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Abstract

Even though Small and Medium Enterprises (SMEs) have become the most popular sector in
Malaysia, many start-up entrepreneurs struggle to survive in the first five years due to
challenges and risks. Therefore, the risk identification step in risk management becomes one
of the critical steps and must be addressed by entrepreneurs. This paper aims to identify the
risk factors of start-up businesses in Small and Medium Enterprises and evaluate their
weightage by interviewing experts in this sector. The data collected were analysed using a
thematic analysis procedure in ATLAS. ti. It is found that there are five main risk factors in a
start-up business in SMEs: Strategic Risk, Financial Risk, Operational Risk, Entrepreneurial
Traits and Political Risk. Additionally, Strategic Risk is given the highest weightage, while
Political Risk is given the lowest. The finding is significant for developing a mathematical risk
management index and can be a guideline for new start-up businesses.

Keyword: Risk Factors, Start-up Business, Small and Medium Enterprises, Qualitative
Approach, Atlas ti.

Introduction

Most businesses worldwide are small and medium enterprises, contributing significantly to
job creation and increasing market economic growth. Small and medium-sized businesses
account for 90 per cent of all enterprises and more than 50 per cent of all economic activity.
The contribution of SMEs to the gross domestic product (GDP) of developing countries ranges
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from 30 per cent to 40 per cent (Nimfa et al., 2021). Due to these facts, many Malaysians,
especially the younger generation, are interested in SMEs. Aside from that, the Malaysian
government provides financial funding and organises many entrepreneurial-related programs
to encourage people to participate.

Personality characteristics and motives of individual entrepreneurs determine the business
environment. Business situations are often unique in their unpredictability, complexity and
changing requirements during the business process (Ahmed et al., 2022). Entrepreneurs must
have the features of several personalities at once and as one person to demonstrate the
ability to act as investors, inventors, accountants, dispute investigators, leaders,
technologists, marketing specialists and top sellers. For this reason, the more knowledge and
skills the entrepreneur can demonstrate, the better.

Even though SMEs are mushrooming, many still struggle to survive in their first five years of
business. Start-up businesses faced many risks, resulting in many of them struggling for the
first five years and some of them failing. SMEs need a new risk management method, tool,
and approach and deserve to leverage and manage risks more effectively (Lima et al., 2020;
Fauzi et al., 2022). Risk identification is one of the standard and essential processes in risk
management (Hamir & Md. Sum, 2021). Hence, this paper aims to identify risk factors
involved in SMEs' start-up business.

Literature Review

Identifying and assessing risks is essential as a vital step in the risk management process.
Various techniques and methods, such as SWOT analysis, risk matrix, literature review, and
interviews, have been utilised by previous researchers to identify and measure risks in SMEs.
In prior research conducted by Hirawati & Sijabat (2020), the objective was to examine the
existing business conditions and analyse the sources of risk encountered by the bamboo
handicraft industry in Sendari. The researchers employed SWOT analysis and a risk
assessment matrix as their methodologies. The findings of this study revealed that market
risk and operational risk were identified as the primary risks, with financial risk ranking as the
second most critical risk within this industry. One of the foremost challenges start-ups face is
financial instability, as highlighted by (Zubair et al., 2020). Resources, adequate funding, and
high operational expenses must be needed to ensure the business's survival. Entrepreneurs
must diligently manage their finances, encompassing cash flow, revenue generation, and
expense control. The absence of financial planning and unforeseen market conditions can
result in cash shortages, accumulation of debts, and potential bankruptcy. Therefore, financial
literacy holds excellent significance for entrepreneurs, serving as a crucial element for their
business survival and success, as Nohong et al (2019); Xu (2017) emphasised.

According to Khumpaisal et al (2020), Thailand's real estate development industry can be
categorised into four types of risks: financial risk, strategy/business risk, operational risk, and
compliance risk. Through distributing questionnaires to SME developers, the study identified
several high-impact risks within the industry. These risks include incomplete work per
specifications, utilisation of incorrect planning strategies, staff corruption or conflicts of
interest, insufficient financial liquidity, employees lacking adequate work experience and
skills, and project delays. Furthermore, Khumpaisal et al (2020) developed key indicators and
risk levels for the risk management process in SMEs. In another study, Adam et al (2021)
conducted face-to-face interviews with eleven entrepreneurs in Kota Kinabalu, Sabah. The
findings revealed that financial issues, marketing strategies, human resources problems,
supply-related challenges, and issues with facilities, appliances, and layout were identified as
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risk sources affecting SMEs' growth in Sabah. The authors also concurred that outdated
marketing strategies posed a risk to the survival of Malaysian SMEs during the Covid-19
outbreak (Adam et al., 2021). Even though many previous papers emphasized the importance
for entrepreneurs to implement supplementary risk management measures, such as risk
mitigation or transfer, even when an existing system is already in place (Ghazali et al., 2015,
2018, 2017, 2012; Azhar et al., 2017).

