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ABSTRACT 

The purpose of this study is to examine the relationship between risk management 
committee (RMC) characteristics and firm performance measured by (Tobin's q 
[TOBSQ], return on equity [ROE], return on asset [ROA], and earnings per share 
[EPS]) of listed firms in Malaysia from the year 2016 to 2018 using agency and 

resource dependency theories. Data were collected from the DataStream (Thomson 
DataStream) and annual reports of 646 sampled firms (1801 firm-year observations).  
To test the hypotheses developed in this study, the Panel Corrected Standard Errors 
(PCSEs) regression was used. Overall, the findings indicate that RMC size, RMC 

qualification, and RMC gender have a significant positive effect on firm 
performance. The study also finds that RMC overlap and RMC training are 
associated with high firm performance (Tobin's q, ROE, ROA, and EPS). However, 
the results indicate that separate RMC and RMC independent have significant 

negative relation with firm performance (Tobin's q, ROE, ROA, and EPS). While 
RMC interlocking shows significant negative association with firm performance 
(ROE, ROA, and EPS). RMC diligence has a significant negative effect on Tobin's q. 
Consequently, the result of this study portrays the influence of RMC characteristics 

in the Malaysian non-financial institutions. In addition, the findings of this study 
offer meaning full insight to the regulators and policymakers of corporate 
governance (CG) reforms in Malaysia to review and strengthen the existing CG code 
where necessary. Besides, this study has also provided an important intuition to  the 

shareholders, financial analysts, corporate managers, and the academic communities 
to further understand the impact of RMC characteristics on firm performance. 

Keywords: risk management committee; firm performance; Malaysia; corporate 

governance. 
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ABSTRAK 

Tujuan kajian ini adalah untuk menyelidik hubungan di antara ciri-ciri Jawatankuasa 

Pengurusan Risiko (RMC) dengan prestasi firma yang dinilai melalui Tobin’s q 

[TOBSQ], pulangan ekuiti [ROE], pulangan ke atas aset [ROA], dan perolehan 

sesaham [EPS]) bagi firma yang tersenarai di Malaysia dari tahun 2016 hingga 2018 

menggunakan teori agensi dan teori kebergantungan sumber. Data dikumpulkan 

daripada DataStream (Thomson DataStream) dan laporan tahunan daripada 646 

sampel firma (1801 pemerhatian firma-tahun). Untuk menguji hipotesis yang 

dibangunkan dalam kajian ini, regresi Panel Corrected Standard Errors (PCSEs) 

telah digunakan. Secara keseluruhannya, hasil kajian ini menunjukkan bahawa saiz 

RMC, kelayakan RMC, dan jantina RMC mempunyai kesan positif yang signif ikan 

terhadap prestasi firma. Kajian ini juga mendapati bahawa pertindihan RMC dan 

latihan RMC dikaitkan dengan prestasi firma yang tinggi (Tobin’s q, ROE, ROA, 

dan EPS). Walau bagaimanapun, hasil kajian menunjukkan bahawa RMC yang 

berasingan dan bebas mempunyai hubungan negatif yang signifikan dengan prestasi 

firma (Tobin’s q, ROE, ROA, dan EPS). Sementara RMC bercantum menunjukkan 

perkaitan negatif yang signifikan dengan prestasi firma (ROE, ROA, dan EPS). 

Usaha RMC mempunyai kesan negatif yang signifikan kepada Tobin’s q. Oleh yang 

demikian, hasil kajian ini menggambarkan pengaruh ciri RMC dalam institusi bukan 

kewangan di Malaysia. Di samping itu, dapatan kajian ini memberikan pandangan 

yang berguna kepada pengawal selia dan penggubal pembaharuan dasar Tadbir Urus 

Korporat (CG) di Malaysia untuk mengkaji dan mengukuhkan kod CG sedia ada 

mengikut keperluan. Selain itu, kajian ini juga telah memberikan intuisi penting 

kepada para pemegang saham, penganalisis kewangan, pengurus korporat dan 

komuniti akademik untuk memahami dengan lebih lanjut tentang kesan daripada ciri-

ciri RMC terhadap prestasi firma.  

Kata kunci: jawatankuasa pengurusan risiko; prestasi firma; Malaysia; tadbir urus 

korporat. 
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CHAPTER ONE 

INTRODUCTION 

1.1 Background of the Study  

In an uncertain and competitive environment, businesses are confronted with 

numerous risks in the path of sustaining and enhancing their performance (Halim, 

Mustika, Sari, Anugerah, & Mohd-Sanusi, 2017). Thus, to mitigate losses brought 

about by such risks, organizations should be managed appropriately by deploying 

professional risk management principles (RMP) (Halim et al., 2017; Kakanda, Salim, 

& Chandren, 2017a). Furthermore, unexpected collapses of many corporations  

globally have led to escalating costs, together with loss of confidence on the board 

members, the unstable financial system as well as a decrease in economic activit ies 

(Halim et al., 2017; Ng, Chong, & Ismail, 2012). Various reasons may have led to 

these failures, but, extreme risk-taking could be one of the major reasons behind 

these failures (Ng et al., 2012). Meanwhile, the absence of  a risk management 

committee RMC may have contributed in some ways to the instability that engulfed 

many large institutions during the 2008 global financial crisis (Aebi, Sabato, & 

Schmid, 2012; Fajembola, Rahman, & Rus, 2018a; Amoozegar, Pukthuanthong, & 

Walker, 2017; Hines & Peters, 2015). 

Moreover, the recent aftermath of corporate collapses has emphasized the importance 

of RM function. These have put forward a lot of questions concerning poor risk 

management (RM) among firms globally (Doz, 2017; Nikkei, 2017). Furthermore, 

the financial turmoil that occurred in 2008–2009 has brought RM to limelight as a 
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core corporate governance tool (Al‐Hadi, Hussain, Al‐Yahyaee, & Al‐Jabri, 2017; 

Hines & Peters, 2015). It is widely acknowledged that a major contributor to 

previous financial crises (the Global Financial Crisis in 2008 and Asian financial 

crisis in 1998) was weak risk governance (Aebi et al., 2012; Ramly & Nordin, 2018). 

Previous financial crises led to the folding up of large banking corporations  such as 

Solomon Smith Barney and Lehman Brothers (Ramly & Nordin, 2018). 

Consequently, regulators and policymakers are raising concerns over the f ailure of 

management and boards to foresee and effectively address Enterprise Risk 

Management (ERM). Increasingly, regulators require more significant involvement 

in, and disclosure related to, boards concerning risk oversight (Bhuiyan, Salma, 

Roudaki, & Tavite, 2020). 

Besides, considering the 2008 financial crisis and recent volatility facing the 

economic environment, debates are on-going among regulatory authorities and 

practitioners on the risk governance functions that company boards should perform. 

In fact, this debate involves whether the boards need to set up a stand-alone RMC to 

supervise the identification and management of risks that are highly critical to the 

survival of the business (Hines & Peters, 2015). 

Abdullah, Janor, Hamid, and Yatim (2017) state that indeed, managing risk is an 

essential corporate governance task. They further state that firms should preserve 

their shareholder’s interests as well as other stakeholders of the firm. Moreover, it is 

acknowledged that a robust corporate governance culture determines management 

practices and decision-making process including those associated with the formation 

of a special overseeing committee to monitor firm's RM process (Badriyah, Sari,  & 
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Basri, 2015; Kakanda et al., 2017a). For management to minimise these risks, it 

needs to liaise with the Board of Directors (BoD) to establish a specialized 

committee for the purpose of overseeing the RM processes. Furthermore, there is an 

increased demand from various corporate stakeholders on the need for public 

companies to have RM frameworks along with a distinct RMC. This will mitigate 

risks and simultaneously improve performance (Kakanda, Salim, & Chandren, 2018). 

Essentially, a constant review of organizational risk management structure through a  

RMC is a crucial first step in assisting the audit committee (AC) to attain its goal of  

ensuring that financial reports meet appropriate quality (Jia, 2019). Additionally, the 

RMC also oversee the execution of policies on risks and counsel the board and 

management on effective RM accordingly (Fajembola et al., 2018a).  

Moreover, RM is crucial for the future survival of businesses (Abdullah, Shukor, & 

Rahmat, 2017). The high global concentration on the RM practices has significantly 

encouraged legislative reforms globally. In Malaysia, Ng et al. (2012) claim that 

organizations should have the capacity to identify, control, and monitor risks that 

may affect their operations. Hence, an independent enterprise RM system should be 

set by all listed firms in Malaysia (Halim et al., 2017; MCCG, 2017). Therefore, poor 

risks monitoring by various firms has resulted in the firms suffering substantial 

losses which lowers performance. When a firm suffers a loss because of high risk, 

the members of RMC are likely to be changed (Kallamu, 2015).  

RMC is beyond just AC expertise on firm’s internal control system and financial 

statements, but also encompasses the risks surrounding its interactions with the 

external environment such as marketing risk and competition risk ( Ishak & Yusof, 
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2013; Kakanda, et al., 2017a). Therefore, separate RMC formation that concentrates 

on the firm’s risks related issues only will help in managing the risks efficiently  and 

enhance firm performance (Badriyah et al., 2015; Liew, Mat Zain, & Jaffar, 2012). 

Risk management functions (RMF) are critical in improving institutional 

performance and in addressing litigations by shareholders. The institution should 

emphasize on the RMF (Amoozegar et al., 2017). Furthermore, RMF is a critical 

issue with a lot of attention on risk activities (Chou & Buchdadi, 2017; Kakanda et 

al., 2017a; Ng et al., 2012). Inability to mitigate risks in the financial crisis period 

necessitated a debate among corporate governance professionals and regulators on 

the best way to structure the BoD for effective management of risks. The main theme 

of this debate is whether risk oversight should be under the purview of a full board or 

whether it should be given to the AC or a stand-alone RMC (Protiviti, 2011). In  the 

post-financial crisis era, regulators began to insist on assigning board risk function to  

a distinct RMC (Hines, Masli, Mauldin, & Peters, 2015). Formerly, some firms 

delegate risk monitoring to AC. Considering the extent of its responsibilities and 

duties, it is doubtful whether it can effectively execute the two functions (risk and 

audit) concurrently (Badriyah et al., 2015; Chou & Buchdadi, 2017; Ishak & Yusof, 

2013; Zaman, 2001).  

Al‐Hadi et al. (2017) argue that stand-alone RMC enables members to focus on their 

organizations’ risk management processes thus providing improved risk monitoring, 

and management. Meanwhile, the AC may not be suitable in terms of overseeing risk 

since it is saddled with a lot of financial reporting and internal control functions 

(Hines et al., 2015). Therefore, the confidence on the AC safeguarding the owners’ 
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investments alone is someway confronted by several business scandals and f ailures 

(Ng et al., 2012). Furthermore, Bhuiyan, Salma, Roudaki, and Tavite (2020) the role 

of audit committees has become even more extensive and, therefore, the task of risk 

assurance has become challenging, often requiring specialized knowledge, and audit 

committee members may not have risk assessment skills. In such a scenario, 

advocates of risk committee suggest that a stand-alone RMC appetite and reviews 

significant financial and other risk exposures. 

Meanwhile, Ames, Hines, and Sankara (2018) put forward the argument that 

organizations handle risk monitoring in a variety of ways. Some organizations 

establish their risk oversight at the level of the board but others delegate these 

functions to the AC or maintain distinct risk committees. There are some arguments 

in favour of separate board risk committees. Proponents of this position maintain that 

members of risk committees may assist AC with risk oversight activities that are not 

directly related to material misstatement of financial statements. Moreover, this 

position is in line with the fact that an AC main role involves preventing material 

misstatements in financial reports. In addition, those who propose this idea argue that 

board risk committee may enhance management of risk by focusing solely on 

enterprise-wide risk (Protiviti, 2011; Whyntie, 2013). However, some experts 

maintain that risk monitoring should be practised at the top level of the board. on the 

other hand, Ramly and Nordin (2018) claim that the RMC is an independent organ of 

the board. The authors further state that its main task is to formulate policies on risks 

in addition to supervising their execution. RMCs supports the board by carrying out 
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monitoring functions in respect of risky activities of an organization and ensuring 

that RM framework is complied with. 

Moreover, prior to 2017, the responsibility of monitoring and overseeing the risk 

related matters in Malaysian firms lies with the AC. However, in the financial sector, 

Malaysian insurance firms must have a separate RMC based on Bank Negara 

Malaysia provision in 2003 (Ishak & Mohamad Nor, 2017; Kuo, Kweh, Ting, & 

Azizan, 2017). Conversely, non-financial firms are not bound by this Bank Negara 

Malaysia regulation (Abdullah & Shukor, 2017). This Bank Negara Malaysia 

provision contributes to the Malaysian Code of Corporate Governance’s (MCCG) 

recommendation in 2007 that emphasized RM among the country’s companies 

(MCCG, 2007).  

Although the revised MCCG 2012 does not compel the BoD to constitute RMC. 

However, it highlighted the importance of RM, by recommending that all large firms 

should disclose its RM framework in its annual report. Because of these, the MCCG 

(2017) emphasize on the board’s role and duties on the RM activities which required 

that the board should establish an appropriate RM framework to identify, evaluate, 

monitor, analyse, and manage all type of risks. The board should also understand the 

business’s principal risks and identify its consequences before taken a decision on 

such business proposal. However, the board may need to take appropriate risks when 

necessary but should have the ultimate goal of protecting shareholders’ wealth and 

the organization’s assets.  
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Furthermore, an effective RM framework which is enforced by a high-level risk 

oversight structure a RMC will instil a strong RM culture across the organization. 

Moreover, the MCCG (2017) recommended that boards should establish RMCs and 

that it should have adequate independent directors as members in order to enforce 

RM policies. Besides, Larasati, Ratri, Nasih, and Harymawan (2019) posit that the 

establishing RMCs will facilitate more effective governance of risks. RMCs could 

share their risk evaluations with members of the AC and map out strategies to tackle 

them. The closer working relationship between the two important organs will result 

in a generalized RM awareness across the organization. 

The board need to evaluate the risk tolerance capacity in their organizations and 

continuously identify, assess and monitor major risks facing their businesses and take 

measures to protect shareholders’ assets and their investments (Ahmad, Abdullah, 

Jamel, & Omar, 2015). Furthermore, Jia, Li, and Munro (2019) claim that among the 

duties of a RMC is to disseminate relevant information on risks to stakeholders. 

previous research indicates that RMCs supports the board in performing its duties. 

Such duties include risk monitoring, sustaining risk awareness culture and enhancing 

the quality of risk reporting (Aebi et al.,2012; Brown, Steen, & Foreman, 2009). The 

above notion is an indication that empirical evidence regarding the influence of RMC 

oversight on firm performance is highly needed and what is currently available is 

limited or inadequate (Elamer & Benyazid, 2018; Al Matari & Mgammal, 2020; 

Malik, Zaman, & Buckby, 2020). One reason behind this inadequacy of empirical 

evidence could be the relative newness of RMC in non-financial sectors generally 

and the peculiarity of the Malaysian context. 
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Therefore, this study tries to assess the relationship between RMC characteristics: 

“separate RMC”, “RMC size”, “RMC diligence”, “RMC independence”, “RMC 

training”, “RMC qualification”, “RMC overlap”, “RMC interlocking”, “RMC 

gender” and performance of listed non-financial companies in Malaysia. 

1.2 Problem Statement 

This thesis investigated the effect of RMC as a major tool of corporate governance  

and performance among listed nonfinancial firms in Malaysia. Recently, following a 

series of corporate bankruptcies and the ensuing financial crisis, there is an 

increasing inquiry on the BoD inability to effectively manage risks (Liew et al., 

2012. Failure of the directors in monitoring risk has become one of the key issues 

worrying shareholders globally (Kakanda et al., 2018; Uadiale, 2010). Hence, the 

need to examine this important area to forestall further loss to investors. 

In Malaysia, the number of wound-up companies was also reported as having 

increased dramatically by 39% from 2008 to 2009, as compared to  14% increment 

rate from 2007 to 2008 (Companies Commission of Malaysia [CCM] Annual Report 

2008). To prevent corporate failures, companies need to re-adjust their business 

procedures and strategies by enhancing corporate governance practices. By 

improving governance practice, the firm would minimize the exposure to various 

risks surrounding them such as operational risk and financial risk ( Mohamad Nor & 

Ishak, 2018). This action will install confidence on the prospective investors and 

other stakeholders. 
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This is because the expectations of shareholders are having a better return on their 

investments. Consequently, there is an increased demand from various corporate 

stakeholders on the need for firms to possess a separate RMC to mitigate the risks 

and simultaneously improve performance (Abdullah et al., 2017; Kakanda et la., 

2018). Additionally, it would boost the capital market performance thereby attracting 

foreign investors. 

Apart from corporate collapsed, poor RM has put many firms into serious f inancial 

crisis (Zango, Kamardin, & Ishak, 2016). Furthermore, the financial collapse 

witnessed in 2008 has emphasized the need for improving RM practices among 

corporations (Arena, Arnaboldi, & Azzone, 2010; Elamer & Benyazid, 2018; 

O’Donnell, 2009; Price, 2008; Quon, Zeghal, & Maingot, 2012).  Consequently, it 

can be assumed that if RMC is incorporated in the company governance structure , it 

may assist the board in managing organizational risks (Elamer & Benyazid, 2018). 

Thus, making the governance structure more viable in terms of effective decision 

making on investment portfolios. 

More recently, UBS lost the sum of £1.3billion to fraudulent accounting practices as 

a result of loopholes in RM in addition to poor internal controls. In Malaysia, weak 

management of risks had negative effect on numerous corporations during the crisis 

of 1997. The financial crisis resulted in over RM45 billion loss in total assets of 

organizations registered in the Malaysian Bursa. Since then, there is evidence 

showing a more ERM adoption by companies globally but this is still limited among 

companies in Malaysia (Yusuwan, Adnan, Omar, & Jusoff, 2009 ; Daud, Yazid, & 

Hussin, 2010). A possible reason for this situation might be ineffective regulatory 
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actions that could ensure compulsory adoption. Enterprise Risk Management (ERM) 

adoption recommended to organizations listed on the Malaysian Bursa by the 

Malaysian Code of Corporate Governance and this does not emphasize coercion (Lai 

& Samad, 2011). It is also discovered that at the time of the financial turmoil in  East 

Asia in 1997, about 10 percent of the 800 public listed organizations on the Bursa 

Malaysia mentioned inadequate RM as a key factor in their failures (Jin, 2001). 

Therefore RM problems in Malaysia has become a worrisome issue that deserves 

research attention (Zakaria, Harun, Salamuddin, & Taff, 2016). Thus, this present 

research is of the opinion that ERM should be regulated so that BoD should breast up 

and protect the interest of the all the stakeholders. 

Furthermore, investigations conducted among listed organizations on the Bursa 

Malaysia main board gave an indication that ERM adoption was limited and 

inadequate as in 2008. It was discovered that only about 30% of the corporations 

investigated had established some form of ERM policy. Additional investigation was 

conducted at the end of the period using 89 companies registered on the main board 

of Bursa Malaysia. The companies investigated were drawn from these seven 

industries: Technology, Industrial Products, Property, Consumer Products, 

Plantations, Trade and Services and Construction. At that time, awareness of ERM 

practices was still beginning but was developing fast. It was found that only one-

third of the investigated companies had fully established ERM (Corporate 

Governance Board Asia, 2012). 

In 2010, a research conducted shows that only 55 companies registered on Bursa 

Malaysia have successfully implemented the ERM voluntarily. These organizations  
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were found to be driven by good business practices and effective internal control. 

The investigated companies were selected from the service sector and the financial 

and non-financial subsectors. While companies under the financial sector largely 

focused on the internal risk reporting process (Corporate Governance Board Asia, 

2012). Hence, the gap on weather RMC influences the financial performance of non-

financial firms listed on Bursa Malaysia is still been researched. Previous research 

looked at ERM adoption in general, this research investigated the manner in  which 

RMC influences performance among listed companies within Malaysia (see: Ali, Ab 

Hamid, & Ghani, 2019; Nickmanesh, Zohoori, Musram, & Akbari, & 2013;  Ping & 

Muthuveloo, 2015; Rasid, Golshan, Mokhber, & Mohd-Zamil, 2017).  

According to the World Bank (2019) statistics, the Growth Domestic Product (GDP) 

of Malaysia indicates that the overall firm performance is reducing compared to 

other eleven (11) South-East Asian Countries. The GDP decreasing from 6.01% (5th) 

in 2014 to 5.03% (6th) in 2015 and woefully fall to 4.22% (8th) in 2016. In addition, 

the 2017 and 2018 GDP of Malaysia is lowest compared to that of the Southeast 

Asian countries that include Indonesia, Thailand, Singapore and Philippine. For 

instance, in 2018 Indonesia, Thailand, Singapore and Philippine recorded 1.042 

Trillion, 506.543 Billion, 373.217 Billion and 346.842 Billion respectively. In the 

same year, Malaysia recorded only 358.582 Billion. Moreover, the foreign direct 

investment flows dropped from USD 11.1 billion to USD 9.9 billion in 2015  and 

2016 respectively, against the backdrop of the overall investments in Southeast Asia 

(United Nations Conference on Trade and Development, 2017). Moreover, about 12 
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foreign-based firms listed on Bursa Malaysia are operating at a loss, with most of the 

stocks trading below their initial public offering (IPO) prices (Zakaria, 2017).  

Table 1.1 
Companies Under PN17 from Bursa Malaysia 

Year 2010 2011 2012 2013 2014 2015 2016 2017 2018 

companies under 
PN17 

40 19 20 28 23 16 18 21 22 

Bursa Malaysia (2018b) 

Table 1.1 above showed that in 2018, about twenty-two (22) listed firms on the 

Malaysian Stock Exchange have been classified under Practice Note 17 (PN17) 

(Bursa Malaysia, 2018b). Furthermore, a total of 206 PN17 cases have been recorded 

between 2010 to 2018. These indicate that the overall performance of Malaysian 

firms is declining which gives a signal that the firm's performance worth studying. 

Table 1.2 
Companies Delisted firms from Bursa Malaysia 

Year  2011 2012 2013 2014 2015 2016 2017 2018 Total 

Delisted 
companies 

36 26 24 11 10 11 14 5 137 

Bursa Malaysia (2018a) 

Furthermore, from Table 1.2 between 2011 to 2018 a total number of 137 firms were 

delisted from Bursa Malaysia (Bursa Malaysia, 2018a). All these are indicators f or 

poor firm performance by many Malaysian firms which supposed to be verified 

empirically.  
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In addition, the Malaysian stock market ended the year 2016 with the negative return 

as compared with major markets around the world because of many uncertainties 

impacting the market in the year under review (Leong, & Kasmuri, 2017). 

Furthermore, since the beginning of 2015, emerging markets are down with 8 

percent, but Malaysian shares are down with 18 percent (Iskyan, 2016). Furthermore, 

united overseas bank research senior economist Goh (2020) states that the Malaysian 

market is affected similarly to others in the world. He claims that investors are 

selling off their assets and leaving in droves because of fears over the risk associated 

with coronavirus outbreak. Therefore, stocks on the Bursa Malaysia have fallen 

sharply across all sectors. 

Before the coronavirus issue, the Malaysian market has been fluctuating within the 

past three years. Apparently, there is no correlation between economic growth in  the 

country and the market performance. The quantum and quality of growth in the stock 

exchange are influenced by improvement in earnings and liquidity over the long term 

(Mohd-Noh, 2020). Moreover, these factors depend on the effectiveness of policies 

executed by the current government (Mohd-Noh, 2020). Furthermore, the country’s 

central bank forecast that exports of goods and services could decline by 8.7% this 

year due the effect of the pandemic. Last year, exports declined by 0.8% (Nor 

Shamsiah, 2020). This means that the country is facing an imminent decline in 

economic growth (Hasanat, Hoque, Shikha, Anwar, Hamid, & Tat, 2020). 

These proved that there is an increased demand from various corporate stakeholders 

on the need for public companies to have RMC to minimizing risks and concurrently 

improve performance (Badriyah et al., 2015; Halim et al., 2017; Kakanda, Salim, & 
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Chandren, 2016a). The agency theory suggests that the efficacy of the BoD 

information may be determined through its sub-committees. Equally, an important 

mechanism that seems to increase the oversight function of the board to guarantee 

that shareholders' interests are achieved is the RMC, because it will add to the 

usefulness and greatness of boards' information (Eisenhardt, 1989). Similarly, RMC 

has become more acceptable as a tool for risk control and this is very crucial f or the 

organizations (Subramaniam, McManus, & Zhang, 2009). Furthermore, the board 

could establish a RMC to ensure seamless execution of RM policies (Larasati et al. ,  

2019). They added that RMC has the responsibility to monitor broader risk, or at 

least to all risks that are not monitored by the other committee. RMC with 

independent members and professional knowledge can mitigate the impact of risks 

and uncertainties on an organization more effectively. The RMC is involved in 

monitoring the organization’s corporate governance generally by way of constant 

review. Additionally, the RMC recommends RM policies and acceptable levels of 

risks the organization may take. The RMC also conducts appraisals and analyses on 

whether policies on risks are working optimally or otherwise in terms of risk 

identification and other related activities (Elamer & Benyazid, 2018). 

In previous years, setting up of RMC is not compulsory for the public listed 

organization on the Malaysian Bursa. In 2017, the MCCG developed a framework 

and made it mandatory for listed companies to establish RMCs. In addition, they 

have to publish information on RM practices in their entities (MCCG, 2017). 

Previously, the role of managing risk is jointly managed by the AC (Elamer, & 

Benyazid, 2018). Nevertheless, experts recommend that RM responsibilities should 
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be split and independent committees should be established in response to regulatory 

reforms, increasingly dynamic business context, multiplicity of roles and large-scale 

corporate frauds (Ng et al., 2012). Nevertheless, the collapsed giant companies have 

cast doubt on the possibility of the AC to effectively perform the two. Hence, the 

demand for setting the RMC to specifically perform the risk oversight function. 

Recently,  Mohamad Nor and Ishak (2018) suggested that the negative consequences 

of economic crisis and the uncertainty of business direction has forced the companies 

around the world to effectively manage the risk.  

The BoD has an obligation for setting RMC for the strategies and creating an 

effective atmosphere for the RM system (MCCG, 2017). Moreover, the setting of 

separate RMC is equally observed as having the capacity to actualize its oversight 

work for the RM profile of the firm (Ishak & Yusof, 2013). Similarly, organizations 

that establish stand-alone committees to manage risks are likely to be more 

responsive in their control functions (Larasati et al., 2019). Likewise, Ames et al. 

(2018) noted that establishing a risk committee could positively influence firm 

performance because they make policy recommendations to the board. The essential 

function of the RMC is to be proactive in identifying risks and mitigate them 

accordingly and as much as possible. The presence of an effective RMC should 

positively affect performance because such organizations would avoid unnecessary 

and damaging risk (manage risk in a profitable manner). 

 Firms willing to enhance their respective performance ought to engage directors 

with significant experience on the RMC (Kallamu & Saat, 2015). This position has 

been taken in the MCCG (2017) by imposing that all firms should establish a distinct 
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or an individual RMC. Furthermore, firms with a bigger board have more chances to  

discover executives with the skills and expertise to engage in RMC (Sekome & 

Lemma, 2014), which will help the firm to improve its performance. Furthermore, 

risk management committee without a sufficient number of independent directors, 

who possess deep knowledge and experience in dealing with the industry and its 

critical risks, will lack effectiveness. Defining the risks that fall within the purview of 

a separate risk management committee will tend to vary widely based on the nature 

of the industry and the complexity of the firms’ s risks; thus, requiring focused 

expertise to provide the appropriate oversight (Bhuiyan, Salma, Roudaki, & Tavite, 

2020). 

Moreover, Yatim (2010) highlights that more diligence among RMC members is 

likely to increase the level of oversight activities, which will help the firm to improve 

its performance. Likewise, Fajembola et al. (2018a) Frequent meetings lead to 

improvement in company value because it facilitates interactions and ideas sharing. 

Additionally, it enables frequent oversight. If members of RMC hold frequent 

meetings, it will facilitate risk review and assessment thereby reducing risk and 

promoting policies that ensure stability. Hence, frequent meetings of RMC members 

contribute towards improved RM and performance. Similarly, RMC members' 

autonomy empowers them to withstand any managerial pressure and get all the 

fundamental data in checking firms' dangers related issues. These aides in better 

observing and control and eventually improved firm performance (Yeh, Chung, & 

Liu, 2011). Likewise, Barton, Shenkir, and Walker (2015) advocate that directors 

that attend seminars, conferences, listen to talks by risk consultants gain knowledge 
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to assess the risk information of the firms, which will help them in overcoming risk 

related loss and hence, improves firm performance. Also, Barton et al. (2015) stress 

that an effective risk oversight function is achieved by members’ possessing diverse 

skills and experiences gained by attending training, this will improve the 

performance.  

According to Dionne and Triki (2005), the member’s financial expertise influences a 

firm’s RM capability. Hence, increase performance. Similarly, Coles, Daniel, and 

Naveen (2015) claim that the greater sub-committee members overlap may bring 

helpful synergies effect by decreasing the cost of coordination and communication 

which will eventually lead to more powerful teamwork. This positive synergy will 

enhance performance. Moreover, Kallamu (2015) states that the interlock of directors 

used their information access regarding a firm’s risk level and issues to planning 

against future risk, which may enhance the value of the firm. In addition, Azmi and 

Barrett (2013) claim that women are good decision-makers, risk-averse, scrupulous, 

an expert in accounting and finance, which is likely to help in achieving high 

performance. Furthermore, Jia (2019) states that the gender diversity is associated 

with RM among companies. Moreover, women have been found to be more skilful in 

mitigating and managing risks and this reduces the likelihood of financial distress. 

increasing women (gender diversity) in the RMC is linked to a lower likelihood of 

financial distress. Malik et al. (2020) claim that a structurally strong RMC (a 

committee that diligently monitors and is composed of financial experts with balance 

of gender) would influence RMC’s impact on organizational performance.  
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Globally, the Corporate Governance best practice code recommends that firms 

should identify, assess, monitor and manage risk by forming a separate RC. Boards 

operate through sub-committees, such as audit, nomination and risk management 

committee (Bhuiyan, Salma, Roudaki, & Tavite, 2020). Concisely, even though 

RMC has an important role in monitoring the firm risks, little studies have been 

carried out on RMC in Malaysia (Ishak & Yusof, 2013; Ng et al., 2012; Wu, Kweh, 

Lu, & Azizan, 2016; Yatim, 2009, 2010). However, these studies carried out on 

Malaysian firms focused on adoption of RMC (e.g. Togok, Isa, & Zainuddin, 2016) , 

needs for setting up the RMC (Yatim, 2009), procedural compliance (Ng et al., 

2012), modified audit opinion (Ishak & Yusof, 2013; Ishak, 2016), board structures 

(Ishak & Mohamad Nor, 2017; Yatim, 2010). Hence, only limited focused on the 

RMC and performance such as (Kallamu, 2015; Halim et al., 2017). Hence, only 

very limited studies focused on the RMC and performance in Malaysian context such 

as (Kallamu, 2015; Halim et al., 2017). Thus, providing virgin area for scholarship. 

Besides, empirical studies document the importance of firm performance in emerging 

market (Kakanda et al., 2016a; Low, Roberts, & Whiting, 2015; Pillai & Al-

Malkawi, 2017; Zabri, Ahmad, & Wah, 2016). These studies found mixed results on 

the factors that influence performance. Among these studies, few considered the 

manner RMC affect firm performance (Kakanda et al., 2018; Kakanda, Salim, & 

Chandren, 2017b; Kallamu, 2015). Moreover, these limited researchers focus on the 

financial sector alone. While, Kallamu (2015) estimated the consequences of some 

RMC attributes on the performance of finance organizations but ignored non-

financial organizations (Although they are the majority among listed firms). 
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Additionally, the study ignored some key RMC measurements like training, overlap, 

qualification, and gender. Jia (2019) states that no other studies have examined the 

gender diversity of a RMC. As a result of the gaps identified above, this thesis 

investigated RMC features and how they influence the firm's performance among 

Malaysian non-financial organizations. 

Fajembola et al. (2018a) state that the RMC is a crucial tool of the board for 

controlling institutional risks for the committee to be effective, the Basel Committee 

on Bank Supervision recommends setting up of committees with adequate members 

who possess accounting or financial competencies, and directors who are 

independent. It also recommended that membership should comprise of  diverse 

professionals who attend meetings regularly. Moreover, this study will introduce the 

RMC training, overlap, expertise and gender that have not been addressed by the 

previous empirical studies in relation to firms’ performance. These variables are 

expected to influence the overall performance of organizations (Abdullah, Ku Ismail, 

& Isa 2015a; McIntyre & Murphy, 2009; Roy, 2011). Unlike previous studies such 

as (Kakanda et al., 2018; Kallamu, 2015) that utilized ROA and Tobin’s Q to 

measure performance, the current study utilized ROE, ROA, Tobin’s Q and EPS. 

The current study investigated the influence of RMC on the performance of non-

financial listed Malaysian firms empirically. Consequently, the empirical evidence is 

the most authentic in understanding the dynamism of the set of variables and the best 

way of drawing inference on the relationship among variables. Besides, before 2017, 

non-financial firms in Malaysia are not compelled to have RMC and they have a 

unique business setting different from financial firms. 
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1.3 Research Questions 

This study has established the following research questions whose answers will help 

in accomplishing the goal of this present study  

i. Is there any relationship between separate RMC on the firm perf ormance of 

Malaysia non-financial listed firms? 

ii. Is there any relationship between RMC size on the firm performance of 

Malaysia non-financial listed firms? 

iii. Is there any relationship between RMC diligence on the firm performance of 

Malaysia non-financial listed firms? 

iv. Is there any relationship between RMC independence on the firm 

performance of Malaysia non-financial listed firms? 

v. Is there any relationship between RMC training on the firm perf ormance of 

Malaysia non-financial listed firms? 

vi. Is there any relationship between RMC qualification on the firm performance 

of Malaysia non-financial listed firms? 

vii. Is there any relationship between RMC overlap on the firm performance of 

Malaysia non-financial listed firms? 

viii. Is there any relationship between RMC interlocking on firm performance of  

Malaysia non-financial listed firms? 

ix. Is there any relationship between RMC Gender on firm performance of 

Malaysia non-financial listed firms? 
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1.4 Research Objectives 

This study aims to identify the effect of RMC characteristic on the firm performance 

of non-financial firms listed in Bursa Malaysia. Hence, the following are proposed as 

the objectives of the study: 

i. To examine the relationship between separate RMC and the firm performance 

of Malaysia non-financial listed firms. 

ii. To examine the relationship between RMC size and the firm performance of  

Malaysia non-financial listed firms. 

iii. To examine the relationship between RMC diligence and the firm 

performance of Malaysia non-financial listed firms. 

iv. To examine the relationship between RMC independence and the firm 

performance of Malaysia non-financial listed firms. 

v. To examine the relationship between RMC training and the firm performance 

of Malaysia non-financial listed firms. 

vi. To examine the relationship between RMC qualification and the firm 

performance of Malaysia non-financial listed firms. 

vii. To examine the relationship between RMC overlap and the firm performance 

of Malaysia non-financial listed firms. 

viii. To examine the relationship between RMC interlocking and the firm 

performance of Malaysia non-financial listed firms. 

ix. To examine the relationship between RMC Gender and the firm performance 

of Malaysia non-financial listed firms. 
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1.5 Significance of the Study 

The current study will potentially add to the prevailing body of knowledge by 

presenting a comprehensive study on the influence RMC on firm performance of 

listed non-financial firms in Malaysia. In general, this study has prospective 

theoretical and practical significance. 

Theoretical: 

This study provides further clarification and improves understanding of best 

practices regarding RMC among Malaysian non-financial listed firms. It will also 

determine the effect of RMC on organizations' performance. Specifically, the 

findings of this study may explain the level of the effect of RMC on the performance 

of Malaysian non-financial firms.  

Moreover, prior studies have focussed on the board (see: Green & Homroy, 2017; 

Pearce & Patel, 2017; and Edogbanya & Kamardin, 2015), ACs (see: Khan, Ali, and 

Boudiab, 2017b; Zhou, Owusu-Ansah, & Maggina, 2018; and Salloum, Azzi, & 

Gebrayel, 2014) and ownership structure (see: Kang & Kim, 2012; Yu, 2013; and 

Mrad & Hallara, 2012) and their impact on firm's performance. However, this study 

specifically investigated the influence of RMC on firm performance in Malaysia 

within the corporate governance reforms period of 2017. Especially, as MCGC 

(2017) requires firms to separate RMC from the audit. Nowadays, the MCCG (2017) 

acknowledges that it is the obligation of the board to establish a framework  for risk 

governance. Before the MCCG 2017, the board usually assign the responsibility  of 

handling the RM oversight function to the AC. However, numerous responsibilities  
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including accounting, internal control duties and audit placed on the AC has made it 

practically impossible for it to undertake RM function efficiently.  

Furthermore, MCCG (2017) emphasises that the board should establish RMC to 

oversee the firm’s RM framework and policies and it should include a high 

proportion of independent members. The present study also contributes to the unique 

studies that are related to firm performance and RMC in Malaysian non-financial 

firm. Therefore, the result of this work has expanded the frontiers of knowledge on 

RMC and firm financial performance. Furthermore, this work is an effort to seal the 

previous literature’s gap by highlighting how RMC influence the performance of 

firms in the Malaysian context. In addition, this study introduced RMC overlap, 

RMC training, gender and qualification as new variables. These variables are 

believed to exert significant influence on performance among companies listed in 

Malaysia. This is in line with both the agency and resources dependency theory. 

Thus, the variable could provide a unique contribution to theory and literature.  

Practically: 

The significance of this study is expected to potentially benefit regulators 

policymakers, investors (potential and existing) and the general public as follows: for 

the practitioners, this research has improved understanding of the way RMCs 

influences performance of firms in Malaysia. Hence, this thesis presents useful 

information to investors, policymakers, and the interested members of the public on 

RMC and firms’ performance in Malaysia. Additionally, this study is a good addition 

to existing literature because it established empirical support for the link between 
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RMC and company’s performance. The imperative of improving the company’s 

performance motivated this work in terms of investigating the role of RMC. 

Moreover, the research is would be beneficial to stakeholders in the f inance sector 

(creditors and investors) as well as scholars. By conducting this study, invaluable 

findings will be discovered that will help to enhance the corporate governance 

particularly in emerging nations like as Malaysia.  

This study specifically intends to utilise Malaysian listed non-financial firms. Hence, 

its results possibly will offer valuable information for comparative studies of the 

listed firm's performance in other countries. This research will enhance 

understanding of the role and intricacies of RMC among Southeast Asian countries. 

At present, there is inadequate research that investigates the impact of RMC on 

performance among Malaysian non-finance organizations. The country constitutes a 

good context to investigate this matter because Malaysian firms only recently began 

to set us RMCs. Moreover, this study’s outcome is useful for companies, regulators 

and policymakers in Malaysia in providing supporting evidence on the manner RMC 

affect the performance of Malaysian organizations. Hence, this study has practical 

implications and provides empirical evidence on how RMC characteristics influence 

the performance of Malaysian listed companies, excluding financial and banking 

firms. 

1.6 Scope of the Study 

This present study conducted an investigation on the way RMC affects performance 

of non-financial companies that are listed in Malaysia. The firm performance serves 
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as a proxy for accounting-based measurements (ROA and ROE) and market-based 

measurement (Tobin’s Q) and earnings per share (EPS). The study investigated 

whether there are significant differences in the relationships between both measures. 

To investigate RMC, the variables tested in this thesis are separate RMC, RMC Size, 

RMC diligence, RMC independence, RMC training, RMC qualification, RMC 

overlap, RMC interlocking, and RMC gender. Agency and resource dependence 

theories were utilized as a theoretical framework for investigating the influence of 

RMC characteristics and the performance of firms from 2016-2018.  

The population of this study consists of all firms listed on the Main markets of Bursa 

Malaysia. The main market is the security market where mostly big and some 

medium firms are registered upon meeting admission criteria. As at 31 December 

2016, there are 796 listed on the Main markets as the population of the study. The 

target population refers to the members of the general population that meet the 

crucial characteristics needed to form a data source (Zikmund, Babin, Carr, & 

Griffin, 2013). The target population of the study consists of firms that are listed on 

the Main Market for the period (2016, 2017, and 2018). This is to enable the 

researcher to access consistent and relevant annual reports pertaining to the period 

under study. 

The sample of the study comprised of 759 companies. This study focused on the non-

financial sector as the financial sector (i.e. banking & insurance) were excluded from 

the sample because companies in this sector have different regulations and guidelines 

relating to the preparation of financial statement. The sector is also bound to a 

different code of corporate governance by the Central Bank of Malaysia (Bank  
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Negara). The financial data were collected from the data-stream of Thomson Reuters. 

While the non-financial data is generated from the annual reports and websites of the 

sampled companies listed on the Main Market. 

