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ABSTRACT

On the heels of a general trend toward liberalization and internationalization of financial markets, the modern financial organization

operation must face the challenges presented by rapidly changing market conditions and a rising tide of competition. Clearly, finance

must now be considered a " high risk" industry. The risks with which financial institutions must now deal have not only proliferated

in variety, they have also increased in complexity. Therefore, such institutions, to preserve operational integrity, have no choice but

to give priority o understanding fully their risks and to develop effective methods to manage such. Survey research forms the

foundation of this research paper. Interviews were also conducted to supplement survey data. In total, 47 domestic (Taiwan) financial

institutions were included in research work. Key research findings are outlined below: 1.The risks faced by domestic financial

institutions over the past three-year period are (in order of frequency) credit risk, interest risk, and exchange rate risk. With the

exception of interest risk, publicly run financial institutions faced a higher frequency of risk compared to privately-held institutions.

2.Nearly all institutions had established some form of risk management system. However, few had designated an independent office

or department dedicated to risk management. 3.No significant differences among institutions'''' risk management systems were found

to be attributable to differences in institution priorities. 4.Three critical considerations underlying the above three points include,

"strengthening internal controls within banks", "defining scope of acceptable risk", and "understanding gaps in operational

procedures". Moreover, the influence of "operations policy" on the establishment and organization of risk management systems

resulted in a different history of such systems in various financial institutions. 5.Key considerations for financial institutions when

proceeding with risk management work include "risk assessment difficulties", "difficulties in quantifying or controlling risk", "still

nascent experience, expertise, or understanding of risk management", and "lack of competent risk management staff". Differences in

consideration priorities among institutions are reflected most in the three factors "availability of competent risk management staff",

"preparation of risk management experience, expertise, and understanding", and "level of preparedness in terms of soft and

hardware facilities". 6.Publicly run financial institutions, compared with those held privately, are more satisfied with their control

mechanisms currently in place to deal with interest rate risk. Satisfaction levels amongst banks with regard to preparedness for legal

risks show a strong relationship to level of invested capital.
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