A significant attribute in the selection of entrepreneurial ventures and the decision-making
process is the inclination of entrepreneurs to take risks. Entrepreneurs willing to take risks are
better equipped to facilitate free-market dynamics and foster competition (Shahzad et al.,
2021). Entrepreneurs know they must be responsive in uncertain situations, even if they
occasionally misjudge the risks associated with specific business procedures. Hoogendoorn et
al. (2019) emphasised that entrepreneurship necessitates embracing risks and uncertainty,
despite the knowledge that these factors influence individuals' career choices. By
acknowledging and addressing the risks associated with start-ups in SMEs, entrepreneurs can
effectively navigate the path towards sustainable growth and prosperity.

Methodology

This study uses a qualitative approach to identify the significant risk factors facing start-up
businesses in Malaysian SMEs. This qualitative technique examines in-depth data collected
through an empirical research technique, such as a semi-structured interview (Abdul Ghani
et al., 2023). The semi-structured questionnaire was used to conduct in-depth interviews with
nine entrepreneurs. This study involved participants who are experts in SMEs from the east
coast of Malaysia. This study focuses on SMEs since they drive Malaysia's economy (Small and
Medium Enterprises (SMEs) Finance, 2023). According to Rabiee (2004), six to eight
participants are sufficient for obtaining multiple perspectives. In this study, we used the
concept of saturation to calculate the sample size needed for a qualitative investigation. The
saturation point is reached when more data do not provide new information (Braun & Clarke,
2021). Interview sessions lasted between 30 and 45 minutes and were audiotaped with both
parties' consent. Then, the data collected were analysed using a thematic analysis procedure
in ATLAS. ti, developed by (Abdul Ghani et al., 2023). The thematic analysis revealed themes,
subthemes, and categories that can be used to answer the objective of this paper. Besides,
weightage for each risk factor was also discovered using Sankey Diagram and Code-Document
Table in Atlas ti.

Results

Figure 1 below shows the visualisation of the risk factors for start-up businesses after
identifying the association between themes and subthemes using a network diagram. Risk
factors for start-up businesses are the underlying theme of this study, while the subthemes
are strategic risk, financial risk, operational risk, entrepreneurship traits, and political risk. The
description of each risk factor is shown in Table 1.

1480



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES

Vol. 13, No. 9, 2023, E-ISSN: 2222-6990 © 2023

STRATEGIC RISK

is subtheme 4

* I ENTREPRENEURIAL TRAITS

is subtheme 1

hd

is subtheme 2 I is subtheme 5
'™y
- L

S

_ RISK FACTORS OF START-UP
I FINANCIAL RISK BUSINESS

I POLITICAL RISK

is subtherme 3

I OPERATIONAL RISK

Figure 1. Risk Factors of Start-up Business in SMEs
(Source: Authors’ elaboration, developed using ATLAS.ti)

Table 1
Description of emerging subthemes from the first-level coding
Subthemes Descriptions
Strategic Risk Strategic risk is the risk of potential failures in strategic planning,

which may lead to a company not achieving its core objectives and
risk related to the future.

Financial Risk Financial risk refers to a business's ability to manage debt and fulfil
financial obligations. It consists of two factors: external factors,
including economic downturns and market/ industry changes, and
internal factors, including underperformance, poor financial
management and bad investments.

Operational Risk Operational risk is the loss resulting from ineffective or failed internal
processes, people, systems, or external events that can disrupt
business operations.

Entrepreneurial Entrepreneurial Traits are entrepreneurial characteristics, beliefs,

Traits attitudes, and personalities, including knowledge, management skill,
risk appetite and risk tolerance.

