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“The organisations that treat compliance as a cost to be minimised
are, paradoxically, the ones that end up spending the most on it.”

1. The Arithmetic That Nobody Performs

There is a calculation that every regulated organisation should make and almost none do.
It is not complex. It does not require sophisticated modelling or specialist actuarial skills.
It is simply this: what does it actually cost us to comply with a given regulation, end to end,
compared with what it would cost us — in fines, remediation, reputational damage, lost
business, management distraction, and enforced change — if we do not?

The reason this calculation goes unmade is not that it is difficult. It is that the answer is
uncomfortable. In my experience, the organisations that do attempt it discover that their
instinctive framing — compliance as burden, regulation as tax — has been costing them far
more than the compliance itself ever would.

This essay is an attempt to understand why that pattern persists, what structural forces
sustain it, and what it tells us about the gap between how organisations talk about
regulation and how they actually respond to it.

2. The Asymmetry of Visibility

Compliance costs are visible. They appear on budgets. They consume project resources.
They require new systems, new processes, new reporting lines. A programme manager can
point to a compliance initiative and state, with some precision, what it cost to deliver.

Non-compliance costs are largely invisible — until they are catastrophic. They accumulate
in the background: in the slow erosion of data quality that makes regulatory reporting
unreliable, in the manual workarounds that consume operational capacity, in the risk
events that almost happened but were caught by luck rather than design. When
non-compliance does surface, it arrives not as a line item but as a crisis — an enforcement
action, a failed audit, a front-page story that wipes out years of careful brand-building.

This asymmetry creates a persistent cognitive bias. The costs that are visible attract
scrutiny, challenge, and pressure to reduce. The costs that are invisible attract nothing —
until the moment they attract everything.

The fundamental error is not that organisations underestimate compliance costs. It is that
they systematically fail to account for non-compliance costs at all.
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3. The Budget Cycle as Distortion Mechanism

The annual budget cycle reinforces this asymmetry with mechanical efficiency.
Compliance spending is discretionary in the sense that it competes for funding alongside
every other initiative. It must be justified, benchmarked, and challenged. Non-compliance
spending — the remediation that follows a regulatory failure — is non-discretionary. It
arrives as an emergency, bypasses the normal approval process, and is funded from
contingency or by displacing other work.

The pattern I have observed across sectors is remarkably consistent:

1. A regulation is announced. The organisation estimates the cost of compliance.
2. That estimate is challenged as too high. It is reduced.
3. The reduced budget proves insufficient. Compliance is partial.
4. Partial compliance creates residual risk. That risk is accepted, often implicitly rather

than through any formal decision.
5. The residual risk materialises — perhaps years later. Remediation costs dwarf the

original compliance estimate.
6. The cycle begins again with the next regulation, having learned nothing.

The tragedy is not that this happens once. It is that it happens repeatedly within the same
organisation, sometimes within the same management team, without anyone connecting
the pattern.

4. Three Structural Forces

Three forces sustain this pattern, and they operate independently of the intelligence or
goodwill of the people involved.

4.1 The Discount Rate of Consequences

Regulatory consequences are typically delayed. A failure to comply today may not result in
enforcement action for two or three years. In an environment where senior leaders rotate
every eighteen months to three years, the person who decides to underfund compliance is
rarely the person who faces the consequences. The rational incentive — viewed through
the lens of individual career risk rather than organisational risk — is to defer. This is not
cynicism; it is the predictable outcome of a system that separates decision-making from
consequence.

4.2 The Measurement Problem

Compliance costs can be measured. Non-compliance costs can only be estimated, and the
estimates are inherently uncertain. When a CFO asks for the business case for a
compliance programme, the costs are concrete and the benefits are probabilistic. We will
spend forty million to avoid a fine that may or may not happen, that may or may not be of a
certain magnitude, at a time we cannot predict. This is a genuinely difficult case to make,
and it becomes more difficult still when the organisation has a track record of avoiding the
worst consequences through luck or through informal relationships with the regulator.

