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ABSTRACT

Enterprise Risk Management (ERM) has come a long way over the past two decades. While the concept has
always existed, it has now emerged as an important function in the organizational management matrix. In North
America and Europe, studies have been undertaken in the field of Enterprise Risk Management for the
sustainability and growth of the MSME sector. Emerging markets and developing countries have also begun
empirical research in this field in recent years. Though regarded as the engine for economic growth worldwide,
the sector is highly susceptible to risks and is still observed to be vulnerable to business disruptions. In a highly
globalized business environment, the impacts of several issues keep hampering businesses; their repercussions
span rapidly across continents. In light of the above, this paper is an attempt to understand the effectiveness of
ERM techniques deployed by MSMEs so as to avoid business disruptions and achieve their business objectives
without deflection.
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Introduction

The Indian MSME sector has always been an important pillar of the country’s economy. Since India’s economic
liberalization in 1991, the sector has grown by leaps and bounds. Currently, it accounts for nearly 31% of the
country’s GDP and also accounts for nearly half of Indian Exports. Over the past decade, this sector has always
outperformed the overall Indian economy in terms of growth. Still, the sector is not without its own set of
problems. Predominantly family owned and conservative-minded, it is struggling to develop a robust business
model (Annual Report 2021-22, MSME Ministry, Govt of India).

Growth rarely happens without problems and more often than not, the costs to be paid for growth are
irrecoverable. For instance, industrial growth has almost always happened at the cost of the environment, no
matter whether the economy is capitalistic or socialistic, rich or poor, developed or emerging. As the developed
economies rely more and more on developing/emerging economies for their manufacturing and service-related
activities, the technological, economic, and social disparity between them appears to be widening rather than
shrinking (Gao, 2001). Needless to say, these factors have also impacted the organizational management
scenario to a very large extent.

ERM is now a globally accepted practice across economies for the sustainable growth of businesses. Over the
past couple of decades, a lot of research has been conducted all over the world to build successful and
sustainable business models among the MSMEs through it. Due to its potential to generate employment at lower
costs and its ability to transform the rural economic landscape, governments have always tried to support this
sector (Bhatnagar, 2013). Yet, it is observed to be the most susceptible sector to risks as well as business
disruptions. As a result, ERM has emerged as an important area of focus for all stakeholders. The key to
developing a robust ERM framework is its proper implementation. This research paper is an attempt to identify
and review the existing literature pertaining to the effect of ERM practices on the performance of MSMEs.

Objectives of the Study

The main objective of this study is to pinpoint the advantages derived from the effective implementation of
ERM as well as the challenges involved in it that are relevant to a broader area of study, viz Effectiveness of
Risk Management in the MSME Sector. Overall, the objectives can be listed as:

1. To understand the ERM processes in the MSMEs
To study their impact on the ERM practices

3. To identify and review the existing literature pertaining to the impact of ERM on the performance of
MSMEs
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Research Methodology

This study is based on secondary data and the outputs derived are based largely on the studies undertaken in
recent years. As very little research is undertaken in India in this field and also in keeping with the rapid
globalization of the MSMEs, studies from abroad obviously form the focus of this study. The major share is
claimed by papers from emerging economies in recent years. The biggest advantages of studying recent papers
include:

a) They cover recent risks like COVID-19 and Climate Change
b) They give insights into the assessment, evaluation, and treatment with the latest techniques
¢) They are recent enough so the issues raised therein are still prevalent

From among 60 odd papers, 30 were selected for their content, topicality, and relevance. I have included papers
from North America, Europe, Asia, Africa, and China. Interestingly, the biggest contribution comes from
Southeast Asia, Africa, and the Czech Republic with Malaysia, Iran, and China being the biggest contributors
from Asia. As a result, the core of these studies is dominated by the norms followed by export aspiring emerging
economies as strict regulations dictated by developed economies are more often than not the main reason for
MSMEs to engage in ERM practices.

