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ABSTRACT

The article discusses the problem of risk managénmehusiness relationships that
occurs between supplier and the manufacturer. iBe&dtips are regarded as one of the
methods of managing that risk. The paper preseaisus methods of Supply Chain Risk
Management and analyses the process of trust @meathong partners. The purpose of the
article is to present the comprehensive analyste®fSupply Chain Risk Management based
on the trust between supplier and manufacturer édrnm a business network. For
development of a method of Supply Chain Risk Maneeyg, a model of relationship based
on the trust with collaboration elements is expgidain the paper. The reflections are
expanded on the basis of the conceptual framewbtkeoIMP group, encompassing trust
phenomenon, and allowing a further analyse of SCRMempirical studies. Strong
relationships combined together with high levelroist are applicable for that purpose and
correspond with that need. Entities which trusteotparty are more willing to collaborate.
Therefore the article develops a model of creatielgtionship based on the trust and
collaboration, which may be a less formal and nmwst-saving method of managing risk
in supply chains.

Keywords. Collaboration, Commitment, Relationship, Risk, SlypChain, Supply Chain
Risk Management, Trust.



INTRODUCTION

Despite the fact, that relationship is obviouslypl@enomenon which is recurring
in many scholars researches, its importance shwmitle underestimated. Although this topic
has been wisely described in the literature, theesas the issue of trust, which is another
dominant assumption in IMP tradition [Hogberg 2Q0REre is still lack of comprehensive
analysis of their application in Supply Chain Riknagement (SCRM). Since trust deepens
relationships [Homans 1958; Blau 1964; Levine & Whil961], its importance
in relationship theories has raised [Blau 1964; t&kmv 1966; Hakansson 1982; Johanson,
Mattsson 1987], what results in their validity ingply Chain Risk Management [Hogberg
2002]. To properly manage risk in SC, companiegsineebuild extended knowledge about
the network in which they are embedded [Ford 1998ller & Halinen 1999]. Companies
are not totally free to choose their network pagn®rito & Roseira 2003] and no longer
cooperate only with the same entities [Pohja 2004hce to manage risk in their supply
chains, they have to inspect also other relateglgughains which may affect themselves
[Gadde & Hakansson 2001].

The purpose of the paper is to present the corepsive analysis of the Supply Chain
Risk Management based on the trust between supicemanufacturer formed in a business
network. For the development of a method of Supphain Risk Management, a model
of relationship based on the trust with collabamatelements is explicated in the paper.
The reflections are expanded on the basis of timeemual framework of the IMP group,
encompassing trust phenomenon, what leads to hefugnalyse of SCRM in empirical
studies.

SUPPLY CHAIN RISK MANAGEMENT

In the result of the intensification of internata& trade and globalization, evidenced
for example by growing popularity of outsourcinggrieases the complexity of the structures
of supply chains and level of their sophisticatjplarland et al 2003]. Hence emphasized is
the need for risk management, that appears moren oft such complex networks
of interdependence between entities, which tenldetmme more common among suppliers
[Roseira, Brito & Henneberg 2010]. Moreover, in fiterature distinguished are different
types of risk, which become additionally intercocteel [Manuj & Mentzer 2008].
Enterprises decide to move a production of gooda tmmber of Asian countries, such as
China or Bangladesh, so there might occur someyslétadeliveries. Also, due to unstable
economic situation exist a possibility of currenaegk [Tummala & Schoenherr 2011].
Despite the fact, that those phenomena may be mir@senly one specific country, their
negative effects will spread widely through othartgipants of the supply chain located
in various parts of the globe. In fact, emphasizeght be even an excessive interdependence
across the entire supply network [La Londe 2002). such advanced systems, the
consequences may be perceived even by those erthitieare not affiliated in a direct way,
and the further growth of the network only conttési to the increase of the risk
[Punniyamoorthy, Thamaraiselvan & Manikandan 2013].

Supply Chain Management is a general term whicefsed as responsibility for all
occurring action, or as a management tool for flolvinformation and services among
different facilities or stakeholders [Won Lee, Kw&nSeverance 2007]. The term is linked
not only with logistics [Vidal & Goetschalckx 200bjt also with trust phenomenon [Kwon
& Suh 2005]. Risk Management is one of SCM fundioso for the purpose of this paper,
Supply Chain Risk Management, may be treated asatt important subcategory.



