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In the altermath ol recent risk management lailures—such as at Baring
Securities, Kidder Peabody, and Metallgesellschalt Refining & Marketing—many
commentators are searching for common themes. It is becoming clear that such
failures are not isolated incidents. Even a casual observer of the financial press
could name other well-known organizations that have recently suffered risk
management embarrassments: companies such as Proctor & Gamble, Gibson
Greetings, Air Products and Chemicals, financial firms such as Paine Webber
and Showa Bank, and public institutions such as Orange County and the State
of Wisconsin.' What's really behind this spectacular series of losses? Some critics
blame the nature of the investment instruments themselves, demanding legisla-
tion to limit the use of derivatives. Many, resisting more government-imposed
external controls, point to a need lor improved internal controls [or corporate
and financial services’ trading activities. Others believe the failures result from a
misalignment ol incentives within firms, encouraging individuals to assume risks
with a personal upside but a corporate downside.
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