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Abstract

This study investigates how the management of corporate risks, particularly 
through the use of derivatives, influences a company’s capital structure and its 
overall characteristics. The investigation utilizes a systematic literature review 
(SLR) approach to analyse previous research on the strategies organizations 
implement to address financial, operational, and strategic risks using derivatives. 
The findings indicate that effective risk management, particularly through hedg-
ing, stabilizes cash flows, reduces costs linked to financial distress, and enhances 
the company’s market value. The study emphasizes the necessity of incorporating 
risk management practices into corporate governance frameworks to improve 
decision-making quality. Additionally, the study points out areas requiring fur-
ther investigation and proposes future research on the role of artificial intelli-
gence (AI) and machine learning in risk management. The study provides valuable 
insights for researchers and practitioners, aiding in the connection between aca-
demic knowledge and real-world applications in risk management.
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Introduction

The role of corporate risk management (CRM) has emerged as an essential aspect 
in contemporary business strategies, playing a key role in protecting businesses 
from various uncertainties that could jeopardize their financial health and future 
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success. As the world’s markets become more linked and volatile, the need to 
identify, evaluate, and reduce risks has grown significantly. CRM involves a vari-
ety of methods and tools aimed at handling both financial and operational risks, 
ensuring that businesses can navigate challenges like market volatility, credit 
risks, regulatory shifts, and geopolitical events.

Fundamentally, CRM depends on the strategic utilization of derivatives, insur-
ance, and other financial instruments that assist companies in shielding them-
selves from potential losses. These tools not only shield businesses from potential 
downsides but also allow them to improve their capital structures, maintain liquid-
ity, and increase the overall worth of the company. The incorporation of risk man-
agement into the framework of corporate governance and decision-making 
highlights a wider acknowledgment that managing risk is about more than merely 
avoiding losses; it is also about seizing chances for expansion and innovation in a 
world that is becoming more complex.

This introduction lays the groundwork for delving into the various facets of 
CRM, including its effects on the capital structure, characteristics of the firm, and 
its wider implications for business strategy in a complex global economy. Despite 
the increasing focus on enterprise risk management (ERM) as a key strategy for 
improving an organization’s ability to withstand challenges, there’s still disagree-
ment on the best approaches and their effects on a company’s success. While 
recent studies have made progress in examining different parts of ERM, the vari-
ety of methods and situations these studies cover have resulted in scattered find-
ings. This situation poses a difficulty for both academics and professionals in 
figuring out the best way to apply ERM in various company contexts. Furthermore, 
the quick progress in technology, especially in data analysis and artificial intelli-
gence (AI), has introduced new dimensions to ERM that are not fully understood 
or included in current models. As companies deal with more complicated risks, 
the importance of having a thorough and unified understanding of ERM practices 
and their results has become more crucial.

This research aims to fill these gaps by analyzing and summarizing the latest 
studies on ERM, with the goal of pinpointing top practices, common obstacles, 
and areas that need more investigation. By doing this, it seeks to offer a more 
precise guide for the successful application and development of ERM in today’s 
business settings.

1. To examine the research methodologies and previous studies on CRM.
2. To highlight the research gaps and future direction of risk management.

Methodology

A systematic literature review (SLR) displayed in Table 1 was carried out to offer 
a detailed and sophisticated insight into the previous research related to corporate 
social responsibility (CSR) within the particular domain of the hotel sector. An 
SLR is a commonly employed research technique designed to pinpoint, assess, 
and scrutinize the current scholarly works on a particular theme or area in a thor-
ough and critical way. The chosen keywords were merged employing Boolean 



T
ab

le
 1

. C
or

po
ra

te
 R

is
k 

M
an

ag
em

en
t 

Li
te

ra
tu

re
 R

ev
ie

w
.

