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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	
Managing Social and Market Risks 

1. Give short answers for the following questions:

i. What is social risk? 
From a business’s point of view social risk stems from fluctuations in society. These fluctuations alter the needs of society and may open up potential opportunities for businesses or cause variations in demand that businesses need to cater for, these changes are the direct result of the nature of its workforce. In addition, the functioning and proficiency of a business depends on the level of education, wellbeing, readiness and the attitude of its staff. 

A business is affected by the habits of its staff, as the workforce generally adopts the environment and surroundings they live and work in. Social risk for a business is expressed as the bearing society has on the business and not the other way round. In addition with regards to social risk and business, it should not be confused with social risks associated with vulnerable members of society, state policies made by governing bodies regarding welfare and social security, and for businesses engaged in philanthropy (Corporate, n.d.) and to be socially accountable for its actions. 

ii. What are major sources of social risk for a business? 
The main sources of social risk for a business are:
· Short supply of people that are of working age.
· Poor standards of education regarding the workforce in particular newcomers to businesses and in addition, a lack of secondary language skills.
· Language barriers regarding the global market.
· Businesses not understanding and tackling the sales of goods through unauthorised distribution networks (Most important, n.d.) such as the grey markets and resulting in a loss of market share. 
· Poor planning regarding market strategies due to a lack of knowledge concerning emerging socio-economic groups, their topographical location, earnings or the proportion of the population they represent. 
· The consequences of the obesity and the problems (Obesity, 2015) it causes for the current and future workforce such as lack of productivity due to absenteeism caused by health issues. 
· The effect of interest rises and the consequences it will have on the home improvement market (Garcia, 2017) due to home owners preferring to spending their money on DIY for their homes rather than obtaining a new mortgage and relocating. 

iii. Outline the benefits of social risk management.
Businesses can take advantage of understanding the benefits of social risk management as can be seen below:
· Businesses can take advantage of recognising the present changes in socio-economic groups and how this association (Social, n.d.) can influence potential consumers, market trends and how it can affect the economy. 
· Acknowledging risks to both private and business properties from crimes such as violent behavior, robberies, pyromania and damage. 
· Understanding the population’s response to interest rate rises and the lack of consumer spending and the decline in sales. 
· Recognising the risks faced with employing an under educated labor force and the understanding of how to address these deficiencies. In addition, the lack of secondary languages that may hinder a business in the international market sector. 

iv. Which issues should be specifically addressed when planning for social risk management?
With regards to social risk management, certain areas need to be focused on when building a social risk management plan. These issues are:
· A decrease in the growth of the population.
· The population reaching old age and living longer.
· Obesity affecting a large number of the working population.
· People thinking (Woodford, 2018) more about the environmental concerns affecting the planet and the future for life on Earth. 
· The growth of women in the labor market. 
· More of the population taking and interest in sports and health. 
· Part of the population retiring early. 
· The increase in the standard of living. 
· The effects of poor business ethics (Zeiger, 2018) leading to legal issues, poor performance by the workforce and loss of reputation. 

v. What is market risk? 
The definition of market risk is the action of a business or investors being exposed to potential loss due to a reduction in sales or a decrease in profit margins owing to changes in the markets due to external influences outside of the businesses or investors control. In addition, all companies undergo some form of market risk. 

The type and severity of market risk is dependent on the type of industry the business is in, and can differ even within the same industry. Market risk is complex and is affected by traders and customers, market structure, price changes, the demand for goods and services and a business’s strategy map for market growth. 

Whilst certain industries are exposed to some form of market risk, several market risks affect all businesses such as a decrease in market share, the emergence of rival competition, a reduction in the businesses market area or goods and services from other industries (Wilkinson, 2013) that offer the same benefits. 

vi. Outline the benefits of market risk management. 
The benefits of market risk management are: 
· Supports the business in helping to reach it strategic aims. 
· Produces a logical and efficient model for assessing both the macro and micro market environment. 
· Evaluates the prospects for the business and the risks created by obstacles to market entry. 
· Analyses, detects and measures risks for a business and in addition, makes sure these risks are frequently checked and contained and systematically reported to senior management. 
· Guarantees a pre-emptive method for recognising opportunities due to changes in the market environment. 

2. Discuss in details the strategies used for managing social risks. 
Businesses need to be alert of the consequences their operations may have on the population in the surrounding area the business is located and operating in. 

Impact Assessments
Social Impact Assessments (SIAs) help assist businesses to predict the socio-economic effects their operations have on the local area. These assessments aid the business in discovering ways to improve beneficial impacts and to minimise damaging ones. In addition, SIAs are usually performed with Environmental Impact Assessments (EIAs) and other relevant assessments on matters that involve the local population, disagreements, health concerns and human rights.  

Management Systems for Social Performance 
Businesses need to have adequate management standards and systems that deal with both safety and environmental performance. Regarding social performance, the industry is still in its embryonic phase regarding this type of system. 

The subject of social risk is quite a recent development in business management. Although social concerns can create major problems for a business with legal issues, operational and financial risks that can be amplified both locally and worldwide. Additionally, a company conducting business needs to understand that any problems that arise needs to managed in a proactive fashion. 

