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CHAPTER ONE 

                                   INTRODUCTION 

1.1 Background of the Study 

         Risk is an intrinsic part of doing business in the corporate 

organization as firms must be willing to take on a fair amount of risk 

in order to provide the most value to shareholders. To successfully 

do so, one must strike an optimal balance between growth and return 

objectives and the associated risk management and apply resources 

efficiently and effectively in pursuit of those goals (Sobel & Reding, 

2014). That is where risk management comes in.  

Risk management has emerged as a new paradigm for 

managing corporate organizational effectiveness that face 

organizations, and policy makers continue to focus on mechanisms 

to improve corporate governance and risk management in an 

organization. Risk management encompasses aligning risk appetite 

and strategy, enhancing risk response decisions, reducing 

operational surprises and losses, identifying and managing multiple 

and cross-enterprise risks, seizing opportunities, and improving 
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deployment of capital towards corporate organizational effectiveness 

(Beasley, 2015).  

Risk management strategies are the actions that firms take in 

order to respond to the identified risks. Liebenberg and Hoyt (2003) 

stated that risk management has captured the attention of risk 

management professionals and academics worldwide unlike the 

traditional silo-based approach to corporate risk management. Risk 

management enables firms to benefit from an integrated approach to 

managing risk that shifts the focus of the risk management function 

from primarily defensive to increasingly offensive and strategic in the 

corporate organizational effectiveness (Liebenberg & Hoyt, 2013).  

Risk management is defined as the process, effected by an 

entity's board of directors, management, and other personnel, 

applied in strategy setting and across the enterprise, designed to 

identify potential events that may affect the entity, and manage risk 

to be within its risk appetite, to provide reasonable assurance 

regarding the achievement of entity objectives towards corporate 

organizational effectiveness (COSO, 2004). There are a number of 

risks that firms deal with. These are credit risks, market risks, 

liquidity risks and operational risks (Nocco & Stulz, 2006). Credit risk 
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is the potential that a borrower/counterparty fails to meet the 

obligations on agreed terms. There is always scope for the borrower 

to default from his commitments for one or the other reason resulting 

in crystallization of credit risk to the organisation. These losses could 

take the form of outright default or alternatively, losses from changes 

in portfolio value arising from actual or perceived deterioration in 

credit quality that is short of default (Nocco & Stulz, 2006). The 

management of credit risk includes: measurement through credit 

rating/ scoring, quantification through estimate of expected loan 

losses, pricing on a scientific basis and controlling through effective 

loan review mechanism and portfolio management (Nocco & Stulz, 

2006).  

Risk management is very potential  to an organizational 

institution arising from either its inability to meet its obligations or 

to fund increases in assets as they fall due without incurring 

unacceptable cost or losses. Theoretically, deposits or contributions 

generally have a much shorter contractual maturity than loans and 

liquidity management needs to provide a cushion to cover anticipated 

deposit withdrawals.  Hence, the objective of risk management is to 

maintain earnings, improve the capability, ability to absorb potential 
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loss and to ensure the adequacy of the compensation received for the 

risk taken and effect risk return trade-off. Management of risk aims 

at capturing the risks arising from the maturity and re-pricing 

mismatches and is measured both from the earnings and economic 

value perspective (Sensarma & Jayadev, 2009).  

In general, companies hardly publish any comprehensive 

information about their existing risk management system or plans. 

Hence, information about the current corporate risk management 

system can either be collected by using surveys or by scanning public 

sources. Surveys are typically used to study the level or stage of the 

risk management implementation.  

Corporate organization has confidence in financial reporting 

among investors and creditors have renewed a corporate governance 

as a top-of-mind priority for Boards of Directors, Management, 

Auditors, and Stakeholders. At the same time, the number of 

companies trying to manage risk across the entire enterprise is rising 

sharply. Thus, there is need for companies to effectively integrate risk 

management with corporate governance (Sobel & Reding, 2014). 

These capabilities inherent in enterprise risk management help 

management achieve the entity’s performance and profitability 
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targets and prevent loss of resources. Risk management helps ensure 

effective reporting and compliance with laws and regulations, and 

helps avoid damage to the entity’s reputation and associated 

consequences. It delivers a current, credible understanding of the 

risks unique to an organization across a broad spectrum that 

includes all types of risk (credit risk, operational risk, market risk, 

liquidity risk and trading risk), lines of business and other key 

dimensions (SAS, 2014).  

As a result of this, therefore, this study intends to investigate 

risk management and corporate organizational effectiveness in Edo 

State. 

1.2     Definition of the Research Problem 

       Financial system of corporate organization should be analysed 

in terms of a functional perspective rather than an institutional 

perspective. The central function of a financial institution of 

corporate organization is its ability to distribute risk across different 

participants. According to Saunders and Cornett (2006), risk 

management business undertakes the functions of bearing and 

managing risks on behalf of their customers through the pooling of 
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risks and the sale of their services as risk specialists. A lot of people 

rely on their pension funds as a source of income after retirement.  

Addressing the research problem of risk management when 

dealing with ineffective corporate organization, by reviewing the 

established theories of risk management, it is noted that risk 

management strategies are not effective enough for firms to cope with 

weak institutional environment.  Risk management has gained 

significant attention on managing financial risks. Not until recent 

years, research has paid more focus on project, enterprises and from 

risk management to opportunity management an institutional 

approach organizational risk. However, considering risk 

management strategies coping with weak legal framework, 

regulations or information exchange in a country, literature has 

shown its weaknesses and gaps in research which prevents 

managers to apply theories into practices when dealing with 

institutional causes of risks. 

