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Abstract

Resear ch background: The risk management process is a key element iningra business.
Moreover, it is basically one of the basic and miwgiortant internal processes in any company,
regardless of its size. However, due to the extheimgportant role played by small and medium-
sized enterprises in the economy, the problem @pgr management of endogenous and exoge-
nous risks becomes particularly important.

Purpose of the article: The article aims to show the importance of risk agement in the opera-
tions of modern enterprises in the SMEs sector tArdattitudes of entrepreneurs towards key
business risks.

Methods: The research was based on data on 332 enterprisedtfe SMEs sector operating in
Poland. The data was collected using the CSAQ rdaththe period from 12 of November 2019
to 9 of March 2020. The distribution of risk asseest in the studies was analysed using Tau
Kendall statistics, while the risk management ingas created by examining the attitudes of
entrepreneurs towards individual risk factors.
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Findings & Value added: The results of the survey showed that three-quarters of enterprises did
not manage risk in a formalized way and that decision-makers in enterprises often paid too little
attention to the issues related to managing different types of risk. The article should, therefore,
draw the attention of managers to the need to build appropriate procedures to enable effective risk
management that creates opportunities for the safe operation of the enterprise. The added value of
the work is a detailed analysis of the management of individual types of endogenous and exoge-
nous risks, as well as an indication of what features of enterprises affect the effectiveness of
actions taken in the field of controlling these risks. Research is valuable because of the small
amount of studies that links managers' approaches to risk management with actual risk manage-
ment effectiveness.

Introduction

In principle, risk is an inseparable element of the activity of every enter-
prise regardless of the country or industry. Managers knowledge and com-
petences that will allow them to efficiently deal with the risk in the compa-
ny are necessary to be able to conduct business in an undisturbed way. The
risk management process is one of the basic and at the same time one of the
most important internal processes in any enterprise, regardless of its size.
Four basic elements have a decisive impact on the effectiveness of the risk
management process: information, strategy, process organization, and the
managers who manage it (Sottysiak, 2014).

Enterprises belonging to the small and medium-sized enterprise (SMEs)
sector are often perceived as necessary elements in terms of economic
growth and the possibility of creating workplaces, and thus are factors lim-
iting unemployment (Nowakowska-Grunt et al., 2018; Kowo et al., 2019).
In OECD countries, small and medium-sized enterprises are the dominant
form of activity and constitute about 99% of all entities. They are also the
main source of employment, which accounts for around 70% of workplaces
and contribute a lot to value creation, generating 50% to 60% of the value-
added. Moreover, in developing countries, small and medium-sized enter-
prises generate around 33% of GDP (OECD, 2017). It is often pointed out
that due to their size, and sometimes low progress in risk management pro-
cesses, enterprises from the SMEs sector are particularly vulnerable to all
undesirable events, both internal and external ones. Taking into account
their huge role in the economy, it is obvious that properly operating risk
management processes and the efficient functioning of the entire organiza-
tion is not only in the interest of the enterprise owners but also in the inter-
est of society as a whole. Therefore, enterprises from the SMEs sector need
to learn how to properly manage risk to reduce their impact on the function-
ing of the organization.
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If one wants to manage an enterprise successfully, the conditions under
which the business is conducted cannot be ignored (Meluzin et al., 2018;
Skalicka et al., 2019; Chlodnicka & Zimon, 2020; Balcerzak, 2020;
Sanchez-Roger et al., 2020). Having information about uncertain and
changing surroundings can have a positive impact on the effectiveness of
decisions. The issue is increasingly becoming the subject of research and
considerations carried out by academics who, in the conclusions formulat-
ed, indicate the possibilities of comprehensive security of business interests
by minimizing the possibility of risk occurrence, and in the event of its
occurrence limiting the effects of its implementation (Dankiewicz, 2018;
Domanska-Szaruga, 2020). Anticipating future operating conditions poses
many difficulties regarding the identification of possible types of risk and
their potential consequences (Rogalska, 2018; Chehabeddine &
Tvaronaviciené, 2020). However, the possibilities in this regard are limited,
because the enterprise is influenced by both external and internal forces,
which are often beyond its control. Admittedly, entities strive to limit the
negative impact of these interactions by developing the capacity for self-
organization. The ability to deal with this phenomenon requires the collec-
tion and processing of a lot of information, as well as their proper analysis
and assessment. In every enterprise, there are a lot of types of risks that
affect its proper functioning to varying degrees. A detailed analysis of the
sources and structure of risk allows determining the most serious threats
associated with various types of risk and taking effective preventive
measures, or at least minimizing the impact of risk on the company finan-
cial result. The success of a company depends on the selection of methods
and tools to estimate and limit risk.

Modern risk management concepts are based on several basic assump-
tions. First of all: individual risk types are not considered, but the risk port-
folio perceived in the context of the company strategy. The risk portfolio is
not a simple sum of its types, as it is assumed that there are specific rela-
tionships between individual types of risk. Secondly, enterprise risk man-
agement requires a holistic approach. All types of risk are analyzed togeth-
er, taking into account the diversification effect. Thirdly, quantitative
methods are necessary for adequate risk measurement. Fourthly: the risk
management process in the organization should be implemented by em-
ployees at all levels. It requires the absolute commitment of management
because it is a part of strategic management. Next: many basic types of risk
are the result of business activities, concern goodwill, and profit, which in
consequence means that this risk cannot be sufficiently secured (Bednar-
czyk, 2017).
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The article aims to show the importance of risk agment in the op-
erations of modern enterprises in the SMEs seatéoland and the atti-
tudes of entrepreneurs towards key business tis&agh:

— identification of risk areas and creation of a arehy of key business
risks in the sector under examination, relatingdth problems that may
arise in the external and internal environment;

- identification of exogenous and endogenous busirngls$actors;

— examination of entrepreneurs' opinions on posdible threats and is-
sues regarding the approach to risk, in partictler ways of its identi-
fication and assessment as well as managemene ad¢ntified type of
risk.

