists. 
The wrong handling of licensing and of royatties may lead to loss of 
substance and to reaction from the fiscal authorities. 

Confradual ~lat ions.  
Contra- are nat "paper tigers" : to be effective, they have to correspond to 
the m o m i c  reality, protecting the profitability of any transaction with third 
parties, and sometimes with other relations within the organisation itself. The 
risks invotved, financia1 and cornrnercial, generatty exceed the surface of #e 
transadion. It is essential that al1 parties involved contribute and collaborate 
!o k i M  a contract protecting tfie interests of h e  company. An additional 
diffiaifly comes from h e  necessity to join technicai aspects to legal dauses. 
A t t h  should also be paid to the necessary "balancem between h e  
intwesb of the parties involved. Courts are generally badly influenced by 
mtrads where one party benefits of all rights and the ottier of all the 
constrapits and obligations. 
FM exmple, in the matter of cupply, the man'tirne right and h e  transfer of 
owner*p are key elements, and their appmpriate handling is never 
in- 

R o e ,  compufer and elecfmnic risks. 
R W c  Wtueases tt-ie vulnerability of the enterprises and the cost of any 
irnprovemient or corredon. After a generalisation, Japan is now moving in the 
opposite direction. 
Compuh fisks suffer from a lack of knowledge. Everybody speaks about 
fraud a d  misuse but ttiere is a la& of statistics and the generalisation of PC 
netwwksis too young to allow a proper judgement 
Few q a n i e s  pay sufficient attention to the simple nsk involved in the 
ekdmnk rnail, where safeiy and security ís not greater than for telephone 
cmmams. 



Environment : public opínion, directives of the E.U. international convention 
and national or local legislation necessitate or irnpose constant vigilante, and 
relate to numerous aspects (pollution, waste, toxic and dangerous products, 
safety of the workers, dangerous transports etc ...) The problem is that niles 
are so numerous, too numerous, that no judge, no lawyer, no speciaIíst is 
rnastering them, meaning that the nsks involved are realfy very difficult to 
handle. A study made at the University of Brussels on dangerous products 
only has lead to a guíde weighing more than 2 kilos, listing all the conventions 
and legislations dealing with the subject. 

tmage : As stated by Guy Lamand, the image is a very subjective notion, and 
it takes years to build a positive image. On the contrary, h e  image can be 
darnaged or destroyed in a few rnoments. Even a nimour may exercise great 
influence (the example of Mc Donald is well known}. 

Noms : A very írnpressive move has started un the international scene in the 
normative field. It is not an easy task and ít implies #e installation of 
certifiwtion processes. Some consider them as excellent risk protection 
measures, and they certainly will contnbute to them, but they wíll never 
abolish Iíabilities, malpractice and possible defects. 

E ~ o n o m y  : Ergonomy deals with the interface "man/machineU and so 
contributes also to risk reduction. In the past, the aspects covered by 
ergonomy did relate to "mechanical" aspects. These days, ergonomy involves 
also subjective, intellectuat and visual perception. An exarnple, taken fmm the 
Mont St Odile (mar Strasbourg) recent plane crash, will show you how 
ergonomy could have played an important role. 

L a n d , i n g l s  s l o p e  

> A C T U A L  D I S P L A Y  
1 1 A L T  L a n d i n g t s  r a t i o  
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Landing's r a t i o  

Notimuta& risks :Guy Lamand I referred to previousty, in hís b o k  related to 
the risks hvolved in the selling of semices and equipments, has issued an 
impressiw list of insumble and not-insurable risks. Among the not-insurable 
risks iet m underline the few following: 



Fiscal 
Intemiption of the contract 
lnexperience 
Change of the dients team 
Paynient conditions 
Non confomity with the competition right 
C o n M  on contractual condítions 
Insolvency 
Act of God 
Expatnates 
Delívery 
Loss of confidente 

6. THE IMPUSSIBLE DISTiNCTlON 

Since years the literature is refemng to two different categones of nsks : 
specuiative and pure risks. As already stated previously. 

- Tnle spem&bve nsks are also called business nsks : they are defined as those 
making parf of the business objectives. Any curnpany or business organisation, 
senice, comrnerual or industrial enterpríse is built up with the intention to achieve 
a goal atht-iough, the used terminology "speculative" may impIy a kind of 
garnbling, itertainly describes the concept. 

- Pure risks- or also static flsks -, in opposition to speculative risks, do concem 
mainly the posslbititíes of loss a corporation cannot avoid. The "pure risks" 
temiínology qut emphasis on the loss-no-gain passibility- From a theoretical point 
of new, the &stínction was greatty reinforced by the fact that pure risks were also 
considered k~ general as insurable risks, regardless if they were or were not, 
insured. 
Thc: under-nding has had important consequences on the evolution of the Fisk 
mamgernen! %heoretical principies and education. 

a) U . S .  
Map:; Businas Schools do provide, in one way or another, education on Risk 
hAaracer7rn: 
To Gecome en ARM, or Associate in Risk Management you need to follow the 
edmtion pvided by the famous lnsurance Institute of America located in 
Pemsylvania 
The rnethodmgy is based on the five steps deusion making process, described 
herp-afte;. 
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Net lncome Surveysl Continuous Loss Severity 
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That approach is mainly focusing on losses, or possible losses, and can thus be 
considered as a Risk Management of pure nsks. Even so, there rernain some 
questions. 
To identify sornething you always need a mental concept. It is as cimpie as that : 
if you don't have the concept, you will never be able to recognise. The possibility 
of recognising is always subordinate to ihe faculty of conceptualisation. You may 
never identify sornething you don't know.(Examples: Cockerill- La Defense) 
Among the different methods of identification there is ahvays referente to experts 
- those expertc are always supposed to deliver a suentific answer. But any 
scientific experf opinion is only related to the  rneasurement of sornething, using 
tools and rnodels on wfiich the scientific world agrees, but he propriety of any 
science is that any theory is only valid, tiil a new theory ames on the scene. As 
stated by Kari Popper the intrinsic propriety of science, is fhe " falsification" 
process, in the sense that any theory can and will be invalidated by a new theory. 
Only dogmas and beliefs do not suffer fatsifications or amendments, but they 
cannot be cailed "science", and they produce no expertise. 

Oouglas Bariow, one of the initiators of Risk Management in Canada and later in 
the United States, has issued a very interesting statement on the subject : 
The risk managernent has no pre ordinated definition : it is what ñsk managers 
do. It  develops itself by evrilutjon, Le. by successive steps following perspicacity, 
creativíty and ¡nitiative of the n*sk manager, his authority and from the facts 
provoking his action. 

Consequently, it exists in diversity and may evoluate : its sphere ( initially the 
insurable risks), its objective and its appellation are never froten. As a 
consequence, any definition or theory about risk rnanagement may have the 
scope and the generality desired by the author. lt can only be descriptive (in 
contra-distinction to prescriptive). Any prediction expected from h e  risk manager 
is not permissible, but extrapolation is justifiable and sometimes useful. In other 
words, as stated by René Thom, one can apply analogical reasoning to very 
dífferent situations 

It is probably for that reason that the famous Havard Business School is 
abandoning the well known "case shidy" methodology, promoting education in 
tearns and focusing much more on fhe interdisciplinariiy. 

Europe has followed an other way ; 

Practice of business shows that the distinction between specuiative and pure 
nsks, easy to understand, does not resist to experience. As soon as one decides 
to start any new business, al fhe Fisks are to be considered tqether from h e  
begínning. Any feasibility study has to integrate a lot of parametes and 
constraints. Even a s e i c e  company, with no industrial pruduction process 
deciding to build an omce building cannot do it, beside tfie finanual evaluation of 
investment and profitability, without pacsing severa! obstades - building pemit, 
safety and security requirernents towards personnel and third parties, comrnercial 
and VAT registration etc. 



It is even more uimplícated for a factory, where many additional points are to be 
settted, including exploitation pemtt and enwronmental impact study and audit. 
Interdisciplinarity ¡S the rule, which is also confimed by the courses delivered 
here. As a practica1 exarnpte, and regardless its assurability, is insolvency a 
speculative or a pure risk ? Insolvency can be the result of an Act of God, a bad 
financiat position or willingness of the client from the wrong execution of an under 
or co-contractor's duty or because of the non confomity to intemational Fights 
and conventions. The figures, issued several years ago, by Skandia a thinking 
tank on risk management gives an excellent substance to what I said. 

Risk Management Circle 
Examples of risk environment and loss prevention resources of a company 

BODlLY A PROPERTY 
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7. A PPLICA TlONS 

- At conceptual level : 

The reasoning has " progressed " since last century. The foilowing chart here- 
after summarises the evoiution of the causality concept. 

