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Abstract 

In this study operational risk management in Icelandic tourism companies is examined. 

Tourism has become an increasingly important industry in Iceland and there are now 

more companies operating in the industry than ever before. Therefore, the aim of this 

study is to investigate, which tools are being used throughout the risk management 

process, to explore which strategies are being used to reduce risk and to examine which 

risks companies deemed important. This study also explores if certain company 

characteristics affect a company’s risk management. A survey is sent to Icelandic tourism 

companies operating in the accommodation, travel agency and car rental sub industries, 

which are sub industries who are totally reliant on tourists. The survey is answered by 48 

companies and the findings show that most companies are using some form of risk 

management, however not all companies are using methods for each step in the risk 

management process. Companies deemed external risks to be most important which 

include environmental, political and competition. Size of a company is found to be an 

indicator of how sophisticated a company’s risk management approach is while age and 

profitability are not. A recommendation for companies working in the Icelandic tourism 

industry would be to follow through with the risk management process and to address 

each step starting with identifying relevant risks, evaluating those risks, selecting 

strategies to mitigate them and finally monitoring the risks which may include revising 

the risk management strategy accordingly.  

Keywords:  Risk Management, Operational risks, Tourism, Iceland. 
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1 Introduction 
In the past eight years, Iceland has experienced a huge boom in the tourism industry 

and as a result the topic of tourism has been especially prominent in Iceland (Oladóttir, 

2017). There are now more companies focused on tourism than ever before, for example 

the number of travel agencies has doubled in six years reaching 1443 in 2018 (Icelandic 

tourism board, 2017). The term tourism refers to the activity of a person traveling outside 

of their usual environment (Chadwick, 1994). In general, if a person travels for leisure 

and recreation, visiting friends and relatives or for business purposes they are considered 

a tourist (Weaver & Lawton, 2014). The number one reason tourists travel to Iceland is 

for the purpose of leisure and recreation (World travel & tourism council, 2017). 

However, the tourism industry is especially sensitive to levels of economic activity and 

as a result risk is a particularly important issue (Pender & Sharpley, 2005).  

 There are three types of risk: market, credit and operational risk (Groenfeldt, 1997; 

Loader, 2007; Duncan, 2000; Cope, Mignola, Antonini, & Ugoccioni, 2009; Allen, 

Boudoukh, & Saunders, 2004). Operational risk is the focus because researching it, in 

this especially volatile market would yield important insights for tourism managers. 

Furthermore, it would be interesting to assess how advanced the risk management in 

those firms is and how the status quo in risk management is. Several studies have been 

made assessing specific operational risks in the tourism industry, the biggest being 

natural disaster risk (Becken & Hughey, 2013; Bird, Gísladóttir, & Dominey-Howes, 

2010; Drabek, 1995; Faulkner, 2001; Saha & Yap, 2014). However, to the best of my 

knowledge, no previous study has been made connecting operational risk as a whole to 

tourism and in fact very few studies have been made on operational risks outside of the 

banking and insurance sectors (Oehler, Wendt, & Horn, 2017). Consequently, the 

research question is to what extent Icelandic tourism companies manage their operational 

risks.  

Risk is the probability of loss along with the significance of that loss to an 

organization (Mitchell, 1995), it is something unexpected with a negative impact, 

whether monetary or not, which had not been accounted for (Crouhy, Galai, & Mark, 

2014). The simple definition of operational risk is the risk arising from the operational 

activities in conducting business (Mitra, Karathanasopoulos, Sermpinis, Dunis, & Hood, 

2014). Some examples of operational risks are: Human resources which includes human 
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error, technological, legal, fraud, reputational, political, terrorism and environmental 

(Crouhy, Galai, & Mark, 2001). Operational risk is an inevitable part of business, and as 

such can never be eliminated, nonetheless it can be managed (Carol, 2003).  

Tourism is the largest service sector industry in the world and as such has many sub 

industries such as airlines, accommodation, tour operators, travel agencies, local tourist 

offices, handling agents, transfer companies, restaurants and even stores (Pender & 

Sharpley, 2005). Yet, some of these sub industries primarily serve tourists whereas others 

serve tourists and local residents alike, therefore Pender & Sharpley (2005) classify 

tourism businesses according to whether they could survive without tourists, although in 

a diminished form. Hence, only those businesses deemed reliant only on tourists, which 

are accommodation, travel agencies, and car rentals are considered. Furthermore, these 

three sectors are the ones tourists in Iceland (besides air travel) spent most of their money 

on (Icelandic tourism board, 2017). In 2017, accommodation accounted for 30% of 

spending, transportation and transport equipment rental for 14% and travel agencies for 

14% as well (Icelandic tourism board, 2017).  Only the travel agencies who operate their 

tours and services in Iceland are considered.   

The purpose of this study is to assess how Icelandic tourism companies manage their 

operational risk and based on the findings, a recommendation to Icelandic tourism 

companies is made.  

The research objectives for this study are to:  

Ø Investigate which tools the Icelandic tourism companies are using to identify, 
measure evaluate, and control risks. 

Ø Explore the strategies which are used to reduce risk. 

Ø Discover how sophisticated the risk management based on the following 
company characteristics is: 

o Sub industry 

o Size 

o Age 

o Profitability 

o Organization type 
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Badly managed risk affects everyone in and around corporations. Managers are the 

central characters to the risk management process and will be blamed for operational 

risks occurring. Though, employees will feel the effects of badly managed risk because 

they will be the first to be let go if sales decrease (Sadgrove, 1996). Creditors care about 

badly managed risk since a company may not have sufficient funds for repayments if an 

operational risk were to occur. Moreover, other roles which are affected by badly 

managed risk are for example the board of directors who have to revise the company’s 

strategy and shareholders which are affected if the value of the company drops. Thus, the 

following research is important for the tourism industry, because it aims to identify 

operational risks which tourism companies need to consider and will then give an outline 

on how to manage them. Based on the findings, a recommendation to Icelandic tourism 

companies is made, thus helping Icelandic tourism companies manage their operational 

risks in an effective way.  

In order to answer the research question, a web-based questionnaire survey is sent to 

companies working in the selected sub industries. A survey is chosen because it is 

deemed the best way to reach a large number of participants, it is easy and not time 

consuming for the participants, and is the most efficient way to get insights into Icelandic 

tourism company’s risk management since yearly reports are unlikely to be available for 

all companies (Reynolds, Wood, & Baker, 2007).  The main findings are that companies 

use a range of methods for their risk management, while some companies claimed to 

have no risk management in the beginning of the questionnaire they did in fact use 

several methods throughout the risk management process outlined in other questions. 

However, there were several companies which did not use any risk management 

throughout the risk management process. Managers deem external risks to be most 

important including environmental, political and competition. Car rentals have the most 

sophisticated risk management approach from the three sub industries, then 

accommodations and lastly travel agencies. Size is found to have an effect on the 

sophistication of the risk management, yet, age and profitability did not.  

A recommendation for companies would be to address each step in the risk 

management process with equal importance. A company should follow the four steps in 

risk management which are identifying risks for the company, evaluating them, choosing 

strategies for mitigating the risk and monitoring the risks which includes making sure the 

risk mitigation is working. There are a variety of methods which can be used in each step 
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and no particular method is the right one. Lastly, companies should also keep internal 

risks in mind since those are a vital component of risk management.  

The thesis is organized as follows: in Section 2 the literature relating to operational 

risk and to the business of tourism is analyzed. The next section, Section 3, presents how 

the data is gathered, the sample used and the methodology of the survey as well as 

discussing company characteristics. In Section 4 the results of the survey are presented 

and discussed. In Section 5 a conclusion is made which discusses the implications and a 

recommendation based on the findings is made to firms operating in tourism in Iceland 

on how to deal with their operational risk, lastly the limitations are presented.   
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2 Literature review 
In this section, the tourism industry in relation to operational risk management is 

presented. This chapter examines relevant literature in the tourism industry as well as 

examining operational risks and risk management. Additionally, previous studies are 

described and critiqued. First tourism as an industry is discussed and then a specific 

focus on Iceland is presented, next risks and operational risks are examined along with 

how to manage them.  

2.1 Tourism and the tourism sector in Iceland 
Although the term tourism may seem like an intuitive concept the definition is often 

debated. According to Mill and Morrison (1998) tourism is an international activity in 

which people cross borders for leisure or business and stay at least 24 hours but less than 

one year. However, their definition ignores day tourists and domestic tourists, who travel 

within their own country as well as not including day visitors. Chadwick (1994) brings a 

simpler definition “the activities of a person outside his or her usual environment for less 

than a specified period of time”. However, whether someone is considered a tourist 

largely depends on their purpose of travel. According to Weaver and Lawton (2014) the 

three main purposes of travel which fall under tourism are leisure and recreation, visiting 

friends and relatives or business. Leisure and recreation in this context account for the 

largest global level of tourist activity (Weaver & Lawton, 2014). There are several other 

purposes which would qualify as a tourism purpose such as: athletes competing in a 

sporting event travel for religious purposes and health tourism such as receiving medical 

treatment in another country (Weaver & Lawton, 2014). On the other hand, exclusions to 

tourism are daily routine trips, commuter traffic, migrant and guest worker flows, 

nomadic movements, refugee arrivals, travel by diplomats and consular representatives 

and travel by active military personnel (Weaver & Lawton, 2014). For the purpose of the 

present study, tourism is considered to be any foreign visitor to Iceland for a specific 

amount of time.  

Tourism is a huge global business and as such has many different types of sub 

industries such as accommodations, airline travel, transfer and car services, attractions, 

tour operators, restaurants and shops (Pender & Sharpley, 2005). The companies 

themselves can belong to large international companies or franchises or be independent 

locally based companies (Holloway, 2009).  Some of these companies supply mostly 
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tourists such as accommodation, car rentals, travel agencies and tour operators whereas 

others supply locals and tourists alike, such as restaurants, shops and the airlines industry 

(Weaver & Lawton, 2014). Pender and Sharpley (2005) therefore classify tourism 

businesses according to whether they could survive without tourism or not. Therefore, 

accommodation, travel agencies and car rentals are analyzed because they are totally 

reliant on tourists and therefore their business models are solely catered towards tourists 

whereas other sub industries cater towards locals and tourists. In order to study these sub 

industries, their business models are analyzed to understand where operational risks 

could arise.  

The largest sub-sector within the tourism economy is the accommodation industry, 

because a large percentage of tourists will require overnight stay during their travels 

(Holloway, 2009). The accommodation industry itself is extremely diverse in terms of 

size, style, location, ownership and the type of variety of services included. Though 

hotels are the biggest and widely recognized form of overnight accommodation for 

tourists (Holloway, 2009), other choices include: hostels, bed and breakfasts, self-

catering apartments, home exchanges, camping and even transport-based 

accommodations such as cruises (Pender & Sharpley, 2005). Managing a hotel involves 

managing three main components: the workforce, the assets and the customer (Jones & 

Lockwood, 1989). The workforce is controlled by the managers who are central to the 

management process of the company. The workforce at a hotel is grouped into two 

categories, those who are responsible for customer service such: receptionists, luggage 

carriers, security, room service, personnel linked to the food & beverages and spa staff 

and those who are not such as: accounting, marketing, engineering and upper 

management (Jones & Lockwood, 1989). Of the “customer service” sub group, not all 

will interact with customers such as security or housekeeping, yet the key is that they are 

hands on participants in the delivery of the hotel services. However, not all hotels will 

have each subgroup and some hotels may hire contractors to fill several of these roles.  

Technology is another factor which is managed by the workforce, although hotels may 

not need the most complicated technology, a website and booking platform are crucial 

(Bharwani & Mathews, 2012). Bookings themselves can come through multiple channels 

such as online, phone or third party re-sellers and the technology connecting these to the 

hotel itself is important because it determines how easily staff can manage the hotel’s 

bookings (Holloway, 2009). 
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Besides managing the workforce, managers are also responsible with cooperating with 

investors and the board of directors who may be the ones setting the objectives for the 

hotel. Furthermore, a hotel may also have contracts with various suppliers such as: food 

and beverages, shampoos and soaps, replacements for various types of furniture, linen 

and pillows. A hotel also involves a physical asset which can be owned by the company, 

leased or rented. This physical asset is vital in delivering the experience to the end 

customer, and can take various forms such as: one large building containing all rooms, 

small cottages of individual rooms, a combination of two or a completely different set up. 

The location of the physical asset is one of the most vital components as well as the mix 

of facilities offered (Holloway, 2009). Furthermore, different physical assets will also 

demand different management styles, for example an all-inclusive hotel will require 

different planning than a hotel only offering rooms. A hotel’s organizational and 

operational complexity increases with size (Rutherford & O'Fallon, 2007) and it is 

essential that it is maintained by the workforce in order to meet customer’s expectations 

(Bharwani & Mathews, 2012). Due to the physical asset of a hotel, a considerable 

amount of fixed costs needs to be invested and thus making operating a hotel quite risky 

(Holloway, 2009).  

Besides the three main components, a hotel is also affected by sources outside of their 

control such as competition, political environment, terrorism and environmental factors. 

Competition for hotels is especially challenging since a competitor could arise offering: a 

greater supply of rooms, improved facilities, lower rates, greater brand recognition, wider 

marketing and distribution networks or a stronger financial position (Bharwani & 

Mathews, 2012). Furthermore, online booking websites have made it easier for customers 

to compare accommodations offered in a specific destination (Holloway, 2009).  

Unlike the hotel structure, the travel agency business is not centered on a physical 

asset in which guests stay in but rather a service which is offered to guests. The definition 

of a tour operator is an organization which offers and sells the following travel-related 

services: planning of travel recreation leisure activities, organization of meetings and 

exhibitions, any form of agency operation with regard to tickets for travel by either car, 

air or rail, recreation such as horse-trekking, snowmobile excursions, river sailing and 

adventure tours in specially equipped vehicles and lastly travel and refreshments as part 

of services rendered (Icelandic tourism board, 2017). A travel agent, on the other hand, is 

an individual who organizes, offers and sells package tours, this travel agent can also 
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offer all the travel-related services of a tour operator, whether in the form of package 

tours or not (Icelandic tourism board, 2017). Travel agents frequently need to plan their 

tours up to two years ahead of time and fix their prices which implies a risk if certain 

factors were to change (Pender & Sharpley, 2005).   

The business structure of travel agencies is similar to the hotel structure in the sense 

that there are vastly different types of travel agencies offering a wide range of different 

services (Icelandic tourism board, 2017) and there are two types of employees, those who 

interact with customers and those who do not. Travel agencies can either focus on one 

type of tour such as for example activity tours or walking tours or have many different 

types of tours to choose from. During the tour itself, the guide is one of the most 

important interactions for the customer, since they are responsible of the delivery of the 

product. Customer service staff may not necessarily be face to face to the customer but 

are also central in the delivery of the product, likewise drivers or helpers in tours may 

also interact with customers. Those who do not interact with customers are management, 

accounting, marketing and engineering. The managers are the central character whose 

responsibility is to make sure that these different functions work together with the goal of 

serving the customer. Unlike the accommodation industry, travel agencies may have 

walk-in offices where tourists books their trips or simply a back office where bookings 

are handled. Bookings themselves can come through multiple channels such as online, 

phone or third party re-sellers. The design of the technology around these systems is 

important because it determines how easily staff can manage bookings. 

 Tour companies will have different types of physical assets depending on which tours 

are offered, companies offering tours by busses or mini-vans may either own these or 

rent them. Other tour operators may offer activity tours through various other vehicles 

which can either be rented or owned such as: kayaks, snow sledge’s, boats or horses. 

Consequently, the state of those assets is crucial in the delivery of the service product. 

