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Abstract. This study examines the influence of risk governance on financial performance of 50 quoted firms in the Nigerian
financial sector for the period of five years (2013–2017). Panel data was used to examine how the risk governance variables
(Enterprise Risk Management_index, Chief Risk Officer_presence, Board Risk Committee_size, Board Risk Committee_
activism, and Board Risk Committee_independence) affects financial performance (Return on Asset). The study reveals
empirically that most of the risk governance variables (ERM_index, CRO_presence, BRC_activism, and BRC_independence) have a significant and positive impact on the performance of the firm with the exception of BRC_size which shows
a negative association with the financial performance of the studied firms. The study empirically reveals that strong Chief
Risk Officer (CRO) presence, effective board risk committee, and inclusion of independent directors in the risk committee
will go far in serving as factors that would improve the performance of firms in today’s financial environment. This study
made a lot of core findings that contribute to the emerging literatures on risk governance and risk management research.
Keywords: board risk committee, chief risk officer, financial performance, Nigerian financial sector, return on assets, risk
governance.
JEL Classification: M21, M40, M41.

Introduction
The subject of risk governance has received global attention in recent times, due to the financial crisis that engulfed most financial institutions in 2008. Not only does
risk governance is believed to have enhanced the ability
of a firm to prevent the impact of economic crisis, but
it is also predicted to impact positively on the profitability of a firm (Committee of Sponsoring Organisations of
the Treadway Commission) (COSO, 2004). Risk governance endorsement of by most countries such USA, China,
Malaysia is a major achievement towards the mitigation
of further economic crisis and improvement of accounting information quality (Boholm et al., 2011; Dabari &
Saidin, 2015). The recognition of risk governance worldwide is a significant step towards corporate transformation which has given rise to major areas of research in
accounting such as Enterprise Risk Management (ERM),
corporate monitoring and corporate ownership (Decker &
Galer, 2011; Daud et al., 2011; Arumona et al., 2019). It is

