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Abstract. Under the background of global economy, small and medium-sized 

enterprises, as activists of market economy, are facing unprecedented opportu-

nities and challenges. In order to enhance market competitiveness and expand 

business territory, many small and medium-sized enterprises have embarked on 

the road of diversification strategy. This strategy aims to optimize the allocation 

of resources, disperse business risks and find new growth points through 

cross-domain or cross-industry business expansion. However, diversification 

strategy is not a smooth road, it is like a double-edged sword, which brings op-

portunities and also hides huge financial risks. Therefore, it is of great signifi-

cance to deeply analyze the financial risks of small and medium-sized enterprises 

from the perspective of diversification strategy and put forward practical pre-

ventive countermeasures for promoting the healthy and stable development of 

small and medium-sized enterprises. 
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1 Introduction 

With the in-depth development of global economic integration and increasingly fierce 

market competition, small and medium-sized enterprises are facing unprecedented 

challenges. In order to occupy a place in the market, many enterprises have begun to 

explore and implement diversification strategies to seek new growth points, disperse 

business risks and improve resource utilization efficiency. However, diversification 

strategy is not achieved overnight, which requires enterprises to make comprehensive 

and in-depth adjustments in business expansion, resource integration, management 

coordination and other aspects. In this process, financial risk has become one of the 

key factors restricting the successful implementation of the diversification strategy of 

small and medium-sized enterprises[1]. Therefore, how to effectively identify and 

prevent financial risks under the diversification strategy has become an important 

issue that small and medium-sized enterprises need to solve urgently. 
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2 Analysis of the Financial Risks of SMEs 

Lack of funds is the primary financial risk faced by small and medium-sized enter-
prises[2]. At the beginning of the enterprise, the source of funds was limited, mainly 
relying on the entrepreneurs' own funds and a small amount of bank loans. With the 
expansion of business, the demand for working capital has increased sharply, which is 
used to purchase raw materials, pay employees' wages and expand production scale. 
However, it is often difficult for SMEs to obtain sufficient credit support from tradi-
tional financial institutions, and the financing channels are narrow and costly. Factors 
such as low credit rating, lack of sufficient collateral and lack of transparency of fi-
nancial information make banks and other financial institutions reluctant to lend to 
them, which leads enterprises to be stretched in capital turnover. Once they encounter 
market fluctuations or seasonal sales lows, the capital chain is easy to break and fall 
into financial difficulties. 

Poor management of accounts receivable brings great financial risks to small and 
medium-sized enterprises. In order to expand sales, enterprises often adopt the strate-
gy of selling on credit, but they face many challenges in the process of collecting 
accounts receivable. The customer credit evaluation system is not perfect, which leads 
some customers with poor credit to obtain credit sales qualifications and increase 
overdue accounts. The limited and untimely collection means of enterprises and the 
lack of effective internal accounts receivable tracking and management mechanism 
make a lot of funds occupied on accounts receivable, which affects the normal turno-
ver and efficiency of funds. The risk of bad debts also increases. Once the customer 
has operational difficulties or goes bankrupt, the accounts receivable may not be re-
covered, which will directly cause economic losses, erode profits and weaken the 
solvency of the enterprise[3]. Due to the small scale of enterprises and the lack of pro-
fessional investment analysts, scientific methods and comprehensive considerations 
are often lacking in the evaluation of investment projects. Some enterprises blindly 
follow the trend to invest in hot industries or projects, without fully combining their 
core business, resource advantages and market demand for feasibility studies.  

3 Identification and Analysis of Financial Risks of Small and 
Medium-sized Enterprises Under Diversification Strategy 

3.1 Classification and Manifestations of Financial Risks 

Under the diversification strategy, the financial risks faced by small and medi-
um-sized enterprises mainly include market risk, capital risk, management risk and 
integration risk. Market risk is mainly manifested in the uncertainty of market demand 
in new business areas, as well as the decline in sales revenue and market share caused 
by intensified market competition. The capital risk involves the shortage of funds, 
rising financing costs, tight cash flow and other issues, which may lead to the failure 
of enterprises to pay for goods, repay debts or make necessary investments in time[4]. 
Management risks are mainly reflected in the lack of management experience in new 
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business areas, shortage of talents, improper adjustment of organizational structure, 
etc., which may lead to low management efficiency and decision-making mistakes[5]. 
The integration risk is mainly reflected in the resource integration and collaborative 
management problems between the new business and the original business, such as 
cultural conflict, technology mismatch, business process uncoordinated, etc., which 
may lead to the overall operational efficiency decline and cost increase of the enter-
prise. 

