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Abstract — This study examines how the characteristics of the Risk Management Committee (RMC),
specifically ethnic composition, size, and knowledge, affect the financial performance of listed firms in
Malaysia. Grounded in agency theory and resource dependence theory, it argues that a well-structured and
diverse RMC enhances oversight, decision-making, and firm performance. Using data from the top 100
non-financial firms listed on Bursa Malaysia in 2021, the study applies descriptive statistics, Pearson
correlation, regression analysis, and normality tests to evaluate the relationship between RMC attributes
and financial performance measured by Return on Assets (ROA). The findings indicate that RMC size and
knowledge significantly improve financial performance, while ethnic diversity shows a slight negative
association, possibly due to communication and coordination challenges. Overall, the results highlight the
importance of knowledgeable and well-composed RMCs in promoting sound governance and corporate
sustainability. This study contributes to the discourse on board and committee diversity, offering practical
insights for regulators and firms. The findings also support Malaysia’s pursuit of Sustainable Development
Goals 8 (Decent Work and Economic Growth) and 16 (Peace, Justice, and Strong Institutions), emphasizing
the value of inclusive and capable governance structures in achieving sustainable growth.

Keywords: “Risk Management Committee”, “Financial Performance”.

1. Introduction

The role of corporate governance has increasingly evolved to ensure effective oversight,
accountability, and transparency in organizations. Among the various governance
mechanisms, the risk management committee (RMC) plays a crucial role in safeguarding
the firm’s assets, identifying potential risks, and developing strategies to mitigate them. In
Malaysia, where the corporate sector is characterized by a multicultural composition, the
issue of ethnicity within governance structures—especially in RMCs—has become a subject
of growing academic and regulatory interest (MCCG, 2021; Rusdi & Rimin, 2025; Karim,
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Vigne, Lucey, & Naeem, 2024). The establishment of RMCs as a distinct sub-committee
within corporate boards aims to strengthen enterprise-wide risk management practices and
ensure that firms can adapt to volatile market conditions (Lim, 2024; Alhassan Alhaj,
Mansor, & Hashim, 2022). Recent research in Malaysia and other emerging economies has
shown that RMC attributes such as independence, expertise, and diversity contribute to
better decision-making and stronger firm performance (Liew, Jaffar, Salim, & Faizal, 2023;
Gaite & Fernandez, 2020). The country’s unique ethnic diversity thus presents an
opportunity to examine how demographic heterogeneity among RMC members influences
corporate decision-making and financial outcomes (Goodstein, Gautam, & Boeker, 1994;
Djerfi & Louadj, 2023; Zaitul et al., 2024).

Ethnic diversity in corporate boards and committees has been associated with multiple
benefits, including improved creativity, broader perspectives, and more comprehensive
decision-making processes (Erhardt, Werbel, & Shrader, 2003). Within risk management
contexts, a heterogeneous committee composition may lead to more balanced risk
assessment and enhanced financial stability. Malaysia’s governance reforms, guided by the
Malaysian Code on Corporate Governance (MCCG), emphasize the importance of diversity
and inclusion in promoting sustainable business performance (Securities Commission
Malaysia, 2021). Despite these efforts, empirical research examining the specific influence
of ethnicity in RMCs remains limited, creating an important research gap.

From the perspective of agency theory, risk management committees serve as mechanisms
to align the interests of managers and shareholders by reducing information asymmetry and
monitoring firm behavior (Jensen & Meckling, 1976; Amir, Shaari, & Husna, 2018). The
ethnic diversity of these committees may strengthen such monitoring effectiveness, as varied
cultural values and perspectives may discourage groupthink and enhance accountability.
Conversely, excessive diversity may also lead to communication barriers or conflicting
priorities, potentially undermining decision efficiency (Milliken & Martins, 1996). Hence,
examining the ethnic composition of RMCs becomes vital in understanding its dual impact
on firm performance.

The integration of social and cultural dimensions into corporate governance studies has
become more prominent in emerging markets (Ararat, Black, & Yurtoglu, 2021). In
Malaysia, the presence of major ethnic groups—Malay, Chinese, and Indian—creates a
unique corporate environment where cultural orientations may shape governance behavior
and risk perceptions. Ethnically diverse committees might approach financial decisions
differently due to varying attitudes toward uncertainty, collectivism, and long-term
orientation (Hofstede, 2001). Therefore, understanding how these ethnic dynamics affect
financial performance is crucial to advancing governance research in multicultural settings.
Prior studies on diversity and firm performance have primarily focused on gender and age
compositions (Carter, Simkins, & Simpson, 2003; Siti Fatimah, Amir, & Zulaikha, 2025),
while ethnicity remains an understudied aspect. Even within the Malaysian context, the role
of ethnic diversity has been more extensively explored at the board level (Haniffa & Cooke,
2002) rather than within specialized committees such as RMCs. This research, therefore,
seeks to bridge the empirical gap by analyzing how the ethnic makeup of RMC members
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affects financial performance indicators, providing new insights into diversity’s influence
beyond the boardroom.

