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Abstract

The research plays a pivotal-role in development of any economy
and during research analyses these developed risk management
factors impact on small medium enterprises specifically SMEs in
Hyderabad Pakistan. The main objective is providing awareness to
SMEs CEOs, Owners and top level management about financial,
operational, Hazards as well as strategic risks. This research design
is based on quantitative research with 07 point Likert Scale Closed
Ended Questionnaire, so 400 questionnaires were distributed to top
level Management of SMEs operate in Hyderabad Pakistan; among
which 357 were received, and finally 344 Collected Questionnaire
were analyzed in SPSS Version 25 and Smart PLS Version 3 with
the help of MS-Excel. The results show that financial, operational,
Hazards risks and strategic risks impacts on SMEs Performance.
Therefore 3 Hypothesis were accepted and 01 hypotheses is rejected.
The research will be benefited to future researchers, small business
entrepreneurs and policy makers in Small and Medium Enterprises
Sector. It is stated that this research is only limited by four risk types
and its targeted population area were in Hyderabad Pakistan. Future
research is Suggested for other cities of Pakistan as well as other
developing countries
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1 INTRODUCTION

All facts of corporate operations are impacted by risk. Risk may be viewed as both a potential
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benefit and a potential loss. Managers, however, typically link risk to unfavorableoutcomes.
The RM literature may be searched to find several definitions of risk. Defining the risk “the
influence of uncertainty on objectives” (ISO Guide 73., 2009), these definitions offer’s
general terminology, which is relates with risk management as well as promotes to
understanding mutual consistent to describe these actions linked into description’s actions
linked into these facts(such as there aims for finance, health and safety, and the environment),
as well as their applications level( like strategies, organization, broad projects, products, and
processes) uncertainty is introduced within these idea, propose lack-of knowledge,
compression of accordance, its effects, or its possibility.

Therefore, “uncertainty” refers to below accurate information about these variables or
unpredictability’s organizational or environmental factors that have an influence on corporate
performance. Every small firm must reduce risk due to the unpredictability of economic
situations and competitive difficulties, hence risk management is typically referred to as “A
structured, orderly method for consistently recognizing, analyzing and responding to risk
events throughout the life of an organization”. (Renault et al., 2018)

Management of risk in the context within finance, An organization exposes itself to a variety
of financial risks when it makes an investment choice. The magnitude of these risks varies
depending on the kind of financial instrument. These monetary risks might take the shape of
excessive Risk management is the process of anticipating potential risks, evaluating them,
and taking preventative measures to lessen or eliminate them in the financial sector. At the
point when an element pursues a speculation choice, it opens itself to various monetary
dangers. The nature of the financial instrument determines the magnitude of these risks.
These financial risks could come in the form of high inflation, capital market volatility, a
recession, or even bankruptcy. Therefore, investors and fund managers practice risk
management to control and minimize investment exposure to such risks. However, during
times of economic financial turmoil, investing could suffer if risk management is not given
adequate consideration. Different asset classes come with varying degrees of risk; For
example, a fixed deposit is thought to be a safer investment. On the other hand, equity
investments are regarded as risky endeavors. Equity investors and fund managers frequently
diversify their portfolios to manage risk and reduce risk exposure.

2. BACKGROUND LITERATURE AND HYPOTHESIS:
a. Financial Risk:

According to Steve L. Allen (2019) statement, financial risk includes various harmful risks
related to financing, including liquidity-risks, financial-risks, interest-rate risks, investment-
risks, pricing-risks, credit-risk, etc. Financial uncertainty can affect each business differently,
as it can be beneficial to one while challenging another. Informative researches provides
comprehensive insights into the isolation, quantification, and effective management of risk.
The book delves into the complex mechanisms of market and credit risk, providing real-
world examples and addressing related issues. It covers a wide range of topics including
valuation of mark-to-market, limit structures and mathematical models.

b. Hazards Risk Management:

According research of - Lees, 2012 explore the Hazardous risks are those associated with the
working environment, property and natural tragedies. Primary hazards are potential hazards
that have the ability to affect the health and safety of individuals on property. These hazards
include various categories including (Chemical, Mechanical, Psychological and Physical
Risks), these may arise by work-practice or environmental within work-place, environment or
work practices. In addition, there may be uncontrollable factors that contribute to these
hazards and such factors as natural disasters may also lead to increased risks.
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¢. Operational Risk Management:

Operational risk is often summed up as human risk, as it is discussed that human error can
cause business operations to fail. However, operational risk includes all risks arising from an
organization's internal activities, including people, products or services provided, operating
systems, and external factors (Alrashidi et al., 2012).

d. Strategic Risk Management:

Strategic risk implies the possibility of loss due to poor strategic business planning, decision
making or inconsistent and improper implementation according to the plan. Strategic risk
poses a threat to earnings, capital availability, and company viability. Strategic risk
management requires shareholder value risk as the ultimate goal (Andersen, 2019).

