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From the IIA

By Martha Johnson

The Yin and Yang of Risk

The Yin-Yang 
symbol represents 
the ancient Chinese 
understanding of 
how things work. 
While yin is dark, 
passive, downward, 
cold, contracting, 
and weak, yang is bright, active, upward, 
hot, expanding, and strong. The shape of 
the yin and yang sections of the symbol, 
depict the continual movement of the 
two energies—yin to yang and yang 
to yin—causing everything to happen. 
Literal examples of this include expansion 
and contraction, and temperature changes 
from hot to cold.

Singed by the fi res of fraud and corporate 
scandals, today’s business world is in 
need of a new perspective on risk. This 
might come down to the choice of being 
reactive and focusing on the downside—
avoiding or preventing risk, or being 
proactive—and paying more attention to 
the upside of risk. 

It goes without saying that it would be 
foolish to discount the value of avoiding 
and preventing risk. However, it’s 
important that we do not build barricades 
against perceived dangers while leaving 
ourselves exposed to real risks. 

A 2005 Booz Allen study looked at 1,200 
fi rms with market caps over $1 billion 
for a period of fi ve years. The study 
identifi ed the worst performers. Only 13 
percent of the value destroyed by these 
companies was a result of compliance 
failure. A whopping 87 percent of value 
destruction was attributable to strategic 
and operational blunders. And according 
to a 2006 McKinsey survey of Australia’s 
top 200 listed companies, 73 percent 

believe that new regulations are causing 
boards to focus more on preventing 
downside risk, than on creating upside 
potential. 

Considering risk compliance, while 
ignoring upside risk results in eroded 
shareholder value and strategic decay. 
Still, for many, the tendency is to focus on 
only one side—the downside—of risk.

Governance as an Asset
In order for governance to be an asset, it 
must be proactive and forward looking. 
The continuum for governance entities in 
regard to their grasp of upside risk might 
be delineated from the lowest level to 
the highest, as unaware, inactive (having 
some awareness, but doing nothing), 
reactive (aware, but taking action too 
slowly), active (acting promptly to 
manage an issue), and proactive (aware of 
industry issues and problems, plan ahead, 
and manage).

To be truly proactive, an organization 
should defi ne the inherent upside risks, 
map control processes, and describe 
residual risks, implementing the same 
disciplines it uses for downside risks. 

Superior corporate performance is a result 
of engaged employees and customer 
advocates. The strength of share prices 
is a result of a strong brand, respected 

reputation, and revenue growth. Taking 
a proactive approach to upside risk 
requires doing things differently, boldly, 
and more creatively. Organizations that 
choose this approach analyze and garner 
insights from internal and external 
information faster, anticipate and seek 
out opportunities, build a competitive 
advantage, and focus on outcomes, not 
outputs. And upside risks make all the 
difference!

Staying in business is a risk that demands 
watching the upside, asking tough 
questions, and confronting reality. And 
organizations must seize the opportunity 
to grow and change, if they are going to 
create a competitive advantage based on 
the upside. This, though, cannot happen 
without courage . . .

It takes courage to manage risks of greater 
scale and scope, to put money and human 
resources into uncertain opportunities, 
and to move from short-term certainty to 
longer term uncertainty. Managing upside 
risk takes courage. 

Getting from Here to There
Clearly a paradigm change is needed in 
organizations totally currently consumed 
with downside risks. This is not to say 
that these risks should be ignored. They 
shouldn’t be! The contrast, however, of 

DOWNSIDE or REACTIVE
AVOIDING/PREVENTING RISK

UPSIDE or PROACTIVE
TAKING RISK

Credit•	
Physical security•	
Capital adequacy•	
Markets•	
Financial•	
Legal•	
Trading•	
Natural disasters•	

Missed growth opportunities•	
Customer upheaval•	
Customer advocacy•	
Pricing pressure•	
Brand damage•	
Product innovation•	
Service quality•	
Employee engagement•	
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downside to upside risk is much like a 
bikini. It might be revealing, but what is 
concealed is vital. 

Certainly, some organizations are 
choosing to step out and take risks in 
order to build a long-term sustainable 
advantage. Were this not true, such 
practices as mergers and acquisitions 
would be a much smaller part of today’s 
business environment. 

Each organization should map its own 
path to growth, choose which risks are 
acceptable, and focus on driving value. 
Stakeholders expect much more of an 
organization and its governance than 
good risk management. They expect 
organizations to meet their primary 
duty to build value in the business. They 
expect a holistic yin-yang view of risk. 
And when this is achieved and upside 
risk is embraced as a strategy for success, 

governance becomes more than an 
expense. It becomes a strategic asset. 

NOTE: This article is based on the 
July 2007 issue of Tone at the Top. Tone 
at the Top is a free newsletter from 
The Institute of Internal Auditors and 
provides executive management, boards 
of directors, and audit committees 
with concise, leading-edge information 
on such issues as risk, internal 
control, governance, ethics, and the 
changing role of internal auditing; and 
guidance relative to their roles in, and 
responsibilities for the internal audit 
process. To receive a complimentary 
subscription to Tone at the Top please 
send your request for a printed or 
electronic version of the newsletter to 
pr@theiia.org NP

Martha Johnson is the Communications Man-
ager with The Institute of Internal Auditors 
Global Headquarters. She may be reached at: 
Martha.Johnson@theiia.org.

DOWNSIDE or REACTIVE
AVOIDING/PREVENTING RISK

UPSIDE or PROACTIVE
TAKING RISK

More certain•	
Short-term •	
Positive impact•	
Changing structures, processes•	
Managerial control•	
Good stewardship•	
Business stability•	
Expense•	
Backward looking•	
Easier, well-known path•	
Complacency•	

Less certain•	
May be longer term •	
Greater positive impact•	
Changing culture, attitudes•	
Leadership, commitment, vision•	
Innovation, entrepreneurial behavior•	
Sustained value creation•	
Strategic asset•	
Forward looking•	
More difficult, unknown waters•	
Courage•	


