UNIVERSITY OF VAASA
FACULTY OF BUSINESS STUDIES
DEPARTMENT OF MANAGEMENT

Anastasia Kravchenko, w100909

GLOBAL SUPPLY CHAIN RISK MANAGEMENT STRATEGIES:

A CASE STUDY

Master’s Thesis in

The Programme of International Business

VAASA 2017



TABLE OF CONTENTS
LIST OF TABLES AND FIGURES ........oooiiii e 3
ABBREVIATIONS ... ne e 5
ABSTRACT ettt ettt et e et et he e be e re e re e 7
1. INTRODUCTION ...ttt sttt sbe e sneeesneas 9
1.1. Background infOrmation ..........ccecieiieiie it 11
1.2. Research question and ODJECLIVES ..........ccceiieiiiie i 13
1.3, DEIIMITALIONS. .....cviitiitiiieieeee et 14
1.4, Structure Of the STUAY ......cveiiee s 15
2. DEALING WITH RISK ...t 18
2.1, Definition OF FISK.......ccooiiiiii e 18
2.2. RiSK IN SUPPIY ChAINS ..o 19
2.3, RISK MANAGEMENT......cuiiiiiiiiee e 23
3. RISK MANAGEMENT IN A GLOBAL SUPPLY CHAIN .....ccccooiiiiiiiiiiieee, 29
3.1, SUPPIY CRAIN .o 29
3.2. Supply chain ManageMENT ........cciiiiiieiieieee e 29
3.3. Supply chain risk management in a global environment............c..ccooevivinneenee. 32
3.4. Global sourcing: regional VarietiesS ...........cccccueiveieiieeieece e 35
3.5. Classification and diversity of strategies for risk mitigation ............c.ccccceeeneenee. 39
3.6. Strategies tested in the reality of international buSINESS ...........ccceevvivevviiierieenne. 42
3.7. A conceptual framework of dealing with risk in a global supply chain .............. 48
3.8. Literature reVIEW SUMMAIY .......covuiiieeiiieiieesiee e e sieeeteesieesve e taesaeesneeanbeessneenseens 53
4. RESEARCH METHODOLOGIES ... 55
4. 1. RESEAICN UESIGN ...ttt ettt bbb 55

4.2. Data CONBCLION .o, 56



4.3. DAta @NAIYSIS ...c.eeeeiiie et et 60
4.4. Reliability and Validity...........cccooiiiiiiiiee e 61
5. DISCUSSION AND FINDINGS ......ooiiiieiiee e 64
5.1. Case company DaCKgrOUNG ..........ccueiieiierieiieseese e se e sraene s 64
5.2. Interviews with COMPANY MANAGETS ......covverierrieeiesiesieeee e e e e e nee e sreenaeas 66
5.2.1. AttitUde tOWAIDS FISK ......ccviiiiiiiiiiieiieieere e 66

5.2.2 Discussion of global supply chain risK...........cccccoveiiiiiiieiieice e, 69
5.2.3. The risk management system and the choice of the strategy ...................... 77

5.3. Replies for questionnaires with international SUPPHErsS.........cccceveveriiiicninenn 87

6. CONCLUSIONS ...ttt ettt sttt e e sbeeetee s 92
6.1, SUMIMAIY w.eiiiiiii ettt e e s b e e nabe e e b b e e e nrb e e e e 92
6.2. Theoretical and managerial ImplicationS...........cccocviveiv e 979
6.3. Limitations Of the STUY .........ccoiiiiiiiiieeee s 101
LIST OF REFERENCGES ...ttt 103
APPENDICES ... .ottt 110
Appendix 1. The theoretical framework .............cccooviiiicii i 110
Appendix 2. Semi-structured interview guide and qUESEIONS ..........ccccceverererennnen. 111
Appendix 3. Interview information statement and questions (in Russian)............... 116

Appendix 4.The questionnaire for SUPPHETS........ccccviiiiiiiiiiieee e 121



LIST OF TABLES AND FIGURES

Table 1 Structure of the study — Page 16

Table 2 Analysis of main challenging factors for global sourcing — Page 24

Table 3 Elements of attitudes toward risk — Page 40

Table 4 Important strategic supplier evaluation criteria — Page 41

Table 5 Research directions in SCRM — Page 49

Table 6 Background information of interviews’ participants — Page 57

Table 7 Background information of questionnaires’ respondents — Page 59

Table 8 Risk types and strategies for prevention and mitigation — Page 95

Figure 1 Sources of risk in a supply chain — Page 21

Figure 2 The risk management process — Page 26

Figure 3 Organizational hierarchy — Page 65






ABBREVIATIONS

APICS — Association for Operations Management

SC — supply chain

SCM - supply chain management

SCRM - supply chain risk management






UNIVERSITY OF VAASA
Faculty of Business Studies

Author: Anastasia Kravchenko

Topic of the Thesis: Global supply chain risk management
strategies: a case study

Name of the Supervisor: Dr. Jorma Larimo

Degree: Master of Science in Economics and Business
Administration

Master’s Programme: Master’s Degree Programme in International
Business

Year of Entering the University: 2013

Year of Completing the Thesis: 2017 Pages: 121

ABSTRACT

Growing complexity of the global environment and the appearance of new risks in a
supply chain increase the uncertainty of companies’ operations and the possibility for
failure in performance. However, many companies nowadays are not well prepared to
handle risks that may become an obstacle to their goals. As a result, company managers
are searching for strategies to overcome difficulties. Supply chain risk management is one
of the fastest growing fields of logistics research aimed to create innovative methods to
risk mitigation and prevention, improve the financial performance and bring the
competitive advantage. Thus, the purpose of this study is to provide explanation for
significance of risk management integration in company operations and demonstrate how
the choice of appropriate risk management strategy should be made in order to mitigate
possible consequences and predict adverse events.

The author built the theoretical framework for the SCRM system upon the literature
overview for the company with international suppliers. It includes ten steps from risk
identification and evaluation to the possibility of cooperation with partners in a supply
chain for mutual efforts. The study is of qualitative type with in-depth analysis of a single
case. The empirical data have been collected through 7 face-to-face semi-structured
interviews with managers from the case companies and 11 questionnaires answered by
managers from the supplier companies. The findings suggest that demand and operational
risk types are the most important for the trading company operation and should be
controlled primarily. Despite only few companies have established the full-size SCRM
system, they are aware of risk consequences and implemented the range of strategies to
mitigate risks and forecast their appearance in the future. The author contributed to the
field by developing the list of SCRM strategies relevant to risk types they can handle.

KEYWORDS: risk management, global supply chain, strategy implementation,

theoretical framework, single case study






1. INTRODUCTION

Many companies nowadays operate in a global environment; they try to achieve all
possible benefits from dealing with a wide range of superior and well-reputed suppliers
both from developed and developing countries. A company with international
operations is part of a complex supply chain. Global supply chains are known as a
source of competitive advantage over other market players (Manuj and Mentzer 2008
A). The existence of the company in the global environment provides access to cheap
labor, components and raw materials, higher opportunities for increase in profitability,
better product markets’ share, arbitrage opportunities, and additional incentives, which

can be offered by host governments for foreign capital attraction.

However, beside these benefits that force firms to operate globally are the uncertainties
and risks that companies and their management can face in global supply chains. Severe
supply chain disruptions are documented in a variety of industries with examples from
such huge companies as Toyota, Nokia and Ericsson, Sony and Nike, Dole, Dell, and

Apple, among others (Belloa and Bovell 2012).

PrasannaVenkatesan and Kumanan (2012) state that supply chain risks are growing
significantly and supplier failure is one of the top supply chain risks. Supplier failure
results in the growth of total costs, downtimes in production, poor customer service, and
loss of profit or even a market share. According to Manuj and Mentzer (2008 B), there
are several concerns in operating globally, including economic, political, logistical,

competitive, cultural, and infrastructure.

For over a decade, there is a witness of dramatic increase in speed, quantity and
complexity of international business operations (Belloa and Bovell 2012). The reason is
the growing complexity of modern supply chains that results in the parallel existence of
many flows of goods and information that occur in order to ensure that products are
delivered in the right amounts, to the right place of destination, and with minimal costs

paid from the company side.
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However, Son and Orchard (2013) claim that in this fast changing global business
environment where such parameters of partners’ relationships as responsiveness and
coordination receive more attention and development, supply chains are getting more
sensitive to various unforeseen events that can lead to supply disruptions and failure in
performance. Furthermore, the tendency to higher efficiency of the supplying process
emerging in last years has ended up with increased vulnerability to any risks occurring
in supply chains (Manuj and Mentzer 2008 A). Tang (2006) suggests that companies in
order to gain the competitive advantage among other market players implement various
practices such as cooperation with suppliers globally or outsourcing of non-strategic
operations that increase the possibility of any unforeseen event becomes dramatic for
the whole supply chain. Disruptive events in the supply chain are not only increasing in
frequency, but their impact can be more costly and potentially cause the damage for the

tiers in the supply chain.

Finally, it resulted in individuals, international corporations and small growing
enterprises becoming aware of the need for contingency planning and management of
risks, both in a long and short-term perspective. Thus, many companies are aware of
risk and ready to conduct audit procedures in relation to existing formal risk and seek
other methods to manage such events (Jiittner 2005). Hence, too many companies are
not well prepared to deal with the supply chain risks and overcome their consequences
that may result in some obstacles to their goals — even though most managers recognize
the growing threat from the side of supply chain risks. A recent study revealed that
among companies with less than $500 million in annual revenue, only 25 percent adapt
a proactive approach to risk management (Schlegel and Trent 2012).

The high level of all flows coordination, such as goods and services, money and
information is required in global supply chains operating locally or on the international
arena. The article written by Manuj and Mentzer (2008 B) claims that maximization of
the profit in the global environment is connected with sourcing from regions and
suppliers that can offer the lowest net prices for goods and materials together with total
cost, products” manufacturing and assembling in countries that can offer the lowest cost,

and marketing campaigns in the markets with the highest potential demand.



11

Ghadge, Dani and Kalawsky (2012) state that managing a company’s risks on both
strategic and operational levels in the modern environment is becoming an incredibly
difficult task, primarily because of uncertainties in supply and demand, global
outsourcing and short product life cycles. However, traditional approaches to the
concept of risk management that is based on a single company perspective cannot
ideally meet the requirements of the whole supply chain context. Jiittner (2005) argues
that suppliers are the essential and significant part included the company’s environment

and should be taken into consideration in the evaluation process.

1.1. Background information

The growing complexity and abundance of unanswered questions from companies’
managers make supply chain risk management (SCRM) attractive as a research area to
academics who want to make a contribution to business. Additionally, SCRM is one of
the fastest growing areas in logistics research (Schlegel and Trent 2012; Tang 2006). In
a recent supply chain survey among CEOs, more than two-thirds of the respondents
reported increasing risk over the past three years, and nearly the same amount expect
that risk will continue rise (Wieland and Wallenburg 2012).

Over the last decade, researchers in this academic field have been able to establish a
fairly base. Today both academics and practitioners pay closer attention to examination
of the SCRM topic. Hence, Sodhi, Son and Tang (2012) along with others declare that
the area is still emerging and has rather unclear boundaries and no commonly used

definitions in the field.

Increasing complexity and occurrence of newer risks in operations have created a
necessity for innovation in the ways of complexity adjustment as a certain tool for risk
management in global supply chains. In the article by Manuj and Mentzer (2008 B)
there is an evidence that managers at the strategic level of the company focus on risk
management mainly regarding to identification and assessment of risk sources and their
consequences as well as selection of risk strategies appropriate for the certain situation

to reduce the probability and losses associated with such events. Risk adjusted supply
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chain management can translate into improved financial performance and competitive

advantage for the whole company (Manuj and Mentzer 2008 A).

Belloa and Bovell (2012) suggest three critical areas for successfully managing supply
chain disruptions: disruption discovery, disruption recovery and supply chain re-design.
Successful recovery depends on firstly becoming aware of potential risk whether later
elimination of the potential negative consequences or their reduction will be achieved.
Company should implement effective methods of discovering supply chain disruptions
as well as strategies to prevent and mitigate them. It is discovery of disruption (in other
words, identification of risk) that leads to the ability of companies to overcome
consequences of disruption and in accordance with them to modify the supply chain.
Social capital, the closeness of relationships between partners can facilitate mutual
problem solving and satisfying solutions by allowing supply partners to quickly identify

problems (Jiittner 2005).

Additionally, to achieve this primary goal, managers should look at the entire supply
chain, across all countries, when selecting and implementing risk management
strategies, and understand their variety and interconnectedness. According to Tang
(2006), to mitigate supply chain disruptions associated with various types of risks
(uncertain economic conditions and consumer demands, unpredictable natural and other
disasters); many researchers have developed different strategies for managing supply

chain risks.

Without appropriate strategies in place to deal in a constant manner with these risks,
companies could become vulnerable to any, even a small, possibility of disruption
occurring in any part of their supply chain around the world (Son and Orchard 2013).
The importance of risk assessment by a means of specific programs and software is
recognized by the majority of companies. For this purpose (to assess supply chain
risks), they apply various methods, ranging from formal quantitative models to informal
qualitative plans, (Tang 2006). However, most companies in a supply chain are not

ready to invest heavily funds or their time in order to mitigate detected risks.
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Managers adjust effective strategies to their companies’ operations and specifics so that
to find the balance between efficiency and effectiveness in materials, components and
ready goods relocation between countries’ borders in a just-in-time manner with the
ultimate goal to achieve higher profitability for the whole supply chain. All range of
these strategies to a certain degree are applied in the companies’ activities. It is noted by
Belloa and Bovell (2012) that a company has no limits in the choice of the strategy; it
can use and frequently does implement a combination of several tactics and tools that,

in their opinion, is the appropriate strategy for managing risk.

The literature review presents a fairly full description of these strategies (Jiittner 2005);
however, previous studies do not present how managers select among them (Manuj and
Mentzer 2008 A). Moreover, there is a lack of information on how to address them in
the reality of the instable world, how the choice of the exact global supply chain risk
management strategy should be determined and influenced by an environment and
conditions in the company, how to predict future consequences and appropriateness of

this decision for the company.

1.2. Research question and objectives

The purpose of the study is to fill the gap between the theoretical framework based on
existing academic research on supply chain risk management strategies for preventing
and mitigating disruptions and empirical evidence about their implementation and
consequences in a real global business environment collected from logistics managers

and practitioners.

Therefore, the research question of the thesis is: Why risk management is the significant
part of company operations and what strategies should be implemented to avoid

disruptions within a supply chain?

The research objectives of the study which can help to find the answer on the research

questions are:
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e to describe the unique dimensions of risk and risk management in a global
supply chain, methods and tools of dealing with uncertainties;

e to build the theoretical framework for SCRM for the company with international
suppliers;

e to come up with conclusions from empirical research in the area of SCRM
strategies’ implementation presenting practical recommendations for the case

company'’s situation.

1.3. Delimitations

As an employee of one Russian middle-size company, it makes easier for the author to
obtain information and arrange interviews with key players of the company who take
part in decision making process and everyday communication with the first tier
suppliers and partners. The research is based on analysis of the relationship between
managers in the company and its suppliers, but the author implements the company’s

point of view.

Despite the fact that the concept of risk is widely discussed in various scientific fields,
the aim of this study is to bring the novelty to the management area, especially in its
part specialized on control under operations within a supply chain. Additionally, the
perspective of both sides is too broad but still helps to bring advantages of in-depth
analysis, so the author has decided to add several points of view from the suppliers’ side

using questionnaires.

The choice of one company’s case with local and global suppliers from developing and
developed countries creates the base for analytics and description, gives the opportunity
to come up with fruitful outcomes and practical suggestions. Despite the small sample
in the empirical part of the study, it remains sufficient for investigation of the issue by a
means of in-depth analysis: 7 face-to-face interviews and 11 questionnaires. Hence, the

generalization of the findings would be inaccurate.

Additionally, some limitations connected with the choice of the case company should be
mentioned. First, it is the specifics of the automobile industry with its seasonal
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assortment and a variety of products with short life cycle (the fleet of the transportation
company is changes once in several years). Secondly, the company has international
suppliers and partners; however, the main market for its sales is in Russia. Therefore,
the author cannot gather information analyzing operations of the case company about
demand risks in the international environment. The findings could be based only on
suppliers’ experience and comments. Thirdly, the case company is not the producer; it
plays a role of the third party between producers and end customers, like a trading
company that includes own specifics. Lastly, suppliers of the case company have the
certain geographical position: they are mainly from Europe, Turkey and China. The
regions of North and South America as well as Africa are not reviewed in the research.

The author has overviewed and adapted definitions and concepts from previous
academic papers in the field of supply chain management and logistics. The main
difference is the context of building mutual and beneficial relations not only between
two parties, but also among several partners creating the global network, which can
achieve the synergy effect and higher profit. To build the structure of the research and
focus just on core operations of the company, the author implements in-depth analysis

for the particular situation and an examined field (van Weele 2009).

Finally, the study is focused on the novel findings in the area as well as on fundamental
concepts built during last decades while the supply chain risk management topic has
received curious study from both practitioners and academics in numerous industries
and from various points of view. It has become possible due to the examination of the
special editions of highly ranked journals, which presents articles with the ideas of the
most cited authors and their conceptual models in the area of production and operational

management, supply chain management and business logistics.

1.4. Structure of the study

The thesis is divided into six chapters. In accordance with guidelines, existing for
business students in the University of Vaasa (2011), the structure of the thesis is

presented further (See Table 1). The first chapter includes an introduction part for the
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study with background information, the research question and objectives together with
delimitations and the explanation of the structure.

The second chapter is devoted to theoretical concepts related to risk and discussed in the
study. Various definitions and classifications are used to describe the phenomena. Then,
the discussion turns from one company perspective to risks that can be faced by
companies in the supply chain. The factors, sources and risk outcomes are reviewed. In
the last part of the chapter, an overview of risk management is provided describing the

concept from various points of view.

Table 1 Structure of the study

- Background information
Introduction part - Delimitations
- Research question and objectives

- The concept of risk and classification
Theoretical part - Risk management and its specifics

- Management of risk in a global supply chain
- Theoretical framework

- Research methodology
Empirical part - The analysis of empirical data from interviews and
questionnaires

- Summary of key results and findings
Conclusion part - Theoretical and managerial implications
- Limitations

The third chapter describes risk management practices in a global environment. Starting
from the concept for a supply chain the discussion comes to the issues of risk
management in the company with international operations. Further, the author pays
attention to regional specifics existing in the age of open borders and globalization. The
main part of the chapter presents the theoretical review of methods and tools
implemented for risk prevention and mitigation, supplemented by strategies tested in the

business reality. The chapter ends with the presentation of the theoretical frame for
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SCRM system that includes all business processes in the company for uncertainty

reduction and the high level of control.

The fourth chapter outlines methods for research design, collection of empirical data

and their analysis, and assurance for obtained results validity and reliability.

The findings and practical examples from conducted interviews and questionnaire as
well as results of their discussion are investigated in the fifth chapter. The chapter starts
in the case company background and specifics, then the discussion comes to top and
linear management experience, the current situation with risk management system and
used strategies. Moreover, the ideas shared by managers from suppliers’ side

supplement the previous findings.

Finally, the sixth chapter presents the summary of key findings from the previous
chapters, their theoretical contribution to the field of supply chain risk management and
its managerial implications in the modern business reality. The chapter end with the

study limitations.
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2. DEALING WITH RISK

The section presents the review of main definitions and classifications of risk and,
particularly, strategies in the field of risk management. Later, these concepts will be
used in investigation of empirical data collected using interviews with company’s
managers and questionnaires answered by suppliers from various regions around the

globe.

2.1. Definition of risk

The existence of any undesirable events can be described using various, often
overlapping concepts: “risk”, “disruption”, “vulnerability” and “uncertainty”. In the
literature review conducted by Colicchia and Strozzi (2012), the authors claim that
terms of risk and uncertainty frequently are used interchangeably, hence they have a
little difference in the meaning: risk can be measured while uncertainty cannot and the
probabilities of its outcomes are not known. Khan and Burnes (2007) distinguish the
concepts of “uncertainty” and “risk” where the former is the key driver of risk and may
not be measurable by managers; and the latter can be measured and manageable through

strategy development in prevention, mitigation and recovery.

According to Manuj and Mentzer (2008:196 A), uncertain events which lead to the
existence of risks are called “risk events”. Ghadge et al. (2012) give the definition of
risk as the potential for unwanted negative consequences that arise from an event or
activity. Additionally, they define vulnerability as an exposure to serious disturbance
arising from risks (external and internal risks in the supply chain in the classification by

Karbalaee, Nourbakhshian, Hooman and Rajabinasr 2013).

In the article by Jiittner (2005), classical concept of risk is presented as variation in the
distribution of possible outcomes, their probability and subjective values. Hou, Zeng
and Zhao (2010) discuss risks connected with company’s partners and define supply
disruption as the sudden non-availability of supplies due to an unexpected event making

one or several sources of supply unavailable. Khan and Burnes (2007) stress the
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negative sides of risk and summarize its consequences: severity of adverse effects, high
likelihood of unwanted and uncertain events, and expectation of loss.