believed that the complexity of financial dealing, increase
in global cross borders transaction, business uncertainty
and volatility in financial markets have brought to fore the
recognition and practice of risk governance.
In response to dramatic failures of corporate organisations recently, there has been a significant need to ensure that the practice of risk governance is strengthened.
Hoyt and Liebenberg (2011) believed that the traditional
way of measuring risk is inadequate, therefore, there will
be a need to develop an approach that will be holistic
to confront the organisation’s risk exposure. The framework of risk governance requires identification and assessment of all the aggregate risks affecting the financial
performance, by the management, and hence the need
to apply a holistic strategy in risks management process.
Similarly, Meulboek (2002) described risk governance as
a concerted effort put in place by the management with
the aim of identifying and assessessing the aggregate risks
that affect the performance of a firm so as to ensure a
comprehensive management and reduction of those risks.
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Risk governance framework that was developed in 2005
by International Risk Governance Council (IRGC) with
a view to strengthening financial reporting process, especially for financial institutions. The framework viewed
risk governance as a governance process designed by the
board in the firm to oversee the management of risk issues in organizations. The whole essence of risk governance is that board members are directly involved in the
risk process, risk implementation, risk reporting, and
disclosure (IRGC, 2008; Liaropoulous et al., 2016; Kakanda et al., 2017; Erin et al., 2017).
It is argued that due to the regulatory pressure and
stakeholders’ demand; it has become necessary for the
institutionalisation of risk governance both in the developed and emerging countries (Marjolein et al., 2011,
Golshan & Rasid, 2012; Fadun, 2013). Authors such as
Gordon et al. (2009), Pagach and Warr (2011), Kakanda et al., (2017) found that effective risk governance
framework is a major step towards creating sustainable
future for stakeholders. These authors believed that risk
governance is linked to wealth maximisation of shareholders. This means the risk governance framework has
the potential to improve the firms’ performance. Along
the same lines, Quen et al. (2012) revealed that shareholders wealth maximisation and enhancement of financial performance is the major objective of risk governance. The benefits of risk governance to investors
are enormous since it reduces organisation’s exposure
to fraud, strengthens governance structure and provides
a better platform to improve the financial performance
of a firm (Carlon et al., 2003; Sobel & Reding, 2004).
It is important to study the subject of risk governance in Nigeria because of the recent collapse of financial institutions in Nigeria. However, recent studies on financial performance are from the perspectives
of the corporate performance, audit committee and
International Financial Reporting Standards (IFRS)
without due consideration to the subject of risk governance in Nigeria, this constitutes the gap this study
intends to fill. Also, studies (Emeni et al., 2016; Ilaboya
& Ohiokha, 2016; Uwuigbe et al., 2017a, 2017b; Erin
et al., 2017; Soliman & Adam, 2017; Erin et al., 2018;
Erin et al., 2019a, 2019b) on risk management process
were limited to the subject area of enterprise risk management and credit risk management without holistically considering risk governance vis-à-vis how it influences performance of financial firms in Nigeria. In respect of the timeliness and importance of this research
on Nigerian financial institution and other emerging
markets; we are motivated to examine this study and
present our findings that could help improve the value
of the firm and create sustainable growth in financial
institutions. Against this backdrop, this study examines
the impact of risk governance on financial performance
with a focus on firms operating in the financial sector
in Nigeria.
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1. Literature review
Risk governance and financial performance
Meulbroek (2002) viewed risk governance as an integrated risk management approach which helps in identifying and assessing the collective risk affecting firm
performance with a view to ensuring that those predominant risks are comprehensively reduced and managed.
Harrington et al. (2002), in their study described risk
governance as an integrated approach that is used for
identification and measurement of all risk exposure including competitive and operational risks. They opined
that risks should be managed as a single centralized approach contrary to the fragmented risk management
approach. Liebenberg and Hoyt (2003) opined that risk
governance is corporate risk management which enables
corporate organization to derive benefit from a more
robust and integrated approach to managing a wide
array of risks. This enables corporate management to
shift focus from an approach that is defensive to a more
strategic and offensive way of managing risk exposures.
Verbruggle et al. (2003) described risk governance as a
corporate-wide approach in managing all the organisation’s total liability structure with a view to maximizing
the profitability of a firm.
Much has been discussed in the literature on the importance of financial performance on corporate governance, IFRS, capital structure and risk management. As
regards risk management, it has been found that risk
governance system has greater tendency to improve the
financial performance (Lam, 2004; Hoyt & Liebenberg,
2008; Waweru & Kisaka, 2010; Bargeron et al., 2010).
Financial performance serves as financial indicators as
well as non-financial indicators that show improvement
in shareholder value (Kleffner et al., 2003; Standard &
Poor, 2008). Carter et al. (2003) opined that the success of any organisation’s operation depend largely on
its management of risk structure. They argued that there
can be value creation by adopting and applying effective
risk governance framework.
Studies have shown that effective risk governance
structure leads to maximisation of shareholders value
by reducing the overall risk of the organisation which
invariably reduces the cost of capital (Beasley et al.,
2005). John et al. (2008) in their study noted that a consistent increase in financial performance is dependent
on the risk management strategy of the organisation.
They found that the application of holistic system of
risk management adds value to the firm by reducing
cash flow volatility, reduction in earnings volatility
and an increase in revenue growth. Similarly, Miccolis
et al. (2001) agreed that an effective risk governance
framework helps companies to increase their financial
performance by increasing return on capital, reducing
expenses, increased earnings and revenue growth.
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Risk governance framework (construct)

Empirical review

We examined risk governance determinants found in the
literature; these factors should be in place before an organization can have an effective and strong risk governance framework.
Board Risk Committee Size: The board is charged with
the overall responsibility for the oversight function of risk
and risk management (Scarborough et al., 2010; Ng et al.,
2012). Going by the recent trends in corporate governance
and risk management, companies have increased the proportion of independent directors and the diversity of those
directors in order to enhance board performance (Nakano
& Nguyen, 2012). This underscores the need to institute
an independent committee within the board that will be
responsible for risk management policies and framework.
Board Risk Committee Activism: Board activism is the
extent of involvement of a company’s board of directors in
the affairs of an organization while measuring the scope
of a board’s activities (Erin et al., 2019a, 2019b). Activism
promotes boardroom independence (Baxter et al., 2013)
and board activism increases as the proportion of outside
board members increases.
Chief Risk Officer Presence: The study of Beasley et al.
(2005) considered the appointment of Chief Risk Officer
(CRO) as a strong determinant factor of the risk governance framework. These studies found a positive and significant relationship between CRO appointment and risk
governance process. Consistent with this result, the study
of Kleffner et al. (2003) and Yazid et al. (2011) revealed
that the appointment of CRO influences the risk governance system in any organization. The role of CRO is to
establish a functional and integrated risk management
framework for all levels within the organisation.
Board Risk Committee independence: The independence of the risk committee is pivotal to risk management
activities of any organization (Eckles et al., 2014). It is
expected that the risk governance process is founded on
sound corporate governance principles. Studies of (Hoyt
& Liebenberg, 2008; Pagach & Warr, 2011; Bromiley
et al., 2014, Okoye et al., 2017) argued that the inclusion
of independent persons in the risk committee will further strengthen the risk culture, risk architecture and risk
disclosure.
Enterprise Risk Management (ERM): The emergence of Enterprise Risk Management (ERM) in recent
times has resulted in a new paradigm for managing the
portfolio of risks that face organizations thereby making policymakers focus on mechanisms that help to
improve corporate governance and risk management
(Beasley et al., 2005; Uwuigbe et al, 2019). McShane et
al., (2011) posited that the purpose of ERM is to gain a
systematic understanding of the interdependencies and
correlations among risks aggregated into portfolios,
then hedging the residual risk, which is more efficient
and value maximizing than dealing with each risk independently.

