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		Abstract

		It is somewhat ironic that while the major focus of regulators and institutions in the financial services sector over recent years has been on developing models for measuring and managing credit risk, most of the large losses in financial institutions over this time have been sourced to operational risk - and more specifically, the actions of single individuals, or small cohorts of individuals. A common thread has been excess risk taking by traders and credit managers - including unauthorised trading and misrepresentation of trades - leading to large, undercapitalised positions in the books of financial institutions. In the majority of cases individuals acted in response to incentives set before them, as encompassed in their remuneration schemes. Although these losses occurred in dealing operations, and thus appear more attuned to market risk than operational risk, the fact that these losses arose from inadequate and failed internal processes, systems and people classifies them as operational risk-related from the perspective of bank regulators. In this paper we compare and contrast the factors that led to large losses in three banking institutions over recent years: Barings, Allied-Irish and the National Australia Banks. We conclude it highly unlikely that these losses would have been recognised and consequently prevented under the revised capital standards for financial institutions currently promulgated by the Basel Committee on Banking Supervision of the Bank for International Settlements. With this in mind, we examine how various non-financial measures may have been robust leading indicators of operational risk losses in these institutions, and show how these indicators could be incorporated into a scorecard approach for risk-capital allocation and pricing decisions in financial institutions. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: operational risk, National Australia Bank, Allied Irish Banks, Barings Bank, Basel Committee on Banking Supervision

	
	

	
    

    
	

	
	
		JEL Classification: G21

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Sundmacher,  Maike and Ford,  Guy, Leading Indicators for Operational Risk: Case Studies in Financial Services (November 2004).  Available at SSRN: https://ssrn.com/abstract=963235 or http://dx.doi.org/10.2139/ssrn.963235 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Maike Sundmacher (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Trinity Coaching and Consulting  ( email )

			

			
			
				
				
				
					2315 NE 29th Terrace
Ocala, 34478
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Guy Ford

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Macquarie University - Graduate School of Management   ( email )

			

			
			
				
				
				
					99 Talavera Road
Sydney, NSW 2113
Australia
+61-2-9850-7813 (Phone)
+61-2-9850-9019 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    3,297

			

		
		
		
			Abstract Views

			   10,953

		

		
		 
		
			Rank

			    6,809

		

		
	


	
		
            
            	        2 Citations
		

	

	
		
			
				       18 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Killing the Bearer of Ill Tidings: A Theory of Consensus-Provision Moral Hazard

                        
                            By
                                
                                
                                    
                                    Arnoud W. A. Boot, 
                                    
                                
                                    
                                    Anjan V. Thakor, ...
                                    
                                
                            

                        
                        
                    


                    
                

            
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.076 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