There is an enormous amount of definitions of the term risk that are related to specific
decision contexts. In the literature review by Ritchie and Brindley (2007 B), authors
summarize various definitions of risk from previous studies in common one: “the extent
to which there is uncertainty about whether potentially significant and/or disappointing
outcomes of decisions will be realized ”. In addition, they focus on the three components
of risk: the magnitude of losses, the chance of loss and the potential risk (exposure) of
loss. Moreover, three dimensions are found in the majority of their sources: likelihood
of occurrence for a certain event or outcome; consequences of the particular event or

outcome occurring; and reasons and circumstances leading to this event.

Manuj and Mentzer (2008 B) prove the idea that risk definition vary as well in different
fields of the study and show some examples. Initially, the finance literature looks at risk
in terms of probabilities of outcomes; variability of returns on a portfolio of
investments; risk of bankruptcy. However, in the strategy literature, risk has been
defined by using risk-adjusted rates of return on capital investment, variability of
returns, risks of doing business with incompetent partners, and relational risks such as
opportunistic behavior.

Next, academics in marketing study risk in terms of customer behavior, the nature and
importance of buying goals, and failure in meeting them. In conclusion, management
and psychology literature deals with managerial preferences and explores the
connection between individual disposition to risk, probabilities of outcomes and their

values.

2.2. Risk in supply chains

The biggest threat for the supply chain is that risk destroys flows between connected
organizations. These flows can relate to information, materials, products and money
remaining interdependent of each other. This fact is proved by Jiittner (2005:122) who

states that a key feature of supply chain risk is that it extends beyond the boundaries of
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one company; moreover, such blurred boundaries can become a source of supply chain

risks.

Risks in supply chains can come from a number of sources. Trkman and McCormack
(2009) summarize several trends that can increase risk exposure, such as globalization, a
growing share of companies using outsourcing, reduction of the suppliers’ base and

reduced buffers, increased demand for just-in-time deliveries and shorter lead-time.

According to Karbalaee et al. (2013), risk can have five various origins both from the
supply and demand sides. These origins are not related to each other and can be routed
in the infrastructure or have catastrophic, bureaucratic, regulatory or even legal nature.
Cucchiella and Gastaldi (2006) divide sources of supply chain uncertainty into two
groups: internal and external. Internal sources include availability of production
capacity, disruption in the information flow, and compliance to existing regulations.
External sources include activities of competitors, political instability, and fluctuations
in the price level on the market, extra costs, and the quality of suppliers.

The work by Belloa and Bovell (2012:78) presents two definitions of supply chain
disruptions: “unanticipated events that interfere with the normal flow of goods and/or
materials in a supply chain” and “an unplanned event that might affect the normal and

expected flow of materials, information, and components.”

Khan and Burnes (2007) highlight two main types of supply chain risks which
companies can suffer from: technologic risk when the company mainly relies on a
single (or limited) product source / technology; and strategic risk with high level of
dependence from a limited number of suppliers. If the company does not try to change
the existing situation, it increases the possibility of such risk exposure with further

results in business failure.

Christopher and Peck (2004) classified supply chain risk into five categories: process
risk, control risk, demand risk, supply risk and environmental risk (see Figure 1). Li and
Lin (2006) present further division of environmental risks in terms of suppliers and

customers uncertainty and technology development. While Trkman and McCormack
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(2009) separate sources of uncertainty into two groups that influence the whole
approach of dealing with risks: endogenous with the source of risk inside a supply chain
leading to the relations’ change among tiers (e.g. turbulence on the market and
technological progress); and exogenous where the source of risk can be found outside
the supply chain with further dividing on discrete (workers’ strike) and continuous

(exchange rate fluctuation) events.

Furthermore, Manuj and Mentzer (2008:196 — 197 A) discuss four main risk
dimensions, namely probability, impact of losses, their speed and frequency. Further
division of the speed dimension is following: the rate at which the event leads to loss
occurrence, at which losses themselves happen, and the speed of the risk event
detection. Supplemented with such issues as increased lead-times and their instability,
the physical distance between the company and risk sources, and the reduced level of

control over the supply chain, it increases the frequency and consequences of risk events

globally.
Supply Process Demand
Risk [S I Risk S ?l  Risk
N A
Control
Risk

Environmental Risk

Figure 1 Sources of risk in a supply chain (adopted from Christopher and Peck 2004)

Berger, Gerstenfeld, and Zeng (2004) are the first who have incorporated the risk of
supplier disruption in supplier selection, assessment and evaluation. They introduce
three types of events that can cause disruptions in the supply chain: (1) Unique events,
an event associated with a particular supplier that disrupts the everyday operations of
one specific supplier; (2) Super events that can affect all suppliers at the same time; (3)
Semi-super events that cause harm to more than one supplier at once, but not to all of
them. The probabilities of these events can be determined using a decision tree where
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the financial loss caused by disasters and the operational cost of working with multiple
suppliers should be taken into consideration during the analysis.

While no standard risk topology exists, a majority of authors are trying to bring their
contribution. Schlegel and Trent (2012:14 — 15) use one of the more straightforward
categorizations and four types of risk are provided: hazard risk that leads to random
disruptions such as hurricanes, accidents or even the truck theft as an example; financial
risk which receives increasing attention in many organizations today and includes
internal and external financial challenges; operational risk that associates with the
tactical activities with some examples including poor supplier quality, late deliveries,
safety issues and others; strategic risk which relates to decisions made by executive

management (mergers and acquisitions, liquidity).

In another classification, four categories of risks are distinguished: supply, demand,
operational, and security risks (Manuj and Mentzer 2008 A). Supply risk is the
distribution of risk consequences regarding to events in the supply chain that affect the
company’s ability to meet demand from the customer side or situations that may
threaten to the end customer. Operations risk is the distribution of risk consequences
regarding to unwanted situations inside the company that affect its ability to
manufacture good and provide services, maintain the quality of production, and
company’s profitability. Demand risk is the distribution of risk consequences regarding
to events in the flows connecting the focal company and its customers that affect the
frequency of customers’ orders placing, and/or variance in the volume and desired
assortment to meet their requirements. Security risk is the distribution of risk
consequences regarding to events that may become dangerous for human resources, the
quality of executed operations, and information systems and databases (stolen data,

vandalism).

Later, PrasannaVenkatesan and Kumanan (2012:326) come up with own classification
of supply side risks. They divide them into five groups: capacity related, technology
related, supply related, currency related, and disasters related. Finally, adapting the
classification of Ghoshal, Manuj and Mentzer (2008 A) divide risks as: macroeconomic

risks related to economic shifts; policy risks that include unexpected actions of
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governments; competitive risks related to the existing uncertainty about later
competitors’ actions; and resource risks associated with the unexpected gap between

available and required resources.

2.3. Risk management

Expansion of supply chains has helped many companies to survive intense competition
in order to take advantage of new markets and reduce production costs of production.
Such change in the companies’ structure has led to more complex and developed global
supply chains. In the work by Kamalahmadi and Mellat-Parast (2016), the authors
explain that managing supply chains globally is a rather challenging task because of a
complex and dynamic environment that can cause risk of disruption for the company

operations.

Aven (2016) associates risk with the process of constantly keeping balance between
various factors surrounding the company: various uncertainties, concerns about the
profitability, reputation and customers’ loyalty. The risk management can be presented
as a set of certain alternatives for the choice where their advantages and disadvantages
should be evaluated and the final decision depends on personal characteristics of the

decision maker, his or her values and priorities in business.

Khan and Burnes (2007:201) summarize the findings from the previous research and
present the full definition of risk management. Starting with identification, analysis and
control of existing risks that can be harmful for the company (its assets and earning
capacity), the concept evolves into the management function with the aim of assess and
address risks (arguing if it is an everyday part of the organization routines or something
that should be used as and when it is necessary). Finally, nowadays risk management is
seen as a continuous and developing process that must be integrated in the company’s
culture and implemented in its structure. It should translate the company’s overall
strategy into day-to-day tactics and common objectives for all involved parties. This
tool can help other activities of management to achieve company’s goals without great
losses. The process of risk management is influenced by two factors: likelihood of

specific events occurring and their consequences.
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Doing business on the global market has benefits as well as challenges. Cho and Kang
(2001:542) identify three benefits factors for extending supply chains such as
competitive advantage over companies at the same niche, quality assurance because
company managers can find the great variety of options for price/quality ratio and
service enhancement via better availability of products. All these benefits may greatly
vary depending on the product type and company size, its experience and regions of
operations. Besides listed benefits, global sourcing is connected with following
challenging factors divided into groups: logistics, international and local regulations,
differences in culture and country uncertainty (see Table 2). Longer distance means
longer lead-time, need for more inventories and intermediaries, possibility of delays and
higher uncertainty are the part of everyday operations. Language and cultural
differences even worsen the situation leading to miscommunication and difficulty in

maintaining relations between business partners.

Table 2 Analysis of main challenging factors for global sourcing

Perceived challenge Type of risk
Quotas, tariffs
Regulations e
Trade restrictions
Inventory management
Logistics Border-crossing procedures
Transportation delays
Language barrier
Cultural differences Different customs

Different business practices

Count aint Foreign exchange fluctuations
ountry uncertainty o N
Political instability

As a result, companies nowadays are interested in risk management trying to reduce
consequences and losses for their business. At the strategic level, risk management is
focused on identifying and assessing the probability and consequences of every possible
risk, selecting appropriate risk strategies to mitigate or completely avoid losses

associated with any undesirable events. Additionally, global sourcing has been shown to
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create obstacles and add complexity in the supply chain leading to negative impacts on
process, product and service quality (Subramanian, Rahman and Abdulrahman
2015:270).

Wagner and Bode (2008) state that the redesign of the supply chain from the scratch is
the starting point for creation of the mechanism for a fruitful risk management in the
company. Many companies are not prepared for the challenging events they have to face
nowadays. Therefore, an alignment of the supply chain strategy and its design to the

new context of everyday operations is unavoidable.

To ensure supply chain safety, Olson and Wu (2011:402 — 403) advise companies to
implement supply chain control, relying on traceability, transparency, testability, time,
trust, and training. They label the first step of the process of risk management is to
identify risks associated with a specific operation. These can arise from the
environment, and can be specific to particular industries. Furthermore, implementation
of quick response, just-in-time systems together with improved warehouse management

can help companies to overcome facing obstacles.

Strategic sourcing as a separate area of sourcing operations in the company has emerged
because of intensive global activities and necessity to manage the extended supply chain
in the reality and wide variety of supply chain risks, and possibility of disruptions
(Kotula, Ho, Kumar Dey and Lee 2015:238). Risks such as wars, finance crisis, political
instability and product recalls have consequences in the long-term period and have led
companies to switch from a single to multiple suppliers. The decision about the global
strategy of strategic sourcing additionally influences the possibility to reach the
competitive advantage and improve the business performance of the company
combining trust and information sharing between partners, higher flexibility and better
choice for suppliers’ selection. Unless the company neglects the benefits of this
strategy, additional risks from the suppliers’ side may occur and affect directly not only

business operations, but also reputation, brand value and its reliability.

Manuj and Mentzer (2008:141 — 142 B) suggest three motives for businesses to manage

risk. First, there is the evidence that relatively low risk firms have a low value
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proposition. Therefore, managers consider both market and business risk, but
company’s shareholders care only about market risk because they can diversify their
portfolios to obtain protection from risk to business. Second, higher cash flows are
associated with lower business risk. In a stable environment, all operations in the
company are efficient and facilitate lower earnings volatility. Third, a positive
relationship exists between rate of return and business risk. However, because of
transaction costs such as time costs, shareholders are willing to accept stocks with lower

risks.

Thus, Schlegel and Trent (2012:13 — 14) serve the definition of risk management by the
Association for Operations Management (APICS): “In the context of supply chain
management, risk management involves dealing with uncertainty in supply,
transformations, delivery, and customer demand”. These uncertainties can result in

various forces such as yields, timing, pricing or catastrophic events.

Risk
management
[ |
[ 1 1
Risk Risk Risk
identification estimation evaluation

Perceiving Estimating risk a 532?%?{!12%%?‘

hazards probabilities the Tisk
. . Judging the |

Identifyin e
failufryesg Descrrlilgll?g the — acceptability

of risk
Recognising — Comparing |
adverse Quantifying risks against

consequences the risk benefits

Figure 2 The risk management process (adopted from Khan and Burnes 2007)

The process of risk management consists of three critical stages (Khan and Burnes

2007:202 — 203): risk identification (to determine risk factors that can occur), risk
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analysis (to understand the likelihood and severity of main risks for the company), and
risk evaluation (to decide about the most appropriate strategy for response for each risk
separately or for the group of risks) (see Figure 2). Simon, Hillson & Newland (1997)
separate all techniques available for undertaking of risk management process into three
groups named qualitative techniques (they seek to identify, describe and analyze risks),
quantitative techniques (they seek to build a model in order to quantify effects of risks)
and control techniques (they seek to find the respond for identified risk and the solution

for risk minimization).

Success or failure in international business largely and directly depends upon how well
companies manage mentioned obstacles using information about types and degree of
risks around them (Cho and Kang 2001:558). A role of a manager is the main in this
process; his or her results vary from personal characteristics and experience. Likewise,
companies with a large share of import may obtain more enhancement in service
because of better bargaining position and closer communication between a buyer and
seller. Hence, such companies suffer more from various regulations because of higher

product turnover.

To conclude the chapter, the author summarize the main aspects and findings from
risk’s studies. The concept of risk is widely discussed in the research field and it
includes overlapping terminology that has various meanings and denotations from the
author to the author. The concept of risk has both subjective and objective nature, and
actions taken in order to overcome or prevent risk consequences depend on managerial
attitude to risk. Depending on sources, risks can be divided in groups, hence, there is no

unified classification and each author presents own view.

The risks influencing a supply chain should be identified, studied and, if possible,
prevented (or mitigated) because their consequences can have negative outcomes for
company’s operations and prosperity in the future. However, risk is the part of an
instable global environment where today companies are doing business with the aim to
bring the profit. Knowledge about risk and its nature can help to receive benefits in the

battle with competitors. Risk management has become the integrated part of business



28

operations. In order to control and manage risks, the company should implement the
whole process of risk management with further division on separated stages.
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3. RISK MANAGEMENT IN A GLOBAL SUPPLY CHAIN

3.1. Supply chain

Often supply chains are shown as oversimplified, linear and static chains reaching from
source to the end customer including the suppliers’ suppliers and the customers’
customers. However, Wieland and Wallenburg (2012:890) claim that a supply chain
represents a web with following parameters: complexity of the environment and
susceptibility to change that combined with the capability of companies to adapt and

respond to such changes.

Mentzer, DeWitt, Keebler, Min, Nix, Smith and Zacharia (2001:3) in the study on the
supply chain’s concept define it as a set of companies gathering for further regulation of
the flows and movement them forward. Normally, several companies become involved
in product manufacturing and delivering to the end user — producers and assemblers,
wholesalers and retailers as well as transportation companies are all members of a
supply chain. In other words, a supply chain is the alignment of firms that brings the

product or service to market.

The same authors create another definition of a supply chain: the network of interrelated
through upstream and downstream connections companies, which activities are aimed at
production of value expressed in products and services for further delivery to the
customer (Mentzer et al. 2001). Otherwise, a supply chain includes several companies,
both suppliers and distributors, and the end consumer. To sum up, a supply chain is
characterized as a set of more than three companies, sometimes individuals being
involved in the flows passing from an initial source to an end customer (products and

services, cash and/or information).

3.2. Supply chain management

The term “supply chain management” (SCM) presents a source of confusion due to the
huge variety of definitions from authors in the field. Tang (2006:453) introduces the

definition of supply chain management which is created with consideration of the
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literature review carried out by the author: “the management of material, information
and financial flows through a network of organizations (i.e., suppliers, manufacturers,
logistics providers, wholesalers, distributors, retailers) that aims to produce and deliver
products or services for the consumer ”. It includes the coordination of activities across
different functions such as marketing, sales, production, product design, procurement,
logistics, finance, and information technology.

Trkman, Budler and Groznik (2015:588) distinguish the advantages as well as
challenges of SCM. As the former can be mentioned flexibility of the whole supply
chain, ability to design the effective strategy of operations and cooperation among
different tiers. The latter includes information sharing (e.g. specific knowledge,
company experience and technologies), difficulties in coordination of flows and

integration of business processes of partners as the most crucial ones.

A main process determining stability of a supply chain is a preliminary assessment of
potential partners in terms of both total cost and the possibility of other risks occurrence
(Olson and Wu 2011). These risks can include failure in the product quality and
availability, in reliability of the manufacturing company (e.g. bankruptcy), and risk

connected with the political instability and exchange rate fluctuation.

Connelly, Ketchen and Hult (2013:227) claim supply chain management has received
wide publicity during several last decades; however, it deserves further attention
because of globalization influence and transformation of its definition due to scholars’
research. The global activities has changed the entire system of the company’s
operation: from raw materials to end users, making it more complicate and
unpredictable. The suppliers, partners as well as customers are not located at the same
place anymore. Attempts of partners to build trustful relations across countries’
boarders bring more uncertainty (economic, political and even cultural) in operations on
a daily basis and increase the future possibility of risk. Balancing of strong and weak
ties in a supply chain brings flexibility and reliability that are necessary to operate in a

hectic global environment.



31

Although definitions can differ among sources, Mentzer et al. (2001:5 — 7) classify into
three categories: a management philosophy, implementation of a management
philosophy and a set of management processes. As a philosophy, SCM views the supply
chain as a single entity with each performing own function. It extends the concept of the
partnership into an effort of several companies to manage the flow of goods through the
entire supply chain. SCM as a management philosophy looks for synchronization of

internal and external operational and strategic capabilities into a unified market force.

According to another approach, to be effective in operations and remain competitive in
today’s business environment, companies have to expand their management and control
functions to customers and suppliers. This extension through external integration is
called supply chain management. In this context, the implementation of supply chain
management into company’s operations implies special activities. These activities
involve all supply chain partners (suppliers, brokers and agents, and manufacturers) in
order to make adjustment to the needs of the end customer in a prompt way. The
integration of processes related to sourcing, manufacturing and distribution activities

within the supply chain should help in achievement of this goal.

As opposed to a focus on the activities shaping supply chain management, the attention
can be focused on management processes that are defined as a structured and measured
set of activities and designed to produce specific output for the customer or market. In
this case, SCM is the process of relationships management, coordination of information
and materials within the company’s operations to deliver the certain value through
management of goods and information flows from sourcing to consumption. Besides, a
supply chain process is the actual physical functions, institutions, and operations
characterizing the way how a particular supply chain moves goods and services, across
time and place, through the supply chain, having clearly identified inputs and outputs,

and guidelines for actions.

In the literature review conducted by Khan and Burnes (2007), they claim that all tools
and techniques for supply chain management are debated in nature because they are
created and implemented by managers with individual attitude towards the risk (risk

taking or risk rejection). Therefore, business leaders have to combine their preferences



32

in approaches with various impact of risk on different stakeholders and bring together
objective and subjective measures (to obtain some freedom of maneuver). They have to
balance shareholders’ interests, at the same time minimizing possible risks. This
situation can cause the conflict between interested parties thus managers try to keep
several options rather than following the only chosen strategy. Plenty of information,
newness of tasks (projects) and requirement to consider existing alternatives involve

greater risks for the supply chain.

Various approaches to supply chain management opens its multidimensional nature
where authors find some specifics and focus their studies on. However, supply chain
management has one main aim (or goal) to find the solution for the supply chain in the
issue of how to deal with flows and tires in the supply chain, prevent risk and faster
recover from its consequences. The company itself should create the unique set of tools
and techniques for management and control. Sometimes the combination of several

methods is the best cure for the specific situation.

3.3. Supply chain risk management in a global environment

Because of certain complexity of the concept and existence of various approaches in the
field of academic research, several definitions for supply chain risk management
(SCRM) can be found in the literature. Karbalaee et al. (2013:331) view SCRM as a
method for possible risks reduction in a supply chain. The authors divide the risk
mitigation process into four sequential steps: detection, valuation, operations for

solution finding for each situation in particular and control of risk.

Colicchia and Strozzi (2012:404) define SCRM as the process of potential risk sources’
identification and implementation of suitable strategies using a coordinated approach
among the partners in the supply chain in order to reduce vulnerability of the supply
chain. Where the main goal of supply chain risk management is to protect the business
operations from unexpected harmful events. The authors come up with the idea that
SCRM should go beyond the company itself and include all partners connected in the
network. They talk about the idea of cooperation and creation of strategic long-term

relations.
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Trkman and McCormack (2009:247) pay attention to the main critical step in managing
possible disruptions of the supply chain that can cause significant impact on its stability.
The authors claim to reduce risks and create a supply chain with strong ties company’s
managers should be able to identify suppliers’ potential to disruptions before
development of relations with them. Thus, they reject the discussed above idea about
partners’ relations and make focus on finding weak chains among tiers of the supply
chain, and their replacement with more promising variants. Their definition of the
concept is focused on growing importance of the field and the role of SCRM in
developing the system of approaches to risk identification, assessment, analysis and
treatment of the focal risk areas in the supply chain.

