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Using of risk management at small and medium-sized
companies in the Slovak Republic

Abstract. The aim of the article is to identify whether the risk management is implemented in the practice of small and medium-
sized companies (SMEs) in Slovakia, and whether financial factors are the most important sources of the risk occurrence. We
analysed risk management at small and medium-sized companies in the Slovak Republic in February-March, 2015 on a sample
of 80 firms. The risk management is very important for these companies as its knowledge can help companies to perform their
business successfully. Our important finding from the survey was that 40% of small businesses have a system of risk management.
Hypothesis 1 foreseeing that at least 40% of risks at small and medium-sized enterprises are caused by difficult access to financial
resources can be rejected. Hypothesis 2 assuming that the risk assessment as a way of risk management dominates in more than
50% of small enterprises in Slovakia can be rejected, too. It is concluded that introduction of wider usage of risk management at
SMEs will dicrease business failure and support better management practices.

Keywords: Risk; Risk Management; Small and Medium-sized Companies

JEL Classification: D20; M19

DOI: http://dx.doi.org/10.21003/ea.V156-0016

Acknowledgements. The article is related to projects VEGA 1/0139/16 and KEGA 035PU-4/2016, dealing with competitiveness
of Slovak enterprises and improvement of study materials for Microeconomics.
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BUKnagad, Mi>xxHapogHa wkona meHemxmeHTy ISM CnosaduunHa

YnpaBniHHA pUu3uKkamm Ha Manux i cepegHix nignpuemcreax CrnosBa4yymHu

AHoTauifa. MeTolo cTaTTi € BM3HA4MTK, AKOIO MIPOKO 3aCTOCOBYETbCA YMpPaBAiHHA pU3MKamyM B MPakTuuUi Manux i cepegHix
nignpvemcTs (MCI) y CnoBayunHi, @ TakoX 4u € hiHAHCOBI YMHHWUKM HaNbiNbLl BaXKTUBUMUN IpKEPENAMM BUHUKHEHHA pU3nKy. Mu
npoaHanisysanu ynpasniHHA pusaukamu Ha Manux i cepegHix nianpuemcteax y Cnosaubkin Pecny6niui B nioTomy-6epesHi 2015 poky
Ha Bubipui 3 80 cbipm. B pesynbTati Hamm 6yno BMABMEHO, WO 40% [OCNiAKEHUX Manux nignpueMcTB MatoTb CUCTEMY YrpaBniHHA
puankamu. [inotesa 1 nepeabayana, Wo woHavimeHLue 40% pU3nKiB AnA Manvx i CepeaHix nianpuemcTs 06yMOBNEHi YCKNaaHEeHUM
[ocTynom Ao diHaHcoBMX pecypciB. lNnoTesa 2 nepeabayana, Wwo ouiHKa pyu3uKy AK cnocié ynpasniHHA pu3nkamm AOMiHye Ha 6inbLu
Hi>XX 50% Manux nignpuemcTs y CnosayvumHi. O6uasi rinotesu 6yno cnpoctoBaHo. 3po6ieHO BUCHOBOK NPO Te, WO 6inbLu WMpoke
BMKOPUCTaHHA yrnpaBniHHA pu3nkKamu Ha Manux i cepegHix nignpyvemctaax byae nigTpumyBaTu Kpalli NpakTUKN ynpasniHHA.
Knto4oBi cnoBa: pu3uk; ynpasniHHA puavkamu; Mani Ta cepefHi nignpuemcTaa.
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YnpaBneHue puckamu Ha ManbiX U cpeaHUX npeanpuATUAX Cnosakumn

AHHOTaumA. Llenbio cTaTbn ABNAETCA ONPEAENUTb, HACKOMbKO MPUMEHAETCA yrpaBifiEHWe pUCKaMK B MPaKTUMKe ManbiX U
cpeaHux npeanpuAaTun (MCI) B Cnosakun, a Takxe ABMAOTCA N1 PUHaAHCOBbIE (haKTopbl Hanbonee BaXKHbIMU UCTOYHUKaMU
BO3HUKHOBEHMA pucka. Mbl MpoaHannampoBanu ynpaBfeHne puckamu Ha ManbiX U CpegHux npeanpuATuAx B CnoBaukon
Pecny6bnuvke B chespane-mapte 2015 roaa Ha Bbibopke 13 80 compm. B pesynbTaTe Hamu 661510 BbIABNEHO, 4TO 40% nccrneaoBaHHbIX
ManbIX NPeanpuATUA UMeoT CUCTeMyY yYnpaBneHuA puckamu. MnoTtesa 1 npegycmaTpmsana, 4To MUHUMYM 40% pUCKOB ANA ManbIxX
N CpefHunX npeanpuATuiA 06yCNOBNEHbl OCNIOXHEHHBIM AOCTYNOM K (DMHAHCOBLIM pecypcam. [mnoTesa 2 npegycmatpusana,
4YTO OUEHKa puCKa Kak crnocob ynpaBneHvMA pyuckamu JOMUHUPYET Ha 6onee Yyem 50% manbix npeanpuAtTvun B Cnosakuun. Obe
rmnoTesbl 6binn onposeprHyThl. CaenaH BbIBOA O TOM, Y4TO 60Mee WMPOKOe NCMOoNb3oBaHne ynpasneHnsa puckamm Ha Masnbix 1
CcpenHuX npeanpuATUAX yaeT noanepXusarb fydlume NPakTUKK yrpasBneHus.