Klimczak (2007) in the attempt to develop an empirical research 

to integrate new institutional economics in risk management context, 

found an insufficient theory support in this field.  A lack of strong 

institutional framework leads to risks when doing business. Even 
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though, it is seen that risk management practices may be influenced 

by institutions, scholars have not paid enough attention at 

developing a concrete framework for managing these risks. 

1.3   Research Questions 

The following research questions are raised to guide the conduct 

of the study: 

i. What is the level of risk management by corporate organizations in 

Edo State? 

ii. What is the level of corporate organizational effectiveness in Edo 

State? 

iii. To what extent does the effect of risk management enhance the 

corporate organizational effectiveness in Edo State? 
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1.4   Objective of the Study 

     The main objective is to examine risk management and 

corporate organizational effectiveness in Edo State. The specific 

objectives of this study are:  

i. to determine the level of  risk management by corporate 

organizations in Edo State 

ii. to ascertain the level of  corporate organizational effectiveness in 

Edo State 

iii. to assess the effect of  risk management on the corporate 

organizational effectiveness in Edo State 

1.5 Relevance of the Study 

   This study will be important to various groups of people. First, 

the study enriches the theory of risk management and how such 

practices are important in enhancing the performance of corporate 

organizational effectiveness in Edo State. 

Secondly, this study is important to organizational managers  

as it shows the value of having and implementing enterprise-wide 
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risk management measures in their organisations for purposes of 

better firm performance.  

The study will provide corporate organization managers in Edo 

State with an insight of extent of risk management implementation 

among other firms and help in making informed choices of service 

providers. 

The policy makers of corporate organizations in Edo State can 

obtain knowledge from this study as regards to risk management. 

They can therefore obtain guidance from this study in designing 

appropriate risk management policies that will meet regulatory 

requirements. 

The study can provide information to potential and current 

scholars on risk management among other firms or corporate 

organizations. They can use the study as a guide and for purposes of 

furthering future research. 

1.6   Scope and Limitation of the Study 

The study examines risk management and corporate 

organizational effectiveness in Edo State.  The study is limited to 

corporate organisations and firms in Edo State. The study covers the 

level of risk management by corporate organizations, the effect of risk 
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management on the corporate organizational effectiveness and the 

level of corporate organizational effectiveness 

However, states with similar economic profiles with Edo State will 

environment for replication. Questionnaire will be used to gather 

information from the respondents. Even though the questionnaire is 

taken from existing research and not validated. It however assumes 

the validation of the preceding studies. The study cannot be insulated 

from time and financial constraints. However, the study remains 

robust.  
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction  

This chapter presents the review of various literature related to the 

risk management and corporate organizational effectiveness in Edo 

State. It covers the following sub headings: 

2.2   Theoretical Framework 

2.3   Concept of Risk Management 

2.4    Importance of Risk Management  

2.5    Concept of Corporate Organizational Effectiveness 

2.6    Approaches to Organizational Effectiveness 

2.7   Risk Management Processes and Corporate Organizational 

Effectiveness 

2.8    Strategic Management Perspective on Risk Management 

2.9    Empirical Studies 

2.10    Summary of the Literature Review  

 

 

 

 



12 
 

2.2   Theoretical Framework 

The theories are related to risk management and corporate 

organizational effectiveness. These theories are Modigliani and Miller, 

Modern Portfolio Theory and Capital Assets Pricing Model.  

Modigliani-Miller Proposition  

There is a broad literature on risk management decisions for 

firms in general, beginning with Modigliani and Miller (1958): Their 

famous theorem states that in a world of perfect and complete 

markets, financial decisions are irrelevant as they do not alter the 

value of the shareholder's stake in the firm. The only way to increase 

shareholder's wealth is to increase value of the firm's assets. Neither 

the capital structure nor the risk management decisions have an 

impact on shareholder's wealth.  

Some important deviations from the perfect capital markets in 

the Modigliani and Miller setting have been identified, giving 

motivations for firms to care about risk management, such as taxes, 

bankruptcy costs, agency costs and others (Gossy, 2008). When 

these reasons for risk management are incorporated into the firm's 

objective function, one finds the following basic result: When all risks 
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are perfectly tradeable the firm maximizes shareholder value by 

hedging completely (Gossy, 2008; Mozumdar, 2001).  

Modigliani and Miller (1958) state that under the restrictive 

neoclassical assumptions, corporate financial decisions do not 

influence the value of the firm. These decisions simply redistribute 

the income stream among different investors. As long as investors 

can act in the capital markets at the same terms and conditions as 

the firm itself, the only way to impact firm value is by influencing the 

expected level of firm cash flows (Gossy, 2008).  

Since risk management is part of an overall financing policy, the 

MM findings directly have important implications for the ERM 

strategy of the firm. Under the MM proposition, any investor’s wealth 

position is unaffected by corporate risk management activities on the 

part of the firm (Gossy, 2008). The immense importance of the MM 

proposition for corporate risk management, however, becomes 

apparent when it is used a starting point for identifying conditions 

under which corporate risk management makes economic sense. 

Such a positive theory of corporate risk management can be derived 

by relaxing the neoclassical assumptions of the MM proposition.  

