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ABSTRAKT 


Diplomová  práce  si  klade  za  cíl  prozkoumat  vhledy  a  vnímání  k  tématu  řízení 
 ekonomických  rizik  v  malých  a  středních  podnicích  v  České  republice.  Malé  a  střední 
 podniky hrají v domácím hospodářském rozvoji zásadní roli. Jsou to organizace s vyšší 
 přijatelností a flexibilitou ve srovnání s velkými podniky. Kvůli nedostatku osvědčeného 
 rámce a omezeným zdrojům jsou však extrémně zranitelní vůči rizikům. Kromě toho jsou 
 postupy a techniky řízení rizik zásadní pro výkon a rozvoj malých a středních podniků. 


Řízení  rizik  zahrnuje  zjišťování  hrozeb  a  určování  pravděpodobnosti  jejich  výskytu  a 
 jejich nebezpečnosti. Klíčovým problémem v procesu řízení rizik je řešení známých rizik 
 a stanovení, co s nimi dělat. Diplomová práce má tendenci komplexněji zkoumat současný 
 stav řízení rizik v malých a středních podnicích v České republice. Hlavním cílem je zjistit 
 závislost průmyslového sektoru malých a středních podniků a jejich přístup k řízení rizik. 


Pokrývá  teoretickou  část,  která  obsahuje  přehled  literatury  z  pohledu  českých  i 
 zahraničních  autorů  definujících  základní  pojmy  řízení  ekonomických  rizik  pro  malé  a 
 střední podniky. Empirická část obsahuje data získaná od různých společností, následují 
 výsledky  průzkumů  mezi  malými  a  středními  podniky  v  České  republice  a  jejich 
 hodnocení.  Závěry  získané  z  empirické  části  práce  v  tomto  bodě  budou  vyplněny  jako 
 důvod  pro  projekt  zavedení  podpůrného  nástroje  ke  zvýšení  kvality  podnikatelského 
 prostředí v sektoru malých a středních podniků v České republice. 


Klíčová slova: Řízení rizik, malé a střední podniky, proces řízení rizik, ekonomická rizika 
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ABSTRACT 


The diploma thesis aims to explore the insights and perceptions towards the topic of 
 economic risk management  in  the small  and medium-sized enterprises  in  the Czech 
 Republic.Small and medium-sized businesses (SMEs) play a critical role in domestic 
 economic  development.  They  are  organizations  with  higher  adoptability  and 
 flexibility comparing to large enterprises. However, due to a lack of proven framework 
 and  limited  resources,  they  are  extremely  vulnerable  to  risks.  Furthermore,  risk 
 management  practices  and  techniques  are  essential  to  the  performance  and 
 development of SMEs. Risk management includes detecting threats and determining 
 how likely they are to materialize and how dangerous they can become. A key concern 
 in the risk management process is dealing with known risks and determining what to 
 do  with  them.  The  diploma  thesis  tends  to  investigate  the  current  state  of  risk 
 management in Czech Republic SMEs more comprehensively. The main objective is 
 to determine the dependency of industrial sector of SMEs and their risk management 
 approach.  It  covers  the  theoretical  part  that  includes  literature  overview  from  the 
 perspective of Czech and foreign authors defining the basic concepts of economic risk 
 management for SMEs. The empirical part comprises the data extracted from different 
 companies, followed by the results of the surveys conducted among SMEs in Czech 
 and their assessment. The conclusions acquired from the empirical part of the work at 
 that  point  will  fill  in  as  a  reason  for  the  project  of  introducing  a  supportive  tool  to 
 increase the quality of the business environment in the sector of small and medium- 
 sized enterprises in the Czech Republic. 


Key words: Risk management, small and medium-sized enterprises 
(SMEs), riskmanagement process, Economic risk. 
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CHAPTER I 



INTRODUCTION 


Risk is global and spreads through every issue of life. To business sectors, unanticipated 
 situations  create  severe  loss  exposures.  Moreover,  to  small  and  medium-sized 
 enterprises  and  micro  companies,  where  the  capital  background  is  not  sufficiently 
 strong, a disaster could likely lead to interruption in operational activities, financial loss, 
 and  bankruptcy.  According  to  Small  Business  (2006),  there  were  more  than  ten 
 thousand of self-employed workers went bankrupt. In Finland, on the other hand, SMEs 
 made up 99.4 percent of all businesses in 2010, with micro businesses accounting for 
 more than 83 percent (OECD 2012 p.66). As obviously known that the number of small 
 businesses is increasing, the statistics number for financial loss or business failure will 
 grow  and  develop  accordingly.  Therefore,  managing  risks  to  reduce  anddiminish  the 
 loss  exposure  is  primordial  for  every  small  business.  Despite  the  need,  many  SMEs 
 seldom  perform  comprehensive  risk  assessments  and  develop  risk  management 
 strategies. It is due to the fact that engaging in risk assessment and management require 
 and need a certain budget and human resource, which are limited in small enterprises. 


These companies’ decision on how and what to invest in relies on the ongoing activities 
and on their financial status. Small scale businesses in general shift the process of risk 
management  into  project-  based.  It  is  controversial  that  whether  a  traditional  risk 
management plan or a customized project risk management would help SMEs to reduce 
the losses or would negatively weigh ontheir budgets. Risk management should not be 
approached exclusively  from a financial perspective since this  may lead to important 
strategic  or  operational  threats  being  ignored  or  underestimated.  Strategic  and 
operational  risks  have  now  become  the  most  significant  issues  for  the  majority  of 
companies. A remarkable difficulty is that traditional risk management techniques aim 
to focus and concentrate on risks where there is proportionately strong historical data, 
and where the potential impact and possibility of occurrence can therefore be identified 
with  a  degree  of  statistical  probability.  Such  data  is  hardly  ever  available  to  support 
decisions on strategic and operational issues. For instance, there is currently a concern 
that businesses may not be taking adequate and satisfactory measures to deal with risks 
arising  from  emerging  issues,  such  as  e-commerce,  due  to  a  failure  to  understand, 
identify, evaluate, and assess the underlying risks. Regardlessof which organizational 



(12)structure is adopted to deal with business risk, the main first step must always be for the 
 directors to identify the company´s appetite for risk. 