1.7 Summary of the Chapter 

This chapter presents a background of the issues regarding RMC characteristics and 

highlighting issues related to firm performance which motivated this research. It also 

explains the theoretical gaps in the determinants (RMC characteristics) and their 

effect on firm performance. The chapter dwells on the research questions and 

objectives of the thesis. Additionally, the scope, significance and contribution of the 

study are presented in this chapter. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1  Introduction 

The present chapter explains the underpinning theories and reviews past studies 

relating to firm financial performance and RMC structures (RMC Separation, RMC 

Size, RMC Diligence, RMC Independence, RMC training, RMC Qualification, RMC 

Overlapping, RMC Interlocking, and RMC Gender). After reviewing the literature, 

the chapter’s summary is provided in the concluding part. 

2.2 Underpinning Theories 

This study adopts and uses agency and resource dependency theories in  explaining 

the effect of RMC characteristics on financial performance. The agency theory 

describes the principals-agents’ business relationship. This study used agency theory 

to describe the RMC as an agent to the business owners. The resource dependency 

theory (RDT) postulates that the company operates within an environmental and 

utilizes resources from such context for survival. This study uses the RDT to 

explains how the RMC contribute resources to sustain the survival of the business 

(Hillman & Dalziel, 2003). The study utilizes the agency and RDT as the theories 

that underpinning the relationship between RMC characteristics and firm 

performance.  
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2.1.1 Agency Theory 

The Agency theory is extracted from the research conducted by Berle and Means 

(1932) concerning the separation between ownership and control in large firms. 

Agency theory is commonly adopted in both economic and financial types of 

research as noted by various scholars (Fama, 1980; Jensen & Meckling, 197 6). The 

theory centres on the link flanked by the shareholder (principal) and manager(agent).  

According to the theory, both principal and agent are recognised in making ef fort to  

pursue their agenda, which may have a conflicting effect on the interest between 

them (Fama & Jensen, 1983b; Jensen & Meckling, 1976). 

According to Fama and Jensen (1983b), the best way to reduce agency problem 

triggered by the ownership and control separation effectively is for the firms to have 

a system that will distinguish between decision management and decision control. 

The agency costs will be controlled, and the management will ensure proper 

consideration of shareholders' interests. Moreover, researches like Fama (1980), 

Fama and Jensen (1983a), and Shleifer and Vishny (1986) indicated that corporate 

governance mechanism minimises opportunistic behaviour of management. 

Furthermore, the agency theory accepts the governance of the firm throughout its 

various internal and external mechanisms. This is because regulating apparatuses are 

created to minimise agency problems, safeguard interests of shareholders and 

guarantee principal-agent interest alignment (Davis, Schoorman & Donaldson, 

1997). 
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Moreover, Fama (1980) also stated that governance mechanisms are less costly to 

use when it comes to controlling management as compared to other alternatives like 

takeovers. According to agency theory, better board structure reduces agency cost 

which in turn increases firm performance (Al-Shammari & Al-Saidi, 2014; 

Herdjiono & Sari, 2017; Pearce & Patel, 2017; Zhou et al., 2018). Furthermore, 

agency theorists claim that board sub-committees like RMC are very important in 

reducing agency cost and problem, as the sub-committees support the board in 

executing its supervisory role on the management especially on issues related to risk  

(Abdullah & Shukor, 2017). The Agency theory posits that organizations report 

better performance if the interests of all stakeholders are harmonized . Moreover, 

agency theory postulates that better RM practices and increased flow of 

communication which result from better corporate governance help in reducing 

information asymmetry among the stakeholders. 

Additionally, separating RMC from AC helps the company in minimising agency 

cost; this is because the duty of RMC is to oversee the company’s risk management 

framework and policies, assist board to set risk appetite and to review key business 

risks. Agency theorists believe that separate RMC reduces agency cost that will 

eventually enhance firm performance (Ishak, 2015). Furthermore, agency theorists 

believe that large size sub-committee such as RMC that are active and resourceful, 

can resolve agency conflicts between management and owners easily, hence 

increases firm performance. Moreover, agency theorists believe that the high 

frequency of meeting by the board and its sub-committees will enhance performance. 
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As claimed by Lipton and Lorsch (1992) having frequent meeting may improve firm 

performance. 

Furthermore, the agency theory emphasizes on oversight activities in curtailing the 

tendency of management to engage in activities that promote their self-interest.  The 

RMC is one of the tools available to assist in this regard (Ramly & Nordin, 2018). 

Furthermore, the position of the agency theorists regarding the independence of the 

members of board sub-committee is that a higher number of members of sub-

committee is linked to better performance. Thus, increasing the overall performance 

of the firm (Erickson, Park, Reising, & Shin, 2005; Sarpal, 2017; Wang & Huynh, 

2013). Likewise, sufficient conferences and workshops related to RM attendance by 

RMC members is expected to increase the awareness of members with contemporary 

risk related issues which will help in cutting agency cost related to risk aspect of  the 

business, hence increase firm performance (Al-Matari, Al-Swidi, Fadzil, & Al-

Matari, 2012).  

In addition, emphasising on the sub-committee qualification, agency theory requires 

sub-committee such as RMC to reduce agency costs by monitoring risk related  

activities. Therefore, it is the duty of the board sub-committee such as RMC to 

discharge its duty using expertise, knowledge and skills to help the company to 

improve its performance (Garba & Mohamed, 2018). Moreover, Agency theorists 

claim that sub-committee members overlap can lead to positive synergies through 

agency cost reduction resulting in more effective teamwork which will enhance 

performance (Ishak, 2015). Similarly, multiple directorships by RMC member will 
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facilitate their connection and familiarity with the firm’s risk to reduce agency cost, 

which will increase firm performance (Kallamu, 2015, 2016). Likewise, agency 

theorists believe that women are vigilant, risk-averse, ability to make a good decision 

that will help in resolving the conflict of interest between stakeholders thus 

increasing firm performance (Azmi & Barrett, 2013). 

2.1.2 Resource Dependency Theory 

An alternative and useful theory widely utilized in exploring corporate  governance 

research is the RDT. This theory emphasizes the role that directors and board sub-

committees such as RMC play in the system of corporate governance. RDT is a 

standout amongst the most recognised in strategic management and organizational 

theories (Hillman, Withers, & Collins, 2009). 

The RDT suggests that an organization operates within an environment and is 

constrained by the resources from that environment which it uses for sustainability . 

The theory constitutes a framework for explaining the responsibility of company 

directors in providing resources and expertise to run their organizations. In  contrast 

to the assumption of agency theory that directors’ responsibilities involve 

monitoring, RDT argues that the principal function of the sub-committees involves 

the provision of resources (Pfeffer & Salancik, 1978). Furthermore, the ef ficacy of  

sub-committees depends on the external resources that external directors can make 

available and which will be utilized to achieve the objectives of the organization.  
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Furthermore, Pfeffer (1972) claims that the origin of the RDT was from his work 

which indicated the significance of the exchange and power correlation in an 

organization. Moreover, Aldrich and Pfeffer (1976) further elaborated on it.  Pf ef fer 

(1972) believed that RDT considers that the success of a company relies on 

increasing its power over certain resources that affect the running of smooth 

operations. Generally, the RDT pays more attention to the role the board plays to 

protect and obtain resources that are critical to organizational survival (Garba & 

Mohamed, 2018). This can be achieved through the connections with diverse 

resources such as access to key units, provisions of raw material, information, skills,  

clients, public policymakers, social groups and so on (Hillman & Dalziel, 2003). 

Therefore, in the RDT, the subcommittee is the means of numerous resources where 

diverse resources supply improves organization activities and its overall performance 

as well as firm survival (Daily, Dalton, & Cannella, 2003). The RMC as a board 

committee can be considered as an organizational resource. RMCs members are 

expected to share their skills and competencies with the organization  (Baysinger & 

Hoskisson, 1990). 

Under the RDT, the sub-committees like RMC are helpful in providing the 

organization with vital resources in a cost efficient way and also serves as a mediator 

between the organization and its external stakeholders (Chen, 2014; Davis  & Cobb, 

2010; Hillman & Dalziel, 2003; Hillman et al., 2009). The RDT contends that 

establishing stand-alone RMCs as supervisory mechanisms may lead to better 

mitigation (Jia et al., 2019). The RDT assumes that bigger committee is expected to  

contribute to the company with vast resources needed to accomplish its objectives 
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(Haji & Mubaraq, 2015; Fauzi & Locke, 2012; Kiel & Nicholson, 2003). 

Furthermore, a committee with substantial independent members is expected to 

contribute with important services to the firm. This will increase and better the 

overall firm performance when the firm needs more monitoring (Jackling & Johl, 

2009; Ozcan & Ince, 2016; Zhou et al., 2018). Likewise, Malik et al.  (2020) argue 

that stricter controls are associated with lower agency costs, which then increases 

profitability. In respect of the RMC, Protiviti (2011) affirms the efficacy of the 

independent directors in enabling uninterrupted information flows about the ERM 

policies between the firm stakeholders. Similarly, Al Matari and Mgammal (2020) 

assert that the theories (agency and RDT) suggest that independence of risk 

committee has a positive linkage with firm performance. Therefore, a well-

diversified and large committee perform its role more effectively.  

Moreover, The RDT assumes that members of board sub-committees with extensive 

industry experience, frequent training, committees overlap, and multiple 

directorships provide advice and initiate policies for the organization. They have the 

relevant skills, competencies and previous experience to perform these functions. 

Consequently, a well-diversified large size board sub-committee handle the duties 

effectively (Al-Rassas & Kamardin, 2015; Garba & Mohamed, 2018). 

2.3  Emerging Issues in Risk Management 

There are couple of emerging issues related to risk management across the globe. 

Businesses nowadays are complex, and this complexity leads to the growing trend in  

risk exposure of the organisations. The high complexity also implies that new risks 
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and transformation of the existing risks which may hamper the business objectives 

such as maximising profits. This leads to the emergence of concepts, principles and 

guidance on the risk management practice. Such guidance includes the three line 

defence Model, IRM risk culture and other Risk management guidelines.  

2.3.1 Three Line Defence Model 

The Three Lines of Defence (3LD) model is an organisational governance 

framework that splits responsibility for operational risk management across three 

functions. The 3LD includes the first line of defence which involves individuals that 

own and manage risk directly. The second line administers the first line by se tting 

policies, defining risk tolerances, and ensuring they are met. The third line of defence 

consisting of internal audit function that provides independent assurance of the f irst 

two lines. Many corporate organisations and regulatory institutions adopt and 

recommend the application of the 3DL model. Traditionally, this model is used 

because it provides a standardised and comprehensive risk management process that 

clarifies roles, reduces cost and reduces effort. While there are many variations of 

what the model looks like in practice, here's what the roles of each line generally 

look like. 

2.3.1.1 First Line (Risk owners) 

The first line of defence (1LOD) is provided by front line staff and operational 

management. The roles of the first line are the provision of products or services to  

clients; managing risk. According to Brasseur (2020), this level provides the 



Universlti Utara Malaysia 

 

35 

 

appropriate systems, control environment and risk culture that helps the organisation. 

The study also maintained that the system developed and implemented by these 

business units is crucial in anticipating and managing operational and non-financial 

risks. 

2.3.1.2 Second Line (Risk oversight) 

The second line of defence (2LOD) is provided by the risk management and 

compliance functions. The role of the second line of defence is to provide the needed 

expertise, support, monitoring and challenge on risk-related matters. These functions 

provide the supervisory role and put in place the tools, systems and advice necessary 

to support the first line in identifying, managing and monitoring risks (Brasseur, 

2020). 

2.3.1.3 Third Line (Risk assurance) 

The third line of defence (3LOD) is handled by the internal audit function. The role 

of the third line defence is providing independent and objective assurance and advice 

on all matters related to the achievement of objectives. This function is still 

maintained by the internal audit unit. This function provides a level of  independent 

assurance that the risk management and internal control framework is working as 

designed (Brasseur, 2020). 

Studies on the RMC benefit largely from the 3LD model in that it emphasised the 

holistic approach to risk management. The Institute of Internal Auditors (IIA) has 

updated its 3DL model to emphasize more active forms of risk management and 

https://www.complianceweek.com/kyle-brasseur/2490.bio
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governance that go beyond merely defensive moves by the internal audit function. In  

line with the revised approach, the IIA has shortened the name to the 3LD model to  

de-emphasize the defensive approach. The new emphasis is an acknowledgement 

that risk-based decision-making is as much about seizing opportunities as it is about 

defensive moves. The new 3LD model unveiled Monday by the IIA aims to help 

organizations better identify and structure the interactions and responsibilities of  the 

key players in a company so they can achieve more effective alignment, 

collaboration, accountability and objectives (Cohn, 2020). 

2.3.2 The IRM Risk Culture  

The term Risk culture relates to the values, beliefs, knowledge and understanding 

about risk shared by a group of people with a common purpose, in particular the 

employees of an organisation or teams or groups within an organisation. According 

to Richardson and Fenech (2013) risk culture is applicable to all types of 

organisations that include private companies, public bodies and not-for-profit 

organisations. Every organisation is surrounded by some forces in its risk 

management practice. These forces can either make or break any attempt to capture, 

understand and utilize risk information strategically. The Institute of Risk 

Management (IRM) addresses this force head-on. The IRM discusses what risk 

culture is and why it’s important to risk management.  

Risk culture lays a common way in which members of an organization understand 

and approach risk. Risk culture is, by nature, a softer subject, since risk culture can 

https://global.theiia.org/about/about-internal-auditing/Public%20Documents/Three-Lines-Model-Updated.pdf
https://www.accountingtoday.com/author/michael-cohn
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vary infinitely from organization to organization. However, the IRM does note a 

number of hallmarks of healthy risk culture, including (Richardson & Fenech, 2013): 

➢ A strong flow of risk information throughout the organization with no stigma 

in regard to negative information 

➢ All members of the organization, from top to bottom, are exposed to the 

business’s risk management practices and understand them enough to 

appreciate those practices and get involved in risk management 

➢ The board of directors and management team are invested in risk 

management and are willing to communicate that enthusiasm down through 

the organization  

The important thing to understand about risk culture is that it impacts all aspects of  

an organization’s efforts with regards to enterprise risk management. Perfecting a 

suitable risk culture can help to ensure successes in risk management, and the board 

of directors is responsible for taking on that task. 

2.3.3 The FRC (UK) Guidance on Risk Management  

The Financial Reporting Council (FRC) of the United Kingdom (UK) recently issued 

a revised corporate governance code and Guidance on Risk Management, Internal 

Control and Related Financial and Business Reporting. The guidance goal is to bring 

together all elements of best practice for risk management. It also mandates the board 

of directors to consider how to discharge their responsibilities in relation to the 
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existing and emerging principal risks faced by the company. The guide line also 

highlights related reporting responsibilities.  

The Guideline attaches the responsibility of risk management to the board of 

directors. It also, mandates companies to apply the provisions of the FRC guidelines 

on Risk Management in all business reporting. It also provides that the board has 

ultimate responsibility for risk management and internal control, including for the 

determination of the nature and extent of the principal risks it is willing to take to 

achieve its strategic objectives and for ensuring that an appropriate culture has been 

embedded throughout the organisation. This guidance provides a high-level overview 

of some of the factors boards should consider in relation to the design, 

implementation, monitoring and review of the risk management and internal control 

systems. Such systems cannot eliminate all risks, but it is the role of the board to 

ensure that they are robust and effective and take account of such risks. The FRC 

code also, emphasised the importance of risk management by providing the guideline 

for implementing risk strategies by corporate organisations. The Guideline advised 

that boards need to consider the following aspect of risk management; 

➢ The nature and extent of the risks, including principal risks, facing or being 

taken by, the company which it regards as desirable or acceptable for the 

company to bear. 

➢ The likelihood of the risks concerned materialising, and the impact of related 

risks materialising as a result or at the same time. 
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➢ The company's ability to reduce the likelihood of the risks materialising, and 

of the impact on the business of risks that do materialise. 

➢ The exposure to risks before and after risks are managed or mitigated, as 

appropriate. 

➢ The operation of the relevant controls and control processes. 

➢ The effectiveness and relative costs and benefits of particular controls.  

➢ The impact of the values and culture of the company, and the way that teams 

and individuals are incentivised, on the effectiveness of the systems. 

Finally, section 4, paragraph 36 of the Guideline stresses the need for training and 

communication that are paramount in ingraining the risk management culture of  an 

organisation. The timely communication will help the board to agree on how the 

principal risks will be managed or mitigated and which controls will be put in place.  

2.3.4 The Malaysian Code on Corporate Governance 2017 

Similar to other code of corporate governance, risk management is one of the issues 

Malaysian Code on Corporate Governance 2017 (MCCG) attempts to address. The 

MCCG 2017 was released by the Securities Commission Malaysia and takes effect 

on the 26 April 2017, replacing the 2012 code. The new MCCG introduces 

substantial changes and recommendations with a view of raising the standards of 

corporate governance of companies in Malaysia. The MCCG now employs the 

CARE approach (abbreviated from the term ‘Comprehend, Apply and Report’) by 

shifting from the ‘comply or explain’ method in the 2012 code to a ‘apply or explain 

an alternative’ method. This is believed to allow greater flexibility in the application 
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of the best practices. The MCCG 2017 provides some recommendations with respect 

to the risk management by the board. The recommendations include the following; 

➢ That the board need to ensure that there is a sound framework for internal 

controls and risk management. This implies that separate committees be made 

to oversee the internal control and risk management issues in the company 

➢ The board should understand that the key principles of corporate governanc e 

such as effective controls, corporate culture grounded on ethical behaviour 

and transparency can reduce risk, corruption and mismanagement. 

➢ The boards should apply the practices by taking into account the environment 

that their companies operate in, size and complexity, and the nature of risks 

and challenges faced. 

➢ The board need to set the risk appetite within which the board expects 

management to operate and ensure that there is an appropriate risk 

management framework to identify, analyse, evaluate, manage and monitor 

significant financial and non-financial risks. 

➢ The Risk Management Committee established by the board should consist of  

a majority of independent directors to oversee the big company’s risk 

management framework and policies. 

➢ The risk management and internal control framework need to ensure that the 

stakeholders are able to assess the effectiveness of such a framework. 

➢ The board of Large Companies need to ensure gender diversity by keeping at 

least 30% of women directors. This is to encourage companies in  general to  
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include women participation not only at board level but also in senior 

management.  

In line with the recommendation of the MCCG 2017 that emphasises on the size, 

independence, diversity qualification and experience of the members,  this study 

includes these attributes in the research framework. Therefore, this study undertakes 

to address the questions as to whether these attributes could help in addressing the 

firm performance challenges.  

2.4 Risk Management Committee  

According to Bates and Leclerc (2009), the collapse of large companies like that of  

Enron and WorldCom have become a challenge to the trust that shareholders placed 

on auditor's report, and this has questioned the integrity of ACs in monitoring and 

executing RM programs. Scholars have argued that appointment of independent chief 

risk officer and the establishment of the board’s risk committee constitute the most 

significant initiatives in organizational RM (Al‐Hadi et al., 2017). 

The RMC constitute a governance tool established to manage likely risks taking 

cognisance of an organization’s risk tolerance. The RMC is also expected to identify 

possible issues and events that could affect the organization in a negative way. 

Opinions are currently divided among regulatory authorities and practitioners on 

whether firms should operate a stand-alone RMC or conduct RM activities under the 

purview of the AC or the board (Hines & Peters, 2015). In a corporate organization , 

the BoD is saddled with the primary task of managing risks (Tonello, 2012). In  the 
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views of Sekome and Lemma (2014), boards of larger organizations should set up 

separate RMCs. Similar, other experts argue that dedicated, stand-alone risk 

committees are a mechanism for delegating this obligation (Ames et al., 2018). 

Increasing attention is being paid to risk committees, especially after the financial 

crisis that disrupted global finance in 2008 (Hines et al., 2015). Good corporate 

governance practices and functional RMC are considered vital to reduce risk f aced 

by investors and to enhance profitability (Abubakar, Ado, Mohamed, & Mustapha, 

2018). RMC is a crucial tool for risk control because it liaises with the board on 

matters involving RM (Al‐Hadi et al., 2017; Erin, Kolawole, & Noah, 2020). 

Board risk committees are expected to anticipate risks and possibly mitigate or 

manage them in an optimal manner (Ames et al., 2018). According to Aebi et al. 

(2012), firms performance was significantly influenced more by risk governance than 

other corporate governance tools within the period of financial turmoil. 

Establishing RMC is an indication of strong RM culture. By implication, it is also an 

indication of better corporate governance (Aebi et al., 2011; Ramly & Nordin, 2018). 

However, as for other board committees, structure and independence of the directors 

in the committee may matter as well – or even more (Aebi et al., 2011. Nevertheless, 

similar to board independence, the effectiveness of a RMC in managing risk depends 

to a large extent on its separation from executive control. Therefore, this prompts the 

need for RMC which should have the skills necessary to initiate and execute RM 

policies (Ng et al., 2012). RMC structure has now become an important issue with a 
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lot of emphases, and activities on RM which are regarded as part of the significant 

AC functions (Ng et al., 2012). 

The independent RMC of the BoD is saddled with the task of establishing a system 

that can ensure effective risk monitoring and control. Additionally, the RMC is 

expected to formulate RM policies and oversee their execution (Al Matari & 

Mgammal, 2020; Fajembola et al., 2018a). The RMC supports the board on issues 

that relate to risk and ensures that decisions that pose some risks to the organization 

are considered carefully (Fajembola et al., 2018a). The RMC provides assistance  to  

the BoD in their oversight role, particularly the firm’s risk-taking activities and it 

ensures that the firm adheres to the policies and framework of risk management 

(Ramly & Nordin, 2018). Such committees are important for safeguarding the 

stakeholders’ interests from unexpected risk exposure (Sekome & Lemma, 2014). 

Furthermore, Agency theory argues that RMC is regarded as an important 

mechanism that supports the supervisory role of the board in order to protect 

shareholders’ interests. This is because RMC will add to the usefulness and greatness 

of the board’s information (Eisenhardt, 1989). Additionally, the board of  directors 

usually oversees RM through two of its specific committees: a combined RMC or a 

stand-alone RMC (Jia et al., 2019). The efficiency of RMC characteristics to 

corporation performance has been noted by prior studies (Chatterjee & Bose, 2007; 

Karatzias, 2011; Ng et al., 2012; Pathan, 2009).  

Moreover, the key objective of the RMC is to oversee RM activities, review ERM 

policies and receive periodic feedback from management (Bates & Leclerc, 2009; 

https://www.emerald.com/insight/search?q=Jing%20Jia
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Malik et al., 2020). In traditional RM practice, this oversight role is given to AC. 

Unfortunately, large scale corporate frauds attributable to weak RM put questions the 

AC’s effectiveness (Brown et al., 2009). The RMC regularly provide updates to  the 

board on the organization’s ERM, recommends the level of risk tolerance, and other 

policies on risk (Malik et al., 2020). Moreover, it is the role of RMC is to give 

adequate and useful information to investors to reduce possible risks linked to 

investors’ devaluation of the firm. In view of these arguments, it can be inferred that 

a stand-alone RMC has the potential to improve firm performance (Jia et al., 2019). 

Recently, experts have identified the RMC as a crucial factor in ERM. It provides a 

‘‘holistic view”, assist in fostering a risk awareness culture and provides vital 

resources for performing ERM duties to the board (Brown et al., 2009). According to 

Subramaniam et al., (2009), the RMC serves as a bridge because it establishes a link 

between employees at different levels and ensures deep awareness of the threats and 

opportunities available to the organization. The RMC ensures that the organisation 

adheres to efficient and effective practices in relation to ERM (Bugalla, Kallman, 

Mandel, & Narvaez, 2012). Furthermore, the agency theory suggests that RMC 

would lower the likelihood of agency crises which will then enhance organizational 

value (Jensen & Meckling, 1976). 

Traditionally, the risk assessment function falls within the purview of the AC 

(Abdullah & Said, 2019; Hussain & Hadi, 2017). Similar to other countries, the RM 

role is under the AC among Malaysian organizations. This may not be appropriate 

because the AC has many other critical tasks to perform. There is a wide range of 
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risks that affect business operation and they include both financial and non-financial 

risks. Some of these risks may be outside the scope of AC’s scope (Abdullah & Said, 

2019). Consequently, it is now suggested that a distinct risk committee should be set 

up to handle specialized risk management tasks and that this responsibility should be 

taken away from the AC (Ng, et al., 2012). 

In order to effectively manage risks facing the organization, the board should make 

sure management designs and execute an appropriate RM framework. Establishing a 

RMC within the board constitutes an effective tool for risk control. A suitable board 

committee in this case should be the RMC. Nevertheless, it should be noted that the 

overall responsibility for RM is vested on the company board (Hossain & Farooque, 

2019). Prior researches indicated that it would be better for the board to function 

through the board sub-committees than the board to function directly as a whole 

(Kallamu, 2015). As the AC is probably to oversee both the financial and non-

financial risks (Brown et al., 2009; Fraser & Henry, 2007). It is supposed that an 

independent RMC is capable of supporting the internal control apparatus. Therefore, 

if there is separate RMC there will be better supervision which will reduce losses and 

increase better performance (Yatim, 2010; Kallamu, 2015). 

RMCs are complementary to the oversight role of the BoD. Additionally, the RMC 

reduces the burden of the AC (Ishak, 2016). Research findings argue that creating a 

stand-alone RMC and delegating RM duties to it instead of combining these roles in  

one committee will lead to better RM (Mongiardino & Plath, 2010). Operating a 

stand-alone RMC may provide professional perspectives on RM to decision-makers. 
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It permits members to have access to relevant RM information enabling them to take 

accurate and timely decisions (Karamanou &Vafeas, 2005; Kirkpatrick, 2009; Pirson 

& Turnbull, 2011). 

In Malaysia, the MCCG 2017 required that the board need to create a be tter and 

effective RM and internal control mechanisms. The board of big firms establishes a 

RMC and it should comprise independent directors as a majority. Its duties include  

supervising RM policies and execution. Additionally, the MCCG demand that the 

board must publish RM policies and framework in addition to its effectiveness.  

2.4.1  Risk Management Committee Separation 

The necessity for an RC is often questioned or ignored in academic research while 

the audit committee is operational (Bhuiyan, Salma, Roudaki, & Tavite, 2020). Prior 

scholars are of the view that RMC has shown the countless advantages of an 

individual committee to supervise risk (Ng et al., 2012). Research on the RMC is 

very inadequate. Formerly, the role of risk assessment is considered to be under the 

AC (Hussain & Hadi, 2017). An AC may probably not be capable of supervising a 

combination of financial and non-financial risks (Brown et al., 2009; Fraser & 

Henry, 2007). Audit committees do not possess an obligation to supervise RM. This 

responsibility rest with the board. The AC can only comment on financial issues. RM 

is much wider than AC (Fraser & Henry, 2007). 

While an AC needs to comprehend the entire RM system to be able to manage the 

organization’s risk holistically, the risk and regulatory environment, is increasingly 
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becoming very complex. This makes it necessary to establish a specialized RMC to 

support both the board and AC (Fraser & Henry, 2007). Therefore, having periodic 

risk monitoring and assessment has emerged as a top priority in contemporary 

management. It has also become a public policy tool to indicate corporate 

responsibility and improve performance. It is believed that a RMC plays an essential 

role in various risk-related issues that affect the accomplishment of the operation (Ng 

et al., 2012). Furthermore, Tao and Hutchinson (2013) demonstrate that coordination 

of RMCs among others could help in reducing the level of information asymmetry 

which will grow the firm’s earning. 

Risk management committee can be organised in three ways. Elamer and Benyazid 

(2018) explained two of the three forms of the RMC which include a separate RMC 

committee operating independent of the audit committee functions. Conventionally,  

RMC was part of AC responsibilities. Nevertheless, it was suggested to split RM 

responsibilities and establish an independent committee due to major regulatory 

reforms, complex risk environment, claimed multiple roles and major scandals (Ng et 

al., 2012). studies suggest that formation of separate RMC enable the companies to  

perform better and reduce agency problems as compared to the entire board  (Moore 

& Brauneis, 2008). This is why separate RMCs are helpful for companies that have 

complex structures, high agency costs, size, high leverage, or risk structure (Deloitte, 

2011). The second form is made by combining RMC and audit commitees together. 

Aebi, Sabato and Schmid(2012) claim that establishes a RMC is not necessarily a 

viable solution as it adds to the expenses while not eradicating all types of risks.  The 
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last form of RMC is where the risk management function is handled by the audit 

committee. 

Establishing a RMC is regarded as complementary in the supervisory role of the BoD 

and it is also expected to reduce the burden of the AC (Hussain & Hadi, 2017; Ishak, 

2016). The establishment of a separate RMC within the board would boost the 

efficiency of the risk oversight task by the board of directors (Ishak & Yusof, 2013). 

This will ultimately protect the organization against losses and increase performance 

(Kallamu, 2015). The RMC has the task of monitoring and assessment of policies, 

strategies and processes of RM. This will ensure a more effective RM and 

organizational risks may be reduced or prevented. This will ultimately lead to  better 

performance (Halim et al., 2017). It is well-known that it is a crucial duty of the 

board to maintain a system that actively identifies, assesses, supervise and mitigates 

organizational risks. Nevertheless, the establishment of the RMC is discretionary but 

not compulsory in many countries (Ishak & Yusof, 2013). However, effective f rom 

2017 in Malaysia, it is the duty of the board to create a distinct RMC, which should 

include a majority of independent directors, to supervise RM-structure and policies  

of companies (MCCG, 2017).  

Unlike the previous corporate governance codes, firms are mandated to comply with 

the MCCG 2017. Section 9.3 of the code provides that a separate RMC committee be 

formed to help in assessing the business risk of the firm. Similarly, the code 

encourages the RMC to be independent to enable the committee to carry out work 

independent of the management. Also, section 4.4 of the MCCG (2017) encourages 
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women participation in various aspect of board governance including the RMC. The 

code further that large companies need to have at least 30% of the board composition 

to be women. 

The MCCG 2017 request boards to develop effective RM framework. In addition, it 

should publicize the attributes of its RM, its adequacy and effectiveness . Recently, 

Abdullah and Ku Ismail (2016) examine how the RMC influence and improve hedge 

activities disclosure in Malaysia. The result indicates that RMCs influences f irms to  

disclose good quality information. Closely related, the study of Sani, Abdul Latif and 

Al-dhamari (2018) investigated the impact of RMC on real earnings management 

among Nigerian companies. The authors establish that RMC influence and improve 

the reporting quality of the firm. Accordingly, evidence document by Hossain and 

Farooque (2019) suggest that RMCs improve carbon disclosure quality among 

others. The study of Al-Hadi et al. (2017) reveal that the RMC has a negative impact 

on the implied cost of capital and this impact is significant. This will invariably 

enhance firm’s performance. 

In contrast, the research conducted by Hines et al. (2015) suggest that there is no 

consistent evidence that RMC establishment leads to better risk outcomes and 

improved profitability. Accordingly, the study of Ganesan and Poogan (2019) which 

utilized a cross-sectional data of registered companies in Malaysia during the 2016 

financial year. There was an insignificant relationship between RMC and sustainable 

disclosure of Malaysian organization. Hence, this finding suggests that RMC is not 

directly linked to the firm’s performance rather, it was RM. 
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2.4.2 Risk Management Committee Size 

Creation of RMC may depend on size of the board. The larger size of board has more 

likelihood of comprising directors with required expertise to participate in a sub-

committee dedicated to risk management issues (Abubakar et al., 2018). RMC size 

can be described as the aggregate number of members on the committee as at close 

of the particular financial year (Ishak, 2016). Moreover, RMC size is utilized by way 

of proxy for an organization’s willingness to invest board-level assets to enhance its 

ERM activities (Malik et al., 2020). Size is an essential feature of the RMC 

(Kakanda et al., 2018; Ng et al., 2012). The committee’s size has crucial 

implications for its capacity to perform (Elamer & Benyazid, 2018).  

Furthermore, empirical studies suggest that committee size may affect organizational 

performance positively and negatively (Kakanda et al., 2018; Ng et al. ,  2012). It is 

anticipated that a bigger RMC would focus on the risk matters with more 

determination and efficiency (Ng et al., 2012). Companies with bigger boards are 

more likely to have the likelihood to attract directors that have the required skills to  

involved and harmonize with the sub-committee dedicated to RM (Blessy & 

Taddesse, 2014). Additionally, Malik et al. (2020) argue that a large RMC may 

improve its effectiveness in terms of ERM because it is likely to meet the necessary  

criteria, for example, more independence, expertise of directors, gender diversity etc.  

Likewise, large committees may comprise of diverse members which could 

constitute additional resources for success. additionally, RMC size matters because it 
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is likely to be diverse and this could attract competent and qualified people thus 

leading to improved performance (Fajembola et al., 2018a).  

A bigger committee possibly may have access to more diverse knowledge and 

different skills required for RM (Blessy & Taddesse, 2014). On the contrary, a minor 

RMC size is anticipated to be efficient for directors’ monitoring functions and the 

less probability (Ishak, 2016). 

Theoretically, since the postulation of agency theory is primarily to solve the 

problem of principal-agent relationship (Eisenhardt, 1989) which reduces high costs 

associated with agency issue (Fama & Jensen, 1983a), larger board size will hinder 

CEO’s domination of the board because directors will be in a more upright position 

to exercise their powers and right in governing the firm, and thereby improve the 

performance of the company (Zahra & Pearce, 1989). For this cause, agency theory 

establishes that moderate RMC size will be more effective in performance 

improvement among firms. 

The MCCG 2017 requires that the board must develop a RMC that is composed of 

mainly independent directors to supervise the organization’s RM-structure and 

policies. However, the code has not made specific the minimum number of the 

committee members. Whereas, Bursa Malaysia, in line with Section 22 of “the 

Capital Markets and Services Act 2007” requires a minimum of four members. 

However, studies on the RMC are limited (Hussain & Hadi, 2017; Ng et al. ,  2012). 

Abubakar et al. (2018) investigated the manner RMC influence the financial 

performance among Nigerian listed banks. The research utilizes annual statements of 
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fourteen (14) banks registered in the country’s stock exchange between 2014-2016 

with 42 firm-year observations and based on panel data approach. Furthermore, the 

regression estimates are based on the random effect. Findings establish that RMC 

size has a positive influence on performance of the Nigerian banks. However, the 

effect was found not to be significant. 

2.4.3 Risk Management Committee Diligence 

How frequent RMCs hold meetings is largely utilized to proxy its diligence (Malik.,  

2020). Despite RMC’s role in mitigating the risk and its consequence on the f irm’s 

performance through a good risk framework. Nevertheless, its activities may not be 

very effective if members do not participate to a large extent (Ng et al., 2012). 

Holding meetings frequently is expected to improve organizational value because it 

facilitates interaction and sharing of ideas. Additionally, it enables frequent 

monitoring (Fajembola et al., 2018a). It is expected that more RMC meetings 

represent diligence (Hines et al., 2015). Moreover, the number of times members 

meet plays a crucial role in determining its effectiveness (Kakanda et al., 2018; Ng et 

al., 2012; Yatim, 2009). Furthermore, an inactive RMC may not be effective and 

consequently affect the organization’s control process (Malik., 2020). past studies 

found support for the assertion that frequent meetings indicate efforts to attain 

objectives of the committee and provides evidence that members are eager to 

perform their roles in supporting effective control (Abbott & Parker, 2000; Ellul & 

Yerramilli, 2013).  
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RMC members can easily communicate, discuss and attain a shared objective 

through meetings to discuss issues regarding RM (Kakanda et al., 2018; Ng et al., 

2012). Additionally, frequent meetings empower members to update their knowledge 

of the organization’s risk (Kakanda et al., 2018; Ng et al., 2012; Yatim, 2009). A 

common anticipation is that regular meetings can sure a smooth and efficient 

monitoring mechanism of decision making (Ng et al., 2012). Furthermore, Yatim 

(2010) claims that where the RMC members are diligent on their oversight 

responsibility, especially RM activities, besides improving communication amongst 

them and strengthen the board’s oversight function.  

The board must design an official agenda particularly to ensure that it is firmly in 

control of the organization. Board meetings should take place frequently advance 

notices of agenda. Board meetings should be recorded and issues discussed 

appropriately captured and conclusions reached in each meeting. Accordingly, in the 

Malaysian context, the RMC is required to meet four times in a year and more 

frequent meetings may be held when necessary to discharge its responsibilities . The 

Quorum required for RMC meetings is a minimum of three (3) members (Bursa 

Malaysia, 2018). 

The sub-committee meeting denotes to the conference of directors on the board to 

debate problems concerning the corporate. Committee meeting characterises the 

gathering of directors to debate problems of the corporation and to take decisions 

(Bala & Gugong, 2015; Chechet, Jnr, & Akanet, 2013; Kakanda et al., 2016a). The 

Board as a central management organ has a supervisory role and should be 
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continuously updated on all crucial information regarding the organization (Halim et 

al., 2017). The committee holds meetings to discuss and passed resolutions on the 

business-related issue in the organization’s best interests (Kakanda et al., 2016a).  

Moreover, MCCG 2000 requires that the board should meet frequently. The 

company should reveal the number of meetings held annually as well as the details 

meetings. Besides, the board should have a prescribed agenda. Furthermore, the 

MCCG 2000 and 2007 recommend that the board should hold meetings at least 4 

times annually. A frequent attendance at board meetings will enhance flow of 

communication between directors and internal control organs like the RMC. It will 

also ensure that the board becomes better in carrying out its statutory roles 

(Fajembola et al., 2018a). Moreover, frequent meeting encourages open discussion 

and improves communication among the board of directors’ members (Ishak & 

Mohamad Nor, 2017; Yatim, 2010). Therefore, more meetings are expected to  keep 

members abreast of current information and knowledge on the firm’s condition, 

especially on RM and issues that may affect their supervisory functions (Halim et al., 

2017). Consequently, more diligent boards may improve better RM framework 

which incorporates setting up a RMC to assist in reinforcing the firm's internal 

control. Additionally, more frequent meetings are related to lesser occurrences of 

financial reporting errors/frauds and it is found to enhance external audit quality. 

Moreover, Kakanda et al. (2017b) argued that frequent board meeting asserts an 

adverse influence on firm performance. 
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Board meeting provides an opportunity to risk management committee to freely 

communicate, deliberate, and attain a common goal in the control of risk (Ng et al. ,  

2012). Based on agency theory assumption, corporate boards display vibrant abilities 

in evaluating and controlling management activities. Thus, organizational 

performance is enhanced in firms where board meetings are very frequent (Jensen, 

1993; Lipton & Lorsch, 1992; Vafeas, 1999). Thus, the expectation is that f requent 

meetings of the RMC may facilitate attainment of the firm’s objectives, especially 

regarding their performance. The frequency of meetings of risk committee has a 

positive and significant impact on performance among banks as found by Aebi et al.  

(2012). This means that a RMC that meets more frequent appears to be beneficial to  

US organizations during the financial crisis. 

On the other hand, Fajembola et al. (2018a) investigated the ef fect of RMC on the 

stability of the banking sector in Nigeria. using the sample of 203 firm-year 

observations for the period between 2006-2016, the study finds that RMC meeting is 

negative significantly associated with the stability of deposit money banks in 

Nigeria. 

2.4.4 Risk Management Committee Independence 

Battaglia and Gallo (2015) found that an effective risk governance team should 

comprise of members who are independent. Such committee is considered as one of  

the requirements for effective risk mitigation among corporate organizations. 

Fajembola et al. (2018a) It is assumed that members who perform their duties 

without interference could be objective and more effective thus having the capacity 
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to restrain management from excesses that could affect the organization negatively. 

Previous researches discovered independent RMCs could reduce risk re by way of  

more effective monitoring and supervision. As suggested by the agency theory, non-

executive directors have a crucial role in managerial functions (Azam, Usmani & 

Abassi, 2011; Fuzi, Halim & Julizaerma, 2016). It is assumed that boards with more 

non-executive directors will viably execute their obligation and have superior 

choices than the one with less (Kakanda et al., 2016a). Likewise, a large number of 

independent directors provide unbiased views, bring fresh, more strategies, problem -

solving, and critical judgment that may not be found among executive directors 

(Amran, 2016). The composition of the board is a crucial factor that determines how 

effectively management is monitored in an organization (Malik et al., 2020). 

Consequently, without enough independent directors with necessary knowledge and 

experience on a particular industry and its peculiar risks, a RMC may not be 

effective. There is a consensus among regulators, practitioners and academics that 

independence is the pillar of effective risk oversight (Hines et al., 2015). This is 

because higher RMC independence indicates stronger governance. Likewise, 

independent directors in the sub-committees possess specific skills and expertise as 

prerequisites for these positions (Méndez, Pathan, & García, 2015). Moreover, 

Kakanda et al. (2018) posted that the effect of decisions by management becomes 

low as members of a committee seem to be more independent.  

Furthermore, Hooy and Tee (2009) claim that sovereign directors have not succeeded 

in their endogenous monitoring role in Malaysian Government Linked Companies 
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(GLCs). Moreover, the minimum composition of the sovereign director by the 

MCCG may not be adequate in effectively monitoring management as argued by 

Johari, Saleh, Jaffar, and Hassan (2009). In Malaysia, the MCCG 2017 requires that 

the RMC should comprise of more independent directors to oversee the company’s 

RM. 