C A U S E  A - * E F F L C T  

C A U S E S  A + A ' + A . ,  . - E F F E C T  3 

F E E O B A C K : INTERREACTlOtl  M CAUSES AND E F f E C f S  



In the same period, passage of the of the time ( or line of the time ) and 
irreversibiiity of phenomena has irnpregnated not only the philosophy, but also 
reflectíon of the scientific worid; leading to the perception of uncertainty, including 
impredictibiiity of the future. 

- At risk management's level : 
' a deeper perception of the risks and of the interrelation of cpeculatíve and pure 
risks. 

" the necessity to take into account the type of organisation and &o exercices of 
the  power. The different controlling and decision levels necessitate to adjust the 
nsks management philosophy and practice. If strategic control is centralised, 
sornewhere, in total or partly, the attitudes have to be different than in a 
decentralized organisation. 

Risk perception, leading to risk avoidance or risk takíng attitudes, are to be 
integrated in the isk management process. 

' The forgotten parameters are to be integrated in thc global process. 

in a wodd of uncertainty, the risk rnanagement has to increase #e resilience of 
the organisation to unforeseen, uncedain and impredictjble phenornena. 

" The organisation has to be seen as a system. Only a systemic approacb is able 
to consider the whole : sunival planning and crisis management have to integrate 
al1 h e  components. They have to be well prepared. 
No risk management is possible with-ioüt taking into account, together 

o people 
o products 
o trademarks 

o assets and eamings 
o rnarket share 
o company image 

Risk management makes part of the interna1 culture, and has to be integrated at 
all levels. The risk Manager or the nsk management team may only play the role 
af catalyst. 

8. CONCLUSION 

As a conctusion, allow me to use the  tems used by Mr teny, Presiderit of 
FRAMATOME (france) 
"A risk manager (or team) alone cannot see everythirig, do everything, and know 
everything. This is why his main role ... must be to deveIop a state of rnind, or an 
awareness of risks, so that everybody behaves with a sense of responsíbility ... 

... The notions of quatity, safety and secuity are dose!y related ... and h e  notion 
of risk should be thought as part of basic general education at schml ... We now 
find in wmpanies many technicians, engineers or administrators ... seemirig not 
to know fhe basic niles of cumnion sense. 1s it not the educational role of the 
managers to ensure that these values are discovered or redicavered ? 



The nsk manager rnust natura!ly work with those in charge of security, but also 
with íntemal audit teams, to track down the flsks resulting from any organisational 
dysfunctions. An overall vision of the organisation and on-site experience 
enables more easily apprehending problems. 

From what I said, it is easy to understand that nsk management may not be 
lirnited to insured or insurable ñsks nor to the pure financing aspects of risks. The 
process involves education, informatiun and cornmunication aspects. That is 
exactiy where A. E.A.I. has initiated refiection behveen Academics and 
practitioncrs. An extraordinary and very valuable contñbution carne from the 
Institute of Risk Management of London in the person of Gordon Dickson, Dean 
of the Health Faculty of the Caledonian University of Glasgow and Chairman of 
the lnstitute. The group of 22 meets periodically to discuss the rnatter. 

On the other side of the Atlantic, active thínker in the Risk Management field, 
Felix Klornan has produced a flood of new views and ideas. 
One of his last charts summarises what 1 have tried to explain : the sampling is 
different, but in no way is the sensitivity different. 

Please do not forget that your studies, and i have here to tha~k the "Cumes", 
Philomeno Mira, and your teachers - that your studies have, as final goal, to 
enable you to appreciate h e  breadth of risks situations. Recognising them and 
respondíng to them is under the responsibility of everyone at its place, within any 
organísation. 

I thank you for your affention. 
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1. WHA T lS RISK 

Our first question should be : what is a risk 3 From a scholastic point of view, you 
will generally find enumeration of penls : 

natural risks : earthquake, flood, hurricane 
technical risks : fire, explosion 
political risks : arbitrary decisions by the authorities 
social risks : strikes 

Some others do use different distincüons : 

human risk 
physical risks 
financia1 risks 

All are refemng to the possible damage or loss resulting from a isk  ... 

Is it possible to go further, applying other diffetent definitions and understanding? 

The n'sk is íhe probabi5ty of a loss. That definition implies that the loss can b 
defined in advance. It ¡S certainly usefut when the pmbability of a deferred 
(OSS can be transfomed into the probabilty of a standard loss : for example, 
the probability of death per hour of driving a car at specific moments of the 
day. 

The risk ¡S ttie dimension of a conceivabie loss. That definition is the basis of 
many safety limits, put much beyond the posible accident The resistance of 
the cables of an elevator are ahays put n x beyond h e  mdmum load. ti 
doesn't exdude the redundancy of other safety measures, fike ttie parachutes 
put in the mechanism of the elevator. 
It is exactly the same type of measures taken by the a imf t  makers and 
users. The conceivable loss is the fall of the plane, with íhe crew and the 
passengers : as a consequence them is very high need for muMple 
redundancy between safety devices and measures ( nobody would accept to 
take place in a plane, if he had to toss up for h e  probability of amving at 
des6nation ). 

The risk is the expected loss I 
Any aduary in h e  life business may tetl h w  many people will disappear in 
one year within a given population. 

The risk is h e  variance of the probabili distribution within al1 possible 
consequences - this definition takes losses and gains into aocount and does 
not require an a priori discrimination beiween desired and undesired 
consequences. Our mental image and our day to day language are more 
familiar with that last definiüon. 



This explains wtiy so many disciplines do refer to " riskH but aiways with a 
different mental substance. 

As stated by Edward P. Lelley, generally there are many definitions. One 
definition from the academic worid defines risk as "he possibility that a sentient 
entity witl incur loss". According to the Dictionary of Insurance Terms of the 
Chamber of Commem of the United States, risk is simply h e  "chance of loss". 
But virtually every event in nature contains some chance of loss.So, to adopt 
su& a broad definition woutd dump into the lap of the risk manager a 
responsibitity for some aspects of practically every happening in the corporation. 
The risk manager woufd be stepping on the toes of most of the other managerc in 
the company, including the chief exewtive officer. So, how do we define the 
spectrum of risks that righffully come within h e  puMew of he risk manager 3 
Some say h e  risk rnanagets realm is the "static" risks of an organisation, as 
opposed to the "business" risks. Static risks are hose possibilities of loss which 
the corporation cannot avoid. Like death and taxes, they are atways with us. 
Business risks are defined as those a business can elect to take ar not take and 
which contain the possibility of gain as well as loss. 

An example of a business risk might be h e  risk that a m p a n y  sales pmgmm 
will not meet its objedves, with consequent financia1 loss to the company. Or it 
might suceed beyond al1 expectations. 

Another differentiation is between "pure" risks and "speculativeu risks. Pure risks 
are generaliy defined as similar to static risks, but with particular emphasis on the 
loss-no-gain possibility. Spewlaüw risks are genemlly defined very much like 
business risks. Although "speculative* may imply gambling, it better describes the 
concept and so is preferable to the term "business". 

Closely associated with it are two other tems, peril and hazard. A p r i l  is #e 
agency, su& as fire, windstom, or flood, which actuaity causes a loss. Thus a 
pile of oily rags in your garage is a hazard, the existente of wtiich enhances the 
possibility that aie peril of fire wiB occur, thus increasing your risk of loss by f i ~ .  

it is only recently aiat new concepts have been elaborated and scrutinizeú.Orio 
Giarini, Semtary General of the Gene= Association, has initiated general 
refiedion on the risk understanding, from a philosophical, emnomical and social 
point of view. The two key-words are "Unmrtainjr and Yulnerabili. 

Uncertainty being the nomal status of life, I feel that he same uncertainty makes 
part of speculaüve and pure risks. All of them imply h e  possibility of Losses. The 
main pmblem is to attain an appropriate underctanding and to generate adequate 
attitudes. 



Of course, here will always exist important discrepancies due to the local culture 
and education background, leading to basic attitudes towards risks, risk taking or 
risk aversion together. 
One explanation can also be found in the way organisation and wrnpanies are 
built and stnictured. 

2 THE ENiERPRISE 

The "enterprise" is a vocal cavering a lot of different configurations. Basically, the 
enterprise is a unit of economic organisation or advity -in short, a business 
organisation-. 
It supposes the undertaking of something difficult, because business is a h y s  
diíficult, and irnplies also an element of risk. 
Among other elements, the following are of interest for the purpose of our study. 

The size : it is useful to separate small enterprises (or middfe-smaIl) fmm h e  
others. Qf course, this proceeds a h y s  fmm a qualitative and whml 
background. A big company in Luxembourg could be considered very small 
compared to a middle-small oompany in the USA. In addWon, as there eMst 
no quantitaüve parameter, no standardised definiüon can apply. But if we 
agree on the distinction, we have to consider that there is certainly no 
comparison beheen a small enterprise and a m u ~ a ü o n a i  corporation. A 
consequence will be found in the localisation of 8ie activity. 

