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CRO Summit Chairmanship and CRO
Summit Opening Address
PwC’s Dominic Nixon, FS Leader Asia was the Chairman of the CRO Day at RiskMinds.
Dominic opened the session by setting the scene of the challenges today’s banking CROs are
facing, including the threat of increased regulation, profitability, and liquidity.

As PwC is launching the Banking Banana Skins 2014 survey at RiskMinds for the conference
delegates, he gave a brief overview of the major trends in banking risk based on the past few
Banking Banana Skins reports and spoke on what we think will top the 2014 results. He
concluded by inviting the delegates back to PwC’s stand to take the survey on iPads.
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Technical Stream Presentations

Eduardo Viegas, PwC’s Head of Quantitative Analytics and Business Solutions, was the Chairman
of the Technical Stream and directed a series of sessions featuring detailed presentations
from a number of risk practitioners. A range of hot topics were covered, including methods
around XVA calculations and CVA/capital charge models.

The session on CoCo bonds, covered both the generic features along with some specific
examples of CoCos issued by several banks and provided a fascinating insight into these
instruments. The group discussed the advantages of their clear upfront conditions and their
usefulness as management incentives (bonus CoCos), due to the limited upside which
discourages a betting mentality. On the negative side, the discussion focused on issues
around hedging that arise due to the so-called ‘death spiral’ feature, whereby hedging
through short selling leads to a runaway effect in the case of an issuing bank getting into
trouble. New trends include a move towards higher trigger Coc0s (5% versus 7%).

In the afternoon, talks on Counterparty Credit Risk, covering the practical considerations of
CVA calculations under Basel III, and contrasting the use of internal and standardized
models rounded out the agenda.
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The final session was a very detailed and interesting talk on the more practical aspects of
Monte Carlo simulations, which underpin many valuation calculations performed within
banks. In particular, quasi-Monte Carlo simulation techniques were covered, which use
ideas from number theory to improve upon certain aspects of usual Monte Carlo
simulations, such as an increased rate of convergence, which, it is claimed, could reduce the
amount of IT resources needed for such calculations.
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CRO Summit Presentation: Basel III and its many cousins: whatever
happened to the globally co-ordinated response?

One of the highlights of the day was Chris Matten’s Basel III presentation: Basel III and its
many cousins: whatever happened to the globally co-ordinated response? Despite a
commitment by the G20 to have a globally co-ordinated response to the financial crisis, the
reality is that we have seen numerous regulatory initiatives that are not always co-ordinated
globally and are not implemented consistently locally. Worse, different aspects of the reform
agenda seem to have been developed in isolation from each other, with each purporting to
address a specific problem without consideration as to how they will operate collectively.
Chris touched upon the uncertainty facing banks as they will be forced to identify and move
into the implied 'sweet spot' that optimises these various constraints, but as they have not
been calibrated collectively who knows whether this sweet spot is the right one? With all
banks being subjected to the same collective constraints, we could end in a situation where
the banking system as a whole is forced into a particular business and risk profile that
contains the seeds of another systemic crisis. He made an analogy to Jurassic Park, where
we are trying to develop a complex system without understanding how the individual
components interact, with potentially de-stabilising consequences. Indeed, we have already
witnessed some unintended, negative side-effects: the interaction of Basel III capital and
LCR rules has led to an increase in banks' holdings of sovereign debt, undermining efforts in
the Eurozone to break the potentially lethal link between sovereign and bank default; the
imposition of liquidity barriers has trapped liquidity in high-savings countries like Singapore
and Hong Kong, leading to an asset price bubble - precisely the sort of thing that Basel III
and the other initiatives are intended to prevent! Chris iterated that this is not a call to roll
back the reform agenda - it is too late for that - but a call to keep a close eye on unintended
consequences and the need to adjust the reforms accordingly as the system reacts to them.
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CRO Panel Discussions

The CRO panels chaired by PwC partners brought additional insight to the RiskMinds
conference delegates.

Pietro Penza’s CRO Panel focused on regulatory fragmentation and its impact on the risk
management process. The entire panel gave their thoughts on this topic. There were also
specific questions given to each panel member separately, such as how the regulatory
framework and its uncertainty have changed their roles as risk managers. A particularly
interesting question stressed the implications of regulatory fragmentation and panelists gave
some examples where these often conflicting regulations lead to significant issues within the
Risk Management Process. Although much of the discussion typically centers around
European and US banks and their regulation, a Japanese CRO shared his insight on what he
observes in the APAC region, including the main pressure points, and how APAC issues
compare to the issues his colleagues from Europe and the US described. The panel
concluded by asking each of the panelists what they would like the audience to take away.
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Chris Matten’s CRO Panel started with risk culture. The discussion began with how to define
risk culture – Is it remaining within risk appetite? Demonstrating the right behaviours? Or
demonstrating the right values and beliefs? The panellists were all of the view that it is much
more than that – focussing only on behaviour can become a ‘tick the box’ exercise, and while
there is a need to ensure that people do tick the box, there is much more to risk culture than
that. The panel went on to consider how banks, and risk managers, can develop an effective
risk culture. It was recognised that this takes time – maybe 10 years or more – but an
important indicator is whether the risk management function is seen as a valued business
partner. When businesses come to risk management in advance to look for solutions, or
when they ask risk managers to interview potential front office hires, this is an indication
that progress is being made. The panel then discussed the role of risk management in setting
variable compensation, and in one case this went as far as having direct input to the Board
compensation committee on the compensation of individual risk takers. The panel finally
turned to the topic of what distinguishes a great risk management function from a merely
competent one. In a memorable analogy, one panellist compared this to a great artist – while
all great artists, musicians, etc start off by learning the classic exponents of their field, they
then go to move the goalposts and create a completely new approach. One of the key
requirements, all the panellists agreed, was for risk managers to be really good at
communicating complex ideas in a way that non-executives can really understand the issues.
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Phil Rivett’s CRO Panel concluded the day with a discussion of emerging risks and the role of
the CRO. The panel members started by describing what keeps them awake at night. The
topics identified ranged from the potential benefits and risks posed by the ECB to the major
banks in the Eurozone which will become part of the single supervisory mechanism to the
impact of the unfunded pension and healthcare liabilities of governments. Conduct risk and
market conduct was also an area of concern. The impact of social networks on risk
management both from the abuse and use by the firms and their customers was highlighted.
We were then reminded of the long list and wide range of recent cyber-crime activities and
need for firms to remain vigilant and to keep investing in prevention and detection. The
impact of a solar flare on all the systems used by banks (and more widely by society) was
noted and the need to ensure that business critical systems are protected as far as is practical
was identified as a potential concern. The panel also noted that with the benefit of hindsight
most emerging risks seemed obvious. The need to consider how to change and monitor
behaviour and culture in the organisation was felt to be important in ensuring an
appropriate response to and prevention of incidents. To engage with people with a wide
range of skill and knowledge (and seniority) in forums appropriate forums to help identify
emerging risks was seen by the panellists as a vital mechanism to identify emerging risks.
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