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The term ‘RISK’ has experienced inflationary use over the last years,
resulting in a multitude of linguistic combinations. While everyday
notions of risk are closely associated with danger and uncertainty,
financial services, banking and insurance associate the term mainly with
deviations from the expected. Such attempts aim at separating
economic risk from uncertainty and at making risks insurable. They imply
that risk can be quantified or measured and thus managed. Banking and
insurance have both developed individual ways of dealing with risk,
which, to some degree, show signs of a parallel evolution. Besides
actuarial methods, both insurance and modern finance have applied
portfolio selection or diversification as a guiding principle. Both
industries were exposed to major challenges after the demise of the
Bretton Woods System and had to develop instruments to hedge against
inflation and fluctuating interest rates. Capital markets developed
options and futures and, later, swaps. Reinsurance futures were sug-
gested for the insurance industry. These products were slow to develop.
In the wake of the 1987 equity market crash they became more popular
and the capital markets (and later insurance) started applying Sharpe‘s
CAPM and the Black-Scholes model more widely to tackle increasingly
mathematical problems. JP Morgan finally developed the ‘Value-at-Risk’
(VaR) concept to take into account what later was called ‘Black Swans’, a
concept which had been known and applied in insurance for much
longer. The Basle Committee then adopted the VaR approach to set
minimum capital requirements for banks. Enterprise-wide risk
management gradually developed in conjunction with regulatory
requirements to include operational and other risks.

However, risk management in financial services is a relatively new
concept. The 2014 EABH conference aims to investigate the ways in
which today’s corporate risk management approaches came about.
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14.00 - 16.00

Presentation of Research Papers

Derivatives as a Risk Management Products: A
History of Concepts and Markets
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