In the last decade, risk governance has become a new
discipline that has drawn the attention of accounting,
risk management and finance professionals and researchers. Several authors have written on various perspectives
regarding risk. Most of these studies have a higher concentration on financial industry such as banks, insurance
companies, and investment firms.
Li et al. (2014) researched on the relationship that exists between risk governance and financial performance of
Chinese insurance companies. The study used 135 insurance firms obtained from the China Insurance Regulatory
Commission (CIRC) as their sample. They used Pearson
correlation matrix and regression analysis as a method of
data analysis. Explanatory variables such as ERM index,
leverage, firm size, sales growth and institutional investors were used to measure risk governance process while
Return on Equity (ROE) was used as a dependent variable,
serving as firm’s performance measure. The study revealed
that all the independent variables show a positive and significant relationship with ROE; which signify that risk
governance implementation has a significant influence on
financial performance.
Similarly, Tahir and Razali (2011) examined how risk
management influences financial performance of quoted
companies in Malaysia. They investigated 528 quoted
companies on the Malaysian Stock Exchange. ROA was
used as a proxy for performance of the firms while risk
management proxies were institutional ownership, firm
size, ROA, leverage and international diversification. The
study found that risk management is not significantly related to financial performance but it shows a positive relationship. In addition, the study found that firms that do
not diversify have a significant and positive relationship
with financial performance. Institutional ownership has a
positive value but insignificantly related to financial performance. The size of the firm and return on asset (ROA)
showed a negative value but significant relationship with
financial performance. Similarly, Hoyt and Liebenberg
(2008) researched on the impact of ERM on performance
of U.S. insurance companies. Maximum-likelihood treatment effect was employed to test the model specification
of study. The study sampled 275 U.S insurance companies for the period of 1995 to 2005 which is the 11-year
period. The study found that implementations of ERM
is positively related to institutional ownership and firm
size, and negative relationship with financial leverage. In
the overall, ERM program contributed significantly to the
firm performance of U.S. insurance firms for the sampled
period.
Furthermore, Grace et al. (2015) investigated the value
of investing in ERM for U.S. insurance companies. The research focused on the insurance industry using Tillinghast
Towers Perrin ERM survey for the year 2004 and 2006 respectively. The authors considered the following factors in
selecting insurance firms: product line mix, capital-to-asset
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ratio, a publicly traded firm, personal property insurance,
and commercial liability. The study found that the implementation of ERM has a significant influence on efficiency
of cost and revenue. In addition, ERM system has an impact on Tobin’s Q showing a positive relationship which
invariably increases firm performance.
McShane et al. (2011) also critically studied the impact of risk governance on financial performance. The
study was carried out using 82 insurance companies. The
financial performance of the studied sample was measured through the use of ROA which is a common proxy
for firm performance in researches on risk management
(Hoyt & Liebenberg, 2003; Beasley et al., 2005). Risk governance was measured using the (S&P) risk rating, that is,
Standard and Poor’s risk rating. Several factors were considered in S&P risk rating which are: strategic risk management, emerging risk management, risk management
culture, risk control processes, and risk modelling techniques. The authors used control variables such as growth
opportunities firm size, systemic risk, leverage, cash flow
and volatility in the study. The study found that risk governance process has not increased financial performance
of insurance firms in the U.S. The authors believed that
firms with strong risk governance structure are taking bigger risks in the areas of their core capabilities.
Considering the issues reviewed, the study hypothesis
is stated as:
H1: Risk governance has a positive and significant impact on the financial performance of firms operating in the
Nigerian financial sector.
The section provides the summarized version of the
literature reviewed in chronological order (Table 1).
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Theoretical perspective
Many researchers have observed that risk governance
process is contingent on several variables in order to be
successful (Corbett & Kirsch, 2001; Sharma et al., 2010).
Most studies mirror early contingency theory research in
accounting and management research, which believed that
several contingent factors are related to governance and
control. Contingency theory started in the 1950s in relation to organisation structure and effectiveness (Dickinson, 2001). The early founders (Fried Fraser and Sharper)
believed that organisation performance is contingent on
several factors (internal and external); these factors shape
organisation behaviour and existence. In recent time, contingency theory has been expended beyond the management literature to incorporate finance and risk literature
(Beasley et al., 2005).
Most studies viewed contingency theory with respect
to organisational performance in determining the risk
governance process (Cohen et al., 2009; Ellul & Yerramilli, 2012; Baxter et al., 2013). These authors argued that
the likelihood of minimizing performance or firm’s value
destroyed during economic or financial distress justifies
the need for the risk governance process. Furthermore,
Aabo et al., (2005) suggested that resource planning, effective organisation structure, size, and governance structure
might affect risk governance practices of firms. Several
studies revealed that a link exist between risk governance
and contemporary structure of corporate governance in
the context of contingency theory (Kleffner et al., 2003;
Power, 2009; Mikes & Kaplan, 2015; Uwuigbe et al., 2017a,
2017b). These studies argued that effective risk management practices are contingent on governance issues like
risk management committee, independence of the board,

