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Abstract

Enterprise Risk Management (ERM) has been identified as a way for businesses to
effectively manage the increasing complexity of threats in the modern business
environment. Despite the emphasis on risk management by the Bangladesh
Securities and Exchange Commission (BSEC) and Bangladesh Bank, there is limited
empirical data on the implementation of ERM among listed banks in Bangladesh.
This research aims to provide evidence on the adoption of ERM among Dhaka Stock
Exchange (DSE)-listed banks through a questionnaire survey. The study found that a
majority of participating organizations have substantially adopted ERM and have
temporarily integrated it into their strategic procedures. However, there are
potential limitations to the interpretation of these findings. The research contributes
to understanding the current state of ERM practices among Bangladeshi banks,
which can be useful for policymakers, practitioners, and academics. The study
highlights the importance of ERM implementation for effective risk management in
the banking sector, particularly in the context of the dynamic and volatile business
environment in Bangladesh.

Keywords: Enterprise Risk Management (ERM), Bangladeshi Banks, ERM
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1. Introduction

Risk management was not seen as a crucial management subject matter until the last
two decades (Thompson, 2003; Moniruzzaman, M. 2020). Moreover, traditionally,
businesses have handled various forms of risk independently. The disintegration of
risk management was caused by the fact that several departments within an
organization were responsible for various aspects of it. Risks related to currency or
interest rate fluctuations were often addressed by finance, natural disasters and
liability were controlled by insurance, and quality and safety were monitored by
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operations. Because of this, each department had to create their own systems and
procedures (Bromiley et al., 2015). However rapid transformations have taken place.
Enterprise Risk Management (ERM) is a concept that has gained significant traction
over the last decade and is now widely regarded as the best method for efficiently
managing risks across a whole organization (Yazid et al., 2011; Paape and Speklé,
2012; Moniruzzaman, M. 2020).

ERM transcends the traditional, compartmentalized approach to risk management
(Gordon et al., 2009). It's a method that takes into account the big picture while
trying to figure out how to deal with the many threats a company might face. A
company's risk consciousness may rise with the use of ERM, leading to better
decision making (Razali et al.,, 2011). The demands of investors and other
stakeholders for improved corporate governance are well-aligned with ERM
implementation (Ahmad et al., 2014). In addition, ERM has been claimed to boost
shareholder value, which is consistent with the goals of most businesses (Bowen et
al., 2006; Nocco and Stulz, 2006). Yet, despite the focus on risk management and
associated disclosure, expertise of ERM implementation is limited.

Further studies on the prevalence of ERM implementation in businesses are called for
in the existing literature on the topic (Daud et al., 2010, Razali et al., 2011).
Particularly, there is a dearth of studies addressing the topic in underdeveloped
nations (Moniruzzaman, M. 2020). Prior research on ERM has primarily been
conducted in industrialized nations like the United States (Liebenberg and Hoyt,
2003, Pagach and Warr, 2010, Beasley et al., 2008), Canada (Aabo et al., 2005,
Kleffner et al., 2003, Harrington et al., 2002), Australia (Subramaniam et al., 2011,
Subramaniam et al., 2015, Ahmad et al., 2014). However, little is known at this time
concerning the use of ERM in less developed nations. In spite of this, a lot of studies
demonstrate that businesses in Asia are adopting ERM (Togok et al., 2016, Yazid et
al., 2011, Soltanizadeh et al., 2014). It has been confirmed by a recent analysis of
ERM literature that there are no investigations of ERM in Bangladesh
(Moniruzzaman, M. 2020). Thus, researches that thrash out the level of ERM
adoption across Bangladeshi firms are long overdue. The purpose of this research is
to offer information on the extent to which ERM has been adopted by Bangladeshi
listed banks.

2. Research Objectives

The primary purpose of this research is to analyze ERM procedures used by
Bangladeshi banks. This research aims to accomplish the following specific goals:
The goals of this study are twofold: (i) to ascertain where the listed banks of
Bangladesh are in terms of ERM adoption, and (ii) to investigate the motivators and
deterrents that shape this landscape.
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3. Literature Review

