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ABSTRACT 
This paper aims to assess the role of financial risk management (FRM) in corporate decision-
making, emphasizing its importance in ensuring sustainable business practices. Financial risk 
management involves identifying, analyzing, and mitigating risks that may affect an 
organization's financial health. This literature review examines various studies and theories that 
explore how FRM contributes to corporate decision-making processes, particularly in areas 
such as investment decisions, capital budgeting, and strategic planning. The review highlights 
the relationship between risk management practices and organizational success, demonstrating 
how effective risk management can enhance decision-making by providing a structured 
approach to uncertainty. The findings suggest that integrating FRM into corporate strategies 
can lead to improved financial stability, better resource allocation, and increased shareholder 
value. This paper concludes by proposing areas for future research on the integration of risk 
management practices into corporate governance and decision-making frameworks. 
Keywords: Financial Risk Management, Corporate Decision-Making, Risk Mitigation, 
Financial Stability, Strategic Planning 

 
ABSTRAK 

Makalah ini bertujuan untuk menilai peran manajemen risiko keuangan (MRK) dalam 
pengambilan keputusan korporat, dengan menekankan pentingnya dalam memastikan praktik 
bisnis yang berkelanjutan. Manajemen risiko keuangan melibatkan identifikasi, analisis, dan 
mitigasi risiko yang dapat memengaruhi kesehatan keuangan organisasi. Tinjauan literatur ini 
mengkaji berbagai studi dan teori yang mengeksplorasi bagaimana MRK berkontribusi pada 
proses pengambilan keputusan korporat, terutama di bidang keputusan investasi, penganggaran 
modal, dan perencanaan strategis. Tinjauan ini menyoroti hubungan antara praktik manajemen 
risiko dan kesuksesan organisasi, menunjukkan bagaimana manajemen risiko yang efektif dapat 
meningkatkan pengambilan keputusan dengan memberikan pendekatan yang terstruktur 
terhadap ketidakpastian. Temuan penelitian ini menunjukkan bahwa mengintegrasikan MRK ke 
dalam strategi korporat dapat menghasilkan stabilitas keuangan yang lebih baik, alokasi sumber 
daya yang lebih efisien, dan peningkatan nilai pemegang saham. Makalah ini diakhiri dengan 
mengusulkan area penelitian di masa depan terkait integrasi praktik manajemen risiko dalam 
tata kelola dan kerangka pengambilan keputusan korporat. 
Kata Kunci: Manajemen Risiko Keuangan, Pengambilan Keputusan Korporat, Mitigasi Risiko, 
Stabilitas Keuangan, Perencanaan Strategis 
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INTRODUCTION 
Financial risk management (FRM) plays a 

critical role in the decision-making process of 
organizations. In an increasingly volatile global 
economy, companies are exposed to various 
financial risks, such as market fluctuations, 
credit risk, liquidity risk, and operational risks, 
which can significantly impact their financial 
stability and performance. As organizations 
seek to optimize decision-making, 
incorporating effective risk management 
practices has become essential to mitigating 
potential adverse effects. According to a study 
by López (2021), financial risk management 
helps firms identify, measure, and manage risks 
that can affect their bottom line, enabling better 
long-term strategic decisions. 

The integration of financial risk 
management in corporate decision-making 
helps organizations make more informed 
investment decisions, particularly in areas such 
as capital budgeting and portfolio management. 
By understanding the risks associated with 
different investment opportunities, 
organizations can allocate resources more 
effectively, maximizing returns while 
minimizing exposure to potential losses. As 
highlighted by Burcă et al., (2024), effective 
FRM practices allow firms to balance risk and 
reward in their investment strategies, leading to 
a more stable financial position. Furthermore, 
organizations with a strong risk management 
framework are better equipped to navigate 
economic downturns and unforeseen market 
changes. 

In addition to investment decisions, 
financial risk management is essential in 
strategic planning and forecasting. FRM 
provides a structured approach for analyzing 
and addressing risks that could hinder an 
organization’s long-term objectives. According 
to Pertheban et al., (2023), incorporating risk 
management into strategic planning processes 
enables businesses to anticipate and plan for 
potential challenges, leading to more resilient 
decision-making. Companies that proactively 
address risks in their strategic plans are better 
positioned to capitalize on opportunities, 
maintain competitive advantages, and achieve 
sustainable growth. 

