
Risk Management in the United Kingdom Banks

Abstract 

Due to globalization, not only private organizations, but also banking institutions are facing tough time. So, managing risk is one of the crucial factors, which needs to be studied by every member of the banking organization. Risk management is basically defined as identifying, assessing and prioritizing the risks in case of any kind of uncertainty of objectives takes place in the organization. The significance of risk management in the banking institutions is that it helps in monitoring and controlling the events due to which project failures can take place and gives the bank a setback in their growth and profitability .

In the dissertation, case study method will be used because it will help in analyzing the financial statements of both Barclay and HSBC and accordingly comparative analysis would be done. Through the case study method and literature review method, the results will be derived, which will help in analyzing what measures could be adopted in order to minimize the level of risk in the banking institutions. The measures would be discussed in the coming part of the dissertation. Followed by this, in the conclusion section, answer to the research question will be explained by shedding light on how the banks can minimize the level of risk that comes in their way. Finally, recommendation will be drawn in context to what HSBC and Barclay are required to do for coping up with the financial crisis that can occur at any point of time.     
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Chapter 1 Introduction

The process of risk management involves recognizing risk, assessing and enumerating the level of business risk (Ernst and Young 2010). Risk assessment is the processes of qualifying or quantifying a particular business risk (Bank of England 2010, pr 24). Risk management is normally accompanied with the process of employing financial resources and human resources to monitor and mitigate a particular risk (Ernst and Young 2010). According to the international standardization organization, the main pillars of risk management includes, making the process of risk management a part of the company’s operations, involving data from risk management in decision making, the risk management be flexible and embrace changes and should be able to improve in line with the prevailing circumstances (Bank of England 2010, pr 24). Risks can emerge from uncertainty in the economic environment and legal obligations set fort by the authorities. Other sources of risk may include risks brought about by changes in nature and attacks from business rivals. Several bodies have decided to come up with risk management strategies and controls (Gay 2007, p 93). However, more advanced organizations find it more advantageous to develop their own risk management controls. ISO standards also prescribe certain risk management procedures and policies (Ernst and Young 2010). Due to the uncertainty brought about by the global economic recession it is important for companies to devise risk management policies that will see to it that they navigate safely through the liquid economy (Bank of England 2010, pr 24). However, the process of risk management is accompanied by high costs which come about due to the need to dedicate personnel ad other resources towards risk management (Gay 2007, p 93). The type of risk management policy to be applied by an institution varies with the range of activity that is being measured, some of the most common risk management policies include the following, reducing the negative impact of the risk, accepting a part or all of the impacts of a risk, mitigating the risk and passing down the risk to another party (Gay 2007, p 93).

A political analysis of the banking industry in the United Kingdom shows how the industry has been harassed by new regulations set by the government to regulate its procedures (Bank of England 2010, pr 24). One of the key challenges that banks are currently facing with regard risk management is the uncertainty of the next set of rules that the government is going to put up to control financial institutions (Bank of England 2010, pr 24). However, it is safe to say that banks in the United Kingdom are a symbol of success (Gay 2007, p 93). This is mainly because of the presence of the world’s top banks such as Barclays bank and HSBC bank (HSBC 2010). Such banks have huge market shares and enjoy good financial position. However, the wave of the global economic recession left the banks in a very awkward position with regard to their statement of financial position (HSBC 2010, pr 4). The banks are now trying to re-balance portfolios and review their current financial positions (Bank of England 2010, pr 24). 

The global economic recession increased the liquidity of the world’s global economy by a very great margin (Bank of England 2010, pr 24). This high level of uncertainty increased the level of risk awareness in many financial institutions. Currently, most of the activities of banks in the United Kingdom must pass through a certain risk assessment procedure; this shows how the attitude of these banks towards risk management has greatly changed (HSBC 2010, pr 4). Risk management has now been transformed from an issue of front desk managers to an issue of the top management, board of directors, chief executive officers and chief risk officers (HSBC 2010, pr 4). Some of the banks have also resolved to add more employees and policies with regard to risk management. The most common types of risks are operational risk, credit risk, market risk and reputational risk. A rational financial institution should develop risk management policies that go hand in hand with its goals, strategy, vision and consumer requirements (HSBC 2010, pr 4). 

