The Essence, Gontent and Types of

A comprehensive exploration of risk theory for economics and management

students, examining fundamental concepts, classifications, and practical applications
in modern business environments.
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Understanding

General Definition

Risk represents the potential danger of losses arising from specific natural
phenomena or human activities. It embodies uncertainty that organizations must

navigate daily.

Statistical Perspective

Risk is the probability of an event or group of related random events that cause
damage to the object possessing that risk. This quantifiable approach enables

systematic analysis.




Theoretical Framework

Economic risk represents an objective-subjective category of
overcoming conflict and uncertainty in inevitable choice situations. It
reflects the degree of achieving expected results while considering

both controllable and uncontrollable factors.

This definition emphasizes the dual nature of risk - combining
measurable elements with subjective judgment in decision-making

processes.

From a practical standpoint, risk is the probability of losses or
underreceiving income compared to the forecasted scenario. This

operational definition guides business planning and strategy.

Understanding this probability helps organizations develop

contingency plans and risk mitigation strategies.
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Risk Situation: The Gontext of
Uncertainty

To fully characterize risk, we must examine "risk situations" - the circumstances that

create uncertainty and necessitate risk management strategies.

Definition
A risk situation represents the combination and totality of various
circumstances and conditions that create a specific environment for particular

activities. These combined conditions and circumstances create the risk

situation and serve as the causes of risk.

Contextual Importance

Understanding risk situations enables managers to identify potential threats
before they materialize, allowing for proactive rather than reactive

management approaches.



Three Essential Conditions of Risk Situations

Risk situations are associated with static processes and are characterized by three simultaneous conditions that must be present:
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Presence of Uncertainty Need for Alternative Selection Ability to Assess Probhability

The fundamental condition where outcomes Decision-makers must choose between There must be a possibility to evaluate the
cannot be predicted with complete certainty. different options or courses of action. likelihood of implementing chosen alternatives.
This uncertainty creates the need for risk Importantly, the refusal to choose is also a type This assessment capability enables informed

assessment and management strategies. of choice with its own risk implications. decision-making under uncertainty.



Risk situations emerge from specific underlying factors that organizations must monitor and manage effectively:
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Unpredictable Changes Alternative Solutions
Unexpected alterations in both internal and external operating The existence of multiple possible solutions or approaches creates
conditions can create significant risk exposures that require adaptive decision complexity and potential for choosing suboptimal alternatives.

management strategies.
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Probability of Losses Rdditional Profit Potential

The inherent possibility that chosen actions may result in financial or The opportunity to achieve returns beyond baseline expectations, which

operational losses that impact organizational performance. often correlates with higher risk exposure levels.



Fundamental Risk Gategories: Pure vs

Pure risks represent situations where
only negative or zero outcomes are
possible. These risks offer no
opportunity for gain - they can only
result in losses or no change from the

current state.

e Natural disasters
e Equipment failures
e Theft or vandalism

e Accidents and injuries

Speculative risks involve the possibility
of both positive and negative outcomes.
These risks present opportunities for

gain alongside the potential for loss.
¢ Investment decisions
e New product launches

¢ Market expansion

e Currency fluctuations




Risk Classification by Origin

Based on their fundamental causes, risks are categorized into five primary types:

Risks associated with natural forces and

phenomena such as earthquakes, floods,
hurricanes, and other environmental events

beyond human control.

Transportation Risks

Risks associated with the transportation of goods by various modes of

transport, including damage, delays, and logistical complications.

Risks related to environmental pollution,
climate change, and ecological degradation
that can impact business operations and

sustainability.

Risks representing potential losses in financial and economic activities,

Risks connected to political situations in
countries and government activities,
including policy changes, regulatory shifts,

and political instability.

encompassing the broadest category of business-related uncertainties.



Commercial risks are further classified into four main structural categories based on their specific operational focus:

Property Risks Production Risks

Related to the probability of asset losses Associated with losses and production
through theft, sabotage, negligence, or @ Iiﬁ shutdowns resulting from various factors
technical system overload affecting physical . including equipment failure, supply chain
property and equipment. disruptions, and operational inefficiencies.
Financial Risks

Trading Risks

Divided into risks related to money's
Connected to losses through payment

purchasing power and capital investment
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) _ ® delays during goods transportation,
risks, representing the most complex )
o o customer defaults, and market fluctuations
category requiring sophisticated ) ) ]
affecting trading operations.
management.



