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ABSTRACT 
 

Risk management has become central to the financial sector development of 

any economy. The collapses of world leading financial institutions in 

2008/2009 have raised questions about the role of risk management and 

compliance with regulatory provisions in shielding firms against failure. 

Also, the post adverse effects of the global economic meltdown have 

continued to undermine  financial institution performance, Nigeria inclusive. 

The aim of this study is to examine the moderating effect of Board Equity 

Ownership on the relationship between ERM framework implementation, 

regulatory compliance and the non-financial performance of financial 

institutions in Nigeria. The sample of the study consists of 163 financial 

institutions in Nigeria. We collected data from the chief risk officers and 

other top level managers. The study utilized PLS-SEM path modelling with 

the help of SmartPLS 2.0 software to test the research framework. The 

findings revealed that ERM framework implementation and regulatory 

compliance have significant positive effects on the non-financial 

performance. Also, the study supported the third hypothesis that BEO 

strengthens the positive relationship between ERM framework adoption and 

the firm non-financial performance. In the case of compliance, the interaction 

effect (BEO*COP) did not influence the firm non-financial performance. The 

study recommended the need for regulatory agencies to encourage board 

equity ownership but with a caveat to prevent interest entrenchment that may 

lead to abuse. 
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1.  INTRODUCTION 

 

Risk management is an essential issue in the financial sector 

development of any economy. The collapse of world leading financial 

institutions such as Lehman Brothers of US, Bradford and Bingley 

Building Society in the UK have raised concern about the role of risk 

management process and the regulatory provisions of the most 

sophisticated world financial centers. Also, the post adverse effects of 

the global economic meltdown have continued to undermine financial 

institution performance globally.  

 The Nigerian financial institutions have in recent times 

witnessed a series of challenges. Banks and insurance companies were 

among the most highly hit by the global financial crises and are still 

suffering from the shock (Sanusi, 2010). The laxity of the regulatory 

agency in the system has encouraged sharp business practices which 

have continued to put the fortunes of a large portion of investors in 

extreme risk.  Ibuakah (2012) reported that the Nigerian regulatory 

agencies were not useful for monitoring the levels of compliance and 

enforcement mechanisms of sound corporate governance and risk 

management practices. As such, the operational efficiencies of the 

majority of the financial institutions continued to dwindle. According 

to the IMF (2013), the Nigerian stock market lost approximately 70 

percent of its stock value between 2008 and 2009. Subsequently, the 

market capitalization continued to experience an annual decline of 

about 17.42 percent (SEC, 2012). These adverse developments were 

related to the inadequacies of the risk management programs and 

inadequate supervisions which led to liquidation and poor 

performance of some financial institutions in Nigeria (IMF, 2013; 

SEC, 2012). 

As a response to system failure, several countries had come 

up with corporate governance codes to guide firms’ operational 

activities. In the United States, the Sarbanes-Oxley Act (SOX) was 

introduced in 2002 to control and protect from further corporate fraud 

in the country (Lai and Azizan, 2012). The Sarbanes-Oxley Act 

requires a top-down risk approach that includes identification, 

prioritizing and assessment of material risks for better business 

performance (Daud, Yazid, and Hussin, 2010). In a quest for best risk 
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management practices, several institutions around the world have 

embraced enterprise risk management (ERM).   

Risk management is the process of identifying, analyzing and 

mitigating uncertainties associated with business decisions (Olson and 

Wu, 2015). It is a coordinated approach resulting in the judicious 

application of resources to control the frequency and severity of risks 

exposures across a business entity. Enterprise risk management 

(ERM) refers to a risk management strategy that takes into account the 

interrelations between different types of risks, in contrast to the silo-

based risk management approach (insurance buying, physical 

mitigation, liability reduction). Enterprise risk management 

concurrently considers all forms of risks and develops mechanisms to 

ensure holistic management of risks and uncertainties. Enterprise risk 

management enables business organizations to assess, control, exploit, 

finance and monitor exposures from all sources to  increase 

shareholder value (Casualty Actuarial Society [CAS], 2003). ERM 

has been viewed as one of the most important issues surrounding 

business management in recent times; its advocates believe that 

integrating all corporate risks within a single ERM framework will 

enhance long-term firm performance. 

