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@Risk 172, 189, 258
Compared to other Monte Carlo
tools 209
5 by 5 matrix See risk maps
800-30 Risk Management Guide
for Information Technology
Systems 73
Likelihood and impact scales
120-121
Activism, risk mitigation avp-oach
30
Actuarial science 58-59
Actuaries 57-59
compared to. cther risk
management 74-76
additive scores 119-20, 131-32
aeroelastic flutter 148
agent based models 219, 223
AHP see Analytic Hierarchy Process
AIE see applied information economics
AIG 6, 57-59
Analytic Hierarchy Process 15-17,
141-143, 206207
Aon 39, 40, 162, 242

risk management studies 32—34

applied informaticn economics
175, 200,225, 245

artifacts (of vesearch methods)
115=1103

audit-o’ risks 25, 246

Augliere, Reed 131

Babylon 22

back testing, validating models
through 179, 233, 257

Baez, John C. 137

banking 22

Basel II Accord 23

Baxter International, Inc. 14-17,
175

Bayes theorem 227-233

Bayesian inversion 228-231

Bear Sterns 258

Bearden, David 238

binomial distribution 230, 235

black swan 151-155

Black, Fischer 66

Black-Scholes 67

Bohn, Christopher “Kip” 39,
162-163, 242
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Brier score 250-252
Budescu, David 126-129

calibrated culture 250
calibration of probabilities
103-105, 123, 203207
answers to tests 115
in Monte Carlo models 172-174
tests 103
cascade failure 6,49, 108
definition 186
effects in banking 254-255
power-law distributions of
185-187
Casualty Actuarial Society 39
CEND insurance 164
certain monetary equivalent 253
Challenger disaster 107, 222
chiet probability officer 243
China, outsourcing risk 40, 132
CHPA see Consumer Health
Productions Association
Churchill, Winston 59
Citigroup 189
Clemen, Bob 128 252
CME see certain nionetary equivalent
CobiT see Control Objectives for
Information and Related
Technology
Code of Hammurabi 22
Coeflicient of correlation see
correlation coefficient
Columbia disaster 107-108
common mode failure
definition 5
failure to consider 108, 4-6, 76
Flight 232 example 4—6

in banking 254
in power law distributions
185-187
in Probabilistic Risk Assessments
68
ultimate 6
use by economists and financial
analysts 76
component testing
connection with failures 238
of risk management 43, 46—47,
49
of rockets 228
conditional probaiility
definition 212
near asses 231
conditioral robust Bayesian analysis
cor fiscation, expropriation,
nationalization and
depravation (CEND)
insurance 164
consumer health products
association 11
contractual risk transfer 27-29
Control Objectives for Information
and Related Technology 73,
121, 136
Coopers & Lybrand 69-70
Correlation 187-191, 216
changing over time 190-191
lack of use in scoring methods
130, 134-135
use by economists 67
Covariance
Matrix 216
see also correlation
Covert, Ray 237-238
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Cox, Dennis William 254
Cox, Tony 118,123
low resolution/range
compression 129-131
on Analytic Hierarchy Process
142
CPO see chief probability officer
crackpot index 137
crackpot rigor 51, 167
crackpot solutions 72
credit default swap 58-59
Crowe Horwath 248
Crystal Ball 172
cumulative probability 171

Dantzig, George 64
Dawes, Robyn 98, 135-136, 210
decision analysis 26, 47, 56, 117
compared to risk analysis and
risk management 90-92
first do no harm 117-118
lack of use 118, 122, 255
methods that don™ apnly to risk
analysis 135, 140
original vs. cursent definition 62
relationship o various topics
257-258
use of “expected” 102
decision theory
origin 61
proper scoring 250
use of the term “risk” 90
decomposition 210
of probabilities 212-213
use in modeling 217
Deloach, Jim 39, 174
Deming, William Edward 38, 69
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derivatives 66, 151
Deutsche Bank 258
Dillon-Merrill, Robin 108-109,
142, 230-231
DIST (see distribution strings)
distribution strings 249
Dow Jones
torecasting volatility from history
237
true distribution of 153, 183—188
Dunning, David 38

Empirica Capital, TLC 156
Enterprise Risk-ivlanagement

10-14,,50, 72
scove 47
survey 32-34

Equitable 58
ERM (see Enterprise Risk
Management)
expected opportunity loss 177,
224-225
expected value of information 177,
224-225
expected value of perfect
information 177, 225-226
experimental method
applications in decision
psychology 98, 113, 155, 206
assessment of scoring methods
127, 133
Carl Sargan’s invisible dragon
159
failure to apply 17
hypothetical outsourcing
experiment 44
testing models 221-222



E1BINDEX 1

03/09/2009 276

276 INDEX

expert intuition

as a risk assessment method 24

compared to quantitative
methods 150

in the risk management
spectrum 50-51

see also calibration of
probabilities

FASB (see Financial Accounting
Standards Board)