Some other factors for the travel agency business are their suppliers; these can either be 

suppliers for their vehicles, other equipment or contractors who may be hired for various 

jobs. Furthermore, many travel agencies rely on third-parties to book through their 

channels such as travel agents from abroad, booking offices in the city or 

accommodations, and the relationship between those needs to be closely maintained. 

Travel agencies are also affected by issues beyond their control such as: mergers and 

acquisitions, political changes, war, terrorism, economic recessions, outbreak of disease 
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and intense competitions (Pender & Sharpley, 2005). Competition is especially fierce due 

to online platforms such as TripAdvisor which have made it particularly easy for 

customers to compare and rate services offered by travel agents. 

The car rental and transportation companies have a slightly different business 

structure than the accommodation and travel agency sector. Their model revolves around 

renting their vehicles to their customers for a set amount of time. This involves a service 

during: the reservation process, delivery of car to customer, return of car and handling 

complaints (Grönroos & Sand, 1993). Yet it also includes a physical asset which is the 

vehicle itself (Pender & Sharpley, 2005). Employees are mostly those who are 

responsible for the customer service such as bookings and pickups and drop offs and 

those who are responsible for management, accounting, marketing and maintenance of 

the vehicles. The physical asset, the vehicle, is one of the most crucial in the deliverance 

of the product since customers will base their experience on the shape of the vehicle. Car 

rentals will also offer vastly different types of vehicles such as 4x4 vehicles, small cars, 

vans, busses and camper vans (Halldórsson, 2015).  Larger car rentals will often have 

contracts with suppliers which tie them to one particular car brand, on which they are 

given advantageous prices (Holloway, 2009). The car rental industry is marked with 

continues investment in new cars and to update the old ones as well as fierce competition 

(Halldórsson, 2015).  This competitive nature has led to marketing playing a key role in 

the success of a car rental (Holloway, 2009). Car rental companies attract their customers 

through different computer reservation systems such as travel agents, websites of airlines 

or other major intermediaries, their own website or online rental websites which offer a 

vast number of sellers (Holloway, 2009). These play an important role in the success of 

the car rental and online resellers have made it easier for customers to compare a 

company, which increases the competitiveness of the environment (Wood, 2006). The 

technology around these computer reservation systems needs to be easy for staff to work 

with because it is a crucial aspect of receiving and managing bookings.  

2.1.1 Tourism in Iceland 
The accommodation, car rental and travel agency industries are the three biggest 

industries which tourists in Iceland spent their money on (Icelandic tourism board, 2017). 

The tourism industry has become an incredibly important part of Iceland’s economy and 

has contributed 8.4% to its GDP in 2016 (Iceland Statistics, 2017). The latest statistics in 
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tourism in Iceland show that 77.9% of tourists were visiting for leisure and recreation and 

22.1% visited for business reasons (World travel & tourism council, 2017).  According to 

the Icelandic tourism board (2017), summer is the peak season and 38% of tourists in 

2016 visited in those months. Spring and autumn are considered shoulder seasons and the 

winter months are the second most popular season (Icelandic tourism board, 2017). As a 

result, tourism companies may need to hire additional workers during those peak months. 

In January 2018 the occupancy rates for bedrooms in hotels was 57%, and the total 

number of overnight stays for all types of accommodation was 455,200 in the same 

month (Iceland Statistics, 2018).  In January 2018, a total of 23.589 rental cars were 

registered in Iceland which is three times more than in 2012 and 35% more than in 2016 

(Hagstofa, 2018).  Furthermore, in 2016, 54% of tourists rented a car in the summer 

months and 45% in the winter months (Icelandic tourism board, 2017). Although the 

percentage of people renting cars is fairly similar for the summer and winter months, the 

change is much more drastic when it came to booking an organized tour. According to 

the Icelandic tourism board (2017) 44% of tourists booked an organized coach tour in 

winter and only 27% in summer. However, there are many types of tours which are 

offered by travel agents in Iceland besides coach tours; some of these include walking 

tours, driving excursions, sledge excursions, horse trekking, cycle tours, motorcycle and 

quad tours, tours and excursions by sea, sightseeing flights and many more (Icelandic 

tourism board, 2017).  Around 51% of tourists participated in a guided tour in winter and 

31% in summer (Icelandic tourism board, 2017).  

2.2 Risk  
Risk is the probability of loss along with the significance of that loss to an 

organization (Mitchell, 1995), moreover this loss is unexpected and will have a negative 

impact, whether monetary or not, on the organization (Crouhy, Galai, & Mark, 2014). 

Nonetheless, it can be extremely difficult to assess the probability of an event occurring 

as well as predicting the likely loss resulting from this event.  Therefore, assessments of 

risk have to involve what causes risk and to take different types of consequences into 

account (Harland, Brenchley, & Walker, 2003).   

There are many different types of risks which businesses can face and scholarly 

articles differ somewhat in their definitions of the main categories. Most researchers 

argue for the following three: market risk, credit risk and operational risk (Groenfeldt, 
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1997; Loader, 2007; Duncan, 2000; Cope, Mignola, Antonini, & Ugoccioni, 2009; Allen, 

Boudoukh, & Saunders, 2004; Olson & Wu, 2008). The Basel Committee on banking 

supervision defines market risk as the risk arising from movements in market prices, 

which can arise through currency exchange fluctuations, oil price fluctuations and equity 

price risk (Crouhy, Galai, & Mark, 2001).  Credit risk is the risk of financial loss due to 

another party failing to perform its contractual duty (Jorion, 2007). While operational 

risk is the risk arising from the operational activities in conducting business (Mitra, 

Karathanasopoulos, Sermpinis, Dunis, & Hood, 2014). Hemrit and Arab (2012) follow 

the specific risks set forth by the Basel committee which defines operational risk as the 

risk resulting from loss of inadequate or failed internal processes, people and systems or 

from external events, and includes the following risks: internal fraud, external fraud, 

employment practices and workplace safety, clients, products and business practice, 

damage to physical assets, business disruption and systems failures, execution, delivery 

and process management. This definition includes legal risks, yet excludes strategic and 

reputational risk which is included by other sources. Crouhy, Galai and Mark (2001) 

discuss that strategic risk should be included because by failing to address a strategic risk 

it could easily translate into an operational risk. As an example, a change in the tax laws 

is a strategic risk; yet failing to comply with this new law would be an operational risk.  

There are two types of operational risks, internal and external risks (Crouhy, Galai, & 

Mark, 2001). Human resource risk is one of the most prominent internal risks because 

one of the biggest value drivers in a firm are its employees. When humans are involved 

in a process it can ultimately lead to several risks, such as errors, poor performance, 

deliberate criminal act, malicious action and incompetence or neglect (Loader, 2007). 

Another internal risk is technology and Information Technology (IT) risk. IT risk refers 

to software and hardware errors, outdated or unsuitable software or hardware or 

cybercrime such as viruses, hacking and malicious attack (Loader, 2007). Technology 

risk refers to all other risks related to technology which are not included by IT risk, some 

examples are outdated or unsuitable equipment and technical systems, lack of 

maintenance, lack of knowledge of systems, inability to manage projects, lack of support 

for systems and lack of awareness of systems capability and scope (Loader, 2007). 

Cybercrime and data privacy risks can affect every aspect of a company’s operations. A 

survey conducted by PwC (2017) found that 85% of 1,582 managers who were surveyed 

were somewhat or extremely concerned about cyber crime’s threat to their organization. 
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Nonetheless, this survey showed that only 3% of the managers were taking actions to 

combat this risk.  There are several steps which a company can take to reduce some of 

these risks, for example the risk of viruses can be limited by installing an anti-virus 

program for each computer or lack of knowledge of systems can be managed by 

employee training of the technology (Gui, Haron, Sabrina, Timoti, Yusuf, & Pratiwi, 

2013). Other internal risks which fall in the processes category are legal risk which are a 

part of the internal risks, because if managers do not comply with the law it can result in 

costly fines, lawsuits and even imprisonment, and managers should consequently be 

familiar with laws specific to the firm (Rutherford & O'Fallon, 2007). Lastly, 

reputational risk is the negative publicity around a firm which can have a negative effect 

on the customer base (Chernobai, Rachev, & Fabozzi, 2007). This risk is usually a 

symptom of other failed risks which lead to this risk, but it is incredible difficult to 

reverse its effects (Hussain, 2000). 

External risks arise due to factors outside of the firm’s control (Bharwani & Mathews, 

2012), such as political, terrorism, environmental, competition and societal factors. 

Another type of external risk is any type of unlawful activity by third parties such theft, 

embezzlement and scams without the assistance of an internal party (Cope, Piche, & 

Walter, 2012). Cope, Piche and Walter (2012) find that external fraud losses increased 

with the level of wealth in a country and decrease with the size of the institution. 

Furthermore, external fraud losses were found to be less severe than internal fraud losses 

(Cope, Piche, & Walter, 2012).  

Operational risk events can be divided into two categories, high frequency low 

severity (HFLS) events which occur often but will not result in significant losses and low 

frequency high severity (LFHS) which are rare but when they do happen the 

consequences will be enormous (Allen, Boudoukh, & Saunders, 2004; Van Grinsven, 

2009; Jorion, 2007). The importance of managing HFLS operational risks has become 

evident in the past with several financial disasters occurring as a result of management 

failing to identify these risks. One example is the Barings Bank scandal in 1995 where a 

single trader caused extreme operational losses totaling 1.5 billion USD leading to the 

bankruptcy of the bank (Crouhy, Galai, & Mark, 2001; Hemrit & Arab, 2012; 

Groenfeldt, 1997). Another recent example is the subprime mortgage market crisis of 

2007 in the United States (Hemrit & Arab, 2012). Other nonfinancial scandals include 

the Enron scandal of 2001 where fraud, nepotism and mismanagement lead investors to 
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the loss of 70 billion USD (Crouhy, Galai, & Mark, 2001; Hemrit & Arab, 2012) and the 

Sumitomo copper scandal in which the company lost 1.8 billion USD due to 

unauthorized trades (Loader, 2007). Due to operational risk scandals from the past, 

several regulations have been put forth specifically for the banking industry including 

Basel II, Sarbannes-Oxley, several EU Directives and MiFID which are directly related 

to operational risk because the fundamental processing, people and procedures are the 

ones who generate the risk scenarios (Loader, 2007). However, none of these regulations 

include the tourism industry. 

2.3 Operational risks in tourism companies 
Operational risks can occur in many sections of tourism companies’ operations. 

Human error is especially important in the hospitality sector since they are an integral 

part of projecting the image of the organization (Bharwani & Mathews, 2012). This also 

applies to the tourist agency sector since guides and customer service are at the forefront 

of services offered to tourists. Car rentals present the tourist with their rental vehicle and 

may be in contact with them throughout their journey until they return the vehicle again. 

The quality of the service offered is most often assessed during the face to face 

interactions between service providers and customers in tourism companies (Kusluvan, 

2003). Therefore, training, development and appearance of the customer-contact 

personnel is instrumental to the successful delivery of the tourism product (Appiah-Adu, 

Fyall, & Singh, 2000). Unfortunately, according to Nickson (2007) tourism companies 

tend to struggle with recruiting, developing and maintaining a committed, competent and 

motivated workforce. Furthermore, Nickson (2007) finds that only 12% of employee’s in 

the tourism industry were educated in the field of tourism, which is a problem because 

increased skills in a company can reduce the human errors that cause operational risk 

(Wahlström, 2006). Loader (2007) outlines the four reasons which highlight the 

problems which may cause operational risks in staff: poorly trained personnel, lack of 

motivation, ineffective management of the team and inadequate sources of information to 

provide for solutions. Moreover, when humans are involved in processes the risk of 

illegal activities by staff such as theft, embezzlement and fraud exist, which can result in 

major financial losses or damage to the reputation of the organization (Flaig & Chang, 

1999).  
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Tourists are booking predominantly online and social media has now become a crucial 

platform for tourists to gain information about the tourism service (Ukpabi & Karjaluoto, 

2017). Due to this, two risks arise, competition increases because tourists can more easily 

compare companies and the technology risk revolving around the platform. The booking 

platform and website is a crucial technology which connects the customer to the 

company, therefore it needs to be safe, reliable and efficient (Hemrit & Arab, 2012). For 

the tourism industry it is also especially important that all booking platforms and 

websites have a mobile version, since tourists travel predominantly with their 

smartphones (Pender & Sharpley, 2005). A further challenge is that technology is 

developing rapidly and it is impossible to rely on the same technology lasting for a long 

period of time (Olson & Wu, 2008). Therefore, a manager must select the type of 

technology that will integrate business activities with the end customer and even with 

their suppliers (Garcia-Dastugue & Lambert, 2003). The one thing managers should keep 

in mind when it comes to technology and IT risks is to make sure their staff understands 

the roles, capabilities, issues and opportunities in each area (Loader, 2007). Due to these 

booking platforms, reputation is especially important. A company can ruin their 

reputation with slipping performance standards, bad service delivery or a period of 

repetitive mistakes (Loader, 2007). Booking platforms have made it extremely easy for 

customers to move from one company to another (Hussain, 2000). Third party booking 

channels such as booking.com, TripAdvisor and rentalcars.com have made it easy for 

customers to rate their experience which can then be viewed by new potential customers, 

if a company continuously receives bad ratings their reputation can suffer. Additionally, 

tourism firms rely heavily on new customers and therefore a firm’s reputation is 

paramount to being the reason for their selection (Appiah-Adu, Fyall, & Singh, 2000).  

Oroian and Gheres (2012) conducted a study regarding risk management models in 

travel agencies and identified the top risks which firms deemed important. All of these 

would be categorized under external operational risks, and were: terrorist activities, 

natural disaster, war/conflict, political instability and increased competition (Oroian & 

Gheres, 2012). The tourism industry is especially affected by competition due to the large 

number of suppliers (Bharwani & Mathews, 2012; Appiah-Adu, Fyall, & Singh, 2000). 

A new competitor entering the market and changing the environment would fall under 

competition risk (Crouhy, Galai, & Mark, Risk Management, 2001). Moreover, local 

tourism companies also face the competition from foreign companies who could 
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penetrate the market (Holloway, 2009). Therefore, it is especially important that different 

sub industries work together to gain a competitive advantage (Appiah-Adu, Fyall, & 

Singh, 2000). Political risk can refer to the political instability in a country or to a major 

regulatory regime change (Crouhy, Galai, & Mark, Risk Management, 2001). An 

example of a regulatory change could be the introduction of a new tax specific to the 

tourism industry or new regulations which would restrict the operations.  

Another risk factor which can have a profound effect on tourism is terrorism and 

political unrest, Saha and Yap (2014) found in their cross-country analysis that political 

instability and high risk for terrorism had a negative impact on tourism. However, 

terrorist activities do not only impact tourists arriving in the country but can also affect 

the businesses when it takes place. The year after the terrorist attacks of September 11, 

2001 in the United States, 6.8% fewer tourists visited North America (Lepp & Gibson, 

2003).  