4.3 The Organisational Status of Compliance
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In most organisations, compliance sits within the second line of defence — risk, legal, or a
dedicated compliance function. These functions are positioned as advisors, not
decision-makers. They can identify the requirement, estimate the cost, and flag the risk of
non-compliance. They cannot compel the business to fund the work. The result is a
structural imbalance: the people who understand the true cost of non-compliance have
the least power to prevent it, and the people who control the budget have the least
visibility of what non-compliance actually costs.

5. The Hidden Costs Nobody Counts

Even when organisations do attempt to compare compliance and non-compliance costs,
they typically count only the most obvious elements — the fine, the direct remediation
cost, perhaps the legal fees. The costs that are harder to quantify but often larger go
unaccounted:

• Management distraction. A regulatory enforcement action consumes senior
leadership attention for months, sometimes years. The opportunity cost — the
strategic work that does not happen because the executive team is managing a crisis
— is real but never appears on a balance sheet.

• Talent attrition. Skilled people leave organisations that are in regulatory difficulty.
They leave because the environment becomes reactive and unpleasant, because they
do not want the association on their record, or simply because they are recruited by
competitors who offer a calmer working environment. The cost of replacing them is
high; the cost of the institutional knowledge they take with them is higher.

• Defensive overreaction. Organisations that have been through a regulatory failure
almost always over-correct. The compliance programme that follows an enforcement
action is invariably more expensive, more intrusive, and more disruptive than the one
that would have prevented the problem in the first place. Fear is a more expensive
architect than foresight.

• Customer impact. In retail financial services, insurance, and utilities, regulatory
failures directly affect customers. The cost of customer remediation programmes —
identifying affected customers, calculating redress, communicating, paying — dwarfs
the original compliance cost by orders of magnitude.

“The organisations that treat compliance as a cost to be
minimised are, paradoxically, the ones that end up spending

the most on it.”

6. The Calculation Reframed

If the calculation were made honestly, it would look something like this:

Cost element Compliance (proactive) Non-compliance (reactive)

Direct programme cost Known, bounded Unknown, typically 3–10× higher
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Cost element Compliance (proactive) Non-compliance (reactive)

Timeline Planned, manageable Crisis-driven, compressed

Management attention Moderate, scheduled Total, unscheduled

Regulatory relationship Strengthened Damaged, sometimes irreparably

Talent retention Neutral to positive Significantly negative

Customer impact Minimal Potentially severe

Strategic flexibility Preserved Constrained for years

The pattern is clear. Proactive compliance is cheaper on every dimension — not marginally
cheaper, but fundamentally cheaper. The only dimension on which non-compliance
appears attractive is the short-term budget line, and that appearance is an illusion created
by the invisibility of the costs that follow.

7. Why Knowing This Changes Nothing

The frustrating truth is that this analysis is not new. Most senior leaders in regulated
industries, if pressed, would acknowledge that proactive compliance is cheaper than
reactive remediation. The pattern persists not because of ignorance but because of
structural incentives that make the rational organisational choice irrational at the
individual level.

Changing this requires more than better analysis. It requires changes to how compliance
costs are governed — removing them from the discretionary budget cycle, linking
executive incentives to regulatory outcomes over a longer horizon than the typical bonus
period, and giving compliance functions genuine authority to set minimum standards
rather than merely advising.

None of these changes is radical. None requires regulatory intervention. They require only
that organisations take their own rhetoric about risk management seriously enough to
apply it to the most predictable risk they face.

8. The Longer View

The organisations that get this right — and there are some, though they are a minority —
share a common characteristic. They do not treat compliance as a project to be completed
and then forgotten. They treat it as an ongoing capability, funded and maintained like any
other critical business function. They build the cost of regulatory change into their
operating model rather than treating each new regulation as an exceptional event.

This is not altruism. It is arithmetic. The cost of maintaining a compliance capability is a
fraction of the cost of repeatedly building one from scratch in response to each new
requirement, and a smaller fraction still of the cost of failing and remediating.

The calculation nobody makes is, in the end, the simplest one of all. It is just that the
answer demands a kind of organisational honesty that most institutions find harder to
summon than the money itself.