In order to achieve the above-mentioned aims, dlewing research
hypotheses were formulated and then tested:

H1: The most important business risks accompanying the activities of small
and medium-sized enterprises are personal and legal risks.

H2: The bigger the company is, the better and more complete the risk man-
agement process is. There is a statistically significant correlation between
these variables.

H3: Some small and mediumsized enterprises do not manage risk in
a formal way, even though they sometimes have appropriate procedures.

Empirical research was conducted with the use qdiestionnaire com-
pleted by decision-makers of 332 Polish enterpiigdsnging to the SMEs
sector. The data was collected between NovembePd®® and March 9,
2020, so this was the period before the COVID-18deanic. The analysis
of the obtained data was carried out with the dsEao Kendall statistics,
and in order to examine the attitudes of entrepnentowards risk factors,
an appropriate risk management indicator was coctstd.

The structure of this article is organized as folo Section 1 briefly
presents the essence and importance of enterfniseshe SMESs sector in
the economy, as well as the role of risk managenmenbntemporary en-
terprises. Section 2 reviews the literature andides primarily on the most
important risk factors in the operations of smaitlanedium-sized enter-
prises and the impact of appropriate risk managéemmernhe operations of
companies and their development. Section 3 descthEe survey method-
ology, a sampling process and the statistical nisthesed in the study.
Section 4 presents the most important results oédain the course of the
conducted research; while Section 5 compares ttanell results with the
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findings of other authors. The conclusions pregsieatreal implications for
practice, the limitations of the study, and thediion of the authors' future
research.

Literaturereview

Numerous studies show that small and medium-sizedrgrises have
a huge impact on the development of the nationah@my. Juznik Rotagt
al. (2019) undertook to investigate whether employniergnterprises be-
longing to the SMEs group affected total employniarthe European Un-
ion. Based on data from 2005-2016, the authors stiavat there was
a significant relationship between employment ia 8MEs sector, espe-
cially in service companies, and overall employmanthe economy. The
results are very solid, despite the fact that mitidicated years EU coun-
tries experienced an economic crisis. This showsirtiportance of enter-
prises from the SME sector for economic growth. Doghe extremely
high importance of small and medium-sized enteegri;n the economy,
issues related to risk management in this typentdrprises are even more
important (Kotet al., 2018; Pisar & Bilkova, 2019; Lewandowska & Stopa
2019).

The risk management process is a key element afirgra business and
one of the basic and most important internal preegsn any company,
regardless of its size. The literature indicated the essence and purpose
of appropriate risk management is to reduce thepagential and limit the
impact of possible losses on the company (Bapb., 2012). The risk man-
agement process consists of many stages, but tinepmases include iden-
tification, risk assessment, risk management, &@ednhonitoring and re-
view phase of procedures (Ferreira de Araudjo Létral., 2020). Enterpris-
es operating in the modern economic environmeneaposed to risks of
various origins, and from the point of view of effiee risk management, it
is necessary for decision-makers to be able tdifgiendividual risks that
threaten them. Thanks to this, it will be posstbléake appropriate steps to
minimize the effects of these risks.

The studies available in the literature show timéteppreneurs differently
identify the key types of risk for their busine§®search by Belagt al.
(2014) on a group of small and medium-sized enigprfrom the Czech
Republic and Slovakia, show that decision makerssicer market risk
(understood as the lack of contracts), financisk (imeaning difficult ac-
cess to financing), operational, personal and leigilas key risk factors,
respectivelysSimilarsconclusions;come from theeaesh by Hudakova and
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Dvorsky (2018), which found that Slovak entrepreneurs indicate market,
financial and economic risk as the most crucial risks for their business. On
the other hand, research by Huddkova and Masar (2018) shows that in the
Czech Republic and Poland, the third place in the ranking of key risks is
personal, not economic, as in the case of Slovakia. In Hungary, on the other
hand, personal risk is on the second position and financial risk on the third.
Thus, the analysis of the literature shows that enterprises differently identi-
fy their key risks and that endogenous and exogenous risks have different
meanings. In some countries, internal risks pose a greater threat to the en-
terprise, in others the opposite is true. This shows how complex and im-
portant for the overall risk management process is the proper identification
of risks present in the economic environment.

Risk management issues in the SMEs sector have been studied for
a long time. One of the reasons for this is, undoubtedly, the sensitivity of
this type of enterprise to changes in the business environment. The research
conducted by Hudakova et al. (2018) shows that among enterprises in the
SMEs sector in the Slovak Republic, market, financial, economic and per-
sonal risks are the main ones that affect negatively the business environ-
ment of small and medium-sized enterprises. The authors also indicate that
to improve the level of risk management, it is necessary to increase theoret-
ical knowledge about it among entrepreneurs, as well as to familiarize them
with methods and tools that can be used in risk management processes.