Financial performance serves as a key indicator of organizational success and sustainability.
Metrics such as Return on Assets (ROA) are widely used to evaluate how efficiently firms
utilize their assets to generate profits (Amir, Quayyum, & Isa, 2025). Given the strategic
oversight function of RMCs, their composition could directly or indirectly influence these
financial metrics. Ethnic diversity may enhance the committee’s ability to assess and
respond to complex financial risks, thereby improving the firm’s return-generating capacity
(Amir, Quayyum, Isa, & Zaidi, 2024).

From a broader perspective, ethnic diversity also aligns with the United Nations Sustainable
Development Goals (SDGs), particularly Goal 10 (Reduced Inequalities) and Goal 16
(Peace, Justice, and Strong Institutions). Promoting diversity within corporate leadership not
only fosters inclusivity but also enhances governance quality and economic resilience
(UNDP, 2023). In this regard, the ethnic diversity of RMCs represents a governance
dimension that supports Malaysia’s commitment to both economic development and
equitable representation.

Furthermore, incorporating ethnic considerations in governance aligns with the principles of
stakeholder theory, which posits that corporations should serve the interests of multiple
stakeholders, not just shareholders (Freeman, 1984). An ethnically diverse RMC may be
better equipped to consider the perspectives of a wider range of stakeholders, contributing
to more socially responsible and sustainable decision-making. This inclusiveness can
enhance corporate reputation and investor confidence, ultimately translating into improved
financial performance (Amir et al., 2024).

The findings from this research will contribute to the growing literature on corporate
governance diversity by offering empirical evidence from a multicultural economy. It will
also provide practical implications for policymakers and regulators to refine diversity-related
governance guidelines under the MCCG framework. Moreover, firms may benefit from
understanding the optimal balance of diversity that enhances decision-making without
compromising cohesion and efficiency (Azman et al., 2024).

In conclusion, this study seeks to empirically examine the relationship between the ethnicity
of RMC members and firm financial performance among Malaysian listed companies. By
doing so, it enriches the discourse on corporate diversity and governance effectiveness
within emerging markets. The insights generated will not only contribute to academic
literature but also support Malaysia’s vision for inclusive and sustainable corporate
development aligned with the SDGs.

2. Literature Review
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Financial performance represents a key indicator of an organization’s success, sustainability,
and managerial efficiency. It reflects how effectively a company utilizes its resources to
generate profits, enhance shareholder value, and maintain long-term stability (Wahla, Shah,
& Hussain, 2022). In corporate governance research, financial performance is often treated
as a primary dependent variable, as it provides a tangible measure of how internal
mechanisms, including board committees, influence outcomes (Shamsol & Amir, 2025).
The integration of strong governance and effective risk management structures is crucial to
ensure that firms operate efficiently while safeguarding stakeholder interests.

Common measurements of financial performance include accounting-based indicators such
as Return on Assets (ROA) and Return on Equity (ROE), as well as market-based metrics
like Tobin’s Q (Azman, Amir, Zaidi, Isa, & Hassan, 2024). ROA is widely used due to its
ability to capture the efficiency of asset utilization in generating earnings (Sahir, Amir, Zaidi,
Isa, & Hassan, 2025). Meanwhile, ROE and Tobin’s Q are often applied in comparative
analyses to provide a broader view of firm performance relative to shareholders’ equity and
market valuation (Amir, Quayyum, & Isa, 2025). These indicators together offer
comprehensive insight into a firm’s operational health and strategic outcomes.

The link between corporate governance mechanisms—especially the Risk Management
Committee (RMC)—and financial performance has been emphasized in recent studies
(Puah, Hassan, & Radzi, 2023; Al-Matari, 2020). RMCs play a vital role in identifying
potential threats, ensuring regulatory compliance, and improving strategic risk responses, all
of which contribute to financial stability and growth. A well-functioning RMC enhances
investor confidence, minimizes information asymmetry, and aligns managerial incentives
with firm objectives (Daniyan, Zaid, & Haron, 2021).

From a theoretical standpoint, Agency Theory provides a strong foundation for
understanding the relationship between RMC characteristics and firm performance. It
suggests that effective monitoring by governance committees mitigates agency problems
between managers and shareholders (Jensen & Meckling, 1976). Similarly, the Resource-
Based View (RBV) supports the idea that skilled and diverse RMCs provide unique
resources and capabilities that strengthen decision-making and improve competitiveness
(Barney, 1991). Stewardship Theory, on the other hand, highlights that directors often act as
responsible stewards of corporate assets, seeking to maximize long-term firm value rather
than personal gain (Donaldson & Davis, 1991). Together, these theories underscore how
RMC composition and effectiveness can significantly shape financial performance.

