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ABSTRACT

It is indicated that 75% of small businesses fail within the first five (5) years of business operations. Small
businesses can be blindsided by risks that management has failed to account for. However, risk management
has the capacity to reduce business failure rates by relating good management practices across a business to
risk events and aiding in the production of a consolidated response from the entire business. Still, small
businesses are often hesitant in voluntarily complying with risk standards. Small businesses often fail to employ
risk management because of the opportunity cost thereof in business or operational terms. Considering this, the
aim of this article was to identify the factors affecting South African Small and Medium Enterprises (SME’s) risk
identification and management practices. In order to determine what relationship small businesses have with risk
management the small businesses were surveyed in the Sedibeng District Municipal Area (SDMA). The survey
determined which risks they could identify and how closely their actions to address those risks matched
theoretical best practice. A quantitative approach was used and a structured questionnaire was employed to
extract the required information. Exploratory factor analysis (EFA), reliability and descriptive analysis were the
quantitative methods used to extract the knowledge presented. What was found is that small business owners
were risk adverse and had limited awareness of the risks their businesses were exposed to. Experience drove
both risk awareness and risk response in their businesses. Small businesses focus on business risk and
operational risk but are not cognisant of many of the other risk types. Risk management was consequently
lacking, and amounted to limited crisis management, and the processes that embody small business risk
management factored into the three (3) steps of risk identification, risk treatment, and the revision of feedback
from employees. The implication of the findings is that small businesses are especially vulnerable to risk events
and require a means through which to address risk exposures in a way that is tailored to their limitations.
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1. INTRODUCTION

Risk, as per definition, is embodied in the reduction of business asset value or forfeited
business opportunities and originates from shortfalls in internal activities of the business or
from events in the external business environment (Aven & Renn 2009:7; Baloch, Saeed,
Ahmed, Olah, Popp & Méaté 2009; Marx & de Swardt 2013:35). Risk is present when
frequency, exposure, probability, or the ultimate outcome of risk is unknown (International
Organization for Standardization (ISO) 2009:15; Kaplan & Garrick 1981:13-17; Knief
1991:55). The concepts of the probability of a risk event and the exposure generated by a
risk event are traditionally used in determining the needed response to risks. However, risks

realised without enough preparation, can result in immediate business cessation.

All business, however, comes with risk as there is an initial investment of time, capital, or
both from which profits are expected to arise through entrepreneurial activities. One may
state that without risk, there would be no motivation to conduct business (Shpak, Sorochak,
Hvozd & Sroka 2018). Risks are primarily identified in practical relation to the business and
are contextually bound to the source, nature, or archetype relating to the specific outcomes
of a risk event or situation (Marx & de Swardt 2013:30; Valsamakis, Dutoit & Vivian
2013:33). Risk can be classified by its outcome or by its origin. Risks can be classified
broadly by their origins as pure risks, control risks, or opportunity risks (Hopkin 2018:46).
Pure risk is defined as a risk that can only have a negative outcome with no possibility of
acquiring economic or strategic benefits (Hopkin 2018:47). A control risk is a risk with
uncertainty in regard to the source from which the risk arises or from the uncertainty of the
effect of the focus (Borghesi & Audenzi 2013:19-27; ISO 2009:1-3). Pure and control risks,
once identified, have the capacity to be insured against if an insurer offers cover for the
identified risk (Kahane & Kroll 1985:191-199; Olah Virglerova, Popp, Kliestikova & Kovacs
2019a; Olah, Kovacs, Virglerova, Lakner, Kovacova & Popp 2019b; Valsamakis et al.
2013:34).

Opportunity risks, also known as speculative risks, are risks taken as part and parcel of the
business process (Borghesi & Audenzi 2013:3-8). Opportunity risks are the main focus for

the business function of organisations (Hopkin 2018:47). Opportunity risks differ from pure
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and control risks in that they are entered under the expectation of an economic reward and
are usually uninsurable (Hopkin 2018:48). Arranging risk by outcome helps in determining if
an investment is worth entering, however, risk management can be challenging from this
perspective, as it does not address the particulars of the risks faced. To address this

concern, risks can be analysed by their origin and their outcomes.

By dismantling risk into individually identifiable themes, each risk can be approached in a
manner that allows for management of these risks. The risk can come about from within the
business and its day-to-day operations or from events and situations that arise from the
external business environment, within which it exists. Theory suggests that risk can broadly
be classified grouped into one (1) of two (2) categories that are either internal or external,
particular or fundamental, unsystematic or systematic (Foucault 1991:197-210). Broadly, risk
can be split into one (1) of two (2) categories, the first being characterised by what is outside
of the direct control of the business, internal risks (Type 1 risks) and the second being those
risks that are within the direct control of the business, external risks (Type 2 risks). Kruger
(2020) presents a comprehensive typography of risk that places risk in this context and
defines them with a plurality of references.

