
A CASE STUDY AT COMPANY X 

Risk analysis in doing business 
abroad: a case study of Company 

X 
Master thesis 

 
 
 
 
 

 
 
Enschede, 3 July 2018 

 

Student 

Name:   Dion Rouwenhorst 

Student number: 1884174 

Programme:  Master of Business Administration (MSc. BA) 

Track:   Financial Management (FM) 
 

University:  University of Twente 

First supervisor: Dr. Xiaohong Huang 

Second supervisor: Dr. Siraz Zubair 

Faculty:   Behavioural, Management and Social Sciences 

Department:  Finance and Accounting 

 

Company supervisor: X 

Function:  X 
 

 

 
 

 



1 
 

Abstract 
Company X has experienced tremendous growth the last years, including extension to other 

countries such as Kazakhstan and Turkey. Due to the favorable agriculture circumstances in 

Kazakhstan and Turkey there are big opportunities for Company X. However, additional risks are also 

the result from the country specific climates. The occurrence of such country specific risks in 

Kazakhstan and Turkey could have a negative impact on Company X and its objectives in those 

countries. Therefore, this case study research investigated the foreign risk exposure of Company X in 

Turkey and Kazakhstan including the political, economic and financial factors. 

The research question of this case study is: What is the impact of the foreign risk exposure including 

the political, economic and financial factors by doing business in Kazakhstan and Turkey on the firm 

performance of Company X and what are available options to respond and how should Company X 

manage them? 

In order to investigate the impact of the identified risk factors for Company X in Turkey and 

Kazakhstan, qualitative methods have been deployed. A survey has been used to ask country specific 

experts, interviews have been held with managers of the concerning subsidiaries and documentation 

review has been conducted to assess the country specific data provided by several professional 

organizations. 

The results show a clear view for both countries. The risks identified for Company X by doing business 

in Turkey were generally assessed as relatively high risks. The most important risk for Company X by 

doing business in Turkey turned out to be the depreciation of the Turkish national currency, the lira. 

It is recommended to accept the risk of a depreciation of the lira because the costs of managing the 

risk are very high while the share of the company in Turkey is not high enough yet. The occurrence of 

catastrophic events / conflicts, an increase in local production of agricultural machinery and 

equipment and a decrease or ending of the subsidies to stimulate the agricultural sector in Turkey by 

the EU are also important risk factors for Company X in Turkey. However, managing them is difficult 

and very costly and so the benefit of managing the risks does not outweigh the costs. Therefore, it is 

recommended for Company X to closely observe several developments in Turkey for the short to 

medium term and when circumstances do not change, a continuation in the country should be 

considered. 

The identified risk factors for Company X by doing business in Kazakhstan were assessed as 

significantly low risks, in contrast to the risks in Turkey. The exposure of the risk factors in Kazakhstan 

is in general limited, most risk factors are not alarming. Although, a depreciation of the national 

currency, the tenge, was assessed as the most significant risk for Company X by doing business in 

Kazakhstan. Apart from the fluctuations of the tenge, the cooperation on agricultural development 

between Kazakhstan and China, the succession of president Nazarbayev and the support of the 

Kazakh government to the agriculture sector should be monitored in the future. However, the 

exposure of the risks for Company X is not considerable and in addition, the results of Company X in 

Kazakhstan show an increased tendency. Therefore it is recommended for Company X to accept all 

the identified risk factors, although some specific risk factors deserve close attention. 
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1. Introduction 
The subject of this study focusses on the foreign risk exposure including the political, economic and 

financial risk factors, Company X faces by doing business in Turkey and Kazakhstan. Company X is a 

leading distributor of high-quality equipment and machinery for several industries like the 

agricultural industry. The Dutch company offers their customers a portfolio of well-known brands 

such as Amazone, Claas and Kuhn. Company X is a worldwide operating distributor with over 1.600 

employees. Besides the Netherlands, the company also has departments in Belgium, Germany, the 

UK, Denmark, Ireland, Kazakhstan and Turkey (Company X, 2017). Since 2009 Company X has grown 

explosively due to several acquisitions and some divestments, that made the company an 

international leading distributor. The annual turnover of Company X in 2016 was € 580 million, a 

huge increase compared to the turnover in 2013, which was € 236,6 million (Company X, 2015). 

1.1 Company description 
In 1786 Hendrik X signed in at the ‘Smidsgilde’ and he founded the Company X in Zutphen. The 

company continued to grow after the establishment. Many years later, in 1959, Company X went 

public at the Amsterdam stock exchange (Euronext). In 2003 Company X moved their headquarter 

from Zutphen to Apeldoorn and in that year Company X also obtained the ‘Royal’ title (Company X, 

2018). Company X left the stock exchange recently and in the summer of 2016 the investment 

companies Gilde, Todlin and Navitas took over the shares of Company X for € 140 million (Ten Bosch, 

2016). 

The distributor of high-quality equipment and machinery adds value to their customers by providing 

a wide range of well-known brands combined with specialized knowledge about the products and 

markets and delivering a high degree of service. The machinery Company X distributes is used in the 

agriculture and horticulture, landscaping maintenance,  ground, road and water construction and 

logistics sector. As shown in figure 1, the company is divided into two segments: Company X 

Equipment and Company X Industries. The Equipment part is furthermore divided into three divisions 

named: Company X Green Equipment, Company X Construction Equipment and Company X Material 

Handling Equipment (Company X, 2018). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 1. Organizational structure of Company X (Company X, 2018) 
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Since 2009 Company X increased explosively. In 2010 the company had 364 employees and their 

turnover was € 190 million (Company X, 2010). For comparison, Company X had 1600 employees and 

a turnover of € 580 million in 2016 (Company X, 2017). In that year the company was even the 

second fastest growing company of the Netherlands (Erasmus Centre for Entrepreneurship, 2017). 

Furthermore, internationalizing the activities has reached a higher level recently. In 2014 Company X 

acquired the dealer company CT Agro in Kazakhstan and Company X acquired APH Group in order to 

reach the Turkish market in 2015 (Boerenbusiness, 2015). The turnover in the Kazakhstani market 

was high immediately. In 2016 the turnover achieved in Kazakhstan by Company X was € 48 million 

despite some setbacks. According to the annual report of Company X, 2016 was the first year in the 

company’s history with more than 50% of the total turnover generated outside the Netherlands 

(Company X, 2017). 

 
 
 
 
 
 

 

 

 

 

Figure 2. Turnover 2013 - 2016 and turnover distribution per country (Company X, 2017) 

Vision, mission and strategy 

The world faces a huge challenge. According to the annual report of Company X (2017), there are 

over 9 billion people around the world who need to be fed in 2050. Due to the growth of the 

population and the increasing consumption needs that follow, it is expected that the demand for 

food will increase with 35%. This means that areas where farming land is scarce, will have to increase 

the production per hectare. Therefore highly qualified production methods and machines are 

needed. On the other hand, it means that there will be a strong exponential growth in the demand 

for high-quality machines and equipment in areas where technological developments are at a 

relatively lower level than Western Europe. Due to this expectation, the world is facing a big 

economic, environmental and social challenge. The need for sustainable innovations is becoming 

more urgent and therefore it is the vision of Company X to deliver innovative and sustainable 

solutions that will make a positive contribution to worldwide challenges. 

It is the mission of Company X to become a ‘major full line distributor in equipment’ (Company X, 

2014). The company wants to be an indispensable player in their supply chain by having the 

specialized knowledge of the products and markets. In order to achieve the objective, Company X has 

drawn up their strategy including the following points (Company X, 2014): 

- Diversification of the activities based on the installed base model 
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- Internationalizing of the activities 

- Further development of the organizational competencies 

- Exploitation of high-quality brands and concepts 

- Extension in adjacent markets with synergy opportunities 

1.2 Problem setting and research questions 
Company X has experienced tremendous growth the last years, including extension to other 

countries like Kazakhstan and Turkey. Due to the favorable agriculture circumstances in Kazakhstan 

and Turkey there are big opportunities for Company X. According to the World Bank Group (2016) 

the Kazakh agricultural sector accounted for 4,7% of the GDP in 2014 and the country has roughly 

200 million hectares qualified as agricultural land. Kazakhstan has evolved into a market economy 

and so the agricultural sector is run by private farms and holdings and they are free to operate with 

their own investment plans. In addition, nearly 80% of the machinery currently in use in Kazakhstan’s 

agricultural sector is at the end of its lifecycle and needs to be replaced (The U.S. Department of 

Commerce’s International Trade Administration, 2016). Local production of the agricultural 

machinery and equipment is meaningless. According to The U.S. Department of Commerce’s 

International Trade Administration (2016) the Kazakhstani agricultural machinery and equipment 

sector was estimated at about $ 500 million in 2014, of which $ 400 million was imported. 

Furthermore, there is an annual growth of 3% expected of the agricultural sector from 2017 till 2020, 

driven by government incentives (IFWexpo, 2017). 

Turkey also has a large and growing agriculture industry which, according to the World Bank Group 

(2018), accounted for 8,0% of the country’s GDP in 2014. Turkey has around 40 million hectares 

agricultural land available and although there are no exact figures, the agricultural machinery and 

equipment sector is estimated at $ 1.5 billion (Moment, 2013). The agricultural structure of Turkey is 

modernizing rapidly, the sector is currently undergoing a restructuring process. Farmers are 

encouraged by the Turkish government to adopt modern techniques (Efe, 2016). They receive diesel 

fuel support, chemical fertilizer support, training for the latest agricultural techniques as well as tax 

benefits and favorable loans (Ministerie van Landbouw, Natuur en Voedselkwaliteit, 2017). 

So, both countries are interesting for Company X to expand to. Although there are big opportunities 

with the extension to Kazakhstan and Turkey, Company X will also be exposed to additional risks 

resulting from the host-country specific climates (e.g. political, economic, financial and social 

climates). Company X has already experienced some specific country risk events since it has been 

active in Kazakhstan and Turkey. In 2015 the market price of the Kazakh currency, the tenge, 

decreased with 23% (Van Tongeren, 2015) and due to the oil crisis the country experienced economic 

depression. Turkey experienced a coup d’état in 2016 (AP News, 2016) and the country also 

encountered large fluctuations in their national currency. The occurrence of such country specific 

risks in Kazakhstan and Turkey could have an impact on Company X and its objectives in those 

countries, such as decreasing the revenue, profitability or market share. 

So, Kazakhstan and Turkey both have recent histories of political, economic and financial instability. 

Due to the rapid growth of Company X including the recently extension to Kazakhstan and Turkey a 

systematic approach to assess the risk exposure by doing foreign business in those countries is 

desirable. Therefore, the goal of this thesis is to identify the foreign risk exposure including political, 

economic and financial factors Company X faces by doing business in Kazakhstan and Turkey, assess 

https://www.export.gov/ITA
https://www.export.gov/ITA
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the impact of the risk factors on the performance of the firm (profitability) and evaluate the available 

options to manage the risks in order to give recommendations. To achieve this goal the following 

research question and sub questions were drawn up and have to be answered: 

Research question 
What is the impact of the foreign risk exposure including the political, economic and financial factors 

by doing business in Kazakhstan and Turkey on the firm performance of Company X and what are 

available options to respond and how should Company X manage them? 

Sub Questions  
- What kind of risk management frameworks are present in the literature? 

- What are the risk factors for Company X by doing business in Kazakhstan and Turkey? 

- What is the probability of occurring of the risk factors? 

- What is the potential impact of the occurring risk factors on the firm performance of 

Company X? 

- What are the available options to respond to the risk exposure? 

1.3 Potential contributions 
This study to assess the foreign risk exposure of Company X in Kazakhstan and Turkey is a relevant 

research in many ways. Kazakhstan and Turkey provide huge opportunities for western companies 

active in the agricultural industry. Due to the economic growth and the government incentives to 

modernize and restructure the sector, both countries have become an interesting market. However, 

doing business in Kazakhstan and Turkey also brings additional risks with it. The countries have 

recently experienced country specific political, economic and financial instabilities which could 

impact companies by doing business abroad in these countries. Therefore, studying the risk exposure 

of doing business in Kazakhstan and Turkey has a significant practical contribution for all firms that 

operate or plan to enter these two markets. 

This study is a detailed empirical investigation into a specific case and the uniqueness of the case 

makes a contribution to the theory. Recently there are no previous studies made to the foreign risk 

exposure of doing business in Kazakhstan and Turkey. Furthermore, the typical features of these 

emerging economies could be migrated to the analyses of other emerging economies or economies 

with political uncertainties since many features of countries with these specifications are common 

characteristics. In addition, the application of the risk management framework in this study is a 

contribution to the theory since the framework is usable for other risk analyses. 

1.4 Outline 
The structure of this thesis is divided into several parts. Chapter 2 is a critical literature review of risk. 

The different definitions of risk, several types and classifications of risk and in particular country risk 

are discussed. In chapter 3 the common risk management frameworks, mentioned in the literature, 

are discussed. The advantages and disadvantages of the different frameworks are considered and 

this chapter ends with a synthesis in 3.4, discussing the most suitable framework to consult. 

Subsequently the research method used in this case study is explained in chapter 4 and thereafter 

the data sources used in this research are described in chapter 5. Next, the results of the case of 

Turkey are presented in chapter 6 and the results of the case of Kazakhstan are presented in chapter 

7. In chapter 8 a conclusion is made and the thesis ends with the limitations of this research and 

suggestions for further research in chapter 9. 
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2. Risk 
This literature review is a description and critical analysis of what has been written by other authors. 

The purpose of the review is to analyze the most relevant research and literature about risk critically. 

Reviewing the literature will provide understanding and insights of the subject and it will therefore 

function as a foundation for the study. While reviewing the literature, the focus is on scholarly- and 

recent articles. Most desirable are articles that have been published within the past five years. 

However, it is possible that articles older than five years include relevant information and these are 

therefore also included in the literature review. 

2.1 What is risk? 
Before it is possible to understand which type of risks there are by doing business in Turkey and 

Kazakhstan and what their impact is, there should be a univocal understanding of the definition of 

risk. In the literature there are numerous definitions of risk and the term uncertainty is also 

commonly used. 

Risk is defined by Cooper et al. (2005) as the exposure to the consequences of uncertainty. In the 

context of a company, it is the chance of something happening that will have an impact on the 

company’s objectives. Cooper et al. (2005) furthermore argue that risk includes the possibility of loss 

or gain, or variation from a desired or planned outcome, as a consequence of the uncertainty 

associated with following a particular course of action. So risk exists of two elements which are the 

likelihood or probability of something happening and the consequences or impacts if it does. The 

definition of Aven and Renn (2009) also points out the two elements of probability and consequences 

as they define that risk refers to uncertainty about and severity of the consequences or outcomes of 

an activity. Ayyub (2012) explains that risk can be defined as the potential of losses and rewards 

resulting from an exposure to a risk event. Risk can be calculated by the probability of an event 

occurring and the outcomes or consequences associated with the occurring of the event. Hillson 

(2004) furthermore gives a general definition of risk as any uncertainty that, if it occurs, would affect 

one or more firm objective. In addition to the claim of Cooper et al. (2005) that risk includes the 

possibility of loss or gain, Hillson (2004) also argues that risk can have both positive and negative 

consequences on firm objectives. Hillson (2004) furthermore makes a distinction between risk and 

uncertainty where he claims that risk is measurable uncertainty and uncertainty is unmeasurable 

risk. This distinction is also defined by Lefley (1997) who defines that risk involves situations where 

the probability of outcomes is known, while for uncertainty the probability of outcomes is not 

known. Atik (2012) also defines risk as the probability of an undesirable outcome while uncertainty 

implies the unknown probability of outcomes. 

So, although risk is often associated with negative outcomes, there are also some beneficial 

possibilities too. The definitions of risk are approximately the same, where some definitions also 

distinguish risk from uncertainty. The most important differences of the two terms are the known 

outcome and probability of a risk event, whereas for uncertainty the probability is unknown. 

Therefore, risk can be measured while uncertainty cannot be measured. Henceforth, the focus of the 

thesis will be on the definition of risk with negative outcomes. The possible opportunities of risks will 

not be handled and the term uncertainty will also not be further developed. 



9 
 

2.2 Classification of risk 
There are several categories of the different types of risks companies face. In the literature many 

different classifications of business risks are defined. According to Ritchie and Marshall (1993) the 

distinction between risks inside the organization and risks in the organization’s environment is the 

first important distinction to make before looking further into the different sources of risk. Several 

authors classified this distinction in systematic and unsystematic risks. The risks in the organization’s 

environment can be further divided into different types of sources. A famous and often used 

classification is the one by Miller (1992). Another classification of risk sources for companies is made 

by Fatemi and Luft (2002). Furthermore, according to Eun et al. (2012) multinational corporations 

(MNCs) face additional risks since they are active in an international setting. 

2.2.1 Systematic and unsystematic risk 

Everett and Watson (1998) made a distinction between systematic and unsystematic risks. This 

distinction is a commonly used distinction in the literature about risks firms might face. According to 

Olibe et al. (2008) the total risk of a firm can be divided into two parts: systematic and unsystematic. 

Systematic risk is the risk associated with the economy as a whole and on the other hand 

unsystematic risk is firm- and industry-specific. Olibe et al. (2008) claim that major political and 

economic events are examples of events that pose systematic risk. 

However, it seems that the classification of systematic and unsystematic risk is mainly used in 

relation to the volatility of stocks and portfolios. According to Ritchie and Marshall (1993) the 

distinction of risk into systematic and unsystematic risk is based upon the capital asset pricing model 

(CAPM), which is developed from portfolio theory. Ritchie and Marshall (1993) furthermore argue 

that systematic risk is an important value to calculate the expected return from a security. Hillier et 

al. (2011) also refer to the relation of systematic and unsystematic risk with securities. According to 

Hillier et al. (2011) systematic risk is the portion of a security’s return variance that is claimed by 

market movements. Unsystematic risk is the portion of return that cannot be explained by market 

movements. So based on those definitions, systematic risk is important for investors to assess since it 

can influence their decisions about securities or portfolios. Everett and Watson (1998) argue 

furthermore that systematic risk is rewarded on average, but unsystematic risk is not rewarded 

because there are diversification strategies to limit these sources of risk. Investors can limit the 

effects of unsystematic risk by investing across several firms and industries. However, claimed by 

Everett and Watson (1998) the health of the economy and risks associated with it are generally non-

diversifiable. 

2.2.2 Classification by Miller (1992) 

According to Miller (1992) the risks company faces can be classified into three categories: (1) 

economy based (general environment) risk, (2) industry based risk and (3) firm based risk. Economy 

based risk is the risk associated with the economy where the business is located, industry based risk 

is the risk associated with the industry where in the company is operating and firm based risk are 

risks that are unique for the company itself. Miller (1992) furthermore argues that the economy 

based risk includes five units of risks. These units are political risks, government policy risks, 

macroeconomic risks, social risks and natural risks. The industry risks include input market risks, 

product market risks and competitive risks and the firm based risks are operating risks, liability risks, 

R&D risks, credit risks and behavioral risks (Miller, 1992). An overview of the classification by Miller 

(1992) is shown in figure 3. 



10 
 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 3. Classification of risk by Miller (2003) 

2.2.3 Classification by Fatemi and Luft (2002) 

The classification of risk by Miller (1992) is almost the same as the classification of Fatemi and Luft 

(2002), although the latter use different terms. Fatemi and Luft (2002) claim that sources of risk firms 

face are in general business risk, strategic risk and financial risk. They state that business risk, also 

defined as operating risk, is fundamental to the firm’s operations. Strategic risk comprises macro 

factors that affect the firm. According to Fatemi and Luft (2002) the macro factors can either be 

political or economic and they can occur as domestic or international events. The Asian currency 

crisis and the dissolution of the Sovjet Union are examples of international events. Strategic risk 

factors have in common that they affect the firm’s performance in the long-term. On the contrary, 

Fatemi and Luft (2002) argue that financial risk encompasses adverse changes over short time 

periods in interest rate, foreign currency values, commodity prices and equity prices. Unfavorable 

changes in these factors can have negative consequences for the value of the firm. 

2.2.4 Country risk 

So far there has not been made a distinction between the risk of doing business abroad or domestic. 

Firms incorporated in one country with production or sales operations in several other countries are 

called multinational corporations (Eun et al. 2012). According to Eun et al. (2012) these firms may 

encounter additional risks in their international setting. In the literature there are many definitions 

for dealing with the additional risks of doing business abroad and there is not a commonly used term 

for it. According to Bouchet et al. (2003) the two most frequent terms are country risk and political 

risk. Both terms are enumerated by Bouchet et al. (2003) as shown in figure 4. 
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Figure 4. Political risk and country risk in the literature according to Bouchet et al. (2003) 

According to Van Efferink et al. (2003) the term to use is country risk and the definition of it in its 

broadest sense covers all risks that are related to any conclusion of financial contracts with or in a 

foreign country. Van Efferink et al. (2003) argue, furthermore, that some definitions focus primarily 

on the political aspect, however according to their claim it is a part of the broader concept, country 

risk. So, following the claim of Van Efferink et al. (2003) the term political risk does not encompass 

the additional risks firms face in their international setting completely and therefore the term 

country risk should be used. Bekaert et al. (2016) also investigated political risk in an international 

business context and they confirm the claim of Van Efferink et al. (2002). According to Bekaert et al. 

(2016) it is important to know that political risk does not encompass natural disasters, 

macroeconomic or financial risk factors. 

The definition of country risk proposed by Meldrum (2000) reflects the additional risks firms face by 

doing business in an international setting in a broad way: 

‘All business transactions involve some degree of risk. When business transactions occur across 
international borders, they carry additional risks not present in domestic transactions. These 
additional risks, called country risks, typically include risks arising from a variety of national 
differences in economic structures, policies, socio-political institutions, geography and currencies’ 

Conform the definition of Meldrum (2000) country risk encompasses various risk aspects of which 

political risk is one. Nearly the same country risk factors are labeled by Wang (2009) as he classified 

country risk into political, economic, financial and social factors. Kosmidou et al. (2008) also mention 

the many facets of country risk. According to them defining country risk should be on the broad 

context and the emphasis has to be on the multidimensional character of county risk. Hoti and 

McAleer (2004) argue as well that country risk can be prompted by different country-specific factors. 

In addition Kosmidou et al. (2008) recognize that there are several definitions of country risk and also 

various interested parties in the country risk of a specific country like banks, firms, international 

organizations or policymakers. Furthermore, several authors like Bouchet et al. (2003), Kennedy 

(1991), Goodman (1981) and Meldrum (1999, 2000) argue that country risk for multinational 

corporations should be defined differently than for banks and other financial institutions. According 

to Schroeder (2008) a basic principle of the difference is that financial institutions are related to the 
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risks of cross-border lending and investments in portfolios, while corporations are mainly concerned 

about nonmarket factors that can affect the profitability. 

Argued by Eun et al. (2012), the most important country risk factors multinational corporations face 

are mainly the exposure to (1) foreign exchange risk that they would not encounter in domestic 

transactions and (2) political risks of the different countries where the firm is active. These country 

risk factors are almost the same as the factors claimed by Xuemei Hou (2013) as the most important 

ones for MNCs. According to Xuemei Hou (2013) the most significant risks in international business 

are (1) currency exchange rate risk, (2) political risk and (3) economic risk. Finally these are also the 

risk factors claimed by Hoti and McAleer (2004) as the major components of country risk. Although 

Hoti and McAleer (2004) mention the first factor as the financial risk factor. 

So, even though there are different terms used in the literature it seems that country risk is the term 

to use for encountering the additional risk of doing business abroad in the broadest sense. Argued by 

various authors country risk includes a wide range of factors. However, it seems that the most 

relevant factors to assess can vary by the type of organization. In the literature the most important 

country risk factors for MNCs to assess are the political risk, economic risk and financial risk including 

foreign exchange risk. 

2.2.4.1 Political risk 

According to the classification of Miller (1992) there is a distinction between political risk and 

government policy risk. Miller (1992) claims that political risk refers to major changes in political 

regimes, examples of political risks are wars, revolutions, democratic changes in governments or 

other political turmoil. Government policy risk is associated with instability of government policies. 

This includes risks such as fiscal and monetary reforms, price controls, changes in the level of trade 

barriers, changes in government regulation or the threat of nationalization. However, in the 

literature political risk mainly captures both types of political risk as claimed in the distinction of 

Miller (1992). 