Later on, Manuj and Mentzer (2008:205 A) offer the definition where SCRM is based
on the identification and evaluation of risks in the global supply chain, implementation
of appropriate strategies bringing together the efforts of supply chain partners and
coordination of their actions. In addition, they state that various risk events in global
supply chains are linked to each other: one risk may lead to another or influence its
outcomes. Everything in operations of SC partners is interdepended and an event in one

company may cause the harm to others.

By combining the previous definitions, Tang (2006:686) defines SCRM as the
management of supply chain risks through coordination among the supply chain
partners to ensure profitability and continuity and addresses the SCRM issues along two
dimensions: supply chain risk and mitigation approach. His definition has added the

aspect of company’s outcomes and financial results in the future.

Belloa and Bovell (2012:81) have reviewed academic papers and presented the
definition combining elements from various sources: SCRM is the management of
external and supply chain risks through a coordinated approach among partners to
reduce vulnerability as a whole (inner and outside the supply chain elements).
Additionally, they describe main parts of supply chain risk management: risk
identification, which includes the acceptance of existing uncertainties, failure
identification and recognition of its consequences; risk estimation, which includes

estimation of risk probabilities, their description and quantification; risk evaluation,
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which includes assessment of risk significance, the possibility of risk acceptance, and
comparison the risks and positive outcomes. All these parts of SCRM are unified by
three key activities: problem identification, assessment of its nature (source) and

implementation of strategies for further problem resolution.

Wieland and Wallenburg (2012:890 — 891) define SCRM as the implementation of
strategies to manage both everyday and exceptional risks along the supply chain based
on continuous risk assessment reducing vulnerability and ensuring continuity. Thus,
SCRM extends traditional risk management by integrating risks of partners. The authors
include the time aspect and the possibility of events repetition and duration in their
definition. Next, Jiittner (2005) suggests own definition as the identification and
management of risks through coordination among partners within the supply chain to
reduce vulnerability. Such definition correlates with ideas of Colicchia and Strozzi
(2012).

Further, Son and Orchard (2013:686) view SCRM as a process where supply chain
partners together apply risk management tools to manage and mitigate risks caused by
logistics-related activities. They construct the theoretical SCRM framework and
demonstrate the need to develop a set of tools and strategies to address various
unpredictable issues in SCRM which make a supply chain inefficient. The authors’
work supplement the previous theoretical results and add more understanding in the

processes within the supply chain.

As mentioned earlier authors, Connelly et al. (2013) emphasize the importance of all
partners in a supply chain. Additionally, they connect supply chain management with
the social network theory. Supply chains are mechanisms of social connections between
tiers included in them where the company may receive certain advantages from greater
access to information sources. Strong ties are created with main partners opening new
markets and opportunities for development, and weak ties bring the ability to adapt

faster to changing environment (change of suppliers in the case of any uncertainty).

Craighead, Blackhurst, Rungtusanatham and Handfield (2007) move the research

further and discuss the opportunities of proactive approach in SCRM in comparison
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with reactive one. To achieve resilience of the supply chain, as the main goal of the risk
management process, company’s managers should proactively focus on capabilities for
dealing with unpredicted events. This approach helps to understand risks, avoid them
and be prepared to respond if such events occur as the worst scenario for company’s
operations. Therefore, the best advice is to promote practices for risk identification,

mitigation and management in advance.

Finally, the aggregated definition of supply chain risk management should include the
following dimensions: importance of partners / tiers in the supply chain that can help to
each other in risk mitigation, coordination of actions and following to a developed plan,
use of various tools and methods depending on the situation and repeatability of events,

adjustment to the changing reality of doing business globally.

3.4. Global sourcing: regional varieties

Sourcing from various suppliers of any kind around the globe (Africa, Europe, America
and Asia) involves a huge range of infrastructure and operations differences. If supply
management personnel in the company know how to handle them, these variations will
bring promising opportunities and fruitful results in the future (Maltz, Oke, Christiansen
and Walumbwa 2010). Main advantages of sourcing globally are classified by Pfohl and
Large (1993) such as lower prices, improved quality and technology, fulfillment of local
content requirements, an extensive supplier potential and the possibility of balancing

exchange risks.

Constantly manufacturers and retailers from developed countries are seeking for the
way of cost reduction. This ended up with factories transfer from developed countries to
developing ones supplemented with sourcing of materials, products, and services there.
Developing countries also want to benefit from economic growth and switch in
production geography; they roughly fight with each other to become suppliers to market

leaders and wealthy economics.

Hence, purchasing from each region includes own risks, companies should find the way
to adjust to them and compete with others (Pfohl and Large 1993). Risks in sourcing

from various regions could be caused by different standards, the imperfect knowledge


http://search.proquest.com.proxy.tritonia.fi/indexinglinkhandler/sng/au/Maltz,+Arnold/$N?accountid=14797
http://search.proquest.com.proxy.tritonia.fi/indexinglinkhandler/sng/au/Walumbwa,+Fred+O/$N?accountid=14797

36

of all conditions surrounding the market, problems with product quality and logistics as
well buyer-caused obstacles (for example, the lack of qualified purchasing personnel).
Dealing with the additional risk of currencies, time zones, distance, language and
political instability, influences costs, so the companies have to adjust their strategies
regularly (Sabbaghian 2009).

According to Moser and Blome (2008), despite high potential of India as a region for
sourcing, it takes a lot of time to understand all complexity and vastness of the country.
Two mentioned factors influence in large measure costs associated with logistics and
the quality of products. A lack of understanding of regional specifics is not only
relevant for companies doing business of Indian companies. If sourcing managers are
experienced in dealing with various realities, it can help to reduce the possibility for

increased potential costs and lead times as well as to improve the quality.

During the 2000’s, the sourcing stories of success in Eastern Europe and Asia are well
known, but now the situation has changed: major buyers are seeking alternative sources
to reduce risks to supply disruptions and cost increases. It has happened because low
purchasing prices were offset by high logistics costs and high transaction costs. The
example to illustrate the situation is given by Maltz et al. (2010) where Chinese toy
manufacturers have experienced strikes and quality problems while local protests forced
the company’s owners to relocate a factory in India. Such evolution of regional

capabilities nowadays is the part of the global strategy equation.

The modern trend in global sourcing is that three areas received the highest companies’
attention. Their operations have been moved there for certain reasons. The list is the
following: Eastern and Central Europe that progressively try to become the part of the
developed European region and, at the same, to keep control under the issues of
intellectual property control; Southeast Asia, China and India particularly, that becomes
more independent in the economic aspect and contains the potential for long-term
development for manufactures and buyers in the region as well as for the growth of
business networks; and Africa that demonstrates the gradual growth with low-cost

goods for wide consumption and raw materials such as petroleum and minerals.
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Central and Eastern Europe could present benefits of developed logistics infrastructure
and closeness to the end customer in Western Europe. On the other hand, advantages of
operations in these countries are political and economic stability (Pfohl and Large
1993). It is difficult to assess future trends in their development. The region is still
suffering from bad traffic and communication infrastructure, a lack of means of
transport, problems in production and with sub-suppliers, and the shortage of materials.
Additionally, business with Central and Eastern Europe is associated with issues related
to fluctuation in the exchange rate and difficulties in use of local currencies in

transactions.

There is evidence demonstrated in the work of Maltz et al. (2010) that some
manufactures have already shifted from China and India to the African region because
of growing labor costs (workers’ wages have been increased) and raising costs of
manufacturing. It is stated by Hexter and Woetzer (2008) that Chinese suppliers'
component failure rates are higher than global standards, distant and uncertain supply
lines increase the total cost and reduce amount of turns, their deliveries are not reliable
enough supplemented by absolute necessity to hold larger inventories, and their costs
could be reduced implementing efficiency and waste reduction policies. Despite the
fact, Subramanian et al. (2015) note that sourcing from China remained an attractive
option for multinational companies and well-known brands (e.g. Wal-Mart); the country

still remains the number one foreign direct investment destination.

Moreover, some European counties have already failed to present attractive conditions
for manufactures and lost the game in the competition with several Asian countries.
Skilled labor and closeness to the main world markets cannot be compensated by high
expenses and existing tough competition. Therefore, this region will mainly focus on
orders of customers with the need for quick respond and fast deliveries supplemented
with increased amount of warehouses and transportation hubs for goods consolidation
and further distribution, and assembling companies. While there is a trend that main
manufacturing premises and sourcing for high volume batches will be transferred into
the Southeast Asia. Unlikely, the African region (except the most developed South part)
will start manufacturing of highly valued products requiring educated personnel or

engineering.
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The following shifting global patterns should be mentioned to understand the current
situation (Maltz et al. 2010). First, the unit price in production is lower in Asia and the
demographical situation (overpopulation) will not facilitate dramatic changes in the
country in the future. Huge amount of Chinese and Indian population with the low
educational level are interested in any jobs with the purpose to move from rural areas to
cities. Kumar, Medina and Nelson (2009) state that sourcing from countries, as China is
highly competitive due to the labor cost is lower compared to the US and other Western
countries. Hence, the well-educated but limited pool of the population in Eastern

Europe is looking for knowledge intensive and qualified jobs.

Next, the Asian region demonstrates the great potential for further growth. Sabbaghian
(2009:42) claims that low-cost country sourcing, sourcing from countries such as China
and India, has been one of the most popular strategies for decades. These countries will
become even more competitive because of factories operating to US and EU standards
and skilled workers. The companies from developed countries such as the USA and
Scandinavia have started their expansion finding new partners and customers in the
region and building own factories to supply customers outside the area. Often facilities
for operation in the Asian market and export are divided with constantly growing
demand from the locals. The work by Cho and Kang is resulted in evidence that India
and China provide higher benefits for companies (for example, better value for money,
enhancing competitive position) than Taiwan and Korea did; at the same time, these
companies face more problems with customs procedures, transportation and inventory

delays.

Additionally, final assembly for main components for the European market is likely to
remain in Eastern Europe. Some manufacturers keep the production of the most
advanced products in the Europe to guarantee the quality and protect intellectual
property, while Eastern Europe stays the area for outsourced subassemblies. To deal
with varieties of European languages, local and label requirements, manufactures have
to keep the part of products inventory for the European market inside the area for the
final customization to the customers’ needs. Later on, countries of the African region
face certain issues connected with poor infrastructure, the instability of the political
situation and the excess of low qualified labor market over professionals. The area has
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the huge potential for natural resources extraction and low cost labor force. This is the
reason why it is becoming more popular among manufactures of consumer goods
exported worldwide. Their current condition attracts companies from the developed part

of the world as well as some huge Chinese and Indian manufacturers.

Finally, the conditions inside certain regions and countries may vary significantly. For
example, the western part of China and cities at the coast attract more attention from the
companies’ side that assists in development of its infrastructure faster and further
increase in operations. Eastern Europe is the part of another shift: companies move
operations from north to south (Poland to Romania) and from west to east (Poland to
Turkey, Russia). Such changes may be explained by differences in labor cost, the cost
and availability of materials, some cultural and religion specifics, and political reasons

(level of corruption and bureaucracy).

3.5. Classification and diversity of strategies for risk mitigation

Strategies and tools for prevention and mitigation of risks in the supply chain cannot be
easily counted and described. Various factors and the current environment of the
company’s operation create conditions shaping the strategy and influencing the
manager’s decisions; either right or wrong ones for the focal company and its partners.
There is the evidence from the business world that many companies have gone out of
the global arena because they have failed with the choice of the right and effective risk

management strategy (Khan and Burnes 2007).

However, there is no universal strategy or tool to organize a company and lead it
forward overtaking possible competitors. Even in the literature review by Colicchia and
Strozzi (2012:412), the authors underline that the existing results of various studies
cannot provide a way to deal with risks and suggest a unified strategy. Each author

bring new details in the field.

To confirm this statement, a list of six relevant and up-to-date supply chain strategy
elements which influence the processes inside among supply chain partners are

proposed by lJiittner (2005): the globalization of operations; reduction of inventory
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holding; centralized distribution; reduction of the supplier base; outsourcing; and
centralized production. The evaluation of the risk outcomes and reception of possible
feedback for implemented supply chain strategies is an important issue in SCRM. Thus,
Manuj and Mentzer (2008 B) suggest the classification of risk management strategies
into seven categories: avoidance, postponement, speculation, hedging, control, sharing /
transferring, and security.

Karbalace et al. (2013) claim that all companies’ managers can be divided into two
group named risk takers and non-risk takers (see Table 3). Division into these groups is
based on nature of business, manager’s personality and experience and influence the
choice of the risk management strategy. Main strategies of supply chains in managing
risk include risk reduction, risk acceptability, risk transfer, personal risk analysis and
decline of any risk. However, they highlight several useful methods for both named
groups, such as accumulation and vertical integration, cooperation with mediators in
inventory, use of product extra capacity, development of special requirements for

suppliers’ performance.

Table 3 Elements of attitudes toward risk

Attitude towards risks in supply chain

Transfer the risk to another actor in the supply chain (supplier, distributer, customer) so

they bear the risk

Share or divide the risk with another actor in the supply chain (supplier, distributor)

Try yourself to reduce or eliminate the risk using internal solutions

Reduce or eliminate the risk with other partners in the supply chain (supplier, customer)

Finance the risk by budgeting and prepare for its consequences if it were to happen (for

example, apply for insurance)

Do nothing and ignore the risk

Sodhi et al. (2012) recommend controlling operations of the partners because supply
disruptions cannot only affect the company’s stock price because also can cause a loss
of reputation and harm the finance stability. Managers should pay more attention to the

choice of suppliers in a turbulent and dynamic environment. Right suppliers’ selection
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and appropriate demand allocation with the help of developed contingency plans can
significantly reduce the costs and risks of disruptions.

Kotula et al. (2015) develop this idea in their study and claim that strategic sourcing
should become an integrated part of the company’s strategy. They present the list of
special criteria for strategic suppliers’ selection and evaluation (see Table 4)
highlighting three most important: financial criteria (price, total cost and payment
terms), supplier’s overall performance, and risk that the price remains the key criteria

for final decision making.

Table 4 Important strategic supplier evaluation criteria

Rank Evaluation criteria
1 Price, costs, payment terms
2 Supplier’s performance
3 Risk
4 Specification, product complexity, quality
5 Delivery process with lead time and supply continuity
6 Strategic sourcing fit with internal strategy
7 Supplier relation and integration
8 Competitive advantage over competitors
9 Supplier production capability
10 Own capabilities and resources (the decision make or buy)
11 Customer / demand of own company
12 Supply market characteristics (e.g. bargaining power)
13 Processes and automation, transaction costs
14 Economic environment
15 Geography of the supplier

Ruiz-Torres and Mahmoodi (2006) present a decision model to optimize the demand
allocation across suppliers by evaluating various costs connected with the existed
network. Moreover, they add to the model a partial loss because of any supplier’s
possible failure and discuss the effect in situations where suppliers have equal or
unequal probability of failure. The authors state that suppliers are able to use their
flexibility in order to increase the total output and compensate the damage cause by

other suppliers’ disruption.
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Belloa and Bovell (2012) argue that investment in inventory and multiple sourcing are
the two most common mitigation strategies in the existing literature. Later, they present
contingency strategies that include rerouting, for example, at alternate locations, and
shifting demand to easily supplied products. Additionally, strategies for disruption
management can be divided into 3 groups: proactive strategies reducing the probability
of risk; advance warning strategies helping a company to prepare and minimize
disruption effects; and coping strategies offering the ability to minimize the

consequences.

Furthermore, in the article by Wieland and Wallenburg (2012), risk management
strategies are divided into two groups: proactive (preventive) and reactive, however,
both groups remain equally significant for company’s implementation. A strategy to
cope with changes reactively is agility which corresponds with being fast and able to
modify the supply chain, while robustness is a proactive strategy that can be defined as
the ability of a supply chain to overcome difficulties without radical adaptation of its
initial configuration. Thus, a robust supply chain can handle unwanted events with
significant changes; it increases resistance to volatility risks. In contrast, agility is

effective in the case of high customer-side risks.

3.6. Strategies tested in the reality of international business

In the next part of the chapter, the author presents the huge diversification of strategies
created by experts of the supply chain risk management field as well as tools and
methods of uncertain events’ avoidance and minimization of their consequences for the
whole supply chain and the company in particular. All strategies have been studied from

various angles and become useful for companies with global operations.

Adjustment as the optimal strategy for risks minimization is discussed in the work by
Bai, Wang and Wang (2010). Various emergencies occurred on the market can cause
the change of its size and affect production plans of the supplier. Partners should share
up-to-date information and mutually coordinate their actions according to it. Such
cooperation and flexibility of operations to the changing environment make easier

forecasting and decrease the possibility of unforeseen events. In this case, when
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suppliers and a buyer in cooperation try to increase own return, they additionally
maximize return of the whole supply chain that is much higher than return without

adjusted actions.

Strategies for the company’s operations in the non-turbulent environment and the
environment exposed to changes are compared by Trkman and McCormack (2009). The
list for actions for the former includes placing orders in larger batches to decrease the
cost of procurement, win on the economies of scales and creation of safety stock as well
as single supplier sourcing with long and trustful relations. The latter involves the
proactive approach and continuous adjustment of the supply chain where tiers (strategic
partners) are interdepended and cannot control changes from outside. The authors claim
that environmental uncertainty is the main threat for companies nowadays. The
company in the supply chain should consider both the environment of its suppliers and
own business strategy while estimating the likeliness of supplier failure for each

situation separately.

Hallikas, Karvonen, Pulkkinen, Virolainen and Tuominen (2004:50) introduce in the
study four major steps’ strategy how a typical company can manage risks in
collaboration with partners: first of all, to notice the existent risk, its threats and effect
on the supply chain; the next step is to evaluate risk intensity, its financial influence and
effects on the production, its probability and cost of losses; then, to control the potential
risks through using short, medium and long term forecasts as well as through
developing staff training programs, decentralization of the risk probability and financial
response between partners; finally, to decide about risk-related strategies, using risk
reducing, eliminating and individual analysis of risk effects.

Companies in a supply chain have a number of responses available to manage and
mitigate risks. Insurance is risk mitigation by definition. However, the use of other
methods are also possible including information sharing schemes, as an example (Olson
and Wu 2011). In addition, responses can include development of closer relationships
with partners and joint initiatives. There are trends from more independent responses,

such as insurance and contractual standards, to more cooperative efforts.



44

Ritchie and Brindley (2007 B) summarize the previous findings in the list of risk
management responses such as risk insurance, information sharing and relationship
development, agreed performance standards, regular joint reviews, joint training and
planning exercises, inter-partnership structures and relationship marketing initiatives.
There is also the evidence of a risk management progressing from more independent
responses (e.g. insurance) to more co-operative (e.g. relationship development).

Among works that study mitigation strategies, Son and Orchard (2013) demonstrate the
effectiveness of combining inventory placement and back-up methods. This helps in
order to do both to handle short periods of disruption and to overcome the consequences
of long-term disruptions in the supply chain. They propose as well other strategies to
overcome difficulties that increasing at a fast rate with the number of supply disruptions
and the size of economic losses: advance warning, strategic inventory, supplier
diversification and dual sourcing. Further, Tang (2006:482 — 483) discuss strategies to
create stable supply chains from the very beginning of company’s establishment.

Some ideas from the field research are suggested by PrasannaVenkatesan and Kumanan
(2012): the combination of international and local suppliers; single, dual and multiple
sourcing for similar product groups. They even propose a decision tree approach for the
optimal size of supply base where the cooperation is based only on partners with limited
failure scenarios. Special programs are built for strategic sourcing with the aim of
simulation in suppliers’ analysis, planning and optimization, and further evaluation in
risk management within the supply chain. They can help in evaluation of the overall

performance under uncertain events.

Pfohl and Large (1993:4 — 5) present five attributes of co-operative partnerships as a
way to resolve possible risks between parties during the sourcing process: a supply pool
consisting of a preferred few suppliers to have the alternative ways of sourcing in any
situation; an alliance incorporating a credible commitment between the buying and
selling firms when partnership relations are built in a long-term perspective; joint
problem-solving activities acquired in production and logistics; an exchange of
information between the firms (knowledge transfer); and joint adjustment to

marketplace conditions. Mainly, these cooperation types could be a solution in relations
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among suppliers from Central and Eastern Europe and their customers because of

different level of operations’ development.

Xia, Ramachandran and Gurnani (2011) focus their research on the strategy of dual
sourcing. When the company has an alternative reliable supplier to replace another one
in case of shortage of failure. Because nowadays lack of supplier reliability has become
one of the top three supply chain risks. Problems with suppliers include a forced
necessity for expensive investment in capacity, unplanned shortage in supply and
uncertain demand. The company may face reduced control across the SC, longer lead-
time and issues with boundaries and great distance. Use of two suppliers brings the
opportunity to create shorter production time that leads to better management of risks.

Further development the dual sourcing concept has received in the study of Xia et al.
(2011) where they discuss the idea of multi-sourcing. It helps to overcome information
asymmetry about reliability of suppliers. Moreover, the company can choose partners
using a monitoring policy to achieve the highest possible product quality and shortest
lead-time of production, to find better solutions in logistics schemes and benefit from
the shortest geographical distance between partners and the possibility of control under
their performance. Thus, companies in the supply chain may better cooperate in order to
decrease the likelihood of uncertainties, improve own internal processes and react in a

faster manner when the disruption occurs.