If a business takes on risks that they can handle they will survive, however, small
businesses must, at times, take on excess risk to remain afloat. In many cases they do not
fully identify the risks to which they are vulnerable, and underestimate potential losses
(Hopkin 2018:32). As opposed to large businesses, small businesses have trivial capacity to
take on risks due to their low bargaining power and small financial reserves, which in turn
make them more vulnerable to risk events in the external environment (Small Enterprise
Development Agency (SEDA) 2016:14). Additionally, small businesses have internal
managerial and man power limitations that limit risk management efficacy (Bruwer, Coetzee
& Meiring 2017:9).

The main cited causes for small business failure are managerial shortfalls, poor cash flow
controls, a lack of experience, the lack of strategic planning, inappropriately managed
growth, poor stock control, wrong working attitudes, lax credit granting, capital shortage and
inappropriate geographical location (Cannon & Edmondson 2005:311; Henderson 1999:310;
Lussier 1996:79; Meyer & Synodinos 2019:11; Probst & Raisch 2005:98). Furthermore, the
most common risks that small businesses experience day to day are employee risk,
business risk, managerial risk, reputational risk, operational risk, moral risk, legal risk and
risk to the personal wellbeing of the small business owner (Kruger 2017:116). These aspects
add to the challenges of the business environment, which has become an increasingly

competitive domain and resulted in the growth of companies capable of adapting and the
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decline of those too small or unwilling to evolve (Diedericks 2015:26). To control risks
requires the development of plans and strategies that minimise the chances of small
business failure through a systematic process. Risk management serves as a
comprehensive starting point in this process as it addresses the vulnerabilities of the

business on multiple levels and brings it together in a meaningful intervention.

A risk framework is a grouping of processes by which risks are identified in context to the
business; a strategy developed to address those risks and a mechanism is derived to review
risk (Hopkin 2018:262). Although similar to the risk management process, it must be
differentiated. A risk framework must abide by the tri-part concept of risk architecture (RA),
risk strategy (RS) and risk protocols (RP) within the larger tri-part environment of the
external, internal and risk management (RM) context (Raz & Hillson 2005:54). Risk
Architecture defines roles, responsibilities, communication and risk structure (Hopkin
2018:78). Risk strategy measures risk policy, risk attitudes, risk appetite and the risk
philosophy of the business (Hopkin 2018:78), with RP coalescing into a unified expression of
rules and procedures, risk management methodologies and the tools and techniques that
should be used (Hopkin 2018:78).

The development of individual risk frameworks requires an understanding of the role of the
business as it relates to their internal and external environment. The internal environment of
a business is the composite sum of affairs within the power of the business to control such
as its operations and business activities and thereby meet the requirements of the
stakeholders within the business (Badenhorst, Cant, Du Toit, Erasmus, Grobler, Kruger,
Machando, Marx, Strydom & Mpofu 2013:333). The internal business framework governs
which activities need to be performed to maintain profitability within the business. The risk
portion of that framework is governed by the business’s RA, RS and RP (Badenhorst et al.
2013:334).

The external environment is beyond the immediate control of a business and consists of the
physical, political, economic and social environment within which the business is situated
(Andersen 2006:84). The dynamics and turbulence of a business environment greatly
complicate the decision-making processes in modern businesses (Melnyk, Sroka, Adamiv &
Shpak 2017). Therefore, the risk management policy serves as the main driver of risk
management throughout the business and the conceptual scaffolding around which RA, RS
and RP are built (Hopkin 2018:80; Pearson 2015). These three (3) factors cumulatively
contribute to and support the risk management process by contextualising risk, clarifying the
business context to its the internal and external environment and defining risk management

practices in the business (Chapman 2011:86).
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Risk frameworks also come together in risk standards but the terms are not synonymous in
practice (Chapman & Ward 2003:114). A risk framework forms part of a risk standard in that
it is used to develop a holistic approach to risk (ISO 2018:1-5). However, risk standards go
beyond risk frameworks to include processes and practices developed for specific industries
and scenarios according to their technical and industry specifications (ISO 2018:1-5). To be
effective, the, administration and continuous development of a risk framework into the
culture and managerial capacities of a business, the creation and application of which is

unique and practically suitable for an individual business.

