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ENTERPRISE RISK MANAGEMENT OF SMALL AND
MEDIUM ENTERPRISES IN NAY PYlI TAW

Than Thu Zar*

Meiktila University of Economics

Abstract: This study aims about enterprise risk management of Small
and Medium Enterprises (SMEs) in Nay Pyi Taw. The objectives of the
study are to identify enterprise risk management practices and to
analyze the effects of enterprises risk management practices on
organizational performance of SMEs in Nay Pyi Taw. Primary and
secondary data are used in this study. Primary data are collected from
the owners of 61 firms among 247 SMEs (25%) by using simple
random sampling methods. These data are gathered by using
structured questionnaire with Five Point Likert scale. Secondary data are
obtained from documents of SMEs, relevant text books, previous
research papers and Internet Web sites. The primary data were
collected in May, 2020 which is the pandemic period announced by
World Health Organization. Descriptive statistics, correlation analysis and
multiple regression analysis are used to analyze the collected data. The
research found that communication is the maximum mean value and
management support is the minimum mean value. There are positive
and significant relationship between enterprise risk management
practices and organizational performance. According to multiple
regression analysis, communication has only significant and positive
effect on organizational performance. The other practices do not have
effects on organizational performance. Therefore, SMEs should manage
risk by creating open and honest communication within their
stakeholders to improve the organizational performance.

Key words: Enterprise risk management, Organizational performance, Pandemic
period

* Associate professor, Dr., Department of Management Studies, Meiktila University of Economics,
Myanmar.
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l. Introduction

Organizational performance is critical to sustainable success of every business. In
today's world of globalization, businesses are facing challenges concerned with the
ever-changing nature of political, economic, socio-cultural, technological and
environmental factors. A business can contribute to the well-being of its society by
retaining its internal and external customers, connecting with suppliers and constantly
increasing its efficiency. Kaplan and Norton (2001) viewed organizational performance
as a multidimensional concept, and all aspects of performance are related to the
success of the organization. Several researchers use organizational performance
extensively.

Enterprise Risk Management (ERM) is a process, effected by an entity’s board of
directors, management and other personnel, applied in strategy setting and across
the enterprise, designed to identify potential events that may affect the entity, and
manage risk to be within its risk appetite, to provide reasonable assurance regarding
the achievement of entity objectives (Fraser & Simkins, 2010).  Making good
decisions in the face of uncertainty and danger may well have been the earliest form
of human life. These humans have to be creative in using their experience and mind
to reduce the uncertainty of warmth and protection. ERM has become a top priority
for management. The current pandemic period highlights the devastating
consequences if strategic risks are ignored and not addressed effectively. There are
numerous demands for the development of a comprehensive overview focusing on
the management of business risks emerging from the economic crisis.

The challenges and opportunities for organizations are explicitly incorporating risk
thinking and risk management into their activities. Expectations are growing that
small and medium-sized businesses will be able to effectively manage the risks facing
businesses. The ongoing Covid-19 crisis, which began at the end of 2019, is now a
major highlight of the owners' business venture management process. There are now
a lot of calls for huge advances in risk management. More specific risks need to be
considered when businesses owners are managing the implementation of an
organization's specific strategic plans. The shift to higher expectations for risk
management oversight, which affects the business as a whole, is also compounded
by the increasing amount and complexity of risks that can affect a business. The
complexity and increased competition of business transactions encourage the
identification and response of potential risks. It is more difficult for business owners
to monitor the ongoing complex risks. The threats and pitfalls of a business are
difficult to manage. Many dangers are not known, but they have similar effects.
Managers or owners are increasingly responsible for considering the potential
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possibilities and impacts associated with their business operations for unforeseen
events.

In 2015, Myanmar adopted the Small and Medium Enterprises Development Law.
There is controversy over the need for legislation for small and medium-sized
businesses. Small and medium enterprises (SMEs) play a key role in the development
of the country. In fact, small and medium enterprises (SMEs) are the mainstay of the
private sector. It is the source of all creativity. In addition, they help creating job
opportunities and reducing poverty. It can respond to entrepreneurship and market
demand. Therefore, the real driving force for economic development can lead to
development during times of economic instability. The Republic of the Union of
Myanmar is trying to get industrialized from an agricultural country. In addition, the
policy on the development of small and medium-sized enterprises is aimed at
achieving development that supports the social and economic development of the
country. It also aims to participate in the ASEAN Economic Community in accordance
with the Free Trade Agreement.