As such, studies have examined the effects of ERM 

implementation on firm performance (Doherty, 2000; Hoyt, Moore, 

and Liebenberg, 2008; Manab and Ghazali, 2013; Manab et al., 2010; 

Meier, 2000; Mikes and Kaplan, 2014).  In some of these studies, the 

relationships between ERM adoption and firm performance have been 

mixed (Abdullah et al., 2012; Bertinetti, Cavezzali, and Gardenal, 

2013; Togok, Ruhana, and Zainuddin, 2014). Few studies have 

examined the hypothesized benefits associated with ERM 

implementation. Hence, the prime objective of this study is to examine 

empirically the influence of ERM framework application and 

compliance on firm performance. The remaining part of the paper 

proceeds as follows. Section 2 reviews previous literature. Section 3 

presents the methodology. We report the analysis and findings in 

Section 4, and Section 5 concludes. 

 

2.  FIRM PERFORMANCE 
 

Firm performance is a concept that indicates the capacity of a 

company to achieve its objectives (Saeidi et al., 2014). The failure of 

the global financial system had forced business leaders to consider 

both financial and non-financial performance. Focusing on those 

measures will provide the management and the board of directors with 
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the requisite information concerning organizational operational 

efficiency. Studies have argued that placing emphasis only on the 

financial performance metric may not provide a clear picture of firm 

performance (Saeidi et al., 2014). The non-financial performance 

metrics can efficiently aid the company to assess the performance of 

enterprises visibly (Hussain and Hoque, 2002; Kaplan and Norton, 

1996). In fact, on a stand-alone basis, financial ratios provide only 

limited information to investors (Lev and Zarowin, 1999). 

Nonfinancial factors comprises large set of indicators relating to some 

important firms characteristics, strategies, and competitive advantage, 

among others (Laitinen, 2004). 

Increased global risk levels have created the need for 

companies to incorporate non-financial performance measures to 

identify quickly bottleneck zones capable of affecting the operating 

effectiveness of business operations. Companies are expected to 

identify risk proactively and come up with strategies and regulations 

that facilitate the management complex phenomena (Olson and Wu, 

2015). Consequently, business leaders argued that these competitive 

realities have rendered the accounting based financial metrics largely 

inadequate in measuring firm performance (Saeidi et al., 2014), 

suggesting the need for incorporation of non-financial metrics. 

In a nutshell, non-financial performance metrics will assist 

board members in identifying where operational managers are taking 

potentially unprofitable risks and depreciating hard-to-measure assets 

such as employee skill or customer loyalty (Aaron and David, 2005). 

Banker, Potter, and Srinivasan (2005) suggested that non-financial 

measures tend to be better predictors of future financial performance 

than financial metrics. Non-financial measures are valuable evaluators 

and motivators of organizational performance. They provide a tool for 

measuring the firm performance arising from intangibles and future 

cash flows not captured by traditional accounting measures (Cohen, 

Holder-Webb, Nath, and Wood, 2012). Nonfinancial measures 

possess more explanatory power when compared with financial 

convention ratios (Riley, Pearson, and Trompeter, 2003). 

Despite the importance of non-financial metrics, little 

evidence exists concerning whether including nonfinancial measures 

in performance evaluation can drive firm performance (Banker et al., 

2005). The current study considers non-financial performance 

measures from the perspectives of customer and business strategies 

that drive business operation efficiency. 
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2.1  ERM FRAMEWORK IMPLEMENTATION AND FIRM 

PERFORMANCE 

 

According to Shortreed, Craig, and  McColl (2000), ERM frameworks 

are guides designed to support  systematic and efficient processes in 

achieving organizational objectives. Essentially, the framework is a 

requirement for managing enterprise-wide risk (Dalgleis and Cooper, 

2005).  Moeller (2007) asserted that ERM framework is a series of 

steps that enable organizations to review and analyze potential risks 

events. Hoyt and Liebenberg (2015) argued that firms implementing 

ERM are more likely to understand better the risks embedded in 

business operations and help management with the basis for effective 

decisions making. Thomya and Saenchaiyathon (2015) argued that 

ERM is expected to influence several contextual factors that will 

facilitate the achievement of organizational objectives. 