Modern Portfolio Theory  
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Modern Portfolio Theory (MPT) is a theory of investment which 

tries to maximize return and minimize risk by carefully choosing 

different assets (Markowitz, 1952). MPT is a mathematical 

formulation of the concept of diversification in investing, with the aim 

of selecting a collection of investment assets that has collectively 

lower risk than any individual asset. This is possible, in theory, 

because different types of assets often change in value in opposite 

ways. For example, when the prices in the stock market fall, the 

prices in the bond market often increase, and vice versa. A collection 

of both types of assets can therefore have lower overall risk than 

either individually (Mandelbrot, and Hudson, 2004). The Primary 

principle upon which Modern Portfolio Theory is based (MPT) is the 

random walk hypothesis which states that the movement of asset 

prices follows an Unpredictable path: the path as a trend that is 

based on the long-run nominal growth of corporate earnings per 

share, but fluctuations around the trend are random (Chandra, 

Siddharth and Shadel, 2007). For ERM therefore, the MPT has 

important implications in terms of risk minimization by investing in 

portfolios that have lower overall risks. The pension fund 

management firms invest on behalf of the pension schemes members 
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and therefore must strive to invest in portfolios that maximise 

returns and minimise risks.  

Capital Asset Pricing Model  

The concept of risk is closely related to the insights of portfolio 

theory. The most important paradigm of risk is part of a set of results 

known in the financial economics literature as the Capital Asset 

Pricing Model (CAPM) developed by Sharpe (1964) and Lintner (1965) 

and later refined by Black (1972). It represents an extension and 

simplification of the model by Markowitz (1952). The Markowitz 

model was the first theorizing a relationship between risk and return. 

In his model, there are as many efficient portfolios are there are 

investor risk preferences. All efficient portfolios must lie on the mean-

variance investment frontiers where investors can get a higher return 

only by accepting a higher level of risk (Gossy, 2008). The CAPM 

extends this theory to a situation of equilibrium. The CAPM argues 

that all investors will hold the same efficient portfolio (the market 

portfolio) regardless of their individual risk preferences. Thereby, the 

CAPM is capable of determining the market price for risk and an 

appropriate risk measure for a single asset (Gossy, 2008).  
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There have been numerous anomalies of the CAPM that have 

been discovered by finance researchers. This has initiated a 

discussion of the usefulness for the field of strategic management 

starting with the contribution by Bettis (1983). He detects a 

conundrum regarding the role of risk in strategic management 

context and states the main points of controversy between finance 

and strategy (Vicente-Lorente, 2001). In particular, he seriously 

questions the implications of the CAPM on strategic management but 

especially corporate risk management. He identifies an implied 

recommendation in the CAPM to corporate management not to be 

concerned at all about firm-specific risks. Bettis (1983) argued that 

business risks are associated with firm specific resources and 

competencies and are strongly related to the firm-environment 

interface. This theory implies that for ERM, firms should institute 

efficient portfolios that offer maximum returns and minimum risks.  
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2.3   Concept of Risk Management 

Risk management processes such as enterprise risk 

management  that originates from the field of management 

accounting and control and takes an active approach in dealing with 

all of the risks that a firm faces, has grown rapidly in interest among 

practitioners and academics during the past two decades. Initially, 

risk management emerged as a managerial discipline that devoted 

much attention to the control aspect of risk management. Yet, in 

recent years the discourse of risk and its management has become a 

source of principles for managing in general (Power, 2007). In fact, 

ideas about risk and risk management have come to play a key role 

in the very idea of organizing and organization itself (Scheytt, Soin, 

Sahlin-Andersson, & Power, 2006). 

Although recent years have seen a considerable increase in 

practitioner attention on strategic risk management and scholars 

advocating the need for an integration of risk management and 

strategic management, the academic fields of strategic management 

and risk management seem to have railed along and been studied 

separately despite of the potential for their synergetic integration 
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(Beasley, Branson, & Pagach, 2015) and introduce a strategic 

perspective on risk management 

Risk management is an inherent part of conducting business 

and it is arguably a critical aspect of firms ‘strategic processes (Ruefli, 

Collins, Lacugna, & Wiley, 2009). Not surprisingly, risk management 

plays an important role in strategic management research (Sitkin, & 

Jemison, 2016).  In the strategy literature the risk term has often 

been used when referring to the source of exposures in terms of 

external or internal factors that potentially have an impact on the 

firm (Miller, 2012). From a strategic perspective, such events are 

often referred to as trends, developments and changes that may have 

an influence on the firm’s long-term strategy, competitive advantage 

and survival (Slywotzky & Drzik, 2015).  

Risk management is most commonly conceived as reflecting 

variation in the distribution of possible outcomes, their likelihoods, 

and their subjective values. On these lines risk management has 

been perceived as the unpredictability in corporate outcome variables 

(Miller, 2012) and the strategic moves “for which the outcomes and 

probabilities may be only partially known (Baird & Thomas, 2015).  
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In this sense, risk management is embedded in the 

organizational choices that firms make. In strategic management 

research the most common approach of measuring risk has been 

borrowed from financial economics and decision theory that conceive 

risk as the variance of a set of returns over time (Ruefli et al., 1999). 

This measure has been criticized amongst behavioural scholars as 

managers seem to associate risk management more with losses and 

hazards than with variance in outcomes (March & Shapira, 2015). 

The use of variance as a measure of risk management is lacking 

validity in a strategic management context. This has led to attempts 

to measuring risk management in terms of downside risk  the 

expected deficiencies in performance relative to aspirations (Miller & 

Leiblein, 2016), and conceptualize risk management as  the 

probability of losing rank position  the other firms in the reference 

set” (Collins & Ruefli, 2012). 

Nevertheless, there seems to be a common acceptance that the 

goal of risk management is not to only reduce downside risk but also 

to retain the upside potential (Stulz, 1996) by selecting strategic 

choices that offer both upside and downside potential for the firm 

(Chatterjee et al., 2003). Thus, effective risk management recognizes 
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the two-sided nature of risk by considering both negative as well as 

positive outcomes of risk (COSO, 2004). 