In  other  terms,  the  extent  to  which  it  is  willing  to  accept  a  degree  of  risk.  Some 
 businesses by their extreme nature need to accept a certain level of risk to be able to 
 operate. An essential factor is for the directors to develop and boost awareness of the 
 relative risks of others in the same industry or sector and highlight any differences and 
 to comprehend why they are willing to take a different strategy. Now, it is crystal-clear 
 that  the  increasing  speed  of  technological  development  and  globalization  of  the 
 marketplace,  business  environment  has  become  more  and  more  risky  andchallenging 
 for companies. Knowing how to identify, analyze and response to different typesof risks 
 in  today´s  business  environment  is  very  important  for  survival.  Furthermore,  SMEs 
 (Small  to  Medium-Sized  Enterprises),  due  to  their  limited  resources  as  previously 
 mentioned,and their structural features, are more influenced by effect of various risks 
 compare to large organizations. SMEs require the implementation of an effective risk 
 management (RM) framework because they contribute significantly to human resources 
 and  value-added  creation.  The  current  thesis  tends  to  see  how  risk  management  is 
 practicing  by  SMEs  of  different  industrial  sectors  in  Czech  Republic.  Regards  the 
 significance  of  SMEs  in  Czech  economy  growth,  the  thesis  is  to  see  if  there  is  any 
 systematic  risk  management  process  in  Czech  SMEsand  if  risk  management  (RM) 
 practices show any dependency to industrial sectors. This diploma thesis focuses on the 
 risk  management  processes  in  small  businesses,  preciselyin  the  Czech  Republic,  and 
 investigates  main  risk  management  terms  and  theoretical  risk  management  concepts. 


This  research  thesis  aims  also  to  examine  the  influence  of  the  company’s  risk 
management  strategies  to  its  operational  activities  and  expects  to  be  concluded  by  a 
convenient and effective risk management scheme to the business scale of the Czech 
small and medium-sized enterprises (SMEs) that is acquired from the analytical part of 
the work and to come up with introducing a supportive tool to increase the quality of 
the business environment in the Czech Republic's small and medium-sized enterprise 
sector. 
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SCOPE OBJECTIVES AND METHODOLOGY 


In the recent decades, many authors, and scholars turned their focus and attention to the 
 topicof risk management in SMEs. However, it is important to acknowledge and 
 understand first that risk is a part of uncertainty. According to Frank Knight (2006), 


“risk” is the word used todescribe and express cases of known probability. For instance, 
 a store can calculate the probabilities that a cashier might wrongly check an order per 
 every single  number  of  customers  and  therefore  the  store  account  might  lose  some 
 balance. Uncertainty is when the probabilities can´t be calculated or make any 
 forecasted assumption. An example for uncertainty is to predict stock market price for 
 sixty years in advance. Risks and uncertainties are quiet often marked in the language 
 of “statistical probability” (B. Ritholtz, 2012). Regardless of the different scope of these 
 two terms, both risk and uncertainty might result in positive or negative impact to the 
 business operation and require decent management. Risks might stimulate from 
 uncertainties related to management, natural disaster, political affairs, and cultural 
 factors.  (Köster,  2009,  p99).  Classification  of  risks  according  to  their  influences  or 
 nature is the important step to any risk management strategies(Wideman 1992,  III-2). 


The research thesis aims to examine the state of risk management processes in a small 
 and  medium-sized  enterprises,  and to  discuss  the extent of  an  effective  management 
 strategy based on the discussed business scale. Within this thesis, risk management is 
 defined as theprocess of identifying, evaluating, and preventing risks. The losses expose 
 to corporate involve financial loss, resource misfortune, operation inefficiency, and so 
 forth. In order to study this passage, some questions were established to be answered: 


RQ1: How can a more holistic view of economic forecasts be developed that takes into 
 account a wide range of risk factors? 


RQ2: How do  SME in Czech Republic assess  risks  and  implement  an effective  risk 
 management strategy? 


RQ3: What would be beneficial for SMEs in adopting significant supportive tools to 
 help them overcome the crisis? 


Thus, the scope of objectives of the diploma thesis are: 


•  To  perform  critical  literature  review  from  the  perspective  of  Czech  and 
foreignauthors  defining  the  basic  concepts  and  aspects  of  economic  risk 
and risk management, supporting tools for SMEs (small and medium-sized 



(14)enterprises); 


•  To distinguish the current supportive tools for SMEs in Czech Republic and 
 the ones in European Union. 


•  To identify the level of implementation of introducing a supportive tool to 
 increasethe quality of the business environment in the sector of small and 
 medium-sized enterprises in the Czech Republic. 


•  To conduct the survey among SMEs in the Czech Republic. 


•  To explore the insights and perceptions towards the topic of Economic risk 
 management in SMEs in the Czech Republic. 


In the view of all the above, the main goal of the diploma thesis is to create a project of 
introducing a supportive tool to increase the quality of the business environment in the 
sector of small and medium-sized enterprises in the Czech Republic. In the attempt to 
find  answers  to  the  above-mentioned  research  questions  and  reach  thesisobjectives, 
certain  methodology  will  be  used  in  the  thesis.  In  the  theoretical  part  of  the  thesis 
qualitative research of Czech and foreign sources andanalysis of scientific literature will 
be performed. When it comes to research and analytical part, both main and secondary 
data will be used to complete the task. Primary data will be gathered as a result of the 
survey's nature. The questionnaire among SMEs in Czech Republic will be conducted 
in order to look at the current situation from the perspective of SMEs in Czech Republic 
and  to  reveal  their  attitude  toward  financial  and  market  risk,  their  knowledge  and 
interest  in  risk  management  programs,  and  risk  perception.  The  survey  will  be 
conducted  online  using  Google  forms  and  sent  to  companies  (SMEs)  in  the  Czech 
Republic  via  email.  The  questionnaire  consists  of  77  questions  that  can  be  answered 
using  the  connection  given.  The  questions  can  be  found  in  appendix  P.  The  targeted 
group  of  respondents  are  small-medium  sized  enterprises  in  Czech  Republic.  The 
analysis and results will be revealed in section 9. However, it is worth noting that the 
sample  size  of  the  study  is  small,  owing  to  the  inability  to  obtain  a  wider  variety  of 
respondents  for  the  survey. Another  major  drawback  of  the  study  appears  to  be  the 
difficulty  in  obtaining  a  broader  response  from  respondents  as  a  result  of  the  global 
COVID-19  outbreak.  As  well  as  the  novelty  of  the  subject,  time,  and  language 
constraints. The survey will be conducted in English, which is not the respondents' first 
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language,  which  may  preclude  them  from  fully  comprehending  the  questions. 


