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Abstract: Risk management aims to provide decision makers with a systematic approach to coping with risk and 
uncertainty. Managing risks is of course nothing new. Since business was first born risks have been managed, mainly 
by intuition, experience and gut feel. What is new is the systematic approach.  
Non-financial companies’ interest has been driven by the realisation that for many of them the risks involved in doing 
business have multiplied over the last few years. This has been because of the increased uncertainty in the 
environments in which they have to operate. 
This paper examines the field of risk management in relation to the connection to quality management. It poses and 
attempts to answer three questions: What can quality teach risk management? What can risk management teach 
quality? And what must both risk and quality management still learn? This is an area, which has so far not been 
explored by the quality management fraternity.  
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INTRODUCTION 

Risk management has many definitions, most of 
which are in broad terms. For example the Committee of 
Sponsoring Organisations of the Treadway commission 
in the USA define it as follows (COSO, 2004, p.6): 

“Enterprise Risk Management (ERM) is a process, 
affected by an entities board of directors, management 
and other personnel, applied in strategy setting and across 
the enterprise, designed to identify potential events that 
may affect the entity, and manage risk to be within its 
risk appetite, to provide reasonable assurance regarding 
the achievement of entity objectives.” 

The European Foundation for Quality Management 
(EFQM, 2005) are somewhat less verbose. They define it 
as: 

 “The systematic use of organisation-wide processes 
to identify, assess, manage, and monitor risks - such that 
aggregated information can be used to protect, release, 
and create value.”  

Put simply, risk management aims to provide decision 
makers with a systematic approach to coping with risk 
and uncertainty.  

Managing risks is of course nothing new. Typically, 
risks have been managed, mainly by intuition, experience 
and gut feel. What is new in the aforementioned 
definitions is the systematic approach. The push was 
triggered by financial problems at the end of the last 
century with the dot.com boom and burst and the legal 
actions taken against various top managers in USA and 
Europe. The consequence has been major multiplication 
of legislation and governance body recommendations, 
especially in the financial field where Basel 1 (Bank for 
International Settlements) has quickly been followed by 
Basel 2. And in a more general vein, the Sarbanes Oxley 
Act of 2002 has forced all companies quoted on the US 
stock exchange to spend considerable sums of money in 
order to have their control systems ready for the January 
2005 deadline. 

In the non-financial companies, interest has not been 

so driven by external bodies but rather by the realisation 
that for many of them the risks involved in doing 
business have multiplied in recent times. This has been 
because of the increased uncertainty in the environments 
in which they have to operate. For many companies, a 
stable outside environment has ceased to exist, with it 
becoming much more volatile and far less controllable for 
many closely interrelated reasons. Amongst the changes 
which  have occurred are: 
• The financial markets have become totally global 

and their increasing volatility has put pressure on 
organisations to compete for available monies. 

• Major expansion of low wage areas, especially China 
and India, has increased complexity of competition 
and logistics and supply with a subsequent increase 
in volatility. 

• Volatility of price in many items has grown; growth 
in Internet usage has meant increasing price 
transparency in many markets. 

• Volatility of customers has meant an increase in 
demands for innovation and for continuously 
improving price /performance ratios. 

• Proliferation of media sources via the Internet, TV, 
print, mobile telephones, etc has meant that 
communicating with customers has become more 
complicated. 

• Concentration of buying power in a few hands plus 
automation of bar coded information has brought 
major shifts of power between many suppliers and a 
few major customers. This has increased uncertainty 
for suppliers. 

• Volatility of governments and their demands on 
organisations has grown. 

• Volatility of technological breakthroughs. In many 
industries all possible simple technological advances 
have now been completed with only technological 
breakthroughs remaining; which, by definition, result 
in major disruptions and volatility. 

.Many Western organisations have reacted to this new 
environment by downsizing, outsourcing and forging new 
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alliances. They have attempted to reduce their risk levels 
by contracting out much of what they previously did 
themselves. And in many cases it is not just relatively 
unimportant support activities, which have been 
contracted out but also more central parts of their former 
activities. Interdependence has therefore grown. There is 
more interconnectedness between organisations, which 
mean that the power is now distributed around a network 
rather than being concentrated in one pair of hands. And 
by so doing of course organisations have reduced their 
own power to influence the situation, thus only increasing 
the uncertainty and unpredictability of their business 
environments 

Given these trends it is perhaps hardly surprising that 
the importance of risk management is beginning to be 
recognised by regulators and investors inside as well as 
outside the financial field. 

