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ABSTRACT

SME growth is one of the primary preconditions for the country's healthy economic
development since SMEs are an important component of economic and social stability.
However, owing to the absence of a well-established structure and limited resources, they
are particularly vulnerable to risks resulting from the uncertainty surrounding the company.
This necessitates SMEs to properly manage their risks, preventing or minimizing their
impact within acceptable bounds. Studies have shown that SMEs often lack a risk manager.
As a result, risk management dominates the decision-making process. The purpose of this
study is to examine the effect of managers' leadership practices on the risk management of
SMEs in Gaziantep. A positivist research paradigm and a quantitative research approach
were adopted, and questionnaires were used to collect data from SMEs in Gaziantep. The
study utilizes descriptive statistics such as mean and standard deviation and correlation
analysis, as well as ANOVA and a linear regression model for data analysis and hypothesis
testing, using SPSS statistical software. The study results show a significant positive
relationship between managers' leadership practices and the risk management of SMEs in
Gaziantep. This means managers' leadership practices positively impacted the risk
management in small and medium-sized companies in Gaziantep. As a result, managers'
attitudes and knowledge about risks play a critical role in how risks are managed. They must
understand how to use risk management initiatives effectively to benefit their organizations
as well as be more educated about risk management initiatives that will positively impact

risk management and the company as a whole.

Keywords : Risk; Risk management in Small and medium sized enterprises; SMEs;
Manager of SMEs



oz

KOB!'lerin biiyiimesi iilkenin salkl ekonomik kalknmasnn birincil 6n kosullarndan
biridir. Ancak, koklii bir yapnn ve snrl kaynaklanan risklere kars 6zellikle savunmaszdrlar,
sirketi cevreleyen belirsizlikten kaynaklanan risklere kars ozellikle savunmaszdrlar Bu,
KOB's risklerini uygun sekilde yonetmelerini, kabul edilebilir snrlar iginde etkiyi
onlemelerini veya en aza indirmelerini gerektirmektedir. Arastrmalar, KOB'lerin genellikle
bir risk yoneticisinden yoksun olduunu gosteristir. Risk yonetimi karar verme siirecine
hakimdir, sonug olarak. Incelemektir yoneticilerin liderlik uygulamalarnn Gaziantep'teki
KOB'lerin risk yonetimine etkisir. Anketler kullanlmstr bir arastrma paradigmas ve nicel
bir aragtrma yaklasm benimsenmis ve Gaziantep'teki KOB'lerden veri toplamak veri analizi
ve hipotez testi i¢in ortalama ve standard sapma ve korelasyon analizi gibi tanmlayc
istatistiklerin yan sra ANOVA ve dorusal bir regresyon modelini kullanr. Gaziantep's
KOB'lerin yoneticilerin liderlik uygulamalarnn ile risk yonetimi arasnda énemli bir pozitif
iligki olduunu gostermektedir. Bu, Gaziantep's teki kiiciik ve orta olgekli sirketlerde
yoneticilerin liderlik uygulamalarnn risk yonnetimini olumlu etkiledii anlamna geliyor.
Risklerin nasl yonetildii konusunda kritik bir rol oynamaktadr, sonug olarak, yoneticilerin
risklerle ilgili tutumlar ve bilgileri, risklerin nasl yonetildii konusunda kritik bir Risk
yonetimi inisiyatiflerini kuruluslarna fayda salamak i¢in nasl etkin bir sekilde
kullanacaklarn anlamal ve risk yonetimimini ve bir biitiin olarak sirketi olumlu yonde

etkileyecek

Anahtar Kelimeler: Risk; Kiiciik ve Orta Olgekli Isletmelerde risk ydnetmek; KOBI

Y Oneticileri
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SUBJECT OF THE RESEARCH

This study focuses on the role of refugee entrepreneurs' programs in small projects,
the role of business support programs in facilitating and developing their work in their new
country, and the challenges that refugee entrepreneurs face in their new country. In addition,
it focuses on the types of business support programs provided by training services and
financial grants, the role of these programs targeting refugee entrepreneurs, their

characteristics, weaknesses and gaps related to the refugee context.

PURPOSE AND IMPORTANCE OF THE RESEARCH

The study provided an academic and practical guideline for drawing features of an
emerging model in the decision-making method, which can be a pioneering and suitable
attempt for small-project owners to make a decision that fits the nature of the difficulties
they face in terms of adjustment and speed in the Turkish environment. The research clarify
the theoretical foundations of the concept, importance, objectives and principles of
entrepreneurship, and the philosophy and essence of the work of business support programs
for Syrian refugees in Turkey.

METHOD OF THE RESEARCH

The descriptive (descriptive-analytical) study approach was adopted by presenting
the theoretical frameworks based on references and recent studies in the field of study
variables, and the analytical method for analyzing and testing the hypotheses of the study
in the researched field.

HYPOTHESIS OF THE RESEARCH

First hypothesis: There is a correlation between training services and the

performance of small business owners for refugees in Turkey.

12



The second hypothesis: There is an effect of training services in enhancing the

performance of small business owners for refugees in Turkey.

The third hypothesis: There is a correlation between the financial grant and the

performance of small business owners for refugees in Turkey.

The fourth hypothesis: there is an effect of the financial grant in enhancing the

performance of small business owners for refugees in Turkey.

POPULATION AND SAMPLE (IF AVAILABLE)

The target population of this study are entrepreneurs, owners of start-up companies
operating in the southern provinces of Turkey (Sanliurfa, Hatay, Gaziantep, Kilis) who have
participated in business support programs implemented by non-profit organizations. The
sampling framework consists of 1,550 small and medium-sized businesses, ranging from

small manufacturing, service, agribusiness, and food beverage/restaurant establishments.

SCOPE AND LIMITATIONS / DIFFICULTIES

It includes the limits of the study through four areas, which are as follows:

1) Spatial limits: Includes the spatial boundaries of the study in the provinces of
southern Turkey (Sanliurfa, Hatay, Gaziantep, Kilis) as an application field.

2) Time limits: The research time limits include the period prescribed for preparing
the thesis, from (2022/1/10) to (2022/5/15).

3) Human limits: The limitations of the study included a human population through
a sample of Syrian refugees in Turkey as a target group.

4) Objective limits: Represented by (Business Support Programs, Performance of

Small Business Owners).

13



1. INTRODUCTION

1.1. Background of Research

This study investigates the small and medium sized enterprises (SMESs) sector in
Gaziantep. The primary goal of this research is to highlight how risk management is
conducted by SME managers in order to safeguard businesses and workers from the chance
of risk occurring or to keep the risk's effect within acceptable bounds. Every organization,
regardless of its form or size, regardless of the product or service it provides, and regardless
of the market in which it operates, is continually confronted with a plethora of risks and
uncertainties. Risks may be defined as the chance of a random event or a collection of
random events occurring that, if they do, it would have an adverse effect on the attainment
of all organizations' goals due to the inherent uncertainty involved with the course of action
(Vose, 2000). This impact may be beneficial (the firm earns more earnings than anticipated)
or detrimental (the company incurs a loss rather than the anticipated profit), jeopardizing
the business's existence. Some of this danger is predictable, while others are not; some are
manageable, while others are not. This arises as a result of external or internal weaknesses,
which may be prevented by taking proactive measures. Risks are classified as follows by
the authors: production risks, economic, marketing, financial, credit, legislative, social,

environmental, human resource, and technology risk, and risk due to force majeure.

Risk is the primary source of uncertainty in every business, and businesses are
attempting to survive and thrive in an unpredictable environment created by these massive
developments, which expose them to a broad array of risks in their operations. As a
consequence, businesses are focusing their efforts on identifying risks, monitoring and
controlling them before they negatively impact the company, and taking steps to mitigate
or remove such threats (Ntlhane, 1995). The capacity to manage risk will enable businesses
to make more confident business choices in the future. Their awareness of the risks they
face provides them with a variety of alternatives for resolving future issues. Effective risk

management is critical to the success of company decision-making techniques.
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1.2. Research Motivations

The implementation of risk management strategies contributes to a major role in
companies achievement and development. This role is considered more important in SMEs
than in large companies. In comparison to bigger businesses, due to their low equity ratio,
SMEs are more vulnerable to external occurrences (Altman et al., 2010). This illustrates
that not only larger firms confront many risks but also SMEs, whose durability is surely
affected by their limited financial and nonfinancial resources. Numerous studies have
concentrated on larger enterprises, with a lesser emphasis on risk management in small and
medium sized enterprise (SMES), since the risks are deemed to be less catastrophic. small
and medium sized enterprise (SMEs) in Turkey and around the world contribute
significantly to economic growth and development by providing new jobs, social
development, and regional development, and are capable of quickly responding to market
movements and demand. SMEs have a greater level of flexibility and creativity. SMEs
contribute to economic and social stability (Fetisovova et al., 2012). Therefore, one of the
most important prerequisites for a country's healthy economic development is the growth of
SMEs. However, no systematic examination of SMEs' risk management has yet been
conducted. As a result, the purpose of this thesis is to fill in the gap by looking at the present
situation of SMEs risk management in Gaziantep. The study's specific goals are to
determine which risk areas are most significant to SMEs, how risk management is presently
addressed by SMEs, attitudes toward risk, the business culture of SMEs with regard to risks,

and how managers see risk and what role they play in SME risk management.

1.3. Research Problem

SMEs are vital to the economic development of any nation (Ayyagari et al., 2007).
Due to their large share within total enterprises and significant contribution to real GDP
growth, new job creation, and reduction of poverty, these social and economic roles have
resulted in the SME sector being seen as a strategic issue for states' economies (Avasilicai,
2009). However, they are extremely exposed to risks because of the absence of organized

structure and inadequate resources. According to Anic and Paus (1998), Aruwa (2004), one

15



of the persistent issues that makes SMEs appealing to investors is risk. Therefore, risk
management implementation and strategies play an important part in SMEs
accomplishment and growth. Risk management requires recognizing risks and foretelling
how possible they are and how grave they might become. And making decisions that will
control risks and minimize the adverse effects and maximize opportunities. Although in
recent years there has been progress in this aspect of research, there is insufficient work that

investigates how risk management is practiced in SMEs.

1.4. Aim of Research

This study aims to broaden discussions about types of risks and understanding risks.
Where we will try through this study to show the importance of risk management,
understanding risks, preventing their occurrence, or discovering them in their initial stages,
and how risk management is practiced by managers of SMEs, which help protect companies
and employees from the possibility of their occurrence, or minimizes the impact of the risk
within acceptable limits. Thus it will help companies to reduce the occurrence of negative
events, and preserve physical and human resources for the effective continuation of their

operations.