According to Eun et al. (2012) political risk refers to the potential losses of the parent firm resulting 

from unfavorable developments in policy changes of the host country. Political risk can range from 

unexpected changes in tax laws to outright expropriation. These risks arise due to the fact that a 

sovereign country can change the ‘rules of game’ in their country and the affected multinational 

corporation might not be able to respond effectively. Bekaert et al. (2016) argue approximately the 

same about political risk. According to them political risk for a given country is the risk that the 

actions by the country’s government or imperfections of the country’s executive, judicial institutions 

or legislative adversely affect the value of an investment by the foreign firm in that country. Stephens 

(2016) furthermore defines political risk as: 

‘The risk of a loss for a firm because of nonmarket factors, including action or inaction by a 
government authority, macroeconomic and social policies (fiscal, monetary, trade, investment, 
income and developmental), or events related to political instability (war, coups, insurrection, riots 
and terrorism).’ 

Xuemei Hou (2013) confirms the definition of Stephens and states that political risk can be defined as 

the risk of losing money as a result of changes occurring in a country’s government or regulatory 

environment. Acts of war, terrorism, trade barriers and military coups are all extreme examples of 

political risk in the definition by Xuemei Hou (2013). 
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According to Stephens (2016), stable territories have well-established institutions and representative 

political systems and therefore shifts in power do not have a substantive effect on the country’s 

environment. On the other hand, the elections in Venezuela with Chavez and in Russia with Putin 

show how changes in individuals controlling governing institutions can affect the stability of a 

country. Therefore Stephens (2016) argues that risks for multinational corporations are much higher 

in countries that are led by personalities rather than countries where decisions are institutional. 

Stephens (2016) argues that political ideologies and systems of government play a significant role in 

assessing the risk of a country. This is confirmed by Shanmugam (1990) and Bekaert et al. (2016), 

who both claim that accounting for political risk is an important challenge for multinational 

corporations by doing international business and it could seriously affect the profitability of 

international ventures. According to Stephens (2016) democracies are often associated with stable 

environments and autocracies or other non-democracies with instability. 

However, the political risk environment of a country in reality is more complex. According to Bekaert 

et al. (2016) measuring the impact of political risk is one of the most vexing issues by doing 

international business. Bekaert et al. (2016) also mention that the available political risk ratings are 

mainly subjective assessments of experts and it is difficult to incorporate it into a quantitative 

valuation analysis. Eun et al. (2012) also argue that it is not easy to measure political risk. However, it 

is important for MNCs to measure the risk and a commonly way to do this is the subjective analysis 

of political risk by experts. 

2.2.4.2 Foreign exchange risk 

According to Eun et al. (2012) the exposure of firms to the risk of fluctuating exchange rates has 

raised due to the increased globalization. Melvin and Norrbin (2013) state that international business 

involves foreign exchange risk, because the value of transactions in different currencies are sensitive 

to changes in exchange rates. Eun et al. (2012) clarify that currency exchange risk is a financial risk 

posed by an exposure to unanticipated changes in the exchange rate between two currencies. The 

exchange rate between currencies fluctuates continual and it can therefore lead to unexpected gains 

or losses. Changes in the rates could affect a firm in different ways, for example the cash flows from 

contracts denominated in foreign currencies or the value of assets and liabilities. In total Eun et al. 

(2012) claim exchange rate changes could significantly affect the firm value. Furthermore, according 

to Joshi (2009) the impact of foreign exchange fluctuations also depends on the firm’s competitors, 

customers and suppliers. Therefore careful attention should be paid to foreign exchange exposure. It 

is possible to manage the exposure to exchange rate changes, however according to Melvin and 

Norrbin (2013) the benefit of doing so is not always worth the effort. The foreign exchange risk can 

be distinguished into separate parts and according to Eun et al. (2012) it is conventional to divide 

foreign exchange rate risk into transaction exposure, translation exposure and economic exposure. 

Transaction exposure 
According to Melvin and Norrbin (2013) transaction exposure is exposure resulting from the 

uncertain domestic currency value of a foreign-currency denominated transaction at a future date. 

Furthermore, Eun et al. (2012) claim that transaction exposure derives from fixed-price contracting in 

a world where exchange rates are changing randomly. So, from those explanations it becomes clear 

that transaction risk is associated with difference in time between the settlement of contracts and 

the ultimate completion. According to Green (2016) the greater the deviation, the more time there is 

for currencies involved in the contract to fluctuate and so the more transaction exposure there is. 
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Translation exposure 
Translation exposure is also known as accounting exposure. According to Eun et al. (2012) this 

exposure refers to the potential effect by changes in exchange rates on the firm’s consolidated 

financial statements. Argued by Eun et al. (2012) consolidation implies the translation of subsidiaries’ 

financial statements from local currencies to the home currency. Melvin and Norrbin (2013) confirm 

that translation exposure arises from differences in the financial statements. The same definition of 

translation exposure is given by Xuemei Hou (2013) as she states that translation risk refers to the 

revaluation of foreign assets held in a foreign currency. Due to the fact that foreign currency 

exchange rates vary over time the revaluation of assets can create an exchange loss or gain. 

Economic exposure 
According to Xuemei Hou (2013) the economic exposure, also called the operating exposure, is the 

risk of changing a company’s market value due to unexpected exchange rate fluctuations. Miller 

(1998) confirms this definition as he claims that economic exposure is a measure of the reduction in 

cash flow and value that a business may experience as a result of a real adjustment in the foreign 

exchange rate. When the currency exchange rate rises or falls, the sale price can be affected by the 

change and that could affect profits. Furthermore, according to Miller (1998) economic exposure is a 

forward-looking concept considering future cash flows rather than historical accounting values. 

Melvin and Norrbin (2013) argue that the economic exposure is the most important foreign exchange 

risk to tackle for firms. The purchasing power of long-run cash flows is the most important for the 

firm to focus on because these set the value of the firm. 

2.2.4.3 Economic risk 

The economic risk factor of country risk can be confused and mingled easily with the economic 

exposure of the foreign exchange risk factor. Miller (1992) argued that the macroeconomic factor 

includes a broad set of variables like inflation and GDP but also foreign exchange rates. So, according 

to this claim the foreign exchange risk is part of the economic risk factor. However, in the literature 

there is made a distinction in economic risk and foreign exchange mostly. The latter includes 

economic exposure. As mentioned before, the economic exposure of the foreign exchange risk is 

caused by fluctuations in exchange rates. Whereas, according to Xuemei Hou (2013) the economic 

risk factor is associated with a country’s financial condition and ability to repay its debts. Indicators 

to measure the economic risk in a foreign country are for example GDP, inflation, purchasing power, 

unemployment. Wang (2009) also appoints the distinction between economic risk and foreign 

exchange and mentions the same indicators for the economic risk factor. According to Meldrum 

(2000) the economic risk refers to a significant change in the economic structure or growth rate that 

causes a potential loss. In addition Meldrum (2000) claims that economic risk and political risk can 

overlap one another. 

2.3 Country risk ratings 
A detailed assessment of country risk and the factors it includes is crucial for evaluating the stability 

of a specific country in order to do business abroad. According to Eun et al. (2012) MNCs can use in-

house experts to do such an assessment. However, they claim that MNCs often use outside experts 

who provide professional assessments and offer in-depth analyses of countries. De Mortanges and 

Allers (1996) also mention that it is possible for companies to employ services and publications 

published by external consultants of rating agencies as an alternative to assess the risk within the 

company. According to Van Efferink et al. (2003) and Hoti (2003) attention for measurement of 
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country risk has increased. As a consequent the number of country risk assessments composed by 

several commercial rating agencies has increased substantially in recent years. 

In the literature there are many risk rating agencies mentioned that measure country risk, using 

different methods like qualitative and quantitative research and presenting the results in different 

formats. According to the assessment of the major country risk rating agencies by Hoti and McAleer 

(2004) the different agencies mainly measure four kinds of factors to assess the country risk. As 

shown in figure 5 these components are economic, financial, political and composite. 

Figure 5. Risk components variables used in country risk ratings by Hoti and McAleer (2004) 

2.3.1 Rating agencies 

Hoti and McAleer (2004) mention the following risk rating agencies as the leading commercial 
analysts of country risk: 

- Institutional Investor 
- Euromoney 
- Moody’s 
- Standard and Poor’s (S&P) 
- International Country Risk Guide (ICRG) 
- Economist Intelligence Unit (EIU) 

 
The risk rating agencies mentioned as the leading agencies to assess country risk by Hoti and McAleer 

(2004) are also appointed by Van Efferink et al. (2003), Erb et al. (1996), Joshi (2009), Frei and Ruloff 

(1987) and Krayenbuehl (2001). However according to De mortanges and Allers (1996), Erb et al. 

(1996), Joshi (2009), Frei and Ruloff (1987), Krayenbuehl (2001) and Brown et al. (2015) the Business 

Environment Risk Intelligence index (BERI) should also be mentioned as one of the major country risk 

rating agencies. Furthermore, Krayenbuehl (2001) made an important distinction between services 

providing country risk information and assessments and rating agencies assessing the country’s 

credit risk. Bouchet et al. (2003) also made this distinction and explain that country credit rating 

methods aim at assessing the ability and willingness of a given country to meet its financial 

obligations. According to Krayenbuehl (2001) and Bouchet et al. (2003) Moody’s and Standard and 

Poor’s (S&P) are rating agencies classified as the country credit ratings. 

As shown in figure 6, there are several country risk rating agencies that publish ratings and 

publications of the risk of many countries which companies can consult. According to Van Efferink et 

al. (2003) and Erb et al. (1996) one may conclude that the ratings between the various agencies do 

not differ significantly. Although, Erb et al. (1996) argue in the same study that two of the foremost 

agencies are Institutional Investor and the ICRG. However, Joshi (2009) claims that the most 

significant and used ratings are BERI, Economist Intelligence Unit and ICRG. 
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Source Description Structure

Institutional Investor Risk information provided by leading 

international banks. The sample for 

the study is updated every six 

months, ranging from 75 to 100 

banks, analyzing 136 countries.

Ratings are based on information 

provided by senior economists and 

sovereign risk analysts at global 

banks.  Banks are not permitted to 

rate their home country. The 

individual responses are weighted.

Euromoney Panel of leading economists and 

political analysts evaluing country 

performance. Yearly ranking for 185 

countries.

Establishes an overall score for 

countries by using nine weighted 

categories, quantitative as wel as 

qualitative. The two major categories 

are the economic performance and 

the political risk.

International Country Risk Guide 

(ICRG)

ICRG provides country reports for 100 

countries and risk ratings for 140 

countries on a monthly base. The 

goal of the ICRG is to provide 

information for MNCs, banks, equity 

and currency traders.

The ICRG analysis is based on 22 

weighted variables grouped into 

financial, economic and political 

categories. Political variables are 

assessed on expert perceptions and 

the financial and economic 

categories are based on hard data.

Business Environment Risk 

Intelligence (BERI) 

Three times a year BERI produces 

four types of ratings, covering 50 

countries. Including a political index 

and a composite score. Each of them 

assessing the present situation as 

wel as providing a forecast.

The ratings are based on economic, 

political and financial factors. It is 

built on the opinion and scores 

provided by a panel of 100 experts 

with international experience. Those 

opinions are processed through a 

Delphi method.

Economist Intelligence Unit (EIU) The EIU provides country and sector 

risk analysis and forecasts for 117 

countries. It seeks to quantify risks to 

business profitability and forecast 

the next two years.

The EIU method is based on expert's 

answers to a series of 77 quantitative 

and qualitative questions classified 

in 10 dimensions. The two major 

categories of the weighted 

dimensions are the economic and 

political categories.

So it seems that there are different opinions about appointing the foremost rating agencies. 

However, both authors claim the ICRG as an important country risk rating. In addition to the 

literature, the ICRG rating has been used in several studies like Asiedu (2006), Busse and Hefeker 

(2007), Hayakawa et al. (2013), Osabutey and Okoro (2015) and Howell (2007) to measure the risk of 

a country. According to Hayakawa et al. (2013) the ICRG rating is widely used by MNCs, banks, 

institutional investors, importers, exporters and foreign exchange traders. Furthermore, according to 

Hoti (2003) and Guha-Khasnobis and Mavrotas (2008), the ICRG risk ratings have been cited by 

experts at the World Bank, United Nations, IMF and other institutions as a standard. Lastly, Hoti 

(2003) claims that the rating system of the ICRG is the only risk rating agency providing consistent 

monthly data over an extended period of time for a large number of countries. 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 6. Overview of the leading commercial analysts of country risk (Bouchet et al. 2003; Brown et al. 2015; Van 
Efferink et al. 2003) 
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2.3.2 International Country Risk Guide (ICRG) 

The International Country Risk Guide (ICRG) rating comprises 22 variables in three subcategories of 

risk: political, economic and financial. For each of the subcategories a separate index is created. The 

political risk index is based on 100 points, financial risk and economic risk both on 50 points. Political 

risk comprises 12 components (and 15 subcomponents) and financial and economic risk each 

consists of five components (Hoti and McAleer, 2004; PRS Group, 2012). 

The ICRG experts collect political information and economic and financial data. They convert these 

into risk points for each individual risk component (PRS Group, 2012). According to Brown et al. 

(2015) the political risk variables are assessed based on subjective analysis of the available 

information by the experts, while the economic and financial risk categories are assessed based on 

objective hard data. 

The aim of the political risk rating by the ICRG is to assess the political stability of the countries 

covered. In order to do so, the ICRG assesses 12 variables with different weights, as shown in figure 

7. The first five components consist of several subcomponents (PRS Group, 2012). 

 

 
 
 
 
 
 
 
 
 
 
 
Figure 7. Political risk components of the ICRG (PRS Group, 2012) 

The economic risk rating aims to assess the country’s economic strengths and weaknesses.  

According to Hoti and McAleer (2004) when a country’s strengths outweigh the weaknesses it 

generally presents low economic risk. The five components to assess the country’s economic risk are: 

- GDP per head 
- Real GDP growth 
- Annual inflation rate 
- Budget balance as a percentage of GDP 
- Current account as a percentage of GDP 

 
Lastly, the financial risk category measures a country’s ability to finance its commercial, official and 

trade debt obligations. The five components including this category are: 

- Exchange rate stability 
- Foreign debt as a percentage of GDP 
- Foreign debt service as a percentage of export in goods and services 
- Current account as a percentage of export in goods and services 
- Net liquidity as months of import cover 
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3. Frameworks 
In order to assess the risk exposure of Company X by doing business in Kazakhstan and Turkey and 

measure the impact of the exposure on the firm’s performance it is useful to consult the risk 

management frameworks mentioned in the literature. According to Zhao et al. (2015a) a framework 

serves as a guide, an outline, to facilitate an approach toward achieving a specific goal. The 

Corporate Governance Council of Singapore (2012) furthermore argues that the design and pace of 

implementation of a risk management framework varies greatly among firms. Zhao et al. (2015a) 

make a distinction between (1) a silo-based risk management and (2) an integrated enterprise-wide 

approach for risk management. 

The silo-based risk management is the traditional way of managing risk whereby the risk of the 

organization is segmented and conducted into separate departments. Each department deals with its 

own risks. There is no person or group in the organization that has a grasp of the entire exposure of 

the company (Shenkir and Walker, 2007). Argued by Utter (2006), with the silo-based risk 

management each department within the organization has the best expertise to address the risks it is 

responsible for. However, according to Cendrowski and Mair (2009), Chapman (2006) and Collier  

(2009) silo-based risk management fails to take into account interactions and the interdependence 

between risks. Furthermore, Hoyt and Liebenberg (2015) and Meulbroek (2002) argue that silo-based 

risk management could create duplication of risk management expenditure and inefficient 

coordination between different departments. The risk management framework of Crouhy et al. 

(2006) is a common example of a silo-based approach. 

According to O’Donnell (2005) a recent trend has been the development of an integrated enterprise-

wide approach to assess the business risks that can impact the company. Risk management within an 

organization cannot be segmented and managed independently, but it should be integrated into the 

entire business process and exist within each level of the organization claimed by Hillson (1998) and 

Jutte (2010). In addition, according to Lam (2003) organizations need a holistic and integrated 

approach to manage the risks in their volatile environment. It is the holistic approach to manage all 

the risks of the organization that distinguishes the integrated enterprise-wide approach from the 

silo-based risk management (Pagach and Warr, 2011). The Enterprise Risk Management framework 

and the ISO 31000:2009 framework are the most famous frameworks based on the integrated 

enterprise-wide approach. 

3.1 Enterprise Risk Management (COSO) 
Responding to the expanding emphasis on risk management by firms, the Committee of Sponsoring 

Organization (COSO) has developed the Enterprise Risk Management framework that sets key risk 

management principles and concepts and provides direction and guidance (O’Donnell, 2005). The 

ERM framework published by the COSO is the most widely invoked risk management framework in 

the world according to Hayne and Free (2014). Hoyt and Liebenberg (2015) confirm the extensive 

interest in enterprise risk management and they argue that increasing numbers of organizations have 

implemented the ERM framework. 

3.1.1 Definition of COSO ERM framework 

The ERM framework of COSO (2004) is defined as: 

 ‘A process, effected by an entity’s board of directors, management and other personnel, applied in 
strategy setting and across the enterprise, designed to identify potential events that may affect the 
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entity, and manage risk to be within its risk appetite, to provide reasonable assurance regarding the 
achievement of entity objectives.’ 
 
Based on the definition of ERM by the COSO (2004), O’Donnell (2005), Mikes (2009) and Pagach and 

Warr (2011) agree about the ERM framework as an ongoing, enterprise-wide process to manage risks 

in a holistic way across the entire organization. Hoyt and Liebenberg (2015) furthermore argue that 

unlike traditional risk management, in which individual risk categories are assessed and managed 

separately, the ERM framework permits companies to manage a wide range of risks in an integrated 

way. According to Bromiley et al. (2015) this way of integrated management by the ERM framework 

captures all the risks the company faces and it requires alignment of risk management with 

corporate governance and strategy. 

3.1.2 Dimensions of the framework 

The ERM framework of COSO defines essential components, suggests a common language and 

provides clear direction and guidance for enterprise risk management (Bediako, 2014). The 

framework is a three-dimensional matrix as shown in figure 8. The matrix intends to represent the 

links between the organizational objectives and the components to perform in order to achieve the 

objectives, across all levels of the organization. Within the ERM framework organizational objectives 

can be viewed in the context of four categories: strategic, operations, reporting and compliance. The 

ERM framework considers activities at all levels of the organization which could be enterprise-level, 

division or subsidiary or a business unit process. Furthermore, the ERM framework of COSO (2004) 

involves eight interrelated steps which an organization must perform across the entire organization.  

First of all the organization should look at its internal environment. It establishes the philosophy of 

the organization regarding risk management and the entity’s risk culture. Then the organization 

should set objectives that supports the organization’s overall mission and aligns its risk appetite. This 

will give a view of how much risk the organization is willing to accept. Next the organization has to 

identify internal and external events that might affect the achievement of the established objectives 

(Bediako, 2014). According to the COSO guidance (2004) events that have a negative impact 

represent risks. Once the risks are identified, the likelihood and impact of the risks have to be 

assessed. Assessing the risks allows the organization to understand the extent to which the risks 

might impact the objectives and forms a basis for determining how to manage them. Therefore the 

next step of the ERM steps is to identify and evaluate appropriate responses to the risks and to 

control the deployed responses. Policies and procedures are control activities that should ensure that 

responses are carried out effectively. Furthermore, information and communication systems have to 

identify, capture and communicate information in a form and timeframe that enables people to carry 

out their responsibilities. Lastly, the effectiveness of the ERM components should be monitored and 

modified if necessary (Weller, 2015). 

3.1.3 ERM framework in practice 

So, the matrix shows that risk management with the ERM framework is not one of the many 

functions in a company, but it is spread across the entire organization. However, according to Zhao et 

al. (2015a) implementing the ERM framework is not easy. A survey conducted by CFO Research 

Services (2008) discovered that 70% of their respondents mentioned ERM as the most challenging 

issue in the next 12 months and a survey demonstrated by Beasley et al. (2015) shows that only 25% 

of the large organizations claim to have an ERM framework in place. According to Zhao et al. (2015b) 

many factors hindered the implementation of an ERM framework in various industries. Due to these 
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hindrances, organizations tend to find it difficult to implement a framework. Zhao et al. (2015b) 

identified 20 critical hindrances to implement ERM in the organization from 27 previous studies. The 

three most critical hindrances identified were: insufficient resources (e.g. time, money and people), 

lack of formalized ERM process and lack of internal knowledge skills and expertise. 

 

 
 
 
 
 
 
 
 
 
 
 
 

Figure 8. COSO Enterprise Risk management framework (2004) 

3.2 ISO 31000:2009 – Principles and Guidelines 
The International Organization for Standardization (ISO) has designed a common risk management 

framework in ISO 31000:2009 – Principles and Guidelines (ISO, 2009). According to the ISO (2009), 

risks can affect organizations in different ways such as the economic performance, reputation of the 

organizations as well as societal, safety and environmental outcomes. So, argued by the ISO (2009), 

managing risks can effectively help organizations to perform well in an environment full of risk 

exposure. Therefore the ISO 31000:2009 – principles and guidelines provides a framework and a 

process for managing risk. 

According to Shortreed (2010) the framework by ISO incporates the best practices from the COSO 

ERM framework as well as other leading risk management standards. Hence, Shortreed (2010) claims 

that the ISO framework is the best practice for risk management frameworks. The ISO 31000:2009 

risk management framework, as shown in figure 9, consists of a framework and a process (Gjerdrum 

and Peter, 2011). 

3.2.1 The framework 

The framework assures that the process is supported across the organization and that it is effective. 

It manages the overall process and its full integration in the organization. That means that risk 

management will become an active component in governance, strategy and planning of the 

organization. Although, it is intended to be adapted to the particular needs of each individual 

organization (Gjerdrum and Peter, 2011). The ISO 31000:2009 framework includes the components 

mandate and commitment, design of framework for managing risk, implementing risk management, 

monitoring and reviewing and continual improvement of the framework (zhao et al. 2015a). 

According to Purdy (2010) the elements ‘communication and consultation’ and ‘monitoring and 

review’ are the two elements of the ISO 31000:2009 risk management framework that can be 

considered as continually acting. 
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3.2.2 The risk management process 

The process for managing risk focuses on individual or groups of risks. The core of the risk 

management process incorporates the five steps of a traditional risk management process, which are 

identify the risks, analyze the risks, analyze risk treatment options, implement risk responses and 

monitor the results. However, in addition to the core steps of the process, the ISO model includes the 

elements of ‘establishing the context’ and continuous ‘communication and consultation’ and 

‘monitoring and review’. Establishing the context should be done detailed in order to set the scope 

and risk criteria for the process. Communication and consultation as well as monitoring and review 

should happen throughout the process and has to occur continually during the risk management 

process. The process of risk management cannot succeed if it does not consult with stakeholders and 

monitoring and review is also a critical element as it assures that controls are effective and risks will 

be appropriately addressed (Gjerdrum and Peter, 2011).  

 

 

 

 

 

 

 

 

 

Figure 9. ISO 31000:2009 – Principles and Guidelines (ISO, 2009) 

According to Zhao et al. (2015a) the underlying concept of the ISO framework is a quality 

management approach based on the plan-do-check-act (PDCA) paradigm by Deming (1986). The 

PDCA indicates that a framework is designed, implemented, monitored and that the steps are 

continuously improved. 

Any type of organization can use the ISO risk management framework, regardless its size, activity or 

sector (ISO, 2009). Shortreed (2010) also mentions the flexibility of the framework as he states that it 

can be applied to the whole organization, part of the organization, particular types of risk and even 

to a specific project. However, Shortreed (2010) recognizes that the management of risk is the most 

effective if it is conducted in a cosistent way throughout the organization. According to Shortreed 

(2010), this is also the overarching concept of the ISO framework. Risk management in an 

organization should be fully integrated into the management and direction of the organization. Since 

the publication of the ISO 31000 in 2009, only a few critic academic reviews of the framework have 

been published. According to Everett (2011) the ISO 31000:2009 framework is not been widely 

adopted worldwide, although it has gained popularity in Australia. This could be the reason for the 

scarce academic reviews of the framework. However, Leitch (2010) is exceedingly negative about the 

common risk management framework designed by ISO 31000:2009. Leitch (2010) argues that the 
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framework is ineluctable to fail because it is unclear, it leads to illogical decisions, it is impossible to 

comply with and it is not mathematically based. 