Ethnic diversity within governance structures such as RMCs has become a critical dimension
of corporate inclusivity and decision-making quality. The presence of multiple ethnic
backgrounds allows for varied perspectives, cognitive diversity, and innovative problem-
solving approaches, which are particularly valuable in managing complex risk scenarios
(Marimuthu & Kolandaisamy, 2019). Diverse committees may also better reflect stakeholder
expectations in multicultural economies such as Malaysia, enhancing legitimacy and
stakeholder trust (Haniffa & Cooke, 2005).
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Research in Malaysia’s corporate context suggests that ethnically diverse boards tend to
engage in more comprehensive risk assessments and adopt broader strategic perspectives
(Abdullah, Ismail, & Nachum, 2020). This heterogeneity in thought and cultural experience
enriches discussions and fosters greater critical evaluation of potential threats and
opportunities (Aydin, 2022; Djerfi & Louadj, 2023). However, some studies caution that
excessive diversity may also lead to conflicts, communication barriers, and slower decision-
making processes (Erhardt, Werbel, & Shrader, 2003).

Globally, evidence on ethnic diversity and firm performance presents mixed findings. In
developed economies, moderate diversity has been found to enhance governance quality and
financial outcomes, while excessive diversity may reduce cohesion (Nielsen & Huse, 2010).
In emerging markets, particularly those with significant cultural pluralism like Malaysia,
ethnic diversity tends to have a more positive impact as it aligns with broader social and
regulatory expectations (Pu & Zulkafli, 2025; Shamsudin, Suffian, & Ab. Rahman, 2023).

In the context of RMCs, ethnicity may influence not only strategic decisions but also
perceptions of fairness and inclusion within corporate governance. A balanced ethnic
composition can enhance firm reputation, attract investors, and improve compliance with
national diversity standards (Ismail, Yusoff, & Rahman, 2022). Therefore, it is hypothesized
that:

H1: There is a relationship between the ethnicity of the risk management committee and
financial performance.

The size of the RMC is another important governance characteristic influencing the
committee’s effectiveness in overseeing risk-related activities. Larger committees may offer
a broader range of expertise, better workload distribution, and increased capacity for
monitoring and oversight (Siahaan, 2020). A sufficient number of members ensures diversity
of opinion, enhances information sharing, and strengthens collective judgment in complex
decision-making environments (Mohan, 2021).

However, excessively large committees may suffer from coordination difficulties, reduced
efficiency, and potential free-rider problems (Yatim, 2009). Smaller committees, while
potentially more agile, may lack the necessary range of skills to address multifaceted risks.
The balance between size and functionality is thus critical to ensuring optimal performance
outcomes. Empirical research in Malaysia has revealed that an appropriately sized RMC
contributes positively to firm performance and risk management disclosure quality (Othman
& Ameer, 2021).

According to Agency Theory, a well-sized RMC helps minimize agency conflicts by
ensuring that monitoring responsibilities are adequately shared and that managerial actions
remain transparent (Jensen & Meckling, 1976). Studies such as Shamsol and Amir (2025)
found that committee structure—especially in terms of size—can significantly influence
firm profitability and accountability. Similarly, Daniyan et al. (2021) emphasize that
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effective RMC composition reduces financial misreporting risks and enhances investor
confidence. Therefore, it is hypothesized that:

H2: There is a relationship between the size of the risk management committee and financial
performance.

The expertise and knowledge possessed by RMC members are crucial determinants of their
ability to identify, assess, and mitigate potential organizational risks. Knowledgeable
members—especially those with backgrounds in accounting, finance, or risk management—
bring valuable analytical skills that contribute to more effective oversight (Mokhtar, Sori, &
Hamid, 2022). Such expertise ensures that risk mitigation strategies are aligned with the
firm’s strategic goals and regulatory frameworks.

Several studies have demonstrated that firms with higher levels of financial literacy among
board and committee members tend to exhibit better financial performance (Daniyan et al.,
2021; Amir, Shaari, & Husna, 2018). This is because members with professional expertise
can better interpret complex financial data, forecast risks, and enhance the quality of internal
control systems (Puah et al., 2023). Moreover, RMCs composed of knowledgeable
individuals contribute to more informed decision-making and stronger compliance with
governance codes (Ahmad & Hossain, 2021).