Purchasing Power Risks

Financial risks related to money's purchasing power include several critical categories that affect monetary value over time:

Q The risk that during periods of inflation, received monetary income depreciates in terms of real purchasing power faster than it grows, eroding

actual wealth.

The risk that during deflation, falling price levels lead to deteriorating economic conditions for businesses and reduced income streams.
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Represents the danger of currency losses related to changes in exchange rates between different foreign currencies, affecting international
operations.

Liquidity Risks

Associated with potential losses during the sale of securities or other assets due to changes in their quality assessment and consumer value.
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Invesiment Risk Categories

Investment risks encompass three primary subcategories that affect capital allocation

decisions and portfolio performance:

A Opportunity Cost Risk

The risk of indirect financial loss (unrealized profit) resulting from failure to

implement measures such as insurance, investing, or hedging strategies when

they would have been beneficial.

< Profitability Decline Risk

May arise from reduced interest rates and dividends on portfolio investments,
deposits, and credits. This category includes both interest rate and credit

risks as primary subcategories.

R Direct Financial Loss Risk

Navigating
bankruptcy risk, and selective risks related to poor investment choices and your ﬁnanCIal
portfolio composition. horlzon,

Encompasses immediate monetary losses including exchange risks,




TREND
2024

Interest Rate and Credit Risks

Include the danger of losses by commercial banks and credit
institutions when interest rates paid on deposits exceed rates charged
on loans. This category also encompasses risks that investors may
face due to changes in dividends on stocks and interest rates on

bonds, certificates, and other securities in the market.

Interest rate fluctuations can significantly impact financial institutions'
profitability and investor returns. Understanding these dynamics is

crucial for effective financial risk management and strategic planning.



Credit and Direct Loss Risks

Credit Risk

The danger of borrower default on principal debt and accrued
interest owed to creditors. This fundamental risk affects all lending

activities and requires careful borrower assessment.

The risk of incorrect selection of investment types and securities
compared to other available options when forming an investment

portfolio, impacting portfolio performance.

Exchange Risks

Represent the danger of losses from exchange transactions and
market volatility, affecting traders and financial institutions

engaged in securities trading.

Bankruptcy Risk

The danger of complete loss of entrepreneur's capital and inability
to meet assumed obligations due to poor capital allocation

decisions, representing the most severe business risk.



Risk Classification Framework - Part |

Risk classification depends on the selected criteria, providing systematic approaches
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to understanding and managing different risk types:

By Scale and Size

e Global risks affecting worldwide operations

e Local risks with limited geographical impact

By Aspects

e Psychological risks

e Social risks

e Legalrisks

e Political risks

e Medical-biological risks

e Combined risks




Risk Classification Framework - Part Il

1 By Degree of Objectivity and Subjectivity 2 By Risk Level of Decisions

¢ Objective probability-based decisions e Minimal risk exposure

e Subjective probability-based decisions e Acceptable risk levels

¢ Objective-subjective probability combinations e Critical risk thresholds

e (Catastrophic risk scenarios

Minimal

Acceptable

Critical

Catastrophic
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BY Risk Types

Dynamic Risk: Risk of unpredictable
changes in fixed capital value due to
management decisions and unforeseen
circumstances. Can result in both losses

and profits.

Static Risk: Risk of losing real assets
due to property damage or income loss
from organizational incapacity. Results

only in losses.

Risk Types and Timing Classifications

By Decision Timing

Timely: Decisions made at optimal

moments

¢ Delayed: Late decision-making with

increased risk

e Anticipatory: Early decisions with

future-oriented perspective



Individual Risk: Decisions made by single decision-makers with

personal accountability and direct control over outcomes.

Collective Risk: Decisions involving multiple stakeholders requiring

consensus and shared responsibility for consequences.

By Situational Context

Stochastic Risk: Operating under conditions of uncertainty where
probability distributions may be known but specific outcomes remain
unpredictable.

Competitive Risk: Operating under conflict conditions where
outcomes depend on actions of competing parties or adversarial

situations.
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Economic Subject Activity Classifications

The final classification relates to different types of economic activities and their associated risk profiles:
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Production Risk Financial Risk
Risk related to a firm's potential Risk of a firm failing to meet
failure to fulfill contract financial obligations to investors
obligations with other economic due to credit financing usage in
entities due to production and business operations.

economic activities.
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Risk related to possible
fluctuations in market interest
rates, affecting both domestic

and foreign monetary units and

market conditions.

29%0

Investment Risk

Risk associated with potential
devaluation of investment-
financial portfolios, including
both proprietary and acquired

securities.