3.3 Risk management process of Crouhy et al. (2006) 
The risk management process developed by Crouhy et al. (2006) is a straightforward framework to 

assess the risk exposure of an organization. According to Crouhy et al. (2006) risk management is 

often a formal discipline and it is a simple sequence of activities. Figure 10 shows that the risk 

management process of Crouhy et al. (2006) consists of identifying risks, measuring and appreciating 

its impact and taking action on it. Although Crouhy et al. (2006) claim that the developed risk 

management framework is a simple sequence of activities, they also recognize that in practice is does 

not always run smoothly. Some steps can be more challenging than others while also the importance 

of the different steps can differ. 

 

 

 

 

 

 

Figure 10. Risk Management Process of Crouhy et al. (2006) 

According to Crouhy et al. (2006) a corporation should not engage in risk management without 

deciding clearly on its objectives in terms of risk and return. Their developed framework is more 

useful to assess the risk exposure of some specific determined types of risk rather than to manage 

risks in a holistic way across the entire organization. Therefore, according to Crouhy et al. (2006) the 

firm has to determine the sources of risk it wants to manage first. 

After the objectives have been set and the general nature of the risks to be managed has been 

decided it is essential to measure the risks and appreciate the impact, which is mentioned by Crouhy 

et al. (2006) as mapping the relevant risks. Risk mapping is stated by Van Well-Stam et al. (2010) as a 

very useful method to prioritize different risks. According to Scandizzo (2005), the most common 

technique for risk mapping is the mapping on a probability/severity chart. The overall goal of 

mapping the risks is to provide risk information to the organization’s policymakers (The Open 

University, 2016). Crouhy et al. (2006) furthermore argue that while mapping a firm’s risks it is 

important to recognize the difference between risks that can be insured against, risks that can be 

hedged and risks that are not insurable and not hedgeable. This distinction is important because the 

next step is to find relevant instruments to perform a risk management strategy. According to Crouhy 

et al. (2006) there are four general risk management strategies in order to form a strategy: avoid, 

transfer, mitigate and keep. The last step in the framework of Crouhy et al. (2006) is to evaluate the 

performance of the risk management process. Argued by Crouhy et al. (2006) this should be done 

periodically. 
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3.4 Synthesis  
The three risk management frameworks developed by COSO (2004), ISO (2009) and Crouhy et al. 

(2006) all have the purpose to guide organizations through the process of identifying potential events 

that could affect the organization and managing those risks in order to achieve the entity’s 

objectives. However, the way it should be implemented and the manner of proceeding the risk 

management process differ between the three frameworks. 

The ERM framework of COSO is the most extensive one. It enables organizations to manage a wide 

range of risks in an integrated way rather than assess and manage individual risk categories 

separately. By implementing the ERM framework, the process of risk management is aligned with the 

organizations direction, management and personnel and it captures all the risks the organization 

faces. So, COSO’s ERM framework emphasizes the importance to assess and oversee risks in a holistic 

manner and therefore an effective implementation of the ERM framework provides reasonable 

assurance to achieve the organization’s objectives. However, implementing the framework is not 

easy as the three most critical hindrances identified are insufficient resources (e.g. time, money and 

people), lack of formalized ERM process and lack of internal knowledge skills and expertise. 

Furthermore, it takes a lot of effort to implement the framework because of the holistic approach 

and many people have to be involved in the process. In addition, assessing individual risk categories 

separately with the ERM framework is very difficult, so COSO’s framework is not flexible at all. 

On the contrary the framework developed by ISO (2009) is very flexible. Although this framework is 

also an extensive one, it is not necessarily aligned with the direction of the organization and it is not 

required to implement the framework across the entire organization. It is possible to apply the 

framework for a specific purpose, for instance to a part of the organization or to particular types of 

risk. However, the overarching idea of the ISO framework is still to integrate it throughout the 

organization. 

In contrast to the integrated enterprise-wide frameworks of COSO and ISO, the risk management 

framework of Crouhy et al. (2006) is a simple sequence of activities based on a silo-based risk 

management. The holistic approach of the first two frameworks captures all the types of risks 

organizations face, including domains like health and safety, environment, quality, legal, politics and 

finance. However the framework of Crouhy et al. (2006) is more useful to assess the exposure of 

some specific selected types of risk. Although the steps of the risk management framework of Crouhy 

et al. (2006) are also components of the COSO and ISO framework, it is not the underlying idea to 

align it with the entire organization. 

So, although the frameworks of COSO and ISO are advantageous frameworks to minimize the risk 

exposure of the organization and achieve the entity’s objectives, they are extensive and difficult to 

implement. Implementation of the frameworks requires collaboration of the entire organization and 

it involves many people. Furthermore, monitoring and reviewing is an important component of the 

ISO framework but it goes beyond the purpose of this research. Therefore these frameworks are not 

feasible to use during the research to the risk exposure of Company X in Kazakhstan and Turkey. 

The framework of Crouhy et al. (2006) is a simplified one compared to the COSO and ISO 

frameworks. It makes it possible to assess the risk exposure of some specifically determined risk 

types without aligning it within the entire organization. Furthermore, the steps of the framework 

provide useful guidelines to assess the risk exposure of some specific risk types. Therefore the 
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framework of Crouhy et al. (2006) is an appropriate framework to use in order to assess the risk 

exposure of Company X in Kazakhstan and Turkey. However, the last step of the framework, 

evaluating the performance, will not be part of the research because it is not the purpose of this 

study and it furthermore crosses the available time period. 
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4. Research method 
The goal of this research is to assess the foreign risk exposure Company X faces in the countries 

Kazakhstan and Turkey. This chapter will discuss the several steps to perform in order to achieve the 

goal of the research and also the research method to use will be discussed. 

In order to investigate the risk exposure of Company X in Kazakhstan and Turkey, the first step will be 

to identify the risks within the three classified categories, this step will be discussed in section 4.2. 

After the risks are identified, they will be measured based on the probability and impact. The step of 

measuring the risks will be discussed in 4.3. Thereafter, in 4.4, a strategy to develop in order to 

respond to the risks will be discussed. However, the emphasis is on the first two steps which are risk 

identifying and measuring. In order to investigate the risk for Company X by doing business in 

Kazakhstan and Turkey and to perform the steps mentioned, a case study will be conducted. 

Conducting a case study will serve the goal of this research best. Several research types to perform a 

case study are available and the way of collecting data can vary. These characteristics of a case study 

research will be discussed in section 4.1. 

4.1 Case study research 
To assess the risk exposure Company X faces by doing business in Kazakhstan and Turkey an 

exploratory case study will be conducted. By performing a case study research it is possible to gain 

particular understanding and insight into the topic of research, which is according to Farquhar (2012) 

usually a contemporary phenomenon. Farquhar (2012) argues that a case study research allows the 

researcher to look at a complex phenomenon in the context. For business research that means 

collecting evidence of the phenomenon where it is taking place, for example in a company or in a 

country. The definition of a case study according to Yin (2003) claims the same as he states that a 

case study research means conducting an empirical in-depth investigation of a contemporary 

phenomenon within its natural context using multiple sources of evidence. 

4.1.1 Steps of case study research 

To perform a case study research in general six steps should be followed. According to Soy (1997),  

Alnaim (2015) and Yin (2003) the following steps should be realized in order to achieve the goal of 

the case study research: 

- Determine and define the research question 

- Select the cases and determine the data gathering and analysis techniques 

- Prepare the data collection 

- Collect the data 

- Analyze the data 

- Prepare the report 

According to Soy (1997) the first step is to establish a research focus to which the researcher will 

study a complex phenomenon or object. Alnaim (2015) argues that this first step is an essential step. 

Thereafter the researcher must select the case to study. According to Soy (1997) selecting a multiple 

or single case is a key element and it could be a unique or a typical case. The researcher should 

furthermore already determine what data to use and which analysis techniques to use in order to 

answer the research question. Preparing the data collection is an important step because case study 

research generates a large amount of data and therefore a systematic organization of the data is 
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necessary to prevent the researcher from losing sight of the goal of the research (Soy, 1997). 

According to Alnaim (2015) preparing the data collection includes a protocol which involves 

recorders, instruments and general rules. Collecting the data in case studies can be performed in 

many ways. Argued by Alnaim (2015) there are many types of sources suitable to use in a case study 

research. However, it is recommended to use several sources of data. Furthermore data can be 

qualitative as well as quantitative. After the data is collected it should be analyzed. Although, 

according to Alnaim (2015) analyzing the data can already start during the stage of collecting it. 

Analyzing the data in a case study implies examining raw data including different interpretations and 

viewpoints (Soy, 1997). The last step to perform in a case study research is to report the data. Argued 

by Soy (1997) the case study report should transform a complex issue into a report that can be easily 

understood, allowing the reader to examine the study. Alnaim (2015) furthermore argues that case 

studies are attractive research reports to read. 

4.1.2 Advantages of case study research 

According to Farquhar (2012) case studies are empirical investigations, they are based on experience 

and knowledge. Yin (2009) mentions that it is the essential tactic and a characteristic of case study 

research to use different sources of data. Those data sources can include both primary and 

secondary sources. According to Farquhar (2012) examples of primary data are data from interviews 

or surveys and secondary data are internal data or industry/country reports. It is the unique strength 

of a case study to deal with a full variety of evidence, which goes according to Yin (2009) beyond 

what might be available in a conventional historical study. Furthermore, by using several sources of 

data the research findings are strengthened as the evidence is triangulated. Farquhar (2012) argues 

that triangulation is an important concept of case study research because an investigation of the 

phenomenon from different perspectives provides robust foundations for the findings and it 

supports arguments for its contribution to knowledge. Furthermore conducting a case study research 

gives the researcher flexibility so that the research can be adapted to changes, argued by Farquhar 

(2012). 

4.1.3 Disadvantages of case study research 

There are also limitations of conducting case study research. According to Farquhar (2012) by 

studying a small number of cases the researcher will not be able to make statements about how the 

research can be extended to other situations like in survey research. The results of a case study are 

not generalizable. According to Hodkinson and Hodkinson (2001) another limitation of conducting a 

case study is the abundance of information and data which makes easy analysis difficult. Besides, the 

data to collect in order to perform a case study is a time-consuming event and it is even more time-

consuming to analyze it. Hodkinson and Hodkinson (2001) also argue that it is often a problem to 

represent accessible and clearly pictures of the complexity of the case studies investigated. 

4.1.4 Types of case study research 

Three types of case study research designs classified by Yin (2003) are exploratory, explanatory and 

descriptive. However, according to Hancock and Algozzine (2006) a case study is generally an 

exploratory research. Hancock and Algozzine (2006) furthermore argue that with exploratory 

research the researcher rather identifies themes or events than proves relationships or test 

hypotheses. An exploratory research is conducted for a problem that has not been studied clearly yet 

and it mostly aim to find answers on the questions ‘What?’ or ‘Who?’ (Oukes 2017; Yin 2009). 
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4.1.5 Data collection in case study research 

Gathering the data in case studies can be done by a qualitative as well as a quantitative method. 

According to Gillham (2000) qualitative methods are essentially descriptive and inferential in 

character and they are primary in case study research. Van Aken et al. (2012) furthermore claim that 

qualitative methods are methods that are oriented at the discovery of qualities of things like 

properties of objects, situations, phenomena and events. In addition, according to Van Aken et al. 

(2012) some authors define qualitative methods in a more specified manner where it is claimed that 

a qualitative study consist of textual data. Miles and Huberman (1994) also define qualitative data in 

that way. According to them qualitative data is usually in the form of words, rather than numbers. It 

is a source of well-grounded, rich descriptions and explanations of processes in identifiable local 

contexts (Miles and Huberman, 1994). On the opposite quantitative methods are oriented at 

counting numbers or amounts of the qualities (Van Aken et al, 2012). Gillham (2000) furthermore 

argues that providing quantitative data in case study research is possible if it is not too complex and 

it can add value to the overall picture. 

4.1.6 Synthesize  

To synthesize, in order to investigate the impact of the foreign risk exposure by doing business in 

Kazakhstan and Turkey on the firm performance of Company X the design of this research will be a 

case study. Adopting a case study research for this topic is desirable because the case study method 

is particularly suitable for (1) in-depth investigations where the researcher is generating intensive 

insight, (2) flexibility so that the researcher can adapt the research to changes, (3) studying the 

research question in context, (4) investigating a complex research problem. 

Case study research has also limitations. According to Farquhar (2012) the researcher will not be able 

to generalize the results to other companies or situations. This will also be the case for this study, 

because the focus will be on the individual case of Company X and therefore it is unlikely that the 

results will be generalizable. Although some of the risk exposure identified by doing business in 

Kazakhstan and Turkey might also apply to other companies that are active in those countries. 

However, the limitation can be refute by the fact that the researcher will gain an awareness of how 

the in-depth understanding can contribute to knowledge in business (Farquhar, 2012). Furthermore, 

a discussed disadvantage of case study research is the time-consuming event of collecting and 

analyzing the data. Therefore it is important to determine specifically the frame to study. 

The case study will be an exploratory research because the purpose of the study is to identify and 

investigate risk factors in Kazakhstan and Turkey and it has not been studied yet. Conclusively both 

methods qualitative and quantitative will be used for gathering data. Due to the different natures of 

the risks to identify (political, economic and financial) both methods are required. Qualitative data 

will be investigated to identify the political risks and partly the economic risks. On the other hand 

quantitative data will be used to identify currency exchange risks and also partly economic risks. 

However finally all the data collected of the three risks factors have to be translated into quantitative 

numbers in order to create a probability/impact matrix and to assess the impact of the risks on the 

firm performance. 

4.2 Identify risks 
The first step of the framework by Crouhy et al. (2006) is to identify the risks. In this case of Company 

X the political, economic and financial risk categories for Kazakhstan and Turkey will be investigated. 



28 
 

According to Eun et al. (2012), Xuemei Hou (2013) and Hoti and McAleer (2004) the most significant 

risk factors MNCs face by doing business abroad are mainly political risk (1), economic risk (2) and 

financial risk (3). Hoti and McAleer (2004) furthermore argue that these are also the factors assessed 

by the major country risk rating agencies. Besides the evidence from the literature, Company X has 

already experienced such risk factors since their presence in Kazakhstan and Turkey. Therefore it is 

expected that the political, economic and financial (currency exchange rate) risk factors of 

Kazakhstan and Turkey are the most significant factors to impact Company X. The purpose is to 

obtain a list with risks that could potentially impact the firm performance. In order to identify the 

risks within the three categories, the classification of the risk categories defined by Eun et al. (2012), 

Xuemei Hou (2013) and Hoti and McAleer (2004) will be utilized and in addition the structure of the 

International Country Risk Guide will be used. 

Furthermore, there are different techniques which can be applied to identify the risks. The most 

common techniques mentioned in the literature are: brainstorming, interviews, questionnaires, 

Delphi technique, documentation reviews, desk research and checklists (Cooper et al. 2005; Smith et 

al. 2006; Lester, 2007; PMI, 2000; Khadem et al. 2017). In this study, documentation reviews and 

interviews will be conducted in order to identify the risks. In this way both primary and secondary 

sources are employed. According to the case study of Tyrrall et al. (2007) the use of different data 

sources in a case study enables triangulation which also allows competing interpretations of the 

data. 

The documentation review will be performed at first. Secondary documentary sources, including the 

annual reports of Company X, Listing Prospectus of Company X, official country reports from ICRG 

and the World Bank and additional information from the Dutch, Kazakh and Turkish government will 

be used to identify potential risks. The review of these documentations is expected to provide useful 

information about different risks and it functions furthermore as a benchmark to conduct the 

interviews. 

Cooper et al. (2005) argue that relevant data and other documentations must be used where 

appropriate, however expert judgement cannot be avoided. In addition, Hair et al. (2011) argue that 

semi-structured interviews are useful to identify risks. Therefore, the second technique to identify 

the risks in the case of Company X for Kazakhstan and Turkey is to conduct interviews. According to 

Bryman and Bell (2011) there is a distinction between qualitative interview and quantitative 

interview. Bryman and Bell (2011) argue that both types differ in many ways. Qualitative interviews 

tend to be much less structured and there is much greater interest in the interviewee’s point of view. 

In qualitative interviewing rambling is often encouraged because it gives insight into what important 

and relevant points of the interviewee are. Bryman and Bell (2011) furthermore argue that 

interviewers can depart from any schedule or guide in qualitative interviewing and that interviewees 

can be interviewed on several occasions. So the most important characteristic of qualitative 

interviewing is that the researcher tends to be flexible in conducting the interview in order to gain 

rich, detailed answers. 

The two major types of qualitative interviewing, according to Bryman and Bell (2011) are 

unstructured interview and semi-structured interview. With the unstructured interview the 

researcher uses a brief set of prompts to deal with a certain range of topics. The interviewer could 

draw up a single question and the interviewee is allowed to respond freely. However, with a semi-
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structured interview the researcher has a list of questions on a specific topic to be covered. Although, 

there is still flexibility as the questions do not have to follow exactly the schedule and new questions 

that are not included in the guideline may be asked based on the answers of the interviewee 

(Bryman and Bell, 2011). 

In order to identify the risks for Company X, the managers / directors responsible for the 

performance of the subsidiaries in Kazakhstan and Turkey will be interviewed. These managers are 

interesting to interview in order to identify risks factors because they can provide useful data based 

on their experience and on the specific information they have. The interviews will be semi-

structured, so the questions to be asked will be drawn up beforehand, based on the documentation 

review among others the ICRG structure. According to Gillham (2000) semi-structured interviewing is 

the most important form of interviewing in case study research, it can be the richest single source of 

data. 

4.3 Measuring risks 
After the risks present by doing business in Kazakhstan and Turkey within the three set categories 

have been identified, the level of exposure has to be measured. Measuring the exposure of the 

identified risks makes it possible to understand the extent to which the present risks might impact 

the firm’s performance and to determine how the risks should be managed. According to Hillson and 

Hulett (2004) assessing the significance of the identified risk factors requires addressing two 

dimensions: (1) probability and (2) impact. The importance of addressing these two dimensions is 

furthermore confirmed by several other authors (Ramos and Veiga, 2011; Smith, 2009; Wienclaw, 

2016; Loghry and Veach, 2009). Probability addresses the likelihood of the risk to occur and impact 

addresses the extent to what the effect would be if the risk materialized. To assess the two 

dimensions for each of the identified risk, Cooper et al. (2005) argue that there are two categories of 

methods to use: qualitative and quantitative methods. 

4.3.1 Qualitative method 

According to Al Khattab et al. (2015) the qualitative method is a simplified process to qualify the risks 

which are worth to manage. The process is mainly intuitive and can be accomplished in an 

abbreviated fashion. In addition, Khadem et al. (2017) claim that qualitative risk analysis generally 

involves assessing a situation by instinct. According to Winch (2002) the qualitative method is the 

most applicable when the risks can be measured based on descriptive scales and they are used to 

describe the probability and impact of a risk. Cooper et al. (2005) argue that the qualitative method 

is a relatively simple method to apply and it is suitable when quick assessment is required. 

Furthermore, according to Radu (2009) a qualitative method can be used when there is inadequate, 

limited or unavailable numerical data and also in case of limited time or money. In practice 

multinational enterprises tend to use chiefly the qualitative approach, because it is more convenient 

for corporations to describe risks than to quantify them (Lichtenstein, 1996; Al Khattab, 2015). 

Furthermore, a review of these studies using a qualitative method demonstrates that the main risk 

category to assess is the political risk (Kettis, 2004; Knowles, 2005; Moran, 2001; Demirbag et al. 

1998). According to Al Khattab et al. (2015) by performing the qualitative method there are different 

tools which can be deployed. The most common tools are: 

- Judgement and intuition of manager 

- Scenario development 
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- Expert opinion 

- Standardized checklist 

- Delphi technique 

The judgement and opinion of the managers or other professionals within the organization involved 

with the subject can be required in some specific situations. The use of their experience and in-depth 

knowledge is an advantage, however the results may be more subjective (PMI, 2000). Scenario 

analysis is the development of several scenarios about how the future might turn out. The analysis is 

a technique that explores assumptions. Risks can be identified through considering future 

developments and exploring the implications. Different scenarios can be drawn up, and for each 

scenario the potential consequences and probabilities can be analyzed (PMI, 2000). Expert opinions 

are often required to assess specific risks. The expertise can be provided by an individual or group 

with specialized knowledge. Experts can come from many disciplines such as industry groups, public 

authorities or universities (PMI, 2000). 

The standard checklist is a list of assessed risks that has been developed from experience, for 

example as a result of previous assessments. An advantage of using a standard checklist is its quick 

and simple use. However, it is difficult to build and assess an exhaustive list of risks by using 

checklists. A standard checklist can be used as a part of other risk assessment techniques, but it is 

most useful to apply afterwards in order to check if everything has been covered (PMI, 2000). 

The Delphi technique is a way to reach a reliable consensus of experts on a specific subject. Experts 

participate anonymously and the facilitator uses a questionnaire to attract opinions about the 

subject. The results are submitted and it will subsequently be circulated to the experts for further 

comment. This step will be repeated till consensus on the main risks is reached. Accordingly, this 

technique reduces bias in the data and keeps a person from having undue influence (PMI, 2000). The 

Delphi technique recognizes the value of the opinion and experience of experts and makes it possible 

to use the limited information. 

4.3.2 Quantitative method 

On the other hand, quantitative risk analysis assigns numeric values to risks by using empirical data 

or by quantified qualitative data (Palisade, 2016). According to Al Khattab et al. (2015) the 

quantitative approach is an advanced way of risk analysis and it is used to provide statistical evidence 

for risk prediction and the impact. Al Khattab et al. (2015) argue that a quantitative method requires 

a direct correlation to the value of the assets to protect against the risk. Ting (1988) furthermore 

argues that quantitative risk assessments are analytical procedures based on data that can lend 

themselves to statistical or mathematical operations. Therefore to perform quantitative assessments 

complex software and the expertise to use it are required (Heldman, 2005). Techniques to perform a 

qualitative risk analysis are: 

- Monte Carlo simulation 

- Sensitivity analysis 

- Diagramming technique 

4.3.3 Comparison qualitative and quantitative method 

According to Wienclaw (2016) no matter how one tries to assess risk, the perception of risk is always 

a subjective thing. The subjectivity of risk assessing is also claimed by Hood and Nawaz (2004) who 
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stated that the identification of risks may be a straightforward step, however its measurement and 

management tend to be more subjective. Also Brink (2004) claims that measuring country risks 

depends to a great extent on subjective human judgement, which could be a handicap. Although the 

subjectivity, Wienclaw (2016) argues that measuring the risk is an important and necessary task. 

Ritchie and Marshal (1993) claim that there are neither foolproof nor objective methods available for 

the measurement of the risks in organizations. However, according to Knowles (2005) and Al Khattab 

et al. (2015) qualitative tools are more subjective and vulnerable to errors than quantitative tools. 

According to Loghry and Veach (2009) it is usually impossible to mathematically calculate the 

probability of the identified risks to occur. Therefore they argue that the probability for each risks to 

occur should be assigned based on all available data, including historical data. According to Loghry 

and Veach (2009) the frequency of previous event occurrences indicates a strong probability of the 

identified risk factors to occur. They furthermore claim that only personnel who are closely 

associated with the organization can assess the impact of an identified risk on the company. This 

critical step in the process of risk measuring should not be assessed by outside consultants. Cooper 

et al. (2005) also state that, very often the best sources of information to assess the impact of the 

risks on the company are the members of the company itself. However, according to Cooper et al. 

(2005) additional information, including historical records, published literature, reports and project 

experience, can be required. Furthermore, Eleftheriadis and Vyttas (2017) argue that the use of 

questionnaires is a well-documented practice to measure risk. 

4.3.4 Format and scales 

Before measuring each identified risk by doing business in Kazakhstan and Turkey for Company X, the 

format and scales used to rate the risks have to be established. In the literature there are several 

methods described one can use, however the most common format used is the risk 

probability/impact matrix (Barton et al. 2001; Dumbrava and Iacob, 2013; PMI 2000; Cooper et al. 