Localisation : Genetally speaking, a smatl company will be focated in a 
relatively smal geographical afea. Any muftinationat .giant has rnulti-national 
operations, meaning subsidiaries or branches located amund h e  world. ln 
and between, organisations of different size do operate in two or more 
cuuntries. 
This doesn't mean that a small company never operates on the intemational 
scene, selling its praduds or serviws al1 around h e  world, but t t i e ~  is 
sufficient difímntiatian wiaiin ihat very basically appmach. 

Ownemhip : smal companies haw operated since yearc mainly in #e fonn of 
famify companies. 
larger organication and multinational groups are generally in the hands of 
stockholders. 
The stockboiders may be divided in active(voting) stodrholders, and 
instihrtional stackholderc. Of murse, airough the Holding mechanism, there is 
a great vanety of majority and minority I d n g  possibilities but this depends 
on the applicabte legislation, which may vary substantially country per 
country. 



3. EXERCISING THE PO WER. 

There is a basic distinction between control and management. It is too often 
considered that the one who owns is also the one who decides. But there muld 
alco exist a certain (sometimes great) freedom of decision. This is the 
consequence of the separation - mainly since the beginning of he XXth century - 
between ownership and effective decision power. The reason has to be found in 
the "mac~lscupisation" of enterprises and a greater professionalism of the 
management. f h i s  move has increased the decision ability of the reduction of the 
infiuence of the stockholders : that move is direcüy influenced by the size of the 
organisation and the spread of the shares. 
It is never easy to define the ownerchip. For example, the principal rnultinationat 
groups have several quotations of their shares in sewral stock-exchange 
kcations. The shares may also be owned by several entities, investors and 
funds. Among the funds some are pure instítuüonal without voting capability or 
not exercising it. But it has to be considered that the organisational stnicture of 
the organisation plays a great role at control and decision fevel. The stnicture can 
be llustrated by he following diagram. This diagram can be applied to any 
localisation of a multinationai group, but can also describe, in lame countries, the 
situation of iocal branches and subsidianes spread around the country. 

Control 

Smal 1-1 companies appertain to the A gmup 
Motor car companies generally to the upper C group 
Franchises do belong mainly to A and D configuraüon 

The imbrication between ownership and management inffuences directly the 
strategic decisions and choices. Where stockhotders do exercise alco the 
rnanagement af the organisation, they will determine also the shtegic policy of 
the enterpise. On the opposite, when stodcholders do estrict themselves to 
controlling and supe~sing, the management will condud the strategic orientaüon 
af the Cy. Risks and Risk Management make part of h e  stmtegy. 



The following diagram shows the trends in Belgium, France and Netherlands, 
cornpared to the Uníted States. I have no infomation on the Spanish situation but 
a rough estimation wuld make possible to situate your country. 

S T O C K H O L D E R S  
L A X  C O l T R O L  

IHE M E I H E R L A N O S  

U S A  

S T O C K H O L D E R S  
S T R I C I  C O N T R O L  

P R O F I f  

(Source : H. Daeas and P. Van De weyer}  

The configuration of the enterpise and the decision p m s s  are deeply 
influenced by ttie considerations here above. 

Small countries, show more or fess, #e typology of famifiat companies : 
ownership and management are more concentrated - 1 should say intricab Risk 
aversion and control ability or desire, make the growth objective Iess attractive. 
Pmfit, and, if possible, immediate profit, remains #e rule. 

In larger organisaüons, a risk taking attitude is predominant. When the role of the 
stoddiolders is less effective - which is generally true in the case of instituüonal 
investot - the management is mainly focusing on the growth of the activitiec, and 
less on the immediate return : the risk taking attitude is gmater than in small 
organisations. 
What is less understood, is that the responsibifi of that atütude relies mainly on 
the decision powef localisation. 
if you, as a subsidiary, are fully dependent on decisions taken etsewhere, you 
would only exercise a subaltem role. 
In large organisations, the rote of each specific Iocation, branch or subsidiary witl 
also be influenced by the importante of the local marIcet and by the local 
competition. Those factors play thus an irnportant rol@ in h e  deusion making 
process. 7he following diagram illustrates that phenomenon 
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( S o u r c e :  H .  Daems and P. Van De W e y e r )  
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lt is also obvious that risk taking preferente attitudes and ddsions, will depend 
on h e  intensity of the risk pefception of the decision centre, The complication 
comes from the fact that risks are perceived differentty by gmup with different 
ethic, educational and national backgrounds. 
Aamn WiIdawsky distinguishes four risk cultures : bureaumts, egatirians, 
industnalists (entrepmneurc) and fatalistc. Brit al1 of these just &y to introduce 
"uncedainty" in their mental concept, of course with dierent sbnght. 

From Mr Groth's cydical rnodel (1976), the pmcess of isk  perception for an 
individual combines faur dierent elements : 

the objectively risky situation 
íhe subjectively pepived or interpreted situation 
ihe choice of adion, and 
#e observable behaviour 

In fa@ the p w s s  turns an objective situation into a s ~ b j ~ v e l y  perceived or 
interp~ted one. 

The follwlnng diagmm ilustrates the pmcess 



response to flsk 

organism (or organisation) 

A. nsky factors 
or situation 

Phe risk related decision is the end-product of vanous interaction processes, 
involving prior knowledge, experience atatudes, motives, concepts of abifii. 
Confronted to tfie real@, it seems that the individual, (and this is also tnie for 
organisations) has a great difficulty to cope with uncertain or unknown situations, 
because of the probable lack of prior knowledge. So is the situation for doctors 
and actuaries confronted with the AIDS pmblem. 

Feed back of - 

The attitude of an organisation or enterpnse is not very different than the one of 
an individual and will depend on similar factors. 

Prior knowledge is O* =lid for series or well-known pum risks, of different 
nature 
technical risks 
socia! risks 
political risks 

h' 

but much weaker towards natural risks, like earthquake, fiood, and dimatic 
conditions (predictabli of weather conditions is wry short and will pmbably 
never exceed one or two weeks). 

Wthin an organisation, some otfier risky factors or parameterc are very often 
forgotten. 

results 

process af dsk 
perception or 
assessment 

Performance 
of action 

Decision in 



5. THE FORGOTTEN PARAMETERS 

Withín organisations, especially during these last years, much atlention is paid to 
the financing of the operations : the literature is also focusing on h e  related risks. 
Currency and exchange rates, credit managernent, retention and captive 
rnechanism constitute the main preoccupation. 
Other parameters also contribute to fhe risk. 

Some of them are listed hereunder 

lntellecfual pmperty : Copynghts and irade-marks are the basis and, properly 
handled, contribute to the pmtection of the assets: neone is better equipped 
and better placed han the organisation, company or corporation itself. But if 
you look to the pradce, you will see that those aspects are often in the hands 
of extemal specialists. 
The wmng handling of licensing and of royaIties may lead to loss of 
substance and to reaction from #e fiscal authorities. 

Contractual relations. 
Contracts are not "paper tigers* : to be effecüve, they have to correspond to 
the economic reality, protecting the prúfitabitity of any transaction with third 
parties, and sometimes with other relations within the organisation itself. The 
nsks involved, financia1 and commercial, generally exceed the surfaca of the 
fransaction. It is essenüal that al1 parties involved contribute and cdlaborate 
to build a contract proteeting the intefests of the company. An addifional 
difficulty comes fmm h e  necessity to join technical aspects to legal dauses. 
Attention should also be paid to the necessary "balance" between the 
interestc of the parües involved. Courts a= generally badly influenced by 
conúacts where one party benefits of al1 nghts and the other of al1 the 
constraintc and obligations. 
For example, in the matter of supply, the maritime nght and the transfer of 
ownership are key elements, and their appropriate handling is never 
innocent. 

Robotic, mmpuier and eledmnic nsks. 
Robtic increases the wtnerability of the enterprises and the cost of any 
impmvement or cúmcüon. After a generalisation, Japan is now moving in h e  
opposite direction. 
Computer risks suffer from a lack of knowledge. Everybody speaks about 
fraud and misuse but them is a la& of statisücs and the generalisation of PC 
networks is too young to allow a proper judgement 
Few companies pay sufficient attention to h e  simple risk inwlved in the 
electronic mail, where safety and security is not greatef han far telephone 
connections. 