Political Risk Political risk is the risk that an investment's returns could suffer

because of political changes or instability in a country.
Source: Authors’ elaboration

In addition, the study also discovered seven categories under the subtheme strategic risk, six
categories under the subtheme financial risk, four categories under operational risk, and six
categories under entrepreneurial traits. All the subthemes and categories are visualised, as
shown in Figure 2 below.
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Figure 2. Emergent subthemes and categories of the study
(Source: Authors’ elaboration, developed using ATLAS.ti)

Evidence of Subtheme 1: Strategic Risk

Figure 3 depicts the evidence for subtheme 1, which is about strategic risk. The study
identified seven categories under this subtheme: changes among customers/in demand,
reputational damage, competition, location, lack of marketing strategy, human resource
issues, and lack of planning. This diagram depicts seventy-seven quotations obtained from
the coding process using ATLAS.ti software.

Figure 3. List of quotations for subtheme 1
(Source: Authors’ elaboration, developed using ATLAS.ti)
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Evidence of Subtheme 2: Financial Risk

The evidence for subtheme 2, which pertains to financial risk, is shown in Figure 4. This
subtheme has six categories: underperformance, economic risk, poor financial management,
capital issues, cost pressure and market/industry changes. This illustration displays forty-
three quotations that are related to this subtheme.

Figure 4. List of quotations for subtheme 2
(Source: Authors’ elaboration, developed using ATLAS.ti)

Evidence of Subtheme 3: Operational Risk

The illustration in Figure 5 shows the evidence for subtheme 3, which deals with operational
risk. This study discovered four categories within this subtheme: quality control process,
production process, equipment failure and logistics. This picture displays twelve quotations
connected to this subtheme.
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Figure 5. List of quotations for subtheme 3
(Source: Authors’ elaboration, developed using ATLAS.ti)
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Evidence of Subtheme 4: Entrepreneurial Traits

Figure 6 below represents the findings of subtheme 4, which investigates the issue of
entrepreneurial traits. Under this subtheme, there are six categories: visionary, passion,
innovation, knowledge, risk-taking propensity, and skills. The analysis process resulted in
identifying thirteen quotations relating to this subtheme.

Figure 6. List of quotations for subtheme 4
(Source: Authors’ elaboration, developed using ATLAS.ti)

Evidence of Subtheme 5: Political Risk
Figure 7 demonstrates the final subtheme discovered in this study, which is a political risk
encompassing four quotations.
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Figure 7: List of quotations for subtheme 5
(Source: Authors’ elaboration, developed using ATLAS.ti)

In addition, this study also discovered the frequency of each risk factor based on the results
of the Sankey Diagram and Code-Document Table in ATLAS ti. The Sankey Diagram and Code-
Document Table are shown in Figure 8 below. This frequency result represents the risk
factors' ranking and significance level.
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Figure 8. Sankey Diagram and Code Document Table
(Source: Authors’ elaboration, developed using ATLAS.ti)

Sankey Diagram in Figure 8 illustrates that the most extensive area conquered is Strategic
Risk, while the smallest area conquered is Political Risk. This result means that the most
significant risk factor of start-up business in SMEs is Strategic Risk, while the least significant
risk factor is Political Risk. The frequency in Code-Document Table revealed the ranking of
each risk factor. The risk factor with the highest frequency is placed in the first ranking, while
the risk factor with the lowest frequency is placed in the last. The summarisation of frequency
and ranking is shown in the table below.

Table 2
Ranking and Relative Frequency for Risk Factors of Start-up Business in SMEs based on CDT
Analysis

Ranking Risk Factors of Start-up Business in SMEs Relative Frequency
1 Strategic Risk 99.36

2 Financial Risk 56.87

3 Entrepreneurial Traits 30.86

4 Operational Risk 14.65

5 Political Risk 5.27

Source: Authors’ elaboration

Discussion

Five main risk factors for start-up businesses in SMEs were revealed in this study: strategic
risk, financial risk, operational risk, entrepreneurial traits, and political risk. Besides, it is found
that there are categories under each risk factor. In addition, frequency and ranking for each
risk factor also discovered in this study.

Strategic Risk
Eight out of nine participants stated that a lack of planning could be a risk in business.
Participants 1, 3 and 9 mentioned that entrepreneurs must have detailed planning for

1485



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES

Vol. 13, No. 9, 2023, E-ISSN: 2222-6990 © 2023

finances and management, such as setting a goal and mission for short- and long-term targets.
Participant 9 highlighted how planning and research could affect product manufacturing and
quality.

“It is important for us to do research about our product to maintain the quality. We also
enforced strict and clean process during production to our staff. For product innovation, we
must do the research and development to improve it... We must know our business goals and
prepare the backup plan if anything happened during the early phase of our business
operation... Firstly, he must be clear with his target. He must know his target market, business
operation plans and employee management...”