Khan and Burnes (2007) present the idea of risk management in a supply chain as the
group’s work where a main component is the development of the strategy for risk
evaluation and management within the entire supply chain with identification of an
inappropriate behavior or possible failure of certain partners in the chain (internal
interaction within the supply chain). Additionally, they share details and discuss
conditions that are necessary for the successful strategy’s implementation. They include
suppliers’ loyalty (cooperation and information sharing), characteristics of the situation

in sourcing and the buyer’s perception of existing problems.

The authors combine existing risk management strategies in the following list: closer

working relationships with suppliers, purchasing partnerships and strategic alliances
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(long-term relations and trust building), supplier quality and auditing programs, supplier
improvement programs, multiple sources vs single sourcing, inventory management,
communication and early involvement of suppliers in strategic decisions, buffers, risk
sharing and knowledge transfer, focus on core competence vs product differentiation,
risk taking and proactive supply management. Some these strategies can be combined in
order to bring the synergy effect and can supplement each other; hence, others bring the
opposite solution for the current situation in the supply chain and the company itself.
Many of these strategies are situation-dependent and cannot be implemented every time,

even if the risk source is the same.

Running business in the reality of the Indian complex environment is discussed by
Moser and Blome (2008) who share major components for sourcing successfully within
this region and creation of own talent pool from local staff. Four main ones could be
summarized: 1. aligning the sourcing initiative with business strategy under support
from company top management, 2. a clear identification of the Indian sourcing office
role in comparison with other sourcing departments within the company, 3. the
transparent system of motivation both for the headquarters and for the personnel in the
local office, and 4. a long-term investment in attracting local talent. Often the
knowledge at the headquarters about India is often minimal; however, sourcing from
such huge country should be translated in sourcing from its particular part with
gathering data about local requirements, laws, business “rules” and excess to existing

networks.

Special requirements and hints for sourcing in China are given in the paper written by
Hexter and Woetzer (2008), they advise companies to settle higher aspirations choosing
suppliers. Getting familiar with the Chinese market and rules of the local game could
help to achieve there global standards of performance and decrease prices for goods
purchase. Because companies lack information, they use only one-third of the possible
goods they believe they could purchase from China.

There are several steps identified by authors to overcome challenges: identifying good
suppliers; cope with language and cultural barriers; boosting suppliers' quality; ensuring

deliveries; managing supply chain inventory; communicating close with management
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and specialists. Reduction of additional costs become possible if companies reach the
certain level of market knowledge and source the goods and materials directly from
manufactures without any intermediaries and agents (savings could achieve up to 35
percent). The opposite position is presented by Sabbaghian (2009), he declares that a
local consultant could assist in development of useful contacts and relations, and advise
in appropriate strategy creation. This specialist can provide assistance according to

companies’ needs.

Finally, Subramanian et al. (2015) establish that companies should collaborate with
Chinese manufacturers at various levels and departments to overcome the uncertainty
related to complex and high-tech technologies. Additionally, they should use cultural
specifics such as networks of developed informal relationships to overcome differences
and develop long-term relationships. It is preferable for companies to source directly
from a low-cost supplier but also to have an additional channel, for example, to
purchase through an international office. The authors suggest the integration of a supply
chain based on trust among partners, sharing of information necessary for the smooth
flow of operations, constant improvement of the quality by a means of supervision and

control mechanisms.

As it has been mentioned earlier, amount of existing strategies for supply chain risk
management is impossible to count. Various authors using similar methods can offer
new ideas, study the issue from another angle, update and develop the existing ones
strategies. Some of them pay more attention to the importance of relations with partners
in the supply chain, the possibility of building trust versus the opportunity for the
prompt change of the supplier in case of failure or dissatisfaction with their performance
level, for example, the quality, price level or issues with logistics. Others pay attention
to management of flows (goods, information, etc.), which is helpful for uncertainty

reduction and increase the control under operations.

Moreover, some authors contrast two approaches to risk management: the reactive
approach with the proactive one. The former is described as the outdated concept that
has been used a couple decades ago or even earlier. It includes the methods and tools

that can help to overcome existing and detected risks (e.g. safety stock) but cannot help



48

in prevention of the new risk occurrence. Hence, the latter is mentioned as the up-to-
date approach with the idea to prevent the negative effects of uncertain events. The
modern business environment requires the flexibility of the company operations’ and
ability to forecast the possible development of the situation in the future with the help of

computer modeling and specialized software.

3.7. A conceptual framework of dealing with risk in a global supply

chain

A theoretical framework (see Appendix 1) is built on the basis of the previous study
from various researchers and practitioners in the field of risk management: Ghadge et al.
(2013), Christopher et al. (2011), Mentzer et al. (2001), Manuj and Mentzer (2008 A
and B), Ritchie and Brindley (2007 A), Tang (2006), Jiittner (2005), Zhang and Huang
(2006) and others. It consists of the ten steps’ (levels) hierarchy and presents a detail
plan how the organization should realize in practice actions for risk mitigation and

prevention.

The framework helps graphically understand the logical order of operations dealing
with risks and their consequences in the company. The author takes into consideration
two dimensions what determine the company’s existence and its current condition: an
external (business on international scale) and internal environment (interconnection of
supply chain tiers and their correlation). Additionally, its design considers the
development of the risk management field and is created with the focus on proactive
approach to uncertainty prevention and avoidance of its negative effects, for an

example, on the company image, profit and niche on the international market.

Furthermore, the model is applicable for both direct (supplier, core organization and
customer) and extended supply chains (when the SC also includes supplier’s supplier
and customer’s customer). However, the focus is on the core organization and its ability
of building relations with first-tire suppliers as well as customers. The current
framework takes into consideration the development of SCRM field tracked by
Colicchia and Strozzi (2012) and combined with the operations in the changeable global

environment (see Table 5).



49

Table 5 Research directions in SCRM (adapted from Colicchia and Strozzi 2012)

Main themes From To Research directions
. . Locating research into SCRM
Uncertainty as | Uncertainty as a -
. within the more structured study
. an opportunity | threat .
1. Complexity of the SC complexity
and . Modelling SCs  considering
. Complexity of .
uncertainty the SC SC as a complex | robustness and resilience
evolving system | A in n managin
structure 9¥ _SSGSS. 9 : and anaging
disruption risks
2. Practices Operational . L .
. Disruption risk | Adopting a supply network
and tools for risk manapement erspect?ve >
SCRM management g Persp
3. Reactive Proactive I
. Considering the SC as an open
Organization | approach approach i .
system interconnected with the
of SCRM Focus on supply .
Focus on SC environment
process network
4. Increased Th_eoretlcgl Prac_tlcal point Evaluating the wvalue of an
SC resilience | POINt of view | of view increased SC resilience and
and robustness | FOCUS On Focus on robustness
effectiveness efficiency

Next, all steps of the framework is described one by one. The author tries to highlight
the main points of each step separately and, at the end of the part, make conclusions for
the model as the whole in order to combine the ideas from the theory to the reality of
the company where the main goal is achievement of efficiency of operations and

profitability for parties involved.

The first step of the framework is risk identification. It is based on actions connected
with finding any risks (both existing and possible) within the company’s supply chain
using various sources of information. Such information could be received from the
company’s environment as well as be shared by partners (building trustful relations with
the closest and most reliable partners). Moreover, on this stage, the organization should
determine the likelihood of unwelcome events, their undesirable effects on the current

situation of company’s operations and its future development.
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Next, the second step includes further and deeper analysis of risks with their division on
groups regarding factors and sources (risk classification). The organization should
explore their nature. Initially, company’s managers should find out if risks come from
external or internal company’s environment, their sources and the part of the supply
chain that can be involved. Then, in accordance with Christopher et al. (2011), Manuj
and Mentzer (2008 A), they identify risks that can be divided into five categories:
supply, demand, process, control and environmental. All of these categories can be

found simultaneously and influence on the company at certain degree.

Later, the third step of the model is the strategy of risk evaluation which can be divided
into two subsections: likelihood of risk repetition (in the long term) which can be,
correspondingly, high or low, and determination of risk impact on the company
(outcomes of failure). This step answers the question is the existing risk influences
company’s operation in a harmful, neutral or positive way and to what degree.
Managers decide how adverse can be risks’ outcomes at first sight and after in-depth
analysis, and if existing or probable risk occurrence is significant in general and can
interrupt the company’s functioning in normal mode. For risk assessment such methods

as decision and perception-based analysis, case studies can be used.

At the fourth step, examined risks should be ranked according to their impact
significance and harmfulness to normal company’s operations. At this stage, the great
role plays the managers’ personality, ability to accept the situation, deal with obstacles
and mitigate their effects. Such ranking will help to make priority in the list of problem-
solving activities for each risk separately: the most harmful risks cannot be neglected
and should receive greater attention; other risks can be accepted as not important ones
with low impact on the company. To avoid all risky situations impossible because of
changing environment of global economics and abundance of unpredictable events
happing inside the company and in connection with various tiers of the supply chain.
Therefore, after this stage, the company will obtain the detailed report on existing risks

both within the core organization and in the extended supply chain.

The following (the fifth) step is the choice of one out of four risk management

responses (Ritchie and Brindley 2007 A): risk taking if the situation cannot be changed
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or adapted to achieve better outcomes or reduce consequences, or the results of risky
events cannot harm the company’s operations; avoidance if the risk event has been
predicted and managers competence as well as the company’s experience is enough to
deal in a proper way in such situation (high level of proficiency, existence of tools and
methods, sometimes availability of specific software); mitigation if the risk has been
detected but it cannot be fully avoided on a number of various reasons and factors (the
most common type of response when actions should be made in order to control the
situation); and monitoring if risk events have not occurred yet but the surrounded
environment requires constant control and update of existing strategies, tools and

methods.

The appropriate response combines intra-organizational risk understanding and general
approach to risk mitigation using a set of designed activities (certain risk management
strategies discussed the literature review in their full diversity). For this reason, the next
(the sixth) step of the framework is based on the combination of the company’s overall
strategy with everyday decisions and tactical actions of all parties involved. As the
result of such balance, the choice of the certain response for the specific situation should
be done on the strategic company level supplemented with special well-planned actions
aimed at its successful implementation on the tactical level (further planning of actions

in risk management).

The chosen specific strategy / tool can be used for one certain detected risk type or can
help to deal with several risks with similar sources or same consequences. Additionally,
strategies for various regions can radically different because of specifics discussed in
the research part on regional variety in global sourcing.

Then, the certain strategy / tool is implemented (separately or in the combination with
others) and finally the results are well known, all information should be gathered in
order to obtain the full picture of strategy outcomes (the seventh step of the framework).
Managers study received data and decide if the applied methods have brought any
positive feedback and can be used in the future. Additionally, feedback can be received

from partners’ side bringing additional perspective to collected data (information
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sharing) and the synergy effect to common business. Automation of this process and
previous experience of managers simplify and fasten the task.

The eighth step is associated with the development of prevention measures to supply
chain risks. At this stage, the company gains enough experience in risk management and
is ready to influence the likelihood of various risks occurrence, managers can predict the
obstacles that can appear throughout the whole supply chain and facilitate the process of

decision making.

These actions is the part of proactive approach for risk prevention and reduction of
failure likelihood in the supply chain. Such attitude to risk management and its
outcomes is up-to-date and used by many corporations as the part of their everyday
routines. To succeed in proactive supply chain risk management the greater attention
should be paid to review of previous data, corporative learning and knowledge sharing,

establishment of the system for the company’s analysis and strategic planning.

It needs to be mentioned that there is the opportunity for mutual actions often exists, at
least in the direct supply chain. This is the reason why the ninth step of the framework
is dedicated to relations with partners in the supply chain, collective learning and other
possible benefits for the main business outcome — the company profit. However, in
some situations managers from the focal company cannot rely on other parties involved
in the supply chain. The vivid example is when the supplier performance is not perfect
and faces great chances for further failure causing negative effects for others. Hence, the
opportunity of partnership should be taken into consideration as the chance for future

advantages and, maybe, a part of the competitive advantage on the market.

Finally, coordination of mutual actions, information sharing between partners (if it is
possible) and openness to dialogue lead together to building of long-term and trustful
relationships (the tenth step). Consequently, suppliers, customers and state authorities
can combine efforts and create the synergy effect of benefits for all tiers in the supply

chain without possibility of any chain disruption or failure.
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The given theoretical framework includes main steps for creating the proper system of
risk management in the company. The stages can be repeated an infinite number of
times bringing new data to the company and collecting more experience for future
coordination of operations. However, the received results of monitoring and risk
mitigation every time influence the decision making process and applied strategies /
tools can vary greatly in accordance with the present situation and overall company’s

strategy.

3.8. Literature review summary

In accordance with the ideas presented in the literature review and in the theoretical
framework, the further research is built in the following way. The author separate three
main strategies to mitigate risks among the variety presented in the literature review
(well-proven and tested in a real life business by more than one company). These
methods and risk mitigating techniques are gathered from frequently occurring
recommendations for action from the literature review. Additionally, they are approved

by the findings of the previous research results.

The list of risk management strategies that are suitable for the company with the global

supply chain according to the author’s point of view and is chosen as following:

1. Dual sourcing is the strategy when two suppliers provide the similar products and the
buyer has a chance to switch between them (Tang 2006; Xia et al. 2011; Son and
Orchard 2013). Its advantages are price reduction and shorter lead-time due to constant
competition between suppliers, quality improvement and flexible transportation

schemes, the company always has a fallback in a case of force-major.

2. Buffering strategies when the possible sources of a risk are identified beforehand and
necessary precautionary measures are taken in order to avoid or mitigate the
consequences (Khan and Burnes 2007; PrasannaVenkatesan and Kumanan 2012;
Kauppi, Longoni, Caniato and Kuula 2016). The following strategies are mainly used

among companies with the developed risk management system: higher levels of
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inventories (e.g. safety stock), excess capacity cushions, quoted lead-times and back-up

suppliers.

3. Building closer relations with partners in the supply chain and share information
(experience, technologies) with them is a method of risk prevention (Hallikas et al.
2004; Ritchie and Brindley 2007 B; Bai et al. 2010; Olson and Wu 2011) with high
probability of positive outcomes. The more information is gathered, the fuller the
picture of uncertainty facing and the easier solution finding (the effect of synergy and

collective mind).

Later on, in the practical part, these strategies should be checked for their resilience in
the real environment of the company with global supply chain. Additionally, the next
step of the research is the comparison of the author’s choice with the current situation in
the described case study company. Finally, conclusions are made and recommendations

are provided for further development of the company’s risk management system.
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4. RESEARCH METHODOLOGIES

4.1. Research design

Saunders et al. (2009:131) define research design as “the general plan of how research
question(s) will be answered”. The composition of the research design involves
objectives formed in a clear way from the research question, specified sources from
which data were gathered, and a list of difficulties to overcome on the way to the
project’s success such as data access, time, location and money issues. The main
question addressed in this thesis is: How and why should supply chain risk management
strategies be implemented in the company?

The practical perspective of the company’s logistics manager is the lens through which
the question is investigated. There is a little empirical evidence exists for verification of
the strategy choice in the certain situation and business environment. Additionally, how
the stage of internationalization, the size of the company, amount of suppliers and
customers around the globe or other important factors influence the decision making
process. Furthermore, there is a need for checking if the manager’s choice was correct
or there was a need to change the strategy eventually. This suggests a deductive element
to the research design. The deductive aspect is also seen in the use of a conceptual
framework. Therefore, an exploratory and explanatory research design using the

qualitative interview and questionnaires is adopted to study the issue.

The deductive and inductive methods are the two approaches used in academic research.
Hence, this study is a combination of deduction and induction. Eriksson and Kovalainen
(2008:21) describe induction as reasoning that draws conclusions from an observation
to findings and it is more general; while in the deduction method conclusions are built
based from theory building and the review of existing literature sources. They claim that
sometimes researchers obtain the combination of these two approaches named

abduction.

Moving further, this research adopts a case study strategy. The case study approach is

defined as a strategy for carrying out research that includes an empirical investigation of
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a certain phenomenon in the context of the real life using multiple sources of evidence
(Saunders et al. 2009:145 — 146). In the particular study, a company is analyzed in
depth and from both perspectives: the opinion of the company management
supplemented with the outlook of first-tier suppliers who can have a controversial or
even opposite view. A qualitative research design for this study is chosen as not much is
known about the phenomenon and there is a need for in-depth analysis.

Saunders et al. (2009) state that the case study strategy also has considerable ability to
generate answers to the question ‘why?’ as well as the ‘what?’ and ‘how?’ questions
and they used in the formulation of the research question of this study. A single case is
selected because it provides an opportunity to observe a specific phenomenon from

various angles.

4.2. Data collection

The data collection techniques employed in the case study may be various but face-to-
face interviews and questionnaires conducted with top and linear managers are
implemented in this research. In fact, qualitative interviews as a source for better
understanding are suggested by many academics (Eriksson and Kovalainen 2008). So
the methodology of the study is based on a case study strategy consisting of semi-

structured interviews and questionnaires with open questions.

The amount of interviews and questionnaires depends on company’s specifics; hence,
the author has planned to conduct 7 face-to-face interviews and more than 10
questionnaires with managers of the suppliers from several regions, such as Turkey,

China, Western and North Europe.

Interview guide, information statement for interviewees and questions in Russian and
English are presented in Appendices (see Appendix 2 and Appendix 3). The language of
the interviews is Russian as a native language for both parties. Additionally, some
participants do not know English at the level of working proficiency and conducting
interviews on this language could be restrained and cause discomfort among

participants.
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Semi-structured interviews are conducted in the premises of the company, specifically
in its headquarters. The length of risk management issues’ discussions with company

managers varies from 30 minutes to 1 hour. Permission for recording has been given by

all interviewees.

Table 6 Background information of interviews’ participants

Interview Position in the Level of Experience Background in the
number, company education | (total /inthe | company
date and company)
duration
#1 Head of Secondary | 17 years in Shop Assistant,
09.04.2017 | Procurement special commerce/ Senior Shop
(46:47) Department (Male) 15 yearsand | Assistant, Sales
11 —inthe Manager, Senior
current Sales Manager,
position Store Administrator,
Distribution
Manager
#2 Logistics Manager Higher 3 years + None
10.04.2017 | (Female) internship in
(33:40) the customs
#3 Commercial Higher, 23 years in None
11.04.2017 | Manager (Male) unfinished | commerce /
(33:03) PhD 10 years
#4 Head of Higher, 20 years in Sales Manager,
11.04.2017 | Procurement MBA commerce/ Senior Sales
(34:08) Department (Deputy 15 years Manager
Commercial
Manager in
Procurement) (Male)
#5 Chief Accountant Higher, 23 years /8 None
12.04.2017 | (Female) Master’s months
(39:05) degree
#6 General Manager, 2 Higher | 24 years in None
14.04.2017 | Co-owner (Male) business / 19
(27:48) —in
commerce /
17 -
company co-
owner
#7 Finance Manager Higher 23 years /10 | None
14.04.2017 | (Female) years
(56:48)
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The following persons (four men and three women) have agreed on the meeting and
interview with the author: the company’s General Manager, Finance and Commercial
Managers, Head of Procurement Department with his subordinate Logistics Manager,
Chief Accountant and Head of Distribution Department. More detailed personal

information of interviewees is presented in the table (see Table 6).

All participants have had a chance to become familiar with the main research topic and
possible concepts discussed in the interview beforehand. They have received interview
information statements (in Russian) a couple days before the meeting during the process
of arrangement. Statements have been sent via corporate e-mail or directly delivered to

the interviewee by the interviewer.

Questions for interviews are divided into three sections: introduction, discussion of
supply chain risk, and the company’s risk management system and the choice of the
strategy. The aim is to build the discussion from the starting point of understanding
concepts used in the study (via practical examples and interpretation in own words) to
more complicate issues: implemented methods and strategies, the system created and
functioning in the company as well as some ideas for development and finding existing

weaknesses, drawbacks.

Information and participants’ opinions gathered during the interviews are influenced by
overall work experience of participants, their background in the case company and the
current position as well as their attitude towards risk and the level of education.
Additionally, all participants have tried to specify answers on the asked questions
according to their area of responsibility in the studied company and provide practical
examples based on prior acquired knowledge, not on possible guesswork.

While, questionnaires have been sent via corporate e-mail to company suppliers asking
for assistance in the present studies. English as a main language for questions has been
chosen, however, some participants have asked for using Russian as an alternative.
Questions that have been prepared for study conducting have been included in the paper
(see Appendix 4). Answers have been returned in the same way — via e-mail service.

Eleven persons in positions related to sales and communication with customers from
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suppliers’ companies have taken part in the questionnaire, both male (8) and female (3)
with working experience from 2 to 24 years. The geography of respondents is the
following: Turkey — 4 respondents, China — 5 respondents, and Italy with Finland — one
respondent from each country, correspondently. The complete information about

participants is presented below (see Table 7).