There are two main, basic types of risk that mightdistinguished in SCRM, that is:
internal risk (within the supply chain or the netlvan which company is embedded) and
external risk (appearing outside of the supply mhgWaters 2011]. Although, while
searching for the methods of managing the risk,résearchers should not be limited only
to one of those mentioned specific areas. Morenebe@ categorization divides risks into:
internal to the firm (process and control), extétoahe firm but internal to the SC (demand,
supply) and external to the network that is enwvinent [Christopher & Peck 2003]. In supply
chain discerned may be many more types of risk.friknin et al. [2011], differentiated
environmental risk (affecting all actors), finariqigk (in case of a bankruptcy of a particular
supplier), operational risk (quality problems afwpplier) and strategic risk (occurring when
supplier unreasonably cooperates not sufficientti all buyers and treats them with various
solicitude). More complex categorization was préseénby Tchankova [2002], who
determined the types of the risk on the basis sfemhvironment source and therefore
distinguished: physical, social, political, opevatl, economic, legal and cognitive risks.
Other classifications suggest that risk categosesuld include: physical, financial,
information and organizational risks [Waters 20ZXikjancial, operational, reputation, legal,
environmental and technical [Handfield & McCorma2R08], supply market, supplier,
regulatory and supply strategy risks [Minahan 20Q&jysical, financial, informational,
relational, innovative [Cavinato 2004], innovativepmmercial, demand and supply,
production and distribution, service, coordinatéord information risks [Kouvelis et al. 2012,
p. 19-20].

In the literature it depends mainly on the redearavhat is perceived as a reason for
the risk, as its main source are existing thre@iseats that may concern the value chain
of suppliers, buyers or even the enterprises enmemt. This indicates how many entities are
linked in the context of even one simple transagt@nd leads to conclusion that research
on risk phenomenon should not be limited only tosthowned by a company, but should
be rather extended also for other entities withclwhi cooperates. Therefore company should
focus on all existing risk categorizations ratharame particular, which may be insufficient
for their purpose.

Due to the large number of existing threats, @miges cannot counteract to each with
equal effect. Thus, over the years developed wifereht methods of managing risk. Even
despite the fact, that literature underlines thed tb the lack of theoretical work over supply
chain phenomenon [Croom et al. 2000], theoreticavetbpment of supply chain
management and establishment of new methods #reegtiired [Pohja 2004]. While risk
is one of the most significant components of sumbigins, it also indicates for the deepened
need of theoretical work.

Though the application of a particular method isk rmanagement, it should be
mentioned that not all situations are possibledabsuaged. In supply chains risks may be
divided also into those that are manageable andanageable [Lynch 2012, p. 327], what
determines the particular method to be applied.oAting to the research conducted by
Ferre, Karlberg and Hintilian [2007], more than dh&d of companies had suffered from
natural catastrophes that belong to the unmanageadalip of risks.

In general, Supply Chain Risk Management (SCRM) alsout minimization
of potential risks [Narasimhan & Talluri 2009], arnlklerefore following methods might
be distinguished: risk transfer, acceptance, ignmaadaptation and mitigation. One of the
forms of risk transfer are contracts with insurammmmpanies, that guarantee specified
regulations, which in fact are some type of risksourcing. Another method is to write
in a contract exclusion clauses. Their applicagioows in importance especially when both
sides of a contract deal with various currenciesp@cial type of risk transfer is outsourcing,
which gained on popularity among the last yearsreétuly, companies seem to be slightly



more cautious when deciding to outsource any af theernal important resource and rather
abandon the activities of relatively minor valueiskRcan also be accepted by usage
of ALARP - As Low As ReasonablyPracticable method, which allows firm to categorize
risk [Tummala & Schoenherr 2011], or ignore whemcp&ved consequences of risk are
cheaper than undertaking any activity. Adaptatiop dhanges implementation may
be introduced in expectation for future economitiagion. However, the great number
of researchers state that mitigation is the mogulas method of risk management within
supply chains [Sinha, Whitman & Malzahn 2004; HaiBanwet & Shankar 2006; Pujawan
& Geraldin 2009; Tummala & Schoenherr 2011; Sodhiadhg 2012], as it may include also
other already mentioned methods [Olson & Wu 20@0is known also as a SAM model
(Specification,Assessmentlitigation) and uses methods like fault, event treesmerging
team based approach [Kleindorfer & Saad 2005; WBI&khurst 2009]. To manage risk
it has to be firstly specified and assessed, whaita expected results. Only then, this risk
may be mitigated in various forms such as: riskideace, control (proper maintenance),
cooperation (risk-sharing) or flexibility (multipleourcing) [Jlttner, Peck & Christopher
2003]. If mitigation is the first group of SCRM rhetds that system solutions should be
named the second. They are more complex issue wdrcire cooperation between entities,
hence methods such as TQM, TPS, TPM, JIT, ISO atdsdr Six Sigma has a great impact
on enterprises business model.