Environment : public opinion, directives of the E.U. intemational convention 
and national or local legislation necessitate or impose constant vigilante, and 
relate to numerous aspects (pollutíon, waste, toxic and dangerous products, 
safety of the workers, dangerous transpods etc ...) The problem is that niles 
are so numerous, too numerous, that no judge, no lawyer, no spdalist is 
mastering them, meaning that the risks involved are really very difficult to 
handle. A study made at the University of Bnrssels on dangerous products 
only has lead to a guide weighing more than 2 kilos, listing al1 the conventions 
and legislations dealing with the subject. 

Image : As stated by Guy Lamand, the image is a very subjecüve notion, and 
it takes years to build a positive image. On the contrary, the image can be 
damaged or destrwyed in a few moments. Even a nimour may exercise great 
influence (he example of Mc Donald is well known). 

Noms : A very impressive move has started on the international scene in the 
nomative field. lt is not an easy task and it implies the installation of 
certification processes. Some consider them as excellent nsk protection 
measures, and aiey certainly will contribute to hem, but they will never 
abolish liabifities, malpracüce and possible defects. 

Egonomy : Ergonomy deals with the interface "manlmachine" and so 
contributes alsa to nsk redudion. In the past, the as- covered by 
ergonomy did relate to "mechanical" aspectc. These days, ergonorny invoks 
also subjective, intellectual and visual perception. An example, taken from the 
Mont St Odile (near Strasbourg) ~ c e n t  plane crash, will show you how 
ergonomy could have played an irnportant role. 

> ACTUAL DISPLAY 

L a n d i n g f  s r a t i o  

tanding's s l o p e  

> NEW D I S P L A Y  

landingls r a t i o  

Not insumble risks .Guy Lamand I refemd to previously, in his book related to 
the risks involved in the selling of senrices and equipments, has issued an 
impressive list of insurable and not-incurable risks. Among the not-insurabfe 
risks let me underiine the few following: 



Fiscal 
Intemiption of the contract 
lnexperience 
Change of the clients team 
Payment conditions 
Non conforrnity with the competition right 
Conflid on contractual conditions 
lnsotvency 
Act of God 
Expatriates 
Delivery 
Loss of confidente 

8. THE IMPOSSlBLE DISTfNCTIOPJ 

Since years the literature is refening to two different categories of risks : 
speculative and pure risks. As already stated previously. 

- The speculative risks are also called business iisks : they are defined as those 
making part of the business objecüves. Any company or business organisaüon, 
service, commercial or industrial enterpn'se is built up wiíh the intenüon to achieve 
a goal : although, the used teminolcgy "spewla$veu may imply a kind of 
gambling, it certainly describes the concept. 

- Pure risks - or also sbtic risks -, in opposition to spewfative risks, do concem 
mainly #e possibilities of loss a corporation cannot avoid. The "pure risks" 
teminotogy put emphasis on the loss-no-gain possibiltty- From a theore€ical point 
of view, the distinction was greafiy reinforced by the fad íhat pure dsks were also 
considered in general as insurable risks, regardless if they were or were not, 
insured. 
That understanding has had important consequences on the evolution of the risk 
management theoretical pnnciples and education. 

a) U.S. 
Many Business Schook do pmvide, in one way or another, education on Risk 
Management. 
To become an ARM, or Associate in Risk Management you need to follow the 
education provided by the famous Insurance lnstikrte of Amenca located in 
Pennsylvania. 
me methodology is based on the fiw steps decision making process, described 
here-a fter. 
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That approach is mainly focusing on losses, or possible losses, and can thus be 
consídered as a Risk Management of pure rísks. Even so, there remain some 
questíons. 
To identify something you always need a mental concept. It is as simple as that : 
if you don't have the concept, you will never be abie to recognise. The possibility 
of recognising ís always subordinate to the faculty of conceptuaiisation. You may 
never identify something you don't kriow.(Examples: Cockerill- La Defense) 
Among the different methods of identifimtion mere is ahays rieference to experts 
- those experts are always supposed to deliver a scientific answer. But any 
scientific expert opinion is only related to the measurement of something, using 
tools and models on which the scientific world agrees, but h e  pmpriety of any 
science is that any tfieory is only valid, till a new theory amves on the scene. As 
stated by Kari Popper the intnnsic propriety of science, is the " falsificationu 
process, in the sense that any theory can and will be invalidated by a new theory. 
Only dogmas and beliefs do not suffer falsifications or amendments, but they 
cannot be caiied "science", and they produce no expertise. 

Douglas Barlow, one of the initiatorc of Risk Management in Canada and later in 
the United States, has issued a very interesüng statement on the subject : 
The risk management has no pre ordinated definition : it is what risk managers 
do. It develops itself by evoiution, ¡.e. by successive steps following perspicacity, 
cteativity and initiafive of the risk manager, his authonty and fmm the fads 
provoking his action. 

ConsequentIy, it exists in diversity and may evoluate : its sphere ( initially the 
insurable dsks), its objecüve and its appellation are never frozen. As a 
consequence, any definiüon or theory about risk management may have the 
scupe and the generality desired by the author. tt can only be descriptiw (in 
con tra-distinction lo prescriptive). An y prediction expected from the risk manager 
is not pemissible, but extmpoiation is justifiable and someümes useful. In other 
words, as stated by R e d  Thom, one can apply analogical reasoning to very 
different sifuations 

It is probably for that reason that the famous Havard Business Sctiool is 
abandoning the well known "case study" rnethodology, pmmoting education in 
teams and focusing rnuch more on the interdiscipiinarity. 

Europe has foaswed an other way : 

Pmctice of business shows that the distindion between speculaüve and pure 
risks, easy to understand, dúes not resist to experience. As smn as one decides 
to stari any new business, al1 #e risks are to be considered together from the 
beginning. Any feasibility study has to integrate a lot of parameterc and 
constraints. Even a servi# company, with no industrial proáuction process 
deciding tu build an offtce building cannot do it, beside the finanual evaluation of 
investrnent and profitability, without passing several obstades - building pemit, 
safety and security requirements towards personnel and third parties, mmmercial 
and VAT registntion etc. 



It is even more cornplicated for a factory, where many additional points are to be 
settled, including exploitation pemit and enviranmental impact study and audit. 
Interdísciplinarity is the nile, which is also confirmed by the courses detivered 
here. As a practica1 example, and regardless itc assurability, is insolvency a 
speculative or a pure risk ? Insolvency w n  be the result of an Act of God, a bad 
financia1 position or willingness of the client fmm the wrong execution of an under 
or co-contractor's duty or because of the non conformity to intemational rights 
and conventions. The figures, issued several yearc ago, by Skandia a thinking 
tank on risk management gives an excetlent substance to what 1 said. 

Risk Management Circle 
Examples of risk cnvironment and loss prevention resourccs o í  a cornpany 



( R I S K  M A N A G E M E N T  1 ? 

~i Grt ion  dci Risqvri csi un moycn syriimatiquc dc protigri Ici itvcnur c! Iri rcrlouicts de I'criirrprirer conirr les priir, r 
p u f l r i c n t  rc praduirt dc manilrc i ac que Icr buir dt 11 Soriéie puisscnl ¿\ i r  i¿a l i s¿s  s in i  intcrmption. Coiitcicmcnt dinpic 
fa Grrtion dcr iürqucs i r n i r e  1 i  siibJiii ci  conlribue indirrctemcni i u  profil. 

L Gestion dci  R ísqut i  n'csl par la mtmt chov qu'unc i s r u r u i u  mais l 'usuranct  pouirait f i i i c  pirtic d'un p r o p i m t  dr 
&siion dcs Riique%. 

On pcut dCcnrc de la maniirc suiv;uitr les diff¿~cntrr i iapcs dans t i  Gcstion des iisques: 

POLiTlOUE DE GESTION DES RISOUES 

Objrail ~ i n d i l !  de I'organintion a S l i d i t i  f imnci;ie 

m Eviluatiom ztraiigiquts Acctpiaiion des rirqutr i prendre le tai ichc'ant 

Cc qiri péc¿dc wrt de base i I'étrblisitmtnt &une poliiiqur en  rnatiIrc de Genion de Rirquts offrint des poriibiliilr 
wntinutllci pour I'analyw el Ir trritement des rirguts de pene au uin de r'mganissiion. 

ANALYSE DES RISOUES 

e Identificr~ion dti riiquts 
dt prrfr 
Evaluation de l a  graviié t t  de Ia 
pobibiliti d c r  prrics 

m Apprécirlion d u  mtrures qu0Y 
mmicnt k ptndr e en priorhi 

Les aciivi i i i  &m de sccicur pcr- 
mtttcnl d c ~ r t  plus conscitnt des 
riiques. 