Table 7 Background information of questionnaires’ respondents

Respondent | Country | Gender Position in the company Total experience /
number in the current role
(in years)
1 Turkey Male Sales Manager 717
2 Italy Male Area Manager 9/7
3 Turkey Male Export Area Sales Manager | Not stated
4 China Male Sales Manager 10/35
5 China Male Sales Manager 8/3
6 China Female | Foreign Trade Salesman 10/2
7 Turkey Male Regional Sales Manager 2 [ 4 months
8 China Male Department Manager 17/ 17
9 China Female | Co-owner 8/4
10 Finland Male Sales Engineer 12/1
11 Turkey Female | Sales Manager 24 /3

The aim of questionnaires is to supplement information gathered during interviews with
the company managers with additional details of the situation in the supply chain.
Moreover, they help to understand the risk management system of suppliers if they have

developed strategies and tools for risk mitigation and prevention.

Both interviews and questionnaires have been used by the author in order to check if
theories and ideas from the literature review work in practice, compare the built
theoretical framework with findings and present further recommendations for action in

development of the overall company risk management strategy.
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4.3. Data analysis

The data collected are mainly qualitative by a means of semi-structured face-to-face
interviews and questionnaires, although some secondary quantitative data are used:

documentation, reports and the company’s website.

The time horizon for the study can be longitudinal or cross-sectional according to
Saunders et al. (2009). In a study conducted with the use of longitudinal time horizon
the concept or phenomena are examined during the certain period of time. However, a
study conducted with the use of cross-sectional time horizon, the same concept or
phenomena are analyzed at a particular time. Due to certain restraints in time and

resources, the author has chosen to conduct a cross-sectional study.

The first part of this thesis is built by deductive reasoning with further building of the
theoretical framework. In the latter part, the logic switches to induction. Based on the
findings of questionnaires with suppliers/partners, interviews with company managers
from various departments and positions as well as collected data of the examined case,

conclusions that are more general are drawn.

In addition, the theory building should be revisited after the interviews and
questionnaires are analyzed to maintain the focus of the study and add significant details
missed from the first sight. The theoretical framework should be also examined in order

to find possible gaps.

Maylor and Blackmon (2005) claim that the main goal of data analysis is resulted in a
systematic, clear and unambiguous interpretation of concepts in the research. After all
interviews are conducted and answers for questionnaires are received from the
respondents by e-mail, the material of the study should be presented in a textual form
(recorded interviews are transcribed) in order to come up with a qualitative database

collecting extensive outcomes.

Next step is to analyze the material for context suitability, find themes that are common

and combine data in accordance with defined similarities. From common ones the
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author chooses key themes that are related to the conducted study and stay in
accordance with research question and objectives.

Final step of the classification leads to the comprehensive analysis of common themes
and data presented in each group. Moreover, direct quotations from the face-to-face
interviews added to the text in italics help to describe the findings without possible
misrepresentation and highlight obtained evidence.

4.4, Reliability and validity

The research quality can be tested with the help of the concepts as validity and
reliability (Newman and Benz 1998). These concepts determine the creditability of the

conducted research and prove the value of received outcomes of the study.

Several methods are applied to improve the research quality. Firstly, the research is
based on a theoretical conceptual framework with a clear structure. All findings of the
research are based on the previous studies discussed in the literature review section.
Additionally, data results correlate with each other. Later on, all interviews are
recorded and transcript preserving main ideas of the respondents so as to no important
information would be missed during the whole process of the study and interpretation is
done correctly by the author. Finally, the author provides direct quotations from the
interviews at all steps of analysis in such way that tracing of development in the
outcomes is possible.

Use of semi-structured interviews as a main source of information for the study is
connected with several issues about their data quality, such as various forms of bias,
reliability, validity and generalizability. Marshall and Rossmann (1999) state that
changes in the current situation do not allow qualitative research to be repeated at the
same circumstances in which it has been occurred for the first time. Despite this fact,
reliability can be achieved through avoiding biases in the process of research

conduction. Two forms of bias can be separated: interviewer and interviewee bias.
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All forms of the interviewer’s behavior (gests, mimics, random comments or even tone
of the voice) influence the results. Saunders et al. (2009) suggest to provide information
in details (in the written or recorded form) how these interviews are conducted. The
interviewer is not allowed to give any comments, express her opinion or try to explain
and correct the incomplete answers of the interviewee during the whole conversation in
order to prevent any influence on the results and information correction based on the

actual conversation.

Additionally, all interviews start with the statement about confidentiality of the
information received from the respondent that encourage interviewees to be more
specific in their answers and provide practical examples from their experience if it is
possible and helpful in this particular situation. In case it is necessary, the interviewer
asks more questions to clarify any vague answers and receive to the extent possible full

information.

Moreover, to increase credibility of the data every interview should begin with
familiarization of respondents with the concepts used in the study and some time for
them given to find traces in their personal experience. Furthermore, in order to clarify
meanings of used concepts as well as conclusions the author adds probing questions and
closed questions in the list. In addition, the interview cannot consist of topics considered
sensitive or inappropriate by respondents and to reduce a possibility of any biases a use
of specific terminology is avoided. These methods help to keep the collected data free
from the interviewer’s own experience and opinion, make sure that all questions are

understood in the correct way.

Face-to-face interviews can be influenced of such kind of bias that the interviewer
should keep in mind controlling tone and possible non-verbal behavior. To add more
reliability to the outcomes received from the interviews and questionnaires, wording of
the questions and connection of the responses to desired results and the research
question of the study should be tested in a pilot interview. It can help to see if further

changes in questions are needed and the context of interviews’ questions is appropriate.



63

Additionally, all respondents are colleagues in one company and know personally the
interviewer. It should help to ease the conversation and both sides can feel more freely
during the interview. However, all questionnaires are carried out via e-mail where the
author cannot influence the answers of the respondents. The only issue can decrease the
value of data is incomplete or unanswered questions because further explanation is not

possible due to the distance and a time gap between parties.

Another bias is an interviewee bias: it is connected with perception of the interviewer
and her behavior as well as perception of the study goals (Saunders et al. 2009:326).
Furthermore, there is also bias related to the sampling choice and the willingness of
participants to interact due to the time consumption or relations between parties
(Saunders et al. 2009:327). Hence, all interviewees are chosen to be relevant to the
issues of the risk management in the company. They have agreed on his or her own to
help the interviewer in study conduction and been familiar with the topic of
conversation beforehand. The same situation is applicable to respondents of the

questionnaires.

The interviews are conducted in Russian as a native language for both sides, the
interviewer and the interviewees. It could become another issue applicable to the study
validity. Therefore, it cannot influence data quality collected during the interviews. On
the other side, questionnaires are performed in English as a common language for the
business correspondents in the company. However, all respondents use this language in
everyday work and possess the sufficient level of knowledge that is enough to
understand correctly questions and give full and detailed answers for the discussed
issues. As a conclusion, language issues do not influence answers of the respondents

taking part in both types of data collection methods.

In conclusion, because of resource limits and a lack of time, the data for the current
research cannot be collected until its saturation. Consequently, the author should admit
that collected data and achieved results of the study might not present the full picture for

the discussed concepts and the phenomenon might need further examination.
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5. DISCUSSION AND FINDINGS

5.1. Case company background

The company for the case study has been chosen for several reasons. First, the company
meets the criteria for the current study: it is a middle size company with international
suppliers’ network from various regions; it operates more than one decade of the
Russian market. Additionally, it includes several departments with precisely separated
functions, and the company makes the business in the turbulent and changing

environment facing different groups of risks on the daily basis.

One more important thing is that the author is the part of this company team and plays a
role of the Procurement manager in the Purchasing department. This position helps to
understand the company strategy and operations as well as deeply analyze possibilities
for disruptions and find gaps in the company’s system of supply chain risk
management. Close connection with local and international suppliers brings an
opportunity to obtain information from their sides that can help to build the whole
picture. Because the opinion from both sides always can shed some light on missing

aspects of the studied issue.

Further, the author add some details to the company description for easier understanding

of its position on the market and inner structure.

The case company in the study is one of the biggest foreign trucks, trailers and buses
spare parts retailer and wholesaler in the Russian Federation generally and in the
northwest region particularly. It is ranked in the top five biggest companies of this
business sphere. The company was founded in 2000 by two entrepreneurs (Co-owners)
and started from the small spare parts store in Saint Petersburg.

Hence, the whole story begins with the idea of passengers’ transportation using buses:
originally, two co-owners had several buses for transportation and excursions in Saint
Petersburg and its suburbs early in 1990°s, and then they started to carry passengers to
Finland for shop tours (later 1990°s). At that time, they came to the idea that spare parts
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for buses could also be sold to other bus owners and the business evolved to the current
condition — wholesale and retail trade.

The company has been growing significantly during the whole period of its existence
and nowadays it contains the group of several companies including the headquarters
with the main warehouse complex, the wholesale department (separately the department
for customers from the northwest region and from other parts of Russian Federation: the
south with black soil region, the north with Karelia, Ural, Siberia and others), and eight
retail stores in Saint Petersburg (various in the size and specifics) together with three

regional divisions (Pskov, Vyborg and Velikiy Novgorod). The full organizational

hierarchy of the company is demonstrated below (see Figure 3).

General Manager + President

¢ } y
Finance Commercial Supervision HR
department department (head service department
(head — Finance — Commercial i v
Manager) Manager) IT Maintenance
| department department
v v
Department Accounting v L2 v
of planning department Warehouse Department Department
and complex of of retail
economics wholesale trade
trade
v v v
Purchasing Distribution Marketing
department department department
v v
Retail Regional
stores divisions

Figure 3 Organizational hierarchy
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Talking about its partners and suppliers, the company has long-lasting and trustful
relations with local companies that helps to get the access to the products from Russian
producers and the assortment of positions that is not included in the list of the
company’s specialization (mainly goods for displays in retail stores). Moreover, the
short lead-time and the possibility of purchasing and delivery for the define customer at

the same day brings fruitful results in extra profit.

However, the main company focus and turnover is based on the relations with
international companies - partners around the globe. These companies can be divided in
several regions / zones in accordance with their geographical position: West Europe —
e.g. the UK, Italy and Germany; North Europe and Baltic countries — Finland and
Lithuania; East Europe - Poland and Slovenia; Middle East — Turkey; Asia — India,
China and South Korea. All these suppliers specify on various product groups and the
goods present different quality / price range — from low cost brands to premium ones.
Hence, the focus of the case company is the middle and low-cost segments with the

huge assortment of spare parts for European commercial transport.

Additionally, to compete with other numerous companies in this industry on the Russian
market and create the group of loyal customers, the company has created several private
brands in various assortment groups (e.g. air springs, brake pads and filters). The last
but not least important business segment of the company is own online store where
customers can make an order and obtain the necessary spare part with a low price and in
the short term. The free delivery service of ordered goods with own truck fleet is also
available bringing extra convenience to customers. Finally, the same vans distribute the
goods between the warehouse and retail stores, regional divisions and partners’

warehouses.

5.2. Interviews with company managers

5.2.1. Attitude towards risk

The starting point of each interview with linear and top managers of the company under
study became their familiarity with discussed concepts, in particular with risk
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management, its nature and main purpose. Participants tried to define it and describe in
several phrases, find special words. Interestingly that everyone did it in the unique way.

To combine received answers the core of the concept can be characterized as following:
“risk is the part of the company’s activity”, “can be internal and external”, “force-
major as risk connected with nature and difficult to overcome”, “risk from various
perspective and angles — the customs, suppliers and customers”; “the system for risk
mitigation and control”, “risk in planning” and “finding new solutions to deal with
situations”, “determine strengths and weaknesses”, “objectivity and subjectivity in

decision making”; “uncertainty and obstacles for business”, “risk of future losses”.

Summing up, risk management is the system that contains several stages: risk
identification, acceptance of its existence and danger for the company, analysis of its
severity and decision making process. If risk can include uncertainty for operations and
cause possible future losses, it should be well studied and its consequences are
minimized. The company management obtain certain experience (knowledge and
learning process itself) that will become the part of ready solutions for future repetition
of such situation or help to respond faster in case of uncertainties (the seventh step of

the theoretical framework — received outcomes and feedback) .

The system overall is aimed to control business environment around and pay attention
to weak places inside the company processes and operations. Additionally, influence of
the third parties on the company’s activity is much more difficult to predict, while
internal risks (Cucchiella and Gastaldi 2006; Karbalaee et al. 2013) in the company with
the long history and experience on the market are easier for control: all operations are
coordinated and everyone knows his or her function, duties. In this situation, there is
less space for critical changes and force-majors. Several respondents independently

confirmed this statement.

Talking about severity and uncertainty of the international business environment,
interviewees undoubtedly agreed with this statement (Manuj and Mentzer 2008 A). This
finding is related to the first and second steps of the theoretical framework, namely risk

identification and risk classification. Moreover, several reasons were specified adding
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specificity: development of the global market and business itself, the presence of
competition (mainly in its intense form “because profit is the goal and the reason”),
internal instability of economics in the country (Russian specifics - currency
fluctuations and inflation), interrelation of processes and globalization that cannot be
avoided, difficulties in relations between countries and political instability. As
examples, financial sactions with European countries leading to certain restrictions on
international product distribution and ambiguous relationship with Turkey were

mentioned.

Moreover, the Chief Accountant added the promising remark about overall global
processes, such as countries’ diversification and specialization on certain product
groups, shift in production between developed in developing countries (from processing
to the sphere of services). This change also makes harder the process of finding the

niche for the company and subsequent success of business.

The General Manager came to the following formula: “business itself connected with
profit and competition: the higher profit on the certain market, the more fierce

competition for the market share; here is the direct proportion”.

Finally, several respondents claimed that uncertainty and instability of business
environment is not something new. Business has been always related to risk and
possible losses, both on the local and international market. The main reason for changes
is international relations of countries, their political interests and ability to find partners

in the long term.

The attitude towards risk (Karbalaee et al. 2013) varies from the respondent to
respondent. Mainly the reaction on risk remains negative, only a few said that risk is a
positive thing for the company. However, majority found that uncertainty and necessity
for additional planning in development of new processes and projects could help to
achieve better results (“new achievements”, “improvement and movement forward”)
even if possible risks did not appear. Such risk evaluation and analysis increase
awareness of the company’s management about hidden challenges both inside the

company and on the market.
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The General Manager described own attitude towards risk: “The balance should be
found, small risks can be accepted if they cannot cause huge losses, bigger risk

situations should be avoided or the consequences should be minimized”.

Additionally, various attitude (negative, positive or neutral) among interviewees proves
the existence of several groups and belonging to them that influence the managerial
behavior in decision making process in the situation of uncertainty or lack of
information. Negative attitude towards the risk (risk avoidance) associated with
negative changes and losses — loss of profit, reputation. The age of the respondent and a
high position in the company creates a tendency to risk avoidance and more
conservative position in the life. Hence, positive attitude (risk acceptance) brings the
ideas of gained experience and risk minimization in the future using new strategies and

tools.

The Finance manager claimed the following position: “Risk is the part of our life; it
should be accepted as granted. Initially risk is associated with shock, especially for a
top manager with many subordinates who is not well prepared for the situation and can
lose control. From another angle, risk forces you to be concentrated and keep yourself

in good shape without losing attention”.

This finding is correspondence with the process of risk evaluation and ranking (the third
and fourth steps of the theoretical framework) leading to the following choice of the
appropriate strategy for risk management in the company (the fifth step of the
framework). The managers’ attitude towards risk becomes the main trigger for the final

decision and further implementation on the strategic and tactical levels (the sixth step).

5.2.2 Discussion of global supply chain risk

Speaking about risk sources (Christopher and Peck 2004), all risks were divided into
two groups: internal and external, with greater attention to the latter (the discussion
came back to risk classification — the second step in the framework). The Head of
Distribution Department described the change of priorities in the company: “On the

stage of company establishment internal risks have more influence on processes,
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decisions and the whole system. Further, the company gains experience, passes the
phase of learning, becomes familiar with management of important processes and
personnel; the company grows and expands. Finally, when the internal system is
organized, external risks come to the fore that are more difficult to control and predict

because they are connected with the environment”.

Examples of risk sources were presented in plenty: between buyers and sellers,
connected with suppliers, customers, competitors, transportation companies (brokers
and agents), and state authorities (especially with the customs as the main threat for the
international company), inside the company with personnel and their professional
competency and natural disasters (force-major).

Additionally, the General Manager made a notice: “Usually risks are not unilateral,
both parties (e.g. buyer and supplier) are involved and interrelated. For an example,
one party did not prepare the goods and documents in a proper way and another party
did not control the situation and did not predict the possibility of risk occurrence”.
Thus, both parties should be take part in the risk management process. Probably, in

some way of cooperation and information sharing to avoid such situation.

Contrast between a trading company and producer in accordance with demand and
supply risks was highlighted by the Chief Accountant: “It is easier for a trading
company to switch from one supplier to another if you are not satisfied with his
performance. A producer more depends on suppliers of raw materials, any failure in
lead-time and quality brings uncertainty. Hence, it is easier for the producer to find a
sales market and attract customers because of minimum margin and lower total costs.
The trading company is an intermediate between producers and customers where lack

of demand is a huge threat for the company’s profit level and existence in the future”.

The Finance Manager supplemented previous findings and paid attention to the
international activity of company’s operations and its specifics: “Any international
company faces risks associated with international politics, relationships between
countries, openness of borders, the customs’ limitations and regulations, inner politics’

situation”. The international environment with its changes and instability makes
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companies to become flexible and be ready to better and faster adapt for unforeseen
events than companies operating on the local market. However, it brings more

opportunity for growth and development.

To understand what risk situations play more significant role for the respondents, the
author came up with the question about practical examples. Mainly the given answers
focused on the current business reality — changes in international politics and economics
instability, and own experience from the case company’s operations — excess safety
stock for the next 10 years of sales, new suppliers and bad quality, problems with lead-

time and logistics.

The vivid example of instability in regulations was given by the Commercial Manager:
“Some product groups in our company have long lead-time (e.g. suppliers from China)
and while the goods were delivered by sea to Russia, the situation with the customs
regulations had changed. In accordance with the new rule, all pallets and boxes of
imported goods must have special marking with the EAC label of the Customs Union
(Russia, Belarus and Kazakhstan). Our company together with the supplier did not have
such information beforehand. As a result, the company suffered losses: a part of goods
were confiscated, we had to pay the penalty and lost several orders from customers, our
reputation of reliable partner were also blackened”. Even small changes in laws may
lead to great consequences in the scale of a particular company. Where such risk
situation cannot be predicted in advance and further methods of mitigation have been

chosen.

The Chief Accountant came up with the example of positive consequences of
uncertainty that took place on the previous work when the company found the way to
adjust and even increase its profit during the crisis time in the year 2008: “Because of
decrease in profit during the crisis, the company that specialized on goods re-packing
and re-export to developed countries, had to change own logistical system and adapt to
the business reality. Top management decided not to deliver goods in Russia but send
them straight to the customer (virtual re-export). We only prepared new documents and

made all necessary arrangements. This helped to shorten delivery time, reduce tax load
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and additional costs, and optimize storage space. These steps led to reduced total cost
and improved competitiveness of the company”.

When discussion came to the current situation in the case study company, interviewees
confirmed the evidence that the company has to operate in the changing global
environment and faces various risks in everyday operations (Connelly et al. 2013).
Different factors of the market cannot be followed in the proper amount, new

competitors appear or well-known market players merge and grow.

Because of company’s specifics, a half of all suppliers is of Turkish origin and the
change of political situation significantly influenced its stability: the goods cannot go
through the procedure of customs clearance, delivery terms are violated, the company
losses profit, customers and the corporate image. Even if the goods cannot reach the
place of destination, the company should pay to suppliers — in total, direct and indirect

losses.

Another type of risk that the company faces constantly is risks connected with currency
exchange rate and instability of the local currency (ruble) (Trkman and McCormack
2009). The goods are purchased in euros and dollars, the company should buy the
currency to pay to suppliers but the exchange rate is instable, exchange differences are
the reality. They can be both positive (some profit for the company) and negative,

however, the latter is more frequent.

The Head of Procurement Department added: “Every day we ship some goods, batches
go through the customs clearance procedure, goods on pallets, in trucks and containers,
arrive to our warehouse complex. There is no certainty in the system. We do not know

what will change tomorrow and in what part of our activities”.

Finally, there is the constant uncertainty with customers who purchase the goods with
payment delay. If the company does not receive payments on time (receivables),
payment forecast becomes inaccurate and the streamlined schedule for payments to

suppliers is disrupted. In this case, external risks cause risks for the company itself
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(internal): risks of extra payments, such as penalties, fines or even review of current

favorable payment conditions with suppliers.

The General Manager described this situation: “The company has several key customers
and a few customers with large turnover. If such customer has problems with money
and credits, he will never tell you. As a result, one day he becomes a bankrupt, cannot
pay to you. Usually we go to court but it takes much time and extra costs, and it is not

the fact that you will receive money back in a full amount”.

Another situation where customers pay the main role in increased uncertainty for the
company’s operation is new regulations in the country — taxes and mandatory working
schemes. The Finance Manager explains it with the example: “The state authorities
decided to introduce the new tax for transportation companies and individual
entrepreneurs (trucks owners): they should pay extra money for use of roads which
come to the funds of roads construction (a special fee for each km). Respectively, their
profit remains at the previous level but expenses increase. Our company cannot raise

prices (even if it is justified) because customers’ solvency is reduced”.