HOW TO MANAGE RISK? – THE MODELS 

In their attempts to manage risks, most organisations 
will differentiate between three main types. Firstly, there 
are risks which must be managed; that is to say regulatory 
bodies and/or governments demand this of operators in a 
particular field and most often the quality of management 
is also externally assessed; many environmental risks 
come into this category. Secondly, there are the classic 
risks of internal and external fraud and theft inherent in 
any business dealing with money. These risks are 
different because, in general they are not so well 

externally policed. However they are inherent in financial 
institutions and so departments such as internal audit 
have had time to develop and form systems to manage 
them. The third type of risks are those where there is no 
clear external body forcing compliance with some 
projected method of management and there is no clear 
self-preservation reason for the organisation to try and 
manage them. These are optional risks. An organisation 
can choose whether to manage them or not-and to what 
degree, along with their risk profile. It is these kinds of 
risk that the risk management models target. There are 
many popular models for managing risk but most are 
based on the original pioneering work undertaken in 
Australia and New Zealand and are to be found in the 
AUNZ standard number 4360 first published in 1999, 
updated in 2004. Between this and other models such as 
the ERM framework prepared by the Committee of 
Sponsoring Organisations (COSO) of the Treadway 
Commission, strong similarities can be found. The 
AUNZ standard framework is taken as the primary model 
in this paper (AS/NZS 4360, 2004). 

There is a wide range of possibilities ranging from 
“do nothing at all” to attempting to nullify the effect of 
each and every identified risk. This decision, like so 
many management problems, will be a trade off based on 
comparing cost/likelihood of insurance with the 
cost/likelihood of risk. In order to manage these optional 
risks the models suggest that three steps are necessary: 
risk recognition, risk prioritisation and then finally risk 
management. The three phases and the steps in the 
process are presented in figure 1. 

 

 

Figure 1 – Risk Assessment Process (AZ/NZS 4360:2004) 

With respect to the first risk, the assessment task is to 
understand what is at risk and what events could 
potentially cause harm or benefits. The risk recognition 
phase has two parts: context establishment which defines 
what is at risk and risk identification which covers the 

identification within the established context of uncertain 
events that could cause harm or benefits, their associated 
causes and their potential consequences.  

Once the risks have been identified, the next stage is 
to understand the nature and level of the risk, so that they 
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can be managed in an appropriate manner. This risk 
prioritisation phase has two parts. Firstly, risk analysis, 
which is based on likelihood and consequence.  
Likelihood depends on the probability of occurrence and 
the frequency of activity. The consequence can be 
measured in many ways, such as effects on results or on 
the enablers of results. Secondly, risk evaluation. After an 
analysis has been undertaken, risks are evaluated against 
an appropriate risk-acceptance criterion to give a ranking 
(e.g. low (tolerable), medium (which should be as low as 
reasonably practicable and high (intolerable)). Risk 
assessment is then made and can take place either 
quantitatively or qualitatively using techniques such as 
the facilitated workshop. 

 Once a risk assessment has been completed, the risk 
profile of an organisation can be determined. This shows 
the scale and complexity of risks faced and depicts the 
number of risks for each level. It is a representation of the 
risk exposure of the organisation, which ideally equates 
to the risk capacity (the maximum resource that the 
organisation is willing to put at risk) and risk appetite (the 
amount of risk the organisation is willing to take). 

The next stage in the process of risk management is 
the management of the risks, which have been identified 
and prioritised. The way risks are managed can again be 
categorised in different ways. Perhaps the simplest of 
these is the ‘four Ts’ (EFQM, 2005): 

• Terminate – Cease activities related to the risk 
(e.g. giving-up smoking avoids associated health risks) 

• Treat – Add control measures or contingency 
plans to manage the likelihood and consequence of events 
(e.g. wearing a hard hat reduces the consequences of 
being hit by a falling object).  Additional control 
measures or contingency plans become part of the 
management system 

• Tolerate – Accept the risk. 
• Transfer – Move the impact of risks to another 

entity (e.g. insurance) 
 
A fifth approach to managing risk, which is often 

used by the financial sector, is risk neutralisation. This is 
the offsetting of risks against each other, so they cancel 
each other out (e.g. pooling and hedging are both risk 
neutralisation methods). 