2005; Getz, 2017; Shortreed, 2010). According to Barton et al. (2001) the most important advantage 

of using the matrix is that companies can summarize all risks in one visual display. 

According to Cooper et al. (2005) and Shortreed (2010) the probability/impact matrix used in practice 

mainly varies from a three-point scale to a five-point scale. Argued by Cooper et al. (2005) a two-

point scale is a very simple structure and produces rarely enough discrimination to accurate assess 

the risks. On the other hand, the five-by-five matrix is an extensive one and it provides great 

discrimination and allows classifications of priority. However, scales with more than five points are 

not workable and they are often cumbersome to use in practice. 

Although the probability/impact matrix is a popular matrix to use, it should be used with caution 

argued by Shortreed (2010). According to Cooper et al. (2005) the most critical step is to clearly 

define the definitions of the probability and impact scales to use when implementing a 

probability/impact matrix. These scales depend on the nature of the objectives and criteria and also 

on the kinds of risk to assess. Cooper et al. (2005) furthermore argue that the scales to use should be 

accepted by senior management and also Getz (2017) claim that managers of the organization have 

to agree. According to Cooper et al. (2005) likelihoods can be rated in different terms varying from 

annual occurrence to the occurrence in a time span of 40 years and the impact scales should reflect 

the objectives of the risk management process. However, Cooper et al. (2005) argue that the scales 
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should be used for assessing priorities of the identified risks, so comparability and consistency could 

be more important than absolute numbers. 

The format to use in this study will be a four-by-four matrix. This format will provide sufficient 

discrimination to assess the different identified risks and to prioritize them. Furthermore a four-point 

scale will be easy to use and it is expected that more distinctions between the scales will not be 

relevant. To assess the probability of a risk to occur, a time span of three years will be used, because 

the risk categories to investigate (political, economic and financial) have to be investigated over a 

middle-long time period. A shorter time period will probably not announce enough about the 

probability of some risks. In addition, a longer time period requires a higher extent of estimation. The 

probability of the risk to occur will be scaled on ‘almost certain, likely, unlikely and rare’. Secondly, 

the impact scales are defined based on a decrease of the turnover of Company X in Kazakhstan and 

Turkey, everything else remaining equal. The impact of the risks is defined in ‘catastrophic, major, 

minor and insignificant’. The meaning of these scales, as shown in figure 11, differs in the percentage 

of turnover. Risks are insignificant if the estimated impact on the turnover of Company X is not more 

than 4%. However risks with an estimated impact to decrease the turnover with more than 20% are 

classified as catastrophic. The impact scales are drafted in consultation with the group controller of 

Company X. However, it should be appointed that after identifying the risk factors it might be 

possible that the matrix and scales of the probability and impact are not suitable for the risks 

identified. In that case the matrix can be adjusted. 

Figure 11. Four-point risk probability/impact matrix adapted from Cooper et al. (2005) and Shortreed (2010)  

4.3.5 Synthesize 

To measure the probability and the impact of the identified risks by doing business in Kazakhstan and 

Turkey for Company X the qualitative method will be deployed, using documentation review, a 

questionnaire and interviews. All the data will be translated into numerical values, making it possible 

to put the risks in the probability/impact matrix and prioritize them. 

Documentation review, including historical data and specific country rating reports is expected to 

provide useful information, in particular to measure the probability of the risks. A questionnaire will 

be conducted to perceive the opinion of external experts with knowledge about the identified risks 

of the specific countries Kazakhstan and Turkey. The experts will be asked to give scores on both the 
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probability and the impact of the identified risks. For each dimension of a risk they can give a score 

varying from rare, unlikely, likely and almost certain and a score of insignificant, minor, major and 

catastrophic. By using these scores there is consistency with the scales deployed in the 

probability/impact matrix. The questionnaire will be held by e-mail and the experts to question will 

be selected based their experience and knowledge. For both countries around the 50 experts will be 

invited. However, it is not the aim of this study to generalize the results and therefore there is not a 

minimum number of response required. 

Lastly, conducting interviews will be an important tool to measure the probability and the impact of 

the risks. Again, the managers / directors responsible for the performance of the subsidiaries in 

Kazakhstan and Turkey will be interviewed as well as the finance director of Company X. These 

persons are considered as the inside experts of Company X about the practices in Kazakhstan and 

Turkey and therefore it is expected that they can provide useful information in order to assess the 

risks. Claimed by Loghry and Veach (2009) and Cooper et al. (2005) the best sources of information to 

assess the impact of the risks on the company are the members of the company itself. Therefore in 

particular to assess the impact of the risks on the company, these interviews will be advantageous. 

The interviews will be semi-structured and the structure of it will be drawn up beforehand based on 

all the risks identified in the previous step and the qualitative data of the documentation review. 

During the interviews the interviewees are asked to give scores for the probability and the impact of 

an identified risk in the same way as the respondents of the questionnaires are asked to do. For each 

dimension of a risk they can give a score consistent with the scales of the probability/impact matrix. 

After conducting the documentation review, the questionnaire and the interviews the total 

assessment of the probability and the impact of each risk will be made. The qualitative data of the 

documentation review will be used to conduct the interviews. The scores given by the questionnaire 

respondents and the interviewees will be combined and these combined scores will be the total 

assessment of the probability and the impact of each risk. To combine the scores of the probability 

dimension the scores of the respondents and the scores of the interviewees will have the same 

weighting. However to assess the impact dimension, the scores given by the employees of Company 

X are substantial important and therefore their scores will have a weight of 70% and the scores of the 

respondents will weigh 30%. The total assessment of the risks will be visualized in the four-point 

scale probability/impact matrix. 

4.4 Risk management strategy 
After the identified risks are ranked based on the probability of occurring and the impact on the firm 

performance, a strategy has to be developed in order to respond to the risks. Managing the risks in 

general has positive effects on the company. Positive effects can be defined in different ways such as 

relatively stable earnings, higher firm value or better financial performance. Several cases have 

demonstrated the positive effects. The study by Edmonds et al. (2015) found evidence that lower 

earnings volatility is achieved by high-quality risk management. According to Choi et al. (2013) the 

use of financial derivatives is associated with greater firm value and this is greater for firms with 

better growth opportunities. Florio and Leoni (2017) found evidence that firms with an advanced 

level of risk management present higher performance, which means both financial performance and 

market evaluation. 
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Although managing the risks in general has positive effects, there are many type of risks which 

cannot be eliminated completely or the benefit of managing risk exposure is not always worth the 

effort. Therefore the choices to respond to risks generally can be classified into four strategies, as 

shown in figure 12 (Knight, 1999). According to Mullai (2006) there is a large array of approaches for 

dealing with risks and also Amberg and Friberg (2016) argue that there are many different ways of 

managing risk. However, both claim also that there are generally four principal strategies. According 

to Amberg and Friberg (2016) the choice of strategy depends on the sources and extent of the risks 

as well as the capabilities and circumstances of the company itself. 

 

 

 

 

 

 

 

 

 

Figure 12. Risk management strategies classification according to Knight (1999) 

4.4.1 Avoid risk 

The most radical strategy is to avoid the risk. According to Mullai (2006) avoiding the risk implies the 

elimination of the risk at the source by not performing the particular activity that involves the risk. 

Avoidance is an option when a company refuses to engage with the risk in any kind. Although 

avoiding risk is a straightforward strategy, it also results in missing potential revenues. So, by 

deploying this strategy the potential rewards of the particular activities are not worth the involved 

risks. Argued by Ramsamy (2017) the strategy of avoiding risks should be used as a last resort. 

4.4.2 Reduce risk 

In most cases avoiding the risk is not possible or desirable, then a useful strategy is to reduce the risk. 

Mullai (2006) states that the strategy of reduction the risk involves two fundamental aspects which 

are prevention and mitigation. Prevention includes reducing the likelihood of a risk factor to occur, 

whereas mitigation implies the reduction of the impact of a risk factor if they occur. According to 

Ramsamy (2017) and Herrera (2013) risk reduction is the most common strategy used by businesses. 

So, with the strategy of risk reduction the company is able to continue the activity and takes steps to 

reduce the likelihood of occurring of a risk event and/or reduce the impact of a risk event if it occurs. 

4.4.3 Transfer risk 

Another strategy to manage risk is by transfer it away from the organization. Risk transference is 

shifting the risk with its impact and management to a third party. It takes place by paying a premium 

to an organization in exchange for the protection against the impact of the risk. According to Mullai 
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(2006) transferring the risk is most effective in dealing with financial risk exposure. Risk transfer can 

be carried out in different ways including: transfer by insurance, risk sharing, transfer by contract and 

physical transfer. According to the PMI (2000) risk transfer by insurance is the most common form. 

More type of risks have become commercially insured in recent years, however still not every type of 

risk is insurable. According to Cooper et al. (2005) insurance is a well-known risk sharing strategy and 

it is in particular useful for risks with a low probability of occurring but a high impact. Risk sharing is 

pooling arrangements providing organizations the possibility to co-operate in sharing risks, for 

example joint ventures or partnerships (Queensland Government, 2016). 

4.4.4 Accepting risk 

Accepting the risk means that the company will take no action for the risk. It accepts that the risk 

might happen. According to Cooper et al. (2005) risks can sometimes not be avoided, reduced or 

transferred or the costs of doing it will be too high. Taking these circumstances into account, the 

organization has to accept the risks. Risks will also be accepted if they have not a significant impact 

on the company. Accepting the risk is a strategy for risks where the cost of reducing or transferring it 

would be higher than the potential total loss of the risk (Mullai, 2006). 

4.4.5 Develop risk management strategy 

To develop the risk management strategy to deal with the assessed risks, distinction between the 

three categories of risks should be considered. The categories of risk (political, economic and 

financial) can desire a different strategy. When risks cannot be avoided and not be accepted or it is 

not desirable to do so, steps should be taken to reduce or transfer them. 

According to Stephens (2016) managing political risk is a challenging task. Although it seems that 

transferring a political risk is difficult, Stephens (2016) argues that steps to reduce the probability 

and/or impact of a political risk are to consider engagement with nongovernmental stakeholders, 

working together with multilateral organizations and ensure that dispute resolution mechanisms are 

in place. 

To manage foreign currency exposure there are different instruments. According to Melvin and 

Norrbin (2013) the possible instruments to use are forwards, swaps, futures and options. The same 

instruments are mentioned by Amberg and Friberg (2016) as they state it as derivatives. Forwards 

refer to the buying and selling of currencies at a future date (Melvin and Norrbin, 2013). The 

advantage of the forward market is that it provides a set of exchange rates between two currencies. 

According to Wang (2009) futures are in many ways similar to forwards and they are the most 

straightforward derivative products. Both derivatives specify a certain amount of an asset, a 

commodity or a financial asset to be purchased or sold at a predetermined price at a predetermined 

time. However, futures are standardized contracts with daily resettlement whereas forwards are 

private, customized agreements and settled at the end of the contract. Wang (2009) argues 

furthermore that options are much more complicated and not that straightforward as forwards and 

futures. However, Melvin and Norrbin (2013) claim that the use of options is straightforward. They 

define a foreign currency option as a contract which provides the right to buy or sell a given amount 

of currency at a fixed exchange rate. The advantage of using options over futures or forwards is more 

flexibility, because a future or forward contract is an obligation to buy or sell at an exchange rate. On 

the other hand an option gives the right to buy or sell if it is desirable and it is not an obligation. 

Lastly, according to Melvin and Norrbin (2013) an exchange swap is an arrangement with 



36 
 

simultaneous exchange of two currencies on a specific date and at an agreed rate at the time of 

contract and also a reverse exchange of the same currencies at a date further in the future. 

So, first the identified and assessed risks will be prioritized. Based on the prioritization of the risks 

there will be made a distinction between risks of which the exposure to the company will be 

accepted and have to be accepted and risks to manage through reducing or transferring them. 

4.5 Evaluate the performance 
Evaluating the performance of the risk management process is an important step in the framework 

of Crouhy et al. (2006). They claim that evaluating must be done periodically and that the evaluation 

should assess the extent to which the overall goals were achieved, rather than assessing specific 

transactions. Crouhy et al. (2006) furthermore argue that deciding whether or not to change the 

company’s risk policy should also be considered when the performance of the risk management 

process is evaluated. Although evaluating the performance is an important step in the process of 

Crouhy et al. (2006), it will not be part of this study because it is not the objective of the study to 

evaluate the recommendations given and it furthermore crosses the available time period. 

4.6 Summarize 
To conduct the three steps of the process developed by Crouhy et al. (2006), the research design of 

this study includes several tools and different classifications. Figure 13 demonstrates an overview of 

the research design. 

Figure 13. Research design overview 

 

 
 

Steps of risk management process Reference / classification Method 

Risk identification Eun et al. (2012)           

Xuemei Hou (2013)             

Hoti and McAleer (2004) 

ICRG (2017) 

Documentation review   

semi-structured interviews 

Risk measurement Four-point probability / 

impact matrix adapted 

from Cooper et al. (2005) 

and Shortreed (2010) 

Documentation review 

Questionnaire                       

semi-structured interviews  

Risk management strategy Knight (1999) Desk research 
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5. Data 
Documentation review is an important tool to identify risks by doing business in Turkey and 

Kazakhstan and it is also expected to be useful to assess the risks. The secondary data sources 

include internal data from Company X such as the annual report and Listing Prospectus. Furthermore 

external available documents will be consulted. 

Country specific information of Kazakhstan and Turkey from the last five years, including data about 

the political, economic and financial situation, is required. Therefore, among other things 

information provided by the following sources will be used: 

Internal reports 

- Annual report Company X 

- Listing prospectus Company X 

External country reports 

- International Country Risk Guide (ICRG) 

- The World Bank 

- Euler Hermes 

- Organization for Economic Co-operation and Development (OECD) 

- Economist Intelligence Unit (EIU) 

- Flanders investment and trade 

- A.M. Best 

- Credendo 

- Coface 

- Atradius 

- BMI research (a Fitch group company) 

- Global Edge 

- International Monetary Fund (IMF) 

- World Trade Organization (WTO) 

Government reports 

- Export US government 

- Kazakhstan Investment portal 

- Kaz inform. International news agency 

- Australian government (Australian trade and investment commission) 

- UK Government 

- Dutch ministry of landbouw, natuur en voedselkwaliteit 

In addition country specific reports published by Dutch banks such as Rabobank and ING are sources 

with useful data and the National Bank of Kazakhstan and the National Bank of Turkey publish 

specific information as well. 
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6. Results Turkey 

Introduction  
This chapter presents the results of the research conducted for Company X by operating in Turkey. 

The chapter starts with a short introduction of Turkey. Thereafter the results are presented starting 

with the list of risk factors identified for Company X by doing business in Turkey with a description, 

dividing the three categories of risks. Subsequently, each risk factor will be described in detail. Next, 

the degree of probability that the risk factor will occur and the impact the risk factor might have if it 

occurs are presented for each risk factor. After the results of all the risk factors are presented and 

reviewed, the degree of all the risk factors are presented in the probability / impact matrix. The 

matrix clearly demonstrates an overview of the most significant risks to control based on the 

probability to occur and the potential impact. Finally, the chapter ends with recommendations about 

the best way to manage the risk exposure for Company X in Turkey. 

The risk factors are identified based on the documentation review of internal reports of Company X, 

external country reports and government reports including the World Bank and the European Union 

and interviews with the managing director and the division controller of the Turkish subsidiaries of 

Company X. Thereafter the measurement of the probability and the impact of the risk factors are 

based on the results of the survey spread to experts with knowledge of Turkey combined with the 

results of the survey filled in by the managing director and the division controller and the information 

from the desk research. In total 52 experts with specific knowledge of Turkey were asked by e-mail to 

fill in the survey in order to measure the identified risks. Among these experts are country experts of 

Dutch banks such as Rabobank and ING, country experts and lead/senior economists of the World 

Bank, experts from the Dutch Ministry of Foreign affairs such as the agriculture counselor for Turkey, 

country experts from the Dutch embassy in Turkey and associates of the Dutch Honory Consulate in 

Turkey. Finally there is a response of six. The interview guidelines (Appendix I and Appendix II) as well 

as the survey (Appendix III) and the total results of the survey (Appendix IV) can be found in the 

appendices. 
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6.1 Introduction of Turkey 
The Republic of Turkey is located between Asia and Europe. Since 2000 the performance of Turkey 

has been impressive (The World Bank, 2017). Economic reforms combined with political reforms 

contributed to a strong growing economy (Central Intelligence Agency, 2018). As a result, 

macroeconomic stability enabled an increased employment and made Turkey an upper-middle 

income country. In addition the country urbanized strongly and harmonized several laws and 

regulations with the EU standards (The World Bank, 2017). 

However, since 2012, several developments raised concerns about the capacity of Turkey to sustain 

the progress. The economic growth slowed due to several causes. Turkey’s macroeconomic stability 

has been challenged (The World Bank, 2017). Furthermore, political stability has been challenged 

since 2015 and the government changed Turkey from a parliamentary to a presidential system in 

2017 (Central Intelligence Agency, 2018). At the same time the county experienced series of 

terroristic attacks (The World Bank, 2017). 

Company X has been active in Turkey since 2015 so it already has experienced the turbulent 

circumstances in the country. Despite those circumstances, the company already doubled its 

turnover the second year of being active in the country, as shown in figure 14. However, the 

turbulent circumstances of Turkey, including the economic, financial and political factors also seem 

to affect Company X as the turnover of 2017 declined slightly compared to the year before. 

Therefore, the risk factors for Company X that can negatively influence the results of the company in 

Turkey are identified and assessed, divided into the three categories of economic, financial and 

political. 

 

 

Figure 14. Turnover of Company X in Turkey (Company X, 2018) 
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6.2 Risk factors for Company X by doing business in Turkey 

Economic  
1. Decrease in prices of agricultural products e.g. grains such as wheat and maize 

End-users of the products distributed by Company X can be affected by fluctuations in agricultural 

products prices. A decrease in the prices of agricultural products can decrease their willingness to 

invest. 

2. High / rising interest rates 
High interest rates imply that acquiring financial resources is costly for end-users in Turkey and 

therefore their willingness to invest can decrease. 

3. Increase in local production of agricultural machinery and equipment 
Local production and assembly of agricultural machinery and equipment can cause less need for 

Turkish end-users to import their machinery and equipment. 

Financial / currency exchange 
4. Depreciation of the lira 

A depreciation of the national currency, the lira, can decrease the willingness of the end-users to 

import machinery and equipment. 

5. Currency transfer restrictions 
To stimulate the use of the national currency, the government can make restrictions on the amount 

of foreign currency that may be imported or exported. 

Political 
6. Catastrophic events / conflicts  

National – and international conflicts such as a civil war, coup threat, terrorism, wars or cross-border 

conflicts can affect the whole economy of the country which makes conditions for foreign companies 

less favorable. Those events can also directly affect the locations of Company X in the country. 

7. Further rising tensions between Turkey and Western Europe 
Further rising tensions can decrease the willingness or ability of the end-users to import from 

Western Europe. 

8. Decrease or ending of the subsidies and other incentives to stimulate the agricultural 
sector by the Turkish government 

A decrease or ending of the government support in the agricultural sector can lead to a decrease in 

the willingness to invest by the end-users. 

9. Decrease or ending of the subsidies to stimulate the agricultural sector in Turkey by the EU 
(IPARD) 

Turkish end-users can be affected by a decrease or ending of the substantial support of the European 

Union, which can impact their willingness to invest. 
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6.3 Description and measuring of the risk factors 

Economic 

1. Decrease in prices of agricultural products such as grains, wheat and maize 

Turkish end-users of the agricultural machinery and equipment distributed by Company X are directly 

affected by fluctuations in agricultural product prices, mainly grains such as wheat and maize. A 

decrease in the prices of the products produced by the Turkish end-users can affect their income. 

The willingness of the Turkish end-users to invest in agricultural machinery and equipment decreases 

as a result of a decrease in prices of agricultural products. Company X will be affected by less 

investments of the end-users resulting in an adverse effect on the results of the company in Turkey. 

Therefore Company X is indirectly affected by a decrease in prices of agricultural products such as 

wheat and maize. 

Probability 
The current prices of the agricultural products wheat and maize are relatively low compared to 

recent years. Since 2014 the prices of both products dropped, as shown in figure 15. The huge price 

decrease was caused by oversupply of the agricultural products. The supply exceeded the global 

demand, leading to record stock levels in 2017. The supply of wheat and maize increased the most 

(OECD/FAO, 2017). Although the supply of the agricultural products depends mainly on the weather 

conditions, the current supply and demand conditions are expected to remain the coming years as 

displayed in the estimates published by the OECD and FAO in their agricultural outlook 2017-2016. In 

figure 32 (Appendix), the worldwide production and consumption figures of wheat and maize are 

shown. According to these figures the wheat production will keep exceeding the demand, however 

the maize production is expected to approach the demand. 

Figure 15. Price fluctuations maize and wheat (The World Bank, 2018) 

The continued large surplus of the grains products, which is especially the case for wheat, is 

anticipated to keep pressure on the prices and therefore the prices are not expected to recover on 

the short term as shown in figure 16. Furthermore, the prices of the commodities are projected to 

remain under pressure due to sluggish economic growth conditions and low oil prices (OECD-FAO, 

2017). However, on the medium term the prices are expected to increase slightly, as also shown in 

figure 33 (appendix) by the forecast of the OECD-FAO (2017). 
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Figure 16. Price forecast of maize and wheat (The World Bank, 2017) 

So, based on the forecasts of the OECD Food and Agriculture organization and The World Bank Group 

it is expected that prices of the agricultural products wheat and maize remain at the current low level 

in the short term given the conditions. However, according to the organizations the lowest price level 

has been reached and a further decrease in the prices is not projected. It seems that the respondents 

and the interviewees are not very sure about the probability of a decrease in the prices of the 

products, as the scores of the respondents and the interviewees do not show an unequivocal view. 

Impact 
The impact of the continued low prices of wheat and maize or even a further decrease in the prices 

of the agricultural products for Company X in Turkey is not great. Although, one of the main 

indicators for the farmers in order to invest is the international market prices of agricultural products 

and subsequently a decrease in the prices of the products affects the business results of the end-

users which finally can decrease their willingness to invest. However, comparing the historical sales 

of Company X with the decreased level of the wheat and maize prices do not show a relation, as 

shown in figure 17. 

Figure 17. The turnover of Company X and the prices of wheat and maize for the period 2013 – 2016 (Company X, 2017) 
(OECD-FAO, 2017) 

There is not a significant relationship between the decreased prices of the agricultural products and a 

reduced turnover for Company X. Although, this could be caused by the fact that the turnover of 

Company X has increased among other things through acquisitions. According to Hermann Lohbeck 

(2017), member of the board of the Claas Group, farmers are spending despite low grain prices. The 

main reason of the farmers’ expenditure is their seeking to new technology in order to improve the 

efficiency. The results in Kazakhstan and Turkey of Claas were even better than expected (The 

Western Producer, 2017). Furthermore, Turkish farmers are still supported by several stimulating 

programs, as pointed out in risk factors 9 and 10. As a result, the ability and the willingness of the 

farmers to invest is not completely dependent on the market prices of the agricultural products. 
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Due to the farmers’ demand to new technology, the stimulating programs by the Turkish government 

and the historical figures which did not show a relationship, it is expected that the impact of the risk 

factor will be minor. Although, the opinions of the respondents do not match this outcome, as a 

major impact of the risk factor is the most given score by the respondents. None of the respondents 

explained their opinion. However, it could be feasible the respondents were not aware about the 

farmers’ demand to new technology and the historical data that did not show any relationship. 

2. High / rising interest rates 

An end-users decision to purchase machinery and equipment is dependent on the ability of the end-

user to finance these purchases. Interest rate costs are a significant component of the financing costs 

in order to acquire financial resources (Company X, 2016). Agricultural machinery and equipment are 

major investments for the end-users. In order to purchase the machinery and equipment, end-users 

can obtain financial resources by usings loans or by deploying subsidy programs, which are discussed 

later in this study. 

Volatility in the credit markets can make it more difficult for the end-users to obtain finance by loans 

as the costs of getting the financial resources become higher if interest rates rise. Argued by 

interviewee X: ‘in general, a rise in interest rates discourages investments’. 