Enterprise Risk Management (ERM) stands as a pivotal construct in modern
organizational operations, influencing strategic decision-making and operational
approaches. ERM is a complex term that acknowledges the existence of more than
eighty different risk management frameworks worldwide (Wu and Olson, 2008). The
variety of interpretations highlights the sophisticated strategies firms use to navigate
the complex field of risk management. The framework established by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO) in 2004 is
widely accepted as the primary model in several industries (Gatzert and Martin,
2015). The COSO framework provides a thorough definition of risk management,
covering its implementation by a company's board of directors, management, and
staff, across strategic planning and enterprise-wide activities (COSO, 2004, p.2). The
continued prominence of COSO's framework highlights its effectiveness and
importance in dealing with the changing risk environment that enterprises encounter.
COSO's concept aids in integrating risk considerations into strategic planning and
operational frameworks by offering a structured approach to risk management. This
integration is essential for companies to actively recognize, evaluate, and reduce
risks, protecting their interests and strengthening resilience in difficult situations. The
widespread acceptance of COSQ's framework highlights the necessity for enterprises
to have a standardized method for managing risks. It is crucial to efficiently handle
risks throughout all levels of the organization in a more connected and unpredictable
business environment. The COSO framework offers a standardized approach and
terminology for managing risks, promoting consistency and unity in risk reduction
endeavors.

ERM is not just about reducing risks; it also acts as a driver for creating value and
achieving strategic distinction. Organizations that adopt a comprehensive approach to
risk management are more equipped to take advantage of new possibilities and
handle market disruptions with flexibility and insight. By maximizing the balance
between risk and reward, these firms can discover new opportunities for expansion
and competitive edge, ultimately boosting shareholder value and stakeholder trust.
The incorporation of risk management approaches into strategic decision-making
processes highlights the interdependent connection between risk management and
organizational performance. Research indicates that companies with strong
Enterprise Risk Management (ERM) systems get better financial results and
operational stability compared to those without such frameworks (Fraser and
Simkins, 2010; Beasley et al., 2013). Organizations must prioritize Enterprise Risk
Management (ERM) as a fundamental skill and strategic facilitator. ERM has
significant implications for regulatory compliance and corporate governance, in
addition to its operational ramifications. Organizations are under pressure to show
effective risk management procedures and compliance with regulatory standards due
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to increased regulatory scrutiny and responsibility in the current day. Enterprise Risk
Management (ERM) frameworks like COSQO's offer a systematic structure for firms
to evaluate and improve their compliance status, reducing regulatory risks and
protecting company brand. In conclusion, the development of ERM signifies a crucial
advancement in organizational risk management, demonstrating the intricate
interaction of internal and external factors influencing modern corporate
environments. The lasting importance of frameworks like COSO's highlights their
effectiveness in dealing with the changing risk environment and helping firms
maneuver uncertainty with resilience and agility. Organizations must implement
strong ERM frameworks to improve value creation, achieve operational excellence,
and ensure long-term sustainability in the face of a complex and linked business
environment.

In light of the complex array of risk management frameworks in existence on a
global scale, it is crucial to comprehend the fundamental nature and practical
implementation of Enterprise Risk Management (ERM). When compared to
organizations that identify, manage, and monitor risks in isolation, those that take a
more comprehensive view of their risk portfolio have a greater likelihood of
generating value by optimizing the risk-return tradeoff and gaining a competitive
edge over the long run. These firms' improved understanding of their whole risk
portfolio helps them increase the likelihood of optimizing the risk-reward balance,
therefore promoting value creation. This complete viewpoint enables firms to
identify, control, and oversee hazards over their whole range, thereby establishing a
more thorough risk management structure (Nocco and Stulz, 2006). The most
significant benefit is that companies who have already adopted ERM systems are
more likely to participate in activities that have a positive net present value. This is
one of the most important advantages. This is the lone benefit that tops the list in
terms of importance. Businesses are able to save money by avoiding unnecessary
expenditures related to risk management because natural hedges provide them with
the opportunity to do so. This is in stark contrast to the inefficiencies that are
produced by the lack of coordination between the different departments that are
responsible for risk management. This is a stark contrast to the inefficiencies that are
caused by the lack of coordination (Hoyt and Liebenberg, 2011). If an organization is
able to reduce the total amount of risk it faces, there is a commensurate reduction in
the likelihood that the organization would have financial difficulties. There is an
extra advantage, so to speak (Meulbroek, 2002, Gordon et al., 2009). According to
Liebenberg and Hoyt (2003), risk communication that is both effective and
transparent may assist to raise a company's image with investors, regulators, and
consumers, which in turn helps the bottom line of the business. In the end, ERM is
not just a set of rules for how to do things; it's a basic process that is deeply woven
into the strategy framework and decision-making model of modern business
management.
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In recent years, enterprise risk management (ERM) has become an important part of
business strategy and risk reduction, especially in the banking industry. When it
comes to Bangladeshi banks, adopting and using ERM practices is a strategic must in
order to deal with the complicated and always-changing world of financial risk. The
COSO Report (2004) on ERM says that companies should have a Chief Risk Officer
(CRO). This shows how important it is to have a leader in charge of risk management
projects. The CRO's job is more than just keeping an eye on things; they also help
different stakeholders work together and be on the same page, which makes it easier
to build risk management principles into the organization's structure.
Researchers have already thrashed out about how important the CRO role is as a
proxy for ERM adoption in banks. Studies by Kleffner et al. (2003), Liebenberg and
Hoyt (2003), and Beasley et al. (2008) have shown that there is a positive
relationship between having a CRO and how much ERM is used. This suggests that
hiring dedicated risk management leadership is a sign that an organization is
committed to comprehensive risk management practices. When researchers look into
the real-world effects of ERM adoption, they usually focus on three main areas.