Table 1. Summary of selected empirical studies
S/N

Authors
and Year

Country of
Study

Purpose of the Study

Methodology
Adopted

Findings

1

Hoyt and
Liebenberg
(2008)

USA

Investigated the impact of ERM
on firm value from the U.S.
insurance companies.

Panel Data
Regression

ERM program significantly contributes to the
firm value of insurance firms in the U.S. for
the sampled period.

2

Tahir and
Razali
(2011)

Malaysia

Examined the relationship
between risk management and
firm performance of listed
companies in Malaysia.

Regression
Method

The study shows that risk management has no
significant impact on financial performance.

3

McShane
USA
et al. (2011)

Examined the impact of
risk governance on financial
performance of 82 insurance
firms.

Panel Data

The study found that implementation of
risk governance has increased the firm
performance of insurance firms in the U.S.

4

Li et al.
(2014)

China

Investigated the relationship
between risk governance
and firm value of insurance
companies in China.

Panel
Analysis

The study reveals that all the explanatory
variables show a positive and significant
relationship with ROE; which signify that risk
governance implementation has a significant
impact on firm performance.

5

Grace et al.
(2015)

USA

Investigated the value of
investing in ERM for insurance
companies in the U.S.

Survey
Method

The study found that ERM implementation
has a significant influence on cost and revenue
efficiency.
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board diversity in terms of financial expertise and effective board monitoring. Most academic studies revealed the
importance of contingency theory in the process of risk
governance.
In the work of Beasley et al. (2005); Hoyt and Liebenberg (2008), Bromiley et al. (2014), it was reported that
the risk governance system acceptability is contingent on
the appointment of a firm Chief Risk Officer (CRO) including other risk specialist functions. They argued that
risk governance is a new discipline that requires a new design of organisation responsibility. One crucial factor that
signals the effectiveness of risk governance process is the
invention of the CRO, which is a specialised managerial
position, whose responsibility is risk management coordination. Other studies also believed that contingent theory
is seen from an external perspective and this external
factor influence a firm’s decision. The financial crisis consequence has brought to fore the agitation from external
factors like investors, regulatory bodies, stakeholders, and
rating agencies on the need of adopting approaches that
are more holistic to risk management. Contingency theorists recognized both factors that are internal and external
to firms as the determinant of organisational structure and
effectiveness (Stulz, 2008; Adam & Shavit, 2009; Plambeck
& Weber, 2009). Therefore, the relevance of contingency
approach cannot be undermined in the risk governance
process.