A
ut

ho
r(

s)
Y

ea
r

M
ai

n 
Fo

cu
s

K
ey

 F
in

di
ng

s
T

he
or

et
ic

al
 F

ra
m

ew
or

k
M

et
ho

do
lo

gy

A
lla

ya
nn

is
 &

 
W

es
to

n
20

01
Ex

am
in

es
 t

he
 r

el
at

io
ns

hi
p 

be
tw

ee
n 

th
e 

va
lu

e 
of

 fi
rm

 a
nd

 
fo

re
ig

n 
cu

rr
en

cy

Fi
rm

s 
us

in
g 

de
ri

va
tiv

es
 h

av
e 

hi
gh

er
 m

ar
ke

t 
va

lu
es

, a
s 

de
ri

va
tiv

es
 r

ed
uc

e 
ri

sk
 a

nd
 e

nh
an

ce
 

va
lu

e 
cr

ea
tio

n 
op

po
rt

un
iti

es

M
od

er
n 

Po
rt

fo
lio

 T
he

or
y 

(M
PT

), 
R

is
k 

M
an

ag
em

en
t 

T
he

or
ie

s

Em
pi

ri
ca

l s
tu

dy
 o

n 
U

S 
no

n-
fin

an
ci

al
 fi

rm
s

G
ra

ha
m

 &
 

R
og

er
s

20
02

In
ve

st
ig

at
es

 w
he

th
er

 fi
rm

s 
us

e 
he

dg
in

g 
to

 m
an

ag
e 

ta
x-

in
du

ce
d 

fin
an

ci
al

 c
on

st
ra

in
ts

H
ed

gi
ng

 in
cr

ea
se

s 
de

bt
 c

ap
ac

ity
 b

y 
re

du
ci

ng
 

ca
sh

 fl
ow

 v
ol

at
ili

ty
, o

pt
im

iz
in

g 
ca

pi
ta

l s
tr

uc
tu

re
, 

an
d 

m
in

im
iz

in
g 

ta
x 

bu
rd

en
s

T
ra

de
-O

ff 
T

he
or

y 
of

 C
ap

ita
l 

St
ru

ct
ur

e
Em

pi
ri

ca
l a

na
ly

si
s 

us
in

g 
ta

x 
an

d 
he

dg
in

g 
da

ta

C
ar

te
r 

et
 a

l.
20

02
Fo

cu
se

s 
on

 t
he

 im
pa

ct
 o

f f
ue

l 
he

dg
in

g 
in

 t
he

 a
ir

lin
e 

in
du

st
ry

Fu
el

 h
ed

gi
ng

 r
ed

uc
es

 o
pe

ra
tio

na
l r

is
k 

an
d 

le
ad

s 
to

 m
or

e 
st

ab
le

 c
as

h 
flo

w
s,

 im
pr

ov
in

g 
fir

m
 

pr
of

ita
bi

lit
y

M
od

er
n 

Po
rt

fo
lio

 T
he

or
y 

(M
PT

), 
R

is
k 

A
ve

rs
io

n 
T

he
or

y
C

as
e 

st
ud

y 
of

 U
S 

ai
rl

in
es

K
ap

la
n 

&
 M

ik
es

20
12

Pr
es

en
ts

 a
 fr

am
ew

or
k 

fo
r 

ha
nd

lin
g 

va
ri

ou
s 

ki
nd

s 
of

 r
is

ks
 

w
ith

in
 c

om
pa

ni
es

O
pe

ra
tio

na
l a

nd
 s

tr
at

eg
ic

 r
is

k 
m

an
ag

em
en

t 
sh

ou
ld

 b
e 

in
te

gr
at

ed
 in

to
 a

 b
ro

ad
er

 c
or

po
ra

te
 

st
ra

te
gy

 t
o 

en
su

re
 lo

ng
-t

er
m

 s
uc

ce
ss

St
ak

eh
ol

de
r 

T
he

or
y,

 R
is

k 
M

an
ag

em
en

t 
Fr

am
ew

or
ks

C
on

ce
pt

ua
l f

ra
m

ew
or

k 
w

ith
 

re
al

-w
or

ld
 e

xa
m

pl
es

Be
as

le
y 

et
 a

l.
20

05
A

na
ly

se
s 

th
e 

fa
ct

or
s 

in
flu

en
ci

ng
 

th
e 

im
pl

em
en

ta
tio

n 
of

 e
nt

er
pr

is
e 

ri
sk

 m
an

ag
em

en
t

O
rg

an
iz

at
io

ns
 w

ith
 r

ob
us

t 
co

rp
or

at
e 

go
ve

rn
an

ce
 fr

am
ew

or
ks

 (
e.

