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The evolution of risk management
Over the past 60 years, business models became more 
complex: from simple and local risks, organizations are now 
exposed to a global risk environment. Risk management has 
evolved along with business models. From making individual, 
transaction-based decisions grounded in a combination of 
judgment and underwriting criteria, organizations are now 
looking at aggregated portfolios of risk enabled by more robust 
analytical tools.

The timeline below shows us the evolution of risk management 
from the 1960s to today. Since the financial crisis, risk has 
become increasingly relevant due to regulatory changes. 
Initially, risk management, as a practice, was largely defined by 
the purchasing of insurance—a strategy to manage downside 
risk, with no attention paid to the upside.

In the 1980s, risk management reached a critical point, when 
risk could start to be effectively priced and mitigated. This can 

be traced back to publication of the option pricing model by 
Fischer Black and Myron Scholes, as well as the introduction of 
Bill Sharpe’s capital asset pricing model (CAPM).

Suddenly, what had existed as latent demand materialized as 
a need made more urgent by the end of the Bretton Woods 
exchange-rate regime and the OPEC oil shock.

Over the last 40 years, many significant financial or economic 
crises were not adequately foreseen and/or prevented. For 
example, despite the use of extensive risk identification, 
companies and governments failed to anticipate both the global 
financial crisis and the impact it would have on the  
world’s economy.

In response to these emerging changes in the business 
environment and global business needs, companies need to 
adopt a tailored approach to risk management.

Before 1960s

 – Insurance 
and insurance 
management

Tools: 
Brainstorming,  
Delphi method

1960s

From insurance management 
to risk management

 – Publication of the option 
pricing model by Fischer 
Black and Myron Scholes

 – Introduction of Bill Sharpe’s 
capital asset pricing  
model (CAPM)

 – Four step risk management

 – Risk management 
technique: Risk avoidance, 
risk reduction, risk transfer, 
risk retention

Tools: Decision analysis and 
decision trees (Hunt),  
SWOT model

1980s

 – Derivative market 

 – 1970s: Black & Scholes 
option pricing model

 – “Risk management” at 
Wall Street

 – Value at Risk (VaR) and 
calculation of  
optimal capital

Tools: Monte Carlo 
spreadsheet add-ins, 
genetic algorithms/AI

2000s

 – Accounting failures: Enron, 
WorldCom and Arthur Andersen

 – New governance rules by 
Sarbanes-Oxley and NYSE

 – The COSO “ERM  
Integrated Framework“

 – Financial crisis

 – Introduction of ISO 31000

 – Fraud risk assessment

 – Emerging risks: CAT risks, 
terrorism, environmental risks, 
cyber risks, reputational risks

Tools: Data mining

1970s

Financial risk

 – Exchange rate risk: 
End of Bretton Woods 
agreement in 1972

 – Commodity price risk: 
Oil shock

 – Interest rate risk: 
Federal Reserve Board 
(US) policy shift  
(late 70s)

Tools: Scenario planning 
(Godet), Monte Carlo  
in business

1990s

 – Value of hedging (Froot, 
Scharfstein and Stein)

 – Integrated risk 
management

 – First bankruptcy 
associated with misuse 
of derivatives: Gibson 
Greetings, Proctor & 
Gamble, Barings Bank,  
Orange County

 – Model failures: 
Long-term capital 
management

Tools: Stress testing, risk 
metrics, credit metrics

2010+

 – Brexit

 – European debt crisis

 – Extensive globalization of 
economy

 – Covid-19 pandemic

Key themes for risk 
management included: 
economic trends, political 
events, responses to the 
banking crisis and technology 
developments 
Tools: New technologies 
exploited such as Big 
Data, analytics, enterprise 
resource planning (ERP), and 
governance, risk, and

compliance (GRC) systems.