The importance of financial risk 
management has become increasingly evident 
in the wake of recent global financial crises, 

where poor risk management practices 
contributed to widespread economic turmoil. As 
noted by ennaro & Nietlispach, (2021), 
inadequate risk management played a significant 
role in the 2008 financial crisis, highlighting the 
need for more robust financial risk management 
frameworks. In response, regulatory bodies and 
international organizations have introduced 
stricter guidelines and frameworks for risk 
management, urging firms to adopt 
comprehensive risk mitigation strategies to 
protect against future financial crises. 

Despite the clear benefits, many companies 
still struggle with implementing effective 
financial risk management strategies. One of the 
challenges is the integration of risk management 
into the corporate culture and decision-making 
processes. According to Grishunin et al., (2022), 
firms often face difficulties in aligning risk 
management practices with business objectives, 
leading to suboptimal decision-making. 
Therefore, it is crucial for organizations to foster 
a risk-aware culture that encourages proactive 
risk identification and management at all levels 
of decision-making. 

In conclusion, financial risk management 
plays a pivotal role in corporate decision-making 
by providing the tools and strategies necessary to 
navigate uncertainties and enhance 
organizational performance. However, for 
organizations to fully realize the benefits of 
FRM, it is essential to integrate risk management 
practices into the core of business decision-
making processes. This paper seeks to explore 
the various ways in which financial risk 
management influences corporate decisions, 
with a focus on investment strategies, strategic 
planning, and organizational success. 

 
METHOD 

This study employs a literature review 
methodology to assess the role of financial 
risk management (FRM) in corporate 
decision-making. A literature review is a 
systematic approach that involves 
identifying, analyzing, and synthesizing 
relevant research articles, books, and 
credible reports published on the topic. The 
focus is on studies published from 2019 
onwards to ensure that the research reflects 
the most up-to-date insights and 
developments in the field of financial risk 
management. The review process involves 
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searching academic databases such as 
Scopus, Google Scholar, and JSTOR using 
specific keywords like “financial risk 
management,” “corporate decision-
making,” and “risk mitigation strategies.” 

Selected studies are evaluated based 
on their relevance, methodology, and 
contribution to understanding the impact of 
FRM on corporate decision-making. These 
studies are then categorized into key 
themes, such as the relationship between 
risk management practices and investment 
decisions, capital budgeting, strategic 
planning, and organizational performance. 
The qualitative analysis of the literature 
includes both theoretical frameworks and 
empirical findings, allowing for a 
comprehensive understanding of how 
financial risk management influences 
corporate decision-making processes. By 
comparing and synthesizing these findings, 
this study aims to identify gaps in existing 
research and propose areas for future 
exploration in integrating FRM into 
corporate governance and strategic 
decision-making frameworks. 

 
RESULTS AND DISCUSSION 
1. The Role of Financial Risk 

Management in Investment 
Decisions 
Financial risk management plays a 

vital role in guiding investment decisions, 
enabling organizations to balance risk and 
return. By analyzing market fluctuations, 
interest rate risks, and credit exposure, 
financial risk management helps 
companies make informed investment 
choices. A robust FRM framework ensures 
that organizations allocate resources 
efficiently, minimizing potential losses 
while maximizing gains. 

Elaborating on this, risk management 
frameworks, such as value-at-risk (VaR) 
models, are frequently used by companies 
to assess the risk of investments in 
different assets (Melina et al., 2023). These 
models help in determining the potential 
losses that a portfolio might face under 
different market conditions, allowing firms 
to adjust their strategies accordingly. 
Furthermore, the use of scenario analysis 
enables companies to visualize the impact 

of various economic conditions, enhancing 
their ability to make more resilient 
decisions (Zou · et al., 2024). By 
integrating FRM into investment processes, 
organizations can protect themselves from 
market volatility while optimizing returns. 