The research on SMEs management practices in risk management
shows that many factors influence risk management methods. One of these
factors may be the gender of the owners or managers. The research results
on this topic are not homogeneous, but some of them indicate that the level
of knowledge about key risk factors does not differ significantly due to
gender or education (Belds et al., 2015b), while others show that women
show greater sensitivity to operational risk (Gorzen-Mitka, 2015). Howev-
er, it is pointed out that the managers' lack of skills to understand, identify
and predict business risk, and thus also the lack of adequate knowledge in
the use of risk management tools and an ability to create a long-term risk
management strategy are one of the key factors that impede the develop-
ment of enterprises (Belinskaja & Velickiene, 2015). The research on com-
panies in South Africa showed that companies were often unaware of what
elements make risk management effective. Although owners usually under-
stand what risk management is, problems arise at the stage of being able to
use risk management processes to bring benefits to business development
(Sifumba et al., 2017). Risk management and sustainable development are
areas that are closely related. It is pointed out that the SMEs sector ap-
proachr torrisk-management alsordepends on its approach to sustainable
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development (Olédh et al., 2019). Such correlation can be observed on the
example of the Czech Republic, where the company's approach to risk
management is closely linked to the responsibility of managers towards
owners and stakeholders (MikuSovd, 2017). Therefore, increasing the
awareness and knowledge of entrepreneurs is crucial to improving the ef-
fectiveness of risk management processes, and sustainable entrepreneurship
gives a chance to stand out among the competition.

It turns out that the level of knowledge of business owners about the
risks surrounding them is often insufficient. The differences occurring in
the scope of risk perception between enterprises depending on their size are
pointed out. The studies by Belds et al. (2015a) proved that financial risk
did indeed significantly affect the business environment of enterprises, but
only a few companies can skilfully manage this type of market. Although
the knowledge of SMEs owners regarding financial risk is greater than that
of micro-enterprise owners, in both cases this level is insufficient. Later
research showed that the greatest impact on the intensity of financial risk
among the Czech enterprises in the SMEs sector was caused by factors
such as proper risk management by entrepreneurs and sufficient financial
coverage of enterprises using external sources of financing (Belds et al.,
2018a; Belas et al., 2018b; Meyer & Meyer, 2020).

It is also worth emphasizing that a properly organized and effective risk
management process in an enterprise, apart from limiting the impact of the
negative effects of risk, may bring the company some benefits. The litera-
ture also notes the relationship between risk management and company
performance. The research conducted by Mohammed and Knapkova (2016)
shows that there is a positive and significant correlation between risk man-
agement and financial results. Therefore, the authors point out that enter-
prises should perceive risk management not only from the perspective of
defence, but also as a key success factor to ensure stable earnings and im-
proves the overall condition of the enterprise. Effective risk management
has a direct impact on the results of enterprises. Similar conclusions can be
drawn from the studies by Muslih (2018), who, researching companies
listed on the Indonesian stock exchange, proved that proper risk manage-
ment in an enterprise brought wide benefits in the form of an increase in
enterprise efficiency. It was also pointed out that appropriate risk manage-
ment practices in addition to the significant impact on the company's finan-
cial results were an important factor affecting competitive advantage, espe-
cially among small and medium-sized enterprises (Yang et al., 2018).
Moreover, proper risk management also had a positive impact on such as-
pects of business operations as the quality of decisions under the influence
of miskrandrgreatersresponsibility;zwhich in turn, in addition to an overall
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increase in efficiency, translated into a greater ability to achieve strategic
goals (Gates et al., 2012). In turn, Fraser and Simkins (2016) emphasize
that enterprise risk management primarily provides important information
that can help make decisions, and thus contribute to solving problems and
dilemmas of managers.

Extensive research on risk and risk management in small and medium-
sized enterprises emphasizes the importance of this topic not only for the
enterprises themselves, but also for the entire economy, in which it is in the
interest of such enterprises to be able to safely conduct their activities.

Research methodology

The survey was conducted among Polish companies belonging to the SMEs
sector. Before proceeding to the appropriate stage of the survey, a database
of enterprises was created based on the data of the Central Statistical Office
in Poland. The created database consisted of 6640 entities from the sector
of small and medium-sized enterprises and covered all sectors, was repre-
sentative for the whole economy.

The actual part of the study was carried out by the Computerized Self-
Administered Questionnaire (CSAQ) method using Google Forms.! The
surveys were sent to the companies from the database, and the incoming
data were collected in the period from 12 of November 2019 to 9 of March
2020, in the period before the outbreak of the COVID-19 pandemic. The
questionnaires were sent to the companies from the database by Flotex
Polska as part of its call center activities, which made it possible to reach
the widest possible spectrum of recipients. The questionnaire was ad-
dressed mainly to decision-makers in enterprises.

In order to reduce errors due to possible distortion of results, it was as-
sumed that entities belonging to the group of large companies had a differ-
ent, more mature approach to the identification and management of indi-
vidual risk areas. This is due to access to a range of tailor-made services
offered by third parties, which are practically unavailable to other market
participants in this format (e.g. interruption insurance or trade credit insur-
ance). Therefore, a group of respondents classified as large companies was
excluded from the survey and focused only on the SME:s sector.

The survey covered entities based in Poland, operating in various sec-
tors of the economy. The sample itself had random characteristics, although
due to the structure of the SMESs sector in Poland (micro enterprises consti-

! The form was available: https://forms.gle/2mxJ1pCeGGiG34wz9.
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tute a vast majority, over 83% of the sample), one layer had to be distin-
guished: enterprise size in order to control the number of small and medium
enterprises in the sample. Therefore, the research was conducted on a strati-
fied sample. Finally, 332 companies were covered by the study, which
gives 5.4% of maximum error (at confidence level 0.95 and 0.5 fractions).