Cost-effective risk management is thus an essential component of survival and
competitiveness as it creates awareness of business threats and opportunities through
consistent observation and feedback (Diedericks 2015:17-32; O’Gorman 2001:69; Watson
2009:96). However, the creation and application of a risk management system is time-
consuming and resource-intensive, which if not handled correctly, can result in costs that
outweigh the benefits derived therefrom (Harvey 2008:9; KMG Capital Markets 2013:1). To
either construct a risk management system or to implement one through a highly skilled risk
manager is expensive and time-consuming (Gwangwava, Manuere, Kudakwashe, Tough &
Rangarirai 2014:8). To overcome this limitation a general small business risk intervention
tool can be developed to begin the process of risk management. In light of this, the aim of
this article was to identify the factors affecting South African SME’s risk identification and

management.

The smaller the business, the less likely it is to be informed of adequate risk management
standards or the manner in which to successfully implement a risk management framework
(Weissinger 2013:20). However, risk management must maintain certain characteristics to
be considered completely defined. Risk management must be continuous, forward looking,
iterative, systematic and a process in which the responsibility is shared (Valsamakis et al.
2013:12-14). Risk management must relate all internal and external events, economic
climates, economic activities and actions taken throughout a business as coordinated parts
of a whole (Valsamakis et al. 2013:12-14). Risk management must then also guide the
process of responding to those events in a manner that matches the goals and capacity of

the business to which it relates (Valsamakis et al. 2013:12-14).

These are challenging requirements; however, they are not insurmountable if the process is
guided and managed correctly. The first step in this process is to define small businesses
and understand the context under which small businesses operate and what they need to

survive. The defining characteristics of a small business differ between countries
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guantitatively and qualitatively. What are consistently observed throughout the comparison
of national definitions are the themes of business turnover and the number of employees,
which are defined by quantitatively measurable metrics (April 2005:124; International
Leadership Development Programme 2014:15; Scarborough & Zimmerer 2002:45).
Moreover small business management teams are limited to a single person or a very small
number of owner partners that actively participate in business activities (Van Aardt &
Bezuidenhout 2014:22). Small business employees tend to be generalists that perform
multiple activities instead of being highly specialised; as a result, organisational structures
are informal and flat (April 2005:98). The beneficial and negative characteristics of small
businesses determine their capabilities and are shown in Table 1.

TABLE 1: Beneficial and detrimental characteristics of small businesses

Small businesses have few major decision makers and flat business structures allowing for
quick responses to events and rapid dissemination of new information (April 2005:24).

Small businesses can adapt their product or service offerings more easily thus provide
competitive and often better customer care (Herbst 2001:69).

Beneficial Small businesses learn from their activities much faster than big business because the
characteristics of | Smaller they are the faster business experience spreads throughout the organization

small businesses | (Herbst 2001:72).

Small businesses can target smaller market groups which would otherwise not be profitable
for large businesses to advertise to (Andreassi 2003:103).

Small businesses also have support initiatives and has more beneficial regulation when
compared to big business (Ehlers 2000:98).

The foremost and most cited source of failure for small businesses is poor management
skills which come about from a lack of skills training. Lack of properly managing risk is part
of this problem ( Audretsch 2005:112; Moos 2014:62; Preuss 2011:800).

Poor provisions planning, cash flow management and inaccurate bookkeeping are the
second major contributor to small business failure (Preuss 2011:799).

Negative Poor marketing, incomplete advertising campaigns and poor feedback contribute to the

characteristics of | problem of poor external communication (Preuss 2011:799).
small businesses

Small businesses first compete by lowering their prices, despite innovation and quality
competition being vital for holistic competition they only resort to this at later stages of
growth (Audretsch 2005:110).

Generally small businesses are also not likely to improve value offering of their goods or
services beyond what is needed (Scarborough & Zimmerer 2003:243).

Source: Authors compilation from exiting literature

When analysing theory, the risk management process can be broken up into six (6)
individual steps. These steps in order are: (1) identifying risks, (2) designing risk

management systems, (3) continually monitoring risk, (4) identifying highly volatile risks, (5)
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taking actions and then (6) adjusting the system based on experience and revision (Beck
2006:333; Chicken 1996:105; Hopkin 2018:188; Institute of Risk Management (IRM) 2002:4;
Valsamakis et al. 2013). However, for a small business these comprehensive steps and
processes might not always be possible. As such, a simplistic approach would encompass
two (2) of the most important steps as identified. These are the identification and

management of risk.