2. Research methods
Content analysis and panel data were employed for this
study, they were used to examine the how risk governance influences the financial performance of listed firms
operating in Nigerian financial institutions (banks, insurance firms and investment companies). This study
covered the period of 2013–2017. Data were gathered

across the firms over a period of five (5) years (2013–
2017). The population of the study are fifty-seven (57)
firms quoted on the floor of the Nigerian Stock Exchange
(NSE), however, the sample size was limited to fifty (50)
firms. We gathered our data from the annual reports of
selected firms and from African financial report. This
study focused on financial institutions because of its stabilising role in the economy and its ability to prevent a
systemic collapse of the entire economic system. Therefore, it is important to investigate critically, the impact of
risk governance system on financial performance in the
Nigerian financial institutions. The data were analyzed
through descriptive statistics, Pearson correlation and
regression method.
Variable measurement
In this section, we examined the variables used in this
study ranging from the dependent variable to explanatory
variables, however, the same set of variables were used in
all the study periods respectively (Table 2).
ERM_Index: this is derived from both corporate governance measure and risk assessment procedure. The first three
variables from corporate governance (CG) measure are:
– Presence of CRO – 1;
– Risk Committee – 2;
– Reporting frequency between Risk Committee (RC)
and board of directors (BOD) – 3.
The other three variables from the risk assessment procedure measure are:
– Risk Assessment frequency (RA_frequency) – 4;
– Risk Assessment Level (RA_level) – 5;
– Risk Assessment Methodology (RA_Method) – 6.
The comprehensive ERM_Index is the sum of all the
six variables ranges from 1 to 6. ERM_Index rates firms
from numbers 1 to 6 depending on the level of their ERM
implementation.

Table 2. Operationalization of variables
Variable(s)

Symbols

Operationalization

Adapted from prior studies

Dependent Variable
Financial Performance

ROA

Proxy by net income divided by total
assets

McShane et al. (2011), Cummins
et al. (2006)

Independent Variables (Risk Governance Variables)
Chief Risk Officer Presence

CRO_presence

CRO is dummy variable, set equal to 1
for firms with CRO designation, and 0
otherwise

McShane et al. (2011), Cavezzali
and Garddenal (2015)

Board Risk Committee Size

BRC_size

The total number of members on the
risk committee

Erin et al. (2018)

Board Risk Committee
Activism

BRC_activism

BRC activism is the number of times
meeting was held in a financial year

Aabo et al. (2005), Li et al. (2014)

ERM index is measured through the
combination of corporate governance
and risk variables

Hoyt and Liebenberg (2011),
Arnold et al. (2011)

Enterprise Risk Management ERM_index
Index
Board Risk Committee
Independence

BRC_independence The proportion of non-executive
directors divided by total numbers of
directors

Gordon et al. (2009), Soliman and
Adam (2017)
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Model specification

our model. (The stochastic error term is presumed to be
identically and independently distributed).

Our models was developed in relation to the conceptual
issues reviewed in the literature. This model captured the
risk governance variables examined in this study literature. The estimated econometric model is expressed in the
following equations:

3. Results
This section performs the empirical analysis by considering the descriptive statistics, correlation method and the
regression analysis.
Table 3 above shows the descriptive statistics for all
variables. Looking at the risk governance variables, the
result of CRO_presence revealed that 85% of firms operating in financial institutions have a designated CRO to
oversee the risk management department and other riskrelated activities. The mean value of ERM_index showed
4.74, which means that 79% (4.74/6) firms have an ERM
framework in place to manage risk activities. This result
signifies a commitment to holistic risk management practices and the adoption of a more integrated risk system to
tackle emerging risks. The BRC_size showed a maximum
value of 5, the minimum value of 3 and a mean value of
3.7. This suggests that approximately, there are 4 members
that constitute the risk committee. This is in line with the
Central Bank of Nigeria (CBN) guidelines that members
of the risk committee must not be less than 3. Considering

ROA = f(ERM_index, BRC_size, BRC_activism,
CRO_presence, BRC_independence);
(1)
ROAit = β0 + β1ERM_indexit +
β2BRC_sizeit + β3BRC_activismit +
β4CRO_presenceit + β5BRC_independenceitµit,