The risk management department of a bank is faced with the responsibility of identifying and analyzing any form of risk that the organization may be facing (Bank of England 2010, pr 24). The current risk level in the organization should not exceed the organization’s set risk parameters (Ernst and Young 2010). Therefore it is the responsibility of the risk management teams to ensure that the acceptable risk level is not exceeded. Each of the above mentioned parties have a role in ensuring this (Bank of England 2010, pr 24). 

A political analysis of the banking industry in the United Kingdom shows how the government and the financial institutions have been ‘friends’ (Ernst and Young 2010). The government has been making regulations that affect the operations of banks and other financial institutions (HSBC 2010). This has greatly increased the level of uncertainty in the banking industry with regard to regulations, this is mainly because, the banks are not capable of knowing what are the next set of rules that we expect from the government, this has made the top management of many banks to come up with ways of predicting what rules they shoal expect and hence tune their capital allocation process and mode of operation so as to suit the expected regulations, this process is very tiresome ad time consuming to the company executives (Ernst and Young 2010). Regulatory uncertainty plus high economic liquidity has increased the amount of risk which banks in the United Kingdom are exposed to (HSBC 2010, pr 4).

 Therefore banks have to take measures to ensure that such risks are mitigated by all means (Loeb 2009, p 327). The risk mitigation measures taken up by banks in the United Kingdom have greatly increased their amount of costs, this is because banks have invested on employees with high risk management and forecasting skills, the banks have also taken the initiative of complementing the risk management process with new technology so as to make it more effective  (High beam 2010). A recent study carried out by Ernst and young shows that the costs are expected to rise by an 80% margin and to reduce by a 0% margin. Only 20% of the costs are expected to remain constant. This shows how the process of risk management is going to be one of the key management processes in the United Kingdom banking organizations (Ernst and Young 2010).

Research questions

From the above we are able to establish that, the level of risk management in commercial banks is becoming a very serious issue of management consideration. It is important to determine the key issues surrounding this; therefore I have formulated the following research questions to base our research

1. What are the main reasons for the increased risk awareness in UK kingdom banks? Is it due to increase in the amount of risk? 

2. What are the main benefits that accrue to the banks when they manage risks?

3. Are the risk management practices by commercial banks in the UK disclosed? What are the main factors influencing risk in UK banks

Objectives

The following are the main objectives of the research

1. To establish risk management methods that can be used by banks in the United Kingdom to reduce credit risk, operation risk, market risk and reputational risk

2. To establish the parties responsible for risk management in united kingdom banks

3. To establish measures taken by banks to reduce risk after the global economic recession 

Aims

 The main aim of this research is to assist banks improve their risk management methods so as to navigate successfully through the current global uncertain economy. The research is aimed at establishing new risk management methods that can be used by banks in the United Kingdom to reduce the level of risk.  The project is also aimed at establishing the parties in a company that are supposed to be involved in the risk management process.

Chapter 2 Literature Review

(1) Literature review : 

Literature review is a method, which focuses on gathering important points based on the existing knowledge, which can make this section of the dissertation an important one. It is a secondary source of data collection method where the information has already been collected by some other researcher on-line. No original or fresh amount of information is collected in this methodology. Eminent researchers have already worked on the research topic shedding light on the topic (Nabb 2002). The main aim of carrying out this method in the research topic is to make the reader aware of the current literature, which is related to the topic. This helps in making the research effective and informative one generating all the relevant information, which is required by the researcher. 

The literature review is carried out by making use of different articles, books, journals, etc., on the selected research topic. The information is carried out by making use of different books and articles where the researchers have worked in past and has provided lot of information (Hart 2006). After identifying the literature review, significant information is gathered that is useful in the research study and identifying a proper solution to the research problem. If authentic and informative articles are used in this section, it proves to be an essential part in the dissertation and the research topic will be carried out in an effective manner focusing on all the possible aspects that can make the research sound in the eyes of the reader (Nabb 2002).   

The main advantage of the literature review section is that by using different available sources, the base of the research becomes strong and the reader is able to get ample amount of information, which enables him to make best step in making the research a relevant one (William and Trochim 2003). The importance of literature review in this particular dissertation is that number of areas have been touched related to the topic where both the positive as well as negative areas  related to risk management in UK banks  have been discussed. After analyzing the different available sources, the research becomes sound and strong and the reader is able to know what are the real problems associated with the research topic and what appropriate measures could be taken to cope up with the problem. 

