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Abstract
This paper responds to the lack of empirical evidence on how enterprise risk man-
agement (ERM) and the financial performance of small and medium-sized enter-
prises (SMEs) are related. Structural equation modeling is used to explore new 
mediators in the relationship between ERM and SME financial performance. The 
results show that organizational culture (mission dimension) and strategic risk man-
agement performance are full and positive mediators between ERM and financial 
performance. These research results highlight the fact that the implementation of 
ERM in an enterprise does not by itself generate the expected effects without the 
existence of a mature organizational culture and the monitoring of strategic risk 
management performance. These findings are particularly relevant for SMEs with 
“pretend ERM” that lacks the strategic and operational components. ERM also helps 
to transform the negative effect of foreign capital in SME equity on financial perfor-
mance into a positive effect.

Keywords  Enterprise risk management · SMEs · Structural equation modeling · 
Organizational culture · Strategic risk management performance

JEL Classification  G32 · M14 · M20

Introduction

Increasing levels of uncertainty call for proactive risk management in all organiza-
tions. The parallel crises triggered by the COVID-19 pandemic (Chakraborty and 
Maity 2020) and the military conflict in Ukraine have impacted most industries and 
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businesses, unlike the Great Recession of the late 2000s, which primarily affected 
the financial sector (Gertler and Gilchrist 2018). Systematic risk has long been 
underestimated in advanced economies (Pagach and Wieczorek-Kosmala 2020). In 
such a situation, an intuitive assessment of risk outcomes, as often performed by 
smaller enterprises, is not enough (Grondys et al. 2021). Companies face new chal-
lenges and find it harder to maintain their profitability and competitiveness. There-
fore, holistic enterprise risk management (ERM) is becoming increasingly important 
in small and medium-sized enterprises (SMEs).

Nonfinancial SMEs are mostly unregulated. Thus, there is little pressure to imple-
ment a comprehensive risk management system. Nevertheless, in recent years, 
SMEs have started implementing formal risk management processes to increase 
their competitiveness (Wirahadi and Pasaribu 2022). ERM improves the quality of 
the information about enterprise risk profiles. The adoption of ERM reduces system-
atic risk. The purpose of ERM is to reduce the probability of losses and, therefore, 
reduce the need to borrow external resources, which positively impacts the expected 
cost of capital (Berry-Stölzle and Xu 2018).

The implementation of a risk management system entails many internal changes. 
International risk management standard ISO 31000 provides principles, frame-
works, and procedures for risk management regardless of the size and orientation 
of the organization (Aven 2017). The Committee of Sponsoring Organizations of 
the Treadway Commission (COSO) provides an alternative ERM framework. Such 
strategic changes are financially and organizationally challenging and sometimes 
take several years to implement. The difficulty of implementing a holistic risk man-
agement system such as ERM may not be as great for large and capital-intensive 
companies. Nevertheless, the organizational integration of ERM can take a long 
time given the complexity of the organizational structure of large companies. On the 
other hand, SMEs usually do not have as high of a capital capacity for implementing 
ERM, but organizational integration may be faster due to the greater flexibility of 
SME decision-making (Adomako et al. 2021).

SMEs are a vulnerable group of companies because they may lack the resources 
necessary to overcome a crisis (Rathore and Khanna 2020). At the same time, the 
high volatility of the economic environment exacerbates the uncertainty and unpre-
dictability of economic factors, increasing the risk associated with doing business 
(Gengatharan et al. 2020). In addition, the size of the business influences the amount 
of risk taken, which is generally lower for larger companies (Jenny 2020). Moreover, 
SMEs are a vital part of the European economy. The average value contributed by 
SMEs to the economy in the European Union is approximately 56% (Statista 2021).