A major concern for the majority of businesses is to make sure they have a committed management team and the correct backing across the board regarding social risk for their operations to be effective. Also identifying and recognising social risk for many companies is a process that is still in development. 

Conflict 
All countries at some point encounter both political and social unrest; this form of unrest creates risks for businesses operating in these areas. Businesses that operate in areas that have past or current conflicts or the possibility of conflict need to take a proactive approach in identifying and managing risks that may cause problems for their existing or forthcoming operations. As both social unrest and the risk of conflict can result in dire and expensive consequences on a business’s operations. Also, a business’s operations may cause problems unintentionally and magnify a present conflict. 

A business should try to avert discontent rather than resolve it once it has materialized, as prevention is better than cure. Businesses need to consider the impact their projects may have on the surrounding environment and should try to embed themselves with local officials and the local population to gain support and trust. Furthermore, a business needs to be wary of trying to implement new policies and procedures as these may accidentally trigger past conflicts or create new ones.

Transparency and Anti-Corruption
Businesses can employ checks to diminish the risks of inappropriate conduct, although these risks cannot be reduced completely.  

The majority of risks can be lowered due to efficient controls regarding risks that are internal, such as the businesses own labor force, external risks from third parties such as unconnected business contacts. Furthermore both parties may have an understanding of being able to curtail their responsibilities to each other through mutual agreements. For business ventures who conduct joint ventures with other commercial organisations, various controls, liabilities and boundaries may need to be set out where appropriate. Buying off and the corruption of government and local officials is illegal and a major concern, it can and does happen.

3. Discuss the strategies used to manage market risks. 
There is nothing set in stone when it comes to creating procedures regarding risk management, although the rule of thumb is the procedures need to be shaped around the business and the industry it operates in. Senior managers within the company need to debate the risks and opportunities they may face and what measures need to be taken in order to facilitate these. Roles and responsibilities within the business need to be given out to the appropriate members of the company in order to make sure all aspects of risk management are covered. A command structure needs to be created in order for actions to be taken against risk that may be identified, as this may eat into company’s budget and may prove to be costly in man-hours. Additionally, these actions need to be part of the company’s overall strategy and may include study, marketing, research and development.

A hands-on approach will need to be taken regarding risk identification, risk evaluation, risk reporting and the parameters, methods, the possibility of risk occurring and the examination of risk must be clear in order for the business to determine the best approach. Moreover, the correct level of insurance needs to defined in order for all types of risks to be insured. 

Sudden changes in the market can result in dramatic and dire consequences for a business such as a loss of profits or loss of market share. All businesses need to have clear-cut policies regarding risk as this will help channel the businesses risk management behaviors and reduce the effects of sudden changes in the market.

A risk policy needs to be clear and highlight the aims of risk management within the business and what the senior management expects. The policy should be shaped around the main belief that activities within the market are erratic and predictions are fickle, in addition risk managers need to plan for unforeseen circumstances should they arise. 

Identify and Forecast Exposure
For a business it is imperative to recognise the key market risk concerns and to comprehend what effects they may have on the business. It is also vital to acknowledge potential risks factors that are connected in organisations with several market risks. 

Outline Risk Approach
Before calculating the likely effect of exposure to risk, businesses need to implement a suitable method for measuring risk.

Risk in markets can be gauged by using profits/or the amount of money the business is receiving or expending or by the economic/worth approach. An example of this would be a company noting down interest rates and the debt it owes and comparing their cash flow against potential interest rates rises, as a rise in interest rates would have a negative effect on profits for the company.

A business with many assets that are considered investments, would find itself better suited to an economic/worth approach, as the current value of their investments would decline due to a rise in interest rates. 

Measure the Risk
There are three key approaches which can be used to measure risk.
· ‘What if’ scenarios are considered the easiest approach. This approach envisages possible worst case or best case scenarios based on probable risk factors. This allows businesses to determine the quality of risk the business may be subjected to regarding each scenario and establish the likely effect it will have on cash flow. The risk can be then described as the probable and worst case result or between the best case or worst case consequences.
· Value at Risk (VaR) relates to either past rates or simulated price curves which analyses the likely effect of market values rather than cash flow. Statistical studies are then used to examination an array of valuation sensitivities. 
· Cash Flow at Risk (CFaR) is a more complex approach, which uses a simulation known as the Monte Carlo Simulation (Monte carlo, n.d.). This type of simulation uses the probability of various consequences that cannot be clearly anticipated due to the use of chance variables. In addition, the simulation produces a wide range of likely cash flow results and then determines the likely possibility of such outcomes occurring. 

The above approaches can either be used singularly or can be combined to offer contrasting views of risk. 

Establish Risk Tolerance 
One of the most crucial features in developing a risk management structure is to be able to associate risk with the businesses finances. As a business would need to recognise the likely loss of profits from a worst case scenario, this would need to be discussed by senior management as it may result in severe outcomes for the business due to loss of income. These measures will help a business decide on how much risk they can be exposed to and will determine how much the business is willing to take regarding risk. 
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