Board independence is the proportion of non-executives to the total firm’s directors 

(Kakanda et al., 2016a; Yasser, Entebang, & Mansor, 2015). The board of the 

company encompasses both non-executive and executive directors. Non-executive 

directors can be independent or non-independent (Johl, Kaur & Cooper, 2015). A key 

role of independent directors is to observe the organization’s operations (Fuzi et al. ,  

2016). Hence, the firm ought to designate independent directors who may work out 

appropriate monitoring role in checking administration, internal control and RM. 

Moreover, the existence of independent directors varies from one company, industry, 

or nation to disparate views globally regarding the board size and regarding the 

number of independent directors within it. According to “Cadbury Committee”, there 

should be a minimum of three non-executive directors. Whereas the Hampel 

Committee was of the supposition that non-executive directors in the board ought to  

be not less than one-third of the total members. Whilst, the Toronto Stock Exchange 

Committee recommended that each board ought to have more independent members 

than executives (MCCG, 2000).  

Generally, the non-executive directors’ representation in a board is very important to  

its effectiveness (Fuzi et al., 2016). Therefore, it is not new that the board of any 
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organization ought to overwhelmingly contain non-executives, with assumed 

freedom from management (Kang, Cheng, & Gray, 2007). It is believed that when 

the board has few numbers of non-executive directors, they may be dominated by the 

executive members and would not be able to challenge the activities of the 

executives (Fuzi et al., 2016). Again, the code of corporate governance of Malay sia 

(2012) suggested where the board chairman is an executive director, the larger part 

of the board must be independent and board ought to audit the ratio of its 

independence every year. Moreover, in the context of Malaysia, most companies are 

practising the one-tier board. Therefore, Bursa Malaysia required that non-executive 

directors must be at least one-third of the total board for it to be effective and protect 

the shareholders’ interest. Moreover, Moreover, MCCG 2017 recommended that the  

board should disclose whether half of the board members are independent directors 

on a yearly basis if the company is categorised as a large. 

Therefore, it is presumed that a risk management committee with a larger number of 

non-executive directors will aid in influencing firm performance. Ng et al. (2012) 

suggest that independence (composition) of committee members is a significant 

instrument in corporate governance. This is because independent directors are vital in 

overseeing management actions (Fama & Jensen, 1983a), and have no self-interest in 

the company, which permits them to make an objective judgement without prejudice 

or fear (Beasley, Carcello, Hennanson, & Lapides, 2000). The study of Hines et al.  

(2015) utilize the sample of 3980 of the U.S, listed banks from 2003-2011. The 

finding indicates that RMC independent is associated with lower audit fee which will 

invariably link to the financial performance of the firms. Furthermore, Hooy and Tee 
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(2009) claim that sovereign directors have not succeeded in their endogenous 

monitoring role in Malaysian Government Linked Companies (GLCs). Moreover, 

Johari et al. (2009) shown that the minimum composition of the sovereign director 

by the MCCG is still not adequate to monitor the management.  

2.4.5 Risk Management Committee Training 

Appropriate training is among the measures to improve and update the knowledge of 

directors (Coulson-Thomas, 2008). This is because training can help committee 

members become familiarised with their role. Moreover, Barton et al. (2015) 

advocated that directors attend seminars, conferences, listen to talks by risk 

consultants and attends board meetings. Such knowledge is important to them as a 

tool to assess the risk information of the companies.  

RMC members should have sufficient training on risk portfolio, including an 

understanding of theory, the concept of risk and the real business operations, such as 

going-concern, internal control and RM training (Ishak, 2015). Likewise, sub-

committee members that have the experience and training understand the RM 

activities (Yatim, 2009). Adequate training for RMC members will ensure the 

oversight role is performed as intended (Ishak, 2015). Moreover, Barton et al. (2015) 

stress that an effective risk oversight function is achieved by directors' possessing 

diverse skills and experiences gained by attending training and education  needed to 

perform effective risk oversight. 
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Moreover, in Malaysia, the MCCG 2007 recommended that companies should give 

orientation and organize educational activities for new members of the board. 

Periodic training is also recommended especially on new rules and regulations and to 

keep members updated on new happenings in the industry (MCCG, 2000). As such, 

training is a key component in the procedure for recruiting new board members. 

Moreover, such event could take place in one or two-days and could involve 

educating the director on the nature of the organization’s business, the current 

situation of the organization. Other areas could be corporate planning, the company’s 

expectations from the directors regarding their input and duties of the directors 

generally.  

Furthermore, MCCG 2000 requires companies in Malaysia to develop orientation 

manuals. And the program should provide a forum to interact with specialists on the 

directors’ responsibilities and those of the larger board. There may also be visits to  

company facilities and face-to-face meetings with officials to interact and exchange 

ideas regarding the business. This will put the directors in a position to make an 

effective contribution during their stewardship.  

2.4.6 Risk Management Committee Qualification 

Financial competencies and experience of members of the board have been 

substantially researched and documented in the literature (Malik et al., 2020). 

Scholars have found that financial expertise positively influences the board’s 

activities and also the quality of financial reporting and value of the firm (Magee, 

Schilling, & Sheedy, 2019). Education of directors its sub-committees is very crucial 
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to ensure more efficient corporate decision-making. This is because directors that 

have the skills required to understand the different operations involved in the RM 

policy, they will make decisions that are optimal from the shareholders’ perspective 

(Dionne & Triki, 2005). Furthermore, for a director to be chosen as a board member 

needs knowledge and experience, (Azmi & Barrett, 2013). These educations may 

comprise knowledge of firm and securities law, finance, governance, company 

secretaryship and other areas of compliance, for instance, the listing requirements. 

Likewise, the stock of knowledge acquired by RMC members during formal 

education on finance and accounting subjects is beneficial and facilitate their tasks  

(Ishak & Yusof, 2013). As members of the board of directors or the RMC, they have 

to update their knowledge and information in administrative, business and industry 

issues (Ishak, 2015). 

Moreover, companies who wish to increase their performance must get more 

directors who are experts and are familiar with the regulations with prior executive 

knowledge of accounting standard on RMC (Kallamu, 2015; Méndez et al. ,  2015). 

Therefore, where the directors appointed have these qualities it will increase their 

confidence of investors to invest in the company (Kallamu, 2015). In 2019,  Malik,  

Shan, and Tong (2019) utilized a sample of 4,798 observations from publicly  listed  

finance corporations in United States during 2005 to 2017. Multivariate regression 

shows that RMC member with financial qualification and expertise are negatively 

associated with abnormal risk factor disclosure tone. This suggests that RMC 

members with financial qualification and expertise could assist in improving the 

performance and earnings among the investigated organizations. 
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Specialists members of the RMC are expected to be more efficient in managing risks 

and reduce the firm’s exposure to certain risks (Ishak & Yusof, 2013). Moreover, 

Azmi and Barrett (2013) argue that intuitive boards much acquire advantage f rom a 

variety of knowledge, experiences and competencies of members. Companies require 

male and female directors who possess appropriate skills and experiences to assist in  

decision making during board deliberations. As members of the boards or RMC, they 

have to update their knowledge and information in administrative, business and 

industry issues (Ishak, 2015). It is anticipated that the expertise of RMC in RM will 

assist the communication process of RM information between operations and 

strategic divisions (Abdullah et al., 2017). 

Furthermore, Ishak and Yusof (2013) claim that the RMC members with finance and 

accounting experiences are assumed to perform their duties more professionally 

especially in terms of risk awareness and identification. Perhaps, this is due to  their 

professional training which comes handy and assists them in executing their tasks. 

The expertise and skill in RM would also assist RMC to gain more information from 

the operations division (Abdullah et al., 2017). 

In Malaysia, the MCCG (2007) advises that directors should possess knowledge, and 

skills which would indicate the credibility of the management team and also portray 

the organization in a positive way. These can be comprised of knowledge of f irms 

and securities law, finance, governance, firm secretaryship and some other a reas of 

compliance like as the listing requirements. 
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2.4.7 Risk Management Committee Overlapping 

In a corporate organization, a member of RMC or other board committees may at the 

same time serve as a member of other committees such as remuneration and audit 

committee at the same time. However, it is not all members that are involved in such 

multiple memberships (Ishak, 2016). He adds that RMC overlaps denote the double 

or additional roles of RMC’s members in different committees.  

Some professional associations, for instance, Federation of European Accountants , 

Institute of Chartered Accountants, Australia and the Centre for Audit Quality 

(2013), believed that overlapping membership between the audit and risk committees 

is important in fostering effective communication on key issues relating to risk 

oversight. One director may be a member of more than one board committee. A 

member of the audit committee may be a member of the RMC. This overlapping 

directorship is considered as a vision into the corporate governance mechanism 

(Zajac & Westphal, 1996). 

The different evidence indicated in the literature could be because of failure to 

include some contexts where the effect of overlapping membership could have a 

more serious effect (Habib, Bhuiyan, & Uddin, 2016). Experts have pointed out the 

advantage of having a minimum of one director serving in both audit and 

compensation committees (Chandar, Chang, & Zheng, 2012). RMC with higher 

members overlapping or more tasks in the other board committees may look for 

better jobs (Ishak, 2015). As noted by Laux and Laux (2009), a likely advantage of  

delegating board responsibilities to committees is reduction of free riding which is 
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prevalent in larger groups. This is because if there is committee overlap, the 

subgroup structure and its advantages would become apparent. Furthermore, a high 

level of overlap in committee membership is an indication of  diffusion of 

responsibilities and this would ensure multi-accountability (Chandar et al., 2012). 

Furthermore, Tao and Hutchinson ( 2013) noted that a director with dual committee 

membership is able to oversee the association between the firm’s risk exposure and 

the proportion of risk-taking incentives in compensation packages.  

The overlapping of members of board committees is advantageous because all the 

committees are the board’s sub-committees (Carcello & Neal, 2000). The poor 

performance of a company is caused by companies having fewer overlapping 

directorships (Gilson, 1990). This argument is supported by (Kaplan & Reishus, 

1990) that having fewer overlapping directorships leads to financially distressed 

companies. Hence, higher levels of committee overlap may not have a significant 

positive effect on the quality of financial reports (Chandar et al., 2012; Habib et al. ,  

2016). The study of Hines et al. (2015) utilize the sample of 3980 of the U.S, listed 

banks from 2003-2011. The finding indicates that RMC is less associated with lower 

audit fee which invariably increases the financial performance of the firms. Closely 

related, Al-Absy, Ku Ismail and Chandren (2017) urged that overlapping directors 

could not mitigate earnings management and which may negatively affect the 

performance of the firm. 
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2.4.8 Risk Management Committee Interlocking 

RMC interlocking refers to a situation where one director is a member of the board 

of directors or any other board's committee of a firm and simultaneously, is a 

member of other firms' board committees (Haniffa & Hudaib, 2006). Apparently, 

having interlocked directors on board constitute a motivation for diligent supervision 

because they possess the necessary knowledge, expertise, skill and higher motivation 

to actively supervise management activities and to enhance the quality  of f inancial 

reports based on the experiences gained from other boards (Hashim & Rahman, 

2011). As board members of several companies, they must have gained a lot of 

training which can contribute to their knowledge, skills and expertise (Ishak, 2015). 

Furthermore, Hines et al. (2015) expect RMC members with CEO experience at 

other firms increase the diversity of risk knowledge on the RMC. 

The director serving on many boards may bring resources in the form of external 

knowledge and expertise (Méndez et al., 2015). furthermore, Ferris, Jagannathan, 

and Pritchard (2003) state that different directors could present diverse skills in 

performing their duties. Availability of interlocked directors on the BOD constitute 

an advantage in terms of more articulate monitoring. This is because they possess 

necessary skills and have strong motivation to actively monitor management 

activities and to improve the quality of financial reporting utilizing experiences from 

other boards (Hashim & Rahman, 2011). 
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2.4.9 Risk Management Committee Gender 

Based on insights from the RDT, female board members act in a different manner 

from their male colleagues. Having more females on boards may alter the collective  

board behavior because they are believed to possess more diligent monitoring 

capacity (Azmi & Barrett, 2013). 

The role of gender in board diversity is not very clear and it is not known whether it 

is the most significant factor. This is more so because there are limited researches on 

other factors of board diversity (Bernile, Bhagwat & Yonker, 2017). As noted by 

Azmi and Barrett (2013), women are very articulate and risk averse. They also 

possess good accounting and finance skills and often take good decisions. Moreover, 

Fajembola et al. (2018a) state that including more women on the RMC could be 

crucial for effective management of risks. Furthermore, Azmi and Barrett (2013) add 

that during board meetings, women are better listeners and attend to the needs of 

others. They are more respectful and considerate and assist the group to reach 

mutually satisfactory consensus which could resolve delicate issues. Furthermore, Jia 

(2019) documents that the RMC gender serves as a moderator of the link between 

risk and of the possibility of financial distress. In addition, including more women 

who have financial experience in a RMC reduces the likelihood of financial distress 

compared to the same number of men.  

 Empirically, the role of gender diversity and its relationship with financial 

performance has attracted the interest of several scholars (Low et al., 2015; Reguera-

Alvarado, de Fuentes, & Laffarga, 2017). According to most of these studies, more 
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females on the BoD allow for good deliberation and improve the financial position of 

the firms. Gordini and Rancati (2017) studied female directors and financial 

performance listed firms from Italy. The authors document that female director is 

more likely to improve the financial performance of the firms. Furthermore, previous 

findings indicate that diversity in board-gender among committees could generate 

more benefits and strengthened the organization’s governance structure in 

comparison to an ‘‘all-male” group (Malik et al., 2020). Hence, female participation 

is expected to provide a greater benefit in the board room. Khan, Hassan and 

Marimuthu (2017a) urged that women directors enhance positively the performance 

of listed companies in Malaysia. Accordingly, Kyaw, Olugbode and Petracci (2017)  

conclude that gender diversity also proved to be more effective in improving the 

firm’s social performance. The authors advocate that the introduction of gender law 

can promote corporate social performance and the benefit can be enhanced with the 

presence of at least a female director to the boardroom. It has been suggested that 

gender diversity promotes and increase performance (Low et al., 2015).  

However, the positive influence of female director appeared to decrease in a country 

with women economic participation. In Nigeria, scholars such as Garba and 

Abubakar (2014) suggest that gender diversity among others influence the 

performances of insurance firms in Nigeria. Bernile et al. (2017) found that more 

diversity in the board reduces volatility and improve performance. They find that the 

lower risk levels found in diverse boards maybe because they adopt financial policies 

that involve lower risks. At the senior management level, diversity may lead to 

constructive debates which could ensure better policies. It facilitates reviewing of 
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ideas through different perspectives and equips the organization is facing challenges 

of an ever-changing business environment (MCCG, 2017). In Malaysia, to encourage 

gender balance, the MCCG 2017 requires that, boards should disclose their policies 

on gender diversity as part of their annual reports. This should includ e information 

such as their gender targets and efforts to attain such targets. Moreover, MCCG 

recommends that boards of large companies that boards should include a minimum 

of 30% of directors who are females. 

The RMC is the central decision-maker on issues regarding risk management. 

However, the impact of gender differences in the RMC is yet to be adequately 

investigated among existing research (Jia, 2019). On the other hand, some scholars 

such as Abdullah and Ismail (2013), Ujunwa, Nwakoby and Ugbam (2012) and 

Ujunwa (2012) formulate contrary arguments that gender diversity negatively 

influences the financial performance. 

2.5 Summary of the Chapter 

This chapter reviews the literature relating corporate board structure, RMC and 

financial performance across the globe. It also highlighted relevant underpinning 

theories that help in explaining the relationship between the studied variables. 

Specifically, agency and theory and resources dependency theory were proposed and 

explained in the chapter. The chapter also reviews past studies on RMC and 

performance (RMC Separation, RMC Size, RMC Diligence, RMC Independence, 

RMC training, RMC qualification, RMC overlapping, RMC interlocking, and RMC 

Gender). Reviewing the prior studies on Risk Management Committee as presented 
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in section 2.3, it could be noticed that there are conflicting findings that necessitate 

more studies in the field. Similarly, despite emphasis by the recent corporate 

governance code MCCG 2017 that recommends formation of the committee by big 

companies, prior studies show that there are numbers of firms have not complied 

with provision, hence the need to have empirical evidence on the committee. Also, 

the MCCG recommends that the composition of the female on the board should be 

30% or higher and this study is helpful in providing the descriptive data about the 

RMC composition. Finally, the recent changes in MCCG with respect to the board 

independence could affect the RMC independence which could not be considered by 

the prior studies.  
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CHAPTER THREE 

DEVELOPMENT OF HYPOTHESES AND THEORETICAL 

FRAMEWORK 

3.1 Introduction 

The preceding chapter provides in detail explains related theories to the study and 

reviews the relevant and important previous studies on corporate governance organ 

such as the RMC and its influence on firm performance. This chapter proposed some 

hypotheses guided by related theories and evidence from the empirical review. The 

subsequent sections provide in detail explains related theories to the study and . The 

chapter concludes with the theoretical framework of the thesis and summarizes the 

chapter. 

3.2 Research Hypothesis Developments 

Several studies have investigated the factors which determine the firm performance, 

Ahmed and Hamdan (2015); Nath, Islam, and Saha (2015); Azeez (2015); Al-

Ghamdi and Rhodes (2015); Yilmaz and Buyuklu (2016); Moradi, Bagherpour 

Velashani, and Omidfar (2017); Hussain and Hadi (2017); and Farhan, Obaid, and 

Azlan (2017). Most of these firm performance-related studies are based on different 

factors such as working capital management (Kurawa & Garba, 2014), ownership 

structure Kang and Kim (2012), Yu (2013) and Mrad and Hallara (2012) audit 

committee Khan et al. (2017b), Zhou et al. (2018) and Salloum et al., (2014) and 

many more. Likewise, various studies have examined the effects of board 
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characteristics Green and Homroy (2017), Pearce and Patel (2017) and Edogbanya 

and Kamardin (2015). While studies on the RMC in relation to firm performance 

remain scanty Chou and Buchdadi (2017); and Kallamu (2015). Based on the 

reviewed literature, RMC variables are identified and hypothesized to inf luence the 

level of firm performance. Hence, the underpinning theories and previous literature 

connected to the variables of the study were used to formulate the following 

hypotheses. 

3.2.1 Risk Management Committee Separation and Firm Performance 

The guidelines for Directors of Listed Issuers are provided to act as a guide when 

presenting their risk management activities in their annual report in line with 

Paragraph 15.26(b) of Bursa Malaysia Securities Berhad’s Main Market Listing 

Requirements. This guideline places emphasis on effective risk management 

practices which are a crucial part of a strong internal control. Organizations that are 

listed are required to disclose internal controls issues in their reports. This should 

include information on how the board conducts identification of key risks and 

explanation on appropriate systems put in place to manage such risks. It should also 

include how the board ensures the execution of such system and a review of 

adequacy and assurance of the organization’s risk management structure (Zaman, 

2001). 

Grounded on the agency theory, a separate RMC represents the principal while 

management could be regarded as agent. The responsibility delegated to  a separate 

RMC (principal) is to oversee the RM matters throughout the organization and its 
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subsidiaries. It supports the board to perform its duties with regard to risk 

governance and RM in arranging the overall risk exposure of the group (Bursa 

Malaysia, 2018). Ahmad et al. ( 2015) argue that the performance of a new task by 

an audit committee is not justifiable when they have less time and low skills . The 

expectation from the RMC does not end in monitoring risks of financial 

misstatements and the control structure. It should be noted that the AC has 

competency in this regard. The RMC’s role includes monitoring risks from external 

sources that affect business activities. Such risks include marketing and activities of 

competitors (Ishak & Yusof, 2013). Because of the wide-ranging responsibilities, the 

AC has to execute, there is need for a distinct RMC to manage the risks affairs of the 

organization (Yatim, 2009). The RMC has attracted a lot of attention in recent years 

as it is widely accepted as an effective risk mitigating body. RMCs assist 

organizations to enhance their capacity to manage risk thus positively aff ecting 

different stakeholders (Al‐Hadi et al., 2017). Since the RMC’s main responsibility  is 

risk management and reporting, it has a crucial role in order to observe firm 

performances (Kallamu, 2015; Al-Hadi et al. 2015; Aebi et al. 2012; Dobler, 2008). 

Hassan, Salleh, Yatim, and Rahman (2012) investigated how different characteristics 

of Malaysian listed organizations influence their financial disclosure. The study 

employs a selection of 484 organizations from 1999 until 2003. The authors 

discovered that the presence of a RMC is linked to the disclosure quality of financial 

tools, which decreases the cost of debt and enhance firm performance. 
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RM is a broader concept that encompasses internal and external risks, with the 

external risk being more complex and related to company's business environmental 

risks. It also encompasses risks and opportunities which is important concept for 

organization to minimize the risks and optimize the opportunities in achieving its 

objectives. Previously, the tradition was that  audit committee handled many issues 

some of which have to do with risk management. However,  the trend now is that a 

separate RMC is constituted by the board to handle all issues related to risk 

management practice (Merton,  1995). A separate RMC with its strong composition, 

its terms of reference, its process, and its primary function to focus on the company's 

risk profile, may reduce the level of risks, whether it comes from internal or external 

sources (Ishak, 2015). The study of Al-Hadi, Hussain, Al-Yahyaee and Al-Jabri 

(2017) discovered that the RMC has a significant negative effect on the implied 

which will invariably enhance the firm’s performance. 

Furthermore, Ishak and Yusof (2013) observe the development of a sepa rate RMC 

and its corresponding impact on the reformed audit report in a sample of  300 non-

banking and non-finance corporations registered on Bursa Malaysia between 2004 to 

2009. The empirical findings have indicated that a distinct RMC is having a negative  

link with the acceptance of the improved audit report, which enhances firm 

performance. Closely related, the study of Sani et al. (2018) which investigated the 

influence of RMC on real earnings management among Nigerian companies. They 

establish that RMC influence and improve the reporting quality of the firm. 

Additionally, Fajembola, Abdul Rahman and Md-rus (2018b) advocate that RMC 

could potentially improve the financial stability of banks in Nigeria.  
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Moreover, Ishak (2016) by using a 300 firm’s sample for covering the period f rom 

2004-2009 to investigate the influence of RMC attributes on modified audit views 

among non-banking firms and non-finance firms registered on the Bursa Malaysia. 

Evidence from the result indicates that establishing an independent RMC is 

negatively linked with acceptance of a modified audit view, which enhance firm 

performance. 

Additionally, Abdullah and Shukor (2017) compared the moderating influence of 

two separate risk governance mechanisms on the impact on voluntary RM disclosure 

on organizational performance. Utilising 395 non-financial companies’ sample 

registered on the Main Market of Bursa Malaysia in 2011. Findings from the 

investigation show that the existence of a RMC increased the association between 

voluntary RM disclosure and firm performance, which is a sign of good firm 

performance. Closely related evidence documents by Hossain and Farooque (2019)  

suggest that RMC existence can improve the quality of carbon disclosure among 

others.  Furthermore, Al-Hadi, Hussain, Al-Yahyaee and Al-Jabri, (2017) discovered 

that companies that have risk committees as part of their boards present higher 

financial strength ratings in their reports, however, this is only limited to the post 

financial crisis period. Additionally, Abdullah and Said (2019) utilized a cross-

sectional data covering the period from 2002-2014 in order to investigate the audit 

and risk committee’s impact on preventing financial crimes. Evidence from the result 

indicates that a negative but significant link is present between risk committees and 

the occurrence of corporate financial crime. This also indicates that the availability of 

an independent RMC in an organization is an effective corporate governance tool for 
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preventing corporate financial crimes. Likewise, Abdullah et al. (2017) selected 395 

listed non-financial companies on Bursa Malaysia in 2011 to investigate the 

influences of RMCs towards voluntary RM disclosure among non-financial 

companies in Malaysia. The authors found that the establishment of RMC could 

increase the RM disclosure among companies in Malaysia, which is an indication of 

good firm performance. The study of Nugraha, Fitri, Widiyanti and Guntoro (2019)  

suggested that risk management committee help to influence performance control of  

supply chains among listed organizations in Malaysia. Furthermore, the research of 

Jia et al. (2019) used a sample comprises top 100 Australian Securities Exchange 

listed firms during the period between 2010 and 2012, found that SRMC has positive 

and significant relation with risk management disclosure. 

However, Ali, Besar, and Mastuki (2017) utilized a selection of 250 public registered 

companies on the main and second board of Bursa Malaysia between 2005 to 2015 

found that RMC has significant positive relationships with the financial restatement, 

which then affect their performance negatively. Likewise, Chou and Buchdadi’s 

(2017) study determine the influence of effective corporate governance practices and 

their impact on performance among 38 registered banks in the Indonesian stock 

market between 2013 to 2015. The study divided the data set into two categories as a 

big bank and a small bank. The impact of the risk committee in the banking industry 

was not positive and rather there was an indication of adverse effect on firms’ 

performance. Edogbanya and Karmardin (2015) urged that establishing a separate 

RMC is very likely to enhance the financial performance of the f irms and enhance 

the reporting quality. In contrast, the study of Hines et al. (2015) suggest that there is 
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no consistent evidence of the influence of RMC on risk outcomes and profitab ility . 

Hence, this finding suggests that RMC is not directly a contributing factor to  f irm’s 

performance; rather, the credit goes to risk management.  

Ali et al. (2017) also argue that risk management committees do not benefit 

organization so much in terms preventing financial restatement as expected by 

regulatory authorities and policymakers. Conversely, the study of Ganesan and 

Poogan (2019) using a cross-sectional data of listed companies in Malaysia for the 

2016 financial year. The outcome establishes an insignificant relationship between 

risk management committee and sustainable disclosure of listed companies in 

Malaysia. Accordingly, Issarawornrawanich (2018) maintained that RMC existence 

does not influence the stock investment return of listed companies in Thailand. 

Consequently, based on agency theory arguments and previous researches, this study  

predicts that: 

H1: There is a significant positive influence between the existence of separate 

RMC and firm performance. 

H1a There is a significant positive influence between the existence of separate RMC 
and Tobin's q. 

H1b There is a significant positive influence between the existence of separate RMC 

and ROE. 

H1c There is a significant positive influence between the existence of separate RMC 

and ROA. 

H1d There is a significant positive influence between the existence of separate RMC 
and EPS. 
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3.2.2 Risk Management Committee Size and Firm Performance 

Agency theory argues that the RMC size helps in evaluating and monitoring risks 

identified by management and ensuring adherence to company policies and programs 

and reporting of findings to the main board (Alles, Datar, & Friedland, 2005). 

Subramaniam et al. (2009) argue that large RMC size exists due to the likelihood of  

high agency costs, high leverage and more complex in activities.  

It has been argued that “Boards that establish a stand-alone committee that f ocuses 

solely on the risk management function demonstrates their commitment to improving 

the overall corporate governance structures of their firms" (Yatim, 2010). Although 

evidence on the association between RMC and performance is limited, there are f ew 

studies that found conflicting results regarding it. In this manner, Pathan (2009) 

submits that smaller firm's BOD is linked to higher risk-taking in the United States. 

In the view of Tao and Hutchinson (2013), assert the efficacy of the risk committee 

and compensation committee in monitoring and identif ying excessive risk-taking 

depends on the composition and size of risk management committee and 

compensation committee, in turns, leads to better performance . For a board to be 

efficient, it is suggested that the board "should not be large enough or even too small. 

Specialists explain that ideal board size should be comprised of seven or eight 

members to maintain efficiency (Abidin, Kamal & Jusoff, 2009; Jensen, 1993).  

Likewise, Pantamee (2014) collected data from annual accounts and reports of 7 

organizations selected from the petroleum marketing industry in Nigeria f rom 2008 

to 2012. The study found that that RMC size influences corporate social 
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responsibility disclosure negatively and in a significant manner. In consensus to this, 

using the non-banking and financial firms registered in Bursa Malaysia, Ishak (2016) 

finds that the larger size of RMC, it possibly will increase the acceptance of modified 

audit opinion, which indicate poor performance. Moreover, Kakanda et al. (2018) 

employ 45 Nigerian listed financial firms for the period 2012 to 2016 and discovered 

that RMC size negatively affects firm performance and that this influence is also 

significant. 

Past researches, for instance, Alles et al. (2005), found that a more extensive  RMC 

size helped in reducing time and fatigue in these committees and thus increased the 

ability to rigorously review management, internal control or audit report and 

processes as such provide better quality disclosure in annual reports. Moreover, 

Subramaniam et al. (2009) discover that RMC performs the critical governance 

assistance mechanism overseeing the RM strategy of a company. They also find 

effective policies on larger boards headed by an independent chairperson associated 

with separate risk committees. Furthermore, Al‐Hadi, Hasan, and Habib (2016) 

investigated whether attributes of the RMC are linked to market risk disclosures. The 

study employs 677 firms on yearly based observations of organizations operating 

GCC countries’ financial sector for the period 2007 to 2011 and reveals that the size 

of RMC positively influences market risk disclosures and this link was signif icant. 

Furthermore, the research of Jia et al. (2019) used a sample comprises top 100 

Australian Securities Exchange listed firms during the period between 2010 and 

2012, found that RMC size has positive and significant relation with risk 

management disclosure. 
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Based on the agency and RDT, experts suggest that a handful of boards are 

particularly useful by appropriate counselling and providing advice in respect of 

strategic options available to the organization (Pearce & Zahra, 1991). The authors 

also noted that larger boards are sometimes assumed to be more proficient in 

examining the activities and decision of top-level management as it is harder f or the 

CEOs to dictate larger boards. Likewise, Haji and Mubaraq (2015) opined that  larger 

boards are more likely to make a positive impact on performance because they are 

comprised of a diverse talent pool could provide insight and worthy ideas that reduce 

internal agency issues. Recently, Malik et al. (2019) show that RMC size is 

negatively associated with abnormal risk factor disclosure tone. This suggests that 

RMC members with financial qualification and expertise could help to improve the 

performance and earnings numbers of the firms. 

However, Ng et al. (2012) investigate the relationships between RMC attributes and 

risk-taking of 329 observations from Malaysia’s insurance companies from 2003-

2011. They find that RMC size appears to be negatively associated with underwriting 

risk, which indicates poor performance. Likewise, using the non-banking and 

financial firms registered in Bursa Malaysia, Ishak (2016) finds that the larger the 

size of RMC, the more likely for them to accept modified audit opinion , which 

indicates poor performance. Moreover, the study of Abubakar et al. (2018) examine 

the effect of RMC on the financial performance of listed banks in Nigeria. The 

outcome establishes that RMC size has a positive insignificant effect on the financial 

performance of sample firms in Nigeria. Consequently, the MCCG 2007 has required 

that the size of board committees of publicly traded companies be of optimal size. 
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Thus, this study finds it reasonable that an optimum board committee size may lead 

to the effectiveness of the committee members in performing their functions 

effectively. Based on the resources dependency theory, the study hypothesizes that: 

H2: There is a significant positive influence between the RMC size and firm 

performance. 

H2a: There is a significant positive influence between the RMC size and Tobin's q.  

H2b: There is a significant positive influence between the RMC size and ROE. 

H2c: There is a significant positive influence between the RMC size and ROA. 

H2d: There is a significant positive influence between the RMC size and EPS. 

3.2.3 Risk Management Committee Diligence and Firm Performance 

RMC diligence is seen as a board initiative to assist in executing its supervisory 

responsibility on management agent (Erin et al., 2020). This is in line with the 

agency theory’s position in which the RMC may be regarded as principal. From the 

perspective of the resource dependency theory, a RMC meeting is an avenue to 

disseminate useful information and share knowledge and ideas with experts. This is 

very crucial for organisational performance (Ishak, 2015). Regular meetings of 

committee members are platforms to discuss current issues generate ideas and 

roadmaps to guide management. As stipulated in the Revised 2007 MCCG, it is 

recommended for firms to conduct board meetings frequently to facilitate the 

performance of their duties. Moreover, it is mandatory to disclose how many 

meetings were organized in a particular year with details of attendance of directors. 



Universlti Utara Malaysia 

 

81 

 

Regular board meetings are regarded as an effective and essential method of 

enhancing the efficiency of the board. It is also generally opined that board meetings 

attendance assist directors in acquiring information related to their organizations and 

assist them in fulfilling their responsibilities. 

Researches on the influence of RMC meetings and their influences on firm 

performance is quite limited (Elamer & Benyazid, 2018). Abdullah et al. (2015) 

investigated how RMC attributes influence hedging deeds disclosure. The 

researchers utilized data obtained from annual reports of 300 largest listed Malaysian 

organization in 2013. They found that the RMC meeting positively influences the 

extent of hedging deeds information disclosure. Furthermore, Abdullah and Ku 

Ismail (2015) investigated the influence of RMC on some organizations registered in  

the central board of Bursa Malaysia. Selection was based on the companies’ total 

assets. Their finding indicates that the number of RMC meetings influence the level 

of hedging deeds information disclosure positively. Furthermore, Kakanda et al. 

(2018) using 45 Nigerian listed financial firms from 2012 to 2016 f ound that RMC 

meetings have a significant positive effect on performance. 

However, Ng et al. (2012) explore the relationships between RMC attributes and 

risk-taking of the 329 observations of Malaysian firms operating in the insurance 

sector from 2003-2011. They find that a RMC meeting appears to be negatively 

significant linked with underwriting risk. Furthermore, Hoque, Islam, and Azam 

(2013) investigated the manner in which frequent board meetings impact on financial 

performance among Australian organizations. The authors utilized 118 Australian 
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listed companies for the period 1999–2007. Their result shows that the frequencies of 

RMC meetings and the financial performance of Australian firms is insignificant. 

Furthermore, the research of Jia et al. (2019) used a selection of top 100 

organizations on the Australian stock market from 2010 to 2012. They discovered 

that RMC meeting has a positive and significant influence on risk management 

disclosure. 

In another research, Fajembola et al. (2018a) investigated the impact of RMC on the 

stability of the banking sector in Nigeria. It was discovered that RMC meeting is 

negatively and significantly associated with the stability of deposit money banks in  

Nigeria. Recently, Elamer and Benyazid (2018) examine the effect of  RMC on the 

performance of listed financial institutions in the financial times stock exchange 100  

index. The study’s data was obtained from financial reports covering 2010 to 2014. 

The result shows that RMC meeting frequency negatively affects financial 

performance. Furthermore, Fajembola et al (2018b) study the association between 

the risk management committee and the stability of Nigerian banks from 2006 to 

2016. The outcome shows a significant negative relationship between risk committee 

meeting and bank stability. Therefore, the result is an indication that organizations 

that do not have a RMC may also perform considerably well. Hence, this study 

hypothesizes that:  

H3: There is a significant positive influence between RMC diligence and firm 

performance. 
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H3a: There is a significant positive influence between the RMC diligence and 
Tobin's q. 

H3b: There is a significant positive influence between the RMC diligence and 

ROE. 

H3c: There is a significant positive influence between the RMC diligence and 

ROA. 

H3d: There is a significant positive influence between the RMC diligence and EPS. 

3.2.4 Risk Management Committee Independence and Firm Performance 

Establishing a RMC is a reflection of robust risk management and ultimately an 

optimum CG. Regardless of this fact, akin to board independence, the level to which 

the RMC is effective in risk management would depend on how much autonomy 

they have (Al Matari & Mgammal, 2020). Furthermore, Quality of a member of the 

RMC is an essential indicator for effective monitoring of risk issues. In line with 

agency theory, the RMC is perceived as more effective when committee members 

are independent because they would be free to deploy their expertise in solving 

problems (Fama & Jensen, 1983b). In Malaysia, the composition of the board 

requires nearly 50 percent of the board to comprise independent directors. However, 

in bigger organizations, the board may have more than 50 percent of independent 

directors (MCCG, 2017). 

From the perspective of corporate governance, the board should have a balanced 

composition of members. A minimum of one-third of the board must be sovereign 

Non-Executive Directors. This also signifies that the composition of the board should 

have at least two non-executive directors, or one-third of the board should be 
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independents (MCCG, 2017). The revised code states that sovereign non-executive 

directors should be more meaningful and perform an independent oversight function. 

Furthermore, in appointing the independent directors on the board, the candidates’ 

must be effective and efficient in their ability to discharge the responsibility 

bestowed on them as expected from any competent independent non-executive 

director. A board consisting of many sovereign directors, which permits for more 

efficient oversight of the management. 

According to Jensen and Meckling (1976), the segregation of corporate ownership 

and control has the potential to drive managers towards activities that fulfil their self -

interest. This will lead to agency conflict. In view of their presumed independence 

relative to executive directors, non-executive directors can perform a superior job in  

checking and guiding the management, thus assisting to improve company 

performance (Walsh & Seward, 1990). Meanwhile, in line with the resource 

dependence theory, the board serves as a link between the organization and the 

external environment and who acquires resources for the organization’s use (Pfeffer, 

1973). Board composition is also referring to as the percentage of  the 

executive(inside) and non-executive (outside) directors on a company's board 

(Akbar, 2015). Fama and Jensen (1983b) opined that boards that have more directors 

from outside the organization may be better in performing its duties and take more 

efficient decisions than those dominated by insiders (Jones & Goldberg, 1982; 

Spencer, 1983). As suggested by the agency theory, a board dominated by non -

executive directors perform better in protecting the interest of shareholders and such 

organizations also post higher performance due to more effective supervision of 
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management activities (Fama & Jensen, 1983a; Hermalin & Weisbach, 1988; Jones 

& Goldberg, 1982; Spencer, 1983).  

Oversight functions performed by such members are more in line with approved 

standards. Moreover, any misconduct or abuse of the laid down rules and regulations 

will lead to loss of reputation and negative perceptions by external stakeholders 

(Carcello & Neal, 2000).  

The RDT is consistent with the view that non-executive directors help organizations 

by developing its associations to the external environment using their knowledge and 

connections (Hillman et al., 2000). Empirically, Ng et al. (2012) access the linkage 

between RMC attributes and risk-taking of Malaysian companies operating in the 

insurance sector using 329 observations from 2003-2011. Their result discloses that 

risk committee independence appears to be adversely related to underwriting risk. 

Their findings also indicate that independent RMCs provides more oversight over 

risk issues thus reducing unnecessary risk-taking and also reducing the possibility  of 

financial distress. Furthermore, Ishak and Yusof (2013) investigated how the RMC 

influence improvement in audit reports among both non-banking and non-finance 

firms registered in the Malaysian Bursa. The study employs 300 companies f or the 

period 2004 until 2009. Their results indicate the RMC’s members with independent 

non-executive will possibly limit the acceptance of the modified audit report,  which 

is an indication of better firm performance. Moreover, Kallamu (2015) analyse the 

influence of RMC characteristics on the performance of the firm with only 37 

registered finance companies of the main market of Bursa Malaysia for the 2007 -
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2011 period. The result shows that a committee comprised of majority independent 

directors positively accelerates the firm market valuation. Moreover, Kakanda et a l.  

(2018) employ 45 Nigerian listed financial firms from 2012 to 2016 found that RMC 

independence asserts a significant positive impact on firm performance. The study of 

Hines et al. (2015) utilize the sample of 3980 of the U.S, listed banks from 2003-

2011. The finding indicates that RMC independent is associated with lower audit fee 

which will invariably link to the financial performance of the firms. 

In Nigeria, the study of Abubakar et al. (2018) investigated how RMC impact on the 

financial performance of listed banks in the country. The study utilizes annual 

financial statements of fourteen (14) banking organizations registered on the 

Nigerian stock exchange for the year 2014-2016 with 42 firm-year observations and 

based on panel data approach. Furthermore, random effect regression was utilized to  

estimate the relationship. Findings indicate that RMC independence has a significant 

but negative influence on the performance of the sample companies in Nigeria. 

Hence, based on agency theory and previous studies, this study proposes that: 

H4: There exists a significant positive influence between RMC independence and 

firm performance. 

H4a: There is a significant positive influence between the RMC independence and 
Tobin's q. 

H4b: There is a significant positive influence between the RMC independence and 

ROE. 

H4c: There is a significant positive influence between the RMC independence and 

ROA. 
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H4d: There is a significant positive influence between the RMC independence and 
EPS. 

3.2.5 Risk Management Committee Training and Firm Performance 

In the Malaysia code corporate governance (2000, 2007) as an essential and specific 

part of the procedure of employing new directors, each firm should provide 

orientation and education plan for new employees to the board. It is equally vital an d 

imperative that directors should get further training from quite often, especially  on 

the relevant new laws and regulations and the changing commercial risks (MCCG, 

2000). Accordingly, the Kuala Lumpur Stock Exchange (KLSE, 2009) Listing 

Requirements (Chapter 15.08) stated that directors must attend training programs as 

prescribed and the board of directors must state the reasons for non -attendance by 

directors at those training programs in the company's annual report. Furthermore, 

session and workshop are evidence of training conducted by listed companies to 

impart knowledge to their employees on risk management (Ching, Al-Ashwal, & 

Rahim, 2019). 