- -  . - - 

TRAITLMENT DES RISOUES 

- .  - 11 FIHANCEMENT DES R!SOUES 

l a Analyu des natirt iquti  concrrnant Iti 
penes en vuc de définir I t r  t t n ¿ a n q ~  
rt u u r t r  kndamrniilcs 

PI cndrt t i  riiuarion acturllt comm 
b s e  pur  Ic contrCtr des p r q t h  rC- 
d i s 6  pour I'obicniion du bui ultime. 
f l convicnt de rncsurer Ic tappott m%- 
t f f i a c i t i  des diffirtnier soiuiions 
po ~iibler. 

1 LA GESTlDN DES RISQVES - COORDINATION, EDUCATlON ET COMMUNlCATlDN 

I II  y a der ~isqucr pnoui. En conriquenec, ta Genion des Riqutr  doii rouchtr l a  plupin des rectcurr &une orginiution i 
ia ioh sur k planintiritur ct cwrerieur. 

Ditecteur Ginéral, Dirtction 

Entreprcnturr - Gmptibil i iUF inrncti 

Conirillrri Piodunion 

Pouvoiri publics - Rcchtrcht t t  Divtlopprmrni 

Comprgn;ti Uiriutincei Venici 

&'ni cntirux 

l Pour piiwtnii i cct objectií. il fiut: 

L'éduuiian i u  i c i n  dt 1i mci¿i~f¿t roiginiuiion rlin qut loui le  - d e  #ii plus corircitrit dti iiiquer t t  ivfi; mur 
itir les h r t r  &une cornmuniuihn &ni I t r  &u. irni. 
Un conri ;ir coniimut~ if in oiuui m ribpiation i rivolution de8 CQ U J n f i l f f e t .  1 L 4 r uut 6.u~ on siion 14ubjwt if *&la 4 #fin d.abouiu 1 t i  wluiion Ii plui immmiqut. 



- At conceptual level : 

The reasoning has " progressed " since last century. The following chart here- 
after sumrnarises the evolution of the causality concept. 

C A U S E  A - E F F E C T  3 

C A U S E  S A + A ' + A * ,  e * - E F F E C T  B 

A t 
A' I A 

A " '  - EFFECT 

B 
A 

F E E D 0 A C K : lHTERREACTION O í  CAUSES AND EFFECTS 



ln the same period, passage of the of the time ( or line of the time j and 
irreversibility of phenomena has impregnated not only tfie philosophy, but also 
refiection of the scientific world; leading to the perception of uncertainty, including 
impredictíbility of the future. 

- At risk management's leve1 : 
' a deeper pemption of the risks and of h e  interrelation of spewlative and pure 
risks. 

' the necessity to take into account the type of organisation and who exerciws of 
the power. The different controIling and decision levels necessitate to adjust the 
nsks management philosophy and practice. If strategic control is centralised, 
somewfiere, in total or parüy, the attitudes have to be different han in a 
decentralized organisation. 

Risk perception, leading to risk awidance or risk taking attitudes, are to be 
integrated in the flsk management process. 

The forgotten parameters are to be integrated in ttie global process. 

in a worid of uncertainty, the risk management has to inmase the resilience of 
the organisation to unforeseen, uncertain and impredictible phenornena. 

* The organisation has to be seen as a system. Only a systemic appwch is able 
to consider the mole : suMval pfanning and crisis management have to integrate 
al1 the cumponents. They have to be well prepared. 
No risk management is possible without taking into account, together 

o people 
o pmducts 
o trademarks 

o assets and eamings 
o market share 
o company image 

Risk managernent makes part of tbe interna1 alture, and has to be integrated at 
all levels. The risk Manager or the risk management team may only play the role 
of catalyst. 

As a conclusion, allow me to use the tems used by Mr Leny, Pmsident of 
F RAMATOME (France) 
"A risk manager (or team) alone cannot see everything, do everyaiing, and know 
everything. This is why his main role ... must be to develop a state of mind, oran 
awareness of risks, so that everybody behaves with a sense of responsibility ... 

... The notions of quality, safety and security are closely reiated ... and the notion 
of dsk should be thought as part of basic general education at school ... We now 
find in wmpanies many technicians, engineerc or administrators ... seeming not 
to know the basic niles of common sense. Is it not the educational role of the 
managers to ensure that these values are discovet-ed or rediscovered 7 



The risk manager must naturally work with those in charge of secun'ty, but also 
with interna1 audit teams, to track down the Rsks resulting from any organisational 
dysfunctions. An overall visian of the organisation and on-site experience 
enables more easily apprehending problems. 

Fmm what I said, it ¡S easy to understand that risk management may not be 
limited to insured or incurable risks nor to the pure financing aspeds of risks. The 
process involves education, infomation and communication aspects. That is 
exactly where A.E.A.I. has initiated reflecüon between Academics and 
practitionerc. An extraordinary and very valuable contribution carne frorn ttte 
lnstitute of Risk Management of London in the person of Gordon Dickson, Oean 
of the Health Faculty of the Caledonian Universiv of Glasgow and Chaiman of 
the Institute. The group of 22 meets periodically to discuss the matter. 

On the other side of the Atiantic, active thinker in the Risk Management field, 
Felix Kloman has produced a flood of new views and ideas. 
One of his last charts sumrnarises what l have tried to explain : the sampling is 
different, but in no way is the sensitivíty different. 

Please do not forget that your studies, and 1 have here to thank the "Cumes", 
Philomeno Mira, and your teachers - that your studies have, as final goal, to 
enable you to appreciate h e  breadth of Rsks situations. Remgnising them and 
responding to them is under the responsibility of everyone at its place, wiaiin any 
organisation. 

1 thank you for your attention. 
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7. WHAT IS RISK 

Our first question should be : what is a risk ? From a scholastic point of view, you 
will generally find enumeration of perils : 

natural risks : earthquake, flood, humicane 
tectinical risks : fire, explosion 
political risks : arbitrary decisions by the authonfies 
social risks : strikes 

Some others do use different distinctions : 

human risk 
physicil risks 
financia1 risks 

Al1 are referring fo the possible damage ar loss resulting from a risk ... 

Is it possible fo go further, applying ofher different definitions and understanding? 

The risk is the probability of a loss. That definition implies that the loss can be 
defined in advance. It is certainly useful when the probabilrty of a deferred 
loss can be transfonned into ihe probability of a standard loss : for example, 
the pmbabiiity of death per hour of dBving a car at speUfic moments of the 
da y. 

The risk is the dimension of a conceivable loss. That definition is the basis of 
many safety Iimits, put much beyond the possible accident. The resistance of 
the cables of an elevator are always put n x beyond the rnaximum load. It 
doesn't exclude the redundancy of oher safety measures, like the parachutes 
put in the mechanism of the elevator. 
It is exactly ttie same type of measures taken by the aircrafi makers and 
users. The conceivaMe loss is the fall of the plane, with the crew and the 
passengers : as a consequence there is very high need for rnultiple 
redundancy between safety devices and measures ( nobody would accept to 
take place in a plan@, if he had fo toss up for the probability of amving at 
desfinafion ). 

The risk is the expected loss ! 
Any actuary in #e life business may tell how many people wilf disappear in 
one year within a given population. 

The risk is the variance of the probability distn'bution within al1 possible 
consequences - thís definition takes losses and gains into account and does 
not require an a prioti discriminafion between desired and undesired 
consequences. Our mental image and our day to day language are more 
familiar wfth that lasf definrtfon. 



This explains why so many disciplines do refer to " nsk" but always with a 
different mental substance, 

As stated by Edward P. Lelley, generally there are many definitions. One 
definition from the academic world defines risk as "the possibility that a sentient 
entity wilt incur loss". According to the Dictionary of lnsurance Terms of the 
Chamber of Commerce of the  United States, risk is simply ate "chance of loss". 
But virtualty every event in nature wntains come chance of loss.So, to adopt 
such a broad definition would dump into the lap of h e  risk manager a 
responsibility for some aspects of practimlly every happening in the corporation. 
The risk manager would be stepping on the toes of most of h e  other managers in 
fhe company, induding the chief executive officer. So, how do we define the 
spectnirn of nsks that rightfully come within the purview of he risk manager ? 
Some say the risk managets realm is the "static" risks of an organisation, as 
opposed to the "business" risks. Static nsks are those possibilities of loss which 
the corporation cannot avoid. Like death and taxes, they are aiways with us. 
Business risks are defined as those a business can elect fo take or not take and 
which contaín the possibility of gain as welt as loss. 

An example of a business risk might be the risk that a company sales program 
will not meet its objectives, with consequent finanual loss to the company. Or it 
might succeed beyond al! expectations. 

Another differentiation ¡S between "pure" risks and "speculafive" risks. Pure nsks 
are generally defined as similar to static risks, but wiffi particular emphasis on the 
loss-no-gain possibility. Speculative risks are genemlly defined very much like 
business risks. Although "speculative" may impiy gambling, it betfer describes the 
concept and so is preferable to h e  term "business". 