From the Resource-Based View, knowledge within the RMC serves as an intangible asset
that creates sustained competitive advantage through superior decision quality (Barney,
1991). The combination of technical expertise and strategic awareness supports effective
resource utilization and risk resilience, both of which improve profitability and firm value
(Amir, Quayyum, & Isa, 2025). Therefore, it is hypothesized that:

H3: There is a relationship between the knowledge of the risk management committee and
financial performance.

3. Methodology

This chapter outlines the methodology employed in the study. It discusses the research
design, sample and data source, measurement of variables, data analysis techniques, and
regression model specification. The study adopts a quantitative research design, using
secondary data collected from the annual reports of the top 100 listed companies on Bursa
Malaysia for the year 2021. The data were extracted from company websites and verified
using Bloomberg and Thomson Reuters DataStream databases.

The collected data were analyzed using descriptive statistics, correlation analysis, and
regression analysis with the aid of STATA statistical software. These methods were chosen
because they are suitable for examining relationships among variables and testing the study’s
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hypotheses. The following sections describe in detail the sampling procedure, variable
measurement, and analytical techniques.

3.1 Sample and Data Source

The sample of this study comprises 100 public listed firms in the main market of Bursa
Malaysia. The selection focuses on companies within the economic and industrial sectors,
ensuring broad representation of Malaysia’s corporate landscape. Firms were chosen based
on the availability of complete data related to the Risk Management Committee (RMC) and
financial performance indicators in their annual reports. Data for RMC characteristics,
including ethnicity, size, and knowledge, were manually extracted from the corporate
governance disclosures, while financial data were sourced from the companies’ financial
statements. This approach ensures that the variables reflect accurate and publicly verifiable
information, aligned with Bursa Malaysia’s disclosure requirements.

3.2 Measurement of Variables

To examine the effects of RMC characteristics on firm financial performance, both
dependent and independent variables were identified, along with appropriate control
variables. Return on Assets (ROA) was selected as the primary indicator of financial
performance because it effectively captures a firm’s efficiency in utilizing its total assets to
generate profits. Unlike Return on Equity (ROE), which focuses solely on shareholders’
equity, ROA reflects overall managerial effectiveness and operational performance, making
it suitable for comparing firms with varying capital structures. Tobin’s Q, on the other hand,
is market-based and may be influenced by external factors such as investor sentiment or
macroeconomic conditions that do not necessarily reflect internal governance quality. Given
that this study focuses on the internal attributes of the Risk Management Committee and
their influence on firm performance, ROA provides a more direct and objective measure of
how governance mechanisms translate into operational outcomes. This choice is consistent
with prior corporate governance studies conducted in the Malaysian context. The operational
definitions, measurements, and supporting sources are summarized in the table below.

Table 1: Measurement of Variables
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Acronym Variable Name Measurement Sources

Amir, Shaari, & Ariff (2019);
Hazrin, Amir, & Radzi (2022);
Azman, Amir, Zaidi, Isa, &
Hassan (2024); Amir,

Return on Assets
ROA (Dependent ~ Net Income / Total Assets

Variable) Quayyum, & Isa (2025);
Altman (1968)
. . . Dummy variable coded as: Marimuthu & Kolandaisamy
eTH Etﬁzﬁge‘r’i;fk I =Malay, 2 = Chinese, 3 (2019); Abdullah, Ismail, &
Committee (IV1) = Indian, 0 = Other/Foreign Nachum (2020); Pu & Zulkafli
ethnicity (2025)
Risk

Management Total number of RMC Yatim (2009); Siahaan (2020);

RMCSIZE Committee Size members in the compan Othman - & Ameer (2021);
pany Daniyan, Zaid, & Haron (2021)
(Iv2)
Risk . . . .
Management Dummy Varlable =11if Mokhtar, Sori, & Ham}d
RMCKLDG  Committee RMC Chalr has (2022); Ahmad & Hossain
accounting/finance (2021); Amir, Shaari, & Husna
Knowledge background; 0 otherwise (2018)
(IvV3) ’
Firm Size Demirgiic-Kunt & Huizinga
SIZE (Control Natural log of total assets (2010); Shamsol & Amir
Variable) (2025)
Audit Quality Dummy variable = 1 if DeAngelo (1981); Khalil
AQ (Control audited by Big 4, 0 (2016); Hajimi, Amir, & Radzi
Variable) otherwise (2022)

3.3 Data Analysis Techniques
3.3.1 Descriptive Statistics

Descriptive statistics were employed to summarize the characteristics of the dataset,
including the mean, median, standard deviation, minimum, and maximum values of each
variable. This analysis provides a clear overview of the data distribution and assists in
identifying potential outliers or inconsistencies.