Therefore increases in interest rates can make the purchase of machinery and equipment less 

affordable for end-users. Subsequently, due to volatility in credit markets and high interest rates, the 

willingness to invest by the end-users in Turkey may decrease. Conclusively, the results of Company X 

are indirectly affected by rising interest rates in Turkey. 

Probability 
The business credit interest rates have made a rise the last years in Turkey. After the coup attempt 

the rates increased further as shown in figure 18. Due to the depreciated Turkish lira, the country 

experienced high inflation. In order to stop the rapidly rising inflation and to get the confidence of 

foreign investors, the Turkish Central Bank increased the interest rates (Rabobank, 2017). Although 

several attempts by president Erdogan, who calls himself an ‘enemy of interest rates’, to decrease 

the rates, the interest rates still rise approaching a rate of 20%. Besides the tight monetary stance by 

the Turkish Central Bank resulting from the depreciated lira, other causes for the rising interest rates 

are higher borrowing by the Treasury and an aversion to volatile risks in emerging countries by 

investors (Coface, 2017). 

The high interest rates are expected to remain in the coming period as the lira still depreciates and as 

a result the country still suffers from a further deterioration in inflation. Argued by Turkish Deputy 

Prime Minister Mehmet Simsek bringing down the national inflation is a government priority. In 

order to control any deterioration in inflation the Central Bank needs to keep its monetary stance 

tight, meaning that interest rates will remain high (Coface 2017). The opinion of the respondents 

confirm the high probability about the chance that interest rates in Turkey remain high or will rise, as 

they estimate the risk factor as almost certain to happen. 
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Figure 18. Interest rate fluctuations Turkey (Central Bank of the Republic of Turkey, 2018) 

So, given the economic conditions of Turkey it is expected that interest rates will stay at a high level 

or will even rise at least for the short term. As long as the Turkish lira shows volatility and the policy 

of the Turkish Central Bank continues, the country will not be attractive for investors and it will 

continue to suffer from high interest rates. 

Impact 
Although it is almost certain that there will be high interest rates in Turkey for the coming period, the 

impact of the high interest rates in Turkey on Company X is limited. Due to the high rates, investing 

by the Turkish farmers becomes less favorable, also the costs of leasing rises. According to 

interviewee Y leasing is an often used way to acquire agricultural machinery and equipment. 

However, because of the importance of the agricultural sector for Turkey, the government provides 

very favorable loans for Turkish farmers. Through the Ziraat Bank, the Turkish government offers 

loans with an interest of 1%. Although, to obtain these favorable credits farmers have to satisfy 

several terms and requirements. However, most of the clients of Company X in Turkey have access to 

the subsidized loan and therefore the impact of high interest rates for the results of Company X in 

Turkey is limited. 

3. Increase in local production of agricultural machinery and equipment 

An increase in the local production of agricultural machinery and equipment in Turkey may cause less 

need for Turkish end-users to import machinery and equipment. According to interviewee X are local 

producers in Turkey able to offer agricultural machinery and equipment more than 50% cheaper than 

the machinery and equipment of well-known A-brands. Although the local machinery and equipment 

do not have the same technical properties, the local producers can imitate the machinery of well-

known brands very well and the expression is almost the same. 

As a result, end-users of agricultural machinery and equipment in Turkey have less need to import 

the machinery from abroad as it is also provided locally and even cheaper. Therefore an increase in 

local production of agricultural machinery and equipment in Turkey may affect the willingness of 
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Turkish end-users to import machinery and equipment. As a result, an increase in the local 

production can indirectly affect the results of Company X in Turkey. 

Probability 
The probability of an increase in the local production of agricultural machinery and equipment is very 

likely to happen. According to interviewee X and interviewee Y the local production of machinery in 

Turkey is a big issue. The Turkish government is stimulating the local production of agricultural 

machinery and equipment and according to the European association of manufacturers of 

agricultural machinery committee (CEMA, 2017) there is even a chance that the Turkish government 

will implement a discriminatory treatment. A consequence of using that different treatment is that 

machinery produced in the EU need to meet stricter requirements, while local produced machinery 

only has to meet simple requirements. Furthermore, the Turkish government is stimulating Turkish 

students to become engineer, resulting in 450.000 engineers graduating every year (Republic of 

Turkey Prime Ministry Investment Support and Promotion Agency, 2017).  

Due to the drive of the Turkish government, an increase in the local production of the Turkish 

agricultural machinery and equipment is anticipated. In addition, an increase in the local production 

of agricultural machinery and equipment is already in progress. As shown in figure 19 the production 

of tractors by Turkish manufacturers has increased and remains at a high level since 2011. Also the 

local production of agricultural equipment seems to increase. In figure 19 are also the values of the 

total import and the total export of the equipment visible. It becomes clear that the total value of the 

agricultural equipment imported by Turkey declines, adversely the total value of the agricultural 

equipment exported by Turkey increases. In 2017 the total value of the export even exceeded the 

total value of the import (Tarmakbir, 2018). 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 19. Tractor production in Turkey and the total value of agricultural equipment export and import (Tarmakbir, 
2018) 
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So, it is expected that the local production of agricultural machinery and equipment in Turkey will 

increase. The Turkish government is stimulating the local production and the latest figures already 

show an increase in the production of tractors. Furthermore, in 2017 the total value of the export of 

machinery exceeded the total value of the import for the first time in the country’s history. The 

respondents also unanimously confirm the high probability of an increase in the local production. 

Impact 
The impact of an increase in the production of local machinery and equipment for Company X in 

Turkey is substantial. The aim of Turkish local producers is to imitate the agricultural machinery and 

equipment from well-known brands such as brands offered by Company X. Although the imitated 

machinery and equipment do not have the same technical qualities, they look exactly the same. 

According to interviewee Y the Turkish farmers are challenging customers for Company X, because in 

general they have more attention for the price of the machinery and equipment than for the 

technical properties of the products. So their tendency is to purchase agricultural machinery and 

equipment based on the prices in the market, with less attention for the qualities of the machinery 

and equipment. Although there is no historical data available to confirm this statement. In addition, 

interviewee Y argues that the Turkish agricultural sector is in a stage of transition, meaning that 

Turkish farmers slowly move their attention from a strong price focus to seeking out to new 

technological possibilities. This was already claimed by Hermann Lohbeck. 

Furthermore, according to CEMA (2017) there is a real chance that the Turkish government will 

implement a discriminatory treatment between tractors produced in Turkey and tractors produced in 

the EU. In that case the Turkish farmers who are aware of the technical difference between the 

machinery and equipment produced by Turkish local manufacturers and the EU-produced machinery 

and equipment are at a disadvantage. Turkish farmers who are willing to invest in agricultural 

machinery and equipment produced in the EU will face a cost penalty of more than 10% of the 

purchasing sum. These farmers will get furthermore difficulties to have access to other governmental 

subsidies such as cheap fuel. 

So the impact of an increase in the local production of agricultural machinery and equipment on 

Company X could be major. Especially if the government would implement their discriminatory 

treatment, the impact will be appreciable because in that case farmers will be punished when they 

purchase EU-produced machinery. However, on the contrary it is questionable whether Turkish 

farmers will remain their attention mostly to the prices of the machinery instead of the technical 

properties. 

 

 

 

 



47 
 

Financial 

4. Depreciation of the lira 

A depreciation of the Turkish national currency, the lira, may have several major consequences for 

the end-users as well as Company X. 

According to interviewee Y, approximately 90% of the total transactions of the agricultural machinery 

and equipment offered by Company X are sold in Turkish lira. Therefore the company is directly as 

well as indirectly affected by fluctuations in the value of the currency. A decrease in the value of the 

lira can directly affect the results of Company X due to a difference in the value of the lira between 

the moment of selling a product and the moment of paying the product by the Turkish end-user. In 

the literature this type of currency risk is called a transaction risk and according to Green (2016) the 

exposure increases when the greater the deviation between the moment of selling and the moment 

of paying. According to interviewee X there are extensive payment terms in Turkey which increases 

the exposure of the risk. 

Furthermore, a decline in the value of the lira may decrease the willingness of the end-users to 

invest. The Turkish end-users do not have to convert their Turkish lira into a foreign currency to 

purchase the products of Company X and therefore they are not directly exposed to a depreciation of 

the lira. However, according to interviewee Y as the value of the lira fluctuates, Company X 

constantly adjusts the prices of the agricultural machines and equipment offered in lira, maintaining 

the worth of the machinery in euros. Adjusting the price of the machinery in lira to the value of the 

machinery in euro’s means that a decrease in the value of the lira causes a price increase for the 

products offered in Turkey by Company X. Subsequently, the purchasing power of Turkish end-users, 

using the national currency, becomes unfavorable. Therefore a decline in the value of the lira may 

decrease the willingness of the end-users to invest in machinery and equipment offered by Company 

X. 

As a result, Company X is directly as well as indirectly affected by a depreciation of the Turkish lira 

which could have an adverse effect on the company. 

Probability 
The Turkish lira has been continually under pressure the last years. As shown in figure 20, the 

currency depreciated on average against the USD and the euro with 22% in 2015, 10% in 2016 and 

19% in 2017 and so far the lira has already depreciated further in 2018. The Turkish currency is 

extremely vulnerable to external shocks, such as statements by president Erdogan about economic 

or political policies, the intervention of president Erdogan with the policy of the Central Bank of 

Turkey and the clashes between Turkey and Western Europe and the US (Euler Hermes Economic 

Research, 2017). 

The responsiveness of the Turkish Central Bank has not been convincing so far. The bank shifted 

between orthodox and unorthodox measurements to deal with the depreciation of the lira, caused 

by the efforts of president Erdogan to form the policy of the Central Bank. Although the Central Bank 

of Turkey is an independent organization, it cannot extract themselves from the statements and the 

interventions of president Erdogan (Besteman, 2018). As a result of the interventions by Erdogan, the 

volatility of the lira increased and the depreciation continues. 
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In addition, another cause of the continued depreciated lira argued by the Nederlandsche Betaal & 

Wisselmaatschappij (2017) is the large current account deficit of the country. The total value of the 

import by Turkey is much higher than the total value of the exports, resulting in a decrease of the 

country’s reserves, as shown in figure 35 (Appendix). As a result of the decreased reserves people 

convert their money in lira into another currency. 

So, because the underlying causes of the depreciation of the lira, such as the interventions of 

president Erdogan with the policy of the Central Bank and the account deficit of the country, are 

likely to remain in the short term a further depreciation of the lira is expected. Besides, according to 

the opinion of the respondents it is almost certain that the depreciation of the lira will continue. 

 

 

 

 

 

 

 

 

Figure 20. Fluctuations of the lira to euro (XE, 2018)  

Impact 
Since 2015 Company X has been active in Turkey and from that moment the country continuously 

experienced a depreciation of their national currency. A further depreciation of the lira can have an 

impact on the results of Company X in Turkey. The company offers its machinery and equipment in 

Turkey in lira. However in case of a depreciated lira, Company X adjusts the prices of its products to 

the value of it in euros. So a depreciation of the lira makes it less favorable for Turkish farmers to 

purchase the machinery and equipment provided by Company X, as the prices will rise. 

Although a depreciation of the lira makes it less favorable for Turkish farmers to purchase the 

machinery of Company X, it is questionable what the impact will be of a further depreciated lira on 

the results of the company. Since Company X is operating in Turkey the currency depreciated almost 

non-stop, but the results of Company X in the country improved in the first two years, as showed in 

figure 14. 

Furthermore as already showed in figure 19, the total value of the agricultural machinery and 

equipment imported by Turkey has decreased the last years but it seems that it has reached a stable 

level since 2015, despite the continued depreciation of the lira. However, the results from the survey 

show a clearly opinion of the respondents that the impact of a depreciated lira will be major for the 

results of Company X. 
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5. Currency transfer restrictions 

The government of a country can make restrictions on the use of foreign currencies by implementing 

exchange controls such as banning the use of foreign currency, banning the possession of foreign 

currency or restrictions on the amount of a foreign currency that can be imported or exported 

(Credendo, 2018). Restrictions on the use of a foreign currency directly affect the end-users as well 

as Company X. The willingness to invest by end-users can decrease, because they will be required to 

invest by means of the Turkish lira, which can be much more expensive due to higher interest rates. 

Furthermore by using the lira, Company X is directly exposed to the risk of fluctuations in the value of 

the currency. 

Probability 
It is difficult to estimate the probability that currency transfer restrictions will happen in Turkey. 

Many different developments in Turkey could have an impact on the chance of the implementation 

of currency restrictions. The results of the respondents asked by the survey are also showing mixed 

opinions. 

The currently very weak performing lira and the bad economy of the country are possible motives for 

the government to make some restrictions. Furthermore, the strong power of president Erdogan 

with the ability to make drastic movements and his aversion to many Western countries makes the 

probability of currency restrictions likely. In addition, president Erdogan has already proven to be 

able to implement restrictions. In order to protect the value of the lira, Turkey made rules to have 

foreign currency loans and implemented this on May 2 2018 (Senocak, 2018). As a result of these 

new rules, it is almost impossible for Turkish individuals and companies, including foreign companies 

operating in Turkey, to get new loans in a foreign currency (Gözlüklü and Bicer, 2018). Although, 

existing loans will not be tackled and experts of the International Tax review (2018) expect the 

restriction to be temporary, it shows anyhow the ability of the Turkish government to implement 

restrictions. 

However, the probability of more and heavier currency restrictions implemented by the Turkish 

government such as banning the use of a foreign currency or disallow the conversion of the Turkish 

lira into a foreign currency is not likely to happen. The impact of the implementation of such 

restrictions could be disastrous for its own economy, making the country less interesting for foreign 

investors. While Turkey recognizes its need to attract more foreign investments to recover and 

stabilize the national economy and also to finance their current account deficit (The U.S. Department 

of Commerce’s International Trade Administration, 2017). Therefore, considering that point of view, 

more currency transfer restrictions implemented by the Turkish government are not likely to happen. 

Impact 
The impact of currency transfer restrictions depends on the type of restrictions made by the Turkish 

government. The recently implemented restriction of the Turkish government to make it difficult to 

get a loan in foreign currencies will have an impact on the subsidiary of Company X in Turkey as it has 

a loan in euro, but the impact on the turnover of Company X will probably be insignificant. 

Company X mainly avoids the use of euro in Turkey, because most transactions are performed in 

Turkish lira. By using the lira, the impact on the results of Company X of many restrictions such as the 

banning of foreign currencies becomes smaller. However, a restriction on the conversion of lira into 

foreign currencies such as euro will have a major impact on the results of Company X. Because most 
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transactions of Company X in Turkey are done in the Turkish lira, the company regularly has to 

convert their received amounts of lira back to euro. By the implementation of such a restriction by 

the Turkish government, Company X will not be able to consolidate the results of their Turkish 

subsidiary and furthermore it becomes more exposed to the currency risk of the Turkish lira. 

However, according to interviewee X, to date, it is an easy process for Company X to convert their 

turnover in Turkey back to euro, as the banks only charge a small commission. 

So the impact of currency restrictions made by the Turkish government varies depending on the type 

of restrictions. Most restrictions will not have a major impact on the results of Company X due to the 

use of the lira. However, the impact of a restriction to convert lira into a foreign currency will be 

substantial for Company X. 
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Political 

6. Catastrophic events / conflicts  

Catastrophic events such as terrorist attacks, civil war, coup threats or cross-border conflicts may 

have several major consequences for the end-users as well as Company X. Unpredictable 

catastrophic events may reduce the number of workable days of the end-users of Company X as well 

as the company itself. Reduction of the workable days of the end-users reduces their business results 

and subsequently that may decrease the willingness to invest in agricultural machinery and 

equipment. A reduction in the workable days of Company X may reduce the results of the company 

as it can lead to lower revenues due to inability to perform. In addition, the threat of catastrophic 

events to occur decreases the willingness of end-users to make investments due to the uncertainty. 

Conclusively, the occurrence and the threat of catastrophic events can affect the whole economy of 

the country, which makes the conditions for foreign companies such as Company X to do business 

less favorable. As a result, the results of Company X in Turkey are directly as well as indirectly 

affected by the threat and occurrence of catastrophic events in Turkey. 

Probability 
Recently, Turkey already experienced several conflicts such as terroristic attacks and cross-border 

conflicts. Terrorist attacks, a high-tide of refugees and the confrontation with the PKK are major 

conflicts occurring in Turkey. However, the failed military coup in July 2016, attempting to remove 

President Erdogan from his power, was probably the most extreme conflict Turkey experienced in 

recent years. In response of this occurrence Erdogan declared Turkey in a state of emergency and 

started a mass arrest of military officers and politically leaders (A.M. Best, 2017). Thereafter, the 

country has been non-stop in an emergency situation with the extension of six times (International 

Country Risk Guide, 2017). By the emergency situation of Turkey national security authorities have 

additional authorizations, which enabled president Erdogan to arrest 160.000 people and almost the 

same number of civil servants, mostly randomly (Nebehay, 2018). Even the Minister of Economy 

Nihat Zeybekci suggested prudently that perhaps it would be time for the Turkish government to 

consider less comprehensive restrictions to deal with threats to the domestic security (International 

Country Risk Guide, 2017). In addition the United Nations also called on Turkey to end the country’s 

state of emergency (Nebehay, 2018). However, the government did not show any sign to follow this 

advice and it was even announced that a seventh extension of the country’s state of emergency 

would be effective on April 18 2017.  

So, with the continually extension of the country’s state of emergency, it is expected that domestic 

political instability will remain which results in a remaining high probability of conflicts to happen. 

Furthermore, the threat of terrorism in Turkey is still significant. Since June 2015 many terroristic 

attacks find place in Turkey and according to the Dutch government (2018), today there is still a high 

risk of terrorist attacks throughout Turkey. This is mainly because of the rising fight against the 

organizations of PKK and ISIS. The most unsafe areas of Turkey are the southeastern provinces on the 

border with Iraq and Syria. The Dutch government discourages people to go to the southeastern area 

of Turkey, as shown in figure 21. In addition the U.S. Department of State (2018) recommends the 

same about travelling to those Turkish areas and personnel of the U.S. government are not allowed 

to go to southeastern provinces of Turkey. 
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Figure 21. Travel advice Turkey (Dutch government, 2018) 

So, the current situation of Turkey is problematic and there is a high probability of catastrophic 

events or conflicts to happen in the country due to the terrorism. It is expected that in the short term 

progress about the level of threat will be minimal. Mainly because the terroristic organizations PKK 

and ISIS are perseverant and the term of President Erdogan to be in power will probably be 

extended. 

Impact 
The impact of conflicts occurring in Turkey for the results of Company X could be major. According to 

Professor D. Alexander (2013) companies have a tendency to abstain from investments in conflict 

zones. A decrease in the willingness to invest by organizations is a result of the fact that conflict 

zones suffer from limited access to credit markets, infrastructure degradation, limited access to 

energy and fuel, underemployment ascends and trust among individuals, groups and organizations 

decreases. 

The impact of conflicts in Turkey for Company X is the most severe in the southeastern of the country 

where the organization PKK is in action. Almost 80% of all incidents happen in that area of the 

country (Bilgel and Karahasan, 2016). According to Turkish Professor Bilgel (2016) the terrorism of 

the PKK impacted Turkey already as the involved regions suffered from a sharp fall in economic 

activities. Furthermore, according to the Professor the entire country suffered from other dynamics 

related to the terrorism uncertainty such as the military conscription that decreases the active 

population, rising uncertainty that affects the real economy, decreasing tourism and security 

problems. So, the impact of the terrorism goes beyond the southeastern provinces. The research of 

Bilgel and Karahasan (2016) estimates that Turkey could have a 14% higher GDP without the 

terrorism.  

According to interviewee Y, the most important consequence of the occurrence of catastrophic 

events is the decreased willingness of Turkish farmers to invest. Turkish farmers close to the border 

with Syria and Iraq are very uncertain about the current situation in their region. As shown in figure 
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22, the central office of Company X in Turkey is located in the middle of the country near to Kayseri 

(red icon). The other locations on the map are service offices. The central office of Company X is not 

located in a danger zone and therefore it is not directly exposed to the threat of terrorism. However, 

there are also service offices located in the southeast of Turkey where the probability of conflicts is 

very high. 

So, the impact of conflicts occurring in Turkey on the results of Company X is serious. The entire 

country suffers from the threat of terrorism. Although, the impact will be the most perceptible in the 

southeastern region of Turkey, where a decreased willingness to invest is a probable consequence. 

However, in the southeastern region of Turkey Company X only possesses service departments. The 

service revenue is a small part of the total revenue in Turkey and therefore at the end the impact will 

not be disastrous. 

 

Figure 42. The locations of Company X in Turkey (Company X, 2018) 

7. Further rising tensions between Turkey and Western Europe 

Under the leadership of Erdogan tensions between Turkey and Western Europe countries such as 

The Netherlands and Germany has increased, while the country drew closer to Russia and China 

(International Country Risk Guide, 2017). Further rising tensions between Turkey and Western 

Europe can have different impacts on Western Europe companies doing business in Turkey. The 

willingness to import from Western Europe countries by the end-users of agricultural machinery and 

equipment may decrease as tensions between the countries rise. Besides, the Turkish government 

can make it more difficult and less favorable to import products from Western Europe countries or 

vice versa through trade restrictions. In addition, argued by interviewee X the chance to get an EU 

membership for Turkey decreases by the rising tensions with Western Europe countries. As a result 

high import duties will remain. Therefore the results of Company X in Turkey can be affected in an 

adverse way, directly as well as indirectly, through the further rising tensions between Turkey and 

Western Europe. 

Probability 
Recently Turkey clashed with several Western countries including The Netherlands and Germany. As 

a result of these clashes the Netherlands officially withdraws its ambassador to Turkey in February 

2018. Although the Netherlands already did not had an ambassador in Turkey since March 2017 
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(Government of the Netherlands, 2018). Germany also had some tensions with Turkey recently. The 

affair of Germany as well as The Netherlands concerns the attempt of President Erdogan to have 

influence on the Turkish residents in both countries. 

As it is expected that the term of office of President Erdogan will be extended, the chance of further 

rising tensions between Turkey and Western Europe countries is high, due to Erdogan’s aversion to 

the Western Europe countries. The retain of foreign minister Cavusoglu is also a sign that Turkey’s 

foreign policy will continue (International Country Risk Guide, 2017). Furthermore, the criticism of 

Germany and the Netherlands on the democracy in Turkey will remain as there are no improvements 

in the democracy anticipated (Atradius, 2017). So, it can be expected that the rising tensions 

between Turkey and Western Europe countries will continue. Although rising tensions are from an 

economic point of view not in the interest of Turkey, as 85% percent of Turkey’s foreign investments 

come from Western countries with The Netherlands being the main investor (Arkilic, 2018) 

Impact 
The impact of further rising tensions between Turkey and Western Europe countries will probably 

not be great for the results of Company X in Turkey. 

According to interviewee Y, the tensions between the countries can rise but it would not increase the 

impact on companies operating in Turkey directly. Turkey still needs European countries for several 

themes and therefore rising tensions would not result promptly in actions applied by the Turkish 

government such as trade restrictions which would impact Western Europe companies operating in 

Turkey such as Company X. In addition, according to interviewee X, a decrease in the willingness of 

Turkish farmers to invest in EU-produced agricultural machinery and equipment will be minimal. 

The results of the survey also clearly demonstrates that the respondents estimate the impact of 

further rising tensions on the results of Company X as minor. However, the turnover of Company X in 

2017 decreased slightly compared to 2016. Although this decrease is not significant and furthermore 

it is questionable whether the decrease is a result of the rising tensions. 

8. Decrease or ending of the subsidies and other incentives to stimulate the agricultural   

sector by the Turkish government. 

For years the agricultural sector has been an important sector in the Turkish economy. Turkey has 

the ambition to become one of the ten largest economies in the world due to their industry and 

agricultural sector. In order to support the agriculture, the Turkish government has launched an 

incentive program (OECD, 2017). According to interviewee X the program includes several aspects 

such as subsidies in order to modernize assets as machinery and equipment, tax profits or getting 

favorable loans. The overall purpose of the program is to sustain the agriculture in the country as the 

population is growing and to reduce the needs of importing agricultural products. However, many 

factors can lead to a suddenly decrease or ending of the government support, which subsequently 

can lead to a decrease in the willingness to invest by the end-users. 