Closely associated with it are two other tems, penl and hazard. A peRl is h e  
agency, such as fire, windstotm, or flood, whicb actually causes a loss. Thus a 
pile of oily rags in your garage is a hazard, the exisfence of whicfi enhances the 
possibility that the peril of fire will ocuir, thus increasing your risk of loss by fire. 

tt is only recenfly that new concepts have been elaborated and scrutinized.Orio 
Giaríni, Secretary General of the Geneva Association, has initiafed general 
reflection on the risk understanding, from a philosophical, economical and social 
point of view. The two key-words are "Uncertainty" and Yulnerability". 

Uncertainfy being the normal status of life, I feel thaf the same uncertainty makes 
part of speculative and pure nsks. All of them imply the possibilrty of losses. The 
main problem ¡S to attain an  appropriate understanding and to generate adequate 
attitudes. 



Of course, there will ahays exist important discrepancies due to the local culture 
and education background, leading to basic attitudes towards flsks, risk taking or 
risk aversion together. 
One explanation can also be found in the way organisation and companies are 
built and stnictured. 

The "enterprise" is a vocal uivering a lot of different configurations. Basically, the 
enterprise is a unit of econornic organisation or activíty -in shori, a business 
otganísation-. 
It supposes the underiaking of something difficult, because business is always 
difftwit, and implies also an element of nsk. 
Arnong other elements, the following are of interest for the purpose of our study. 

The size : it is useful to separate srnali enterprises (or middle-small) from the 
others. Of course, this proceeds always from a qualitative and cultural 
background. A big company in Luxembourg mufd be considered very small 
compared to a middl&small company in fhe USA. ln addition, as there ehst 
no quanfitative parameter, no standardised definifion can apply. Buf if we 
agree on the disiinction, we have to mnsider that there is cerfainly no 
companson ktween a small enterpnse and a mutti-national wrporation. A 
consequence witl be found in the localisation of the activity. 

Localisafion : Generally speaking, a small company will be located in a 
relatively small geographical area. Any multinational giant has mutti-nafionat 
operations, meaning subsidiaries or tiranaes located around h e  worid. In 
and between, organisations of different size do operate in two or more 
countries. 
This doesn't mean fhat a smali company never operates on h e  intemational 
scene, selling its products or sewices al1 around the world, but there is 
sufficient differentiation within #at very basically approadi. 

Ownership : small companies have operated since years rnainly in the fom of 
family companies. 
larger organisation and multinationat groups are generally in the hands of 
siockholders . 
The stockholderc rnay be divided in active(voting) stockholders, and 
institutional stodtholders. Of course, through the Holding mechanism, there is 
a great variety of majority and rninorrty locking possibilities but this depends 
on the applicable legislation, which may vary substantially country per 
country. 



3. EXERCISING THE PO WER. 

There is a basic distinction between contfoi and management. It is too often 
considered that the one who owns is also the one who decides. But there could 
also exist a certain (somefimes great) freedom of decision. This is the 
consequence of the separation - mainly since the beginning of the XXth century - 
between ownership and effective decision power. The reasan has to be found in 
the "macroscopisation" of enterprises and a greater professionalism of the 
managernent. This move has increased the decision abíhty of the reduction of the 
influence of the stockholders : that move is directly influenced by the size of the 
organisation and the spread of the shares. 
It is never easy to define the ownership. For example, the principal rnultinational 
groups have several quotations of their shares in several stock-exchange 
locations. The shares may also be owned by several entities, investors and 
funds. Among the funds some are pure institutional without vofing capability or 
not exercjsing it. But if has to be considered that the organisational stnicture of 
the organisation plays a great role at control and decision level. The stnicture can 
be illustrated by the following diagram. This diagram can be applied to any 
localisation of a multinational group, but can also describe, in large countries, the 
sifuation of local branches and subsidiaries spread around the country. 

Control 

Small local companies appertain to ftie A group 
Motor car cornpanies generally to the upper C group 
Franchises do beiong mainly tu A and D configuration 

The imbrication between ownership and management influences directly the 
strategic deLisions and choices. Where stockholders do exercjse also the 
rnanagement of the organisation, they will detemine also the strategic policy of 
the enterprise. On tfie opposite, when stockholders do restrict themselves to 
controlling and supenising, the management will conduct the strategic orientation 
of the Cy. Risks and Risk Management make part of ttie sttategy. 



The following diagram shows the trends in Betgium, france and Netherlands, 
compared to the United States. I have no infomation on the Spanish situation but 
a rough estimafion could make possíble to situate your country. 

S T O C K  H O L D E R S  
L A X  C O M T R O F  

\ T H E  ñ E T H E R L A n D S  

S T R l C T  C O N T R O L  1 > 
P R O F I T  

( S o u r c e  : H. Daems and  P. Van De W e y e r )  

4. RISK PERCEPTION 

The configuration of the enterprise and the decision process are deeply 
influenced by h e  considerations here above. 

Small countnes, show more or less, the typology of familia1 companies : 
ownership and management are more concentmted - I .should say intncate- Risk 
aversion and control abitity or desire, make the growth objective less attractive. 
Profit, and, if possible, immediate profit, rernains the rule. 

In larger organisations, a risk taking affitude is predominan:. When t he  role of the 
stockholders is less effective - which is generally bue in the case of institutional 
investor - h e  management is mainly focusing on the growth of h e  activities, and 
less on the immediate return : the risk taking attitude is greater than in small 
organisations. 
What is less understood, is that the responsibility of that attitude reties mainly on 
the decision power localisation. 
If you, as a subsidiary, are fully dependeni on decisions taken elsewhere, you 
woujd onty exercise a subaltern role. 
In large organisations, the role of each specific location, branch or subsidiaty will 
also be influenced by the importante of fhe local rnaFket and by the local 
cornpetition. Those factors play thus an important role in the decision making 
process. The following diagram illustrates that phenomenon 



Role of local entities 

lmportance of the 
local market for 
ttie *groupw 1 

High 

EXECUT1ON . 

ROLE ROLE 

Low SUBALTERN 1 PARTICIPATING 
ROLE 

High Competitive 
Local ability 

( S o u r c e :  H, Daems a n d  P .  Van De W e y e r )  

It is also obvious that risk taking preferente attitudes and decisions, will depend 
on the- intensity of the nsk perception of the decision centre. The complication 
comes from the fact that risks are perceived differently by group with different 
ethic, educationai and national backgrounds. 
Aaron Wldawsky distinguishes four risk cultures : bureaucrats, egalitarians, 
industrialists (entrepreneurs) and fatalists. But al1 of these just try to introduce 
"uncertainty" in their mental concept, of course with different strenght. 

From Mr Groth's cyclical model (1976), the process of risk perception for an 
individual combines four different elements : 

the objectivety risky situation 
" the subjedively pewived or interpreted situation 

the choice of action, and 
the observable behaviour 

In fact, the process tums an objective situation into a subjectively perceived or 
interpreted one. 

The following diagram illustrates the process 



response to risk 

A. risky factors 
or situatíon 

organism (or organisation) 

Feed back of - 

The risk related decision is the end-producf of various interaction processes, 
involving prior knowledge, experience attitudes, motives, concepts of ability. 

L 

. .J .  
' - 5  

Confronted to the reality, it seems that the individual, (and this is also tme for . 

organisafions) has a great difficulty to cope with unceriain or unknown situations, 
because of the probable lack of prior knowledge. So is the situation for doctors 
and actuaries confronted with the Al DS problem. 

The attitude of an organisation or enterprise is not very different fhan the one of 
an individual and will depend on similar factors. 

V 

Prior knowiedge is only valid for series or well-known pure risks, of different 
nature 
tectinical risks 
social risks 
political nsks - A -. *y - 

,/ 
,- 

but much weaker towards natural risks, like earthquake, flood, and climatic y - 

conditions (predictability of weather wnditions is very short and will probably . 

never exceed one or two weeks). 

Within an organisation, some other risky facfors or parameters are very oflen 
forgotten. 

.-> choice of action 

resuits 

procecs of risk 
perception or 
assessment 

Performance 
of action 

Decision in 



5. THE FORGOTTEN PARAMETERS 

Within organisations, especially during these last years, much attention is paíd to 
the financing of the operations : the literature is also focusing on the related risks. 
Currency and exchange rates, credit management, retention and captive 
mechanicm constitute the main preoccupation. 
Other parameterc also contribufe to the risk. 

Some of them are listed hereunder : 

lnfellecfual pmperty : Copyrights and trade-rnarks are the basis and, propedy 
handled, contribute to fhe protection of the assets: nmone is better equipped 
and better placed than h e  organisation, company or corporation itself. But if 
you look to the practice, you will see #al thoce aspects are oflen in the hands 
of externa1 specialists. 
The wrong handling of iicensing and of royalties may lead fo loss of 
substance and to reacfion from the fiscal auttiorities. 