The first goal of studies is to find out how well ERM is being used in organizations
right now. To find out how well ERM principles have been incorporated into an
organization's culture and processes, tools like questionnaires, interviews, and
surveys are used (Kleffner et al., 2003; Yazid et al., 2011). Second, researchers look
into what makes organizations decide to use ERM, trying to figure out what makes
them choose to use comprehensive risk management frameworks. Regulatory
requirements, industry norms, organizational culture, and leadership commitment are
some of the most important things that affect whether or not a company adopts ERM
(Liebenberg and Hoyt, 2003; Beasley et al., 2005; Pagach and Warr, 2010; Razali et
al., 2011; Golshan et al., 2012). Lastly, empirical analyses look into how ERM
activities affect the value of shares and the performance of the organization. Three
studies by Hoyt and Liebenberg (2011), Beasley et al. (2008), and Lai and Samad
(2010) looked at the link between good risk management and financial performance.
These studies show that ERM has the potential to make real benefits for everyone
involved.

In order to fill in the gaps in our knowledge about how ERM is used in the
Bangladeshi banking sector, more empirical research is needed to find out how
common and useful ERM practices are among listed banks. By looking at real data
from these institutions, researchers can learn a lot about what makes people adopt
ERM, what problems they face, and what effects it has. This helps the banking
industry improve its risk management practices.

4. Methodology

The methodology section describes the specific dates, methods, and sample utilized
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in the study of Enterprise Risk Management (ERM) adoption across commercial
banks listed on the Dhaka Stock Exchange (DSE).

4.1 Sample: The study focused on all 30 commercial banks listed on the Dhaka Stock
Exchange (DSE) as of September 25, 2023. The DSE, an essential part of
Bangladesh's financial sector, had a market capitalization exceeding $46 billion
(Latest Market Information, DSE). This comprehensive approach allowed the study
to target the entire population of interest.

4.2 Data Collection Methods: Data collection spanned from July to September 2023.
The study employed a self-administered questionnaire as the primary data collection
method. The questionnaire was distributed to Chief Financial Officers (CFOs) at each
of the 30 banks. CFOs play a pivotal role in overseeing financial management and
risk assessment within their organizations. In cases where direct access to CFOs was
not possible, other senior executives such as Chief Risk Officers (CROs) or similarly
high-ranking officials with relevant expertise were approached.

The self-administered questionnaire was chosen for its potential to enhance response
rates and capture detailed insights into current ERM practices. The questionnaire
covered various aspects of ERM, including implementation strategies, challenges,
and opportunities for improvement. By focusing on this method, the study aimed to
collect comprehensive, firsthand information from key decision-makers within the
banks.

4.3 Data Analysis Methods: The collected data were analyzed using the Statistical
Package for the Social Sciences (SPSS) software. SPSS is a widely used tool that
facilitated the interpretation of the data through various statistical techniques, such as
descriptive analysis and inferential statistics. This analysis provided insights into
trends and patterns in ERM adoption across the sampled banks.

The analysis enabled the researchers to evaluate current ERM practices, including
risk identification, assessment, and mitigation strategies. Additionally, the study
explored challenges faced by banks in implementing ERM frameworks and potential
opportunities for improvements. By focusing on specific statistical techniques, the
study aimed to offer a nuanced understanding of ERM practices within Bangladesh's
commercial banking sector, contributing valuable insights for future policy
development and strategic decision-making.

5. Results and Discussions
5.1 Descriptive Statistics: Studying demographic trends and organizational

characteristics provides valuable insights into the adoption of Enterprise Risk
Management (ERM) among commercial banks in Bangladesh. Among the 30 banks
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that were surveyed, the researcher obtained valid data from 15 banks. The study
incorporated inquiries pertaining to diverse demographic variables in order to
enhance comprehension of the attributes of persons responsible for overseeing the
execution of Enterprise Risk Management (ERM).

