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Figure 1. Strategic Management and Financial Risk Management Cycle 


Source: Andersen T.J., Garvey M., O. Roggi, Managing risk and opportunity, 
 OxfordUniversity Press, Florence, 2014. 


Risk  management  is  a  collection  of  procedures  and  guidelines  for  identifying, 
 analyzing, assessing, and monitoring risk (Miciua I., 2014). It enables you to not only 
 reduce risk but also to seize any opportunities that might arise. A good system should 
 improve outcomes in the future and help with decision-making on a regular basis. As a 
 result,  it  should  include  a  well-thought-out,  rational,  detailed,  and  recorded  strategy. 


Instructions,  schedules,  and  procedures  that  would  be  included  in  the  day-to-day 
operations of a specific office or its organizational units to handle risk are included in 
such a strategy (Patton A.J., 2006). 


or market shifts or events. There are many types of more specific market risks that fall 
 under the umbrella of market risk, including equity risk, interest rate risk, currency risk, 
 and several others that will be addressed in the next point. 



5.2  Market risk types 


Market risk is determined by the form of protection being traded as well as the trade's 
 geographical  boundaries.  Trading  entails  inevitable  and  sometimes  unpredictable 
 threats. The following are some of the most common business risk forms and how to 
 calculate them: 


Interest  rate  risk: Market  volatility  is  expected  to  rise  if  interest  rates  rise  or  fall 
 abruptly. Interest rate increases influence asset prices because the amount of spending 
 and saving in a given economy can rise or fall depending on the rate change's course. 


When interest rates rise, people tend to spend less and save more. In the other hand, 
 as  interest  rates fall, people prefer to  spend  a little more and save  a little less. Any 
 market, including stocks, commodities, and bonds, is susceptible to interest rate risk. 


Equity  price  risk: Stock  values,  more  than  other  asset  classes,  can  be  extremely 
 unpredictable.  The  price  of  a  security  will  fluctuate  dramatically,  causing  it  to  lose 
 value. The term for this is "equity price risk." Although a variety of factors influence 
 stock prices, there are only two forms of equity risk: systemic and unsystematic risk. 


The first is risk linked to the industry as a whole, while unsystematic risk is specific 
 to a single business. 


Exchange rate risk: The risk associated with the fluctuation of currency prices is also 
 known as currency risk or foreign exchange risk. Buying foreign assets becomes less 
 or more costly as currency rates adjust, depending on the direction of the change. If a 
 trader is exposed to international forex markets, exchange rate risk rises, but a trader 
 may be indirectly exposed by owning shares in a business that does a lot of foreign 
 trade or by selling  goods  priced in  foreign  currency. Furthermore,  a country with  a 
 high debt burden would face a significant currency risk. 


Commodity  price  risk: If  there  are  some  political,  regulatory,  or  seasonal  shifts, 
 commodities like crude oil, gold,  and corn will experience sharp price fluctuations. 


Commodity price risk is the name for this form of risk. Commodity price changes can 
influence traders, investors, purchasers, and producers alike. A drought, for example, 
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can reduce corn production and, as a result, raise prices. Commodity price risk, on the 
 other hand, goes beyond the risk of price fluctuations in the goods themselves. Since 
 they are the foundation of most products, shifts in their prices can have far-reaching 
 implications for businesses and consumers. Price shifts put a strain on the entire supply 
 chain, affecting economic results in the end. Value-at-risk (VaR) and beta are the two 
 basic approaches for calculating business risk.: 


•  Value-at-risk is a mathematical tool that can quantify the magnitude of the 
 risk (potential loss) as well as the likelihood that the loss will occur within a 
 particular time period (occurrence ratio). 


•  Beta measures the stock's volatility in comparison to the economy, based on 
 its  previous  results.  In  other  words,  it  decides  whether  stocks  follow  the 
 market's lead. 


However,  none  of  these  approaches  has  an  agreed-upon  formula  for 
 calculating market risk; some are quite basic, while others are very complex. 


Figure 2. Market risk types 


Source: Careers IG Group. 