Risk identification is the first step in the risk management process and is executed by
searching for loss and gain scenarios relevant to the business context (Aven & Zio
2014:1649-1656). Risk audits across the business define risks pertinent to the business, the
scope and possible losses (Borghesi & Audenzi 2013:134). Before risk can be managed or
measured, it must be perceived and before appropriate action can be taken, the risk
characteristics of a business must be known Chicken 1996:396; (Marx & de Swardt
2013:350). Identification of risk requires a thorough understanding of all activities undertaken
by the business entity and includes concerns such as technical standards and legal
limitations (Aven & Zio 2014:1647; Chicken 1996:318). The identification process begins by
first determining, which political factors, technical indicators, performance standards, or
opportunities for co-operation are relevant to the business (Aven & Zio 2014:1648; Borghesi
& Audenzi 2013:72). Risks that are pertinent to the business are described in this step,
providing further details of the risks and framing them in context of the business (IRM
2002:5).

Following the identification of risks decisions on how to manage them can be made.
Complete risk assessment allows for appropriate treatment or management. Risk treatment
or management is the decision on how risk is avoided, reduced, transferred or retained
(Marx & de Swardt 2013:228). Treating risk is the process by which all participants of a
business address risk in relation to their function in the business and how aware of and
trained they are to address the risks that they are likely to encounter (Burns 2010:391). The
degree to which a business is capable of treating or managing risks, which are relevant to it,
is dependent on its size, the influence that it has accrued, the political sway it has and its
financial strength relative to the risk it faces (Hopkin 2018:376). A larger business can
mobilise more resources inside the business itself and its community and account for a
larger proportion of employment within a country. Thus, it can influence its local environment
and holds political sway. However, smaller businesses may face numerous challenges in the
proper management of risks. In light of the aforementioned, this article explores factors

affecting South African SME’s risk identification and management.
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2. METHODOLOGY

The radical structuralist or positivist paradigm was selected as the overarching research
paradigm for this study as it most accurately addresses the considerations needed to be
maintained in the development of a risk management intervention tool. A descriptive single-
sample cross-sectional design approach was followed. This involved the use of a structured
guestionnaire to collect data from a sample only once. The research instrument was
constructed through the review of literature and the predominant risk management standards
at the time. It was presented for review by risk management specialists and was
subsequently piloted with a random selection of SMEs within who did not form part of the
final study’s sample. The study applied a quantitative approach and used primary data
collected using structured questionnaires, which were processed through predefined
statistical analysis. The target population for this study consisted of small businesses
operating within the Sedibeng District Municipal Area (SDMA) which contains a high
aggregation of small businesses (Meyer 2009:18; Republic of South Africa 1996:15;).
Emfuleni was a municipal area of particular interest taking their large fiscal deficits and
inability to render basic sewage, electricity, and water supply needs. Several factors already
strain and challenge the enabling environment of SMEs and their growth potential. These
factors include amongst others crime, strict legislation in favour of the worker, violent and
destructive union action through strikes, Eskom’s nation-wide failure for providing reliable
electricity, ageing and insufficient infrastructure which negatively impacts on business
growth. A sample that is challenged so thoroughly was theorised to have a higher chance of
demonstrating a robust understanding of the value and process of risk management and
would serve as a valuable comparison to Lesedi and Midvaal. First, a purposive sampling
technique was utilised as it focuses on characteristics of a population based on the objective
of the study, particularly formal small businesses employing less than 50 employees
(Thompson 2012:238). Secondly, a convenience sampling technique was employed based
on the participant selection criteria as described in the sample description. The combination
of purposive and convenience sampling was used due to the nature of the sample and that
no complete list of business names in the area was available. The sample was obtained
through trained fieldworkers who administered the questionnaires in the different regions that
comprise SDMA and the appointment of an external service provider who specialises in data
collection. The sample was proportionally distributed according to economic activity within
the municipal area of the Sedibeng District as indicated in brackets (Neethling 2016:93). The
SDMA comprises of the local municipalities namely, Lesedi (20% of sample), Midvaal (20%

of sample) and Emfuleni (60% of sample).
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The questionnaire employed Likert scales with the exception of the demographic section.
This type of scale is a psychometric response scale measuring the degree to which a
participant agrees or disagrees with a particular research question (Bertram 2008:1). The
guestionnaire included aspects linking to risk identification and risk management. The risk
identification section aimed at identifying how risk is perceived and experienced by small
business owners. Questions posed to respondents included aspects such as, “How strongly
do you agree or disagree with the following statements, a risk is an event that results in a
pure loss, | do not always have enough cash to pay my employees and changes in interest
rates have had an effect on my business. Questions were arranged into theoretical factor
groupings of individual risk identification and responses provided to respondent ranged from
strongly disagree (1) to strongly agree (4). The risk management section aimed at asking
business owners to what extent they manage risk and included questions like, “How
regularly do you or those in your business do the following, identify which risks may affect
the business, report risks by management, monitored risks by business employees.
Questions were arranged into theoretical factor groupings of individual risk management
processes and responses provided to respondent ranged from never (1) to daily (6).
Exploratory factor analysis was applied to see if theoretically verified groupings factored
together in practice. A total of 332 questionnaires were gathered. A number greater than 300
is considered good for factor analysis (Byrne 2010:5; Kline 2011:116; Malhotra 2010:724).