Further, discussion came to the issue of cooperation (Tang 2006; Bai et al. 2010) with
other tiers in a supply chain (the ninth step of the theoretical framework). Findings
result in the following: the company tries to cooperate with suppliers — to know in
advance dates of shipment, present up-to-date information for documents preparation
and marking of goods, share plans for future orders and current market situation, in
return, suppliers can inform about changes in the industry, give some information about
new requests for cooperation from other companies; with customers — in less degree
than suppliers but can share forecast for future orders (difficult to obtain — need for long
lasting relationships), wait in the situation of force-major, the symmetry in documents’
design (to avoid extra verification from the tax authorities). Even cooperation with
competitors is possible in some situations - sharing the market information can be
fruitful, main market plays know each other and can combine the efforts in the fight

agai nst new comers.
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The Head of Distribution Department explains possible negative outcomes in such
cooperation with other tiers: “Sharing information with a supplier and giving him some
market insides, we can end up with the situation when this supplier has grown
significantly, found new partners on the market and decided to change existing
preferential terms or even stop any relationships with the company. You can create

risks with own hands”.

Additionally, other types of cooperation are possible in a supply chain: with brokers and
agents — both parties share information about possible pitfalls for every shipment, help
in preparation of documents and dealing in difficult situations with the customs; with
banks and financial organizations — bank managers can inform about existing
requirements for trading companies and importers, remind about correct order of
operations and documents preparation. The presence of various cooperation types
proves that the case company uses opportunities for risk sharing (the ninth step) that
leads to trustful relationships among partners and actions for mutual risk prevention (the

tenth step of the theoretical framework).

Company managers were asked to arrange in descending order risk types in accordance
with their importance for the case company (Christopher and Peck 2004). The choice of
the majority became as following: 1. demand risk, 2. environmental risk, 3. risk of
losing control under the supply chain, 4. supply risk and 5. process risk (risk
classification according to five groups from the second step of the framework). Reasons

for such choice and explanation are outlined hereinafter.

Demand risk is on the first place because stable demand is the core business element,
where the growing profit is the main goal. Without customers, the trading company will
not exist. The company is constantly searching for new customers. At the same time
previously loyal ones may find better conditions and switch the supplier. Moreover,
there is another situation that may end up with the lack of funds because the product
range includes seasonal goods, increase in prices and currency fluctuations dictate own
rule: the company has to order in larger batches and it can lead to over stock in the

warehouse.
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Environmental risk is ranked on the second place. The business environment is
uncertain, new market players can take a part of the profit. Because of industry
specifics, these changes appear every year (changes in the automobile range and the
service life of the fleet). The company should adjust and keep up with the progress.
Additionally, during last 5 years dramatic changes in politics and sactions have led to
limited access to some international markets for Russian companies (country’s
specifics). As it has been mentioned previously, instability in the currency exchange rate
and in the country economics as the whole create more uncertainty for companies’

activity.

Risk of losing control under the supply chain takes the third place in the rank of
importance for the case company. The long supply chain is connected with more
uncertainty: forecast for a long period is hindered, use of statistics only leads to
uncorrected results - you cannot accurately determine the necessary purchase volume.
Two situations are possible: lack of goods for sales and lack of funds for payments. If
the situation of disruption connected with any tier of the supply chain is possible, the
company should pay closer attention, revise and double-check all operations from order

placement to delivery in a warehouse (check after a supplier, a broker and so on).

Supply risk with some differences in opinions of the respondents receives the fourth
place. If the supplier has done some mistakes in order preparation (defect, inappropriate
documents), it cannot be fixed after the event. However, the unreliable supplier can be
replaced by another in the same country or even from another continent — it depends on
the specific situation. Great competition among manufacturers make the process of the

supplier’s choice much easier.

The last but not least important is process risk. The reason is that the company has great
experience on the market; inner processes are tuned and time-proved. It is flexible and
uses the system of developed rules of actions for all main processes. Even if some
process gets out of control, the problem will be resolved in a consultative manner
among top management. The company implement the system of constant learning and
improvement of operations. Moreover, personnel with lack of competence can be

replaced or receive more attention from the management.
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Paying attention to risks caused by relationships with suppliers of goods and services
from various regions (Pfohl and Large 1993; Sabbaghian 2009; Maltz et al. 2010),
opinions of the interviewees split up: some of them stated that Asian counties (mainly
China) bring more uncertainty, while others chose Middle East with the focus on
Turkey. It was claimed additionally that Asian and Turkish suppliers’ performance may
vary significantly: some of them are very observant, work with others may cause only

“troubles and headaches”.

Cooperation with Asian countries is connected with high level of uncertainty. The
contact between parties is not developed at a high level. A huge role plays the difference
in mentality: mismatch in holidays and attitude to business as well as an insufficient
level of English. Quality of goods and supplier’s performance vary a lot and cannot be
predicted in advance. Hence, there is the increased likelihood of failure. Additionally,
geographical distance adds more risk factors: lead-time is longer and possibility of bad
performance in logistics schemes is higher; control under the situation is lower than

with suppliers located closer.

However, many well-known European companies in the automobile industry purchase
goods from China, Taiwan and South Korea, then deliver them into their premises and
warehouses, re-pack, add some stickers and logos, and sell worldwide. Still these
companies keep under control the quality and performance of suppliers to avoid any

chance of reputation and customers’ loss on the market.

Relationships with Middle East countries are not always stable. Changes in international
politics only add more uncertainty. Despite some differences in culture and life attitude,
personal meetings and close connections with suppliers help to establish trustful
relationships and receive special preferences (annual bonus, discounts and payment
delay). Some mismatch exists in this cooperation (as well as with China): long state and
religion holidays affect production dates that lead to delays in delivery and lack of

goods for sale, necessity to buy on the local market at higher prices (lost profit).

The Head of Distribution Department describes relationships of the case company with

Turkish suppliers: “Our company was a kind of pioneer in business with Turkish
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companies in Russia and in the northwest region in particular. They came on the
Russian market in the 2000’s, there were only local and European suppliers presented.
Initially we faced many problems with goods quality, personal contacts and logistics.
Nothing was well organized. However, now Turkish brands are well-known on the
Russian market, customers choose them for low prices (compare to European ones) and

good quality”.

While, business with Europe (mainly, North or West) is recognized as more comfort
and tuned. Relationships between countries have started during the Soviet era.
Nowadays logistics schemes and quality are well known. Suppliers try to maintain
relationships and control processes (order preparation, documents and delivery).
Moreover, they are more flexible and open for a dialog — the company can negotiate
better conditions. The General Manager commented that uncertainty in relation to

European suppliers is of two or even three times lower.

5.2.3. The risk management system and the choice of the

strategy

Further discussion came to the risk management system (Belloa and Bovell 2012;
Wieland and Wallenburg 2012) and its specifics in the case study company. The
respondents confirmed that there is no specific system or department dealing with risk
identification and analysis. Hence, certain activity is organized in the company. Mainly

at the level of individual services and departments.

The personnel addresses issues related to risk on everyday basis as their probability
arises. They apply an individual approach to each situation connected with risk (every
shipment or order placement). The activity is conducted based on the department’s area
of responsibility and managerial duties. Significant decisions usually made during
meetings of top management and, when it is necessary, with involvement of the line
personnel (brainstorming). Moreover, the company practices briefing meetings on
weekly basis and annual meetings for development of the budget system and order

planning for the next year.
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Some functions of risk management service are taken by the Supervision service. Their
duties include initial inspection of new suppliers and customers, check of their finance
history, current performance and possible court claims. However, all activity is aimed at
local suppliers and customers on the Russian market. After such inspection, new
customers receives the rank that demonstrates maximum financial conditions for
cooperation with them: payment delay terms and maximum amount of orders. The
Supervision service does not communicate with international market players and is not

able to prepare the report about their performance.

Another system that organized in the case company and aimed to deal with risks is the
Workflow system. It is the electronic system that is used for setting tasks inside the
company and monitoring their execution in accordance with the stipulated period.
Furthermore, the company is constantly modifying software programs and tend to make

everyday processes automatic.

However, the company has implemented a wide variety of methods and techniques for
risk identification (Khan and Burnes 2007) and further analysis (steps from the first to
fifth in the model). First, they include price monitoring of the market (competitors) and
among suppliers within the same price category. Weekly and monthly reporting is used
for the company’s performance tracking, its main figures, indexes and trend of

development.

In the process of own private brands development the company conducted marketing
research, attract study groups and ran marketing campaigns to study public opinion
among possible customers for these products. Close attention was paid to the choice of
suppliers, their quality and lead-time to avoid breaks in availability. When brands were
ready for launch, management carried out the double check of all parameters, calculated

total cost and possible margin.

To mitigate risks related to suppliers, the company tries to cooperate with huge market
players, with suppliers with long history and reputation of the reliable partner.
Participation in the system of certification, especially under the quality management

standards (ISO certification) adds the supplier extra points of trustworthiness. The same
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methods are used in relation to agents and brokers: the company cooperates only with
well-known and rather big companies that have strong connections with state authorities

and know who to deal with risk situations.

Special methods of risk avoidance are used in the process of order placement: the case
company developed the parameter that includes the minimum amount of goods in stock
in the warehouse complex and mandatory availability for retail stores (minimum stock
of goods). This parameter together with present stock and average monthly sales takes
into consideration for order calculation (Khan and Burnes 2007). The method reduces
the possibility when the company lacks some positions for sale. Additionally, such
safety stock helps to increase the profit in case when the wholesale department receives
unplanned orders from customers. In case the amount of goods still is not enough, the

company applies purchasing on the local market to satisfy existing demand.

In order to avoid mistakes in selection purchasing of new positions for assortment and
decrease risk of overstock, the special type of cooperation with other market players
(trading companies and suppliers) is developed. The Purchasing and Distribution
departments sign contracts with the requirement that companies supply the agreed
amount of goods, they are distributed among retail stores and the payment should be
done just after sales (the period of payment delay is not specified). In a half of the year,
the received assortment is reviewed; unsold positions should be returned to the supplier,

the rest — kept for further sales.

The finance department prepares the schedule of payments to prevent the situation
connected with lack of money. The planning period is define within one quarter. It can
guarantee smooth finance flow of business. Moreover, top management develops the
annual budget for orders calculation (both for local and international suppliers). This
method helps to balance the finance and goods flows. When sales are increasing, the
order budget for next month will grow automatically because turnover of goods also
becomes higher. Otherwise, the budget shrinks and the company will reduce own

expenses.
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Working methods for partners from various regions do not vary significantly. Only
some nuances are taken into consideration to adapt to the specific situation. The
company has developed guidelines of how to deal with international suppliers.
Additionally, some additional requirement for a new supplier can be applied: certificates
and samples can be asked from Indian, Chinese or Turkish suppliers to prove their
quality. For European suppliers requirements are not so strict because state authorities
in Europe require companies to meet the highest level of quality standards and prove it
annually. However, these differences become blur comparing the business environment
10 years ago. Suppliers are eager to progress and bring the quality to their customers. It
can be connected with economics development and the process of globalization.

The following issue to be discussed is the choice of new suppliers, what criteria are the
most important and how it can be explained in the business reality (Kotula et al. 2015).
The main criteria for the company are price together with quality and total cost that
combines all expenses in the process, from order placing to delivery into the warehouse.
High price and low quality reduce the company’s competitiveness on the market:
nobody wants such product; the company can lose not only profit but also the image and
customers. Because of the industry specifics, customers are oriented at the optimal ratio
price / quality. However, downtime of the fleet is the direct loss for a transportation
company, so they are ready to pay a little more for prompt delivery.

Then payment terms and delivery process are taken into consideration (interconnected
with geographical distance). Lead-time and production capability of the supplier
become more important at the stage of growing orders: if the supplier can satisfy
demand in the full amount, if the company will not face breaks in delivery and shortage
of stock. When data is collected, economic and political factors should be checked:
stability in the country, absence of any negative situations in relationships between
countries (significant for the modern reality). Finally, overall supplier’s performance
can be checked only after the first order placement: if all documents are prepared on

time, if delivery process is going smoothly and no force-major may appear.

Additional criteria were mentioned during interviews the following: image and

popularity of the supplier on the market — customers are ready to pay more for well-
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known brand; readiness of the supplier to take part into various marketing companies (at
own expanse) and pay for additional promotion of products; the choice of suppliers
from the region where the case company has current partners — the new supplier can

gather information about credibility and suggest better financial conditions.

The Head of Procurement Department explains such company’s priorities: “Initially we
pay attention to price and quality of the product. Later on when we understand what the
price category is, we compare the product with others on the market at the same niche,
check existing competitors. We discuss the payment terms with the suppliers, if they are
favorable for us because if delivery time is long, we should receive longer payment
delay. The same situation the expensive products: higher price, better payment
conditions we need to obtain. The last significant criteria is the delivery process, if

there is any problem with logistics, the customs and etc.”

The General Manager added some comments: “If we start cooperation with a new
manufacturer, first we check the quality of the product and ask for a trial lot. Because
we faced the situation when the supplier met at the fair was only the third party, not the
producer or even sent the goods with quality that was lower than for samples. The size
of the supplier is also significant. It can be explained by investments into production
capacity (premises and equipment) because a small company cannot afford it”.

Finally, the Finance Manager summarized criteria that were mentioned earlier:
“Choosing a new supplier we take into account all factors, however, the final decision
is made based on our confidence that this company will not fail, help us to stay

competitive on the market and make the profit”.

Talking about risk situation that the company faced during its operations, the initial
stage and company development were mentioned: purchasing of new products without
quality check, double stock in the warehouse leading to violation of planned orders
placement, the decrease in purchasing volume and loss of preferential conditions. Such
situations could be explained by the lack of experience. Nowadays disruptions in the
supply chain mainly connect with the international environment and external factors:

changes in customs regulations, inappropriate performance of suppliers, written-off
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receivables (related to customers), not in time deliveries. Failures may appear in every
process in the situation when the control weakened. This finding can be explained by
the learning process and processes’ improvement based on received feedback (the

seventh step of the model).

The Commercial Manager came up with the example combining both external and
internal reasons for failure: “Our company did not correctly assessed the impact of
sactions but not from the European side — reverse sactions imposed by our government.
About 50 — 70 per cent of our customers are transportation companies (carriers) that
related to deliveries of goods from Europe to Russia. Some goods were banned to
import, not all carriers were able to adjust to the situation and change specification and
partners. As a result, direst losses for our company: we could not receive the margin as
it was planned, expenses were not balanced with the profit, and the company faced the

long loss-making period”.

In addition to risk management strategies (Jiittner 2005; Khan and Burnes 2007; Ritchie
and Brindley 2007 B; Manuj and Mentzer 2008 B) mentioned previously, the case
company implement some others as well (the sixth step in the framework — planning on
the level of operation and implementation of appropriate to the situation strategies). To
assure that transportation costs are not overestimated, the company hold tenders among
agents and brokers for each shipment separately. The agent with the best offer becomes

appointed for this delivery of goods and customs clearance.

Because of certain specifics of the automobile industry, product diversification is the
key to success on the market (Son and Orchard 2013); it helps to achieve higher
turnover and the increased profit. However, work under assortment in the company
requires more attention from managers, search for new products and brands should be
done on a regular basis. Another strategy for product diversification is related to
development of own private brands. The idea is based on the brand exclusivity and
monopoly on the market. In this situation, the company has an advantage to dictate

prices and determine the possible level of the profit according to products’ quality.



83

Forecasting and analysis of the possible market situation (Hallikas at al. 2004) has been
implemented by company managers from the very beginning of its operations.
Previously the company had the campaign for strategic planning in the long-term period
(for next 5 years). Nowadays such method is not implemented in the full amount, only
planning for one year in the frame of budgeting policy. Additionally, market monitoring
should receive more attention (Xia et al. 2011): price monitoring is carried out weekly;
however, monitoring of assortment remains insufficient. The only time-tested strategy
for product groups’ rotation is the ABC analysis when the company determines the most

significant product groups bringing the biggest profit that should be always in stock.

Furthermore, the case company in order to avoid any possibility of failure controls
suppliers’ performance in the way of double checking of documents and goods marking
before shipment, share updated information related to import operations. The strategy of
dual sourcing and availability of substitutes for some product groups is an effective
measure in the current political environment that can help to react faster on

consequences of unforeseen events.

To conclude, the strategies mentioned in the last part of the third chapter as the most
employed among companies with the high level of risk management development are
also implemented by the case company. The finding proves their reliability and fruitful
results of their practical application. The listed strategies can be summarized as
following: dual sourcing and use of substitutes for main suppliers (usually partners on
the local market to provide quick response in case of supplier’s failure); buffering
strategies, in particular use of safety stock and the parameter of minimum amount of
goods availability, control under suppliers performance, information sharing and the
choice of the most reliable partners; cooperation in the long term with strategic partners

to avoid risks in quality, availability and obtain better market information.

Paying attention to strategies that can be implemented in the future, the majority of the
respondents claim that any radical changes in the range of used strategies are impossible
due to main reasons (with the environment and the situation inside the company). While
strategies that the company manages on a daily basis should be developed and improved

(it correlates with the eight step of the model — prevention of future risk emergence in
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the future). There is a lack of monitoring on the level of macroeconomics, tracking of
technological changes in the industry in order not to miss new products and
opportunities for business growth. More planning and forecasting are necessary in the
work with customers. For the company with the network of retail stores assortment
development is the must-have process, right now the case company tries to come up
with the assortment matrix for each product group presented in its stores.

In contrast with strategies used for existing risks, additional methods should be
implemented in the company for risk forecasting and prevention (the proactive approach
to risk management). The case company does not separate these two systems: some
strategies are overlapped and can be used for both processes. No special department
does not perform such functions and no software is specially used for these operations.
A proactive approach for SCRM is not realized in full volume. The interviewees
confirmed this statement: they understood that there would be some area for

improvement in the future.

Finally, discussion with managers approached for possible suggestions for risk
management system’s improvement in the case company. Promising ideas for vertical
coordination and creation of the specific system for SCRM for adjustment to the
changing global environment were presented by the Head of Distribution Department:
“The company should develop further and come up with the centralized system of risk
evaluation and implement it in the current business processes. All departments should
be involved in the issues related to their functions. Top management should configure
internal coordination and the criteria for outcomes assessment. Such system will add
more mobility to the company operations. Moreover, creative potential of the personnel

will be applied to a specific situation”.

Other respondents paid attention to improvement of existing processes and services.
Specifically, the Supervision service dealing with local suppliers and customers can be
extended in the hierarchy in order to review international partners as well or receive
extra excess to all processes inside the company to make them more transparent and
mitigate possible risks. Additionally, current work regulations become out of date,

require changes and adaptation to the reality. They include regulations inside the



85

company and ones for cooperation with suppliers and customers that should include

more specifics and recommendations for action.

To continue, more attention should be paid to the assortment: the system of rotation and
division on product groups in accordance with their profitability; constant price
monitoring of the market (preferably daily); search for new suppliers for current and
new product groups (amount of suppliers has decreased in three times for ten years);
search for new markets (expansion of the company). Price formation should become
clearer, easier to control and include all elements of the total cost. From the financial
side, control under the exchange difference is the priority. The new strategy for this aim
is planned to implement in the future — the hedging strategy (Manuj and Mentzer 2008
B). The use of this strategy eliminates the possibility of suffering losses on deals with

currency purchasing.

Coming back to the theoretical framework, questions for the interviews have been
created by the author with the aim to check on practice the developed model, to prove
the right order of all steps and confirm the correspondence of the evidence derived from

the literature review with activities in practice.

Firstly, being aware of various risks associated with the changeable environment and
operations within the company, managers of departments and services identify the
existing risks related to the area of responsibility. If obtained information is enough and
such risks are detected, the likelihood of negative outcomes of the event (Ritchie and
Brindley 2007 B) is estimated. Risk events that can cause severe demand to the
company operations, image, and profitability or have the effects that could be assessed

easily receive further examination.

The second step of the model is associated with risk classification (Karbalaee et al.
2013) to understand the source of risk, reasons for occurrence and if it comes from the
external environment that risks are more difficult to overcome and predict, and deep
analysis is required or the risk is internal in nature and can be handled with some
changes in operations and regulations in the company. Risk management for the former

type of risk has a need for more experience, methods and tools for examination.
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Additionally, risks are divided in five groups in accordance with their type and for
easier choice of the mitigation strategy.

The next step is connected the final evaluation of risk parameters: the likelihood of its
future repetition and its possible impact for the company (Khan and Burnes 2007).
Sometimes the same risks can be evaluated differently because of the certain situation
and their outcomes can also vary. At this step, the experience of one manager or
department can be not enough, thus, the huge role plays the coordination between top

management and line personnel (meetings, brainstorms).

Risk evaluation and examination ends at the third step of the model — risk ranking. The
most severe risks should be managed in the first place and receive additional attention
and control under situation development. The following step is interrelated with risk
ranking and mainly depend on the risk attitude of the company’s management,
especially its top management who make the final decision and give instructions to
action to the subordinates.

