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ABSTRACT

In the absence of complete markets for a product, a manufacturer can manage the risk of
uncertain demand through a supply chain consisting of a supplier and a wholesaler. The optimal
quantity the manufacturer must produce can be stated as an optimization problem.

The supply chain is viable when the contracts contain a premium for the risks of the
supplier and the wholesaler. In case a complete market exists for the commodity, these risks and
the corresponding premium are readily computed. We propose a ‘fair pricing’ model for
incomplete markets. It can be shown that if the processes involved follow a geometric Brownian
motion, and the agents have a log utility function, the result reduces to the standard Black-
Sholes-Merton formula.

A market for the processes for manufacturing is proposed. The spot price of the good is
contingent on the prices of these processes. This leads to an enhancement of the chain.
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ABSTRACT

This presentation will focus on GM's activities with respect to Enterprise Risk Management
(ERM) and how it relates to supply chain risk. 1 will provide an overview of ERM and its
development within GM, as well as summaries of some lower-level projects that relate to this
domain. One theme that will be brought out is how supply chain risk management is becoming
ever more complex as multi-national corporations must compete in a global sourcing
environment. Not only must a corporation prepare for risk events such as natural disasters and
labor disruptions, but in a global supply chain environment, management must also consider the
nature of global political and social unrest, the financial risks of currency fluctuations, and the
physical risks to components in transit from acts of economic terrorism, piracy and global
counterfeiting.
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