5.3  Importance of market risk in SMEs 


SMEs have become an increasingly important part of economic growth, accounting for 
 a  significant  portion  of  national  economies  all  over  the  world  (Karpak  and  Topcu, 
 2010). SMEs, according to Henderson and Weiler (2010), can be defined as the primary 
 engine of economic development. According to the European Commission (2011, s 4), 
 the  European  Economic  Community's  lifeblood  is  23  million  European  small  and 
 medium-sized  enterprises  (SMEs),  which  account  for  more  than  98  percent  of  the 
 business  community.  They  account  for  two-thirds  of  all  private-sector  employment 
 contracts, and they have provided roughly 80% of new work openings in the last five 
 years. SMEs are also very significant in the Czech Republic's and Slovakia's economic 
 systems.  In  the  Czech  Republic,  for  example,  the  share  of  small  and  medium-sized 
 enterprises in the total number of active enterprises was 99.86 percent in 2012. 


In 2012, the share of added value was 53.81 percent. In 2012, SME workers made up 
 59.43%  of  total  jobs  in  the  Czech  Republic's  business  sector.  Financial  gap  is  a 
 significant  problem  for  SMEs,  as  many  of  these  businesses  have  restricted  access  to 
 external  financial  services.  Well  before  the  economic  downturn,  small  companies 
 struggled to find the financial resources they needed for expansion and innovation. Due 
 to the financial crisis, banks are now less likely to lend to the business sector, causing 
 businesses  to  face  even  more  serious  problems.  (Evropská  komise,  2011).  Small  and 
 medium-sized businesses, according to Dierkes, Erner, Langer, and Norden (2013), are 
 smaller, more informationally hazy, riskier, and more reliant on trade credit and bank 
 loans.  Small  businesses,  especially  young  small  businesses,  have  little  internal  cash 
 flow  to  fund  their  operations,  according  to  Canales  and  Nanda  (2012),  and  are  also 
 associated with significant asymmetric knowledge. The high risk of SMEs, according 
 to Majková-Sobeková (2012), is focused on their high debt ratio and limited capacity to 
 ensure  or  guarantee.  Obtaining  commercial  loans  is  difficult  for  such  businesses, 
 according to this fact. In this situation, Di Giuli, Caselli, and Gatti (2011) reported that 
 credit availability is a critical component of small and medium-sized business growth. 


SME  loan  funding  was  studied  by  Neuberger  and  Räthke  (2009).  According  to  the 
authors, microenterprises are particularly vulnerable to poor selection and moral hazard, 
and therefore have restricted access to credit. Small businesses have more knowledge 
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asymmetry  and  are  more  vulnerable  to  credit  risk.  In  small  business  lending, 
Kirschenmann and Norden (2012) looked at the relationship between borrower risk and 
loan  maturity.  The  fact  that  there  are  several  mechanisms  that  explain  the  positive 
relationship between borrower risk and loan maturity is a significant implication of their 
analysis for small business lending research. Since small businesses are informationally 
opaque and bank dependent, these processes, information asymmetry, and negotiating 
power, are particularly relevant in small business lending. According to Moro and Fink 
(2012),  banks  play  an  important  role  in  SMEs'  funding  because  they  have  more 
difficulty accessing equity on capital markets. Different lending technologies are used 
by banks to determine when and how much to lend, and banks typically use more than 
one technology at a time. According to Neuberger and Räthke (2009), credit strategies 
such  as  relational  lending  or  lending  transaction  decide  the  relationship  between  the 
bank and the customer. Relational lending is mainly focused on soft information (such 
as personality and character traits, company management efficiency, business strategy, 
ownership  structure,  and  so  on)  obtained  by  the  bank  through  direct  communication 
with  the  customer,  in  the  local  territory,  and  through  long-term  monitoring  of  the 
company's financial results. Hard data such as return on equity, profitability, operating 
cash  flow,  interest  coverage,  liquidity,  and  so  on  are  used  to  underpin  transaction 
lending. Direct aspects of credit risk, according to the authors, have no major effect on 
the SME category. As an example, small businesses have a low credit risk because they 
are small, and their legal structure is often associated with unconditional guarantee, and 
commercial  banks  offer  commercial  personal  guarantees  for  loans.  The  capacity  and 
willingness of the organization to fulfill its obligations to the bank determines the degree 
of credit risk. The financial capacity of borrowers to repay their obligations to the bank, 
which  is  measured  by  the  company's  financial  performance,  is  the  most  significant 
factor in effective loan repayment. Since the effect of various types of business risks is 
translated into the financial performance of the company, the ability to handle business 
risks determines the financial performance of the company. 



6.  MARKETING TOOLS IN SMALL BUSINESSES 
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