Nay Pyi Taw is the capital and third largest city of Myanmar. It was located in
the center of Nay Pyi Taw Union Territory. It is unusual among Myanmar's cities, as
it is an entirely planned city outside of any state or region. In 2006, Yangon was
officially replaced as the administrative capital of Myanmar. As the seat of the
government of Myanmar, Nay Pyi Taw is the site of the Union Parliament, the
Supreme Court, the Presidential Palace, the official residences of the Cabinet of
Myanmar and the headquarters of government ministries and military. Nay Pyi Taw is
notable for its unusual size and low population density. In Nay Pyi Taw, small and
medium enterprises are thriving over time, but they face serious risks during
Covid-19 pandemic period.

Enterprises risk management is about: identifying the potential risks, assessing and
rating the likelihood of those risks happening, assessing the consequences and rating
the impact on the organization if those risks occur, developing plans for dealing with
the consequences and impacts, reporting to decision-makers about the risks,
monitoring the risk potential and status throughout the operations, and implementing
contingency plans. Before identifying a risk, it is necessary to know what the real
risks are. The objectives of risk management in relation to the organization are
defined and criteria, resources and authorities for the treatment of risks are
determined. It allows the status of organization in several forms such as resource
usage, equipment requirements, budget availability, stakeholder involvement, contract
deliverables, strategic goals and schedule (Ahmed et al, 2007). Cooper et al. (2005)
said that the opportunity identification process is similar to that used to identify
threats. However, the organization needs to understand and agree on the meaning of
the term danger. Opportunities often need to be identified and managed by the
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same decision as threats as part of the same process.

There are tools that companies can use to guide them in risky periods. The key
to any business venture is to manage the risks and recover the profits. Experts,
management and other stakeholders can identify risks. Everyone has a different
perspective, knowledge and experience that will help ERM significantly. In addition,
the company intends to continue to monitor the risks to its operations and ensure
that decision-makers are fully aware of the risks and impacts associated with them.
There are three main ways to respond the risks; avoidance, postponement and
reduction. Organizations can avoid certain risks by entering or not entering the
market. They can wait and not make decisions or take any action. Finally, they
reduce their work on protective equipment.

Management support is one of the most popular variables in ERM studies that
discusses the effectiveness of ERM extensively. Management support can be defined
as the commitment of senior management within the organization. This is because
they are associated with a desire to allocate valuable organizational resources
(Holland & Light, 1999). Commitments from management support and top
management are essential for a variety of organizations and are one of the key
factors in managing risk effectively. The entire risk management process requires the
support of healthy stakeholders within the organization (Ahmed et al, 2007).

Consultation and communication are key components of risk management process
that is critical to the success of any business. Organizations need to develop
appropriate  communication strategies to support effective communication and
consultation. In addition, the focus should be on counseling. Therefore, it is important
to communicate with stakeholders throughout the risk management process.

Organizational culture has been recognized as an influential factor in analyzing
organizations in various contexts. Culture is essential because acting without knowing
cultural forces might have unpredicted and unwanted outcomes (Ahmady, et al,
2016). Organizational culture can be defined as a complex set of values, beliefs,
assumptions, and symbols that define the way that a firm conducts its business
(Barney, 1986). Therefore, it is crucial to the organization to manage organizational
culture because the individual in the organization responds to shared values and
other aspects of organizational culture. Also, their action can have a significant
impact on organizational effectiveness (Tsai et al., 2017). Moreover, knowing culture
helps managers to implement suitable strategies to overcome the organization
weaknesses.

Before looking at a case for a possible relationship between ERM and
organizational performance, it is important to capture the concept of organizational
performance that has a significant practical impact on ERM. An organizational
performance is defined as the capacity of an organization through the efficient and
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effective use of resources (Daft, 2015). Several researchers design an organizational
performance in many ways to determine how best to measure a concept. However, it
has been criticized that the traditional organizational performance measurement
system based on cost accounting is not sufficient to measure the full organizational
performance standard (Heys & Cler, 1988).

Many publications have shown how ERM practices affect an organizational
performance. Andersen (2009) states that ERM is ultimately leading to better financial
performance, such as retained earnings, return on assets and growth in market value.
These results also in line with Teoh (2009) who found ERM implementation
significantly has an impact on the organizational financial and non-financial aspects.
In addition, Gates et al. (2012) investigated the impact of organizational performance
on ERM implementation. Moreover, the implementation of ERM has a significant
positive impact on the organizational performance and business strategy (Sara
Soltanizadeha et al, 2014). The findings make it clear that ERM improves the
management of the organization by better informed decision-making and increased
accountability. Based on the above literature review, the objectives of the research
are to identify enterprise risk management practices of Small and Medium Enterprises
in Nay Pyi Taw and to analyze the effects of enterprise risk management practices
on organizational performance of Small and Medium Enterprises in Nay Pyi Taw. The
conceptual framework based on previous research studies is shown in Figure.
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Figure 1. Conceptual Framework of the Study: Enterprise Risk Management Practices