The agency theory suggests that continuous learning and competency development 

programmes are vital to effective board performance (Roy, 2011). Continuous 

training of RMC members would enhance their effectiveness and assist them in 

performing their oversight responsibilities. Moreover, McIntyre and Murphy (2009) 

claim that greater board members acknowledged training attendances is a vital 

component contributing to board expertise. Similarly, consistent with the resource 

dependence theory, members’ training may provide the competencies needed by 

RMC members in the organization. RMC members could be trained on risk portfolio, 
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internal control and RMC training. Adequate training for RMC members will 

guarantee that their monitoring role is accomplished perfectly. Training also ensures 

that committee members possess good knowledge in terms of analysis, critical 

thinking and problem solving. This will prepare them in solving complex corporate 

problems. Yatim (2009) also contend that members that have sufficient training may 

perform better in risk management. Moreover, Ching et al. (2019) claim that must be 

adequate resources including people, process and training contributed to  managing 

risks.  

In the same vein, Brown (2007) explain how practices of board development 

employment and training are important in ensuring sufficient knowledge for 

members and this could impact the organization’s performance later. Likewise, Wu 

(2013) further shows that training the board of the firm has a significant positive 

impact on the accounting-based measures of ROA and ROE. However, it was not 

found to have a significant impact on market-based measures of Tobin’s Q and stock 

returns. Whereas, Borlea, Achim, and Mare (2017) find an insignificant positive 

association between training in corporate governance and ROA and an 

insignificantly negative association between training in corporate governance and 

Tobin’s Q. 

Furthermore, regarding RMC members’ training, Abdullah et al. (2015) investigated 

the impact of RMC attributes on the extent of hedging operations disclosure in the 

annual reports of Malaysian organizations. The research utilized a sample of 300 

from among the largest organizations listed on the Malaysian stock market in  2013 
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and they found that the RMC training is insignificant hedging activities information 

disclosure. Similarly, Ishak (2015) analyse the associations between the preval ence 

and attributes of a RMC and improved audit view issued by the auditors for the non -

banking and non-financial 300 firms registered on Bursa Malaysia f rom 2004 until 

2009. They also find that no significant between RMC Training and modified audit 

opinion. consistent with the above, this study hypothesizes that: 

H5: There is a significant positive influence between the number of training, 

workshop and conferences attendance by RMC members and firm 

performance. 

H5a: There is a significant positive influence between the number of training, 

workshop and conferences attendance by RMC members and Tobin's q. 

H5b: There is a significant positive influence between the number of training, 

workshop and conferences attendance by RMC members and ROE. 

H5c: There is a significant positive influence between the number of training, 
workshop and conferences attendance by RMC members and ROA. 

H5d: There is a significant positive influence between the number of training, 

workshop and conferences attendance by RMC members and EPS. 

3.2.6 Risk Management Committee Qualification and Firm Performance 

Financial experts are regarded as human assets that could fulfil the skill and 

competency required in the RMC (Fajembola et al., 2018a). Risk committee 

members that have advanced financial background may perform better than those 

with inadequate financial and accounting know-how of the risk disclosure 

requirements of the standards. Members should, therefore, have both technical a nd 



Universlti Utara Malaysia 

 

90 

 

specialised knowledge in auditing and risk reporting to independently examine the 

significance of the risk report presented by the management or external auditors 

(McDaniel, Martin, & Maines, 2002). According to Ishak (2015) accounting and 

finance, academic backgrounds are very important for RMC's members because this 

qualification provides a lot of knowledge relating to risks that surround the business 

operations, accounting, finance and business strategies. The Listing Requirements 

(Paragraph 15.09) of Bursa Malaysia also mandate that at least one board member, 

namely of the audit committee, must be a member of the Malaysian Institute of 

Accountants. RMC members with finance and accounting background would be 

expected to perform their duties, especially in relation to risk awareness and risk 

identification. In RMC, it is suggested the majority of the members must have 

finance and accounting backgrounds since this type of qualification gives them the 

needed knowledge. 

Previous empirical researches have examined the different influences of financial 

expertise and financial literacy on the credibility of the financial reporting of risk 

disclosure in annual reports. McDaniel et al. (2002) find that including financial 

experts on committees such as the RMC was likely to transform the corporate 

governance structure and impact the financial reporting risk disclosure positively 

especially of financial institutions. 

Moreover, Ishak and Yusof (2013) find that members having a background of 

accounting and financial probably decrease the acceptance of the improved audit 

report among both the non-banking and financial firms 300 registered in Bursa 
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Malaysia from 2004 until 2009. Similarly, Ishak (2015) find that a RMC 's members 

with having a background of accounting and financial also decrease the acceptance 

of modified audit view for the non-banking and non-financial firms registered on 

Bursa Malaysia. Furthermore, Al‐Hadi et al. (2016) examine whether the risk 

committee attributes are associated with market risk disclosures. They used data 

from 677 firm-year based observations of financial firms from Gulf Cooperation 

Council countries over the 2007–2011 period, their resulted indicate that RMC 

qualifications have a significant positive impact on market risk disclosures. In 2019, 

Malik et al. (2019) show that RMC member with financial qualification and 

expertise are negatively associated with abnormal risk factor disclosure tone. This 

suggests that RMC members with financial qualification and expertise could help to  

improve the performance and earnings numbers of the firms. 

However, Kallamu (2015) investigates the effect of RMC characteristics on company 

performance using data from 37 listed finance companies in the primary  market of  

Bursa Malaysia for the period 2007-2011. The result from the research indicates that 

finance know-how of directors on RMC has a negative association with firm 

performance. Whereas, Abdullah and Ku Ismail (2015) examine the association 

between the prevalence of a RMC, its attributes and the degree of information on 

hedging operations disclosure by employing two distinct empirical models. The 

sample of 117 large firms registered in 2013 on the main board of Bursa Malaysia 

based on their entire assets was being used for the study. The study finds that the 

RMC expert has an insignificant impact on hedging activities information disclosure. 

In line with the above, the study proposed the following hypothesis: 
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H6: There is a significant positive influence between the RMC members’ 

academic and professional certificates and firm performance. 

H6a: There is a significant positive influence between the RMC members’ 

academic and Tobin's q. 

H6b: There is a significant positive influence between the RMC members’ 

academic and ROE. 

H6c: There is a significant positive influence between the RMC members’ 
academic and ROA. 

H6d: There is a significant positive influence between the RMC members’ 

academic and EPS. 

3.2.7 Risk Management Committee Member’s Overlap and Firm Performance 

The establishment of some board committees requires many outstanding members 

(Carcello & Neal, 2003). A director may have a membership of two or more board 

sub-committees; for instance, a RMC’s member may be a member of the audit 

committee. This overlapping membership is considered as an insight into the 

corporate governance mechanism (Zajac & Westphal, 1996).  

According to the agency view, abundant board members’ experiences from different 

sources increase the board's control on behalf of the shareholders (Mizruchi, 1992). 

Consistent with that, resource dependency perspective also believes that the board as 

an organisational resource should have a group of different experienced heads. In 

line with that, Alderfer (1986) reveal that multiple board membership experience 

from different committees affects board decisions.  
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Moreover, the members’ overlapping between different board’s committees is 

beneficial as the committees are entirely boarded and not directly linked to the 

management function (Carcello & Neal, 2000). According to Gilson (1990), the 

reduced performance of an organisation is produced by companies having few 

overlapping directorships. Similarly, having fewer overlapping memberships among 

board committees may lead to financial distress (Kaplan & Reishus, 1990). 

Also, Hines et al. (2015) investigate the linkage between RMCs and audit fees. By 

employing a sample of 458 United States listed banks from 2003–2011 and reveal 

that the RMC Overlap is associated with lower audit fees, which indicates a likely 

positive effect on firms’ performance. Likewise, Ishak (2015) using 300 companies 

listed on Bursa Malaysia from 2004 until 2009. The result shows that RMC members 

with overlapping status have a positive relationship with modified audit opinion, 

which shows a likely adverse effect on firms’ performance. Furthermore, Ishak 

(2016) access the association between RMC attributes and altered audit view in  the 

context of Malaysia between the non-banking and financial firms registered in Bursa 

Malaysia. Using a sample of 300 companies from 2004 until 2009, found that RMC 

overlapping has a significant effect on modified audit opinion, which in  turn af fect 

the firms’ performance. 

Conversely, RMC members with higher overlapping or more tasks in the other board 

committees may not have adequate time to focus entirely on risk issues, which is 

likely to affect the firm performance adversely. The study of Hines et al. (2015) 

utilize the sample of 3980 of the U.S, listed banks from 2003-2011. The finding 

https://en.wikipedia.org/wiki/United_States
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indicates that RMC is less associated with lower audit fee which invariably increases 

the financial performance of the firms. Closely related, Al-Absy et al. (2017) urged 

that overlapping directors could not mitigate earnings management and which may 

negatively affect the performance of the firm. In accordance with the above, the 

study hypothesizes that: 

H7: There is a significant positive influence between the RMC member’s overlap 

and firm performance. 

H7a: There is a significant positive influence between the RMC member’s overlap 

and Tobin's q. 

H7b: There is a significant positive influence between the RMC member’s overlap 

and ROE. 

H7c: There is a significant positive influence between the RMC member’s overlap 
and ROA. 

H7d: There is a significant positive influence between the RMC member’s overlap 

and EPS. 

3.2.8 Risk Management Committee Interlocking and Firm Performance 

Tao and Hutchinson (2013) indicated that where the director does not appear in both 

committees, the risk will be reduced through enhance communication between 

committees. This will significantly affect the performance and the positive 

association of the firms in Australia. The reason is assisted by their contact with 

knowledge regarding the firm’s risk level and the settings that encourage risk -

accepting in the compensation design. Accordingly, it has been asserted that directors 

that assume the responsibility of the board of more firms will empower them to have 
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more skillfulness, know-how, and develop more expertise in bringing out their 

oversight activities on managers’ activities (Kakanda et al., 2016a; Nadarajan, 

Chandren, Bahaudin, Mohammed Elias, & Mohd Nawi, 2015). This will assist in 

enhancing firm performance (Field, Lowry, & Mkrtchyan, 2013). 

However, Hoitash and Hoitash (2009) opined that concurrent presence in  the board 

subcommittee may thwart or reduce the effective performance in the oversight 

functions. This is because of the conflict that may be caused by various goals of the 

committees. Like, the salaries or wages commission may have interest in awarding 

the manager a compensation package commensurating with the performance of the 

firm and the RMC may possibly have an interest in the compensation in order to 

minimize contemplating taking the extreme risk (Hoitash & Hoitash, 2009). 

Furthermore, Laux and Laux (2007) assert that concurrent membership of the 

director on sub-committees’ board can affect the inaccurate functions of the directors 

since directors are directly included in taking a decision in many committees. Hence, 

they will be expected to consider various options before taking the decision not just 

the decision of their individual committee. Belonging to different committees can 

bring down information asymmetry problem. It will also shape the concern of 

members to bring better interaction and organisation of the conducts of the 

committees. This will enhance the RM performance and at the end improve 

performance (Tao & Hutchinson, 2013). In accordance with the above, the study 

hypothesizes that: 
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H8: There is a significant positive influence between the RMC member’s 

interlocking and firm performance. 

H8a: There is a significant positive influence between the RMC member’s 

interlocking and Tobin's q. 

H8b: There is a significant positive influence between the RMC member’s 

interlocking and ROE. 

H8c: There is a significant positive influence between the RMC member’s 
interlocking and ROA. 

H8d: There is a significant positive influence between the RMC member’s 

interlocking and EPS. 

3.2.9 Risk Management Committee Gender and Firm Performance 

Regarding the diversity of gender despite a steady upsurge accomplished in recent 

years, there still exist an inadequate presence of women on board of the firms (Green 

& Homroy, 2017). Agency theory argued that the board has an important role in 

resolving agency issues and to maintain a balance of interests between management 

and investors (Solimene, Coluccia, & Fontana, 2017). The RDT also supports the 

position that diversity of board committees (inclusion of female members) would 

enhance performance (Hillman et al., 2000). Moreover, Ahmadi, Nakaa, and Bouri 

(2017) assert that since the presence of females on the board improves its 

independence, there should be a positive linkage between the existence of women on 

the board and corporate disclosure. Similarly, both of the agency theory and the 

stakeholder theory forecast a positive linkage between the existence of women on 

board and corporate disclosure. The female director is an integral component of 

corporate governance attributes and is assumed among the internal mechanism in 
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decreasing the agency conflict either between corporate shareholders and managers 

or majority and minority shareholders (Lakhal, Aguir, Lakhal, & Malek, 2015). The 

existence of at least one female director as a member of the board is likely to  af fect 

the efficiency and usefulness of the board (Amran, Manaf, Bahrain, & Ishak, 2015). 

Moreover, Adams and Ferreira (2009) discovered that a female director is less 

possible to have attendance issues and also decrease the possibilities that their male 

counterparts have attendance issues. Besides, their outcomes indicate that female 

directors are more expected to be allocated to monitoring-related committees like 

RMC. Furthermore, Carter, D'Souza, Simkins, and Simpson (2010) investigate 500 

firms in the period 1998–2002 to confirm the association between a firm’s 

performance estimated by the ROA and Q Tobin and the diversity on the board, 

regarding women. Their results reveal a positive and significant relationship between 

the number of female directors and the ROA, while an insignificant association w as 

discovered with the Tobins Q. Gordini and Rancati (2017) studied female directors 

and financial performance listed firms from Italy. The authors’ document those 

female directors are more likely to improve the financial performance of the f irms. 

Hence, female participation is expected to provide a greater benefit in the board 

room. Khan et al. (2017a) urged that women directors enhance positively the 

performance of listed companies in Malaysia. Accordingly, Kyaw et al. (2017) 

conclude that gender diversity also proved to be more effective in improving. 

In Malaysia particularly, there are still scarce studies about the women on RMC, 

Abdullah et al. (2015) find that the RMC gender diversity is insignificant with 
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hedging activities and information disclosure. Furthermore, the study of  Jia (2019) 

reveals that the RMC gender serves as a moderator of the negative linkage between 

risk and possibility of financial distress. Basically, the prevalence of female members 

that have financial experience on RMCs reduces the likelihood of financial distress 

when compared to the same number of males. This finding emphasizes the need to  

have a RMC with diversity in gender composition. This will lead to improvement in  

the firm’s performance. Based on insights from the literature and with support f rom 

the resource dependence theory, this study hypothesizes that: 

H9: There is a significant positive influence between the RMC with high f emale 

members and firm performance. 

H9a: There is a significant positive influence between the RMC with high f emale 
members and Tobin's q. 

H9b: There is a significant positive influence between the RMC with high f emale 

members and ROE. 

H9c: There is a significant positive influence between the RMC with high f emale 

members and ROA. 

H9d: There is a significant positive influence between the RMC with high f emale 
members and EPS. 

3.3 Research Framework 

Relying on a critical review of previous studies and the relevant theories such as 

agency and RDT which underpins the current study, a research framework was 

developed. The theoretical framework for the determinants of the RMC 

characteristics on the firm performance is presented in Figure 3.1. In line with the 
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objective of this research, Figure 3.1 displays the diagrammatical connections 

between the endogenous and exogenous variables. Theoretically, the model has been 

proposed in line with the agency theory and resource dependency theory.  

According to the agency theory, the RMC as a board sub-committee is expected to  

resolve the agency conflict between the managers and shareholders and improve the 

performance of the firm (Jensen & Meckling, 1976). Therefore, explanatory 

variables such as RMC size, expertise, gender and meeting are expected to assist the 

board members in improving the performance of the board (Vafeas, 2005). 

RDT is another theory that supports the role of RMC attributes in providing efficient 

resources to effectively enhance the performance of the firms and to reduce the likely 

agency problems (Hillman, Cannella, & Paetzold, 2000). The study utilizes the 

agency and RDT as the theories that underpin the relationship between RMC 

characteristics and firm performance. Thus, the research framework is consistent 

with the research objectives and is presented in Figure 3.1. 
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Figure 3.1  
Theoretical Framework: Determinant of RMC characteristics on firm performance 
Source: Developed by Author 2020 
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3.4 Chapter Summary 

In this chapter, the research variables are redefined, and research hypotheses are 

drafted therefrom. The chapter also presents the developed research framework. 
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CHAPTER FOUR 

RESEARCH METHODOLOGY 

4.1 Introduction 

The preceding chapter provides in detail explains related theories to the study. This 

chapter provides the philosophy adopted in the study which consists of a research 

paradigm, research design and operational definition, measurement of study 

variables. The chapter concludes with the sample selection procedure adopted and 

summarizes the chapter. 

4.2 Research Philosophy  

4.2.1 Research Paradigm 

Research paradigm can be seen as the researcher’s fundamental philosophical and 

theoretical assumptions about the nature of the society and the social world, together 

with his personal beliefs, values, and knowledge that influence the selection of a 

methodological approach to a particular study (Burrell & Morgan, 1979; Hopper & 

Powell, 1985). Early researchers have established the use of two extreme research 

paradigms (positivism and interpretivism).  

Positivism is a philosophical paradigm that backs the application of the natural 

science procedure to study social actuality and beyond (Bryman & Bell, 2003). 

Positivists believe that the researcher is independent of being researched, the actual 

reality cannot be affected by the study of social reality and the aim of the research is 
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the discovery of theory from the empirical facts (Creswell, 1994). Interpretivism, on 

the other hand, was built on the philosophy of idealism. Unlike the former 

interpretive belief that social reality cannot be studied through the application of 

principles developed for natural science phenomenon (Collis & Hussey, 2013). They 

described interpretive research as any research which does not involve the use of the 

statistical technique of quantitative data analysis in arriving at the findings of the 

study. 

This study agreed to the idea of positivism paradigm for the following reasons. First,  

the objective of the current study is to determine the impacts of the board attributes 

and RMC on the firm’s performance. Additionally, this study assumes that the 

influences, factors and the relationship have existed and are real.  Secondly, 

theoretical conjunctures were developed and tested through empirical observation 

with the aid of statistical techniques of data analysis. Specifically, fourteen research 

hypotheses are formulated which focused on theory testing and verification through 

the deductive approach. Based on this, the study subscribed to the ontological, 

epistemological, and methodological assumptions of positivism paradigm. 

4.2.2 Research Design 

The research design is an outline of steps to be taken in obtaining, measuring and 

analysing data for the study according to the research questions (Sekaran & Bougie, 

2013). The design utilized in collecting data from a population sample and analyzing 

such data with statistical techniques is called the quantitative design. It is used to 

investigate whether a significant linkage exists between pairs or multiple variables 
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and the result may be generalized from the sample to the population (Collis & 

Hussey, 2013). 

The quantitative research method was utilized in this research to investigate the 

effect of board characteristics and RMC on firm performance. Quantitative 

techniques are considered for investigating the association between variables b ased 

data collected from sample from a population and inferences are drawn accordingly . 

In the type of research conducted in this thesis, the quantitative approach appears to  

be the most suitable and has also been widely utilized in numerous corporate 

governance research (Barth, Landsman, & Lang, 2008; Dechow, Hutton, Kim, & 

Sloan, 2012; Mısırlıoğlu, Tucker, & Yükseltürk, 2013). In this study, secondary data 

was extracted from annual reports of companies, the website of Bursa Malaysia and 

DataStream Thomson Reuters.  

4.3 Measurement of the Variables 

Variables measurement refers to the process of the operationalization of the research 

variables (Zikmund et al., 2013). In this study, the research variables were 

operationalized through the processes used in prior studies. 

4.3.1 Dependent Variable 

Profitability has been identified as one of the major determinants of corporate 

disclosure (Bokpin, 2013; Al-Akra, Eddie, & Ali, 2010; Wang & Hussainey, 2013). 

However, studies on the association between firms’ profitability and board 

characteristics produce inconsistent results. Samaha, Dahawy, Hussainey, and 
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Stapleton (2012) and Darmadi and Sodikin (2013) have reached at a positive 

association between profitability and corporate disclosure practice. Whereas, Samaha 

et al. (2012) and Darmadi and Sodikin (2013) have arrived at a negative association 

between profitability and corporate disclosure practice. Another stream of studies has 

reported an absence of an association between the profitability and board 

characteristics (Giannarakis, 2014; Sharma, 2014). While, for the association 

between the RMC and firm performance is limited (Chou & Buchdadi, 2017; 

Kallamu, 2015). Whereas Kallamu (2015) finds a positive link between RMC 

variables and firm performance indices, on another hand, Chou and Buchdadi (2017) 

find a negative association between RMC variables and firm performance. 

Corporate performance is critical to survival and organisational growth (Kakanda, 

Bello, & Abba, 2016; Kallamu, 2015; Garba & Mohamad, 2018). Firm performance 

is a concept that explains the success of a firm or a reflection of the fulfilment of the 

organization’s objectives (Saeidi, Sofian, & Rasid, 2014). Performance is termed as 

the firm physical and intellectual resources’ value-added efficiency (Abidin et al., 

2009). Unless the business is hit with unexpected events generally good profitability  

leads to even better performance. This is because having steadier and smoother 

earnings, cash flow performance increases the more growth options, f irm leverage, 

and profitability (Pagach & Warr, 2010). 

Moreover, corporate performance has an advantage in relation to the way the 

availability of firm’s financial resources are judiciously utilised to accomplish its  

general business objectives; it sustains the business of the firm and creates the 
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additional prospect for future opportunities (Yasser et al., 2015). There is need f or 

companies to sustain good performance to influence investors to maintain goodwill 

with other stakeholders. It should be noted that high performing organizations are 

also prone to risk and awareness to mitigate these risks is necessary (Halim et al., 

2017).  

Furthermore, performance measurement is a vital management tool needed to ensure 

continued improvement. Practitioners and researchers in different fields measure 

performance with diverse tools (Saeidi et al., 2014). Financial performance is about 

using assets of the company to promote business and increase more revenue. It is 

also referred to as a process to measure the overall firm's financial health for a 

particular period. It is also applying to compare firms within the industry or to 

compare sectors or industries accumulatively (Hutchinson, Seamer, & Chapple, 

2015). 

Prior empirical studies have shown that accounting-based or market-based measures 

are used quantify firm performance. The debate is more on what measurement is 

more reliable. Therefore, firm performance usually is measured by either market or 

non-market-oriented measurements. These measurements can be long-term or short-

term which include the respective yield on the assets (ROA), return on equity (ROE), 

Tobin’ Q and EPS. 

This study will use the return on asset (ROA) Yilmaz and Buyuklu (2016); Moradi et 

al. (2017); and Hussain and Hadi (2017), return on equity (ROE) Azeez (2015; 

Alzharani and Che-Ahmad (2015); Moradi et al. (2017); and Shahid, Siddiqui, 
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Qureshi, and Ahmad (2018) and Tobin’s Q Alzharani and Che-Ahmad (2015); Haji 

and Mubaraq (2015); Al-Ghamdi and Rhodes (2015) and Farhan et al. (2017) and 

access the firm performance. 

4.3.1.1  Return on Assets as Measurement of Firm Performance 

Return on assets (ROA) is a measure of an organization’s operating performance. It 

is an indication of the firm’s earnings in proportion to the firm invested capital assets 

(Epps & Cereola, 2008). Usually, it is determined by using income before interest 

and tax divided by total assets for a particular period. Another way is by using the 

income after interest and tax in relation to total assets of the same period (Fooladi & 

Nikzad Chaleshtori, 2011).  

Empirically, researchers such as Ahmed and Hamdan (2015); Al-Ghamdi and 

Rhodes (2015); Farhan et al. (2017); Ibrahim and Samad (2011); Moradi et al. 

(2017); Nath et al. (2015); Yilmaz and Buyuklu (2016) have utilized ROA as an 

indicator firm performance.  

Return on Asset (ROA): is determined as net income as a proportion of total assets 

(Anderson & Reeb,2003; Maury,2006; & Kakanda et al.; 2017a).  

4.3.1.2  Return on Equity as Measurement of Firm Performance 

Return on equity (ROE) captures the organization’s earnings  in relation to the 

shareholder's equity (Epps & Cereola, 2008). It is determined by the proportion of  

income before interest and tax in relation to equity book value. It is also alternatively 
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measured as the income after interest and tax in relation to equity book value. 

Furthermore, ROE as proxy of performance was used by Alzharani and Che-Ahmad 

(2015); Azeez (2015); Johl et al. (2015); Moradi et al. (2017); Nath et al. (2015); 

Shahid et al. (2018); Yusoff and Alhaji (2012).  

Return on Equity (ROE): Is determined by net income divided by the shareholders’ 

equity Anderson and Reeb (2003) and Muniandy and Hillier (2015). 

4.3.1.3  Tobin’s Q as Measurement of Firm Performance 

The Tobin's Q ratio was initiated by James Tobin. The basic assumption underlying 

the measure is that the summation of the entire firms’ market value in the stock 

exchange would be at par with the firms’ costs of replacement (Hutchinson et al., 

2015). The ratio is measured as firm’s market value as a proportion of assets 

replacement value. Empirically, many scholars such as Al-Ghamdi and Rhodes 

(2015); Alzharani and Che-Ahmad (2015); Haji and Mubaraq (2015); Ibrahim and 

Samad (2011); Rodriguez-Fernandez, Fernandez-Alonso, and Rodriguez-Rodriguez 

(2014) utilized Tobin’s q to determine performance.  

Tobin’s Q: In this research, Tobin’s Q was utilized and considered  more suitable 

because of its emphasis on likely future earnings and performance in the longer term 

rather than focusing on the past. Tobin’s Q was determined by equity’s market value 

plus book value of liabilities as a proportion of assets’ book value. This is consistent 

with Rodriguez-Fernandez et al. (2014); Alzharani and Che-Ahmad (2015); Al-

Ghamdi and Rhodes (2015) and Farhan et al. (2017). 
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4.3.1.4  Earnings per share as a Measure of Performance 

Since the profitability constitutes an organization’s main channel of generating fund, 

firms that are making losses are not likely to post good performance because of lack 

of liquidity and they face risk of bankruptcy. The ‘earnings per share (EPS)’ measure 

is widely utilized as a proxy for its profitability. Prior scholars such as (Halim et al. ,  

2017; Osazuwaa, Che-Ahmad and Adam (2016) suggested the need for future studies 

to calculate performance by utilizing EPS. Hence, an organization’s profitability  has 

a positive correlation with its performance. EPS is the common ratio value market 

price. It is determined by the net income available to shareholders as a proportion of 

the number of outstanding shares issued (Chandren, Ahmad, & Ali, 2015). 

4.3.2 Independence Variables 

This thesis considers RMC as an explanatory variable. The study investigated the 

following independent variables: “risk management committee separation, risk 

management committee size, risk management committee diligence, risk 

management committee independence, risk management committee training, risk 

management committee qualification, risk management committee overlap, risk 

management committee interlock, and risk management committee gender”. In 

addition, the MCCG (2017) requires all the listed in Malaysia to initiate separate 

RMCs which will help boards in executing their risk management responsibilities. 

Thus, it is necessary to conduct research on how RMCs’ characteristics affect 

performance among listed non- financial organizations in the Malaysian context. 
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Under RMC variables, were divided into separation, size, diligence, independence, 

training, qualification, overlapping, interlocking, experience and gender. 

Separate Risk Management Committee (SEPRMC): For this research, the 

presence of a separate RMC is to consider, if the company has an individual 

committee with the title of 'RMC' without having a blend with any other committees, 

comprising the audit committee. If the responsibility of RM is undertaken in addition 

to membership of other committees' tasks, the assumption is 'no existence of separate 

RMC (Combined RMC)'. For this current study, if the firm has a separate RMC, it is 

given code ' 1 ' and if a firm does not have a separate RMC, the value of '0' is given a 

code. It is in line with (see Edogbanya & Kamardin, 2015; Elamer & Benyazid, 

2018; Hassan et al., 2012; Jia et al., 2019; Yatim, 2010). 

Risk Management Committee Size (RMCSZ): It is all the number of RMC 

members being on the committee for a financial year. This assessment for the RMC 

had been practised by (see Abdullah & Ku Ismail, 2015; Al Matari & Mgammal, 

2020; Elamer & Benyazid, 2018; Erin et al., 2020; Jia et al., 2019; Fajembola et al. ,  

2018b; Larasati et al., 2019; Ng et al., 2012). 

Risk Management Committee Diligence (RMCDLG): RMC diligence measures 

how many RMC meetings are organised in the particular financial year. This can be 

accessed directly from the organization’s annual report is a section on RMC 

meetings. This measurement for the RMC has been used by (see Abdullah & Ku 

Ismail, 2015; Amoozegar et al., 2017; Elamer & Benyazid, 2018; Erin et al. ,  2020; 

Fajembola et al., 2018a; Jia et al., 2019).  
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Risk Management Committee Independence (RMCINDP): RMC independence is 

measured by how many self-regulating non-executive members are in the RMC. This 

information can be obtained in the directors' profile section. Further information can 

also be obtained on the structure of the RMC from the annual report. This measure is 

determined by the number members who are self -regulating and non-executive as a 

proportion of the entire RMC members (see Abdullah & Ku Ismail, 2015; Elamer & 

Benyazid, 2018; Al Matari, & Mgammal, 2020; Erin et al., 2020; Ishak & Yusof, 

2013; Fajembola et al., 2018b; Jia et al., 2019; Ng et al., 2012).  

Risk Management Committee Training (RMCTRN): RMC training can be 

determined by counting how many risk-related preparations have been joined by 

members of RMC during the financial year. Normally, the regulators, authorities and 

professionals like Security Commission, Bursa Malaysia and Malaysian Institute of 

Accountants organise the training for the RMC members. The present study has 

attained this purpose, preparatory training attained by the RMC members was 

considered. This is consistent with (see Abdullah et al., 2015). 

Risk Management Committee Qualification (RMCQ): For the purpose of this 

study, the regular accounting, finance background or experience of RMC members 

will be check and considered. This measure is determined by number of RMC 

members who possess the above qualification as a proportion of all RMC members.  

This is consistent with (see Abdullah & Ku Ismail, 2015a; Yatim, 2009). 

Risk Management Committee Overlap (RMCOVLP): RMC overlap was said to 

have occurred when RMC members have two or more functions on diverse board 
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committees. An individual member of the RMC may serve in the audit committee or 

another committee concurrently. However, not all members can do so. For estimation 

purposes, the structure of RMC was compared with all other the board committees to  

determine members of RMC who also participate in other committee functions 

simultaneously. After that, the total number of RMC members with two or additional 

functions will be calculated as a proportion of the entire RMC members. This 

estimation has been employed by (Carcello & Neal, 2000; Ishak, 2016). 

Risk Management Committee Interlocking (RMCINTLK): RMC interlocking 

occurs in a situation where a member of the RMC also participates in the RMC or 

any other committee in different organizations. For this study, the names of the RMC 

members were identified and made a cross-reference to BM's database to identify the 

RMC members who are also members of the RMCs or board committees of other 

companies. Finally, the number is to be calculated by all the numbers of RMC 

members with more than one board member at different companies as a proportion of 

the entire RMC members. The measure has been utilized by (Kallamu, 2015). 

Risk Management Committee Gender (RMCGDR): In this study, the gender will 

be measure by operationalizing a dummy variable in dummy nature to dif ferentiate 

the presence of women director/s (one and above) from committees that do not have 

any. RMCs that incorporates women directors were scored ‘one’ those who do not 

are rated ‘zero’. This is in line with (see Abdullah & Ku Ismail, 2015b; Fajembola et 

al., 2018a; Jia, 2019). 
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4.3.3 Control Variables  

In order to capture the impact of RMC on organizational performance holistically, 

this research included some variables as control. These variables have been in 

previous studies as determinants of performance. Prior scholar such as Amran 

(2016), Ishak and Mohamad Nor (2017), Dalton, Daily, Ellstrand, & Johnson (1998) 

and Abdul Latif, Kamardin, Mohd and Che Adam (2013) found that board 

characteristics such as board size, board independence, board meeting and ownership 

concentration have a significant influence on organizational performance. Apart from 

board characteristics and ownership structure, this research incorporated  the firm 

size, leverage and firm age to act as controls for firm’s performance.  

Board Size: This is considered as the board’s magnitude. How big a board is could 

be critical for its activities and may affect the performance of the firms. In this 

research, board size was determined as overall count of the entire directors (Amaran, 

2016; Abdul Latif et al., 2013). 

Board Independence: Board independence refers how many non-executive 

directors serve in a board compared to all members (Kakanda et al., 2016a). The 

existence of independent directors varies from one company to another. Hence, 

independence directors contributed significantly to enhancing organizational 

performance (Fuzi et al., 2016).  

Board Meeting: Committee meetings are fora where issues are presented, evaluated 

and debated. The outcomes from such deliberations serve as guide to  management 
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(Fajembola et al., 2018a). Through meetings, committees can confer, exchange 

ideas, set and review strategies. Thus, the board meeting is believed to impact 

performance in a positive direction. The frequency of meeting is will potentially 

improve communication and improve the internal control which will invariably 

impact on the performance.  

Board Gender: Previous studies such as Green and Homroy (2017) and Azmi and 

Barrett (2013) provide a supporting evidence that incorporating females into the 

board have positive impact on performance. Appointment of female directors into the 

board can help the company to derive competitive advantages in decision making 

and hence improved performance (Bernile et al., 2017). This thesis determined board 

gender by simply counting directors who are females contributed towards the 

development of board. 

Ownership Concentration: Prior studies such as Benamraoui, Jory, Mazouz, Shah 

and Gough (2019) and Hamadi and Heinen (2015) established that ownership 

structure influence organizational performance significantly. Specifically, investors 

who possess block ownership utilized their voting power to influence decisions that 

would enhance performance (Vu, Phan, & Le, 2017). Consistent with the prior 

scholars, this research determined concentration of ownership by proportion of 

shareholder with 5% and above following previous studies (Al-Rassas & Kamardin, 

2016; Al-Jaifi, 2017).  

Firm Size (FSZ): It is widely acknowledged that larger corporations perform better 

than their smaller counterparts. This could be because of their ability to diversify 
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risk. Additionally, they are more efficient than smaller entities because they have 

numerous staff with the diverse skills, enjoys economies of scale and larger market 

share (Helmich, 1977). Therefore, this research measures firm size (FSIZE) as the 

natural log of the entire assets. This was also done by Garba and Mohamed (2017). 

Leverage (LEV): Leverage is the employment of funds taken as borrowings to 

improve the firm performance. This possibly can increase management pressure in  

terms of enhancing firm performance as it lowers moral risk (Harris & Raviv, 1991; 

Jensen, 1986; Myers, 1984). In this research, leverage (LEV) is estimated as entire 

debt to total assets, this in line with Farhan et al. (2017).  

Firm Age (FAGE): How long an organization has existed as important in assessing 

its likelihood of liquidation (Evans, 1987). In this study, therefore, in this study  f irm 

age (FAGE) was determined by the number of years the organization was 

established, this in line with Ahmed and Hamdan (2015).  

Table 4.1 indicates the summary of selected variables, their acronym, measures, 

expectation and data source. 

Table 4.1  
Descriptive of Variable Measurement 

Acronym Description Formula 
Theory 

Used 

Expected 

Sing 
Data Source 

Firm 
Performance 

 
 

 
  

ROA Return on Asset 
Net income divided by 
book value of total 

assets.  

 
 Thomson 

DataStream  

ROE 
Return on 
Equity 

Net income divided by 
shareholders’ equity. 

 
 Thomson 

DataStream  
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TOBSQ Tobin's Q 

The market value of 
equity plus book value 
of liabilities divided by 

book value of assets. 

 

 Thomson 
DataStream 

EPS 
Earnings per 
share 

Net income available to 

shareholders divided by 
the number of 
outstanding shares 

issued. 

 

 
Thomson 
DataStream 

RMC Characteristics 
 

 
  

SEPRMC Separate RMC 

Coded as ' 1 ' if the 

company has a separate 
RMC else is coded '0' 

during the financial year. 

Agency 
& RDT 

 + Annual Report 

RMCS RMC Size 

A total number of RMC 

members sitting on the 
committee during the 
financial year. 

Agency 
& RDT 

 + Annual Report 

RMCD RMC Diligence 
A number of RMC 
meetings held during the 
financial year. 

Agency 
& RDT 

 + Annual Report 

RMCIND 
RMC 

Independence 

Percentage of 
independent non-

executive members on 
the RMC during the 
financial year. 

Agency 

& RDT 
 + Annual Report 

RMCT RMC Training 

A number of risk-related 
training been attended 

by members of RMC 
during the financial year. 

RDT  + Annual Report 

RMCQ 
RMC 
Qualification 

Percentage of RMC 
members with the degree 
and above qualification 

in the RMC 

RDT  + Annual Report 

RMCO RMC Overlap 

Percentage of RMC 

members with two or 
more functions in the 
RMC 

RDT  + Annual Report 

RMCINT 
RMC 
Interlocking  

Total number of RMC 
members with more than 
one board membership 

at different companies 
divided by the total 

number of RMC 
members 

RDT  + Annual Report 

RMCG RMC Gender 

1 awarded if the RMC 
has female directors as 
members of the RMC, 

and 0 otherwise. 

Agency 
& RDT 

 + Annual Report 

Control 

Variables  
 

 

 

  

BOS Board size 
Number of members on 
the board. 

 + 
Annual 
 report 
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BOI 
Board 
Independence 

The number of non-
executive director to 
total board member. 

 + 
Annual  
report 

BOM Board Meeting 
The number of meetings 
held during the year. 

 + Annual Report 

BOG Board Gender 
The number of female 
directors on the board. 

 + 
Annual 
 report 

OWC 
ownership 

concentration  

Shareholding of 5% and 

above. 
 + Annual Report 

FIS Firm Size 
Natural Log of the total 
assets. 

  + 
Thomson 
DataStream 

LEV Leverage  Total debt to total assets.   - 
Thomson 
DataStream 

FIA Firm Age 
The number of years 
since the establishment 
of the company. 

  + 
Thomson 
DataStream 

Source: Developed by Author 2020 

Table 4.2 

Summary of Formula of Dependent Variables Measurement 
Acronym Description Formula 

ROA Return on Asset Net income/Total assets  

  Net Income= Total Revenue - All Expenses, interests 
and Tax 

  Total Asset= Non-Current Assets + Current Assets 

ROE Return on Equity Net income/Shareholders’ equity  

  Net Income= Total Revenue - All Expenses, interests 
and Tax 

  Shareholders’ equity = Total Assets -Total Liabilities 

TOBSQ Tobin's Q 
(market value of equity + book value of liabilities)/ 
book value of assets 

  Market value of equity = Current stock price X number 

of shares issued 

  Book value of liabilities = Total Assets - Equity; 

aggregate debt + Financial Obligations 

  Book value of assets = Non-Current Assets + Current 
Assets 

EPS Earnings per share 
Net income after tax/number of outstanding shares 
issued 

  Net Income = Total Revenue - All Expenses, interests 
and Tax 

    
number of outstanding shares = Share issued -treasury 
shares (if any)- restricted share (if any) 
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4.4 Sample Selection Procedure 

The population of this study comprised all firms registered with the main Market of  

Bursa Malaysia. Bursa Malaysia comprises three security markets namely “Main”, 

“Access, Certainty, Efficiency (ACE)”, and “Leading Entrepreneur Accelerator 

Platform (LEAP)” markets. The main market is the security market where mostly big 

and some medium firms are registered upon meeting admission criteria. The ACE 

market is designed to enable high growing small and medium-sized enterprises to 

meet their financing needs. They are registered on the market after meeting the lax 

market admission criteria than that of the main market. As of December 2016, there 

are 796, 105 and 3 firms listed on the Main, ACE and LEAP markets making 902 

firms as the population of the study.  

Target population refers to the members of the general population that meets the 

crucial characteristics needed to form a data source (Zikmund et al., 2013). The 

target population of the study consists of firms that are listed on the Bursa Malaysia 

Main market from 01/01/2016 to 31/12/2018. This is to enable the researcher to 

access consistent and relevant annual reports pertaining to the period under study. 

The firms that operate in the banks and another financial service, a closed-end fund, 

real estate investment trust (REIT) and special purpose acquisition companies 

(SPAC) sectors were eliminated from the population of the study. The exclusion of  

the firms from financial sector is in line with fact that firms from financial sector 

have different composition of working capital and leverage. This is in  line with the 

many studies that focused on firm governance such as Benmelech and Frydman 
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(2015), O’Connel and Crammer (2010) and Agyei-Boapeah, Ntim and Fosu (2019).  

In addition, all financial firms are mandated by the Bank Negara in 2003 to create 

separate RMC, hence variability with respect to the separate RMC in the financial 

sector is absent.  