Risk management is broadly defined in terms of uncertainty, 

likelihood, event or consequences. The definitions of risk 

management have been developed considerably since risk 

management is considered an essential tool for effective 

management. In a common sense, risk management is seen as the 

negative impacts of uncertain events. According to Berg (2010), risk 

management refers to the uncertainty that surrounds future events 

and outcomes. It is the expression of the likelihood and impact of an 

event with the potential influence the achievement of an organization 

objective. The definition covers different aspects of the risk concept 

and by not referring to risks as negative consequences; it implies risk 

as a neutral outcome. As Gregorio (2005) pointed out country risk 

becomes an opportunity to profit from uncertainty the concept of risk 

is now an even broader approach. There is a distinction between the 

concept of risk and the concept of uncertainty. While uncertainty 

would be immeasurable, risk would be measurable (Cienfuegos, 

2013). Risk management can be measured based on probability and 

its effects. How risky the event is depends on how much the outcome 
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is likely to differ from the organization's objectives. Literature reviews 

show a variety of classifications of risk management. According to Al-

Tamimi and Al-Mazrooei (2007), risk management can be classified 

into systematic and unsystematic risk management. The approach is 

more frequently used in financial terms. Systematic risk 

management (or specific risk) is risk that cannot be eliminated 

through diversification, while unsystematic risk is a kind of risk that 

can be neutralized through diversification. Risk management (2005) 

defining two different sources of uncertainty, the research exploited 

risks faced by companies when operating in a given country. The 

universe of uncertainty that each company faces is comprised of 

endogenous and exogenous dimensions. Endogenous sources of 

uncertainty are the result of the internal environment, whereas 

exogenous uncertainty arises at three levels industry, competition 

and external environment.  

There are several other classifications of risk management, 

including financial risk and non-financial risk, fundamental and 

particular risk, operational and strategic risks (McConnell, 2008). 

Risk Management has its history started after World War II. 

Along its history, the concept of risk management focused on finance 
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and insurance section significantly. There have been various studies 

on the financial field, particularly on the management of insurable 

risks. However, development of risk management research shows 

that a number of aspects have contributed towards changing this 

narrow application of the risk management disciplines (Cienfuegos, 

2013).  

According to Cienfuegos (2013), risk management has moved to 

a wider approach from “a constricted technical function to a broad 

and integrated management of all of an organization's risks. 

Risk management is considered a crucial element in organizations 

success, especially in an uncertain and rapidly changing business 

environment. As pointed out in the previous section, risks can be 

classified in different categories. Managers need to understand the 

sources of risk, its nature and how it can be managed effectively. 

Anderson and Terp (2006) defined risk management as the process 

of understanding and managing effectively internal and external 

uncertainties by eliminating, reducing and controlling pure risks, 

enhancing benefits and avoiding detriments from speculative 

exposures.  
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The various objectives of risk management to organization, 

including creating transparency, enhancing risk awareness, 

minimizing the probability of future losses and maximizing the 

probability of success. From another literature review, risk 

management is a scientific approach to the problem of dealing with 

risks, considering that it follows general applications of techniques, 

procedures and structured process on a sequence of logical steps 

(Cienfuegos, 2013). The definition emphasizes the definition and 

development of Risk Management program, which enables 

organizations to reach its strategies and objectives. 

In general, risk management in modern world is not limited in 

identifying and controlling the negative impacts of uncertainties 

which happen but also enhancing potential opportunities. It is also 

important to raise the awareness of risks within organizations, by 

involving people at all levels in order to gain a better insights into 

likelihood of risk and its impacts. Therefore, developing a risk 

management culture helps to implement risk management 

effectively. Risk management is not only risk managers' job but 

everyone's business. 

2.4    Importance of Risk Management  
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There are several definitions of risk management depending on 

the application. In decision theory, risk is related to making decisions 

under known probabilities of the states of nature. In economic 

theory, risk arises when the decision maker can assign probabilities 

to possible outcomes (Knight, 1921). A well accepted definition of risk 

given in projected management body of knowledge considers risk as 

“an uncertain event or condition that, if it occurs, has a positive 

(opportunity) or negative (threat) impact on project objectives (PMI, 

2008). However, for most practitioners project risk management 

seems to be about identifying and managing threats. More generally, 

improving the “risk-return balance” is a central tenant of business 

decision making, from project portfolio choices (Floricel and 

Ibanescu, 2008) to business strategy and investment allocation. 

There is also evidence that new product development suffers from 

risks, and is prone to serious cost and schedule overruns, as well as 

problems in achieving the targeted technical performance of the 

product (GAO, 2010).  

2.5    Concept of Corporate Organizational Effectiveness 

Corporate organizational effectiveness is a phrase used almost 

exclusively by researchers and one of the most extensively researched 
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issues since the early development of organizational theory. 

Corporate organizational effectiveness was first found in 

organizational behaviour theory of the 1950s. Despite some 

consensus, there is still significant lack of agreement on the 

definition and operationalization of this concept. However corporate 

organizational effectiveness is defined as a process of fulfilling 

objectives without incapacitating (an organization’s) means. 

Corporate organizational effectiveness is characterized as 

defining goals, relating resources, .and determining if the goals were 

reached. Efforts to define the concepts of management and 

effectiveness in the nonprofit organization are influenced by varying 

perspectives on what constitutes the nonprofit sector and what 

makes it distinct. 