(2)

where: ROA = Return on Assets; ERM_index = Enterprise
Risk Management Index; BRC_size = Board Risk Committee Size; BRC_activism = Board Risk Committee Activism;
CRO_presence = Chief Risk Officer Presence; BRC_independence = Board Risk Committee independence; i = 1, 2,
3….. 50 indicating the number of firms that were used for
the study; t = 1, 2… 5 indicating the time period that was
used for this study (2013–2017); b1 – 5 = Coefficient or
slope of the regression line or independent variables; mit =
The error term which accounts for other possible factors
that could affect the dependent variable not captured in

Table 3. Descriptive statistics
ROA

ERM_index

BRC_size

BRC_activism

CRO_presence

BRC_indp

Mean

28.9681

4.74

3.7245

3.8729

0.85

2.122

Median

25.777

4

3.2347

3.4596

0.78

2

Maximum

44.7625

6

5

6

1

3

Minimum

12.278

3

3

2

0

1

Std. Dev.

10.8646

0.8829

0.1071

0.8653

0.4499

0.112

Skewness

1.3306

0.1589

0.1685

1.4253

–0.9854

0.5022

Kurtosis

2.515

2.3095

1.6551

2.1168

1.9603

2.1929

Jarque-Bera

76.5431

6.0188

20.0239

97.6401

51.2732

17.2959

Probability

0

0.0493

0

0.0045

0

0.0001

Sum

274.2035

108.5

56.125

93.2401

18

30.5

Sum Sq. Dev.

23.9212

15.5328

2.8593

34.7433

50.4

3.129

Observations

250

250

250

250

250

250

CRO_presence

BRC_indp

Table 4. Correlation analysis
Covariance Analysis: Ordinary
Included observations: 250
ROA
ROA

ERM_index

BRC_size

BRC_activism

1

ERM_index

0.2701

1

BRC_size

–0.2184

0.6392

1

BRC_activism

0.3024

0.8735

0.5657

CRO_presence

0.2181

0.1778

0.2085

0.0924

1

BRC_indp

0.0794

0.2012

–0.1931

–0.3143

–0.0061

1
1
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the BRC_independence, the result showed that at least 2
members are independent members; it means that 50% of
the risk committee are independent members. The result
of the BRC_activism reveals that on the average, board
members meet 3 or 4 times a year for discussion on issues
that relates to risk activities.
Table 4 shows the correlation coefficients of the variables examined to measure financial performance (ROA)
used in the study. As observed from the above table,
ERM_index is positively correlated with ROA. The same is
observed for BRC_activism, BOD_independence, CRO_
presence while BRC_size is a negatively related to ROA.
This result is of the opinion that risk governance process
is more likely to have a positive and significant impact
on the financial performance of companies operating in
the Nigerian financial sector. The relationship between
ERM_index and financial performance which is positive,
proves that the firms with the ERM framework are more
likely to increase the value of its shareholder than firms
without ERM program. In addition, the relationship between CRO_presence and financial performance which is
positive infers that firms with designated CRO are most
times likely to deploy sophisticated risk infrastructure to
tackle emerging risks that may negatively affect the firms’
real and financial assets.
The regression analysis result of the study is presented
in Table 5. The result presents the variables of risk governance (independent variable) that are linked with the financial performance which is the dependent variable. The result showed that the relationship between the ERM_index
(0.0219 < 0.05), CRO_presence (0.003 < 0.05) and financial performance is positive and significant. Also, BRC_activism (0.0001 < 0.05) and BRC_independence (0.0178 <
0.05) reported a positive and significant relationship with
financial performance. On the contrary, BRC_size (0.7686
> 0.05) showed a negative and insignificant relationship
with financial performance. The Durbin-Watson statistic of 2.01613 is not substantially different from the 2.00

benchmark which indicates the absence of serial correlation. The adjusted R2 value of 61% shows an average explanatory power of the independent variables.

4. Discussion
Restatement of hypotheses and discussion of findings
H1: Risk governance has a positive and significant impact
on the financial performance of firms operating in the Nigerian financial sector.
The regression analysis is centred on how risk governance influences financial performance. From the
regression result, there is a positive and significant relationship between ERM_index (p = 0.021 < 0.05) and
financial performance. The same is observed for BRC_
activism (p = 0.001 < 0.05), BRC_independence (p =
0.017 < 0.05), CRO_presence (p = 0.003 < 0.05) which
revealed a positive and significant relationship with financial performance. Contrary to this, only BRC_size
(p = 0.768 > 0.05) showed an insignificant relationship
with financial performance. In overall, the regression
result showed risk governance variables have significant
impact on financial performance of selected firms operating in the Nigerian financial sector. Therefore, the
stated hypothesis is accepted that between risk governance has a positive and significant impact on financial
performance.
The foregoing results present a major implication on
the subject of risk governance vis-à-vis how it impact
on financial performance. The positive relationship between ERM_index and financial performance suggests
that effective implementation of ERM framework has
the capacity to increase firm performance and invariably enhance shareholders’ value. This finding is consistent with the studies of Hoyt and Liebenberg 2011
and Rahim et al. (2015). These studies documented that
the risk governance process improves financial performance, and reduces the threats of emerging risks. This

