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This article intends to demonstrate the first elements of an approach of the risk of small firms. Our aim here, by determining a particular vision of the risk of the firm, is to define how the risk of the very small firm can be perceived as specific and necessitating, hereby a process of apprehension and of specific analysis. 

We place our analysis in a particular context, i.e. in the context of the relation between a bank and the small firm. This paper concentrates on understanding the modalities of apprehension of the risk of the very small firm in a banker’s surroundings. The notion of the risk and characteristics of the operation of the very small firm are first presented. Then, the risks of these particular organisations, its specificity and its characteristics are presented. The aim is to try to understand if that risk can at first be considered specific and then, to conclude whether those possible specificities generate the necessity of an analytic process specific to the bank. Then the nature of the process for understanding this risk will be discussed.

After having presented the particular context that represents the study of the very small firms and before studying the risk of the firm, our process will consist first in defining this notion of risk of the society. For that, we will first distinguish two kinds of risk, and then define them. On one side, there is the risk internal to the firm and on the other side, there is the external risk. Then, we will observe how those two risks can articulate in the operation of the firm.

1. THE CONTEXT OF THE VERY SMALL FIRM: CENTRAL
     ROLE OF THE ENTREPRENEUR

According to Mintzberg (1979, 1983), the entrepreneur is at the center of the definition of the strategy and in a more general way, of the logic of operation of the firm, which are the reflections of his beliefs, of his convictions and his personality. In a literal way, the entrepreneur can very easily be defined as the one who undertakes. This means that he is the one who takes the risk of the creation of the firm and defines the logic of its functioning. 

The organisational context of the very small firm gives to the entrepreneur’s role a particular position (LeCornu, MCMahon, Forsaith and Stranger 1996). The very small firm can be defined as an organisation which employs between two and five persons. In general, we can consider that in the case of a company employing under two people, the notion of a collective entity is lost. With more than five people, the organisational problems, for example management of human resources, risk to become more complicated and give rise to the emergence of problems. In that case, the coordination of the behaviour of the actors goes through the management, because of the number of people involved into interpersonal relations. 

In a very small firm, the entrepreneur occupies a central place. He represents, at the same time, the principal and often unique center of decisions, politics, strategy and operations but also the principal center of coordination of the behaviour. Understanding of the entrepreneurial logic and his management style are often crucial. The operation of the firm depends on the entrepreneur’s profile, his aspiration, particularly in terms of perpetuity, independance, growth, in the function ih which he defines his logic of action and management (Honore 1996). 

Thus, the organisation and evolution of the firm might not be the same if the entrepreneur himself accepts a logic of growth and development or, at the opposite, if he is orientated toward the perpetuity of the firm and the stability of the structure and the operations. 

According to Marchesnay (1982), the patrimonial contractor, will look, in a privileged way, for the perenniality, independence and then growth. In a entrepreneurship logic, he will look, at first, to the growth, the autonomy and possibly, but not systematically, the perpetuity. 

2. NOTIONS OF RISK OF THE FIRM

2.1. The banking context and the analysis of the risk

The relationship between the bank and the very small firm is notably marked by the fact that the bank remains the principal financial partner of this kind of organisation (Okum 1981; Batstone and Pheby 1996); on one hand as capital suppliers and on the other hand, as suppliers of financial services and particularly of tools of survey of the financial administration, in general, and often of the treasury management, in specific (Pratten 1995).

The relation between a bank and the firm is fundamentally centred on the bank’s point-of-view around the problem of measurement and management of risk (Audretsh and Elston 1995). The problems that are raised for the bank are doubled at this level. Namely, at the same time, the bank needs to choose the instrument of evaluation of the risk and needs to evaluate the risk of doing business with the very small firm in the situation characterised by the asymmetry of information concerning both the elements that can be perceived and the determinants of the risk of the firm (Affe and Russel 1976; Stiglitz and Weiss 1989).

The banking context gives to the analysis of the risk a particular dimension (Freimer and Gordon 1965; Sarastaky, Simon and Lave 1998). It is possible to separate the analysis of the risk into two distinct parts. On one hand, the banker will have to obtain and study the situation about the firm at a particular moment. On the other hand, because the relation between the bank and the firm is scarcely punctual and of short term, he will have to try to foresee the future evolution of the firm.

