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Purpose of your paper: This paper suggests that risk culture is primarily a matter of integrity and 
courage to stand against hubris. Failing to recognise this can lead to over-regulation and wasted 
compliance. 
 
Synopsis: Most of what is written about risk culture suggests that there are a variety of alternatives 
that can be chosen by the board and imposed on the organization. This paper suggests, rather, that 
risk culture is primarily a matter of integrity and a steadfast opposition to hubris and narcissistic traits.  
To many, good risk management consists of well documented and clearly articulated risk strategies 
and responsibilities, with deep understanding of measurable risk. In financial organisations regulators 
have encouraged if not required voluminous documentation, separate functional areas and 
elaborate models.  
 
We suggest that risk culture flows largely from the integrity and deep expertise of the Board and most 
senior management. Regulation has in fact largely missed the point by focusing too much on form 
rather than content – and exacerbated poor management practice by encouraging hypocrisy. 
Material that is irrelevant, unsustainable, or produced purely for compliance, undermines integrity - 
as it at best meaningless and often hypocritical. In this category, we include: 

• Excessive documentation that is necessarily unread 
• Elaborate models with unexamined assumptions or no obvious application. In the former, we 

include pro-cyclical credit models and group risk insurance rates; for the latter, operational risk 
models are a particularly egregious example 

• Managerial appointments with minimal industry knowledge 
 

There are two arguments against over-elaborate models. The first is made persuasively in Haldane 
and Madouros (2012): the complex models do not work as well. The second is that the results are not 
material – especially when it comes to operational risk. In spite of the huge effort applied to 
operational risk capital, Basle(2006) notes that in respect of actually doing something to related this 
to their “business environment and internal control factors”, “the practice for many banks is still very 
much in its formative stages”. Given that the lead to an increase in capital of only some 10% (which 
falls below the level of materiality normally recognised by law), it must be asked whether the effort is 
of any value. The same can be said of the operational capital reserves of 0.25% recently introduced 
by APRA for superannuation funds. Asher and Duncanson (2008) argue that 0.25% is well below the 
level of materiality. 
 
On the other hand, inadequate emphasis appears to be placed on identifying narcissistic 
organizations (see Grant and McPhee, 2103) ensuring that enough senior people have sufficient 
experience to make a real contribution to the business and to challenge inappropriate behaviour by 
dominant and often narcissistic individuals. Chapple et al (2013) find these to be major correlates of 
successful class actions. A particular problem faced by actuaries and accountants in their 
professional capacity is the manipulation of accounts – identified in 20% of the companies 
investigated by Dichev et al (2013). If the CEO and CFO are manipulating accounts and deceiving 
shareholders, then this would seem to undermine the integrity of the entire organization and be a 
major indicator of higher risks. 



   

 
 
Together with a focus on a more active pursuit of integrity, we need a doctrine of what Braithwaite 
(2002) calls “restorative justice” that shames, forgives and re-integrates offenders. Braithwaite’s (2012) 
suggestion of enrolling insiders in the pursuit of unjust gain also merits consideration. 
 
 