The Lewin Group (2000) elaborated concept of corporate 

organizational effectiveness as characteristics, processes, and 

inputs: According to Group Effectiveness is considered a social 

construction based on judgments of individuals or groups. Flowing 

from concerns that capabilities might be difficult to measure as they 

are mediated by different stakeholder perceptions, this approach 

examines corporate organizational effectiveness as inputs and 
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processes. The approach focuses on the presence of corporate 

organizational effectiveness and formal documents: 

 Mission statement 

 Form to measure client satisfaction 

 Planning document 

 Calendar of board development activities 

 Recruiting and training staff 

 Form used in CEO and other employee performance 

appraisals 

 Board manual 

The Lewin Group (2000) asserted that effectiveness is reached 

through processes such as encouraging participation among clients 

and offering mentoring to volunteers and staff. In this framework, 

corporate organizational effectiveness is measured as a product of an 

organization’s ability to develop strong leadership, recruit active 

members, rely on internal resources, and generally survive and grow. 

According to definition of Yankey and McClellan (2003), corporate 

organizational effectiveness is the extent to which an organization 

has met its stated goals and objectives, and how well it performed in 

the process. Scott (2008) expressed that the term corporate 
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organizational effectiveness is usually deployed to contrast with 

development effectiveness. It focuses on the direct results of an 

agency’s interventions, for which it can be held accountable, in 

contrast with development outcomes, which are the effect of many 

agencies interventions. The term corporate organizational 

effectiveness usually focuses on the internal systems that are geared 

towards producing development outputs and outcomes. In this 

sense, it is synonymous with results based management and 

managing for development results. 

According to Herman and Renz (2008) the theory of corporate 

organizational effectiveness may be summarized as the development 

of alternatives to or modifications of what has been called the goal 

model of effectiveness while explaining the theoretical perspectives 

on organizational effectiveness. Herman abd Renz (1998) revealed 

that the theory of corporate organizational effectiveness has a 

complex history. It may be summarized as the development of 

alternatives to or modifications of what has been called the goal 

model of effectiveness. Over the time there have been many criticisms 

of the goal model. In reaction, several alternatives have been 

proposed, for example, the alternatives as system resource, internal 
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processes, multiple constituencies, competing values, legitimacy, 

fault driven, and high performing models.  

Rethore and Marian (n.d) narrated that a corporate organizational 

effectiveness likely has a set of metrics that: 

 Holds individuals accountable for their individual performance 

that means clarifying individuals’ roles, responsibilities, and 

their authority to make decisions 

 Identifies and communicates ‘acceptable’ levels of risk (and the 

cost of not managing risk adequately) 

  Measures a leader’s behavioural impact and how that 

influences others’ performance (or not) 

 Clarifies ‘what good looks like’ since people cannot be effective 

if they don’t understand the (qualitative and quantitative) 

performance standards 

 Identifies the drivers for success to more consistently replicate 

performance 

 Identifies critical feedback loops so individuals learn and 

develop confidence in their analysis and decisions 

 Challenges everyone to perform at the next level in the 

organization 
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2.6    Approaches to Organizational Effectiveness 

Four approaches of organizational effectiveness according to 

Herman and Renz, 2017) include Goal Approach, System Resource 

Approach, Multiple Constituency Approach and Social 

Constructionism Approach as explained below. 

 Goal Approach 

The goal approach represents the most basic model of 

effectiveness and one from which many future models expanded. This 

theory is based on the common sense idea that all organizations have 

goals, which become the criteria used to measure effectiveness. 

Though this is a popular theory, it has limitations. For example, some 

argue that people, not organizations, have goals. Others state that 

goals lack specificity, prioritization, and ignore unofficial, but 

essential, goals. An example of an unofficial goal might be reducing 

work conflict. This goal would not be mentioned in a mission 

statement, but is essential to organizational effectiveness. As a result, 

most organizations utilize more specific and current theories when 

assessing effectiveness. 

System Resource Approach 
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This theory classifies effectiveness as an organization’s ability to 

take advantage of its environment, ultimately allowing it to gain 

scarce and valued resources. Financial variables are often used as 

the measure of effectiveness when implementing this approach.  

Multiple Constituency Approach 

This modification of the goal model accounts for the many 

constituencies, or stakeholders, including clients, employees, 

funders, licensing and accreditation bodies, board of directors, and 

vendors. In this model, each stakeholder advocates for different 

criteria to evaluate organizational effectiveness. As a result, the 

actual measure of effectiveness is multi-tiered and quite complex. In 

this approach, “effectiveness is a portfolio of performance 

dimensions, assessed by a portfolio of evaluators” 

 

 

Social Constructionism Approach 

This approach is a general perspective. From this viewpoint, 

reality is created by the beliefs, knowledge, and actions of people. 

“Overall nonprofit organizational effectiveness is whatever multiple 

constituents or stakeholders judge it to be”. The major difference 
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between this idea and the multiple constituency approach is that 

people are not expected or required to behave simplistically or 

rationally within this theory. For example, the criteria assessing 

organizational effectiveness may change without warning by an 

outside stakeholder. Reimann (1975) narrated (the comments based 

on work of several researchers) that the concept of organizational 

effectiveness is among the most elusive and controversial in the 

organization theory literature. 

2.7 Risk Management Processes and Corporate Organizational 

Effectiveness 

Risk management process refers to logical steps of managing 

risks, or risk management cycle on the corporate organizational 

effectiveness. The process involves crucial stages in developing an 

effective risk management plan. The literature provides different 

approaches to risk management process. Anderson and Terp (2006) 

described risk management process on the corporate organizational 

effectiveness as a “five-step progression: (1) risk identification, (2) risk 

evaluation, (3) risk control, (4) risk financing and (5) risk monitoring 

and reporting” (p. 34). The process provides a simple and logical way 
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of looking at risk management, which goes along with its objectives. 