The companies that ultimately took part in the survey accounted for 5%
of the base created and represented all sectors of the economy. Selected
enterprises were grouped according to the sector classification in force in
Poland. However, the largest number of enterprises were from the industri-
al processing sector (29.2%), wholesale and retail trade; repair of motor
vehicles, including motorcycles (25.8%) and construction (14.7%). Other
industries had much smaller shares in the analysed sample.

The data obtained in the course of the research procedure were used to
analyse the risk distribution assessment. In this analysis, Kendall's Tau
statistics were used as a measure of the monotonic dependence of random
variables using the tau-b estimator measure.

Next, the attitudes towards individual risk factors were examined, it was
proposed to create a cumulative indicator containing a cumulative assess-
ment of the ability to identify and manage these risks, as a result of which
we will obtain the so-called risk management index. The analysis focused
on those entrepreneurs who declared to perform specific activities. The
following scale was used to create the indicator: 1 — for enterprises that
manage at least one type of risk, 2 — at least two, and 3 — which are
aware and manage all the presented risks. As a result, at the stage of inter-
pretation of results, a score of 0 is given to respondents who do not manage
any of the three presented types of risk. The indicator was calculated as an
appropriate combination (sum or difference) of managing individual risk
types described in the work in accordance with the proposed formula (see
Table 1).

Results
Hierarchy of types of risk experienced by entrepreneurs

The progress of civilization and economic activity cause that new and spe-
cific threats are constantly appearing. High dynamics of changes can be
observed in recent years and even months when threats to cybersecurity or
health due to the invasion of COVID-19 coronavirus appear with increasing
intensity while having the significant impact on local and global econo-
miess Therapproachstorrisksmanagement is also changing, which is increas-
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ingly based on early warning systems, which enable the threat to be identi-
fied and appropriate remediation processes to be initiated at the right mo-
ments, thus allowing an improvement of the situation as soon as possible.
The effectiveness of the actions largely depends on the factors affecting the
risk and sources of their origin (Kaigorodova et al., 2018). The research
allowed an identification of a catalogue of key types of risk related to both
problems that may appear in the internal and external environment of the
entities (see Figure 1).

The most important risk experienced by the respondents is the personnel
risk, which on the one hand is related to the lack of qualified staff, and, on
the other, to the negative impact of the human factor in the company. Rep-
resentatives of medium-sized enterprises (68% of such enterprises) more
often indicated personnel risk. This type of risk is particularly acute for
construction companies, as 81% of representatives of this area of activity
indicated this category. Personnel risk is the least severe for the trade sector
(retail and wholesale). The entrepreneurs' responses correspond to the situa-
tion in the Polish labour market. Employment in the construction industry
in Poland is constantly growing, however, the number of investments car-
ried out means that employers are still looking for employees with appro-
priate competences. The situation is aggravated by the economic migration
of specialists from this industry.

The second type of risk felt by entrepreneurs is the legal risk related to
the negative impact of regulations on business operations. Ministerial trans-
fers indicate permanent facilities that are addressed to entrepreneurs
(https://www.biznes.gov.pl/pl; PARP, 2019), however, the audit of legal
acts carried out by Grant Thornton (https://barometrprawa.pl/). Representa-
tives of companies that have been in the market for more than 3 years more
often feel legal risk. 53.6% of these companies indicated legal risk, while
among companies operating in the market for three years, this risk was
noticed by 41.5%.

Less than half of the companies participating in the survey indicated ex-
isting market risk resulting from insufficient sales of goods and services.
This type of risk is more often felt by micro-enterprises (50%), companies
dealingwith trade (both retail — 62% and wholesale — 55.6%), and com-
panies that have been operating in the market for over 10 years (51.9%).
This may be the result of increased competitiveness in the Polish market
(EY, 2017). Market risk is less perceptible by medium-sized enterprises
(44%) and the service industry (43.2%).

Financial risk is assessed at a similar level as market risk. 46.4% of re-
spondents indicated fear of falling financial results due to external and in-
ternal-factorss Thethreat-of financial risk was more often indicated by rep-
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resentatives of medium-sized enterprises (52%), engaged in retail trade
(57.1%), which have been operating in the market for less than 5 years
(58.2%). This type of risk is less experienced by micro-enterprises (42.7%),
companies offering services (44.2%), operating in the market for over 5
years (42.7%). Financial risk is associated with personnel risk (the need to
employ a sufficient number of people) and market risk (the level of sales of
goods and services). What counts here is the "experience" in the market.

Entrepreneurs assigned much less attention to strategic risk resulting
from the company's unclear future orientation. Entrepreneurs involved in
trade (29.4%) and above all companies that have been operating in the
market shorter than for 3 years (39%) indicated this type of risk slightly
more often. Representatives of the services sector (23.3%) and construction
(23.8%) and companies operating in the market for over 10 years (21%)
less frequently indicate strategic risk. The decisive element in perceiving
strategic risk seems to be the market presence. "Older" companies often
have a better-refined mission and vision of their brand/activity.

The type of risk most frequently indicated by entrepreneurs was opera-
tional risk related to insufficient use of production capacity and low quality
of production. Representatives of companies dealing with production
(15.7%) and construction (14.3%) mainly indicated operational risk. This
risk only slightly affects the trade by 5.9%.