Risks can also occur through unexpected environmental factors. This risk refers to 

situations in which a firm is confronted with sudden and unpredictable natural 

phenomena over which it has no control; some examples are floods, volcano eruptions, 

earthquakes and tornadoes (Faulkner, 2001). Drabek (1995) suggests that tourists are 

especially exposed to dangers if these types of disasters occur, because they are less 

familiar with the local environment and the resources available to avoid risks. There have 

been a number of natural disasters which affected tourist destinations such as the 2004 

Indian Ocean tsunami, hurricane Katrina and floods in Australia (Becken & Hughey, 

2013). Natural disaster risk management has been widely studied in terms of tourism 

management due to its profound effects on tourism. One of the biggest risks for tourists 

in Iceland in terms of natural disasters is likely to be an unexpected volcano eruption. A 

study on volcanic hazards and education in southern Iceland found that both tourists and 

employees alike had little knowledge of emergency response procedures in case of an 

eruption (Bird, Gísladóttir, & Dominey-Howes, 2010). According to their survey, only 

21% of tourism employees had received proper emergency response training and 25% of 

the tourists had seen the Eruption Emergency Guideline brochure (Bird, Gísladóttir, & 

Dominey-Howes, 2010). Although a natural disaster cannot be avoided by a company, 

incorporating strategies of how to cope with it can prove to make a difference. 
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2.4 Managing Risks 
Tourism companies face many risks and therefore knowing how to manage them 

should be a vital component of operations management. Some tourism companies may 

not have established risk management processes and those that do may vary significantly 

from each other depending on the nature of their company (Ravas, 2011). According to 

Oehler and Unser (2002), there are four main components to the risk management cycle 

and can be seen in Figure 1.  

Figure 1. Risk Management Cycle 

Notes: Figure 1 shows the risk management cycle outlined by Oehler & Unser (2002). 
 

Thus, risk management refers to active administration of the various risks a firm is 

exposed to (Harvey, 2012). Risk management starts with the board of directors who 

specify which levels of risk would be acceptable for each unit within the organization 

(Danielsson, Jorgensen, & de Vries, 2002). Moreover, the board of directors plays a 

critical role in risk management because of the resources they decide to allocate to risk 

management (Danielsson, Jorgensen, & de Vries, 2002).  Furthermore, March and 

Shapira (1987) concluded that manager’s perspective on risk were most affected by 

critical performance targets which were set by board of directors. However, the risk 

manager is the central character to risk management and is responsible for determining 

the strategy for the company (Martin, 2009). They must assume a leadership position 

within the business and have the authority to stop inappropriate action and to provide 

guidance when it is needed, as well as holding an advisory position for senior 

management, and to communicate when risks may be occurring (Martin, 2009). 
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Nevertheless, according to Sadgrove (1996) employees are the ones who feel the effects 

of badly managed risk first, if sales go down they will be the first to be let go in order to 

save money. If the risks have resulted in less demand for the product or a decline in price, 

the shareholders of public companies will be affected by the share price falling while 

shareholders of non-listed companies will be affected by a smaller valuation of the 

company, which is why shareholders look for the company’s exposure to risk in their 

annual report (Sadgrove, 1996). Although shareholders of public companies can avoid 

being affected by bad risk management through a diversified portfolio, some investors 

may choose to only invest in companies whose risk is being reported in their annual 

report.  

2.4.1 Risk identification and measurement 
The first step in risk management is identifying and measuring risks, which involves 

determining all relevant risk categories (Oehler, Herberger, Wendt, & Höfer, 2015). In 

this step it is not important to know the probability of an event but rather to gather data of 

what might happen (Pritchard, 2015). 

The most important step is gathering a list of relevant risks, to which managers can 

take several approaches; some of these are SWOT (strengths, weaknesses, opportunities 

and threat) and PESTLE (political, economic, social, technological, legal, environmental) 

analysis, brainstorming, workshops and Delphi methods as well as checklists, gap 

analysis, risk trees and flow charts (Oehler, Herberger, Wendt, & Höfer, 2014; Sadgrove, 

1996; Islam & Tedford, 2012; Bharwani & Mathews, 2012). Firms can create risk 

categories where risks are grouped together with their possible causes (Crouhy, Galai, & 

Mark, 2001). The Delphi method is a method where the opinions of experts are used 

through questions whose answers are reviewed, re-evaluated and asked again (Pritchard, 

2015). Some other techniques are then useful for determining unlikely events such as 

scenario analysis in which management imagines catastrophic operational events by 

asking “What if” questions and estimates their impact on the firm (Allen, Boudoukh, & 

Saunders, 2004; Shih, Samas-Khan, & Medapa, 2000). Oroian and Gheres (2012) find 

that the most common methods used for identifying risks in travel agencies were through 

competitors (76.19%), market related statistics, seminars, workshops and media reports 

(71.4%), complaints and interviewing tourists (66.6%) and economic forecasts, 

brainstorming and group discussions (61.9%).  
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Employees can also be the source for identifying and measuring risk. Marshall, Prusak 

and Shpilberg (1996) observe that managers identified operational risks from a “top-

down” approach, with very little responsibility given to the actual operators of the 

company and thus resulting in almost no communication from the bottom up. A top-

down approach is when top managers make the decisions which are then implemented at 

the lower levels of the hierarchy.  The problem with this approach is that it does not 

design procedures to reduce the risks in a particularly vulnerable area (Allen, Boudoukh, 

& Saunders, 2004). The solution to the lack of awareness and planning jurisdiction is for 

companies to apply a “bottom-up” approach in which employees communicate with 

managers, operators, experts and leaders to develop a group dynamic in the organization 

(Hemrit & Arab, 2012; Loader, 2007; Allen, Boudoukh, & Saunders, 2004; Crouhy, 

Galai, & Mark, Risk Management, 2001). This can be achieved by a range of methods 

such as staff surveys, workshops, brainstorming in teams and focus groups (Sadgrove, 

1996; Harvey, 2012) 

Regardless of the method managers use to determine the company’s risks, it is vital 

that they gather as much information as economically reasonable, from as many sources 

as possible (Sadgrove, 1996). Once the information has been gathered and put in a report, 

it is important that these reports are consistent, relevant and that all risks are identified 

and captured (Crouhy, Galai, & Mark, 2001). Unfortunately, there is a difference 

between what experts recommend and what is practiced by operators and although 

studies on operational risk are mostly made around banks and insurance firms, non-

financial firms are often less sophisticated in their methods of assessing operational 

weaknesses (Allen, Boudoukh, & Saunders, 2004). Additionally, according to Wahlström 

(2006) who interviewed Swedish bankers in regard to operational risk, managers find it 

difficult to collect data in accordance to identifying risks and to determine which 

methods would be suitable for this process. Lastly, the identification of relevant risks is 

ultimately limited by the experience and perspectives of the manager conducting the 

analysis (Islam & Tedford, 2012).  

2.4.2 Risk evaluation 
Risk evaluation is the next step in the risk management process which involves the 

evaluation of the identified risks. This means that the potential economic consequences 

for the stakeholders should be assessed by evaluating the potential damage over time as 
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well as the effectiveness of corrective measures (Oehler, Herberger, Wendt, & Höfer, 

2015). Some techniques that can be used are risk scoring, risk envelopes and scenario 

analysis and financial analysis (Naude & Chiweshe, 2017). 

The most common technique is “risk scoring”, in which a risk is scored on the 

probability of the event happening and the severity of the impact, the multiplication of 

these two factors then determines the level of risk (Loader, 2007; Allen, Boudoukh, & 

Saunders, 2004; Olson & Wu, 2008; Harvey, 2012). A common tool to visualize these 

risks is to display them in a 10x10 grid where the x-axis is the probability and the y-axis 

the severity, this grid can then be color coded where the upper right corner is red for the 

most severe and probable risks and the lower left corner green for the low severity and 

low probability risks (Sadgrove, 1996), thereby helping firms coordinate attention to the 

most critical risks. Another example, are risk envelopes in which specific risks are 

identified and mapped across the envelope to help managers understand where the risk 

will manifest itself and where it would spread to (Loader, 2007). Scenario analysis 

involves looking at possible future events by exploring the alternative outcomes 

(Chernobai, Rachev, & Fabozzi, 2007).  Financial analysis refers to for example 

assessing potential financial damage over time and the effectiveness of the counteractive 

measures (Oehler, Herberger, Wendt, & Höfer, 2015).  

2.4.3 Risk strategy and adjustment 
Risk strategy and adjustment refers to how a firm chooses to deal with a given risk. A 

firm can either accept the risk, try to reduce it or avoid it altogether (Oehler, Herberger, 

Wendt, & Höfer, 2015; Harvey, 2012; Naude & Chiweshe, 2017). Risk acceptance 

means that the firm does not implement any strategies of mitigating the risk and that 

business activities remain unchanged (Oehler, Herberger, Wendt, & Höfer, 2015). There 

are two ways to accept a risk, passive and active (Pritchard, 2015). The passive approach 

means that managers accept the risk and take no action in resolving it, coping or 

managing it. The risk is however documented and acknowledged. The active approach 

accepts the risk, but calls for development of contingency plans or fallback plans. 

Contingency plans are plans which are implemented once the risk has occurred, which 

could be instructions on how to manage the aftermath of the risk or simply a reserve 

budget (Pritchard, 2015). Furthermore, contingency plans can protect a firm against risks 

which were totally unexpected (Jorion, 2007). Risk avoidance means avoiding the risk 
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altogether which can mean withdrawing from the business or project (Frost, Allen, 

Porter, & Bloodworth, 2000; Harvey, 2012). Risks can also be avoided by changing the 

structure of projects, changing processes or completely changing the approach to the 

work (Pritchard, 2015).  

Risk reduction is the most common of all risk-handling strategies and it means that the 

company implements tools which decrease the risk (Pritchard, 2015). The key to 

minimizing operational risk lies in control systems and competent managers (Jorion, 

2007). Managers can either transfer the risk to a third party such as purchasing insurance, 

or using vendors and subcontractors (Allen, Boudoukh, & Saunders, 2004; Olson & Wu, 

2008)  or by taking specific actions to reduce the probability and/or the severity of the 

risk internally (Pritchard, 2015).   

When a company chooses to transfer risks, they are not minimizing the risk but rather 

moving it to a third party. Insurance is most common for operational risks and is most 

effective for damage to physical assets and business disruption and system failures 

(Jorion, 2007), some examples of insurances which cover operational risks are property 

insurance which protects against fire, theft, weather, electronic and computer crime 

insurance, business interruption, commercial general liability, directors and officer’s 

liability, employment practices liability, professional liability, errors and omissions 

(Carr, Langefels, Livingston, & Skidmore, 2011). Several of the mentioned insurances 

are optional and when purchasing insurance, it is important to consider the insurance 

premium and to evaluate if it would be worth mitigating the risk (Jorion, 2007). Another 

problem with insurance is that it creates a moral hazard which means that the firm will 

take fewer steps in preventing the occurrence of a risk than they would have without the 

insurance (Frost, Allen, Porter, & Bloodworth, 2000). Moreover, insurance cannot 

always help, for example if there were a fire at a hotel, the insurance would cover the loss 

of assets but the hotel’s reputation may be ruined as a result of the fire (Frost, Allen, 

Porter, & Bloodworth, 2000). Nonetheless, purchasing insurance provides protection 

against extreme losses and insurance firms have access to industrywide data on losses 

and may be able to assess expected losses more precisely (Jorion, 2007). Moreover, 

several insurances are mandatory by law (Carr, Langefels, Livingston, & Skidmore, 

2011).  

A firm may choose to not insure because there is no existing insurance or because it is 

deemed a better choice to keep the risk internally. Taking specific actions to combat the 
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risks internally can be achieved through risk reduction milestones, loss prevention, and 

alternative management actions (Pritchard, 2015; Jorion, 2007). Risk reduction 

milestones are milestones set by manager to achieve certain risk cuts. Loss prevention 

refers to firms trying to reduce the frequency of a risk source. Some ways to do this is for 

example to purchase better equipment which will decrease failure rates, hiring trained 

and experienced staff and involving automated controls which would reduce human error 

(Jorion, 2007). Many companies have started sending their employees to training courses 

on a regular basis which improves worker proficiency and a safer work environment 

(Harvey, 2012). Furthermore, it is important to create a corporate culture which does not 

punish mistakes and as a result staff will be more likely to come forward with their errors 

(Wahlström, 2006). Another method used to combat risks is the two man rule in which 

risk management always needs at least two sets of eyes to review the methods used, thus 

preventing possible mistakes.  

2.4.4 Risk control 
Risk control refers to the analysis of the performance of risk management itself 

(Oehler, Herberger, Wendt, & Höfer, 2015), which involves putting risk plans into action 

and ensuring their validity (Pritchard, 2015). This is essential because it allows managers 

and the board of directors to gain knowledge from monitoring activities and allows them 

to review if the risk management process is working effectively by monitoring how the 

risks are developing over time and if the methods used are still appropriate (Frost, Allen, 

Porter, & Bloodworth, 2000). Furthermore, it helps reveal vulnerabilities, hazards and 

threats and therefore the firm will be able to evaluate the cost and benefit of investing in 

improvements to avoid a certain risk (Jorion, 2007; Edmiston, 2007).  

Pritchard (2015) put forth several questions which managers or the board of directors 

should have in mind when controlling these risks: 

 

 

Ø Have the plans been implemented as proposed? 

Ø Were the responses as effective as anticipated? 

Ø Did the project team follow organizational policy and procedure? 

Ø Are the project assumptions still valid? 
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Ø Have risk triggers occurred? 

Ø Have new external influences changed the organization’s risk exposure? 

Ø Have any new risks surfaced? 

There are several methods managers can use to analyze how risk management is 

performing, such as balanced scorecards, gap analysis and risk reviews. Balanced 

scorecards allow a manager to monitor operational performance and include 

incorporating customer perspectives on operations, overseeing operational control and 

integrity, providing indicators of operational stress, and monitoring the level of flexibility 

in operations and how well change can be managed (Frost, Allen, Porter, & Bloodworth, 

2000). The purpose of these scorecards is to predict future problems and to guide 

management through their actions. Gap analysis involves the comparison of the past 

performance to the desired performance (Pritchard, 2015).  

A company may perform a risk review to evaluate the current situation (Pritchard, 

2015). The goal of this is to re-evaluate the risk environment, risk events and the 

probability of impact (Pritchard, 2015). However, one of the biggest problems with the 

monitoring of risks is not realizing that the monitoring is inadequate (Edmiston, 2007). 

This is why reviewing how risks are monitored is also crucial for the risk control process. 

A meeting is held with external risk stakeholders and the risk management team, which 

can occur at regular intervals or on fixed dates and serve the purpose of identifying if 

risks need to be re-evaluated and if the measures taken to combat them are effective. 

Thus the cycle of risk management may start again (Pritchard, 2015).  
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3 Dataset and methodology 
In this section, the studies design and procedures are described as well as how the 

study is conducted. The aim of this research is to shed light on the practices of Icelandic 

tourism firms when it comes to managing their operational risk.  

3.1 Research design 
The goal is to attempt to address the following research objectives: 

Ø Investigate which tools Icelandic companies are using to identify, measure 
evaluate, and control risks. 

Ø Explore the strategies which are used to reduce risk. 

Ø Discover how sophisticated the risk management based on the following 
company characteristics is: 

o Sub industry 

o Size 

o Age  

o Profitability 

o Organization type 

A survey is chosen due to its ease to reach a large number of participants as well as 

not being time consuming for the participants. An online questionnaire is chosen because 

it is a useful tool which increases response rates, decreases response time, can address 

sensitive issues due to anonymity allows efficient data collection (Reynolds, Wood, & 

Baker, 2007; Martella, Nelson, & Marchand-Martella, 1999). The goal of the survey is to 

learn about the self-reported ideas, knowledge, opinions, attitudes, and behaviors of the 

sample chosen for the survey (Graziano & Rauling, 2013). An online questionnaire is 

sent via email, thereby making it easier to reach a definite population (Martella, Nelson, 

& Marchand-Martella, 1999).  