g.
, r

is
k 

co
m

m
itt

ee
s)

 
te

nd
 t

o 
ha

ve
 m

or
e 

ef
fe

ct
iv

e 
ri

sk
 m

an
ag

em
en

t

A
ge

nc
y 

T
he

or
y,

 C
or

po
ra

te
 

G
ov

er
na

nc
e 

T
he

or
ie

s
Su

rv
ey

 a
nd

 e
m

pi
ri

ca
l a

na
ly

si
s

Je
ns

en
 &

 
M

ec
kl

in
g

19
76

D
is

cu
ss

es
 t

he
 r

ol
e 

of
 a

ge
nc

y 
co

st
s 

in
 c

or
po

ra
te

 d
ec

is
io

n-
m

ak
in

g,
 in

cl
ud

in
g 

ri
sk

 
m

an
ag

em
en

t

M
an

ag
er

s 
m

ay
 e

ng
ag

e 
in

 r
is

k 
m

an
ag

em
en

t 
to

 
al

ig
n 

th
ei

r 
ac

tio
ns

 w
ith

 s
ha

re
ho

ld
er

 in
te

re
st

s,
 

re
du

ci
ng

 a
ge

nc
y 

co
nf

lic
ts

A
ge

nc
y 

T
he

or
y

T
he

or
et

ic
al

 a
na

ly
si

s

Li
eb

en
be

rg
 &

 
H

oy
t

20
03

Ex
am

in
es

 t
he

 fa
ct

or
s 

le
ad

in
g 

to
 

th
e 

ap
po

in
tm

en
t 

of
 C

hi
ef

 R
is

k 
O

ffi
ce

rs
 (

C
R

O
s)

Fi
rm

s 
ap

po
in

t 
C

R
O

s 
w

he
n 

th
ey

 fa
ce

 c
om

pl
ex

 
ri

sk
s,

 in
di

ca
tin

g 
th

e 
ne

ed
 fo

r 
sp

ec
ia

liz
ed

 r
is

k 
m

an
ag

em
en

t 
ro

le
s 

w
ith

in
 t

he
 fi

rm

C
or

po
ra

te
 G

ov
er

na
nc

e 
T

he
or

ie
s,

 S
ta

ke
ho

ld
er

 T
he

or
y

Em
pi

ri
ca

l s
tu

dy
 b

as
ed

 o
n 

U
S 

fir
m

s

Pa
ga

ch
 &

 W
ar

r
20

11
In

ve
st

ig
at

es
 fi

rm
 c

ha
ra

ct
er

is
tic

s 
re

la
te

d 
to

 t
he

 h
ir

in
g 

of
 C

R
O

s
Fi

rm
s 

in
 h

ig
h-

ri
sk

 in
du

st
ri

es
, w

ith
 c

om
pl

ex
 

op
er

at
io

na
l e

nv
ir

on
m

en
ts

, a
re

 m
or

e 
lik

el
y 

to
 

hi
re

 C
R

O
s 

to
 m

an
ag

e 
ri

sk

A
ge

nc
y 

T
he

or
y,

 S
ta

ke
ho

ld
er

 
T

he
or

y
Em

pi
ri

ca
l a

na
ly

si
s 

us
in

g 
fir

m
-

le
ve

l d
at

a

(T
ab

le
 1

 c
on

tin
ue

d)