Table 4.3  
Sample selection procedure, industry and year distribution 
Details No. Obs. Industries  Firms 

Firms listed on Bursa Malaysia Main Market 796 796 INDUSTRIAL PRODUCTS AND SERVICES 218 

   CONSTRUCTION  49 

   CONSUMER PRODUCTS AND SERVICES  190 
   

ENERGY  34 
   

HEALTH CARE  14 
   

PLANTATION  44 

Less: Financial service firms 33 
 

PROPERTY  102 

Closed-ended 1  TECHNOLOGY  41 

SPAC 3 37 TELECOMMUNICATIONS AND MEDIA  20 
   

TRANSPORTATION AND LOGISTICS  34 

   UTILITIES  13 

Firms included in the final sample    
 

 

 759 Firms included in the final sample    
 

 

759 

4.5 Sources and Method of the Data Collection 

The data is obtained from the annual reports and accounts of the listed non-financial 

firms which form the sample of the study. The other source of the data for this study 

is the Thomson Reuters DataStream. Data pertaining the firm’s performance proxies 

which included the ROA, ROE, Tobin Q and EPS are all obtained from the 

DataStream. Also, data related to the firm leverage, firm size and firm age are 

obtained from the Thomson Reuters DataStream. Data about other variables (SRMC, 

RMCS, RMCD, RMCIND, RMCT, RMCINT, RMCO, RMCG, RMCQ, BOS, BOI, 
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BOM, BOG and OWC) are extracted manually from the annual reports of the 

respective companies. Similarly, additional information is also sourced from the 

websites of the sample firms if the need be. For example, Appendix A is an excerpt 

of the corporate information of the Advance Synergy Berhad from which the 

information about the RMC is highlighted. It could be seen that SRMC, RMCS and 

RMCIND could be extracted. Similarly, the Appendix B is another excerpt from the 

annual report of the company from which the variable about the RMC training could 

be extracted. 

4.6 Research Models 

To evaluate the strength of the effect of board structure and RMC on the firm 

performance, the study adopts Tobin’s Q, ROE, ROA and EPS as the proxies for 

firm performance. Since other factors apart from the explanatory and identified 

control variables are likely to affect the firm performance, the coefficient of 

determination (r2) is to be computed to explain the changes in the dependent variable 

attributable to the independent variables. All other things that affect the firm 

performance are factored into the relationship by adding an error term, ϵ. The 

functional relationships among these variables are therefore defined as: 

Firm performance (FP)it = f (SRMC, RMCS, RMCD, RMCIND, RMCT, RMCQ, 

RMCO, RMCINT, RMCG, BOS, BOI, BOM, BOG, OWC, FIA, LEV, FIS) it + ϵit. 
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From this general form of the regression equation four models, these are designed to 

test hypotheses is developed using each of the firm performance proxies. The models 

are presented as follows: 

Tobin’s Qit = α0 + α1SRMCit + α2RMCSit + α3RMCDit + α4RMCINDit + α5RMCTit + 

α6RMCQit + α7RMCOit + α8RMCINTit + α9RMCGit + α10BOSit + α11BOIit+ α12BOMit 

+ α13BOGit + α14OWCit+ α15FIAit + α16FISit+ α17LEVit + ϵit    Model 1. 

ROEit = α0 + α1SRMCit + α2RMCSit + α3RMCDit + α4RMCINDit + α5RMCTit + 

α6RMCQit + α7RMCOit + α8RMCINTit + α9RMCGit + α10BOSit + α11BOIit+ α12BOMit 

+ α13BOGit + α14OWCit + α15FIAit+ α16LEVit + α17FISit + ϵit    Model 2. 

ROAit = α0 + α1SRMCit + α2RMCSit + α3RMCDit + α4RMCINDit + α5RMCTit + 

α6RMCQit + α7RMCOit + α8RMCINTit + α9RMCGit + α10BOSit + α11BOIit+ α12BOMit 

+ α13BOGit + α14OWCit + α15FIAit+ α16LEVit + α17FISit + ϵit   Model 3. 

EPSit = α0 + α1SRMCit + α2RMCSit + α3RMCDit + α4RMCINDit + α5RMCTit + 

α6RMCQit + α7RMCOit + α8RMCINTit + α9RMCGit + α10BOSit + α11BOIit+ α12BOMit 

+ α13BOGit + α14OWCit + α15FIAit+ α16LEVit + α17FISit + ϵit   Model 4. 

Where: 

α0 represents the fixed intercept element. 

α1- α17 represents the ratio of change in ROA, ROE, Q and EPS to a unit change in 

each explanatory variable. 

i represents the number of companies of the panel data. 

t represents the time periods of the panel data. 
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ϵit is the error term that is factored to satisfy the linear regression model assumption. 

4.7 Techniques of Data Analysis 

Considering the nature of this research, this study obtained its data from the annual 

reports and accounts of the sample companies. The data collected were analyzed 

using descriptive statistics, Pearson correlation coefficient and panel-data regression 

technique.  

4.7.1 Descriptive Statistics 

Descriptive statistics were used in this research to calculate the summary statistics 

that define the central tendency, along with how the data spread out around the value 

or the variability, the minimum value of the observation, the standard deviation and 

the maximum value of the observation. This instrument is familiar in describing the 

dependent and independent variables.  

4.7.2 Pearson Correlation Coefficient 

Correlation analysis was used to determine the level of relationship between the risk 

management committee and performance of listed non-financial firms in  Malaysia. 

The result of the correlation matrix was used in developing the assumptions f or the 

regression because the result might reveal the nature of the relationship, as there is no 

relationship if the value of the result is 0. On the other hand, a correlation of ±1.0 

means there is a perfect positive or negative relationship.  
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4.7.3 Multiple Regression Technique 

This study used panel data regression to analyses the effect of risk management 

committee attributes on the performance of  listed non-financial firms in Malaysia. 

The primary benefit of panel data methods was their coping abilities to accommodate 

multiple variables in an attempt to understand complex relationships that go beyond 

univariate and bivariate methods (Hair, Black, Babin, & Anderson, 2014). Thus, 

panel data multiple regressions could be used to achieve the study objectives as 

earlier mentioned in Chapter One.  

For the purpose of analysis, this study uses statistical software package Stata. This is 

because Stata is the most suitable software used software in panel data study as it 

makes panel data to be more efficient, lesser collinearity, and it provides higher 

degree of freedom. Stata is also better for detecting heteroskedasticity, serial 

correlation, and model selection than any other software such as Eviews and SPSS. 

4.6.3.1 Multivariate Regression Diagnostic Test  

One of the ultimate points in the multivariate analysis is checking the assumption of 

linear regression model, the assumption includes; checking for outliers, normality 

test, linearity, heteroskedasticity, autocorrelation, cross-sectional dependency and 

multicollinearity. Hair et al. (2014), suggested that testing the assumption helps in 

determining whether the regression model meets the assumption of the linear 

regression model. In this study, a normality test was conducted by using the P-plot 

graph, heteroskedasticity test was conducted using Breusch and Pagan (1980). Also, 
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the test of Variance Inflation Factor (VIF) was conducted to check multicollinearity . 

Further, model specification test developed by Pregibon (1980) was conducted.  

Besides, the study tested for autocorrelation using Wooldridge test and finally check 

for cross-sectional dependence using Pesaran’s test.  

4.6.3.2 Normality Test 

Testing for normality is a fundamental phase in multivariate analysis. Normality is 

the process of determining the distribution pattern of the residual. In this case, 

observations above thirty are considered to be large sample (Pallant, 2007). In 

addition, observations above one hundred (100) are regarded as a large sample 

(Gujarati, 2003). However, when assumption of normality of a data especially that of 

a large sample is dishonored, it does not result to any significant problem in the 

analysis (Tabachnik & Fidell, 2007), for the reason that normality problem does not 

normally distort the result of multivariate regression alongside its generalization 

(green, 2003).  

Although attaining the assumption of normality is not a requirement to estimate the 

regression coefficient as it is possible to draw a valid conclusion even if the 

assumption of the normality is violated, the violation is possible if the study sample 

consists of hundreds of observations (Gujarati, 2004). However, Ghasemi and 

Zahediasl (2012) urge that normality should be check when making a statistical 

procedure since the validity of the inference depends on it. The result could be 

regarded as better if the residual of the variable is found to be normally distributed 



Universlti Utara Malaysia 

 

125 

 

(Hair et al., 2014). There are various methods to determine the normality of the data. 

Hair, Black, Babin and Anderson (2010) explain that normality can be ascertained 

employing statistical (mathematical) or graphical approach. Specifically , normality  

can be check using P-plot, histogram or the use of skewness and kurtosis of the 

studied variables among others. 

4.8 Chapter Summary 

The chapter explains the research philosophy which covers the research paradigm 

and design. The chapter also discusses the measurement of research variables. 

Moreover, the study samples and sampling selection procedure has been explained.  

The chapter presents developed research models and explains technique of data 

analysis adopted. 
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CHAPTER FIVE 

DATA ANALYSIS AND DISCUSSION OF FINDINGS 

5.1 Introduction 

This chapter presented the results of the data analysis and interpretations of the risk 

management committee objective. The chapter started with the presentation of the 

sample size and other related descriptive statistics. Furthermore, the chapter presents 

the results of the Pearson correlation matrix as well as multiple regression diagnosis 

testes. The chapter also explained the result of the estimation models related to study 

variables. Testing of research hypotheses and summary of the resear ch f indings on 

the relationship between the dependent and independents variables were also 

presented in this chapter. Finally, this chapter presents a discussion on the additional 

analysis.  

5.2 Descriptive Analyses 

This section presents and discusses the descriptive statistics of the research variables 

used for the first segment of the data analyses and interpretations. Descriptive 

statistics are used to condense and present data in a logical form to allow for a quick 

understanding of an event, behaviour or circumstances.  

5.2.1 Analysis of the Sample Used 

As initially reported in the previous chapter, the study population is maintained as 

the sample, which comprises of 759 nonfinancial companies operating in the 
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Malaysia Stock Exchange from the year 2016 to 2018, and whose data are available 

for the said period. However, due to the availability of data for the three years (2016 

to 2018) period, only 646 companies were utilised as the sample for this study, in 

which 613, 592 and 596 observations are obtained in 2016, 2017 and 2018 

respectively. Moreover, the data regarding the characteristics of risk management 

committee and firm performance were retrieved from the yearly accounts and reports 

of the 646 sampled companies spanning from 2016 to 2018. The analysis of the 

sample is shown in Table 5.1 as thus: 

Table 5.1 

Analysis of Sample Used 

Year of Financial Report Status of Firms No. of Firms Percentage 

2016 to 2018 Available 646 85% 

2016 to 2018 Not Available 113 15% 

Total   759 100% 

 However, the companies with the available data for the study period under review 

were 646 that served as the sample and represented 85% of the population of this 

study, which was considered adequate after considering previous similar studies in  

Malaysia. For example, in a study by Ng et al. (2012), their sample comprises of 329 

observations out of the total companies listed in Malaysia stock market, while Yatim 

(2009) in her study, considered only one year (2003) and 690 firms as the sample. As 

such, the samples utilized in this study is considered to be adequate on the same line, 

the sample maintained by this study arises because they are those companies whose 

annual reports are available for the period under review (2016 to 2018).  
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5.2.2 Distribution of Sample of the Study Based on the Sector 

Table 5.2 

Sample of Sectors 

S/N Sector Num Obs % of Obs 

01 INDUSTRIAL PRODUCTS AND SERVICES 187 536 29.76% 

02 CONSTRUCTION 39 104 5.77% 

03 CONSUMER PRODUCTS AND SERVICES 153 430 23.88% 

04 ENERGY 30 84 4.66% 

05 HEALTH CARE 12 35 1.94% 

06 PLANTATION 34 90 5% 

07 PROPERTY 93 265 14.71% 

08 TECHNOLOGY 37 100 5.55% 

09 TELECOMMUNICATIONS AND MEDIA 18 47 2.61% 

10 TRANSPORTATION AND LOGISTICS 31 77 4.28% 

11 UTILITIES 12 33 1.84% 

  Total 646 1801 100% 

Table 5.2 reports the distribution of the sample in this study is according to the 

sector. The research covers non-financial companies listed on the Malaysia Stock 

Exchange over three years ranging from 2016 to 2018. The sector with the highest 

frequency is industrial products and services sector with frequency of 187 firms and 

the highest number of observations of 536 that constitutes 29.76% of the sample. 

Meanwhile, the consumer products and services sector have a frequency of 153 firms 

and 430 observations that represent 23.88% of the sample. Other sectors include the 

property sector, which has 93 firms and records 265 observations that constitute 

14.71% of the sample. Table 5.2 shows that the construction sector has 39 firms and 

104 observations that constitute 5.77%, while the technology sector has 37 firms and 

100 observations that represent 5.55% of the total sample. Cases for other sectors 

representing 5%, 4.66%, 4.28%, 2.61%, 1.94% and 1.84% of the total sample for 

Plantation, Energy, Transportation and Logistics, Telecommunications and Media, 

Health Care and utilities sectors respectively. The number of observations across all 
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sectors is 1801. The number of observations reduces to 1801 due to  an unbalanced 

panel used in the study. 

5.2.3 Descriptive Statistics 

This subsection presents the descriptive statistics as well as the univariate test (t-test) 

results for the dataset as used for this study. Descriptive statistics usually describe 

samples of subjects in terms of variation or combination of variables (Tabachnick & 

Fidell, 2007). Besides, Ott and Longnecker (2010) stated that descriptive analysis 

assists researchers in understanding their data by separating large data into 

summaries and categories. This will then give measures enables the researcher to 

have a general picture of the sample and measurements. Hence, the results of 

descriptive statistics (mean, standard deviation, minimum, and maximum values) of 

the study variables are presented in Table 5.3 thus: 
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Table 5.3  
Descriptive Statistics of the Study Variables 

Variable Mean Std. Dev. Min Max 

TOBSQ 0.0202848 0.3405386 0.0003939 14.45615 

ROE 0.0292976 0.2570614 -2.3758 3.1439 

ROA 0.0258449 0.1083243 -1.8327 0.5735 

EPS 0.0007586 0.0032291  -0.05289 0.03099 

SRMC 0.3309273 0.4706776 0 1 

RMCS 3.408662 0.9664439 2 13 

RMCD 4.249861 1.76817 1 14 

RMCIND 0.76186 0.2850376 0 1 

RMCT  6.329262 6.849402 0 46 

RMCQ 0.4083593 0.2268149 0 1 

RMCO 0.8439231 0.2552757 0 1 

RMCINT 0.3823764 0.3075509 0 1 

RMCG 0.1292535 0.1851158 0 1 

BOS 7.4603 1.939561 3 17 

BOI 0.4863066 0.1305394 0.1428571 1 

BOM 5.622432 2.027759 1 21 

BOG 0.1400103 0.1274775 0 0.8 

OWC 56.34901 18.20962 0 99.997 

FIA 27.58634 17.38526 1 111 

LEV 18.93743 16.3535 0 87.8 

FIS 13.25036 1.599002 3.258097 20.50748 

“Note: TOBSQ: Tobin’s Q, ROE: Return On Equity, ROA: Return on assets, EPS: Earnings 

per share, SRMC: Separate Risk Management Committee, RMCS: Risk Management 

Committee Size, RMCD: Risk Management Committee Diligence, RMCIND: Risk 

Management Committee Independence, RMCT: Risk Management Committee Training, 
RMCQ: Risk Management Committee Qualification, RMCO: Risk Management Committee 

Overlap, RMCINT: Risk Management Committee Interlocking, RMCG: Risk Management 

Committee Gender, BOS: Board Size, BOI: Board Independence, BOM: Board Meeting, 

BOG: Board Gender, OWC: Ownership Concentration, FIA: Firm Age, LEV: Leverage, FIS: 

Firm Size”. 

Considering performance measures, Tobin’s Q (TOBSQ) has a mean score of 

0.0202, with a minimum of 0.00039 and a maximum of 14.45615, while the standard 

deviation is 0.3405. The mean score of 0.0202 for Tobin’s Q indicates that the 

average returns on Tobin’s Q of their assets are 2.02%, which is considered 

favourable in most stock markets. The minimum value of Tobin’s Q across the firms 
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is 0.00039 (that is 0.039%) which is a bit lower, and a maximum of 14.45615 for 

Tobin’s Q is considered a favourable performance for the listed firms in Malaysia. 

Whereas, the mean score for ROE is 0.0292, minimum of -2.3758, with a maximum 

of 3.1439, while the standard deviation value stood at 0.25, demonstrating a slight 

disparity across firms. Nevertheless, the average value of 0.0292 portrays that 2.92% 

of returns (ROE) was generated from owners’ equity. This means that the corporate 

managers are effectively and efficiently working to ensure that returns expe cted are 

obtained by the shareholders. The minimum value of -237.58 shows a downfall in  

returns on shareholders’ equity by 237.58%, while the maximum score of 3.1439 

reveals a 314.39% return from shareholders’ equity which is quite favourable.  

The ROA’s mean score is 0.02. The score of minimum value is -1.83 and maximum 

score is 0.57. The standard deviation is 0.10 indicating a narrow variation in the 

ROA across the sample. Earnings per share (EPS) mean is 0.00076 (minimum of 

0.03 and a maximum of 3.92). The SD is 0.003. This shows that there is a small 

variation in the earnings per share across the firms in the sample. 

Table 5.3 demonstrates the mean value of the separate risk management committee 

(SRMC) as 0.3309, a minimum of 0.00, with a maximum of 1.000. Thus, the outcome 

specifies that 33.09% of listed firms in Malaysia established SRMC. Albeit, the 

MCCG 2017 requires all listed firms to separate RMC from the audit committee. 

However, the minimum of 0.000, indicates that yet some firms do not comply w ith 

the provision of MCCG 2017. 
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Table 5.3 contains a descriptive statistics of explanatory variables of the study. The 

mean score of risk management committee size (RMCS) is 3.40, which is less than 

3.75% reported by (Ng et al., 2012). This may be interpreted that RMCs among 

Malaysian non-financial organizations were approximately three directors with a 

standard deviation of 0.96. it is also an indication that Malaysian listed corporations 

have 3 members on the risk management committee on average. This is in  line with 

the provisions of Bursa Malaysia. While a minimum and a maximum score of 2  and 

13 respectively. 

Regarding of risk management committee diligence (RMCD), the descriptive result 

in Table 5.3 displays that it has an average value of 4.249, a minimum and maximum 

score of 1 and 14 respectively, with a standard deviation value of  1 .768. Also, the 

result indicates that RMC meets average four times per annum, while some of the 

companies in the sample have only one meeting in the periods under review. 

However, the maximum time the risk management committee of listed firms in 

Malaysia meets is 14 times per annum. Although, the MCCG does not specifically 

state the number of meetings required to be held by the committee. 

Moreover, the result of descriptive statistics from Table 5.3 demonstrates that the 

mean value of risk management committee independence (RMCIND) is 0.7618, a 

minimum score of 0, with a maximum value of 1, and a standard deviation of 0.2850. 

As such, the outcome specifies that RMC of firms in Malaysia comprises of both 

executive and non-executive directors. Additionally, this result means nonexecutive 

directors constitute 76.18% on average (a minimum of 0%, and maximum of 100%). 
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In Ng et al.’s (2012) findings, average value of RMC independence (RMCIND) 

among Malaysian firms is 0.5125. In light of this, the MCCG 2017 requires boards to 

have majority independent directors. Ng et al. (2012) assert that independence of 

RMC members constitutes a crucial indicator of effective corporate governance. 

Regarding RMC training (RMCT), Table 5.3 is the result obtained from descriptive 

analysis. It has score of 6.32 on average (minimum and maximum score of 0 and 46 

respectively) and the SD value is 6.84. This indicates that the risk management 

committee training average six times per annum, while some of the companies in the 

sample did not do any training in the periods under review. However, training 

attended by the RMC members with a maximum of 46 times during the financial 

year. Although the MCCG does not specifically state the number of training required 

to be held by the committee. However, The Malaysia code corporate governance 

encourages companies to conduct training, especially for new directors.  

The average mean of risk management committee qualification (RMCQ) score of 

0.4083 indicates that 40.83 per cent of risk management committee qualification 

(RMCQ) members having accounting or finance backgrounds. The minimum is 0 

and the maximum of 1. This implies that some companies have about 100 per cent of 

members have the qualification as mentioned above.  

Regarding, risk management committee overlap (RMCO) the result as displayed in 

Table 5.3 demonstrates the mean value of risk management committee overlap 

(RMCO) as 0.8439 and an SD of 0.25 (minimum of 0.00 and maximum of 1.000 ). 

Thus, the result shows that the risk management committee overlap account for 
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84.39% of the total risk management committee. This is higher than 74.45% reported 

by Ishak (2015). However, the minimum of 0.000, indicates that yet some firms do 

not have any member in the firm has overlap position. Meanwhile, some firms have 

100% risk management committee members with overlapping. 

Furthermore, the descriptive result reveals that the risk management committee 

interlocking (RMCINT) represent 38.23% of the total risk management committee 

members, indicating that risk management committee interlocking constitutes 

38.23% of the total members of the risk management committee and a standard 

deviation of 0.30. The average risk management committee interlocking of firms in 

Malaysia that serve on the board of other firms constitute 38.23%, minimum of 0% 

and a maximum of 100%. The maximum of 100% indicates that the risk 

management committee of some companies in Malaysia has 100 per cent members 

with interlocking. Meanwhile, some firms do not have any member with 

interlocking. 

Considering the risk management committee on gender (RMCG), the result from 

Table 5.3 shows a mean value of 12.92%, and the standard deviation is 0.1851, a 

minimum of 0.00% and a maximum of 100%. This signifies that risk management 

committee Gender accounts for about 12.92% of the total risk management 

committee members. The maximum of 100% indicates that the RMC of some 

companies in Malaysia comprises 100% of female. Meanwhile, some companies do 

not have any female member in the RMC in the periods under review. 
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Board size (BOS) were measured as discrete data which indicates that it has a 

minimum score of 3, and the maximum number is 17. It becomes apparent that on 

average, a board of a listed company in Malaysia has seven members while the 

standard deviation 1.9395. In Malaysia Code regulating corporate governance in 

Malaysia does not state of which board size of companies will be. Concerning board 

independence (BOI), the result of descriptive statistics in Table 5.3 discloses that the 

mean value of board independence is 0.4863 (48.63%), the minimum value of 0.1428 

(14.28%), maximum of 1 (100%) and a standard deviation of 0.1305 (13.05%). This 

is inconsistent with the requirement of Malaysia code corporate governance 2017, 

which states that at least fifty percent of the board members of companies should 

consist of independent directors.  

Furthermore, the descriptive statistics result concerning board meeting (BOM) shows 

that the average board meeting is 5.622, a minimum of 1 and a maximum value of 21 

respectively, and a standard deviation of 2.02. The result indicates that some 

companies do not strictly follow the requirements of MCCG 2007 of a minimum of 4 

meetings per annum by publicly traded companies in Malaysia to effectively perform 

their oversight function and monitor the performance of management. Nevertheless, 

some companies have even met up to 21 times in a year, while the average number of 

meetings with some companies in the sample is 5.62. The standard deviation of 

2.027 indicates that the variation of several meetings between the sample firms is not 

wide. Besides, the average board gender (BOG) of listed firms in Malaysia is 0.14, a 

minimum of 0 and a maximum of 0.8, while standard deviation stood at 0.1274. This 

indicated that the average board gender of firms in Malaysia that constitute 14%, 
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minimum of 0% and a maximum of 80%. This is inconsistent with the requirement 

of Malaysia code corporate governance 2017, which states that the board of 

companies in Malaysia should have at least thirty percent of its members as women. 

With regards to ownership concentration (OWN), on average, 56.34% of shares are 

held by those shareholders with concentrated ownership. While the maximum and 

minimum values are 99.99%, 0% respectively. However, the decision-making 

process of the board can be influenced by concentrated ownership, and this can be 

biased in controlling shareholders’ interests (Kamardin, Abdul Latif, & Taufil Mohd, 

2016). 

 Additionally, the result of descriptive statistics indicates that firm age has an average 

score of 27.58 years, with a minimum of 1 year and a maximum of 111 years. The 

standard deviation of firm age is 17.38 in the listed firms in Malaysia. Relatively, the 

age of the firm is presumed to affect the performance of firms because firms that have 

been in operation for a longer period will have an economic advantage over smaller 

ones (Ward & Mendoza, 1996). However, using 324 firms as samples covering the 

period of 2014 to 2016, Razali, Sin, Lunyai, Hwang, and Yusoff (2018) f ound that 

the average age of firms operating on the Malaysia Stock Exchange is 29.15 years. 

Regarding leverage (LEV), the result in Table 5.3 specifies that it has an average 

value of 18.93, a minimum of 0, and a maximum score of 87.8, while the standard 

deviation stood at 16.35 and it reveals normal variation as it is not too f ar f rom the 

mean. The debt ratio impacts the outcomes of the firm where a positive impact may 

result in minimized cash flow and company control. Also, for firm size (FIS) has a 
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minimum value of 3.258097, while the maximum value is 20.50748. Firm size 

indicates that on average, a Malaysian listed firm has assets worth 13.25036. The 

standard deviation indicates 1.599002, and it also reveals normal variation as it is not 

too far from the mean. Firm size affects firm performance and is often employed as a 

control variable in the empirical literature dedicated to corporate governance (e.g. 

Ghosh, 2006).  

5.2.4 Annual Mean Descriptive Statistics for 2016 to 2018 

Figure 5.1 presents the statistics of annual average value of all the test variables f or 

the study period. The figure gives pictorial views of the changes in the annual mean 

values of all the main independent variables. It could be noted that the mean RMCS 

grows steadily from 2016 to 2018 through 2017. Similarly, the mean RMCT and 

RMCG increase across the year under study. On the contrary, mean RMCD declines 

within the period of the study. The other four test variables that include the 

RMCIND, RMCQ, RMCO and RMCINT have steady mean values across the three 

financial years. The increase in the annual mean values of RMCS, RMCT and 

RMCG implies an increase in the number of firms complying with the MCCG 2017 

that encourages separate RMC from audit committee and gender compositions in the 

corporate boards. 



Universlti Utara Malaysia 

 

138 

 

 

Figure 5.1:  
Histogram of the Annual Mean of the Test Variables 

5.3 Correlation Analysis  

This present study considered correlation analysis as an important process to  detect 

whether or there is no relationship exists among variables. It is argued that zero 

correlation indicates the non-existence of relationship between variables, and hence, 

there is no need for conducting a research in the area in question (Bewick, Cheek, & 

Ball, 2003; Garcia, 2011; Reimann, Filzmoser, Garrett, & Dutter, 2008). 

Specifically, the correlation results show the direction (positive or negative) and 

magnitude (significant or otherwise) between variables in a study, and as well, helps 

to determine the presence of multicollinearity amongst study variables.  

Therefore, a Pearson correlation was performed to detect the relationship between 

the dependent, independent and control variables in this study. This was done using 

the correlation and covariance methods. Pearson’s correlation was conducted to look 

at the level of significance among the variables, the results of which are presented in  
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tables 5.4, 5.5, 5.6, and 5.7. Despite the need for the relationship to exist between the 

explanatory and dependent variables. However, the need for zero correlation among 

the independent variables (Gujarati & Sangeetha, 2007). It is difficult to achieve a 

zero-correlation due to the nature of the variables which exist in quantities. The 

correlation values among the variables must be weak, moderate or strong, so long as 

the correlation coefficients are not above 0.7 (Butt, Shahzadi, Sharif, & Nasir, 2007). 

0.8 (Gujarati, 2009) or 0.9 (Hair et al., 2014; Tabachnick & Fidell, 2007). However, 

a comprehensive explanation of the relationship between the study variables is also 

provided under the main regression result in the subsequent subsection.  

To accomplish the issues discussed earlier from the above paragraph, correlation 

coefficients were utilized to identify the strength and direction of the relationship 

between the dependent variables and each of the independent variables as well as the 

moderating variable. Correlation is suitable for quantitative data analysis as the 

variables’ measurements are numerical, and hence, very necessary for this type of 

study (Vargha, Bergman, & Delaney, 2013). Moreover, the importance of correlation 

is for determining whether or not, a significant relationship exists among the study 

variables. The significances, therefore, indicate the existence of sufficient evidence 

of correlation among the variables, and cannot in any way be disputed (Vargha et al., 

2013). The correlation results between the variables in this study are delineated in 

Tables 5.4, 5.5, 5.6, and 5.7. 

Table 5.4 shows the result of correlation between Tobin’s Q (as a dependent 

variable) and explanatory variables in this study. Specifically, the result shows that : 
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“Separate risk management committee (SRMC)”, “risk management committee 

qualification (RMCQ)”, “risk management committee overlap (RMCO)”, “board 

gender (BOG)”, and “leverage (LEV)” are insignificantly and positively correlated 

with Tobin’s Q. While “risk management committee size (RMCS)”, “risk 

management committee training (RMCT)”, “risk management committee 

interlocking (RMCINT)”, “risk management committee gender (RMCG)”, “board 

size (BOS)”, “ownership concentration (OWC)”, and “firm size (FIZ)” are 

significantly and positively correlated with Tobin’s Q. However, the relationship 

between risk management committee diligence (RMCD), risk management 

committee independence (RMCIND), board independent (BOI), board meeting 

(BOM), and firm age (FIA) and Tobin’s Q is negative and significant.  

Regarding return on assets (ROE), the correlation result from Table 5.5 displayed 

that the “risk management committee independence (RMCIND)”, “board 

independent (BOI)”, “board meeting (BOM)”, and “leverage (LEV)” are 

significantly and negatively related to return on assets (ROE). Moreover, the 

correlation result illustrates that “separate risk management committee (SRMC)”, 

“risk management committee diligence (RMCD)”, and “firm age (FIA)”, are 

negative but not significantly related to ROE. Whereas, “risk management committee 

qualification (RMCQ)”, and “risk management committee overlap (RMCO)”, have a 

positive, but insignificant correlation with the ROE. While, “risk management 

committee size (RMCS)”, “risk management committee training (RMCT)”, “risk 

management committee interlocking (RMCINT)”, “risk management committee 

gender (RMCG)”, “board size (BOS)”, “board gender (BOG)”, “Ownership 
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Concentration (OWC)”, and “firm size (FIZ)” have a positive significant correlation 

with ROE.  

In measuring the relationship between the explanatory variables and return on assists 

(ROA), the correlation outcome from Table 5.6 shows that risk management 

committee size (RMCS), RMC training (RMCT), risk management committee 

gender (RMCG), board size (BOS), board gender (BOG), Ownership Concentration 

(OWC), and firm size are positively and significantly influence with ROA. Whereas, 

RMC independence (RMCIND), board independence (BOI), board meeting (BOM), 

and leverage (LEV) have negative significant relationship with ROA. On the other 

hand, RMC qualification (RMCQ), RMC overlap (RMCO), and risk management 

committee interlocking (RMCINT) are positive, but not significantly related to ROA. 

While, separate RMC (SRMC), RMC diligence (RMCD), and firm age (FIA) have 

an insignificant negative association with ROA.  

Considering the second dependent variable which is the earnings per share (EPS), the 

correlation result from Table 5.7 shows that it is a positive but not significant 

relationship between RMC diligence (RMCD), RMC qualification (RMCQ), RMC 

overlap (RMCO) and board size (BOS) and EPS. Whereas, separate RMC (SRMC), 

and RMC diligence (RMCD have an insignificant negative relationship with EPS. 

However, RMC size (RMCS), RMC training (RMCT), RMC interlocking 

(RMCINT), RMC gender (RMCG), board gender (BOG), ownership concentration 

(OWC), firm age (FIA), and firm size (FIS) are positively and significantly 
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associated with EPS. While, board independence (BOI), board meeting (BOM), and 

leverage (LEV) have a significant negative relation with EPS. 
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Table 5.4  
Pearson Correlation Coefficient for Tobin’s Q (model 1) 

 

  

Variables  TOBSQ SRMC RMCS RMCD RMCIND RMCT RMCQ RMCO RMCINT RMCG 

TOBSQ  1          

SRMC  0.0086  1         
RMCS  0.0837***  0.0687***  1        
RMCD -0.0504** -0.5981***  0.0428*  1       
RMCIND -0.0567** -0.6028*** -0.1013***  0.4279***  1      

RMCT  0.1261***  0.0034  0.2054***  0.0879***  0.0509** 1     

RMCQ  0.0291 -0.1275*** -0.0763***  0.0203  0.1755*** 0.1133***  1    
RMCO  0.0058 -0.2302*** -0.1117***  0.2108***  0.4147*** 0.0937***  0.146***  1   
RMCINT  0.041* -0.0865***  0.032***  0.1537***  0.1728*** 0.2081***  0.1004***  0.1397***  1  
RMCG  0.0642***  0.0765***  0.0261  0.0338 -0.0336 0.13***  0.0625*** -0.076***  0.058**  1 

BOS  0.1851***  0.130***  0.316***  0.0100 -0.0586** 0.0851*** -0.0792*** -0.1294***  0.1477***  0.1573*** 

BOI -0.0569*  0.0286  0.0135 -0.0058  0.211*** 0.0266 -0.0233 -0.0335 -0.0321 -0.0318 

BOM -0.0535**  0.1675***  0.0987***  0.2084*** -0.0606** 0.1298*** -0.0688*** -0.0249  0.0184  0.0599** 

BOG  0.0163  0.0381  0.0843***  0.0495**  0.0069 0.1281***  0.0519** -0.0252  0.0457*  0.5532*** 

OWC  0.1071*** -0.0421*  0.0421*  0.0482**  0.0368 0.0627*** -0.0172 -0.0083  0.0576**  0.087*** 

FIA -0.1486*** -0.0113***  0.0427* -0.0121 -0.0322 0.0332  0.0147 -0.0641***  0.1052***  0.0784*** 

LEV  0.0382  0.0614***  0.0545**  0.0222 -0.0216 0.0239 -0.0806***  0.0399*  0.092*** -0.0148 

FIS  0.0855***  0.1368***  0.1997***  0.094*** -0.0581** 0.2188*** -0.0927*** -0.0827***  0.296***  0.1702*** 
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Table 5.4 (Continued) 

Variables  BOS BOI BOM BOG OWC FIA LEV FIS 

BOS 1        

BOI -0.3547*** 1       

BOM 0.1036*** 0.0983*** 1      

BOG 0.0985*** -0.0144 0.0972*** 1     

OWC 0.1132*** -0.0602** 0.0088 0.096*** 1    

FIA -0.0003 0.010 -0.066*** 0.0427* -0.0215 1   

LEV 0.1514*** -0.0078 0.1303*** 0.0274 0.0708*** -0.0084 1  

FIS 0.384*** -0.0445* 0.2119*** 0.1813*** 0.225*** 0.1917*** 0.3926*** 1 

***significant at 0.01, ** significant at 0.05 level and * significant at 0.1 level 

“Note: TOBSQ: Tobin’s Q, SRMC: Separate Risk Management Committee, RMCS: Risk Management Committee Size, RMCD: Risk  Management Commi t tee Diligence, 

RMCIND: Risk Management Committee Independence, RMCT: Risk Management Committee Training, RMCQ: Risk Management Commit tee Qualif ication, RMCO: Risk  

Management Committee Overlap, RMCINT: Risk Management Committee Interlocking, RMCG: Risk  Management  Commit tee Gender, BOS:  Bo ard Size, BOI :  Board  

Independence, BOM: Board Meeting, BOG: Board Gender, OWC: Ownership Concentration, FIA: Firm Age, LEV: Leverage, FIS: Firm Size”.  
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Table 5.5  
Pearson Correlation Coefficient for Return on Equity (model 2) 

Variables  ROE SRMC RMCS RMCD RMCIND RMCT  RMCQ RMCO RMCINT RMCG 

ROE 1          

SRMC -0.0056 1         

RMCS 0.1301*** 0.0687*** 1        

RMCD -0.0186 -0.5981*** 0.0428* 1       

RMCIND -0.0431* -0.6028*** -0.1013*** -0.4279*** 1      

RMCT 0.1515*** 0.0034 0.2054*** 0.0879*** 0.0509** 1     

RMCQ 0.0355 -0.1275*** -0.0763*** 0.0203 0.1755*** 0.1133*** 1    

RMCO 0.0059 -0.2302*** -0.1117*** 0.2108*** 0.4147*** 0.0937*** 0.146*** 1   

RMCINT 0.0389* -0.0865*** 0.032 0.1537*** 0.1728*** 0.2081*** 0.1004*** 0.1397*** 1  

RMCG 0.0666*** 0.0765*** 0.0261 0.0338 -0.0336 0.13*** 0.0625*** -0.076*** 0.058** 1 

BOS 0.1812*** 0.130*** 0.316*** 0.010 -0.0586** 0.0851*** -0.0792*** -0.1294*** 0.1477*** 0.1573*** 

BOI -0.1169*** 0.0286 0.0135 -0.0058 0.211*** 0.0266 -0.0233 -0.0335 -0.0321 -0.0318 

BOM -0.153*** 0.1675*** 0.0987*** 0.2084*** -0.0606*** 0.1298*** -0.0688*** -0.0249 0.0184 0.0599** 

BOG 0.0787*** 0.0381 0.0843*** 0.0495** 0.0069 0.1281*** 0.0519** -0.0252 0.0457* 0.5532*** 

OWC 0.1391*** -0.0421* 0.0421* 0.0482** 0.0368 0.0627*** -0.0172 -0.0083 0.0576** 0.087*** 

FIA -0.0155 -0.0113 -0.0427* -0.0121 -0.0322 0.0332 0.0147 -0.0641*** 0.1052*** 0.0784*** 

LEV -0.0918*** 0.0614*** 0.0545** 0.0222 -0.0216 0.0239 -0.0806*** -0.0399* 0.092*** -0.0148 

FIS 0.2331*** 0.1368*** 0.1997*** 0.094*** -0.0581** 0.2188*** -0.0927*** -0.0827*** 0.296*** 0.1702*** 
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Table 5.5 (Continued) 

Variables  BOS BOI BOM BOG OWC FIA LEV FIS 

BOS 1        

BOI -0.3547*** 1       

BOM 0.1036*** 0.0983*** 1      

BOG 0.0985*** -0.0144 0.0972*** 1     

OWC 0.1132*** -0.0602** 0.0088 0.096*** 1    

FIA -0.0003 0.010 -0.066*** 0.0427* -0.0215 1   

LEV 0.1514*** -0.0078 0.1303*** 0.0274 0.0708*** -0.0084 1  

FIS 0.384*** -0.0445* 0.2119*** 0.1813*** 0.225*** 0.1917*** 0.3926*** 1 

***significant at 0.01, ** significant at 0.05 level and * significant at 0.1 level 

“Note: ROE: Return On Equity, SRMC: Separate Risk Management Committee, RMCS: Risk Management Committee Size, RMCD: Risk Management Committee Diligence, 

RMCIND: Risk Management Committee Independence, RMCT: Risk Management Committee Training, RMCQ: Risk Management Committee Qualification, RMCO: Risk  

Management Committee Overlap, RMCINT: Risk Management Committee Interlocking, RMCG: Risk Management Committee Gender, BOS:  Bo ard Size, BOI :  Board  

Independence, BOM: Board Meeting, BOG: Board Gender, OWC: Ownership Concentration, FIA: Firm Age, LEV: Leverage, FIS: Firm Size”. 
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Table 5.6 
Pearson Correlation Coefficient for Return on Assists (model 3) 

Variables  ROA SRMC RMCS RMCD RMCIND RMCT RMCQ RMCO RMCINT RMCG 

ROA 1          

SRMC -0.0183 1         

RMCS 0.1203*** 0.0687*** 1        

RMCD -0.0108 -0.5981*** 0.0428* 1       

RMCIND -0.0485** -0.6028*** -0.1013*** 0.4279*** 1      

RMCT 0.1562*** 0.0034 0.2054*** 0.0879*** 0.0509** 1     

RMCQ 0.0345 -0.1275*** -0.0763*** 0.0203 0.1755*** 0.1133*** 1    

RMCO 0.014 -0.2302*** -0.1117*** 0.2108*** 0.4147*** 0.0937*** 0.146*** 1   

RMCINT 0.0326 -0.0865*** 0.032 0.1537*** 0.1728*** 0.2081*** 0.1004*** 0.1397*** 1  

RMCG 0.0836*** 0.0765*** 0.0261 0.0338 -0.0336 0.13*** 0.0625*** -0.076*** 0.058** 1 

BOS 0.165*** 0.130*** 0.316*** 0.010 -0.0586** 0.0851*** -0.0792*** -0.1294*** 0.1477*** 0.1573*** 

BOI -0.1201*** 0.0286 0.0135 -0.0058 0.211*** 0.0266 -0.0233 -0.0335 -0.0321 -0.0318 

BOM -0.1534*** 0.1675*** 0.0987*** 0.2084*** -0.0606** 0.1298*** -0.0688*** -0.0249 0.0184 0.0599** 

BOG 0.0911*** 0.0381 0.0843*** 0.0495** 0.0069 0.1281*** 0.0519** -0.0252 0.0457* 0.5532*** 

OWC 0.1347*** -0.0421* 0.0421* 0.0482** 0.0368 0.0627*** -0.0172 -0.0083 0.0576** 0.087*** 

FIA -0.0229 -0.0113 -0.0427* -0.0121 -0.0322 0.0332 0.0147 -0.0641*** 0.1052*** 0.0784*** 

LEV -0.0961*** 0.0614*** 0.0545** 0.0222 -0.0216 0.0239 -0.0806*** -0.0399* 0.092*** -0.0148 

FIS 0.2097*** 0.1368*** 0.1997*** 0.094*** -0.0581** 0.2188*** -0.0927*** -0.0827*** 0.296*** 0.1702*** 
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Table 5.6 (Continued) 

Variables  BOS BOI BOM BOG OWC FIA LEV FIS 

BOS 1        

BOI -0.3547*** 1       

BOM 0.1036*** 0.0983*** 1      

BOM 0.0985*** -0.0144 0.0972*** 1     

OWC 0.1132*** -0.0602** 0.0088 0.096*** 1    

FIA -0.0003 0.010 -0.066*** 0.0427* -0.0215 1   

LEV 0.1514*** -0.0078 0.1303*** 0.0274 0.0708*** -0.0084 1  

FIS 0.384*** -0.0445* 0.2119*** 0.1813*** 0.225*** 0.1917*** 0.3926*** 1 

***significant at 0.01, ** significant at 0.05 level and * significant at 0.1 level 

“Note: ROA: Return on assets, SRMC: Separate Risk Management Committee, RMCS: Risk Management Committee Size, RMCD: Risk Management Committee Diligence, 

RMCIND: Risk Management Committee Independence, RMCT: Risk Management Committee Training, RMCQ: Risk Management Commit tee Qualif ication, RMCO: Risk  

Management Committee Overlap, RMCINT: Risk Management Committee Interlocking, RMCG: Risk  Management  Commit tee Gender, BOS:  Bo ard Size, BOI :  Board  

Independence, BOM: Board Meeting, BOG: Board Gender, OWC: Ownership Concentration, FIA: Firm Age, LEV: Leverage, FIS: Firm Size”. 
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Table 5.7 
Pearson Correlation Coefficient for Earnings Per Share (model 4) 

Variables  EPS SRMC RMCS  RMCD RMCIND RMCT RMCQ RMCO RMCINT RMCG 

EPS 1          

SRMC -0.0238 1         

RMCS  0.1072*** 0.0687*** 1        

RMCD 0.000 -0.5981*** 0.0428* 1       

RMCIND -0.0372 -0.6028*** -0.1013*** 0.4279*** 1      

RMCT 0.1623*** 0.0034 0.2054*** 0.0879*** 0.0509** 1     

RMCQ 0.0233 -0.1275*** -0.0763*** 0.0203 0.1755*** 0.1133*** 1    

RMCO 0.0053 -0.2302*** -0.1117*** 0.2108*** 0.4147*** 0.0937*** 0.146*** 1   

RMCINT 0.074*** -0.0865*** 0.032 0.1537*** 0.1728*** 0.2081*** 0.1004*** 0.1397*** 1  
RMCG 0.0803*** 0.0765*** 0.0261 0.0338 -0.0336 0.13*** 0.0625*** -0.076*** 0.058** 1 

BOS 0.1767 0.130 0.316 0.010 -0.0586 0.0851 -0.0792 -0.1294 0.1477 0.1573 

BOI -0.093*** 0.0286 0.0135 -0.0058 0.211*** 0.0266 -0.0233 -0.0335 -0.0321 -0.0318 

BOM -0.1381*** 0.1675*** 0.0987*** 0.2084*** -0.0606** 0.1298*** -0.0688*** -0.0249 0.0184 0.0599** 

BOG 0.0954*** 0.0381 0.0843*** 0.0495** 0.0069 0.1281*** 0.0519** -0.0252 0.0457* 0.5532*** 

OWC 0.1378*** -0.0421* 0.0421* 0.0482** 0.0368 0.0627*** -0.0172 -0.0083 0.0576** 0.087*** 

FIA 0.1116*** -0.0113 -0.0427* -0.0121 -0.0322 0.0332 0.0147 -0.0641*** 0.1052*** 0.0784*** 

LEV -0.0768*** 0.0614*** 0.0545** 0.0222 -0.0216 0.0239 -0.0806*** -0.0399* 0.092*** -0.0148 

FIS 0.3451*** 0.1368*** 0.1997*** 0.094*** -0.0581** 0.2188*** -0.0927*** -0.0827*** 0.296*** 0.1702*** 
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Table 5.7 (Continued) 

Variables  BOS BOI BOM BOG OWC FIA LEV FIS 

BOS 1        

BOI -0.3547*** 1       

BOM 0.1036*** 0.0983*** 1      

BOG 0.0985*** -0.0144 0.0972*** 1     

OWC 0.1132*** -0.0602** 0.0088 0.096*** 1    

FIA -0.0003 0.01 -0.066*** 0.0427* -0.0215 1   

LEV 0.1514*** -0.0078 0.1303*** 0.0274 0.0708*** -0.0084 1  

FIS 0.384*** -0.0445* 0.2119*** 0.1813*** 0.225*** 0.1917*** 0.3926*** 1 

 ***significant at 0.01, ** significant at 0.05 level and * significant at 0.1 level 

“Note: EPS: Earnings per share, SRMC: Separate Risk Management Committee, RMCS: Risk Management Commit tee Size, RMCD: Risk  Managemen t  Commit tee 

Diligence, RMCIND: Risk Management Committee Independence, RMCT: Risk Management Committee Training, RMCQ: Risk Management Commit tee Qualif ication, 

RMCO: Risk Management Committee Overlap, RMCINT: Risk Management Committee Interlocking, RMCG: Risk Management Committee Gend er, BOS:  Board  Size, 

BOI: Board Independence, BOM: Board Meeting, BOG: Board Gender, OWC: Ownership Concentration, FIA: Firm Age, LEV: Leverage, FIS: Firm Size”. 
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5.4 Multiple Regression  

This sub-section presents the results of multiples regression and diagnostic checks conducted 

to check the assumption of the linear regression. Besides, the section presents the result of the 

main models.  

