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Abstract: Risk encroachment into Corporate Governance (CG) remains a continuous process that
required an efficient and long-term solution. Using enterprise risk management (ERM) as a
moderating variable on the relationship between board structures and corporate performance is
remains an area unexploited in CG research. This relationship can effectively measure by the
extent of ERM interactions between board structures and corporate performance. Despite various
studies on CG mechanisms, firm performance, ERM implementation level, and gender diversity,
the empirical results appeared inconclusive and the findings are inconsistent. None of the studies
have addressed the role play by ERM as a moderator between director ownership, the board size,
board independence, the total number of women on the board, number of Muslim directors on the
board, and firm performance. It is demonstrated that the ERM has the potential to moderate
between the different board structures and corporate performance, and this moderation has never
been reported in the literature. It is expected that this ERM moderation may considerably improve
corporate performance by determining the strength or weakness of the relationship between board
structures and firm performance. Thus, this paper, with regards to available literature,
conceptualized that ‘ERM’ moderates the relationship between Board Size, Board Independence,
Director Ownership, Total Women in the Board, Muslim directors on the Board, and corporate
performance.
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Introduction

Corporate scandals and the collapse of world top corporate organizations have prompted
researchers and experts to reconsider the connection between risk management enterprises (ERM)
and organizational performances (Giroux, 2008). Firms are expected to recurrently review and
develop novel approaches that will enhance their working efficacies in order to remain a
competitive environment (Du, 2018). These firms may need to explore fresh areas of emerging
risks and develop a more robust risk management approach. Based on the complexities of CG
structures and enterprise, the attempt to deal with risk disclosures has become critical to the firms’
existence (Boniface & Ibe, 2012). Intrinsically, the failure of firms to be positive in risk evaluation,
moderation, and control had led to poor firm performance (Dabari & Saidin, 2016a).

Corporate governance structures are vital for the efficient functioning of firms and enhance
performance (Nyatichi, 2016; Savitri, 2016). The board of directors as part of CG structure are
anticipated to perform functions that include monitoring of management to moderate agency risks,
costs, employing, and discharging of management officers, as well as providing tactical path for
the firm to improve its performance (Zemzem & Ftouhi, 2013; Affes & Sardouk, 2016; Armeanu
et al., 2017). Boards also have a duty to induct managerial change and expedite practices that
support the corporate mission (Affes & Sardouk, 2016). Moreover, the boards seek to safeguard
the stakeholder’s interest in a progressively competitive environment by minimizing all level of
risks in the organization while sustaining managerial effectiveness in the quest for maximum firm
performance (Dabari & Saidin, S2016a). CAS (2003) expressed ERM as a domain that permits an
organization to evaluate, control, utilize, fund, and monitor risks from all sources for the sole
purpose of boosting the shareholder value. ERM pattern is regarded as a vital board strategic policy
in decision making (COSO, 2004). Since, it is a holistic process in detecting potential risks
encountering organizations and selecting applicable responses consistent with the risk appetite of
the enterprise. Hence, an effective board of directors is needed to realize this sole purpose through
moderating role of ERM thereby resulting in improved firm performance. As a result of last global
financial crisis and many scandals (Battaglia et al., 2016; Berger et al., 2016), directors and
shareholders are now presented with challenges not only complexity of monitoring and
accountability, but also on functional ERM moderation challenges and its liability (Bromiley et
al., 2015). A functional ERM moderation can improve risk responsiveness in a firm thereby
improves the decision-making process, which can, in turn, increase firm value maximization
(Milos Spr¢i¢ et al., 2017). Until date, there is no sufficient evidence on ERM moderating role on
board structures and corporate performance. Therefore, this paper proposes a conceptual
framework to examine the moderating effect of ERM on selected board structures (board size,
board independence, director ownership, the total number of women on the board, and Muslim
directors on the board) and corporate performance.