Figure shows that enterprise risk management practices (objectives setting, risk
identification, risk response, management support, communication and organizational
culture) are independent variables and organizational performance is dependent
variable. It is proposed that enterprise risk management practices will have positive
effect on organizational performance.

ll. Methods of the Study

This study focuses on enterprise risk management practices and organizational
performance of SMEs in Nay Pyi Taw. According to Nay Pyi Taw Association of
Micro, Small and Medium Enterprises (MSMEs) (2020), the total numbers of
registration firms are 480 micro, small and medium enterprises. Among them 247 are
small and medium enterprises. In this research, 61 out of 247 firms (25% of total
population) are selected as the sample of this study. It uses both primary and
secondary data. Primary data are collected from the owners of the selected firms by
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using simple random sampling method. Structured questionnaires are distributed to
these respondents via the Internet. Items of the questionnaire are measured with
five-point Likert scale. Primary data are also collected by making in-depth interview
with the selected owners. Secondary data are gathered from MSME's documents,
relevant text books and Internet web site. Descriptive statistics, correlation and
multiple regression analysis are used to analyze the collected data. Data collection
period was during May, 2020 which is the period during Covid-19 pandemic periods
announced by World Health Organization.

lll. Analysis and Results

In order to meet the objective of identifying enterprise risk management practices,
the respondent perception towards enterprise risk management practices and
organizational performance are analyzed by descriptive statistics (mean and standard
deviation). The standard deviation is commonly used to measure confidence in
statistical conclusions. Standard deviation (S.D) is perhaps the most valuable index of
spread or dispersion. A low standard deviation indicates that the data points tend to
be close to the mean (also called the expected value) of the set, while a high
standard deviation indicates that the data points are spread out over a wide range
of values. If standard deviation is greater than 1, it means that the respondent has
quite different opinion about the questions. It is very important to test reliability of
the dimensions in the questionnaire before analyzing the data. Generally, the
reliabilities (Alpha Value) of variables are adequate if the values are around 0.70
(Zikmund, et al, 2010). The numbers of items and the Alpha values are described to
check the internal consistency among variables.

As described in Table (1), the alpha values of all variables are more than 0.60 and
prove the reliability of the items. These items direct towards one dimension. The
alpha values of all variables have the acceptable levels. Thus, the results of the
guestionnaire are suitable for further analysis.

Table 1. Descriptive Statistics and Reliability Test of the Variables

Sr. Variables Mean SD Numbers Cronbach'’s
No. of Items Alpha
1 Objective Setting 3.70 0.536 5 0.617
2 Risk Identification 3.75 0.492 5 0.692
3 Risk Response 3.77 0.433 5 0.650
4 Management Support 3.69 0.425 6 0.791
5 Communication 3.82 0.547 5 0.807
6 Organizational Culture 3.78 0.536 11 0.797
7 Organizational Performance 3.74 0.452 7 0.863

Source: Survey data (May, 2020)
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According to Table (1), descriptive statistics are depicted before going to
correlation and multiple regression Analysis. In this study, the values of standard
deviation are below 1 which means that it does not deviate from the mean value of
each variable. The above Table (1) shows that respondent perception on all the
enterprise risk management practices are at the agree levels of the respondents. The
mean value of respondent perception towards objective setting is 3.70 which is the
agree level. It means that the owners are setting the objectives to manage their risks.
They are awareness to manage the risks and trying to prevent the severe conditions.
Risk identification has the mean value, 3.75 that is at the agree level. It implied that
the owners are identifying the potential risks and opportunities during the crisis. The
owners are meeting with the experts within and outside the organizations. They are
trying to set the smart objectives and identify the risks and opportunities
simultaneously. The mean value of risk response is 3.77 which is also at the
agreement level. It can be said that the owners of SMEs are selecting the risk
response carefully. At first, they are trying to avoid the risk for the covid-19 disease
by closing their businesses and instructing employees to stay at home. After that
they wait and see the severe situation by working from home. Finally, they mitigate
the risk as possible as they can reduce not for causing the disease in their
businesses while they are working both the business and home.

