
Overview

At the core of virtually every organization is a value chain, whereby resources are acquired, processed, and transformed into products and 

services. Typically, there are big decisions and risks associated with the elements of this value chain. There are decisions about relationships 

with suppliers, development and expansion of assets, and approaches to different customer groups. There are risks involving markets, 

technologies, politics, society, and “acts of god.” As an example, Figure 1 (back page) illustrates some specific value-chain risks for one 

important industry—electric power. 

At A Glance

Value-Chain Risk Advisory 

Risk management plays an increasingly important role in most 

organizations, particularly given the recent economic/financial 

crisis. Most risk management, however, focuses not on value-

chain risk, but on supporting activities in finance and business 

processes. While credit exposure, fraud, sexual harassment, 

and the like make the headlines, organizational failure is often 

caused instead by fundamental mistakes made in managing the 

value chain.  Finance and business process risks are important 

and deserve attention, and they can destroy firms. But value-

chain risks are equally important, and can make the difference 

between success and failure. They deserve equal attention.

Capabilities

Value-chain risks are different than finance and business process 

risks. They cannot typically be quantified using historical data, 

but instead require considerable expert judgment. They are best 

managed not only with standardized financial instruments or 

management controls but with customized “real” investments and 

strategic changes. To address the unique challenges of value-

chain risks, NERA offers a different and valuable approach to their 

structuring, assessment, and management.

In the risk structuring phase, we focus not only on internal 

metrics, but on the external metrics that are important to key 

stakeholders such as equity analysts, bond rating agencies, and 

regulators. That way, we can create near-term value by changing 

risk perceptions and long-term value by changing risk exposure. 

Then, with these metrics in mind, we develop a comprehensive 

understanding of the full range of value-chain risks and their 

relationships. We formally incorporate risks that are not easily 

quantified, as well as dependence among risks. Other approaches 

tend to focus on easily-quantified risks and treat them as 

independent; too often, this has been a recipe for disaster.

In the risk assessment phase, we begin by rigorously 

prioritizing the risks identified in the structuring phase. This 

enables us to put the most effort where it provides the greatest 

benefit. We then quantify these key risks using three distinct 

data sources—public markets, prediction markets, and expert 

judgment. Obtaining data from public markets and expert 

judgment requires care, but is relatively well-accepted and well-

understood. Prediction markets are a new and under-appreciated 

tool that can reliably and credibly quantify risks that have 

previously been regarded as unquantifiable. With these three 

sources, we are not limited to thinking rigorously about only a 

subset of the risks. We can be assured of the best possible data 

and the best possible analysis for the full range of risks. This risk 

information is then aggregated into an overall statement of value-

chain risk exposure associated with the baseline strategy that 

reveals the “worst case” drivers and can be “benchmarked” to the 

exposure of comparable organizations.



Overal, NERA’s Value-Chain Risk Advisory helps by providing:

• A complete understanding of the value-chain risk picture

• An accurate, credible, and defensible risk assessment

• A comprehensive, in-depth management plan of preparation 

and response

• Near-term and long-term value  
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Lastly, in the risk management phase, we develop preparation 

and response alternatives that improve as needed on the baseline 

strategy. These alternatives are not just limited to the familiar 

standardized financial instruments and management controls 

like market hedging and reporting requirements. They include 

non-standardized financial instruments such as insurance and 

bilateral agreements, and “real” instruments such as investments in 

physical, intellectual, and/or human assets. The improved strategy 

provides demonstrable improvement in both risk and return. Figure 

2 illustrates such an improvement for a diversified industrial firm.

Figure 1. Value Chain Risks in the Electric Power Industry 
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Figure 2. Risk Management Results for a Diversified 
Industrial Firm
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Legend:

0.4
Chance of loss

reduced to from
2% to 0%

Chance of less than
$300M reduced
from 15% to 1%

Mean increased from
$525m to $650M