e. SMEs Performance:

SME is a business term that defines a company with a small number of employees, a micro
entity actually has about 10 contract employees, a small company up to 50 employees, and a
mid-sized business about 250 employees. Today, the abbreviation "SME" is used
internationally. As stated in a report on the new definition of SMEs, the European
Commission clearly stated that SMEs are the main source of entrepreneurial skills,
innovation and employment (Smit et al., 2012)

After review of literature, we can develop the conceptual framework of the study;

Financial-Risks

Managements

Hazard-Risks

Managements

SMEs

Performance

Operational-Risks

Managements

Strategic-Risks

Managements

Research Hypotheses:

Hypothesis 1: “There is a significant relationship between the Financial Risk Management
and Small and Medium Enterprises Performance”.

Hypothesis 2: “There is a significant relationship between the Hazard Risk Management and
Small Medium Enterprises Performance”.
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Hypothesis 3: “There is a significant relationship between the Operational Risk Management
and Small Medium Enterprises Performance”.

Hypothesis 4: “There is a significant relationship between the Strategic Risk Management
and Small and Medium Enterprises Performance”.

3. METHODOLOGY
3.1 Research Approach

These relationships among dependent-variable with independent-variable was focus on these
studies. An investigator presented a substantial body prior research data for the develops
model theory as practical investigation. The examiner was aided into the development of
hypotheses by the extensive risk management and small and medium-sized business literature
as well as the conceptual framework.

The researcher using quantitative approaches for collecting as well as analyzing data’s of
research study. These positivism approaches, as stated by Baroudi (1991), is basing upon the
deductive-method, within hypothesis. The positivist approach's procedure, according to
Hussey and Hussey (1997), involves first researching the prior researches studies, afterward
developing appropriate theories and hypothesis. These primary studies objectives by
quantitative approach was into ascertain relation among variable.

3.2 Data Collection & Sample

Empirical research requires data collection from the target population, including distribution
of a questionnaire. The sample population of this study focuses on risk management in small
and medium enterprises located in Hyderabad, Pakistan. Statistical methods are used to test
hypotheses, examine relationships between independent and dependent variables, and analyze
collected data. Before the final study, a pilot study was conducted to ensure the reliability of
the questionnaire and to assess the language suitability and time constraints for completing
the survey. Data collection for the study was carried out by obtaining responses from SMEs
in Hyderabad, Sindh, Pakistan. A total of 400 questionnaires were distributed and 355
questionnaires were received, of which 344 were considered available for further analysis.

3.3. Instrument

In this study, the questionnaire instrument is used for collecting data from relevant
respondents. The respondents were top level management of small medium enterprises of
Hyderabad Pakistan.

Five financial risk management items were included in Section B. These things are about
how we get our results—it wasn't about whether or not the results are fairly rewarded. Five
operational risk management items were included in Section C. These questions concerned
the outcome. Five items of interpersonal justice were included in Section D. These things
show (the authoritative figure who does the procedure). Informational justice comprised five
items in Section E. These questions concerned the role of the person who performs the
procedure and the extent to which they provide us with information about procedures.
Following the demographic information, the four dimensions of risk management are the
subject of each of the Survey questions from 1 to 20. Within SMEs, each of these items was
used for measurement. The SMES Performance 05 items in Section F contained questions
ranging from (21 to 25).
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4.0 RESULTS
4.1 Reliability
This research study shows the scales reliability consistency. The estimated reliability
measured through Cronbach Alpha. The range of Cronbach alpha co-efficient between No
Reliability (0) to perfect reliability (1). Analysis of this reliability shows all scales are reliable.
The level of above 0.6 by Cronbach’s alpha showing acceptable value in minimum
(Taber,2018).
The reliability of financial risk management scale was 0.783, Hazards risk management is
0.734, strategic risk management was 0.932, Operational risk management was 0.723, SME
performance was 0.873. analysis of reliability’s results showing the scales used were reliable.