There is no existing data to build on from previous research and data from annual 

reports is not available since companies in the tourism sector are not required to publish 

annual public reports. In addition, interviews may provide insights into a specific 

companies risk management but could not be applied to multiple companies. Therefore, 

the survey would be the first step in gaining knowledge and insights on risk management 

in Icelandic tourism companies. 
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3.2 Sample selection 
The target population of this study is Icelandic tourism firms who are completely 

reliant on tourists, specifically in the accommodation, travel agency and car rental sub 

industries. Thus, the sample has to cover all three sub industries and be directed to 

someone responsible for the risk management at the company. Therefore, the companies 

for each sub industry have to be selected based on purposive sampling, meaning that the 

sample is gathered with a purpose rather than randomly.  

The first sub industry is accommodations and information about these companies is 

found through the website (www.syslumenn.is) which is the Icelandic government office 

which issues hotel licenses. There are 4 categories of licenses given out; category 1 is 

farmhouses, category 2 is accommodation without a restaurant, category 3 is 

accommodations with a restaurant and lastly category 4 is accommodations with a 

restaurant and bar. Accommodations in category 4 are chosen for the sample because 

these are deemed to be the biggest in size. This yielded a total of 179 hotels. Several of 

these are eliminated because they are either part of a larger chain (only one e-mail is sent 

to each hotel chain) or had expired permits. Lastly, only those with an active website are 

chosen. Thus, 106 hotels are part of the sample. The next sub industry is travel agencies 

and information about those companies is found trough the Icelandic tourism board 

(2018) which has a total of 339 registered travel agencies. Of those, the ones with active 

websites, based in Iceland and with tours only in Iceland are selected. Therefore, 74 

travel agencies are part of the sample. The last sub industry is car rentals and information 

about these companies is found through the Icelandic transport authority 

(Samgöngustofa) which provides a list of all registered car rentals in Iceland which 

yielded 86 car rentals. Of those, the ones with an active website and with car rentals only 

in Iceland are selected. Consequently, 40 car rentals are part of the sample.  

The total sample of all three sub industries includes 220 companies. Initially a smaller 

sample is selected, including 35 hotels, 35 tour operators and 15 car rentals, a total of 85 

companies. The accommodations and tour operators sub industries are selected based on 

their presence in the booking system named Bókun (www.bokun.io). Bókun is an 

Icelandic booking channel where all major tourism companies are present. Therefore, 

those companies present in the booking system are deemed more professional and thus 

more likely to manage their risks. The car rental sub industry is chosen randomly since 

they are not present in the booking system.  
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However, the remaining firms also received an email inviting them to respond to the 

survey and are referred to as sample II. Sample II includes 71 accommodations, 39 travel 

agencies and 25 car rentals. Thus, Sample I refers to the accommodation and travel 

agency companies who had a presence in Bókun and 15 random car rentals, whereas 

Sample II refers to the remaining companies on the list.  

3.3 Procedure  
The questionnaire itself is made using Google Forms which would acquire the data 

from the sample. A pre-test is conducted which involves sending the finished survey to a 

small sample with similar features as the sample researched, who are willing to critique 

the questionnaire to the best of their knowledge (Martella, Nelson, & Marchand-Martella, 

1999). The goal is to assess whether respondents comprehension and responses are 

consistent with the population (Graziano & Rauling, 2013). A pre-test will ensure 

reliability and validity of questions and evaluate whether questions are consistently 

understood and answered by the respondents (Martella, Nelson, & Marchand-Martella, 

1999).  A pre-test is important because a researcher may understand the survey perfectly 

well, yet the potential sample may not (Graziano & Rauling, 2013).  

The pre-test of the survey is sent to one risk manager at an airline company, a CEO of 

an Icelandic travel agency and one general manager of a tour operator. All individuals 

reviewing the survey are connected to management and risk management in tourism 

companies. Of these, two are in the sub industry which is being questioned and the airline 

company outside of the sub industry. This should give a greater range of knowledge 

regarding risk management in tourism firms. These companies will not take part in the 

general survey. The pre-test revealed that the wording of some questions should be 

slightly adjusted to clarify that the participants are answering for the company and not for 

themselves and that the questions should be numbered. Overall, the survey was 

understandable to the participants and therefore only minor adjustments had to be made.  

Next, an e-mail list is created and the person responsible for the risk management at 

each company needs to be found. This is either achieved through the company’s website 

and finding the person’s email address or by calling the company and asking for the 

person responsible for either management or risk management and asking for their e-mail 

address. Since all companies are operating in Iceland, the e-mail is sent in Icelandic and 

includes information about the researcher being a master’s student at the Reykjavík 
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University as well as describing the aim of the research. Moreover, they are informed 

that the survey is in English and that the survey is totally anonymous. Several companies 

declined to give the manager’s e-mails and for those companies, the survey is sent to a 

general e-mail address with the request of forwarding it to the person responsible for risk 

management. This general e-mail is sent in Icelandic and with an English translation at 

the bottom, in case the one receiving the e-mail does not speak Icelandic. Moreover, 

several companies did not answer the phone and therefore the e-mail is sent to their 

general e-mail address. The e-mail template sent can be viewed in Appendix A. The 

participants do not receive an incentive for participating except being offered to receive 

the study once it has been finalized.  

Sample I received the survey on February 27th. The survey was open for 10 days, from 

February 27th – March 9th. On March 2nd another e-mail was sent to all firms to remind 

them of the survey. On March 6th, managers were called by phone and given a reminder 

to answer the survey. Sample II received the survey on March 7th and were given a 

deadline of March 12th to complete the survey. Sample II was given 5 days to answer the 

survey.  

3.4 Measures  
The questionnaire itself consists of 21 Questions in total, 17 close-ended questions 

along with four open ended ones and is designed to answer all research questions. 

Initially, participants are asked eight general questions about the company. The general 

questions are about which sub industry the company is in, number of employees, 

maximum amount of employees during the year (to account for seasonal employees), 

year the company was established, company’s profit in 2017, company’s revenue in 

2017, under which category of companies the business fell under and the participants role 

at the company. These questions are asked in order to be able to test the expectations on 

these criteria and how they affect a company’s risk management processes.  

Risk management is introduced with Question 9 asking participants to rank the risk 

management process at their company, from no risk management process to formalized 

in all business units and processes. The 5 point Likert scale is used because Worcester 

and Burns (1975) find that a four point scale without a midpoint pushed respondents 

towards the positive while Garland (1991) finds the opposite effect to be true that 

respondents leaned towards the negative side. Therefore, by including a midpoint in the 
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Likert scale the respondents should not feel this inclination to lean towards one side 

when it is not the right option for them. This question aims to show to what extent the 

participant considers their company to be implementing risk management. Question 10 

asks who is responsible for the risk management at their company. In total, 5 options are 

given along with the choice of writing an additional one: We do not have a risk 

management process; Board of directors; Top management, Risk management; 

Employees without management responsibilities. This question aims to show how 

responsibilities are distributed in the company’s hierarchy. The next questions are 

designed to walk the participants through Oehler & Unser’s (2002) risk management 

process starting with how risks are identified at the participant’s company. 

 Question 11 lists different methods used for identifying risks and participants are 

asked to check each one that applies, the list includes: Brainstorming / Checklists, 

Workshops / Focus groups / staff survey’s, SWOT analysis/ PESTLE analysis, Risk 

trees/ Flow charts, Gap analysis, Delphi methods. Participants have the option to write 

another method or to select none. These were all identified to be relevant identifying 

tools in the literature section (Oehler, Herberger, Wendt, & Höfer, 2014; Sadgrove, 1996; 

Islam & Tedford, 2012; Bharwani & Mathews, 2012). Question 12 asks participants to 

select all risks that have been identified to be relevant in their company. This list 

includes: human resource risk, information technology / IT risk, risks with respect to 

technology other than IT, environmental, political, competition, terrorism, external fraud, 

legal, reputational or if no relevant operational risks in their company. These risks were 

identified to be relevant in the operational risks in tourism section. Furthermore, 

participants have the option to select another risk and write their own. All risks listed also 

had examples in brackets to give participants an idea of which risks they included. This 

could have an effect on how respondents respond to this question since not all possible 

examples are given, nonetheless it was considered important to include examples in order 

to ensure that participants could recognize the risk if they did not know the correct 

terminology behind it.  

 Question 13 moves onto risk evaluation by asking participants which methods are 

used in their company to determine the significance of the identified risks. Participants 

can check multiple responses. The following tools are listed: Risk scoring based on 

probability and severity, risk maps based on probability and severity, risk envelopes, 

scenario analysis, financial evaluation, none, or the option to write another. These tools 
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are outlined by Naude and Chiewshe (2017) and show how many tools or if any tools the 

participants are using to see how important a specific risk is. Questions 14-16 are 

somewhat open ended, where participants are asked to state which risk they deem most 

important, second most important and third most important. This will highlight 

differences between what companies deem to be important risks. 

Question 17 is about the risk management strategy and includes all ways of dealing 

with risks. There are three ways of dealing with risks, doing nothing, adjusting internal 

processes or transferring the risk (Jorion, 2007; Naude & Chiweshe, 2017). However, 

when transferring a risk, it is possible to either transfer it to an insurer or hire a third 

party such as a contractor or other company to take over the risk. Therefore, the relevant 

operational risks are listed and participants are asked to select which method their 

company used in dealing with that risk, if it was “do nothing”, “adjust processes within 

the company to reduce risk”, “transfer risk by entering insurance contract” or 

“transferring risk by hiring contractor or other company”. The following question, 

Question 18 asks participants which tools are used for the risks which were selected in 

the “adjust processes within the company to reduce risk”. The options are: contingency 

plans, loss prevention, risk reduction milestones, internal controls, two man rule, none or 

the choice to write something else. These risk reduction strategies are identified by 

Pritchard (2015) and Jorion (2007).  

 The last step in the risk management process is risk control, and Question 19 includes 

one question where participants are asked to check which tools are being used to assess 

the performance of risk management itself. The choices are balanced scorecards, risk 

review meetings, gap analysis, process controls, none or a choice to write something else. 

These choices are selected based on the methods identified by Pritchard (2015), Frost, 

Allen, Porter and Bloodworth (2000) and Jorion (2007). Finally, Question 20 asks 

participants if they were satisfied from a scale of 1-5 with the risk management at their 

company, 1 being not at all and 5 very satisfied. Question 21 is an open ended question 

and gives participants the choice to discuss any further comments they have regarding 

operational risks and the management of them at their company. The Survey can be seen 

in Appendix B.  

In total 48 participated in the survey, 38 from sample I and 10 from sample II. 

Participants are asked to write what the company estimates the most important risk, 

second most important and third most important risk at their company. This is analyzed 



29	

	

by putting the responses in each risk category. For example, if a participant writes 

“volcano eruption” it would be categorized as an environmental risk. Another analysis is 

conducted checking if participants were doing something about risks in Question 17 in 

terms of risks which were identified in Question 12 or risks which were written in 

questions 15-17.  

The age of the organization is calculated by subtracting 2018 with the year the 

company was established. Age of business did not follow a specific criterion but is 

grouped according to 1-5 years, 6-10, 11-30 and over 30 years. The first category is 

based on the boom in tourism which started approximately in 2012-2013, the next 

category 6-10 years is based on companies which were formed around and post the 

economic crisis in 2008 and before the massive tourism boom. Profitability will be 

measured by dividing profit over income and thus calculating the profit margin. Profit 

margin is categorized according to 0-5%, 6-10%, 11-30% and over 30%.  

3.5 Analysis of company characteristics  
In the following section company characteristics are discussed and how they may 

affect the risk management approach for each company. These include the expectations 

for the sub industries, size of company, age, profitability and type of organization.  

3.5.1 Sub industry 
The three sub industries reliant on tourists are accommodations, travel agencies and 

car rentals. These have different business models as described in Section 2.1, leading to 

the expectation that their risk management approach will be different. Since the 

accommodations and car rental sub industries require a considerable initial investment in 

the early stages of the company, it is assumed that they will have a more sophisticated 

risk management approach. However, the extent of this sophistication is unknown. 

3.5.2 Size of company 
According to Ravas (2011), how a firm manages their risk processes is largely 

dependent on the size of the firm and whether it is formal or informal, quantitative or 

subjective and embedded in the business units or centralized at a corporate level. Ravas 

(2011) argues that bigger tourism companies will have more complex risk management 

tools whereas smaller companies may just use an informal risk committee to discuss the 

tourism units’ risk profile. This is partly because smaller firms will not have the same 
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resources as larger firms do and having a formalized risk management process is seen as 

too time consuming (Naude & Chiweshe, 2017). Moreover, Chernobai, Jorion and Yu 

(2008) argue that with a smaller amount of employees, each employee will have a higher 

level of responsibility within a firm and thus operational risk should decrease with 

number of employees since the responsibilities are distributed over a greater number. 

However, Chernobai, Rachev and Fabozzi (2007) findings are slightly contradictory 

since they find that the probability of an operational risk occurring increases with the 

number of employees in a firm. This is intuitive because there are more factors in the 

operation where problems could arise.  

Islam and Tedford (2012) find in their study on small and medium sized enterprises 

that the majority of the firm’s studied did not have formalized risk management strategies 

in place and that their risk identification practices relied almost exclusively on 

documented records. Furthermore, smaller firms are less likely to insure than bigger 

firms, but they also have greater demand for credit and are also less likely to receive 

credit from a bank if a risk were to occur (Collier, Haughwout, Stewart, Kunreuther, & 

Michel-Kerjan, 2016).  

Shih, Samad-Khan and Medapa (2000) investigated if firm size was correlated with 

operational losses. Size was a factor of revenue, assets and number of employees.  The 

findings show that size of a firm was related to the magnitude of loss. Therefore, bigger 

firms would face a potentially larger loss than small firms and therefore manage their 

risks accordingly. Therefore, a positive relationship is expected between size of a 

company and the risk management approach they take.  

3.5.3 Age 
The age of a firm refers to the length of time since a business was established. The 

assumption with older firms is that they generally enjoy higher profits and value (Loderer 

& Waelchli, 2010). However, Loderer and Waelchli (2010) found that older firms are 

less efficient than younger ones due to a declining corporate governance index, sales 

growth slowing down, cost of goods sold and overhead expenses increasing, and an 

inability to solve collective action problems. Due to older firms not being as efficient as 

young ones, risk management may be more important for older firms to manage their 

risks. Younger firms are, on the other hand, less likely than older firms to purchase 

insurance and are more likely to apply for credit (Collier, Haughwout, Stewart, 
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Kunreuther, & Michel-Kerjan, 2016). Furthermore, Collier, Haughwout, Stewart, 

Kunreuther and Michel-Kerjan (2016) find that young firms are 30% less likely to be 

insured against property damage and business interruptions. Pastor and Veronesi (2003) 

also argue that older firms face less risk due to a declining amount of uncertainty, which 

in return will also lead to lower required rates of return. Although a firm may face less 

risk, it does not determine a more sophisticated risk management approach. The primary 

reason for the assumption that an older firm will have more sophisticated approaches is 

because they have more experience and have had more time to learn from their mistakes 

which should lead to a better risk management approach.  

3.5.4 Profitability 
According to Krause and Tse (2016) firm’s gain value through risk management by 

increasing the value of the firm through lower costs of capital and a decreased potential 

cost of financial distress. A firm with lower costs of capital and a potentially lower cost 

of financial distress should therefore be more profitable. Moreover, McShane, Nair and 

Rustambekov (2011) find that a firm’s value increases as firms implement increasingly 

more sophisticated risk management strategies. A study conducted by PwC (2017) which 

surveyed 1.581 corporate officers across 30 industries and 80 different countries found 

that strategically aligned risk management increased financial performance and resulted 

in improved performance metrics. This is because companies which aligned their 

corporate strategy with risk management became more strategic and proactive rather than 

protective and reactive which resulted in stronger revenue and profit growth (PwC, 

2017). The financial performance which was used by PwC was the profit margin. 