The EFQM, true to its more quality orientated 
background, stresses two final stages which are passed 
over somewhat faster in some other models (e.g. the 
Treadwell commission (COSO, 2004) and the AUNZ 
standard (AS/NZS 4360, 2004)). These stages are the 
review and learning and improvement stages. They 
involve comprehensive monitoring so that the review 
system is based on facts and reviews the entire system to 
draw out the learning points and to drive continuous 
improvement. Most approaches also emphasise that the 
risk management system should be linked to punishment 
and reward systems (e.g. transgressors should be 
punished strongly).  

This whole process has been developed by the EFQM 
(2005) into what they describe as a risk assurance 

management system. They argue that this is needed to 
ensure that planned risk management activities are 
implemented as intended and that lessons learnt drive 
further improvements. Risk assurance management 
systems are, in general, constructed around a continuous 
improvement loop.  An example of a generic risk 
assurance management system as suggested by the 
EFQM (2005) is given in figure 3. This generic system 
has five main phases. 

• Policy – a statement of intent for risk 
management. It states why risk management is being 
carried out and what success will look like. 

• Planning – outlines the strategy for achieving 
that success. 

• Implementation – all the activities for managing 
risks set out in the plan.  ‘Control mechanisms’ 
encompasses a wide range of activities, including 
training. 

• Monitoring – the monitoring of the system, so 
that the review phase is based on fact.   

• Review – reviews the entire system, to draw out 
learning points and drives continuous improvement. 

 
Based on this analysis it is concluded that risk 

management is clearly important for many organisations. 
To help them a number of comprehensive risk 
management models, systems and procedures have been 
developed. However, there are other ways, in which 
quality management experience and expertise might be 
able to assist. These are now examined.  

WHAT CAN RISK MANAGEMENT LEARN 
FROM QUALITY MANAGEMENT 

We feel that there are three major ways in which 
quality management experience and expertise can assist 
the risk management world. They are, firstly, in 
distinguishing between risks which can, and which 
cannot, be treated statistically. Secondly, through 
knowledge and experience in managing key processes 
and thirdly, in implementing major organisational and 
cultural change. 

Building databases and using statistics 
There is a strong tendency especially in the financial 

area to use advanced statistical techniques and model 
building in order to estimate risks. But such model 
building is only possible if relevant data bases can be 
constructed which advanced statistics and multiple 
criteria decision making can then examine. If the causes 
of risk are so diverse and idiosyncratic that no reliable 
database can be made, then such statistics can no longer 
be used. 
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Figure 3: Generic Risk Assurance Management System (EFQM, 2005) 

The problem is similar to one which is well known in 
quality management (Shewhart, 1931; Juran and Blanton 
Godfrey, 1998; Deming, 1986). Shewhart (1931) outlined 
this very clearly. He was concerned of course with 
sources of variation rather than with accurate prediction 
of any specific risk factor, but the essence of his findings 
are still relevant. Shewhart pointed out that in all forms of 
prediction there is an element of chance. If the influence 
of any particular chance cause is very small, and if the 
number of chance causes of variation are very large and 
relatively constant, then there is a situation where the 
variation is predictable within limits. However, not all 
phenomena arise from constant systems of chance causes. 
At times, the variation is caused by a source of variation 
that is not part of the constant system. Shewhart (1931) 
called these sources of variation assignable causes. 
Experience indicates that these assignable causes of 
variation, through the application of statistical tools, can 
usually be found without undue difficulty, leading to a 
process with less variation. The importance of 
differentiating between chance and special causes is basic 
in quality management and yet it seems strangely 
unemphasised in much risk management.  

Managing key processes 
Operational risk is for many organisations the most 

common form of risk, and is often regarded as the most 
dangerous. Yet it is precisely this kind of risk, which we 
feel quality management experience and expertise is best 
equipped to handle. 

Operational risk is clearly very common since it is 
“the risk of loss resulting from inadequate or failed 

internal processes, people, and systems or from external 
events” (Basel Committee on Banking Supervision, 
2003). It is therefore very broad, covering clients, 
products and business practices, business disruption and 
system failures, and execution delivery as well as fraud. It 
is often regarded as perhaps the most dangerous type of 
risk for three main reasons: 
• Risks falling into this category are often 

idiosyncratic and vary widely depending on the 
company and its market situation. So, there can be no 
standard procedures. 

