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Abstract: Any organization needs materials, components to realize the final products, or to sell them as merchandise. The products can be then sold to the final customers or to intermediaries. The logistic function realizes the movement of the materials, components and final from the original points to the final customer. In that case, every organization is in a position of supplier and customer, creating a chain, better said a value chain or a supply chain. A supply chain can be viewed as a series of activities and organizations that materials move through on their roads from initial suppliers to final customers. Risk management was developed in the financial services and then it spread to other sectors. However, in many companies risk management is just considered a legal obligation following the introduction of a normative act. Taking into consideration an organization in a supply chain framework, the increased level of integration and cooperation along supply chains leads to new risk categories. The new perception of the risk management in the supply chain framework might help understanding of the key risk drivers of supply chains and enable the partners to optimize their internal risk management system. In this paper, we will try to make an expansion of the risk management from the organizational perspective to the supply chain perspective. The objective of this paper is to find arguments to actively pursue risk management as an instrument for planning the activities in the supply chain.
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When organization’s management introduces a strategy and objectives which balance objectives regarding the development and revenues with specific risks; it allocates resources effectively and efficiently in view of fulfillment of firm’s objectives, so the firm’s value could be maximized Any business organization disposes of certain human, financial and material potential which will be called “latent potential”. After introducing a strategy and the necessary objectives for carry into effect that strategy, it should be allocated the necessary resources. In that context, we could speak about the strategic potential of a firm or business organization (Figure 1) which depends on the latent potential of organization, on formulated strategy and objectives and on resources allocation for objectives fulfillment.

Risk management in a firm’s case supposes:

· Strategy coordination with risk propension: managers should take into consideration risk propension when they evaluate the strategic alternatives, formulate the objectives congruent with the chosen strategy and develop the mechanisms for the management of the risks specific to those objectives fulfillment;

· Increasing the number of the decisions based on risks: risk management offers the rigor of identification and selection of the alternative which takes into consideration the specific risk in view of avoiding it, reducing its negative effects, dispersing and accepting it;

· Reducing of the operational loses and surprises: the organizations can obtain expanded capableness to identify the potential unfavorable events and their effects, reducing the surprises and supplementary costs associated to them;

· Risks identification and management at firm’s level: every organization is confronted with risks that affects its different compartments and risk management at fir’s level facilitates the effective answer at the impact of those risks, as well as the integrated answers opposite of multiple risks;

· Opportunities ranking: taking into consideration a large number of potential events, the management could identify and proactively action to opportunities capitalization;

· Improving capital allocation: obtaining information regarding the potential risks, firm’s management could evaluate overall capital needs and, in that way, could improve capital allocation.

Those characteristics of firm’s risk management help its managers to fulfill the performance and profitability objectives and to prevent resources wastage. Shortly, risk management helps the organization to reach the desired level and to avoid the traps and surprises specific to the deployed activities.
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Figure 1 Latent potential and strategic potential of an organization

There is in many companies an amazing lack of awareness of the wider supply/demand network of which the organization is a part. Whilst there is often a good understanding of the downstream routes to market, the same is not always true of what lies upstream of first tier suppliers. First tier suppliers are often dependent themselves on second and even third tier suppliers for their continuity.

“Improving” the supply chain is all about simplification, improving process reliability, reducing process variability and reducing complexity. For more long-established businesses it is probably true to say that rarely have their supply chains been planned or designed in a holistic way. Rather they have developed organically in response to the needs and opportunities of the time. Suppliers have been chosen because of their ability to meet the demands for lower price rather than because of the reliability of their supply chains for example.

However, nowadays, many companies have realized the potential of risk management to improve planning processes and help to mitigate potential and actual sources of risk. Companies of other sectors are increasingly becoming aware of the potential added value of an integrated risk management. In that context, the example of Ericsson is evident. According to The Economist (2005): “The effect on Ericsson, a Swedish mobile-phone company, of a fire in a New Mexico chip-making plant belonging to the Dutch firm Philips, has become a legend. The fire, in March 2000, started by a bolt of lightning, lasted less than 10 minutes but it caused havoc to the super-clean environment that chip-making requires. Ericsson, unable to find an alternative source of supply, went on to report a loss of over USD 2 billion in its mobile-phone division that year, a loss that left it as an also-ran in an industry where it had once been a leader”.