However, it may also be the other way around so that profitability drives risk 

management and that firms who become more successful implement more risk 

management methods. When interpreting the results causality must be kept in mind since 

companies may employ a more sophisticated risk management approach because they are 

profitable rather than being profitable because of a risk management approach. 

3.5.5 Organization type 
Tourism companies can belong to large international companies, franchises or be 

independent locally based companies (Holloway, 2009). Fully independent companies 

are those which were established without a parent or outside control. These companies 

have had to establish their risk management by themselves or may have received help 
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through consulting firms. Although the lack of guidelines may result in a less 

sophisticated risk management in the starting phases of a firm, an already established 

fully independent company may have a very sufficient risk management process. 

Companies which are part of another company either headquartered abroad or in Iceland 

are controlled by their parent companies. The risk management may therefore be 

controlled by the parent company or the parent company may issue guidelines for the 

daughter company to follow. In this case the parent company may have an incentive to 

manage the daughter companies risk because the daughter company could hurt the 

parent’s reputation or cause financial penalties if operating losses were to occur (PwC, 

2013). Franchise operations are distinctive because the franchisor has limited control 

over the franchisee’s operation, but will still be exposed to the risks stemming from those 

operations (Carr, Langefels, Livingston, & Skidmore, 2011). A franchisee will have to 

communicate with the franchise on a regular basis and follow the franchise documents 

and agreements as well as following the insurance requirements set by the franchise 

(Carr, Langefels, Livingston, & Skidmore, 2011). Furthermore, a franchise may provide 

a franchisee with a “Best Practice” guide for mitigating risks and to conduct regular 

audits on the franchise operations (Carr, Langefels, Livingston, & Skidmore, 2011). 

Therefore, the expectation revolving around the organization type is that organization 

type does have an effect on the risk management, however the extent of that effect is not 

known.  

3.5.6 Analysis of the impact of company characteristics 
A correlation analysis is used to test the expectations if certain company 

characteristics are correlated to the risk management. For each risk management question 

a company who chose at least one method of managing their risk in Questions 9-11, 

Questions 13 and Questions 18-19 is marked with a 1 and those which selected no 

methods for each question are marked with a 0. Thus the companies which were using at 

least one method were distinguished with a “1” for each question and those who did not 

use any methods with a “0”. Through this method the expectations are tested using 

spearman’s rank correlation which is a non-parametric rank statistics. The Spearman 

correlation coefficient does not test a linear relationship but rather assesses how well an 

arbitrary monotonic function describes a relationship between two variables (Hauke & 

Kossowski, 2011). A spearman correlation is a non-parametric test which means that the 



33	

	

data does not need to fit a normal distribution. The reason a non-parametric test is used is 

because the sample size is small and because it is not certain if the data follows a normal 

distribution.  

These expectations are then further tested by comparing the smallest to the largest 

group, where each company is numbered into the different groups outline. The 

expectations are then tested using the Mann-Whitney U test. This tests for non-

parametric between two independent variables by comparing whether there is a 

distribution of the dependent variable is the same for different groups (Hauke & 

Kossowski, 2011). The Mann-Whitney U test is used for comparing two samples which 

will be the smallest against the largest.  
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4 Results and discussion 
In the following section the results from the survey are presented and discussed. First 

an overview of the descriptive statistics is introduced along with relevant tables and 

figures. Next, the findings for each expectation are discussed. In order to test the 

significance of the effects size, age and profitability, a Spearman coefficient correlation 

analysis is conducted as well as a Mann-Whitney U Test. Sample I refers to the 

companies with a presence in the booking system Bókun and Sample II refers to the 

remaining companies. When percentages are given in tables they refer to the percentage 

of those answered and not the total sample.  

4.1 Findings 
Most companies from both samples are in the travel agencies or 49%, second the 

accommodation with 34% and lastly the car rental industry with 17%. Overall, most of 

the companies or 81% are considered micro or small companies with most of the 

companies being formed before the tourism boom and around the financial crisis. Most 

companies do use risk management to some extent although it varies how many 

companies use at least one method for each risk management process. However, there are 

companies which use no risk management methods whatsoever. Companies deemed 

environmental, political and competition risk to be the most important risks. 

Questions 1 to 8 are descriptive characteristics of the company. In Table 1, the 

findings for both samples can be viewed1. The average number of permanent employees 

overall is 56,8 while the median is 15. The average of maximum employees is higher 

than the permanent employees with 84,2 and a median of 25. The average age of the 

company is 15,8 and the median is 8. The most common profit margin is 0-5% with 33%. 

Fully independent companies dominate the industry with 81%, few independent 

franchises with 13%, part of a company headquartered in Iceland have 4% and 2% are 

part of a company headquartered abroad.  

 

 

																																																								
1	 Not	 all	 participants	 answered	 the	 revenue	 and	 profit	 questions	 in	 the	 survey	 and	 therefore	 the	

sample	is	smaller	for	the	profit	margin.			
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Table 1. Descriptive data for overall sample 

Classification Criteria Overall % Sample I % Sample II % 
Business category Accommodation 16 34% 13 35% 3 30% 
 Travel agency / Tour Operator 23 49% 19 51% 4 40% 
 Car Rental 8 17% 5 14% 3 30% 
        Permanent employees 1- 10 18 38% 12 32% 6 60% 
 11-50 20 43% 16 43% 4 40% 
 51 - 250 7 15% 7 19% 0 0% 
 > 250 2 4% 2 5% 0 0% 
 Average 56.8  69  7  
 Min 1  2  1  
 Median 15  18  7  
 Max 640  640  40  
        Maximum employees 1- 10 14 30% 9 24% 5 50% 
 11-50 20 43% 15 41% 5 50% 
 51 - 250 8 17% 8 22% 0 0% 
 > 250 5 11% 5 14% 0 0% 
 Average 84.3  102  19  
 Min 2  2  3  
 Median 25  34  15  
 Max 1,100  1,100  50  
        Age of company 1-5 11 23% 8 22% 3 30% 
 6-10 17 36% 11 30% 6 60% 
 11-30 11 23% 10 27% 1 10% 
 > 30 8 17% 8 22% 0 0% 
 Average 15.8  18  7  
 Min 2  2  2  
 Median 8  11  7  
 Max 79  79  13  
        Profit Margin 0-5% 8 33% 6 29% 2 67% 
 5% - 10% 7 29% 6 12% 1 33% 
 10% - 30% 7 29% 7 13% 0 0% 
 >30% 2 8% 2 3% 0 0% 
        Company category Fully independent 38 81% 29 78% 9 90% 
 Independent franchise 6 13% 6 16% 0 0% 
 Part of a company HQ Iceland 2 4% 2 5% 0 0% 
 Part of a company HQ abroad 1 2% 0 0% 1 10% 
        Position of participant CEO / General manager 36 77% 27 73% 9 90% 
 CFO / Financial manager 5 11% 4 11% 1 10% 
 COO / Operations manager 3 6% 3 8% 0 0% 
 CRO / Risk Manager 1 2% 1 3% 0 0% 
 Other 2 4% 2 5% 0 0% 

Notes: Table 1 shows the descriptive data for the overall selections and the selections of both Sample I and 
Sample II. The descriptive statistics are from the first seven questions from the survey. All questions were 
answered by 47 participants except the Profit Margin question which was answered by 24. Therefore the 
sample is smaller overall for Profit margins of companies.  
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Questions 10-21 revolve around the risk management of the firm. Table 2 summarizes 

who is responsible for risk management from Question 10. Top Management is picked 

most often with 24 answers and 16 firms selected no risk management process.  

Table 2. Who is responsible for risk management 

 Overall % Sample I % Sample II % 
No RM process 16 32% 12 31% 4 36% 
Board of directors 7 14% 6 15% 1 9% 
Top Management 24 48% 18 46% 6 55% 
Risk Management 3 6% 3 8% - 0% 

Notes: Table 2 shows data gathered for Question 10 regarding who is responsible for risk management for 
the overall selections and the selections of both Sample I and Sample II. Participants were able to check 
more than one option.  
 

 In sample I, one participant wrote that the accounting manager, safety manager and 

all employees were responsible. Another participant, from sample I, wrote middle 

management. Four participants selected board of directors in combination with top 

management. 

Table 3 summarizes the overall selections along with sample I and sample II for 

Question 11 to 12. In Question 11 Brainstorming/checklists and SWOT/PESTLE 

analysis are selected most often. Brainstorming / Checklists is selected in combination 

with SWOT / PESTLE twelve times, Brainstorming / Checklists in combination with 

Workshops/Focus groups / staff surveys eight times. All three are selected five times. 

Brainstorming / Checklists are selected in combination with Gap analysis five times. The 

most common identified risk is environmental risk with 33 overall selections, then 

human resource with 30, competition risk with 27 and political with 23. Overall, 

participants use a variety of methods to identify risks and have successfully identified 

risks which they deem important. Only one respondent selected not having identified any 

relevant risks and only 8% of companies selected not using any methods for identifying 

risks.   
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Table 3. Risk identification 

How are risks identified  Overall % Sample I % Sample II % 
Brainstorming/Checklists 27  36% 19 35% 8 38% 
Workshops/Focus groups 
/ Staff survey's 

14  19% 9 17% 5 24% 

SWOT / PESTLE 17  23% 11 20% 6 29% 
Risk trees / Flow charts 3  4% 3 6%  0% 
Gap analysis 8  11% 7 13% 1 5% 
Delphi method 0  0% 0 0% 0 0% 
None 6  8% 5 9% 1 5% 
       Relevant identified 
risks 

      

Human resource 30  16% 21 15% 9 20% 
IT risk 19  10% 13 9% 6 14% 
Risks with respect to 
technology 

10  5% 7 5% 3 7% 

Environmental risk 33  18% 25 18% 8 18% 
Political risk 23  12% 20 14% 3 7% 
Competition risk 27  15% 20 14% 7 16% 
Terrorism 7  4% 4 3% 3 7% 
External fraud 9  5% 8 6% 1 2% 
Legal risk 9  5% 8 6% 1 2% 
Reputational risk 17  9% 15 11% 2 5% 
No relevant risks 1  1% 0 0% 1 2% 
Notes: Table 3 shows data gathered for Question 12 and 13. How are risks identified and which relevant 
risks were identified for the overall selections and the selections of both Sample I and Sample II. 
Participants were allowed to check more than one option. 
 

Table 4 summarizes which methods participants used to determine the significance of 

the identified risks. The most common method for determining the significance of 

identified risks, asked in Question 13, is risk scoring with 18 selections. However, 14 

respondents selected that they did not use any methods for identifying risks. 

Table 4. Determining significance of identified risks 

 Overall % Sample I % Sample II % 

Risk scoring 18 29% 12 26% 6 38% 
Risk maps 5 8% 3 6% 2 13% 
Risk envelopes 1 2% 1 2%  0% 
Scenario analysis 12 19% 8 17% 4 25% 
Financial evaluation 13 21% 12 26% 1 6% 
None 14 22% 11 23% 3 19% 

Notes: Table 4 shows data gathered for Question 13 of how the significance of the identified risks is 
determined for the overall selections and the selections of both Sample I and Sample II. Participants were 
allowed to check more than one option. 
 

Questions 14-16 were open ended questions where participants could write what they 

deemed the most important risks for their company were.  Table 5 summarizes which 
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risks participants selected as being most important. Companies selected environmental 

risk the most, then political and then competition.  

Table 5. Most important risks. 

  Overall % Sample I % Sample II % 

Overall Environmental  20  40% 19 40% 1 50% 
 Political 19  38% 19 40% 0 0% 
 Competition 11  22% 10 21% 1 50% 
        Most important Environmental  10  45% 10 48% 0 0% 
 Political 9  41% 9 43% 0 0% 
 Competition 3  14% 2 10% 1 100% 
        2nd most important Political 8  57% 8 57% 0 0% 
 Environmental  4  29% 4 29% 0 0% 
 Competition 2  14% 2 14% 0 0% 
        3rd most important Competition 6  43% 6 46% 0 0% 
 Environmental  4  29% 3 23% 1 100% 
 IT 2  14% 2 15% 0 0% 
 Political 2  14% 2 15% 0 0% 
Notes: Table 5 shows data gathered for Questions 14-16 of which risks participants deemed most 
important. The overall score is displayed which combines the top three risks. The overall selections and the 
selections of Sample I and Sample II are shown. Two participants answered environmental risks for their 
top 3 selections and one person picked environmental risks for their top two, these however were only 
counted as their most important risk. 
 

Other risks mentioned by participants selecting their most important risks are: rented 

location and needing to move, customers, bad service from their staff to the customer, 

accidents happening during their tours, equipment risk, external threats, human error, 

reputational risk, shortfall of demand and increased supply, bankruptcy of Icelandic 

airlines and lack of demand for Iceland, legal risk, reputational, HR risk and road 

conditions. For the third most important risk, four specifically mention a volcanic 

eruption2.  

In the most important category, four participants deemed currency exchange as the 

most important risk and currency risk was also selected three times for the second most 

important risk3. An implication of managers selecting currency risk for the most 

important operational risk could be that managers do not view risk management in terms 

of categories of market, credit and operational risk but rather as risk management as a 

whole.  

																																																								
2	Volcanic	eruption	is	classified	as	an	environmental	risk.	
3	Since	currency	risk	is	not	an	operational	risk	it	is	not	reported.	
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The results from Questions 14-16 are mostly in line with what participants selected in 

the risks that had been identified by their companies. However, human resource risk was 

selected second most often by companies as an identified risk but was only written twice 

as a risk which participants deemed most important.  It appears that participants are more 

concerned about external rather than internal risks. This is in line with Oroian and Gheres 

(2012) findings where travel agencies only selected external operational risks as the most 

important risks.  

Table 6 displays how participants responded to which risk management strategy is 

used in their company, asked in Question 17, S I stand for sample I and S II for sample 

II. Participants are asked which risk management strategy they would use for each 

operational risk. Most participants adjust processes for competition then human 

resources, IT risks and risks with respect to technology. Yet in regards to political, 

terrorism and external fraud most participants selected doing nothing. Transferring to a 

contractor is selected most with risks with respect to technology which is selected 8 times 

in total and for external and legal risks which are both selected 5 times.  

Table 6. Risk management strategy 

 Do nothing Adjust processes Transfer to insurer Transfer to 
contractor 

 Total S I S II Total S I S II Total S I S II Total S I S II 
Human resource 5 2 3 20 20  2 2  4 4  
IT risk 10 5 5 20 16 4 2 2  4 4  
Technology risk 7 4 3 20 15 5 2 2  8 7 1 
Environmental risk 11 6 5 19 18 1 5 2 3 0   
Political risk 20 12 8 13 12 1 1 1  2 2  
Competition risk 5 2 3 29 23 6 1 1  0   
Terrorism 27 18 9 6 6  1 1  0   
External fraud 16 9 7 11 11  2  2 5 5  
Legal risk 13 6 7 14 13 1 3 2 1 5 5  
Reputational risk 4 2 2 30 24 6 2 1 1 0   

Notes: Table 6 shows data gathered for Question 17 of how companies dealt with each risk in terms of 
doing nothing, adjusting their processes or transferring their risks. The results show the overall selections 
and the selections of both Sample I and Sample II. Two participants checked two types of strategies for one 
risk. 
 