FDA defense 30

Fermi, Enrico 60, 221-222

Financial Accounting Standards
Board 128

Fischer, R.A. 112

Fischhoff, Baruch 98, 102, 104,
109, 142

Flight 232 5-6, 49

Food and Drug Administration
12-15, 30

Form 10-K 248

fractals 152, 158

framing 113-114

Franklin, Jim 246

frequentist 158—141

Friedman, Milton 64

futures 66

tuzzy logic 257

game theory 61
Gaussian distribution 153, 181-186
genetic algorithms 257
Global Probability Model
243-249
Goldman Sachs 258
Gruenberger, Fred J. 137

Hammer, Mike 69
Hanlon’s Razor 55
Harvard Business Review study of
business methods 38
HAVI Group 28
heat maps 25, 121
heparin 14-15, 175
history of risk management
How to Measure Anything:
Finding the Value of
Intangibles in Business 98, 226
assumptions about data 162
definition of medserement 146
definitions of risk and
uncertainty 80
measuritig the apparently
inimeasurable 179
How:1d, Ron 62
riaye, Steve 193-196
human capital risk 32

ignorance, meaning in decision
analysis 93
illusion of communication 126—129
incentives
calibrated culture 250-259
estimating oil reserves 193
indifferent criterion 138, 141
information engineering 70
Information Systems Audit and
Control Association 73
insensitivity to prior probabilities
101
Institute for Operations Research
and Management Sciences
142
Institute of Actuaries in London 58
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Insurance
as risk transfer 27-29
history of risk analysis 22, 56-59
misconceptions about 162—-164
resource to check completeness
of risk assessments 48
use of chief risk officers 33
Intergovernmental Panel on
Climate Change 126
International Actuarial Association
58
intrade.com 252
invalid evidence for risk
management methods 40—41
investment banks, cascade failure of
254-255
investment boundary 139, 243-244
IT Governance Institute 73

Jenni, Karen 142-143

Joseph, John 191

JSTOR 65

judgment and decision miaking
psychology 97

Julien, Rick 2482

Kahneman, Daniel 97-102, 138,
259
anchoring (see anchoring)
contrast to Taleb 155
framing (see framing)
lack of tracking decisions,
forecasts 109-110, 226
see also overconfidence
Keynes, John Maynard 63
Klein, Gary 247
Knight, Frank 63
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definition of risk 81-84
Kong, Y.S. 28
Kruger, Justin 38

lateral explosion (see Mt. Saint
Helens)

legal structure as risk mitigation 30

Lehman Brothers 258

Lichtenstein, Sarah 98, 102-104,
206

linear programming 64

liquid asset position 29

Long Term Capital Management
153, 176

loss of reputation 32, 42

Macivirilan, Fiona 258

rmanagement consultants 56, 6874,
122

Mandelbrot, Benoit 155

Markowitz, Harry 64

Martin, James 69

mathematica 209, 223

maturity levels of models 218

Measurement Inversion, The
176-178

Meehl, Paul 210

Merrill Lynch 258

Merton, Robert 65-66, 153, 256

metahistorical analysis 156

meterology 67

Metropolis, Nicholos 60-61

Model maturity (see maturity levels
of models)

Modern Portfolio Theory 24, 41,
216

defining risk aversion 139
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Modern Portfolio (Continued)
development of 64—66
Taleb’s objections 151-153
use of correlations 216
use of the normal distribution
182-184
volatility as risk 84
Monte Carlo simulation tools 209
Monte Carlo simulations
computational costs 195-196
introductory example 168-171
perceived complexity 74
structural models 67, 215-218,
223-224, 249
survey of users and models
172-174
use by WWII quants and
engineers 60-63
Morgan Stanley 258
Mount Saint Helens Fallacy
180-181
multiplicative scores 119, 122,134
Multi-Attribute Ultility Theory 26,
139
multi-criteria decizicn making 26,

139

NASA see National Air & Space
Administration
Nassim Nicholas Taleb 151-158
National Air & Space
Administration
alternative interpretation of near
misses 231-232
comparison of risk analysis
methods for interplanetary

probes 237-238

investigations of the Shuttle
Orbiter disasters 108
National Institute of Standards &
Technology 73, 120-121
National Transportation Safety
Board 5
near misses 231-232
neutral networks 257
Nobel Prize 41, 63-64, 67, 84, 97,
107, 138, 219, 221, 241, 249
problems with Economics Prize
methods 151-155, 176,
182-184
(see also Markowitz, Modern
Portfolic Tlieory, Options
Theory, ARCH)
normal distribution (see Gaussian
distribution)
1R C see Nuclear Regulatory
Commission
nuclear power 22, 86
modeling fission with Monte
Carlos 60-61
modeling rare events 164
see also Probabilistic Risk
Assessments
Nuclear Regulatory Commission
171

oil exploration 258

oil reserve estimation 258

one-person game against nature 61

operational risks 28-29, 95

Operations Research 56, 60, 142,
226

opportunity loss 177, 224-225

options, financial 24, 41
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definition 65-67
problems with Options Theory
151-155, 176, 182—184
see also prediction markets
Oracle Corporation 62, 209, 246
ordinal scales 118-123, 133, 135
outsourcing drug manufacturing
40, 132
over confidence
causes and consequences
107-111
correcting with calibration
training 203-207
explanation 102-106
failure to account for 130