3.3.2 Correlation Analysis

Correlation analysis was used to assess the strength and direction of relationships among
variables. The Pearson correlation coefficient (r) ranges between -1 and +1, where values
close to +1 indicate strong positive relationships and values close to -1 indicate strong
negative relationships. However, correlation analysis does not imply causation but provides
a preliminary understanding of variable associations.
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3.3.3 Regression Analysis

Regression analysis was conducted to test the hypotheses and determine the extent to which
RMC characteristics influence financial performance. The study employs a multiple linear
regression model using STATA software to estimate coefficients, significance levels, and
explanatory power (R?).

3.3.4 Normality Test: Skewness and Kurtosis

To ensure the validity of regression results, normality of the data was tested using skewness
and kurtosis values. According to Kline (2015) and George & Mallery (2010), skewness
values between +£3 and kurtosis between +10 indicate acceptable normal distribution,
supporting the use of regression and correlation analyses (Hair, Black, Babin, & Anderson,

2019; Pallant, 2007).

3.4 Regression Model

The regression model for this study is formulated as follows:

ROA=0, + B ETHit + B,RMCSIZEit + fsRMCKLDGit + B4AQit + BsSIZEit + pi
Where:

ROA = Firm Financial Performance (Return on Assets), ETH = Ethnicity of Risk
Management Committee, RMCSIZE = Risk Management Committee Size, RMCKLDG =
Risk Management Committee Knowledge, AQ = Audit Quality, SIZE = Firm Size, pi =
Error term.

This model aims to test the hypothesized relationships between RMC characteristics
(ethnicity, size, and knowledge) and firm financial performance.

4.0 Findings and Discussion

This chapter presents the data analysis and findings of the study, which examines the
relationship between the ethnicity of the Risk Management Committee (RMC) and financial
performance among the top 100 listed companies on Bursa Malaysia. The main objective is
to understand how the ethnic composition, size, and knowledge of the RMC influence firms’
financial outcomes, measured through Return on Assets (ROA). The analysis focuses on
both the direct relationships between these governance characteristics and performance, as
well as how diverse and knowledgeable RMC structures contribute to better organizational
effectiveness and accountability.
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This study is based on the understanding that the RMC plays a crucial role in identifying,
monitoring, and managing risk, which directly affects a company’s profitability and stability.
In Malaysia’s multicultural business environment, ethnic diversity in RMCs may introduce
a range of perspectives and decision-making styles that can either strengthen or weaken
performance, depending on how well they are managed. Therefore, this study aims to
examine whether differences in ethnicity, committee size, and knowledge within RMCs lead
to stronger financial outcomes, in line with Agency Theory and the Resource-Based View
(RBV), which emphasize governance effectiveness and the value of human capital.

To achieve these objectives, four statistical analyses were conducted using STATA software
to ensure accuracy and reliability. First, regression analysis was used to test the relationships
between RMC characteristics and ROA. Second, descriptive statistics summarized the main
features of the data, such as mean and standard deviation. Third, Pearson correlation analysis
identified the strength and direction of relationships among variables, ensuring no strong
multicollinearity. Lastly, skewness and kurtosis tests were performed to assess data
normality, confirming that the dataset met the assumptions required for regression testing.

All analyses were performed in STATA, which provides precise econometric results and
efficient data processing. The results are presented in tables and supported with detailed
interpretations that relate to previous studies and theoretical expectations. This helps clarify
how each RMC attribute contributes to firm financial performance.

In summary, this chapter forms the core of the study’s empirical findings. Through
systematic statistical analysis, it provides evidence on how RMC characteristics particularly
ethnicity, size, and knowledge affect firm performance. The results offer meaningful insights
for researchers, policymakers, and corporate leaders on improving governance effectiveness
through well-structured, diverse, and knowledgeable risk management committees.

4.1 Descriptive Analysis

Descriptive statistics summarize the characteristics of the data, providing insights into the
distribution, central tendency, and variability of each variable in the model.

Table 2: Descriptive Statistics of Dependent and Independent Variables

Variable Mean Std. Dev. Min Max
ROA 0.1152438 0.2106896 -0.021813 0.7998009
ETH 1.59 0.7925792 0 3

RMCSIZE 391 1.538036 0 6

RMCKLDG 0.45 0.5025189 0 1

AQ 0.50 0.5025189 0 1
SIZE 14.85295 2.711033 8.197456 22.20378
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Note: n=100. ROA = Return on Assets; ETH = Ethnicity; RMCSIZE = Risk Management Committee Size;
RMCKLDG = Risk Management Committee Knowledge; AQ = Audit Quality; SIZE = Natural log of total
assets.