A
ut

ho
r(

s)
Y

ea
r

M
ai

n 
Fo

cu
s

K
ey

 F
in

di
ng

s
T

he
or

et
ic

al
 F

ra
m

ew
or

k
M

et
ho

do
lo

gy

St
ul

z
19

96
Pr

ov
id

es
 a

 c
on

ce
pt

ua
l r

et
hi

nk
in

g 
of

 r
is

k 
m

an
ag

em
en

t 
in

 fi
rm

s
A

rg
ue

s 
th

at
 r

is
k 

m
an

ag
em

en
t 

sh
ou

ld
 fo

cu
s 

on
 r

is
ks

 t
ha

t 
ha

ve
 t

he
 g

re
at

es
t 

im
pa

ct
 o

n 
fir

m
 

va
lu

e,
 r

at
he

r 
th

an
 m

in
im

iz
in

g 
al

l r
is

ks

T
ra

de
-O

ff 
T

he
or

y 
of

 C
ap

ita
l 

St
ru

ct
ur

e,
 R

is
k 

M
an

ag
em

en
t 

T
he

or
ie

s

T
he

or
et

ic
al

 fr
am

ew
or

k 
w

ith
pr

ac
tic

al
 a

pp
lic

at
io

ns

T
uf

an
o

19
96

St
ud

ie
s 

ri
sk

 m
an

ag
em

en
t 

pr
ac

tic
es

 in
 t

he
 g

ol
d 

m
in

in
g 

in
du

st
ry

Fi
rm

s 
in

 t
he

 g
ol

d 
m

in
in

g 
in

du
st

ry
 a

ct
iv

el
y 

m
an

ag
e 

pr
ic

e 
ri

sk
s 

th
ro

ug
h 

de
ri

va
tiv

es
 t

o 
st

ab
ili

ze
 r

ev
en

ue
s

M
od

er
n 

Po
rt

fo
lio

 T
he

or
y 

(M
PT

), 
R

is
k 

A
ve

rs
io

n 
T

he
or

y
Em

pi
ri

ca
l s

tu
dy

 o
n 

go
ld

 m
in

in
g 

co
m

pa
ni

es

M
in

to
n 

&
 

Sc
hr

an
d

19
99

A
na

ly
se

s 
ho

w
 c

as
h 

flo
w

 v
ol

at
ili

ty
 

af
fe

ct
s 

fir
m

 in
ve

st
m

en
t 

an
d 

fin
an

ci
ng

 c
os

ts

Fi
rm

s 
w

ith
 h

ig
he

r 
ca

sh
 fl

ow
 v

ol
at

ili
ty

 fa
ce

 h
ig

he
r 

co
st

s 
of

 d
eb

t 
an

d 
eq

ui
ty

, p
ro

m
pt

in
g 

th
em

 t
o 

m
an

ag
e 

ri
sk

 t
hr

ou
gh

 h
ed

gi
ng

T
ra

de
-o

ff 
T

he
or

y 
of

 C
ap

ita
l 

St
ru

ct
ur

e
Em

pi
ri

ca
l s

tu
dy

 u
si

ng
 fi

na
nc

ia
l 

da
ta

 fr
om

 fi
rm

s

N
oc

co
 &

 S
tu

lz
20

06
D

is
cu

ss
es

 t
he

 t
he

or
y 

an
d 

pr
ac

tic
e 

of
 e

nt
er

pr
is

e 
ri

sk
 m

an
ag

em
en

t 
(E

R
M

)

ER
M

 in
te

gr
at

es
 r

is
k 

m
an

ag
em

en
t 

ac
ro

ss
 t

he
 

fir
m

, h
el

pi
ng

 fi
rm

s 
to

 b
et

te
r 

m
an

ag
e 

ri
sk

s 
ho

lis
tic

al
ly

 a
nd

 im
pr

ov
e 

fir
m

 v
al

ue

En
te

rp
ri

se
 R

is
k 

M
an

ag
em

en
t 

T
he

or
ie

s,
 S

ta
ke

ho
ld

er
 T

he
or

y
T

he
or

et
ic

al
 a

na
ly

si
s 

w
ith

 
pr

ac
tic

al
 c

as
e 

st
ud

ie
s

Fr
oo

t 
et

 a
l.

