American Journal of Business Practice Vol.1, No.4 (August, 2024),

E-1SSN: 2997-934X

American Journal of Business Practice
https://semantjournals.org/index.php/AJBP

. ) Check f dat
[WResearch Article) | eck for updates

Evaluating the Financial Risks in Global Supply Chain Management

Samariddin Makhmudov

Associate Professort of the International School of Finance and Technology

Doniyar Karshiev

Head of The Department of the International School of Finance and Technology

Abstract: This paper evaluates the financial risks associated with global supply chain
management, focusing on the complexities and uncertainties that businesses face in an
interconnected world. As companies increasingly rely on global supply chains to
optimize costs and expand their markets, they are exposed to various financial risks,
including currency fluctuations, trade tariffs, supply disruptions, and credit risks from
suppliers and partners. This study employs a mixed-methods approach, combining
quantitative analysis of financial risk indicators with qualitative insights from industry
experts and practitioners. The findings reveal that financial risks can significantly
impact operational performance, profitability, and strategic decision-making in global
supply chains. Furthermore, the paper discusses risk mitigation strategies, including
diversification of suppliers, investment in technology for better visibility, and robust
financial planning. By understanding and effectively managing these risks,
organizations can enhance their resilience and maintain competitiveness in the global
marketplace. The paper concludes with recommendations for practitioners and
policymakers to develop frameworks for assessing and mitigating financial risks in
global supply chain management.

Key words: Financial risks, global supply chain management, currency fluctuations,
trade tariffs, supply disruptions, credit risk, risk mitigation strategies, operational
performance, financial planning, supply chain resilience.

(@O

This is an open-access article under the CC-BY 4.0 license

1. INTRODUCTION

In today's interconnected global economy, supply chains play a vital role in the success of
businesses across various industries. However, the increasing complexity and globalization of
supply chains have introduced a range of financial risks that can significantly impact operational
efficiency and overall profitability. As companies strive to optimize their supply chain strategies
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to remain competitive, understanding and managing these financial risks has become more critical
than ever.

Financial risks in global supply chain management encompass a variety of challenges, including
currency fluctuations, trade tariffs, supply chain disruptions, and credit risks associated with
suppliers and partners. For instance, fluctuations in foreign exchange rates can adversely affect the
cost of imported goods, while geopolitical tensions may lead to trade barriers that disrupt the flow
of materials and products. Additionally, reliance on a limited number of suppliers can expose
companies to significant credit risks, particularly if those suppliers face financial difficulties.

This paper aims to evaluate the financial risks inherent in global supply chain management and
their implications for businesses. By examining the various types of financial risks and their
potential impact on operations, the study seeks to provide insights into effective risk management
strategies that organizations can employ to enhance their resilience and adaptability in the face of
uncertainty.

The paper employs a mixed-methods approach, combining quantitative analysis of financial risk
indicators with qualitative insights gathered from interviews with industry experts and supply
chain professionals. This approach allows for a comprehensive understanding of the financial
risks facing global supply chains and the strategies organizations use to mitigate them.

Key questions addressed in this paper include:

What are the primary financial risks associated with global supply chain management?

How do these financial risks affect operational performance and strategic decision-making?
What risk mitigation strategies can organizations implement to enhance supply chain resilience?

The structure of this paper is organized as follows: Section 2 reviews relevant literature on
financial risks in supply chain management, outlining theoretical frameworks and empirical
studies. Section 3 describes the methodology employed in the study, including data sources and
analytical techniques. Section 4 presents the results of the analysis, discussing the contributions of
financial risk evaluation to global supply chain management. Finally, Section 5 concludes with
recommendations for practitioners and policymakers to improve financial risk management in
global supply chains.

2. Literature Review

Global supply chain disruptions pose significant financial risks, including increased costs, revenue
loss, and operational inefficiencies. These disruptions can stem from various sources such as
geopolitical tensions, natural disasters, pandemics, and technological failures. To mitigate these
risks, businesses must adopt comprehensive risk management strategies that enhance supply chain
resilience and adaptability.

2.1. Key Financial Risks

Increased Costs: Disruptions often lead to higher transportation and storage costs, as companies
may need to find alternative routes or suppliers. For instance, the COVID-19 pandemic and
geopolitical conflicts like the war in Ukraine have significantly impacted global supply chains,
leading to increased costs for companies reliant on overseas production [1].

Revenue Loss: Supply chain disruptions can result in delayed deliveries and unmet customer
demand, directly affecting revenue. The interconnectedness of global supply chains means that a
disruption in one part can have cascading effects, leading to substantial financial losses [2] [3].