1.5. Research Significance

Every company encounters the risk of unexpected unfavorable occurrences that may
incur financial costs or result in the company's ultimate closure. Thus companies
increasingly concentrate more on identifying risks and managing them, and by reacting to
them. In today's business environment, risk management is necessary for survival. We hope
that this study will add to the scientific library academic scientific research on knowledge
of how risk management is currently handled by SMEs. The ability to manage risk will
assist firms to favorably plan and be more self-assured in their business decisions, and also
alleviate doubts that affect business goals and objectives. Their understanding of the risks
they are encountering will give them several options on how to deal with potential problems.

This research is imperative in order to strengthen our understanding on risk management

16



and its purpose as it relates to SMEs and the need to increase the performance of SMEs,

thereby developing the nation's economy.

1.6. Research Objective
Recognize the risks facing SMEs in Gaziantep, and the most impacted.

Recognize the current methods of risk management and the relationship of risk

management to business planning in SMEs in Gaziantep.

How do managers view risk and the relationship of managers' leadership practices

to the management of risk in SMEs in Gaziantep.
To make suggestions to SMEs on how to enhance their risk management practices.
Define SMEs and recognize their value to the overall economy.

This research is also hoped to assist with further researches conducted in the related
field.

1.7. Research Question

In this section, the aim of this research outlined above will be highlighted, and key
questions for this research will be identified to help correct this message towards reaching

the goals and achieving them. The main research question is formulated as follows:
How do SMEs deal with the risks they face?
The main question is divided into sub-questions:
What are the risks facing SMEs in Gaziantep and the most impacted?
What is the relationship of risk management to business planning in SMES?

How do owners-managers view risk and what role do they play in SME risk

management?

17



1.8. Scope of the Research

This research collects data in Turkey, Gaziantep City. Gaziantep was chosen because
of its industry and developed infrastructure, abundance of qualified workforce, free trade
zone, Gaziantep has been named one of the world's seven most competitive cities by the
Competitive Cities Knowledge Base (CCKB) program, and it is widely regarded as a
successful and appealing city because of its closeness to Irag, Syria, and other Middle
Eastern nations. The research data was collected from small and medium sized companies
in Gaziantep. It is worth indicating that SMEs in the research include both foreign
companies and Turkish companies. These firms are not restricted to a specific industry, and
they all work in different ventures. Accordingly, the utilization of the considerable
hypothesis needs to consider the personality of the specific business and every one of the

firms was administration.
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2. LITERATURE REVIEW

In this chapter, we are able to speak approximately in a way to gain the studied goals
that we cited in chapter one through complete evaluations of the literature associated with

risk management In SMEs.
Brief

The purpose of this chapter is to review the literature on risk and management of
risk in SMEs, and thus the distinctive problems of analysis. The measurable objectives of

this chapter are as follows to achieve the primary objective:
To explore risk approaches by reviewing the literature.
To explore risk management approaches by reviewing the literature.

To produce a review of the literature regarding the themes of SMEs and their

importance.

To produce a review of the literature regarding the role of the owner-manager of

SMEs in risk management.

To produce a summary of SMEs in relation to risk management.

2.1. Risk
2.1.1. Definitions of Risk

Despite a wide range of studies in the areas of risk and risk management, there is
still no clear and shared concept and/or definition of risk (Holton, 2004). There are many
definitions of risk throughout history. Researchers' perceptions of risk vary according to the
purpose sought, the intended use, and the kind of organization researched. Of many
definitions of risk available, a more appropriate definition of risk is "the possibility of a
random event or a collection of random events that, if they occur, will have an adverse effect
on the achievement of all organizations' objectives due to the uncertainty associated with
the course of action. Risk is a general term that refers to the likelihood of anything occurring

that will influence objectives, either positively or negatively.
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One of the first definitions of risk is attributed to COSO, which was established in
1985 by five of the largest accounting, financial control, and auditing, committees in the
United States, risk is "the likelihood that an event will adversely affect the success of
reaching its goals". Similarly, according to Aernorld (1998), risk is defined as the possibility
of anything occurring that will have an effect on aims. The concept of risk, according to a
subsequent definition defined by management literature, comprises both negative and
positive repercussions of an occurrence that may impact a company's financial, operational,
and strategic goals (BBA, et al., 1999).

Characteristics of Risks (Nieto-Morote and Ruz-Vila, 2011):
A risk is an anticipated event that may or may not transpire.

A risk must also be an unforeseeable event or circumstance that, if it happens, it has
an impact on no less than, one of the project's purpose, such as scope, schedule, cost or

quality.

The possibility of the anticipated event happening must be higher than 0% but less
than 100%. Anticipated events that have zero or 100% chance of happening are not risk.

The ramification or result of the anticipated event must be unforeseen or unexpected.

According to Chapman and Cooper (1983), the risk is the possibility of suffering
economic and financial losses or physical material damages, as a result of an inherent
uncertainty associated with the action taken. Risk is the possibility of a bad future event
occurring that may or may not occur (Wikipedia 2004). In various circumstances, risk
implies different things to different individuals. For example, for a student, it is the prospect
of failing a course, for a miner, the risk of an explosion, and for an entrepreneur, the
possibility of company failure (Arthur, John, and J., 2011). As for Campbell (2005), the risk
is the expected disutility. Risk is defined by the Institute of Internal Auditors as the
uncertainty of an event occurring that might have an impact on the achievement of the
objectives. Risk is quantified in terms of its repercussions and likelihood (Hopkin and
Institute of Risk Management, 2014). The risk is defined as the expected loss (Willis, 2007).
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Finally, in most economic literature, risk is defined as a negative diversion from the plan
(Maylor, 2010).

2.1.2. Risk Categories

Every business and organization confronts the danger of unanticipated, damaging
occurrences that might result in financial losses or the company's ultimate closure.
Sometimes risk is inevitable in order to achieve success. Dealing with risks — risk
management — is an integral task in every company. Risk management helps firms to
prepare for the unexpected by building systems for avoiding potential risks, mitigating their
impact if they do occur, and dealing with the resulting consequences, which helps the
company to save money and protect their future. Risks that a business or organization may
face may be categorized in a variety of ways. Based on their sources, impacted project
regions, and other important categories to evaluate which aspects of the project are most
vulnerable to the impacts of risks or uncertainties. According to (Hopkin, 2014), risks may
be categorized based on the nature of the risk’s qualities, such as the type of the impact, the
timetable for effect, and/or the expected amount of the risk. Risk categorizations are a
unique manner of classifying risks in order to give an organized and systematic approach to
risk management at a consistent level of information (Babou, 2008). Furthermore, we are
unable to make clear distinctions between these risk categories. Consider credit risk, which
may be considered as a financial risk but can also be viewed as an operational risk depending

on the reasons.

The risk categorization process has numerous advantages for businesses, including
providing an overview of the different types of risks that can be controlled and faced,
avoiding unpleasant surprises, and assisting project managers in understanding and planning
for what parts of a project might go wrong. It also aids in risk assessment by convening
sessions with participants to work on a particular risk category. The functioning of a strong
corporate risk management system requires risk classification. Because most organizations
confront risks or problems that are distinct from other business risks, it is hard to identify a

single categorization that suits all risk classes for all enterprises. And the causes of danger
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are many. Although there are other techniques for classifying risks, the most accepted risk

classification approaches are organized into the areas below:

2.1.2.1. Internal Risks and External Risks

Internal risks are those that originate from inside the company during routine
business operations (Citibank, 2000). It may also be characterized as the risks associated
with the degradation of ordinary operational procedures, as well as the risks associated with
unethical or improper conduct by workers and management inside the business, affecting
all parties involved. Internal risks are often forecastable and hence avoidable or reduced,
giving a corporation a strong possibility of controlling internal business risk to a significant
degree or to an acceptable level. Internal risks include financial risks, operational risks,
organizational and management risks, as well as human mistake, fraud, system failure,

interrupted production, and other risks (Henschel, 2008).

External risks are those that originate outside of the organization and are unrelated
to the company's operations (A. Horcher, 2005). External risks are unforeseeable and
outside the firm's control. As a result, external risks are more difficult to foresee and
manage, and they have an impact on the company's total risk level (Bolak, 2004). The

following are some of the external variables that might contribute to such risks:

First, there are socio-political factors, which are risks arising from social and
political activities that have a significant impact on the operation of a business in the short
and long term, as well as government decisions or policies made systematically for a
specific purpose that is in the public interest. The decisions you make might be beneficial
or cost you a lot of money ( L. M. Khodeir et al., 2015). Companies may be dismissed as
unfair as a consequence of problems such as changing tax rules or specific ambiguities in
auditing methods, and it may have to pay considerable damages as a result of these concerns.
Economic issues are the most common sources of external risks; changes in macroeconomic
circumstances may have a negative influence on a company's prospects or investment. For
example, currency volatility, inflation, and the imposition of economic penalties. Economic

risks are notoriously difficult to predict (Z. Sigmund et al., 2014). Natural variables are
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phenomena that have a significant influence on the human population and typical business
operations, and they may throw a company's carefully prepared plans and predictions into
chaos. Earthquakes, floods, volcanic activity, and harsh weather are examples of natural
occurrences. Natural catastrophes such as storms, floods, and earthquakes have caused
nearly 146 billion dollars in economic losses, according to the report. Turkey is among the
five nations with the greatest risk of natural catastrophes, according to a research compiled

by Allianz Global Corporate & Specialty (Allianz Global Corporate & Specialty, 2019).

2.1.2.2. Financial Risks and Operational Risks and Strategic Risks

Financial risks arise through transactions of a financial nature for business, and
financial risks generate the prospect of losses if a financial goal is not met (and in some
cases, financial gain). Financial risks arise, according to Napp (2011), when a company's
cash flow is insufficient to pay a creditor's responsibility and meet other financial
obligations. As a result, as a company's debt grows, so do its financial risks. Financial risks
include, but are not limited to, foreign exchange rate risk, interest rate risk, credit risk, cash
flow risk, liquidity risks, inflation risk, pricing risk, debt financing risk, and risk arising
from management decisions, competitors, stakeholders, foreign governments, and other
sources (Chauhan, 2009). Different types of financial risks exist. On the one hand, there are
external financial risks related to currency rates, interest rates, and commodity prices.
Internal financial risks, such as financing, liquidity, and equity consumption as a result of
losses, on the other hand, may become risks for the firm, when the company is the cause of
the risk (Eichhorn, 2004). The importance of these risks varies per company. A local
business will be less susceptible to currency risk than a global business; a bank will be more

subject to credit risk than most other businesses, and so on.

As stated by KA Horcher (2011), financial risks can be separated into three primary

sources:

Financial risks which appears from an organization's subjection to modifications in
market prices, for instance a difference in exchange rates, differences in interest rates, and

differences in equity prices or commodity prices.
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Financial risks arising from the organizations own activities or shortcomings,

especially its individuals, activities, and systems.

Financial risks arising from the activities and dealings of other businesses in

secondary transactions, such as contractors, clients, and counterparties.