19
93

Ex
pl

or
es

 t
he

 r
el

at
io

ns
hi

p 
be

tw
ee

n 
co

rp
or

at
e 

in
ve

st
m

en
t 

an
d 

ri
sk

 m
an

ag
em

en
t 

pr
ac

tic
es

Fi
rm

s 
th

at
 m

an
ag

e 
ri

sk
s 

ca
n 

be
tt

er
 a

lig
n 

in
ve

st
m

en
t 

an
d 

fin
an

ci
ng

 d
ec

is
io

ns
, i

m
pr

ov
in

g 
ov

er
al

l f
in

an
ci

al
 s

ta
bi

lit
y

C
or

po
ra

te
 F

in
an

ce
 T

he
or

y,
 

R
is

k 
M

an
ag

em
en

t 
T

he
or

ie
s

T
he

or
et

ic
al

 a
na

ly
si

s 
w

ith
 

em
pi

ri
ca

l e
xa

m
pl

es

G
ua

y 
&

 
K

ot
ha

ri
20

03
In

ve
st

ig
at

e 
th

e 
ex

te
nt

 o
f 

de
ri

va
tiv

es
 u

se
 a

m
on

g 
fir

m
s

Fi
rm

s 
us

in
g 

de
ri

va
tiv

es
 h

ed
ge

 o
nl

y 
a 

sm
al

l 
fr

ac
tio

n 
of

 t
he

ir
 r

is
k 

ex
po

su
re

, i
nd

ic
at

in
g 

lim
ita

tio
ns

 in
 r

is
k 

m
an

ag
em

en
t 

pr
ac

tic
es

M
od

er
n 

Po
rt

fo
lio

 T
he

or
y 

(M
PT

), 
R

is
k 

A
ve

rs
io

n 
T

he
or

y
Em

pi
ri

ca
l a

na
ly

si
s 

us
in

g 
da

ta
 o

n 
de

ri
va

tiv
es

 u
se

Ba
rt

ra
m

 e
t 

al
.

20
11

Ex
am

in
es

 t
he

 e
ffe

ct
s 

of
 

de
ri

va
tiv

es
 u

se
 o

n 
fir

m
 r

is
k 

an
d 

va
lu

e

D
er

iv
at

iv
es

 r
ed

uc
e 

fir
m

 r
is

k 
bu

t 
ha

ve
 m

ix
ed

 
ef

fe
ct

s 
on

 fi
rm

 v
al

ue
 d

ep
en

di
ng

 o
n 

th
e 

fir
m

’s
 

ov
er

al
l r

is
k 

pr
of

ile

M
od

er
n 

Po
rt

fo
lio

 T
he

or
y 

(M
PT

), 
R

is
k 

M
an

ag
em

en
t 

T
he

or
ie

s

Em
pi

ri
ca

l s
tu

dy
 u

si
ng

 g
lo

ba
l d

at
a

Br
ow

n 
&

 
K

ap
ad

ia
20

07
A

na
ly

se
s 

th
e 

re
la

tio
ns

hi
p 

be
tw

ee
n 

fir
m

-s
pe

ci
fic

 r
is

k 
an

d 
eq

ui
ty

 m
ar

ke
t 

de
ve

lo
pm

en
t

Fi
rm

s 
in

 m
or

e 
de

ve
lo

pe
d 

eq
ui

ty
 m

ar
ke

ts
 t

en
d 

to
 e

ng
ag

e 
in

 b
et

te
r 

ri
sk

 m
an

ag
em

en
t 

pr
ac

tic
es

 
to

 lo
w

er
 fi

rm
-s

pe
ci

fic
 r

is
ks

C
ap

ita
l M

ar
ke

t 
D

ev
el

op
m

en
t 

T
he

or
y,

 R
is

k 
M

an
ag

em
en

t 
T

he
or

ie
s

Em
pi

ri
ca

l s
tu

dy
 u

si
ng

 g
lo

ba
l 

m
ar

ke
t 

da
ta

Sm
ith

 &
 S

tu
lz

19
85

In
ve

st
ig

at
es

 t
he

 fa
ct

or
s 

th
at

 d
ri

ve
 

fir
m

s 
to

 h
ed

ge
Fi

rm
s 

he
dg

e 
to

 m
an

ag
e 

fin
an

ci
al

 d
is

tr
es

s 
co

st
s,

 r
ed

uc
e 

ta
xe

s,
 a

nd
 a

lig
n 

w
ith

 m
an

ag
er

ia
l 

in
ce

nt
iv

es
, c

on
tr

ib
ut

in
g 

to
 fi

rm
 v

al
ue

A
ge

nc
y 

T
he

or
y,

 T
ax

 S
hi

el
d 

T
he

or
y

T
he

or
et

ic
al

 a
nd

 e
m

pi
ri

ca
l 

an
al

ys
is

(T
ab

le
 1

 c
on

tin
ue

d)



