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Hello Class!

Systematic risk and Unsystematic risk are two factors that can affect the performance of an organization. these risk can
affect the whole market, economy, and the organization itself. It is absolutely important for a financial manager to know and
understand the differences of systematic and unsystematic risk. The best way to first approach this topic s to start with the
basic information that everyone should know.

isk

Systematic

Systematic risk is the type of risk that arises as a result of various external factors that include political factors, economic
factors, and sociological factors. A manager of an organization cannot control, avoid, or alter any aspect of systematic risk
because this type of risk affects the whole market and the economy. A few examples of systematic risk are inflation,
fluctuations in interest rates, price movement, and a rise in unemployment rates. A few sources for this risk are related to the
market, purchasing power, and interest rates. (EDUCBA, 2020).

Unsystematic Risk

Unsystematic sk is the type of risk that happens internally within an organization. These are the type of risks that can be
controlled and even avoided by the actions of the organizations management. Unsystematic risks can disrupt the well being
of the organization and sometimes the industry as well. A few examples of this type of risk are higher rates of operational
costs and a rise in labor turnover. The main sources for unsystematic risks include risks pertaining to finances, business and
insolvency. (EDUCBA, 2020).

EDUCBA. Difference Between Systematic Risk vs Unsystematic Risk. (2020). https://www.educha.com/systematic-risk-vs-
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Systematic risk is risk associated with market returns. This is risk that can be attributed to broad factors. It s risk to your
investment portfolio that cannot be attributed to the specific risk of individual investments.

Sources of systematic risk could be macroeconomic factors such as inflation, changes in interest rates, fluctuations in
currencies, recessions, wars, etc. Macro factors which influence the direction and volatility of the entire market would be
systematic risk. An individual company cannot control systematic risk.

Systematic risk can be partially mitigated by asset allocation. Owning different asset classes with low correlation can
smooth porfolio volitiity. because asset classes react differently to macroeconomic factors, Unsystematic risk is company
specific or industry specific risk. This is risk attributable or specific to the individual investment or small group of investments.
Itis uncorrelated with stock market returns. Other names used to describe unsystematic risk are specific risk, diversifiable
risk, idiosyncratic risk. and residual risk.Examples of risk that might be specific to individual companies or industries are
business risk, financing risk, credit risk. product risk, legal risk, liquidity risk, political risk, operational risk, etc. Unsystematic
risks are considered governable by the company or industry. Proper diversification can nearly eliminate unsystematic risk. If
an investor owns just ane stock or bond and something negative happens to that company the investor suffers great harm.

But if an investor owns a diversified portfolio of 20, 30, or 40 individual investments, the damage done to the portfolio is
minimized.