When the plan for risk management is ready and the appropriate strategy or the
combinations of several strategies are chosen, it is the time for following
implementation (Jittner 2005) in the company operations (the step of the model —
tactical planning and implementation). The company has a range of strategies that are
used on a daily basis because some risks associated with the company’s specifics and
can suddenly occur (e.g. control of receivables). Other strategies are risk and situation-

specific (e.g. in the situation of supplier’s failure).

After strategy implementation, information is collected and the certain feedback is
received by the managerial personnel, the conclusions should be built (the step —
strategy outcomes and feedback). If the outcomes of the strategy are not satisfying and
it does not help to overcome the uncertainty, the previous step should be repeated.
Moreover, there is a possibility for the situation when the strategy has not become fully

useful, risk has occurred and the company faces negative consequences or even losses.
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However, such situations can help in creation of better methods for risk mitigation and
prevention. In addition, it leads to more proactive approach (Schlegel and Trent 2012)
in risk management within the supply chain (the eight step of the model — prevention of
future risk emergence). These practices include various monitoring actives, forecasting
in @ medium and long terms, budgeting, development for new and update of existing
processes’ regulations.

The final steps of the model (risk sharing and mutual prevention) related to partners in
the supply chain and the role in uncertainty avoidance and risk prevention (Tang 2006;
Khan and Burnes 2007; Trkman et al. 2015). Various possibilities for cooperation can
be found when trustful relationships are built between parties. Among others, the
following should be mentioned: cooperation with strategic suppliers and key customers,
with insurance and bank organizations, with brokers and agents. However, it is not
always possible to share risk with other tiers in the supply chain, in many cases the
company has to overcome the risk outcomes and develop its operations further.

In conclusion, despite the fact that the company does not implement the special risk
management system or is not installed the specialized software, it is aware of possible
risk connected with the specifics of operation. In addition, it has developed the range of
strategies and methods to control every type of risk (demand, supply, environmental,
process and control) trying to avoid them or mitigate consequences. The structure of
existing in the company risk management practices is correlated with the theoretical
framework presented in the third chapter of the study. Moreover, all steps (from the first

to tenth) are found in the case company operations.

5.3. Replies for questionnaires with international suppliers

In order to avoid the situation when the phenomenon is studied from one sides and the
full picture cannot be achieved, a series of questionnaires has been conducted. All
respondents answered twelve questions aimed to know their attitude toward risks in the
international environment and to Russian companies in particular, to find out if their
companies have implemented the specific system for control under uncertainty and to

identify what methods and strategies are used / should be used in the future.
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The majority of respondents agreed with existence of the uncertainty in their operations.
The main reasons have been named the following: instability in international economics
and fluctuation in currency exchange rates, tough competition on the market, the current
political situation (Brexit, the situation with Ukraine, the war in Syria, local conflicts),

changes in the credit politics of banks and the high possibility of unexpected events.

However, at the same time, many countries’ markets are open and the global trade is the
reality. This can explain the rather neutral attitude towards risk among respondents:
“risk cannot be avoided”, “risk brings the opportunity for the huge profit”, “you cannot
win without risk”, “risk is a modern reality”, “risk is a big chance”, “the core of

business is associated with risk”, “you need to have a balance approach towards it”.

On a daily basis companies face a plenty of risks, the most important ones that are not
planned and predicted in advance, and connected directly with losses: the issues with
the customs (settlement of claims, correct documentation); with customers and
payments (payment refusal and delays); with not in time delivery and supply disruption
of raw materials, ready goods (shortage in availability); with suppliers (quality
problems leading to customers dissatisfaction, the sharp and unplanned price increase,
no substitutes for main suppliers in case of failure); with state authorities (new
regulations and additional inspections, certification of goods); with changes in the
environment (economics and politics that cause overall sales decrease, instability and

force-major).

Talking about the risk management system itself (Son and Orchard 2013), only several
respondents confirmed the existence of such system in their company (one Finnish and
three Chinese companies): the monitoring system for the whole supply chain, the
system for improved production plans and cost reduction, the scientific system for
processes control for the factory and the Quality Assurance System. About the latter, the
Sales Engineer involved in its development and implementation in the company gave
some details: “We are currently developing the system, which will take account of all
the possible risks and guides how to avoid taking too big risks. It guides us through

different steps and we can minimize risks where we can influence on the situation”.
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Some managers claimed that they are planning implementation of the risk detection
system in the future (Karbalaee et al. 2013). However, as in the case study company,
they developed special methods and strategies that help to prevent risks or mitigate
outcomes. Several should be mentioned: constant learning process, use of rich
experience and trainings for the personnel, internal regulations and work with official
contracts, accurate selection of suppliers and check of customers’ credibility, creation of
the special service for control under operations, analysis of goods and shipment on
quality, packing, production time and documents accuracy; involvement of insurance

practices, market monitoring to be keen on daily changes.

The process of cooperation with other tiers of a supply chain (Tang 2006) is
significantly developed in the majority of the companies. Mainly cooperation is based
on interaction with suppliers of raw materials and transportation companies to assure
production dates will not be violated, delivery will be on time and the quality will
satisfy the requirement; with other producers in the way of the concern or partners
relationships to provide a wide range of positions; with customers to find out if they are
satisfied with conditions, quality and a product range; with authorities to check if the
company meets all requirements and any problems will not occur; and with insurance
companies to reduce supply chain risk with the help of credit insurance policies applied

for their customers.

With regard to regional varieties (Pfohl and Large 1993; Maltz et al. 2010) and change
in the level of uncertainty, West Europe is claimed as the most stable region for doing
business (the same results are demonstrated in the interviews); the European Union is
one market with no boarders for the goods flow and has quite similar regulations. Risks
in Europe are lying on higher quality and service levels and if the company can reach
expectations. Hence, Middle East, South America, Central Asia and Africa are stated as
very uncertain areas for the international company’s activity. It is mainly the result of
changing countries’ policy, the political situation and cultural differences. For these
regions, companies apply special requirements: prepayment after the order

confirmation, payments in cash or in advance before shipment.



90

While business relationships with Russian companies (both partners and customers) do
not bring huge problems. Base on respondents’ experience, Russian companies are
reliable partners with good reputation, “our relationships lasts for a long time” and
“they are quite precise with payments”. One respondent from the Finnish company

commented: “You will learn the cultural differences and know how to avoid problems”.

However, because of political changes and currency fluctuation, some banks and
insurance companies are not ready to provide them with credits, consequently, suppliers
and manufacturers have to ask them for prepayment. To overcome financial uncertainty,
evaluation of the company credit status before the deal is the must. Moreover, risks
faced doing business with Russia are connected with the strict customs regulations and

additional requirements for documents and goods marking.

Rarely but companies faced situations of failure that caused direct losses. The customer
did not pay for the goods and the company did not cooperate with the insurance
company, so it had to take all risks of not receiving the payment. Alternatively, an
example when the company did not have the quality department, it ended up with

increased warranty claims (loss of profit, customers and reputation).

To avoid mentioned above situations, companies made some improvements for risk
forecasting (Hallikas et al. 2004; Bai 2010): training for the personnel about risk
management strategies, cooperation with insurance companies, establishment of certain
regulations and customers’ credit management, top management engagement, creation
of quality standards for operations inside the company, quality assurance checking for

every position produced.

According to respondents’ point of the view, even more should be done in risk
management in the future. The manager from the Italian company shared their plans:
“We are planning to check information regarding new customers with other suppliers
who are working with them directly”. Another comment came from the Turkish
manager: “Kind of financial risk management program can be implemented to better
follow up our financial risk on customers. Also, to eliminate delivery problems, an

effective ordering and shipment system can be established”. The Chinese Department
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Manager concluded: “To avoid currency risks and catch more updated news about all
changes, our company can open more local offices / branches in the future”.

Summarizing the ideas collected with the help of questionnaires, the majority of
surveyed companies are conscious of various types of risk in the global business
environment. However, just few of them developed the specific system for uncertainty
avoidance and forecasting of adverse events. Close attention is paid to relationships
with customers and suppliers, the activity for risk identification, analysis and mitigation

remains at unsatisfied level.

The received findings are corresponded with date collection in the interviews with the
case company managers. The companies pay attention to the processed related to risk
identification and evaluation with further setting of priorities and choosing for the
strategy to address risks faced by the company. Outcomes of used methods and gained
experience help to develop risk management practices further and prevent the repetition
for such situations. Finally, some companies use the opportunity for cooperation with
other tiers in the supply chain to share possible risks or even forecast their occurrence in

the future.
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6. CONCLUSIONS

This chapter presents the summary of key findings in supply chain risk management
based on overview of theoretical (literature review) and practical (interviews and
questionnaire) parts of the study. The research question and objectives are reviewed and
evaluated according to the findings. Moreover, the author provides the theoretical
contribution of the current study comparing to the previous research in the field and
managerial implications for discussed strategies and practical ideas. Finally, in the last

part of the chapter study limitations are defined.

6.1. Summary

The aim of the study was to understand why risk management is the significant part of
company operations and what strategies should be implemented to avoid disruptions
within a supply chain. The focus was made on methods and tools that can be helpful for
operations of the company in the international environment on a daily basis. Together
with strategies that can be used for forecasting and prevention of possible losses in the
future throughout the whole supply chain — from the supplier of raw materials and

components to the end customer.

The result was reached by carrying the review on the literature existing in the field with
respect to the phenomena of risk and its categorization, risk management, a supply
chain and its management in the company, and risk management strategies implemented
for the business activities on the world scale and further supplemented by the theoretical
framework in ten steps describing how the system of SCRM should function, and
gathered data via the empirical research and examples collected from the real

companies’ experience.

The concept of risk in the literature is mainly related to unwanted and unpredicted
events that can cause negative consequences for the company. However, discussion
with managers from the case company and suppliers has demonstrated the possibility of
opposite attitude towards risk when it is seen as the business reality and opportunity for

growth and development. They still are aware of adverse consequences of uncertainty
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for company operations, at the same time the company can become more flexible, take
part into the constant learning process and adapt to the changing modern environment.
Additionally, the developed risk management system in the supply chain reduces the
opportunity for failure, thus, it brings the competitive advantage and higher profit as the

main goal of companies activities.

Risks related to their nature and sources in accordance with findings of Cucchiella and
Gastaldi (2006) are divided into two groups: internal and external. Managers in the case
company stated that internal risks more often occur at the initial stage of company
establishment when processes are not well developed and managerial experience is not
enough for the smooth operations’ flow. The changeable business environment, new
contacts with suppliers and transportation companies, tough competition for the market

share and strict control from the governmental side increase the uncertainty.

However, when the company obtains more experience and adjust to the environment,
find loyal customers and adapt the assortment, when the suppliers’ pool is created and
mutual trustful relationships are built, internal risks decrease their significance. The first
place in this situation is taken by external risks. Nowadays the unstable economic
situation, both in the country and worldwide, changes in international relationships
between countries, sactions and other regulations become the main risks source for

manufactures and trading companies.

The division of all risks into five groups presented earlier by Christopher and Peck
(2004) has found confirmation from the managerial side. Demand, supply, control and
environmental risk relate to sources external in nature, on the other side, operational risk

is connected with the internal company processes.

Additionally, company managers have created the ranking for the listed risk types.
Where demand risk is the most significant risk type that influences the ability of the
company to bring the profit. Search of new customers and market monitoring are in the
priorities of any trading company. The second place goes to risk related to the business
environment. Political changes, international relationships and instability in economics

increase the possibility of losses and failure in performance. Moreover, the huge
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importance for companies working with Russian partners or operating on the Russian
market has the instability of the currency and fluctuation on the market connected with
it.

Then, risk of losing control ranked on the third place according to severity and
importance. It can be explained by geographical distance among partners, cultural
differences and the insufficient amount of static data (future sales is difficult to
forecast). Any tier in a supply chain may fail and destroy the smooth flow of operations

that leads to negative consequences and possibility of extra expenses.

Supply risk does not have the same significant influence on operations as demand risk,
however, failure in quality, delivery or availability leads to the direct losses in money,
image or even to the loss of customers’ loyalty. Hence, the supplier can be substituted to
assure prompt delivery and appropriate quality or use of dual sourcing can be
implemented for strategic product groups. Finally, for the company with great market
experience and developed methods for risk prevention the last place is received by
operational risk. Flexibility of operations and learning process facilitate the ability of

the company to come up with new strategies of risk avoidance.

Managing the complex supply chain is a really challenging task. According to Khan and
Burnes (2007), the processes of risk identification, evaluation and control are aimed to
reduce the uncertainty, fully compete with other market players and reduce total costs.
The main reason for risk management is the ability to overcome difficulties on the
market and obtain the better profit. It happens because of the direct proportionality: the
higher possible return on the market, the more fierce is the competition for the market
share and more changing the environment; new players want to occupy the company’s
niche and develop own operations. If the risk management system in the company is
well-established, it can assess and address risks without possibility for operations
disruption. Nowadays in order not to lose the race of market competitiveness, the
proactive approach should be implemented.

The methods for risk prevention and mitigation should be integrated in the company

structure (as it is shown in the theoretical framework). Such system helps to evaluate
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possible risks in the context of everyday operations. Three motives are identified for
risk management (Manuj and Mentzer 2008 B): to obtain certain protection for the
business, to assure the smooth flow in a supply chain, to increase the profit because the
company that can adapt to the changing environment brings more return to the

shareholders.

Furthermore, the case company is constantly looking for strategies and tools to adjust
operations to the new realities of the international business. In the literature review,
many authors provided various classifications for SCRM strategies. Additionally, after
comparison of these strategies with ones used by companies from the empirical

research, their similarity was proved.

Three strategies that should be implemented for control under uncertainty in the
company are the following: dual sourcing, buffering strategy and strategic partnership.
They can help to create the supply chain risk management system that meet the
minimum necessary requirements of the company. Furthermore, a fairly complete list of
possible responses for each risk type from the case company is presented in the table
below (see Table 8).

Table 8 Risk types and strategies for prevention and mitigation

Risk type Possible strategy

Demand risk - Price monitoring of the market

- Assortment rotation and strategic division on groups

- ABC analysis to make priorities in product groups availability

- Product diversification

- Private brands’ development

- Use of safety stock

- Communication development with customers

- Activity on loyalty facilitation among customers (bonus programs
and promotion campaigns with discount, use of customer cards)

Supply risk - Use of special criteria for the new supplier’s choice
- Certification of products, preferably according to international
standards
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Control of suppliers’ quality management (quality check and trial
batches of goods)

Control under preparation of documents and goods marking
Cooperation with well-known companies, mainly producers

Dual sourcing

Consolidation of purchases from local and international suppliers
Strategic partnership with main suppliers

Risk of losing
control

Creation of Supervision service

Inspection of new customers’ credibility (the change of payment
conditions and turnover limits)

Automatic Workflow system (control under operations’ execution)
Cooperation with huge market players with a long history of
operations

Tenders among reliable brokers and agents to receive better
conditions

Creation of the payment schedule

Strategic planning in the middle and long term

Control of overdue receivables

Operational
risk

Top management meetings with the involvement of line personnel
Briefing meeting on a daily basis in departments

Creation of the budgeting system for orders

The system of weekly and monthly reports

Vertical coordination of operation in the company

Implementation of the minimum amount of goods in stock and
mandatory availability parameters

Contacts for new assortment with the condition of the payment
after sales (commission contracts)

Staff trainings on risk management

Use of up-to-date internal regulations and rules

Transparency in price formation (the concept of total cost)
Automation of daily operations to avoid mechanical errors

Environmental
risk

Monitoring of new competitors

Forecasting of market changes

Tracking of technological changes

Use of payment delay and possible discounts to remain competitive
Availability of substitutes for strategic products’ groups
Information sharing with partners (suppliers, brokers and agents,
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banks and some customers)

- Cooperation with suppliers from regions without serious instability
in politics

- Joint marketing campaigns with suppliers

- Hedging for future payments

- Control of exchange differences

- Use of virtual re-export

The following findings are related to cooperation and mutual risk mitigation. In order to
achieve better results the company can find partners within the supply chain (suppliers,
brokers and agents, banking organizations and some customers). Additional market
information, possible sharing of experience and extended control under operations are
the main benefits of such relationships.

With regard to cooperation with companies from various regions. The business with
European is found as more stable and long lasting. The companies are well known for
high quality, just-in-time deliveries, readiness to compromise and easy adaptation to
certain conditions. However, Asian countries and Middle East are recognized as the
regions with higher level of uncertainty in operations. The partners from such countries
as Turkey and China have more chances for failure in performance. Additionally,
differences in culture, regional and attitude to the business itself increase this
probability. To avoid risks and increase the control under suppliers’ operations the
company uses special requirements and double check everything (documents, package

of goods, compliance to governmental regulations and certification).

The necessity for some improvement in the system of supply chain risk management for
the future are also found. Vertical integration of risk mitigation practices within the
company, further development of strategies in use by various departments (Finance,
Sales, Purchasing and Distribution as well as Supervision service), and revision of
existing regulations, staff responsibilities and powers to make decisions together with
company rules should be implemented. There is a need for better forecasting on the
strategic and tactical levels, constant market monitoring and more attention to

assortment selection.
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Paying attention to development of risk management in the supplier companies, only
several companies have implemented any risk methods for mitigation and prevention.
The reasons for this fact can be found in the industry specifics, a small volume of

transactions or minor awareness of negative consequences of unforeseen events.

The good example of well-developed system with risk avoidance related to quality
issues has been shared by the Finnish manager. As a producer, the company created the
system of control under each operation for every position from their product range.
Moreover, the benefits for the system have been estimated where reduction of the
possibility for failure added more reliability to the brand, increase in profit and

customers loyalty.

Additionally, only few respondents could come up with example from their experience
of risk situations or failure in performance. Specifically, for partners from Russia, the
majority agreed that cooperation with this country does not bring more risk to their
operations and find such relationships mutually beneficial.

However, some strategies used for risk forecasting have been mentioned: training for
the personnel, cooperation with insurance companies, establishment of regulations and
customers’ credit management, top management engagement, creation of quality

standards for operations, quality assurance checking.

It is found that companies from the empirical research do not frequently face the
situations leading to huge losses for company’s operations. Because the main focus is
on trustful relationships with partners and customers in the long term. Additionally,
only few respondents could come up with example from their experience of risk
situations or failure in performance. Specifically, for partners from Russia, the majority
agreed that cooperation with this country does not bring more risk to their operations

and find such relationships mutually beneficial.

In conclusion, findings of the study are corresponded with the theoretical framework for
risk mitigation and prevention. However, just few companies from the empirical

research have implemented the full-size risk management system for a supply chain.
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Mainly companies have developed certain procedures and strategies to increase the
control under operations and decrease the probability of any losses. Functions of the
risk management department are divided between departments and services within the
company in accordance with their area of responsibility. Attitude towards risk and the

level of experience influence the strategy choice and tactical implementation.

Moreover, risk forecasting and evaluation of the possible future uncertainty, as a
proactive approach, requires following improvement and development. Finally, not all
companies are ready to share risks with partners in the supply chain and work under

increased control under operations from various angles.

6.2. Theoretical and managerial implications

Despite the existence of some limitations, the present study contributes to the current
body of the literature in the field of risk management in a supply chain and
implementation of relevant strategies for risk mitigation and prevention in the changing

global environment.

The main contribution of the study is the development of the theoretical framework,
which describes the process of risk management in ten steps, from risk identification to
the possibility for cooperation regarding its mutual prevention and mitigation. The
framework takes into consideration the existence of various risk sources, their division
into five groups in accordance to their nature, the possibility of differences in risk
attitude among decision makers. Additionally, risk evaluation in the model is based on
the likelihood of uncertainty repetition and severity of consequences for the company:
greater attention should be paid to risks with higher probability of losses and repetition

in the future.

Based on the empirical research combining the use of face-to-face interviews and
questionnaires, findings in the relationships between internal and external risk sources
are presented. The significant influence on risk management development in the
company has company’s experience, managerial attitude towards risk, developed

regulations for daily activities and use of monitoring procedures for further
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improvement in system operations together with the influence of the business
environment. Moreover, the author has found the difference in importance and severity

of various risk types for manufacturing and trading companies.

The first place in risk prevention practices in the trading company should take methods
directed to minimization of the uncertainty with demand. Because the aim of the
business is to bring the profit to shareholders with the possible decrease in expenses.
However, the manufacturing companies should pay more attention to the choice of
suppliers because they directly affect further performance of the company in the way of
the quality level, just-it-time delivery and customers satisfaction results in the company

image and received outcomes.

The finding can have additional implications for companies with global operations and
the extended supply chain. The study sheds the light on the methods and tools within
the companies and its partners’ relationships that are implemented in the reality of the
changing modern environment with the focus on political instability, changeable
international relationships between countries, currency fluctuation and constant

emergence of new competitors trying to take your market niche.

The author has found that just few companies from the empirical research have
developed the full-size risk management system; however, every company can use some
methods and strategies to adapt to the environment and reduce the uncertainty in
operations. Thus, this finding can contribute to development of risk mitigation practices
regardless of company’s specifics, size and market niche, intensity of the international

business activities or management attitude towards risk.