The mean value of respondent perception towards management support is 3.69
which is the minimum mean value. It has also still at the agree level. It can be seen
that respondents think management support is good for risk management. They are
trying to support their employees as much as they can. The mean value of
communication gets 3.82 which is the maximum mean value among the ERM
practices. It can be said that the respondents believe that communication is essential
in risk management. Communication is critical during the risky period like the
pandemic period. Employees are feeling afraid and don't want to come the work
because they want to avoid the disease. They are waiting and listening the news
from the government, the world news and the news from their employers. At that
time, employees are necessary to give clear and concise information about the jobs
and their arrangement.

Organizational culture gets the mean value, 3.78 which is the agree level. The
owners are creating the organizational culture to mitigate the risks. Respondents
perception towards organizational performance is also the agree level. It can be
concluded that organizational performance is growing by managing risk. Therefore,
SMEs are using large extent of ERM practices during the pandemic period. In order
to meet the objective of analyzing the effects of enterprise risk management
practices on organizational performance of SMEs in Nay Pyi Taw, the collected data
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are analyzed by correlation analysis and multiple regression analysis. Correlation
analysis of the variables is shown in Table (2).

Table 2. Correlation Analysis Among Variables

ST Variables 1 2 3 4 5 6 7
No.
1 Objective 1
Setting
Risk o
2 Identification 0639 !
3 | Risk 0.629%* | 0.589%** | 1
Response
4 | Management | o ganue | 059754x | 06194 | 1
Support
5 | COMMUNICAN g papeer | 06227+ | 0,694 | 0839 | 1
6 | Or9anizationa |y s | 06330 | 0,697+ | 0714% | 0,690+ | 1
| Culture
7 | Organizationa g e | gsgrexr | 0655 | 0631 | 0733 | 0,666+ | 1
| Performance

Source: Survey data (May, 2020
***Correlation is significant at the 0.01 level (2-tailed).
Dependent variable: Organizational Performance

According to Table (2), the correlation results reveals that risk management is
positively correlated with organizational performance at the 0.01 significant level.
Correlation  coefficient of objective setting, risk identification, risk response,
management support and organizational culture are 0.564, 0.581, 0.655, 0.631 and
0.666. They are moderately and positively correlated with organizational performance.
Communication is strongly and positively correlated with organizational performance
because the value is 0.733. It can be concluded that SMEs are applying enterprise
risk management practices increasingly, their organization can improve the financial
and non-financial performance. Multiple Regression analysis is shown in Table (3).

Table 3. Multiple Regression Analysis of Risk Management and Organizational

Performance
Unstandardized Standardize . Collln.ea?rlty
Model - d t Sig. Statistics
Coefficients .
Coefficients I
Std. Toleran VIF
B Error Beta ce
(Constant) -0.022 | 0.456 -0.048 | 0.962
Objective e | 0144 | 0075 0569 | 0571 | 0413 | 2422
Setting
R 'S k 0.093 0.155 0.075 0.603 0.549 | 0.461 2.170
Identification
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Risk Response [ 0.180 | 0.174 | 0.142 1035 | 0305 | 0381 | 2.626
Management | 15, 10173 | -0127 0717 | 0477 | 0231 | 4.326
Support

gomm“”'cat'o 0485 | 0173 | 0484 2796 | 0007 | 0.240 | 4162
Organizational | 575 | 0170 | 0.234 1638 | 0107 | 0353 | 2.833
Culture

R 0.781

R square 0.6711

Adjusted R | 0567

square

F 47197

Notes: ***= Significant at 1% level
Source: Survey data (May, 2020)
Dependent variable: Organizational Performance

According to Table (3), the power of the model to explain organizational
performance of SMEs in Nay Pyi Taw is good as the value of adjusted R2 is more
than 50 percent. The value of F-test, the overall significant of the models, comes out
highly significant at 1 percent level. The model of organizational performance is a
good descriptor of the relationship between the dependent and independent
variables. Thus, the independent variables significantly explain the variance in
organizational performance of SMEs in Nay Pyi Taw.

According to the Multiple Regression result, organizational performance will
decrease 0.022 if SMEs are not using ERM practices. Communication has positive and
significant effects on organizational performance at 1 % level. It can be said that
SMEs which manage risks properly have effect on organizational performance.
However, objective setting, risk identification, risk response, management support and
organizational culture do not show significant effects on organizational performance.
Therefore, SMEs can increase organizational performance by properly managing their
risks. Among them, communication is the contributing factor to improve
organizational performance.

