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How Risk Affects Corporate Financial Strategy
Organizations have to face with certain risks as they seek to manage the day to day operations of their businesses. They have to plan for risk in advance in order to minimize any form of loss that may occur in the future. The development of corporate financial strategy involves ascertaining some of the risks that may have impact on the strategy. The risks involved are business risk, credit risk, political risk, interest rate risk, default risk and reinvestment risk
Business risk can be termed as the risk that affects the underlying nature of the business. The risk can either be from factors that are inside or outside the business. In assessing the business risk, the company must evaluate the business environment in which it is operating and also look at what the competitors are doing. This will assist the organization to evaluate the products of the competitor and develop ways of matching the products (Sadgrove, 2016). Business risk affects the corporate financial strategy of the organization as the company has to continually evaluate the climate in which it is operating and adopt a financial strategy that will keep them in the business. Companies with high business risk should adopt a financial strategy that does not involve high financial risk.
Credit risk is the risk that the business may suffer by offering credit to its customers or when dealing with its own suppliers. The clients of the business may default in paying and this will affect the financial position of the business (Sadgrove, 2016). The failure by the customers to fulfill their debt obligations affect the cash flow of the company and thus the financial strategy that the company had in mind is totally affected (Merton, 1974). This is the same case as when the company is unable to pay its suppliers. The suppliers may cease to do business with the company and this will affect the financial strategy that the company had put in place.
Political risk is the risk that the business may suffer as a result of political events that may be happening within the area of operation which might affect the company or its customers. Political events such as violence and demonstrations affect the operation of the business and lead to loss of revenue (Sadgrove, 2016). The business may be looted or shut down for some time and this affects the normal revenue that it used to get. The business is forced to adopt higher financial measures that it had no intention to in order to cover up for the cost that have been incurred. The corporate financial strategy of the business is therefore affected.
Interest rate risk also affects the financial strategy of a business company. The value of the interest rate may be affected by several factors which result in either the interest going up or down. The fluctuations in the interest rate affect the financial status of the businesses as they may be forced to adjust some of their financial plans (Merton, 1974). This may force them to incur more in case the interest rate rises. The adjustments of the financial obligations of the business will ion the long run affect the corporate financial strategy of the business (Bromiley, McShane, Nair & Rustambekov, 2015).
Default risk is the risk that the businesses may be unable to fulfill the obligations that they have on their debts. Most organizations are exposed to default risk as they have acquired financial assistance over time in order to expand their business. Changes in circumstances such as the change in the political situation of the country of deterioration of the economy can increase the chances of a corporate organization failing to meet its debt obligations and this affects the financial strategy of the organization (Begenau, 2018). It leads to shifts in goals and objectives. The risk may affect the corporate financial strategy of the business in the sense that the business may be forced to utilize finances meant for other tasks in the repayment of the debt. This disrupts the financial plan and strategy that the company had already formulated.
Reinvestment risk on its part is the risk that is associated with the cancellation of a particular investment. The business may want to invest in a particular area but face certain challenges. The risk arises as the business is not able to identify another lucrative investment in which it could invest. The lack of this opportunity affects the financial strategy of the company as they are forced to hold onto the funds that were meant for the investment (Giannakis & Papadopoulos, 2016). This situation leads to recession in profit margins and also leads to changes in strategic goals of the organization.
In a nutshell, corporate organizations, even though might have financial strength emerging from economies of scale, various types of risks ranging from business risks to reinvestment risks have a significant impact on their financial strategies. As such, it is good to have all those risks discussed above managed properly to be able to have a smooth running of the organization.
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