5.4.1 Multivariate Regression Diagnostic Test  

This study checks for outliers, normality test, linearity, heteroskedasticity, autocorrelation, 

cross-sectional dependency and multicollinearity. Also, the test of Variance Inflation Factor 

(VIF) was conducted to check multicollinearity. Further, model specification test developed 

by Pregibon (1980) was conducted. Besides, the study tested for autocorrelation using 

Wooldridge test and finally check for cross-sectional dependence using Pesaran’s test.  

5.4.1.1 Normality Test 

This study tested normality using P-plot. A P-plot is a visual inspection of the distribution that 

enables the reader to judge the physical distribution of the data. It plots the observed value 

against their distribution and provides the reader with the shape and insight about the gap in  

the data and outlying value (Ghasemi & Zahediasl, 2012). Thus, the normality result is 

presented in Figure 5.2, 5.3, 5.4 and 5.5 respectively. The outcome revealed that the data is 

not defunct from the fitted line at (normal distribution). 
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Figure 5.2  
Residual Plot for Tobin’s Q 

 

 

Figure 5.3  
Residual Plot for return on equity (ROE) 
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Figure 5.4  
Residual Plot for return on assists (ROA) 

 

 

Figure 5.5 
Residual Plot for return on earnings per share (EPS) 
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5.4.1.2 Outlier  

Outliers are values which are extremely different from other observation. Outliers are f ound 

to be obvious in both multivariate and univariate analysis. Outliers can be considered as 

problematic (Hair et al., 2010). However, it would be viewed based on the context of the 

study. Some outliers need to be retained for generalisation. Nonetheless, multivariate outliers 

can be detected in various ways. There are several methods of dealing with outliers in  data. 

Methods such as trimming, winsorization and two steps inverse DF methods are used. In  this 

analysis, following Templeton (2011), two steps inverse DF method was employed. The 

variables with outliers include RAMC Size, Board meeting and all the firm performance 

measures (Tobin’s Q, ROE, ROA and EPS).  

5.4.1.3 Multicollinearity Check 

Multicollinearity refers to the linear relationship between two or more explanatory 

(independent) variables. It is a data challenge that poses a serious difficulty with the reliability 

of the parameters in the regression model (Alin, 2010). In many instances, multicollinearity 

has been jumbled with correlation. While correlation refers to the linear relationship amongst 

only two variables, the multicollinearity connotes exist between two or more variables and a 

linear combination of the others (Alin, 2010). Some of the manifestations of multicollinearity  

in a model which include a huge change in the coefficients if the predictor is either removed 

or introduced. Therefore, multicollinearity exists where the independent variables are  found to 

be highly correlated. Another way to check for multicollinearity is by using Pearson 

correlation matrix. The rule of thumb states that a correlation coefficient of less than 0.9 could 

not pose severe multicollinearity problems (Pallant, 2013). The result as displayed in  Table 
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5.4, 5.5, 5.6, and 5.7 displays that the highest correlation coefficients are 0.6028, 0.6028, 

0.6028 and 0.6028 for model 1, model 2, model 3 and model 4 respectively.  

In addition to the correlation matrix, the test of variance inflation factor (VIF) was performed 

for all the independent variables to confirm multicollinearity. According to Hait et al.  (2014) 

and Pallant (2001), multicollinearity is expected to exist where the tolerance value is less than 

0.01, and the VIF is more than 10. Table 5.8 displays the evidence of the non-

multicollinearity challenge for both the tolerance value and VIF were within an acceptable 

region. 

Table 5.8 

Collinearity Statistics: Tolerance Value and Variance Inflation Factor 

Variable VIF 1/VIF 

SRMC 2.51 0.398152 

RMCS 1.23 0.8145 

RMCD 1.96 0.510487 

RMCIND 2.18 0.45947 

RMCT 1.17 0.8559 

RMCQ 1.1 0.91213 

RMCO 1.32 0.755575 

RMCINT 1.2 0.832035 

RMCG 1.51 0.660121 

BOS 1.63 0.615288 

BOI 1.42 0.706135 

BOM 1.28 0.780789 

BOG 1.48 0.675726 

OWC 1.08 0.929558 

FIA 1.09 0.917095 

LEV 1.21 0.823927 

FIS 1.76 0.567042 

Mean VIF 1.48   

“Note: TOBSQ: Tobin’s Q, ROE: Return On Equity, ROA: Return on assets, EPS: Earnings per 

share, SRMC: Separate Risk Management Committee, RMCS: Risk Management Committee Size, 

RMCD: Risk Management Committee Diligence, RMCIND: Risk Management Committee 

Independence, RMCT: Risk Management Committee Training, RMCQ: Risk Management Committee 

Qualification, RMCO: Risk Management Committee Overlap, RMCINT: Risk Management 

Committee Interlocking, RMCG: Risk Management Committee Gender, BOS: Board Size, BOI: 
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Board Independence, BOM: Board Meeting, BOG: Board Gender, OWC: Ownership Concentration, 

FIA: Firm Age, LEV: Leverage, FIS: Firm Size”.  

5.4.1.4 Heteroskedasticity Test 

Heteroscedasticity is the challenge that emanates once the variance of the errors was not 

identically and autonomously dispersed amongst the studied observations. For panel data 

heteroscedasticity, whether or not the variance of errors was constant amongst the cross-

sectional observations, the variance will possibly vary amongst the observations through time, 

which raises the problem of group-wise heteroscedasticity (Baum, 2001). Baltagi (2008) 

opines that disregarding the existence of heteroscedasticity which can cause bias and led 

ineffective coefficient estimations and partial standard errors. 

The test for Breusch-Pagan/Cook-Weisberg was employed to detect the existence or 

otherwise of heteroscedasticity in this study. Consequently, the result from Table 5.9 indicates 

that the model for Tobin’s q and ROA fails to reject the null hypothesis, hence, no presence of 

heteroscedasticity because the p-value is 0.6366 (63.33%), and 0.9341 (93.41) respectively 

which are above the threshold of 0.05 (5%). In contrast, for ROE and EPS, their p-values are 

significant at the 0.05 level, and thus, the two models rejected the null hypotheses as there is 

an issue of heteroscedasticity. Moreover, the outcomes signpost that the variance are widely 

spread which needs to be corrected. 

In handling the problem of heteroscedasticity that appeared in earnings per share (EPS) and 

return on equity (ROE) models, the Panel Corrected Standard Errors (PCSEs) regression used 

as suggested and used by previous scholars (Bailey & Katz, 2011; Beck & Katz, 1995; Reed 

& Ye, 2011). 
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Table 5.9 
Breusch-Pagan/C00k- Weisberg Test 

DVs Chi2 (1) Prob > Chi2 Null (H0) 

TOBIN'S Q 0.22 0.6366 Accepted 

ROE  5.76 0.0164 Rejected 

ROA 0.01 0.9341 Accepted 

EPS 30.66 0.0000 Rejected 

5.4.1.5 Autocorrelation 

Autocorrelation means that the error term between the variables or cross-sectional 

observations is correlated within themselves. Gujarati (2004) urges that one variable is not 

influenced by the disturbance terms relating to other observations within the model. However, 

if the variables were found to be serially or autocorrelated, it becomes necessary to tackle 

them as discounting them would result in given a biased judgment on the statistical inferences 

(Vogelsang, 2012).  

There are many ways of testing the presence of autocorrelations. This study employed a 

Wooldridge test in detecting autocorrelation. This is because the Wooldridge test can be used 

in both fixed and random effect model (Drukker, 2003). The null hypothesis states that there 

is no autocorrelation of any order. Therefore, a p-value higher than 0.05 implies that the data 

is not autocorrelated. For this study, the Wooldridge test was employed in checking for serial 

correlation using STATA (version) 15 with the help of the command: xtserial.  Base d on the 

results displayed in Table 5.10, all the four regression models suffered from the serial 

correlation problem because all the p-values for the four dependent variables (Tobin’s q, ROE, 

ROA, and EPS) are significant (p<0.05). As a consequence, all the three nulls (Ho) 

hypotheses which state that: No first order autocorrelation, was rejected. Therefore, the 

problem of serial correlation inherited in this study for all the four models (Tobin’s q,  ROE, 
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ROA, and EPS) was remedied using the Panel Corrected Standard Errors (PCSEs) as 

suggested by (Bailey & Katz, 2011; Beck & Katz, 1995; Moundigbaye, Rea & Reed, 2018). 

Table 5.10 
Wooldridge Test for autocorrelation 
Variables  F (1, 550) Prob > F H0 (null) hypothesis 

Tobin’s q 7.621 0.006 Rejected 

ROE 22.11 0.000 Rejected 

ROA 12.953 0.0003 Rejected 

EPS 6.669 0.0101 Rejected 

Notes: H0: No first order autocorrelation. 

5.4.1.6 Test for Cross-Sectional Dependency  

Checking for cross-sectional dependency in panel helped the researcher to check if  the data 

are symbolically cross dependent (Chang, 2002). The author asserts that analysing the data 

without checking for cross-sectional dependency is likely to yield a biased inference and 

conclusion. Likewise, Hoechle (2007) suggests that panel data inferences are mostly 

overstated if the data is contemporaneous dependent. To ensure the reliability of the statistical 

inferences, this study checks for cross-sectional dependency using the Pesaran 's CD test f or 

cross-sectional dependency. The Pesaran’s test is more suitable for panel data with large 

cross-section than time-variant (Hoechle, 2007). Table 5.11 shows that the data is cross-

sectional dependent since the probability values for model 1,2,3 and 4 are less than the 

threshold of 0.05, which means the models are cross-sectionally dependence. Hence, the study 

employed the use of PSCE to correct the problem as suggested by (Moundigbaye  et al., 

2018). 
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Table 5.11  
Pesaran's Cross-Sectional Dependency Test 

Variable Prob > Chi2   Absolute Value of Diagonal  

Model 1 0.000 0.833 

Model 2 0.000 0.553 

Model 3 0.000 0.590 

Model 4 0.000 0.528 

5.4.1.7 Lagrangean Multiplier Test 

Lagrange Multiplier test is among the methodological approach used to choose between the 

Pooled OLS regression and Random effect (RE) technique. Generally, panel data should be 

analysed using the panel data regression. However, this can be determined using the Lagrange 

Multiplier test. The null hypothesis states that if the outcome produces insignificant p -value 

greater than 0.05, then the null hypothesis is accepted, otherwise rejects the null hypothesis. 

This implies that if the null hypothesis is rejected, then the data should be analyzed based on 

the GLS regression technique. In other words, if the result produces an insignificant (P>0.05) 

value, then the model should be estimated based on OLS regression (Baltagi, Jung, & Song, 

2008; Moulton, 1987). In this study, the result of the Breusch-Pagan LM test as displayed in  

Table 5.12 indicates that GLS model is more appropriate than the OLS. 

Table 5.12  
Lagrangean Multiplier Test 

Variables  Chi2 (1)  Prob> Chi2  Null (H0)  

Tobin’s q 1113.85 0.000 Rejected 

ROE 482.94 0.000 Rejected 

ROA 569.95 0.000 Rejected 

ROE 472.25 0.000 Rejected 
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5.4.1.8 Hausman Specification Test and Model Selection Criteria 

In addition to the Lagrangian multiplier test, this study also conducted a Hausman test to 

choose between random and fixed effect. The null hypothesis states that the preferred model 

is a random effect (RE), while the alternate hypothesis is that the fixed  effect (FE) is more 

appropriate. In other words, if the p-value is greater than 0.05 RE is more appropriate. On the 

opposite, if the p-value is less than 0.05 the data should be estimated using FE. The results as 

displayed in Table 5.13 indicate significant values of less than 0.05 (P <0.05) for all models, 

implying that a fixed effect is more appropriate for the analysis.  

However, the research could not use the fixed effect (FE) because the data were characterized 

by heteroskedasticity and autocorrelation. To overcome this problem, this research employed 

the used of Panel Corrected Standard Errors (PCSEs) regression as suggested by Beck and 

Katz (1995). PSCE was established as superior for panel data with heteroskedasticity , cross -

sectional dependency and autocorrelation (Moundigbaye et al., 2018). According to the 

authors, Panel Corrected Standard Error handles simultaneously the problem of cross -

sectional dependency, autocorrelation and heteroskedasticity and provides standardise 

coefficient that is more efficient for hypotheses testing. When it comes to choosing an 

estimator for hypothesis testing, and when the number of the cross-sectional unit (N) and 

time-variant (T) is small to moderate, PCSE is identified as superior across all these scenarios 

as reflected in the study of Moundigbaye et al. (2018). Therefore, in handling the data with 

such behaviour, Panel Corrected Standard Error (PCSE) is found to be more efficient and 

appropriate based on the result of Monte Carlo simulation conducted by Beck and Katz 

(1995). Hence, this research follows previous studies such as Lazzem and Jilani (2018), Li 
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and Eddie (2011) and Sannchez-Ballesta and Garcia-Meca (2007) who utilised the Panel 

Corrected Standard Error (PCSE) in analysing the data with similar behaviour. 

Table 5.13  
Hausman Specification Test 

Variables  Chi2 (1)  Prob> Chi2  Null (H0)  

Tobin’s q 107.40 0.000 Rejected 

ROE 73.12 0.000 Rejected 

ROA 86.36 0.000 Rejected 

ROE 68.00 0.000 Rejected 

5.4.1.9 Result of Direct Effect Relationship  

The results of regression analyses are presented in the present sub-section. The results are on 

the relationships between risk management committee characteristics: “risk management 

committee separation, risk management committee size, risk management committee 

diligence, risk management committee independence, risk management committee training, 

risk management committee qualification, risk management committee overlap, risk 

management committee interlock, risk management committee gender”. Control variables 

include: “board size, board independence, board meeting, board gender, ownership 

concentration, firm size, leverage, firm age), and firm performance proxies (Tobin’s q , ROE, 

ROA, and EPS)”. For this purpose, four proxies of firm performance were used to investigate 

the relationship between the risk management committee characteristics, control variables and 

firm performance, Tobin’s q (Model 1), ROE (Model 2), ROA (Model 3) and EPS (Model 4).  

5.4.2 Result of Effect Relationship  

Results of the study’s regression analyses are presented and interpreted in the present 

subsection. This covers the relationship between RMC characteristics (separate RMC, RMC 
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size, RMC diligence, RMC independence, RMC training, RMC qualification, RMC overlap, 

RMC interlocking, and RMC gender), control variables (board size, board independence, 

board meeting, board gender, firm size, leverage, firm age, and ownership concentration). For 

this purpose, four proxies of firm performance were used to determine the impact of  the risk 

management committee, board characteristics, firm characteristics on firm performance: 

Tobin’s q (Model 1), ROE (Model 2), ROA (Model 3) and EPS (Model 4).  

5.4.2.1 Model 1 (Tobin’s Q as Dependent Variable) 

The result of testing the hypotheses for model 1 (Tobin’s q) was utilized through Panel 

Corrected Standard Errors (PCSEs) estimator to evaluate firm performance, which is 

presented in Table 5.14. The PCSEs result presented in Table 5.14 portrays some important 

indicators like R-square (R2), which is the coefficient of determination and it evaluates the 

goodness of fit for the regression model. Other indicators are the P-values, the WaldChi2 

statistic, and the beta (β) coefficients (showing how the explanatory variable influence the 

outcome variable). The PCSEs regression result is presented in Table 5.14 as in the following: 
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Table 5.14 
Direct Relationship Regression Result for Model 1 (Tobin’s q) 

Variables  Coef. t-stat  P>z 

SRMC -0.0996594 -3.95*** 0.000 

RMCS -0.0022628 -0.23 0.817 

RMCD -0.0165855 -2.57*** 0.010 

RMCIND -0.1812741 -4.77*** 0.000 

RMCT  0.0056095  4.23*** 0.000 

RMCQ  0.052196  1.47 0.142 

RMCO  0.0794822  2.48** 0.013 

RMCINT  0.0079005  0.29 0.769 

RMCG  0.1050015  2.05** 0.040 

BOS  0.0346974  6.93*** 0.000 

BOI  0.1716356  2.45** 0.014 

BOM -0.0141829 -3.11*** 0.002 

BOG -0.0992932 -1.31 0.189 

OWC  0.001345  3.05*** 0.002 

FIA -0.0033542 -7.85*** 0.000 

LEV  0.0001736  0.37 0.709 

FIS  0.0084681  1.39 0.163 

Constant -0.2177752 -2.58*** 0.010 

R-Square:  0.1044     

P>z  0.000     

“Note: TOBSQ: Tobin’s Q, SRMC: Separate Risk Management Committee, RMCS: Risk 

Management Committee Size, RMCD: Risk Management Committee Diligence, RMCIND: Risk 

Management Committee Independence, RMCT: Risk Management Committee Training, RMCQ: Risk 

Management Committee Qualification, RMCO: Risk Management Committee Overlap, RMCINT: 

Risk Management Committee Interlocking, RMCG: Risk Management Committee Gender, BOS: 

Board Size, BOI: Board Independence, BOM: Board Meeting, BOG: Board Gender, OWC: 

Ownership Concentration, FIA: Firm Age, LEV: Leverage, FIS: Firm Size”. 

In model 1 (Tobin’s q), the R2 as revealed in Table 5.14 is 0.1044 suggested that 10.44% of 

variance in performance is accounted for by this model as determined by Tobin’s q . As a 

result, the outcome is considered reasonable. Furthermore, the R2 value of 10.44% is an 

indication that the variance in Tobin’s q as a measure of firm performance was statistically 

accounted by the regression equation (independent variables). The same result in Table 5 .14 

also reveals that model 1 is significant (p<0.0l), indicated the validity of the model utilised.  
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In consideration of hypothesis testing, the beta coefficients are employed. The beta 

coefficients were used to determine the impact of each independent variable on the dependent 

variable. In this regard, the higher the beta coefficient, the greater impact an explanatory 

variable has on dependent variable. 

In this model, the variable with the largest beta coefficient (-0.1812) is RMC Independence 

(RMCI) and was also found to be statistically significant at the 0.01 level (p<0.0l). This shows 

that RMCI made the strongest unique contribution in explaining the performance variable as 

represented by Tobin’s q. Besides, the beta coefficient score for board independent (BOI) is 

(0.171636), which is a bit lower than that of RMCI. In the same vein, BCOMP was also found 

to be statistically significant at the 0.05 level (p<0.05). 

Likewise, other related variables that were found to be statistically significant with  the 

Tobin’s q include: risk management committee gender (RMCG) (β= 0.1050, p <0.05), 

separate risk management committee (SRMC) (β= -0.0996, p <0.01), Risk management 

committee overlap (RMCO) (β= 0.0794, p<0.05), board size (BOS) (β= 0.0346, p <0.01), 

Risk management committee diligence (RMCD) (β= -0.0165, p <0.01), board meeting (BOM) 

(β= -0.0141, p <0.01), Risk management committee training (RMCT) (β= 0.0056, p<0.01), 

firm age (FIA) (β= -0.0033, p <0.01), and ownership concentration (OWC) (β=0.0013, 

p<0.01). This means that these eleven variables (RMCI, BOI, RMCG, SRMC, RMCO, BOS, 

RMD, BOM, RMCT, FIA, OWC) were found to be statistically significance against the f irm 

performance measured by Tobin’s q. 

Whereas, board gender (BOG) (β= -0.0992, p>0.l), risk management committee qualification 

(RMCQ) (β= 0.0521, p >0.l), firm size (FIS) (β= 0.0084, p >0.l), risk management committee 
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interlocking (RMCINT) (β= 0.0079, p >0.l), risk management committee size (RMCS) (β=-

0.0022, p >0.l), and leverage (LEV) (β=0.0002, p >0.l), failed to make a statistical ly 

significant contribution to the firm performance as measured by Tobin’s q, because they all 

have p-values greater than 0.1. However, the result is displayed in Table 5.14. 

5.4.2.2 Model 2 (ROE as Dependent Variable) 

The second model which considers ROE as the dependent variable and board of directors’ 

attributed (separate of RMC, RMC size, RMC diligence, RMC independence, RMC training, 

RMC qualification, RMC overlap, RMC interlocking, and RMC gender), control variables on 

(board size, board independence, board meeting, board gender, firm size, leverage, f irm age, 

and ownership concentration), has an R2 value of 0.1826 as displayed in Table 5.15. This 

means that the regression model explains 18.26% of the variation in firm performance as 

measured by ROE. As such, the outcome was considered reasonable. Besides, the R2 value of  

18.26% is an indication that the variance in ROE as a measure of firm performance, was 

statistically accounted for by the regression equation (independent variables). The result in 

Table 5.15 also shows that model 2 is significant (p <0.0l) signifying the goodness of fit and 

the validity of the model used. 

In terms of significant contribution to the model, risk management committee independence 

(RMCIND) has the highest beta coefficient (-0.0744) and was also found to be statistically 

significant at the 0.01 level (p < 0.0l). This indicates that risk management committee 

independence (RMCIND) has made a strong unique contribution in explaining the 

performance variable as represented by ROE. Moreover, the beta coefficient value of risk 

management committee interlocking (RMCINT) is (-0.0544) which is slightly lower than that 



Universlti Utara Malaysia 

 

166 

 

of RMCIND and was significant at the 0.01 level (p<0.01). Additionally, other variables that 

were found to contribute significantly in explaining ROE comprised of: firm size (FIS) 

(β=0.0514, p<0.0l), risk management overlap (RMCO) (β=0.0456, p<0.1), risk management 

qualification (RMCQ) (β=0.0452, p<0.1), separate risk management (SRMC) (β=-0.0374, 

p<0.05), board meeting (BOM) (β=-0.0282, p<0.01), risk management size (RMCS) 

(β=0.0149, p<0.05), board size (BOS) (β=0.0120, p<0.01), risk management training (RMCT) 

(β=0.0039, p<0.01), leverage (LEV) (β=0.0032, p<0.01), firm age (FIA) (β= -0.0013, 

p<0.01), and ownership concentration (OWC) (β=0.0009, p<0.01). 

On the other hand, board gender (BOG) (β= 0.0662, p >0.1), board independence (BOI) (β=-

0.0594, p >0.1), risk management committee gender (RMCG) (β= -0.0238, p >0.1), and risk 

management committee diligence (RMCD) (β= -0.0035, p >0.1), have failed to make a 

statistically significant contribution to firm performance as measured by ROE because they all 

have p-values greater than 0.1 as can be seen in Table 5.15. 
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Table 5.15 
Direct Relationship Regression Result for Model 2 (ROE) 

Variables  Coef. t-stat  P>z 

SRMC -0.0374724 -2.08** 0.038 

RMCS 0.0148916 1.96** 0.05 

RMCD -0.00349 -0.79 0.428 

RMCIND -0.0743913 -2.72*** 0.007 

RMCT 0.0039217 4.11*** 0.000 

RMCQ 0.0452416 1.77* 0.077 

RMCO 0.0456388 1.86* 0.063 

RMCINT -0.0543744 -2.96*** 0.003 

RMCG -0.0237697 -0.59 0.552 

BOS 0.0120762 3.38*** 0.001 

BOI -0.0594188 -1.15 0.249 

BOM -0.0282875 -8.24*** 0.000 

BOG 0.0662302 1.27 0.204 

OWC 0.0009098 2.89*** 0.004 

FIA -0.001276 -4.32*** 0.000 

LEV -0.0031561 -7.18*** 0.000 

FIS 0.0513656 11.08*** 0.000 

Constant -0.5433167 -8.59 0.000 

R-Square 0.1826     

P>z 0.000     

“Note: TOBSQ: Return On Equity, SRMC: Separate Risk Management Committee, RMCS: Risk 

Management Committee Size, RMCD: Risk Management Committee Diligence, RMCIND: Risk 

Management Committee Independence, RMCT: Risk Management Committee Training, RMCQ: Risk 

Management Committee Qualification, RMCO: Risk Management Committee Overlap, RMCINT: 

Risk Management Committee Interlocking, RMCG: Risk Management Committee Gender, BOS: 

Board Size, BOI: Board Independence, BOM: Board Meeting, BOG: Board Gender, OWC: 

Ownership Concentration, FIA: Firm Age, LEV: Leverage, FIS: Firm Size”. 

5.4.2.3 Model 3 (ROA as Dependent Variable) 

In this model, the value of R2 as revealed in Table 5.16 is 0.1735, above which portrayed that 

the regression model describes 17.35% of the variation in firm performance variable as 

explained by return on assists (ROA). Hence, the R2 value is considered reasonable and has 

statistically accounted for 17.35% variation in the model. Moreover, the model 3 was found to 
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be statistically significant (p<0.0l), indicating the goodness of fit and validity of model 3 used 

as shown in Table 5.16.  

The variable with the largest beta coefficient in this model was on risk management 

committee independence (RMCIND) (β= -0.041, p<0.0l). Therefore, RMCIND has made a 

strong unique contribution in explaining the performance variable as measured by ROA. 

Additionally, the beta coefficient value of risk management committee overlap (RMCO) is 

(0.0241) which is slightly lower than that of RMCIND and was also found to be statistically  

significant at the 0.05 level (p<0.05). Likewise, other variables that made a significant 

contribution in explaining ROA are; risk management committee interlocking (RMCINT) (β= 

-0.0227, p<0.01), separate risk management committee (SRMC) (β= -0.0209, p<0.0l), firm 

size (FIS) (β= 0.0198, p<0.0l), board meeting (BOM) (β= -0.0117, p<0.0l), risk management 

committee size (RMCS) (β= 0.0054, p<0.1), board size (BOS) (β= 0.0046, p<0.0l), risk 

management committee training (RMCT) (β= 0.0018, p<0.01), firm age (FIA) (β= -0.0006, 

p<0.0l), ownership concentration (OWC) (β= 0.0004, p<0.0l), and leverage (LEV) (β= -

0.0012, p<0.0l). 

In contrast, board gender (BOG) (β= 0.0343, p>0.0l), board independence (BOI) (β= -0.0256, 

p>0.0l), risk management committee qualification (RMCQ) (β= 0.0162, p>0.0l), risk 

management committee gender (RMCG) (β= 0.0017, p>0.0l), and risk management 

committee diligence (RMCD) (β= -0.0013, p>0.0l)), were not able to make any significant 

statistical contribution to the firm performance, as measured by ROA, for the reason that they 

all have p-values greater than 0.1 as delineated in Table 5.16. As clarified below: 
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Table 5.16 
Direct Relationship Regression Result for Model 3 (ROA) 

Variables  Coef. t-stat  P>z 

SRMC -0.0209061 -2.77*** 0.006 

RMCS 0.0054471 1.77* 0.077 

RMCD -0.0012672 -0.68 0.494 

RMCIND -0.040725 -3.64*** 0.000 

RMCT 0.001802 4.5*** 0.000 

RMCQ 0.0161616 1.52 0.129 

RMCO 0.02413 2.36** 0.018 

RMCINT -0.022684 -2.88*** 0.004 

RMCG 0.001732 0.1 0.917 

BOS 0.0046488 3.02*** 0.003 

BOI -0.0256465 -1.19 0.232 

BOM -0.0117278 -8.16*** 0.000 

BOG 0.0342519 1.55 0.121 

OWC 0.0003755 2.8*** 0.005 

FIA -0.0005669 -4.62*** 0.000 

LEV -0.0012767 -7.92*** 0.000 

FIS 0.0198467 9.54*** 0.000 

Constant -0.1845028 -6.66*** 0.000 

R-Square 0.1735     

P>z 0.000     

“Note: ROA: Return on assets, SRMC: Separate Risk Management Committee, RMCS: Risk 

Management Committee Size, RMCD: Risk Management Committee Diligence, RMCIND: Risk 

Management Committee Independence, RMCT: Risk Management Committee Training, RMCQ: Risk 

Management Committee Qualification, RMCO: Risk Management Committee Overlap, RMCINT: 

Risk Management Committee Interlocking, RMCG: Risk Management Committee Gender, BOS: 

Board Size, BOI: Board Independence, BOM: Board Meeting, BOG: Board Gender, OWC: 

Ownership Concentration, FIA: Firm Age, LEV: Leverage, FIS: Firm Size”. 

5.4.2.4 Model 4 (EPS as Dependent Variable) 

In this model, the value of R2 as revealed in Table 5.17 is 0.2428, meaning that the regression 

model explains 24.28% of the variation in firm performance variable as explained by r eturn 

on assists (ROA). Hence, the R2 value is considered reasonable and has statistically accounted 

for 24.28% variation in the model. Moreover, the model 4 was found to be statistically 
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significant (p <0.0l), indicating the goodness of fit and validity of the model used as shown in 

Table 5.17.  

The variable with the largest beta coefficient in this model is the firm size (FIS) (β= -0.0009, 

p <0.0l). Therefore, firm size has made a strong unique contribution in explaining the 

performance variable (as measured by ROA). Additionally, the beta coefficient value of 

separate risk management committee (SRMC) is (-0.0008) which is slightly lower than that of 

firm size and was also found to be statistically significant at 5% level (p <0.05). Likewise, 

other variables that made a significant contribution in explaining earnings per share are; risk 

management committee independence (RMCIND) (β= -0.0011, p <0.0l), risk management 

committee overlap (RMCO) (β= 0.0007, p <0.05), risk management committee interlocking 

(RMCINT) (β= -0.0007, p <0.0l), board meeting (BOM) (β= -0.0003, p <0.0l), board size 

(BOS) (β= 0.0001, p <0.0l), leverage (LEV) (β= -0.00004, p <0.0l), risk management 

committee training (RMCT) (β= 0.00004, p <0.01), and ownership concentration (OWC) (β= 

0.000008, p<0.05). 

On the other hand, board gender (BOG) (β= 0.0009, p >0.0l), risk management committee 

qualification (RMCQ) (β= 0.00043, p >0.0l), risk management committee gender (RMCG) 

(β= -0.00041, p>0.0l), board independence (BOI) (β= -0.00015, p >0.0l), risk management 

committee diligence (RMCD) (β= -0.00007, p >0.0l), risk management committee size 

(RMCS) (β= 0.000058, p >0.0l), and firm age (FIA) (β= 0.000003, p >0.0l), were not able to  

make any significant statistical contribution to firm performance, as measured by EPS, for the 

reason that they all have p-values greater than 0.1 as delineated in Table 5.17. 
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Table 5.17 
Direct Relationship Regression Result for Model 4 (EPS) 

Variables  Coef. t-stat  P>z 

SRMC -0.0008081 -3.63*** 0.000 

RMCS 0.0000582 0.66 0.512 

RMCD -0.00007 -1.26 0.206 

RMCIND -0.0011401 -3.48*** 0.001 

RMCT 0.0000446 3.98*** 0.000 

RMCQ 0.0004336 1.38 0.168 

RMCO 0.0007245 2.32** 0.020 

RMCINT -0.000718 -3.18*** 0.001 

RMCG -0.0004138 -0.91 0.364 

BOS 0.0001129 2.56*** 0.010 

BOI -0.0001588 -0.26 0.799 

BOM -0.0003364 -8.34*** 0.000 

BOG 0.0009335 1.54 0.125 

OWC 0.00000769 2.18** 0.030 

FIA 0.00000256 0.64 0.523 

LEV -0.0000452 -9.4*** 0.000 

FIS 0.0009134 16.52*** 0.000 

Constant -0.0094931 -11.51*** 0.000 

R-Square 0.2428     

P>z 0.000     

“Note: EPS: Earnings per share, SRMC: Separate Risk Management Committee, RMCS: Risk 

Management Committee Size, RMCD: Risk Management Committee Diligence, RMCIND: Risk 

Management Committee Independence, RMCT: Risk Management Committee Training, RMCQ: Risk 

Management Committee Qualification, RMCO: Risk Management Committee Overlap, RMCINT: 

Risk Management Committee Interlocking, RMCG: Risk Management Committee Gender, BOS: 

Board Size, BOI: Board Independence, BOM: Board Meeting, BOG: Board Gender, OWC: 

Ownership Concentration, FIA: Firm Age, LEV: Leverage, FIS: Firm Size”. 

5.4.3 Hypothesis Testing and Discussion of Findings  

Under this subsection, discussion on the direct effect of the independent variables on the 

dependent variables in this study was made, and the results were presented in Table s 5.14, 

5.15, 5.16, and 5.17 which provide the basis for hypotheses testing.  
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5.4.3.1 Separate Risk Management Committee (SRMC) and Firm Performance (Tobin’s 

Q, ROE, ROA, and EPS) 

It is predicted that risk management committee (SRMC) can strengthen the board monitoring 

and increase firm performance. Inconsistent with the research hypothesis, the results from 

Tables 5.14, 5.15, 5.16, and 5.17 reveal significant negative with model 1  (Tobin 's q) (β= -

0.0997, P <0.01), model 2 (ROE) (β= -0.0375, P <0.05), model 3 (ROA) (β= -0.0209, P 

<0.01), and model 4 (EPS) (β= -0.0008, P <0.01). The regression coefficient of model 1 

(Tobin's q), model 2 (ROE), model 3 (ROA), and model 4 (EPS) reveal a negative and 

significant relationship between SRMC and with firm performance (as represented by Tobin’s 

q, ROE, ROA and EPS). These results in the same study by Ali et al. (2017) found that 

SRMC has significant positive relationships with the financial restatement, which in turn 

affect firms’ performance negatively. Likewise, Elamer and Benyazid (2018) found that 

SRMC has significant negative association with performance of company. 

This implies that SRMC could not make a significant positive contribution to increasing the 

firm performance (as represented by Tobin’s q, ROE, ROA and EPS) in Malaysia listed 

companies. Hence, H1a, H1b, H1C, and H1d are rejected. This finding contradicts the agency 

theory which assumes that board sub-committees like RMC are very important in reducing 

agency cost and problem, as the sub-committees support the board to perform its oversight 

function over the management on specific risks matters (Abdullah & Shukor, 2017).  

Similarly, the findings do not support the position of the RDT which states that the separate 

RMC leads to better supervisions (Jia et al., 2019). The significant negative findings in model 

1, model 2, model 3, and model 4 may be due to the lack of a clear framework which led to  

the inconsistencies in the composition and appointment of the SRMC members. Ano ther 
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plausible reasons may because of a majority of listed firms in Bursa Malaysia did not meet the 

requirement of Malaysia code corporate governance (2017) requires all listed companies to  

establish an independent RMC to assists the board on risk management oversight. Section 9.3 

of the MCCG 2017 provided that a separate RMC committee be formed to help in  assessing 

the business risk of the firm. However, the findings show that a separate RMC reduces f irm 

performance. The possible reason for this is that only 33% of the firms have separated RMC. 

5.4.3.2 Risk Management Committee Size (RMCS) and Firm Performance (Tobin’s q, 

ROE, ROA, and EPS) 

This study relied on the resources dependency and agency theory and predicts that the risk 

management committee size has a significant positive association with firm performance. 

Consistent with the research prediction, the results as displayed in Table 5.14, 5.15, 5.16, and 

5.17 indicates that RMCS has a significant and positive influence on model 2 (ROE) , (β= 

0.0149, P <0.05) and model 3 (ROA), (β= 0.0054, P <0.1). The results indicated that there is a 

larger RMCS increases firm performance (ROE and ROA). The findings supported the 

agency theory expectation, which believes that large size sub-committee such as RMC that 

are active and resourceful can resolve agency conflicts between the management and owners 

easily, and hence increases firm performance. Also, the findings support the RDT which 

states that the more the number of the RMC members, the better f or the company (Haji & 

Mubaraq, 2015; Fauzi & Locke, 2012; Kiel & Nicholson, 2003). To link to this, 

Subramaniam et al. (2009) contend that a corporation which has a large number of board 

members stand a chance of directors with the skills required to manage activities and even 

involved in a subcommittee that has been dedicated to risk management. The same context, 
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Tao and Hutchinson (2013) argue that the effectiveness of the RMC depends on size and 

composition, which eventually improves the performance of a firm. This finding is in line 

with Al‐Hadi et al. (2016), who reveals that RMC size has a significant and positive influence 

on the market disclosures which affect firm performance positively and signif icant. Hence, 

H2b and H2c are supported. 