Contractual relations. 
Contracts are not "paper tigers" : to be effective, they have to correspond to 
the economic realiíy, brotecting the profitability of any transaction with third 
parties, and sometimes with other relations within the organisation itself. The ( 7" 
risks involved, financia1 and cornmercial, generally exceed the surface of the V,' 
transaction. If is essential that al1 parties involved contribute and collaborate 
to buíld a contract protectjng the interests of the company. An additional 
diffrculty comes from the necessity to join technical aspects to legal dauses. 
Attention should also be paid fo the necessary "balance" between the 
interests of the parties involved. Courtc are generally badly inffuenced by 
contracts where one party benefits of al1 rights and fhe other of al1 the 
constrainfs and obligations. 
For example, ín the matter of supply, the maritime right and the transfer of 
ownership are key elements, and their appropriate handling is never 
innocent. 

Robotic, compufer and elecftvnic nsks. 
Robotic increases fhe vuinerability of the enterprises and the cost of any 
impmvement or correction. After a generalisation, Japan is now moving ín the 
opposite direction. 
Computer nsks suffer from a iack of knowledge. Everybody speaks about 
fraud and misuse but there is a lack of statistics and the generatisation of PC 
networks is too young to allow a proper judgernent. 
Few companies pay sufficient attention to the simple risk involved in the 
electronic maii, where safety and security ís not greater than for telephone 
connections. 



Environmenf : public opinion, directives of the €.U. íntemafional convention 
and national or local legislation necessitate or impose constant vigilante, and 
relate to numerous aspects (pollution, waste, toxic and dangerous products, 
safety of the workers, dangerous transports etc ...) The problem is that niles 
are so numerous, too numerous, that no judge, no lawyer, no speu'alist ís 
mastering them, meaning that the risks involved are really very diff~cult to , 

L>L 

handle. A study made at the University of Bnissels on dangerous producfs i [  - 
only has lead to a guide weighing more than 2 kilos, listing all the conventions 1 '''u ' 

L" 
and legislations dealing with the subject. .A, - "N-- 

Image : As stated by Guy Lamand, the image is a very subjective notion, and 
it takes years to build a positive image. On the contrary, the image can be 
damaged or destroyed in a few mornents. Even a nrmour may exercise great 
influence (the example of Mc Donald is well known). 

Noms : A very impressive move has started on the intemational scene in the 
nomative field. It is. not an easy task and it irnplies the instailation of 
certificatíon processes. Some consider them as excellent risk protedon 
rneasures, and they certainly will contribute to fhern, but they will never 
abolish tiabilities, malpractice and possible defects. 

Ergonomy : Ergonomy deals witb the interface "manlmachine" and so 
contributes also to risk reduciion. In the past, the aspecis covered by 
ergonomy did relate to "mechanical" aspects. These days, ergonomy involves 
also subjective, intellectual and visual perception. An example, taken from the 
Mont St Odile (near Strasbourg) recent ptane crash, will show you how 
ergonomy could have played an important role. 

Land, ing ls  s l o p e  
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Landing's r a t io  
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Landing's r a t i o  . 

Nof irisumble risks :Guy Lamand 1 refewed to previously, in his book related to 
the risks involved in ttie selling of cervices and equipments, has issued an 
impressive list of insurable and not-incurable risks. Among the not-insurabte 
risks let me underline the  few foilowing: 



Fiscal 
Intemption of the contract 
inexperience 
Change of the clients team 
Payment conditions 
Non confonnity with the competition nght 
Coriflict on contractual conditions 
Insolvency 
Act of God 
Expatnates 
Delivery 
Loss of confidente 

Since years the literature is referring to two different categones of risks 
speculative and pure risks. As already stated previously. 

- The speculative risks are also d l e d  business risks : they are defined as those 
making part of the business objectives. Any cornpany or business organisation, 
sewice, commercial or industrial enterprise is buiit up with the intention to achieve 
a goal : although, the uced terminology "speculative" may imply a kind of 
gambling, it certainly describes the concept. 

- Pure risks - or also static risks -, in opposition to speculative nsks, da concem 
mainly ttie possibilities of loss a corporation cannot avoid. The "pure risks" 
terminology put ernphasis on the loss-no-gain possibility- From a tfieoreticat point 
of view, the distinction was greatly reinfomd by h e  fact that pure nsks were atso 
considered in general as insurable nsks, regardless if they were or were not, 
insured. 
That understanding has had important consequences on the evolution of the risk 
management theoretical principies and education. 

a) U.S. 
Many Business Sdiools do provide, in one way or an,other, education on Risk 
Management. 
To become an ARM, or Associate in Risk Management you need to follow fhe 
education provided by the farnous Insurance Institute of Amenca located in 
Pennsylvania. 
The methodology is based on the five steps decision making process, described 
here-after. 



F 
ldentifying Exposures to Loss 
I 1 

ldentificatibn Ana~ysis 
I 1 n 

Types of Methods of Or anizational Significance 
Exposures , ldentifying t hjeciiver 
~roperty 
Net Income 
tiabifity 
Personnel 

~tandardized Profit Loss Frequency 
Sunieysl Continuous Loss Severity 
Questionnaires Operation 

Financia1 Stable Earnings 
Statements Growth 

Records and Files Humanitarian 
Flowcharts Concerns 
Personal Legal 

Irispections Requirements 
Experts 

r ~xaminiñg Feasibility of Alternative Techniques 
1 

Risk Control to Stop Losses Risk financing 10 Pay for Losses 
'1 

Exposure ~voidanie  
Loss Prevention 
Loss Reduction 
Se regation oí Exposures - 

8cparation or Duplicalion 
Contractual Transfer For 

Risk Control 

~etention 
~ u r r e n t  Expensing 

of Losses 
Unfunded Reserve 
Funded Reserve 
Borrowing 
Captive lnsurer 

~rarisfer 
7 
Commercial 

lnsurance 
Contractual 

Transfer For 
Risk financing 

Selecting Apparent Best Technique(s) 
Choorinp Select ion Friteria Decision Ruler ~ b ~ l ~ i n ~  Critaria 

Financia1 ~ r i t h a  
1 

Risk Control 
Criteria Related to Other Objectives Risk Financing 

lmplement the Chosen Technique(s) 
Technical becisions 
Managerial Oecisions 

Moniioring and improvinp the Aisk Manapement ~rogram 
~ur$oses ~ o n t r o h g r a m  

To Assure prop& lmplemenlalion ResuRs dandards 
10 Detect, and Adapt to, Changes Aefivities Standards 



That approach is maínly focusing on losses, or possible losses, and can thus be 
considered as a Aisk Management of pure risks. Even so, there remain some 
questions. 
To identify something you aiways need a mental concept. It is as simple as that : 
if you don't have the concept, you witl never be able to recognise. The possíbility 
of recognising is atways subordinate to the faculty of cunceptualisation. You rnay 
never identify something you don't know.(Examples: Cockerill - La Defense) 
Among the different methods of identification there is always referente to experts 
- those experts are atways supposed to deliver a scientific answer. But any 
scientific expert opinion is only related to the measurement of something, using 
tools and models on which the scientific world agrees, but the propnety of any 
science is that any theory is only valid, till a new theory amives on the scene. As 
stated by Kari Popper the intrinsic propriety of science, is the " falsification" 
process, in the sense tbat any theory can and will be invalidated by a new theory. 
Only dogmas and beliefs do not suffer falsifications or amendments, but they 
cannot be called "science", and they produce no expertise. 

Douglas Barlow, one of h e  initiators of Risk Management in Canada and later in 
the United States, has issued a very interesting statement on the subject : 
The risk management has no pre ordinated definition : it is what risk managers 
do. It develops itself by evolution, ¡.e. by successive steps following perspiwcdy, 
creatívity and initiative of fhe risk manager, his authority and from tfie fa- 
provoking his action. 

Consequently, it exists in diversity and may evotuate : its sphere ( initially the 
insurable risks), its objjective and its appellation are never fmzen. As a 
consequence, any definition or theory about risk managernent may have the 
scope and the generalify desired by the author. tt can only be desulptive (in 
contra-distinction to prescriptive). Any prediction expected from ihe nsk manager 
is not permissible, but extrapolafíon is justifiable and sometimes usekil. In other 
words, as stated by Rene Thom, one can appty analogical reasoning to very 
diffetent situafions 

It is probably for that reason thaf b e  famous Havard Business School is 
abandoning the well known "case study" methodology, prornoting education in 
teams and focusing much more on the inferdisuplinarity. 