Secondary  data  will  be  gathered  from  internal  documentation  of  Czech  small  and 
medium-sized  businesses,  as  well  as  a  variety  of  regional  and  national  supporting 
documents.  Furthermore,  a  comparative  approach  and  best  practices  will  be  used  to 
define the differences  and similarities between current  supportive tools for managing 
financial  and  market  risk  among  small  and  medium-sized  enterprises  in  the  Czech 
Republic and best practices from other countries. Another method used in the thesis is 
MLRs analysis, which is the multiple linear regression models of the future project. The 
project itself will be planned to introduce a supporting mechanism (tool) for managing 
financial  risk,  market  risk,  and  marketing  strategies  in  small  and  medium-sized 
enterprises in the Czech Republic. (MLRs) will be used for time analysis, while a risk 
matrix will be used for risk analysis. 
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CHAPTER II. LITERATURE REVIEW  I.  THEORITICAL FRAMEWORK 


1.  
RISK MANAGEMENT  1.1  Definition of risk 


The notion of risk has experienced many different interpretations, and still there is no 
unifieddefinition of it. Because of the uncertainty associated with following a course 
of action, risk can be described as the probability of economic or financial losses or 
gains (Chapman and Cooper, 1983). Risk pervades and penetrates all human actions 
to  varying  degrees,  all  kinds  of  businesses  and  every  zone  of  management  of  a 
company.  However,  in  the  majority  of  cases,  risk  can  be  predicted  based  on 
experience,  trying  to  better  govern  the  disorder.  Risk  management  has  the  task  of 
identifying  risks,  measuring  the  probability  and  the  possible  impact  of  events,  and 
treating risks, eliminating, or minimizing their effects with the minimum investment 
of  resources.  In  other  scholars’  words,  risk  can  be  also  the  possibility  for  danger, 
negatively unexpected circumstance to occur (Oxford English Dictionary, 2013). The 
negative  deviation  from  the  plan  is  referred  to  as  danger  in  most  economic 
publications  (Maylor  2010).  In  finance,  risk  refers  to  the  danger  of  making  an 
investment or taking out a loan (Encyclopedia Britannica, 2013). In terms of corporate 
and business, risk is the possibility that an event, either expect or unexpected, may 
create a disadvantageous effect on the organizations. Corporate risks are classified by 
the impact they might create or make on different business operational activities. This 
means  thata  risk  can  be  repeatedly  divided  into  different  classes,  business  risks, 
property  risks,  information  risks,  environmental  risks,  etc.  are  some  common 
classifications. Management is being adopted and boosted in a lot of fields, such as 
environment,  healthcare,  public  safety,  and  within  enterprise  management.  This 
diploma thesis takes into high consideration risk management for small and medium 
enterprises (SMEs). Furthermore, SMEs must implement a risk management plan and 
approach  because  they  lack  the  resources  to  react  quickly  to  internal  and  external 
challenges  and  threats,  potentially  resulting  in  massive  losses  that  jeopardize  their 
existence. 



(18)Another  reason  for  promoting  risk  management  in  SMEs  is  to  protect  creative 
 ventures that are essential for gaining a competitive edge and succeeding in the market 
 but must inevitably require risky decisions and activities (Vargas-Hernandez, 2011). 


Innovative SMEs must identify and handle risks early in order to keep project-related 
 risks  under  control.  Risk  management  could  improve  the  ability  to  successfully 
 manageall stages of the innovative projects. It has just been a couple of years since 
 business  management  literatures  started  to  show  an  interest  in  applying  risk 
 management in SMEs; that is the reason why many areas are still understudied. The 
 importance of SMEs in the Czech Republic is measured first and foremost by their 
 economic  importance;  in  2013,  SMEs  in  Europe  numbered  about  21.6  million, 
 employed 88.8 million people, and produced €3,666 trillion in non-financial business 
 value added. This is the equivalent of 28% of EU GDP. In general, SMEs accounted 
 for 99.8% of all enterprises active in the EU non‐financial business sector (European 
 Commission 2014). Despite their strategic importance to economic growth, SMEs are 
 more vulnerable to  risk because they have less capital  and structural  features.  As a 
 result, the second motivation  is  to  encourage the advancement of risk management 
 for SMEs,  as  there have been few studies  to  date to  improve these firms' ability to 
 sustain and build value over time. Therefore, this research thesis focuses on the risk 
 management processes that should be adopted in small businesses. It will review the 
 existing  literature on risk management in  SMEs,  synthesize  and categorize it using 
 defined  categories,  explore  key  risk  management  concepts  and  theoretical  risk 
 management models, and identify current gaps and potential research opportunities. 



1.2  Risk identification and management 


The  detection  of  risks  is  the  final  step  in  the  management  process  that  determines  the 
 outcome. With an open mind and vision, management should consider all scenarios that 
 could  impact  the  project's  objectives.  Screening  through  the  phases  of  the  project  life 
 cycle is one way to ensure and guarantee appropriate risk listing (Chapman C. et al, 1986). 


Conceptualization, preparation, implementation, and termination are the four phases that 
most  projects  go  through,  with  substages  and  measures  in  between.  The  management 
process would be more effective for both the boards and the staffs if risks are assigned to 
specific stages and steps. The Harvard Business Review (2011) analyzed and judged that 
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organizations with a CRO – Chief Risk Officer had far more robust risk preparation than 
 other  firms  in  a  study  on  risk  management.  When  comparing  large  corporations,  this 
 could be accurate. Risk managers in small companies may not even be required, as the 
 risk evaluation can be done concurrently with other management tasks. 


The keys to effective project risk management in SMEs are to integrate risk management 
 into project management and to communicate about risks (Bart Jutte), which is a much 
 simpler measure to take at a smaller scale of activity than it is at a larger scale. As a result, 
 risk detection is well-known in various authors' perspectives that it entails recognizing 
 and classifying risk sources in order to understand what must be handled in a construction 
 project. 


Risk detection is the first step in the risk management process since  possible problems 
 must be detected before the risk can be assessed, responded to, and controlled. While it 
 is one of the most important aspects of the method, it is also one of the least well-defined 
 and often overlooked. Risk detection can be done in a variety of ways, including record 
 review, information collection, checklists and risk catalogues, assumption analysis, and 
 diagram techniques. The most popular method of determining risk sources is information 
 collection.  It  includes  brainstorming  sessions  in  order  to  compile  a  detailed  list  of 
 potential  threats.  To  identify  the  risk,  it  is  necessary  to  rely  on  the  expertise  of 
 experienced  project  participants,  stakeholders,  and  experts.  Reviewing  all  project 
 documents  to  find  uncertainties  is  one  of  the  other  approaches.  Developing  a  risk 
 checklist  based  on  historical  data  from  previous  projects,  evaluating  the  project 
 assumptions' validity, and defining the risks posed by assumptions' inaccuracy, volatility, 
 inconsistency,  or  incompleteness.  Furthermore,  cause  and  effect  diagrams,  flow  maps, 
 and impact diagrams may be used. These approaches for defining risk sources are critical 
 for the project's overall risk assessment and, as a result, for the project's progress. 