In fact, there is a theoretical conception that ERM adoption 

will improve firm performance. For example,  Schmit and Roth (1990) 

used a survey data to examine the effectiveness of various risk 

management practices within the insurance industry while controlling 

for organizational risk characteristics. The study found that effective 

risk management practices lower the organization cost of capital. 

Similarly, Simkins and Smithson (2005) examined the value of risk 

management practices in institutions. Even though the study was 

based on a conceptual review, it reported that risk management 

reduces cash flow volatility and the probability of financial distress. 

Similarly, Hoyt and Liebenberg (2011) examined to what extent 

particular firms have implemented ERM programs and found that 

ERM (which is determined by institutional investors and firm size) is 

positively related to firm value. 

In a comparative review of empirical research, Gatzert and 

Martin (2013) reported that company size and institutional ownership 

positively influenced ERM adoption and that ERM has a positive 

impact on firm performance. On the contrary, the benefits of ERM are 

not immediate because implementing ERM  components takes time to 

penetrate the organizations (Moeller, 2011). In contrast, Gates, 

Nicolas and Walker (2012) examined the influence of ERM 

framework (based on four components of COSO) on firm performance 

in both US and Europe. They reported that ERM adoption enhanced 

managerial performance. Further, they linked ERM implementation to 

greater management consensus, better-informed decision-making and 

increased accountability. These suggest that the ERM implementation 

framework improves management decision-making ability.  
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 Soyemi, Ogunleye, and Ashogbon (2014) used descriptive 

statistics and OLS regression to estimate the influence of risk 

management practices on firm financial performance. Their findings 

support that risk management depending on its robustness will affect 

enterprise financial performance. Though the researcher has not 

looked into whether the company adopts an integrative risk 

management strategy, the study provided evidence of how risk 

management practices influenced firm performance. Similarly, 

Adeusi et al. (2013) examined the connection between risk 

management practices and bank financial performance in Nigeria. 

Overall, the study revealed a significant positive relationship between 

firm performance and risk management.  

In a Nigerian context study, Olamide, Uwalomwa, and Ranti 

(2015) reported a negative non-significant relationship between risk 

management practices and bank performance in Nigeria. Tahir and 

Razali (2011) also revealed a positive but insignificant relationship 

between ERM and firm performance. The study used Tobin’s Q as a 

proxy for firm value along with other factors (Size, Leverage; Return 

on Asset, International Diversification). However, Lin, Wen, and  Yu 

(2011) reported that the inability of some researchers to support the 

value relevance of ERM may be because ERM is still in its infancy.  

However, in the context of Nigeria, most of the studies 

examined the traditional risk management practices which are “silo-

based” to explain the influence of risk management practices on firm 

performance. This present study used a survey approach to examine 

whether an organization is using an integrative risk management 

approach and how the approach influences firm performance.    

 
2.2  COMPLIANCE AND FIRM PERFORMANCE 

 

Kelman (1958) believed that compliance is said to occur when 

individuals or organizations get attracted by the anticipation of 

expected positive reaction. Kelman reported that people may comply 

either because of positive expectations or to avoid specific 

punishments. The recent global incidents of corporate fraud had 

encouraged firms and the relevant regulatory agencies to enact certain 

regulations that will instill best business practices (Muller and 

Supatgiat, 2007). In fact, George, Imler, and Singer (2007) opined that 

business leaders need to put a mechanism that will make compliance 

everybody’s job. 
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 Compliance with regulations and standards is an important 

risk management factor that determines its success (Martens and 

Teuteberg, 2011). Berenbeim (2004) opined that compliance is an 

essential component of ERM; as such an effective ERM 

implementation requires a substantial reinforcement of compliance 

systems. Compliance can be viewed from different perspectives. For 

example, Martens and Teuteberg (2011) have identified two classes of 

compliance (compliance with regulations or compliance audits). The 

regulatory compliance can be categorized into internal (corporate 

standard or governance) and external regulations (industry standard, 

risk management standard, certification standard). This categorization 

can either be voluntary or obligatory (Antonopoulos and Gillam, 

2010). Compliance describes the objectives organizations hope to 

achieve by taking steps to obey relevant legislation and regulations 

guiding business operations.  

