CORPORATE FINANCIAL RISK
MANAGEMENT: APRACTICAL
APPROACH FOR EMERGING
MARKETS

Edited by:

Scott Stanley

SCIETY

Publishing

www.societypublishing.com



TABLE OF CONTENTS

Chapter 1

Chapter 2

Chapter 3

List of Figures

LISt Of TADIES. ...

List of Abbreviations

PrEfACE. ... Xix
The Evolution and Scope of Risk Management............cccoeueereenucnecnncnnennne 1
1.1. Risk Management: CONCEPL .......ccoceuieruiiiiriiiinieicieeic et 2
1.2, Risk: INtrOdUCHON ...t 2
1.3. The Scope of Risk Management ............cccocevieniiiiniininienienceen, 3
1.4. The Atmosphere of An Emerging Market ..o, 8
1.5. The Value of Risk Management ............ccccocverininiencninenenencnenns 14
REFEIENCES ... 24

Types of Risks And Their Control: Market, Credit, Operational,

ANd Legal RisK....cuooviinriiniiiiiiitiiiiiiiiiiitctccssnsenseseesesessenes 27
2.1. Corporate Risk And Its Management ............cccocevivincienencnenenenn. 28
2.2, Market RisK..........ccooviiiiiiiiiiii 37
2.3, Credit RiSK ...ooeiiii e 39
2.4, Liquidity RISK...eoervieierienieicicecccc e 41
2.5. Operational Risk.........cocoiiiiiiiiiiiie e 43
2.6. Legal RisK .c..coiiiiiiiiiiiiiiece e 47
2.7. Legal Risk Management...........ccccccoueiiiiiiiiiiiiiiiiiccccc 49
2.8. Financial Risk Management Methods And Techniques ..................... 53
REfEIENCES ..ot 55

Corporate Financial Risk Management: Organizational
Structure And FUNCHIONS........cveiiiiiiiiiiiiiiiciciciceceneetesetenenenne 57

ST I [0 e Yo [ST (1o ) F PR 58

3.2. Organizational Structure For Risk Management ...........cc.ccceeveeiennias 62



Chapter 4

Chapter 5

Chapter 6

3.3. Principles For Risk Management FUNCHIONS ...........cccceveriniiniinieniennnn. 68

3.4. Risk Appetite With Respect To Its Adoption And

Framework For Risk Management...........ccccoceoiveninciniienceneae. 74
3.5. Roles And Responsibilities Of Various Implementers......................... 77
3.6. CONCIUSION ...t 81
REFEIENCES ... 83
Credit Risk Management And Control............ucvueveneveneeieneienniennenes 85
4.1. Introduction To Credit Risk Management ............cccccecerinincneniennnn. 86
4.2. Traditional Approach To Manage The Credit Risk..........cc.ccoceneeninne. 90
4.3, BUSINESS RiSK ...eueveiiiiiie ettt 95
4.4, FInancial RisK ......oiiiiieiiiiieic e 100
4.5.Transaction RisK ........cocouiviiriiniiiiiiiiiicicec e 103
4.6. Market Imperfections ............cocveriiiininiiniiicee e 106
4.7, CONCIUSION 1ttt 112
REEIENCES ...ttt 113
Methods And Techniques For Market Measurement .............cccccevveenene

5.1, INtrodUCHION ...
5.2. Measure of Performance ...........cococevierieieiienieiiniiiieieeicececece
5.3. Return on Marketing Investment..............

5.4. Measuring Marketing Performance...........

5.5. Prediction And Projective Markets ..........c.cocovevieieieiniinicncnicnicnnens
5.6. Credit Report ANalysis.........cceviiieriireiieecee e 123
5.7.Value At Risk (VAR) ......ccooiiiiiiiiiiiiiiiicicicceeeeec e 124
5.8.Volatility ...ocoooiiiiiiiiiii 130
5.9. Explanation Of Regression Analysis ..........ccceoveveecieiiviniinicncneniennens 131
5.10. Investment In Emerging Markets: Risks And Barriers..................... 132
5.11. Sharpe Model ........cooiiiiiiiiiiii e 134
5.12. CONCIUSION .ttt 137
REFEIENCES ...t 139
Focus on Commercial Banking..........cc.cooceevvuinernuinenncnnncnnennncnecnncnnnes 141
6.7, INtrodUCION ...t 142
6.2. Commercial Banks.........ccccoiviriniiiiniiniiieieiceieteeeee e 144
6.3. Functions of Commercial Banks............ccccoeviiiiiininniiiniine 146

viii



Chapter 7

Chapter 8

6.4. Types of Commercial Banking..........ccccovevieiiiiiininiininiiciieenenne 150
6.5. Various Types of Risks And Their Management by

Commercial Banks .......coooovviiiiiiiiie e 150
6.6. Credit Risk and Their Management .........c..cccceevieniniiinicniencenenn. 154
6.7. Basel NOIMIS ....oooiiiieieeeee e 158

6.8. Management of Foreign Exchange (FX) Risk by
Commercial Bank

6.9. Old Methods For Calculating Market Risks ...........ccccceviviniiincnnne 164
6.10. Role of Commercial Banking In Economy ...........ccccccevieviinienncan. 165
6.1, CONCIUSION ..ot 166
REFEIENCES ...t 168
Risk Management Information System and Its Implementation............. 169
7.1. The Role of Information Technology In Risk Management ............... 170
7.2. Identification of Risky EVENS ......cccocuiiiiiiniiiiiiiicieccc e 171
7.3. Categorizing And Measuring Financial Risk .........c..cccociiiniinne 172
7.4. Formulation of Strategies To Control Risk ............ccccccoviiiiiiiine 174
7.5. Technological Improvements In Risk Management...........c..cccccc..... 176
7.6. Risk Management Systems: The Dimension of Benefits ................... 188
7.7. Risk Management Systems: The Dimensions of Cost ....................... 190
7.8. Risk Management Systems: How Should They Be Selected? ............ 191
7.9. Future Research In The Following Areas Would Also Be

Helpful In Providing Management With Additional Guidance...... 192
7.10. Six Steps To Implement Risk Management Information System...... 193
REFEIENCES ... 195

Efficient Approaches In Risk Management Activities in

Emerging Market Settings..........ccccvuevuevucruirucnuineinnniciienicnnenisesennnene 197
8.1, INtrodUCtion .........cooiiiiiiiiii 198
8.2. Types Of RisK.....cccoeiiiiiiiiiiiiiiicc 200
8.3. Evolution of Risk Management...........cccouevevieiiviinieiiniiiiiecnce 203
8.4. Principles For Designing Risk For Different Sectors

of Corporate World In Emerging Markets...........ccccccevieiiinininnn. 205
8.5. Need For Approaches ...........cccooeviiiiiiiniiiiniiiccceee 206
8.6. Efficient ApProaches ............cccoocoiicoiiiiiiiniiicicicccecece 207
8.7. Lessons Learned While Managing Risk.........c.cccccovevveviiviivinininicnnne 211




Chapter 9

8.8. Risk Management In Emerging Markets...........cccccvveviniincnincncnnne 215

REFEIENCES ... 222
L T (1T 223
9.1. Case Study: Financial Risk Management For

Management Accountants.............cccoooiiiiiiiiiii 224
9.2, CONCIUSIONS ...ttt 246
REfEIENCE ... 247
INAEX ettt aene 249