Most research on ERM has been conducted empirically in large financial and 
publicly traded companies in emerging markets (Florio and Leoni 2017). SMEs are 
largely unregulated, and there is no intense pressure to implement a holistic risk 
management system. However, SMEs are now in a more difficult situation. ERM 
is a way for SMEs to proactively manage their business risks while improving their 
business performance, as confirmed among large enterprises (Syrová and Špička 
2022b). The research gap lies in the unanswered question of whether the implemen-
tation of ERM improves the financial performance of SMEs.
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This article responds to the ongoing crisis and changes in the business environ-
ment. The authors emphasize the growing need to study the impact of the ERM 
approach among SMEs. ERM can significantly contribute to the maintenance of 
company competitiveness and crisis survival. This research results in the develop-
ment of a new model that extends the theoretical understanding of ERM in SMEs. 
The study reveals significant mediators that positively influence the relationship 
between ERM and firm financial performance. The findings provide a critical under-
standing of the role of ERM in SMEs and the realization that the ERM approach 
is not self-sustaining. Simply implementing an ERM approach does not directly 
impact SME performance.

This research focuses on the implementation of ERM in Czech SMEs. The Czech 
Republic is a Central European country, and most Czech SMEs were established 
in the early 1990s after forty years under the centrally planned socialist economy. 
The Czech Republic is an open and export-oriented economy in which services and 
industry play a dominant role. It has been operating in the European Union’s single 
market since 2004. The contribution of SMEs to GDP is approximately 40%, below 
the EU average, and SME exports account for more than half of all Czech exports 
(Bures 2017). The management of SMEs in the Czech Republic was affected by the 
loss of business continuity. An integral part of the transformation into a postsocial-
ist economy was the incorporation of risk into management decisions in the 1990s. 
Research from neighboring Slovakia shows that risk management was conducted 
in a relatively intuitive manner, without data support or the appropriate methods, 
know-how, and trained staff to make management decisions (Klučka and Grün-
bichler 2020). The study by Virglerova (2019) points out the lack of financial risk 
management experts.

This paper explores the relationship between ERM and subjective financial per-
formance among nonfinancial SMEs in the Czech Republic. To achieve this goal, 
the study quantifies the mediating effects of organizational culture and strategic risk 
management performance and recapitulates the previously revealed mediators of 
this relationship. The main contribution of the paper lies in the development of a 
new model for studying the impact of ERM on the subjective financial performance 
of SMEs. The results show that organizational culture (mission dimension) is a cata-
lyst for ERM effects, while at the same time, the implementation of an ERM per-
formance monitoring system improves the subjective financial performance of the 
enterprise. The originality of the paper is in showing that ERM is not self-sustain-
ing. ERM does not spill over to all levels of management nor have desirable effects 
on the strategic financial objectives of the SME without a strong organizational cul-
ture and a good performance monitoring system.

Theoretical foundation

The goal of risk management is to minimize key risks, and an appropriate level of 
risk management that enhances value for owners and other stakeholders must be 
chosen (Meulbroek 2002). The ERM approach focuses on all potential future risks 
(both pure and speculative) (Schiller and Prpich 2014). Enterprises can focus on 
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risk management opportunities by incorporating the dual nature of speculative risks 
(Lundqvist 2015).

The ERM approach should, among other things, explicitly identify the threats 
to firm value and the opportunities to increase it (Gatzert and Martin 2015). The 
findings of a systematic literature review (Syrová and Špička 2022b) show that the 
relationship between ERM and company performance is not direct but is mediated 
by strategic agility (Ai Ping et al. 2017), competitive advantage (Yang et al. 2018), 
strategic planning (Sax and Andersen 2019), and information systems quality (Kurdi 
et al. 2019). Previous research has mainly been conducted in listed companies and 
large international firms (Callahan and Soileau 2017; Farrell and Gallagher 2019; 
Kommunuri et  al. 2016; Laisasikorn and Rompho 2014; Malik et  al. 2020; Quon 
et  al. 2012). Only a few studies have focused on SMEs. The results of the recent 
research studies show mostly positive relationship between ERM and SME perfor-
mance (Hanggraeni et al. 2019; Jenya and Sandada 2017; Rehman and Anwar 2019; 
Yang et al. 2018). However, the results of some studies on SMEs identified the rela-
tionship between ERM and performance as insignificant (Glowka et al. 2020; Hiebl 
et  al. 2019). Other studies quantified the relationship ambiguously depending on 
the analysis of the individual components of ERM (Heong and Teng 2018; Yakob 
2019). The authors of the studies conducted in SMEs mainly used subjective assess-
ment of firm performance and multiple regression analysis.