Based on this response, participant 9 also agreed that studying their target markets is crucial
to business planning. This opinion is similar to participants 2, 3 and 4. They stated that they
always have meetings with their team and manager to discuss their strategic planning,
particularly to learn about the current demand and trends so that they can have a brighter
future for their company. This comment also indicates that management plays a vital role in
business success and can be risky if the business has a poor management team. They also
comment on human risk, especially human resource issues, lack of staffing, and lousy
customer service. This result is also consistent with a previous study by Oduoza (2020), who
highlighted human and organisational risks as two risk factors in SMEs.

All the issues highlighted above by the participants can be categorised into strategic risks.
Thus, one of the findings in this study suggests that strategic risk is one of the risk factors in
start-up businesses in SMEs. This finding aligns with previous researchers who studied
strategic risk as a critical risk faced by entrepreneurs (Belas et al., 2021; Jobo & Phyllis, 2020).

Financial Risk

The second risk factor of start-up business in SMEs is financial risk which includes six
categories. Six participants (participant 1, 2, 4, 5, 7, and 8) agreed that capital issues are one
of the risks in business. It includes short on capital, lacks sufficient or reserved capital, and is
difficult to obtain a loan.

“The highest risk is the capital. We need high capital because the cost of material is very
unpredictable, and the expenses are really high”.

“Our most challenge is the capital. If we don't have enough capital, we can't run the business.
Without money, we can't manage the business, we can't pay the employees' salary and we
can't restock our product”.

Furthermore, 5 participants (participants 1, 3, 4, 7, and 9) stated that they face cost pressures.
They must cover the higher materials costs while maintaining product quality and price.
Participant 3 said that high material costs become a big issue for him because they cannot
control them.

“Now, the product cost is really high. So, we must identify our product price and determine
the discount that we can give to the customer. We can't increase our product price drastically.
So, to solve this problem, we can reduce the percentage of our normal discount. We must be
strategic in planning our budget because most of our material is from another country. So,
material cost depends on the currency. Thus, owner must be great in budget planning... The
increase of material cost is the most crucial because we can't control it...”
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“Although the cost of material is high, | must use that product to maintain the quality
standard. Quality is very important for my products. | must manage the costing and slightly
increased our price...”

These two comments also highlighted the importance of good financial management. SMEs
face financial risks due to poor financial management, according to seven participants.
Previous researchers also highlighted financial risk as one of the risks in SMEs (Hudakova et
al., 2018; Zubair et al., 2020).

Operational Risk

The following risk factors found in this study are operational risks, including quality control,
production, equipment failure, and logistics. Four participants highlighted the importance of
implementing quality control and following standard operating procedures. Thus, every
business should provide standard operating procedures and quality standards as a guideline
for their staff so that they can control the quality of the product and avoid any possibility of
mistakes and waste of raw material. As mentioned by Participant 6,

"We provided the Standard Operating Procedure as the guideline for staff..."

Similar to the comment by Participant 8,

"For production, we have allocated a person-in-charge that will prepare the ingredients based
on the recipe. We also have the Standard Operating Procedure for the machine operating
system. If we do not follow the Standard Operating Procedure, it will affect the taste and
quality".

Further, Participants 8 and 9 said that equipment failure is a risk businesses face because it
can result in a loss. It is therefore recommended that all equipment undergoes regular
maintenance.

“The product itself is the risk. For example, my business sells frozen products, so we need
electricity to run our freezer. If we had no electricity for about a week, our product will be
affected, and we will incur a loss”.

“...if the machine got a problem, it would affect the production. We must make sure the
machine and other equipment undergo maintenance frequently as scheduled to avoid any
problem occurring”.

Hence, operational risk should be highlighted by entrepreneurs as one of the risk factors for
start-up businesses in SMEs. The operational risk was also studied by other researchers as
one of the types of risk in SMEs (Hirawati & Sijabat, 2020; Kumar, 2020).

Entrepreneurial Traits

Eight of the nine individuals discussed the risk of lacking entrepreneurial qualities and their
importance. It includes visionary, passion, innovation, knowledge, risk-taking propensity and
skills. They said that knowledge is essential to start a business. Entrepreneurs must know how
to manage their business operations, how to deal with their staff, and know about their
products. Participant 8 mentioned,

“When we decide to make certain product or business, we must know well the product that
we want to sell. We must have the knowledge, so we are able to explain things to our staff
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and customers. The owner must have the basic knowledge in managing the business, financial
and operational”.

