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Introduction to Strategic Risk Management
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Basic Risk Types

Over and above this basic classification, 

risk can also be classified in terms of the 

specific nature of the risk, its origin and 

characteristics, and the extent to which the 

risk is dependent upon or linked with other 

risks

Å Financial and knowledge risk

Å Internal and external risks

Å Speculative and static risks

Å Risk interdependency

The most obvious initial classification of 

risk is to differentiate it in terms of the risk 

level within the organisation on which it 

impacts

Å Strategic risk

Å Change or project risk

Å Operational risk

Å Unforeseeable risk

Å The number of possible sources and combinations of sources of risk is almost 

beyond classification

Å The primary classification typologies revolve around the origin of the risk and 

around the nature of the effect
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Basic Risk Types (contËd)

Åé but there are endless 

possibilities of 

categorisations é
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What Can Be Strategic Risk?

Å Strategic risk relates to risk at the corporate level, and it affects the development and 

implementation of an organisation's strategy 

ï Strategic risk includes risk relating to the long-term performance of the organisation

Typical examples
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ÅThe original strategic 

plan may have been 

correct but external 

changes may have 

compromised it

ÅThe external 

environment may 

have changed 

significantly

ÅNew competitors

may have emerged

ÅNew competing

products may have 

been released

ÅStatutory controls

may have changed

Å The strategic plan 

might be incorrect

Å Incorrect assumptions

may have been made

ÅThe environment

may have been 

incorrectly assessed

ÅSufficient resources

may not be available

ÅThe plan might not 

actually represent 

where the organisation

really wants to go 

Å The original strategic 

plan may have been 

correct but internal 

changes may have 

compromised it

Å Internal re-

organisationsmay 

have led to a loss of 

efficiency

ÅRequired changesin 

operational processes

may not have been 

introduced

ÅPlanned changesmay 

not have delivered

what was required
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Current and Desired Positions

Å Point A: Current position. This is where the company is now

ï The position is determined by a number of factors including market position, size, vulnerability, 

gearing, asset base and so on

Å Point B: Desired position. This is where the company directors want to be in X years' 

time

ï Again, this position can be determined and described using a wide range of variables

Å The direct route to B represents the course upon which the company wishes to 

progress é
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Strategic Risk

Å In charting the direct route from A to B , there will be a range of both foreseeable and 

unforeseeable risks impinging upon this course

ï Some will be large risks; some will be small

ï Some may occur and some may not

ï Each one that does occur will affect the course of progression of the organisation from A to B. 

Å The organisation's strategy to get from A to B is really the collective management of 

these numerous competing risksé
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Strategy Displacement

Å The risks that stand between position A and position B cannot be accurately 

determined

ï They may affect the achievement of the strategy more in some areas than in others

ï Wholly unforeseen events might affect the viability of navigating between A and B

ï The net result is that the company evolution suffers deflections as it attempts to implement the 

strategy or stay on course

ï Some risks have a greater impact than the strategy foresaw, some lesser so é

Å The net result is a general divergenceor ósetô from the desired course é
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