Recuperate, Get Used To and Return To Trade in an Uncertain Economic Environment

The global economic recession left a lot of dents and weaknesses in many businesses’ risk management systems (The Telegraph 2010, pr1-pr 5). The recession tampered with system infrastructures and processes. The increased global economic uncertainty caused by the recession made financial institutions to revolutionize their reporting structures, management information systems and policies with regard to risk management and risk appetite governance (The Telegraph 2010, pr1-pr 5). The recession did not only increase the role of management in the business but also affected the decision making process of many financial institutions, impaired long term decision making and tampered with the balance sheet (Ernst and Young 2010). Many banking institutions were forced to reevaluate their stand on business risks, the banks had to look for ways to curb the current high level of risk, some of them did this by, increasing the number of employees dealing with risk management, Because of the above changes, there has been a great change in the stand of many organizations with regard to risk (Loeb 2009, p 327). Therefore many banks have come up with risk management strategies which will see to tit that the industry recuperates, get used to the prevailing economic environment and continue with business (The Telegraph 2010, pr1-pr 5).

Challenges to Risk Management in the UK Banks

A recent research carried out by Ernst and Young shows that there are five main challenges that banks are facing with regard to risk management (Ernst and Young 2010). When executives were asked the main that they face when it comes to risk management and control, five issues quickly emerged. When these five issues are consolidated they represent a picture of a business industry struggling to go back to business in very uncertain economic environment with very high liquidity (Loeb 2009, p 327).

The greatest challenge that the banks are facing is the issue of frequent regulatory changes, hence increasing the uncertainty (Tarantino 2008). New rules and regulations governing trading activities are expected to be formed; such rules are expected to increase restrictions on risk management and equity allocation (Loeb 2009, p 327). The level of strictness and the time that such rules will be affected are still uncertain. To reduce the uncertainty, businesses have taken the initiative to try to project what such rules have in store for them so as to switch their operations to be in sync with the anticipated regulations (Loeb 2009, p 327). The task of projecting such rules is not an easy task for the company executives, the task is rather time consuming and tiresome for the company executives (Loeb 2009, p 327).

The Main Challenges in Risk Management

New equity regulations: there are strict statutory proposals with regard to equity, these proposals are forcing the banks to change their equity allocation strategies, review their current market strategies and review their statements of financial position (Ernst and Young 2010).  The new financial regulations are expected increase requirements with regard to equity and liquidity. Such requirements will have changes such as; the banks will be forced to review their equity allocation procedures (Loeb 2009, p 327). This poses many obstacles to companies in the banking industry (Ernst and Young 2010). Many companies have argued that the new regulations will have them allocate their operating capital equally throughout their business units something that they are not used to (Ernst and Young 2010). The new regulations have made banks to violate their minimum requirements with regard to capital levels (Loeb 2009, p 327). Banks which are not reviewing the way they allocate their capital have put up strict procedures to govern the way capital is managed by the business (Jobst 2007).  The banks are doing this by trying to forecast their future position when a certain capital allocation procedure is used (Jobst 2007). 

Trading in an unpredictable economic environment:- The uncertainty in the current world economy is a great barrier to the long-term business planning. These force businesses to develop short term business strategies which are not advisable (Ernst and Young 2010).                 

Repairing the statement of financial position: many financial institutions are still struggling to recover from the global economic crisis (Ernst and Young 2010)

Frequent regulatory changes: this increase the uncertainty of the businesses since they don’t know what is in store for them with regard to rules (Ernst and Young 2010)    

Change in risk management culture: many banks in the United Kingdom are restructuring their risk management strategies (Ernst and Young 2010). The banks are reviewing and strengthening the way they approach the issue of risk management with the senior members of the management team being involved in risk management (The Telegraph 2010, pr1-pr 5). A recent study conducted by Ernst and Young shows that, most of the top management members have mentioned the change in which risk is managed in organizations as one of the challenges to risk management in united kingdom banks (Ernst and Young 2010). 