 Studies have confirmed the importance of having sound 

relationships between corporate governance, risk management, and 

compliance to achieve organizational goals, enhance shareholder 

value and improve performance (PricewaterhouseCoopers, 2004). 

Shimpi (2005) argued that corporate governance and compliance are 

the lifeblood of ERM. Hence, compliance is considered an essential 

ingredient for ERM to achieve firm performance. Rosen and Zenios 

(2006) believed that it would be difficult for firms to achieve ERM 

objectives without adequate compliance with corporate governance 

provisions. The requirements of corporate governance are expected to 

support and sustain an effective risk management practices (Paape and 

Spekle, 2012). Similarly, Abiola and Ojo (2012) examined the impact 

of compliance with regulatory requirements and corporate governance 

on firm performance. The study revealed that compliance is positively 

related to firm performance. The findings cannot be generalized 

because judgmental sampling technique was used in the study. 

Likewise, Brown, Pott, and Wompener (2013) explored the effects of 

compliance with internal control and risk management (ICRM) reform 

on the earnings quality of firms in Germany. The study revealed that 

compliance with ICRM significantly influenced earnings quality. In 

contrast, Kedia, Luo, and Rajgopal (2016) reported a strong positive 

association between a noncompliance culture and firms’ ability to 

misrepresent financial reports.  

 In the Australian context, Lama (2013) supported agency 

theory that complying with the best corporate governance practices 

influenced firm operating efficiency. The study argued that middle 

size companies that paid little attention to corporate governance 
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practices recorded poor shareholders return. However, compliance 

tends to improve where there is free information flow between the firm 

and the regulatory agencies.  Veuger and Wilson (2015) argued that 

where frictions of information occurred between companies and 

regulatory agencies, it reduces the corporation compliance efforts. To 

enhance compliance level, information conflict between the 

enterprises and the regulators must be reduced. Gozman and Currie 

(2015) reported that the management of post-2009 global financial 

meltdown provides new managerial challenges that firms had to make 

a complicated and costly adjustment to achieve their objectives. The 

study revealed that the complex environment had forced financial 

institutions to be more meticulous in complying with regulatory 

provisions. They argued that adherence to specific regulations might 

provide an opportunity for managers to design a robust operational 

guide to face the challenging business environment. 

   In Nigeria, there is no clear evidence of the level of 

compliance with corporate governance and risk management among 

both financial and non-financial firms (Akinkoye and Olasanmi, 

2014). The 2009 stock market crash exposed the non-compliance 

attitudes of some finance companies as they were reported to engage 

in fraudulent business transactions.  

 
2.3  BOARD EQUITY OWNERSHIP 

 

Recent financial scandals have raised the issue of whether firms 

behave in the best interests of the shareholders. These scandals have 

made board oversight function critical to risk management and firm 

performance. The Board of Directors is expected to consider how best 

they could structure a strong process to enable efficient risk 

management (Daud, Haron, and Ibrahim, 2011). The firm supposes to 

work in a way that will allow management to bring critical risk 

management issues to the attention of the board and to assist them to 

understand how risks are interrelated. Caldwell (2012) affirmed that 

one of the major factors leading to effective risk management is the 

existence of proper corporate governance initiative of which board 

oversight is an essential attribute. For business organizations to 

manage risk successfully, an ERM scheme must be viewed as an 

important board strategic policy decision (COSO, 2004). For example, 

the corporate governance code of the Nigerian Security and Exchange 

Commission requires the board of listed corporations to oversee the 

establishment of a risk management framework that will enable 

precise definition of the company risk policy (SEC, 2011).  Board of 
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directors and senior management support is needed to get the right 

focus, resources and attention for efficient ERM resulting in improved 

firm performance.  