Probability 
The agricultural sector is one of the main priorities of the Turkish government for the forthcoming 

years of the country. Turkey has the goal to become one of the ten biggest global economies and in 

order to achieve that, the agricultural sector has to be the main driver (Daily Sabah, 2018). 

Furthermore, Turkey wants to reduce the import of agricultural products and increase the national 
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production of the products. Recently president Erdogan mentioned that agriculture is the start of the 

rise or the fall of a country (Daily Sabah, 2018). Therefore, based on Turkish interest in the 

agriculture a decrease or ending of the subsidies and other measures of the Turkish government to 

stimulate the agricultural sector is not likely to occur. 

However, the government support still depends on the economic conditions of the country. 

According to Ramsay (2017) there remains always a risk of a changing economic situation of the 

country. Even without a change in the country’s government, a bad performing economy could result 

in a decision by the government to decrease provided subsidies. Such cases happened already to a 

number of countries, like Spain in 2013 (Ramsay, 2017). 

So, based on the Turkish drive to become a global leading economy driven by the agricultural sector 

it is not likely that the supporting program will decrease. However, the support provided by the 

governments is still dependent on the national economic situation. So, a bad performing economy 

could still result in a decrease of the support to the agricultural sector. 

Impact 
The impact of a decrease or ending of the governmental support to the agricultural sector for 

Company X can be significant. The governmental support to the sector is mainly advantageous for 

local producers and suppliers of agricultural machinery and equipment because of the discriminatory 

treatment. For example, suppliers of EU-produced agricultural machinery and equipment, such as 

Company X, have to meet strict requirements. However, according to interviewee Y, Company X is 

able to meet the current requirements set by the Turkish government and therefore a decrease 

would have a significant impact on the results of Company X. 

9. Decrease or ending of the subsidies to stimulate the agricultural sector in Turkey by 

the EU (IPARD) 

The European Union has developed the IPARD program (Pre-Accession Instrument in Agriculture and 

Rural development) in order to support the agricultural sector of selected countries for the period 

2014-2020. Turkey has been selected by the EU as a priority area to concentrate their assistance on. 

The main measures to be funded with the program set by the EU are: Supporting investments in 

physical assets of agricultural holdings, farm diversification, business development and 

establishments processing and marketing agricultural and fishery products (Delegation of the EU to 

Turkey, 2018). 

Furthermore, according to interviewee X accessing the financial support provided by the EU is only 

possible when the Turkish farmers use the employment of European companies. The program runs 

till 2020 however the follow-up of the program is still not clear. Besides an unclear continuation of 

the IPARD program there are many other factors that can suddenly decrease or end the IPARD 

program. The decision of the EU to decrease or to end the program can have major consequences for 

the agricultural sector of Turkey and therefore indirectly also for Company X. The willingness of the 

Turkish end-users to invest can decrease by the ending of the financial support and therefore it can 

impact the results of Company X. 

Probability 
The probability of a decrease or ending of the subsidy program IPARD provided by the EU to Turkey is 

disputable. According to interviewee X and interviewee Y it is very unlike that a decrease of the 
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IPARD program will occur. However, according to the opinion of the experts asked there is a big 

chance that the program will decrease.  

The purpose of the IPARD program that runs till 2020, is to align Turkey to the structures of the EU. 

Originally the intention of an IPARD program is to prepare candidate countries to become a member 

of the European Union (European Commission, 2007). However, it is questionable whether Turkey is 

still a candidate membership country when the current IPARD program will end in 2020. As several 

developments have decreased the chance for Turkey to get a European Union membership. Recently 

the French president Macron stated that Turkey has no chance to join the EU (BBC, 2018). In 

addition, the current IPARD program is the second program, preceded by the first extensive program 

started in 2002 and so far there are no statements made by the European Union or signs noticed that 

a supporting program for Turkey will be continued. 

So, it is difficult to estimate the probability of a decrease or ending of the present IPARD program. A 

membership of the EU for Turkey seems not feasibly in the short term. However, it is not stated yet 

whether the country remains a candidate membership. In addition, the results of the survey also 

show a mixed opinion by the respondents. 

Impact 
The impact of a decrease or ending of the IPARD program for the results of Company X in Turkey is 

major. The total support provided by the EU to the agricultural sector of Turkey so far has been 

extensive. In the first period (2002-2013) the total support of the IPARD program was nearly €2 

billion and the second period (2013-2020) will bring a support of €800 million to Turkey (Delegation 

of the EU to Turkey, 2018). 

Therefore a decrease or even ending of the program would result in substantial less investment 

possibilities of the Turkish farmers. Furthermore, in contrast to the support provided by the Turkish 

government stimulating the use of local producers, the IPARD program stimulates the use of EU-

produced agricultural machinery and equipment. In order to get access to the IPARD support Turkish 

farmers must comply with the conditions set by the European Union, such as using European 

products or services (European Commission, 2007). 

So, the support of the program contains a significant amount of money and it stimulates the use of 

European companies. Therefore, a decrease or ending of the IPARD program provided to Turkish 

farmers could have a substantial impact on the results of Company X. 
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6.4 Probability / impact matrix risk factors Turkey 
The results of the total assessment of the risk factors identified for Company X by doing business in 

Turkey are visualized in the probability/impact matrix as shown in figure 23. The scores given by the 

experts in the survey are combined with the scores given by the interviewees. To assess the 

probability dimension of the risk factors, the scores of the experts and the interviewees have the 

same weighting. To assess the impact dimension of the risk factors, the scores of the interviewees 

are substantial important and therefore these scores have a weight of 70% and the scores of the 

respondents weigh 30%. In the case of Turkey there are six persons who gave scores to the risk 

factors, three of them are persons from Company X and three of them are external experts. The 

formula used to assess the impact dimension of the risk factors is: 

Average score interviewees * 0.7 + average score experts * 0.3 

1. Decrease in prices of agricultural products e.g. grains such as wheat and maize 
2. High / rising interest rates 
3. Increase in local production of agricultural machinery and equipment 
4. Depreciation of the lira 
5. Currency transfer restrictions 
6. Catastrophic events / conflicts  
7. Further rising tensions between Turkey and Western Europe 
8. Decrease or ending of the subsidies and other incentives to stimulate the agricultural sector 

by the Turkish government 
9. Decrease or ending of the subsidies to stimulate the agricultural sector in Turkey by the EU 

(IPARD) 

Figure 23. Probability / impact matrix risk factors Turkey based on the survey and interviews 
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Adjustments 
The results showed in the probability/impact matrix in figure 23 do not take into account the 

assessment of the data from the documentation review. However, the results from the 

documentation review provide additional useful information to assess the risk factors that should be 

considered. The documentation review includes information from well known risk agencies such as 

the International Country Risk Guide, Euler Hermes, Economist Intelligence Unit, A.M. Best, Coface, 

Atradius, but also documentations from worldwide organizations such as The World Bank and The 

International Monetary Fund. 

The probability/impact matrix in figure 24 shows the assessment of the risk factors based on the 

documentation review. Although the assessment of the documentation review estimates most of the 

risk factors approximately the same, it also reveals some essential differences. The risk factors 1, 2 

and 5 are assessed different. The exposure of risk factors 1 and 2 based on the documentation 

review is slightly lower than the exposure based on the survey and the exposure of risk factor 5 is has 

shifted. Furthermore, the degree of the exposure of the risk factors based on the documentation 

review is in general less high than the degree of the exposure based on the survey. 

So, both matrixes show a clear view of the risk factors with the highest exposure and most risk 

factors have in both matrixes approximately the same exposure. However, in order to get a total 

view of the exposure of the risk factors, the matrix based on the documentation review should be 

considered the most as it is based on several professional reports by established organizations. 

1. Decrease in prices of agricultural products e.g. grains such as wheat and maize 
2. High / rising interest rates 
3. Increase in local production of agricultural machinery and equipment 
4. Depreciation of the lira 
5. Currency transfer restrictions 
6. Catastrophic events / conflicts  
7. Further rising tensions between Turkey and Western Europe 
8. Decrease or ending of the subsidies and other incentives to stimulate the agricultural sector 

by the Turkish government 
9. Decrease or ending of the subsidies to stimulate the agricultural sector in Turkey by the EU 

(IPARD) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 24. Probability / impact matrix risk factors Turkey based on the documentation review 
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6.5 Recommendations 
Company X is exposed to a wide range of country specific risks by doing business in Turkey. Ideally, 

the probability and the impact of these risk factors are minimized so that the exposure of Company X 

in Turkey to those risks is minimal. However, not all the risks are manageable and the company 

should not try to manage them as the benefit of managing the risk is not worth the effort. Therefore, 

in this chapter recommendations are given for Company X about the best way to manage the risk 

exposure of the company in Turkey. 

In order to recommend an effective risk management strategy, it is essential to determine the risk 

appetite to maintain. It is recommended for Company X to keep a high risk appetite in the case of 

Turkey. The main reason for a high risk appetite is the share of the turnover gained in Turkey to the 

total results of Company X. The turnover achieved in Turkey was € X million in 2017 and the total 

turnover of Company X in the same year was € X million. So the contribution of the division operating 

in Turkey is almost insignificant. Whereas the total risk exposure for Company X in Turkey is relatively 

high. 

Depreciation of the lira 

In order to manage the risk exposure of Company X in Turkey, the most important risk factor to 

consider is a depreciation of the lira. A further depreciation of the Turkish lira would expose 

Company X to transaction risk as well as economic risk. The transaction risk can easily be controlled 

by hedging the lira. However, due to the high volatility of the Turkish lira, it is currently very costly to 

hedge the currency (Bloomberg, 2016). Hedging the transaction risk is not attractive for Company X 

as their turnover in Turkey is relatively low. Therefore, the high costs of hedging the risk do not 

outweigh the benefits. 

In addition, the economic risk is even more difficult to manage. If Company X does not adjust the 

prices of their products offered in liras to the value in euros, the profit margin will be under pressure. 

However, if Company X maintains the prices of the machinery and equipment in euro’s the 

willingness of the Turkish farmers will decrease due to an unfavorable purchasing power. So, both 

handlings could have unfavorable consequences. 

So, although the exposure of a depreciation of the lira is very high, it is not easy to manage the risk. It 

is recommended for Company X to accept the risk because the costs of managing the currency risk 

are very high while the turnover of the company is not high enough yet. Furthermore, the economic 

risk of a depreciated lira should be accepted first to see to what extend the unfavorable purchasing 

power will lead to less turnover for Company X. 

Correlation between the risk factors 

So, a depreciation of the lira is the most important risk factor for Company X in Turkey and the 

exposure of the other identified risk factors is not alarming. Although the risk factors should not be 

considered completely independent, as some risk factors are related to each other to a certain 

extent. 

The failed military coup in July 2016 demonstrated that catastrophic events in Turkey affect the 

national currency, as the lira decreased further after the attempt to remove President Erdogan from 

his power. Subsequently, a depreciation of the lira could increase the probability of rising interest 

rates in the country as the historical data show a correlation between the two risk factors. A 
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depreciation of the lira could also increase the chance of currency restrictions implemented by the 

government in order to strengthen the national currency. Furthermore, the continuation of the 

government support to the agricultural sector of Turkey still depends on the economic conditions of 

the country. A depreciation of the lira could have a major impact on Turkey’s economy and so it 

could increase the probability of a decreased stimulating program by the Turkish government for the 

agricultural sector. 

In addition, it could be reasonable that the risks of further rising tensions between Turkey and 

Western Europe and the agricultural subsidies provided by the EU to Turkey are related to each other 

to a certain extent. The occurrence of further rising tensions between the countries could result in a 

bigger chance of a decrease in the agricultural support by the EU. 

So, to assess the total risk exposure of Company X by doing business in Turkey it should be 

considered that some risk factors are related to each other to a certain extent. In particular, the risk 

of a depreciated lira could influence several other risk factors. 

Total recommendations Turkey 

It is recommendable for Company X to closely monitor the country’s developments, especially the 

fluctuation of the lira, in order to consider whether the operations in Turkey should proceed. A 

depreciation of the lira is not simply the risk factor with the highest exposure, but it is also related to 

other risk factors as it increases the probability of other risk factors to occur. 

There are many relatively high risk factors for Company X that could affect the results by doing 

business in Turkey and managing them is mostly difficult or costly. Therefore, if the degree of the 

country’s risk factors does not diminish the coming years or the size of the turnover of Company X in 

Turkey does not increase, it is recommended to consider the continuation of the company’s 

operations in Turkey. The high degree of risk exposure Company X faces in Turkey in combination 

with the relatively low size of turnover in the country could make it unfavorable to continue the 

operations in Turkey. 
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7. Results Kazakhstan 

Introduction 
This chapter presents the results of the research conducted for Company X by operating in 

Kazakhstan. The chapter starts with a short introduction of Kazakhstan. Thereafter the results are 

presented starting first with the list of risk factors identified for Company X by doing business in 

Kazakhstan with a brief description, divided into the three categories of risks. Subsequently, each risk 

factor will be described in detail. Next, the degree of probability that the risk factor will occur and the 

impact the risk factor might have if it occurs are presented for each risk factor. After the results of all 

the risk factors are presented and reviewed, the degree of all the risk factors are presented in the 

probability / impact matrix. The matrix clearly demonstrates an overview of the most significant risks 

to control based on the probability to occur and the potential impact. Finally, the chapter ends with 

recommendations about the best way to manage the risk exposure for Company X in Kazakhstan. 

The risk factors are identified based on the documentation review of internal reports of Company X, 

external country reports and government reports including the World Bank and the interviews with 

the manager and the director of the Kazakh subsidiaries of Company X. Thereafter the measurement 

of the probability and the impact of the risk factors is based on the results of the survey spread to 

experts with knowledge of Kazakhstan combined with the results of the survey filled in by the 

manager and the director and the information from the documentation reviews. In total 44 experts 

with specific knowledge of Kazakhstan are asked by e-mail to fill in the survey in order to measure 

the identified risks. Among these experts are country experts of Dutch banks such as Rabobank, 

associates of the Dutch embassy in Kazakhstan, associates of the Kazakh embassy in the Netherlands, 

experts from the Dutch Ministry of Foreign Affairs, associates of the Dutch agriculture council in 

Kazakhstan, experts of the National service Entrepreneurial the Netherlands, country experts of 

Dutch multinational corporations operating in Kazakhstan and the Dutch honorary consul in 

Kazakhstan. Finally there is a response of nine. The interview guideline (Appendix V) as well as the 

survey (Appendix VI) and the total results of the survey (Appendix VII) can be found in the 

appendices. 
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7.1 Introduction of Kazakhstan 
The Republic of Kazakhstan is a landlocked country in Central Asia (FAO, 2017). The country has a 

land area similar to Western Europe, although it has one the lowest population density around the 

world (The World Bank, 2017). In 1991 Kazakhstan became an independent Republic after the 

separation of the Soviet Union. Thereafter the stabilization of the national economy as well as the 

transition to a market economy have been the main economic challenges of Kazakhstan. The country 

is rich in mineral sources and oil which ensured steady economic growth since 2000 (FAO, 2017). In 

less than two decades Kazakhstan has transitioned to an upper-middle income status (The World 

Bank, 2017). 

The agricultural sector is still an important factor of the economic development of the country, 

although the agricultural contribution to GDP has declined. The sector has been affected by several 

events during the transition to a market economy, such as economic shocks, land reform and 

reductions in public support (FAO, 2017). The agriculture of Kazakhstan still struggles with structural 

challenges that limit the potential to growth such as limited access to credit and outdated machinery 

(FAO, 2017). 

Company X has been active in Kazakhstan since 2014. As shown in figure 25 the results of the 

company in Kazakhstan are impressive. The turnover of 2017 increased with 43% compared to the 

turnover in 2014. In the light of these figures, it seems there are no risks negatively influencing the 

results of Company X in Kazakhstan. However, there are still potential risk factors that could have a 

significant impact on the results of the company. Therefore, these risk factors are investigated. 

 

 

Figure 25. Turnover of Company X in Kazakhstan (Company X, 2018) 
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7.2 Risk factors for Company X by doing business in Kazakhstan 

Economic 
1. Decrease in prices of agricultural products e.g. grains such as wheat 

End-users of the products distributed by Company X can be affected by fluctuations in agricultural 

products prices. A decrease in the prices of agricultural products can decrease their willingness to 

invest. 

2. Increase in local production/assembly of agricultural machinery and equipment 
More local production and assembly of agricultural machinery and equipment can cause less need 

for Kazakhstan to import those machinery and equipment. 

3. Further cooperation on agricultural development between Kazakhstan and China 
In 2017 Kazakhstan and China agreed to invest in the agricultural sector of Kazakhstan in order to 

develop the sector and increase production. The investment of China can lead to less import of 

agricultural machinery and equipment by Kazakhstani end-users. 

4. High / rising interest rates 
High interest rates imply that acquiring financial resources is costly for end-users in Kazakhstan and 

therefore their willingness to invest can decrease. 

Financial / currency exchange 
5. Depreciation of the tenge 

A depreciation of the national currency, the tenge, can decrease the willingness of the end-users to 

import machinery and equipment. 

6. Currency transfer restrictions  
To stimulate the use of the national currency, the government can make restrictions on the amount 

of foreign currency that may be imported or exported. 

Political 
7. Continuing legal and institutional failings 

A high degree of corruption, a low degree of government effectiveness, a weak rule of law and heavy 

bureaucracy can have the potential to cause problems for foreign companies such as Company X. 

8. Political instability/conflicts if Nazarbayev (77) has to stop or is not able to continue 
The political stability may easily be shaken by Nazarbayev's unexpected presidential end. Political 

instability or other political developments can have major consequences. 

9. Catastrophic events / conflicts  
National – and international conflicts such as a civil war, coup threat, terrorism, wars or cross-border 

conflicts can affect the whole economy of the country which makes conditions for foreign companies 

less favorable. Those events can also directly affect the locations of Company X in the country. 

10. Decrease or ending of the subsidies and other incentives to stimulate the agricultural 
sector by the Kazakh government 

Kazakhstani end-users can be affected by a decrease or ending of the government program to 

support the agricultural sector of Kazakhstan, which subsequently can lead to a decrease in the 

willingness to invest by the end-users. 
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7.3 Description and measurement of the risk factors 

Economic 

1. Decrease in prices of agricultural products such wheat. 

The risk factor of a decrease in the prices of agricultural products involves the worldwide prices, so 

the exposure of the factor is the same for Kazakhstan as well as Turkey. Therefore the analysis of this 

risk factor in Kazakhstan is referred to the description and measurement of the risk factor discussed 

in the case of Turkey.  

Although the analysis of this risk factor is referred to the case of Turkey, there are also some specific 

remarks for the case of Kazakhstan. In the case of Kazakhstan the agricultural products involves 

mainly wheat and to a lesser extent maize. Furthermore, the results of the survey of Kazakhstan are 

different from the results of the survey of Turkey. The respondents of Kazakhstan estimate the 

probability of a decrease in the price of wheat as unlikely. So, the results of the survey match the 

results of the assessment by the documentation review in contrast to the case of Turkey. Regarding 

to the impact of a decrease in the prices of wheat, there is not a relationship between the decreased 

price of wheat and the turnover of Company X in Kazakhstan. Although the respondents of the 

survey assess the impact of the risk factor as major. Just as in the case of Turkey, none of the 

respondents explained their opinion but it could be feasible that the respondents were not aware 

about the historical data. 

2. Increase in local production/assembly of agricultural machinery and equipment. 

The agricultural sector of Kazakhstan is to a high degree dependent on the import of agricultural 

machinery and equipment. The local production of agricultural machinery and equipment in 

Kazakhstan is insignificant and therefore the country is dependent to the range of products offered 

by companies mainly from Germany, Canada and The Netherlands (The U.S. Department of 

Commerce’s International Trade Administration, 2016). An increase in the local production of the 

agricultural machinery and equipment may result in less need for the Kazakhstani end-users to 

import the products. Subsequently, a decrease in the need to import agricultural machinery and 

equipment may affect the willingness of the Kazakhstani end-users to import those products. A 

decrease in the willingness to import the agricultural machinery and equipment can have a negative 

effect on the results of Company X. As a result, an increase in the local production can indirectly 

affect the results of Company X in Kazakhstan. 

Probability 
The local production of agricultural machinery and equipment in Kazakhstan is insignificant and 

therefore the country is dependent to foreign manufacturers of the machinery and equipment. Due 

to their dependency, the country is convinced that the foreign manufacturers make prices of the 

machinery and equipment unreasonable (Kazakh Zerno, 2016). Therefore Kazakhstan has set goals to 

increase the local production of agricultural machinery and equipment in order to reduce the 

dependency of the country (The U.S. Department of Commerce’s International Trade Administration, 

2016). 

The goal set by the Deputy Minister of Agriculture Kairat Aituganov is that Kazakhstan has to 

manufacture 43% of the required agricultural machinery by 2021. In order to reach their goal, 

Kazakhstan implemented its ‘Roadmap for agricultural machinery building industry development’ in 
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2017 (Government of the Republic of Kazakhstan, 2017). The Kazakh government has signed 

agreements with the major agricultural state-owned holdings to obtain their commitment in order to 

raise the local production. Furthermore, the subsidization program for the agricultural sector has 

changed in order to improve the local production. The subsidy that Kazakh farmers can obtain is a 

fixed amount based on the price of agricultural machinery produced by domestic manufacturers. The 

focus of the leasing profits for Kazakh farmers changed towards the benefits of domestic made 

machinery, by providing the machinery lease first to farmers using the domestic made machinery 

(Government of the Republic of Kazakhstan, 2017). Furthermore according to interviewee Z, the 

membership of Kazakhstan in the EEU (Eurasian Economic Union) since January 2015 can contribute 

to a stimulation of the local production of agricultural machinery and equipment. The U.S. 

Department of Commerce’s International Trade Administration also recognizes the consequence of 

the Kazakh membership to the EEU. According to the organization an increase in the local production 

of agricultural machinery and equipment is expected as a result of the country’s entering to the EEU. 

However, despite all the developments to stimulate the local production of agricultural machinery 

and equipment in recent years, the results so far are meaningless (U.S. Department of Commerce’s 

International Trade Administration, 2016) 

So, due to the dependency of Kazakhstan to foreign manufacturers of agricultural machinery and 

equipment the country has made plans. The ambitious plan of the Kazakh government to increase 

the local production of agricultural machinery and equipment and the membership of the country 

into the EEU make an increase in the next years likely. Although to date, progress has been 

insignificant. In addition, given the fact that Kazakhstan has almost no experience with producing 

agricultural machinery and equipment it is questionable whether the local production will increase as 

the Kazakh government has planned. 

Impact 
An increase in the local production of agricultural machinery and equipment in Kazakhstan could 

have an impact on the results of Company X. However, the immediately impact will probably not be 

significant.  

Argued by interviewee Z the machinery produced by Kazakh manufacturers will not have the same 

technical properties as the machinery and equipment provided by Western Europe companies such 

as Company X, due to the lack of experience and the specific technical expertise. In addition, 

interviewee Z argues that the technical service provided during the machinery’s lifetime is an 

essential part. Therefore, the agricultural machinery and equipment produced by the Kazakh 

manufacturers will serve the lower segment of the market and so it will mainly not substitute the 

machinery provided by Company X in Kazakhstan.  

Furthermore, according to Hermann Lohbeck (2017) farmers are looking for new technology in order 

to improve their efficiency and this is especially the case for Kazakhstan. The country requires new 

agricultural machinery as almost 80% of the agricultural machinery is outdated and needs to be 

replaced (Ministry of Agriculture of Republic of Kazakhstan, 2017). 

So, an increase in the local production of agricultural machinery and equipment is not expected to 

have a major impact on the results of Company X in Kazakhstan. The local produced machinery and 

equipment do not have the same properties as the manufacturers lack the technical expertise and 
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experience. In addition farmers are seeking new technologies, which is especially the case for 

Kazakhstan. 