COSO (2004) developed risk management concept which consists of 

eight interrelated components: (1) internal environment, (2) objective 

setting, (3) event identification, (4) risk assessment, (5) risk response, 

(6) control activities, (7) information and communication and (8) 

monitoring. By integrating risk management and enterprise 

management, the eight components of ERM do influence each other. 

The risk management process on the corporate organizational 

effectiveness expands from the core traditional five steps to eight 

sequence steps. The additional significant elements of standard risk 

management process, compared with the traditional process are 

“establish the contexts” and “communicate and consult. The 

organization's characteristics and needs are different, establishing 

the context is important in seeking the appropriate approach to the 

organization. This stage includes the activities to define the internal 

and external environment, to set objectives and scope of risk 

management process. By establishing the context, it is also 

important to develop risk criteria.  

According to Berg (2010), the criteria reflect the context defined, 

often depending on an internal policies, goals and objectives of the 
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organization and the stakeholders of the corporate organizational 

effectiveness. Berg also suggested that the methods to assess the 

organizational environment include SWOT (strengths, weaknesses, 

opportunities and threats) and PEST (political, economic, societal 

and technological) frameworks. Risk assessment exists to provide an 

overall assessment to risk identification, risk analysis and risk 

evaluation. After each step when risks are identified, analysed and 

evaluated, it is crucial to generate a comprehensive review, which 

helps managers to evaluate fully their risk management process. This 

step aims to take critical factors into consideration and support for 

decision making process. 

 

 

2.8    Strategic Management Perspective on Risk Management 

The starting point of this thesis is the strategic management 

literature. According to Gavetti, Levinthal, and Rivkin (2005), 

strategy-making is most critical in times of change and in unfamiliar 

environments.” And a major area of research in the strategic 

management field concerns how firms can sustain their competitive 
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advantage in changing environments (Barney,2011). For firms to 

sustain their competitive position they must develop adaptive 

capabilities that identify strategic risks and take appropriate 

strategic responses (Andersen, Denrell, & Bettis, 2007). These 

responses may include substantial risk-taking that replaces obsolete 

sources of advantage and involve significant uncertainty and 

downside exposure that could erode firm’s value. Hence, while 

engaging in strategic risk taking the greatest challenge for firms is to 

limit the downside risk while capturing the gains. From the earliest 

foundations of strategic management, strategic planning has been 

conceived as an important tool to manage environmental 

developments and the strategic risk exposures that come with these 

changes (Boyd, 2011), and today strategic planning is one of the most 

used strategy practices within firms (Spee and Jarzabkowski, 2011). 

For this thesis, strategic planning was used to describe the 

organizational process of developing a firm’s mission, long-term 

objectives and the plans to attain them, as well as the ongoing system 

that monitors the achievement of the strategic objectives Empirical 

research on the relationship between strategic planning and firm 

performance has been inconclusive, not least in studying the 
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relationship under the contingency of environmental uncertainty. In 

the strategic management literature there has been a debate whether 

strategy-making takes place through formal and deliberate planning 

processes or if they emerge as a firm muddles through and learns by 

trial and error. The former approach advocates a rational and 

systematic planning process (Ansoff, 2008), whereas the latter school 

supports emergent processes.  

Most literature on risk management assesses the value of risk 

management based on how institutions manage their financial risks 

using derivatives to hedge, and conclude for or against the value 

adding ability of risk management. However, there is very little 

research on how the integrated approach to risk management (ERM), 

taking into account both financial and non-financial risk 

management activities, would have an effect on companies, in 

particular in emerging markets. Besides that, there seems to be 

limited research on factors associated with the implementation of 

ERM and how these factors affect the level of ERM implementation in 

companies in different markets (Pagach and Warr, 2010).  

Kleffner  (2003) suggests that larger firms would be more likely 

to adopt ERM because of the need for a more comprehensive risk 
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management strategy. Hoyt et al (2008) also studies the value risk 

management in the insurance industry and finds that ERM usage is 

positively related to firm size. The larger the organization, the more 

complex its operations will probably be and the more its exposure to 

threatening events. Besides that, the larger the organization, the 

more resources it will probably have to implement a more 

comprehensive risk management program.  

Firms with higher leverage are more likely to suffer financial 

distress. Excessive leverage may also limit a firm’s flexibility when 

pursuing additional profitable investment projects. The effect of ERM 

adoption on leverage is dependent upon whether the firm decides 

that it needs to lower its risk exposure in these areas, or whether the 

firm decides that because of ERM, it can afford to bear more financial 

risk. Thus the impact of ERM adoption on leverage is unclear, 

however, for firms that were previously at their target leverage level, 

greater control of operational risks would suggest that the firm could 

increase its debt capacity (Liebenberg and Hoyt, 2003).  

Beasley et al (2005) states that as companies growth rate 

increases, the scope of events threatening it are likely to differ in 

nature, timing, and extent. Therefore the faster a company is 
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growing, the more likely it will embrace ERM. However, Hoyt et al 

(2008) finds no significant relationship between the rate of growth of 

a company and its level of ERM implementation. Allayannis and 

Weston (2001), control for the effect of growth opportunities on 

Tobin’s Q using the ratio of R&D expenditure to sales, or capital 

expenditure to assets. However, data related to R&D expenditure was 

not available for this study thus consequently the study used 

historical (one-year) sales growth as a proxy for future growth 

opportunities.  

 

 

2.9    Empirical Studies 

There have been a large number of studies published about risk 

management and corporate organizational effectiveness in general. 