Having selected the papers, the next task was to tabulate them so as to have an overview, thereby giving a
snapshot of the literature along with the chronology and relevance. The literature having direct relevance to the
topic was categorized with the relevance as High, the ones which address a part of the topic were categorized as
Medium and those that formed the context or background of the study were categorized as Low.

Categorization was followed by a detailed study of the literature followed by its analysis. The analysis is aimed
at deciphering the effectiveness of ERM practices in the respective researchers’ areas of study — both
geographical and scholastic. Through this, I have also attempted to follow the evolution of ERM and its
effectiveness over the past couple of decades. This analysis is presented in the subsequent chapter followed by
the conclusions derived therefrom.

Literature Review

The concept of ERM is relatively new to the Indian MSME sector; hence, very little literature is available on the
subject in the academic as well as industrial world. As a result, I have had to rely largely on literature from
across the world. I have tried to focus on the ERM practices implemented among the developing countries and
as those in the developed economies more or less form the guidelines for emerging economies, I have included
the studies therein — spanning across several years - as setters of precedents for the Indian MSMEs.

While reviewing the existing literature on this topic, the two most valuable inputs received were:
Firstly, the process should include

i. Planning the review

ii. Conducting the review and

iii. Reporting and disseminating the review (Tranfield, 2003).

I have followed these steps in assessing the existing literature in this field. Due to the limitations in the quantity
of comprehensive literature on the topic, I have also covered studies covering parts of the study and have
included the relevant contents thereof as references.

Methods of selection as well as exclusion criteria are extremely important for the literature under review. The
majority of the literature is from developed countries in spite of developing countries being more reliant on
MSMEs for their industrial and economic development (Falkner , Hiebel 2017). On this background, it is not at
all surprising that studies have also percolated across emerging economies recently as developing countries are
always reluctant to allow their image and the quality of their products/services to suffer.

Enterprise Risk Management (ERM) is an integrated process to predict, mitigate, handle, and reduce the
impact of various risks (D’Arcy, 2001). All experts agree that risk is the product of the Frequency of Occurrence
of an event and the Severity of its Impact (Henschel, 2008). Lately, there has been a lot of research in ERM in
Europe and North America; however, is spite of the crucial role played by MSME:s in industrial, economic, and
social development, little research has been undertaken in developing countries toward building a sustainable
model for MSMEs’ growth and success (Kanu, 2021).

Typically, ERM takes the following form (Figure 1):
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Figure 1:Risk Management Process
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With the changing nature of risks, the ERM process has also undergone a lot of changes. This obviously is a
continuous process as more and more challenges keep emerging every now and then.

Emerging risks are the risks that may develop or are detected anew; these are the risks that are difficult to
quantify or may culminate into huge losses. Frequent occurrences of natural calamities & disasters, climate
change, product/service liabilities, genetic engineering, and nanotechnology are seen as emerging risks (Kapoor,
2018). Application of Artificial Intelligence, monitoring and managing the Internet of Things, high-risk
innovation, vigilance, and flexibility to complement prevention is seen as the major areas to be focussed on in
the ERM process over the coming years. Disruption risk, Reputation risk, and Collective risk management due
to a networked economy as the emerging areas of focus in ERM. It is also observed that the advent of
technology in decision-making and behavioral aspects is a new area of focus related to ERM in the future
(Deloitte, 2021). Data-driven risks, the involvement of top management in ERM decision-making, and ever-
increasing regulatory compliance requirements have a bigger role to play in organizations (Unnikrishnan, 2022).

As this study concentrates on the effectiveness of ERM in the MSME sector, I have zeroed in on the literature
giving insights into that aspect of ERM. I have selected studies that show the evolution of ERM, the
implementation strategies thereof, and necessarily depict the effectiveness achieved therefrom.

Thus, the selected literature has rendered a lot of insights into the topic under study. The major gap observed
herein is the lack of literature pertinent to the Indian MSME sector.

As mentioned earlier, the purpose of this study is to pinpoint the papers for the broader study in analysing the
effectiveness of ERM practices. As the data used are secondary, papers were selected on the basis of the depth
of their content, their relevance to this study, and their originality. It was pertinent that the selected literature
covers the impact of the ERM process.