3. Further cooperation on agricultural development between Kazakhstan and China. 

In order to increase the agricultural sector of the country, Kazakhstan strives to attract investors 

(A.M. Best, 2017). As a result Kazakhstan is turning more towards China to obtain their 

developmental needs. The main driver for China to invest in Kazakhstan is to develop the ‘Belt and 

Road initiative’ and to provide the country’s increased need for agricultural products (Société 

Générale, 2018). Therefore in 2017 Kazakhstan and China agreed to invest in the agricultural sector 

of Kazakhstan in order to develop the sector and to increase the production. Chinese companies are 

ready to invest in processing of the agricultural products in Kazakhstan. Besides, Kazakhstan and 

China are identifying a further cooperation to set up plants in order to produce agricultural 

machinery and equipment in Kazakhstan (Embassy of the Kingdom of the Netherlands, 2017). The 

investment of China in the agricultural sector of Kazakhstan can lead to less import of machinery and 

equipment by Kazakhstani end-users from Western Europe countries such as Company X, due to a 

decreased need. Conclusively, a further cooperation between Kazakhstan and China to develop the 

agricultural sector of Kazakhstan can indirectly have an adverse effect on Company X. A decrease in 

the willingness and the need to import agricultural machinery and equipment can affect the results 

of Company X in Kazakhstan. 

Probability 
The agreement of Kazakhstan and China to cooperate in the Belt and Road initiative results in 

significant investments of China in the agricultural sector of Kazakhstan. Furthermore, China’s 

increased need for agricultural products as a result of the growing population drives more 

investments by the country in Kazakhstan. Moreover, president Nazarbayev is an enthusiastic 

supporter of the Belt and Road initiative as China promises to serve Kazakhstan’s commercial interest 

for the long term (International Country Risk Guide, 2017). So, both countries have an interest in a 

further cooperation. 

In addition, according to reports of the (Embassy of the Kingdom of the Netherlands, 2017), the 

agricultural sector of Kazakhstan needs more investments. Although the Kazakh economy was 

backed by the agricultural sector in 2016, the investments in the sector remain low. The agricultural 

sector of Kazakhstan still experiences a deficit of investment support (Embassy of the Kingdom of the 

Netherlands, 2017). China is already one of the largest investors in Kazakhstan and they are even 

ready to increase the investments. According to the Kazakh government and the Dutch government, 

Chinese companies are ready to cooperate with Kazakhstan in order to set up plants in Kazakhstan 

for agricultural machinery and equipment (Embassy of the Kingdom of the Netherlands, 2017; Kazakh 

tv, 2018) 

Based on those developments both countries are interested in further cooperation and therefore the 

probability to occur is high. However, cooperation with China also brings along some risks for 

Kazakhstan. Many Kazakhs do not agree an extensive cooperation with China as they believe that 

China would turn Kazakhstan into a Chinese colony if they get a chance, resulting in demonstrations 

(nternational Country Risk Guide, 2017). 

So, although the Kazakh population is worried about the cooperation with China, given the 

conditions it can be expected that a further cooperation between Kazakhstan and China will happen. 



67 
 

Both countries recognize the benefit of increased cooperation. In addition, the respondents of the 

survey also estimate the probability of a further cooperation as likely to happen. 

Impact 
The impact of a further cooperation on the agricultural sector between Kazakhstan and China is 

disputable. According to interviewee Z an increased cooperation between the countries will not 

decrease the need for agricultural machinery and equipment offered by Western Europe companies 

such as Company X. The aversion of Kazakh people to Chinese interventions is according to 

interviewee Z an important reason that the cooperation between the countries will have an 

insignificant impact. Furthermore, the additional services provided by Company X during the lifetime 

of the machinery and equipment is indispensable argued by interviewee Z.  

In addition, 2017, the year that Kazakhstan and China agreed to invest in the agricultural sector of 

Kazakhstan was still a good year for Company X. Finally, the respondents of the survey agree with the 

opinion of interviewee Z, as the results of the survey almost unanimously show that the impact of a 

further cooperation between Kazakhstan and China will have an insignificant impact. 

So, given the Kazakhs aversion to Chinese interventions, the indispensable service and the fact that 

the results of Company X in Kazakhstan still increase despite the agreement of Kazakhstan and China 

it is conceivable that the impact will be minor. However, as the countries agreed recently to 

cooperate and an extension of the cooperation is anticipated, the impact of a further cooperation on 

the agricultural development in Kazakhstan on the results of Company X could increase. 

4. High / rising interest rates 

An end-users decision to purchase machinery and equipment is dependent on the ability of the end-

user to finance these purchases. Interest rate costs are a significant component of the financing costs 

in order to acquire financial resources (Company X, 2016). Volatility in the credit markets can make it 

more difficult for the end-users to obtain finance and the costs of getting financial resources increase 

if interest rates rise. Argued by interviewee X, ‘in general, a rise in interest rates discourages 

investments’. 

Therefore, increases in interest rates can make the purchase of machinery and equipment less 

affordable for end-users. Subsequently, the willingness to invest by the Kazakhstani end-users may 

decrease. A decrease in the willingness to invest may have an adverse effect on the results of 

Company X. Conclusively the results of Company X are indirectly affected by rising interest rates in 

Kazakhstan. 

Probability 
The current interest rate in Kazakhstan is 9,25%. As shown in figure 26, the rate declined the last two 

years after it peaked in 2016. The decline of the interest rate is among others caused by a stabilized 

currency which tame inflation and the monetary policy set by the National Bank of Kazakhstan 

implementing anti-crisis measures (International Country Risk Guide, 2017). 

The National Bank of Kazakhstan has the primary objective to ensure price stability in the national 

economy. In August 2015 the National Bank shifted to an inflation targeting regime in order to 

control a low inflation rate. The National Bank has set the following inflation targets: 
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- 5-7% at the end of 2018 

- 4-6% at the end of 2019 

- Below 4% at the end of 2020 and thereafter 

 

Figure 26. Interest rate fluctuations in Kazakhstan (The National Bank of Kazakhstan, 2018) 

In order to achieve the formulated inflation rates, the National Bank regulates the interest rates by 

setting a base rate. According to National Bank of Kazakhstan (2018) base rates affect the inflation 

rate, as an increase in the interest rate causes a decrease on the national inflation. However, 

meanwhile the Bank recognizes that an increase in the base rate results in fewer investments and 

more savings. Therefore the policy of the National Bank is aimed at keeping a balance between the 

price stability and supporting economic growth. The bank stated that it would continue gradually 

reducing the base rate while assuring that the neutral monetary policies are maintained (National 

Bank of Kazakhstan, 2018). The National Bank stated it in the spring of 2018 while it already reduced 

the base rate for three times in 2018. Analysts were surprised about the last cuts, where they 

expected the rate to be maintained (FocusEconomics, 2018). 

The analysts of FocusEconomics expect the base interest rate to decrease further ending at 9.17% in 

2018 and at a rate of 8.39% in 2019. According to the forecast of Trading Economics 

(TradingEconomics, 2018) the interest rate in Kazakhstan will even further decrease to 8.5% at the 

end of 2018 and 6.5 at the end of 2020. However the results of the survey are salient as the 

respondents mainly estimate the probability of rising interest rates as likely to happen. 

So, based on the policy of the National Bank of Kazakhstan and their statement to continue gradually 

reducing the base rate it can be expected that the interest rates in Kazakhstan decrease. 

Furthermore analysts also forecast a continued decrease in the Kazakh interest rates. However, as 

the National Bank meanwhile wants to ensure price stability and control a low national inflation rate 

it is anticipated that the base rate will not decrease significant. 

Impact 
Kazakh farmers can get credits by several sources such as commercial bands and private sources. 

However, the most favorable way for Kazakh farmers to obtain credits is through the subsidized 

loans from KazAgro. In order to support the agriculture sector, the Kazakh government provides 

favorable loans through KazAgro (The World Bank, 2016). Agricultural companies with export 

potentials are able to get favorable loans from the Kazakh government with reduced interest rates. 
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These loans have a reduced interest rate of 8% and farmers can use it for the procurement of fixed 

assets in order to modernize their assets (The Kazakh government, 2017). 

So although high interest rates in general discourage investments, the Kazakh farmers can obtain 

favorable loans provided by the government and therefore their investment abilities are not affected 

by high interest rates. Hence, the impact of high interest rates on the results of Company X is 

anticipated to be minor as long as the Kazakh farmers are able to get favorable loans. 
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Financial / currency exchange 

5. Depreciation of the tenge 

A depreciation of the Kazakhstani national currency, the tenge, may have several major 

consequences for the end-users as well as Company X. 

According to interviewee Z Company X mainly avoids the use of the Kazakh tenge by offering their 

agricultural machinery and equipment to Kazakhstani end-users in Euro’s. Therefore the company is 

not directly affected by fluctuations in the value of the tenge. However, the Kazakhstani end-users 

have to pay in a foreign currency and hence they have to convert their tenge into the concerning 

currency. 

The Kazakhstani end-users are directly affected by fluctuations of the tenge. In general, a weaker 

domestic currency stimulates exports and discourages imports (Credendo, 2015). A decline in the 

value of the tenge makes exports for Kazakhstani companies more competitive but it makes imports 

more expensive. That means that, although prices of the machinery and equipment offered by 

Company X do not change, Kazakh end-users have to pay more tenge. So, argued by interviewee Z 

the purchasing power of Kazakh end-users, using the national currency, becomes unfavorable. 

Therefore a decline in the value of the tenge may decrease the willingness of the end-users to import 

machinery and equipment from abroad where they have to use a different currency. As a result, 

Company X is indirectly affected by a depreciation of the Kazakh tenge which could have an adverse 

effect on the company. 

Probability 
The value of the tenge is at a historical low level. After two extensive devaluations of the currency in 

2009 and 2014 the Kazakh government let the tenge free from the peg to the U.S. dollar in 2015 

(Euler Hermes Economic Research, 2017). After the depreciation in 2014, the level of the tenge 

recovered in a short time to the old value and it stabilized due to the relation to the U.S. dollar. 

However, after the Kazakh measure to abolish the peg with the U.S. dollar the value of the tenge 

decreased extremely, losing 60% of its value (Government of the United Kingdom, 2017). 

 

 

 

 

 

 

 

 

Figure 27. Fluctuations of the tenge to euro (XE, 2018) 
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As shown in figure 27, the tenge did not recover from the extensive devaluation in 2015. The 

currency became volatile due to a high degree of dependency on external factors. The most 

important factor influencing the value of the tenge is the global price movement of oil. In addition 

the domestic production of energy, the performance of the Russian ruble and the current account 

deficit are factors influencing the tenge. 

The economy of Kazakhstan is to a high degree dependent to oil, as the commodity is responsible for 

almost 80% of the country’s income (Tengri News, 2015). However the value of the tenge is not 

completely dependent on the global oil prices as already experienced in 2017. In that year the tenge 

has been depreciating despite the oil price recovery (The World Bank, 2017). 

Although oil prices are anticipated to rise, according to the Economic Intelligence Unit (2018) the 

tenge is expected to depreciate slightly till 2020 mainly caused by a weak Russian rouble succeeded 

by an appreciation period. In addition also the respondents of the survey unanimously expect the 

tenge to depreciate. However other forecasts predict a slightly appreciation of the Kazakh tenge. 

According to the forecast of Euler Hermes (2017) the tenge will profit from strong exports and 

investment inflows, although it is admitted that the currency will remain volatile. Also the forecast of 

the Trading Economics (2018) indicates a slightly appreciation of the tenge, beginning from the third 

quarter of 2018. So, the probability of a further decrease in the value of the Kazakh tenge is 

disputable. The opinions from analysts are dissimilar. 

Impact 
Since being active in Kazakhstan, Company X has already been hit by a depreciation of the tenge for 

two times. The first depreciation, in 2014, was a short depression of which the tenge recovered 

almost directly. The second deprecation however, in 2015, was a serious decrease in the value of the 

tenge from which the Kazakh currency until today did not recover. 

According to interviewee Z, Company X offers its machinery and equipment to Kazakh clients in 

euro’s, avoiding mainly the use of the Kazakh tenge. A depreciation of the tenge will therefore not 

affect the results of Company X directly, according to Eun et al. (2012) stated as the transaction risk 

of foreign exchange risk. However, argued by interviewee Z, a depreciation of the tenge still impacts 

the results of Company X because the Kazakh farmers look pessimistic towards new investments due 

to a depreciated currency. Because the Kazakh farmers have to purchase the machinery and 

equipment of Company X by using the euro, their purchasing power becomes unfavorable in case of 

a depreciated tenge. In addition, according to a research conducted by the Dutch Embassy in 

Kazakhstan about the business challenges and perspectives (2017), Dutch companies operating in 

Kazakhstan marked currency instability by far as the main problem by doing business in Kazakhstan. 

Finally, the respondents of the survey also see the risk of a further depreciated tenge as a factor with 

a major impact. 

Adversely, the results of Company X in Kazakhstan of the last years increased constantly, while the 

Kazakh tenge experienced significant depreciations two times. As shown in figure 25, the turnover of 

Company X in 2015 even increased with 20% compared to the year before despite the serious 

depreciated tenge. Furthermore, the results of 2017 also showed a significant increase compared to 

the results of 2016. 
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So, based on the opinion and the experience of the interviewee, the unfavorable purchasing power 

of Kazakh farmers and the results of the survey the impact of a depreciation of the Kazakh tenge for 

the results of Company X could be assessed as major. However, the results of Company X in 

Kazakhstan show a completely different view with a constant substantial growth in the turnover, 

despite the depreciations of the tenge and the steady low value of the currency. Therefore, it can be 

concluded that the impact of a depreciation in the tenge on the results of Company X is not 

significant. 

6. Currency transfer restrictions 

The government of a country can make restrictions on the use of foreign currencies by implementing 

exchange controls such as banning the use of foreign currency, banning the possession of foreign 

currency or restrictions on the amount of a foreign currency that can be imported or exported. 

Kazakhstan joined the agreements of Article 8 of the International Monetary Fund Charter in 1996. 

This agreement caused for full convertibility and the removal of all controls on current account 

transactions (The U.S. Department of Commerce’s International Trade Administration, 2016). 

Restrictions on the use of a foreign currency directly affect the end-users as well as Company X as 

both will be forced to use the Kazakh tenge. As a result the willingness to invest by end-users can 

decrease, because they will be required to invest by means of the Kazakh tenge, which can be much 

more expensive due to higher interest rates. Furthermore by using the tenge, Company X is directly 

exposed to the risk of fluctuations in the value of the currency. 

Probability 
The Kazakh tenge, controlled by the National Bank of Kazakhstan, is fully convertible to other 

currencies. In 1996 Kazakhstan joined Article 8 of the International Monetary Fund Charter, resulting 

in completely convertibility and the elimination of all other controls on account transactions (The 

U.S. Department of Commerce’s International Trade Administration, 2018). 

According to interviewee Z, since Kazakhstan joined the IMF Charter there have been no signs of any 

implementation of currency restrictions and it is very unlikely to happen. Although there are a lot of 

restrictions in similar countries such as Uzbekistan, it is not the case for Kazakhstan. Furthermore, 

argued by interviewee Z, the country strives to more foreign investors and therefore the 

implementation of currency restrictions would not be comprehensible. According to Omarov (2018) 

Kazakhstan is improving its investment climate in order to increase foreign direct investments into 

the country. Therefore Omarov argues it is important to attract investors with comfortable 

conditions including economic and political stability. On the other hand, a weak national currency 

and a bad performing banking system could be reasons for the Kazakh government to implement 

some restrictions (Economist Intelligence Unit, 2017). The results of the survey show a mixed opinion 

about the probability of currency restrictions to happen. 

So, although the Kazakh government could have some reasons to think about the implementation of 

currency restrictions and the respondents have mixed opinions there have been no signs of 

restrictions to happen. Furthermore, as the country has a strong interest in gaining foreign 

investments it is not likely that some currency restrictions will be implemented. 
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Impact 
Currency restrictions set by the Kazakh government could have different consequences for Company 

X, dependent on the type of restriction to implement. 

Company X mainly avoids the use of the Kazakh tenge, due to the fact that the machinery and 

equipment are provided in euro. Therefore, many restrictions such as the banning of foreign 

currencies could have major impacts on the results of Company X. However, as Company X offers its 

products in euro to the Kazakh clients, the company does not have to convert tenge into euro. A 

restriction on the conversion of foreign currencies will therefore not have an impact on Company X. 

According to interviewee Z, the impact of currency restrictions on the result of Company X will be 

minor, while the results of the survey show a mixed opinion. 

So, the impact of currency restrictions made by the Kazakh government will vary depending on the 

type of restriction to implement. Although interviewee Z estimates a low impact and some 

respondents also estimate a minor impact, a few currency restrictions could have certainly a 

significant impact on the results of Company X. 
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Political 

7. Continuing legal and institutional failings 

Kazakhstan suffers from a high degree of corruption, heavy bureaucracy and a weak rule of law (A.M. 

Best, 2017). Shadow economies are estimated at more than 15% of Kazakhstan’s GDP (Schneider 

Group, 2017). Corruption and heavy bureaucracy can cause administrative delays and obstacles to 

trade. This may reduce the workable days of Company X in Kazakhstan. A reduction of the workable 

days can reduce the results of the company as it can lead to lower revenues due to inability to 

perform. Furthermore poor protection of the government due to a weak rule of law can have the 

potential to cause major problems for companies. Therefore continuation of the country legal and 

institutional failings may have several consequences to affect the results of Company X by doing 

business in Kazakhstan. 

Probability 
In 2015 the Kazakh government launched the 100 Steps program in order to improve the business 

climate of the country. The program includes efforts such as implementing the British law for 

commercial disputes and a focus on civil reform to fight corruption (The PRS Group, 2017). In 

addition, the 100 steps program also includes improving the public service delivery (The World Bank, 

2017).  

However, to date progress has been insignificant as Kazakhstan ranked 122 in the Transparency 

International corruption index of 2017 compared to a rank of 123 in the index of 2015. Furthermore, 

although the efforts of the program, the power of the government is still tightly controlled by 

president Nazarbayev, who can limit institutional effectiveness (A.M. Best, 2017). According to the 

research of (O'Neill, 2014), corruption is the cost of doing business in Kazakhstan. The Dutch Embassy 

stated furthermore in their research to the business challenges and perspectives in Kazakhstan 

(2017) that corruption is still a common problem despite measures to mitigate it. Interviewee Z also 

recognizes the effort of the Kazakh government, however he argues that there is still a long way to 

go. Finally, the results of the survey show also a pessimistic view about the country’s improvements. 

So despite the program of the Kazakh government to improve the country’s legal and institutional 

failings no any progress is made since 2015. Furthermore, several reports and studies show a 

pessimistic view about improvements. Therefore it can be expected that legal and institutional 

failings continue. 

Impact 
The impact of continuing legal and institutional failings including a high degree of corruption, heavy 

bureaucracy and a weak rule of law for the results of Company X in Kazakhstan is not large. 

According to interviewee Z Company X is doing business almost entirely with private entities and 

therefore the company did not experience extensive cases of corruption so far or suffered from 

heavy bureaucracy. Furthermore Company X has implemented a zero tolerance policy in Kazakhstan. 

The rate of turnover Company X loses due to a zero tolerance policy is insignificant because it is a 

commonly used policy in the branch. The results of Company X in Kazakhstan confirm an insignificant 

impact of legal and institutional failings. 

So, although the presence of a high degree of corruption, heavy bureaucracy and a weak rule of law 

in Kazakhstan, it does not impact the results of Company X in the country. Due to the fact that the 



75 
 

company is doing business mainly with private entities and the implementation of a zero tolerance 

policy, the impact on Company X is insignificant. 

8. Political instability/conflicts if Nazarbayev (77) has to stop or is not able to continue. 

For more than two decades current president Nursultan Nazarbayev has been in office. Since 1989 

Nazarbayev has led Kazakhstan (Coface, 2018). The president has been the sole leader of 

independent Kazakhstan from the separation of the Soviet Union. Although the country has a 

democratic form, the power of Nazarbayev is extensive, including the power of the parliament and 

the national economy. However, the president’s age will be 78 in 2018 and he has not announced 

whether he will be eligible in 2019 (Economist Intelligence Unit, 2017). 

So, by having all the power, the political stability of the country may be easily shaken by a suddenly 

or unexpected end of the presidential domination of Nazarbayev. The transfer of the power can end 

up problematic. The political instability or other political developments can have several major 

consequences affecting the whole country including the agricultural sector of Kazakhstan and foreign 

companies operating in the country. So the results of Company X in Kazakhstan may be directly as 

well as indirectly affected by political instability due to the succession of president Nazarbayev. 

Probability 
Kazakhstan’s future without Nazarbayev is an uncertain chapter. In 27 years independency of the 

Soviet Union, there are no conditions created for a democratic transition in Kazakhstan to succeed 

president Nazarbayev. This seems to cause the mixed opinions from the respondents. According to 

interviewee Z everyone in Kazakhstan is uncertain about how and when a new president will be 

installed and what the consequences will be. Also risk rating agencies (ICRG, 2017; Best’s country 

report 2017; Risk advisory 2017) are uncertain about the resignation of president Nazarbayev and 

the consequences. 

There are examples of similar countries of the former Soviet region such as Ukraine and Georgia who 

have had big problems with the installation of new presidents. However, Turkmenistan and 

Uzbekistan are countries who have survived the unexpected death of their leaders without problems. 

Whereas experts feared breakdowns and chaos in the repressive countries (Stykow, 2018). 

Kazakhstan is seeking to attract foreign investors (Omarov, 2018). Therefore the country has made 

several attempts to improve the business climate. However, it could be reasonable that also without 

the presence of president Nazarbayev, Kazakhstan still strives to increase the foreign investments. 

So, the probability of conflicts occurring as president Nazarbayev will be succeeded is a subject of 

speculation. In the recent history there are examples of countries with conflicts, but there are also 

countries without any problems. 

Impact 
The occurrence of political instability or conflicts in Kazakhstan due to a discontinuation of 

Nazarbayev can have major impacts for Company X operating in the country. However, it is almost 

impossible to estimate the impact of conflicts occurring due to the installation of a new president or 

government. The consequences for foreign companies could vary extremely. Although, the 

installation of a new president / government could also go without problems, which was the case in 

Turkmenistan and Uzbekistan. 
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According to interviewee Z the potential impact of a new president or government to be installed 

and the conflicts resulted from that are major for foreign companies operating in Kazakhstan. 

Currently, the country experiences political stability and it attempts to improve the business climate 

in order to increase the foreign investments. However, the installation of a new president could 

change circumstances. Since the separation of the Soviet Union, Kazakhstan never changed from his 

leader. So, the impact of political instability on the results of Company X is hardly to estimate.  

Although the impact on the results of Company X is disputable and it depends on many uncertain 

aspects. The potential impact according to interviewee Z for the results of Company X is major. This is 

also the opinion of the experts, who mainly score the impact of political instability as major. 

9. Catastrophic events / conflicts  

Catastrophic events such as terrorist attacks, civil war, coup threats or cross-border conflicts may 

have several major consequences for the end-users as well as Company X. Unpredictable 

catastrophic events may reduce the number of workable days of the end-users of Company X as well 

as the company itself. Reduction of the workable days of the end-users reduces their business results 

and subsequently that may decrease the willingness to invest in agricultural machinery and 

equipment. A reduction in the workable days of Company X may reduce the results of the company 

as it can lead to lower revenues due to inability to perform. In addition, according to interviewee Y 

the threat of catastrophic events to occur decreases the willingness of end-users to make 

investments due to the uncertainty. 

Conclusively, the occurrence and the threat of catastrophic events can affect the whole economy of 

the country, which makes the conditions for foreign companies such as Company X to do business 

less favorable. As a result, the results of Company X in Kazakhstan are directly as well as indirectly 

affected by the threat and occurrence of catastrophic events in Kazakhstan. 

Probability 
Recently, the government of Kazakhstan increased their concern about violent extremist activities 

(United States Department of State, 2017). In the summer of 2016 several terrorist attacks occurred 

in Kazakhstan, especially in Aktobe and Almaty, resulted in the dead of more than 30 people 

(International Country Risk Guide, 2017). 

Therefore, Kazakhstan is extremely alert to prevent terrorist attacks boosted by their fear of religious 

extremists. National security measures are installed and, although the attacks in the summer of 

2016, they have pointed out the ability to suppress extremist activities (United States Department of 

State, 2017). Mass movements are not likely to happen, because the government restricts the 

possibilities boosted by the fear of terrorism and religious extremists. Organizing legal 

demonstrations in Kazakhstan is very time consuming and difficult (Coface, 2018). According to 

interviewee Z, the probability of catastrophic events of conflicts to occur in Kazakhstan is very low. 