Supply Chain Risk Management (SCRM) can be comsidefrom two main
perspectives: local and international as their gesirmay emerge in different countries
[Punniyamoorthy, Thamaraiselvan & Manikandan 2018].highly globalized economy,
where connections between companies and entibes different world regions are nothing
new, a statement about the country of origin oftipalar good or even a company
is questionable. Therefore, when rising a phenomesfoa risk management, researchers
should consider it rather from an internationalspective. But it differs due to the size of the
company, as SMEs may have their supply chains donibnly to their own countries.
It is more difficult for enterprises to avoid angegict international risk, when not having any
correlations with second side of their exchange] arhere possibility of control and
implementation of own solutions are strongly lirdite

All of the mentioned methods are processes tlwdtide implementation of the proper
strategy, as well as monitoring its effects. Esplégi in the international supply chains,
introduction of those system solutions might beficdlt task, as a company may not always
be able to force the other, located abroad pastymplement them in their own structures.
However a situation may occur, in which one compdeatermines signing a contract with
other enterprise through the introduction into athstructure an appropriate strategy and risk
management process. Some authors emphasize timaif éve company had never possessed
any risk management programs, this does not meatnittwould not need any. It rather
indicates that so far they have had a great amafuntk and therefore have not suffered the
negative and costly consequences of their neglg€di@unipero & Eltantawy 2004].
Hence all organizations should prepare a stratédppw to manage with risk that may occur
within its supply chain to cope with crises frontlegossible source [Olson & Wu 2010].

What is of the great importance, is the fact thgiply chain should not be considered
as one-to-one relationship, like in the B2B markather as a network of multiple businesses
and relationships [Pohja 2004]. Gadde and Hakan§2001] alleged that supply chain
performance may depend even mostly on correlateiwden its own resources with those
of other supply chains. To manage supply chain gntgpin the mean of effectiveness,
companies need to gain extended knowledge aboutwti@e network they are a part
of [Ford 1998]. Each company which is embedded padicular SC is as well a member
of some other supply chains due to its other @stitso it might be misleading to consider



it in isolation from other companies. Thereforeatmalyse the risk phenomenon within the
SC, a holistic view is required (see Figure 1).

Statement of Gadde and Hakansson gains a speeling when discussed is a term
of collective entrepreneurship, which is basicaigned at creating collaboration among the
entities [Franco & Haase 2013]. The main charastierpf this phenomenon is that it does
not describe a company in its traditional meaningth( formal structure and law form
of organization), but rather as a futuristic comfedion of collaborating enterprises [Miles,
Miles & Snow 2005]. It means that model of suppfain on the line between supplier and
manufacturer varies diametrically as there are naatiye entities from different locations.

Supplier and manufacturer might be connected weitfities from different networks.
Their real resources are not only those limitedaiomally possessed, because resources,
activities or actors that are controlled throughthe network are of the same importance
[Brito & Roseira 2003]. Therefore development dftabse external factors of supply chains
has a great meaning for risk management. They niyt deal with risk and uncertainty
assessment or avoidance, but also need to foctrsiginntensification, so in a consequence
relationship will be strengthened.

Figure 1. Factors forming Supply Chain Risk Management between supplier and the
manufacturer
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Except of a knowledge, uncertainty is another irtgpa factor which determines the
level of possible risk [Hoffmann 2011]. Hence thgher is uncertainty index among
companies, the lower is expectation against rigkligting and avoiding. Relationship, what
is the topic of the next paper's section has strotilgience on trust. They both are
interdependent and have a great importance for lg@vent of SCRM method based
on collaboration. Therefore companies have a faligwossibility: to trust other and accept
a possible risk, expecting some benefits, or shdack of trust due to high, unacceptable
level of risk due to existing uncertainty and sdgraf former relationship.