Operational risk is defined as the risk of loss as a result of inadequate or failed
internal processes, people, systems, or external events (Basel 1l, 2006). This concept
includes legal risk, but not strategic or reputational risk.. This concept includes legal risk,
but not strategic or reputational risk. The main reason of operational risk is ineffective and
inefficient processes. Legal risk is included in this definition, but reputational and strategic
risks are not. Inefficient processes, according to Lam (2014), are those that accomplish their
goals with disproportionate expenses. Although the proper definition of operational risk has
been debated, risk experts generally agree that it should involve breakdowns or failures
pertaining to internal processes, people, technology, or the effects of external events at the

very least (International Association of Financial Engineers, 2010).

When any activity happens in any area of the economy, whether we are controlling
it or not, there are operational risks. Losses may be incurred as a result of operational risks.
Losses may harm the company's brand, as well as the employee's reputation. As a result,
operational risk management is becoming more important in businesses for a number of
reasons. As a result of the company's realization that operations are something it can entirely
or almost totally control, it must also manage the risks connected with these processes in
order for the controls to be more satisfying to the many stakeholders at work. And there is
regulatory pressure to do so in critical areas of the economy like insurance (Solvency, 2009)

and banking (Basel Il, 2006). Operational risk can be divided into 3 groups, which are:

Operational risks arising from people: These risks include, insufficient knowledge
or experience of the personnel, employee misdeeds (like internal fraud), lack of order at the
workplace or unsuitability of the workplace can be listed as personnel risk. Factors such as
theft and fraudulent acts by the personnel, inability to adapt to new technological
innovations, the personnel’s failure to comply with the instructions or their violation of

rules, and poor project management.
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Operational risks coming from internal processes: Risks resulting from a lack of
operational procedures relating to the organization's activity flow. Inefficiency or
ineffectiveness in various business processes within the organization, or due to wrong
planning of current procedures or inaccurate implementation of the same. Among the factors
that cause these types of risks are the insufficiencies in the flow of information among
internal units, failure to adequately inform the employees of the risks, inability to determine

the risks sustained by the organization.

Operational risks arising from external risks: These are risks that occur outside of
the organization's control, such as the risk of loss caused by external parties' actions, such
as external fraud, failure of suppliers and outsourced contractors to comply with the
agreement's criteria, competitor behavior, and macro-socio-economic events. Natural

catastrophes, acts of terrorism, and conflicts are also threats.

Threats or opportunities to an organization's capacity to survive or achieve its goals
and objectives are referred to as strategic risks (Allan and Beer, 2006). According to
Chatterjee (2003), strategic risks are obstacles preventing the achievement of the financial
and operational objectives of the organization. Strategic risks, in a simplified definition, are
the risks of failure resulting from a weak strategic business plan, failed business choices, or
inconsistent and improper plan execution that may prohibit an organization from achieving
its short, medium, or long-term goals. Risks such as corporate governance, business model,
investment decisions in new countries, planning, inconsistent and inappropriate
implementation according to the plan are examples of strategic risks. As we mentioned
before strategic risks pose threat to earnings, and corporation’s viability. So Strategic risk
management is a primary component of an enterprise risk management, as a result, knowing
the organization's strategy is a critical first step in strategic risk management. The review
process should be ongoing and backed up by a legitimate strategic risk profile, risk

management communications, and a business strategy (Frigo M et al., 2009).
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Figure 1. Risk Categories

2.2. Risk Management

This section looks at some of the issues identified in the

previous part, while strategic

planning research on forecasting future uncertainty is limited, and therefore requires risk

management within the firm's strategy. Hence, this section looks at several topics, such as

the rationale for risk management, the importance of managing risk, the risk strategy, risk

management process, which are then discussed to give an u

knowledge about risk management.
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2.2.1. Definitions of Risk Management

Risk management is the process by which a business protects its assets against any
negative events that may occur during the course of its operations, through series of steps
aimed at identifying, evaluating, addressing, controlling, or eliminating business risk issues
before they become a substantial source of costly rework or an impediment to effective
business operations (Boehm, 1989). Similarly, Risk management is described as a process
that comprises identifying prospective events that may affect goals and driving assessments
and reaction plan procedures by identifying and managing potential events to offer
reasonable confidence about the attainment of objectives (COSO, 2004). In addition,
Aruwa (2004) defined risk management as an integral part of good business governance. It
is simply protecting the company from potential negative events, as well as recognizing and
taking advantage of opportunities as they arise. The risk management process is widely
accepted to involve four interconnected steps: risk identification, quantification and risk
assessment, risk management and control, and continuing reporting on the evolution of risks
(Vaughan and Vaughan, 2001).

Originally, the concept of risk management appeared in the 1950s following World
War |. At this point in time there weren't any books available on the subject of risk
management and there weren't any universities offering courses on the subject (Snider,
1956). This proves that risk management research began in the previous 65 years. In the
1960s, the notion of risk management was born. Mehr and Hedges in 1963 and William and
Hems in 1964 were the first scholarly works on risk management (Dionne, 2013). In 1990,
the International Organization for Standardization (ISO) issued guidelines on risk
management. Consequently, as a result, risk management has been regarded as the most
professional field. In comparison to other specialties since the 1990's. After this period, the
importance given to risk management in organizations increased so it is focused on the risks

that may cause the collapse of the institutions (Kizilboga, 2012).
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2.2.2. The Importance of Risk Management

As the business grows periodically, the uncertainty and related risks grow at the
same rate, and thus the discourse about the advantages of risk management is gaining
traction. In order to provide the company with long-term value. According to Hopkin
(2018), companies started to more invest in the area of risk management. Especially after
the worldwide financial crisis in 2008, risk management started to be the most important
topic. In addition to the increase in losses resulting from the operations of enterprises and
the collapse of other enterprises. This made managers change their methods of leading. The
purpose of risk management isn't to eliminate the risks that come with uncertainty; rather,
it's to make sure that uncertainty doesn't get in the way of achieving the company's
objectives and goals. Through enhancing the companies' ability to anticipate changes, and
how to actively choose the kind and quantity of risk that the organization should take
(AICPA, 2008). Avoiding risks means waiting for an event to happen and then reacting to
it rather than preparing for changes.

The importance of risk management also lies in dealing with risks before they
develop into a crisis if they are ignored. This is what Wilks and Moore (2004) emphasized
that in some cases risks can quickly develop into a crisis and then a disaster if they are
ignored or not effectively controlled (showing the process related to this issue), as shown in
Figure 2.2. Thus, errors can quickly escalate from a functional issue to a level of strategic

importance and eventually to a survival issue.

‘;ﬂlc‘ e i Vs

Figure 2. Escalation of events
Source: (Wilks and Moore, 2004)
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Ultimately, risk and uncertainty are present in all human acts (to variable degrees),
all types of businesses, and every aspect of corporate management. So every business
decision and entrepreneurial act involves risks and uncertainties. These risks not only hinder
expansion plans and profits but also results in loss of working - hours and productivity and
reduces the confidence that the company uses in anticipating its next exploits and projects.
Therefore, it provides motivation for firms to ensure that they have a proper understanding
of the risks assumed by their firm, and finding effective ways to measure and manage their

exposure to risk.

A definite and plausible perception of the risks and unpredictability contained in risk
management practices enables the successful allotment of resources and the way an
organization come to a balance between a hazard and an opportunity. By bracing for the
worst and taking the upper hand of opportunities to enhance services and decrease costs,
this endorses and encourages effective management culture. As stated earlier, the main
objective of risk management is to guarantee that unpredictability does not influence the
intended business objectives and goals, because if the business determines goals without
taking into thought the potential risks, it is likely to lose it's direction when the risks occur.
As Andy Osborne (2012) states, effective risk-taking and risk management, as well as risk

reduction to acceptable levels, are the only ways for organizations to prosper.

2.2.3. Strategy of Risk Management

Every company has different goals and strategies from each other. There is no
combined risk management strategy for companies. According to Tekathen and Dechow
(2013), emphasized that within companies, marked differences in risk management
practices exist due to immediate local differences in perceptions between hierarchical levels
of the organization. Similarly, Tekathen (2020) emphasized that risk management means

different things to different people.

Due to the high level of variance in risk management practices between - and within
the companies. The practice of risk management can be viewed as a set of activities that

evolve from both formal top-down frameworks and bottom-up engagement from decision-
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makers, handling responsibilities in a hierarchical manner. For instance, it thinks that each
manager should be accountable to a higher level for his or her contribution to enterprise risk
management, with the CEO ultimately liable to the board of directors (COSO, 2004), and
be recognized as the responsibility of everyone in the business, where each executive is
effectively a CEO for his or her sphere of responsibility (COSO, 2004). The ultimate duty
for comprehending the company's risks rests with the Board of Directors. They must also
guarantee that top executives and risk management specialists properly execute risk
management procedures and that they function as intended (Branson, 2010). Risk
management and strategy are linked in most risk management literature because risk refers
to the uncertainty involved in decision-making and strategic planning (Baird and Thomas,
1985).

Risk management has become critical in all facets of organizational operations
(Olson and Wu, 2008), consequently, it should be an essential part of the company's
management, it must be incorporated into the normal operations of the business, and
operative strategy. Risk management should be a complete model consistent with the
company's intended objectives, organizational structure, management reports and control
procedures. In line with modern management. All recently created enterprise-wide
frameworks, such as the COSO ERM (COSO, 2004), FERMA, and ISO 31000:2009, share
the assumption that a risk management strategy should be designed to connect risk

strategies, business goals, and key strategies.

The International Organization for Standardization (ISO 31000, 2009) has defined

the following risk management principles that should be followed:
To be an integral part of organizational processes.
Being part of a decision-making process that explicitly addresses uncertainty.
To be methodical and organized.
To be based on the best available information.
To be designed taking into account human factors.

To be transparent and inclusive.
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To be dynamic, iterative, and responsive to change.

To be able to continuously improve and enhance.

2.2.4. Risk Management Process

Risk management, like other management systems, has processes and stages,
therefore we must follow the phases and processes of the risk management system to
manage our company risks. All organizations need robust, reliable systems to control risks
that arise in all facets of their operations. A systematic approach to risk management,
according to Beckett (2005), will aid in delivering a goal-oriented and consistent risk
management strategy. In the scientific literature, there are several research and studies on

what risk management processes are made up of.

Risk management, according to ISO 3100: which is utilized by many businesses in

reality, consists of the following stages:
Establish the risk.
Identifying the risks.
Risk analysis.
Risk assessment.
Risk treatment.

These phases are accompanied by continuous consultation and communication as

well as monitoring and reviewing.
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Figure 3. ISO standard risk management process
Source: (ISO 31000, 2009)

The enterprise risk management process, as recommended by (COSO, 2004),
consists of eight linked components that must be integrated into the management process.

The following interconnected aspects are discussed more below:

Internal Environment: This affects the risk management ideology, appetite for risk

and risk customs of the organization.

Obijective Setting: Every entity encounters an extensive range of risks both from
inner and outer sources, and consequently the initiation of clear objectives becomes a

requirement for effective event identification, risk assessment and risk response.