• Operational risks are interrelated in complex ways, 
and, as a consequence, they can be very difficult to 
manage. In an uncertain environment   measures 
taken to reduce one operational risk may have the 
unfortunate effect of increasing risk in other areas.  

• Operating risks can have major impact on other risks 
(e.g. Mittelstaedt, 2005). For example, the substantial 
losses, which brought down Barings Bank in 1995, 
are seen as largely caused by operational rather than 
any other type of risk (Geiger, 2000). The cause was 
a grossly negligent breach of recognised internal 
control procedures; a clear operational risk. But the 
effect was a totally unexpected loss of market value, 
that is market risk.  

Managing major organisational and cultural 
change 

Risk management cannot be a one-off stand-alone 
task, which can be managed by top management and 
implemented by a few specialists. Many risks, such as 
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operational risks are unpredictable and can arise any time 
anywhere in the organisation and this means that all 
personnel must be aware and committed. Only if all key 
people are involved and committed to risk management 
will they be aware of the possible importance of any 
weak danger signals they might encounter. Risk 
management needs systems which are implemented 
interactively; with people at all levels and of all statuses 
able to discuss openly without fear of retribution. Only 
then can they become involved and committed. 

So the objective of the models, in this context, should 
not be to strive for accuracy which is impossible, but 
rather to aim for total involvement and commitment from 
all staff; the aim should be a change in attitude and 
attention from all management and personnel. That is a 
cultural shift from a focus on controls to an atmosphere in 
which the possible dangers live for all and there is a 
willingness, and ability, to act if necessary. 

If the aim of the risk management models is to foster 
such a major organisational change then many possible 
problems arise. Firstly, the models must encourage, as we 
have suggested, the involvement and commitment not 
just of top management but also of all relevant managers 
and personnel. Given the psychological vulnerabilities, 
this is hardly likely to be easy. Risk, like quality, has a 
negative connotation. No one likes to work with 
negatives (Bazerman and Watkins, 2004). If all managers 
and employees are to be involved, the concept has to be 
changed to positive. In the quality area the negative 
impact of the word ‘quality’ (which is strongly related to 
non-quality) has been changed by focusing on 
improvements and addressing the deltas from one to 
another year (Conti, 1997). 

Secondly, the approaches must succeed in 
overcoming the normal problems of implementing large-
scale change in any organization. For example, how will 
they tackle any organizational structural change that 
might be needed to accommodate any new systems? 
Organizational vulnerabilities arise because of structural 
barriers to the effective collection, processing, and 
dissemination of information, such as the division of 
organizations into independently operating silos and the 
filtering of information as it passes up through the 
hierarchies. Again political vulnerabilities can cause 
major problems for any organizational change process 
when a small number of individuals and organizations are 
able to "capture" the political system or organization for 
their own benefit (Bazerman and Watkins, 2004). 

 WHAT RISK MANAGEMENT CAN TEACH 
QUALITY  

A key aspect of risk management is the prioritisation 
of risks. Risks are prioritised on the basis of their likely 
occurrence and effects. If quality departments took a 
similar approach and prioritised quality risks, then it is 
our expectation that many would find they are spending 
too much time and effort on traditional quality problems 
and too little on some key new ones such as networking, 
e-business, brand image, etc. 

Traditionally, the focus of quality management was at 
solving the problem of too much inspection and waste. 
This was reduced by analysing faults and eliminating 
causes through improved product and process design. The 
aim of classic quality management was thus to reduce 
variation in routine situations, within a single stand alone 
business/legal entity. This is still, in many organisations, 
of great importance. But new fast spreading types of 
manufacturing have given rise to other pressing quality 
issues. Roberts (2004) has outlined what he describes as 
the characteristic features of modern manufacturing 
which he says is supplanting mass production in many 
industries. The characteristics are: Flexible machines with 
low set up costs; Short production runs; Frequent product 
improvements; Broad product lines; Targeted markets; 
Highly skilled cross-trained workers; Worker initiative; 
Local information and self-regulation; Horizontal 
communication; Cross functional development teams; 
Continuous improvement; Accent on cost and quality; 
Low inventories; Demand management; Make to order, 
extensive communication with customers; Long-term 
trust based relationships; Reliance on outside suppliers. 