The study investigated the educational credentials of personnel responsible for
implementing ERM, with a specific focus on whether they had completed tertiary
education and held professional degrees. Participants were also queried about their
age. In order to comprehend the representation of males and females in leadership
roles within the banking sector, inquiries regarding the gender of ERM leaders were
incorporated. Respondents were surveyed regarding their duration in overseeing risk
management in order to evaluate the stability and expertise of individuals in these
positions. These demographic variables offer valuable insights into the characteristics
of personnel responsible for ERM and how their background could impact the
implementation and efficacy of risk management procedures in banks.

The result shows 86.67% of the individuals responsible for ERM implementation
have tertiary education qualifications and professional degrees. This demographic
profile indicates a tendency to hire well-educated professionals to lead risk
management efforts in banking institutions. A large number of participants are aged
41 and older, and the majority of leadership positions in ERM implementation are
held by males (93.33%). Experienced and seasoned professionals are crucial for
driving risk management strategies in the banking sector, as highlighted by this
demographic distribution. Respondents' tenure in their roles overseeing risk
management ranges from one to 10 years, with an average tenure of 3.2 years. This
suggests a consistent and stable risk management leadership across the organizations
studied.

On the other hand, according to the demographic features of the associated company
of the respondents (Table 1), most respondent enterprises have fewer than four
thousand employees, with the highest number of employees falling between two
thousand and three thousand. This demographic insight provides information about
the typical size and structure of commercial banks in Bangladesh.

Table-1: Size of the banks in the sample

Number of Employees Frequency Percentage
Less than 2000 3 20%
2000 — 3000 4 26.67%
3000 - 4000 2 13.33%
4000 — 5000 1 6.67%
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5000 — 6000 3 20%
More than 6000 2 13.33%
Total 15 100%

Source: Author

5.2 ERM department and CRO existence with reporting obligation: It is interesting to
note that all of the companies in the sample have either a separate risk management
department or at least dedicated risk management personnel within the finance or
treasury department to handle the operational risk management function. This finding
was made possible by the fact that all of the companies in the sample had at least one
risk management department. In addition to this, all of the companies have a position
known as the Chief Risk Officer (CRO), which has historically been considered as an
indication of whether or not an organization has implemented ERM (Enterprise Risk
Management). Yet, in the organization structures of the vast majority of
organizations, the Chief Risk Officer (CRO) reports to either the Chief Executive
Officer (93.33%) or the Board of Directors (86.67%).

Table-2: Reporting authority for Chief Risk Officer (CRO)

CRO report to Frequency Percentage
Board of Directors 13 86.67%
Chief Executive Officer (CEO) 14 93.33%
Chief Financial Officer (CFO) 1 6.67%

Source: Author

5.3 ERM framework used: Implementing an Enterprise Risk Management (ERM)
framework is a crucial component of organizational risk management practices. The
results indicate that all financial institutions surveyed strictly followed the statutory
rules specified in the Bangladesh Bank Department of Off-site Supervision (DOS)
Circular No.-02, February 2012. Moreover, a considerable number of banks adhere to
globally acknowledged frameworks for risk management, such as the COSO
framework (66.67%) and the 1SO 31000 Risk Management framework. This
commitment to adhering to established frameworks demonstrates a dedication to
standardized risk management practices and highlights the significance of
conforming to global best practices in risk management. On the other hand,
according to the following table, 20% of banks utilize over two distinct ERM
frameworks, demonstrating a varied approach to risk management practices in the
banking industry. This diversity highlights the ability of banks to customize risk
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management strategies to meet their unique organizational needs and regulatory
standards.

Table-3: ERM framework used by banks

ERM framework used Frequency | Percentage
ISO 31000 Risk Management 5 33.33%
The Committee of Sponsoring of Organizations' 10 66.67%
(COSO) ERM Integrated Framework

Bangladesh Bank Risk Management Guidelines for 15 100%
Banks (DOS Circular No.-02, February 2012)

All the above frameworks 3 20%

Source: Author

5.4 ERM implementation stage: The research heavily depends on stage or degree of
implementation to assess ERM adoption. This is because the study indicates
previously that risk management departments and CRO positions are the same across
all institutions. Beasley et al. (2005)’s measuring tool makes use of a Likert scale
with five points as the primary metric for determining the level of ERM
implementation. The following table displays the score as well as the degree to which

each point signifies the level of implementation.

Table-4: ERM implementation stage

ERM implementation stage Frequency | Percentage
Complete ERM framework in place 1 6.67%
Partial ERM framework in place 12 80%
No formal framework but plans to implement one 2 13.33%
Currently investigating concept of ERM, but have 0 -
made no decision yet

No framework and no plans to implement one 0 -
Total 15 100%

Source: Author

According to the Table-4: ERM implementation stage that was just shown, the
majority of banks (80%) have only partly embraced the ERM method, while the
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remaining institutions either have a plan (13.33% of them) or have completely
accepted it (6.67% of them).