Event Identification : Management needs to be aware of probable events
(External/inner events), if they happen, and how will it affect the organization, and then
decide whether those events illustrates prospects, or whether they may unfavourably affect

the organization's capability to effectively apply strategies and achieve goals.

Risk Assessment: Risk assessment assists an organization to consider the degree to

which anticipated events will have an impact on the achievement of goals.
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Risk Response: Once the relevant risks have been assessed, management will
determine how to react to them. Risk avoidance, risk reduction, risk sharing, and risk
acceptance are all critical ideas to grasp.

Controlled Activities: Policies and processes for ensuring that the risk response is
carried out correctly.

Communication and risk awareness are two aspects of information and
communication. Pertinent information is acknowledged, seized and conveyed in a manner

and time span that allows people to execute their respective tasks.

Monitoring: Ongoing activities or different evaluations. Enterprise risk management
can be achieved through continued monitoring and evaluations.

Risk Assessment

atofration na

Figure 4. ERM Objectives and Components Relationship
Source: (COSO, 2004)
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Similarly, the risk management process, according to Perry and Hayes (1985),

comprises four phases:

Risk Risk
assessment control

Figure 5. Linear Risk Management Process

Source: (Perry and Hayes, 1985)

The risk management process, according to Baker, Ponniah, and Smith (1998), is
separated into five stages, as shown in Figure 2.6:

Risk
Identification

i N

Estimation

X

Risk
Monitoring

/

Cyclical Risk

Management
Process

Risk Risk
Evaluation Response

<

Figure 6. Cyclical Risk Management Process

Source: (Baker, Ponniah And Smith ,1998)
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The risk management methods presented include equivalent steps with varied
terminology among the authors, ranging from risk identification/analysis (or estimate)
through risk assessment (or evaluation) to various risk management measures. The process
begins with risk identification, which entails identifying a wide range of possible risks that
may have a detrimental or beneficial influence on the organizations and its goals. The
company cannot manage its risks until they are first recognized. Following that is a
quantitative or qualitative assessment of risk probability and risk effectiveness, as well as
an estimate of risk exposure. The risk management process begins with this step. Where the
degree of risk and its influence on the firm are established during the risk assessment by
evaluating the frequency with which events will occur and the severity of the consequences.
As a result, it's crucial to figure out how the risk could harm the company (Liekweg &
Weber, 2000). Followed by the stage of risk monitoring and control, which serves as
techniques for responding to risks. Risk monitoring and control are the goals of risk
management and should be begun right on time and proceeded until the end. As the passage
of time will be noticed that large portions of the risks will change, some will never be
conceivable again, others will happen and be discarded, and new risks will be identified.
Risk control models are usually designed and implemented to control the impact of risks by
management, the aim of this procedure is to keep identified risks in line with the risk
strategy and risk policy approved by the board of directors and the executive team. At this
stage, the way risks are viewed may change, there are several reasons for this to happen.
The risk tolerance of the project group may change; the risk tolerance of stakeholders may
change. According to Newell, et al,(2003), as the project progresses towards its realization,
certain risks that were thought to be essential to the achievement of the project may get to

be risks that are no more considered as being so imperative.

2.3.  Small and Medium Sized Enterprises (SMES)
2.3.1. SMEs

Small and medium sized enterprises (SMEs) are defined differently in different

nations and sectors. There is no specific definition of an SME that applies globally. Each
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country proposes a definition based on their situation and their level of development. Most
of the definitions are based on criteria such as the number of staff, annual turnover, and
annual balance sheet (European Commission, 2004). Small and medium enterprises (SMES)
generally are defined as those enterprises whose employees are less than a certain number
of employees. This number varies across the national statistical systems of each country. As
this definition suggests, the number of employees is a common denominator in most
classifications of SMEs, so it is widely used in SME research (OECD, 2010). For example,
a firm with less than 250 workers is designated a SME in the European Union (EU) and
Turkey, the source (Eurostat, 2020) (Turkish Statistical Institute Business Statistics, 2019),
but in the United States, a SME may have up to 1,200 employees. Source (U. S. Small
Business Administration, 2019). In South Africa, an SME in the business and finance
services sector has <200 employees (Edinburg Group, 2012). The European Commission
defines SMEs as companies with less than 250 employees. Additionally, they should have
yearly revenues of up to EUR 50 million or a balance sheet total of up to EUR 43 million
(Eurostat, Structural business statistics, Small and medium sized companies, 2020). The
term "SME" is now used globally for Small and Medium Enterprises.

Small and medium sized enterprises are defined under the regulation, which went
into effect in 2006 with the Council of Ministers decision dated 19/10/2005 and numbered
2005/9617, and was last updated with the Council of Ministers decision dated 30/04/2018
and numbered 2018/11828. Enterprises with less than 250 workers and yearly net sales
revenue or financial balance of less than 125 million Turkish Liras are described as small
and medium sized businesses (SMESs) and are categorized as micro-enterprises, small firms,
and medium enterprises, with each class having its own set of threshold values. The limit
values used in establishing the sorts of small and medium sized businesses for the 2018-

2019 fiscal year were categorized according to Table 2.1 after the law was amended in 2018.

Table 1. Classification of SMEs in Turkey

Company categories Number of employees | Annual Net Sales Income
Micro enterprise <10 < TRY 3000,000

Small enterprise <50 <TRY 50,000,000

Medium sized enterprise <50 <TRY 125,000,000

Source: (Turkish Statistical Institute Business Statistics, 2020).
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According to some academics, the standard of a number of employees is comparable
to EU norms and may be linked to the adjustment method for pre-admission to the EU
(Yurttadur and Kaya, 2012). In the industrial and service sectors, Turkey has 3 million and
221 thousand small and medium firms, respectively. In 2019, SMEs made up 99.8% of all
firms. They accounted for 72.4 percent of employment, 51.8 percent of human expenditures,
50.4 percent of turnover, 44.1 percent of production value, and 44 percent of added value at
factor costs, on the other hand source: (Turkish Statistical Institute Business Statistics,
Small and Medium Enterprise Statistics, 2019). Those percentages highlight the key role of
SMEs in the Turkish economy through creating jobs, boost productivity, growth and
competitiveness and balanced income distribution. Although definitions and classifications
of SMEs vary across different economic contexts, the importance of the SME sector is
recognized globally (OECD, 2014) as it plays an important role in economic development
(Soininen et al., 2012).

2.3.2. The Importance of SMEs

Small and medium sized businesses play a variety of important roles in a country's
economy, including providing a major source of business skills, innovative thinking, and
work opportunities (European Commissions, 2004), the development of new jobs and the
alleviation of poverty are acknowledged on a global scale (Muller, et.al, 2014; OECD,
2014), providing the necessary products and training human forces for industries (Kanani
M et al., 2003). An estimated 90 percent of the corporate population, 60 to 70 percent of the
workforce, and 55 percent of GDP in developed economies are SMEs, according to the
World Trade Organization (WTO, 2016).

As stated by Turkoglu (2002), the first awareness of the significance of SMEs on
economic growth of countries was in the course of the 1930 crisis, yet, after the 1970
petroleum crisis there was a vast increase in the amount of SMEs, which had a favorable
impact particularly on regional development. Another study that demonstrates the
increasing significance of SMEs after the 1970s is authored by Ilhan (2006), which aims
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towards the socio economic and political modified process which started in the 1970s as the

leading cause of this increase.

The role of SMEs in an economy is massive. The following are some contributions
of SMEs to economic growth:

According to Steinhoff and Burgess (1993), the growing ratio of unemployment, the
closure of large enterprises, which results in job losses and a lower quality of life, is a major
concern for developing countries. Entrepreneurship is the answer to all of these problems. The
formation of new industries and the actions of SMEs contribute to economic growth, innovation,
and job creation, as well as to social cohesion, by accelerating improvement and promoting the
full utilization of economic, human, and other resources, which leads to higher living standards.
There is a positive relationship between small and medium enterprises and the reduction of

unemployment through job creation.

SMEs help the economic and social development of rural areas by providing
employment for unemployed people and opportunity to improve their skills, discouraging rural
inhabitants from moving to urban areas in search of work. They are also conveniently placed in
rural regions due to their ability to operate on primitive industrial infrastructures, hence
minimizing regional imbalances and ensuring a more fair distribution of national revenue and
wealth (Turkoglu, 2002).

Julien (1998) indicates that small enterprises are important in providing a training
ground for entrepreneurs and employees at later stages in development, when larger indigenous
organisations have emerged. Therefore SMEs are, one pillars of training and human capital
development and potential entrepreneurs who are well qualified to successfully establish and

manage business organizations regardless of their size.

The capacity of SMEs to innovate and successfully generate new goods is critical for
the improvement and ongoing growth of European economies. Even in the current global
economic situation, opportunities remain for the establishment of new businesses, the
introduction of innovative new goods, and the reinforcement of consumer loyalty (Razeghi,
2008).
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2.3.3. Differences between SMES & Large

The European Commission definition of small and medium sized enterprises was
presented in section 2.3.1. It concentrates on differences in size - of headcount, turnover,
and balance sheet sum - to distinguish between small, medium sized , and large companies.
According to Welsh and White (1981), a small business cannot be considered a tiny
counterpart of a huge corporation. SMEs differ from larger corporations not only in size but
also in several aspects including structure, policies and management (Ghobadian and
Gallear, 1997), the decision-making process in SMEs is quicker owing to fewer levels of
management and higher functional integration (Tidd et al., 2005). SMEs have more
confidence in their capacity to be flexible and make changes than bigger organizations
(Voss et al., 1998).

Table 2.2 summarize the fundamental distinctions between large corporations and
small businesses. These qualities may not apply to every major business and SME, but they
do serve as a general guide to how SMEs and large organizations function. Small and
medium enterprises have a variety of major advantages over huge corporations when it

comes to generating new goods as a consequence of these characteristics.

Table 2. Shows The Differences Between Smes and Large Corporations

Large organization SMEs

Hierarchical with several layers of .
Y Flat with few layers of management

management
Rigid structure and information flows Flexible structure and information flow
Top management visibility limited Top management very visible

Top management far from point of delivery Top management close to point of delivery

Low incidence of innovativeness High incidence of innovativeness

Slow response to environmental change Rapid response to environmental change
High degree of formalization Low degree of formalization

Personnel authority low Personnel authority high

Good access to human and financial resources | Limited access to human and financial resources

High degree of resistance to change Negligible resistance to change

Individual creativity stifled Individual creativity encouraged

Source: (Ghobadian and Gallear, 1997).
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2.3.4. Risk in SMEs

The list of risks that SMEs confront is infinite since they face a broader variety of
business risks that are anchored in both the enterprise's internal and external environments
(ALARM and IRM, 2002). SMEs are further hampered by a high variability and the
difficulties of separating between business and owner/management (St- Pierre and Bahri,

2006). When compared to big businesses, SMEs are lacking in terms of managerial

structure, a business strategy, and decision-making (Kelkar, 2008). SMEs are often quite
vulnerable, according to (Oboh, 2002), and only a small percentage of them manage to
survive owing to a variety of economic, market, and financial variables furthermore, the
SME sector is the one that is most influenced by the economy and is the first to be damaged
by any external shock (Suh ,2010). The first step in good risk management is to identify the
risks (Azende, 2011). Furthermore, Afolabi (2018) pointed out that risk identification and

risk management have a high positive relationship.