1.3  Risk types 


Although  the word "risk"  is  broad, bordering on nebulous, there are many different 
 forms  of risk to  consider. In this  research, some types of risk can be identified and 
 addressed, as well as how they impact businesses: 


•  Business risk: Due to uncertainty, it is possible for a commercial company 
to  make  insufficient  profits  (or  even  lose  money).  Changes  in  consumer 
tastes, protests, intensified competition, and changes in government policy, 



(20)to  name  a  few  examples.  While  conducting  business,  each  business 
 enterprise  is  exposed  to  a  variety  of  risks.  Business  risk  refers  to  the 
 uncertainty  of  earnings  or  the  risk  of  loss,  as  well  as  incidents  that  could 
 pose a risk due to unexpected events in the future, causing companies to fail. 


Every company faces business risk as it enters a market; there are a number 
 of factors that can have a negative effect on profitability and even contribute 
 to business failure, such as government legislation or the general economy. 


•  Different types of risk, such as strategic risk, operational risk, reputational 
 risk, and more, are analyzed by businesses under the umbrella of business 
 risk. From a broader viewpoint, something that threatens an organization's 
 growth or causes it to miss deadlines or edge goals is perceived as a business 
 danger, which can manifest in a variety of ways. 


•  Volatility risk: Volatility risk refers to the risk that a portfolio's value will 
 fluctuate due to volatility (price swings) caused by changes in the value of 
 the portfolio's underlying assets, especially a stock or group of stocks that 
 are experiencing volatility or price fluctuations. The risk of volatility is often 
 tested and analyzed in the context of options trading, which is designed to 
 have a higher risk of volatility  due to  the existence of options.  Stocks are 
 often given "beta" scores, the help investors identify which stocks are riskier 
 for their portfolio. The beta value of a stock compares it to the overall market 
 or a benchmark index such as the S&P 500. 


•  Inflation  risk:  In  other  words,  the  possibility  that  the  cash  from  an 
investment  will  be  worth  less  in  the  future  due  to  inflation  reducing  its 
purchasing  power  is  known  as  the  purchasing  power  risk.  Inflation  risk 
examines  how  expansion  (explicitly  when  higher  than  expected)  can 
jeopardize or reduce returns by eroding the investment's value. In general, 
investors  with  debt  investments  such  as  bonds  or  other  cash-heavy 
investments are more concerned about inflation risk. Even though investors' 
primary concern may not be inflation, it must be kept in mind when dealing 
with cash flows over time in investment funds or when estimating expected 
returns. The longer cash flows are exposed, the more time inflation must 
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have  an  effect  on  real  investment  returns  and  consumption  income, 
 particularly if inflation is accelerating. 


•  Liquidity  risk: When  assets  cannot  be  liquidated  (turned  into  cash) 
 quickly enough to ride out a particularly volatile market, this form of risk 
 arises.  This  type of risk has  an effect  on a company's, corporations,  or 
 individual's  ability  to  repay  debts  without  incurring  losses.  Small 
 businesses  and  issuers,  in  general,  face  a  higher  liquidity  risk  because 
 they may be unable to meet their debt obligations quickly. 



1.4  The importance of risk management 


Risk management, according to IRM (2002), protects, secures, and adds value to 
 the organization and its stakeholders by assisting the organization in achieving its 
 goals by: 


•  Providing  an  organization  with  a  structure  that  allows  for  potential 
 operation to be consistent and regulated. 


•  A  detailed  and  systematic  understanding  of  market  operation, 
 uncertainty, and project opportunity/threat improves decision making, 
 preparation, and prioritization. 


•  Assisting  the  organization  in  making  more  reliable  and  successful 
 capital and resource allocation decisions. 


•  Reducing uncertainty in the business's non-essential areas. 


•  Defending and enhancing properties and the company's image. 


•  People  and  the  organization's  knowledge  base  are  developed  and 
 supported. 


•  Improving organizational effectiveness. 


Risk management is an essential component of every company's strategic planning. It 
is the mechanism by which organizations identify and resolve the risks associated with 
their operations in order to achieve long-term advantage in each operation and through 



(22)the portfolio of all activities. It must also be a constant and evolving process that runs 
 throughout  the  organization's  plan  and  execution.  It  should  also  resolve  all  threats 
 related  to  the  organization's  past,  current,  and  future  operations  in  a  comprehensive 
 manner. Furthermore, it must be incorporated into the organization's culture through an 
 effective strategy and program driven by senior management. It must translate the plan 
 into tactical and operational goals, delegating responsibility around the organization and 
 making risk management a part of every manager's and employee's job description. This 
 promotes  organizational  efficiency  at  all  levels  by  supporting  transparency,  success 
 assessment,  and  compensation  (IRM,  2002).  Risk  management  is  characterized  as  a 
 process that uses various instruments to protect a company's assets from losses that may 
 occur during the course of its operations (prevention, retention, insurance, etc.) and at 
 the most affordable prices (Habib et al. 2014). Furthermore, risk management refers to 
 the  process  of  planning,  coordinating,  directing,  and  managing  resources  in  order  to 
 achieve specific goals when unexpectedly good or bad events may occur (Head, 2009). 



1.5  Risk management effectiveness 


Defining and evaluating whether an entity's enterprise risk management is successful, 
according to COSO (2004), is a decision based on an examination and assessment of 
whether  the  eight  components  are  present  and  working  properly.  Consequently,  the 
elements can also be used as guidelines for business risk management. There must be 
no material vulnerabilities for the components to be present and working properly, and 
risk must be brought within the entity's risk appetite. When it is decided that enterprise 
risk management is successful in each of the four categories of objectives, the board of 
directors  and  management  have  fair  and  practical  confidence  that  they  recognize  the 
degree  to  which  the  entity's  strategic  and  operational  goals  are  being  met,  that  the 
entity's reporting is accurate, and that all relevant laws and regulations are followed. In 
each body, the eight components will not  work  in  the same way. Small  to  mid-sized 
businesses, for example, can use a less formal and organized approach. Nonetheless, if 
all the elements are present and running correctly, small businesses will have successful 
enterprise risk management (COSO, 2004). As previously mentioned, enterprise risk 
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management is made up of eight interconnected components. These are derived from 
 management's  approach  to  running  an  enterprise  and  must  be  incorporated  into  the 
 management process (COSO, 2004). 