RELATIONSHIP BASED ON THE TRUST WITHIN SUPPLY CHAIN

Trust is one of the assumptions that adheresetrdhical framework of IMP tradition
[Hogberg 2002], what is proved by empirical eviderd the positive role that trust plays
in supply-chain relationships. Trust is definedaawillingness to take risk and rely on the
partner [Kwon & Suh 2005; Bonte 2008], as it isateel as a mechanism of organizational
control, alternative to contracts [Dyer & Chu 200CGpmpanies decide to accept this risk to
gain access to some social and economic benefigstiay their competitiveness [Ireland &
Webb 2007]. This phenomenon has a great importancealetecting, building and
strengthening relationships among partners. Mamyatiteristics have been specified in the
literature to determine its composition. One of thentioned is honesty, which however
is inseparable element of a concept. The saméabedi in the other party, that it has enough
competence to act for the benefits of the wholati@hship [Walter, Mueller & Helfert
2000]. Mostly, trust is composed of honesty, befewe and competence [Joshi & Stump
1999; Dyer & Chu 2000], benevolence, competendegiity and behaviour predictability
[Beccerra & Gupta 1999]. Reciprocity, benevolenod ategrity combined together with
commitment and dependence are all measures oioredatp magnitude [Golicic & Mentzer
2006]. It is also underlined that trust cannot existhout proper risk and uncertainty
[Nguyen & Liem 2013]. According to the latest resdm conducted by Matys [2013,
p. 126-128], trust between supplier and manufactisealso built on reliability and
benevolence. It is worth mentioning, that benevoders less important in dealing with
international units than reliability and does navé a big meaning in creating relationship.
Engagement is much more important for companieshag perceive it as a long-term
strategy.

Walter, Mueller and Helfert [2000] agreeably sthtkat trust means the belief about
cooperating partner's operations, which will notydse friendly but may bring some benefits
as well. So the trust is conceptualized as somd kihan expectation rather than real
conviction [Zaheer, McEvily & Perrone 1998]. A capt that is strongly linked with trust
is opportunism, which in a contrary is focused elligh action causing the relationship to be
far unstable [Hogberg 2002]. Opportunistic behavisutherefore considered as a short-term
strategy, as obviously in a business it is a pacgiituation when a relationship is continued
even despite a hostile, unfaithful and cheatingaletur of other entity.

Some of the studies existing in the literaturefaceised on social context of trust and
rely on “Prisoner's Dilemma” [McCarter & Northcra2007], exposing how trust emerges
in situations of collaboration or competition [Atlsion & Butcher 2003], and emphasizing the
need for replicable contacts which needs to beldped. Trust is informal feature, which is
not easily formalized on paper, although it reptatiee formal contracts [Hogberg 2002],
what has a great importance for Supply Chain Righafiement. Mostly, contracts do not
encourage collaborative behaviour, as its countgesaare focused on their own objectives
and goals without considering an impact it has thers [Huemer 2004]. It is even stated that
formal regulations have negative influence on tfising, Zhou & Jiang 2011]. As informal
factor, it cannot be estimated, neither applicable quantitative methods. Therefore, it is
comparable with collaboration, which is similarlgyagher informal feature, however may be
included in a contract by specifying the role pkhy®y both companies in form of alliance
or some other agreement on collaboration amongiesntiTrust is regarded as a less costly
substitute of formal contracts [Hill 1990], at leastil any unexpected or hostile action
occurs. But yet trust do not weaken relations betwparts, what is a threat of formal
contracts that may indicate a lack of confidencéhm partner [Szczepski & Swiatowiec-
Szczepaska 2012]. Also, according to the research condudiy Szczepzski and
Swiatowiec-Szczepsska [2012], trust relatively rarely occurs withoutell-developed



relational norms, what may mean that it is not gdego create high level of trust among

partners without formal, contracted agreements.nEgespite that fact, the hypothesis
of formal contracts leading to the greater leveltroist was not supported [Handfield &

Bechtel 2002]. It means that contracts have & lgffect on trust, and therefore developing
agreements based on strong trust may replace ¢éimalsedded in formal contracts.

It is considerable whether trust is developed betw people or companies and
organizations, and therefore should it rather besicered in terms of inter-organizational
or inter-personal relations that determines trdsthper, McEvily & Perrone 1998]. While
inter-organizational trust is placed in other partrorganization, inter-personal trust
is developed between individuals [Vieira et al. 2DThese are people that trust each other,
so it would be obvious to state that inter-persdnadt is more important and appropriate
to the relationship and supply chain managememgrhena [Andersen & Kumar 2006]. All
deals and trades from firms to firms are deals betwsome individuals or groups of them.
But according to the research conducted by Blomcpigl Stahle [2000], this link is not
as clear as it might be predicted. All organizatidrave some specific reputation, internal
rules and culture that determines the behaviouheif employees, what in turn influences
their external contacts. Even in a situation wheghividual would like to behave in a different
way, it simply cannot due to its contract and in&dregulations which are highly influential.
Therefore, it might be stated that both conceptsust are valid, although that inter-personal
is stronger, as even if we trust in a certain oizgion, there are always people that stand
behind it. Inter-personal relations have a greaiaoh on the success of inter-organizational
relationships [Mavondo & Rodrigo 2001]. While trustcreated between individuals [Revesz
et al. 2013], company needs to ensure that evémsifindividual leave the company, trust
with particular entity is developed on the nexterrorganizational level. Otherwise trust will
disappear, the same as relationship which willakenn away and developed between former
partner and new company of former employee [Reyn& dBeatty 1999; Lindgreen 2000].