There are many studies and literature research that have discussed the types of risks
that SMEs face. To better understand these risks, it is important to take a systematic
approach and take into account the perspectives of different authors, which are often

complementary, as we can see in what follows:

In a study of the banking sector, Wynant and Hatch (1991) found that the entire SME
risk, as assessed by the borrower's total credit risk, is separated into two categories: business
risks such as environmental threats, and a lack of necessary skills and resources at home.
The company, etc., which is affected by market conditions, industry, size of SMEs, history

of SMEs, and management efficiency; financial risk such as debt versus revenue structure.

According to Carlton (1999), in defining the full classification of the overall risk of
SMEs, components of risk are divided into the following categories: strategic risks;
financial risks such as liquidity and cash flow problems; operational risks, such as design
errors and vandalism. Business risks, for example, supplier problems, failure to respect the

law; technical risks such as equipment problems.

SMEs face risks from a variety of sources, including risks caused by suppliers, risks
caused by consumers, and risks caused by staff, etc., (CPA Australia, 2009).
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Financial and strategic risks are the most significant threats to SMEs, according to
Napp (2011). According to St-Pierre and Bahri (2006), information produced from financial
statement analysis cannot provide all elements of an organization's success. While strategic
data like quality, innovation, and satisfaction indicate the organization's competitiveness
and success. Non-financial elements like customer loyalty, staff happiness, and internal
procedures, as underlined by Cumby and Conrod (2001), are responsible for the
organization's long-term financial success. Ittner and Larcker (1998) agree, claiming that
the investment in intangible assets, such as client satisfaction, is not taken into account in
accounting data. As a result, a systematic approach and evaluation of both financial and non-

financial information relating to the business may help SMEs better identify their risks.

Financial risk

— liquidity . such as cash flow issues and
issues

Operational Risk
such as sabotage and design flaws.

Business Risk
such as supplier issues.

Technical Risk
such as equipment problems.

TOTAL RISK FOR SMEs
|

Figure 7. Components of SMEs’ total risk as per Carlton (1999)
Source: (Adapted from St-Pierre & Bahri, 2006)
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2.3.5. Risk Management in SMEs

Many experts have emphasized the relevance of small and medium sized firms
(SMEs) and considering their effective role as a catalyst for economic growth in both
developing and established economies (Odah, 2005). However, SMEs confront risks in their
operations all over the world (Azende, 2012). All businesses, particularly small and medium
sized businesses, are concerned about risk and risk management since they are more
vulnerable to business risk and competition (Blanc Alquier & Lagasse Tignol, 2006). As a
result, SMES' risk attitudes and risk management differ significantly from those of large
corporations, because risk management is a challenge for small and medium sized
businesses, unlike large corporations, since they often lack the required resources, such as
human capital, databases, and domain expertise, to perform a standard and structured risk

management (Henschel, 2008). Moreover, SMEs firms lack the financial and human

resources to specifically handle risks (Henschel, 2006). In addition, Gendron (2016)
asserted that risk identification, communication, and control activities are less formal in
SMEs relative to large organizations because the owners are more involved in the day-to-
day activities of the firm. And also other factors such as globalization, intensive
competitions, deregulations, which led to the heightened instability of small and medium
enterprises (Shecterle, 2010). As such, their failure to be proactive in managing risks led to
poor performance of the company. Therefore, according to all of the above, the effort to
deal with risk exposures has become crucial to SMEs’ (Boniface & Ibe, 2012). In order to
add additional value to their business and secure its continuity by avoiding or reducing

transaction costs (Dickinson, 2001).

Every business act and business decision is associated with uncertainty and risk.
Uncertainty creates the chance that future events, both good and bad, may result in a reality
with unexpected or undesirable qualities (Renn, 1998). Therefor firms should strive to
reduce the uncertainty in their management by adopting an effective risk management
methodology to ensure the continuity of production and trading in the market, to promote
the enterprise’s internal and external image, to decrease the risk of failure. Risk management
adds value to a company by boosting earnings while lowering expenses (Urciuoli and

Crenca, 1989). Risk management is the procedure for discovering, evaluating, and
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prioritizing possible risks defined in ISO 31000 as the effect of uncertainty on objectives).
Startup SMEs, according to Frese et al. (2000), suffer a high degree of uncertainty and the
need to make swift decisions. Therefore, SMEs should focus on recognizing future
uncertainty, deliberating risks, identifying possible manifestations and effects, and
formulating plans to address such risks and reduce or eliminate their impact on the enterprise
(Ntlhane, 1995), via risk management, since the fundamental purpose of risk management

IS to ensure that uncertainty does not detract the effort of achieving the company's aims.

According to the literature, most SMEs do not have a clear image of business risk,
and their management of risk is frequently not well regulated or structured ( Matthews and
Scott, 1995). Likewise, risk management in SMEs in its initial stages of development,
according to Trobmann and Baumeister (2004), and no standard for SMEs has yet emerged
that describes how complete management of risk management should look. As a result,
many SMEs leave risks unchecked until they become apparent, only then taking action to
address them. As a result, risk management procedures are ineffective since they are
reactive and non-automated. ( Ntlhane, 1995). In order to have a complete risk management
evaluation, a necessary condition is that a risk management strategy and methodology must
be adopted early on by the SMESs by understanding the basic activities of organizations and
knowing how to integrate risk management into the fabric of the organization, and this
strategy must fit within the context of the SMEs. Risk management could enhance the ability
of SMEs to control business-related risks and successfully manage all stages of the

innovative projects.

As previously stated, the risk management approaches used by SMEs are generally
focused on risk avoidance and, to a lesser risk, risk transfer through insurance operations.
But according to Ntlhane (1995), avoiding risk impedes economic advancement in a firm
since every business may thrive and expand if it is able to grab commercial opportunities,
which typically come with bigger risks. Also, Smit and Watkins (2012), stressed that most
risk operations are built in a reactive manner, limiting company resources available to
address risks. A source of debate is the relationship between risk management and strategy.
On the one hand, according to study (ICAEW, 2005), 70% of SMEs actively consider risks

in their business plans. On the other hand, SME risk management is not well developed in
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terms of integrating recognized risks into business planning. Without this integration,
businesses are unable to identify the company's full-risk position.( Henschel, 2006) Many
SMEs, according to Peel and Bridge (1998), only apply strategic thinking and planning
strategies when they are in a crisis. As a consequence, small businesses are less likely to
have a strategic business plan that is communicated to all personnel. Risk management
methods are insufficiently defined and are insufficiently tied to strategic planning (ICAEW,
2005; Henschel, 2006). Another prerequisite is to understand how managers view and a
fully conscious of the risk internal and external environment in which they operate and the

associated uncertainty.

2.3.6. The Role of Managers' Leadership Practices of SMEs in Risk

Management

Unlike larger corporations, Dickinson (2001) noted that one of the owners is
frequently a member of the management team in SMEs. His vision and knowledge are
critical to the company's success. Furthermore, Matthews and Scott (1995) pointed out that
most SMEs lack the requisite resources to hire specialists at every level of the organization.
They concentrate on their main business and have management expertise. As a result, in
many SMEs, there is no risk management. Therefore, risk management tends strongly to be
concentrated in the hands of the owners - managers that supervise and review. risk
management as well as dominate the decision-making process (Henschel, 2006). Similarly,
Watt (2007) opines that in SMEs, the risk management function usually resides at the
prerogative of the owner in the assessment of threats and opportunities pertaining to the
enterprise. Sparrow (1999) underlined that risk management practices in SMEs are related
to the views and beliefs of founding entrepreneurs. Therefore, the owner manager in SMEs
is often more responsible for many different important tasks and decisions. Looking at risk
management, many research has confirmed the role that owner/ manager play in managing

risks of SMEs. By conducting interviews, Ntlhane (1995) asserted that owners and

managers of small and medium sized enterprises are not aware of the availability and use
of risk reduction techniques (eliminating/avoiding, reducing, transferring or acceptance) to

reduce the adverse effects of risks on the enterprise. Watt (2007) says in supporting that
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owners and managers may be able to perceive evident risks, their depth of risk knowledge
may prevent them from identifying or perceiving indirect risks or comprehending risk
linkages. As a result, one of the issues with risk management is that most risk assessments
are related to a certain discipline that owner-managers may not be familiar with. Panigrahi
(2012) recognized a lack of risk knowledge and understanding of the subject matter of risk
management as the explanation for the poor practice of risk management within the small
and medium sized business sector. Additionally, the author notes that firm owner-managers
attitudes and awareness of risks have a critical impact in how risks are managed

systemically.

Leadership Risk

Practices of Management in
SMEs Managers SMEs

Figure 8. Impact of SME Managers' leadership Practices

According to the above, concluded that risk management for SMEs is greatly
influenced by the owner's perception of risk and his attitude towards risk (Smit and Watkins,
2012). As a result, it is the owner-managers job to identify, analyze, and manage the risks
that exist in their organization, as well as to make attempts to implement excellent risk
management practices that allow owners to avoid or reduce these risks. In this regard,
Schultz (2001) emphasized the need of SMEs' owners and managers to be knowledgeable
about risk identification and analysis in order to manage risks from various sources. Risk
identification involves identifying potential risks that may affect the business objective
either positively or negatively. And because managers’ perceptions form the basis on which
their strategies are built (Tymon et al., 1998). and because they rely on their own personal

experience and expertise and rely on advice from people within their networks as a

component of the decision-making process.

As a result, while contemplating establishing risk management or analyzing current
risk processes, entrepreneurs should acquire the following abilities (Bradford, 2009):
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Have the most significant risks to the business been identified?
Is there a risk management plan in place to handle these risks?

Is the organization prepared to deal with losses that occur despite precautionary

measures?
Is there an organized strategy to turning risks into opportunities?

Similarly, Watt (2007) said that SME owners and managers should consider the
following phases in their management of risk processes:

Create a risk management strategy for SMEs.
Determine the risk tolerance of the SME.
Risk identification and evaluation.

Risk prioritization and management.