In the analysis of secondary data, the biggest hindrance is that the data referred to are usually compiled with a

different intention and possibly be just partially relevant to the study undertaken. Their inclusion not resulting in
the disorientation of the intended result was seen as an important factor during this study. From the selected
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papers, this study has attempted to pinpoint the papers as references for the larger study. At the same time, I
have also attempted to find the gaps in the existing research space.

The initial studies in this field presented mixed evidence of ERM being beneficial to a firm’s performance. ‘No
effect’ was attributed to the data being noisy, the ERM practices still in a nascent stage, and most importantly,
the absence of an ERM performance matrix (Pagach & Warr, 2009). It was observed later that environmental
uncertainty, industry competition, size of the enterprise, complexities in product/service, and monitoring by the
top management were decisive factors in ERM producing the intended results (Gordon, 2010). Involvement on
part of the top management led to palpable improvements in the performance of ERM. It also identified
significant gaps in the implementation of ERM on part of the firms and proposed separation of functional risks
as regards their assessment, evaluation, treatment, and monitoring. (Di Serio, 2011). Control of unfavourable
conditions resulting from exposure to risks, investment in intellectual capital & development of key resources,
and focus on innovation was seen as important factors relating ERM to a firm’s performance (Jafari, 2011).
Effective management of Operational Risks was found to have a positive impact on MSMEs’ financial
performance (Alrashidi, 2012).

Subsequent studies found that the ERM matrix was maturing and had become more result oriented. Early
detection of internal & external issues that might result in risks, responding to changes, and a holistic approach
to ERM were seen as crucial factors in an effective ERM and monitoring by top management, firm size, and
firm complexity was identified as the key factors towards its success. (Ping, 2015). Effective ERM directly led
to the improved performance provided the organizations see risk management not only from a defensive
approach but also as a key success factor for the sustainability of earnings and improvement in the overall
performance of the business. Here too, higher investment in intellectual capital was found to play a significant
role (Hamdu, 2016). Also, failing to attempt to identify and manage the response to risks throughout a firm was
observed to have a significant impact on a firm’s performance, hence the role of top management is seen as
crucial (Callahan , Soileau, 2017). By now, it was an established fact that companies with well-developed ERM
systems are both more profitable and are perceived better by financial markets. Companies with unrefined or no
ERM systems are found to be less profitable and less appreciated by investors, thereby demonstrating that an
incomplete adoption of ERM components has negligible or no effect on firm performance. Moreover,
companies with matured ERM systems have lower firm risk and perform better, suggesting that ERM systems
contribute to improving operational and strategic decisions as well as reducing direct and indirect costs of risks
(Florio , Leoni, 2017). It was at this stage that entrepreneurial skills in ERM came to the forefront, hence it was
proposed that an easy and comprehensive risk management process be followed in MSMEs and once again the
importance of Risk Identification at an early stage was stressed. Sharing of risks was seen as an important aspect
in Risk Treatment along with the other means for it (Madembu, 2017).