3.2 Analysis of the Causes of financial Risks 

The causes of financial risks of small and medium-sized enterprises under diversifica-
tion strategy are complex and diverse, including changes in market environment, lim-
itations of enterprise resources and capabilities, management decision-making mis-
takes and poor internal and external coordination. The change of market environment 
may lead to the uncertainty of market demand and intensified competition in new 
business areas, and then lead to market risks[6]. The limitation of enterprise resources 
and ability may lead to the difficulty of new business expansion and the shortage of 
funds, which in turn may lead to financial risks and management risks. Management 
decision-making mistakes may lead to resource mismatch and inefficiency, which will 
further aggravate financial risks. Poor internal and external coordination may lead to 
the problems of resource integration and collaborative management, and then lead to 
integration risks. 

4 Countermeasures and Suggestions for SMEs to Guard 
Against Financial Risks Under the Diversification Strategy 

4.1 Optimize the Strategic Decision-making Mechanism to Prevent and 
Control Financial Risks 

When small and medium-sized enterprises implement diversification strategy, opti-
mizing strategic decision-making mechanism is crucial to prevent financial risks. First 
of all, it is the foundation to build a rigorous and scientific decision-making process, 
clearly define the scope of responsibility and authority of the decision-making sub-
ject, ensure the standardization and transparency of the decision-making process, and 
avoid financial risks caused by fuzzy decision-making. Before making a decision, it is 
necessary to conduct in-depth market research, comprehensively analyze market 
trends, industry competition patterns and changes in consumer demand, and use pro-
fessional risk assessment tools and methods to accurately predict financial risks in 
new business areas to be entered. For example, by analyzing financial indicators such 
as market size, growth potential, profit expectation and possible capital turnover 
pressure of new business, we can assess its impact on the overall financial situation of 
the enterprise in advance. 
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4.2 Improve the Financial Management System to Meet the Financial Risk 
Challenges 

Perfecting the financial management system is the core task for small and medi-
um-sized enterprises to guard against financial risks. Enterprises should focus on 
building an all-round, multi-level and financial risk prevention-oriented financial 
management system, covering key links such as fund management, cost control and 
financial risk management. 

In the aspect of fund management, we should carefully optimize the preparation of 
fund budget, strengthen the real-time monitoring of fund income and expenditure, and 
rationally plan the scale of fund reserve to ensure that enterprises always have suffi-
cient and stable cash flow in the process of diversification, and effectively deal with 
the possible risk of capital chain breakage. For example, according to the characteris-
tics and cycle of capital demand of different business segments, flexible capital allo-
cation plans are formulated to avoid financial difficulties caused by capital mismatch. 

The cost control link can not be ignored. We should dig deep into the potential of 
cost reduction in all aspects of enterprise operation and implement refined cost man-
agement strategies in the whole process from procurement, production, sales to logis-
tics support. By strictly controlling costs and expenses, the profitability and financial 
risk resistance of enterprises can be improved. For example, in the procurement pro-
cess, by establishing long-term and stable cooperative relations with suppliers, we 
will strive for more favorable purchase prices and payment terms and reduce pro-
curement costs; Optimize the production process in the production process, improve 
production efficiency and reduce resource waste. 

Financial risk management is the most important, and an efficient and sensitive 
risk early warning mechanism and a flexible and effective coping strategy system 
should be established. Using financial indicators analysis, risk model construction and 
other technical means, real-time monitoring of the dynamic changes in the financial 
situation of enterprises, timely capture the potential financial risk signals. For exam-
ple, pay close attention to the changing trends of key financial indicators such as as-
set-liability ratio, current ratio and quick ratio, and immediately start corresponding 
risk response plans once the indicators deviate from the reasonable range to control 
financial risk losses to a minimum. 