Trust is built over a specific period of time, generally it is deliberated as a long-
term strategy [Blomqgvist & Stahle 2000; Hogberg Z0®As a future-oriented attitude, some
enterprises that are willing to set it up may emteudifficulties [Walter, Mueller & Helfert
2000]. Without having any past experience whilddng relationship, a company is in that
case forced to rather rely on other party than italattitude “trust’. Those are the existing
networks in which companies are embedded that tjirahe flow of information about
potential partners may enforce expected trustwoeds and transparency. Trust established
over a time among entities brings it closer to parsompanies objectives [Raimondo 2000].
Commitment is one of those characteristics thatntaais relationship [Hausman 2001],
although it should be remembered that developméntadous relationships may differ.
Therefore, not all of them are able to achieve etquk maturity which will permit to full
trust, so in those cases it may be rather calledlyoon someone than trust him.

Trust has a great impact on the relationship. Bedaentities show their high
commitment and prove diminution of the perceivesk f\Walter, Mueller & Helfert 2000].
As a consequence, costs are decreased what resuls probability of relationship
continuation, what in turn increases commitment toeed before. It is a circle that
strengthens some intermediate elements of buildilagionship based on the trust (see Figure
2). According to researches conducted by Kwon and[3004; 2005], trust has also positive
effect on commitment [lacobucci & Hibbard 1999; Yéal Mueller & Helfert 2000; Coote,
Forrest & Tam 2003] and increases its level as iesponsible for development of long-term
relationships [Geyskens et al. 1996; Huang & Wakin 2013]. Trust has also significant
impact on the firms performance [Young 2006; Hubhaiterjee & Kang-kang 2009; Nyaga,
Whipple & Lynch 2010; Sung & Kang 2013], what ioped by one of the latest researches
[Jani et al. 2014], which claimed that cost deczeawmables relationship to continue.



This relationship needs to be developed and adtratesl carefully. When such
a collaboration is created with other supplier with supply chain, it influences the finances
of a company due to costs reduction, thus affésteampetitiveness [Ratajczak-Mrozek &
Matys 2012].

According to the trust development mechanism preskin the Figure 2, at the
beginning two entities without any past experiehaee to rely on the other party, as there is
no possibility to call it in terms of trust. Ovetime risk is lower so both parties commitment
is higher [Doney, Cannon & Mullen 1998]. It resuitslower costs [Dyer & Chu 2003],
which reinforces a probability of relationship com@tion. This means a new level of
commitment, that makes it possible to continuerdiationship. Because trust has a positive
effect on commitment it will just strengthen it$ezft [Nyaga, Whipple & Lynch 2010].

Figure 2. Trust development mechanism
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Source: own work based on: Doney, Cannon & Mull@98 Walter, Mueller & Helfert
2000; Kwon & Suh 2004; Kwon & Suh 2005.

The opposite of trust phenomenon is a lack ofttritsappears when the flow
of information is rather poor, knowledge sharingcdraes strongly restricted, and new
characteristic of relationship arises, that is gigp. Obviously, it might be stated that this
should not appear as the whole belief system mapjiusgrated in the form of established
rules and norms. However, it is not the genuinemietson of trust, which as stated earlier,
is built on informal relations, not the formal caadt. The form in which potential lack of
trust may arise is a conflict caused by the breakdof a relationship [Lewicki & Wiethoff
2000]. According to the latest research conducteddamo-Immonen and Breite [2011], the
main reasons for lack of trust could be: lack obwtedge and control over supply chain,
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suppliers reputation, long supply chains, insu#iti collaboration model, lack
of commitment or short-sightedness. Especiallyléise characteristic stands in a contrary to
the trust strategy which is long-term oriented, espectation of short-time effects is
unreasonable. Lack of trust can have a direct itnpa@ company. It may increase the costs,
weaken the performance and profitability, all cadtcting to the expectations attributed to
the trust phenomenon (see Figure 3). Managersosettow-trust relationships spend more
time, energy and effort, what rises not only tratisa, but also agency costs, as willingness
to take risk is decreased [Beccerra & Gupta 1999].