The data was analysed using the Statistical Package for Social Sciences (SPSS) version 25.

3. RESULTS AND DISCUSSION

From the sample, only 38% of the businesses were older than five (5) years.
Approximately 30% of small businesses employed risk management standards and 18%
appointed risk management personnel to oversee it. This is interesting since it shows that,
despite being underrepresented, risk management is still an important consideration for
more experienced small businesses owners. A total of 52% of small business owners in
the sample had a diploma or higher-level qualification indicating a higher average level of
education, this implies that either small business owners could not find work in the formal
economy as employees, or purposely chose to enter into business. However, the number
of highly educated individuals would suggest the latter. The most common age for small
business owners is 31 to 40 years. The majority (73%) of small businesses are run by the

owners as opposed to managers.

The intention of the majority (62%) of small business owners is to grow their businesses

while the remainder just desire to maintain their current lifestyle. However, this proves to
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be difficult as is evidenced by most small businesses having only between one (1) and
four (4) employees and showing that employing additional employees becomes
disproportionally more difficult. Furthermore, most small businesses operate in services
(28.92%), trade (16.57%), or production (10.24%). Entering services and trade is easy
since it requires a relatively low amount of capital and skill. More businesses exist as
private companies (34.6%) than any other legal form and are primarily home-based
(23.8%) or situated on outlying business zoned areas (25.3%) this is likely due to a cost

reduction mind-set.

4. EXPLORATORY FACTOR ANALYSIS

The items from the scales presented (risk identification and management) were analysed
using principle component analysis and the rotation method employed was an Oblimin
method with Kaiser normalisation. Prior to performing the principle component analysis, the
KMO and Bartlett’s test of sphericity were analysed to ensure data suitability. This provided
a KMO score of 0.64 (A: Risk identification scale), and 0.92 (B: Risk management scale)
respectively, which are in line with the required cut-offs. The Bartlett's test of sphericity
showed an approximate chi-squared of 464.82 with 91 degrees of freedom (A: Risk
identification scale) and 1848.13 with 136 degrees of freedom (B: Risk management scale)
and both were shown to be significant where p=0.000 <0.05. Resultantly, factor analysis
could be considered appropriate for both scales. Table 2 shows how questions factored
together in the pattern matrix coefficient table, the Eigen values of the factors as well as

other descriptive data.

TABLE 2: Pattern coefficient table - risk identification scale

Factor A1: Liquid Factor A2: Factor A3: Communalities
capital management | Externalised | Concept of
risk risk

| do not always have enough | 0.68 0.48
cash to pay my employees.*

| do not always have enough | 0.68 0.55
cash to purchase resources
and supplies for the
business.”

Debtors do not repay me as 0.60 0.41
agreed.”

| do not always have enough | 0.58 0.29 0.49
cash on hand to pay my
creditors (e.g. banks,
suppliers, etc.).”

My sales and purchases are 0.50 0.27
not always processed and
recorded correctly.”
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Factor A1: Liquid Factor A2: Factor A3: Communalities
capital management | Externalised | Concept of

risk risk
Changes in the exchange rate 0.60 040
influence my business in
some or other way.
Changes in interest rates have 0.56 0.33
influenced my business.
My business is often 0.55 0.32
interrupted or delayed by
activities outside of my
control.
My employees often make 0.53 0.32

mistakes that cost the
business money.

Changes in government policy 0.52 0.31
have negatively influenced my
business before.

Debtors pay me back on the 0.72 0.54
terms we originally agreed on.

Arrisk is an event that results 0.60 0.43
in a pure loss.

In order to make profit one 0.41 0.32

does not need to take risks
within the business.

Risk is the uncertainty of the | -0.29 0.31 0.25
outcome of an event.

Eigen values % of variance 16.96 12.86 9.49 -
explained

Mean 2.60 2.68 n/a -
Standard Deviation 0.58 0.58 n/a -
Inter-item correlation 0.25 0.19 0.08 -
Cronbach Alpha values 0.62 0.54 0.27 -

* ltems reverse scored as they were asked as negative statements.