The interrelated elements are expanded upon below: 


1.  Internal Environment: It defines the entity's risk management philosophy, 
 risk appetite, and risk culture. 


2.  Setting the Goals: 


•  Strategic: High-level objectives that are in line with or 
 complement the mission/vision. 


•  Operations: The effectiveness and efficiency with which an 
 entity's operations are carried out. 


•  Financial/non-financial risk is reported both internally and 
 externally. 


•  Compliance: Adherence to all relevant laws and regulations. 


•  Identifying Events: External and internal variables that influence 
 risk. 


3.  Risk Assessment: Incidents that have an effect on the goals. 


4.  Risk avoidance, risk reduction, risk sharing, and risk acceptance are all 
 options for dealing with risk. 


5.  Control Activities: Policies and procedures to ensure proper risk response 
 execution. 


6.  Information and communication: Risk perception and communication. 


7.  Monitoring: Ongoing operations or a different assessment. 



1.6 Classification of risk 


Bernoulli, who suggested calculating risk with the geometric mean and reducing risk by 
 spreading  it  through  a  series  of  separate  events  in  1738,  is  credited  with  one  of  the 
 earliest definitions of risk (Bernoulli, 1954). As a result, the standard definition of risk 
 is based on two variables: the likelihood of occurrence (probability) of the “risky” event, 
 i.e., the number of times the risky event occurs in a given time span, and the magnitude 
 of the event's consequences, i.e., all of the consequences of the event's occurrence. 


Risk,  according  to  Chapman  and  Cooper  (1983),  is  the  probability  of  experiencing 
economic and financial losses, as well as physical material harm, as a result of the action 



(24)taken. However, according to a later description defined by management literature, risk 
 includes both positive and negative effects of an occurrence that can impact a company's 
 strategic, operational, and financial goals (BBA et al., 1999). Risk, on the other hand, 
 was given the shortest description in the ISO 31000 paper, which was published in 2009. 


It was defined as the impact of uncertainty on objectives. Given the scope and severity 
 of the threats that businesses face, scholars have identified two key categories of risks 
 (Mowbray et al., 1979, cited in Antonio & Barbara 2013), namely: 


•  Pure or static risk: This is a risk that only causes harm and has no potential for 
 profit if it occurs. It is always negative, and it is always unexpected since it is 
 decided by chance events. This risk is fully covered by the insurance policy. 


•  Speculative or dynamic risk: This is a risk that can result in losses or 
 opportunities for profit. These are the usual threats faced by entrepreneurs, 
 such as the effects of a loss-making investment. They are usually concerned 
 with the planning and management of the company's various businesses and 
 functions, such as manufacturing, merchandise, marketing, and sales. External 
 factors (economic, environmental, social, political, and technical aspects) and 
 internal factors (infrastructure, human resources, method, and technology used 
 by a company) can also contribute to risky events (COSO, 2004).



1.7  The purpose of risk management 


The key aim of risk management is to recognize potential risks, analyze risks, and assess 
 which  have  the  highest  likelihood  of  occurring,  identify  the  risks  that  will  have  the 
 greatest  effect  on the entity  if they occur, and define  strategies  to  help  minimize and 
 diminish  the  risk's  impact  or  eliminate  the  risks  while  maximizing  the  opportunity 
 (Hong,  2014).  In  addition,  Hong  (2014)  claims  that  risk  management  is  more 
 specifically concerned with the following five areas: 


•  Identifying and reporting potential risks.


•  Risk analysis and prioritization.


•  Make a risk assessment.


•  Keeping track of risk plans and putting safeguards in place.


•  Conduct risk assessments and analyses.


When Reuvid (2009) stated that risk management must be a disciplined and consistent 



(25)T B U  I N  Z L I N ,    F a c u l t y    o f   M a n a g e m e n t   a n d    E c o n o m i c s    P a g e | 25 


process that must include all the areas listed below; he compiled the objectives of the 
 above five areas. 


•  Risk  identification  and  assessment: Identifying  and  assessing  the 
 organization's  significant  risks,  including  the  development  of  risk 
 registers  and  risk  mapping,  as  well  as  quantitative  and  qualitative 
 analysis of the exposures. 


•  Risk mitigation strategies: The creation of risk mitigation strategies is 
 critical  to  managing  risk  concerns,  and  action  plans  must  be 
 implemented in the organization's overall strategic plans to ensure and 
 guarantee effective execution. 


•  Residual risk transfer: The residual risk must be efficiently controlled 
 through a mix of insurance, hedging, and other alternative approaches 
 to ensure the highest available coverage at the lowest possible transfer 
 cost  after  all  risk  mitigation  measures  have  been  assessed  and 
 implemented, as necessary. 


•  Risk reporting: Internally, the company needs to be able to disclose 
 risks precisely to senior management and the board of directors. 


•  Monitoring: This  stage  of  the  process  is  meant  to  ensure  that  risk 
 management strategies and practices are followed to the letter of the 
 law.  According  to  Ernst  and  Young,  "the  efficiency  of  a  successful 
 business's risk management mechanism is a vital characteristic of its 
 success: the better the process, the more assurance there is of stability 
 and future long-term competitive advantage.



1.8  Risk management limitations 


Small to large business owners, administrators, and entrepreneurs, according to Reuvid 
 (2009), must recognize that risk management, like any other management mechanism, 
 has limitations. The following are examples of these flaws and deficiencies: 


•  Risk management cannot make decisions or take resolutions on behalf of the 
company: It will assist the owner in making decisions, but these resolutions 
will be limited by the depth of the risk research and analysis, as well as the 
expertise and risk management skills of those involved in the risk assessment. 



(26)•  Risk  management  does  not  guarantee  or  ensure  complete  freedom  from  all 
 risks: risk management does not aim to eradicate risk, but rather to prioritize 
 the most efficient use of limited resources and time. 


•  Risk  control  cannot  guarantee  that  bad  things  will  not  happen:  It  includes 
 early  warnings  of  potential  issues  as  well  as  an  emphasis  on  techniques  to 
 protect integrity and business continuity. 


•  Risk assessments will not be exhaustive and, as a result, will not be foolproof 
 (GRA  &  NSW,  2005).  Risk  assessments  will  almost  always  recognize  all 
 potential risks; however, they will be constrained by the resources available, 
 such as information, personnel capacity, time, and budget. 