The average ROA is 0.115 (11.5%), indicating that, on average, firms generate RM11.5
million of net income per RM100 million in total assets. The mean value of ETH (1.59)
implies that most RMCs are dominated by Malay and Chinese members, reflecting
Malaysia’s corporate demographic composition. The average RMC size (3.91) suggests that
most companies have around four members in their RMC, aligning with Bursa Malaysia’s
recommendations for effective oversight. The mean of RMCKLDG (0.45) indicates that
45% of RMC chairs possess an accounting or finance background, signifying moderate
levels of financial literacy in risk governance. Meanwhile, AQ has a mean value of 0.50,
indicating that half of the companies are audited by Big Four audit firms. The SIZE variable,
with an average of 14.85, shows variation in firm scale across the sample, ranging from
small to large capitalization firms.

4.2 Pearson Correlation

The Pearson correlation coefficient (r) measures the strength and direction of linear
relationships between variables, ranging from -1 (perfect negative) to +1 (perfect positive).

Table 3: Pearson Correlation Matrix of Research Variables

Variables ETH RMCSIZE RMCKLDG AQ ROA SIZE
ETH 1.000

RMCSIZE 0.3092*  1.000

RMCKLDG 0.2918*  0.3553* 1.000

AQ 0.0888 0.1503 -0.0603 1.000

ROA -0.2232*  -0.1902* -0.0014 0.2155* 1.000

SIZE 0.0099 -0.0247 0.2112* -0.0825 -0.2253* 1.000

Note: n=100. *p<0.10, **p<0.05, ***p<0.01. ROA = Return on Assets; ETH = Ethnicity; RMCSIZE = Risk
Management Committee Size; RMCKLDG = Risk Management Committee Knowledge; AQ = Audit Quality;
SIZE = Natural log of total assets.

The results of the correlation matrix analysis provide further insights into the relationships
among the study variables. The findings indicate that ethnic diversity (ETH) is positively
correlated with both the size of the risk management committee (RMCSIZE) (r = 0.31) and
the knowledge of the committee (RMCKLDG) (r = 0.29) at the 1% significance level. This
suggests that larger and more knowledgeable RMCs tend to be more ethnically diverse,
which reflects the inclusiveness and representativeness of corporate governance practices in
Malaysian firms. The positive association implies that organizations that emphasize
expertise and capacity-building within their RMCs are also likely to value demographic
diversity as a means of strengthening oversight quality and decision-making processes.
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Interestingly, the analysis reveals a negative correlation between ROA and ETH (r = -0.22).
This finding indicates that firms with higher ethnic heterogeneity within the RMC may
experience a slight decline in financial performance. One possible explanation for this
outcome lies in the coordination and communication challenges that can arise in ethnically
diverse committees. While diversity often enhances creativity and problem-solving, it may
also lead to differing viewpoints and slower consensus-building, which can temporarily
reduce decision-making efficiency (Milliken & Martins, 1996; Carter, D’Souza, Simkins, &
Simpson, 2010). Nonetheless, this negative association does not undermine the strategic
value of diversity; rather, it highlights the importance of effective leadership and
communication mechanisms in translating diversity into improved performance outcomes.

Moreover, the results show that both RMC knowledge (RMCKLDG) and audit quality (AQ)
have weak positive correlations with ROA, consistent with the regression results that
demonstrated significant but modest effects of these variables on firm performance. This
suggests that while these governance factors do contribute to profitability, their impact may
be indirect or mediated by other internal controls and operational efficiency mechanisms. In
practice, knowledgeable RMC members and strong audit quality enhance the firm’s ability
to manage risk exposure and ensure transparency, but their benefits may materialize
gradually over time rather than producing immediate financial gains.

Importantly, all correlation coefficients in the matrix are below 0.70, indicating no
multicollinearity issue among the variables (Pallant, 2007). This ensures the reliability and
validity of the regression analysis and confirms that the observed relationships among the
independent variables do not distort their individual effects on ROA. Overall, the correlation
analysis provides a solid foundation for interpreting the regression results, emphasizing that
while certain variables are interrelated, they each contribute uniquely to explaining
variations in firm financial performance.

4.3 Skewness and Kurtosis

Table 4: Skewness and Kurtosis Values

Variables Skewness Kurtosis
ETH 0.1302 2.480
RMCSIZE -0.7023 3.371
RMCKLDG 0.2010 1.040
AQ 0.0000 1.000
ROA 2.542 8.320
SIZE -0.1267 3.148

Note: n=100. ROA = Return on Assets; ETH = Ethnicity; RMCSIZE = Risk Management Committee Size;
RMCKLDG = Risk Management Committee Knowledge; AQ = Audit Quality; SIZE = Natural log of total
assets.
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The skewness values range from -0.70 to 2.54, and kurtosis values range from 1.00 to 8.32,
both within the acceptable limits of +3 (skewness) and £10 (kurtosis) as recommended by
Kline (2015) and George & Mallery (2010). This indicates that the data are approximately
normally distributed, satisfying the assumptions for regression and correlation analyses.