Civil unrest is driven out by the government, the threat of terrorism is controlled by a crude policy 

and the country has good relationships with its neighbors and has no international enemies. In 

addition, the U.S. department of state (United States Department of State, 2017) has assessed 

Kazakhstan as being a low-threat location for catastrophic events. 

So, the probability of the occurrence of catastrophic events such as terrorist attacks, civil war or 

cross-border conflicts in Kazakhstan is very unlikely to happen. Civil unrest is discouraged, the 
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country has no international enemies and the terroristic threat in the summer of 2016 made the 

country even more aware to control the national safety by a crude policy. 

Impact 
Although there is a very small chance that catastrophic events will occur in Kazakhstan, their impact 

on the results of Company X could be substantial. According to Professor D. Alexander (2013) 

companies have a tendency to abstain from investments in conflict zones. Argued by the Professor a 

decrease in the willingness to invest by organizations is a result of the fact that conflict zones suffer 

from limited access to credit markets, infrastructure degradation, limited access to energy and fuel, 

underemployment ascends and trust among individuals, groups and organizations decreases. 

Although Company X is active in several areas of Kazakhstan, the company has mainly locations in the 

bigger cities of the country including Almaty and Aktobe as shown in figure 28. According to 

interviewee Z catastrophic events can directly affect the subsidiaries of Company X as well as the 

willingness of the Kazakh farmers to invest. Therefore, catastrophic events could have a significant 

impact on the results of Company X. Furthermore, the respondents of the survey also assess the 

impact of catastrophic events as significant. However, on the other hand, the threat of terrorism in 

the summer of 2016 had no influence on Company X. 

 

 

 

 

 

 

 

 

 

Figure 28. Locations of Company X in Kazakhstan (Company X, 2018) 

So, according to the opinion of Professor D. Alexander, interviewee Z and the respondents the 

occurrence of catastrophic events could have a major impact on the result of Company X. However, 

recent experience with terrorism did not impact the company. Therefore, it is reasonable to presume 

that the impact of catastrophic events or conflicts depends on the type of conflict or event. 

10. Decrease or ending of the subsidies and other incentives to stimulate the agricultural 

sector by the Kazakh government. 

The agricultural sector is one of the main drivers of the Kazakhstani economy. To improve the sector 

the government qualifies agriculture as a priority development area and launched the AgriBusiness 

2020 stimulating program in 2009. Through the AgriBusiness 2020 program the government provides 

several subsidies and other benefits such as favorable loans to support the agricultural sector till 



78 
 

2020 (The World Bank, 2016). However, many factors can lead to a suddenly decrease or ending of 

the government support. Furthermore, the follow-up of the program is still not clear. Kazakhstani 

end-users may be affected by adverse changes of the government support to the agricultural sector. 

The willingness to invest in agricultural machinery or equipment could decrease due to a decrease or 

ending of the government program. Subsequently, a decreased willingness to invest may affect the 

results of Company X in Kazakhstan. Therefore a decrease or ending of the government incentives to 

support the agriculture in the country may have an indirect effect on Company X. 

Probability 
The agricultural sector is already one of the main drivers of the Kazakh economy, however, the 

government recognizes the huge potential of the sector and stimulates therefore a further increase 

of the sector (The World Bank, 2017). In addition, according to the Kazakh government, the sector 

has to become the new driver of the economy reducing the dependency on the oil industry (The 

Republic of Kazakhstan, 2017). So, agriculture is one of the priority sectors in Kazakhstan and 

therefore the government has stated that the support to the sector as a stimulating part will remain. 

In the last ten years the government support to the agriculture has increased significantly, as shown 

in figure 29. However, the government support still depends on the economic conditions of the 

country, as a result of a weakening economy the government could decide to decrease or end the 

support. The figure demonstrates Kazakhstan’s bad performing economy in 2013, 2014 and 2015 due 

to the decreased oil prices. As a result the government support to the agricultural sector decreased 

significant (The World Bank, 2017). Therefore, according to Ramsay (2017) there remains always a 

risk of a changing economic situation of the country. Even without a change in the country’s 

government, a bad performing economy could result in a decision by the government to decrease 

provided subsidies. Such cases happened already to a number of countries, like Spain in 2013 

(Ramsay, 2017). 

However, according to interviewee Z the probability of a new decrease in the government support is 

not likely. Although, a change in the way they provide their support is plausible due to their drive to 

improve the local production of the agricultural machinery and equipment, as clarified in risk factor 

2. 

Figure 29. Government support to agricultural sector (The World Bank, 2017) 
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So, based on the pressure of the Kazakh government to employ the huge potential of the agricultural 

sector and to decrease the dependency on the oil sector a decrease in the stimulating program by 

the government is not likely to happen. However, the support provided by the government is to a 

high degree dependent on the national economic situation. It is already been proven that a bad 

performing economy results in a significant decrease of the government support. 

Impact 
A decrease or ending of the support by the Kazakh government provided to the agricultural sector 

can result in a significant decrease of the investments made by Kazakh farmers. The ability of Kazakh 

farmers to invest could depend to a certain degree on the support provided by the government, 

including the subsidies and the favorable loans. The dependency on the support of the government 

could further heighten in case of a low value of the national currency and high national interest rates. 

The importance of the government state support program is also recognized by Dutch companies, 

operating in Kazakhstan. The research conducted by the Dutch Embassy in Kazakhstan (2017) shows 

that more than 55% of the companies involved in the research see state support programs by the 

Kazakh government as an important way to improve the business in Kazakhstan. 

According to interviewee Z, a decrease in the provided government support will affect the demand 

on the market. However, comparing the sales figures of Company X in Kazakhstan with the support 

provided by the Kazakh government for the years 2015 and 2016 show no impact. The support of the 

Kazakh government increased significantly in 2016 compared to the year before, however the sales 

figures of Company X in 2016 were the same as the sales figures of 2015. The results of the survey 

show an exactly divided opinion by the experts.  

So, according to the results of the research by the Dutch Embassy and the opinion of interviewee Z, 

the government support to stimulate the Kazakh government is considered as an important factor 

for doing business in Kazakhstan. However, a recently decreased supporting program by the Kazakh 

government did not impact the results of Company X. Furthermore, the respondents also show no 

clear interpretation. So, therefore a new decrease or ending of the subsidy program could have an 

impact on the results of Company X, however as the previous time did not impact the company it is 

expected that the impact would not be catastrophic. 
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7.4 Probability / impact matrix risk factors Kazakhstan 
The results of the total assessment of the risk factors identified for Company X by doing business in 

Kazakhstan are visualized in the probability/impact matrix as shown in figure 30. The scores given by 

the experts in the survey are combined with the scores given by the interviewees. To assess the 

probability dimension of the risk factors, the scores of the experts and the interviewees have the 

same weighting. To assess the impact dimension of the risk factors, the scores of the interviewees 

are substantial important and therefore these scores have a weight of 70% and the scores of the 

respondents weigh 30%. In the case of Kazakhstan there are nine persons who gave scores for the 

risk factors, 3 of them are persons from Company X and six of them are external experts. The formula 

used to assess the impact dimension of the risk factors is: 

Average score interviewees * 0.7 + average score experts * 0.3 

1. Decrease in prices of agricultural products e.g. grains such as wheat 
2. Increase in local production/assembly of agricultural machinery and equipment 
3. Further cooperation on agricultural development between Kazakhstan and China 
4. High / rising interest rates 
5. Depreciation of the tenge 
6. Currency transfer restrictions  
7. Continuing legal and institutional failings 
8. Political instability/conflicts if Nazarbayev (77) has to stop or is not able to continue 
9. Catastrophic events / conflicts  
10. Decrease or ending of the subsidies and other incentives to stimulate the agricultural sector 

by the Kazakh government 
 

Figure 30. Probability impact matrix risk factors Kazakhstan based on the survey and interviews 
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Adjustments 
The results showed in the probability/impact matrix in figure 30 do not take into account the 

assessment of the data from the documentation review. However, the results from the 

documentation review provide additional useful information to assess the risk factors that should be 

considered. The documentation review includes information from well known risk agencies such as 

the International Country Risk Guide, Euler Hermes, Economist Intelligence Unit, A.M. Best, Coface, 

but also documentations from worldwide organizations such as The World Bank and The 

International Monetary Fund and the Dutch and Kazakh Embassy. 

The probability/impact matrix in figure 31 shows the assessment of the risk factors based on the 

documentation review. The assessment of the documentation review shows a similar tendency of 

the risks as the assessment based on the survey, although the general exposure of the risks based on 

the documentation review is lower. Both matrixes assess a depreciation of the Kazakh tenge as the 

most important risk factor. The exposure of the other risk factors is not alarming. 

In order to get a total view of the exposure of the risk factors, the matrix based on the 

documentation review should be considered the most as it is based on several professional reports 

by established organizations. 

1. Decrease in prices of agricultural products e.g. grains such as wheat 
2. Increase in local production/assembly of agricultural machinery and equipment 
3. Further cooperation on agricultural development between Kazakhstan and China 
4. High / rising interest rates 
5. Depreciation of the tenge 
6. Currency transfer restrictions 
7. Continuing legal and institutional failings 
8. Political instability/conflicts if Nazarbayev (77) has to stop or is not able to continue 
9. Catastrophic events / conflicts 
10. Decrease or ending of the subsidies and other incentives to stimulate the agricultural sector 

by the Kazakh government 
 

Figure 31. Probability impact matrix risk factors Kazakhstan based on the documentation review 
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7.5. Recommendations 
Company X is exposed to a wide range of country specific risks by doing business in Kazakhstan. 

Ideally, the probability and the impact of these risk factors are minimized so that the exposure of 

Company X in Kazakhstan to those risks is minimal. However, not all the risks are manageable and 

the company should not try to manage them as the benefit of managing the risk is not worth the 

effort. Therefore, in this chapter recommendations are given for Company X about the best way to 

manage the risk exposure of the company in Kazakhstan. 

In order to recommend an effective risk management strategy, it is essential to determine the risk 

appetite to maintain. The turnover achieved in Kazakhstan was € X million in 2017 and the total 

turnover of Company X in the same year was € X million. So the contribution of the division operating 

in Kazakhstan is sizeable. Therefore, it is recommended for Company X to keep a low risk appetite in 

the case of Kazakhstan. However, the exposure of the identified risk factors for Company X in 

Kazakhstan in general is limited. Therefore, managing these risk factors is not worth the effort. The 

only significant risk factor to take into consideration is a depreciation of the tenge. This is the biggest 

risk factor identified for Company X in Kazakhstan. 

Depreciation of the tenge 

The transaction risk of a depreciation of the Kazakh tenge is already managed by Company X through 

the natural hedging of using the euro. However, in case of a depreciated tenge, the company will still 

be exposed to the economic risk. The products of Company X offered in Kazakhstan could get an 

unfavorable competitive position due to a depreciation of the tenge. 

A depreciation of the tenge makes the products of Company X in Kazakhstan more expensive. In 

order to maintain the competitive position in Kazakhstan in case of a depreciation, Company X could 

lower the prices of its products. However, adjusting the prices of the products to maintain the same 

price index for the Kazakh end-users puts the profit margin under pressure. So, managing the 

economic risk of a depreciation of the tenge is difficult. 

It is a certainty that decreasing the prices of the products offered by Company X in Kazakhstan will 

lower the profit margin of the company. On the contrary, it is not completely certain that a worse 

competitive position, due to a depreciated tenge, will result in a decline of the results of Company X. 

Therefore it is recommended to accept the risk of a depreciated tenge. 

Correlation between the risk factors 

So, a depreciation of the tenge is the only significant risk factor for Company X to take into 

consideration in Kazakhstan. The exposure of the other identified risk factors is not important. 

However, the risk factors should not be considered completely independent, since some risk factors 

are related to each other to a certain extent. 

The value of the Kazakh tenge is an important factor for many developments in the country. So, a 

depreciation of the tenge could be related to several other risk factors. The historical data of 

Kazakhstan show a correlation between a depreciation of the tenge and an increase of the interest 

rates. Also correlation is shown in the figures between a depreciation of the tenge and a decrease in 

the government support to the agricultural sector of Kazakhstan. Furthermore, a depreciation of the 

lira could also increase the chance of currency restrictions implemented by the government in order 
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to strengthen the national currency. So a depreciation of the tenge could increase the probability of 

the occurrence of other risk factors. 

The risk factor of a further cooperation on agricultural development between Kazakhstan and China 

could be related to the risk factor of an increase in the local production of agricultural machinery and 

equipment. These two risk factors are recent developments and there is no historical data available 

to prove a correlation. However, it could be considered that there is a certain extent of relationship 

between the risk factors, as the cooperation of Kazakhstan and China could give Kazakhstan more 

technical possibilities and the specific expertise to increase the production of the machinery and 

equipment. 

Furthermore, the risk of political instability by a sudden end of the presidential domination of 

Nazarbayev could influence other risk factors. Although there is no historical data in the case of 

Kazakhstan, it could be reasonable that the occurrence of political instability increases the probability 

of catastrophic events or conflicts to occur. 

So, to assess the total risk exposure of Company X by doing business in Kazakhstan it should be 

considered that some risk factors are related to each other to a certain extent. In particular the risk 

of a depreciated tenge could influence several other risk factors. 

Total recommendations Kazakhstan 

The turnover of the company in Kazakhstan increased with 43% to € X million in a time period of 

three years, despite the presence of the risk factors and a bad performing economy of the country. 

Furthermore, the exposure of the identified risk factors for Company X in Kazakhstan is not alarming. 

So, therefore it is recommended for Company X to continue their operations in Kazakhstan and 

accept all the identified risk factors, including a depreciation of the tenge. A depreciation of the 

tenge is the only identified risk factor with a serious exposure. The other risk factors do not have a 

significant impact on the results of Company X and managing them is not worth the effort. However, 

it is still advisable to keep observing the development of some risk factors, including the cooperation 

on agricultural development between Kazakhstan and China, the succession of president Nazarbayev 

and the support of the Kazakh government to the agriculture sector. 
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8. Conclusion 
By extending their businesses to Turkey and Kazakhstan, Company X is exposed to a range of 

additional country specific risks including economic risks, financial risks and political risks. The 

current risks of both countries are identified and assessed and the key findings are described in this 

concluding paragraph. 

Turkey 
The past few years, several developments in Turkey have occurred, which had an impact on many 

facets of the country including the economic, financial and political parts. The country is still dealing 

with these developments and Company X seems to suffer from Turkey’s instability as the results 

stagnate. As a result, the risks identified for Company X by doing business in Turkey are generally 

assessed as relatively high risks. 

The most important risk for Company X by doing business in Turkey is the depreciation of the Turkish 

national currency, the lira. The past eight years the lira experienced a dramatically loss of its value 

and a further decline is a widely based expectation due to the remained underlying causes. The 

impact for Company X of the occurrence of a further depreciation of the currency is major. Due to 

the fact that the products of Company X are provided in lira and there are extensive payment terms 

in Turkey, the company is exposed to transaction risk to a high extent. Furthermore, the competitive 

position of the company declines as a decrease of the lira makes it unfavorable for Turkish customers 

to purchase the products of Company X. Therefore, Company X is also exposed to the economic risk 

of a depreciated Turkish currency. Moreover, catastrophic events / conflicts, an increase in local 

production of agricultural machinery and equipment and a decrease or ending of the subsidies to 

stimulate the agricultural sector in Turkey by the EU are high assessed risk factors for Company X in 

Turkey. 

It is recommended for Company X to accept the identified risks because of the high costs of 

managing them and the relatively low turnover of the company in Turkey. Currently, there are many 

relatively high risk factors in Turkey while the results of Company X are minor. So the benefit of 

managing the risks does not outweigh the costs. Therefore, conclusively it is recommended for 

Company X to observe the several developments in Turkey for the short to medium term. If the 

exposure of the identified risk factors does not diminish or the results of Company X do not increase, 

it is recommended to consider the continuation of the company’s operations in Turkey. 

Kazakhstan 
Kazakhstan is an untroubled country with almost no considerable developments that have happened 

the past few years. As a result, the identified risk factors for Company X by doing business in 

Kazakhstan are assessed as significantly lower risks than the case is for Turkey. In addition, some 

identified risk factors for Kazakhstan are assessed as insignificant factors for the results of Company 

X. However, there are still some factors that deserve attention. 

A big issue in the current Kazakh country assessment is the uncertainty about the period that 

president Nazarbayev continues and the uncertainty about his successor. Nazarbayev, who reaches 

the age of 79 in 2019, has not announced whether he will be eligible for the elections in 2019. 

However, the missing of a potential successor and having all the power could result in a problematic 

situation when it comes to the transfer of the presidential position. 
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Although, the most significant risk factor for Company X by doing business in Kazakhstan is the 

depreciation of the Kazakh national currency, the tenge. Since the Kazakh government let the tenge 

free from the peg to the U.S. dollar in 2015, the currency became highly volatile to external factors 

and therefore the value of the tenge in the future is uncertain. Even though Company X offers its 

agricultural machinery and equipment in Kazakhstan in euro, it is still exposed to the economic risk of 

a depreciated tenge. 

It is recommended for Company X to accept all the identified risk factors in Kazakhstan. The exposure 

of the risk factors is in general limited and the results of the company show an increased tendency. 

So, the benefit of managing the risks does not outweigh the costs. Furthermore, the most important 

risk factor, a depreciation of the tenge, is already partly managed by natural hedging. However, it is 

still recommended for Company X to keep observing other developments in Kazakhstan, in particular 

the cooperation of Kazakhstan and China on agricultural development, the succession of president 

Nazarbayev and the support of the Kazakh government for the agriculture sector. 
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9. Limitations and further research 
There are a few limitations of this case study research. Mainly the assessment of the exposure of the 

identified risk factors is subjected to some limitations. A survey has been developed in order to 

measure the probability and the impact of the risk factors. In total 52 external experts were asked for 

Turkey, however the final response was three. For Kazakhstan, 44 experts were asked to give scores 

for the identified risk, resulting in a response of six. More responses could have provided improved 

results to support the assessment of the risk factors. In addition, in the case of Turkey, no employees 

from the Dutch or Turkish embassy were available. So, the low response was a limitation for the 

results of the assessed risk factors. However, the limitation could be redressed due to an abundance 

of applicable data provided by the documentation review. 

The subjectivity of the assessment of the identified risk factors forms another limitation. To assess 

the exposure of the identified risk factors, qualitative methods were used. A qualitative risk analysis 

is an often used analysis by multinational enterprises because of its usability. However, the process 

of a qualitative risk analysis is intuitive to a certain extent, as it is mainly based on human judgement. 

Therefore the qualitative methods to assess the exposure of the risk factors are neither foolproof nor 

objective methods as they include a certain degree of subjectivity. 

Performing quantitative risk analysis could provide a more accurate analysis of the risk factors. 

Quantitative analysis is less subjective and less vulnerable to errors than qualitative analysis. 

However, in order to perform a quantitative analysis complex software, the specific expertise to use 

the software and statistical data is required. But even quantitative risk analysis contains a degree of 

subjectivity according to Wienclaw (2016). 

This study focused on the specific features of the countries Turkey and Kazakhstan and the 

agricultural sector so the results are not clearly generalizable. However, some components of the 

results are still to a certain extent generalizable as it includes typical features of emerging economies 

or countries with political uncertainties. In addition, the results of this case study are mainly 

applicable for companies active in the agricultural sector and operating in Turkey and Kazakhstan or 

plan to operate in these countries. 

Finally, this case study investigated the current risk factors for Company X in Turkey and Kazakhstan. 

However, both countries are subject to several developments and things can change very quickly. 

Therefore, it can be expected that the results of this study will be outdated in the short or medium 

term and so further research should again investigate the risks in the countries, taking into account 

the new developments. Furthermore, especially in the case of Turkey, developments should be 

followed closely. 
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11. Appendices 

Appendix I Interview X and Interview Y 
April 4th 2018 and April 19th 2018 

• Introduction 
 
Dear mister X, 
 
Thank you very much for your time to have this interview, concerning my thesis research. The 
research focuses on risk management for Company X by doing business in Kazakhstan and Turkey. 
For this interview only the case of Turkey will be discussed. 
 
For both countries I try to identify the most important risk factors that might affect the results of 
Company X in those countries negatively. The risk factors which I am focusing on are the economic, 
financial and political risks. After the most important risks are identified, it is the purpose to measure 
the risks based on the probability that it will occur and the impact the risk will have if it occurs. 
Thereafter possible strategies to manage the significant risks will be drawn up. 
 
The first step in conducting the research is to identify the most important risk factors for Company X 
by doing business in Turkey. Given your knowledge and experience, I think that you can provide me 
with very valuable information in this stage of the research. Therefore I would like to ask you some 
questions about risks in Turkey. The information that will be collected through this interview will be 
treated in complete confidence and your response will remain anonymous. 
 

• General questions 
1. What is your function within your organization? 

 
2. What is your nationality? 

 

• Risk identify questions 
 

1. What are according to your opinion economic risk factors for Company X by doing business 
in Turkey, which can negatively affect the turnover of Company X in the country and can you 
explain them? 

 
2. What are according to your opinion financial risk factors for Company X by doing business in 

Turkey, which can negatively affect the turnover of Company X in the country and can you 
explain them? 

 
3. What are according to your opinion political risk factors for Company X by doing business in 

Turkey, which can negatively affect the turnover of Company X in the country and can you 
explain them? 

 
4. By means of several reports such as internal reports of Company X and external reports of 

different organizations such as banks, companies and governments I have already identified 
some risk factors. What do you think of these risk factors and do you recognize them? Can 
you explain why you think it is or it is not a risk factor for Company X operating in Turkey? 
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Appendix II Survey Turkey 
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Appendix III Total results of the survey of Turkey 
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Appendix IV Interview Z 
April 19th 2018  

• Introduction 
 
Dear mister Z, 
 
Thank you very much for your time to have this interview, concerning my thesis research. The 
research focuses on risk management for Company X by doing business in Kazakhstan and Turkey. 
For this interview only the case of Kazakhstan will be discussed. 
 
For both countries I try to identify the most important risk factors that might affect the results of 
Company X in those countries negatively. The risk factors which I am focusing on are the economic, 
financial and political risks. After the most important risks are identified, it is the purpose to measure 
the risks based on the probability that it will occur and the impact the risk will have if it occurs. 
Thereafter possible strategies to manage the significant risks will be drawn up. 
 
The first step in conducting the research is to identify the most important risk factors for Company X 
by doing business in Kazakhstan. Given your knowledge and experience, I think that you can provide 
me with very valuable information in this stage of the research. Therefore I would like to ask you 
some questions about risks in Kazakhstan. The information that will be collected through this 
interview will be treated in complete confidence and your response will remain anonymous. 
 

• General questions 
1. What is your function within your organization? 

 
2. What is your nationality? 

 
 

• Risk identify questions 
 

1. What are according to your opinion economic risk factors for Company X by doing business 
in Kazakhstan, which can negatively affect the turnover of Company X in the country and can 
you explain them? 

 
2. What are according to your opinion financial risk factors for Company X by doing business in 

Kazakhstan, which can negatively affect the turnover of Company X in the country and can 
you explain them? 

 
3. What are according to your opinion political risk factors for Company X by doing business in 

Kazakhstan, which can negatively affect the turnover of Company X in the country and can 
you explain them? 

 
4. By means of several reports such as internal reports of Company X and external reports of 

different organizations such as banks, companies and governments I have already identified 
some risk factors. What do you think of these risk factors and do you recognize them? Can 
you explain why you think it is or it is not a risk factor for Company X operating in 
Kazakhstan? 
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Appendix V Survey Kazakhstan 
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Appendix VI Total results of the survey of Kazakhstan 
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2013 2014 2015 2016

Commodity Variable

Wheat 318,49 271,92 214,82 195,33

Maize 203,24 171,51 164,46 157,17

Country WORLD

Year

World Price

Appendix VII additional figures 

Figure 32. Worldwide production and consumption of wheat and maize (OECD/FAO, 2017) 

 

Figure 33. Price forecast of wheat and maize (OECD, 2018) 

 

 

 

Figure 34. Historical prices of wheat and maize (OECD, 2018) 

 

 

 

 

 

 

 

 

 

 

Figure 355. Trade balance of Turkey (TradingEconomics, 2018) 