 The relationship between ownership and control have been 

built on the theoretical argument of Berle and Means (1932) who 

believed in the separation of ownership and control and the agency 

theory (Jensen and Meckling, 1976). By law, companies are expected 

to ensure that outside directors constitute the majority of the board 

membership. The essence is to provide a mechanism for keeping 

management excesses in check (Pergola, Joseph, and Jenzarli, 2009). 

Pergola, Joseph, and Jenzarli (2009) argued that agency conflicts of 

interest that arise from the argument of power separation between 

management and owners may not be solved through independent 

board mechanisms. 

 The proponents of stock ownership among directors have 

argued that equity ownership of board of directors will serve as a tool 

that will align the interest of the directors with the interest of the 

shareholders. The theory of convergence-of-interests posited that 

when the board of directors possesses no stock ownership, they have 

inadequate power to ensure effective control of fraudulent behavior. It 

is argued that as stock ownership among board members is 

encouraged, the board will align their interest with those of the 

stakeholders and will make decisions that will increase shareholder 

value (Jensen and Meckling, 1976).  The boards’ interests become 

more aligned with shareholders’ interest, they become more 

conscientious and encourage the implementation of any policy 

decision that will improve the firm performance. Hence, if the 

convergence-of-interests theory is correct, the best strategy to improve 

performance is to encourage stock ownership by the board members.  

 Thus, in this study, board equity ownership (BEO) is defined 

as a strategy that provides an opportunity for the board of directors to 

own a certain percentage of shares in a corporation. Hence, in line with 

Baron and Kenny (1986), board equity ownership will be introduced 

with the possibility of changing the relationship between exogenous 

latent constructs and firm performance. The moderating variable is a 

variable that changes the strength or direction of a relationship 

between independent and dependent variables (Sarstedt et al., 2014; 

Sekaran, 2003). It only means that the inclusion of a third variable in 

a regression equation that modifies the original relationship between 

the independent and the dependent variables. The researcher argued 

that board equity ownership will encourage and ensure the operational 

effectiveness of ERM with a strong effect on performance. 
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FIGURE 1 
Conceptual Model with Hypotheses 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Based on the theoretical argument presented, the study 

developed the following hypotheses (as shown in Figure 1): 

 

H1:  ERM framework implementation positively influence the non-

financial performance of financial institutions in Nigeria 

 

H2:  Regulatory compliance positively influence the non-financial 

performance of financial institutions in Nigeria  

 

H3: Board equity ownership moderates the positive relationship 

between ERM framework implementation and the non-financial 

performance of financial institutions in Nigeria 

 

H4: Board equity ownership moderates the positive relationship 

between regulatory compliance and the non-financial performance of 

financial institutions in Nigeria 

 

3.  METHODS 
 

The population of the study comprises the five segments of the 

Nigerian financial sector (banking, insurance, pension, mortgage, and 

microfinance companies). These five areas are considered as the hub 

of productive activities of the Nigerian financial system, a provider of 

payment services and the fulcrum of monetary policy implementation  

(Olusegun, Ganiyu, and Oluseyi, 2013). These five sections make a 
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total of 270 firms (CBN, 2012). Using Krejcie and Morgan (1970) 

sample size table, the sample of the study is 159. To avoid the non-

response problem, the sample was increased by 45% in line with 

Salkind (1997) suggestions. Consequently, 231 questionnaires were 

distributed to various financial institutions. A total of  163  

questionnaires were retrieved and used for the analysis, making a total 

response rate of 70.56 percent. Partial Least Squares Structural 

Equation Modelling (PLS-SEM) was used with the aid of SmartPLS 

2.0 statistical software (Haenlein and Kaplan, 2004; Hair et al., 2012). 