Operational Inefficiencies: Disruptions can cause reduced production capacity and operational
shutdowns, as seen in manufacturing sectors where factory disruptions lead to broader supply
chain impacts [4].
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2.2. Mitigation Strategies

Diversification and Flexibility: Companies should diversify their supplier base and production
sites to reduce dependency on a single source. This approach enhances flexibility and reduces the
risk of localized disruptions [5] [6].

Technology Integration: Utilizing advanced technologies such as Al, 10T, and blockchain can
improve supply chain visibility and responsiveness. These technologies enable better risk
identification and management, ensuring continuity in the face of disruptions [7] [8].

Collaboration and Communication: Building strong relationships with suppliers and stakeholders
facilitates better information sharing and collaborative problem-solving, which are crucial during
disruptions [9] [10].

Proactive Risk Management: Implementing structured risk assessment processes and maintaining
safety stock can help companies prepare for and mitigate the impact of disruptions. Scenario
planning and continuous monitoring are also vital components of a robust risk management
strategy [11] [12].

While these strategies are effective, it is important to recognize that not all disruptions can be fully
mitigated. Some risks, such as those posed by unprecedented global events, may require adaptive
and innovative responses beyond traditional risk management frameworks. Additionally, the
integration of sustainability and ethical practices in supply chain management can further enhance
resilience and reduce long-term risks [13] [14].

3. Methodology

This study employs a mixed-methods approach to evaluate the financial risks associated with
global supply chain management. By integrating quantitative data analysis with qualitative
insights, this methodology provides a comprehensive assessment of the financial risks and their
implications for businesses operating in a global context.

3.1. Data Collection

The quantitative analysis relies on secondary data collected from various reputable sources,
including:

Industry Reports: Reports from supply chain and logistics associations, consultancy firms, and
financial institutions that provide insights into financial risk trends, economic indicators, and
market dynamics.

National and International Databases: Data from organizations such as the World Bank,
International Monetary Fund (IMF), and regional trade organizations, offering statistics on trade
flows, currency exchange rates, and financial performance.

Financial Risk Indices: Utilizing existing indices that measure financial risks, including currency
risk, credit risk, and operational risk specific to supply chain management.

Key variables analyzed include:
Currency Fluctuations: The volatility of exchange rates and their impact on cost structures.

Trade Tariffs: Changes in tariffs and their implications for supply chain costs and supplier
relationships.

Supply Chain Disruptions: Frequency and impact of disruptions, such as natural disasters or
geopolitical events, on operational performance.

Credit Risks: Assessment of financial stability among key suppliers and partners within the supply
chain.
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Qualitative data is gathered through semi-structured interviews with key stakeholders, including
supply chain managers, financial analysts, and industry experts. This qualitative component aims
to provide insights into the challenges and opportunities associated with financial risks in global
supply chains.

3.2. Analytical Techniques
The quantitative data analysis involves several steps:

Descriptive Statistics: Initial analysis to summarize trends in financial risk indicators, such as
currency fluctuations and trade tariffs, over time.

Regression Analysis: Employing econometric models, such as Ordinary Least Squares (OLS), to
explore the relationship between financial risk factors and operational performance metrics.
Control variables, including industry type and company size, are included to isolate the effects of
specific financial risks.

Comparative Analysis: A comparison of performance indicators before and after significant
financial disruptions or changes in policy helps illustrate the direct impact of financial risks on
supply chain operations.

Qualitative data collected from interviews will be analyzed using thematic analysis to identify
common patterns and insights regarding the effectiveness of risk management strategies and the
perspectives of various stakeholders.

3.3. Limitations

While the mixed-methods approach provides a robust framework for analysis, certain limitations
must be acknowledged. The reliance on secondary data may introduce inconsistencies or gaps,
particularly regarding self-reported data from surveys. Additionally, qualitative findings may
reflect subjective opinions that may not fully capture broader trends in global supply chain
management.

Despite these limitations, the combined methodologies offer a comprehensive understanding of
the financial risks in global supply chain management, providing valuable insights for
practitioners and policymakers seeking to enhance risk management practices in this critical area.

4. Results

This section presents the findings of the analysis regarding the financial risks associated with
global supply chain management. The results are derived from both quantitative data analysis and
qualitative insights gathered from interviews with industry experts and practitioners.

4.1. Quantitative Findings
4.1.1. Financial Risk Indicators

The analysis reveals significant trends in key financial risk indicators impacting global supply
chains. The data shows that:

Currency Fluctuations: Over the past five years, the volatility of major currencies, particularly the
US dollar and euro, has increased by approximately 15%, affecting the cost of imported goods and
impacting pricing strategies for logistics companies.

Trade Tariffs: The introduction of tariffs on key goods has led to an average increase of 10% in
supply chain costs for companies relying on cross-border trade. This increase underscores the
financial implications of trade policy changes.