2.  SMALL BUSINESSES (SMEs)  2.1  Definition of SMEs 


Small  and  medium-sized  businesses  (SMEs)  are  widely  recognized  as  an  important 
 sector for national and international economic growth. Small companies that are focused 
 on growth make a significant contribution to economic development and job creation in 
 local  communities  and  national  economies  (Smallbone  and  Wyer,  2000).  Small  and 
 medium-sized businesses (SMEs) contribute significantly to national economies (Poon 
 and Swatman, 1999) and are considered to account for 80% of global economic growth 
 (Jutla  et  al,  2002).  Despite  the  fact  that  the  importance  of  the  SME  sector  and  the 
 informal sector is recognized globally, defining a SME is a difficult task since each state 
 has its own concept. A small business has no widely accepted meaning (Hans, citing 
 Storey, 1994). The capitalization, revenue, and job levels of businesses vary. As a result, 
 definitions that use size measures (e.g., number of workers, turnover, profitability, and 
 net  worth)  when  applied  to  one  sector  may  result  in  all  companies  being  defined  as 
 small, while the same size description applied to another sector may result in a different 
 result. 


SMEs  definitions  can  be  widely  categorized  into  two,  economic  and  statistical 
definitions. A company is considered small according to the economic concept if it 
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meets the following three criteria: 


•  Controls a disproportionately small portion of their business. 


•  Is run by the owners, or part-owners, in a personalized manner rather than 
 through a structured management structure; and 


•  Is self-contained and not a subsidiary of a larger corporation. 


Statistical meaning, on the other hand, is used in three main areas: 


•  Measuring the size of the small business sector and its effect on GDP, jobs, and 
 exports. 


•  Examining how the importance of small businesses to the economy has changed 
 over time; and 


•  In a cross-country study of the economic contribution of small businesses. 



2.2  Entrepreneurship 


The  process  of  creating  or  extracting  value  is  described  as  entrepreneurship. 


Entrepreneurship  is  described  as  "shift"  in  this  definition.  In  general,  involving  risk 
 beyond that which is typically experienced when  starting a company, and which may 
 involve values other than monetary ones. Entrepreneurship has been described as the 
 process of planning, beginning, and operating a new company, which is often initially 
 a  small  business,  or  as  the  ability  and  willingness  to  create,  boost,  coordinate,  and 
 manage a business venture, including any risks, in order to make a profit, according to 
 more detailed definitions. Entrepreneurs are the individuals who start these companies. 


Although  most  concepts  of  entrepreneurship  focus  on  the  process  of  starting  and 
running a company, due to the high risks involved in starting a business, many start-ups 
fail due to a lack of capital, poor business decisions, government policy, an economic 
downturn,  a  lack  of  market  demand,  or  a  combination  of  these  factors.  The  term 
entrepreneur is used in economics to describe an organization that can turn innovations 
or technologies into goods and services. Entrepreneurship, in this context, refers to the 
activities of both  existing and new companies. Entrepreneurship, as a scholarly field, 
accommodates a variety of viewpoints. It has been researched in fields like economics, 



(28)sociology, and industrial history. Some people believe that entrepreneurship is just for 
 entrepreneurs. These researchers want to concentrate on what an entrepreneur does and 
 the  characteristics  that  an  entrepreneur  possesses.  The  functionalistic  approach  to 
 entrepreneurship is what it is called. Others deviate from the individualistic viewpoint 
 by focusing on the entrepreneurial phase and immersing themselves in the interaction 
 of  agency  and  meaning.  This  approach  to  entrepreneurship  is  also  known  as  the 
 processual approach or the contextual turn/approach. 



2.3 Risk management in SMEs 


The importance of small businesses has been emphasized around the world because of 
 their  role  in  job  growth,  creativity,  and  long-term  economic  development.  In  most 
 Organization  for  Economic  Cooperation  and  Development  (OECD)  countries,  small 
 and  medium-sized  enterprises  account  for  60  to  70%  of  employment,  and  they  also 
 account for an excessively large share of new jobs. However, according to the OECD 
 report, many start-ups do not live for more than five years, and far fewer develop into 
 high-growth businesses (AFREC, 2005). Researchers, on the other hand, assume that 
 the  idea  of  risk  management  will  assist  small  business  owners,  administrators,  or 
 entrepreneurs  in  achieving  their  goals  (CPA  Australia  2009  and  Crisp  2015).  “Every 
 company or other venture needs and requires risk management; otherwise, they have a 
 high likelihood of failure,” said Winks (2009), former president of the Institute of Risk 
 Management South Africa (IRMSA). Furthermore, SMEs are more fragile than larger 
 organizations, but they do take a structured approach to this sensitive field on occasion. 


Risk  management emphasizes the fact  that a company's ability to anticipate and plan 
 for change, rather than waiting for it and reacting to it, is critical to its survival. The aim 
 of risk management, it is clear, is not to avoid or discourage taking risks, but to ensure 
 that risks are taken knowingly and with full awareness and understanding. 



2.4 Categories of risk in SMEs 


Many  categories  of  risk  relate  to  small  businesses.  Therefore,  a  careful  distinction 
should  bemade  between  each  specific  area,  and  topic  as  this  will  favor  a  structured 
approach to risk identification. It is sometimes accomplished through a brainstorming 
session or a SWOT analysis. By categorizing threats, company owners would be able 
to more effectively prepare for risk and communicate risk information. They will also 
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be able to pick the required tools and techniques for each group (GRA & NSW, 2005). 


Table 1. Some categories of risk 


Financial  Equipment  Security/Safety  Strategic 


Organizational  Operational  Project  Technology, 


Innovation 


Security  Reputational  Commercial  Stakeholder 


Management 
 Legal & Regulatory 


compliance 


Service Delivery 


Source: GRA & NSW, 2005. 



2.5 Incorporating risk management in SMEs 


The risk management strategy should leave nothing to chance. There is a plenty of risk 
 models,  which  captures  all  significant  risks  and  identifies,  analyses,  prioritizes  and 
 manages  those  risks  (Di  Serio, et  al.,  2011).  As a result, risk management in  a small 
 business  cannot  be  seen  as  a  stand-alone  program,  as  it  is  combined  with  other 
 management  systems  and  strategies  to  ensure  a  company's  success  (GRA  &  NSW, 
 2005). 


The  wheel  of  integration  graphically  depicted  in  terms  of  its  incorporated  parts,  is 
 elaboratedupon below: 


•  Business  planning:  In  any  size  company,  it  is  an  important  management 
 technique.  Risk  management  can  aid  and  assist  a  company  in  efficiently 
 managing  its  vulnerabilities  and  risks  in  order  to  achieve  its  goals,  as  well  as 
 identifying  and  capitalizing  on  opportunities  to  help  the  company  grow  and 
 develop. 