Furthermore, the author has developed the list of risk management strategies that can be
implemented in order to address such risk types as supply, demand, operational, control
and environmental. Adjustment of these strategies to the business reality and industry
specifics can bring fruitful results in improvement of internal operations and increase
the level of managerial control, reduction in the possibility of failure in performance,

better planning and forecasting of future market development.
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6.3. Limitations of the study

The study is conducted in correspondence with writing guidelines in the Faculty of
Business Studies in the University of Vaasa and other existing instructions that can
guarantee grounded research and the quality of achieved findings. However, it implies

the existence of some limitations.

Firstly, the study is limited to a single company case. Moreover, it is the middle-size
and one of the biggest trading company in the region, the Russian distributor of spare
parts for the European trucks and trailers, with international suppliers but all customers
are from the local market. The company’s operations are focused in the northwest
region with the developed wholesale department, the chain of retail stores and there
regional divisions. Other results could be achieved if another company has been chosen
for examination (industry, country and company specifics, pool of suppliers and

customers, the company size and personnel).

Secondly, due to limits in time and resources, the sample size is a rather limited
including seven interviewees of Russian origin from the case study company and eleven
respondents of Chinese, Turkish, Italian and Finnish origin for questionnaires with
managers from supplier companies. Therefore, the empirical results can be used for
further generalization of findings. Involvement of more respondents for the study would
be fruitful; however, the author could reach only these persons due to intensive

workload of managers and their wiliness to share experience on risk management.

Thirdly, involvement of respondents from the supplier side from other countries and
regions that cooperate with the case company and involved in its supply chain would
bring more details and specifics to the whole picture of used methods and practices for
risk mitigation, risk attitude and its influence on managerial decisions and application of

a proactive approach in prevention of uncertainty in daily operations.

Furthermore, limitations exist in relation to participants’ wiliness to share experience
and provide some examples from company’s operations, especially answering the

questionnaires received by e-mail. Information about possible failures and other



102

customers, their attitude to partners from the Russian market and evaluation of certain
activities has become hindered. For this reason the author have made some conclusions
based on body language during interviews, unwillingness to continue in further

explanations and personal perception of the discussed situation.

Finally, the theoretical framework has been built on the overview of literature sources
and received further verification by means of findings collected from the empirical
research. It includes the model of the risk management system for the company with the
global supply chain. However, it does not include explanation of how the process of its
implementation in the company should be organized. Additionally, examination of more
sources related to risk management in a supply chain and repetition of the case study

with other companies could bring new insights to the research field of the study.
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Appendix 1. The theoretical framework
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Appendix 2. Semi-structured interview guide and questions

Interview Guide

Starting with each question from the prepared list, the interviewer should use several
directed probing questions, for example, what it causes, where it leads, what it effects,
how you can explain and why until the interviewee cannot find any more answers. The
aim is to obtain the maximum possible information regarding the issue under the study.

The conducted interviews are recorded if the interviewee gives the permission.

Interview number

Date and duration

Permission for recording: Yes / No
Gender:

Level of education:

Years of experience (totally):

Job position/title:

Years in the company / in the current role:

Background in the company (if applicable):

Interview information statement (translated in English)

Dear Interviewee,

Thank you for agreeing to the interview meeting for my Master’s thesis research. The
topic of the thesis is in creation of the risk management system in the company with the

global supply chain, particularly the situation with risk mitigation (its weaknesses and



112

strengths as well as the area for improvement) and determination of used tools in the

company you are working for.

I am interested in hearing about your opinions, suggestions, and experiences with
contributing to risk management strategy at the case company. The obtained
information will be used for identification of recommendations for future improvement.
By supply chain risk management, you should think about following terms : “risk”,

99 <¢ %9 ¢ 2 ¢ 29 ¢¢

“uncertainty”, “global environment”, “supply chain”, “management system”, “strengths

2 13 2 [13 2 13

and weaknesses”, “methods and tools”, “solving of problems”, “answering questions”

or “providing information”, “sharing a piece of advice”.

The interview consists of three parts: introduction and background information,
discussion of studied concepts and definition of the situation in the case company (the
current situation and development in future). I would like to hear about your personal
experiences through providing practical examples as well if it is possible. I kindly ask
you to be honest while answering the questions. As an interviewee, you should
remember that participation is voluntary. Please notice that all information about your
identity will be kept confidential, I additionally confirm that respondents will stay
anonymous and nothing would be used without asking your permission. You can decide
to not answer any question. Moreover, you can stop the interview if you wish. The data
collected will only be used for the purpose of this Master’s thesis research.

Approximately the interview will last 40 minutes to 1 hour.

Best regards,

Anastasia Kravchenko

Interview questions (translated in English)

Part 1. Introduction

1. Is the term risk management familiar for you? (Yes / No) Could you explain it in

several words?
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Part 3.

10.

11.

12.
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Do you agree that nowadays international companies are operating in a changing
and uncertain environment? (Yes/ No) Why?
What is your attitude towards risk? In your opinion, does this term have

negative, neutral or positive connotation?

Discussion of supply chain risk

What sources of risk in a supply chain could you name? Do they mainly
connected with suppliers, customers (so-called external risks) or may have inner
nature (inside the company)?

Would you mention several situations connected with risks that have occurred
with companies on the Russian market or worldwide?

Does your company face many risks in everyday operations? What kind?

Do you cooperate with any tiers in the supply chain in order to prevent or
mitigate risk? In what way?

Could you rank the following risk types in accordance with their importance
from 1 to 5 where 1 is the most important and harmful, and 5 — the least:

- Supply risk

- Demand risk

- Process risk

- Risk of losing control under the supply chain

- Environmental risk

Do you face various risks dealing with suppliers from Europe, Asia or Middle

East? Which region has more uncertainties?

The company’s risk management system and the choice of the strategy

How does the company manage supply chain risk? Do you have the special
system?

What processes and techniques do you use to identify and analyze risk in the
supply chain?

Do you use different strategies and techniques with tiers of the supply chain

from various regions (for example, developed vs developing countries)?
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14.

15.
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How do you evaluate new suppliers of goods and services? What criteria do you

use? Please state in accordance of their importance (in descending order):

Price

Payment terms

Overall supplier’s performance
Quality

Lead-time

Delivery process and logistics
Production capability

Total cost

Geographical distance
Economic situation

Political environment

If other, please specify

Do you know situations when the risk management system failed? Why and

what were the consequences?

Could you choose from the following list of risk management strategies ones

that have been ever used by your company:

Use of safety stock

Orders annual and tactical planning

Long-lasting strategic partnership with suppliers

Dual or multiple sourcing (use of several suppliers of similar product
groups)

Quality control and auditing of supplier’s performance

Constant market monitoring

Forecasting and analysis of the possible market situation

Information sharing with suppliers / customers

Combination of local and international suppliers (optimization)

Choice of international suppliers from various regions / countries
(diversification)

Choice of certified suppliers (ISO and other standards)

Insurance of orders and their shipment
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- Use of several brokers / transportation companies
- Product differentiation
- Other strategies (please specify if not mentioned)
In addition, what strategies can be implemented in the future? Please explain
your choice.

16. Have you implemented the system for risk forecasting and prevention? What
kind?

17. Do you think that the current system for risk management should be changed or

improved? In what way?

Conclude the interview by asking if the interviewee is interested in making any

additional comments and if there is any information missing.

Thank you very much for your time. Your participation is significant for results of

the current study!
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Appendix 3. Interview information statement and questions (in Russian)

Interview information statement

YBaxaeMblil y4aCTHUK UHTEPBBIO,

Crnacu00, 4TO COrNIaCUIIUCh MPUHSTH YyY4aCTHE B UCCIIEAOBAHUM Ul MOEH MarucTepcKou
paboTsl. Tema MOero quIuIoMa OCHOBAaHA HA CO3/IaHUU CUCTEMBI YIIPaBJIEHUsI PUCKOM B
KOMIIAaHUM C MEXJIYHapOJHOM ILEMOYKOM IOCTaBKM, B YAaCTHOCTHM HA YMEHbIIECHUE
BEPOSTHOCTH TPOSBICHUS PHUCKOBBIX CUTyallMd B TOW KOMIAHMM, Ha KOTOPYIO BBbI
pabotaete (ee ciabble M CUJIbHBIE CTOPOHBI, a TaKXe IYyTH Ui YIY4IICHUs) U

OnpeaAcICHNUEC UCIIOJIb3YEMbIX MCTOOOB.

a1 SaI/IHTCI)GCOBaHa B TOM, LITO6I)I y3HaTI) Bali€ MHCHUC, yCJII)IHIaTI) BO3MOXHBIC
NPEIOKCHUST W JMHU30Abl M3 BaIlero OmbITa PabOThI, CBSA3aHHBIE CO CTpaTeruei
yhOpaBieHUs] puckamMu B uccieayeMoil kommanuu. CoOpanHas uHpopmanus Oynaer
WCIOJNB30BaHA B LENAX  ONPENCNICHUS  PEKOMEHAAUMW Il JaJbHEWILIEro
COBeleeHCTBOBaHI/IFI CUCTCMBI. HpI/I 06CY)KII€HI/II/I pI/ICK-MeHeI[)KMCHTa B IICIIOYKEC
MOCTaBOK BBl JIOJDKHBI TPEICTaBISATh ceOe CIeAYIoIUe TMOHSATHS:  «PUCKY,
«HEOMPENIEICHHOCTY, «MEXAYHapoAHas OW3HEC cpeaa», «Ienoyka TOCTaBOKY,
«CUCTECMA ynpaBJ'IeHI/IH», «CHUJIBHBIC U cna61)1e CTOpOHBI)), «METOAbI U I/IHCprMeHTI)I»,
«perieHrue mpoodIeM», «OTBEThl Ha BOMPOCHD) HIIM «IIPEIOCTaBICHUE HH(POPMAIHN,

«I10ACITUTHCA OIIBITOM.

HHTEepBbIO COCTOUT M3 3 yacTeii: BBEJCHHE M CIpaBOYHass MHopMaIus, o0CyKaeHue
UCCIIEAYEMBIX MOHATHN U ONpe/esIeHne CUTYallMd B KOMIIAaHUM (TEKYIIEe COCTOSIHUE U
paszBuTHe B OyaymieM). S ObI XOTena yCabImaTh MOOOBIIE U3 BaIIETO OMbITa B TAHHOM
BOIIPOCE, a TAKXKE MOJTYYUTh, ECITH 3TO BO3MOXKHO, PUMEPHI U3 MTPAKTUKHU. S MpoIry Bac
OTB€YaTh MAaKCUMaJIbHO YECTHO Ha BOMPOCHL. Kak y4yaCTHUK MHTEPBBIO, BbI HE JIOJKHBI
3a0bIBaTh, YTO Ballle Yy4acTHUE SBISETCS TOOPOBONBHBIM. Bes nuuHas wHbopMarus
OCTaHeTCsl KOHPHUICHITUATHHOM, JOTMOJHUTENBHO 51 TIOATBEPKAAr0 (hakT TOro, YTO BCE
MMEHA PECIIOHIEHTOB OYAYyT CKPBITHI, U HUKaKas wHpoOpMaIus He OyAeT UCIOoIb30BaHa

0e3 Barero MNpEaABapUTCIIbHOTO COIJIaCHsl. VYV Bac ecThb IMpaBO HC OTBCYATH HaA KaKoM-TO
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u3 BompocoB. bojee TOro, Bbl MO XKEITAHUIO MOKETE OCTAHOBUTH XOJI MHTEPBBIO.
CoOpaHHble JaHHBIE OyIyT HCIIOJB30BAHBI TOJBKO B IENSIX HAMUCAHWS JTaHHOU
MarucTepckoi pabotel. MHTEpBBIO 3aiiMeT MO BpeMeHH HpuMepHO oT 40 MHHYT 110

qaca.

C yBaxxeHuewM,

Amnacracus KpaBuenko

Interview questions

Yacts 1. BBegenue

1. 3HakoMbl JH BBl C MOHATHEM «ympasieHue puckamu»? ([Ja / Her) Morau Obr
€r0 ONKCaTh B HECKOJIBKHUX CIIOBAX?

2. CornacHbl J¥ Bbl, YTO B HAIllM JHU MEXIYHApOJHbIE KOMIIAHUU BEAYT CBOIO
JeATETIBHOCTh B M3MEHUMBOIM M MOJIBEp)KeHHOW prickam OmsHec cpene? (Ha /
Her) ITouemy?

3. Kakoe y Bac otHomenue k puckam? [1o Bamemy MHEHHUIO, TIOHSTHE PHCKA HOCHUT

HETaTUBHYIO, HEUTPAJIIbHYIO WM MOJIOKHUTEIBbHYIO OKPacKy?

Yacrtp 2. O0cy:K1eHHe PUCKOB B LleN0YKe MOCTABKH

4. Kakue NCTOYHHMKH pHCKa B IIEMOYKE TTOCTABKU BBl OB MOTTH Ha3BaTh? Kak BbI
JyMaeTe OHU OOJIbIIE CBSI3aHBI C MOCTABIIMKAMH, KJIMEHTAMH (TaK Ha3bIBaeMbIe
BHEIIHWE PUCKH) WJIM MOTYT BHYTPEHHHUMH TI0 CBOEH mpupoae (BHYTPH
KOMIaHUH )?

5. Mornu Obl Bbl BCIOMHUTH HECKOJIBKO CHUTYallid, CBSI3aHHBIX C PHCKaMH
KOTOpBIE CIYYWINCh C KOMIAHHSIMH HAa POCCHHCKOM WJIH MEXIYyHapOIHOM
pBIHKE?

6. Bama kommaHus CTaqKuMBaeTCcs C pUCKaMU Ha exXeJHEeBHON ocHoBe? Kakum

obpazom?



YacTtb

10.

11.

12.

13.
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Hcnonb3yere 1M Bbl BO3MOXHOCTh COTPYAHHMYECTBA C yYACTHUKAMHU LIETIOYKU
MOCTaBKHU JUIsl TPEAOTBPAICHUS BO3HUKHOBEHHS WM YMEHBIIECHUS pHUCKa?
Kakum obpazom?

Mornu Obl Bbl OIEHWUTH CJCAYIOIIME THUIIBI PUCKAa B COOTBETCTBUU C HX
BaKHOCTBIO OT 1 50 5, rie 1 — camblil BaKHBIM M OMAcCHBIM THUI pUCKa, a 5 —
HanMEHEe ONaCHBIN:

- Puck cBg3aHHBIN ¢ NOCTaBIIMKAMU

- Puck cBsizaHHBIN CO ClTpOCOM

- Puck cBsi3aHHBIN ¢ ITponieccaMy B KOMIIAHUH

- Puck norepu KOHTPOJIA 1O YIIPABICHUIO LIETIOYKON TOCTaBKU

- Puck cBsizaHHBIH ¢ OKpyXkaroliel Ou3Hec cpeaon

OTnuyaroTcs U PUCKH, C KOTOPBIMH BaM MPUXOUIIOCH CTOJIKHYTCS B OU3HECe ¢
nocTaBiukamu u3 EBponsl, A3un wiu bauwxaero Bocroka? Pabora ¢ kakum u3

PEruoHOB CBsA3aHa C OOJIBIINM KOJIMYECTBOM HGOHPGHGHGHHOCTI/I?

3. Cucrema ynpasJieHUs] pUCKAMH B KOMIIAHUM M BHIOOP cTpaTeruu

Kak yctpoeHo ympaBneHue puckamu B Bamield kommanuu? CymiecTByeT In
creruaibHas cuctema?

Kakue mporeccel M METOJIbl HCHOJB3YIOTCA JJsl ONpENeieHHUs W aHalu3a
BBISIBIICHHBIX PHCKOB B IIETIOYKE TOCTABKU?

Hcnons3yloTcst U pa3iuyHble CTPATETUH U METOJBI JUIS YYACTHUKOB HEMOYKU
MOCTaBKU M3 pPa3HBIX PErHOHOB MHUpa (Hampumep, U3 Pa3BUTHIX CTpaH IO
OTHOUICHUIO K pa3BUBAIOLIUMCS)?

Kak mponcxoauT oleHKa HOBBIX TOCTABIIMKOB TOBapoB W ycuyr? Kakwme u3
NEPEYHCICHHBIX KPUTEPHEB BBl UCIONb3yeTe? YKAKUTE B MOPsIKE 3HAUUMOCTH
(o yObIBaHMIO):

- llena

- YcioBus miaTexa

- O6mmas 5 PeKTUBHOCTD MOCTABIINKA

- KauectBo

- Bpewms BeIITONIHEHUS 3aKa3a

- IIpouecc noCTaBKM M JIOTHCTHKA



14.

15.

16.
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HpOI/I3BOl[CTBeHHbIe MOIIIHOCTHU
OO6mmas cebecTonMoCTh
['eorpaduyeckas yJalieHHOCTb
ODKOHOMMYECKAsl CUTyaIus
[TonuTnueckas cpena

Ecnu 4ro-T0 Apyroe, noxxanyicra yKaxute

3HaKOMBI JIM BaM CUTyalluu, Koraga CUCTEMa YIIPaBJICHHUA PUCKOM Jajia cooii?

[Touemy 1 KaKue OBLIN TTOCIICICTBUS?

Moran Obl Bbl BbIOpaTh M3 CIEIYIOIIETO CIHUCKA CTpaTeruil IO PHCK-

MCHCIPKMCHTY T€, KOTOPLIC KOFIIa-J'II/I6O HCIIOJIb30BAINCH KOMIIAHUCH .

B

Vcnonb30BaHue cTpaxoBOro 3amaca

EsxeronHoe u TakTHuecKoe (TeKyllee) IIIaHHPOBAaHUE 3aKa30B
JloAarocpoyHoe cTpaTernyeckoe NapTHEPCTBO C MOCTABITUKAMHU

3aKkynka y JOBYX HJIM HECKOJBKHX ITOCTABIIMKOB OJWHAKOBBIX TOBAPHBIX
rpymni

KoHTposb kauecTBa U BBIIIOJHEHUS ONlepalyii TOCTABIIMKOM

HenpepsIBHBIM MOHUTOPHUHT PBIHKA

[TporHo3upoBaHKE M aHAINU3 BO3MOKHOTO PA3BUTHUS PHIHOYHOM CUTYaIHH
OOmen uHpOpMAaITHEH ¢ TOCTaBIIUKaMU / KIIMEHTaMHU

CoBMmelieHHE 3aKyNOK Y MECTHBIX M MEXAYHAPOIHBIX ITOCTABIIMKOB
(omrruMu3arus)

[ToxGop MexmyHapOTHBIX TOCTABIIMKOB W3 pa3HBIX PETHOHOB / CTpaH
(nuBepcuduKanys)

Bri6op ceprudurmpoBansbix moctaBumkos (cranaapt 1SO u npyrue)
CrpaxoBaHue 3aKa30B U UX JOCTaBKU

Hcnonp3oBaHne ycayr HECKOJIBKUX OPOKEPOB / TPAHCIOPTHBIX KOMIaHHM
JluBepcuduKarms acCOpTUMEHTa

Jpyrue crpareruu (oXKanyicTa yKaKUTe €CITH He BKIIIOYECHBI B CITUCOK)

JOIMMOJIHCHUEC, KaKHWC€ H3 YIOMAHYTBIX BBIIIC CTpaTCFI/Iﬁ MOT'YT OBITH

MCIOJIb30BaHbl KoMIanuel B oyaymem? [losicHuTe cBoit BBIOOD.

CymiecTByeT 1M B KOMIIAHMM CHCTEMA IPOTHO3UPOBAHUS U IMPEAYNPEKICHUS

pPHCKOB 0 X HacTymieHus? Kakoro pona?
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17. Kak BBl gymaere, YTO B TEKYILEH CHCTEME YIpaBJIEHUS PUCKOM JOJDKHO OBITh

U3MEHEeHO WM yiydnieno? Kakum obpazom?

OrpomHoe cnacu0o 3a yjaejieHHOe MHe BpeMsi. Baiie yuactue o4eHb BaKHO J1JI

pe3yJabTaToOB JAHHOTO HCCJIeI0BAHMS!
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Appendix 4.The questionnaire for suppliers

10.

11.

12.

Do you agree that nowadays international companies are operating in a changing
and uncertain environment? (Yes/ No) Why?

What is your attitude towards risk? In your opinion, does this term have
negative, neutral or positive connotation?

What types of risk in a supply chain does your company face in daily
operations? Please rank them in accordance with their importance and severity,
and if possible give some examples.

How does your company manage supply chain risk? Do you have the special
system?

Do you cooperate with any partners (e.g. other manufacturers, suppliers,
customers or authorities) in the supply chain in order to prevent or mitigate risk?
In what way?

Do risks vary while dealing with customers from various regions of the globe:
West and East Europe, America, Asia or Middle East? Which region has more
uncertainties?

Do you think that doing business with Russian companies connected with high
probability of risk occurrence? Please explain your opinion.

What risks could you mention that your company have faced working on the
Russian market?

What strategies / methods do you use in order to risk mitigation and what should
be done in the future for its prevention?

Do you know situations when the risk management system in your company has
failed? Why and what were the consequences? What conclusions were made?
Have you implemented the system for risk forecasting in the middle and long
term? What kind?

In your opinion, what methods / strategies should be added to the risk

management system of your company?

Thank you very much for your time. Your participation is significant for results of

the current study!