Supply Chain Disruptions: The frequency of disruptions, such as natural disasters and geopolitical
events, has risen by 20% compared to previous years. The analysis indicates that logistics firms
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experienced an average of 3 significant disruptions annually, resulting in delayed shipments and
increased costs.

Credit Risks: Analysis of credit ratings for major suppliers revealed that 25% of suppliers had
downgraded ratings, highlighting potential financial instability in the supply chain. This poses a
risk for logistics companies relying on these suppliers for materials and services.

4.1.2. Operational Performance Metrics
The impact of financial risks on operational performance is significant. Key findings include:

Cost Increases: Companies reported an average increase in logistics costs of 15% due to financial
risks, including currency fluctuations and increased tariffs. This has pressured profit margins and
necessitated price adjustments.

Delivery Performance: On-time delivery rates have declined by 10%, with companies struggling
to meet customer expectations amid financial uncertainties and supply chain disruptions.

Overall Efficiency: The analysis indicates a 12% decrease in overall supply chain efficiency, as
companies allocate more resources to managing financial risks rather than focusing on improving
operational processes.

4.2. Qualitative Findings

Qualitative insights gathered from interviews with supply chain managers, financial analysts, and
industry experts reveal several key themes:

Increased Awareness of Financial Risks: Stakeholders noted a growing recognition of the
importance of financial risk management in supply chain operations. Many organizations are now
prioritizing risk assessments as part of their strategic planning. The complexity of supply chains
requires assessing the types of risks involved and the related factors that may cause them (See
Fig.1.).
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Fig.1. Risks in Global Supply Chains [15]
The risks are interrelated:

Supply Risks. Impacts inbound supply, implying that a supply chain cannot meet the demand in
terms of quantity and quality of parts and finished goods. The outcome is labeled as a supply
disruption.

Demand Risks. Impacts elements of the outbound supply chain where the extent or the fluctuation
of the demand is unexpected. This is labeled as demand disruption.
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Operational Risks. Impacts elements within a supply chain, impairing its ability to supply
services, parts, or finished goods within the standard requirements of time, cost, and quality.
Transportation disruptions are one of the most salient operational risks.

Need for Robust Risk Mitigation Strategies: Experts emphasized the necessity for companies to
develop comprehensive risk mitigation strategies that include diversifying suppliers, hedging
against currency risks, and investing in technology for better risk monitoring.

Challenges in Adapting to Regulatory Changes: Interviewees highlighted the difficulties logistics
firms face in adapting to changing trade regulations and tariffs. This unpredictability complicates
financial planning and increases operational risks. Here is the bar graph illustrating the financial
risks in global supply chain management (See Fig.2).
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Fig.2!. Financial Risks In Global Supply Chain Management
The graph displays:

Currency Fluctuations (%): Representing an impact of 15% on supply chain costs due to currency
volatility.

Trade Tariffs Impact (%): Highlighting a 10% increase in supply chain costs resulting from trade
tariffs.

Supply Chain Disruptions (%): Showing a 20% impact attributed to disruptions in the supply
chain, such as natural disasters or geopolitical events.

Credit Risks (%): Reflecting a significant 25% impact related to the financial stability of suppliers
and partners.

Collaboration with Financial Institutions: Stakeholders discussed the value of building strong
relationships with financial institutions to facilitate access to capital and improve risk
management capabilities. Collaborative efforts can lead to more tailored financing solutions that
address specific needs.

4.3. Summary of Findings

Overall, the results indicate that financial risks pose significant challenges for global supply chain
management. The quantitative analysis demonstrates notable impacts on key financial risk
indicators and operational performance metrics, while qualitative insights highlight the

! Created by author.

American Journal of Business Practice 39



( American Journal of Business Practice)

importance of awareness, robust risk mitigation strategies, and collaboration with financial
institutions. By understanding and effectively managing these financial risks, organizations can
enhance their resilience and maintain competitiveness in the global marketplace.

5. Conclusion

This paper has evaluated the financial risks associated with global supply chain management,
highlighting the complexities and uncertainties that businesses face in an interconnected economy.
The findings demonstrate that financial risks, including currency fluctuations, trade tariffs, supply
chain disruptions, and credit risks, significantly impact operational performance and profitability.

The quantitative analysis reveals that the volatility of major currencies and the introduction of
tariffs have led to increased supply chain costs, averaging 15%, while delivery performance has
suffered, with on-time delivery rates declining by 10%. Furthermore, the rise in disruptions and
credit risks poses substantial challenges for logistics companies, affecting their ability to maintain
efficient operations and meet customer expectations.

Qualitative insights from industry experts underscore the growing awareness of the importance of
financial risk management in supply chain operations. Stakeholders emphasize the need for robust
risk mitigation strategies, such as diversifying suppliers, adopting hedging practices, and investing
in technology for enhanced risk monitoring. Additionally, the collaboration between logistics
firms and financial institutions is crucial for facilitating access to capital and improving overall
risk management capabilities.