Business Quality

Planning
Contract Assurance

Management

Risk
Management

Financial i : I Compliance
Management )

Client
Relationship Human
Management = Resources

Figure 9. The Integration Wheel
Source: (GRA & NSW, 2005)

Ultimately, without this integration, the company will not be able to identify,
understand and manage well the risks it faces. As a result, SMEs must implement an
effective risk management strategy, which is defined as a process that use internal controls
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as a means of mitigating and controlling risks associated with their operations. On the one
hand, this strategy provides comprehensive loss protection. This strategy, on the other hand,
does not deprive SMEs of benefit from gained chances. Also, risk management in a small
business should not be used as a stand-alone program, as the latter is integrated with other
management processes and techniques employed to ensure effective business operations

(GRA & NSW, 2005). Risk management is interwoven with other management processes

such as financial management, human resources management, customer relationship
management, and company strategy planning, as shown in Figure 2.9. This strategy also

helps SMEs to evaluate their activities objectively.

The strategy should be simple, uncomplicated, and easy to understand as defined by
Kliem et.al (1997) a four-step process: identification of risk, risk assessment, risk
mitigation, and risk follow-up. It should be sufficient for all the activities of SMEs because
understanding of the risk management strategy is useless if inadequate risk management
initiatives are applied. Leadership is one of the variables that impact business culture at the
level of SMEs' owner-managers. A suitable business structure offers an essential foundation
for the SME owner's administration and control of the firm, and so functions virtually as a
risk management tool (De, 2005). The culture and knowledge of owner-managers should
be developed in risk management principles, risk control programs that can be used, and
methods for dealing with available risks. And they should take into account that every risk
action undertaken by them has an effect on the risk pattern. And they should strive to
improve the quality of the information used to identify and assess risks (Foster, 2009). They
must evaluate risks on an ongoing basis and properly (de Bakker, Bonestra, and Wortman,
2010). Because if the risks were evaluated incorrectly, risk management itself becomes the
biggest risk of such firm. And they should be careful in making decisions when planning
and implementing a business strategy because according to Berkeley, Humphreys &
Thomas (1991) managerial risks might occur as a direct or indirect effect of management
activity, according to the authors. Because of the size and management structure of SMEs,
as well as the strong relationship between managers, owners, and operators, developing and

implementing strategic risk management will be relatively simple (Watt, 2007).
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3. RESEARCH METHODOLOGY

This chapter presents a detailed description of research methodology. The purpose
of a research methodology is to assist the researcher in defining and developing a logical
process to achieve the aims and objectives of the research (Kumar, 2005). According to
Yuko Oso and Onen (2009), methodology is the specific approach utilized to answer the
study's research questions. The methodology was employed in acquiring data, evaluating
and interpreting the data, and finally presenting the study findings. The findings are
compared with those of the literature and the last section presents conclusions and some

recommendations.

3.1. Conceptual Framework

Eisenhart (1991) defined conceptual framework as an argument that incorporates
several points of view and culminates in a set of justifications for embracing some points,
I.e. certain ideas or concepts, but not others. The conceptual framework of this research was
created by a comprehensive literature of the literature obtained from previous studies. By
considering significant indicators of related studies in the literature, and in order to facilitate
risk management implementation in SMEs in Gaziantep, the present study examined the
framework of the SME managers’ leadership practices of SMEs manager's practices to
establish their impact on risk management the context of SMEs in Gaziantep. This
framework is depicted by Figure 2.10 that presents lucidity in relation with the concept of
the thesis.

Independent variable Dependent variable

l l

Leadership Practices of
SMEs Managers

B — Risk management

Figure 10. Study Framework
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3.2. Research Approach

The scientific method, as applied to social sciences, the scientific inquiry may take
one of two possible forms: inductive (qualitative) research or deductive (quantitative)
research, according to the reasons for their adoption (Saunders, 2011). Deductive
(quantitative) approach is guided by positivist philosophy and employs survey and
experimental strategies of inquiry (Creswell and Creswell, 2017). From the general and
working towards the particular, this is how deductive approaches begin. Its origins lie in
natural science. Furthermore, it has been argued that the deductive method progresses from
theory to data, which indicates that the issue is first presented theoretically, and then data is
analyzed to confirm the theory. In deductive research, the researcher's goal is to test
theoretically known concepts and patterns using new empirical data. While in inductive
(qualitative) approach; more emphasis is on words rather than quantification in the
collection and analysis of data. Bryman and Bell (2003) explained a qualitative method as
an inductive approach which presents the relationship between theory and research by
emphasizing the generation of theories. Therefore, inductive approaches to research are
those that move from the particular towards the general. Table 3.1 shows some of the main
differences between quantitative and qualitative research methods. This study uses a
deductive (quantitative) research approach in which questionnaires are used to gather and
evaluate data from small and medium companies in Gaziantep, moving the study from the
general to the specific. To put it another way, it implies applying broad theory to a particular

region to see whether it fits (Burney, 2008).
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Table 3. Distinctions Between Quantitative & Qualitative Research

Research aspect

Qualitative research

Quantitative research

Research aim

Research usage

Understand and interpret
phenomena

Exploratory research

Answers a research question

or tests hypotheses

Data collection approach and
methods

Unstructured questions. Usage
of observation, individual or
group interviews

Well-structured with
categorized responses. Uses
surveys, expetiments and or
quasi-experiments to collect
data

Research approach and data
analysis

Data is observed, reported and
interpreted. Analysis’ focus is
on the contextual framework

of the phenomena under study

Data is coded, categorized and
analyzed. Analysis is
computer assisted

Research nature

Sample size

Subjectively inclined

Relies on small samples

Objectively inclined

‘ Large samples to provide

generalization of results

Sample design

Non-probability sampling
techniques

Probability sampling
techniques

Researcher involvement

Active participation through
direct observation or
conducting interviews or focus
groups

Rarely has direct contact with
participant

Source: (Wilks and Moore, 2016)

3.3. Research Design

This research used surveys (questionnaires) to investigate the impact of the
leadership practices of SMEs managers, on risk management in Gaziantep. According to
Churchill (1998), that questionnaire is a pamphlet of prearranged consistent process, pre-
coded and having different questions used as a tool for the collection of information from
the respondents who record their answers. Formally the different question is asked from the
respondents to achieve the information which is required. The questionnaire method was
chosen for its versatility, cost, and speed benefit. Surveys enable researchers to gather a vast
quantity of data about a big number of individuals. The questionnaire was designed along

the lines of the research framework in Figure 12. Random sampling was adopted in this
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research. The data collected are coded, tabulated, and analyzed into logical statements using
mean and percentage analysis, and the data collected was analyzed using Statistical Package
for Social Sciences (SPSS) to examine the relationships as well as to derive to the
conclusion of the findings. This design was preferred because it is the most cost-effective,

time-efficient, and reliable.

3.4. Research Population

The term "target population” refers to the whole collection of individuals, objects,
topics, or aspects that the researcher wants to investigate (Yuko Oso and Onen, 2009). A
sampling frame is then drawn from this target population. The target population in the
statistic is the population about whom data is desired. The study's target demographic is

small and medium sized enterprises in Gaziantep drawn from all sectors of the economy.

3.5. Sample Population

For this study, the sample population consists of 287 respondents from SMEs (SMEs
firms were defined as firms that has less than 250 employees). Operating in various sectors
in Gaziantep, selected through simple random sampling. Cooper & Schindler (2003)
explains that simple unplanned sampling is one in which an individual element of the
population is renowned and have the same chances of selection. As a result, this study's
sample selection was managed using simple random sampling (SRS). This sampling
technique was selected in order to eliminate bias and to ensure that all individuals of the
targeted population have an equal and independent chance of being included in the sample,

as well as to get accurate, real, and trustworthy data.

3.6. Collection of Data

To achieve this core research goal, the questionnaire technique was utilized as a data
gathering instrument. Structured self-administered questionnaires using an online

questionnaire using Google Forms were developed to gain information from SMEs. The
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study community consisted of SMEs in Gaziantep. The research objectives were presented
on the introduction page of the questionnaire. The questionnaire consisted of 27 closed-
ended questions, where four questions were about demographic characteristics of the
respondents /company, ten questions were related to managers' leadership practices of
SMEs (independent variable), and fourteen questions were related to risk management
(dependent variable). Respondents were asked to indicate the degree of acceptance of each
of the questions on a five-point Likert scale, where 1 — Strongly disagree, 2 - Disagree, 3 -
Undecided, 4 — Agree, 5 - Strongly agree. With the possibility of choosing a single answer.

Respondents of these questionnaires were managers of SMEs. The total number of
distributed questionnaires was 453; it took 36 days to distribute (January 30, 2022, to March
6, 2022). Final responses were received from 287 companies, yielding a satisfactory
effective response, as a result of 166 questionnaires not being returned by the competent
authorities within the time limit specified. When a respondent fulfilled the online
questionnaire, the collected questionnaires were checked and coded against SPSS. Then the
statistical package of social Science (SPSS) has been used to measure and analyze
respondents' responses. SPSS is a set of packages or computational data to conduct these
data and this program is used in scientific researches which include statistical data. Data
analysis process has been conducted in the next chapter "Data Analysis and Research

Findings".
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4. FINDINGS

4.1. Introduction

This chapter analyzes the obtained data and summarizes the study's conclusions. The
software utilized for analyzing the data and obtaining the outcomes was statistic software
which is SPSS. This study's analysis is divided into two sections. The first section
investigates the respondents' demographic characteristics, while the second section
concentrates on the study questions. By analyzing the respondents’ demographic
characteristics in the first section, the researcher may learn their origins, the number of
respondents, the sort of respondents, and their backgrounds, all of which contribute to the

study's dependability and impact on the research aim.

The second section has 24 questions (ten of which belong to the independent variable
and fourteen of which pertain to the dependent variable), following the demographic
analysis, the study performs a reliability test to verify the data's dependability, for which the
researcher employed Cronbach's alpha. Finally, the data was carefully selected to ensure
their reliability. The descriptive analysis of the 24 questions is next conducted to see how
the research goals were met, and lastly, to test the hypothesis, simple regression was

performed in this chapter.

4.2. Respondent Demographic Characteristics

This section analyses the demographic characteristics of the respondents, from which

we can determine how many persons took part in this study, as shown below:

Business Sector
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Table 4. In which sector does your business mainly operate?

Frequency | Percent Valid Percent | Cumulative
Percent

Trade/Logistic | 61 21.3 21.3 21.3
Manufacture 54 18.8 18.8 40.1

- Construction 61 21.3 21.3 61.3
Service 48 16.7 16.7 78.0
Other sector 63 22.0 22.0 100.0
Total 287 100.0 100.0

Table 4.1 displays descriptive statistics of business sector variables: Questionnaires
were completed by (287) respondents, while 21.3% (n =61) are trade and logistic
companies, 18.8% (n =54) are manufacturing companies, 21.3% (n =61) are construction

companies, 16.7% (n =48) are service companies, 22% (n =63) are other sector companies

(22%).

In which sector does your business mainly operate?
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Percent
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[S2]

Trade/Logistic Manufacture

213
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Service

Other sector

Figure 11. Frequencies and Percentages of Business Sector
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The Length of Doing Business:

Table 5. How long has your company been operating?