On the opposite, the coefficient of RMCS reveals insignificant relationship with model 1 

(Tobin’s q) (β= 0.0023, P >0.1), and model 4 (EPS) (β= 0.00006, P >0.1). Hence, Hypotheses 

H2a and H2d are rejected. Specifically, the findings imply that RMCS might impact Tobin’s q 

and EPS of listed firms in Malaysia. The findings are consistent with the results of  Ng et al.  

(2012) and Abubakar et al. (2018), respectively. The findings contradict the resources 

dependency theory, which assumes that a handful of boards are particularly useful by 

appropriate counselling on strategic alternatives faced by the organization (Pearce & Zahra, 

1991). Firstly, a large committee size does not translate the fact that a majority of committee 

members represent the stakeholders' interests (Shao, 2010) and in the same manner, the board 

size may not translate to efficiency. A committee that has sufficient knowledge and 

experience should ensure committee effectiveness (Shakir, 2008). Therefore, the association 

between committee size and performance might vary because of the differences in 

characteristics of institutions and specific feature of the organization (Guest. 2009). Thus, 

inconsistencies and lack of uniformity may affect the board’s capacity for effective 

supervision of management. Another plausible reason may be attributed to the company 

might be spending on the members of the committee for them to provide fruitful ideas on the 

management of risk and improvement of performance. However, members of the committee 

might have failed either due to the inadequate experience of the nature of risk involved or due 
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to shady understanding of uncertainties surrounding the business environment. In  addition, 

the size of the committee might not have the required risk culture, integrity and standard 

ethical practice. 

5.4.3.3 Risk Management Committee Diligence (RMCD) and Firm Performance 

(Tobin’s Q, ROE, ROA, and EPS) 

At the onset of the study, it was hypothesized that RMC diligence improves performance. In  

contrast to this prediction, the coefficient of the regression indicated a negative influence of 

risk management committee diligence on model 2 (ROE) (β= -0.0035, P >0.1), model 3 

(ROA) (β= -0.0013, P >0.1), and model 4 (EPS) (β= -0.00007, P >0.1), as presented in Table 

5.15, 5.16, and 5.17. This is a consistent result with the study by Elamer and Benyazid (2018) 

who conclude that the risk committee meeting has a negative effect on the performance of 

financial firms on the FTSE-100 index. Therefore, H3b, H3c and H3d are hereby rejected. 

The findings imply that RMCD negatively influences firm performance (ROE, ROA, and 

EPS) in Malaysia.  

Furthermore, the results of model 1 which is for Tobin’s Q indicates that RMC meeting has a 

significant negative contribution with model 1 (Tobin’s q) (β= 0.0166, P <0.01). The 

interpretation could be when the frequency of RMC meeting increases by 1, the performance 

(Tobin's Q) of listed firms decreased by 1.66%. The outcomes are contrary to the agency 

theory’s assumption that frequent meetings facilitate firm performance. The result is similar 

to Fajembola et al. (2018a) who found that RMC meeting is negative significantly associated 

with the stability of deposit money banks. Likewise, Elamer and Benyazid (2018) who f ound 

that RMC meeting has significant negative associated with performance of company. 
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The first plausible justification of negative association among committee meeting and 

performance of firm is that most times RMC meetings are only held when issues arise 

(Jensen, 1993). Similarly, scholars assert that more frequent meetings still result with poor 

performance but improved future performance highlighting the presence of lag effect 

(Jackling & Johl, 2009). Moreover, the committee needs to balance frequency costs and 

benefits (Khanchel, 2007). The RMC meeting frequency and firm performance are not always 

useful as non-executive directors do not judiciously utilize the limited time at their disposal to  

exchange important issues with the management. RMC meetings might not discuss in -depth, 

specifically issues of risk, and consequently, those issues may not be addressed well. Another 

element is the continuous actions of the relevant parties in the organisation. Although some 

specific issue of risks may be discussed in detail in the RMC meeting, perhaps no continuous 

actions by the relevant parties or departments in the company are taken for those issues; 

hence, the risks faced by the company are not addressed and managed properly.  

Another justification is that directors do not judiciously utilize the limited time at their 

disposal to exchange important issues with other directors. In addition to that, more mundane 

activities, such as various formalities and the presentation of reports, take up a large portion 

of meeting time, which decreases the time available for efficiently monitoring management 

(Lipton & Lorsch, 1992) and which can therefore influence performance in a negative 

manner. Another viewpoint is those of Rebeiz and Salame (2006) who argued that frequency 

is not synonymous with quality of meetings. In other words, frequent subcommittee meetings 

mean that the subcommittee members are playing an erroneous operating role rather tha n an 

oversight one which is its actual role. Moreover, Rebeiz and Salame (2006) stated that 
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meeting quality is what matters most and that the frequency does not always improve 

performance.  

5.4.3.4 Risk Management Committee Independence (RMCIND) and Firm Performance 

(Tobin’s q, ROE, ROA, and EPS) 

At the beginning, this study hypothesises a positive influence of risk management committee 

independence (RMCIND) on the performance. Contrary to expectation, the coefficient of 

regression indicates a significant negative influence of risk management committee 

independence on model 1 (Tobin’s q) (β= -0.1813, P <0.01), model 2 (ROE) (β= -0.0744, P 

<0.01), model 3 (ROA) (β= -0.0407, P <0.01), and model 4 (EPS) (β= -0.0011, p <0.01) as 

presented in Table 5.14, 5.15, 5.16, and 5.17. Therefore, H4a, H4b, H4c and H4d are hereby 

rejected, which opposed to the positions of the RDT and Agency theory. This means that any 

increase in the RMC independence by 1, will decrease performance by 18.13%, 7.44%, 

4.07%, and 0.11% for Tobin’s q, ROE, ROA, and EPS respectively. Although there are very 

few research findings on risk management committee independence, this result agreed with 

Abdullah et al. (2015). The authors found that RMC independence influences hedging 

operations information disclosure, which is an indication of negative the f irm performance. 

Furthermore, Abubakar et al. (2018) reveal that RMC independence has a significant negative 

influence on financial performance. The findings imply that is risk management committee 

independent negatively associated with firm performance (Tobin’s q, ROE, ROA, and EPS) 

in Malaysia. Likewise, Elamer and Benyazid (2018) who found RMC independence 

influences performance in a negative way. The results are surprising in that section 6.2 of the 

MCCG 2017 encourages the RMC to be independent to enable the committee to carry out 
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work independent of the management. However, there are possible reasons f or the negative 

relationships. 

Firstly, a likely explanation for the negative impact of  RMC independence on performance 

could be that directors who are recruited from outside the organization do not have necessary 

competencies and motivation. Additionally, it might be due to the poor information flow from 

the top management to the risk management committee, which results in inefficient 

communication flow among committee members (Nwonyuku, 2016). Another essential point 

is that appointing more directors having multiple engagement and directorships in  the RMC 

may affect the activities of the committee since busy directors will be full of engagements 

trying to fulfil their various obligations and commitments on the boards of other companies 

where they are also directors. The status of independence in the RMC does not influence the 

effectiveness of work on risks. Although they are independent and have no relationship with 

the company, the lack of knowledge on management issues works against them when they 

undertake the tasks relating to risks.  

Another plausible reason may be lack of experience on issues relating to the organization’s 

external environment. Independent RMC members are not involved in the management 

activities and some issues relating to risks are hidden. This situation needs talented and skilf ul 

risk management committee members who can understand in-depth the management's 

activities. Hence, the crucial issues of risk cannot be addressed and managed properly. 

another possible reason may be on the fact that the appointment of the board of directors is 

indirectly facilitated by the management. Another possible explanation for these findings may 

also be due to the information asymmetry, this is because directors normally relied  heavily on 

the information provided by the management. In many instances, independent directors could 
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not access the required information to make any decisions (Nowak & Mccabe, 2003).  Other 

possible reason some board practices that are important to the Western businesses and firms 

are not so much in the Malaysia firms. Last possible reason is that might the RMC 

independence members do not have a friendly relationship with all members of the board and 

hence cannot work with them as a team member, to make the right decision and achieve f irm 

targets. 

5.4.3.5 Risk Management Committee Training and Firm Performance (Tobin’s q, ROE, 

ROA, and EPS) 

Consistent with the study’s hypothesis, RMC training (RMCT) has a positive and signif icant 

influence in the model 1 (Tobin’s q) (β= 0.0056, p <0.0l), model 2 (ROE) (β= 0.0039, p 

<0.0l), model 3 (ROA) (β=0.0018, p <0.0l), model 4 (EPS) (β= 0.00004, p <0.0l). For this 

reason, hypotheses H5a, H5b, H5c, and H5d which state that RMCT has a positive 

relationship with firm performance (Tobin’s q, ROA, ROE, and EPS) are supported.  The 

results show that both agency theory and RDT explains the relationship between the RMCT 

and firm performance of the Malaysian firms. This means that as the frequency of RMC 

meeting increases by 1, so also the performance of listed financial service firms will increase 

by 0.56%, 0.39%, 0.18 and 0.004% for Tobin’s q, ROE, ROA, and EPS respectively. These 

results signify that the relationship between RMCT and performance is positive and 

statistically significant, indicating that the higher attendance of workshops by RMCT, the 

better the performance (Tobin’s q, ROE, ROA, and EPS) of listed firms in Malaysia. This 

indicates that higher attendance of workshops by RMC will have the resources required to 

increase the performance of a firm. Consequently, this outcome has supported hypotheses 

H5a, H5b, H5c and H5d. Additionally, the result tallies with Brahmana, Brahmana and Ho 
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(2018) which produced a positive and significant linkage between board training and 

performance among organizations in the US, Brazil, Russia, India, China and Indonesia.  

The result has also accorded with agency theory which supported the several conferences and 

workshops related to the risk management attendance by RMC members were expected to 

increase the awareness of members with contemporary risk-related issues which will help to  

reduce agency of cost related to risk aspect of the business, hence increase firm performance. 

Meanwhile, “it is equally important that directors should receive further training from time to 

time, particularly on relevant new laws and regulations and changing commercial r isks” 

(MCCG, 2000). Also, Hence, more risks-related training was needed by members of the RMC 

which can boost them to gain more relevant knowledge, particularly on risk issues. Training 

that is related to the company's business environment should be given to members of the 

RMC. These requirements are consistent with Bursa Malaysia's Listing Requirements 

(Paragraph 15.08) which requires the members of the board of directors to attend relevant 

training from time to time. 

5.4.3.6 Risk Management Committee Qualification and Firm Performance (Tobin’s q, 

ROE, ROA, and EPS) 

This research relied on agency theory and predicts that risk management committee 

qualification (RMCQ) positively influence performance. Consistent with the research 

prediction, findings displayed in Table 5.14, 5.15, 5.16, and 5.17 indicates that risk 

management committee qualification (RMCQ) has a positive and significant effect on model 

2 (ROE), (β= 0.0452, P <0.1) while having an insignificantly positive effect on modle1, 

Tobin’s q (β= 0.0522, p >0.l), model 3, ROA (β= 0.0162, p> 0.l), and model 4, EPS (β= 
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0.0004, p >0.l). This has therefore supported hypothesis H6b which state s that risk 

management committee qualification has a positive influence on performance (as represented 

by ROE). The interpretation is that any increase in the risk management committee by one 

member has a background in accounting or finance will increase the firm performance by 

4.52% for ROE. In spite of very few researches on RMC qualification, this finding tallies with 

Al‐Hadi et al. (2016). The authors found that the risk management committee qualification is 

a significant positive associated market risk disclosure. 

In reaching consensus to the previous discussion, there is a study by Malik et al. (2019) who 

found that RMC member with the financial qualification and expertise has been negatively 

associated with abnormal risk factor disclosure Tone. This suggests that RMC members with 

financial qualification and expertise could help to improve the performance and earnings 

numbers of the firms, Pereira and Filipe (2018) found that boards with members holding 

accounting or finance certificate have a significant positive effect on performance.  

Whereas, the results do not support the hypotheses H6a, H6c, and H6d which states that risk 

management committee qualification has a positive relationship with firm performance (as 

represented by Tobin’s q, ROA, and EPS). However, this result has contravened proposition 

of agency theory which presumes that on the sub-committee qualification, agency theory 

requires the sub-committee such as RMC to reduce agency costs by monitoring risk related 

(Garba & Mohamed, 2018). These results are consistent with the result of Johl et al.  (2015) 

explained that board member accounting or financial certificate has positively associated with 

firm performance. The reason why this finding contradicts what was hypothesised maybe 

because members with accounting or financial knowledge are busy and do not have time  to 

perform their committee duties properly. Although, with the existence of conflict with agency 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3316614


Universlti Utara Malaysia 

 

182 

 

theory, this study supports previous work (Srivastava & Lee, 2008) that found that members 

with financial knowledge have a weak relationship with firm performance. The insignif icant 

result may imply that the presence of members with qualification in Accounting and Finance 

may not necessarily translate to risk culture, competence and experienced risk management of 

the members.  

5.4.3.7 Risk Management Committee Overlap and Firm Performance (Tobin’s q, ROE, 

ROA, and EPS) 

Based on the alignment and entrenchment hypotheses, this study projected a significant 

relationship between RMC overlap (RMCO) and performance of firm. Consistent with the 

entrenchment hypothesis, the results from Table 5.14, 5.15, 4.16, and 4.17 reveal a positive 

significant relationship between RMC overlap and model 1 (Tobin’s) (β= 0.0795, P <0.05), 

model 2 (ROE) (β= 0.0456, P <0.1), model 3 (ROA) (β= 0.0241, P <0.05), and model 4 (EPS) 

(β= 0.0007, P <0.05). Consequently, this outcome has supported hypotheses H7a, H7B, H7c, 

and H7d. The findings are in agreement with the RDT propositions (Al-Rassas & Kamardin, 

2015; Garba & Mohamed, 2018). This means that a 1-unit increase in RMC with a member 

has overlap will lead to increase in performance by 7.95%, 4.56%, 2.41, and 0.07% for 

Tobin’s q, ROE, ROA, and EPS respectively.  

This result is consistent with that of Ishak (2016) document RMC overlapping has a 

significant effect on modified audit opinion, which in turn affect the firms’ performance. This 

finding is in tandem with agency theory that assumes that sub -committee members overlap 

can lead to positive synergies through the agency cost reduction resulting in  more ef fective 

teamwork which will enhance performance (Ishak, 2015).  
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5.4.3.8 Risk Management Committee Interlocking and Firm Performance (Tobin’s q, 

ROE, ROA, and EPS) 

This study projects that RMC interlocking (RMCINT) constrain the effect of firm 

performance. Contrary to the prediction, the coefficient of the regression indicates a 

significant negative influence of RMCINT on model 2 (ROE) (β= -0.0544, P <0.01), model 3  

(ROA) (β= -0.0227, P <0.01) and model 4 (EPS) (β= -0.0007, P <0.01) as presented in Tables 

5.14, 5.15, 5.16, and 5.17. This means that any increase in the interlocking of the risk 

management committee by 1, will result in a decrease in performance by 5.44%, 2.27%, and 

0.07% for ROA, ROE, and EPS respectively. While, has insignificant positive effect on model 

1 (Tobin’s q) (β= 0.0079, P >0.1). These results have rejected for hypotheses H8a, H8b, H8c, 

and H8d. This shows that the findings do not support the RDT and agency theory that project 

a positive relationship. This implies that the risk management committee interlocking could 

not improve the firm performance in Malaysia. The findings contradict the agency theory 

multiple directorships by RMC member will facilitate their connection and familiarity with 

the firms’ risk to reduce agency cost, which will increase firm performance (Kallamu, 2015, 

2016).  

Furthermore, reasons for the result obtained may include: (1) the domination and involvement 

of the management to appoint their allies and those connected to the government on the board, 

(2) agency conflict due to personal interest between the management and members of the 

board, (3) may be because members with interlocking are busy and do not have time to 

perform their board of directors' duties properly, Jiraporn, Davidson, Dadalt and Ning (2009) 

also found that multiple directorships results to the possibility of absence in board meetings. 

In this situation, the directors with the status of more interlocking directorships should take 
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advantage of their multiple experiences. They have a lot of experience which can help them to 

address the issues in the company, especially risk issues. If the experiences that they have are 

not fully utilized, it cannot assist the firm to address the risks faced. 

5.4.3.9 Risk Management Committee Gender and Firm Performance (Tobin’s q, ROE, 

ROA, and EPS) 

Based on the regression result from Table 5.14, 5.15, 5.16, and 5.17 risk management 

committee gender (RMCG) was found to be positive, and significantly related to performance 

of listed firm in Malaysia Tobin’s q (β= 0.1050, p <0.05), while has insignificant effect on 

ROE (β= -0.0238, p >0.l), ROA (β= 0.0017, p >0.l), and  EPS (β= -0.0004, p >0.l). These 

results have support for hypotheses H9a which state that RMCG has a significant positive 

relationship with firm performance (Tobin’s q), while the results fail to support hypothesis 

H9b, H9C, and H9d. The positive impact of the RMCG on Tobin Q indicated the relevance of 

gender in promoting firm market performance. Section 4.4 of the MCCG (2017) encourages 

women participation in various aspect of board governance including the RMC. The code 

further that large companies need to have at least 30% of the board composition to be women. 

The result regarding model 1 (Tobin’s) concord with agency theory believes that women are 

vigilant, risk-averse, ability to make a good decision that will help in reducing the conflict of 

interest between the management and owners, hence, increase firm performance (Azmi & 

Barrett, 2013). This finding is concomitant with that of Alqatamin (2018) who discovered that 

audit committee gender has significant positive impact on the performance of Jordan firms.  

Considering model 3 from Table 5.16, RMCG has no significant impact on performance as 

represented by ROA (β= 0.0017, p >0.1). Therefore, hypothesis H9c which states that RMCG 
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has a positive relationship with firm performance (ROA), is not supported. the resu lt was 

consistent with the Julizaerma and Sori (2012) who document that audit committee gender 

has no significant effect on the performance of Malaysia listed firms. Contrary, Abdullah and 

Ku Ismail (2017) who report that audit committee gender has negative but insignificant 

impact on the performance of listed companies in listed firms in Malaysia. Contrarily, this 

result contradicts the assumption of resource dependence theory which recommends that 

diversity of ways in which a company could safeguard the supply of resources precarious f or 

its survival (Hillman et al., 2009; Pajunen,2006; Sheppard, I995).  

Linking this result with what has been obtained from the descriptive statistics (Table 5 .3) of 

this study, the average of RMCG in the Malaysia firms is 12.92 per cent and a maximum is 

one woman in the RMC. This has not gone with the requirements of the MCCG 2017 which 

requires board of companies in Malaysia to have at least thirty percent of their members as 

women directors. The non-significance of RMCG on ROE, ROA, and EPS may mean that 

women are not adequately represented on the boards of listed companies in  Malaysia since 

they comprise of only 7.5% of directors in total (Kamardin, Abdul Latif, Mohd, & Adam, 

2014). Razali (2018) concluded that board with very small females will not affect firm 

performance because women have no power in the board which the need for them in making a 

decision is low. Additionally, the insignificant outcome might imply that the females in the 

RMC are less knowledgeable about risk culture, lack the requisite integrity and standard of 

ethic. 
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5.4.3.10 The Effect of Control Variables on Firm Performance (Tobin’s q, ROE, ROA, 

and EPS)  

The findings from this study reveal that board size (BOS) is significant and positive related 

with model 1 (Tobin’s q) (β= 0.0347, P <0.01), model 2 (ROE) (β= 0.0121, P <0.01), model 3 

(ROA) (β= 0.0046, P <0.01) and model 4 (EPS) (β= 0.0001, P <0.01). This  means that any 

increase in the size of the board by 1, will result in an increase in performance by 3.47%, 

1.12%, 0.46%, and 0.01% for Tobin’s q, ROE, ROA, and EPS respectively. These results 

signify that the relationship between board size and firm performance is positive and 

statistically significant, indicating that the higher the board size, the better the firm 

performance (Tobin’s q, ROE, ROA, and EPS) of listed firms in Malaysia. The f indings are 

consistent with Nawafly and Alarussi (2016) who documented that the relationship between 

board size and performance is positive and significant which indicating that the higher the 

board size, the better the performance (Tobin’s q, ROE, ROA, and EPS) of listed firms in 

Malaysia. 

Regarding the board independence (BOI), the result of model 1 indicates that board 

independence is significant and positive related to model 1 (Tobin’s q) (β= 0.1716, P <0.05). 

This result signifies that the association among the independence of the board and financial 

performance is significant and positive, indicating that the higher of independence member in  

the board, the better the firm performance (Tobin’s q) of listed firms in Malaysia. The finding 

is consistent with Nawafly and Alarussi (2018) who document that the association among 

board independence and financial performance is significant and positive, indicating that the 

higher of independence member in the board, the better the performance (Tobin’s q) of listed 

firms in Malaysia. While board independence is negative with model 2 (ROE) (β= -0.0594, P 
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>0.1), model 3 (ROA) (β= -0.02565, P >0.1), and model 4 (EPS) (β= -0.0002, P >0.1). These 

results signify that board independence has a significant negative effect on the performance of 

listed firms in Malaysia. The findings are consistent with Jermias and Gani (2014) who f inds 

that there is a negative association between board independence and firm performance. 

The results of model 2, 3, and 4 show that board meeting has a negative relationship with 

model 1 (Tobin’s q) (β= -0.0142, P <0.01), model 2 (ROE) (β= -0.0283, P <0.01), model 3 

(ROA) (β= -0.0117, P <0.01) and model 4 (EPS) (β= -0.0003, P <0.01). This means that any 

increase in the meeting by 1, will result in a decrease in performance by 1.42%, 2.83%, 

1.17%, and 0.03% for ROE, ROA, and EPS respectively. This outcome is constant with the 

finding of Azar, Rad and Botyari (2014) who state that board meeting has a significant 

negative association with firm performance of listed firms in Malaysia. 

From Table 5.14, 5.15, 5.16, and 5.17 the regression outcome displays that board gender 

(BOG) has no significant influence on the performance of listed firms in Malaysia, model 1  

(Tobin’s q) (β= -0.0993, p >0.1), model 2 (ROE) (β= 0.0662302, p >0.1), model 3 (ROA) (β= 

0.0343, p >0.1), and model 4 (EPS) (β= 0.0009, p >0.1). This means that an increase the 

women in the board will not lead to an increase in firm performance (Tobin’s q, ROE, ROA, 

and EPS). These results are consistent with Adnan, Sabli, and Abdullah, (2013) and Low, 

Roberts and Whiting (2015) who proclaimed that board gender has a positive effect on f irm 

performance (ROE, ROA, and EPS) of firms in Malaysia. However, Abdullah and Ku Ismail 

(2017) found that board gender is negative relation with Tobin’s q in Malaysia listed firms.  

From Table 5.14, 5.15, 5.16, and 5.17 the regression result exhibitions that ownership 

concentration (OWC) has positive significant impact on the firm performance of listed f irms 
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in Malaysia, model 1 (Tobin’s q) (β= 0.0013, p <0.01), model 2 (ROE) (β= 0.0009, p <0.01), 

model 3 (ROA) (β= 0.0004, p <0.01), and model 4 (EPS) (β= 0.000008, p <0.01). This means 

that any increase in the per cent of ownership concentration by 1, so also the firm 

performance of listed firms in Malaysia will increase by 0.13%, 0.09%, 0.04%, and 0.0008% 

for Tobin’s q, ROE, ROA, and EPS respectively. This finding indicates that a high proportion 

of concentration affects better firm performance. These results are similar to Amran and 

Ahmad (2013). They found that ownership concentration has a significant positive on 

company performance. 

Regarding the firm age (FIA), the outcome shows that firm age is negative and signif icantly 

related to model 1 (Tobin’s q) (β= -0.0034, P <0.01), model 2 (ROE) (β= -0.0013, P <0.01) 

and model 3 (ROA) (β= -0.0006, P <0.01). This means that increases firm age by 1 year, so 

also the firm performance of listed firms in Malaysia will decrease by 0.34%, 0.13%, and 

0.06% for Tobin’s q, ROE, and ROA respectively. while it is insignificant with model 4 

(EPS) (β= 0.000003, P >0.1). However, the results imply that the higher the firm age, the 

more likely it is to report a poor firm performance. These results are not the same as the 

results in model 2 and 3 inconsistent with prior studies such as Evans (1987) and 

Stinchcombe (1965), which indicated that an increase in the age of the company accompanies 

an increase in management skills and abilities to enhance firm performance. Therefore, firm 

performance decreases with the firm age. 

For leverage (LEV), it was found to be negative, but statistically significant relation to firm 

performance; model 2 (ROE) (β= -0.0032, p <0.01), model 3 (ROA) (β= -0.0013, p <0.0l), 

and model 4 (EPS) (β= -0.00005, p <0.01), which is similar to the findings of Khodavandloo, 

Zakaria and Nassir (2017) and Ghasemi and Ab Razak (2016) who report that leverage has 
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negative and significant impact on firm performance of listed firms in Malaysia. As such, the 

result indicates that an increase in leverage by 1 unit, will result in a decrease in ROE by 0.32, 

ROA by 0.13 and in EPS by 0.005. On the other hand, leverage has positive, but no 

significant influence on firm performance (β= 0.000174, p > 0.l). This result is consistent with 

the finding of Ibhagui and Olokoyo (2018) who claim that leverage has an insignificant 

positive effect on the performance. 

From the regression result in Table 5.14, 5.15, 5.16, and 5.17, firm size (FIS) is positive and 

statistically significant related to firm performance; model 2 (ROE) (β= 0.0514, p < 0.0l), 

model 3 (ROA) (β= 0.0198, p < 0.0l), and model 4 (EPS) (β= 0.0009, p < 0.0l). These results 

indicate that the big firms have better firm performance. These results have the same findings 

of Razali (2018) who documents that firm size has positive and significant on the 

performance of listed companies in Malaysia. While, firm size has positive but no signif icant 

related to firm performance; model 1 (Tobin’s q) (β= 0.0085, p > 0.l). These results are 

similar to Ghasemi and Ab Razak (2016). They found that the age of the f irm f actor has an 

insignificant relationship with firm profitability of listed firms in Malaysia. 
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Table 5.18 
Summary of hypotheses related to model 1 (Tobin’s q), Model 2 (ROE), Model 3 (ROA), and 
Model 4 (EPS) 

h
y
p
o
th

es
is

 

N
o
. 

Variables  

Model 1 (Tobin’s q) Model 2 (ROE) 

Coef. t-stat  P>z 
Decision 

(Supported) 
Coef. t-stat  P>z 

Decision  

(Supported) 

H1 SRMC -0.09966 -3.95*** 0.000 Partially -0.0374724 -2.08** 0.038 Partially 

H2 RMCS -0.00226 -0.23 0.817 No 0.0148916 1.96** 0.05 Yes 

H3 RMCD -0.01659 -2.57*** 0.01 Partially -0.00349 -0.79 0.428 No 

H4 RMCIND -0.18127 -4.77*** 0.000 Partially -0.0743913 -2.72*** 0.007 Partially 

H5 RMCT 0.00561 4.23*** 0.000 Yes 0.0039217 4.11*** 0.000 Yes 
H6 RMCQ 0.052196 1.47 0.142 NO 0.0452416 1.77* 0.077 Yes 

H7 RMCO 0.079482 2.48** 0.013 Yes 0.0456388 1.86* 0.063 Yes 

H8 RMCINT 0.007901 0.29 0.769 NO -0.0543744 -2.96*** 0.003 Partially 

H9 RMCG 0.105002 2.05** 0.04 YES -0.0237697 -0.59 0.552 NO 

 BOS 0.034697 6.93*** 0.000  0.0120762 3.38*** 0.001  

 BOI 0.171636 2.45** 0.014  -0.0594188 -1.15 0.249  

 BOM -0.01418 -3.11*** 0.002  -0.0282875 -8.24*** 0  

 BOG -0.09929 -1.31 0.189  0.0662302 1.27 0.204  

 OWC 0.001345 3.05*** 0.002  0.0009098 2.89*** 0.004  

 FIA -0.00335 -7.85*** 0.000  -0.001276 -4.32*** 0  

 LEV 0.000174 0.37 0.709  -0.0031561 -7.18*** 0  

 FIS 0.008468 1.39 0.163  0.0513656 11.08*** 0  

  Constant -0.21778 -2.58*** 0.01   -0.5433167 -8.59 0   
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Table 5.18 (Continued) 

h
y

p
o

th
es

is
 

N
o

. 

Variables  

Model 3 (ROA) Model 4 (EPS) 

Coef. t-stat  P>z 
Decision 

(Supported)  
Coef. t-stat  P>z Decision 

H1 SRMC -0.0209061 -2.77*** 0.006 Partially -0.0008081 -3.63*** 0.000 Partially 

H2 RMCS 0.0054471 1.77* 0.077 Yes 0.0000582 0.66 0.512 No 

H3 RMCD -0.0012672 -0.68 0.494 No -0.00007 -1.26 0.206 No 

H4 RMCIND -0.040725 -3.64*** 0.000 partially -0.0011401 -3.48*** 0.001 Partially 

H5 RMCT 0.001802 4.5*** 0.000 Yes 0.0000446 3.98*** 0.000 Yes 

H6 RMCQ 0.0161616 1.52 0.129 No 0.0004336 1.38 0.168 No 

H7 RMCO 0.02413 2.36** 0.018 Yes 0.0007245 2.32** 0.02 Yes 

H8 RMCINT -0.022684 -2.88*** 0.004 Partially -0.000718 -3.18*** 0.001 Partially 

H9 RMCG 0.001732 0.1 0.917 No -0.0004138 -0.91 0.364 No 

 
BOS 0.0046488 3.02*** 0.003  0.0001129 2.56*** 0.01 

 

 
BOI -0.0256465 -1.19 0.232  -0.0001588 -0.26 0.799 

 

 
BOM -0.0117278 -8.16*** 0.000  -0.0003364 -8.34*** 0 

 

 
BOG 0.0342519 1.55 0.121  0.0009335 1.54 0.125 

 

 
OWC 0.0003755 2.8*** 0.005  0.00000769 2.18** 0.03 

 

 
FIA -0.0005669 -4.62*** 0.000  0.00000256 0.64 0.523 

 

 
LEV -0.0012767 -7.92*** 0.000  -0.0000452 -9.4*** 0 

 

 
FIS 0.0198467 9.54*** 0.000  0.0009134 16.52*** 0 

 

  Constant -0.1845028 -6.66*** 0.000   -0.0094931 -11.51*** 0   

“Note: TOBSQ: Tobin’s Q, ROE: Return On Equity, ROA: Return on assets, EPS: Earnings per share,  SRMC:  

Separate Risk Management Committee, RMCS: Risk Management Committee Size, RMCD: Risk Management 

Committee Diligence, RMCIND: Risk Management Committee Independence, RMCT: Risk  Management 

Committee Training, RMCQ: Risk Management Committee Qualification, RMCO: Risk Management 

Committee Overlap, RMCINT: Risk Management Committee Interlocking, RMCG: Risk Management 

Committee Gender, BOS: Board Size, BOI: Board Independence, BOM: Board Meeting, BOG: Board  Gender, 

OWC: Ownership Concentration, FIA: Firm Age, LEV: Leverage, FIS: Firm Size”. 

***, **, and * represent significant at 1%, 5%, and 10% respectively.  

From Table 5.18, it can be seen that the hypotheses for the four models (Tobin’s q, ROE, 

ROA, and EPS) and their respective decisions are individually reported. Under model 1 

(Tobin’s q), H5, H7, and H9 are supported, H1, H3, and H4 are partially supported, while H2, 

H6 and H8 are not supported. For model 2 (ROE), H2, H5, H6 and H7 are supported, H1, H4, 

and H8 are partially supported, whereas H3 and H9 are not supported. However, for model 3  
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(ROA), H2, H5, and H7; are supported, H1, H4, and H8 are partially supported, while H3, H6 

and H9; are not supported. Nevertheless, for model 4 (EPS), H5 and H7; are supported, H1, 

H4, and H8 are partially supported, however H2, H3, H6, H6, and H9; are not supported.  

5.4.4 Regression Results with Alternative Estimation Models 

In this section, the main regression result regarding the influence of risk management 

committee on firm performance was re-estimated using Driscoll- Kraay standardized 

regression with standard errors. This study used Driscoll-Kraay standard errors because the 

model is standardised when there is presence of cross-sectional dependence (Hoechle, 2007). 

Therefore, mistakenly disregarding cross-sectional relationship in the estimation of panel 

models may lead to a serious biased statistical result. Hence, Driscoll-Kraay is used to 

validate the PCSE model using an alternative model.  

From Table 5.19 which shows the result of Driscoll-Kraay standard errors, the R2 for Tobin’s 

q is 0.1044, ROE is 0.1826, ROA is 0.1735, and EPS is 0.2428, indicating that 10.44%, 

18.26%, 17.35, and 24.28% of the variations in Tobin’s q, ROE, ROA, and EPS respectively, 

are explained by the models. Moreover, model 1 (Tobin’s q) and model 3 are significant at the 

0.05 levels (p<0.05), indicating the fitness and validity of the models. Whereas model 2 

(ROE) and model 4 (EPS) are insignificant indicated the unsuitable and invalidity of the 

models to explain the relationship between the risk management committee and firm 

performance. 
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The results from Table 5.19 show that the coefficient of separate risk management committee, 

risk management committee independence, risk management committee training, risk 

management committee overlap, the board size, board meeting, and ownership concentration 

are all significant in both the Driscoll-Kraay and the PCSE result. Nevertheless, the 

coefficient of risk management committee diligence is significant with EPS, risk management 

committee qualification is significant with Tobin’s q in the Driscoll-Kraay method. However, 

the directions of the coefficients are similar to what is found in the PCSE model. The essence 

of using the Driscoll-Kraay model is to further justify the use of panel regression with 

standard error.   
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Table 5.19  
Regression Result using Alternative Estimation Method 

 
PCSE (Model 1) PCSE (Model 2) Driscoll-Kraay (Model 1) Driscoll-Kraay (Model 2) 

Variables  Coef. t-stat  P>z Coef. t-stat  P>z Coef. t P>t Coef. t P>t 

SRMC -0.0997 -3.95*** 0.000 -0.0375 -2.08** 0.038 -0.0997 -71.65*** 0.000 -0.0375 -3.8* 0.063 

RMCS -0.0023 -0.23 0.817 0.01489 1.96** 0.050 -0.0023 -0.31 0.788 0.01489 8.77** 0.013 

RMCD -0.0166 -2.57*** 0.010 -0.0035 -0.79 0.428 -0.0166 -4.64** 0.044 -0.0035 -1.27 0.331 

RMCIND -0.1813 -4.77*** 0.000 -0.0744 -2.72*** 0.007 -0.1813 -32*** 0.001 -0.0744 -3.68* 0.067 

RMCT 0.00561 4.23*** 0.000 0.00392 4.11*** 0.000 0.00561 4.19* 0.053 0.00392 5.74** 0.029 

RMCQ 0.0522 1.47 0.142 0.04524 1.77* 0.077 0.0522 4.93** 0.039 0.04524 4.64** 0.043 

RMCO 0.07948 2.48** 0.013 0.04564 1.86* 0.063 0.07948 3.85* 0.061 0.04564 3.04* 0.093 

RMCINT 0.0079 0.29 0.769 -0.0544 -2.96*** 0.003 0.0079 0.91 0.458 -0.0544 -20.8*** 0.002 

RMCG 0.105 2.05** 0.040 -0.0238 -0.59 0.552 0.105 4.27* 0.051 -0.0238 -2.37 0.141 

BOS 0.0347 6.93*** 0.000 0.01208 3.38*** 0.001 0.0347 5.8** 0.028 0.01208 4.55** 0.045 

BOI 0.17164 2.45** 0.014 -0.0594 -1.15 0.249 0.17164 7.04** 0.020 -0.0594 -1.76 0.220 

BOM -0.0142 -3.11*** 0.002 -0.0283 -8.24*** 0.000 -0.0142 -4.51** 0.046 -0.0283 -8.71** 0.013 

BOG -0.0993 -1.31 0.189 0.06623 1.27 0.204 -0.0993 -1.34 0.311 0.06623 1.43 0.288 

OWC 0.00135 3.05*** 0.002 0.00091 2.89*** 0.004 0.00135 8.28** 0.014 0.00091 40.67*** 0.001 

FIA -0.0034 -7.85*** 0.000 -0.0013 -4.32*** 0.000 -0.0034 -33.48*** 0.001 -0.0013 -5.29** 0.034 

LEV 0.00017 0.37 0.709 -0.0032 -7.18*** 0.000 0.00017 0.56 0.631 -0.0032 -8.12** 0.015 

FIS 0.00847 1.39 0.163 0.05137 11.08*** 0.000 0.00847 6.5** 0.023 0.05137 19.44*** 0.003 

Constant -0.2178 -2.58*** 0.010 -0.5433 -8.59 0.000 -0.2178 -3.6* 0.069 -0.5433 -6.55** 0.023 

R-Square  

P>Z 

0.1044 

0.000 

0.1826 

0.000 

0.1044 

0.0292 

0.1826 

0.1745 

  

 



Universlti Utara Malaysia 

 

195 

 

Table 5.19 (Continued) 

 PCSE (Model 3) PCSE (Model 4) Driscoll-Kraay (model 3)  Driscoll-Kraay (model 4)  

Variables  Coef. t-stat  P>z Coef. t-stat  P>z Coef. t P>t Coef. t P>t 

SRMC -0.0209061 -2.77*** 0.006 -0.00081 -3.63*** 0.000 -0.02091 -8.08** 0.015 -0.00081 -46.99*** 0.000 

RMCS 0.0054471 1.77* 0.077 5.82E-05 0.66 0.512 0.005447 9.29** 0.011 5.82E-05 0.99 0.427 

RMCD -0.0012672 -0.68 0.494 -0.00007 -1.26 0.206 -0.00127 -1.08 0.392 -0.00007 -3.86* 0.061 

RMCIND -0.040725 -3.64*** 0.000 -0.00114 -3.48*** 0.001 -0.04073 -4.62** 0.044 -0.00114 -8.41** 0.014 

RMCT 0.001802 4.5*** 0.000 4.46E-05 3.98*** 0.000 0.001802 6.06** 0.026 4.46E-05 6.86** 0.021 

RMCQ 0.0161616 1.52 0.129 0.000434 1.38 0.168 0.016162 11.66*** 0.007 0.000434 2.76 0.110 

RMCO 0.02413 2.36** 0.018 0.000725 2.32** 0.020 0.02413 3.34* 0.079 0.000725 7.2** 0.019 

RMCINT -0.022684 -2.88*** 0.004 -0.00072 -3.18*** 0.001 -0.02268 -6.95** 0.020 -0.00072 -3.7* 0.066 

RMCG 0.001732 0.1 0.917 -0.00041 -0.91 0.364 0.001732 0.54 0.646 -0.00041 -1.89 0.199 

BOS 0.0046488 3.02*** 0.003 0.000113 2.56*** 0.010 0.004649 3.49* 0.073 0.000113 6.58** 0.022 

BOI -0.0256465 -1.19 0.232 -0.00016 -0.26 0.799 -0.02565 -1.25 0.339 -0.00016 -0.69 0.560 

BOM -0.0117278 -8.16*** 0.000 -0.00034 -8.34*** 0.000 -0.01173 -9.37** 0.011 -0.00034 -10.06*** 0.010 

BOG 0.0342519 1.55 0.121 0.000934 1.54 0.125 0.034252 2.59 0.122 0.000934 1.38 0.302 

OWC 0.0003755 2.8*** 0.005 7.69E-06 2.18** 0.030 0.000376 10.36*** 0.009 7.69E-06 10.55*** 0.009 

FIA -0.0005669 -4.62*** 0.000 2.56E-06 0.64 0.523 -0.00057 -5.96** 0.027 2.56E-06 1.69 0.233 

LEV -0.0012767 -7.92*** 0.000 -4.5E-05 -9.4*** 0.000 -0.00128 -8.61** 0.013 -4.5E-05 -17.76*** 0.003 

FIS 0.0198467 9.54*** 0.000 0.000913 16.52*** 0.000 0.019847 32.51*** 0.001 0.000913 40.41*** 0.001 

Constant -0.1845028 -6.66*** 0.000 -0.00949 -11.51*** 0.000 -0.1845 -5.37** 0.033 -0.00949 -19.94*** 0.003 

R-Square  

P>Z 

0.1735 

0.000 

0.2428 

0.000 

0.1735 

0.0121 

0.2428 

0.2198 

“Note: TOBSQ: Tobin’s Q, ROE: Return On Equity, ROA: Return on assets, EPS: Earnings per share, SRMC: Separate Risk Management Commit tee, RMCS:  

Risk Management Committee Size, RMCD: Risk Management Committee Diligence, RMCIND: Risk Management Commit tee I ndependence, RMCT: Risk  

Management Committee Training, RMCQ: Risk Management Committee Qualification, RM CO: Risk  Management  Commit tee Overla p, RMCINT: Risk  

Management Committee Interlocking, RMCG: Risk Management Committee Gender, BOS: Board Size, BOI: Board Independence, BOM: Board Meeting, BOG: 