IV. Discussion

This study analyzes the extent of enterprise risk management practices and the
impact of enterprise risk management practices on organizational performance of
small and medium enterprises in Nay Pyi Taw. Small and medium enterprises focus
on ERM practices at the agreement level. Communication is the highest agreement
level in ERM practices. Most small and medium business owners apply proper
communications for their company's risk management. Open communication during
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an epidemic crisis is critical for businesses. Their employees are afraid of the disease
in their working conditions. They do not want to work in unsafe environment.
Therefore, owners consider telecommunications to be the most important factor in
risk management practices. Management support is the lowest mean value among
ERM practices, but still at the agreement level. Owners believe that their support is
needed to deal with the risk of infection because employees are feeling afraid of the
covid-19 disease.

The correlation analysis shows that there are positive and significant relationship
between ERM practices and organizational performance. Therefore, the more ERM
practices are applied in SMEs, the more increase their performance. The owners
should recognize and manage these risks during the crisis. Enterprise Risk
Management (ERM) has been identified as an organized and systematic way of
managing risk throughout an organization and recent research results have shown
ERM implementation has positive significance on the businesses’ financial and
non-financial performance (lbrahim, 2017).

According to the multiple regression analysis, communication has only significant
effects on organizational performance among ERM practices. This finding agrees with
the finding of Alawattegama (2018). He found that risk assessment and control
activities have a negative impact on the firm performance. Information communication
and monitoring functions indicate a significant impact on firm performance.
Nevertheless, monitoring function shows a negative impact on the firm performance.
The researcher believes this negative impact is attributable to the increased cost of
monitoring activities that is crucial for a diversified business setup. This empirical
evidence induces the researcher to conclude that, except for communication and
monitoring, the adoption of ERM has no significant impact on the firm performance.

The model of the research is positively significant. Thus, ERM practices can
improve organizational performance. This result agrees with the previous research
studies. Ranong & Phuenngam (2009) found that a set of seven critical success
factors which can be used as a guideline on how to increase the effectiveness of risk
management procedures. These factors are commitment and support from top
management, communication, culture, information technology (IT), organization
structure, training and trust. Saleem and Zain-Ul-Abideen (2008) proved that risk
management practices are not widely used by the organizations, moreover most of
the organizations do not have documented risk management policy properly.
Therefore, these organizations cannot deal with the risks systematically and
sometimes face negative consequences for the non-systematic approaches. However,
few companies have implemented certain risk management techniques and are
enjoying high performance. Shatnawi (2020) found that Enterprise Risk Management
(ERM) has now become an ultimate concern and a robust risk management approach
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in all financial and non-financial industries and other sectors throughout the globe.

V. Conclusion

ERM practices are used in small and medium enterprises in Nay Pyi Taw. The
owners set specific goals for their business and get advice from their employees on
how to work during a crisis. They also identify the potential dangers and threats
facing their operations. They look forward to the pandemic period and the critical
success of overcoming this crisis. Owners need to avoid the disease for their
employees to be safe. The owners choose to avoid the disease, mitigate and reduce
the risks as possible as they can by working from home, working with social
distancing and working through digital technology. They help their employees
manage the risks. Most employees receive a salary during their stay at home. Small
and medium enterprises are creating an organizational culture to take risks during
the pandemic period. Therefore, they should continue to work on post-pandemic
ERM practices to gain competitive advantage. The ERM practices they use encourage
organizational performance. They should establish ERM practices in this organizational
structure. Regarding ERM practices, owners should pay more attention to
communication than other practices. Open communication is very important in doing
business. Owners should more try to talk openly with their employees, especially
during times of crisis. Inviting employees to participate in decision-making and using
two-way communication are very useful in their businesses.

If ERM practices are increasingly used in business, the performance of the
organization will increase during the crisis. Since uncertainty and risks in Small and
Medium Enterprises are increasing over time, risk taking is a common practice in all
companies. Small and medium enterprises should adopt ERM practices to effectively
manage all risks to protect the value of organizations and stakeholders. The practical
application of ERM is only effective and efficient by identifying factors that influence
the company's performance to improve its performance. In order to fully strengthen
ERM practices, small and medium enterprises should first set a smart goal to prevent
risk. They should identify potential risks and be prepared to respond to serious and
priority risks. Owners should set up risk response procedures with the cooperation of
employees. Owners should support ERM practices to establish a culture of risk
management in their organizations.

Among ERM practices, communication is the contributing factor to get the
organizational performance. Management should create an open and honest
communication program in their organization. This program should implement by
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making staff meeting, distributing newsletters, presenting documents on the notice
board, and coaching and mentoring employees. The framework for effective
communication management can be used by practitioners in all organizations for
successful risk management. In the future, the face of risk communications should be
widened between their internal communications. Therefore, small and medium
enterprises (SMEs) can increase their performance by practicing ERM practices.
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