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Alan Greenspan, the former chairman of the Federal Reserve Board famously once quipped about
“irrational exuberance” in the equity markets of the dot.com era. i Turns out, he was right!
In his recent book, he develops an interesting perspective regarding the risk management techniques
that the finance industry used in the lead up to the 2008 financial collapse; arguably even more
destructive than the Great Depression of 1929. ii One risk mitigation model challenged is the high
consequence—low probability model often used to describe Macondo like incidents.
If one looks at a statistical normal distribution, there is a symmetrical shape to the so called “Bell curve”
with the tails, or likelihood of an event occurring under that area of the curve relatively small or virtually
nil. The following graphic depicts this probability distribution.
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However, what if the probability of an incident is not statistically normal? If the likelihood of an incident
fits another distribution curve, the probability of a high consequence—low probability incident may not
be as infrequent as believed.
The so-called “Fat Tail” suggests that the probability of an incident or event can move beyond 3
Standard Deviations. iv This is graphically depicted below.
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Chairman Greenspan challenged the conventional wisdom of the financial markets, expressing concern
that Black Swan events may not be as rare as believed. Perhaps, the energy sector should challenge its
conventional bell curve based risk models as well.
If risk mitigation strategies are designed to address probability distributions that are unlikely
representations of real world situations, they may not be providing adequate assurances that
organizational strategies are well founded. High Reliability Management suggests that vigilance
regarding possible failure scenarios is fundamental to Organizational Health. vi
Part of that vigilance may include reconsidering the size of probability distribution tails. Changes in
strategy and operations may be required to better address the likelihood and impact on high
consequence incidents whose probability may not be as low as many believe.

How does your organization update its Risk Management process?
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