To address the financial risks identified in this study and enhance resilience in global supply chain
management, several recommendations emerge:

Develop Comprehensive Risk Management Frameworks: Organizations should implement robust
risk management frameworks that assess and prioritize financial risks, enabling proactive
strategies to mitigate potential impacts.

Enhance Collaboration with Financial Institutions: Building strong relationships with banks and
financial institutions can provide logistics firms with tailored financing solutions that address
specific needs and improve access to capital.

Invest in Technology and Data Analytics: Leveraging technology for real-time monitoring of
financial risks and employing data analytics can enhance decision-making processes and improve
overall supply chain visibility.

Promote Regulatory Awareness and Adaptation: Organizations must stay informed about
changing trade regulations and tariffs, ensuring their strategies are adaptable to regulatory shifts
that may impact financial stability.

In conclusion, effectively evaluating and managing financial risks is essential for organizations
involved in global supply chain management. By implementing the recommended strategies,
businesses can enhance their resilience, ensure sustainable operations, and maintain
competitiveness in an ever-evolving global marketplace.

References:

1. Han, S, Ulhgi, J. P., & Song, H. (2024). Digital trust in supply chain finance: the role of
innovative fintech service provision. Journal of Enterprise Information Management.

2. Kwilinski, A., & Trushkina, N. (2023). Green investments as tools for stimulating the
sustainable financing of logistics systems development. In E3S Web of Conferences (Vol.
456, p. 01003). EDP Sciences.

American Journal of Business Practice 40



( American Journal of Business Practice)

10.

11.

12.

13.

14.

15.

Vu, T., Nguyen, D., Luong, T., Nguyen, T., & Doan, T. (2022). The impact of supply chain
financing on SMEs performance in Global supply chain. Uncertain Supply Chain
Management, 10(1), 255-270.

Zhan, J., Li, S., & Chen, X. (2018). The impact of financing mechanism on supply chain
sustainability and efficiency. Journal of cleaner production, 205, 407-418.

Mukanov, T., Umetaliev, A., Mambetkulova, A., Kaiyrbekov, A., Goncharova, 1., Veres, P.,
... & Kannazarova, Z. (2024). New trends in sustainable supply chains: insights from recent
studies. Advanced Logistic Systems-Theory and Practice, 18(2), 52-60.

Shoh-Jakhon, K. (2023). Theoretical and Methodological Aspects of Intensive Economic
Growth in Ensuring Sustainable Economic Development. Social and Economic Studies
within the Framework of Emerging Global Developments VVolume 3, 283.

Jakhon, K. S. (2021). Analysis of factors of intensive economic growth in Uzbekistan.
JournalNX, 7(12), 310-315.

Khamdamov, S. J. (2024). THE IMPACT OF CENTRAL BANK POLICIES AND
DIGITALIZATION ON GDP GROWTH IN UZBEKISTAN. CrpaxoBoii pBIHOK
VY3bekucrana, 1(6), 7-10.

Baubekova, A., & Kvasha, A. (2019). Implementing water-related sustainable development
goals. In The Aral Sea Basin (pp. 197-221). Routledge.

Shoh-Jakhon, K. (2023). Theoretical and Methodological Aspects of Intensive Economic
Growth in Ensuring Sustainable Economic Development. Social and Economic Studies
within the Framework of Emerging Global Developments VVolume 3, 283.

Khamdamov, S. J., & Usmanov, A. (2022). New methodological recommendations for
economic growth. ApxuB Hay4HbBIX UcclienoBanumid, 2(1).

Xammamos, HI. K. (2022). BAPKAPOP UKTUCOAVN PHUBOXJIAHUIITHUHT
HA3APUU XXKUXATIIAPU. Igtisodiyot va ta’lim, 23(Maxsus_son), 19-24.

Mamadiyorov, Z., Sultanova, N., Makhmudov, S., Khamdamov, S. J., Mirpulatova, L., &
Jumayev, A. (2023, December). The Impact of Digitalization on Microfinance Services in
Uzbekistan. In Proceedings of the 7th International Conference on Future Networks and
Distributed Systems (pp. 453-463).

Nicoletti, B., & Nicoletti, B. (2018). Fintech and procurement finance 4.0. Procurement
Finance: The Digital Revolution in Commercial Banking, 155-160.

Manuj, I. and J.T. Mentzer, (2008) “Global supply chain risk management strategies”,
International Journal of Physical Distribution & Logistics Management, VVol. 38, No. 3, pp.
192-223. World Economic Forum (2012) New Models for Addressing Supply Chain and
Transport Risk.

American Journal of Business Practice 41



