Pushing the
envelope

Martin Metcalf, CEO ofStrategic Thought Group looks at
the role of innovation in enterprise risk management.

Recent events in the financial markets
have brought into stark relief the tensions
between performance, innovation and risk.
Some commentators have put the blame
at the door of innovation, others have
pointed to risk management weaknesses.

Yet the search for rewards — competitive
edge, differentiation, sustainable growth,
return on capital and market share

- remains critical. It characterises every
industry, from retail to manufacturing,
aerospace to defence.

The fact is that standing still is not an
option. Even in uncertain times, investors
continually apply pressure to achieve
better performance and higher returns.

Innovate or die

In globalised, interconnected, intensively
competitive and volatile markets, the old
adage ‘innovate or die’ has never been
more apt. Clearly, uncontrolled innovation
can expose individual companies, even
entire markets, to unwelcome downsides.
Yet too often investment decisions,
particularly in the face of uncertainty, are
shaped first and foremost by cultures that
favour caution.

This rationale is entirely understandable:
history tells us that there are bound to be
surprises and that some unknown factor
will catch us out. So it’s best to limit our
exposure to things we know, to things that
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our experience and judgement tell us we
are certain about - to things about which
we have reliable evidence.

This may have been true in the past, but
the vital issue is whether this caution is
justified today.

Enterprise performance

The critical question shared by every

CEO and CFO is centred on pushing

the envelope of what we mean by
performance and risk. How can innovation
be controlled without stifling it? In
aeronautics, where the expression
originated, “the envelope” describes the
outer limits of aircraft performance - the
boundaries of safety. In military circles,

“The goal in business,

as in aerospace, is
iInnovation with
resilience.’

these boundaries are about life and death.
In civil aviation, only rarely are those
boundaries tested.

In aerospace, innovation is critical, it is
part of the DNA. Yet it is not innovation
simply to increase speed, manoeuvrability,
economy, or reliability. Every component,
every process, every measurement

and monitoring device stretches the
performance envelope. Innovation

has been as much about taking risk to
improve performance as it has been about
advancing safety and reliability.

Company insight | 59

Nothing left to chance

The goal in business, as in aerospace,

is innovation with resilience. The two

are inseparable and interdependent.
Achieving innovation with resilience

is only possible if a culture is created
that maximises knowledge about every
aspect of organisational performance and
within which deliberate action is taken to
control, mitigate and adapt. It means top
management mapping and understanding
risks that often are duplicated, inter-
related and worse, as is being illustrated
by some of the banking post mortems,
invisible to high-level scrutiny.

If we frame this as a risk factor, we
tend to call it ‘risk adjusted corporate
performance’.

We might look at it differently,
putting performance first and calling it
‘performance adjusted for risk’.

However you view it, making this distinction
and codifying the cumulative judgement

of individuals, work groups, functions and
divisions are the ultimate goals of enterprise
risk management (ERM). Risk intelligence
comes first from within.

As Standard & Poor’s put it recently, ERM is
not a passing fad; it is a new way of doing
business. The journey has just begun. =
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