
Human Factors in Financial Disasters
 

1. Barings Bank Collapse (1995) 

• What happened? A single rogue trader, Nick Leeson, lost £827 million—bankrupting 
a 233-year-old bank. 

• Human Factors issue: Lack of oversight, poor system design (same person trading 
and checking trades), and trust bias. 

• Key takeaway: Systems must separate duties and expect human error—not assume 
integrity will cover it. 

The Barings Bank collapse is a textbook case of 
Human Factors failure in the financial world. At 
its core was a breakdown in system design, 
where trader Nick Leeson was allowed to both 
execute trades and oversee their reporting—a 
clear violation of the principle of segregation of 
duties. This created an environment ripe for error 
and abuse. There was also a strong element of 
trust bias and overconfidence, as senior leaders believed Leeson was a rising star 
and failed to question anomalies. His success created an authority gradient that 
discouraged scrutiny, while organisational complacency and a lack of 
psychological safety meant warning signs were ignored or dismissed. The case also 
highlights how stress, isolation, and cognitive overload can lead individuals to 
make increasingly desperate decisions, especially when there’s no support or 
challenge from the system. Ultimately, the collapse illustrates how complex errors 
can grow unchecked when human fallibility is not accounted for in process, culture, 
and design. 

 

2. Lehman Brothers Collapse (2008) 

• What happened? Lehman’s failure triggered the global financial crisis. 

• Human Factors issue: Groupthink, short-term reward bias, ignoring risk signals, and 
leadership denial. 

• Key takeaway: Culture can either amplify or dampen error—leadership tone is 
critical. 



The Lehman Brothers collapse in 2008 reveals deep-
rooted Human Factors issues at an organisational and 
systemic level. At its heart was a culture of groupthink, 
where dissenting voices were suppressed and overly 
optimistic assumptions went unchallenged, creating a 
dangerous confirmation bias. Senior leaders, driven by 
reward structures that prioritised short-term gains, 
ignored mounting risks—an example of goal conflict and 
normalisation of deviance. The sheer complexity of 
financial products like subprime mortgage derivatives led 

to cognitive overload, with few truly understanding the risks they were taking. There 
was also a pervasive illusion of control, where decision-makers believed they could 
manage systems that were, in reality, spiralling beyond their grasp. Critically, a lack 
of psychological safety meant employees were unlikely to raise concerns, and 
regulatory oversight failed to act decisively. Lehman’s collapse was not the result of 
one error, but of a system that permitted and even rewarded poor decisions, 
underscoring the need for Human Factors thinking in financial governance and 
leadership. 

 

3. Enron Scandal (2001) 

• What happened? Massive accounting fraud brought down a corporate giant. 

• Human Factors issue: Reward structures promoted unethical behaviour; fear of 
speaking up; rationalisation under pressure. 

• Key takeaway: Incentives drive behaviour. A Just Culture is essential—even in suits 
and ties. 

The Enron scandal is a stark example of how deeply 
Human Factors can influence ethical collapse in high-
performing organisations. Enron’s culture was shaped 
by toxic reward structures, where aggressive short-
term gains were incentivised, regardless of risk or 
legality—leading to goal conflict and widespread 
ethical fading. Executives rationalised fraudulent 
behaviour under pressure to meet expectations, 
illustrating the dangers of moral disengagement and 
normalisation of deviance. The organisation operated within a strong authority 
gradient, where charismatic leadership discouraged challenge and cultivated a 
culture of fear. Psychological safety was virtually non-existent, and internal 
controls were deliberately bypassed, showing how system design can be 
manipulated when oversight is weak. Enron’s downfall was also aided by 
confirmation bias within external auditors and regulators, who failed to probe too 
deeply for fear of disrupting the status quo. The scandal shows that when systems 



ignore human limitations and encourage silence over scrutiny, catastrophic error 
becomes not just possible, but predictable. 

 

4. Bernie Madoff’s Ponzi Scheme (Exposed 2008) 

• What happened? The largest Ponzi scheme in history—$65 billion lost. 

• Human Factors issue: Authority bias (“he’s a Wall Street legend”), lack of 
questioning, and wilful blindness. 

• Key takeaway: Over-trusting authority or reputation is a classic amygdala shortcut—
questioning is not disloyalty, it’s safety. 

Bernie Madoff’s Ponzi scheme thrived for decades 
largely due to classic Human Factors vulnerabilities 
that were exploited within a high-trust, high-stakes 
financial environment. A key factor was authority 
bias—Madoff’s status as a respected industry figure 
led investors, regulators, and even financial experts 
to suspend critical thinking and accept 
implausible returns without question. This was 

reinforced by social proof, as people took comfort in the fact that so many others 
were investing, creating a dangerous herd mentality. The absence of challenge 
reflected a lack of psychological safety—few felt empowered to question the 
legitimacy of his operations, particularly when doing so risked exclusion or 
embarrassment. Confirmation bias played a powerful role, as people actively 
ignored red flags because the results appeared to confirm what they wanted to 
believe. Moreover, regulatory systems failed to act on repeated warnings, 
highlighting how organisational complacency and information silos can block the 
flow of vital data. The Madoff scandal underscores the need for cultural and 
procedural checks that support questioning, encourage transparency, and design 
against blind trust. 

 

5. LIBOR Scandal (2012) 

• What happened? Major banks manipulated global interest rates for profit. 

• Human Factors issue: Normalisation of deviance, no ethical checks, systemic 
reward for rule-bending. 

• Key takeaway: Culture eats controls for breakfast—culture is a control. 



The LIBOR scandal is a clear case of 
systemic Human Factors failure, where 
unethical behaviour was not only tolerated 
but became embedded in the culture of 
major financial institutions. At its core was 
the normalisation of deviance—the 
subtle erosion of standards over time, as rate manipulation became “how things are 
done.” This was reinforced by groupthink and peer pressure, where traders across 
institutions colluded and justified their actions as part of industry norms. The reward 
structures in place encouraged manipulation by tying performance bonuses to 
short-term success, creating strong goal conflict between individual gain and 
ethical behaviour. Psychological safety was compromised—those who might have 
questioned the practice were unlikely to speak up in an environment where 
challenging misconduct could mean exclusion or career damage. Oversight systems 
were poorly designed, enabling complacency and diffusion of responsibility, while 
regulators failed to detect or act on clear warning signs. The LIBOR scandal reveals 
how dangerous behaviours can become routine when cultural, cognitive, and 
systemic safeguards are missing, and why Human Factors principles are essential 
in maintaining integrity and accountability. 

 

 

What Do These Teach Us? 

• Financial systems are human systems—fallibility is baked in. 

• From boardrooms to back offices, pressure, pride, and flawed processes override 
rationality. 

• When design, oversight, and culture fail—human error becomes inevitable. 

• Humans are not machines—we are predictably fallible. 

• Errors are often systemic, not individual failings. 

• A well-designed environment helps people do the right thing—especially under 
pressure. 

• Awareness + tools = safer decisions. 

• Just like aviation, financial safety needs: 

• Clear boundaries 

• Speak-up culture 



• Designed-in prevention 

 
 