4.3 Strengthen Resource Integration and Collaborative Management to 
Reduce Financial Risks 

Resource integration and collaborative management are important measures for small 
and medium-sized enterprises to reduce financial risks under the diversification strat-
egy. Enterprises should strive to build a close and efficient synergy mechanism be-
tween newly expanded business areas and original core business, and reduce financial 
risks by integrating resources in various aspects. 

In the aspect of human resources integration, according to the financial characteris-
tics and needs of new and old businesses, we should rationally allocate human re-
sources and promote the cross-business financial knowledge exchange and coopera-
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tion among employees. For example, arrange financial experienced employees to 
participate in the financial planning and budgeting of new business, and encourage 
old business employees to learn the financial innovation model of new business, so as 
to realize the optimal allocation and efficient use of human resources in financial 
work and reduce the risk of financial mistakes caused by improper staffing. 

At the level of technical resources integration, it will promote the technical sharing 
and financial innovation cooperation between new and old businesses. Transplant the 
mature finance technology advantages accumulated in the original business, such as 
efficient cost accounting system and accurate financial data analysis model, into the 
new business, and at the same time inject innovation vitality into the old business with 
the help of finance technology, the frontier of the new business, improve the overall 
finance technology level and innovation ability of the enterprise, and reduce the fi-
nancial risks caused by backward technology. 

The integration of customer resources is also crucial. We should tap the potential 
cross-financial needs of new and old business customers, and maximize the value of 
customer resources through cross-selling and customer relationship sharing. For ex-
ample, the introduction of financial value-added service packages related to new 
business for old customers can improve customer loyalty and consumption frequency, 
increase the source of financial income of enterprises, and thus disperse the financial 
risks brought by a single business. 

4.4 Enhance the Ability to Cope with Changes in the External Environment to 
Ensure Financial Stability 

In the complex and changeable market environment, small and medium-sized enter-
prises must continuously strengthen their ability to cope with changes in the external 
environment to ensure financial stability and security. Strengthen the depth and 
breadth of market monitoring and analysis, grasp the dynamic information of the 
market in real time by means of big data analysis and cooperation of market research 
institutions, focus on the potential impact of market interest rate fluctuations, ex-
change rate changes and industrial policy adjustments on the financial situation of 
enterprises, and deeply analyze the driving factors and transmission mechanisms be-
hind them. 

Based on the accurate grasp of market information, enterprises can adjust financial 
strategies in time, such as optimizing debt structure and adjusting investment portfo-
lio, in order to cope with financial risks brought about by changes in external envi-
ronment. Continue to increase investment in product innovation, cultivate an innova-
tive culture atmosphere, establish and improve a product innovation research and 
development system, encourage cross-departmental innovation team cooperation, 
launch new products and services with differentiated competitive advantages, im-
prove the market competitiveness and profitability of enterprises, and fundamentally 
enhance their ability to cope with financial risks. 

Actively expand diversified sales channels, break through the limitations of tradi-
tional sales models, and build an all-round three-dimensional sales network with the 
help of e-commerce platforms, social media marketing, offline experience stores and 
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other channel models. Through diversified sales channels, enterprises can expand 
market share, increase sales revenue sources and reduce financial risks caused by the 
blockage of a single sales channel. 

5 Conclusion 

To sum up, diversification strategy has brought development opportunities and chal-
lenges to small and medium-sized enterprises. In the process of implementing diversi-
fication strategy, small and medium-sized enterprises should fully realize the im-
portance and complexity of financial risks and take effective measures to prevent 
them. By optimizing the strategic decision-making mechanism, perfecting the finan-
cial management system, strengthening the integration and collaborative management 
of resources, and improving the ability to cope with changes in the external environ-
ment, small and medium-sized enterprises can effectively reduce financial risks, 
achieve sustainable development and enhance their competitive advantages. At the 
same time, the government and all walks of life should also give more support and 
attention to small and medium-sized enterprises, create a good development environ-
ment and conditions for them, and jointly promote the healthy and stable development 
of small and medium-sized enterprises. 
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        The images or other third party material in this chapter are included in the chapter's
Creative Commons license, unless indicated otherwise in a credit line to the material. If material
is not included in the chapter's Creative Commons license and your intended use is not
permitted by statutory regulation or exceeds the permitted use, you will need to obtain
permission directly from the copyright holder.
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