One of the main risk of lack of trust is knowledmesufficiency. Companies are
expected to add value to the supply chain or ndé¢wand to do so they need to have
knowledge about their final buyers expectationssyite the apparent knowledge, they do not
know it in details, just have a general knowledghile to create trust and to add value an
extended knowledge is required [Aramo-Immonen &itere011]. According to Breite and
Torkkola [2009], the level of expected trust ananoaitment is linked and correlated with
external cumulative value added. The value addesl & 100% is reached when buyer pays
the asked price and trust is at the same heightedins that due to those weights a place of
entity within the supply chain and network are sgbfo change. Breite and Torkkola [2009]
also states, that this type of the relationshipedes on the suppliers expected trustworthiness
as well as their commitment. Therefore, in the aafsbeginning of the relationship, when
trust and added value are at the 0% level thismymés called Adversarial leverage, while as
time goes by and those levels reaches 100% tlasaelbecomes Strategic supplier alliance.

According to Atkinson and Butcher [2003], a redaship may be developed
in a three-stage model. At the beginning there reraantic stage when both parties have
a positive feelings and believe strongly in thespirity. Afterwards, they face the evaluative
phase when close contacts reveals imperfectiondibeito the advantages and disadvantages
of relationship continuation, trust value improvémally, in the last stage parties solidify
their trust in each other. Those stages overlab thi¢ shape of the “c” curve (see Figure 3)
what proves the evaluation of trust mechanism twe.



Figure 3. The interdependence between level of trust and strength of relationship for
application for the purpose of Supply Chain Risk Management
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The level of trust and strength of relationshipween entities (in this case limited
mostly to supplier and manufacturer) are interddpah[Hoffmann 2011]. The strength and
length of relationship has influence on the inceeaisthe trust level [Dyer & Chu 2000; EKici
2013]. It was proved also by the research condubtedvakela, Barner-Rasmussen and
Bjorkman [2008], who focused their work on relatioetween different units within the same
multinational company. This research supported #heo hypothesis that national culture
distance lowers the level of trust. It is strongifluenced by the culture [Sung & Kang
2012], what is embedded in historical issues amihadGranovetter 1985; Sako 1992] and
cannot be easily changed. Therefore, in differegians or countries, level of trust may vary,
like in Japan where according to the research adrduby Dyer and Chu [2003], trust
is on higher level when compared with other Asiaardries or U.S. When companies begin
their trade without any past experience and areemditedded in the same networks or supply
chains, then trust phenomenon does not occur atams$hip is very weak, not to say hardly
exist [Walter, Mueller & Helfert 2000]. It causd®etrisk that lack of trust will be formed.

Questionable is the form of dependence betweeriomexa trust and relationship and
the shape that would apply to the curve (see Figlrédt is assumed that there might exist
three situations. In situation “a”, trust increasaster than the power of relationship, what
means that at the beginning of the relationshipetie a relatively high level of trust, which
with time rises slower than at the beginning. Sadituation may occur rarely, mostly when
entities have some knowledge about themselvesitliation "b”, the relation is linear,
so both indicators rise at the same pace. Finsityation “c”, which is probably the most
commonly observed in business reality, as trudbmg term-oriented and therefore rises
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slowly [Sung & Kang 2013]. Strength of relationshiges faster than the trust, which
according to the previous Figure 2 is created Wiitie. However, invariably in all three
assumed situations level of trust increases withgrtime.

The Figure 3 has a great importance for potemtdiaboration application for the
purpose of Supply Chain Risk Management. It alltovanderstand the mechanisms of trust
phenomenon development, how it is changed ovena éind when collaboration is possible
to appear [Day et al. 2013]. When both, level ofstrand relationship strength are high,
it is more likely that entities will start to coblarate and manage risk in supply chains in this
form. However, it is concluded that informal coltehtion may play a supporting role for
formal agreements and therefore lead to a betseitse]Ratajczak-Mrozek 2013].

The paper is focused on the supply chain anddunihostly to the relation between
supplier and the manufacturer. Notwithstanding,epxmf non mentioning other entities,
it should be remembered that the strength of tamst relationship has influence on the
further supply chain elements such as a custonteh@nfinal satisfaction [Grayson, Johnson
& Chen 2008].

APPLICATION OF TRUST FOR THE PURPOSE OF SUPPLY CHAIN RISK
MANAGEMENT

The validity of trust has been emphasized in tte¥ipus part of the paper. Therefore
there is a significant need for application of thisenomenon for the purpose of Supply
Chain Risk Management.

