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RISK MANAGEMENT

We make decisions every day of our lives and each decision has its
own risk associated with it. Risk is unavoidable so we need to learn how
to manage it to potentially lower it or remove it from some situations.
As risk is an everyday occurrence many scientific disciplines like statis-
tics, mathematics and finances study it and try to find solutions on how
to minimize its effects.

In marketing as we know have to make decisions at every level, es-
pecially the people in the higher ranked positions, their decisions have
a great weight associated with them, so they strive to always make a bet-
ter decision, as the wrong one can have dire consequences. This is where
risk management comes handy, with the use of the following risk man-
agement techniques, the employees can use them and these techniques
can potentially help them to choose the correct solution in the given situ-
ation.

The definition which we will use for risk management is as follows:
the making of decisions which ensures the highest level of security and
the limitation of the influence that outside factors have on the outcome
can be classified as risk management. With risk management we are aim-
ing to eliminate or limit the causes or effects associated with the risk.
We can identify two phases of risk management and those are:

* Risk Analysis

— Identification
— Estimation
— Evaluation
* Risk Management
— Planning
— Controlling
— Monitoring

When we want to calculate the risk the main thing that we would like
to know is “what is the probability of this occurring” and the second thing
we are interested in is how much would it cost us if the risk should occur.
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Using these 2 variables we can create the risk exposure formula which is
the following:

Risk Exposure (RE) = Probability of risk occuring * Total loss if risk occurs

The above-mentioned formula is used for the quantitative measure-
ment, if we do not know the exact probability of something happening,
we will use a qualitative measurement. The simplest way to achieve this
is with using terms such as “very low”, “low”, “medium”, “high” and “very
high” and then allocate a set of numbers to them.

When the risks have been identified we would like to know about how
to reduce those risks, that’s where the Risk reduction leverage formula

helps us.

Reduction in risk exposure

Risk reduction leverage of a countermeasure =
Cost of countermeasure
Risk reduction leverage calculates a value for the return on invest-
ment for a countermeasure and can thus be used to prioritize possible
countermeasures.
This particular example is for an IT company offering interactive so-
lutions and on the following table you will see some of the risks he is fac-
ing with, and how those risks are calculated using the formula.

Risk Probabil_ity of To_tal Loss Risk Exposure
occurring if it occurs
Malfunction
of the hardware 0.50% $65,000.00 $325.00
Sanctions from
the government 7.50% $50,000.00 $3,750.00
Worker Strike 5.00% $10,000.00 $500.00

* Green — the risk exposure is low, so these kinds of risks aren’t
the major ones
* Red — these risks are an immediate threat to the organization

ors Total .
Risk Probability | ;o %ese | Risk
of occurring Exposure
occurs
Worker Strike 5.00% $10,000.00 | 500.00
Counter- Total cost New ris.k New total New RE | RRL
measure probability loss
Better working
conditions $25,000.00 |1.50% $7,250.00 |108.75 0.0156
Higher wages |$12,500.00 |2.75% $8,150.00 |224.13 0.0221

Here the green cell tells us that higher wages is the most resource ef-
ficient countermeasure in this scenario, because it has the highest RRL.
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From all of this we can learn the usefulness of Risk management
especially in the business sector. It is especially important for a good
manager to have good risk management skills because he bears the con-
sequences of his decisions and they can be drastic in some case.

Risk cannot be always eliminated, but it’s effects can be mitigated.
We should always strive towards the elimination of risk, but as that is
not always possible our efforts should be concentrated towards limiting
its effects to the best of our abilities. The way to do this is through using
cost effective countermeasures which will lower the loss and probability
chance of the risk. The main thing to learn from this is that we should al-
ways try and find effective countermeasures or not take the risk entirely,
which is not always the best course of action [1-5].
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AHAJIN3 KOHKYPEHTOCIIOCOBHOCTH NTPEIITPUATHUS
(HA IPUMEPE OAO «BEPE30BCKUIi CbIPOJIEJIbLHBIN
KOMBHHAT»)

ObecrreueHrie KOHKYPEHTOCIIOCOOHOCTH HECOMHEHHO SIBJISETCS OIHOMN
M3 OCHOBHBIX CTPATETMYECKUX 3a7aU JIeATeTHHOCTH JIIO00T0 IMPeIIpUsITHs.
OrieHKa KOHKYPEHTOCIIOCOOHOCTA — CJIOMKHBIN TPYIO0EMKHI IIPOIece, KOTO-
PBIi TpebyeT cobJIIoeHre aJTOPUTMA U 3aBUCUT OT IIeJIell aHaJIM3a, IIPaK-
THYECKOM BO3MOYKHOCTHU IIOJIYUEHUST HYKHON HH(OPMAIIUH, HCIIOJIH3YEeMOMN
MEeTOIUKH n3MepeHus morasareseil. [[ocKobKy eTMHOTO MeTo/ia OIeHKHU He
CYIIIECTBYET, Ha MO B3TJISAII, HAN0O0JIee TIOAXOSIINMN TMHAMITIECKHI METO/I.
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