Bedi 5

logic operators, such as “OR” and “AND,” through the use of logical connectors. 
The task of examining academic literature included a methodical search for arti-
cles, working papers, and reports that had been peer-reviewed and were published 
in prestigious journals and academic databases like Scopus. Terms like “corporate 
risk management,” “financial risk,” “operational risk,” “strategic risk,” “deriva-
tives,” “hedging,” and “capital structure” were used.

Results and Discussion

Many studies explore how the use of financial instruments like options, forwards, 
futures, and swaps affects the performance of companies. The evidence gathered 
suggests that companies employing these financial tools can lower the fluctua-
tions in their earnings and the expenses related to financial distress, ultimately 
enhancing their overall worth. For instance, findings from Allayannis and Weston 
(2001) indicated that firms utilizing foreign currency derivatives for hedging pur-
poses typically have a greater market value than those that do not. Research also 
shows that managing risk can influence a company’s financial structure by easing 
financial constraints and reducing the cost of borrowing. For example, Graham 
and Rogers (2002) showed that companies that manage risk through derivatives 
are better positioned to incur debt due to the stabilization of their cash flows, 
which enhances their financial structure. While the field of financial risk manage-
ment is well-explored, there is an increasing focus on operational and strategic 
risk management. Operational risk management, which includes efforts to miti-
gate supply chain risks and enhance IT security, is crucial for ensuring the conti-
nuity of business operations. On the other hand, strategic risk management 
addresses issues related to market competition, regulatory changes, and techno-
logical disruptions.

Research conducted by Kaplan and Mikes (2012) highlights the necessity of 
incorporating risk management into the strategic decision-making process to 
enhance a company’s long-term performance. The role of corporate governance in 
CRM is also a subject of extensive investigation. Organizations with robust gov-
ernance structures are more inclined to implement effective risk management 
practices. The implementation of CRM strategies can differ significantly across 
various sectors. Industries such as energy, finance, and manufacturing, for 
instance, possess unique risk profiles and therefore utilize distinct risk manage-
ment approaches. For example, energy firms typically prioritize addressing risks 
linked to fluctuations in commodity prices, while financial institutions focus on 
managing risks associated with credit and interest rates. Studies by Carter et al. 
(2002) in the airline industry, for example, show how hedging against fuel prices 
can reduce operational risk and boost profitability.

Conclusion

This research has in-depth explored how CRM, especially through the strategic 
application of financial derivatives, plays a crucial role in forming the capital 
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structures of companies and affecting their overall traits. The results indicate that 
firms that adopt risk management strategies, like using financial derivatives for 
hedging, can more effectively manage their cash inflows, lower the expenses 
related to financial difficulties, and, in turn, boost their market worth. Additionally, 
incorporating risk management into the governance of a company has been dem-
onstrated to enhance the decision-making capabilities of businesses, enabling 
them to better deal with market fluctuations. By combining previous studies and 
presenting concrete evidence, this research provides valuable perspectives for 
scholars and professionals alike. It closes the gap between academic theories and 
real-world applications, showing how proficient risk management can act as an 
essential instrument for companies operating in complex and unpredictable mar-
kets. Furthermore, the research highlights the significance of strong corporate 
governance in executing successful risk management approaches, providing a 
detailed roadmap for future studies and practical applications in this field. As data 
analytics, AI, and machine learning progress quickly, upcoming studies might 
investigate the ways these technologies can be incorporated into risk management 
strategies. Grasping the potential of AI-powered models to forecast and reduce 
risks efficiently could be essential for enhancing corporate governance and the 
process of making decisions.
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