Risk Management 

Every company’s goal is to maximise value for the shareholders. These shareholders accept a certain level of risk in order to get the highest return on their investment. The management aims to either increase returns or reduce risks in order to meet the shareholders demand for maximation of return on investment. In order to make sound and rational decisions the management needs to be able to measure the risks involved. (Samii and Broaden 01) Risks are impossible to avoid, but they can be identified, analysed, controlled and monitored. These are the main functions of a Risk Management system and it is an ongoing process that is constantly in change (Fig. 1.1)

 Risk Management (RM) is defined by Waring and Glendon GIVE THE YEAR OF PUBLICATION AND, FOR DIRECT QUOTES, THE PAGE NUMBER as “The field of activity seeking to eliminate, reduce and generally control pure risk to enhance the benefits and avoid detriment from speculative risks ”This is clearly something every company both Multi National Companies (MNC`s) and Domestic Companies (DC`s) wish to achieve. The challenge for companies is how to manage a system for Risk Management. There are several RM systems in place out there but are often grounded on the same principals. It has to reflect that specific company’s strategies and goals. Further the system has to identify and separate the strategic (political, economic, social technological, legal, environmental and competitive)  and operational (professional, financial, legal, contractual, technological, environmental) key risks. The system also has to be included throughout the hierarchy of the company. Equally important is how to keep such a system effective and sustainable. It is essential to consider that perception of risk is individual to each person or company and will influence the decision making process resulting in different outcomes.     
One can say that if you fail to plan, you plan to fail. This phrase is very covering in the RM and business in general. Many businesses tend to apply a RM system but fail to follow through the cycle and adapt to the changes there might be. 

RM in Multinational Companies 

Since the 1950s there has been a move towards a more integrated and interdependent world economy (Lecture notes 2006.) There has been several forces driving the changes of the global markets massive deregulation. Collapse of communism, privatization of state owned industries, revolution of IT, emergence of free marked policies and rise of Big Emerging Markets (Alan Shapiro GIVE FULL REFERENCE) all these factor has made the world a more accessible marketplace. Barriers for trade and investment have been declining and the opportunities for investment returns have been growing. Many companies have been flagging out in order to profit from these opportunities. The reasons for entry varies from company to company and industry to industry and can be seeking raw materials, new markets, minimize costs or any combination of these. But there will be many factors that a company has to consider before entry the “new” marketplace, these are globalisation, politics, economic/ financial systems national culture, human rights, ethical, environmental, societal, business attitudes and practices and legal systems. ( Lecture notes 2006). The question is if the profits will justify taking the risks in going abroad. The answer is made a lot easier if all these considerations has been properly analysed and reviewed. A PEST analysis can be a useful tool in the road to decisions being made. 
· Political/ Legal

· Economic

· Socio- Cultural

· Technological

In addition to the PEST analyses usefull tools would be Porters 5 Forces model CAN YOU GIVE A BRIEF EXAMPLE OF HOW PORTER’S MODEL WOULD HELP? and a SWOT analysis. It is essential for this process to bear fruits that the prosess is not a box ticking task, but that these tools are not the end the prosess but rather the beginning. 
Special features for international RM are gouped in 5 main categories like in the folder in Risk Management studies in HSH 2006 as:

· The Nature of the Risk
· Socio- Legal Factors

· Financial Factors

· Manegerial Factors 

· Political Risks

The essay will emphasis on the Political risks associated with international business as well as reputation risks. Experiences in the past has shown that these risk are often underestimated and companies has been seen to be struck severly because of this. Where these risks has been seen as important factors there are examples of them being drivers to success.  
Political Risk 

There are many different definitions of Political Risk (PR) but there is however, no clear, universally accepted definition. ( Kobrin 1979 from Hood and Nawaz article) Further political risk may be categorised as that risk that araises out of sudden, unexpected and deliberate actions of a host government designed to obstruct, inconvenience or have a deleterious effect on the operations of MNCs (Nawaz, Hood) It is important to separate the political risk with political unstability (Robock) the basis for this separation is that all political environments are dynamic. The political environments changes are expected to happen and not difficult to anticipate. Political changes that does not interfere and effect the business environment are not political risks. Rebock also seperates mico risks and macro risks. Macro risks will be political changes that effect all forign businesses in a country. Micro risks will only effect international enterprises in special markets or business areas. According to Hood, Nawas the main political risks facing MNCs expropriation, currency and trade controls, changes in tax and labour laws, regulatory restrictions and requiernments for additional production. There are also identified societal issues such as public opinion, alliances shifts, revolutions and shifts ( quoted in Demirag and Goddad 1994) In Hoods and Nawaz`s article there are recommended that thurough and careful analysis are conducted before entering a new country to conduct business. What is interesting according to Korbin is that there has been several studies conducted as early as in the 60s which shows that the common way to analyse the political risks conserning going abroad is made on very subjective grounds. The most common refrences are the most general news sources or personal experience. ( Bauer, de Sola Pool, Dexter) Zink FULL REFERENCES NEEDED found that the major sources for political information came from host country employees, general news sources and financial institutions. These tendencies are still surprisingly consistent even today( Kobrin) The tendencies shows that after conducting a very loose analysis of the political environment the actions from the firms tens to go towards Risk avoideance. 
What to do

It is by Hood suggested that in mid to large sized companies there is a need for a Risk management department. THAT IS NOT ENTIRELY TRUE. WHAT WE ARGUE IS THAT ORGANISATIONS NEED TO HAVE A CORPORATE RISK MANAGEMENT FUNCTION, WITH CLEAR RESPONSIBILITIES. THIS NEED NOT BE A SPECIFIC DEPARTMENT, ALTHOUGH IN REALITY THAT GENERALLY WORKS BEST. IT COULD ALSO BE ARGUED THAT POLITICAL RISK SHOULD BE PART OF THIS FUNCTION, ALTHOUGH OFTEN IS IS NOT.This function should focus on performing analysis of the political environment likely to affect the operations the conditions where they are likely to ouccur and the process that led to the events. Further the RM function should look at the effects such political restraints or openings have on the operations. How is the information obtained and how it is used in the decision process is a very important aspect( What is these analysis worth if they are not used in a constructive way) A useful tool for RM is to use casestudies in their work to evaluate a country and the political risk associated with it.  

Reputation Risk 

In the literature there seems to be different opinions on which risks are the most important. The way I see it is that the most important risk will vary for each firm depending on how they perceive risk in their organisation. Alasdair Ross claims in a report from Economist Intelligence Unit FULL REFERENCEthat reputation is the most important and difficult task facing senior risk managers. In a survey of 269 executives for managing risks 89% identified that reputation risk for their firms had seen significant increase during the past five years. A firms reputation has become more and more important as executives sees reputation as a major source of competitive advantage. The development of global media and communication has been seen to vulnerable factor for companies. There are divided opinions concerning reputation as a area in it self or if reputation risk is a result of other risk. The main driver for reputation risk has been seen to be failure to comply with regulatory and legal obligations the next driver is seen to be failure to deliver minimum standards of service and product quality to customers. Unethical issues is the third driver. How a company portrait itself towards the public and its stakeholders is the basis for the public perception on their operations and will be a factor in how a company’s reputation is build. The CEO is identified as the individual with the main responsibility for managing reputation risk. His job would be to communicate the ethical and image of the company. Reputation risk can stem from almost any business failure and with this in mind it is clear that reputation is an asset that is every employee’s responsibility. This has to be integrated in the corporate culture and has to be managed throughout the organisation in all departments and operations. 