5.5 Driving forces behind the adoption, or consideration, of an ERM approach: The
fact that over three quarters of banks are still in the partial implementation stage
justifies additional investigation into the variables that influence implementation.
According to the data shown in the table, the primary driving factor is encouragement
from the board of directors (73.33%), followed by legislative rules (Bangladesh
Bank: 66.67% and BSEC: 40%). The pressure from stakeholders is the other key
factor that contributes to the complete adoption of the ERM strategy, accounting for
53.33 percent of the total.

Table-5: Driving forces behind the ERM adoption

Driving forces behind the adoption Frequency | Percentage
Encouragement from the Board of Directors 11 73.33%
Competition or other industry-related pressures 4 26.67%
Concerns about Directors’ and Officers’ liability 2 13.33%
Product innovation in managing risk 2 13.33%
Fear of hard markets in the insurance industry 1 6.67%
Stakeholder pressure 8 53.33%
Compliance with the BSEC guidelines for effective 6 40%
corporate governance that define the Board’s role in

managing risk

Compliance with the Bangladesh Bank guidelines 10 66.67%
for effective risk management

Influence of the risk manager 2 13.33%

Source: Author

5.6 Issues that limit full implementation of ERM approach: Although organizations
are committed to adopting ERM, various challenges are impeding the complete
implementation of risk management practices. An insufficient number of qualified
employees are identified as the main obstacle to ERM implementation, with 80% of
respondents emphasizing the crucial requirement for specialized talent in risk
management. 60% of respondents identified organizational structure and resistance to
change as major obstacles hindering complete ERM implementation (refer to Table-
6). Board participation is crucial in addressing implementation challenges,
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highlighting the necessity of robust leadership support and organizational alignment
to advance risk management initiatives.

Table-6: Deterring forces behind the ERM adoption

Limiting factors Frequency | Percentage
Resistance from the Board of Directors 6 40%
Lack of qualified personnel to implement the 12 80%
program

Need for internal control and review systems 5 33.33%
Organizational structure or a corporate culture that 9 60%

discourages ERM

Uncertainty regarding tax treatment of alternative 1 6.67%
risk financing strategies

Resistance to change 9 60%

Source: Author

The findings emphasize the significance of demographic trends, organizational
characteristics, ERM frameworks, implementation stages, driving forces, and
challenges that impede complete ERM implementation in the Bangladeshi banking
sector. The analysis provides a thorough understanding of the current status of ERM
adoption and highlights key factors that influence organizational risk management
practices. In order to ensure the resilience and sustainability of Bangladesh's banking
industry in a complex global environment, it is crucial to address the identified
challenges and capitalize on driving forces to foster a risk-aware culture

6. Conclusion

This study emphasizes the crucial significance of Enterprise Risk Management
(ERM) in dealing with the intricate risks in the current dynamic corporate landscape.
The study addresses a knowledge vacuum by analyzing the ERM procedures of all
banks listed on the Dhaka Stock Exchange (DSE) in the banking sector of
Bangladesh.

One important discovery is that most banks examined are moving towards adopting
ERM partially or initially. This indicates a favorable change towards improving
corporate governance and complying with regulations. The acknowledgment of ERM
as a standardized accounting technique by the Bangladesh Bank underscores its
importance in fostering financial stability and robust governance.
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Nevertheless, the study highlights that organizational resistance to change is a
significant barrier to complete implementation of ERM. To overcome this opposition,
it is necessary to make focused and coordinated efforts to promote a culture of being
aware of and willing to take risks, as well as being adaptable, within banking
organizations. The active involvement of leadership, particularly from boards of
directors, is essential in promoting widespread adoption of Enterprise Risk
Management (ERM) and integrating risk management techniques within
organizations.

In order to further future study, it is imperative to investigate the factors that
influence the implementation of Enterprise Risk Management (ERM), as well as the
obstacles and advantages that are linked to its adoption. By broadening the research
scope to include several industries and expanding the sample size, a more detailed
understanding of ERM dynamics in different organizational contexts can be obtained.

Overall, this study establishes a strong basis for further investigation into the
implementation of Enterprise Risk Management (ERM) in the banking industry of
Bangladesh. This statement highlights the significance of Enterprise Risk
Management (ERM) in improving the long-term viability and ability to recover of an
organization. It provides significant knowledge for future studies on the influence of
ERM techniques on strategic decision-making and overall effectiveness.
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