
WEEK 2: Risk Analysis – Business Vulnerability [The Firm] 

 

What is important to a business? Anything that a business requires to cost effectively create value. Anything that 

allows a business to effectively sell and make available its value to customers.  

What makes a business vulnerable? Anything that prevents a business from creating its value.  

 

What is a business model? 

 Drucker: Who is the customer? What does the customer value? 

o Incomplete definition.  

 Magretta*: What is underlying the economic logic that explains how we can deliver value to customers at an 

appropriate cost? 

 Richardson: 1. Value proposition; 2. Value creation & delivery system; 3. Value capture. 

 Osterwalder: A business model describes the rationale of how a business creates, delivers and captures value.  

 

Business model versus strategy: there are 3 distinct layers: 

1. Strategic: vision, goals and objectives. 

2. Architectural: business model. 

3. Process: implementation, organisation and workflow.  

 

The business model supports the strategic layer AND dictates the process layer (the operational running of the 

business). The business model allows a business to more concretely define how value will be created (strategy), and 

provides a framework that dictates this creation on a micro level.  

 

‘The Business Model Canvas’: provides a framework for mapping out and analysing business models: 

1. Value proposition. 

2. Value creation: key activities (internal); key resources (owned); key partners (external); cost structure. 

3. Value delivery/capture: customer segments; customer relationships; customer channels; revenue streams. 

 

***Understanding the underlying business model is important because risk must be evaluated in light of what is 

important to a business. These can be categorised as: real assets; personnel; and financial assets. The Business Model 

Canvas helps us to identify what makes a business vulnerable in both domestic and international environments.  

 

WEEK 3: Risk Analysis – Political 

 

Episode 3: Understanding regulatory risk. 

 Regulatory risk: uncertainty due to the laws and regulations enforced by different governments. 

 Businesses are exposed to many regulatory risks as the internationalise and pursue multinational objectives: 

o Profit-seeking. 

o Market-seeking. 

o Resource-seeking. Note: these objectives can conflict with the interests of state governments. 

 Governments can use instruments of trade policy to make it difficult and expensive for multinationals: 

o Tariffs: taxes imposed on imported goods and services (making them more expensive). 

o Subsidies: financial assistance given to local industries (improving their competitiveness). 



o Import quotas: imposing quantity limits on imported goods and services (increasing price). 

o Local content requirements: e.g. the sourcing of raw materials or components from local partners. 

o Administrative policies: registration rules; codes of conduct; reporting requirements.  

o Country-specific laws: on what is or isn’t allowed, affecting business-specific goods and services. 

 

What explains the MNE Anomaly? Not all countries are created equal.  

 Dunning’s Eclectic Theory (1977): Ownership (assets); Location (endowments); Internationalisation [OLI].  

 This causes MNEs to internationalise for profit-seeking, market-seeking and resource-seeking reasons.  

 These objectives conflict with those of the state: national interest; national sovereignty; national identity. 

 

Simon’s (1984) Political Risk Framework: it is possible to predict, to some degree of accuracy, the level of political 

and regulatory risk in a given country based on 2 criteria: 

1. Level of economic development: may not have anything to do with a country’s GDP (e.g. UAE, China, India, 

and Brazil). Rather, the level of economic development should be based on industrialisation.  

2. Openness of political system: trade liberalisation; intra-government friction; free speech; media etc. 

 

E.g. Singapore 

Risk factors: international 

economic sanctions (imposed 

by UN, WTO etc.); radical 

regime change; international 

public opinion (criticism 

from outside given ‘closed’).  

E.g. United States 

Risk factors: taxes; country-

specific regulations; negative 

media (free speech); pressure 

from local groups; home-host 

government relations (e.g. 

US-China Trump relations). 

Industrialised 

 

 

 

 

 

Level of Economic 

Development E.g. China 

Risk factors: nationalisation 

(opposite of privatisation); 

expropriation (e.g. IP issues); 

international public opinion; 

international regulations. 

 E.g. India  

Risk factors: strikes/boycotts 

(more likely in developing 

countries); intra-government 

friction; local business 

pressure for subsidiaries.  

Developing 

Closed Open 
Note: this framework should be viewed as 

more of a ‘spectrum’, not black and white. 
Openness of Political System 

 

What does Brexit mean for UK business? 

 UK has no independently-negotiated trade deals with countries/regions outside of the EU. 

o This means they will need to re-negotiate all trade deals lost from leaving the EU. 

 UK business will need to conform to the trade policies of the EU (e.g. tariffs, subsidies, quotas).  

 

Risk = P (negative occurrence) x consequences. Note: P (negative occurrence) by itself is only uncertainty.  



 Quantifying consequences can be difficult. Note: make sure the consequences are in the same unit (e.g. $).  

o Assessment of consequences can be done using the Business Model Canvas framework. Specifically, 

the impact of an event on the cost structure and revenue streams of a business will be important.  

 