Therefore, the obtained results confirm the H1 hypothesis, which puts
personal and legal risk at the forefront of key risks among enterprises from
the SMEs sector. Undoubtedly, these risks have the significant impact on
the operations of enterprises, because both human errors and changes in the
legal environment may pose serious threats to their stable functioning.

In the survey, business risks were examined in terms of their prioritiza-
tion, i.e. the importance of risks in the perception of respondents. On the
other hand, endogenous and exogenous risk factors were used to clarify
whether the respondents manage these factors in their enterprises. Selected
risk factors are discussed in detail later in the article due to the area of the
author's research interests.

Exogenous business risk factors

Only four of the companies declared that they are "export-only" busi-
nesses. Another 85 companies (25.6% of respondents) focus on their activi-
ties on both the domestic and foreign markets. So, just over a quarter of the
companies deal with export. Another 23 companies (6.9%) declared that
exports were in their strategic plans (but they are still operating in the do-
mesticmmarket)s Thissmeanssthat=for the vast majority of the enterprises
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from the SMEs sector, the domestic market (73%) is the one for the opera-
tion.

Representatives of export-related companies were asked to assess their
capabilities in identifying and managing the risk associated with the pres-
ence in foreign markets. Only 12.4% of exporters declared that they were
unable to identify, assess, and manage such risk. 31.5% did not have an
opinion in this respect, and the others said that they were dealing with ex-
port risk management. Thus, one-third could not assess their skills in this
area, but — importantly — 56.1% of the companies (at least in their as-
sessment) deal with export risk. Variables such as the size of the enterprise,
years of operation or the economic sector represented do not affect declara-
tions as to the skills and capabilities of export risk management, even
though it can be presumed that experience should play an important role in
this field.

In the analysis of the distribution of answers to the question about mar-
ket risk, it should be emphasized once again that the study was carried out
before the true scale of the economic crisis associated with the COVID-19
pandemic was revealed, in the second half of March 2020 in Poland. 15.6%
of SMEs sector representatives said that market risk (resulting in a lack of
sales for the company) was considered "inappropriate" (which could be
considered as "too high"). Another 40.1% did not have a clearly defined
opinion in this respect (which may suggest the scale of uncertainty in
emerging increasingly pessimistic crisis scenarios), but as many as 44.3%
declared that this risk is adequate (the summary result for the answer "defi-
nitely yes" and "rather yes") (see Table 2).

It is not difficult to guess that in the case of market risk assessment, the
size of the enterprise is of key importance, and micro-entrepreneurs feel
least confident, and probably representatives of medium-sized entities
(Kendall's tau-c = -166 for i = .012). Interestingly, the years of operation of
a given enterprise or business sector do not matter and do not differentiate
respondents in a statistically significant way.

The third type of exogenous risk for enterprises is financial risk. For
70.8% of the companies, financial risk is part of their daily activities. The
opposite view is taken by 10.8% of respondents. However, 64.2% of re-
spondents declare that they can properly manage this risk in their own
company. Also, in this case, an attempt was made to check whether varia-
bles such as the size of the enterprise, the duration of the enterprise, or the
represented sector are statistically significant in the distribution of these
responses. It turns out that a statistically significant correlation only takes
place in the case of a pair of variables: enterprise size and assessment of
financialyriskemanagementsskillss(Kendall's tau-c = -.123 for i = .005),
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which means that again micro-entrepreneurs feel less confident in financial
risk than representatives of medium-sized companies and indicates that the
hypothesis H2 is true (see Table 3).

At the end of the analysis of attitudes towards individual types of exog-
enous risks, it was proposed to create a collective indicator, including
a cumulative assessment of the possibilities to identify and manage these
risks. With one caveat — as a small part of the companies is related to ex-
ports, the export risk was omitted, and the developed index covered only
market and financial risk. Going a step further, it is worth dividing the re-
spondents into two categories. The first category is those who considered
that they are coping well with a given risk (they chose the answers "defi-
nitely yes" and "rather yes"). The latter are the others (the scale of the an-
swer "l have no opinion" indicates a great sense of uncertainty, so in the
context of the content of questions about risk, it is worth simply connecting
these respondents with those who explicitly stated that they cannot cope
with these risks).

In this way, an exogenous risk management index (summary index for
two questions about market risk and financial risk) was created (see Ta-
ble 4).

The results clearly show that only one-third of the companies deal with
two types of external risks for the enterprise, at least in the declarative
sphere. Again, it was checked whether the size, duration of the activity, and
sector of the economy could have statistical significance for the formulated
answers. Again, the correlation is statistically significant for the size of the
enterprise (Kendall's tau-b = .179, for i = .000). In other words, the larger
the SMEs enterprise, the more complete the management of exogenous
(market and financial) risks.