Frequency Percent Valid Percent Cumulative Percent

Valid less than 2| 72 25.1 25.1 25.1

years

2-4 years 68 23.7 23.7 48.8

5-10 years 71 24.7 24.7 73.5

More than 10 | 76 26.5 26.5 100.0

years

Total 287 100.0 100.0

Table 4.2 displays descriptive statistics of business sector variables: Questionnaires
were completed by (287) respondents, while 25.1% (n =72) of them were doing business
less than 2 years, while 23.7% (n =71) of them were doing business between 5 and 10 years,
while 26.5 % (n =76) of them were doing business more than 10 years. It can be said that

the owners of the companies were quite experienced entrepreneurs.

How long has your company been operating ?
27
26.5
26
25.5
g 7
S 245
[+}]
Y.
23.5
23
22.5
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less than 2 years 2-4 years 5-10vyears More than 10 years

Figure 12. Frequencies and Percentages of The Length of Time Doing Business
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The Business's Size and Number Of Employees :

Table 6. The total number of employees and the business's size?

Frequency | Percent | Valid Percent | Cumulative Percent
Micro firm (up to 9 # 105 36.6 36.6 36.6
employees)
Small firm (1049 | 131 45.6 45.6 82.2
Valid | employees)
Medium sized firm | 51 17.8 17.8 100.0
(50-250 employees)
Total 287 100.0 100.0

Table 4.3 displays descriptive facts of the number of employees and the size of the
business variables: Questionnaires were completed by (287) respondents, while 36.6% (n
=105) of them were micro firms (up to 9 employees), while 45.6% (n =131) of them were
small firms (10-49 employees), while 17.8 % (n =51) of them were medium sized

enterprises (50-250 employees).

Total number of employeesin enterprise?

50
45
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S 25
& 20
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Micro firm (up to 9 Small firm (10-49 Medium-sized firm (50—250
employees) employees) employees)

Figure 13. Frequencies and Percentages of The Number of Employees and The
Business's Size
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Risk Categories:

Table 7. In which risk categories do you evaluate risks?

Frequency | Percent | Valid Percent Cumulative Percent
Strategic risks 65 22.6 22.6 22.6
Operational risks 51 17.8 17.8 40.4
Financial risks 73 25.4 25.4 65.8
Vil Information 34 11.8 11.8 77.6
technology
Compliance risks 39 13.6 13.6 91.2
Other kinds of risks | 25 8.7 8.7 100.0
Total 287 100.00 | 100.00

Table 4.4 displays descriptive statistics of risk categories variables: Questionnaires
were completed by (287) respondents, while 25.4% (n =73) of them were financial risks,
while 22.6% (n =65) of them were operational risks, while 17.8 % (n =51) of them were
strategic risks, while 13.6% (n =39) of them were compliance risks, while 11.8% (n =34) of
them were information .technology risks, while 8.7. % (n =25) of them were other kinds of

risks.

In which risk categories do you evaluate risks?
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Figure 14. Frequencies and Percentages of The Risk Categories Variable of The Business
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4.3. Findings and Discussion
4.3.1. Reliability Test

4.3.1.1. Cronbach’s Alpha Test

The reliability test is implemented to guarantee reliability effectiveness of the
mechanism used as a data collection tool. To test inner reliability, most of researchers utilize
Cronbach's alpha that correlates an individual item of a questionnaire with other items in
the questionnaire (Saunders et al., 2009). Cronbach's alpha coefficient is among the
evaluation instruments for 56 of the reliability tests which is the most ineffective method
for confirming the data's trustworthiness. This form of dependability test is often used in

social sciences and organizational studies (Bonett and Wrigh, 2015)

If the Cronbach's alpha value is near to (1) and more than 0.7, the data is extremely
consistent with reality or the questions are very consistent. Most studies consider 0.70 as
the threshold value of Cronbach’s alpha for the reliability because in his own study,

Cronbach (1951) reveals the generally accepted value of reliability as 0.70.

Table 8. Cronbach’s Alpha Test All Variables

Demographic Cronbach's Alpha N of Items Interpretation
LEADERSHIP

PRACTICES OF SMEs 0.789 10 Good
MANAGERS

RISK MANAGEMENT 0.830 14 Good

Total Score 0.865 24 Good

Table 4.5 shows the test results of reliability. Based on the summary of the data
results, it can be seen that Cronbach's alpha coefficient is 0.865 for all questions or items
contained in variables combined, which is higher than the permissible standard of 0.70.
(Nunnally and Bernstein, 1967), this indicates that dependability has been acknowledged

and that the data or items (questions) are largely consistent across all variables.
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To ensure the correctness of the data for each variable separately and their
compatibility, we also calculated the dependability of individual variables to ensure the

accuracy of particular findings.

Table 9. Cronbach’s Alpha Test Leadership Practices Of SMEs Managers
Demographic Cronbach's Alpha N of Interpretation
Items
LEADERSHIP  PRACTICES
OF SMEs MANAGERS

10 Good

Using SPSS, the researcher calculated reliability scores for each of the variables
individually. The dependent variable of 10 questions. The scale had a high level of internal
consistency, as indicated by a Cronbach’s alpha of .789. Table 4.6 shows the scores for this
dependent variable. Coefficient of 0.789. This presented a level of validity and reliability to
presume the sufficiency of the second-order composite model for the purposes of this study.

Table 10. Cronbach’s Alpha Test Risk Management

Demographic Cronbach's Alpha N of Items Interpretation

RISK MANAGEMENT  0.830 14 Good

The reliability of the survey was tested based on the consistency of the number of
participants’ responses to the survey questions comprising each construct. Represented
reliability of the survey instrument using Cronbach’s alpha reliability coefficients.
Independent variables were tested resulting in Cronbach’s alpha reliability constituting
0.830, which indicates accepted reliability Because the Cronbach's Alpha is near to one,
these findings are quite dependable (Pietersen & Maree, 2007).

59



4.3.3. Correlation Results

In this section, we continue our analysis to learn more about the impact of the
independent variable on the dependent variable, the inter-related correlation between the
dependent and independent variables, and the goal of our study, which is to learn more about
the impact and significance of managers' leadership practices on risk management in SMEs

in Gaziantep. We used the Pearson Correlation Test for these objectives.

Table 11. Correlations
LEADERSHIP RISK
PRACTICES OF MANAGEMENT
SMEs MANAGERS

LEADERSHIP Pearson 1 0.818™
PRACTICES OF Correlationl

SMEs Sig. (2-tailed) 1 0.000
MANAGERS N1 287 287
RISK Pearson 0.818™ 1

MANAGEMENT Correlationl
Sig. (2-tailed) 1 0.000
N1 287 287

**_ Correlationl is significant at the 0.01 level (2-tailed).

The previously mentioned Pearson's Contingency Coefficient was used for making
conclusions about the statistical importance of the respondents in relation to the criterion
chosen. The bounds between accepting and refusing the statistical hypothesis was expressed
by the amount of importance a p-value of 0.05_(Godfrey, 2005). Additionally, when the 'r'

value is near to 1, it indicates a tight relationship between two variables, while positive (+)
and negative (-) values indicate that variables are favorably or negatively associated. With
the research variables, we conducted a correlation analysis. The means, standard deviations,
and bivariate Pearson correlations of the constructs are reported in the correlation matrix in
Table 4.8. We found positive correlations between managers' leadership practices and risk

management (r=.818**; p<0, 01), we also note that managers' leadership practices have a
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strong positive correlation with risk management practices a value of 0.000 of 81%. These

results did support our research hypotheses.

4.3.4. Normality Tests

To determine if the data was normally distributed, normality tests were performed.
However, there are other types of normality tests that assess the normality of the data from
a number of perspectives. Throughout the study, the researcher will perform the following

two normality tests:
Skewness and Kurtosis:

When data is normally distributed, it resembles a bell, with all three metrics
dispersed proportionately: mean, mode, and median (Das & Imon, 2016). Because all three
measures are affected, the distribution is considered to be symmetric, but in the case of
inequality of mean, mode, and median, the distribution is asymmetric, and data is skewed
to one side. In most cases, skewness may be either positive or negative. According to Joseph
F., Black, Babin, and Anderson (2009), skewness between -1.96 and 1.96 indicates that the
data is normally distributed; skewness more than or equal to 1.96 shows that the data is not

normally distributed. Kurtosis is determined using the same -1.96 and 1.96 criteria.

Table 12. Descriptive

Statistic Std. Error

Mean 52.2892 49827
95% Confidence | Lower Bound 51.3085

= Interval for Mean Upper Bound 53.2699

5 5% Trimmed Mean 52.4543

5 Medianl 52.0000

O Variancel 71.255

S Std. Deviation 8.44128

< Minimum1 33.00

= Maximum 67.00

c% Rangel 34.00

o Interquartile Rangel 15.00
Skewness1 -.142- 144
Kurtosisl -1.054- .287
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4.3.5. KMO and Bartlett's Test

Table 13. KMO and Bartlett's Test1l

Kaiser-Meyer-Olkin Measure of Sampling Adequacyl .500
Approx. Chi-Square 315.268
Bartlett's Test of Sphericityl | dfl 1
Sig1l. .000

Also, the results of Kaiser-Meyer-Olkin (KMO) test for all matrix questions were
above 0.5 (Table 4.10) which were acceptable for factor analysis this is consistent with Hair
et al (1995) . Recommendation that a KMO of less than 0.5 is undesirable. Additionally, the
Bartlett's sphericity test result in this study is p=.00, which is statistically significant at p
<.05 (Bartlett, 1954). The test findings demonstrated that they all fulfilled all of the factor

analysis's assumptions.

4.3.6. Linear Regression Statistic (Hypothesis Testing)

Based on the research questions and problem of the study, the hypothesis is
developed and tested to show the degree of relationship between managers' leadership
practices and risk management in SMEs in Gaziantep. The alternative hypothesis

formulated is stated below:

H1: There is a statistically significant effect of managers' leadership practices on

management of risk in small and medium sized companies in Gaziantep at a<0.05.

This section deals with testing the main hypothesis of the study, as it focuses on
acceptance or rejection the hypothesis of the study, through the use of simple regression
analysis and based on the associated statistical tests, as follows for the hypothesis of the

independent variable's influence on the dependent variable:

HOL1: There is no statistically significant effect of managers' leadership practices on

management of risk in small and medium sized enterprises in Gaziantep at 0<0.05.
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To test the hypothesis simple regression was used to measure whether there was a

significant effect of managers' leadership practices on risk management.

Table 14. Model Summary
Mode R R Square Adjusted R Square Std. Error of the Estimate

1 .818? 670 .669 4.85890

a. Predictors: (Constant), LEADERSHIP PRACTICES OF SMEs MANAGERS
b. Dependent Variable: RISK MANAGEMENT1

Table 4.11 shows that the relationship between managers' leadership practices and
risk management is strong, where r equals 0.818, and the variation in managers' leadership
practices affects the variation of risk management, where R2=0.670. In other words, 67%
of the changes in risk management resulted from the change in the leadership practices of
managers of SMEs in Gaziantep.