The study utilized measures developed by previous studies to measure 

the study variables. The ERM framework implementation scale 

developed by Lai (2012) was adapted to measure ERM framework 

application in the context of the Nigerian financial sector. The items 

were anchored on a 5-point Likert scale. Also, to measure board equity 

ownership, the perception of top level managers were asked based on 

the scale developed by Ammann, Oesch, and Schmid (2011). The 

items were rated on 5-point Likert scale.The items for the compliance 

construct were adapted from Manab (2009). The non-financial 

measures were adapted from Gates et al. (2012) and Rettab, Brik, and 

Mellahi (2009). All the items are rated on 5-point Likert scale from 1 

= strongly disagree to 5 = strongly agree. All the items adapted were 

found to be suitable and reliable. 

 

4.  ANALYSIS AND FINDINGS 
 

The model was assessed based on two criteria as suggested by Hair et 

al. (2014). First, we used average variance extracted (AVE), 

composite reliability (CR) to gauge the reliabilities of the measures 

used in this study.  The item loadings range between 0.887 and 0.656 

(see Table 1).  The AVE for each of the constructs is greater than 0.5 

while CR exceeded the threshold of 0.7 (Henseler, Ringle, and 

Sinkovics, 2009). Hence, the model has met the threshold of the two 

measures of internal consistency reliability (see Table 1).  

Secondly, a discriminant validity test was conducted as 

suggested by Fornell and Larcker (1981) to ensure that all the 

construct are distinct (see Table 2). As shown in Table 2, the square 

root of each of the construct’s AVE is greater than its highest 

correlation with any other construct. Even though we deleted some 

items in an attempt to fit the model; the items were not contributing in 

measuring the corresponding constructs. 

The measurement model provides satisfactory evidence of 

reliability, consistency, and validity of the measurement scales. 
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Hence, the assessment of the measurement model confirms that the 

survey items are reliable and valid. 

 

TABLE 1 

Loadings, Composite Reliability and Average Variance Extracted 

 

 

 

TABLE 2 

Latent Variable Correlations and Square Roots of  

Average Variance Extracted 

 

Constructs BEO COP NFP RMF 

Board Equity Ownership 0.847    

Compliance 0.065 0.719   

Non-Financial Performance -0.331 0.147 0.841  

ERM Framework -0.230 -0.021 0.263 0.767 

 

Constructs Items Loadings 
Average Variance 

Extracted  AVE 

Composite 

Reliability 

RMF RMF1 0.754 0.588 0.895 

 RMF2 0.799   

 RMF3 0.829   

 RMF4 0.801   

 RMF5 0.681   

 RMF6 0.727   

COP COP1 0.673 0.514 0.808 

 COP2 0.747   

 COP3 0.656   

 COP6 0.785   

BEO BEO1 0.788 0.718 0.947 

 BEO2 0.887   

 BEO3 0.881   

 BEO4 0.875   

 BEO5 0.841   

 BEO6 0.850   

 BEO7 0.805   

NFP NFP1 0.835 0.708 0.906 

 NFP2 0.900   

 NFP3 0.803   

 NFP4 0.824   
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4.1  ASSESSMENT OF THE STRUCTURAL MODEL 
 

After establishing the reliability of the measures, we then assessed the 

structural model using four criteria. The model structural assessment 

explains how best the data support the theoretical assumptions. As 

such, to do that we used multicollinearity diagnostic test, the path 

coefficients, the coefficient of determination, the effect size and 

finally the prognostic relevance to assessing the structural model. 

 

TABLE 3 

Tolerance and Variance Inflation Factors (VIF) 

 

Constructs Tolerance VIF 

ERM Framework 0.981 1.019 

Board Equity Ownership 0.968 1.033 

Compliance 0.985 1.015 

 

Also, the study conducted collinearity diagnostic test 

available in SPSS. As recommended, the tolerance and the VIF values 

are among the most relevant and reliable test of multicollinearity (Hair 

Jr, Black, Babin, and Anderson, 2010). From Table 3, it is apparent 

that the tolerance level is between 0.968 and 0.985 substantially 

greater than 0.2 and the VIF range from 1.015 to 1.033. The results 

indicate that multicollinearity problem does not exist in this study. 