Endogenous business risk factors

Strategic risk results primarily from the lack or defective implementa-
tion of the strategy adopted by accompany. This results in unfavourable or
incorrect decisions that do not correspond to changes taking place in the
external environment. The condition for the success of activities is a con-
tinuous interaction with the environment, which in certain cases even en-
forces specific actions constituting a departure from the assumed plan while
conditioning the success of the project. Entrepreneurs more and more often
consciously accept such a state that the results of the survey also confirmed
their attitudes. It should be noted that 60.5% of the entrepreneurs agreed
with the statement (20% strongly agreed) that proper strategic management
improvedsthescompany'sscompetitive ability and stability in the domestic
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and foreign markets. 12.6% of respondents raised objections in this respect,
while opinions on this subject could not be expressed more often than every
fourth respondent (26.8%) (see Table 5). An important role in the assess-
ment of the importance of strategic management in a company is played by
its size. The positive significance of proper strategic management was more
often reported by medium-sized enterprises than by micro and small ones
(Kendall's tau-c = -.095 for i = .022). The opinions on strategic risk man-
agement are not statistically significantly affected by the company's sen-
iority in the market or the industry it represents. Since 60% of entrepre-
neurs appreciate the role of "proper" strategic management, and only every
fourth (24.7%) indicated that strategic risk was important to them, it could
be assumed that the majority of procedures were implemented to manage
this type of risk. Here, however, there is dissonance in the respondents'
declarations. 44.6% of respondents confirmed that the company regularly
monitored, assessed, and managed strategic risk. The lack of activities in
this area was indicated more often than every fifth respondent (22%), and
every third (33.4%) was unable to determine their opinion.

As in the question about the importance of strategic management, also
in the question about taking action in this area, the size of the enterprise is
of key importance. Regular activities regarding monitoring, assessment,
and management of strategic risk are undertaken more often in medium-
sized enterprises than in micro and small ones (Kendall's tau-c = -.117 for
i =.000). Interestingly, there are no differences in activities related to stra-
tegic risk between companies that they consider to be significant and those
for which it is not significant. As a result, it can be concluded that com-
pared to other types of risk, entrepreneurs downplay the strategic risk. This
results in the fact that it is located almost at the very bottom of the hierar-
chy of the perceived risk, and entrepreneurs, although often appreciate the
positive importance of proper management of this type of risk, are less
likely to take regular actions to manage it.

Similarly, as in the case of the market and financial risk, a cumulative
indicator was created covering the cumulative assessment of opinions on
the role of strategic risk management and actions undertaken in this respect
by entrepreneurs. In this way, an index of endogenous risk management,
which is a strategic risk, was created.

The resulting index allows one to "group" entrepreneurs into those who
have:

— consistent beliefs about strategic risk: (a) appreciate its importance and
regularly manage it (38.9% of entrepreneurs); (b) do not see the im-
portance of managing this risk and do not take any action in this respect
(8.7%); (c) cannot assess strategic risk (15.7%);
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— divergent beliefs about strategic risk: (d) appreciate its importance, but
do not take the "right" action (6%); (e) conduct regular activities but do
not see their significance for the company (1.8%).

The value of the endogenous risk management index is influenced by
the size of the enterprise (Kendall's tau-c = -177 for i = .000). According to
declarations, 57.3% of medium-sized enterprises appreciate and apply stra-
tegic risk management, while in the group of micro-enterprises only 30.9%
of companies present such an attitude. The lack of activities in the field of
strategic management and the lack of its effects was reported by only 4% of
medium-sized enterprises and 11.8% of micro-enterprises. The lack of
opinion on strategic risk is characteristic of 30% of small companies.

Market and financial risk analyses indicate that the larger the SMEs, the
more complete the endogenous risk management is.

Opinions of entrepreneurs on possible threats in the near future

The respondents were asked to identify 3 most significant threats to the
represented enterprises in the next 5 years. The answers do not add up to
100% because it was a multiple-choice question. The outcomes are present-
ed in Table 6, where they are ranked from the most to the least frequently
indicated.

The threats indicated by entrepreneurs are dominated by those related to
market risk (which means a decrease in sales for the enterprise). Here,
however, a very interesting relationship is revealed — companies that (ac-
cording to their declarations) do not control exogenous risks, consider leg-
islative changes as the most important challenge (56.6% of responses),
while those that manage these types of risk see the biggest problem in the
slowdown economic growth (59.5% of responses). Exogenous risk man-
agement correlates with the size of the enterprise. It turns out that risk man-
agement is an awareness issue, even affecting the identification of basic
threats, which is somewhat an obvious conclusion, but also showing the
potential scale of educational challenges in this area.

Methods for risk identification and an assessment in enterprises

Efficient identification of existing risk types together with an objective
assessment is one of the key skills that decision-makers responsible for
company development should possess. To verify the answers obtained in
the study, the authors developed the so-called aggregate enterprise risk
management indicator, using the answers to the following questions: Our
company regularly monitors; assesses and manages strategic risk, I assess
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market risk (resulting in no sales for my company) and I can manage finan-
cial risk in my (our) company. These three questions were originally on
a five-point ordinal scale from 1 — "definitely yes" to 5 — "definitely not",
where 3 meant "I have no opinion". Therefore, the recording was first made
by combining "yes" answers under code 1, and the remaining ones were
assigned to the code 0. This means that the analysis focused on those entre-
preneurs who declared performing specific activities. As a result, at the
stage of interpretation of the results, the result O is given to respondents
who do not manage any of the three types of risk presented. For example,
financial, market, and strategic, 1 — those who manage at least one of
them, 2 — at least two, and 3 — those who are aware and manage all the
risks presented. On this basis, the distribution of the obtained responses in
terms of the development of the cumulative index was analysed (see Table
7).

The interpretation of results allows for stating that as many as one-fifth
of the enterprises do not manage any of the three identified types of risk.
A similar result is a sufficient awareness to manage all three; at least in the
sphere of declarations. The real problem is an approach to risk, and in par-
ticular, how the respondents identified and assessed it. The analysis of the
responses may come as a surprise, since as many as 13% of respondents
declare that they do not deal with such issues, and as many as 59.6% do it
at most intuitively and spontaneously during other processes. This means
that de facto three-thirds of the entrepreneurs do not formally manage indi-
vidual types of risk, which indicates that hypothesis H3 is true. In order to
obtain the full picture of the situation, a comparison of risk management
attitudes with the risk management index was done (see Table 8).