Literature Review

Enterprise risk management has received increased International attention and has become a
subject of interest to the stakeholders in the business. The positioning of ERM in the firms,
particularly the financial industry can offer the required monitoring mechanism to efficiently
address potential risk disclosures that can threaten the achievement of the aims of an enterprise
(Bromiley et al., 2015; Cohen et al., 2017). Hence, the fundamental of ERM adoption is to
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safeguard that firm purpose of nurturing the value of stakeholders is realized. The ERM has very
good potential to moderate firm performance through the CG mechanisms especially financial
processes, which in turn, can result in raising the stakeholders’ values (Annamalah et al., 2018;
Yang et al., 2018). This process can only be achieved when the unforeseen threats are adequately
managed by the board of directors to maximize firm performance (Affes & Sardouk, 2016;
Armeanu et al., 2017). Though, the boards can be significantly affected by their size,
independence, ownership, total number of women on them, and faith i.e. the total Muslim directors
on the board (Bashir & Asad, 2018; Tulung & Ramdani, 2018). The board of directors is the
highest decision-making entity of a corporate and are responsible for monitoring the firm’s
management, and morally and legally responsible for the stakeholders (Jizi & Nehme, R2018).
However, in response to unanticipated organizational threats, some studies reported direct
influence of ERM on corporate performance (Ugwuanyi & Ibe, 2012; Callahan and Soileau 2017;
Florio and Leoni 2017; Soliman et al., 2018; Zou and Hassan 2017) while other established that
the relationship between ERM and corporate performance may be influenced by internal factors
(Khan and Ali 2017).

The most important internal factors that impact the management ability to monitor moderation of
ERM is the size of the board of directors (Tulung & Ramdani, 2018). There is no single acceptable
“size” for the board (Reddy, Locke, and Scrimgeour, 2010). However, there are different opinions
on the influence of board size on firm performance. Some proposed that smaller boards improve
firm performance (Jensen 1993; Yermack, 1996), while others indicated that larger boards are
better for enhancing firm performance through risks moderation as a result of conflicts of interest
(Jensen and Meckling, 1976; Anderson et al., 2004). In order to improve firm performance, Lipton
and Lorsch (1992) have proposed between seven to nine individuals as ideal board size. According
to a report, this board size can ensure better coordination, accountability, reduce the free-riding
problem, ERM, and faster decision-making (Tornyeva and Wereko, 2012; Rao and Tilt, 2016).
Though, Jensen and Meckling (1976) debated that bigger boards sized can reduce the cost of the
agency as a result of low management performance which, in turn, can enhance financial results.

Apart from the impact of board size, board independence also has a strong influence ERM
moderation on corporate performance. Independent directors are not employees of the firm, where
their main role is to monitor the performance and activities of executive directors and management
(Fuzi et al., 2016). Remarkably, the board of directors that lack the independent judgment of
potential risks within the organization and its managers, places the interests of investors at jeopardy
(Hermalin and Weisbach, 1988). The board independent add absolutely to the firm performance
through ERM in moderating the conflicts of interests thereby decreases administrative delineation
and repossession of fixed resources (Lee, 2012). The likelihood of bankruptcy due to poor ERM
adoption can be less when there are independent directors within a firm.

The director independence comes along with the director ownership which tends to have a direct
effect on firm performance since director ownership can result in a conflict of interests between
these directors and firm stakeholders thereby weaken ERM within the firm. Pagach and Warr
(2011) depict that director ownership is influence by ERM adoption in US firms, especially when
the firms are larger, more volatile, and have greater institutional ownership. However, these studies
have not addressed the direct moderating role play by ERM between director ownership and firm
performance. All the studies focus on the general effect of managerial ownership on firm



performance. Tahir and Razali (2011) assessed the relationship between ERM and firm value in
Malaysian public listed firms. They found a positive relationship between ERM, however,
ownership shows no significant relationship with firm value, where the size and profitability have
a negative and significant impact on the relationship with firm value.