The exampled situation below highlights a necessary shift in perception regarding risk management, shift driven by logistics; that case sets out the framework for that new perception of risk management:

· The logistics function provides a clear competitive advantage to a company regardless of which strategy it pursues. With either of Porter’s (1980) strategies of cost leadership or differentiation (Porter, 1980), logistics helps to fulfill the company’s objectives and to deliver added value to the customer. The example of Ericsson of a disrupted supply chain is clearly the tip of the iceberg.

· Supply chain management aims at integrating partners along the supply chain, reducing interfaces and smoothing the flow of material, information and finance. However, the higher is the level of integration, the higher the probability of dependency on single partners. In addition, global sourcing adds a further dimension of uncertainty in terms of long transport legs, unstable political environments and different levels of commitment to quality and reliability.

· A closely knit international supply chain results in complex processes of coordinating and administering the partners along the chain. Different levels of accountability of staff and partners have to be taken into account. The focus of risk management necessarily shifts from an enterprise-only to a supply chain perspective.

These approaches clearly have an impact on the scope and functionality of a company-focused risk management system. Behind those aspects, the concept of risk management can be applied along a supply chain. It enables all partners contributing to a supply chain to limit adverse risks to the chain. For this objective to be achieved, risk management along the supply chain has to address the following issues:

· all three flows – material, information and finance – along a supply chain and its associated processes;

· the boundaries of the system, which have to be pushed beyond the organization to cover the full length of the chain;

· the challenge to cover not only the strategic but also the operational level, turning the risk management system from a statutory reporting function into a planning function.

Variability and complexity add to supply chain risk in a number of ways. Variation implies unstable processes with outcomes that are not always predictable.

The process of supply chain risk management is similar in all respects to the process of company-specific risk management. A preparatory step is to define a risk management policy. Along a supply chain, companies with different industry backgrounds, sizes and ownership structures have to work together to achieve a common goal. Their differing interests have to be merged in a consistent risk management policy.

Having clarified how much risk the partners are prepared to take, the identification of supply chain risks is the next step. There are two different types of risks inherent to a supply chain: exogenous and endogenous risks. The former result from the interaction of the supply chain with its environment, whereas the latter stem from the interaction of the supply chain partners (Chapman et al, 2002).

The endogenous risks can be divided into the categories of organizational risks (those of individual partners) and specific risks from integrating, coordinating and cooperating along the supply chain. Company-specific risks are adequately described in traditional risk management maps. Specific supply chain risks can now be identified, for example risks from the sharing of information on integrated platforms (integration), risks of a high level of interdependence amongst the partners (cooperation) and risks stemming from interwoven processes (coordination).
The risk perspective must be taken into consideration when we establish the strategy of an organization. In that situation, the considered risks were due only to the transportation activities, but also we can consider all the risks specific to a partner organization in a supply chain: endogenous and exogenous. 

· endogenous risks:

· operational risks: cycle time, capacities, volumes / stocks, quality;

· cooperation risks: information flow, planning / forecasting, liability.

· exogenous risks:

· country risks;

· legal risks;

· force majeure;

· markets.

It is very important to deal with the negative effects of all those risks. In this way, we can approach one of the following techniques:

· risk acceptance;

· risk compensation;

· risk transfer;

· risk reduction;

· risk avoidance.

The phase of risk controlling concludes the overall process of risk management. Accepting the risk or avoiding it are the poles between which risk controlling takes place. Avoiding the risk might mean doing no business at all. Accepting the risk means in the last instance simply living with it. In between there is an array of measures to control risks. These measures can be summarized under the categories of risk compensation, risk transfer and risk reduction.

The ability to reduce business risks is to be preferred over other measures. On a supply chain level, risk reduction includes a particular focus on interfaces. Risk transfer – although comparatively easy to achieve in traditional risk management, for example by means of buying insurance – is by definition a difficult approach for a supply chain, as we are obliged to look not at individual companies but at the whole chain. Risk compensation along a supply chain – on a company level achieved through provisions or hedging – manifests itself in rules governing cooperation between the partners. One partner is obviously not prepared to compensate another one monetarily. However, compensation can be initiated through behavior. Partners might agree on defined actions to be taken on a mutual basis.

Risk compensation in terms of mutual rules is to be delimited from risk transfer measures, for example outsourcing or vendor-managed inventory. The latter measures feature a far more institutionalized contractual basis. Whereas in rules-based risk compensation schemes each partner takes risks (close to risk acceptance), transferring risks amongst the partners means selecting those partners that are willing to take a risk from another. In a supply chain perspective this only contributes to an indirect reduction of risks, as the risk is transferred to the partner that can manage it better than the other.
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