Investment decisions are not only 
driven by the potential for profit but also by 
the ability to assess risks accurately. A 
sound risk management strategy, therefore, 
helps in determining whether the expected 
returns outweigh the associated risks, 
providing a quantitative basis for decision-
making. According to Purwandari et al., 
(2024), companies that employ 
sophisticated risk management techniques 
are more likely to make better long-term 
investment decisions, as these strategies 
ensure that risk exposure is kept within 
acceptable levels. Therefore, investment 
decisions based on a solid risk management 
framework are more likely to be aligned 
with the company's overall strategic goals. 

In conclusion, financial risk 
management is integral to making sound 
investment decisions that contribute to the 
long-term success and stability of a 
company. Through risk quantification and 
the development of strategies to mitigate 
identified risks, firms are better equipped to 
navigate market uncertainties while 
safeguarding their investments. 

 
2. Enhancement of Capital Budgeting 

Processes 
Financial risk management enhances 

capital budgeting by providing a structured 
approach to evaluating and selecting 
investment projects. Through risk-adjusted 
discount rates, sensitivity analysis, and 
Monte Carlo simulations, financial risk 
management helps assess the uncertainty 
surrounding potential projects. These 
techniques enable firms to identify and 
prioritize investments that will provide the 
best return with the least exposure to risk. 

Capital budgeting, which involves 
evaluating long-term investments such as 
infrastructure or technology projects, is 
influenced by the level of risk associated 
with these projects. By incorporating FRM 
into the budgeting process, firms can apply 
a more holistic approach to evaluating 
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potential investments. For example, the use 
of risk-adjusted return on capital 
(RAROC) allows companies to assess the 
profitability of investments after 
considering potential risks (Engelmann & 
Pham, 2020). This method provides a clear 
picture of how well a project aligns with 
the firm’s risk appetite, thus aiding in 
better decision-making. 

Additionally, sensitivity analysis 
plays a crucial role in capital budgeting by 
examining how changes in key 
assumptions (such as interest rates, 
inflation, or demand projections) affect the 
expected outcomes of investment decisions 
(kareem et al., 2023). Sensitivity analysis 
helps companies understand the level of 
uncertainty in their forecasts and assess 
whether the returns are worth the potential 
risks. In this way, capital budgeting 
becomes not only about assessing returns 
but also about understanding and 
managing the associated risks. 

By combining these risk management 
tools, firms can improve their decision-
making processes in capital budgeting, 
ensuring that only projects that meet both 
profitability and risk criteria are selected. 
This approach also increases the likelihood 
that capital investments will contribute 
positively to the company's financial 
performance in the long run. 

 
3. Influence of Risk Management on 

Strategic Planning 
Financial risk management 

significantly influences strategic planning 
by providing a comprehensive 
understanding of potential risks that could 
impact organizational goals. It allows 
companies to anticipate and plan for 
challenges, ensuring that strategic 
decisions align with the company’s risk 
tolerance and long-term objectives. 

Strategic planning involves setting 
long-term objectives and identifying the 
resources and actions needed to achieve 
them. Risk management provides a 
framework for evaluating the external and 
internal risks that could hinder the 
organization’s ability to achieve these 
objectives (Jiménez  et al, 2024). For 
instance, when developing a new product 

or entering a new market, firms often face 
risks related to consumer demand, 
competition, and regulatory changes. By 
incorporating financial risk management 
into the strategic planning process, 
organizations can identify potential risks 
early on and devise mitigation strategies to 
reduce their impact. 

Moreover, the integration of risk 
management into strategic planning allows 
for better allocation of resources. Firms can 
prioritize investments that align with their 
risk appetite and overall strategy, ensuring 
that resources are used effectively and 
efficiently. As noted by Markulik et al., 
(2024), companies that integrate risk 
management into their strategic planning 
processes are more likely to achieve 
sustainable growth and minimize the 
negative effects of unforeseen challenges. 
By identifying risks upfront, companies can 
adapt their strategies, adjust their risk 
profiles, and continue to pursue long-term 
goals even in the face of uncertainties. 

In conclusion, financial risk 
management enhances strategic planning 
by providing a clearer understanding of 
risks that could affect organizational 
objectives. This allows firms to make 
proactive adjustments, improve resource 
allocation, and increase the likelihood of 
long-term success. 