Furthermore, aside from board size, board independence, and director ownership that are
considered highly significant on firm performance, the gender is presently the most debated
component of board structure issues (Behren & Staubo, 2016). The presence of women directors
on board is getting increasing consideration (Setd-Pamies, 2015). Based on agency theory
standpoint, gender cannot impact the efficacy of a board (Bosse & Phillips, 2016). However,
bearing in mind that gender can explicate differences in behavior and abilities, most literature
reports mixed findings. Some findings showed that women directors affect board decisions
positively (Setd-Pamies, 2015; Rao & Tilt, 2016). On the contrary, some findings indicated the
indirect capability of women to contribute more value to the board (Abdullah et al., 2016).
Evidence concerning total women on the board as it influence performance is very limited.
Nonetheless, it is expected board structure and its diversity to exert pressure on directors to engage
in higher-risk disclosure, thereby affect the firm performance.

The present investigation classifies the board composition into Muslim directors and non-Muslim
directors while hypothesizing that a higher number of Muslim directors on the board of directors
would result in a higher quality of accounting information. According to Robinson (2007), world
financial markets have experienced astonishing growth in Islamic finance. Hence Muslim directors
might exhibit a more conservative behavior in running a business, thus lowering firm performance.
The ethical characteristics expected of a Muslim director should encourage good corporate
governance mechanism thus much lesser monitoring is needed (Alhabshi, 1994). It is established
that the presence of Muslim directors on the board of directors have a significant impact on the
performance of the firms and can bring the firm to its utmost performance. This study fills the gap
and contributes significantly to the literature providing extensive evidence with regards to the
impact of corporate governance on firms’ performance especially the presence of Muslim directors
in the board of directors, particularly in Jordan.

Board Structure

Board structure represents all compositions and elements of the board and how this affects the
decision-making process (Jackling & Johl, 2009; Blake, 2016). The board structures (Isik & Ince,
2016; Nguyen et al., 2016) are extended to include board size, board independence, director
ownership, total women in the board, and Muslim directors on the board. Other characteristics that
are commonly considered in different studies include gender, age, experience, expertise,
education, religious, and nationality (Feldman & Montgomery, 2015; Rao & Tilt, 2016; Aribi et
al., 2018; Green & Homroy, 2018; Hassan & Marimuthu, 2018). The different board structure
components as related to the current study are explained under the following headings.

Board Size

One of the most important factors that impact the management ability to monitor managers is the
size of the board of directors (Tulung & Ramdani, 2018). A positive connection is reported
between board size (BS) and firm performance (Naseem et al., 2017). Similarly, Coles et al. (2008)
revealed that a larger BS has a positive influence on corporate performance. The larger boards
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provide higher monitoring in order to enhance firm performance. Isik & Ince (2016) found a
significantly positive influence between BS and firm performance. The BS has a significant
relationship between BS and different CG mechanisms on corporate performance (Dang et al.,
2018). All these studies indicate that as BS increases the corporate performance increases, the
cause may be that BS increases the responsibility of the boards to better manage the firm
performance through proper ERM implementation. This implies that the ERM can potentially
moderate between BS and performance. Small BS may be less successful in monitoring the
persuasive managers.

The size of a board is noted as an essential feature that influences its efficiency. Isik & Ince (2016)
indicates that a large board may result in less effective management and decision making, whereas
agency theory claims that large boards are helpful to better the monitoring of the firm. Hence,
firms with large boards are more liable to freely divulge more information thereby endanger the
firm and its performance. This squabble is supported by Guest (2009) and Jackling & Johl (2009)
who discovered that boards will be likely less efficient to manage firm when they expand beyond
seven or eight executives. Shakir (2012) stated that a BS of 12 or 13 executives can result in more
effectual management. Despite that researches have linked large BS with higher risk disclosure
(Boone et al., 2007; Dang et al., 2018), empirical results seem to be inconclusive. There is no
reported information on the moderating effect of ERM on BS and how this is related to firm
performance.