•  Occupational Health and Safety: Employers have a responsibility to their 
 workers' health and safety at work. Risk management ensures that threats 
 and  risks  to  employees'  safety  and  health  are  detected,  documented,  and 
 held to a minimum as far as possible. 


•  Human resources management: Risk assessment can assist the company owner in 
 identifying risks related to human resource management, as well as the necessary 
 treatment methods for managing and monitoring them on a continuous basis. 


•  Compliance: Risk management will help you gain a better understanding of the 
areas of compliance that need to be handled and controlled, such as the 



(30)consequences of a possible violation and what you can do to avoid it. 


•  Financial  management:  Risk  management  aids  in  identifying  where  financial 
 challenges and opportunities occur in order to ensure the quality and effectiveness 
 of financial management in a sector. 


•  Client-customer  relationship  management:  Risk  management  assists  in 
 identifying  and  minimizing  the  deterioration  of  current  client  or  customer 
 relationships. A complaints management system may help with this. 


•  Contract  management:  Suppliers,  customers,  and  subcontractors  all  have 
 contracts. Risk management aids in the efficient management of contracts in order 
 to protect and secure a company and its employees. 


•  Quality  assurance: It  is  a  necessary  component  of  risk  management.  It  is  a 
 continuous  process  that  begins  with  risk  assessment  and  progresses  through 
 monitoring and analysis to a period of continuous improvement. 



2.6  Risk management implementation in SMEs 


The majority of the SMEs that had been studied do not have formal risk management 
 mechanisms in place, according to researchers and academics. Furthermore, identifying 
 the  root  causes  of  risk  determinants  and  their  associated  sources  is  not  practiced  in 
 SMEs, and even when it is, the flow of information continues to bypass  many of the 
 applicable staff in small businesses (Islam and Tedford, 2012). It can clearly define all 
 risks and address all relevant solutions using a formal risk management approach. By 
 incorporating a risk strategy at  the start of the project  and using the same document, 
 approach, and guidelines, Martnez et al. (2012) acknowledged that the risk management 
 process  should  be  followed  in  parallel  with  the  various  project  management  phases. 


Small and medium-sized businesses should be able to use the methodology outlined to 
 help them identify and treat the risks that are relevant to them. 


By  integrating  the  metrics  of  time,  resources,  and  asset  loss,  they  should  be  able  to 
 determine the magnitude of the risks associated with the determinants. 



2.7  Risk management process 


For  a  long  time,  academics,  analysts,  and  industry  experts  have  debated  risk 
management. Risk management is characterized as the systematic application of 
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management policies, procedures, and practices to the tasks of establishing the context, 
 defining, evaluating, assessing, handling, tracking, and communicating, according to a 
 study  by  Southern  Cross  University  (2012).  In  relation  to  other  industry  areas,  there 
 should be as  many dimensions and principles  of  risk management  as  possible. Aside 
 from  financial risk management, David  O. and  Desheng W. discussed  risks from  the 
 viewpoints  of  accounting,  supply  chains,  information  systems,  and  disaster 
 management  in  their  book  (2008,  pp.  3).  There  are  three  key  steps  in  a  typical  risk 
 management approach that follows the guidelines of the International Organization for 
 Standardization (ISO 31000:2009): 


•  Establishing the context: This phase involves defining the entire area of potential 
 threats, assessing the related potential effects, and then preparing or mapping out 
 the entire management strategy. 


•  Identification: After  gaining  an  understanding  of  the  context  of  potential 
 business  risks,  risk  management can go through the process  of identifying the 
 causes of the issues, challenges, or risks. Selecting the appropriate approach for 
 identifying  and  analyzing  risks  would  make  the  planning  and  mitigation 
 measures  go  more  smoothly.  However,  cultural,  organizational,  political,  and 
 other  factors  influence  the  approaches  used.  The  identification  of  control 
 solutions comes after the risk identification. 


•  Assessment: There  are  a  few  sub-steps  in  the  final  step:  Establishing  the  risk 
 rating  index,  as  well  as  the  probability  and  outcome  definitions.  Identifying 
 which  outcomes  would  result  in  a  severe  risk  or  only  a  low-level  risk  would 
 result in an acceptable control process. Developing risk management strategies, 
 as well as defining the level and implications of risks, is prudent and advisable. 


Organizations will extend the risk management process to the step of monitor and post- 
 process assessment for future development and references. Reviewing risks on a regular 
 basis  and  updating  definitions  or  procedures  is  critical  to  risk  management  and  the 
 smooth operation of the company. 



3.  ECONOMIC RISK 



3.1  Definition of economic risk 



(32)The probability that a financial investment would be affected by macroeconomic factors 
 such  as  government  policy,  exchange  rates,  or  political  stability,  most  usually  in  a 
 foreign country, is referred to as economic risk. To put it another way, when funding a 
 project, the possibility that the project's production would not generate enough revenue 
 to cover operating costs and repay debt obligations. Economic risk, on the other hand, 
 is a nebulous concept with many meanings. In a nutshell, economic risk refers to the 
 possibility that a venture will become financially unsustainable as a result of a variety 
 of  factors  ranging  from  changing  economic  patterns  to  fraudulent  activities  that 
 jeopardize a project's success. Before beginning the projects, it is important to consider 
 economic  risk  in  order  to  determine  if  the  costs  are  outweighed  by  the  benefits. 


Economic  risk  can  be  calculated  in  a  number  of  ways  using  a  variety  of  modeling 
 systems. Consider the case of a proposed housing development. The economic risk in 
 this situation is that the development's profits would not cover its expenses, leaving the 
 developer in debt. This can happen as a result of real estate market downturns, a lack of 
 interest in housing, unforeseen cost overruns, and a variety of other factors. One of the 
 reasons why foreign investment carries a higher risk than domestic investing is because 
 of  economic  risk.  Bondholders  and  shareholders  in  general  accept  the  risk  that 
 multinational corporations take. Investors who buy and sell foreign government bonds 
 are  also  at  risk.  Furthermore,  economic  risk  will  provide  investors  with  additional 
 opportunities. Global bonds, for example, enable investors to participate in the foreign 
 exchange markets as well as the interest rate environments of different countries in a 
 roundabout way. Foreign regulatory authorities, on the other hand, have the authority 
 to place various conditions on the sizes, forms, timing, credit rating, bond disclosures, 
 and underwriting of bonds issued in their countries. Economic risk, on the other hand, 
 can  be  mitigated  by  investing  in  foreign  mutual  funds,  which  provide  instantaneous 
 diversification  by  investing  in  a  variety  of  nations,  currencies,  instruments,  and 
 international industries. 