Discussion

The conducted research proved that enterprises belonging to the small and
medium-sized sector were often not very good at managing certain types of
risk. The results show that the vast majority of entrepreneurs identify and
assess risk in their company spontaneously and do not manage risk in
a formal way. These results are in line with most of the available studies.
The lack of adequate refinement of risk management procedures in, among
others, Polish enterprises was also indicated in the research by Havierniko-
va et al. (2019), where the reason for this state of affairs was given, among
others, in the inappropriate attitude of managers to risk, as well as their lack
of knowledge and experience in risk management. These results are also
consistentswithsthesstudiessbysCrovini et al. (2020), where it was indicated
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that the risk management process was not always formalized, but an uncon-
scious, intuitive risk analysis was always performed. In turn, studies by
Britzelmaier et al. (2015) carried out on German companies proved that
risk management was most often used by large entities, therefore the use of
this process in small and medium-sized enterprises played a minor role.

On the other hand, when examining the opinions of entrepreneurs about
the key business risks, it was noticed that among the surveyed entities, the
most significant perceived risk was personal risk, followed by legal risk,
while the answers obtained indicated operational risk the least frequently,
which is consistent, inter alia, with the results of the Haviernikova and
Kordos research (2019). Partially consistent conclusions can be drawn from
the studies by Bel4s ef al. (2014) carried out on a group of small and medi-
um-sized enterprises from the Czech Republic and Slovakia, where basical-
ly the same risks were indicated, but their hierarchy was different. On the
other hand, the research conducted by Huddkova and Dvorsky (2018) on
the group of small and medium-sized enterprises from Slovakia shows that
entrepreneurs are most concerned about financial, market and economic
risks, and in our research these risks were not indicated as key. A possible
explanation for the observed differences in results may be that enterprises
operate in a slightly different economic environment, and therefore their
perceptions of key risks may be different. Moreover, a lot also depends on
the individual attitudes of the managers whose answers were the subject of
the research.

The research also showed that when entrepreneurs identified the most
important threats to their companies, they most often indicated such fears
as economic slowdown, legislative changes and increased competition.
Therefore, these are mainly threats related to the market risk (the risk of
a decrease in sales for the company). These results are consistent with the
results of Gorzen-Mitka (2012) and Huddkova and Masér (2018), who indi-
cated market risks as the main sources of threats in all European Union
countries. The obtained results are also partly consistent with the results of
Olah ef al. (2019), who, while researching the countries of the Visegrad
Group, indicated that the risk of insufficient profit wasthe greatest threat to
enterprises.

By analysing individual risk factors, our research showed that when en-
trepreneurs assessed market and financial risk, the key factor was the size
of the company, not the age of the company or the sector. Only between
these variables there was a statistically significant relationship. The results
obtained differ from the results of studies conducted, for example, by Vir-
glerovi et al. (2016), where it was indicated that, in addition to the size of
thesenterpriseyriskemanagement:was also influenced by the factors such as
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the age of the entrepreneur and the company. On the other hand, research
by Brustbauer (2016) showed that the risk management process was also
influenced by variables such as the sector or ownership structure. The de-
scribed differences in results may be the consequence of different operating
conditions, which are slightly different even in countries with a similar
level of economic development. However, referring to the available studies,
it can be stated that the larger the SMEs enterprise, the more fully it man-
ages exogenous and endogenous risks.

It seems obvious that the greater the awareness and formalization of
procedures, the more risks are managed in a given entity. Our research
showed that sometimes it was different (declarations were being analysed)
— that despite having formal procedures or even a specialized risk man-
agement unit, some types of risk were not managed by selected enterprises.
These results are consistent with the observations in previous studies. Some
small and medium-sized enterprises manage risk based on the beliefs of
owners and managers, and despite carrying out some forms of risk identifi-
cation and assessment, and thus having certain procedures, owners may
simply ignore certain types of risk (Sparrow, 1999).

Conclusions

The research showed that decision-makers of enterprises in most cases
were aware of specific risks in their environment. However, in case of ex-
ternal risks, only one-third of the companies could manage two types of
risks. Besides, the research showed that the larger the SMEs enterprise, the
more complete the management of both exogenous (market and financial)
and endogenous risks. According to the companies, the most important
threats in the next five years were also identified in the research. In the
entrepreneurs' opinion, those related to market risk (which means a de-
crease in sales for the enterprise) dominate. However, the research showed
a very interesting relationship — companies that (according to their decla-
rations) did not control exogenous risks, considered legislative changes as
the most important challenge, while those that managed these types of risk
saw the biggest problem in the slowdown in economic growth. As to the
results of research, as many as one-fifth of the enterprises surveyed do not
manage any of the identified types of risk. However, an approach to risk,
and in particular, how it is identified and assessed by the respondents, are
the main problems. It is also surprising that despite having formal proce-
dures or even a specialized risk management unit, some types of risk are

528



Equilibrium. Quarterly Journal of Economics and Economic Policy, 15(3), 511-536

not managed by selected enterprises, which is consistent with other re-
search available in the literature.