An analysis is conducted to check whether companies had selected a risk to be 

important in Question 12 and whether they were in fact mitigating the risk in the form of 

adjusting their processes or transferring the risk in Question 17. Participants selected 

which method applied to each risk, therefore each participant could select one method a 

maximum of 10 times. There were 122 instances where a company had identified a risk 



40	

	

and did something about it. 108 times a company did something about a risk without 

having identified it. However, 32 times a risk was identified yet the company selected 

doing nothing.  However, 10 of those are from one participant since they selected all 

risks yet selected not doing anything for any risk. In total, 81 instances a company 

selected not doing anything for a risk it did not identify. Another analysis is made to 

check if participants were doing something for the risks they deemed most important. In 

total 35 instances risks which were identified to be one of the most important, 

participants selected that they were doing something, in 9 cases participants selected the 

risk as most important but selected “doing nothing” in Question 17. 

Companies are managing 108 instances of risks which were not identified to be 

relevant by participants, which may indicate that companies are not putting importance 

into identifying risks since they are already managing them. However, it is noteworthy 

that companies are mostly taking steps to manage their identified risks. 

Table 7 summarizes the results for which risk management methods participants were 

using and how participants checked the performance of their risk management. Question 

18 asks participants about which risk management tools they use for their identified risks, 

internal control is the most popular with 18 selections, next is loss prevention with 17 

and Contingency plans with 16. There were 13 participants who selected none. Most 

participants selected none when asked how they check the performance of their risk 

management from Question 19. Overall participants selected none most often for which 

methods they were using for checking the risk management’s performance. This may 

indicate that participants are not fully aware of the risk management process since 

checking if risk management is working is an important and integral step in the process 

as a whole.  
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Table 7. Risk management tools and performance of risk management 

  Overall % Sample I % Sample 
II 

% 

RM tools Contingency plans 16 19% 12 18% 4 22% 
 Loss prevention 17 20% 12 18% 5 28% 
 Risk reduction milestones 5 6% 4 6% 1 6% 
 Internal controls 18 22% 17 26% 1 6% 
 Two man rule 14 17% 10 15% 4 22% 
 None 13 16% 10 15% 3 17% 
        RM Performance Balanced scorecards 10 18% 7 17% 3 23% 
 Risk review meetings 11 20% 8 19% 3 23% 
 Gap analysis 9 16% 9 21%  0% 
 Process controls 10 18% 9 21% 1 8% 
 None 15 27% 9 21% 6 46% 
Notes: Table 7 shows data gathered for Question 18 and 19 of which risk management tools companies are 
using and then how the performance of the risk management is measured. The results show the overall 
selections and the selections of both Sample I and Sample II. Participants were allowed to check more than 
one option. 
 

Figure 2 displays Question 9 if companies selected whether there was a risk 

management process in their company and Question 20 how satisfied they are with their 

risk management process. In Question 9, most participants selected no risk management 

process with 15 selections.  

Figure 2. Is there a risk management process vs how satisfied are you with the risk management 
process in your company 

 
Notes: Figure 2 shows how participants answered whether they had a risk management process 
implemented from a scale of 1-5 (blue color) and how satisfied they were with their risk management 
process (red color). 
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Question 21, asking if participants had any additional comments in regards to risk 

management, did not yield any results.  

Overall, most companies use a variety of methods throughout the risk management 

process. Although 33% of companies said to have no risk management process in 

Question 9, when specific sections of risk management were asked this percentage 

dropped. For example, in Question 12 only 6% said that they did not use any methods in 

identifying risks. Furthermore, 85% of companies said to be using at least one method for 

identifying risks and in Question 17 only one participant selected “doing nothing” for 

every risk, showing that most companies are in fact taking actions against their risks even 

though they may not define it as “risk management”. However, the largest percentage of 

companies did not use any methods for checking the performance of the risk 

management. 

The most important risks which were identified in Question 12 by participants are 

environmental, human resource, competition and political which is somewhat in line with 

the risks participants selected being most important. However, participants did not deem 

human resource as one of the most important risks in Questions 14-16, besides IT risk 

only external risks were selected as being most important. Participants use a variety of 

methods for determining the significance of identified risks yet 22% selected not using 

any methods which is a higher percentage than in Question 12. This may show that 

participants do not realize the importance of testing which methods are actually 

important for their company. Companies selected which risk management strategy they 

were using for each risk and the results showed that companies took most action for 

Human resources, IT, Technology, Environmental and Competition. The most common 

risk management tools are internal controls and loss prevention.  

A correlation analysis is conducted to test whether Question 9, if there is a risk 

management process implemented, is correlated with the other risk management 

questions, Questions 10-11, Q13 and Q18-19. This shows whether companies are 

actually managing their risks throughout the risk management process if they say they are 

managing their risks in Question 9. Table 8 summarizes the correlation between these 

questions. Question 9 is correlated to all other questions at the 1% level. Therefore, 

companies are aware if they are managing their risks depending on if they selected at 

least one risk management method for each question. 



43	

	

 Table 8. Correlation between Q9 and other risk management questions 

 Q9. RM process 

Q10 Who is responsible 0.788 ** 
Q11 How risks identified 0.56 ** 
Q13 Significance determined 0.591 ** 
Q18 How are risks managed 0.492 ** 
Q19 How is risk man. assessed 0.456 ** 

 **. Correlation is significant at the 0.01 level. 
Notes: Table 8 shows the Spearman correlation coefficient between Q9 and Q10-Q13 and Q18 and Q19.  
 

4.2 Company characteristics and risk management 
In the following section the expectations are tested and analyzed. First number the 

differences between sub industries is tested, then size of company which is a factor of 

permanent employees, then age of companies, profitability and then type of organization. 

The two samples will be reported together due to the small size of sample II. 

4.2.1 Sub industry 
In the following section the differences between the sub industries are discussed. The 

two samples will be reported together due to the small size of sample II. Overall it 

appears that car rentals have the most sophisticated approach, then accommodations and 

lastly tour operators. Car rentals say they have a more sophisticated risk management 

approach in Question 9 and use a wider range of methods for identifying risks. 

Accommodations were less sophisticated than car rentals when it came to measuring 

performance of risk management 26% chose none and most used balanced scorecards. 

Travel agencies had the lowest results of risk management implemented in Question 9. 

Moreover, only accommodations and car rentals had board of directors responsible for 

risk management. In total 38% of travel agencies did not have anyone responsible for risk 

management and travel agencies selected not using any methods most out of the three 

sub industries for identifying risks, determining the significance of risks, methods of 

managing risk and methods used for determining the performance of the risk 

management. The reason car rentals and accommodations may have a more sophisticated 

risk management approach is due to them being tied to a greater amount of physical 

assets which may lead to shareholders expecting a greater risk management approach. 

Table 9 summarizes the findings for the differences between the sub industries in regards 

to Question 9-13 and Q19-20.  
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Accommodations and Travel Agencies selected not having a risk management process 

38% and 34% of the time for Question 9, which is significantly more than car rentals 

which selected it 13% of the time. In regards to who is responsible for the risk 

management process, or Question 10, all sub industries selected top management. 

Furthermore, travel agencies selected that they do not have a risk management process 

more than the other two sub industries. No company in the accommodation industry 

selected not using any method for risk identification. Companies for each sub industry 

are fairly similar in regards to picking which risks had been identified in Question 12 

including Human resource, IT, risks with respect to technology, environmental and 

political risk. Accommodations and car rentals selected using financial evaluation more 

compared to travel agencies, while travel agencies selected not using any methods more 

often. How performance of the risk management was measured, in Question 19, by 

companies is slightly different across industries. Balanced scorecards are used by all 

industries yet car rentals selected risk review meetings more often than the other two 

industries. Travel agencies and accommodations selected no methods used more than car 

rentals.  
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Table 9. Risk management processes according to Sub industry 

Notes: Table 9 
shows data gathered 
for the risk 
management 
processes according 
to the sub industry. 
Questions 9-13 and 
Questions 18-19 are 
displayed. The 
percentages are 
displayed according 
to the number of 
participants who 
answered the 
question and not the 
total number of 
participants in the 
survey. Participants 
were allowed to 
check more than one 
option

 # %  # %  # %  # %  # %  # % 
Q9 Risk process implemented 1  2  3  4  5    
Travel Agency 8 35%  2 9%  5 22%  5 22%  3 13%    
Accommodation 6 38%  1 6%  6 38%  3 19%  0 0%    
Car rental 1 13%  2 25%  1 13%  3 38%  1 13%    
                  
Q10 Who is responsible Top management  Board of directors  Middle management  Risk management  All employees  Do not have 
Travel Agency 12 50%  0 0%  0 0%  2 8%  1 4%  9 38% 
Accommodation 8 44%  4 22%  1 6%  0 0%  0 0%  5 28% 
Car rental 4 40%  3 30%  0 0%  1 10%  0 0%  2 20% 
                  
Q11 How are risks identified Brainst./Checklists  Worksh./Focus gr./surveys  SWOT / PESTLE  Risk trees/Flow charts  Gap analysis  none 
Travel Agency 11 46%  5 21%  7 29%  1 4%  1 4%  6 25% 
Accommodation 12 67%  4 22%  6 33%  0 0%  4 22%  0 0% 
Car rental 4 40%  5 50%  4 40%  0 0%  3 30%  1 10% 
                  
Q12 Which risks identified Human resource  IT risk  Technology risks   Environmental risk  Political risk  Competition risk 
Travel Agency 13 16%  8 10%  3 4%  15 19%  10 12%  7 9% 
Accommodation 10 20%  6 12%  3 6%  10 20%  7 14%  11 22% 
Car rental 7 15%  5 11%  4 9%  7 15%  6 13%  6 13% 
              
Q12 risks identified, cont’d Terrorism  External fraud  Legal risk  Reputational risk       
Travel Agency 4 5%  5 6%  4 5%  12 15%       
Accommodation 0 0%  1 2%  1 2%  2 4%       
Car rental 3 6%  2 4%  4 9%  3 6%       
            
Q13 Significance determined Risk scoring  Risk maps  Risk envelopes  Scenario analysis  Financial eval.  None 
Travel Agency 8 31%  1 4%  0 0%  6 23%  2 8%  9 35% 
Accommodation 5 25%  2 10%  0 0%  3 15%  7 35%  3 15% 
Car rental 5 29%  2 12%  1 6%  3 18%  4 24%  2 12% 
            
Q18 How are risks managed Contingency plans  Loss prevention  Risk red. milestones  Internal controls  Two man rule  None 
Travel Agency 8 20%  4 10%  3 7%  8 20%  9 22%  9 22% 
Accommodation 4 15%  8 30%  1 4%  8 30%  3 11%  3 11% 
Car rental 4 27%  5 33%  1 7%  2 13%  2 13%  1 7% 
             
Q19 How is risk man. assessed Balanced Scorecard  Risk review meetings  Gap analysis  Process controls  None    
Travel Agency 5 19%  4 15%  2 7%  7 26%  9 33%    
Accommodation 5 26%  2 11%  4 21%  3 16%  5 26%    
Car rental 3 27%  4 36%  3 27%  0 0%  1 9%    
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4.2.2 Size of company 
The size of the company according to the number of employees is tested and discussed 

in the following section. Overall, it can be concluded that risk management is more 

sophisticated the larger a firm is. Smaller companies use no methods more often than 

larger firms and when testing the Spearman correlation, a strong correlation exists 

between size and risk management Q9-Q11 and Q18-Q19. Table 10 displays the results 

for the differences between the sizes of companies in terms of the risk management 

questions.  

In Question 9, when asked if the participant’s company has a risk management 

process implemented, micro companies selected not having a process most often, with 

small companies coming next and medium firms third, no large company selected not 

having a risk management process. Furthermore, large firms selected board of directors 

and risk management equally often and more often than the other sizes. Micro companies 

selected not using any method in Question 11 most often out of the four groups. In 

Question 13, participants for micro companies selected using risk scoring for analyzing 

which risks were important or no method at all, whereas no large firm selected not using 

any methods. In Question 18, micro companies selected none most often, whereas large 

companies selected contingency plans and internal controls equally often. In Question 19, 

participants are asked to assess the performance of the risk management itself, micro 

companies selected none most often. Participants in large firms seemed overall most 

satisfied with their risk management in Question 20, since they only selected “3” or “4”. 

Medium sized firms selected “2” most often and then “4”. Small firms selected “2” most 

often than “4”. Micro firms selected “3” most often and then “1”. Interestingly, only 

micro and small firms selected being fully satisfied with their risk management process 
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Table 10. Risk management processes according to size 

Notes: Table 10 shows data gathered for the 
risk management processes according to the 
size. Questions 9-13 and Questions 18-19 are 
displayed. The percentages are displayed 
according to the number of participants who 
answered the question and not the total number 
of participants in the survey. Participants were 
allowed to check more than one option. 

  

  # %   # %   # %   # %   # %   # % 
Q9 Risk process implemented 1  2  3  4  5    
1-10 8 35%  2 9%  5 22%  5 22%  3 13%    
11-50 6 38%  1 6%  6 38%  3 19%  0 0%    
51 - 250 1 13%  2 25%  1 13%  3 38%  1 13%    
> 250 0   0   1 20%  3 60%  1 20%    
                  Q10 Who is responsible Top management Board of directors Middle 

management 
Risk management All employees Do not have 

1-10 6 46%  0 0%  0 0%  0 0%  0 0%  7 54% 
11-50 10 43%  4 17%  0 0%  1 4%  1 4%  7 30% 
51 - 250 5 45%  2 18%  1 9%  1 9%  0 0%  2 18% 
>250 3 60%  1 20%  0 0%  1 20%  0 0%  0 0% 
                  Q11 How are risks identified Brainst./Checklis

ts 
Worksh./Focus 

gr./surveys 
SWOT / PESTLE Risk trees/Flow charts Gap 

analysis 
 none 

1-10 6 32%  3 16%  5 26%  0 0%  0 0%  5 26% 
11-50 14 40%  8 23%  8 23%  1 3%  3 9%  1 3% 
51 - 250 4 29%  2 14%  2 14%  0 0%  5 36%  1 7% 
>250 3 50%  1 17%  2 33%  0 0%  0 0%  0 0% 
                  Q12 Which risks identified Human resource  IT risk  Technology 

risks 
 Environmental 

risk 
 Political risk  Competition 

risk 
1-10 9 19%  6 13%  3 6%  8 17%  6 13%  4 9% 
11-50 13 19%  8 11%  2 3%  14 20%  7 10%  10 14% 
51 - 250 5 17%  2 7%  2 7%  6 21%  5 17%  5 17% 
>250 3 9%  3 9%  3 9%  4 12%  5 15%  5 15% 
                  Q12 Which risks identified, 
cont’d 

Terrorism  External 
fraud 

 Legal risk  Reputational 
risk 

      

1-10 2 4%  2 4%  2 4%  5 11%       
11-50 2 3%  4 6%  4 6%  6 9%       
51 - 250 1 3%  0 0%  1 3%  2 7%       
>250 2 6%  2 6%  2 6%  4 12%       
                  Q13 How is significance 
determined 

Risk scoring  Risk maps  Risk envelopes  Scenario 
analysis 

 Financial 
eval. 