Trust is attributed to the role of a risk moderatodecisions taken by organization
and individuals [Davis, Schoorman & Hoon Tan 2000jerefore, due to the relationship and
level of trust, perception of risk might be on theer level [Galli & Nardin 2003]. Generally
it is stated, that the greater is the level of tiruke lower perceived is the risk from
partnership [Szczepaki & Swiatowiec-Szczepsska 2012], as uncertainty is also decreased,
and formal contracts reduced in their meaning. $opply Chain Risk Management the
greatest importance of trust lies in the concepselfit Trust entails that
a necessity for establishment sophisticated contemdhanism hardly occurs [Walter, Mueller
& Helfert 2000].

Trust, like it was already underlined, is rathdoag-term strategy, which eliminates
existing barriers, increases knowledge sharing almvs networks to achieve their full
potential [Ribeiro-Soriano & Urbano 2009]. There&fpit might be applicable for the long-
oriented strategy of companies. According to thgufé 1, Supply Chain Risk Management
between manufacturer and supplier is composed af/ragpects. Trust is correlated with the
strength of the relationship, what was positivelypgorted by the research [Dyer & Chu
2000] and emphasized in the paper. However, it way due to the cultural differences
among countries. Uncertainty is another factor taf¢cts risk, which would not exist
without it. These two negative elements are thsesawf implementation of SCRM methods.

Trust may be a substitute of hierarchical confAgkinson & Butcher 2003] what
plays an important role for management and orgénizaf company. For SCRM it should
be determined whether inter-personal or inter-omgdional trust is considered. Even though
this phenomenon is mostly correlated with persanadt [Blois 1999], and this is thought
to be stronger and more important, an inter-orgdignal trust is the most valid one
[Seppanen, Blomqvist & Sundqvist 2007]. Trust bulnhong individuals is afterwards
transferred into an organization [Huang & Wilkins2@13]. Even if those employees stop
working for one of the companies, trust betweerhlymrties may deteriorate slightly, but
would not cease to exist. Enterprises need to dpveiternal systems which will provide
a possibility that trust developed among individuatays with the company, not the
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individuals. Other partner needs to be ensuredwiat was already developed, whole trust
over a time, was made because of the characteheotdmpany and its regulations, not
particular employee. Trust, that is strongly emlsetldn organizations will support its

long-term character and uniqueness. According ® Figure 2, mechanism of a trust
development is done in stages, and due to the aseref both parties commitment,
a relationship continuation is permitted and shapesbme kind of a loop, which strengthens
this dependency. When loop heads back to commitmemieeds to be provided on the
inter-organizational level, not inter-personal. Wtteust is developed it has to be internally
transferred from individuals to their organization.

Critical for the trust development is situationvimich a lack of trust occurs, what
quoting Luhmamn [1979] may imply paralysis. Thisassituation when a level of trust
is even below zero, the same as strength of rakttip (compare Fig. 3). This emphasizes
how hard it is to create trust without having passitive experience, and when entities are
not embedded in the same network or supply chaiis then a task for organization to
improve the strength of relationship and devel@unmed trust.

Supply Chain Risk Management has a number of tiaes; to mention accepting the
risk, avoiding it or just transferring to other gyt Trust has a great importance in mitigating
risk and incidents such as charlatan behaviouostile activities [Gbadamosi, Ndaba & Oni
2007], and therefore might be implemented as a amesim for reducing uncertainty
[Mdllering, Bachmann & Hee Lee 2004]. Trust is riotposed attitude, it is a matter
of choice [Laeequddin, et al. 2012]. Company hasdmpare a level of trust and a level
of perceived risk and then decide to engage in thklationship. It may be assumed
by comparison of potential costs with expected bEnand probability of each of them
to occur. According to the Figure number 3, trustel and relationship strength are
interdependent. The stronger is relationship beatvesdities, the higher is their self-trust.

Some researchers claim that when partners of plysughain have access to both
parties calculations, information and complete kimolge, than trust is not required
[Laeequddin et al. 2012]. Although to get to tharnp companies have to take care of their
relationship and create appropriate level of tr&sir the purpose of Supply Chain Risk
Management and to gather and synthesize all datd,development may be presented in the
form of integrated conceptual model based on the&kwed some researchers [So & Sculli
2002; Laeequddin et al. 2012]. The process of tdestelopment as a Supply Chain Risk
Management method is as following:

1. Characteristic trust building (propensity to trust)
2. Rational trust (act of trust).
3. Institutional trust (extended trusts).