KnioyeBble cnoBa: pucCK; ynpasneHne puckamu; manbsie v cpegHue npeanpuAaTua.
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1. Introduction and Brief literature review

Risk

Risk is an integral part of entrepreneurship. The risk is
considered as a state of imperfect knowledge, while there are
a number of possible consequences of decisions, and the
degree of probability of any of the consequences can be to
some extent estimated according to Buganova, Hudakova et
al. (2012) [3].

The literature reports a variety of definitions of risk. There-
fore, the risk can be defined as the uncertainty time’s unde-
sirable consequence according to Simak (2006) [19]. Risk is
commonly associated with uncertainty, as the event may or
may not occur as say Fadun (2013) [6] and Sira & Radvans-
ka (2014) [21] According to the authors Rybarova & Grisako-
va (2010) [16], the risk is qualitative and quantitative expres-
sion of threat, the level and degree of threat, and probability
of its occurrence as a specified phenomenon and its conse-
quences. The risk arises as an uncertainty in the fulfilment of
objectives.

Causes of risk occurrence

Based on environmental factors and individual entities
operating on the market, we may identify according to Simak
(2006) [19] the causes of the risks as the following:

e changes in supply and demand manifested, for example, as
an entry of new producers on the market, purchasing power
of consumers reducing, introduction of new technology in
production, etc.;

¢ changes in the prices of inputs and raw materials;

® changes in the macroeconomic environment, for example, en-
try of foreign capital, changes in tax legislation, currency risks
(see also Frenakova, 2007 [8]);

¢ failure to meet planned targets as a failure to comply with
deadline, a reduction in product quality, increasing input
costs;

¢ changes in the international environment, for example, politi-
cal conflicts, instability;

e occurrence of an emergency, for example, natural disasters,
breakdowns of machinery and equipment (see also Sira,
2011 [20]).

Small and medium-sized enterprises play an important
role in most economies worldwide (Ayyagari et al., 2007 [1]
and Burgstaller & Wagner, 2015 [4]). SMEs are very sensi-
tive to the economic downturn, but on the other hand, they
are much more flexible in order to survive than larger compa-
nies, as they can more quickly adapt to changes in the mar-
ket environment (Frenakova, 2007 [8]). Compared to larger
firms, SMEs are usually seen as having simpler internal or-
ganization, mentioned Lavia Lopez & Hiebl (2014) [14]. Since
they can save money in other ways than larger companies,
they do not often carry out redundancies or dismantling ope-
rations as larger companies do. Disadvantages of SMEs are
mainly connected with law availability of state aid, because
it is intended mostly to substantially much larger businesses
(Euractiv, 2010) [5].

Corporate risk management

The concept of risk management is not so new. The most
commonly applied risk management techniques to single out
are:

e risk reduction through safety, quality control and hazard
education, as, according to R. Pukala (2014), «Insurance
became the one option, how can SME reduce the risk» [15];

e alternative risk financing;

¢ insurance including self-insurance and captive insurance
(Doherty, 2000 In: Gupta, 2011) [10].

Nowadays, risk management becomes an integral part of
strategic management. Risk Management Department has
given priority at the top level of corpotrate management. Risk
managers identify the risks, opportunities, analyze, evaluate
risks and control the course of its management, mention Sza-
bo, Varcholova & Dubovicka (2005) [18].

Risk management may help SMEs managers to identi-
fy significant risks, says Falkner Martin & Hiebl (2015) [7].
Risk management is one of the tools that enable increase
of security by various processes and specific activities. Risk
management represents large complex of problems for busi-

nesses, says Brustbauer (2016) [2]. An important role is

played by prevention which reduces the consequences of

wrong decisions and represents a planned and targeted ac-
tion, set by rules that aim to minimize the possibility of erro-
neous decision.