 
4. Financial Risk Management and 

Organizational Performance 
The integration of financial risk 

management practices into corporate 
decision-making processes directly impacts 
organizational performance. Organizations 
that effectively manage financial risks tend 
to experience improved financial stability, 
enhanced operational efficiency, and 
greater profitability. This is because risk 
management practices help firms avoid 
significant losses and optimize resource 
allocation. 

Financial risk management practices, 
such as credit risk analysis and liquidity 
management, directly contribute to an 
organization's ability to navigate economic 
downturns and maintain steady growth. For 
example, a firm that actively manages credit 
risk through the use of credit scoring 
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models and rigorous due diligence 
processes can minimize bad debt and avoid 
potential financial distress (Xin et al., 
2024). Similarly, liquidity risk 
management allows companies to maintain 
sufficient cash flow, ensuring that they can 
meet their obligations without resorting to 
expensive financing options. 

Moreover, organizations that 
implement comprehensive risk 
management strategies are more likely to 
be resilient during times of financial crisis 
or market disruption. As observed by 
Kwaik et al., (2023), companies with 
effective risk management frameworks 
have a higher probability of recovering 
from crises, as they are better prepared to 
handle uncertainty. This enhanced 
resilience leads to improved long-term 
performance, making risk management an 
essential component of sustainable 
organizational success. 

In summary, financial risk 
management contributes to organizational 
performance by safeguarding against 
financial shocks, optimizing resource 
allocation, and ensuring stability, even in 
turbulent economic environments. 

 
5. Challenges in Implementing 

Financial Risk Management 
Despite its importance, many 

organizations face challenges in effectively 
implementing financial risk management 
strategies. These challenges include a lack 
of skilled personnel, resistance to adopting 
risk management frameworks, and 
difficulty in quantifying certain types of 
financial risks. Overcoming these 
obstacles is critical for maximizing the 
benefits of risk management in corporate 
decision-making. 

A significant barrier to effective FRM 
implementation is the shortage of 
professionals with expertise in risk 
management. As organizations strive to 
manage increasingly complex financial 
environments, the demand for skilled risk 
managers has grown (Parsaei et al., 2024). 
However, there remains a gap between the 
supply of qualified professionals and the 
needs of companies. This gap can hinder 
the ability of organizations to develop and 

implement comprehensive risk 
management strategies, ultimately affecting 
decision-making quality. 

In addition, there is often resistance 
from senior management or key 
stakeholders to fully integrate risk 
management into corporate culture. This 
reluctance can stem from a variety of 
factors, such as a lack of understanding of 
the benefits of risk management or concerns 
about the costs associated with its 
implementation (Choi et al., 2020). 
Overcoming this resistance requires a 
cultural shift within the organization, where 
risk management is seen not as an 
additional cost but as an essential 
investment in long-term success. 

Finally, quantifying certain financial 
risks, such as operational and reputational 
risks, can be difficult. These risks are often 
intangible and not easily measurable using 
traditional financial models. Developing 
new methodologies to quantify and manage 
these risks is an ongoing challenge in the 
field of financial risk management. 

In conclusion, while financial risk 
management offers significant benefits, 
organizations must address these challenges 
to implement effective risk management 
frameworks that enhance decision-making 
and organizational success. 

 
6. Future Directions for Financial Risk 

Management in Decision-Making 
Looking ahead, the role of financial 

risk management in corporate decision-
making is expected to evolve with 
advancements in technology and data 
analytics. The growing use of artificial 
intelligence (AI) and machine learning 
(ML) in risk assessment offers new 
opportunities for companies to enhance 
their decision-making processes. 

AI and ML algorithms can analyze vast 
amounts of data in real-time, identifying 
patterns and predicting potential risks more 
accurately than traditional methods. For 
example, AI-based risk models can 
anticipate market fluctuations, credit 
defaults, and operational disruptions, 
allowing companies to respond proactively. 
This technology also enables companies to 
conduct stress tests and scenario analyses 
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more efficiently, providing a more detailed 
understanding of potential risks under 
various conditions. 

Furthermore, the integration of 
blockchain technology into financial risk 
management systems holds promise for 
improving transparency and security in 
financial transactions. Blockchain's 
decentralized nature can reduce the risk of 
fraud and improve the accuracy of 
financial reporting, ultimately 
strengthening corporate governance and 
decision-making. As these technologies 
continue to evolve, financial risk 
management will become increasingly 
sophisticated, providing companies with 
powerful tools to navigate the complexities 
of modern business environments. 

