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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. 
	1. Give short answers for the following questions: (12) 
I. What is social risk? 

In the eyes of a business, social risk is any risk that emerge from changes in society. These changes can cause demand to fluctuate, alter a business’s responsiveness to demand and even open up new business opportunities. 

II. What are major sources of social risk for a business? 

Social risk for a business includes, the shrinking proportion of the population that are of working age, thus meaning the amount of skilled or even unskilled potential employees the business has to choose from will also shrink. Another source of social risk is also the lowering standard of education of new recruits, specifically regarding language skills. Misunderstanding can also pose risk for a business. Misunderstanding the grey market can cause loss of market share, also misunderstanding new socio-economic groups, their geographical distribution, income range or the percentage of the population can lead to bad marketing strategies. 

III. Outline the benefits of social risk management. 

[bookmark: _GoBack]Social risk management allows us to understand the changes in socio-economic groups, these then influence the market sectors and therefore, product markets. It also helps us to recognise the risk to both people and business premises from crimes such as violence, theft and vandalism. It can help businesses to identify the risk connected to employment, more specifically being the level of education of new employees, particularly focusing on foreign language skills. Finally, it is useful in identifying trends such as the public reaction to increases in interest rates.

IV. Which issues should specially be addressed when planning for social risk management? 

There are a variety of issues that need to be addressed when planning for social risk management. These include any issues related to political party agendas, people’s welfare and employee welfare. Businesses also need to address the issues related with Health, safety and social protection system before creating the plan for social risk management. Organisations must consider the effect on society when making decisions and preparing strategies. Attention must also be paid to issues such as growing environmentalism, slower population growth and an ageing population, and even the increasing percentage of women in the workplace.

V. What is market risk? 

Market risk is the exposure to a possible loss due to reduced sales or margins that are the result of changes in market conditions outside of the control of the company. All businesses experience some form of market risk. Market risk can include Political turmoil situations, Changing in the Interest rates, Terrorist attacks, natural disasters and Recession. There are four type of Market risk like Equity Risk, Interest rate risk, Currency risk and Commodity risk.


VI. Outline the benefits of market risk management. 

Market risk management can benefit a business in many ways. It can provide assistant in achieving business objectives. It is also useful in creating systematic and methodical evaluation of the macro and micro market. Market risk management provides certainty that market risks are identified, measured, monitored, controlled and reported regularly to the board and/or senior management. Finally, it allows businesses to plan in advance to cater to the changes in the market, therefore, ensures that there is a proactive approach to identifying opportunities from changes in market conditions. 


2. Discuss in details the strategies used for managing social risks. (9) 

Social Impact Assessments are one way to manage social risk.  They help organisations to anticipate the socio-economic effects a project can have. This allows them to find ways to enhance the positive impacts and reduce the negative ones. These often take place in conjunction with Environmental Impact Assessments and other specialised assessments on issues such as indigenous peoples, conflict, health, and human rights. 
Management standards and systems for safety and environmental performance are already put in place by businesses. However, where social risks are a newer type of risk in comparison, the industry is slowly developing these systems to be put in place for social performance. Social impacts are very visible and can cause a variety of risks, including, operational, legal, regulatory, and financial risks. A key issue for many companies to address is how to make sure that institutional commitment, consistency across the enterprise and in different contexts, and resilience overtime when addressing to social performance. Internalising social risk issues fully is something that is being gradually done over time for many organisations. 
Many countries experience political and social instability and the resulting conflict creates a major corporate risk. Businesses operating in areas with current or recent conflict, or the risk of conflict, should take mitigating action to minimise and manage the problems that their current and future operations may have. Social unrest and conflict can create expensive delays for operations and new projects. In addition, the project may unintentionally cause an existing conflict to intensify. It is much easier to prevent discontent than to resolve it once it has started. Organisations must evaluate the potential impact of their operations by establishing relationships with local governments and communities. They should also consider whether their policies and activities could inadvertently aggravate old conflicts or stimulate new ones.

3. Discuss the strategies used to manage market risks. (9)

There is considered to be one golden rule for establishing risk-management practices. And that is that the practices that are selected should be specifically tailored to suit the business and its market. One strategy used is to identify and forecast the businesses exposure to risk. It is important to identify the primary market risk factors that contribute to the overall risk carried by the company. Any possible inter relationships between different risk factors should also be identified. 
Before quantifying the potential impact of risk exposure, companies need to create an applicable methodology to measure the risk. The amount of risk a market may have can be measured using either an earnings/cash flow or economic/value approach. For instance, in the case of an interest rate debt book, the best methodology would be a cash flow approach since an increase in interest rates would increase the interest cost and thereby have an adverse effect on earnings. 
The risk then needs to be quantified, there are three main methods used to do this. The simplest approach is scenario modelling. This method tries to project a range of likely, worst case, and best-case forward-looking scenarios for the risk factors. This allows organisations to measure the sensitivity of the risk exposures for different scenarios and quantify the probable effect on cash flow. The risk can then be reported as a difference between the likely and worst-case outcomes or between the best-case and worst-case outcomes. Another method is Value at Risk. This applied historical rates or simulated price curves in order to study the possible effect on market values as opposed to future cash flow. Statistical analysis is then used to study a range of valuation sensitivities. The most sophisticated method is Cash Flow at Risk. This apples Monte Carlo simulations to generate large numbers or future price oaths and applies these to the forecast exposures. This method gives a broad range of possible cash flow outcomes and then calculates the likelihood of each outcome occurring. All of these methods can be used either alone, or in conjunction with each other.
One of the most important aspects in creating any risk management framework is to relate the risk to observable financial outcomes. For example, potential losses in earnings from a worst-case outcome should be discussed in terms of its impact on business profits. These measures will clearly quantify how much market risk the business is exposed to and then assist management in deciding how much of that risk they are prepared to accept.
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