Source: Own construction

Once the suitability of factor analysis had been confirmed, this risk identification scale was
shown to have three (3) factors with Eigen values over one and a cumulative variance of
39.302% (Table 2). The Oblimin rotation revealed the presence of the theoretically
supported simple substructures in the scale, shown in Table 2. Factor one (1), was
subsequently labelled Liquid capital management (Al) and accounted for 16.96% of total
variance. Factor two (2) was labelled Externalised risk (A2) and explained 12.86% of
variance. Factor three (3), received the label Concept of risk (A3) and explained 9.49% of
the variance. The factors extracted are consistent with how small businesses perceive risks
and their relation to it. They however maintained weak correlations between each other (0.01
to 0.036).
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If small businesses conformed to the theoretical academic ideals, this scale should have
yielded six (6) factors, relating to various categories of risk and risk as a construct. It should
be noted that this scale was not meant to be comprehensive but was intended to determine
whether small businesses acted in line with the theoretical underpinnings of the concepts
that each factor embodies. It was also expected variation would exist between the factors
rendered and the groupings identified in theory. True to expectations, when EFA was applied
to the risk identification items, only two factors, Liquid capital management (A1) and External

risk (A2) could be deemed reliably.

The Cronbach’s Alpha of Factor A1 was 0.62 with an inter-item correlation of 0.25, thus
proving the reliability of this scale. This factor consisted of three (3) variables relating to pure
liquidity risk and one factor relating to operational risk. The questions were grouped together
as Liquid capital management, seeing that the operational risk relates to disparities in the
availability of cash. Liquidity capital management has been shown to be a major factor in
small business survival, sustainability and growth (Edem 2017:147; SEDA 2018:19).

The Cronbach’s Alpha of Factor A2 was 0.54, which is below the score of 0.60 that is
considered acceptable, however, with an inter-item correlation of 0.19, reliability can still be
assumed. When scales are smaller than 10 items the inter-item correlation can be reported
as an alternative to the Cronbach’s Alpha as long as the value is between 0.15 and 0.55
(Clark & Watson 2016:309-319; Gliem & Gliem 2003:85). Factor A2 addresses questions
that relate to externalised risk factors and includes considerations pertaining to government
interference, changes in interest rates, exchange rates and operational risks outside of the
business owner/ manager’s personal control. These factors group together to discuss the
business environment, over which a business has no control (Waemustafa & Sukri
2016:1324).

The Cronbach’s Alpha of Factor A3 was 0.269 with an inter-item correlation of 0.08, in this
event this factor could not be deemed reliable as the Cronbach’s Alpha and inter-item
correlation is too low. Factor A3 addressed questions designed to determine whether the
participant understood risk as a concept. Risk can be classified as pure risk, opportunity risk,
or control risk (Hopkin 2018:45; Marx & de Swardt 2013:30; Valsamakis et al. 2013:33). If
this factor proved significant it would mean that the perspective that the small business

owners had of risk could be determined, however, with the results given it cannot.

When analysed from the position of the small business, these factors, and the exclusion of
some, are sensible as they demonstrate the limitation of a small business in identifying risks

in a categorical manner, indicating a poorly developed understanding of risks and the
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nuanced particularities thereof. In addition to the former, it also indicated that small
businesses looked at risks as either being outside of their scope to address (External risks)
or relating only to a loss of Liquid capital (money) through the various other risk types (Edem
2017:147; SEDA 2018:19). As long as the ability to identify and discern between different
risk types remains absent in small businesses their vulnerability to risk will persist and
threaten their survival, sustainability and growth. From the frequency data it is found that the
participants were willing to enforce debt collection and would prioritise the payment of their
employees above paying their own creditors and purchasing business resources and
supplies. The legal repercussions of not paying employees on time is a ground that creates
sufficient motivation for a business to threaten its long-term stability for short-term liquidity
(Finn 2015:46). The purchase of supplies and payment of creditors allow business
operations to proceed smoothly, as the proof of credit worthiness engenders the extension of
additional credit in the supply chain. What can be stated from the results presented is that
small business owners/managers prioritise addressing legal risks. Whether the business
needs to decide between paying their employees or paying their debt and purchasing stock
is not indicated but worth investigation.