In conclusion, the future of financial 
risk management in corporate decision-
making lies in leveraging emerging 
technologies to improve risk assessment, 
enhance decision-making capabilities, and 
increase organizational resilience. 
Companies that embrace these innovations 
will be better equipped to manage risks and 
capitalize on opportunities in a rapidly 
changing business landscape. 

 
 

CONCLUSION 
This study highlights the critical role 

that financial risk management (FRM) 
plays in shaping corporate decision-
making processes. The integration of FRM 
practices allows organizations to navigate 
uncertainties in investment decisions, 
capital budgeting, and strategic planning, 
leading to more informed, risk-adjusted 
decisions. By employing various risk 
management tools such as scenario 
analysis, sensitivity analysis, and risk-
adjusted return on capital (RAROC), 
companies can identify and mitigate 
potential risks, ensuring better alignment 
with their financial and strategic 
objectives. As companies face increasing 
complexities in the global market, effective 
risk management becomes an essential 
component in maintaining financial 
stability and organizational success. 

Furthermore, the implementation of 
financial risk management frameworks 

enhances organizational performance by 
optimizing resource allocation and 
improving resilience during economic 
downturns. Companies that prioritize risk 
management are better positioned to 
withstand financial shocks and market 
disruptions, as they proactively manage 
risks related to liquidity, credit, and 
operational performance. The empirical 
evidence suggests that organizations with 
robust FRM practices exhibit superior 
financial performance and greater long-
term sustainability, reinforcing the value of 
integrating risk management into corporate 
governance. 

Lastly, while financial risk 
management offers numerous benefits, 
challenges remain in its widespread 
adoption. Issues such as the shortage of 
qualified personnel, resistance to change 
within corporate cultures, and difficulties in 
quantifying certain types of financial risks 
continue to hinder the full implementation 
of FRM frameworks. However, the 
growing advancements in technology, 
particularly artificial intelligence and 
machine learning, hold the potential to 
address some of these challenges by 
enhancing risk assessment processes and 
providing more accurate predictions. Future 
research should explore the integration of 
emerging technologies in FRM to further 
refine corporate decision-making and 
improve overall risk management practices. 

 
SUGGESTIONS AND 
ACKNOWLEDGMENTS 

This study provides valuable insights 
into the role of financial risk management 
(FRM) in corporate decision-making and its 
impact on organizational success. However, 
there are several areas that require further 
exploration. Future research could focus on 
the integration of emerging technologies, 
such as machine learning and artificial 
intelligence, into FRM practices. These 
technologies hold promise for enhancing 
risk prediction models and providing more 
accurate real-time risk assessments, which 
could improve decision-making processes. 
Additionally, further studies are needed to 
examine the challenges faced by 
organizations in implementing effective 
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FRM frameworks, particularly in small and 
medium-sized enterprises (SMEs), where 
resources and expertise may be limited. 

It is also recommended that 
organizations invest in developing a culture 
of risk awareness and train key decision-
makers in the application of financial risk 
management tools. Strengthening this 
culture can improve overall decision-
making efficiency and contribute to better 
risk mitigation strategies across the 
organization. Finally, policymakers and 
industry leaders should collaborate to 
standardize risk management practices 
across sectors to ensure a consistent 
approach to managing financial risks in the 
global marketplace. 
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thanks to the academic institutions and 
journals that provided access to critical 
resources and references, without which 
this study would not have been possible. 

 
REFERENCES 
Abdul kareem AA, Fayed ZT, Rady S, 

Amin El-Regaily S, Nema BM. 
Factors Influencing Investment 
Decisions in Financial Investment 
Companies. Systems. 2023; 11(3):146. 
https://doi.org/10.3390/systems11030
146 

Abu Kwaik N, Sweis R, Allan B, Sweis G. 
Factors Affecting Risk Management 
in Industrial Companies in Jordan. 
Administrative Sciences. 2023; 
13(5):132. 
https://doi.org/10.3390/admsci130501
32 

Burcă V, Bogdan O, Bunget O-C, 
Dumitrescu A-C. Corporate Financial 
Performance vs. Corporate 
Sustainability Performance, between 
Earnings Management and Process 
Improvement. Sustainability. 2024; 
16(17):7744. 
https://doi.org/10.3390/su16177744 

Choi D, Chung CY, Seyha T, Young J. 