Board Independence

Firm directors are classified into dependent and independent (Chen, 2011; Knyazeva et al., 2014).
The independent directors monitoring the incentives in a particular board are sturdier when the
value of human capital basically derives from their prestige. The influence of board independence
on corporate performance may be reliant on the BS (Tulung & Ramdani, 2018). The positive
impact of board independence as predicted by agency theory can be bigger when the BS is bigger
(Bghren & Staubo, 2016). A theory of board control and size also supported this view (Harris &
Raviv, 2006). High managerial skills require an in-depth understanding of the firm, its consumers,
dealers, competitors, and business (Blake, 2016). Dependent directors have such expertise due to
their familiarity with the firm, whereas independent directors commonly lack these qualities as a
result of their far distance from the firm (Clune et al., 2014). The dependent directors can lose
status by supervising (control) and form reputation by counseling (support) due to lower
motivations to monitor, stronger motivations to advice compared to independent directors
(Hillman & Dalziel, 2003). Both independent and female directors have been shown to influence
firm performance (Terjesen, 2016). However, studies on the effect of board independence on firm
performance still remain incomplete.

Knyazeva et al. (2013) and Chen et al. (2011) suggested that the percentage of independent officers
positively impacts the firm’s performance. On the contrary, Savitri (2016) and Abdullah (2016)
revealed that the proportion of independent officers does not impact the firm’s performance.
However, the results mentioning ERM moderating impact on board independence and firm
performance are very scarce.



Director Ownership

Director ownership is directly involved managerial ownership which has a significant impact on
performance, both are endogenously ascertained by exogenous variations in the firm operating
environment (Zhou, 2001). The ownership separation from control produces a condition where the
interests of owner and manager are often differed and formerly functioned to regulate the use of
power. The owner of corporate experiences a loss of control over his wealth since ownership is so
largely distributed across vast numbers of stakeholders, though the stakeholder cannot use actual
power to supervise directors on managerial performance (Demsetz, 1996; Bhagat & Bolton, 2013).
Managers with low ownership level may fail to increase stakeholder value since they have a
motivation to consume incentives (Jensen and Meckling 1976; Zhou, 2001). Particularly, low
managerial ownership level can be the best incentive procedure for the corporate. Hu & Zhou
(2008) assessed a linear relationship between board ownership and Tobin's Q, they found that
Tobin's Q increases and then decreases with ownership.

These studies largely deduce the positive relationship at low levels of the director or managerial
ownership, while the negative relationship at high levels of the director or managerial ownership
as managers become rooted and involve in non-value maximizing interest without being
disciplined by stakeholders. Conversely, these studies have not addressed the moderating role play
by ERM between director ownership and firm performance. All the studies focus on the general
effect of managerial ownership on firm performance. Although, Baron and Kenny (1986) proposed
board equity ownership as a moderating variable that might reinforce the relationship between
ERM and firm performance.

Total Number of Women on the Board

The lack of adequate women representation on boards of directors in a firm is a global
phenomenon. The problem of gender diversity specifically at top of management level is catching
the attention of firms cogitating the need for consequences of increasing the women participation
in management positions (Aribi et al., 2018).

Encouraging gender diversity on boards of directors can enhance the decision-making process, as
this entails contributing different standpoints, ideas, and evaluating different results (Green &
Homroy, 2018). By the way, the supporters of diversity or women participation on the boards
showed that the heterogeneous decision-making and problem-solving approaches produce better
decisions as a result of a broader range of viewpoints (Nyatichi, 2016; Sahar et al., 2018). Also,
the presence of women on the boards can enhance communication, and a more comprehensive
critical scrutiny of problems (Abdullah et al., 2016). Mixed-boards can also aid to thwart too risky
projects as women are largely more financially risk-avert than men (Rao & Tilt, 2016) and less
overoptimistic (Terjesen et al., 2016). Thus, the total number of women on the board can be
moderated by ERM to enhance firm performance.