Europe has followed an other way : 

Practice of business shows ihat the distinction between speculative and pure 
risks, easy to underctand, does not resist to expetience. As soon as one decides 
to start any new business, al! the risks are to be considered together from the 
beginning. Any feasibiity study has to integrafe a lot of patameters and 
cunstraints. Even a s e ~ c e  wmpany, with no industrial production process 
decidíng to build an office building cannot do it, beside the finanual evaluafion of 
investment and profitability, without passing several obstades - building permit, 
safety and seuirity requirements towards personnel and third parties, uirnrnercial 
and VAT registration etc. 



It is even more complicated for a factory, where many additional points are to be 
settled, induding exploitation permit and environmental impact study and audit. 
Interdisciplinarity ís the rule, wtiich is also confirmed by the courses delívered 
here. As a practica1 example, and regardless its assurability, is insolvency a 
speculative or a pure risk ? lnsolvency can be the result of an Act of God, a bad 
financia1 position or willingness of fhe client from the wrong execution of an under 
OF co-contractor's duty or because of the non confomity to international nghts 
and conventions. The figures, issued ceveral years ago, by Skandia a thinking 
tank on risk management gives an excellent substance to wbat I said. 

Risk Managemen t Circle 
Examples of risk environment and loss prevention resources of a company 

BOOl LY PROPERTY 
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Ff NANCEMENT DES RISQUES 

Analyv des natirtiquts conurnani I t r  
periti en vue de difinir Ics t t n d a n y r  
fi ciuses londamentaler 
Silcction Uun cxréden~ i p p r o p r i i  

Míihodcr dt linanocmcnt des risquts 
de perter risiductr 

Aisuranct 

ANALYSE DES RlSOUf S 

ióentification des r i r q u t ~  

d e  prric 

6 E viluaiion dt  la g r r v í t ¿  t i  dt i a  
pobabiliié dcí penes 

i App~¿ciation d u  m e r u r t s  qu'il 
wmicnt dt prcndrr en priori i i  

Poui parv tn i t  i cct objtctil, il f iut: 

C'$duurion .u scin de Ii ~)c;¿t¿/de Imoipan;~tion  fin QUC 1 0 ~ t  It w n d t  mil plus contcitn~ d t i  iirquti *r  iutri poul 

iciw icr b i c s  Uunt communiuiion drnr Irr deux ienr. 

U n  C O ~ I ~ O I ~  conlinutl .fin 6airuier t'rdipiribn i rivofulton des t i c  wnnamtl 1 k cuud diiuicn 3rl.n I'ubjrrtit d k l i r i  ifsn d'ibeuiir 1 I r  uiiuiion I i  plus imromigur. 

TRAtTEMENT DESRISOUES 

i Mtsuier visant i ¿limincr. i iduirt  I t r  
r i i q u t r  d e  peric c i  i l imi te r  Iei 
peri es 

m E n q u ñ e  sur Ia p s s i b i l i ~ i  d t  trank 
f ¿ r r r  Ics i i~qutr 

Les act iv i~ is  dim &E 5erieur pu- 
mcrltni d ' t i r c  plus conrcicnl des 
rirqurr. 

P r e n d r e  la  situarion a ~ u e l l c  t o m m  
bast pour I t  conirole drr progitr tt. 
a l i r i ~  mur I'obicnibn du bcn uliimt. 
II convitnt dc mrsurcr  It rapport m%+ 
t f f  icach; des difiircnitr ~lluiions 
posriblcs. 

I 
A 

1 

LA GESTION DES RISDUES - COORDINATION, EDUCATlOhl ET CQMMUWICATlON 



7. APPLICATIONS 

- At conceptual leve1 : 

The reasoning has " progressed " since las1 century. The following chart here- 
after sumrnarises the evolution of the causality concept. 

C A U S E  A - E F F E C T  0 

f E E D B A C K : INTERREACTIOH OF CAUSES AND EFFECTS 



in the same period, passage of the of the time ( or líne of the time ) and 
irreversibility of phenomena has impregnated not only the philosophy, but also 
reflecüon of the scientific world; leading to the perception of uncertainty, induding 
impredictibility of fhe future. 

- At risk management's leve1 : 
a deeper perception of the tisks and of the interrelation of speculative and pure 

risks. 

the necessity to take into account the type of organisation and who exercices of 
h e  power. The different controlling and decision levels necessitate to adjust the 
risks management philosophy and practice. If strategic control is centralised, 
somewhere, in total or partly, the  attitudes have to be different than in a 
decentralized organisation. 

* Risk perception, leading to risk avoidance or risk taking attifudes, are to be 
integrated in the risk management process. 

+ The forgotten paramete- are to be integrated in the global process. a y"-L . . 
> ' gL 

> it 
in a world of uncertainty, the risk management has to increase the resilience of <,- - 

the organisation to unforeseen, uncet-tain and impredictible phenomena. 

The organisation has to be seen as a system. Only a systemic approach is able 
to consider the whole : survival planning and crisis managernent have to integrate 
all ttie cornponenfs. They have to be well prepared. 
No risk management is possible without taking into accuunt, together 

o people 
o products 
o trademarks 

o assets and earnings 
o market share 
o company image 

Risk management makes part of the interna1 culture, and has to be integrated at 
aIl levels. The risk Manager or h e  risk management team may only play the role 
of catalyst. 

As a condusion, allow me to use the tems used by Mr teny, President of 
FMMATOME (France) 
"A risk manager (or team) alone cannot see everything, do everyttiing, and know 
evetything. This is why his main role ... must be to develop a state of mind, or an 
awareness of risks, so that everybody behaves with a sense of responsibílity ... 

... The notions of quality, safety and security are closely related .. .and the notion 
of fisk should be thought as part of basic general education at school ... We now 
find in companies many technicians, engineers or administrators ... seeming not 
to know the basic niles of common sense. Is it not the educational role of the 
managers to ensure that these values are discovered or rediscovered ? 



The risk manager must naturally work with those in charge of secunty, but also 
with interna1 audit teams, to track down the risks resulting from any organisatianal 
dysfunctions. A n  overall vision of the organisation and on-site experience 
enables more easily apprehending problems. 

From what I said, it is easy to understand that Ask management may not be 
lirnited to insured or insurable nsks nor to the pure financing aspecis of Flsks. The 
process involves education, information and communication aspects. i ha t  is 
exactl y where A. E.A. 1. has initiated reflection behveen Academics and 
practitioners. An extraordinary and very valuabte contribution carne from the 
lnstitute of Risk Management of London in the person of Gordon Dickson, Dean 
of the Heaith Faculty of ftie Caledonian University of Glasgow and Chairman of 
the Institute. The group of 22 meets periodically to discuss the matter. 

On the other side of the Atlantic, active fhinker in the Risk Management field, 
Felix Kloman has produced a flood of new views and ideas. 
One of his last charts summanses wbat 1 have fried to explain : the sampling is 
different, but in no way is the sensitivity different. 

Please do not forget that your studies, and I have here to thank the "Cumes", 
Philomeno Mira, and your teachers - that your studies have, as final goal, to 
enable you to appreciate the breadth of nsks situations. Recognising h e m  and 
responding to them is under tfie tesponsibility of everyone at its place, within any 
organisation. 

I thank you for your attention. 



BIBLIOGRAPHY 

Risk Management today - The Geneva Papers - July 1992 - Association de 
Geneve 
Rethinking Risk Management - Felix Kloman 

Searching for Safety - Aaron Wildawsky - Transaction Publishers - 1988 

La maitrise des risques dans les contrats de vente ( de biens d'équipement et de 
services) - Guy Lamand - AFNOR 1993 

Risk is a construct - from the series Society and unceriainty - Bayefische Rück - 
Knesebeck Munich - 1993 

The Limits to certainty 2nd. revised Edition - Orio Giarini - Walter Stahel - 
Kluwer Academic Publishers - t 993 



ERGONOMY 

Near Strasbourg, an Airbus plane crashed on the way to the airport, in a hit1 
called Mont St Odile. The approach procedure was not completely automated 
Iike it is generally with other airportc : on a modem aircraft intervention of the 
pilots is always filtered through the embarked computers. It seems, from the 
recorded conversation between the two pilotc, that they didn't pay enough 
attention to the attitude, concentrating themselves on the slope. They benefited, 
of caurse, from the assistance of nurnerous screens and tell-talers, but if the 
ergonomy ( understand interface) of the equipment is not satisfactory, confusion 
can result. 

The corresponding diagram shows the difference between the 2 parameters. 

1 SLOPE 

b -. . ALTITUDE OF THE SLOPE A InonDT 

The confusion can be generetad by the way the ínfomiation is given : for that 
reason, specific retraining has been given to the pilots, the ergonomy parameterc 
have been reviewed with greater attention to the visual aspects and the 
subjective perception. 



1 Organizational Risks 

1 Global Risks 