Ways in Which Banks Are Reviewing Their Risk Management Strategies

Most of the company executives believe that the way to navigate through the global economic recession successfully is to reevaluate and increase their focus on risk management and governance (The Telegraph 2010, pr1-pr 5). This has made the top managers of most banks to go back and review their risk management strategies. The following are the most common risk management ways that the managers have taken up in their quest to review their risk management strategies (Stulz 1996).

Managers are setting up tough measure with regard to

The risk acceptance level must be subjected to thorough revision so as to establish the acceptable risk level for every sector of business. The risk level must be set in line with the business goals and strategies (The Telegraph 2010, pr1-pr 5). There should be a good connection between day to day management and the set risk parameters, there should be total connection between the acceptable risk boundaries and the risk level set by the executives and board of directors. According to Ernst and Young this is referred to as redefining a risk appetite (Barlett 2008, p 23).

Improving risk identification methods: banks have improved ways in which risks can be identified in the business. one of the measures that banks have put in place so as to improve the process of risk identification include, increasing the rate at which risks are monitored in the business, this includes daily and live tracking of risks. Other companies have decided to come up with committees which will be focused mainly on risk management; such committees are mainly comprised of managers drawn from various departments of the bank (The Telegraph 2010, pr1-pr 5). These departments include information technology, accounting and finance. Most of the banks have also increased risk assessment with regard to product development (Ernst and Young 2010). Most banks have decided to induce risk management process to each stage of the product development. The new risk management measures include tracking new products throughout their life cycle (The Telegraph 2010, pr1-pr 5).

Information regarding current scenario of the risk management practices in the banks of the UK. 

In the present business environment, where the norms of the business, and the needs and demands of the customers have changed dramatically, the working standards and norms of the banking industry have also seen some drastic changes. In such type of changing environment, different kinds of new challenges are faced by the banks and financial institutions. Broadly, theses challenges can be divided into five important categories namely, new equity regulations, repairing the statements of financial position, regulatory changes taking place frequently, and changes in the overall culture in the risk management system.(Ernst and Young 2010) These are some important and crucial causes for the management’s concern of different financial and banking institutions of the country. 

The business environment of the developed countries like the UK became very vibrant and dynamic. In addition to this, there are a number of different types of rules and regulations related to financial and equity market of the UK, that have been imposed by the government of the country. To keep pace with such regulations and changing requirements, there is a need of a frequent updating in the existing procedures and methods which are being taken by different banks and financial institutions of the UK, for a fair and safe allocation of the funds in the form of equity and loans (Kreimer, Arnold & Carlin 2003). 


 According to these types of new financial regulations in UK, the banks are needed to increase their minimum requirements of the capital levels. For the proper governing of the system, on the basis of which the overall capital of the banking business is managed, the banks and other financial institutions are using different types of methods and procedures on the basis of which, a prefect future forecasting and positioning of the company can be done. Furthermore, the present global economic depression, which has struck the global economy seriously, has also made conditions very tough for different banking and financial institutions. A huge amount of uncertainties exist in the global business environment, which is preventing different banking and financial institutions to have a long term business plan. Because of this reason, nowadays, the banking companies are giving more emphasis on the short term planning and strategies which are viable for the short term planning. In such type of risky environment, the process of decision making also has changed drastically. The participation of the employees in the process of decision making process, conducted by the top level management is increasing. The banks are reviewing and strengthening their procedures for better management of the risk. As the literature review and findings from the cases of Barclays and HSBC is suggests, it has become necessary for the banking and financial institutions to cope up with these types of changing conditions of the banking business (Kreimer, Arnold and Carlin 2003). 

For coping up with the above mentioned challenges, there are a number of different ways which are being followed by the banking institutions working in the UK. One of the important methods for this purpose is the reassessment of the risk acceptance level. After the incidents of downfalls and bankruptcy of large financial institutions and banks in the recent time period, the banks are imposed to revise their acceptable level of risk. The banks should set some acceptable level of risks, according to their capacity and good will of the clients. There must be a flexible level of risk for different types of customers. 

Further, it also can be revealed that the methods employed by different banking institutions are not capable enough for averting different types of risks, which present various hurdles in their operations. For this, there is a strong need of the improvements in the current practices. The banks are also employing some new measures such as increasing the rate of monitoring the risk, daily and live tracking of different types of risks with the help of their employees (Maruyama & Deno 1992). 