Studying the risk of the firm at a precise moment can be done through the use of a grid of analysis, precisely allowing to present a static image of the firm, of its structure, its organisation and operation, but also its commercial, industrial and financial situation. The analysis of the future risk of the firm, based on the image of the society at a precise moment, lies on the analysis of the possibility of evolution of the firm’s situation (Diamond 1984). This analysis, which notably leans on the accounting documents given by the firm, is so axed around an analysis in terms of patrimony and flow. In these conditions, we can define, in a very general way, the risk of the firm as existence of possibilities of diverse and various manners of firm’s evolution.

The firm is under risk if it can, in the near or distant future, be formed in a different position than in the one which it occupies at a particular time (Diamond 1989; Lummer and MacConnel 1989). By different position, we mean an evolution of the characteristics of the firm and, furthermore, the prospect that its operation will bring a modification of the banking judgement on its situation and its risk. A negative evolution could be, for example, the emergence of treasury difficulties. A positive evolution could be the improvement of the competitive position of the firm, represented by an improvement of its part of the market, without changing its needs for financial funds, or altering any aspects of its organisation.

The firm is under risk, because it is not static - it continues to develop. Thus, a risk and an uncertainty exist; a risk of evolution and an uncertainty which concerns the way of this evolution. Before going any further, we must distinguish two kinds of risk: the one internal to the firm and the external one.

2.2. Notions of internal and external risk

We define the internal risk as the risk of operation of the firm linked to the components of the firm itself. This is the risk of evolution of internal elements of the firm, which is not connected to the evolution of external elements and which has results on its global operation. Before defining what we mean by elements internal to the firm, we will use an example. If the bank decides to orientate its politics of long-term credit toward a reduction of the sums granted to the firms, there is a risk of evolution of the firm’s financial structure. The source of this risk is external to the society. The risk is, therefore, an external risk, but only if the firm decides voluntarily to orientate its strategy to getting out of debts. The consequence might be the same for a modification of the summary into debt structure. The source of risk is nevertheless this time a modification of the strategical behaviour of the firm. The risk is, therefore, an internal one. It is directly linked to the operation of the firm.

Another example could be the risk of the evolution of the quality of coordination of the jobs of the different people evaluated in the structure. Thus, in a consultant’s office, if the secretary and the consultant do not coordinate their activity, there might be a dysfunction which the customers might not appreciate.

Those risks take origin inside the firm. They are not directly linked to external events, but rather depend on the behaviour of different components of the structure and the general behaviour of the structure itself. The internal risk is, therefore, one whose sources are internal to the firm. It depends on its global operation in general and can depend on the operation of some other entities more specifically. Now we will present a different kind of the risk - the external one. 

2.3. Notion of external risk

The external risk corresponds to a risk of evolution of the firm linked to the evolution of external elements. This can be, as already noted, a change in bank’s policies of granting credit, which brings a modification of its conditions of credit allowances. This can be the source of treasury problems for the firm or contrarily, this can solve the problem.

The sources of the external risk also include the arrival of a new competitor, or on the contrary, the desperation of an old one, with eventual consequences on evolution of the market share of the firm, a modification of the juridical or fiscal ones, etc. For example, this applies to the creation of environmental norms which oblige the firm to realise investments of protection of the environment, or furthermore, a modification of the way to pay the taxes. For example, in 1991, in France, the abolition of one month free of the tax on added value also suppressed a treasury problem for a number of small firms.

2.4. Operation of the firm and internal risk

The internal risk, as we described it, is directly attached to the operation of the firm. With the external risk, there is also no difference at all in terms of direct consequences of a reduction of the market share due to the arrival of a new challenger, or the fall of the market share due to the lower quality of the production. A very small firm, for example a restaurant, can see its market share drop as an another restaurant opens up on the opposite side of  the same street. In the same way, its market share can drop because of the bad interpersonal relations between the waiter and the cook, which can irritate the consumers.

The principal difference resides in the fact that the sources of the internal risk are internal; they directly depend on the behaviour of the different components of the firm and the relationship between those components. The sources of external risk are independent from the operation of the firm. They directly influence it, but do not depend on it. The firm cannot act directly on them.