The logic behind this is increased flexibility, 
increased speed of reactions, increased economies of 
scope and concentration on core competencies. It is 
spreading fast because, as Roberts (2004) also comments, 
it is being driven by increasing competitive pressures, 
pressures for results from the money markets, and 
shrinkage of buying points in many markets leading to 
constant pressure on price, performance and innovation. 
The advantages may be clear but so also are the dangers. 
Time is of the essence in the new manufacturing system, 
and this means that there are three potentially weak areas.  

Firstly, the innovation process. Innovation is 
continuous but it is against tight deadlines to ensure 
timely appearance in the market place. Delays can mean 
missing a key window of opportunity and thus reducing 
the chance of any financial success.  

Secondly, poor quality has to be prevented; cure is too 
expensive. Competition is so widespread and the power 
of fewer purchasing points so strong that brand image is 
becoming all-important. No producer can afford to have 
poor quality damage in either brand image or company 
reputation in the market place. But curing quality after 
the event is out of the question. There is no time or 
money available for comprehensive end of line 
inspections, nor for the large buffer stocks of parts and 
components, which would enable line improvements to 
take place. And many of the products are so complex and 
the production process so spread out over so many 
suppliers that once faults, occur any causes are likely to 
be multiple and difficult to trace. So any after the event 
rectification will take too much time and expense. Poor 
quality has to be prevented. 

Thirdly, mistakes will always happen and it is 
essential that they be cured fast. The whole supply chain, 
up to and including the customer, runs on a just in time 
basis and so is very susceptible to disruptions. Products 
must not just meet customers’ expectations in 
performance terms but they must also arrive on time and 
budget. There are few second chances. 

Disruptions and delays due to inadequate quality are 
therefore major operational risks, which go hand in hand 
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with this new form of lean manufacturing (e.g. George, 
2002). The way to manage these risks is twofold. Firstly 
through careful prevention to avoid their occurrence in 
the first place, and secondly, through very fast emergency 
reactions if and when mistakes do occur.  

The importance of trust between the parties both 
within the organisation and within the supply chain is 
stressed.  Trust can be defined as  "the willingness of a 
party to be vulnerable to the actions of another party 
based on the expectation that the other will perform a 
particular action important to the trustor, irrespective of 
the ability to monitor or control that other party" (Mayer 
et al, 1995, p.712). Trust among organizational members 
is critical for virtual organisations. Without trust, 
commitment can waver, as members perceive the alliance 
as weak or disintegrating, fractured by misunderstanding 
or mistrust (e.g. McAllister, 1995). Trust is particularly 
important in virtual organisations that require constant 
and close attention to shared commitments to safety and 
quality, as well as a shared willingness to learn and adapt 
(e.g. Davidow and Malone, 1992; Coyle and Schnarr, 
1995).  

If geographically dispersed organizations are truly to 
dampen their risk propensities, the relationships among 
their members must more closely resemble alliances of 
collective responsibilities than hierarchies of reporting 
relationships. If one member of the chain dominates, then 
trust is unlikely to develop. Although Toyota could easily 
have dominated its supply chain partners, it has for years 
carefully avoided this role, in order to build trust. This is 
in contrast with the approach of a major competitor, 
General Motors. The latter, in the late 1980s, attempted to 
establish similar long-term relationships with a select 
group of suppliers. It sought to get them to share cost 
information that they would normally have kept 
completely confidential and to work co operatively to 
create value. Then when GM got into financial trouble in 
1992 part of its response was to use the cost information 
gained from suppliers to force large price cuts. This 
breach of trust soured relations with suppliers for years 
afterwards. Trust among organizational members is 
important since organizations are reluctant to adopt 
alliance-like organizational structures that may make 
them vulnerable to the uncertainties of the environment, 
and to the impact of other organizations, without there 
being some assurances of shared vulnerability 
(McAllister, 1995). Developing trust in virtual 
organisations is a complex task. It requires fairly 
constant, small group activities among members, because 
it is difficult to trust people you do not know well, whom 
you have not observed in action over time, and who are 
not committed to the same goals (e.g. Frey and Schlosser, 
1993). 

So if quality departments working within lean 
manufacturing style organisations, were to take a risk 
management approach and to prioritise their quality risks 
more carefully then they might conclude that their 
approach is not concerned so much with gradually 
reducing routine variation within their own organisation. 
Instead their new priority must be to ensure that both the 
organisations internal and external relationships are such 
that mistakes wherever possible are prevented and if they 
appear, are very rapidly cured.  

WHAT MUST BOTH RISK AND QUALITY 
MANAGEMENT STILL LEARN? 