These include 

Beasley, Pagach and Warr (2008) studied 120 US companies 

between 1992 and 2003 to examine market reaction to Chief Risk 

Officer (CRO) hire announcement. ERM was measured as CRO key 

words while performance was measured as cumulative abnormal 

returns after announcement. A linear regression analysis was used 
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to analyse the data. The study found that generally, the market did 

not react to CRO announcement. However, there was a positive 

reaction from non-financial firms. Further, there was a positive effect 

of firm size and earnings volatility on shareholder value and a 

negative effect of leverage and cash ratio on shareholder value. This 

was true only for non-financial firms.  

Hoyt and Liebenberg (2008) examined the impact of ERM on 

shareholder value of 125 US insurers between 2000 and 2005 using 

a maximum likelihood model. ERM was measured using ERM and 

CRO key words as proxies while performance was measured using 

Tobin’s Q. The study found a significant positive relation between 

firm value and ERM. The results showed that ERM improves 

shareholder value by approximately 17%.  

Gordon, Loeb, and Tseng (2009) studied 112 US companies in 

2005 to examine the impact of ERM on performance using linear 

regression. ERM was measured using ERM index created by the 

author and performance was measured using excess stock market 

return. The results showed a significant positive relation between 

ERM and firm performance. The study also revealed that this was 
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contingent upon proper match between a firm’s ERM system and five 

firm specific factors.  

Pagach and Warr (2010) examined 106 US companies in a bid 

to determine the impact of ERM on financial performance using logit 

and matched sample model. ERM was measured using CRO 

keywords as proxies and financial performance was measured using 

several financial variables. The results showed a significant decrease 

in stock price volatility after introducing ERM.  

Tahir and Razali (2011) examined the impact of ERM on shareholder 

value of 528 Malaysian firms in 2007 using linear regression model. 

ERM was measured using secondary data from Osiris database and 

shareholder value was measured using Tobin’s Q. The study found a 

positive but insignificant relation between ERM and shareholder 

value.  

Grace et al. (2013) examined the impact of ERM on performance 

of 523 US insurers between 2004 and 2006 using linear regression 

model. A survey was carried out where ERM was measured using 

ERM activity while performance was measured using cost and 

revenue efficiency using Data Envelopment Analysis (DEA). The 
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study found a significant positive impact of ERM on cost and revenue 

efficiency depending on ERM activity.  

Njiru (2003) sought to examine how cooperatives manage their 

credit risks. The study was done among cooperatives in Embu 

District. The study was a survey of coffee co-operatives in the area. 

The results revealed that the methods of managing credit risk were 

similar to the ones commonly espoused in finance textbooks.  

Kioko (2008) examined the credit risk management techniques 

used by commercial banks in Kenya to manage unsecured loans. The 

study was a survey of various commercial banks. The study revealed 

that the Banks used a combination of credit management methods 

for unsecured loans.  

Further, Kipchirchir (2008) examined the practices of motor 

vehicle firms towards foreign exchange risk management. The study 

was a survey of the motor vehicle industry in Kenya. The results 

revealed that the most commonly used foreign exchange risk 

management method was hedging.  In another study by Ngare (2008), 

credit risk management practices by commercial banks were sought. 

This was a survey of commercial banks in Kenya. The results revealed 
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a combination of credit risk management methods used by 

commercial banks in Kenya.  

Simiyu (2008) on the other hand sought to establish the credit 

risk management techniques in microfinance institutions in Kenya. 

The study design was survey of microfinance institutions in Nairobi. 

The study revealed that the methods did not differ from those of 

commercial banks.  

Weru (2008) assessed the information systems risk 

management practices of firms. This was a case study design. The 

study revealed that the organization used various information system 

risk management strategies 

Waweru and Kisaka (2013) examined the effect of ERM 

implementation on the value of 20 companies listed on the Nairobi 

Securities Exchange in 2011. A survey was carried out where ERM 

was measured using the level of implementation while firm value was 

measured using Tobin Q. The results showed that there was a 

positive relation between level of ERM implementation and firm 

value.  

 
2.10    Summary of the Literature Review  
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From the theoretical review, three theories have been advanced 

that explain the adoption of risk management and corporate 

organizational effectiveness in organizations. The theories are 

Modigliani-Miller framework, capital market theory, and modern 

portfolio theory. In this study, it is important to understand which 

theory may better explain the adoption of risk management for risk 

management for corporate organizational managers.  The empirical 

review shows a number of international studies that have examined 

the impact of risk management and corporate organizational 

effectiveness on performance.  
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CHAPTER THRE 

METHODOLOGY 

3.1   Introduction  

This chapter discusses the methodology on the description of the study to 

examine risk management and corporate organizational effectiveness in Edo 

State. Thus, the study adopts these include  

3.2   Research Design 

The design for the study would be a survey research. According to Ali 

(1996) it is preferable to use survey research design when the objective of a 

described investigation centered on opinions, attitudes and perceptions of 

individuals. The reason for choosing this design is that the study centered on 

opinions and perceptions of the respondents on what should be impact of 

infrastructure in small and medium scale enterprises. This survey method of 

research is a method that generally tries to collect information from a 

representative group and based on such information inferences are drawn about 

the behaviour of the entire population.  

3.3 Population of the Study 

The target population for this study would comprise all the corporate 

organizational managers and staff in Edo State. The corporate organizations to 

be selected for this study include; Pattessons Nigeria Limited, Oba Eweka Road, 

Benin, Menarish Investments Limited, Sapele Road, Benin City, Edokel Nigeria 

Limited, GRA, Benin City, Benin Chamber of Commerce Goodwill Road, Benin 
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City and Andrew Industries Nigeria Limited, Industrial Layout off Benin, Sapele 

Road. 