TABLE 3: Pattern coefficient table - risk management scale

Factor B1: Factor B2: Factor B3: | Communalities
Risk Risk Employee
identification | intervention | risk
feedback
| accept risk as a natural aspect of 0.76 0.49
business.
| apply corrective measures to reduce | 0.62 0.47
the effects of risk.
| transfer risk (e.g. taking out 0.59 0.32
insurance).
Risks are reported by management. 0.57 0.32
The business minimises the negative 0.56 0.31 0.51
effects of risk.
Risks are monitored by management. | 0.50 0.25 0.46
Risk solutions increases business risk | 0.49 0.44
awareness.
| analyse the effect of identified risks -0.81 0.65
on business objectives.
| review risk solutions to ensure risks -0.78 0.61
are dealt with at a reasonable cost.
| identify which risks may affect the -0.77 0.52
business.
| review risk solutions to ensure risks are -0.74 0.62
dealt with effectively.
| develop options and activities to -0.57 0.48
Journal of Contemporary Management Volume 17 Issue 2 Page 13
DHET accredited 2020

ISSN 1815-7440 Pages 347-368



N KRUGER

Factors affecting South African Small and Medium

Z DICKASON Enterprises risk identification and management
N MEYER
Factor B1: Factor B2: Factor B3: | Communalities
Risk Risk Employee
identification | intervention risk
feedback
reduce threats to the business.
| avoid business activities that may 0.30 -0.44 0.37
expose the business to risk.
| identify new risks. 0.36 -0.43 0.50
| ensure proposed risk solutions are 0.34 -0.37 043
sustainable.
Risks are reported by business 0.81 0.75
employees.
Risks are monitored by business 0.86 0.73
employees
Eigen values % of variance explained | 38.15 7.89 6.61 -
Mean 4.10 418 4.36 -
Standard Deviation 1.03 1.08 1.43 -
Inter-item correlation 0.36 0.43 0.56 -
Cronbach Alpha values 0.80 0.86 0.72 -

Source:; Own construction

Factor analysis (Table 3) was used to determine if the small business owners would group
the various questions relating to the individual risk management steps together as is found in
theory, or whether they would group them different (Marx & de Swardt 2013:30). As most
previous studies were based on large companies with specialised risk management division,

the results for this data based on small to medium businesses may be interesting.

What was found is that the risk management scale, factored out into three (3) components:
Factor B1, Risk identification, Factor B2, Risk intervention and Factor B3, Employee risk
feedback, instead of the expected six (6) groupings as per the original study. It was intended
to produce components that matched the steps laid out in theory (Valsamakis et al.
2013:48). However, as the composition and nature of the type of businesses differed so
much, it is not surprising that the results differ. Despite the variation between theory and
practice, Factors B1l, B2 and B3 have shown to be reliable and practical in the small

business context.

Factor B1 was labelled as risk identification as the questions relate to concepts in which
actions are taken to actively identify risks. It addressed how regularly risks are identified by
the small risk manager. The ideal in this regard is that risk interventions run continuously,
identified and assessed through reporting, communication and monitoring of risks. It is
shown that 5-10% of the respondents had never actively applied risk identification and a

third to half of the respondents stipulated that they apply risk identification daily or monthly.
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While this might be, preliminarily, considered sufficient when accounting for start-up
considerations, it was found that small businesses have a misconception of the risks their
business face until their effects are realised in the business (Kruger 2017:116). Although a
mean of 4.10 would strongly indicate that small businesses apply risk identification monthly,

there is still a full degree of standard deviation (1.03) in these results.

Factor B2, risk intervention, serves as a grouping of questions that show the managerial
tendencies of the small business owner as all the items used in this component deal with
considerations and interventions notably within the hands of only the owner of the business.
It addressed the questions that collectively addressed the treatment, reporting and
monitoring and reaction planning of risks by management at a mean of 4.18, this meant that
they were, on average, treating their risk monthly. However, the standard deviation of 1.08
would imply that this range extends from bi-annually through to weekly. The frequency with
which small businesses declared their risk interventions indicates how regularly they engage
with their identified risks. However, it does not speak to how efficiently they address those
risks. Half of the individual processes required to manage risks have been grouped together
under Factor A2, this brings into question what informs the small business’s idea of risk
intervention and what they would define as a sufficient risk intervention. Only one (1) in
every four (4) small businesses survived beyond five (5) years; this would suggest that what
interventions the small business owner implements are not enough for survival. To combat
this phenomenon requires a clear definition of the individual procedures required to
conceptually address the concept of risk intervention. This definition must account for the
particularities of its individual constituent parts and only unify those parts into a singular
approach once they have accounted for the theoretical knowledge and practical procedures

that would qualify it as sufficient and allow it to be adopted by the business.