 

TABLE 4 

Results of Hypotheses Testing (Full Result) 

 

Hypotheses 
Beta 

Value 

Standard 

Error 
t-Statistics p-Value 

RMF -> NFP 0.198 0.052 3.786 0.000 

COP -> NFP 0.170 0.056 3.053 0.001 

RMF * BEO -> NFP 0.195 0.051 3.851 0.000 

COP * BEO -> NFP 0.205 0.179 1.146 0.127 

 Note: RMF=ERM Framework, BEO= Board Equity Ownership, NFP= Non-financial 

Firm Performance, COP = Compliance. t-value>2.58 (p<0.01***). 

 

Based on the bootstrapping result indicated in Table 4, the 

relationship between ERM framework implementation is significant 
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(β=0.198; t=3.786; p<0.01) for non-financial firm performance. 

Again, the relationship between compliance and non-financial firm 

performance is significant (β=0.170; t=3.053; p<0.01). As such, the 

results provided evidence to support the hypotheses H1 and H2. 

Similarly, the results of the moderation test revealed a positive 

interaction (RMF*BEO) effect (β=0.195; t=3.851; p <0.01) between 

ERM framework implementation and non-financial firm performance; 

as such, H3 is supported. However, the interaction term (COP*BEO) 

is not significant (β=0.205; t=1.146; p>0.10), hence the hypothesis 

(H4) is not supported.  

Another parameter for assessing the structural model is the 

coefficient of determination (R²). The R² value represents the 

proportion of variation in the dependent variable(s) that is explained 

by one or more predictor variable. Hair et al. (2014) contended that R² 

value of 0.2 is considered high in some social science related 

disciplines. Likewise,  Murphy, Myors, and Wolach (2014) found the 

R-square value of 0.01, 0.10 and 0.25 as small, medium and 

substantial. The R² value for this present study is 17.5%, as such it 

falls into the medium category. 

 

4.2  ASSESSMENT OF EFFECT SIZE (𝑓2) 

 

The effect size enables the researcher to assess the extent to which an 

exogenous variable relates to the endogenous variable (Tabachnick 

and Fidell, 2013). It provides the practical impact of a particular 

exogenous variable on the outcome variable through the changes of 

the R² value (Chin, 1998). Kelley and Preacher (2012) viewed effect 

size as a numerical reflection of the degree of some phenomenon used 

for the purpose of addressing a question of interest. Simply put, it is a 

technique that examines changes in the R² value when the researcher 

omits a particular exogenous construct from the model (Hair et al., 

2014). As such, according to Hair et al. (2014), the effect size can be 

computed with the aid of the following formula: 

 

(1) Effect Size (𝑓2) =  
𝑅𝐼𝑛𝑐𝑙𝑢𝑑𝑒𝑑

2 − 𝑅𝐸𝑥𝑐𝑙𝑢𝑑𝑒𝑑
2

1 − 𝑅𝐼𝑛𝑐𝑙𝑢𝑑𝑒𝑑
2  

 

The guidelines for assessing effect size classified the values 

of 0.35, 0.15 and 0.02 as strong, medium and small respectively 

(Cohen, 1988). Table 5 shows the respective effect sizes of the 

exogenous variables in the model are 0.044, 0.099 and 0.033 for 

ERMF, BEO, and COP respectively. Based on the Cohen (1988) 
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classifications, we can conclude that all the exogenous variables have 

a small impact on the outcome variable. 

 

TABLE 5 

Effect Sizes of the Latent Constructs 
 

Endogenous 

Construct 

Exogenous 

Constructs R² Included R² Excluded 𝑓2 

Effect  

Size 

Non-

Financial 

Performance 

ERMF 0.175 0.138 0.0448 Small 

BEO 0.175 0.093 0.0994 Small 

COP 0.175 0.147 0.0331 Small 
Note: RMF=Risk Management Framework, BEO=Board Equity Ownership, 

COP=Compliance. 