Board Gender, OWC: Ownership Concentration, FIA: Firm Age, LEV: Leverage, FIS: Firm Size”.  
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5.4.5 Robustness Check 

For the purpose of examining the consistency of the main regression result and findings of 

this study, the robustness test was performed. To this end, the sample was divided bas ed on 

two groups of companies used in this study; (1) Large Companies and (2) MSE. Table 5.20 

shows the result of Panel Corrected Standard Errors (PCSEs) for MSE under the three (3) 

models (Tobin’s Q, ROE, ROA, and EPS), while Table 2 displays the result of PCSEs for 

Large Companies (Companies with market capitalisation of RM2 billion and above (MCCG 

2017)). The PCSEs regression result is shown in Table 5.21 as thus:  
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Table 5.20 
 Panel Corrected Standard Errors (PCSEs) Result for MSE 

 PCSE (model 1) MSE  PCSE (model 2) MSE  PCSE (model 3) MSE  PCSE (model 4) MSE 

Variables Coef. t-stat P>z Coef. t-stat P>z Coef. t-stat P>z Coef. t-stat P>z 

SRMC -0.08866 -3.24*** 0.001 -0.02361 -1.2 0.231 -0.01425 -1.69* 0.091 -0.00061 -2.55** 0.011 

RMCS -0.00871 -0.85 0.396 0.008257 1.05 0.294 0.00283 0.86 0.388 -0.000027 -0.29 0.771 

RMCD -0.01897 -2.59*** 0.01 -0.00062 -0.13 0.895 0.000324 0.15 0.879 -0.000092 -1.53 0.125 

RMCIND -0.14563 -3.71**** 0.000 -0.06287 -2.11** 0.035 -0.03527 -2.91*** 0.004 -0.00061 -1.74* 0.083 

RMCT 0.003245 2.19** 0.028 0.003086 2.92*** 0.003 0.001655 3.58*** 0.000 0.000025 1.97** 0.049 

RMCQ 0.05126 1.42 0.154 0.055579 2.12** 0.034 0.020932 1.88* 0.06 0.000423 1.31 0.19 

RMCO 0.081589 2.49** 0.013 0.039149 1.47 0.141 0.023336 2.15** 0.032 0.000517 1.56 0.118 

RMCINT 0.018859 0.68 0.494 -0.05731 -2.93*** 0.003 -0.02621 -3.08*** 0.002 -0.00084 -3.55*** 0.000 

RMCG 0.136166 2.56** 0.011 -0.00809 -0.21 0.834 0.013605 0.79 0.432 -0.00032 -0.69 0.489 

BOS 0.028896 5.51*** 0.000 0.014603 3.86*** 0.000 0.006014 3.6*** 0.000 0.000091 1.97** 0.049 

BOI 0.10543 1.54 0.125 -0.02938 -0.55 0.581 -0.01605 -0.72 0.473 -0.0007 -1.1 0.272 

BOM -0.00972 -2.01** 0.044 -0.02444 -6.45*** 0.000 -0.0107 -6.61*** 0.000 -0.0003 -6.73*** 0.000 

BOG -0.24752 -3.33*** 0.001 0.014771 0.29 0.774 0.006858 0.3 0.763 0.000516 0.82 0.411 

OWC 0.001326 3*** 0.003 0.000831 2.5*** 0.012 0.000341 2.4*** 0.016 0.0000065 1.74* 0.082 

FIA -0.00334 -7.45*** 0.000 -0.00135 -4.37*** 0.000 -0.00058 -4.47*** 0.000 -0.0000003 -0.06 0.951 

LEV 0.001299 2.65*** 0.008 -0.00325 -6.63*** 0.000 -0.00117 -6.45*** 0.000 -0.000041 -7.78*** 0.000 

FIS -0.03314 -4.26*** 0.000 0.050546 9.15*** 0.000 0.019401 7.32*** 0.000 0.000821 12.89*** 0.000 

Constant 0.338513 3.12*** 0.002 -0.58015 -7.26*** 0.000 -0.20405 -5.57*** 0.000 -0.00785 -7.98*** 0.000 

R-Square   0.1051    0.1508    0.1421   0.1713   

p>Z   0.000     0.000     0.000   0.000   
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Table 5.21 
Panel Corrected Standard Errors (PCSEs) Result for Large firms 

 PCSE (model 1) Large firm PCSE (model 2) Large firm PCSE (model 3) Large firm PCSE (model 4) Large firm 

Variables  Coef. t-stat P>z Coef. t-stat P>z Coef. t-stat P>z Coef. t-stat P>z 

SRMC -0.0802638 -2.37** 0.018 -0.04715 -1.51 0.131 -0.02642 -2.27** 0.023 -0.00094 -2.08** 0.038 

RMCS 0.0417947 2.15** 0.031 0.056143 3.14*** 0.002 0.021525 3.23*** 0.001 0.00065 2.55** 0.011 

RMCD -0.0142069 -1.56 0.118 -0.0156 -1.85* 0.065 -0.00615 -1.96** 0.05 -0.00035 -2.88** 0.004 

RMCIND 0.0535694 0.84 0.402 0.076771 1.31 0.191 0.037946 1.72* 0.085 0.001463 1.71* 0.087 

RMCT 0.0022965 1.42 0.157 0.001559 1.05 0.294 0.000433 0.78 0.438 0.000037 1.85* 0.064 

RMCQ 0.1582114 2.58*** 0.01 0.117069 2.08** 0.038 0.051181 2.42** 0.015 0.000276 0.33 0.739 

RMCO 0.0340066 0.55 0.585 0.1535 2.68*** 0.007 0.047471 2.21** 0.027 0.001708 2.04** 0.041 

RMCINT -0.0990728 -1.96** 0.05 -0.13198 -2.85*** 0.004 -0.0379 -2.18** 0.029 -0.00164 -2.41** 0.016 

RMCG 0.1902552 2.38** 0.017 0.113511 1.55 0.122 0.031948 1.17 0.244 0.000172 0.16 0.871 

BOS 0.0099194 1.24 0.216 -0.01203 -1.63 0.103 -0.00604 -2.19** 0.029 -0.000012 -0.11 0.911 

BOI 0.0365179 0.29 0.772 -0.21432 -1.85* 0.064 -0.07199 -1.66* 0.098 0.000254 0.15 0.882 

BOM -0.0028573 -0.33 0.739 -0.02104 -2.66*** 0.008 -0.00528 -1.79* 0.074 -0.00026 -2.3** 0.021 

BOG 0.3759209 2.99*** 0.003 0.128975 1.11 0.269 0.071071 1.65* 0.1 0.000606 0.36 0.718 

OWC -0.0004481 -0.46 0.642 -0.00011 -0.12 0.903 -0.00023 -0.68 0.498 0.0000044 0.34 0.736 

FIA -0.0024667 -2.78*** 0.005 -0.00167 -2.05** 0.04 -0.00069 -2.26** 0.024 0.0000148 1.23 0.218 

LEV -0.0014183 -1.4 0.162 6.59E-05 0.07 0.944 -0.00096 -2.74** 0.006 -0.000054 -3.98*** 0.000 

FIS -0.1056139 -7.71*** 0.000 -0.05993 -4.78*** 0.000 -0.02504 -5.3*** 0.000 0.00029 1.57 0.116 

Constant 1.774429 8.36*** 0.000 1.211877 6.21*** 0.000 0.53897 7.37*** 0.000 -0.00168 -0.59 0.556 

R-Square   0.4495   0.4   0.4663   0.2975   

p>Z   0.000   0.000   0.000   0.000   
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Tables 5.20 and 5.21 show the results for the SME and Large Companies respectively. Table 

5.20 shows that the R2 for the first model (Tobin’s Q) is 10.51 percent, 15.08 percent f or the 

second model (ROE), 14.21 percent for third model (ROA), and 17.13 percent for fourth 

model (EPS). Meanwhile, table 5.21 for large companies shows that R2 for the first model 

(Tobin’s Q) is 44.95 percent, 40 percent for the second model (ROE), 46.63 percent for third 

model (ROA), and 29.75 percent for fourth model (EPS). 

The result in Table 5.20 (MSE) shows that risk management committee size (RMCS) has an  

insignificant relationship with model 1 (Tobin’s Q) (β -0.0087, P> 0.1) and model 2 (ROE) (β 

0.0083, P>0.1), model 3 (ROA) (β 0.0028, P>0.1), and model 4 (EPS) (β -0.000026,  P>0.1).  

However, the coefficient of the interaction of risk management committee size (large 

companies) is positive significant with model 1 (Tobin’s Q) (β 0.0418, P<0.05), model 2 

(ROE) (β 0.0561, P<0.01), model 3 (ROA) (β 0.0215, P<0.01), and model 4 (EPS) (β 0.0007, 

P<0.05). The results suggest that the high member of directors in the RMC may increase the 

possibilities of increase the firm performance. 

Table 5.20 (MSE) shows that RMCD is negative and significant with model 1 (Tobin’s Q) (β 

-0.0189, P<0.01), but insignificant with model 2 (ROE) (β -0.0006, P>0.1), model 3 (ROA) (β 

0.0003, P>0.1), and model 4 (EPS) (β -0.000092, P>0.1). On the other hand, Table 5.21  with 

(large companies) shows that RMCD is negative and significant with model 2 (ROE) (β -

0.0156, P<0.1), model 3 (ROA) (β -0.006, P<0.05), and model 4 (EPS) (β -0.0004, P<0.01), 

but model 1 (Tobin’s Q) has negative but an insignificant (β -0.014, P> 0.1). This indicates 

that RMCD with (large and small companies) does not improve the performance of the f irm. 

The plausible justification of negative association among committee meeting and performance 
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of firm (large and small companies) is that most times RMC meetings are only held when 

issues arise (Jensen, 1993). Similarly, scholars assert that more frequent meetings still result 

for poor performance but improve future performance highlighting the presence of la g ef fect 

(Jackling & Johl, 2009). 

Regarding the risk management committee independence (RMCIND), the result of MSE as 

displayed in Table 5.20 shows that the coefficient of RMCIND is negative significant with 

model 1 (Tobin’s Q) (β -0.146, P< 0.01), model 2 (ROE) (β -0.063, P<0.05), model 3  (ROA) 

(β -0.035, P<0.01), and model 4 (EPS) (β -0.0006, P<0.1). This means RMCIND could not 

improve the firm performance in MSE. Table 5.21 reports that the coefficient of the 

interaction of RMVIND is positive significant with model 3 (ROA) (β 0.038, P<0.1), and 

model 4 (EPS) (β 0.0015, P<0.1). This means that RMCIND could improve the performance 

of big companies in Malaysia.  

The result in Table 5.21 (large companies) shows that risk management training (RMCT) has 

a positive significant relationship with model 4 (EPS) (β 0.000037, P< 0.1), but insignif icant 

with model 1 (Tobin’s Q) (β 0.002, P> 0.1), model 2 (ROE) (β 0.0016, P> 0.1), and model 3  

(ROA) (β 0.0004, P> 0.1). However, the table 5.20 shows that RMCT is positive signif icant 

with model 1 (Tobin’s Q) (β 0.003, P<0.05), model 2 (ROE) (β 0.003, P< 0.01), model 3 

(ROA) (β 0.0017, P< 0.01), and model 4 (EPS) (β 0.00003, P< 0.1). The findings establish 

that the high number of training of MSE could improve the performance of company.  

Table 5.20 (MSE) shows a positive coefficient between RMCQ (MSE) and model 2 (ROE) (β 

0.0556, P< 0.05) and model 3 (ROA) (β 0.0209, P<0.1). Meanwhile, table 5.21 reveals that 



Universlti Utara Malaysia 

 

 

201 

 

RMCQ has positive significant relationship with model 1 (Tobin’s Q) (β 0.158, P<0.01), 

model 2 (ROE) (β 0.117, P< 0.05), model 3 (ROA) (β 0.0512, P< 0.05). The results imply that 

RMCQ increases firm performance in Malaysia, especially in large firms. 

as displayed in Table 5.20 which shows that the coefficient of RMCO is positive signif icant 

with model 1 (Tobin’s Q) (β 0.0816, P< 0.05) and model 3 (ROA) (β 0.0233, P< 0.05). 

Relatively, Table 5.21 reports that the coefficient of the interaction of RMCO (large 

companies) is also positive significant with model 2 (ROE) (β 0.154, P< 0.01), model 3 

(ROA) (β 0.0475, P<0.05), model 4 (EPS) (β 0.0017, P<0.05). This means RMCO could 

improve performance of company in Malaysia especially Companies with market 

capitalisation of RM2 billion and above. 

From Table 5.20 (MSE) which indicates that RMCINT has significant negative inf luence on 

model 2 (ROE) (β -0.057, P< 0.01), model 3 (ROA) (β -0.0262, P<0.01), model 4  (EPS) (β -

0.0008, P<0.01). Meanwhile, Table 5.21 shows that the RMCINT has significant negative 

relationship with model 1 (Tobin’s Q) (β -0.0991, P< 0.05), model 2 (ROE) (β -0.132, P< 

0.05), model 3 (ROA) (β -0.0379, P< 0.05), and model 4 (EPS) (β –0.0016, P< 0.05). 

Conjointly, this result demonstrates that RMCINT could not improve the firm performance in  

Malaysia listed companies.  
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5.4.6 Summary of Hypotheses Testing: Risk Management Committee and Firm 

Performance (Tobin’s q, ROE, ROA, and EPS) 

The findings extracted from PCSE regression were discussed in this chapter. Table 5.18 

presents the summaries of the findings associated with the hypotheses testing techniques at 

three levels of significance; 0.01, 0.5 and 0.1. The analysis displays the influence of the risk 

management committee characteristics on firm performance (Tobin’s q, ROE, ROA and EPS) 

and presented conflicting results. 

Regarding the findings, a separate risk management committee has a significant negative 

relationship with (Tobin’s q, ROE, ROA, and EPS). Thus, this finding does not fully support 

the hypothesis. Moreover, the risk management committee size has an insignificant negative 

influence on Tobin’s Q. Conversely, the association between risk management committee size 

and ROE and ROA is positively significant, while risk management committee size has a 

positive relationship with EPS but insignificant. Therefore, this result is partially  supporting 

the hypothesis.  

Also, risk management committee diligence has a significant negative relationship with  

Tobin’s q, whereas it has an insignificant negative relationship with ROE, ROA, and EPS. 

Hence, this result does not fully support the hypothesis. Furthermore, the relationship between 

risk management committee independence is significant negative with bo th Tobin’s q , ROE, 

ROA, and EPS. Otherwise, risk management committee training has a significant positive 

relationship with Tobin’s q, ROE, ROA, and EPS. Thus, this result fully supports the 

hypothesis.  
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Concerning the findings, risk management committee qualification does not have a significant 

relationship with Tobin’s q, ROA, and EPS but it has a positive significant relationship with 

ROE indicating partial support of the relationship. Moreover, board change, the legal counsel 

and foreign member on the board are not significantly related with both ROA and Tobin’s q . 

Moreover, the risk management committee overlap has a significant positive relationship with 

Tobin’s q, ROE, ROA, and EPS. Hence, this result fully supports the hypothesis. It could also 

be noted that most of the findings are at 1% level of significance.  

Furthermore, the relationship between the risk management committee interlocking is not 

significant with Tobin’s q, while it has significant negative with ROE, ROA, and EPS. Hence, 

this result partially in line with the hypothesis. Likewise, risk management committee gender 

was significantly positively related to Tobin’s q, while it has an insignificant relation with 

ROE, ROA, and EPS. Hence, this result partially supports the hypothesis.  
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Table 5.22 
Summary of overall results hypotheses testing  

H
y

p
o

th
e
si

s 

 N
o

. 

Hypothesis statement Decision 

H1 A separate risk management committee has a positive relationship 

with firm performance. 

Partially 

supported 

H2 Risk management committee size has a positive relationship with firm 
performance. 

Partially 
supported 

H3 Risk management committee diligence has a positive relationship with 

firm performance. 

Partially 

supported 

H4 Risk management committee independent has a positive relationship 
with firm performance. 

Partially 
supported 

H5 Risk management committee training has a positive relationship with 

firm performance.  supported 

H6 Risk management committee qualification has a positive relationship 
with firm performance. 

Partially 
supported 

H7 Risk management committee overlap has a positive relationship with 

firm performance.  supported 

H8 Risk management committee interlocking has a positive relationship 
with firm performance. 

Partially 
supported 

H9 Risk management committee gender has a positive relationship with 

firm performance. 

Partially 

supported 

In summary, the study results obtained from PCSE regression analysis showed that some 

hypotheses were supported while others were Partially supported. Specifically, Table 5.22 

indicates that H5 and H7 were fully supported. While, H1, H2, H3, H4, H6, H8, and H9 were 

partially supported. 
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5.5 Summary of the Chapter  

The chapter presents the results of response rate, descriptive statistics, Pearson correlation. 

This was followed by the discussion of detecting outliers and also the testing of assumptions 

which are namely, normality, multicollinearity, linearity, heteroscedasticity, contemporaneous 

correlation, autocorrelation and cross-sectional dependence. Moreover, all these tests were 

performed to determine the robustness and steadiness of the findings for performance 

variables (Tobin’s Q, ROE, ROA, and EPS). The resu lt is summarised in Table 5.18 and 

Table 5.22. Finally, the next chapter discusses the findings, conclusions, implications, 

limitations and suggestions for future research of the study. 
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CHAPTER SIX  

CONCLUSION AND RECOMMENDATION 

6.1 Introduction 

This chapter presents the research overview, findings, research contributions, and research 

implications. Additionally, the chapter discusses research limitation and suggestion on 

possible avenues for further investigation. Furthermore, the chapter summarizes the entire 

thesis and findings in respect of the relationship between risk management committee and 

firm performance. 

6.2 Overview of the Thesis  

This thesis conducted an investigation on the impact of risk management committee on f irm 

performance among the non-financial organizations registered in the Malaysian Stock 

Exchange. To achieve the research objectives, nine direct (subdivided into thirty -six) 

hypotheses were developed and tested. As stated in the background, chapter one h ighlights 

the problems and issues related to firm performance, corporate collapsed and ineffective risk 

management committees. The chapter also covers the research objective, questions, 

significance, and scope of the study. Additionally, chapter two provided a discussion on the 

theories (agency and resource dependence theory) that were utilized to provide a scientific 

foundation for building the relationship between firm performance and risk management 

committee as well as developing the research framework. The chapter also covers the 

literature reviewed in the study.  
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Furthermore, chapter three presented a discussion of methods and results of hypothesis testing 

in relation to firm performance and risk management committee. Moreover, chapter four 

presents discussions on data analysis, interpretation of the main results and testing of research 

hypotheses. In answering the research questions, the result of the aggregate/overall firm 

performance was utilized. Finally, chapter five provides a summary of the main findings, the 

implication of the study, research contributions and limitation as well as suggestions for 

future researches and concluding remarks.  

6.3 Summary of Research Findings 

This study was motivated by the issues arising from the conflict of interests existing between 

managers and investors in a corporate setting. This may impact negatively on Malaysian 

firms' performance. Hence, to keep this conflict of interest under control and to minimize the 

agency costs, several tools including corporate governance mechanisms have been 

recommended. For instance, BOD characteristics, board diversity, and risk management 

committee. In recent times, the MCCG (2017) emphases that the board of companies in 

Malaysia should initiate RMCs. In addition, such committees should be composed of fifty 

percent independent directors who will supervise the risk management policies and execution 

in the company. This will significantly assist in solving the problem of agent-principal 

conflict between shareholders’ corporate managers.  

More specifically, this research was performed to investigate the relationship between some 

features of risk management committee and firm performance among listed corporations in  

Malaysia. The study’s data was generated from companies’ financial statements from 2016 to 
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2018. With insights from past literature and issues that have been discussed, nine research 

questions and nine research objectives were illustrated. Meanwhile, based on the previous 

literature, standards and codes appropriate to this study, nine independent variables (Separate 

RMC, RMC Size, RMC Diligence, RMC Independence, RMC Training, RMC Qualification, 

RMC Overlap, RMC Interlocking, and RMC gender) together with eight control variables 

(board size, board independence, board meeting, board gender, ownership concentration, firm 

size, leverage, and firm age) are developed to form the research framework, while firm 

performance (Tobin’s q, ROE, ROA, and EPS) is the dependent variable.  

In terms of analysis, the Stata (version 15) computer software is used to investigate the 

research framework. Panel corrected standard errors analysis is used to test the research 

models. The results from this analysis reveal some hypotheses were supported and significant 

to firm performance. Regarding a separate risk management committee, the overall results 

have shown that the SRMC is statistically significant but negative with firm performance. The 

formation of separate RMC is one of the most important initiatives of the (MCCG, 2017) 

Malaysia. Likewise, Section 9.3 of the MCCG 2017 provided that a separate RMC committee 

be formed to help in assessing the business risk of the firm. However, the findings show that a 

separate RMC reduces firm performance. The possible reason for this is that only 33% of the 

firms have separate RMC. Regarding risk management committee size, the overall results 

reveal that RMCS is significant and positively linked to performance. Furthermore, it was 

discovered that RMC significantly improves firm performance. This outcome is in  line with  

the agency theory which states that large size sub-committee such as RMC that are active and 
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resourceful, can resolve agency conflicts between management and owners easily, hence 

increases firm performance.  

Furthermore, it was discovered that risk management committee diligence (RMCD) does not 

influence firm performance statistically. The result reveals that frequency of RMC meeting 

does not influence the management of risks faced by the company. The possible explanation 

for the insignificant findings could be that the directors spent most of their time in discussion 

irrelevant issues among themselves. Another reason could be that risk management committee 

meetings do not discuss in-depth, specifically issues of risk, and consequently those issues 

might not be addressed effectively. 

Regarding risk management committee independent (RMCIND), the study discovered that 

RMCIND was significant but negatively linked to firm performance. The results are 

surprising in that section 6.2 of the MCCG 2017 encourages the RMC to be independent to  

enable the committee to carry out work independent of the management. However, there are 

possible reasons for the negative relationships. 

The reasons behind these results are that a significant RMCIND could mean strategic 

activities are hindered, along with the presence of excessive monitoring, a lack of actual  

independence, too many older and less productive individuals, and, a lack of experience . Lack 

of knowledge of management issues works against them when they undertake tasks related to  

risks. They might be experienced in the external business environment, but they are not 

involved in the management activities and some issues relating to risks. This situation needs 

talented and skilful RMCIND members who can understand in-depth the management's 
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activities. Hence, the crucial issues of risk cannot be addressed and managed properly, leading 

to decline in firm performance due to these risk issues. Some held that RMCIND were under 

the power of the owner-manager, meaning there are under undue pressure. Furthermore, the 

cultural and societal nature, along with the appointment of RMCIND member may be 

impacted through discrimination and prejudice, were recognized as playing a notable role 

when choosing members. Such behaviour was recognized as having the potential to  impact 

the independence of RMC, which could result in a lack of real independence.  

Regarding risk management committee training (RMCT), the overall results reveal that 

RMCT is significant and positive related to firm performance. Moreover, the finding is an 

indication that RMCT significantly enhances the possibility of firm performance. This result 

is supportive of the agency theory’s assumption that periodic training and educational 

programmes are vital to board characteristics (Roy, 2011). This is because participation in 

periodic training by RMC members is capable of enhancing the organization’s performance.  

Risk management committee qualification (RMCQ) was also investigated in this study. The 

Overall result indicates that RMCQ is positive but insignificantly linked to firm performance. 

The interpretation is that when there are more members with accounting or financial 

background sitting on the risk management committee, there will be lower firm performance. 

To justify this result, these members with accounting or financial knowledge may be busy and 

not have enough time to fulfil their RMC duties properly.  

Regarding risk management committee overlap (RMCO), the overall results reveal that 

RMCO is significantly and positively related to firm performance. Additionally, the f inding 
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indicates that RMCO significantly improves firm performance. The result is also supportive 

of the agency theory’s position that sub-committee members overlap can lead to positive 

synergies through agency cost reduction resulting in more effective teamwork which will 

enhance the performance of the company. 

Regarding the effect of the risk management committee interlocking (RMCINT), the result 

indicates that RMCINT is significant and negatively related to firm performance. Overall, this 

is an indication that RMCINT positively influences the performance of companies in the 

study’s population. A plausible justification is attributed to the nature of the Malaysia 

environment that depends on a strong relationship (blood relationship) between members 

which leads to appointing incompetent members into the RMC. The other reason for this 

result could be that members with RMC interlockings might be busy and not have enough 

time to fulfil their RMC duties properly. Furthermore, the overall finding on risk management 

committee gender (RMCG) shows that there exists a positive and significant influence of 

RMCG on company performance. This result is supportive of the agency theory. It is widely 

acknowledged that women are vigilant, risk-averse and possess the ability to make good 

decisions that will help in reducing possible clash of interest between the organization’s 

stakeholders and eventually facilitate performance (Azmi & Barrett, 2013). In addition, 

Section 4.4 of the MCCG (2017) encourages women participation in various aspect of board 

governance including the RMC. The code further that large companies need to  have at least 

30% of the board composition to be women. 
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6.4 The Implication of the Study 

This thesis investigated the association between RMC characteristics (separate RMC, RMC 

size, RMC diligence, RMC independence, RMC training, RMC qualification, RMC overlap, 

RMC interlocking, RMC gender) and firm performance in the context of Malaysia. 

Fundamentally, this study provides new evidence, from an emerging country , on how RMC 

overlap, RMC training, RMC gender, and RMC qualification influence firm performance. 

The study’s significance and implication are presented below in terms of theoretical, practical 

and methodological implications. 

6.4.1 The Implication of the Findings to Theory 

Past empirical investigations on corporate governance and firm performance used several 

theories in explaining their linkage. These theories were at times competing but most times 

complementary in explaining the relations between corporate governance organs and firm 

performance in Malaysia. Some research’s results show that RMC training and RMC overlap 

are good proxies for reducing agency costs to the firm performance of non -finance 

organizations listed on the Malaysian Bursa. 

The agency theory supports the positive and significant relationship of risk management 

committee characteristics, and the resource dependency theory further explains the role of 

independence in risk management committee characteristics of the board in pushing f or f irm 

performance among the selected non-financial companies within the period of study. 

However, the theories are not without conflicting results. For instance, the hypothesized 
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independent variables (risk management committee characteristics) and its relations with the 

dependent variable (firm performance) indicate the benefit of multiple theories as 

compliments showing positive and significant signs on most of the study’s variables as 

expected. Furthermore, RMC overlap and RMC training have a positive and significant 

association with firm performance. This result is expected because, while agency theory is a 

mechanism for monitoring and control of management by risk management committee 

members, agency theory suggests that incessant training and educational programmes are 

imperative to board characteristics (Roy, 2011). In addition, consistent training of members of 

RMC would ensure the effectiveness of the committee members in performing their 

responsibility. Consequently, agency theory is supported in the Malaysia environment 

regarding risk management overlap and training.  

The result of this research indicates a significant negative effect of a separate risk 

management committee on firm performance. This is not in line with the assumption of  the 

agency theory which stipulates that separating RMC from audit committee helps the company 

in minimizing agency cost; this because the RMC will have the ability to perform thorough 

and in-depth risk analysis. 

The outcome of this study suggests that RMC’s independence negatively influence firm 

performance and this impact is significant. This result is contrary to the agency theory which 

highlights that the independence of the members of board sub-committee is linked to  better 

performance. Likewise, the results of this research indicate that RMC diligence negatively 

affects firm performance. This is in contrast to the resource dependence theory which 
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highlights that frequent meeting of the board helps it to consider and evaluate business issues 

regularly and to resolve employees’ problems. Therefore, a higher frequency of board 

meeting is expected to increase firm performance. 

The resource dependence theory argues that a sub-committee such as RMC reduce agency 

costs by monitoring risk related issues. Therefore, a board sub-committee such as RMC has to  

discharge its duty using expertise, knowledge and skills to help the company to improve its 

performance (Garba & Mohamed, 2018). 

More importantly, the contribution of this research to the field of corporate governanc e and 

firm performance theories (agency theory and resource dependence) is by describing RMC 

overlap and number of training as significant mechanisms of corporate governance for 

ameliorating the agency of conflict among the shareholders and corporate managers  and for 

provision of a better understanding of environmental uncertainties, which will assist in 

reducing agency and administrative costs, and ultimately influences performance of 

companies. Therefore, the resource dependence theory remains a significant underpinning 

theory in explaining issues of corporate governance and performance. 

6.4.2 The Implications for Practice 

The present study is of great value to companies, regulators, policymakers, investors, 

shareholders and the public in general in Malaysia in various ways. First, the results from this 

research provide precious information for current and prospective investors and stakeholders, 

which enabling corporate governance mechanisms that apply to companies in  Malaysia and 
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their effects on company’s performance to be well understood. Consequently, when an 

investor or a stakeholder wants to decide on a firm, the focus will be on the annual reports 

issued by the firm. This tendencies of investors and stakeholders drive Malaysian listed firms 

to comply with corporate governance mechanisms properly. This could significantly assist in  

improving or even developing corporate governance rules in Malaysia  

Moreover, the present study's findings invariably present various viewpoints that could be of 

importance to various stakeholders including shareholders, government agencies, scholars and 

others. According to the result of this study, information obtained from non-financial 

corporate governance is more significant than the overall classification of governance when it 

comes to evaluating the company's performance. The careful selection of companies that 

improves their corporate governance may assist investors in having superior chances of 

obtaining higher returns. 

Importantly, this study found that separate risk management committee is significantly and 

negatively linked to company performance (Tobin’s q, ROE, ROA, and EPS) in the 

Malaysian context. Separate RMCs fail to show evidence of enhancing board performance 

among Malaysian listed organizations. The likely explanation is that the majority of firms 

listed in Malaysia stock exchange do not meet the requirement of the MCCG 2017. The code 

emphasizes that boards of Malaysian organizations should establish risk management 

committees with majority of members as independent directors who will supervise the risk 

management framework of the companies. The concerned policymakers in Malaysia should 

further investigate why the SRMC remains ineffective for improving performance. An 
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understanding of this could assist the policymakers whose concern was further knowing the 

real appointed criteria for establishing a risk management committee. This could ultimately 

help in future corporate governance reforms in Malaysia. 

Secondly, evidence found in this research might be enough to suggest that RMC training and 

RMC overlap are efficient mechanisms in improving the firm performance (Tobin’s q , ROE, 

ROA, and EPS) in Malaysia. Based on the above, the study recommends the need for 

regulatory authorities (Malaysia Securities Commission) to revise the process of RMC 

appointment in the following ways: (i) increase the number of RMC overlap from a minimum 

of nobody to at least half of the RMC members. (ii) organize at least seven training per year. 

Doing this will increase the firm performance in Malaysia listed companies. This may be 

among the important areas that Securities Commission Malaysia should emphasize on to  the 

board in Malaysia to provide supervision and solutions to problems. 

Relatively, the finding of this study indicates that RMC independent is significantly negative 

related to company performance. The independence directors have not shown any evidence of 

their presence on the boards in bettering the performance of listed firms in Malaysia. This 

may result from mismatched of committee members, ineffective communication flow f rom 

top management to committee members, and unskilful and inexperienced members who 

might have appointed to the board based on their political or social affiliations. The concerned 

policymakers in Malaysia should further investigate why RMC independence remains 

ineffective in improving performance. An understanding of this could assist the authorities 

concern was to further and know the real appointed criteria for committee members and could 
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know the attitude of non-executive directors within the committee. This could ultimately help 

in the future corporate governance reforms in Malaysia. 

Risk management committee size is insignificant associated with firm performance (Tobin's q  

& EPS). The size of the risk management committee does not show any evidence in 

improving the performance of listed firms in Malaysia. This size might be a mere number of  

individuals with no knowledge and skill to tackle environmental risks and uncertainties 

surrounding the business. In this respect, there is a need to further examine reason(s) f or the 

negative impact of risk management committee size on performance, and devise any means 

possible, to overcome the issue since the revised MCCG is at its rudimentary level.  

In the same vein, the result of this study does not support the presence of directors with 

multiple directorships (interlocking) on the RMC of listed firms in Malaysia since the 

outcome shows a significant negative association between RMC interlocking and 

performance (ROE, ROA, and EPS). The RMC interlocking members who are highly paid by 

firms, may not have the required time to effectively discharge their full responsibilities since 

they will be busy with the affairs of several boards. Consequently, regulatory authorities and 

policymakers should inquire into the attitudes and performance of RMC interlocking, identify 

other possible reasons for their negative effect on performance, and make reviews on the 

corporate governance reform that could tackle the matter. 

Risk management committee qualification is insignificant and positively associated with firm 

performance (Tobin's q, ROA, and EPS). The qualification of the risk management committee 

does not show any evidence in improving the performance of listed firms in Malaysia. In  this 
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respect, there is a need to further reason(s) for the insignificant impact of risk management 

committee qualification on performance and devise any means if possible to  overcome the 

issue since the revised corporate governance code is at its rudimentary level.  

The frequency of RMC meetings displays an insignificant relationship with the  performance 

of listed firms in Malaysia. This result implies that the performance of the sample d firms do 

not depend on the frequency of meetings they held during an accounting period. This means 

that the RMC may be busy discussing other issues that are not beneficial to the progress of the 

firm. For this reason, authorities concerned need to scrutinize as to the possible reasons why 

the frequency of RMC meetings remained incommensurate with firm performance. A better 

understanding of this could aid in future corporate governance reforms in Malaysia. 

The findings will be beneficial for the investors to know that their investment is highly 

protected if the RMC members have at least degree certificates in accounting or finance. Also, 

the findings are expected to help the investors to know that firms with gender balance have 

better earnings quality and higher performance. The study will also help regulators like the 

Malaysia Securities Commission and policymakers of Malaysia to know that establishing a 

risk management committee plays a significant negative role in enhancing the ef fect of f irm 

performance.  

Lastly, the insignificant relationship between RMC gender and measurements of firm 

performance (ROE, ROA, and EPS) indicates the practical implication of corporate  

governance in Malaysia. The RMC gender has not shown any evidence that their presence on 

the boards lead to better performance of listed firms in Malaysia. The members may not be 
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selected according to their experience, qualification and other characteristics that assist in 

maintaining the role of the RMC. This result is not consistent with MCCG (2017) which 

recommends board of directors of companies in Malaysia to have at least thirty  per cent of  

members as women. 

Generally, the result of this study has provided immense information to the relevant 

authorities for ensuring effective corporate governance practices in Malaysia. The information 

is about the effectiveness of the risk management committee structure and the performance of  

listed firms in Malaysia. Through this thesis, the authorities concerned could evaluate the 

effectiveness of the 2017 revised code of corporate governance, as well as the extent of  its 

application by Malaysia, listed firms. This may serve as a basis for evaluation and review of 

future corporate governance reforms in Malaysia. 

6.4.3 The Implications of Methodological  

This research has expanded the literature regarding studies that investigate the association 

between risk management committee and firm performance (Tobin’s, ROE, ROA, an d EPS) 

of the listed firms in Malaysia. 

The majority of the studies regarding the risk management committee and performance 

relationship have been conducted in the developed countries as extensively explained 

throughout this study. However, there has been a lack of studies conducted in emerging 

countries in general and Malaysia in particular. So far, few studies examined the relationship 

between risk management committee and firm performance. Moreover, empirical evidence on 
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the relation between RMC and company performance is still scanty (Elamer & Benyazid, 

2018; Kakanda et al., 2017b; Ng et al., 2012). Only a few studies focus on the consequences 

of the risk management committee on financial performance (Al Matari & Mgammal, 2020; 

Kallamu, 2015). In other words, there is a paucity of literature that examined this association 

in Malaysia. Whereas, Elamer and Benyazid (2018) claim that empirical evidence in  support 

of an association between risk management committee and financial performance is rare. One 

reason behind this scant of empirical evidence as a result of the relative newness of the risk 

management committee in non-financial sectors in general, and in the situation of the 

Malaysian non-financial sector in particular. Consequently, this study discovers  how useful 

the risk management committee is to non-financial firms by establishing the association 

between RMC and financial performance in Malaysia. 

By and large, the previous studies examined the relationship between the risk management 

committee and firm performance. Almost all of them focused on the RMC meetings, RMC 

size, RMC independence and others, but they neglected to investigate the association between 

RMC overlap, RMC training, RMC qualification, and women on the RMC and firm 

performance. Due to the importance of these variables assisting the RMC to enhance the 

performance of the company, the present study took them into account. 

Due to the inconsistencies regarding the associations among RMC characteristics and 

performance of the firm, this research attempted to re-examine them in the context of 

Malaysia as an example of emerging countries. 
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6.5 The Limitations of the Study and Suggestions for Future Research 

This research, like prior researches, has limitations which are discussed in this section. First,  

the study design employed in the research is limited to listed companies in Malaysia with 

emphasis on non-financial companies and exclusion of financial and non-listed companies. 

Hence, the result's might not be appropriate for financial and non-listed firms. Making a 

generalization which applies to all sectors should, therefore, be made with caution. This 

research considered three years; 2016, 2017 and 2018 and this short period of the research 

might not reflect all years of operations of the sampled companies. Thus, future researchers 

must consider the extension of this period and to all sectors. 

Second, this study investigated the impact of some variables related to risk management 

committee characteristics (Separate RMC, RMC Size, RMC Diligence, RMC Independence, 

RMC Training, RMC Qualification, RMC Overlap, RMC Interlocking, and RMC Gender), on 

the firm performance. However, future studies must consider taking into account some other 

variables such as RMC age, RMC Ownership, attendance rate of RMC, and RMC Family, 

RMC Share, RMC executive directors, RMC Experience and other variables' significant role 

in improving firm performance. Moreover, this study recommends future study to consider 

studying the mediating effect of the separate risk management committee on the relationship 

between risk management committee characteristics and firm performance. Thus, this study 

considered four proxies of performance namely Tobin’s q, ROE, ROA, and EPS and thus 

future researchers may consider investigating the relationship between corporate governance 

with other proxies like Return on Sales, Return on Investment, Operating Cash Flow, Return 
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on Capital Employed, Market-to-Book Value, Abnormal Returns; and Dividend Yield, to 

enhance performance both in the long and short term. 

Third, the present study concentrates on only two theories (agency and resource dependence). 

Future studies can go an extra mile in examining the influence of corporate governance and 

firm performance using other theories like tournament theory, signalling theory, stakeholder 

theory, to mention but a few. This is an important avenue for future studies.  

Finally, conducting similar research through a survey or qualitative approach can provide a 

deep understanding of the nature and intricacies of risk management committee effectiveness 

and its applicability in reducing the agency problems. 

6.6 Conclusion of the Study 

In summary, this thesis discusses the relationship between features of the risk management 

committee (Separate RMC, RMC Size, RMC Diligence, RMC Independence, RMC Training, 

RMC Qualification, RMC Overlap, RMC Interlocking, and RMC Gender) and firm 

performance in Malaysia. The study supports to understand the impact of risk management 

committee characteristics on the performance of the company, especially in the Malaysia 

environment. The study comprised of non-financial sectors companies at the end of 2016, 

2017, and 2018. 

It is important to note that this research was motivated by the gap in existing literature limited 

evidence from developing countries, especially Malaysia. The study has increased knowledge 

on the impact of corporate governance mechanisms on firm performance especially in an 
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environment with a unique business culture such as Malaysia. Although Malaysia has a 

unique investment environment to encourage both local and foreign investors to invest 

without risk consideration, yet the results did not support the hypotheses. This might be 

attributed to the lack of good practical implications in some companies. Therefore, 

government representatives in stock market authority must make it mandatory for all 

companies to apply the code of corporate governance 2017. The Stock Market Authority also 

must update the code until it becomes consistent with the global code of corporate governance 

to improve performance. 

The result of this research has provided evidence that some risk management committee 

attributes have significant negative influence on firm performance while others have 

significant positive and insignificant (negative to positive) relationship . For instance, the 

result indicates a significant positive relationship between RMC training and RMC overlap 

and firm performance while RMC independence and SRMC were significantly negative. 

Whereas, RMC size shows a significant positive effect on ROE and ROA and insignificant 

negative effect on Tobin's q and insignificant positive effect on EPS. This means that risk 

management committee attributes have a mixed effect on the performance of liste d firms in 

Malaysia. 

In addition to the previous recommendations, the study also recommends that the regulatory 

authorities in Malaysia should inquire into the attitudes and performance of RMC independent 

directors, identify other possible reasons for their negative effect on performance, and make 

reviews on the corporate governance reforms that could tackle the matter. Relatively, the 
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study also suggested that further inquiry as to why the interlock of risk management 

committee remains ineffective in enhancing firm performance should be carried out by the 

regulatory authorities to the effectiveness of corporate governance reforms in Malaysia. 

Further, this study has suggested that the regulatory authorities concerned in Malaysia should 

assess the behaviour and actions of the outside directors on various boards to matters relating 

to performance, and examine the possible reason hindering their independence in making 

decisions that may enhance firms’ performance, as it will augment their (directors) roles on 

the board. reviews to the MCCG 2017 can be made effectively. 

On a final note, the finding of this study indicates that there is an improvement in the 

performance of listed firms in Malaysia due to improvement in the application of  corporate 

governance practices especially on risk management committee structure among Malaysian 

listed institutions. 
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