Organisations are fairly good at managing the risks 
they know they are taking .And it is this area that the 
regulators and most risk management models are 
covering. But it is the risks that organisations don’t know 
they are taking that cause the problems and because of 
the greater uncertainty in the world and pace of change, 
this area is increasing rapidly. Because this area is 
unpredictable, this is why organisations need to be 
flexible and resilient (e.g. Antonovsky, 1987)  

To date, Western organisations have been led and 
motivated through an emphasis on achieving success. In 
an environment that changed seldom and slowly, then the 
usual routine of step-by-step change and innovation 
would be more likely to lead to success than failure. But 
the more rapid the pace of change, the more likely 
failures and mistakes are to occur. So a final issue which 
neither the current risk management nor quality 
management approaches seem to consider in any depth is 
that, with increasing risk, and the impossibility of always 
predicting the future accurately, comes an increasing 
likelihood of mistakes being made and failure occurring. 
How successful will the risk and quality management 
approaches be at helping organisations cope with the 
increasing occurrence of negative events?  What is 
needed if organisations and individuals are to survive in a 
climate where there will probably be more failure than 
success? 

Organisations which are serious about risk and quality 
management, and which feel themselves in a highly 
uncertain environment, need to seek out employees who 
can withstand the failure and mistakes which will 
inevitably come. Their selection and training problems 
can be helped by studying the body of research covering 
the characteristics of individuals who can indeed 
withstand major calamities and disadvantages in their 
lives and yet continue to function in a socially acceptable 
manner. The characteristics are called a variety of names: 
locus of control, self-efficacy, hardiness, potency, and 
learned resourcefulness, but luckily research results (e.g. 
Viviers and Cilliers, 1999) indicate high intercorrelations 
between them all. In this paper we will discuss the one 
we feel is most relevant for our purposes, Antonovsky’s 
(1987) ‘sense of coherence’ which incorporates the most 
important aspects of all those previously mentioned. 

Antonovsky (1987) studied individuals who appeared 
to survive and cope remarkably well with trauma. People 
in his sample were known to have undergone severe 
trauma with inescapable major consequence for their life 
(i.e. severe disability, sudden unexpected loss of a loved 
person, difficult economic conditions, and concentration 
camp internment). Yet the people sampled were thought 
by expert referees to be functioning remarkably well. 
Antonovsky (1987) considered that what enabled people 
to cope with the strongly negative situations they faced 
was what he called a ‘sense of coherence’. This had three 
components: comprehensibility, manageability and 
meaningfulness which are crystallised in three questions: 
Does one think that one can understand?  Does one think 
that one can manage?  Does one wish to manage? The 
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components can be described as: 
• Comprehensibility refers to the extent to which the 

stimuli deriving from one's internal and external 
environments in the course of living are felt to be 
structured, explicable and consistent.  

• Manageability considers the extent to which 
resources are perceived to be available to meet the 
demands posed by these stimuli. ‘Underlying the 
flexible employment of appropriate resources is the 
belief that one indeed has such resources at one's 
disposal. (Note, at one's disposal, not in one's 
control)’ (Antonovsky, 1993).  

• Meaningfulness refers to the extent to which these 
demands are challenges worthy of participation and 
individual investment.  

Antonovsky (1987, p.19) suggests the three 
components are intertwined but separate and build into a 
way of viewing how the patterning of life experiences 
may affect responses. He believes the most significant 
feature of a strong ‘sense of coherence’ is the variety and 
number of coping strategies available. The ‘sense of 
coherence’ is not a specific style of coping. It works 
because it enables one to select that mode of coping, 
those resources, which seem to be appropriate to the 
particular stressors which one faces. Behaviour itself 
cannot be predicted, although the quality of behaviour 
can. Antonovsky’s (1987) measure of Sense of 
Coherence has proved its predictive value, having been 
used by nearly l50 researchers around the world. It has 
been used to investigate a wide variety of stressful 
situations (e.g. responses to natural disasters (Kaiser et al, 
1996) coping with partner’s dementia (Baro et al, 1996) 
adaptation of army families to relocation (Bowen et al., 
2003) loss of a family member (Larsson et al, 1994)). 
This ‘sense of coherence’ concept brings some 
predictability to the way individuals meet unpredictable 
negative circumstances. This acceptance of such 
circumstances means it could be a useful instrument to 
enable organisations to select and develop individuals 
who will not be overwhelmed by   the possibly strongly 
negative outcomes of the continually changing, 
unpredictable business environments described above.  