Table 5. Regression analysis
Variable

Coefficient

t-Statistic

Prob.

VIF

Tolerance

ERM_index

0.295916

2.185682

*0.0219

3.56

0.2808

BRC_size

0.328536

1.115555

0.7686

2.92

0.3425

BRC_activism

0.638521

3.102648

*0.0001

1.84

0.5434

CRO_presence

0.022863

3.129892

*0.0038

2.67

0.3745

BRC_independence

0.148971

2.062564

*0.0178

4.32

0.2314

Effects Specification
Cross-section fixed (dummy variables)
Weighted Statistics
R-squared

0.66789

Adjusted R-squared

0.61456

F-statistic

9.28599

Prob.(F-statistic)

0.00001

Note: * 5% level of significance.

DW Stat.

2.01613
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is a clarion call to institutionalise effective risk governance process in order to enhance financial performance.
The assumption is that a sound risk management framework is likely to minimize emerging risks that may likely
erode shareholders’ investment and value, especially for
firms in financial institutions. Also, the BRC_independence revealed a positive and significant relationship with
financial performance. This denotes that independent
directors are important in risk governance and strategy.
Therefore, there is need to hold senior management accountable for the overall risk management and execution. This result is in tandem with the studies of Pagach
and Warr (2011), Soliman and Adams (2017), Erin et al.
(2018).
Furthermore, the regression result revealed that the
relationship between BRC_activism and financial performance is positive and significant. From our findings,
risk committee members meet about 4 times in a year
to discuss risk-related matters. This underscores the importance of risk issues in financial institutions in Nigeria;
this suggests that members of the risk committee are more
committed and concerned about risk issues affecting the
organization. This corroborates the findings of McShane
et al. (2011) and Eckles et al. (2014) that document a positive relationship between BRC_activism and firm performance.
The result of CRO_presence revealed a positive and
significant relationship with financial performance. This
result suggests that the presence of CRO is important in
tackling wide and emerging risks confronting organization
today. Quite a number of studies found that hiring of CRO
has the likelihood of reducing the impact of risk on the
organization (Liebenberg & Hoyt, 2003; Daud et al., 2011;
Pagach & Warr, 2011; Soliman & Adams, 2017). However,
the study of Ernst and Young (2017) opined that the position of CRO is indispensable but cannot alone carry out
his mandate without the support of senior management
and all business units. However, this does not undermine
the role of CRO in executing risk governance functions
and other oversight duties.

Conclusions and contribution
This study focused on examining the impact of risk governance on financial performance of firms operating in
financial sector in Nigeria. The approach followed was to
analyse fifty (50) selected firms for the year 2013 to 2017.
The observation from our findings reveals that almost
all the explanatory variables in relations with financial
performance shows a positive and significant relationship, except the BRC_size that revealed an insignificant
relationship with financial performance. The study used
the risk governance variables (ERM_index, CRO_presence, BRC_activism, BRC_size, BRC_independence). The
study concludes that risk governance variables are likely
to increase and enhance the performance of firms used
in this study.
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This study contributes to the growing research in the
area of risk management, risk governance, the financial
performance in emerging economies especially in the SubSaharan African countries. The empirical approach used
in investigating the effect of risk governance on financial
performance contributes to the quality of this research in
the area of risk governance and risk management, which
reinforces the originality of this study. The findings from
this study suggest that strong Chief Risk Officer (CRO)
presence, effective board risk committee, and inclusion of
independent directors in the risk committee will go far in
serving as factors that would improve the performance of
firms in today’s financial environment.

Limitation and future research
This study was limited to firms of financial institutions in
Nigeria, however, the study sets the tone for future empirical research on the subject matter especially for nonfinancial firms. Further studies could also research into
the comparative analysis of African countries compared to
other continents of the world in the area of risk governance and financial performance.
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