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Economic Decision Making 
and Risk Management: 
How They Can Relate
Brian J. Galli, Long Island University, Brookville, USA

ABSTRACT

Thedefinitionoflong-termobjectivesincorporatemanagementaswellasmeansofachievingthem
isoftenassociatedwithuncertainty.Thereasonforthisisapparent:managersincorporateentities
cannotpredictallcircumstances,whetherpositiveornegative,thatislikelytooccurinthefuture.
Managementduringthedecision-makingprocessmustbeabletomakeinformeddecisionsgiventhe
existenceofinsecuritiesanduncertaintiesinthecourseofbusinessoperations.Managementmust,
therefore,takeintoaccounttherisksthatmightoccurinthefuture.Asaresult,thisarticleaimsat
discussingtherisksaffectingcorporateentities.Thepaperalsodefinesandanalyzestherisks,thus
explaininghowbusinessentitiescantacklethemthroughmakinginformedbusinessdecisions.
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1. INTRoDUCTIoN

1.1. Topic Background
Decision-makingistheprocessofgeneratingalternateplansofactionandchoosingtheappropriate
measuresforeachsituation(Galli,2018).Therearetwoessentialpartstothedecision-makingprocess:

1. Identifyalternativemeasurestotake,whichmeansthatthemostidealsolutionmaynotexistor
beidentifiable

2. Decideonasuitablealternative,whichmeansthatthereisaprocessofacceptingand/orrejecting
certainoptions

Morespecifically,economicdecision-makinginvolvesmakingfinancialbusinesschoices.Using
someaccountingdataisrequiredwithanyeconomicdecisionanditistypicalfordatatocomein
theformoffinancialreports.Whenusingaccountingdatatomakeeconomicdecisions,onemust
understandthebusinessandeconomicenvironmentinwhichaccountinginformationisproduced.
Additionally,onemustbewillingtoapplyanynecessarytimeandenergytodecipheraccounting
statements.Therearetwotypesofeconomicdecision-makers:internalandexternal.Internaldecision-
makersareindividualsworkingwithinacompanyandmakingchoicesonitsbehalf,whereasexternal
decision-makersworkoutsideoforganizations tomakedecisions for the company (Galli, 2018;
Galli,2017).
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Recentnewsfeaturesmajorcorporationsinthefinancialsectorandnon-financialinstitutions
forfailuresrelatingtoriskmanagement.Thesefailureswereoftenrootedwithinpoorleadership,
asmanagementboardsdidnotfullyconsidertheriskstakenbythecompanies.Suchrisksinclude
recklesslyengaginginriskyinvestmentsorutilizingfaultyriskmanagementsystems(Galli,Kaviani,
Bottani,andMurino,2017;Sunetal.,2014).Someexamplesofcorporatemistakesderivedfrom
failedriskmanagementsystemsareenvironmentaldisasters(theWaterHorizonandBhopal)and
accountingfraud(OlympusandWorldCOM).

The importance of a comprehensive and effective risk management system cannot be over-
emphasized.Themanagementofcorporateentitiesshouldconsidervariousrisksintheprocessof
makingdecisionstodeterminethemostoptimalprocessofbusinessoperations.

1.2. Research Background
Latestreportsindicatethattheglobaleconomyisgrowingsignificantly.TheglobalGrossDomestic
Productwasexpectedtoincreasefrom2.8%to3.1%in2018(Chatrabgoun,Hosseinian-Far,Chang,
Stocks,&Daneshkhah,2018;Galli,2018).Stableeconomiczones,suchas theEurozone,were
expected to take the lead in economicgrowth compared toother economicblocs.However, the
2017WorldEconomicreportidentifiedanumberofredflags,suchasincreasedsocialunrestinthe
MiddleEastandNorthAfrica.Suchresultsinwideningofincomegaps,risingunemploymentrates,
climatechange,andconstantcybercrimes.Alltheseaffectthegrowthofthefutureglobaleconomy
(Chatrabgoun,Hosseinian-Far,Chang,Stocks,&Daneshkhah,2018;Galli,2018;Galli,Kaviani,
Bottani,andMurino,2017;Salter,2015).

Widespreadfailureinriskmanagementisaleadingcauseoffinancialcrisesinmanyorganizations
aroundtheworld.Thestudyoffinancialcrisiscasesrevealsthatenterprisesfailedtomanageriskin
theirbusinessoperationsorfailedtorevisecorporatestrategiestobeinlinewithbusiness-critical
risks.Also,risksmanagersintheseinstitutionsworkedseparatelyfromtherestofmanagementin
implementingtheorganization’sstrategy,whichcreatingagapallowingformucherrorandmistake.
Asaresult,boardsofmanagementwerenotawareofthevariousrisksthecompanieswerefacing.

Regulators and standard formulators should understand that risk-taking elimination is not
effectivemanagementofrisk.Anobjectiveshouldbeformulatedtoensuretheunderstandingand
managementisappropriatelycommunicatedwithintheorganization.Additionally,implementation
ofeffective riskmanagement requiresanapproachbasedon theoverall settingof theenterprise
rather than individual treatmentof thecompanyunits (Adametal.,2015).Theboardshouldbe
involvedinformulationandreviewofriskmanagementstructures.Theboardshouldalsoformulate
thecorporatestrategyinlightoftherisk.Thecompany’smanagementandcontrolfunctionsshould
beautonomousfromprofitcenters,andtheoverallriskmanagershouldberesponsibleforreporting
directlytothedirectorsoftheboard.

Studyhasfoundthatsuccessfulcompaniessettoavoidtroublethroughpropergovernanceand
compliance,aswellperformanceimprovementthroughinnovativeexperimentsandexcellencein
operationstocombatrisk.Protectionfromdownsiderisksinleadingcompaniesinvolvesclinical
strategies.Themanagementofthiscompany’susesperiodicallyupdatedriskmanagementsystems
thathelpinidentifyingoperation-criticalrisksandreviewvariouswaysofmanagingrisk-proneareas.
Bothqualitativeandquantitativeapproachesareusedtoexplorerisktoleranceintheseorganizations.
Criticalriskisoftenemphasized,andtheboardofmanagementisnotifiedearlythroughnotification
systemswhentheriskisabouttoexceedacceptableproportions(Rampinietal.,2014).Therefore,
riskintelligenceisfortifiedtoeasedecision-making.Indeed,theperformancescorecardsofexecutive
managementarelinkedtoriskmanagementperformance.

Mostcompanieshaveproperintentionsinassessingandcontrollingenterprise-widerisks,but
therearecognitivebiases,whichreducetheeffectivenessoftheirriskmanagementstructures.These
biasesemphasizeexperiencewhereriskmanagersfail toplanagainstarisk,whichthecompany
never experienced. The executive management focuses on well-known financial risks and risk
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