The results of the conducted research may indicate practical implica-
tions for those involved in the management of small and medium-sized
enterprises. Our results should in particular draw managers' attention to the
need to design procedures in such a way that they can effectively identify
and manage risks in a way that ensures the safe functioning of the compa-
ny. The most important novelty and added value of this work is a very de-
tailed analysis of the management of particular endogenous and exogenous
risks. The research is valuable due to the small number of works that link
managers' approaches to risk management to the actual effectiveness of risk
management.

However, there are some limitations to this research. Firstly, the scope
of the research was limited to the territory of Poland only, which gives
a picture of risk management in one country only. Secondly, the authors did
not manage to reach a wider group of companies. The results collected
from a larger number of entities could give better results and allow for
drawing more specific conclusions supported by the actions of a large
group of decision-makers. In addition, the use of a wider range of statistical
methods could produce slightly more accurate results. Despite these limita-
tions, the authors believe, however, that the article raised some interesting
issues which will stimulate further research and discussion.

In future studies, the authors will focus, among other things, on the sub-
ject of risk management by small and medium-sized enterprises with more
internationalised activities. Moreover, in the future, the authors would like
to expand the scope of their work and compare the results of research con-
ducted on a group of Polish enterprises with entities operating in other
countries of Central and Eastern Europe, the European Union or other
countries of the Visegrad Group.
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Annex

Table 1. Explanation of the calculation of the risk management index

Risk _ Strategic risk + Market risk Financial risk
management management management management
3 = + and + and +
2 = + and + and -

or + and - and +
or - and + and +
1 = - and - and +
or + and - and -
or - and + and -
0 = - and - and -

ote: * where means a declaration of risk management (answers "definite es",
Note: * where "+" declarat f risk t 'definitel "
"rather yes"), and "-" means a declaration of no management of a given risk (answers

non

"definitely no", "probably no", "I have no opinion").

Table 2. Market risk assessment by respondents

! 2 3 4 5
Definitely Rather yes  No opinion Probably no Definitely
yes no
I assess the market

risk (resulting in no 31 answers 116 answers 133 answers 39 answers 13 answers

sales for my company) 9.3% 34.9% 40.1% 11.7% 3.9%

as appropriate:
Cumulative percent 9.3% 44.2% 84.3% 96% 100%
Table 3. Assessment of financial risk by respondents
1 2 3 4 5
Definitely  Rather yes No opinion Probably no  Definitely
yes no

rIlscl? Itlslgsr g:_lta::fc :2] 86 answers 149 answers 61 answers 28 answers 8 answers

e v 25.9% 44.9% 18.4% 8.4% 2.4%

daily business

Cumulative percentage 25.9% 70.8% 89.2% 97.6% 100%
i%nl::'lscl;:l]e:zs?sfseisf?:r 72 answers 138 answers 62 answers 41 answers 19 answers

21.7% 41.6% 18.7% 12.3% 5.7%

company:
Cumulative percentage 21.7% 63.3% 82% 94.3% 100%




Table 4. Index of exogenous risk management

. Cumulative
Frequency Valid percent percent
cannot cope with exogenous risks 83 25.0 25.0
copes with one type of exogenous risk 138 41.6 66.6
copes with both types of exogenous risk 111 334 100.0
Total 332 100.0
Table 5. Assessment of strategic risk by respondents
Defilllitely 2 3 4 Defirslitely
yes Rather yes  No opinion Probably no no

Proper strategic
management improves
the competitive ability

. 69 answers 132 answers 89 answers 27 answers 15 answers
of our company and its

BT i 20.8% 39.8% 26.8% 8.1% 4.5%
domestic and foreign
markets
Cumulative percentage 20.8% 60.6% 87.4% 95.5% 100%

Table 6. The most important threats to the company in the next 5 years

Reverts Observation
Percent
N percent

slowdown in economic growth 184 20.5% 55.4%
legislative changes 165 18.4% 49.7%
increased competition 158 17.6% 47.6%
rising prices of raw materials and 119 13,3% 35.8%
energy

labour force shortage 119 13.3% 35.8%
no credit and tightening of banking 45 5.0% 13.6%
conditions

dishonest employee actions 44 4.9% 13.3%
cybercrime 36 4.0% 10.8%
changes in exchange rates 28 3.1% 8.4%

Table 7. Risk management index within the aggregate indicator in enterprises of
the SME sector

Frequency Percent Valid percent Cumulative
per-cent
0 66 19.9 19.9 19.9
1 98 295 295 494
2 94 28.3 28.3 777
3 74 223 223 100.0

Total 332 100.0 100.0 19.9




Table 8. An approach to risk management and the risk management index

intuitively

and regularly
we do not sponta- mn we haYe a
deal with  neously in accordance professional
s v Y with management
risk issues  connection . .
with other formalized unit
procedures
processes
isk none 32.6% 20.2% 12.2% 17.6% 19.9%
manmeement O™ 30.2% 34.8% 18.9% 11.8% 29.5%
inﬁex two 32.6% 26.8% 27.0% 41.2% 28.3%
three 4.7% 18.2% 41.9% 29.4% 22.3%
Total 100.0 % 100.0% 100.0% 100.0% 100.0%

Figure 1. The catalogue of key types of risk experienced by entrepreneurs

personal risk | 62.3%
tegal risk [ . 52.1%
market sk [ 47.6%
financial risk | N 46.4%
strategic risk [ N N AN 24.7%
operation risk [ 11.4%
0:% 16% 26% 36% 46% 56% 6(;% 76%

Note: * data do not add up to 100% because entrepreneurs could indicate up to 3 types of
risk

Source: own study based on the results of the research.
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