The internal risk is, therefore, a risk of the unacceptable operation of the firm for reasons of internal operation. To seize the internal risk, one is supposed, before all, to seize the operation of the firm. To seize the external risk is the same as to seize the environment of the firm through the relations between the firm and its environment.

2.5. Managerial field, appropriation of environment and
           internalisation of external risk.

Our process will here consist of, considering the concept of financial territory of the firm, a broadening of this notion to the managerial field. We will see how the firm can appropriate a part of the components of its environment and internalise a part of its relations with this environment in its functioning. This will be the source of the internalisation of a part of the external risk. We will see then what could be the consequences of  the analytic demand of the risk of the very small firm.

2.5.1. Appropriation of the environment by the firm and creation of the
          managerial field

We can define the job of the firm as being the capacity to manage an open system. The open system of the firm encompasses all the firms and other economical actors which contribute to the realisation and set to disposal the product offered (I.Ansoff 1989). In a larger way, the job of the firm can be defined as the know-how of the firm and its capacity to manage the one’s present in its nearby environment.

In a more specific way, the approach, in terms of financial territory, consists in considering at a particular moment the offer in terms of financial services contained in the nearby environment of the firm. We will also talk about the field of knowledge accessible to the firm. Thus, in the case of a very small firm, we will be able, without being exhaustive, to include in this field, for example, the financial competencies of the bankers or of the chartered accountant.

The financial territory is, therefore, composed of the part of this knowledge that the firm appropriates through its particular and specific relations with each entity or each person included in its environment. Scarcely a very small firm, for example a small workshop with a manager and two workers, has a person with the special competencies necessary to assume the role of a financial manager, or more simply to assume entirely the financial administration of the firm. However, in the close environment of this organisation, these competencies exist. They may be possessed by  the chartered accountant or the banker who manages the bank’s relation with the firm. The first one also has a clearly defined role in the system of management of the firm and relative to the respect of accountancy rules. However, his official activity, i.e. the one for which he gets a salary, does not include the job of a financial manager. Nevertheless, the firm literally appropriates itself the financial competencies of such an actor. Namely, the firm develops with him a relation, which resembles a role which would be played by a missing salaried employee of the firm.

The financial territory of the firm corresponds to the part of the field of the financial knowledge appropriated by the firm itself. From a general point of view, we can extend the notion of territory to the whole field of competency included in the environment of the firm. Regarding the financial aspect, this appropriation can concern several fields, for example technical, logistic or marketing. This can take care of a part of the stock management by a supplier. Further, we will include managerial field of the firm into this analysis.

This management field, such as the financial territory (Belletante 1991), does not appear as a static whole. Like the ones between the actors inside the firm, the relation between the firm and the components of its field are likely to change. The managerial field can then extend or restrict. Its composition is also submitted to variation. The appropriation phenomenon, the existence of a financial territory and in general, the existence of a managerial field, do not depend only on the characteristics of the firm. However, it is difficult to consider the size factor as neutral (S. Batstone and J. Pheby 1996). 

2.5.2. Internalisation of a part of the external risk

How could we now consider a relation between the firm and a component of its management field ? How could we, for example, consider the relation linking the office manager to its chartered accountant, when the latter one plays the role of a financial manager?

From a relation between the firm and a component of its environment, we go to a relation between the firm and an entity - i.e. a person, who acts as a member of the organisation, although he is formally attached to it. If the chartered accountant, only performs his primary function, the relation that link him to the firm stays external. He is just a supplier of services. If this chartered accountant assumes the financial management of the firm, for example in getting involved in the negotiation and management of the relation between the bank and the firm, or by assuming the treasury management, then his relation becomes internal.

This phenomenon is not neutral, either in terms of management, or in terms of risk and cost. In terms of management, the appropriation supposes the development of particular relations out of their original context with persons situated out of the firm. The chartered accountant is not a financial manager, at least not at the beginning of the functioning of the firm, as the firm does not contact him in that aim. Then, even if he comes to assume this function, he will not become a salaried member of the organisation. The appropriation supposes the development of a relation out of the context of a working contract and at the beginning it links the firm to the external actor. It supposes the development of the relation based, before all, on the trust and poses directly the problem of control.