To achieve effective risk management, the authors Smej-
kal and Rais (2010) [17] describe the basic conditions as pre-
cisely defined strategy of business entity against its main
objectives, including risk strategy, further functioning compre-
hensive process of risk management supported by approp-
riate information system, a sufficient emphasis on risk mana-
gement and those responsible for risk management. An im-
portant condition is also functioning of internal corporate cul-
ture and ability to advance and adapt to new risk challenges.

The risk management according to Krulis (2011) [13] in-
volves:

e identification of risk, risk processes and factors (see also in
Varcholova & Dubovickan 2008 [23]);

e ensuring staff resources;

e use of communication on purposes and the results of the
measures implemented (see also in Gallo & Gonos, 2014) [9];

e constant search for opportunities and improvement of pro-

cesses (see also in Kotulic & Marchevska, 2014 [12]);

focus on the real causes of process failures;

providing information to interested parties about the risk;

planning of preventive and corrective measures;

focusing of prevention on the reliability of the human factor;

focus on prevention of systemic changes;

reduce the incidence and consequences of failures, misfits,

reducing quality defects etc.;

e continuous and comprehensive evaluation of the effective-
ness of risk prevention in terms of the effectiveness of cor-
rective and preventive measures — their overall impact;

e application of the principles of project management and
change management (see also in Heckova & Chapcakova,
2012 [11]);

¢ using the knowledge and experience of the past (see also in
Tej, Zivcak, AliTaha & Sirkova, 2014 [22] and Krulis, 2011 [13]).

2. Purpose and Methodology

The purpose of the article is to identify whether the risk
management is implemented in small and medium-sized com-
panies in Slovakia, and whether financial possibilities are the
most important sources of the risk occurance.

The research was conducted in February and March, 2015
on a sample of 80 SMEs in Slovakia. Companies were opera-
ting in different fields of business, the number of small-sized
enterprises was 40 as well as the number of medium-sized
enterprises. The situation of small and medium enterprises in
Slovakia was investigated via questionnaire survey. The selec-
tion of companies was random. Also, two hypothesis were set
in the beginning of the research.

Hypothesis

Hypothesis 1: We assume that at least 40% of risks at
small and medium-sized enterprises are caused by difficult ac-
cess to finance.

Hypothesis 2: We assume that the risk assessment as a
way of risk management dominates in more than 50% of small
enterprises in Slovakia.

3. Results and Discussion

Hypothesis 1 foreseeing that at least 40% of risks at small
and medium-sized enterprises are caused by difficult access
to finance was rejected. The survey results showed that difficult
access to finance is one of the main reasons of risk situations
in 25% of small businesses and 22.5% of medium enterprises.

Our survey was focused more on the causes of risk situa-
tions in macro-environment. In the case of small enterprises,
45% of respondents inclined to the fact that the most common
causes are changes in supply and demand posed, for example,
by decreased purchasing power, entry of new producers and
the like. 22.5% of respondents presented as the most common
cause the failure of the planned objectives, further 17.5% of res-
pondents reported changes in prices of inputs and raw mate-
rials, 7.5% of respondents told about changes in the macroeco-
nomic environment as well as 7.5% of respondents — about an
occurrence of emergency.
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From the survey we can evaluate the most frequent cau-
ses of risk situations in external environment of medium-sized
enterprises, namely: in 62.5% of the cases changes in supply
and demand were mentioned, in 17.5% of the cases — changes
in prices of inputs and raw materials. 15% of the respondents
felt that the cause was the failure to meet planned targets, and
5% of the respondents marked a change in the macroecono-
mic environment (Table 1).

ECONOMICS AND MANAGEMENT OF ENTERPRISES

With this finding the hypothesis 2 assuming that the risk
assessment as a way of risk management dominates in more
than 50% of small enterprises in Slovakia can be rejected.

Monitoring as a method of risk management at medium-
sized firms is the most commonly used method of risk manage-
ment confirmed by 38.5% of respondents. 30.8% of respon-
dents are inclined to risk assessment, 19.2% reported commu-
nication and 11.5% - a method of determining internal context.

Tab. 1: Occurance of risk situations at SMEs

Source: Own research

An Enterprise fulfills its goals in the environment that in ad-
dition to providing a number of opportunities is also a source
of threats and risks. Although factors of external business en-
vironment have mostly to be respected by the entrepreneurs
as they do not have many options to influence them, they must
protecte themselves. Chances of success in such an environ-
ment, which often varies significantly, have only such entrepre-
neurs who implement some measures to reduce the potential
risk situations in their companys.

In relation to the abovementioned, another important fin-
ding from the survey was that 40% of small businesses have a
system of risk management. 5% of respondents said they are
considering its introduction and up to 55% of small busines-
ses do not use any risk management system in their operation.
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