Factor B3, employee risk reporting, creates a clear separation between the involvement of
the owner/manager and the employees in the business. The mode for all the questions in B3
reported daily incorporation of employee insights into the risk management process of the
business. The mean was 4.36 and the standard deviation is 1.43. This factor represents the
risk monitoring and reporting that is actuated and guided by employees in the business. Risk
reporting embodies how information on risks within a business are grouped (Aven & Zio
2014:1655). Small businesses have few major decision makers and flat business structures
allowing for quick responses to events and rapid dissemination of new information (Aven &
Zio 2014:1655).

The conglomeration of steps in this scale indicates the lack of risk awareness and a shallow

understanding of best practice for risk management (Hopkin 2018:35; Valsamakis et al.
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2013:48). This indicates that small business owners/managers’ perception of risk
management processes are conceptually or cerebrally grouped differently from theory and
can serve as a motivating factor for more clearly separated risk management processes in
practice (Highhouse, Nye, Zhang & Rada 2017:403). In effect the small business owner
would identify a risk, intervene to the best of their ability, and draw on the experiences of
their employees to augment their future activities. Although this sounds complete, the lack of
structure and specificity indicate a failure to address key concerns relating to the six (6) core

concepts of risk management.

5. CONCLUSION AND RECOMMENDATION

The aim of this article was to explore how small businesses identified and managed their
risks. The study found that many of the predetermined scales initially employed in this thesis
did not factor out as per the theory that described them. What was found is that small
businesses had limited awareness of the risks their businesses were exposed to and that
those who were aware of the risks were disinclined or reluctant to take them. The main
finding is that small and medium businesses have an underdeveloped awareness of the
risks they face and insufficient systems with which to manage them. This was pronounced in
the fraudulent “compliance” that many claimed to have documents such as those generated
by I1SO. In certain cases the role and duties of a Safety Health Environment and Quality
(SHEQ) representative was marginalised to a sub function of another employee and
documentation was often lacking. With the current awareness of risks amongst small
businesses it will be difficult for them to build a realistic understanding of the value that risk
management can provide them. What is required is that small businesses are met with a
means of educating them in regard to risk identification and risk management. To meet that
need a small business risk management intervention tool has been developed to address

their needs.

The vulnerability of small businesses is inherent to their characteristics; however, the largest
shortcoming lies in the lack of awareness of risks that they have not yet experienced and a
failure to incorporate awareness of realised risks into their continued managerial
considerations. The second essential point to note is how small businesses manage their
risks. Small businesses address risk from an operational perspective, if the risk has not
manifest in practice it is rarely considered. When risks are realised, they are managed in
general terms, in accordance with the limited concept of risk that small businesses carry
(Booysen & Visser 2012:61; Diedericks 2015:75; Everson, Beston, Jourdan, Soske, Harris,

Posklensky, Martens, Garcia & Jo Perraglia 2013:26). Small businesses do not address
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risks in a systematic way, leaving them inherently more vulnerable to risk events than their
larger counterparts over time (Balkenhol & Evans-Clock 2003:37; I1SO 2018:9;
Nieuwenhuizen 2003:88). Furthermore, unless small businesses apply risk interventions
independently, they are unlikely to persist and be embedded into the business culture of
small businesses. Systematic interventions must thus be applied as the business grows so
as to guide, but not dictate, their processes to a best practice level. Hence, interventions
should be constructed to contain and ensure the persistence of essential considerations of

the managerial interventions required in a systematic and comprehensive manner.

The primary limitation of this study is that it did not explore the underlying motivations and
responses of the small business owners through a qualitative data gathering phase. A study
of the reasons behind the lack of risk management practices would be able to elucidate the
absence of practical risk management intervention despite the value proposition that it
supports. Another limitation was the inability to generalise the results to the rest of the world.
Although the sample is statistically significant and highly indicative of small businesses in the
context of municipalities that offer a variety of competency and incompetent management, it
was still limited to the SDMA. Due to the differences in what is classified as a small
businesses internationally and with reference to regional and demographical differences the
results cannot be generalised to the entire South Africa or other nations unless a
comparative study is actively pursued, it is recommended that the study be conducted in

parallel within other provinces and internationally in future.

Having identified and validated the factors that underlie the small business risk management
position the next action to be taken is an intervention. A suitable intervention has been
developed from a theoretical perspective, the Small Business Risk Management Intervention
Tool (SMRMIT) developed by Kruger (2020). It is suggested that this theoretical tool be
piloted with a representational sample of selected small and medium businesses with a
jointly implemented qualitative study to probe those factors that undermine their risk
management. Once this is done the SBRMIT will be able to be applied at a national level as
a transition mechanism that can guide businesses to meaningful, ethical, and sufficient risk
management. It is also advised that an education module be generated alongside the tool
that expands on individual risk types, means of evaluating and estimating losses and means

of integrating risk responses with business culture.
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