 

Also, the study applied the Stone and Geisser test to ascertain 

the predictive relevance of the research model by using blindfolding 

procedures (Geisser, 1974; Stone, 1974). In PLS-SEM, the Stone-

Geisser test is usually utilized as a complementary assessment of the 

model goodness-of-fit (Hair et al., 2014). The blindfolding procedure 

applies only to the independent variable that has reflective measures 

(Sattler et al., 2010). As shown in Table 6 the construct cross-validated 

redundancy measure is 12.4% which is greater than zero, confirming 

the predictive relevance of the model. 

 

TABLE 6 

Construct Cross-Validated Redundancy 
 

Total SSO SSE 1-SSE/SSO 

Non-Financial Performance 652.000 571.255 0.124 

 
4.3 DISCUSSION 

 

Findings from this study indicate that two variables of interest (ERM 

framework and compliance) have a positive effect on the non-financial 

performance of the Nigerian financial institutions (supporting 

hypotheses 1 and 2). The results are in agreement with previous 

studies reporting that ERM implementation positively affects 

performance (Asat et.al., 2015; Gates, 2006; Hoyt and Liebenberg, 

2015; Tahir and Razali, 2011). Further, on compliance, the finding is 

in agreement with some studies that reported the positive influence of 

compliance on firm performance (Abiola and Ojo, 2012; Gozman and 

Currie, 2015; PricewaterhouseCoopers, 2004; Shimpi, 2005). 
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 Similarly, the AM Best Company (2015) categorized Nigeria 

as a country with moderate economic risk but very high political and 

financial risks. They argued that for the Nigerian financial sector to 

get out of the woods, it requires the adoption of best risk management 

practices. Moreover, the government had increased pressure on the 

regulatory agencies to be more efficient in ensuring compliance with 

best business practices. The concern of the regulatory agencies has 

increased the commitment of the Nigerian financial sector to the 

implementation of enterprise risk management. For example, the 

National Insurance Commission had made ERM implementation 

compulsory for all licensed insurance practitioners (AM Best 

Company, 2015). 

 In particular, the results indicated that ERM framework 

implementation serves as a requisite guide for proper and efficient 

ERM implementation in organizations. The study has empirically 

tested the conception ERM as a strategy that is useful in improving 

firm operating efficiency. Specifically, ERM enhances the 

performance of some business features by enabling efficient 

managerial decisions, cost control, reduced effort duplication and 

improved customer satisfaction among others. Also, the study has 

further enriched the ERM literature by providing empirical evidence 

to support the moderating effect of board equity ownership 

(supporting hypothesis 3). As such the study supported the 

convergence of interest theory (Pergola et al., 2009). 

 The study has some practical implications for both theory and 

practice. The significant influence of ERM implementation on non-

financial firm performance implies that financial institutions should 

pay attention to non-financial performance metrics to improve 

business efficiency. Secondly, compliance with best business 

practices and other regulatory agencies enhances management 

confidence and by extension boosts customer trust. Thirdly, the study 

indicated that board ownership helps in aligning the board interests 

with that of the remaining shareholders and the board then become 

more conscientious on decisions (such as ERM implementation) that 

will improve business performance. Though we support the interest 

convergence hypothesis, board ownership requires a threshold to 

prevent abuse. 

 Finally, the study is not without some limitations. The study 

used self-reported measures hence raising the possibility of common 

method bias. Future study should consider the opinion of regulatory 

agencies in examining how firms are implementing ERM and their 

level of compliance with best business practices. Also, the study 
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focused only on the financial sector; future study should consider other 

industries such as manufacturing and construction. Again, the sample 

size for this study is relatively small which may affect its 

generalizability. Future studies should consider a larger sample. 

 

5.  CONCLUSION 

 

The post-global meltdown has continued to pose a threat to the 

survival of financial institutions. Implementation of an integrated 

approach to risk management is becoming the concern of any business 

enterprise. It can be affirmed that though the degree of risk 

management actions varies among companies investigated, the 

majority of financial institutions have realized the benefits of ERM 

initiatives. Hence, the study recommends that regulatory agencies 

encourage board equity ownership but with a caveat to prevent interest 

entrenchment that may lead to abuse. 
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