 None 

1-10 6 40%  1 7%  - 0%  3 20%  - 0%  5 33% 
11-50 7 27%  3 12%  - 0%  4 15%  6 23%  6 23% 
51 - 250 2 15%  - 0%  - 0%  3 23%  5 38%  3 23% 
>250 3 33%  1 11%  1 11%  2 22%  2 22%  - 0% 
                  Q18 How are risks managed Contingency 

plans 
 Loss 

prevention 
Risk red. milestones Internal controls  Two man 

rule 
 None 

1-10 2 17%  2 17%  0 0%  0 0%  2 17%  6 50% 
11-50 8 18%  10 22%  3 7%  11 24%  9 20%  4 9% 
51 - 250 3 18%  3 18%  2 12%  4 24%  2 12%  3 18% 
>250 3 33%  2 22%  0 0%  3 33%  1 11%  0 0% 
                  Q19 How is risk man. assessed Balanced 

Scorecard 
Risk review meetings Gap analysis  Process controls  None    

1-10 1 10%  0 0%  1 10%  0 0%  8 80%    
11-50 8 28%  7 24%  3 10%  6 21%  5 17%    
51 - 250 2 15%  2 15%  5 38%  2 15%  2 15%    
>250 0 0%  1 33%  0 0%  2 67%  0 0%    
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A spearman’s correlation is run to determine the relationship between those 

companies that picked at least one method for the risk management processes. There is a 

strong, positive monotonic correlation between size and risk management process at the 

significance level of 5%. The correlation coefficient can be seen in Table 11. 

Table 11. Correlation between size and risk management 

 Size  

Q9. RM process implemented 0.392 ** 
Q10 Who is responsible 0.333 * 
Q11 How are risks identified 0.292 * 
Q13 How is significance determined 0.273  
Q18 How are risks managed 0.381 ** 
Q19 How is risk man. assessed 0.395 ** 

**. Correlation is significant at the 0.01 level. * Correlation is significant at the 0.05 level. 
Notes: Table 11 shows the correlation between size and RM process. ** Significant at the 0.01 level, * 
significant at the 0.05 level 
 

When comparing the largest group to the smallest group, there appears to be a large 

difference between micro firms and large firms, but not much of a difference between 

small and medium. Large firms never selecting none as an option while micro companies 

selected “1” most often in Question 9. Furthermore, 54% said not having anyone 

responsible for risk management, 26% had no methods of identifying risks, 33% used no 

methods for determining significance, 50% did not manage any risks and 80% said to not 

be using any methods for assessing risks. On the other hand, large firms never selected 

not using any methods for the risk management processes. However, when testing the 

differences in the Mann Whitney test only Q9, Q10 and Q18 were significant. Table 12 

displays these. 

Table 12. Mann Whitney test with size 

 Size  

Q9. RM process implemented 0.02 ** 
Q10 Who is responsible 0.08 * 
Q11 How are risks identified 0.212  
Q13 How is significance determined 0.161  
Q18 How are risks managed 0.053 * 
Q19 How is risk man. assessed 0.166  

* Statistically significant at the 0.05 level ** statistically significant at the 0.1 level 
Notes: Table 12 shows the Mann Whitney test between size and Q9-Q11, Q13 and Q18-Q19 



49	

	

4.2.3 Age 
The age of companies is tested with the company’s risk management in the following 

section. Overall, age is not a determinant for a more sophisticated risk management. 

Although, companies older than 30 years selected no methods less than the younger 

groups which were formed either around the financial crisis or the tourism boom, a 

spearman correlation and Mann Whitney test did not yield any significant differences 

between the groups.  

Table 13 summarizes the questions regarding risk management for each age group. In 

Question 9, young companies aged 1-5 selected “1” most often while companies aged 6-

10 years old selected “3” most often, companies aged 11-30 selected “4” most often, and 

old companies aged over 30 selected “1” most often. In Question 10, when asked who 

was responsible for risk management, young companies aged 1-5 and old companies 

aged over 30 selected not having anyone responsible for risk management most often. In 

Question 12 participants were asked to identify relevant risks, young companies under 5 

years old and companies aged 11-30 selected Environmental risk most often. Companies 

aged 11-30 and over 30 years selected Human resources most often. Old companies over 

the age of 30 also selected competition equally often as human resources. When asked 

which risk management tools participants company‘s used in Question 18, companies 

aged 1-5 selected none and internal controls most often.  

Companies are fairly similar when it comes to different risk management strategies 

and their age. There is a bigger group of younger companies in the none categories than 

the older ones but the difference appears to not be too large. 
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Table 13. Risk management processes according to age 

 
Notes: Table 13 shows 
data gathered for the risk 
management processes 
according to the age. 
Questions 9-13 and 
Questions 18-19 are 
displayed. The 
percentages are displayed 
according to the number 
of participants who 
answered the question 
and not the total number 
of participants in the 
survey. Participants were 
allowed to check more 
than one option.

  # %   # %   # %   # %   # %   # % 
Q9 Risk process implemented 1  2  3  4  5    
1-5 8 35%  2 9%  5 22%  5 22%  3 13%    
6-10 6 38%  1 6%  6 38%  3 19%  0 0%    
11-30 1 13%  2 25%  1 13%  3 38%  1 13%    
>30 3 30%  1 10%  3 30%  3 30%  0 0%    
                  Q10 Who is responsible Top management Board of directors Middle management Risk management All employees Do not have 
1-5 4 33%  2 17%  0 0%  1 8%  0 0%  5 42% 
6-10 11 61%  1 6%  0 0%  0 0%  0 0%  6 33% 
11-30 7 58%  2 17%  0 0%  0 0%  1 8%  2 17% 
>30 2 20%  2 20%  1 10%  2 20%  0 0%  3 30% 
                  Q11 How are risks identified Brainst./Checklists Worksh./Focus gr./surveys SWOT / PESTLE Risk trees/Flow charts Gap analysis  none 
1-5 6 50%  3 25%  3 25%  1 8%  1 8%  3 25% 
6-10 10 56%  7 39%  9 50%  0 0%  3 17%  3 17% 
11-30 5 42%  4 33%  4 33%  0 0%  0 0%  1 8% 
>30 6 55%  0 0%  1 9%  0 0%  4 36%  0 0% 
                  Q12 Which risks identified Human resource  IT risk  Technology risks   Environmental risk  Political risk  Competition risk 
1-5 5 15%  4 12%  3 9%  7 21%  4 12%  3 9% 
6-10 13 20%  8 12%  2 3%  12 18%  8 12%  10 15% 
11-30 6 13%  4 9%  4 9%  8 17%  6 13%  5 11% 
>30 6 18%  3 9%  1 3%  5 15%  5 15%  6 18% 
                  Q12 Which risks identified, cont’d Terrorism  External fraud  Legal risk  Reputational risk       
1-5 2 6%  1 3%  1 3%  3 9%       
6-10 1 2%  4 6%  3 5%  5 8%       
11-30 3 7%  2 4%  2 4%  6 13%       
>30 1 3%  1 3%  3 9%  3 9%       
                  Q13 How is significance determined Risk scoring  Risk maps  Risk envelopes  Scenario analysis  Financial eval.  None 
1-5 4 33%  1 8%  0 0%  1 8%  2 17%  4 33% 
6-10 8 35%  1 4%  0 0%  5 22%  4 17%  5 22% 
11-30 4 25%  2 13%  1 6%  3 19%  2 13%  4 25% 
>30 2 17%  1 8%  0 0%  3 25%  5 42%  1 8% 
                  Q18 How are risks managed Contingency plans  Loss prevention Risk red. milestones Internal controls  Two man rule  None 
1-5 3 18%  3 18%  1 6%  4 24%  2 12%  4 24% 
6-10 6 19%  6 19%  2 6%  6 19%  8 25%  4 13% 
11-30 4 27%  2 13%  1 7%  3 20%  1 7%  4 27% 
>30 3 16%  6 32%  1 5%  5 26%  3 16%  1 5% 
                  Q19 How is risk man. assessed Balanced Scorecard Risk review meetings Gap analysis  Process controls  None    
1-5 4 31%  1 8%  3 23%  1 8%  4 31%    
6-10 3 14%  4 19%  2 10%  4 19%  8 38%    
11-30 2 20%  2 20%  0 0%  3 30%  3 30%    
>30 
 

2 18%  3 27%  4 36%  2 18%  0 0%    
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Furthermore, a spearman’s correlation is run to determine the relationship between 

those companies that picked at least one method for the risk management processes and 

there is no significant correlation between age and risk management process. The 

correlation coefficient can be seen in Table 14. 

Table 14. Correlation between age and risk management 

 Age 

Q9. RM process implemented 0.127 
Q10 Who is responsible 0.206 
Q11 How are risks identified 0.205 
Q13 How is significance determined 0.184 
Q18 How are risks managed 0.101 
Q19 How is risk man. assessed 0.139 

Notes: Table 14 shows the Spearman correlation coefficient between size and Q9-Q13 and Q18 and Q19.  
 

Lastly, the smallest group is tested against the largest group in the Mann Whitney test 

and the results are also not significant as can be seen in Table 15. 

Table 15. Mann Whitney test with age 

 Age 

Q9. RM process implemented 0.762 
Q10 Who is responsible 0.475 
Q11 How are risks identified 0.256 
Q13 How is significance determined 0.138 
Q18 How are risks managed 0.138 
Q19 How is risk man. assessed 0.138 

Notes: Table 15 shows the Mann Whitney test between size and Q9-Q11, Q13 and Q18-Q19 

4.2.4 Profitability 
The profit margin of companies along with the company’s risk management is tested 

in this section. Although companies in the higher profit margin never selected not using 

any methods, a Spearman correlation and Mann Whitney test concluded that there is no 

significant difference between profitability and risk management. However, the sample  

may be too small to  be able to conclude if more profitable firms have a more 

sophisticated risk management approach. 

Table 16 summarizes the risk management questions for the profitability groups. In 

Question 9, companies with 0-5% selected “1” and “4” equally often while companies 

with profit margins 5-10% selected “1” most often and companies with a profit margin of 
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10-30% selected “4” and “5” equally often or 29%. Companies with a profit margin of 

over 30% selected “3” and “5” most often or 50%.  

In Question 10, companies in the 5-10% category selected that no one was responsible 

50% of the time while companies in the 10-30% category selected top management most 

often and companies in the over 30% category selected exclusively board of directors and 

risk management. In Question 13 asking companies how they determined the 

significance of identified risks, companies with a 0-5% profitability selected none most 

often. Question 18 asking participants which risk management tools companies used, 

companies with a 0-5% selected the two man rule most often while companies in the 5-

10% category selected none. Companies in the 10-30% category selected Contingency 

plans most often. The risk management itself in Question 19 is assessed through risk 

review meetings and gap analysis for firms with a profitability of over 30% most often. 

Companies with a 5-10% profitability selected balanced scorecards most often and none 

second most often. Companies with 0-5% profit margin selected none and process 

controls equally often.   

According to these findings it appears that profit margin does have some effect on the 

risk management. For example, no company in the over 30% profit margin selected none 

for any of the risk management processes. However, in three instances a profit margin of 

5%-10% had more participants who answered in the none category than those in the 0-

5% profit margins. Therefore, it appears that there is a big difference between the 

smallest profit margin and the largest but not the profit margins in between.
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Table 16. Risk management processes according to profitability 

 
Notes: Table 16 
shows data gathered 
for the risk 
management 
processes according 
to the profit margin. 
Questions 9-13 and 
Questions 18-19 are 
displayed. The 
percentages are 
displayed according 
to the number of 
participants who 
answered the 
question and not the 
total number of 
participants in the 
survey. Participants 
were allowed to 
check more than one 
option. 

 

  

  # %   # %   # %   # %   # %   # % 
Q9 Risk process implemented 1  2  3  4  5    
0-5% 3 38%  0 0%  2 25%  3 38%  0 0%    
5% - 10% 3 43%  2 29%  2 29%  0 0%  0 0%    
10% - 30% 1 14%  1 14%  1 14%  2 29%  2 29%    
>30%  0 0%  0 0%  1 50%  0 0%  1 50%    
                  Q10 Who is responsible Top management Board of directors Middle management Risk management All employees Do not have 
0-5% 5 50%  1 10%  1 10%  0 0%  0 0%  3 30% 
5% - 10% 3 38%  1 13%  0 0%  0 0%  0 0%  4 50% 
10% - 30% 5 56%  1 11%  0 0%  2 22%  0 0%  1 11% 
>30%  0 0%  1 50%  0 0%  1 50%  0 0%  0 0% 
                  Q11 How are risks identified Brainst./Checklists Worksh./Focus gr./surveys SWOT / PESTLE Risk trees/Flow charts Gap analysis  none 
0-5% 5 50%  1 10%  5 50%  0 0%  1 10%  1 10% 
5% - 10% 4 50%  1 13%  2 25%  0 0%  1 13%  1 13% 
10% - 30% 5 56%  3 33%  4 44%  1 11%  1 11%  0 0% 
>30%  2 40%  1 20%  1 20%  0 0%  1 20%  0 0% 
                  Q12 Which risks identified Human resource  IT risk  Technology risks   Environmental risk  Political risk  Competition risk 
0-5% 6 19%  2 6%  1 3%  6 19%  5 16%  5 16% 
5% - 10% 3 13%  2 9%  2 9%  7 30%  3 13%  2 9% 
10% - 30% 4 12%  4 12%  2 6%  6 18%  5 15%  3 9% 
>30%  2 13%  1 7%  1 7%  2 13%  2 13%  2 13% 
                  Q12 Which risks identified, cont’d Terrorism  External fraud  Legal risk  Reputational risk       
0-5% 1 3%  1 3%  1 3%  4 13%       
5% - 10% 1 4%  1 4%  0 0%  2 9%       
10% - 30% 1 3%  2 6%  2 6%  4 12%       
>30%  1 7%  0 0%  2 13%  2 13%       
                  Q13 How is significance determined Risk scoring  Risk maps  Risk envelopes  Scenario analysis  Financial eval.  None 
0-5% 0 0%  0 0%  0 0%  3 33%  1 11%  5 56% 
5% - 10% 2 29%  1 14%  0 0%  1 14%  2 29%  1 14% 
10% - 30% 5 56%  1 11%  0 0%  1 11%  1 11%  1 11% 
>30%  2 25%  1 13%  1 13%  2 25%  2 25%  0 0% 
                  Q18 How are risks managed Contingency plans  Loss prevention Risk red. milestones Internal controls  Two man rule  None 
0-5% 3 23%  1 8%  0 0%  3 23%  4 31%  2 15% 
5% - 10% 0 0%  2 25%  1 13%  2 25%  1 13%  2 25% 
10% - 30% 6 30%  4 20%  0 0%  5 25%  4 20%  1 5% 
>30%  1 25%  1 25%  1 25%  1 25%  0 0%  0 0% 
                  Q19 How is risk man. assessed Balanced Scorecard Risk review meetings Gap analysis  Process controls  None    
0-5% 1 10%  2 20%  1 10%  3 30%  3 30%    
5% - 10% 3 43%  0 0%  1 14%  1 14%  2 29%    
10% - 30% 3 25%  2 17%  3 25%  3 25%  1 8%    
>30%  0 0%  1 50%  1 50%  0 0%  0 0%    
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However, a spearman’s correlation is run to determine the relationship between those 

companies that picked at least one method for the risk management processes and there is 

no significant correlation between profit margin and risk management process. The 

correlation coefficient can be seen in Table 17. 

Table 17. Correlation between profitability and risk management 

 Profitability 

Q9. RM process implemented 0.307 
Q10 Who is responsible 0.25 
Q11 How are risks identified 0.247 
Q13 How is significance determined 0.475 
Q18 How are risks managed 0.233 
Q19 How is risk man. assessed 0.231 

Notes: Table 17 shows the Spearman correlation coefficient between profitability and Q9-Q13 and Q18 
and Q19.  
 

Lastly, the smallest group is tested against the largest group in the Mann Whitney test 

and the results are also not significant as can be seen in Table 18. 

