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When we think of risk we usually think of danger and the chance of something bad happening. 
This then gives you two things to consider: the likelihood of it happening and the potential 
damage it may cause.

Nevertheless, most successful business people understand that taking risks is essential. They 
also understand the premise that risk and return work in tandem: the higher the return you’re 
looking for, the more risk you need to take.
 

Risk management and its role in 
corporate governance

The way we’ve just defined risk is relevant to the way 
we examine it in a strategic context and how we deal 
with it from a governance point of view. In particular, 
once you’ve defined your corporate mission, strategies 
and objectives, you must identify the risks that 
threaten these aims and then decide the steps you’ll 
take to mitigate those risks. Indeed, when you define 
your business strategies you must actively consider 
your appetite for risk and how much risk you are 
prepared to tolerate. After all, there is no point setting 
a business strategy or objective if you are unwilling to 
tolerate the risk you need to take to achieve it.

To develop the right risk management and control 
processes it is useful for all stakeholders to discuss 
the issues and reflect on the main factors that will 
determine your approach to risk management. 
In this sense, it is important to consider modern 
environmental factors that now significantly affect any 
approach to risk management. 

These include:

•  Technology

•  IT and fraud related risk

•  Environmental changes and natural disasters

•  International politics

•  Interest rates and foreign exchange fluctuations

•  Inconsistent energy supplies

•  Uncertain employment markets

•  Business failures.

These risk factors have led companies to manage 
risk in a more systematic and interdisciplinary way 
using complementary and alternative solutions to the 
traditional ones, which merely transferred risk to the 
insurance sector using insurance policies.
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