There are different type of risks including credit risk, operational risks, liquidity risks, market risk, interest rate risk foreign exchange risk, specified issuer risks and reputation risks, which are being generally faced by the banking and financial institutions in the present scenario (Greuning and Bratanovic 2009). 

Increasing interest in various risk types: the global economic recession has really increased the amount of risk that banks are exposed to (The Telegraph 2010, pr1-pr 5). This has made banks to shift and focus on the main form of risks facing the banks. The following are the key types of risks facing banks (Ernst and Young 2010).

Credit risk: this is the nightmare of many banks in the United Kingdom. Banks have developed mechanisms that thoroughly analyses persons requesting for loans and their respective guarantors (HSBC 2010, pr 4). These are some of the measures taken up by HSBC bank to mitigate the credit risk that they are facing (HSBC 2010, pr 4). Banks have also developed teams responsible for credit risk control. The main responsibility of such teams is to ensure that the credit risk being faced by the bank is greatly reduced (HSBC 2010, pr 4). According to Ernst and young, 2010, “the teams will manage loan portfolios more rigorously to resolve remnant structural credit policies and monitor deterioration in credit quality, change offs and related delinquencies” (Ernst and Young 2010) The team is also faced with the task of ensuring that the risk control mechanisms are strong enough to reduce the credit risk which the bank is facing.  Barclays bank has a Barclay’s corporate environmental risk management that supports the process of assessing credit risk by the bank’s credit risk assessment teams (Barclays 2010, pr 5). The main type of risk assessed is normally environmental risk (Barclays 2010, pr 5).                                                                                                                                                                                  Operational risk: banks are minimizing this form of risk by ensuring that they use perfect data collection methods and tools, the data collected is also processed in the required timeframe and then presented to the relevant audience (Barlett 2008, p 23). The banks also ensure that the way the document information is in line with the prescribed standards (HSBC 2010, pr 10). HSBC currently faces a greater challenge with regard to operational risks this is mainly because of the way their data transfer cables/ wires are exposed, this poses a great danger to the security of the data being transferred through theses cables (Risky operations 2010, pr1).

Liquidity risk: the banking industry did not take into consideration the challenges and difficulties that come with the process of quantifying and predicting liquidity. This was agreed after the liquidity of banks raised during the global economic recession (Barclays 2010, pr 5). After the recession most of the players in the industry agreed that liquidity is something to be considered when it comes to risk management (Barclays 2010, pr 5). The banks have increased illiquidity risk management by developing committees to keep track of the company’s liquidity position so as to ensure that the liquidity risk is greatly managed (Bank of England 2010, pr 4). Banks have made information generated from analyzing the company’s liquidity position has become very useful with regard to developing future business strategies and capital allocation (Barclays 2010, pr 5).

Market risk: this has become one of the major types of risk and has been shifted from the hands of low level staff members to become an issue of the management (HSBC 2010, pr 6). During the global economic recession, the market was highly volatile but the volatility has reduced in recent times (HSBC 2010, 6). However, the impact of this high market volatility is one that cannot be forgotten, this has therefore made it an issue of the top management so as to ensure the bank is prepared when such a situation occurs in the future (HSBC 2010, pr 6). HSBC has set up objectives with regard to the risk posed by mortgages, foreign exchange and other market risks that the company faces (HSBC 2010, pr 6). The main objective with regard to market risk management is to “manage and control market risk exposures in order to optimize return with the group’s risk appetite”. The market risk management team works in accordance with the acceptable risk that has been set (HSBC 2010, pr 6).

The following are the main types of market risks that banks in the United Kingdom currently face

Interest Rate Risk

This type of risk emerges in the trading collections, the process of monitoring and analyzing interest risk is very difficult since it involves making assumptions and using historical data to make a judgment or a forecast (Anglo Irish Bank 2010). It is the wish of every financial institution to greatly reduce its interest risks; therefore most banks have made monitoring of interest risk a day to day activity for the risk management teams (Anglo Irish Bank 2010)

Foreign Exchange Risk

This is the form of risk that emerges as a result of the changes in the value of currencies. It is therefore important for the banks to develop foreign exchange policies that will go hand in hand with their risk management policies and customer requirements since the customer is the boss (HSBC 2010). 