In addition, entrepreneurs must know how to deal with the risk they face, as every business
cannot escape risks. Participant 2 said,
“For me, an entrepreneur must be willing to take the risks. We can't escape from risks.”

Hence, this study found that problem-solving is one of the crucial skills entrepreneurs should
have. It agrees with the comment of Participant 9.

“So, we must be careful and be prepared for any consequence. The owner must be able to
make quick decisions and manage the conflict well”.

Even though almost all participants mentioned entrepreneurial traits, a few studies identified
entrepreneurial traits as a risk factor. Despite this, in other studies, entrepreneurial traits
were identified as a key success factor for business success (Mashuda & Laily, 2021; Vega-
Gdémez et al., 2020).

Political Risk

The political risk was indicated by two participants as the final risk factor identified in this
study (Participants 1 and 2). Participant 1 stated that political risk could have an economic
impact. As a result of rising living costs, people will become thriftier.

“This condition is also caused by political issues in our country. So, people need to be more
economical in this kind of economic situation”.

This statement is similar to the comment by Participant 2:

“Other risks are political situation and economic condition. Currently, our political situation is
unstable. This situation affected the economy”.

Previous researchers also recognised political risk in SMEs (Oduoza, 2020; Sutrisno et al.,
2019) indicate that this risk is important and cannot be ignore by entrepreneurs.

Ranking and weightage of risk factors

Additionally, from the result of CDT analysis, this study revealed the ranking of all the risk
factors found in this study. This ranking is important as a guideline to indicate the weightage
of each risk factor and one of the crucial steps for risk assessment (Ghazali et al., 2023). The
highest weightage is given to the first ranking, and the lowest weighting is given to the last.
The summarisation of the risk factors and their ranking is shown in Table 3 below. This
weighting factor is important in constructing a risk index for small and medium-sized
businesses as a result of using composite index formulas (Ghazali et al., 2022).
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Table 3
Ranking and weightage for risk factors and its categories.

Ranking Risk Factors Categories of Risk Factors Weightage
Changes among customer/ in
demand
Reputational Damage
1 Strategic Risk Competition 5
Location
Lack of marketing strategy
Human resource issues
Lack of planning
Underperformance
Economic condition
2 Financial Risk Poor financial management
Capital issues 4
Cost pressure
Market/ industry changes
Visionary
Passion
Innovation
3 Entrepreneurial Knowledge 3
Traits Risk-taking propensity
Skills
Quality control process
4 Operational Risk Production process 2
Equipment failure
Logistic

5 Political Risk - 1
(Source: Authors’ elaboration)

Conclusion & Recommendations

This study aimed to identify significant risk factors of start-up businesses in SMEs. There are
five risk factors in start-up businesses in SMEs with their categories. Besides, according to the
result of CDT analysis, the most significant risk factor is Strategic Risk, and the least significant
risk factor is Political Risk. This study also demonstrates the ranking and weightage of risk
factors for start-up businesses in SMEs. Evaluating these risk factors quantitatively using
survey methodology for future studies is recommended. So that future studies can compare
the results obtained from qualitative and quantitative approaches to verify risk factors for
start-up businesses in SMEs. As a next step in risk assessment, the weightage can be used to
develop a mathematical formulation and key indicator index that can measure the readiness
of entrepreneurs to start businesses. Furthermore, researchers suggest developing a
guestionnaire for entrepreneurs to answer regarding risks they face based on the results in
Table 3. Thus, a new system for start-up business risk factors in SMEs can be built as an
alternative to risk management tools in SMEs.
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Contribution

This study contributes to the literature on entrepreneurship risk management and the
survival of start-up businesses in SMEs by shedding light on its importance. In theory, this
study provides insight into new developments in start-up risk factors for small and medium-
sized businesses. In addition, this study offers a new weighting system for each risk factor.
This weightage is beneficial for future studies in developing a mathematical risk index for
start-up businesses in SMEs. It is a crucial indicator and guide for future researchers who aim
to develop questionnaires addressing risk factors in SMEs. For entrepreneurs, especially new
start-ups, the study provides practical insights that can be extremely useful in preparing them
for any risks and challenges they may face in the first five years of their business and enabling
them to survive. They will benefit significantly from this finding since it can be used as a
guideline to measure their readiness to start a business. As a result, they can avoid failure and
ensure the survival of their business. In addition, these risk factors can help entrepreneurs
implement risk management for their companies. Entrepreneurs, policymakers and
governments can benefit from these findings to improve the performance of Malaysia's SMEs.
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