AVE, CR, CA Table
Variables Cronbach’s Alpha Composite Reliability AVE
FRM 0.816 0.871 0.576
HRM 0.747 0.831 0.499
ORM 0.844 0.889 0.615
SRM 0838 0.887 0.617
SMEP 0.749 0.830 0.501
Discriminate and Convergent Validity
Variables FRM HRM ORM SRM SMEP
FRM 0.759
HRM 0.596 0.706
ORM 0.645 0.691 0.784
SRM 0.670 0.738 0.812 0.786
SMEP 0.698 0.753 0.778 708 0.896
Cross Loading
Variables Codes FRM HRM ORM SRM SMEP
FRM1 0.759 0.489 0.504 0.511 0.552
FRM2 0.693 0.331 0.361 0.388 0.396
FRM3 0.803 0.508 0.508 0.578 0.584
FRM4 0.730 0.365 0.414 0.421 0.471
FRMS5 0.803 0.526 0.614 0.598 0.604
HRM1 0.551 0.799 0.669 0.631 0.662
HRM2 0.421 0.746 0.418 0.541 0.515
HRM3 0.343 0.606 0.383 0.415 0.436
HRM4 0.385 0.683 0.482 0.529 0.520
HRMS5 0.370 0.682 0.437 0.459 0.494
ORMI1 0.437 0.589 0.760 0.584 0.595
ORM?2 0.498 0.414 0.715 0476 0.478
ORM3 0.511 0.570 0.839 0.675 0.639
ORM4 0.579 0.521 0.791 0.628 0.624
ORMS5 0.509 0.594 0.811 0.781 0.686
SRM1 0.433 0.555 0.485 0.573 0.487
SRM?2 0.575 0.615 0.631 0.898 0.786
SRM3 0.523 0.546 0.586 0.728 0.746
SRM4 0.489 0.583 0.790 0.785 0.666
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SRM5 0.593 0.616 0.659 0.897 0.783
SMEP1 0.409 0.536 0.449 0.496 0.699
SMEP2 0.368 0.255 0.327 0.286 0.466
SMEP3 0.526 0.585 0.594 0.587 0.746
SMEP4 0.586 0.641 0.693 0.893 0.816
SMEP5 0.543 0.554 0.593 0.712 0.759

Total Effect (Confidence Intervals)

Items Name Beta Sample 25% 97.5%
Mean(M)

FRM => SMEP 0.136 0.136 0.073 0.203
HRM => SMEP 0.159 0.163 0.091 0.232
ORM => SMEP 0.063 0.063 0.018 0.138
SRM => SMEP 0.637 0.634 0.550 0.716
PATH Coefficients:

Path coefficients can be analyzed using the Smart PLS software package, which includes
mean, standard deviation, T-value, and P-value. The table below shows the above results

respectively.

Table: Path Co-efficient

Path Co-efficient Values
Beta’s Meanss | Std. Deviations | T-Values P-Values
Values
FRM => SMEP 0.136 0.136 0.033 4.098 0.000
HRM => SMEP 0.159 0.163 0.034 4.604 0.000
ORM => SMEP 0.063 0.063 0.041 1.555 0.121
SRM => SMEP 0.637 0.634 0.044 14.523 0.000
Model of z-statistics:
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To avail positive and significant results, the data needs to be normalize for this purpose,
“Shapiro-Wilkson’s” tests were applied. These tests range of P-Value is counted below 0.05.
by the below p-vale below 0.05, it means that data was normality and distributed well. The
Hypothesis testing results are given in table 6.10 as below.

Table: Hypothesis Testing Results

Hypothesis Testing Results

Hypothesized Beta Mean Std. T-Value | P-Value | Accepted/
Relationship Deviation Rejected
H1 FRM =>SMEP | 0.136 0.136 0.033 4.098 0.000 Accepted
H2 HRM =>SMEP | 0.159 0.163 0.034 4.604 0.000 Accepted
H3 ORM => SMEP | 0.063 0.063 0.041 1.555 0.121 Rejected
H4 SRM =>SMEP | 0.637 0.634 0.044 14.523 0.000 Accepted

The results are shown in the table, in two columns (t-statistic and p-value). Among them, the
result of the t statistics column has greatest values than 1.96. And the P-value is 0.000, which

is <0.05
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Contribution

A research takes exposed that this is the pivotal-role of risk management in business like
SMEs in Hyderabad Pakistan. This study has been concluded that there is strong relationship
among financial risk, operational risk, hazards risk and strategic risk management and small
medium enterprises(SMEs) performance and it is found strong predictor of risk free business.
The results have shown that the top level management identify their small medium enterprise
are free from risks, stronger positive relationship between positive SMEs performance or
outcome and risk management dimensions is found for those as compared to those who
recognize the occurrence of un-certainties.

Conclusion

The findings show that risk management factors are positively correlated with SME
performance. This study makes a significant contribution by strengthening the existing
literature in two important contemporary research areas of risk management and SMEs in
Hyderabad, Pakistan, also considering Small Medium Enterprises critical regulation
Pakistan’s financial expansion and their significant contribution in individual growth, the
results of present study disclose the essential of an emergency plan in establishing a
systematic Risk management process in small medium enterprise (SMEs) of Pakistan.

Future Directions:

This recent research was feasibly a foremost empirically tested; mainly into the city of
Pakistan mainly future research should investigate risk management factors on small medium
enterprises performance through other type of risk outcomes. SMEs performance may decide
to manage the technology risk, cyber security risk, and market risk. So that it should
investigate with small business owners and motivate them as well. The results have shown
that the top level management identify their small medium enterprise are free from risks,
stronger positive relationship between positive SMEs performance or consequence about risk
management measurements has establish to these as compare into these recognize an
occurrence for uncertainties.
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