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Discipline weighs ounces, regret weighs tons.
~author unknown

Close to two weeks ago, police in London arrested
Ghanian-born Kweku Adoboli, an investment banker
working for Swiss Bank UBS. The arrest was made on the
suspicion that he gambled away UBS's money while working
at the bank's global synthetic equities division, where he
bought and sold so-called exchange traded funds (ETFs)
‘which track different types of stocks, bonds or commodities.
The total amount lost by his unauthorized trading activity
was eventually valued at $2.38 (about Php1008). Officially,
he has been charged with two counts of false accounting
and one charge for fraud.

‘Adoboli now joins the ranks of the world's “rogue traders”
men who have entered into transactions beyond their
authority, losing huge sums of money in the process. The
most recent rogue trading incident happened in 2010 when
Jerome Kerviel of French Bank Société General lost a total of
$6.78. He was found guilty by a French court of breach of
trust, computer abuse and forgery. In 1995, the esteemed
investment bank Barings, collapsed after Nick Leesons, a
singapore-based trader, lost $148 in unauthorized
derivatives trading. Barings, one of the oldest investment
banks in the UK, was eventually sold to Dutch Bank ING for
one pound. In the past two decades there have been 14
instances of rogue traders losing millions, if not billions of
dollars on unauthorized trading, not just in Europe but in the
Us, Indiaand Japan as well.

While the tag “rogue trader” implies that the person
involved acted alone, legal, financial and risk experts often
blame the failure of control mechanisms in the companies
involved. In the case of Adobili and UBS, one expert said
that “"No rogue trader works in a vacuum, and UBS's
management must have taken its eye off the ball to allow a
trader to operate on this scale without sufficient supervision
and withoutthe systems tomonitor his trades."

Unsurprisingly, UBS has issued statements to reassure the
public, its regulators, and most especially its investors that the
rogue trading activity was a “one-off” thing and was not a
product of an organizational culture marked by excessive risk
takingor poorinternal controls.

The reassurance comes at the heels of renewed criticism of
investment banking practices. Experts recommend even more
checks and balances and tighter controls. Compliance officers
at investment banks, suspected of giving hasty green lights on
exotic trades on account of their inherent complexity, have
been asked to examine these more closely. Finally, more
transparency is prescribed in view of the notion that more
unauthorized trades have actually been taking place and that
only huge losses that are difficult to cover up are made known
tothe public.

Indeed, when weak individual discipline meets up with an
organization's faulty control systems, the damage is oftentimes
very severe. Adoboli has reportedly said that he is “sorry
beyond words” for what he has done as he faces jail time and a
wrecked career. Of course, Adoboli is not the only casualty.
CEO Oswald Gruebel and other executives at UBS have since
resigned from the company. UBS, for its part, is expected to
announce a loss for the third quarter of 2011 but will be able
to end the year on a positive note. It will, however, have to
work very hard to regain the trust of investors and regulators.
That s an effort that is not easily calculated in terms of dollars
and cents.

Perhaps the biggest damage from this newest episode of rogue
trading can be found inside the UBS organization. lust last
month, UBS announced that it was letting go of 3,500
employees in order to save about $2.38 in annual costs - the
same amount lost by Adobili. The cruel joke inside UBS is that
they had to let go of 3,500 people when all UBS had to do was
getrid of just one man.
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