The director ownership characteristic and concentration is likely to moderate the influence of
female directors on firm performance (Setd-Pamies, 2015). The value of women’s interactive
characteristics as board members is possible to be improved when total numbers of women on the
board are raised. Stakeholders in large firms are likely to value the supervising skills of female
directors and to make a conducive environment for them to make an impact on firm performance.



The firm characteristics and their boards define the probability of women to be nominated to the
boards, their involvement shapes the CG environment and their capability to impact boards’
activities and firm performance (Nyatichi, 2016). The lack of enthusiasm to hominate women on
the boards deprive firm owners and its stakeholders from the potential economic benefits of female
directors (Aribi et al., 2018). Studies on a total number of women on the board of directors as it
affected by ERM to improve firm performance are unreported.

Muslim Directors on the Board

Islamic organizations, whether business, governmental, or none profitable firms, operate within
the Sharia restrictions (Mollah et al., 2017; Abdul Rahman et al., 2018). Islamic economics as a
discipline applies the injunctions of the Sharia or Islamic laws in dealing with the allocation of
scarce resources for individual and collective achievements of spiritual, moral, and material well-
being (Johl and Cooper, 2015).

Muslim directors on the board, similar to the total number of women on the board, has a positive
and significant influence on corporate performance (Hadi et al., 2018). The Muslim directors can
function effectively on boards of firms when working with the majority group of other religious
groups. It is believed that Muslim directors in the majority of countries such as Jordan, Yemen,
Irag, Saudi, etc. can make a significant impact to the firm performance due to their religious belief
which regulated the economics, moral, and dealings (Ibrahim & Alam, 2018). As most recently
reported that the more diversified a board is, in term of religion or gender, the greater the chance
for corporate performance (Hassan & Marimuthu, 2018). Muslim directors (both men and women)
involvement at the board top level can improve the risk-taking behavior of managers and enhance
the internal tasks of their firms as well as performance (Mollah et al., 2017). With regards to risk-
taking behavior, it is suggested that the ERM has potential to moderate between the numbers of
Muslim directors on the board and corporate performance, though this moderation has never been
reported in the literature.

Moderating Variable

A moderator variable is a third variable that impacts the strength of the relationship between an
independent and dependent variable (Matthew & Ann, 2017). In a relationship, if S is the predictor
variable (first variable) and T is a resultant variable (second variable), then Q is the moderator
variable (third variable) that influences the relationship of S and T (Baron & Kenny, 1986; Kim et
al., 2001). In the case of this current study, the ERM act as a moderator variable between the board
structure and corporate performance. The moderator variable is introduced to determine the
strength or weakness of this relationship, which can be measured both qualitatively and
quantitatively (Baron and Kenny, 1986; Fairchild et al., 2009; Ahmed& Manab, 2016b).

Justification for a Moderator

The board of directors as part of board structure is the advocates of risk management in a corporate
and has the final decision about the risk management implementation (Dabari & Saidin, 2016b;
Annamalah et al., 2018). Several studies have been carried out on factors that influence ERM
implementation in the firms (Ahmed & Manab, 2016a; Dabari & Saidin, 2016b; Tasmin & Muazu,
2017; Annamalah et al., 2018). These reports identified numerous variables that affect ERM
implementation and also employed different measures to investigate the level of ERM



implementation. However, they all neglected or overlooked the moderating role of ERM plays in
the relationship between the board structures and corporate performance.