Specific Issuer Risks

This is also referred to as credit spread risk. This arises as a result of changes in the value of certain debt items, changes in the value is attributed to the change in the credit worthiness o0f the asset in question (HSBC 2010, pr 4).

Reputational risk: the need to manage the reputation of a company is very important (Ernst and Young 2010). Therefore it is not a shock that banks have made the management of reputational risk an issue of top management. This is also important because of the ease of lost of trust in the banking industry (Ernst and Young 2010). 

Where Does The Responsibility of Risk Management Lie in United Kingdom Banks?

The board of governors and members of the top management of most banks have realized the aspect of risk management to be a key management tool (Ernst and Young 2010). The management has also established that risk appetite is one of the key risk management tools (HSBC 2010, pr 8). A bank should present a statement of risk appetite that is in line with the company’s long term business strategy, the risk appetite statement is very important since it complements the formation of the banks’ policies and other rules that the bank uses as a constitution in the urge to achieve its mission and vision (Ernst and Young 2010). 

Risk management is very vital since it reduces the company’s uncertainty by giving it options to explore with regard to market penetration, credit policies, foreign exchange policies and operational activities (HSBC 2010, pr 8). Banks need to reduce their risk level by forecasting their position with regard to risk in the coming years, the most effective way of doing this is analyzing the risks which have a great impact on the organization and are less probable to occur. The figure below shows where the responsibility of risk management lies in banks (Ernst and Young 2010).
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Source (Ernst and Young 2010).

Risk Appetite Governance Responsibilities 

Risk governance is a form of responsibility that starts from the top management and goes down the hierarchy of authority systematically to the lower level managers, the main participants in this process include the following (HSBC 2010, pr 8).

The board of directors: the role of the board of directors with regard to risk management has become clearer after the global economic recession (Ernst and Young 2010). Initially, the main task of the board of directors with regard to risk management was to oversee the process of risk management and ensure that rational decisions are made to ensure that there is reduced risk (HSBC 2010, pr 8). However, after the recession, the board of governors have participated more in the process of risk management, this includes being involved in the setting of accepted risk level by the bank. The board also approves risk parameters set by other participants of risk appetite governance (HSBC 2010, pr 8).

Risk management committee: this is a measure that was introduced by banks in the United Kingdom after the economic recession (Ernst and Young 2010). The main aim of the risk management committee is to increase the task of monitoring risks in the organization (Ernst and Young 2010). The committee keeps track of the level of risk that the company is facing currently and the acceptable risk level set by the company (HSBC 2010, pr 8). 

Chief executive officer: it is the responsibility of the chief executive officer to monitor all the risk management procedures in the company (Ernst and Young 2010). The chief executive officer is responsible for coordinating with the board of directors in creating risk management procedures and communicating to other parties in the organization any policies set by the board with regard to risk management (City University 2010, pr 8). The chief executive officer is also responsible for ensuring that the set risk appetite is enforced throughout the organization (Bozzolan 2004, p 88).

The chief risk officer: the chief risk officer is a major player when it comes to the process of developing and monitoring the risk appetite (City University 2010, pr5). The chief risk officer is responsible of identifying any malfunction between the set strategy and the ongoing operations (Ernst and Young 2010). 

Business unit leaders: the business unit leaders should address any risk to other units and the management during the process of risk appetite development, the business unit leaders should also analyze the level of risk they are facing and compare the risk level to the set risk parameters, any disparity should be addressed to the management so that necessary measures can be taken (City University 2010, pr 5). The business unit leaders are also faced with the responsibility of ensuring that once they receive the acceptable risk level parameters, that all provisions and escalation triggers are in line with the set parameters (Ernst and Young 2010). 

Independent risk management and control groups: the control oversight groups should have a clearance level that will enable them to have enough knowledge of the bank’s trading activities (Ernst and Young 2010). The groups have the mandate to ensure that the set risk acceptable levels/ parameters are not breached. In the event of a breach, they have the power to order for the review of certain risk management policies (Ernst and Young 2010).