In recent years, studies have shifted towards more of an objective-based approach. The importance of managing
risks in the global supply chain has also come under the scanner. Mitigation of risks in the supply chain was
found to lead directly to an improvement in an organization’s performance. It is also seen as an opportunity for
MSMEs to have robust growth (Hariharan,2018). As for the comprehensive management of risks, a balanced
scorecard was proposed and an organization’s response to risks, communication & monitoring, and setting
objectives for ERM was seen as a critical factor in it. The internal environment within an organization was
found to play a major role in the effectiveness of ERM. The age of a firm seemed to have a significant impact on
it (Suttipun, 2018). The emergence of third-world countries as manufacturing hubs led to the holistic
implementation of ERM among those economies. Here, the role of financial literacy on the part of entrepreneurs
came to the fore as it was found to have a strong correlation with the effectiveness of ERM and hence found to
result in a competitive advantage for them in an increasingly competitive business environment (Yang, 2019).
ERM adoption helps improve internal decision-making and operational efficiency which leads to improved
business performance. However, integrating ERM with the organization’s overall functioning and ownership of
risks are major obstacles in this process. Hiring qualified staff and responding to changes in the business
environment play a major role in this (Adeyele, 2019). Thus, it can be safely said that ERM has a positive and
significant effect on SME performance. The objective setting has a significant effect on SME performance,
while the internal environment, identification of risks, risk assessment, risk treatment, operational control,
information & communication, and monitoring were found to make an insignificant impact. This is largely
because ERM in MSMEs is yet to mature compared to larger organizations (Yakob, 2019). Most entrepreneurs
usually have an understanding of the risks involved in their respective businesses and the most significant gap
exists in amalgamating ERM with the overall functioning. Internal factors including ERM have a positive
impact on an organization’s performance (Hanggraeni, 2019). In small economies, scarcity of capital and credit
facilities, a dearth of skilled workers, raw materials-related issues, poor infrastructure, an acute shortage of
manpower with the required skills, and the haphazard use of the latest and dynamic technologies were observed
as the barriers to MSME performance. The mitigating factor for this was found to be the techno-financial
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literacy on part of all the ERM stakeholders (Kalathunga, 2020). The impact of intangible assets and intangible
factors on the performance — financial as well as non-financial - of ERM-practicing MSME:s is an interesting
factor that cannot be ignored. ERM itself can be seen as an asset for an organization as it is highly organization-
specific, not replicable, and not saleable (Saiedi, 2020). It is important to note that ERM’s effect on
organizational performance depends on the development of risk culture and strategic planning. There is no
substantial evidence as of now supporting a linkage among these factors (Kanu, 2021).

Contemporary studies in this area continually concentrate on bridging the several gaps observed by previous
researchers. Even for start-ups, it was recommended to have a prior analysis and formulation of their Risk
Matrix in advance and to have strict monitoring of the same over the first five years so as to ensure the existence
of a sustained business module (Ghazali, 2022). The relationship between internal environments, Monitoring,
Event Identification, Risk Response, and Risk Assessment all significantly influenced ERM at a much higher
level. The findings indicated that an enterprise's effort in detecting and managing risks has a substantial effect
on the performance of SMEs (Ntare, 2022).

Conclusions

Based on the study of selected available literature, many interesting findings have emerged. It can definitely be
concluded that ERM does have a positive impact on the performance of MSMEs. There are many significant
gaps that entrepreneurs and stakeholders need to bridge so as to achieve their business objectives without
deflection.

Broadly, the effective implementation of ERM is observed to result in the following advantages to the MSME:s:
e Sustained business module

Competitive advantage

Improved profitability

Improved operational efficiency

Better evaluation by financial institutions

Reduction in direct and indirect cost of risks

Efficient operational and strategic decision making

Improved confidence levels among the customers

However, the effective implementation of ERM is a challenging task. The major challenges observed were:
=  Entrepreneurs’ perception and understanding of ERM
= Lack of skilled manpower
* Identifying and responding to risks
* Integrating ERM with the organization’s overall functioning
= Setting functional ERM objectives
=  Stringent monitoring of ERM processes
= Technological upgradation
= Detecting Potential Risks

In all, ERM is a well-accepted practice that has evolved over the past decades. It has percolated well across
emerging economies and the emergence of new challenges, new markets, and new products have helped the
process mature. A large number of gaps continue to exist and will always remain; however, the benefits
certainly outweigh the challenges.

This study also had its limitations. Firstly, it is reliant on secondary data, hence the intention of the authors may
not match the objective of the study. Secondly, not all the literature covered MSMESs and certainly not all of it
covered the MSMESs in emerging economies. As a result, there remains ample room for further studies in this
area.

Scope for further study

There is ample room for study in this area. While ERM as a practice needs to be studied, further studies can be
undertaken on its impact, the need for guidelines and regulations as regards ERM, and the linkage between
ERM and firms’ performance can also be studied in detail in the context of the Indian MSME sector. Moreover,
the effectiveness of ERM techniques as a whole as well as at the functional level also needs to be studied.
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