Table 18. Mann Whitney test with profitability 

 Profitability 

Q9. RM process implemented 0.28 
Q10 Who is responsible 0.419 
Q11 How are risks identified 0.593 
Q13 How is significance determined 0.176 
Q18 How are risks managed 0.593 
Q19 How is risk man. assessed 0.866 

Notes: Table 18 shows the Mann Whitney test between profitability and Q9-Q11, Q13 and Q18-Q19 

4.2.5 Organization type 
In total 81% of participants were fully independent companies while part of a 

franchise was 13%, company headquartered in Iceland yielded 4% and part of a company 

headquartered abroad 2%.   Therefore the sample is too small to test differences between 

the types of organizations. 
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5 Conclusion and implications 
Operational risk is the risk associated with operational activities in conducting 

business (Mitra, Karathanasopoulos, Sermpinis, Dunis, & Hood, 2014). The business 

environment can be extremely competitive and businesses face numerous challenges 

within their operations which can have a negative impact on the organization. This is 

why it is vital that managers can identify and mitigate potential risks because failing to 

do so could result in reduced productivity or even bankruptcy (Naude & Chiweshe, 

2017). In addition, companies in the tourism sector are especially sensitive to levels of 

economic activity and because of this, risk management is particularly important (Pender 

& Sharpley, 2005).  

This study is, to the researcher’s best knowledge, the first one in Iceland which 

investigates to what extent Icelandic tourism companies manage their operational risks. 

The objective of this research is to investigate the risk management methods used by 

managers in Icelandic tourism companies and to establish which risks they deemed 

important. Managers in Icelandic tourism firms should be able to gather the information 

from this research to improve their own risk management or to establish a risk 

management process in their company. Risk management should ultimately guide the 

manager in developing a framework which helps them towards action or improvement 

(Naude & Chiweshe, 2017). Although the manager is responsible for the risk 

management, this research could still affect other entities in the company. For example, 

members of the board of directors could learn from this research and recognize which 

risk management processes their company fails to follow, while shareholders can know 

what to look for in a company’s risk management. Furthermore, shareholders can 

influence the board of directors or managers by choosing to only invest in companies 

with risk management processes. Lastly, employees can also learn from this research by 

knowing which risk management processes their firm should follow and attempt to 

influence their managers with this knowledge.  

A survey was sent to companies in the accommodations, travel agencies and car rental 

sub industries to investigate the risk management in their companies. In total, 47 

participants from all sub industries participated. Most companies in the sample used a 

variety of methods throughout the risk management process, although several companies 

claimed to have no risk management initially, several did however use methods 

throughout the risk management process to manage their risks. Managers seemed to also 
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not differentiate between operational risks and risks in total since several managers 

selected market risks as their most important operational risks.  

In terms of the expectations, there are several differences between sub industries, car 

rentals had the most sophisticated approach because they selected none the least often 

when asked which methods they used for different steps in the risk management process, 

next were accommodations and then travel agencies. Travel agencies selected none most 

often out of the three sub industries. This expectation is somewhat in line with the 

expectations discussed in Section 3.5, because car rentals and accommodations often 

require a considerable amount of initial investment and therefore shareholders may 

expect more sophisticated risk management to protect their assets. Size did have an effect 

on the sophistication of the risk management, meaning that bigger firms generally used 

methods throughout the risk management process more frequently in comparison to 

small firms. This is in line with the expectations outlined in Section 3.5.2 and previous 

research such as Ravas’ (2011) research which finds that firms risk management was 

dependent on the size of the firm. However, age and profitability did not have an effect 

on the risk management. These findings were not in line with the expectations outlined. 

However, testing the profitability expectation may not have yielded correct findings since 

the sample may be too small.  

Managers selected environmental, political and competition to be the most important 

risks to their companies, which are all classified as external risks. This goes in line with 

research conducted by Oroian and Gheres (2012) which finds that managers in travel 

agencies deemed external risks to be most important. However, Cope, Piche and Walter 

(2012) find external losses to be less severe than internal ones, thereby highlighting the 

importance of risk management in terms of internal risks. Therefore, managers need to 

keep internal risks in mind since they are an extremely important part of risk 

management as well. Nonetheless, managers did select internal risks in Question 12, 

identifying relevant risks, which were considered most important specifically for the 

tourism sector in Section 2.3. The most prevalent internal risk in terms of tourism is 

human resource risk, which was identified as the top four risks along with environmental, 

political and competition risk. Human resource risk is especially important in the tourism 

sector since staff interact heavily with customers and the training, development and 

appearance of staff is crucial when it comes to the delivery of the tourism product 

(Appiah-Adu, Fyall, & Singh, 2000). The next risk which managers selected frequently 
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when identifying relevant risks were IT risk and reputational risk which were both 

highlighted to be important especially for the tourism sector in Section 2.3.  

A recommendation for companies would be to follow through with risk management 

and to address that each step in the risk management process is equally important. 

Although a company may be small in size, and employees with limited time to handle 

risk management, a company should form a cross-functional team which would be 

responsible for the risk management process. In companies with a board of directors, the 

board should make the decision who will be responsible for risk management and follow 

through with the risk management process. A company should start with identifying 

important risks for the company, evaluating them and then choosing strategies for 

mitigating the risk, the last step is to then monitor the risks which includes making sure 

the risk mitigation is working. There are many methods which can be used for each step 

and companies may differ in which methods they prefer. Furthermore using a variety of 

methods for each step may not be better than using one method for each step well. In 

terms of who will be responsible for the risk management, it is important that one person 

at the company takes responsibility for either the risk management overall or a particular 

risk (Naude & Chiweshe, 2017). In companies with few people, risks can be divided 

among employees instead of having only one person responsible for the whole process of 

risk management.  

One of the biggest limitations of the present study is no doubt the size of the sample 

which is small. An example is the non-response bias since participants who would have 

had an opportunity to participate in a study did not and as a result, the sample’s 

variability may lead to bias. Furthermore, the response rate was rather low since 48 out of 

220 or 22% answered. There was no incentive to answer the survey which may explain 

the low response rate. However, those who answered the survey are those who were 

motivated to without any incentives, and this particular group of people may answer 

differently than those who would have answered with incentives (Martella, Nelson, & 

Marchand-Martella, 1999).  

The results from this study offer insights into the risk management in Icelandic 

companies, yet further exploration into risk management in the tourism industry would 

be feasible. A study with quantitative research method as well as in depth interviews with 

managers would be practical in order to better understand the thinking behind the risk 

management methods used. The inclusion of other tourism sectors which do not cater 
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exclusively to tourists would also be interesting and could provide insights into the 

difference between companies which cater solely to tourists and those who do not. 

Furthermore, risk management in all risk categories could be investigated in relation to 

Icelandic tourism companies.  
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Appendices 

Appendix A. Questionnair 
Please note: Survey questions are not displayed in the same formatting as in the survey 
itself.  
 
I am writing my master thesis at the Reykjavík University on Operational risk in tourism 
companies in Iceland. There are 21 questions in this survey and it should take you around 
5-10 minutes to answer them. Furthermore, this is an anonymous survey, so there won't 
be any mentions to your name or your company's name.  

Thank you so much for participating, after having finished answering all questions, 
please do not forget to submit the responses by pushing the button "SUBMIT" 

1. What is your company's main business activity? (Select one) 
Accommodation 
Travel Agency / Tour operator 
Car rental 
Other: 
 

2. How many permanent employees does your company employ? 
Your answer 
 

3. What is the maximum number of employees (seasonal and permanent) your company 

employees? 
Your answer 
 

4. In which year was your company established? 
Your answer 
 

5. What was your company's profit in 2017? 
Your answer 
 

6. What was your company's revenue in 2017? 
Your answer 
 

7. How would you categorize your company? (Select one) 
Part/Subsidiary of a company headquartered abroad 
Part/Subsidiary of a company headquartered in Iceland 
Independent franchise 
Fully independent 
 

8. What is your position at the company? (Select one) 
CEO / General Manager 
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CFO / Financial manager 
CRO / Risk manager 
COO / Operations manager 
Other: 
 

9. Is there a risk management process implemented in your company? 
No risk management process 

1 
2 
3 
4 
5 

Formalized in all business units and processes 
 

10. Who is responsible for risk management at your company? (Please select all items 

that apply) 
We do not have a risk management process 
Board of directors 
Top Management 
Risk Management 
Employees without management responsibilities 
Other: 
 

11. How are risks identified in your company? (Please select all items that apply) 
Brainstorming / Checklists 
Workshops / Focus groups / Staff surveys 
SWOT analysis (strengths, weaknesses, opportunities, threats) / PESTLE analysis 
(political, economic, social, technological, legal, environmental) 
Risk trees / Flow charts 
Gap analysis (comparing actual performance with desired performance) 
Delphi method (questionnaires to a panel of experts) 
None 
Other: 
 

12. Which of these risks have been identified to be relevant in your company? (Please 

select all items that apply) 
Human resource risk (E.g. unqualified staff, poorly trained staff, poor employee 
performance, human error, neglect, theft, fraud) 
Information technology / IT risk (E.g. software or hardware errors, outdated or unsuitable 
software or hardware, cybercrime) 
Risks with respect to technology other than IT (E.g. outdated or unsuitable equipment 
and technical systems, lack of maintenance) 
Environmental risk (E.g. flooding, volcano eruption) 
Political risk (E.g. new laws, changes in laws, new regulations, changes in regulations) 
Competition risk (E.g. risk of worsening competitive environment) 
Terrorism 
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External fraud (E.g. theft, embezzlement, scam) 
Legal risk (E.g. lawsuits, fines, liabilities) 
Reputational risk 
No relevant operational risks in my company 
Other: 
 

13. Which methods are used in your company to determine the significance of the 

identified risks? (Please select all items that apply) 
Risk scoring based on probability and severity 
Risk maps based on probability and severity 
Risk envelopes (risks mapped across an envelope) 
Scenario analysis (analyzing possible future scenarios or events) 
Financial evaluation (E.g. based on NPV analysis) 
None 
Other: 
 

14. What does your company deem the most important operational risk? 
Your answer 
 

15. What does your company deem the second most important operational risk? 
Your answer 
 

16. What does your company deem the third most important operational risk? 
Your answer 
 

17. Which risk management strategy is used in your company to manage each of the 

following risks? (Select which action applies to each risk) 

 
Do nothing Adjust processes 

within the 
company to reduce 
risk 

Transfer risk by 
entering insurance 
contract 

Transfer risk by 
hiring contractor 
or other company 

HR risk     

Technology risk     

IT risk     

Environmental risk     

Political risk     

Competition risk     

Terrorism     

External fraud     

Legal risk     

Reputation     
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18. Does your company use the following risk management tools? (Please select all items 

that apply) 
Contingency plans (plans put in place in case a risk occurs) 
Loss prevention (reduce sources of risk) 
Risk reduction milestones 
Internal controls 
Two man rule (Two people need to review major decisions) 
None 
Other: 
 

19. How does your company assess the performance of risk management itself? (Please 

select all items that apply) 
Balanced scorecards 
Risk review meetings 
Gap analysis (comparing the past performance with the desired performance) 
Process controls 
None 
Other: 
 

20. How satisfied are you with the risk management process in your company? 
Not at all 

1 
2 
3 
4 
5 

Very satisfied 

21. Do you have any further comments with regard to operational risks and management 

of operational risks in your company? 
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Appendix B. Email  
Email to manager 

Sæll / Sæl,�
�

Ég heiti Sólveig Maria og er að skrifa meistararitgerðina mína í Háskólanum í Reykjavík 
um áhættustjórnun í ferðaþjónustufyrirtækjum á Íslandi. Ég er sérstaklega að skrifa um 
svokallaðar rekstraráhættur (Operational Risks) sem er sú áhætta sem fyrirtæki standa 
frammi fyrir þegar kemur að þáttum sem hafa áhrif á innri starfsemi.  
 
Mig  langar að biðja þig að svara könnuninni minni um reynslu þína af áhættustjórnun í 
fyrirtækinu þínu. Könnunin er á ensku og í henni eru 21 spurningar sem ætti að taka um 
það bil 10-15 mínútur að svara. Markmið könnunarinnar er að rannsaka 
áhættustýringarferli þeirra og ráðleggja í kjölfarið hvaða skrefum er best að fylgja. 
 
Mig langar að taka fram að engar upplýsingar um þig né nafn fyrirtækisins koma fram. 
Það væri mjög gott ef þú gætir svarað mér fyrir  9. Mars. Ef þú hefur áhuga á 
niðurstöðum rannsóknarinnar, endilega láttu mig vita og ég sendi þér þau í maí. 
 
Hér er linkinn fyrir könnunina:  https://goo.gl/forms/ofPJPEK76Q5lywLA2 

 
Email reminder 
 
Góðan daginn, 
 
Í lok síðustu viku sendi ég ykkur könnun um rekstraráhættur í ferðaþjónustufyrirtækjum. 
Ég væri mjög þakklát og þætti vænt um ef þið gætið svarað henni,  þar sem ég þarf að fá 
eins mörg svör og hægt er. Ef þið hafið nú þegar svarað könnunini, þá þakka ég kærlega 
fyrir. Ef þið hafið áhuga á niðurstöðum könnunarinnar, þá endilega látið mig vita.  
 
Hér er linkurinn: https://goo.gl/forms/zMDbtayU4mvDKxDB2 
 
Takk kærlega fyrir hjálpina. 
 
Email sent to general email 

Gætirðu vinsamlegast sent þennan tölvupóst til þessum sem ber ábyrgð á 
áhættustjórnun hjá fyrirtækinu þínu (til dæmis framkvæmdastjóra, fjármálastjóra, e.t.c)? 
 
Ég heiti Sólveig Maria og er að skrifa meistararitgerðina mína í Háskólanum í Reykjavík 
um áhættustjórnun í ferðaþjónustufyrirtækjum á Íslandi. Ég er sérstaklega að skrifa um 
svokallaðar rekstraráhættur (Operational Risks) sem er sú áhætta sem fyrirtæki standa 
frammi fyrir þegar kemur að þáttum sem hafa áhrif á innri starfsemi.  
 
Mig  langar að biðja þig að svara könnuninni minni um reynslu þína af áhættustjórnun í 
fyrirtækinu þínu. Könnunin er á ensku og í henni eru 21 spurningar sem ætti að taka um 
það bil 10-15 mínútur að svara. Markmið könnunarinnar er að rannsaka 
áhættustýringarferli þeirra og ráðleggja í kjölfarið hvaða skrefum er best að fylgja. 
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Mig langar að taka fram að engar upplýsingar um þig né nafn fyrirtækisins koma fram. 
Það væri mjög gott ef þú gætir svarað mér fyrir  9. Mars. Ef þú hefur áhuga á 
niðurstöðum rannsóknarinnar, endilega láttu mig vita og ég sendi þér þau í maí. 
 
Hér er linkinn fyrir könnunina:  https://goo.gl/forms/ofPJPEK76Q5lywLA2 

  
------ English Version ------ 
  

Could you please forward this email to the person responsible for risk management at 
your company (for example: Manager, financial manager, e.t.c)? 
 
My name is Sólveig Maria and I’m writing my master's thesis at the University of 
Reykjavik about Risk Management in tourism companies in Iceland. The focus is 
on Operational Risks, which are the risks a company faces when it comes to factors that 
affect internal operations. 
 
I would like to ask you to respond to my survey about the risk management practices at 
your company. The survey is in English and has 21 questions which should take about 
10-15 minutes to answer. The aim of the survey is to investigate the risk management 
processes in Icelandic companies and then to be able to make a recommendation. 
 
I would like to mention that no information about you or company name is included. It 
would be great if you could answer me before March 9th. If you are interested in the 
results of the study, please let me know and I will send it to you in May. 
 
Here is the link for the survey: https://goo.gl/forms/ofPJPEK76Q5lywLA2  

   