3.4   Sample and Sampling Technique  

For the purpose of this study; stratified random sampling technique would 

be used to select the staff from each enterprise. Thus, simple random sampling 

technique would be used to select 10 respondents each from Pattessons Nigeria 

Limited, Menarish Investments Limited, Edokel Nigeria Limited, Benin Chamber 

of Commerce and Andrew Industries Nigeria Limited. Therefore, fifty respondents 

would be used for the study.  

3.5    Data Source 

A set of data are utilized for the study: primary source: the primary data 

for the research would be collected through the use of questionnaire to be 

administered to the necessary personnel in the selected small and medium scale 

enterprises in the study area and through personal interviews. The data from 

these  sources shall be analyzed with the aim of answering the research 

questions to either accept or not accept the null hypotheses respectively. The 

data used for this study would be the information on the questionnaire 

administered on staff of Pattessons Nigeria Limited, Menarish Investments 

Limited, Edokel Nigeria Limited, Benin Chamber of Commerce and Andrew 

Industries Nigeria Limited. Therefore, the respondents would be given sufficient 

time to supply necessary information on the questionnaire after that the 

questionnaires would be collected for analysis. 

3.6 Data Instrument 
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The major instrument of data collection for this study is questionnaire 

method. Therefore, the instrument would be developed by the researcher and 

titled: Questionnaire on Risk Management and Corporate Organizational 

Effectiveness would be used to gather information from the respondents for the 

study. In this respect, the questionnaire would be divided into two sections. 

Section A would be used to collect demographic data of the respondents such as 

gender, job status, distribution of age and work experience etc. while section B 

would contain the items relating to the subject matter. The respondents would 

provide appropriate answer for the following items given in the questionnaire. 

Validity of the instrument refers to the extent in which an instrument or 

test measures what it actually intends or is developed to measure. The 

questionnaire would be submitted to project supervisor and three experts in the 

Department of Banking and Finance in order to ensure the content and face 

validity.  This refers to the degree of consistency of scores obtained by the same 

person when examined with the same test on different occasions. It is the 

accuracy, consistency, trustworthiness and stability or dependability of a 

measuring instrument or scores obtained. In order to determine the reliability of 

the instrument, a test re-test procedure would be applied on the participants 

that are not part of the study.  Therefore, the instrument would be administered 

twice with an interval of two weeks and subjected to Pearson product moment 

correlation statistics. 
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3.7       Data Analysis Technique 

Descriptive statistical tools such as mean, standard deviation, frequency 

and percentages would be used to answer the demographic information of the 

respondents as well as the research questions raised for the conduct of the 

study. 
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CHAPTER FOUR 

DATA PRESENTATION AND ANALYSIS 

4.1  Data Presentation  

This chapter present the data frequencies in the appendix.  It contains the 

frequencies for all the responses to the questions. 

4.2 Data Analysis 

Descriptive statistical tools such as mean, Standard deviation, frequency and 

percentages were used to answer the research questions raised for the conduct 

of the study. 

4.2.1 Analysis of Responses 

Research Question 1: What is the level of risk management by corporate 

organization in Edo State 
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APPENDIX 

DEPARTMENT OF BANKING AND FINANCE, INSURANCE PROGRAMME, 

FACULTY OF MANAGEMENT SCIENCES, UNIVERSITY OF BENIN, 

BENIN CITY 

Questionnaire on Risk Management and Corporate Organizational 

Effectiveness 

Dear Sir/Ma 

This questionnaire aims at collecting some information on risk 

management and corporate organizational effectiveness in Edo State. It is strictly 

for a research purpose. Your cooperation in responding to the questionnaire 

items will be highly appreciated. You are however assured that, all information 

supplied shall be treated with absolute confidentiality. In this regards, do not 

write your name on the questionnaire.  

Please respond to the following statement (Effect of Risk Management on 

the Corporate Organizational Effectiveness)  by ticking [√] each item under the 

column that most describes your reaction. Strongly Agree (SA), Agree (A), 

Disagree (D) Strongly Disagree (SD) 

 

  



70 
 

 

S/N                               STATEMENT SA A D SD 

1 Every corporate organizational manager bears risk in 

an organization. 

    

2 Risk management enables organizational goals to be 

highly attained. 

    

3 Risk management improves the level of managing 

corporate organizational effectiveness. 

    

4 Risk management enhances risk appetite and strategy 

in a corporate organization.  

    

5 Risk management improves corporate organizational 

decisions and reduces operational surprises and losses. 

    

6 Risk management of a corporate organization identifies 

and manages multiple and cross-enterprise risks 

    

7 Risk management of a corporate organization brings 

new innovations to the organization 

    

8 Risk management enables firms to benefit from an 

integrated approach to managing risk that shifts the 

focus of the risk management function from primarily 

defensive to increasingly offensive towards corporate 

organizational effectiveness 

    

9 Risk management of a corporate organization is 

addressed  by directors, management, and other 

personnel 

    

10 Lack of risk management can lead to closure and 

liquidity  of organization 

    

11 Risk management of a corporate organization improves 

fund increases 
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12 Risk management of a corporate organization 

maintains earnings and improves the capability and 

ability to absorb potential loss 

    

 13   It ensures that adequacy of the compensation received 

for the risk taken. 

    

  14 Risk managers of a corporate organization ensure that 

risks are bearable towards organizational effectiveness. 

    

  15 Manager of a corporate organization promotes 

managerial discipline that devoted much attention to 

the control aspect of risk management 
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Level of Risk Management by Corporate Organizations  

Level Responses  

High   

Moderate   

Low   

 

 

Level of Corporate Organizational Effectiveness  

Level Responses  

High   

Moderate   

Low   

 

 

 

 

 