Table 15. ANOVA®

Model Sum of Squares df Mean Square F Sig

1 Regression | 13650.469 1 13650.469 578.192 0.000P
Residual 6728.528 285 23.609
Total 20378.997 286

a. Dependentl Variable: RISK MANAGEMENT
b. Predictorsl: (Constant), LEADERSHIP PRACTICES OF SMEs MANAGERS

The Analysis of variance (ANOVA) was used to test the statistical significance of
the hypothesis. When tested at a 5% level of significance, results have shown that managers'
practices play a significant role in risk management in small and medium sized companies

in Gaziantep. This can be seen from a p-value = .000.
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Table 16. Coefficients?

Model Unstandardized Standardized |t
Coefficients Coefficients
B Std. Error | Beta
1 | (Constant) 12.081 | 1.697 7.121
LEADERSHIP PRACTICES | 1.081 .045 .818 24.046

OF SMEs MANAGERS

a. Dependent Variable: RISK MANAGEMENT

The predictor shown in Table 4.13 has p<.05. The study results indicate that
managers' leadership practices (p= .000), have a positive and significant impact on risk
management in small and medium sized companies in Gaziantep (p =.000). In other words,
an increase of one unit of the managers' leadership practices will increase the effectiveness
of risk management by 81% ( If managers' leadership practice, improve by 1 unit the
average change in risk management in SMEs in Gaziantep state will increase by 0.81

percent.)

Therefore, the null hypothesis is rejected and the alternative is accepted, which states
that managers' leadership practices impact the management of management in small and

medium sized companies in Gaziantep, at p <0.05.

This implies that the alternative hypothesis which states the following: managers'
leadership practices impact the risk management in small and medium sized 1 companies

in Gaziantep, is significant at p< .05 and is accepted.
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CONCLUSION AND RECOMMENDATIONS

Conclusions

One of the most important prerequisites for a successful economy is the growth of
small and medium businesses, because these firms have many important roles in any
country's economy such as employment creation, entrepreneurial skills, innovation,
promoting the level of economic and social development in any country's economy, which
has increased the economic importance of these institutions significantly in recent decades.
But these companies are trying to endure and flourish in a world of uncertainty which
exposes them in their operations; they are exposed to a wide range of risks, where every
business activity and the business decision are associated with uncertainty and risk. It may
produce a reality with unexpected or unwanted characteristics. Therefore, firms should
strive to reduce the uncertainty in their management by adopting an effective risk
management methodology because the fundamental goal of risk management is to ensure

that uncertainty does not deter the pursuit of the company's goals and objectives.

This research commenced with a literature review on risk and risk management in
SMEs. Which revealed a weak reputation of risk management within SMEs. It indicated
that SMEs make less provision for managing risks in their activities compared to those of
the large enterprises. Therefore, SMEs' attitudes towards risk and their management of risk
vary dramatically from those of big companies because risk management is a challenge for
small and medium sized companies, unlike large companies because they often lack the
necessary resources, and controled activities are less formal because the owners-managers
are more active with the firm's day-to-day operations, and also other factors such as
globalization, etc. Which led to the heightened instability of small and medium sized
enterprises. So, in order to have a complete risk management evaluation, a necessary
condition is that a risk management strategy and methodology must be adopted early on by
the SMEs. Small organizations are even less likely to have a strategic planning that is
presented to all employees, another prerequisite is to understand how manager's view,

practice, and are fully aware of the internal and external environment of the risks in which
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they operate and the associated uncertainty. Following a thorough assessment of the
literature, it was discovered that there have been very few empirical studies in the domain
of risk management for SMEs. Specifically (the impact of the leadership practices of
managers of small and medium sized enterprises on risk management). As a result, the
primary goal of this research was to look into the impact of managers' leadership practices
on the risk management of SMEs in Gaziantep. In addition to understanding how the most
important risk categories affect these SMEs, and how risk management and business
planning are linked in SMEs.

The findings show that Gaziantep SMEs value many types of risk (not just financial
risks, but also strategic and operational risks), which fall into the first categories of the most
important and relevant risk categories that they confront. These findings are consistent with
the findings of Napp (2011) study, which found that financial and strategic risks are the

most significant threats to SMEs.

The most serious issue in all SME size classes is the failure to incorporate identified
risk management into company planning. As a result, the majority of literature sources
support a direct link between risk management and business planning, the research has
shown that SMEs consider risks and risk management in their business plan strategy; it
informs all employees of risk and controls. But risk management practices are poorly
formalized, and need substantial improvement. On the other hand, in SMEs, the process of
incorporating identified risks into business planning is still in its infancy. SMEs' business
planning needs to be significantly improved. It is emphasized that sound risk management
requires a comprehensive corporate planning framework. Companies will not be able to
identify and manage the full organization's risk profile without this integration, and risk
management will be nothing more than "empty rhetoric" with no value for the company.

The major goal of this study was to determine the impact of managers' leadership
practices on SMEs in Gaziantep's risk management. A positivist research paradigm was
applied, and a quantitative research approach was used to collect data from SMEs in
Gaziantep using questionnaires. The results of a simple linear regression analysis employed
in this study to assess the effect of the independent variable (Managers' Leadership

Practices) on the dependent variable (Risk management) reveal a substantial positive link
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between managers' leadership practices and risk management of SMEs in Gaziantep. That
is to say, managers' actions have a favorable impact on risk management in Gaziantep's
small and medium sized businesses. According to the findings of the study, the majority of
respondents stated that risk management is highly supported by management and is on the
agenda of leadership meetings. This indicates that most small business managers are aware
of risk management; however, they must learn how to effectively use risk management
initiatives to benefit their organizations, as well as become more educated about risk
management initiatives that will benefit risk management and, as a result, the company as

a whole.

Recommendations

Managers' experience and capabilities have a substantial impact on risk management

in SMEs. As a result, the study suggests that:

Managers of SMEs should choose an effective risk management strategy and work
to constantly improve it, and integrate it into the organization’s strategic planning so that
this strategy allows for protection from losses, and at the same time, this strategy does not
deprive SMEs of profit from acquired opportunities, and it should be circulated among
employees to ensure they are aware and prepared for risk. Then, every employee in the
company will know what to expect whenever they face any risk and act accordingly.

SME operators in Gaziantep state should use cost-effective risk detection and

mitigation strategies to ensure that their financial performance is not harmed.

To know the end result and advantage of risk management SMEs managers need to
enhance the present planning system and establish risk management based on their
organization's demands through effective training and development within SMEs, as well

as boosting the owner / manager's awareness and perspective of risk management.

Managers of SMEs need to select appropriate methods of training employees (in-
house and on-the-job training programs) in risk management that effectively support
understanding the scaling process of risk management. In addition, top management need
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to encourage employees to participate in the process by sharing and transferring personal
knowledge and experience.

The findings emphasize the importance of building a proper network between SMEs
and other business firms to assist organizations in improving the experience and access to
information sources of owner / managers, on the one hand, and enhance the contribution of
risk management on the other hand.
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APPENDIX

Survey Questionnaire
Q0 Karabuk University
KARABUK Institute of Graduate Programs

Department of Business Administration

The Effect of Small and Medium Size Enterprises Managers' Practice on Risk
Management in Gaziantep

Dear Respondent,

| am an MS student at Karabuk University's Business Administration department. |
would appreciate it if you could spend a few moments filling out the questionnaire below.
Your replies to the questions will be kept with the utmost confidentiality and will be used
only for academic purposes. Sincere replies are highly valued since they result in more
accurate research and study results for the thesis. If there are questions which you are
unwilling or unable to answer, then please continue to answer the other questions. "Our
identity and that of the company you work for will remain strictly confidential.

SECTION A: BACKGROUND INFORMATTON

1- In which sector does your business mainly | 2- How long has your company
operate? (Civelek, 2010) been operating? (Civelek, 2010)
Trade/Logistic less than 2 years
Manufacture 2-4 years
Construction 5-10 years
Service More than 10 years
Other sector. Please specify

3- Total number of employees in enterprise? | 4- In which risk categories do
(Civelek, 2010) you evaluate risks? (Henschel, 2007)
Micro firm (up to 9 employees) Operational risks (OR)
Small firm (10-49 employees) Strategic risks (SR)
Medium sized firm (50-250 employees) Financial risks (FR)
Micro firm (up to 9 employees) IT risks (ITR)
Compliance risks (CR)
Other kinds of risks (O)
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SECTION B: LEADERSHIP PRACTICES OF SMEs MANAGERS

1=Strongly Disagree 2=Disagree = 3= Undecided 4= Agree 5=Strongly
Agree
Phrase Measurement
degree @@ | 6 | @ 6
5 There is a Risk Management (RM) strategy
in my enterprise.
6 Risk and controls are communicated to all
employees.
; Risk Management is useful to my
enterprise.
g Risk are addressed within a reasonable time
after identification.
9 Risk are managed proactively
10 Risk Management is linked to business
planning in my enterprise.
Risk facing my enterprise are logged and
11 .
filed.
12 Risks form part of the agenda in my
leadership meetings.
There are effective risk communication
13 channels from the bottom level up for
emerging risk.
| have a clear understanding of the risks that
14 have an impact on my business structure
and operations and how | manage them.
(Henschel, 2007)
(Henschel, 2007)
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Agree

SECTION C: RISK MANAGEMENT

1=Strongly Disagree  2=Disagree = 3= Undecided 4= Agree

5=Strongly

Phrase Measurement
degree

(1)

)

(3)

(4)

(5)

15

Risk management initiatives are considered
important in SMEs.

16

Accountability and responsibility for risk
management are clearly defined and
understood.

17

The general principles of risk management
are included in our general policy in line
with the organization's strategies and
objectives.

18

Risk management is clearly supported by
management.

19

The management personnel identify,
analyses and adequately respond to risks
affecting the organization on a regular
basis.

20

The identified risks are evaluated and
prioritized on a regular basis in line with the
goals and objectives of the organization.

21

The monitoring and control of risks is an
integral part of approved risk management.

22

Responding to risks is monitored via the
risk register which include avoiding,
accepting, reducing or sharing the risks
across divisions.

23

The level of monitoring and control by the
organization is appropriate for the risks that
it faces.

24

The response to risks includes action plans
for implementing decisions about identified
risks (if the importance of identified risks
changes

86




25

Adequate knowledge, proper training, and
advanced technology are considered in risk
management processes.

26

Employees participate in risk management
activities, both inside and outside the scope
of their own specific tasks.

27

Risk management tasks and roles are clearly
assigned.

28

Effectiveness of the current risk
management policies, guidelines and
practices are always monitored for further
improvement plans. (Sifumba et al., 2017).

(Sifumba et al., 2017).
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