As it was already mentioned, at the beginning camgs mostly have no positive past
experience or possess even some negative ones.rétpeiye a proof of others willingness
to take risk based on the common goals and shaleds: Trust begins slightly to be created
at inter-personal level as identified risk becontebe reduced. In the second step, companies
are focused at economic relationship and capaslitif their partner [So & Sculli 2002].
They concern their previous experience and areglyanotivated to make an efficient and
rational choice as they desire to maximize posdigleefits, or at least minimize expected
losses. All action is carefully calculated, as dexis have influence on assumed gains.
Before taking any action, participants calculateatmmight be their results [Miles, Miles &
Snow 2005, p. 36]. Trust is developed between iddads and groups of them. The higher
are expected benefits or lower the risk, the highé¢he level of trust among entities [Tan &
Thoen 2001]. It is this stage when organizationsdni® internally implement and transfer
trust from inter-personal to inter-organizationavél. In the last stage companies deal with
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institutional and formal factors such as controlch@isms, contracts, agreements and
commercial law. Risk is considered in terms of@ttihat is risk-worthy or not. Therefore
to strengthen relationship instead of very formaitcacts, penalties may be introduced and
act as additional risk. Trust becomes developethatinter-organizational level and when
created between individuals it is adopted to tlygawoization.

Increased level of trust due to the strength datienship allows companies
to collaborate with others. Even though a trust ehod not a system model of risk
management, it is applicable for the needs of Su@plain Risk Management. Due to the
establishment of strong relationships with othetities located in foreign markets,
a company may reduce the risk of dependence ongé&estconomic area and consequences
of turbulence that might occur there. Developmehthmse strong relationships among
partners increases level of their trust in eaclero(bompare with Fig. 3), so it eases the flow
of information and improves a quality of their wonkhat results in their competitiveness
[Seppanen, Blomgvist & Sundgvist 2007]. As it wagady stated, trust has positive effect
on companies performance and makes company maibl8dHua, Chatterjee & Kang-kang
2009].

In the proposed model, an enterprise that doreateart of its competences to other
collaborating company, increases the level of #ekbility, so may focus on the market
needs, demand and take control of the whole praegissr than on small parts of it. Creation
of such an integrated supply chain requires a hegél of trust, what evaluates over a time.
Step by step, companies collaborate closer andfibémen both parties activities. It allows
to improve a level of final customers satisfactiadue to the higher quality
(as a consequence of commitment) and lower cosesKgy. 2). When a particular company
collaborate in this way with a number of other campgs, this permits a proper risk
management. Thus collaboration with only one entpuld be even more risky
as companies flexibility falls dramatically.

CONCLUSIONS

Companies develop a trust between them as onkeotffective forms of Supply
Chain Risk Management. This method does not requsirg sophisticated system methods
such as Six Sigma or TQM implementation, which m@re difficult to be controlled by
other partner. Supply Chain Risk Management basedhe extended relationships and
therefore based on the trust, prevents from it¥, l@ausing extra costs and lowering
companies revenue [Aramo-Immonen & Breite 2011].

Relationship based on the trust may have a greainmng as a method of Supply
Chain Risk Management. A proposed model is focusead trust as a less costly method
of risk management. It lowers the costs of a comparcreases its performance and above
all is long-time oriented. The main point, is how transfer trust from inter-personal to
inter-organizational level. As relationship is loyiltrust is firstly developed between
individuals. It is the task for a company to impkh regulations, norms and complex-
extended system that ensures, that when someamepiesonnel leaves the company, trust
and partner company still remains with a compamy,imdividual or even a group of them.
It is possible to ensure it during the phase, wtmmmitment becomes higher (see Figure 2).
Commitment due to increased trust is attachedherairganization, its quality and reputation
not a particular person. Company at this momentisi¢e ensure its partner about its real
character.

High level of trust and strong relationship allowsmpanies to collaborate (see
Figure 3), what allows for application for the posp of Supply Chain Risk Management.
Companies that collaborate may have better resitend their network of connections and
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become more flexible as they may perceive oppdramin their environment even faster.
Suppliers should also offer incentives to develogirttrust among partners, and therefore
avoid threatening and penalizing them [Jain e2@l14].

Hence the article does not cover the whole conifyleaf the matter of this
phenomenon. There is still a need to conduct éndurempirical research, to confirm the
possibility of relationship based on the trust agtlon as a method of SCRM. Further
research should be also considered on provingftaetigeness of this particular method and
the use of it in relation to different economic ddions. Cause inappropriate trust may result
also in variety of risks, it is necessary to redegrfactors responsible for such situations
[Day et al. 2013]. It needs to be also empirictdisted and supported that inter-personal trust
can be transferred to inter-organizational levatd aat this stage collaboration will
be possible.
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