Ways in which UK banks are strengthening risk management strategies

Despite the fact that banks have tried to come up with mechanisms of risk management, there are still more initiatives being conducted to devise more effective risk management strategies and polices (Bozzolan 2004, p 88). The main focus areas of such initiatives is to develop more effective technology and reporting formats so as to improve the process of risk reduction most of the banks in the united kingdom are still developing w2ays to come up with effective risk mitigation teams and systems (Ernst and Young 2010).  The following is a statistic carried out by Ernst and young shows that most of the banks almost 60% have made changes to their risk management systems and management teams (Ernst and Young 2010)..
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The following are the main three procedures used by banks in the United Kingdom to improve their risk management strategies (Ernst and Young 2010).

Upgrading risk reporting strategies

The top management, shareholders, board of governors are now receiving information about risks in the organization that is more complete, detailed and presents the actual case scenario on the ground with regard to risk, this can be considered as a step further compared to the previous forms of risk reporting (Ernst and Young 2010). The management reports received shows more clear data unlike the previously known ambiguous way of risk reporting. Once a clearer and better mechanism of delivering information about risks by the various organization departments, then the organization will start considering increasing the quickness in which such reports are generated (City University 2010, pr 10). This is one of the biggest challenges that the company executives are facing i.e. generating risk management reports quickly enough to assist in making immediate decisions (real time decision making) (Bozzolan 2004, p 88). Many banks in the United Kingdom have established that the process of risk management is not a difficult task but, the process of analyzing and compiling the risk management reports in a way that can be easily understood and used for decision making is one of the difficult tasks (Ernst and Young 2010).

Analysis of Future Risk Level

The banks need to develop methods and tools that will enable the banks’ management to analyze the impacts of the current market events on the various types of risks that the banking industry is exposed to (City University 2010, pr 5). Many banks almost 70% have reported a revolution in the way they predict their future position with regard to risks (Ernst and Young 2010). Most of the companies have resolved not to completely rely on past information and assumptions. However, members of the senior management have established that the use of complex forecasting methods may become hard for the management to understand, this will make such information hard to use for decision making (Bozzolan 2004, p 88). The current most commonly used forecasting model is one which considers future planning by putting into consideration results which are less probable to occur but have a very high impact n the business (Ernst and Young 2010). 

Developing New Technologies

Most banks are still developing technology that will complement the risk management teams in the process of developing risk management policies and procedures so as to make the process of risk management in banks more efficient (All business 2010, pr 10). Most bank executives have come up with ways which new technology will be applied to support the process of risk management (All business 2010, pr 10). However, the main challenge is how to implement the most effective technological platforms (Bozzolan 2004, p 88). The cost of incorporating information technology in the process of risk management is very high and therefore most banks in the United Kingdom are addressing the challenge posed by information technology from different angles (All business 2010). Some of the banks are developing trail projects which are still being tested; other banks are organizing information technology activities in certain risk management systems whereas other are using information technology to address problems arising in their present risk management systems (All business 2010, pr 10). 

Increasing Costs Caused By Risks

As banks in the United Kingdom keep on enjoying market stabilization, Chief executives are experiencing an increase in the costs they incur in their quest to improve their management systems so as to survive the economic recession (All business 2010, pr 10). The costs are also incurred in line when it comes to developing new policies and procedures that will assist in the process of risk management (All business 2010, pr 10). After the recession, the reporting needs in banks has greatly increased due to more and more policies being witnessed in the industry (City University 2010, pr 5). To match with the growing policy needs, the companies are coming up with new management systems, improving technology and reviewing their information systems, all these represent a lot of costs to the company (City University 2010, pr 10). 

The banks are also incurring costs with regard to ensuring that the balance sheet reflects a better financial position after the disaster caused by the recession (Barlett 2008, p 23). There has been increased needs in the banks to hire personnel with more knowledge when it comes to risk management and forecasting (Bozzolan 2004, p 88). This greatly shows how the issue of risk management has escalated costs in the United Kingdom banks (City University 2010, pr 5).  The new costs are not only being incurred with regard to acquiring new manpower and designing specialized teams to deal with certain crises in the organization but also costs are being incurred by the organizations in their struggle to improve their management information system, improve reporting mechanisms and develop new technology to assist in new tasks such as risk forecasting and management (Ernst and Young 2010)..  