Furthermore, ERM has been considered as one of the most significant problems bordering
corporate management in the contemporary periods. It is promoters consider that incorporating all
corporate risks in a single ERM can improve board of directors and long-term corporate
performance (Nair et al., 2014; Soliman et al., 2018; Yang et al., 2018). Therefore, consistent with
Baron and Kenny (1986), the ERM is introduced in the present study (as a moderator) with the
expectation of determining and improving the relationship between board structure and corporate
performance. Since the moderating variable is a variable that alters the direction or strength of a
relationship between independent and dependent variables (Sekaran & Bougie, 2016; Matthew &
Ann, 2017), the ERM will fit well to act as a moderator. Conceptually, this moderating role of
ERM may produce better results for better firm performance through appropriate regulation of its
board structure.

Firm Performance

Firm performance is an indicator that aids to assess and measure how a firm succeeds in achieving
its business objectives in fulfilling the need of all its stakeholders (Johl et al., 2015). In recent
times, the challenges of the international business environment have reverberated the need for
firms to have more interests in the success of their businesses (Zou & Hassan, 2017). Recent
scandals had exposed circumstances where firms involved in unscrupulous accounting tactics to
overlook relevant information about corporates’ financial data (Carson, 2003; Giroux, 2008). This
called for an investigation on a long-term solution for CG mechanisms that may improve the
performance of a firm. This can be achieved through appropriate measurement of firm
performance parameters.

Different researches have used different performance indicators to measure corporate performance
(Carton et al., 2010). Murphy et al. (1996) reported 71 performance parameters that have been
employed by investigators to measure both financial and non-financial performance. The
investigators often use financial measures in most cases to describe the corporate performance.
Return on Investment, Return on Assets, Return on Sale, Return on Equity, and Tobin's Q are some
of the frequently used parameters to measure performance (Alzharani et al., 2011; Saeidi et al.,
2015; Abdullah & Shukor, 2017; Green & Homroy, 2018; Yang et al., 2018). In more inclusive
valuation, firms have recourse to the application of both financial and non-financial performance
measures.

Studies conducted on the relationship between board structures and corporate performance has
yielded inconclusive results (Jackling & Johl, 2009; Blake, 2016). Studies found a positive
relationship between CG mechanisms and corporate performance (Abdullah, 2016; Hadi et al.,
2016), while other studies reported a negative relationship between CG mechanisms and corporate
performance (Hillman & Dalziel, 2003; Chen, 2011). Further, the internal competition within the
boards is another factor that is vital considering when the relationship between board structure and
firm performance as affected by ERM is being examined. This is in addition to the factors such as
the total number of women on the board, the number of Muslim directors on the board, and the
size of the board. All these have an impact on the moderating role play by ERM in the relationship
between board structure and firm performance.



Propositions

The present study is proposing a research framework (Figure 1) where ERM is used in the
framework to moderate between the board structures (board size, board independence, director
ownership, total number of women on the board, and Muslim directors on the board) and the
corporate performance thereby improve the robustness of risk management in an organization and
its value. Based on the literature review in this study, and the inconsistencies found as well as the
justifications for ERM introduction as a moderator, the following propositions are hence proposed
according to the following hypotheses.

Board Size ERM

=

Independence

[ / /

Director
Ownership Corporate Performance

Total Number of /L
Women on the A

Board

Muslim Directors
on the Board

H1: The effect of Board Size on Corporate Performance is moderated by Enterprise Risk
Management.

H2: The effect of Board Independence on Corporate Performance is moderated by Enterprise Risk
Management.

H3: The effect of Director Ownership on Corporate Performance is moderated by Enterprise Risk
Management.

H4: The effect of Total Women on the Board on Corporate Performance is moderated by
Enterprise Risk Management.

H5: The effect of Muslim Directors on the Board on Corporate Performance is moderated by
Enterprise Risk Management.

Conclusion

This study contributes to the knowledge and understanding of ERM use as moderating variable to
enhance corporate performance and stakeholders’ value. The findings showed that ERM has strong
potential to moderate the relationship between board structures and firm performance. The finding



also indicated that this moderating effect has a strong impact on corporate performance as it
affected each of the board structures under this study.
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