3.2  Economic risk types 


The risk associated with the project's financial and other economic factors is known as 
economic risk. Economic risk assessment is critical in determining the project's overall 
risk. Economic risks have a significant effect on the company's sales and expenditures, 
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as well as its earnings. The following are the major categories of economic risks: Mr. 


Bazil (2013, Mr. Bazil) 


✓  Risk of rising prices for raw materials and energy: The cost of manufactured 
 goods rises as the price of raw materials rises. If a company operates in a 
 competitive  market  where  commodity  prices  cannot  be  increased,  the 
 company's profitability will suffer. 


✓  Risk of minimum wages increasing: Rising labor costs also raises production 
 costs. The government may raise the minimum wage for workers, which could 
 result in an increase in the size of all salaries in the economy. 


✓  Risk of production prices reduction: Even if costs remain constant, a drop 
 in market rates for a company's production results in a drop in profitability. 


✓  Interest  rate  risk  (credit  risk):  The  rising  interest  rates  on  loans  may  have  a 
 substantial negative effect on financial results if a business uses credit capital 
 to project. 


✓  Risk of higher taxes and duties rates: This is referred to as an economic-legal 
 risk.  Profits  are  reduced  when  current  tax  rates  are  raised,  or  new  taxes  are 
 imposed. This group of economic risks also includes the risks of imposing new 
 tariffs on exports and imports. New export or import tariffs may result in the 
 closure of companies that conduct export or import business. 


Other economic risks, such as foreign currency exchange risk, are also very relevant 
 in the import-export market or when receiving foreign currency loans, in light of all 
 of the above. 



3.3  Economic risk factors 


Whether it is unemployment or cyber-security, every country has vulnerabilities in its 
economy that, if exploited, might send it into recession. Regardless of how robust a 
country's economy is, there will always be risk factors that threaten to halt growth and 
even  send  it  into  recession.  Some  of  these  threats,  such  as  the  collapse  of  national 
manufacturing, have been around for decades, while others, such as cyber-attacks, are 
relatively  recent.  These  are  easier  to  anticipate  by  legislation,  infrastructure,  or 
technology, while others can occur unexpectedly, leaving serious and long-lasting 



(34)consequences.  Depending  on  the  state  of  their  industries  and  organizations,  some 
 countries can be hit harder than others by different risks due to the particular nature of 
 their economies. Conversations with policy makers in government, industry, and civil 
 society  are  the  best  way  to  determine  which  risks  are  the  most  serious  and  how  a 
 country  is  planning.  Countries  offer  themselves  the  best  chance  of  bouncing  back 
 when  a  risk  manifests  itself  by  becoming  mindful  of  the  potential  risk  factors.  The 
 following are the key sources of economic risk: (2019, World Finance) 


•  Unemployment  or  underemployment:  The  World  Economic  Forum  has 
 identified unemployment as the biggest risk factor worldwide, naming it as the 
 highest possible cause of economic crisis in 31 countries (WEF). Also, short 
 periods of unemployment can have a significant impact on a person's standard 
 of  living,  particularly  if  they  were  previously  employed  in  a  low-paying  job 
 and have no savings to fall back on. Similarly, several weeks without work can 
 push a family below the poverty line, particularly in African countries where 
 severe  poverty  is  already  a  problem.  High  unemployment  means  that 
 governments in these countries, as well as in more developed European nations, 
 must raise benefit  spending,  placing  additional strain  on the national  budget. 


Long stretches of unemployment will erode skills, making it more difficult for 
 those who have lost their jobs to re-enter the workforce, lowering productivity 
 and the country's ability to recover. 


•  Fiscal crises: They are the most significant economic risk factor in countries 
 where economic development is shaky and vulnerable to a variety of national 
 or  global  fiscal  events.  This  is  definitely  the  case  in  Turkey,  Azerbaijan, 
 Argentina, and Russia, which were identified by the World Economic Forum 
 as  the  11  countries  most  likely  to  face  economic  collapse  as  a  result  of  a 
 financial  crisis.  The  2008  financial  crisis,  for  example,  disrupted  developed 
 countries'  economic  growth,  plunging  millions  into  deep  recessions.  Fiscal 
 crises are difficult to forecast, making it difficult for policymakers to prepare. 


However, reducing the national debt, creating a budget surplus, and stimulating 
business  growth,  productivity,  and  jobs  are  all  good  places  to  start.  When  a 
crisis strikes, policymakers can prevent unsustainable national and personal 
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spending  and  debt  by  planning  at  the  national  level,  which  has  long-term 
 economic consequences and can derail recovery. 


•  Failure  of  national  governance: A  government's  function  includes  ensuring 
 that the current law of the land is followed and introducing steps to improve 
 living standards for all citizens. However, if this burden is not fulfilled, whether 
 due to corruption or unsuccessful policies, the economy and culture are put at 
 risk. According to the World Economic Forum, 11 nations, including Panama, 
 Greece, Ecuador, and Brazil, face the greatest risk of economic collapse due to 
 a lack of national governance. Several of these countries, for example, Brazil 
 and  Ecuador,  in  particular,  have  major  corruption  problems  to  address,  and 
 current  governments  must  try  to  untangle  money  laundering,  bribery,  fraud, 
 and  a  variety  of  other  issues  that  are  deeply  ingrained  in  those  societies. 


Previous governments in countries like Greece have also massively overspent 
 on a national  level, resulting in  a budget  mentality  of devil-may-care, which 
 now poses a significant threat to the economy. Government problems are not 
 solely  the  responsibility  of  politicians;  corporations,  civil  society,  and  the 
 general public all have a role to play. Companies operating in countries with 
 weak  governance  face  higher  costs,  so  it  is  in  their  best  interests  to  follow 
 national  legislation  and  advocate  for  those  that  would  safeguard  their 
 operations.  Similarly,  in  countries  where  enforcement  and  compliance  are 
 lacking, customers are more likely to be defrauded or scammed, and the justice 
 system would groan under the weight of a mountain of fraud cases. 



3.4  Strategic risk 


Strategic  risks  refer  to  the  chances  of  suffering  a  loss  as  a  result  of  a  bad  strategic 
 business  strategy,  judgment,  or  inconsistent  and  awkward  execution  of  the  plan. 


Earnings, capital access, and the company's profitability are all threatened by strategic 
risks. Since strategic plans define an organization's operational direction as well as its 
structure,  vision,  and  goals,  the  lower  the  level  of  strategic  risk,  the  stronger  the 
organization.  As  a  result,  boards  of  directors  are  concentrating  on  how  companies 
define, evaluate, and handle risks. Strategic risk management necessitates a focus on 
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