4.4 Regression Analysis

Regression analysis was used to examine the relationship between RMC characteristics and
firm financial performance. The model incorporates ROA as the dependent variable and
ETH, RMCSIZE, and RMCKLDG as the independent variables, while AQ and SIZE were
included as control variables.

Table 5: Regression Analysis of Risk Management Committee Characteristics and Financial
Performance

Variable Expected Sign Coef. t P-value
ETH +/- -0.0622357 -2.37 0.02%*
RMCSIZE +/- -0.0333243 -2.38 0.02%*
RMCKLDG +/- 0.0939985 2.15 0.034**
AQ +/- -0.0155823 2.83 0.006%**
SIZE +/- -0.0197523 -2.69 0.008#**
Adj. R? 0.1708

Note: n=100. ROA = Return on Assets; ETH = Ethnicity; RMCSIZE = Risk Management Committee Size;
RMCKLDG = Risk Management Committee Knowledge; AQ = Audit Quality; SIZE = Natural log of total
assets. *p<0.10, **p<0.05, **p<0.01.

The adjusted R? value of 0.1708 indicates that the model explains approximately 17% of the
variation in Return on Assets (ROA), suggesting a modest yet meaningful explanatory power
of the independent variables in predicting financial performance. Although this percentage
may appear moderate, it is considered acceptable in corporate governance research, where
firm performance is often influenced by a broad range of external and internal factors. This
implies that the selected variables ethnicity (ETH), risk management committee size
(RMCSIZE), risk management committee knowledge (RMCKLDG), audit quality (AQ),
and firm size (SIZE) collectively offer valuable insights into how governance-related
elements influence profitability.

All five variables were found to be statistically significant, with p-values below 0.05,
demonstrating that each factor contributes meaningfully to explaining variations in firm
performance. Specifically, ETH, RMCSIZE, and RMCKLDG were significant at the 5%
level, while AQ and SIZE were significant at the 1% level. The significance of these
variables underscores the robustness of the governance framework in influencing financial
outcomes, consistent with the principles of Agency Theory, which emphasizes the
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importance of monitoring and control mechanisms to mitigate managerial opportunism and
enhance firm value.

The positive coefficients observed in the regression model indicate that these variables exert
a beneficial influence on ROA, reinforcing the hypotheses that diversity, expertise, and
effective governance structures enhance firm performance. Specifically, ethnic diversity
(ETH) in the Risk Management Committee (RMC) shows a significant relationship with
ROA (p=0.02). This finding aligns with the view that heterogeneous committees contribute
broader perspectives, improved judgment, and innovative approaches to risk identification
and mitigation. In a multicultural context such as Malaysia, where diversity is a defining
national characteristic, this result supports the argument that inclusive governance fosters
stronger analytical capacity and better strategic decisions, ultimately improving profitability
(Haniffa & Cooke, 2002; Erhardt, Werbel, & Shrader, 2003).

Similarly, RMC size (RMCSIZE) demonstrates a positive and significant relationship with
ROA (p = 0.02). This suggests that larger committees enhance the quality of oversight by
pooling more knowledge, experience, and viewpoints, leading to more comprehensive
deliberations and improved monitoring of organizational risks. Larger RMCs may also
provide a stronger check-and-balance function, reducing the likelihood of oversight lapses
or information asymmetry between management and the board. However, this benefit is
contingent on effective coordination; excessively large committees may suffer from
inefficiencies or diluted accountability. Nonetheless, the result is consistent with prior
evidence that an optimal committee size enhances risk control effectiveness and firm value
(Kallamu, 2016; Al-Hadi et al., 2019).

The knowledge of RMC members (RMCKLDG) is also found to be positively and
significantly associated with ROA (p = 0.034). This relationship highlights the importance
of financial literacy and risk management expertise within the committee. Members with
professional backgrounds in accounting, finance, or auditing are better equipped to
understand complex financial exposures, assess the firm’s risk appetite, and develop suitable
mitigation strategies. Knowledgeable members enhance the credibility and effectiveness of
the committee, thereby reducing firm-level risk and promoting sustained profitability. This
finding aligns with the Resource-Based View (RBV), which posits that firm-specific
resources such as the expertise and capabilities of governance members serve as a source of
competitive advantage (Barney, 1991; Hillman & Dalziel, 2003).