According to a research carried out by Ernst and young (2010), most of the company executives are expecting costs to increase by between 80% and 90%. However the executives are not expecting any cost reduction. The executives are expecting only about 10% of the costs to remain at the same point. The figure below shows the statistic carried out by Ernst and young about how costs are expected to rise due to increased operations in the business because of the changed attitude towards risk. This is a trend which is going to see banks dedicate almost half of their resources towards risk management.
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Source (Ernst and Young 2010).

Risk cost estimation is not an easy task

The process of estimating the cost incurred by the bank with regard to risk management is a very complex task (City University 2010, pr 10). However, most of the banks in the united kingdom stated that they were able to come up with an estimated figure of the costs they incurred with regard to risk management and control. In the past two years it was hard for the banks to estimate the costs that they have incurred in risk management and control and barely half managed to produce a total figure of the estimated funds used in risk management and control (Ernst and Young 2010). 

Most of the banks with many chains in different countries such as Barclays claimed that it was not a problem estimating the total cost of risk in the central risk organization (City University 2010, pr 5). Estimating the management and control costs that the whole venture incurred was not an easy task. This is mainly because, there are some factors applied in the process of risk management that are hard to measure using money as the standard unit, a good example of such a factor is time (City University 2010, pr 10). The venture cannot come up with the value of the time it spent in managing and controlling risks in the organization. Some of the banks have decided to conduct research so as to come with a way that the benefits of risk management can be measured and compared with the costs incurred; this will give the organization a rough idea of the investment costs used in managing risks. The figures acquired can then be compared with other banks of the same level (Barlett 2008, p 23).

Securing The Future

It is now apparent that financial institutions need to come up with a strategic plan of the risks that they are facing now and the ones that they are expecting to face in the future (Ernst and Young 2010). The organizations need to have a good forecast of what is in store for them. The governments have tried to come up with regulations to govern the financial sector but the global economy is still uncertain (City University 2010, pr 10). The banks should therefore identify the main types of risks that they are facing and expect to face, measure the probability of the risk occurring and also have the knowledge of the impact such a risk is going to have on the organization in the event that it occurs (City University 2010, pr5). This can only be done through a thorough assessment of the current risk management position, management attitude towards risk and the acceptable risk level in the organization (City University 2010, pr 10).




Chapter3 Research design and methodology:

Introduction: 


Research methodology is one of the most important areas, which helps in making the research sound and effective in the eyes of the researchers. With the help of this methodology, accurate information is being gathered for the selected research topic. It is considered to be a crucial aspect because the important data can be collected, which later on proves to be an essential one in solving the research problem in an effective manner (Marczyk, DeMatteo & Festinger 2005). Research methodology is considered to be an important part of the research work as it helps in generating specific answer to the research question. A sound and informative platform is provided to the researcher, which enables him to conduct the research in an effective manner. Without the research methodology, the researcher is not able to conduct the research in an efficacious manner and somewhere or the other the research will loose its importance.


A perfect research methodology is one which has a blueprint of the research and contains ample amount of information for the researcher to read and understand. The information focuses on some key areas, which are; what is to be done, time at which the research has to be carried out, and how it will be carried out. Through this systematic information, research is carried out in a pre-determined fashion. For the researcher to have a reliable research, it is evident that a strong and viable research methodology has to be carried out.


Research questions: For carrying out a research successfully, it is essential to formulate research methodology in the research as it helps in forming a particular research aims and objectives which can be achieved easily in a due course of time. For this purpose, 

	Name of authors 
	Year 
	Context of the study 
	Major findings of the paper

	Ali, H.M. and  Ahmad, N.H.
	2006
	Knowledge management in MALAYSIAN Banks: a new paradigm


	The conept of Knowledge management is still untouched by the banks of the country. There is a need of the application of the most suiatble knowledge management model 

	Waweru, N.M. and  Kalani, V.M.
	2009
	Commercial banking crisis in Kenya: causes and remedies
	In Kenya there are several factors namely national economy down turn, reduced consumer, buying ability and legal issues which are responsible for the on going banking crisis in the country.


To get the full project, please buy the Assignment by using this Link

http://sampleassignment.com/pay-now.html
Cost - £39
2

[image: image4.png]i\
JF 6amP|c Assignmcnt

Your Keyto Academic Excellence