CONCLUSIONS 

Risk management is a current business buzz word.  
There are widely accepted and acceptable models and 
approaches to help executives manage this area. The key 
steps have been outlined in this paper; risks must be 
recognised, prioritised and then managed. But, despite all 
the hype, no one pretends that risk management is easy. 
In this context this paper asks and attempts to answer 
three questions. What can quality teach risk management; 
what can risk management teach quality; what must both 
risk and quality management still learn? We answer these 
questions by looking at the three types of risks that has 
been identified. 

The first type are the predictable risks that 
organisations know they face. These are probably the 
most straightforward types of risk to manage but the 
whole process depends on a clear distinction being made 

between  risks caused by pure chance and risks which 
have, in quality terms, special causes This is often not 
easy but it  has been a fundamental first step in the 
quality approach since Shewharts original work in the 
1930s. The distinction is important since only for those 
risks not caused by chance can  data bases and statistical 
models be  built which can then be used  to enable 
organisations to  decide the size of risk they are willing to 
accept.  

The second type of risks are more difficult to manage. 
They are the risks which an organisation knows it might 
run, but whose causes are essentially idiosyncratic and 
caused by chance and thus do not lend themselves to a 
formal statistical approach. Many important risks, 
particularly in the operations area, fall into this category. 
We have suggested that quality can help manage this type 
of risk in two major ways. Firstly, the risks may be 
unpredictable but past experience suggests that they are 
often likely to be related to the weak management of key 
processes. And quality management has much knowledge 
of how to manage such processes effectively. Secondly, 
since such risks can and do occur anywhere anytime in an 
organisation, their management cannot just be left to top 
management and a few specialists. Rather awareness of 
the possible risks importance, and commitment to their 
management, needs to be widespread throughout the 
organisation. This, in most organisations, would require 
major organisational and cultural change. And here again 
quality management has years of experience in 
implementing similar major organisational change 
processes  

In relation to these second type of risks, risk 
management can teach quality the importance of clear 
prioritisation. A fundamental part of risk management is 
initial careful prioritisation of the risks the organisation 
faces .Time and effort can then be concentrated where the 
need and the payoff will be highest. We would suggest 
that quality can learn much from such an approach. 
Quality should be far more careful in prioritising where it 
spends its resources.  It needs to concentrate on the 
quality risks that really matter to the organisation. The 
increasing unpredictability of the business environment, 
and the subsequent spreading of the lean manufacturing 
and lean service approach has dangers as well as 
advantages. The big danger is the importance of time and 
the subsequent susceptibility of the organisation to 
disruptions and delays. Time is key in three areas; in the 
innovation process; in the prevention of poor quality; and 
in the rapid solution of any problems that do occur. And 
success in all three of these areas is heavily dependent 
upon relationships both within the organisation and 
between the organisation and its key suppliers and 
customers. Causes of poor quality used to lie in poor 
processes and poor design. Now for many organisations 
the causes of inadequate quality lie in poor relationships. 
So the first priority for their managers should be to 
develop measures of relationship quality and then the 
tools and techniques to improve them. This is a challenge 
for the academic quality management fraternity. 

The third type of risks are the risks which 
organisations do not know they are running. For many 
organisations this is probably the most dangerous form of 
risk. And because of the increasing uncertainty and 
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unpredictability in many business environments it is this 
type of risk which is probably increasing fastest. And 
quality can be of little assistance here because it too must 
come to terms with this newly emerging situation. Both 
risk and quality management need to accept that, despite 
the best systems and procedures that can be devised, the 
essence of risk is that in an unpredictable world, failures 
and mistakes are bound to occur. So both organisations 
and individuals need to be able to cope in such a 
situation. It is suggested in this context that much can be 
learnt from the study of individuals who have 
successfully faced major crisis in their lives. Ensuring 
that an organisation possess a critical mass of such 
individuals might make a major difference in is ability to 
withstand the inevitable failure and mistakes that are to 
come. So, the overall conclusion is that quality can be of 
assistance in relation to managing risks in at least two of 
the three types of risks that need managing, especially in 
relation to predictable risks and operational risks. Quality 
will be of little assistance yet towards managing risks 
which the organisations do not know they are running. 
Quality can also learn something from the risk 
management approaches, especially regarding the 
importance of clear prioritisation.  
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