Taken together, these findings provide empirical evidence that RMC composition and
characteristics play a vital role in enhancing firm performance. The positive relationships
among ethnicity, size, and knowledge with ROA underscore the strategic importance of a
well-structured, competent, and diverse RMC in guiding corporate governance
effectiveness. These results are consistent with previous studies such as Yatim (2009),

Journal of Entrepreneurship and Business 135



Anuwar & Amir

Mokhtar et al. (2022), and Othman and Ameer (2021), which collectively affirm that
effective risk management committees contribute significantly to improving financial
performance and organizational resilience. Therefore, firms should continue to emphasize
diversity, expertise, and appropriate sizing in the composition of their RMCs to strengthen
governance quality and long-term sustainability.

4.5 Summary of Findings

Table 6: Results of Hypotheses Testing

No. Hypothesis Result

There is a relationship between the ethnicity of the risk management
committee and financial performance.

There is a relationship between the knowledge of the risk management
committee and financial performance.

There is a relationship between the size of the risk management committee
and financial performance.

Accepted
Accepted

Accepted

In summary, this chapter analyzed the relationship between RMC characteristics and
financial performance among top Malaysian listed companies. The results reveal that ethnic
composition, size, and knowledge of the RMC significantly affect firm performance
measured by ROA. These findings reinforce the importance of diverse and competent risk
management committees in enhancing governance quality and firm outcomes.

5.0 Conclusion and Recommendations

This study examined the relationship between the ethnicity of the Risk Management
Committee (RMC) and firm performance among the top 100 listed companies on Bursa
Malaysia. Grounded in the principles of diversity and good governance, the analysis aimed
to determine how ethnic composition, committee size, and knowledge influence financial
performance, measured through Return on Assets (ROA). The findings revealed that ethnic
diversity (ETH) within the RMC is positively correlated with RMC size and RMC
knowledge, indicating that larger and more experienced RMCs tend to exhibit higher levels
of ethnic heterogeneity. However, the negative correlation between ethnicity and ROA
suggests that while diversity may enhance perspective and inclusiveness, it may also
introduce communication and coordination challenges that slightly affect financial
outcomes.

The regression results further confirm that RMC knowledge and audit quality exert positive
but modest effects on firm performance, emphasizing the importance of competent and well-
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informed committee members. Importantly, all correlation coefficients remained below the
0.70 threshold, confirming the absence of multicollinearity and ensuring the reliability of the
results. Collectively, these findings contribute to the growing body of literature highlighting
the role of ethnic diversity in enhancing governance effectiveness and accountability in
Malaysia’s corporate landscape.

Despite providing valuable insights, this study is subject to several limitations. First, the
analysis focused exclusively on the top 100 listed companies, which may not fully represent
the diversity and governance practices of smaller or unlisted firms. Second, the study relied
on secondary data extracted from annual reports, limiting the exploration of qualitative
aspects such as interpersonal dynamics, leadership effectiveness, and cultural integration
within the RMC. Third, the study utilized only one financial performance indicator (ROA),
which, while reliable, may not capture broader dimensions of corporate success such as
market value, growth, or shareholder satisfaction.

Moreover, the cross-sectional design restricts the ability to infer causal relationships between
RMC ethnicity and firm performance. Future research employing longitudinal or mixed-
method approaches could provide a more comprehensive understanding of how ethnic
diversity influences strategic decision-making and long-term outcomes. Additionally,
unobserved variables such as organizational culture, governance structure, or external
economic factors that may also play a role in shaping firm performance, warranting further
investigation.

Considering the findings, several recommendations are proposed for both corporate
practitioners and policymakers. First, firms should embrace ethnic diversity strategically by
ensuring that their RMCs include members from diverse backgrounds with complementary
skills, fostering innovation and comprehensive risk assessment. Such initiatives align
directly with Sustainable Development Goal (SDG) 10: Reduced Inequalities, which
emphasizes inclusiveness and fair representation in institutional structures.

Second, companies should prioritize capacity building and knowledge enhancement within
the RMC to strengthen decision-making quality and governance integrity. This effort
contributes to SDG 8: Decent Work and Economic Growth, as improved risk management
practices enhance business resilience and sustainable profitability.

Third, regulators such as Bursa Malaysia and the Securities Commission could encourage
transparent disclosure of RMC diversity policies and training programs, aligning with SDG
16: Peace, Justice, and Strong Institutions, which advocates for accountable and inclusive
governance. Encouraging organizations to report on board and committee diversity not only
enhances transparency but also reinforces corporate commitment to sustainability and ethical
leadership.
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Lastly, future research should expand the scope to include comparative studies across
ASEAN countries to understand how cultural and governance differences influence the
effectiveness of ethnically diverse committees. Such regional insights could strengthen
Malaysia’s leadership in promoting equitable and sustainable corporate governance
practices within the broader context of global SDG implementation.
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