UNIVERSITI TEKNOLOGI MARA

THE MEDIATING EFFECT OF
ENTERPRISE RISK MANAGEMENT
PRACTICES ON ORGANIZATIONAL

ATTRIBUTES AND
ORGANIZATIONAL
PERFORMANCE

AZREEN BT ROSLAN

Thesis submitted in fulfillment
of the requirements for the degree of
Doctor of Philosophy

Faculty of Business Management

October 2016



ABSTRACT

Risk is inherent in all organizations, but if inefficiently managed will affect the
confidence and expectations of the stakeholders. The development of an enterprise risk
management (ERM) program enables organizations to manage corporate risks in a
holistic manner as opposed to the silo-based perspective in traditional risk
management frameworks. ERM is a best practice technique to evaluate and manage
risks in an integrated manner to cater to the new economic reality. Further, ERM is a
management tool to assist top management to make informed decisions. Past studies
have established positive effects of ERM practices, as organizations are better
prepared to manage their feasible threats in a holistic and integrated manner. In fact,
there are general consensuses of researchers that organizations practicing ERM are
found to perform better due to the fact that such organizations are able to ensure that
the total risks facing their organization are well managed. More specifically, their
current, future and emerging risks are identified and controlled to allow the
organization to achieve their strategic objectives. For this to happen, top management
support is crucial to drive ERM and ensure better organizational performance.
However, evidence pertaining to this is still scarce. As such, this research aims to
provide a better understanding of the influence of organizational attributes on the
extent of ERM practices towards organizational performance. A research model is
developed to examine and evaluate the attributes of ERM practices and its influence on
organizational performance. In addition, two underpinning theories namely Agency
theory and Contingency theory are used to justify these relationships. The existing
empirical evidence with regard to the risk management activities of nonfinancial
organizations were collected, in order to gain insight into the extent of ERM practices.
A questionnaire survey technique is employed to collect data from the public listed of
non financial companies. 102 useable responses were received and further analyzed
using the appropriate statistical procedures. The research model was then tested using
the partial least squares (PLS) technique. Smart PLS 2.0M3 was used to validate the
research model and test the proposed research hypotheses. The empirical results of this
research lead to several significant findings. This study confirms that ERM practices
positively influences organizational performance. Under the construct of
organizational attributes, organizational structure and role clarity are found to have
significant positive relationship with the extent of ERM practices. However, the result
does not support hypothesized relationships between board composition (board
independence and role separation) and the extent ERM practices. In addition, findings
showed that the extent of ERM practices mediates the relationship between
organizational structure and role clarity with organizational performance. However,
the findings showed that the extent of ERM practices does not mediate the relationship
between board composition and organizational performance. Theoretically, this study
provides further insights on the attributes and outcomes of the extent of ERM practices
within Malaysia public listed of non financial companies’ context. Methodological and
managerial implications were discussed and several possible avenues for future
research were identified and proposed. In short, the findings of this study shed new
light to the existing ERM literature and provide better assurance to the industry
practitioners on the significance of ERM practices in the organization.
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND OF STUDY

Malaysian business activities have shifted from agricultural to technological
based activities when the knowledge based economy master plan was introduced in
2002 (Knowledge Based Economy Master Plan, 2002). This knowledge based
economy master plan was to transform the economy into an innovation-based
economy with improved efficiency and productivity, thus enabling Malaysia to
become a high-income and knowledge-based economy by the end of the decade as
stated in Vision 2020. Vision 2020 was introduced in 1991 by Tun Mahathir
Mohamad, the former Malaysian Prime Minister, with an objective of Malaysia
becoming a fully developed country by the year 2020. Vision 2020 aims for Malaysia
to be a fully developed country in terms of political and economic stability as well as
citizens with a strong social and spiritual value by using its own model (United
Nations Development Program, 2005).

The knowledge-based economy is the basis for Malaysia to achieve Vision
2020 as well as to maintain a rapid pace of economic growth and improve Malaysia
global competitiveness. The economic transition has made Malaysia become more
competitive since the current Global Competitiveness Index (GCI) methodology was
introduced in 2005. This is evident when it made its way to the top 20 out of 144
economies for the first time. Malaysia attains the highest rank among the developing
Asian economies and the only emerging economies in the top 20 according to The
World Economic Forum in Global Competitiveness Report 2013-2014. Malaysia has
moved up four positions to be placed top 20 most competitive economies globally.
Malaysia also ranked fifth in Asia after Singapore, Japan, Hong Kong SAR and

Taiwan, China based on the report.
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