Factors Affecting Organizations’ 
Resistance to the Adoption of 
Blockchain Technology in Supply 
Networks. Sustainability. 2020; 
12(21):8882. 
https://doi.org/10.3390/su12218882 

Engelmann B, Pham H. A Raroc Valuation 
Scheme for Loans and Its Application 
in Loan Origination. Risks. 2020; 
8(2):63. 
https://doi.org/10.3390/risks8020063 

Gennaro A, Nietlispach M. Corporate 
Governance and Risk Management: 
Lessons (Not) Learnt from the 
Financial Crisis. Journal of Risk and 
Financial Management. 2021; 
14(9):419. 
https://doi.org/10.3390/jrfm14090419 

Grishunin S, Suloeva S, Burova E. 
Development of Risk Management 
Mechanism and the System of Risk 
Metrics to Evaluate and Enhance the 
Long-Term Orientation of the 
Strategies of Non-Financial 
Companies. Risks. 2022; 10(9):182. 
https://doi.org/10.3390/risks10090182 

Jiménez A, Arrieta Y, Nuñez MA, 
Villanueva E. Management of Strategic 
Risks for the Sustainability of SMEs in 
the Manufacturing Sector in Antioquia. 
Sustainability. 2024; 16(5):2094. 
https://doi.org/10.3390/su16052094 

Markulik Š, Šolc M, Blaško P. Use of Risk 
Management to Support Business 
Sustainability in the Automotive 
Industry. Sustainability. 2024; 
16(10):4308. 
https://doi.org/10.3390/su16104308 

Melina, Sukono, Napitupulu H, Mohamed 
N. A Conceptual Model of Investment-
Risk Prediction in the Stock Market 
Using Extreme Value Theory with 
Machine Learning: A Semisystematic 
Literature Review. Risks. 2023; 
11(3):60. 
https://doi.org/10.3390/risks11030060 

Parsaei M, Askarany D, Maleki M, Rahmani 
A. Risk Management in Product 
Diversification: The Role of 
Managerial Overconfidence in Cost 
Stickiness—Evidence from Iran. Risks. 
2024; 12(10):150. 
https://doi.org/10.3390/risks12100150 



5850 

2024. COSTING:Journal of Economic, Business and Accounting 7(6):5843-5850                   

 

Pertheban TR, Thurasamy R, Marimuthu 
A, Venkatachalam KR, Annamalah S, 
Paraman P, Hoo WC. The Impact of 
Proactive Resilience Strategies on 
Organizational Performance: Role of 
Ambidextrous and Dynamic 
Capabilities of SMEs in 
Manufacturing Sector. Sustainability. 
2023; 15(16):12665. 
https://doi.org/10.3390/su151612665 

Purwandari T, Hidayat Y, Sukono, Kalfin, 
Ibrahim RA, Subiyanto. Development 
of the Black–Scholes Model for 
Determining Insurance Premiums to 
Mitigate the Risk of Disaster Losses 
Using the Principles of Mutual 
Cooperation and Regional Economic 
Growth. Risks. 2024; 12(7):110. 
https://doi.org/10.3390/risks12070110 

Ruiz-Canela López J. How Can Enterprise 
Risk Management Help in Evaluating 
the Operational Risks for a 
Telecommunications Company? 
Journal of Risk and Financial 
Management. 2021; 14(3):139. 
https://doi.org/10.3390/jrfm14030139 

Xin A, Khalid M, Nisar S, Riaz I. Financial 
Sustainability and Corporate Credit 
Risk: Moderating Role of Earnings 
Management. Sustainability. 2024; 
16(13):5747. 
https://doi.org/10.3390/su16135747 

Zou X, Dai W, Meng S. The Impacts of 
Digital Finance on Economic 
Resilience. Sustainability. 2024; 
16(17):7305. 
https://doi.org/10.3390/su16177305 

 