Palantir Economic Solutions 258
Palisade 62, 209, 258
see also (@Risk

Pandit, Vikrim 189

peak end rule 99

Pearson, Karl 112

Peters, Tom 69

Popper, Karl 160

power law distribetion 184-187,
191, 219

precision, meaning in relation to
probability 123-126

prediction markets 252

preference theory 137-141

premortem 247-248

Presidents Management Agenda 23

presumption of independence 130

presumption of regular intervals
130

Private Securities Litigation
Reform Act 30

INDEX 279

Probabilistic Risk Analysis (PRA)

26, 56, 61, 258
probability density function (pdf)
229

Project Management Body of
Knowledge 73, 88

Project Management Institute 73,
88

proper scoring method 250

Protiviti 32-34, 39-40, 174, 248

quants
problems withrizethods 167-197
see War Quaants

RAND. Corporation 61, 64, 137

Randon Deliverable Generator
69

range compression 130-133

rank reversal 138, 141

Rasmussen, Norman 61

RDG see Random Deliverable
Generator

Red Baron 110

regulatory risk 32

representativeness heuristic 99-100

Richter scale 184-185

risk appetite see also investment
boundary 243

risk aversion

presumed in definitions of risk
87, 91-92
quantifying (see investment

boundary)

risk avoidance 27

risk filters 28

risk management cycle 30-31
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risk maps 24-25, 150
see also ordinal scales

risk matrices see risk maps

risk mitigation 26-31

Risk Paradox, The 174-176

risk reduction 27

risk retention 27

risk return curve see investment
boundary

Risk Reward Limited 254

risk transfer 27

risk, definition 8

justification vs alternative

definitions 79-90

Risk, Uncertainty and Profit 63

robust Bayesian 230

Royal Air Force 59

Roychowdhury, Vwani 110

Rubin, Robert 190

Rumsfeld, Donald 93

S&P 500 186
Saaty, Thomas 141
Sagan, Carl 159
Sall, John 249
sample size
disregarding 101
effects 43—45
Sarbanes Oxley 23, 129, 255
Savage, L.J. 62
Savage, Sam 62, 125, 138, 195
chief probability officer 243244
flaw of averages 169
improving risk management
202
modeling principles 213, 242
Monte Carlo tools 209, 246, 249

Scholes, Myron 6667, 153,
256257

Schuyler, John 194, 248

seismology 67

Sharpe, William 218-219

Shell (Royal Dutch Shell Oil
Company) 193

Simkin, Mikhail 110

Sioux City, Iowa 5

Slovic, Paul 98, 109

SME (see subject matter expert)

snake oil, how to sell 71-72

Society of Petrolerim Engineers
258

Space Shuttls see National
Aetonzutics & Space
Adn.inistration

Statisucal Research Group 60

Stechastic Library Unit with
Relationships Preserved
(SLURPS) 246

Stochastic Information Packets
(SIPS) 246

stressed system 186—187

strict uncertainty 92

structural model 67, 75, 215, 218,
223-224,

subject matter experts 132, 173,
178, 192, 203, 222, 250

subjectivist 158—161

Tacoma Narrows Bridge 148

Terry, Thompson 258

The Economist Intelligence Unit
32-34, 40, 44

The Foundations of Statistics 62

Thorp, Edward 154
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tracking, validating models
through 233-237,
243-244

transitivity 138, 141

Treatise on Probability 63

Tversky, Amos 97

U.S. Department of Health and
Human Services 120
U.S. Air Force Office of Statistical
Control 64
U.S. Department of Homeland
Security 122
Ulam, Stanislaw 60
uncertainty 42, 76, 86
common use of term
83-84
decisions under 61-64,
90-93
Knight’s definition
81-82
proposed definition 79=80
risk as including positive
outcomes 89
see also volatility

INDEX 28I

subjective measurement of (see
calibration, overconfidence)
utility curve 139, 141, 243

Value at Risk 24, 68, 195, 244
VaR see Value at Risk

volatility 84—-85

Von Neumann, John 61

Von Richthoffen, Manfred 110

Wald, Abraham 61
War Quants 56—63, 75
weighted scores i2-14, 24-25
compared at:.d’ contrasted with
similar methods 135-143
problems with 118-135
Winizcr, Robert 252
Weifram, Stephen 209, 223
VWorld War I 110
World War II see war quants
www.howtofixriskmgt.com 20, 44,
47, 100, 136, 169, 177, 182,
187, 189, 208, 224, 229, 249
www.probabilitymanagement.org

249
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