The development of this kind of relation is not neutral in terms of costs. As we pointed it out, the actor who puts his particular knowledge to the service of the firm is not a salaried employee. The firm will not give him a salary for his co-operation. He is supposed to accept the presence and the action of an external actor in the firm. A cost of appropriation then exists, composed of an acquisition cost of confidence, of a cost of control and a cost of opportunity.

By definition, a relation is based on the long term. It supposes the continuity of the link between the parts. To cut off the relation, on the contrary of a classic contract breach, does not allow it to be replaced immediately by a new relation with another stakeholder. Furthermore, the development of a trust relation appears to be like an exclusive process. It seems difficult, for example, to assume the financial management of the firm by more than one member of the nearby environment.

In terms of risk, we have shown how appropriation allowed the internalisation of external relation in the operation system of the firm. There is also internalisation of a part of the external risk. By appropriating a part of the knowledge of its environment used directly to assume a part of the management, a part of the know-how it contains, the firm creates also a depending link.

As the firm increases its use of the know-how contained in its environment, thus, as it increases its managerial field, it also increases its dependency to external elements, but acting inside its managerial system. The managerial field is, at the same time, a factor reducing the risk. On one hand, it is increasing and growing the know-how of the firm and allows the use of knowledge in fields which an isolated firm necessarily does not have. This is the case, for example in the financial approach, where a phenomenon of the knowledge gap is pointed out (Tamari 1980; Riding and Swift 1983). In that way, it appears to be a consolidating factor of the management system of the firm and, thus, a reducing factor of the risk. In the same way, in the framework of the relation between the firm and the bank, it permits the bank not to be uniquely confronted to only one entrepreneur. However, as we note it, the development of the managerial field carries along the development of dependence on the external elements. The stability of operation of the firm, thus the risk of the firm, depends directly on parts of the stability of the relations between the firm and the component of its territory.

3. CONCLUSION: IMPLICATION FOR THE ANALYSIS OF THE
    RISK

A classic analysis of the risk is based on a patrimonial approach of the firm. The elements used, e.g. for the analysis from the bank’s point of view, are the balance sheets and the statements of cash flow. The problem that poses the approach of the firm in terms of the managerial field, is an interrogation about the patrimonial conception of the firm.

By appropriating external know-how, the firm extends its operation system out of its usual borders. We go from a patrimonial logic to a transversal one in terms of activated process, or more exactly, of a system of operation. This system cannot be seen any more as reposing on the internal components of the firm. It extends itself, on the contrary, to internalisation of some relations, which were originally external. The classic financial analysis based on an analysis of the patrimonial approach, keeps its importance in analysing the situation and the risk of the situation. Nevertheless, the problem which appears now, in the case of the very small firm, principally in reasons of the size, is one of the external dependencies of the firm operation system. It appears with the phenomenon of appropriation and stability of the relation between the firm and the different components of its environment.
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PRISTUP RIZIKU MALE TVRTKE

Sažetak

Ovaj rad prikazuje određene elemente pristupa riziku vrlo male tvrtke. Njegov je cilj definirati viziju rizika poduzeća i odrediti koliko se ta vrsta rizika može smatrati nužnom i specifičnom. Ova se analiza smješta u poseban kontekst, tj. u kontekst odnosa između banke i malog poduzeća. Rad se koncentrira na razumijevanje modaliteta rizika vrlo malog poduzeća u okruženju banke. Prvo se prezentiraju pojam rizika i karakteristika poslovanja vrlo malog poduzeća, a zatim i rizik specifičan za takve organizacije, kao i njegove karakteristike. Cilj je razviti razumijevanje specifičnosti ove vrste rizika, te zatim zaključiti da li se moguće specifičnosti mogu obuhvatiti analitičkim procesom relevantnim sa stajališta banke. Zatim se razmatra priroda procesa za razumijevanje ove vrste rizika. Nakon predstavljanja posebnog konteksta vrlo malog poduzeća i prije proučavanja samog rizika, definirat će se ideja ove vrste rizika u društvu. Stoga prvo treba razlikovati dvije vrste rizika i definirati ih: s jedne strane, interni rizik, a s druge eksterni rizik. Nakon toga će se raspraviti njihov utjecaj na poslovanje poduzeća.
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