The purpose of ERM is to integrate risks into the enterprise’s organizational 
design and decision-making process (Ogutu et al. 2018). Given that ERM is a criti-
cal initiative that helps increase organizational resiliency in times of uncertainty, 
it is reasonable to assume that the internal culture of the firm is a significant fac-
tor in ERM adoption. Indeed, ERM adopters encounter issues related to organiza-
tional culture, but the mediating effect of organizational culture on the relationship 
between ERM and organizational financial performance has not yet been empirically 
evaluated and demonstrated.

Organizational culture

Organizational culture is the set of the underlying values, beliefs, and assumptions 
within an organization, the patterns of behavior that result from those perspectives, 
and the symbols that express the connections among the assumptions, values, and 
behaviors of organizational members (Denison 1990). Several empirical studies 
have demonstrated the positive impact of organizational culture on organizational 
performance (Han 2012; Tadevosyanová 2015; Bhuiyan et al. 2020). However, the 
effect of organizational culture on the effectiveness of ERM implementation has not 
yet been demonstrated. Organizational culture enables more effortless penetration 
of ERM into all functional areas of the organization and faster adaptation under the 
conditions of risk and uncertainty (Thomya and Saenchaiyathon 2015).

There are different types of organizational culture: market culture, clan cul-
ture, adhocratic culture, and hierarchical culture (Cameron and Quinn 2011). 
Research has shown that only clan cultures positively affect project performance 
and internal and external organizational performance. In contrast, hierarchical 
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cultures, market cultures, and adhocratic cultures do not affect organizational 
performance (Yazici 2011). However, the same research (Yazici 2011) also 
showed that managerial experience enhances the positive influence of clan cul-
ture (on project performance), adhocratic culture (on project performance and 
internal and external firm performance), and market culture (on external firm 
performance).

On the other hand, a hierarchical culture does not impact performance 
because it creates a hostile work environment by bureaucratizing the organi-
zational structure. A hierarchical culture is characterized by a formalized and 
structured work environment emphasizing procedures and regulations whose 
unifying element is formal rules. Managers are expected to be good coordinators 
and organizers who can keep the organization running smoothly, consistently, 
and efficiently (Cameron and Quinn 2011).

Denison’s Organizational Culture Questionnaire is one of the most popular 
methods for operationalizing organizational culture (Denison 1990). A study by 
Denison and Mishra (Denison and Mishra 1995) found that all four dimensions 
of organizational culture—mission, consistency, commitment, and adaptabil-
ity—were related to various performance criteria. Commitment and adaptability 
are indicators of flexibility, openness, and responsiveness and are strong driv-
ers of organizational growth. Consistency and mission indicate organizational 
direction, integration, and vision and are good predictors of profitability. All 
four characteristics of organizational culture are essential predictors of qual-
ity, employee satisfaction, and overall performance. According to Denison, the 
strongest predictor of performance is the organization’s mission, i.e., whether 
the organization has an articulated mission and whether its employees share that 
mission. Denison’s scales for consistency (e.g., Do you have coordinated sys-
tems that allow you to build consensus based on your core values?) and mission 
(e.g., Do you know where you are going? Do you have clear goals and a strat-
egy to achieve them?”) might be good indicators of organizational culture in the 
context of the relationship between ERM and financial performance.

H1   Organizational culture (mission dimension) mediates the relationship between 
ERM and the subjective financial performance of SMEs.

H2   Organizational culture (consistency dimension) mediates the relationship 
between ERM and the subjective financial performance of SMEs.

Through organizational culture, ERM is disseminated and cultivated through-
out the organization. The overarching dimensions of organizational culture, 
namely, consistency and mission, could provide an appropriate implementa-
tion framework for ERM because organizational culture is a system of shared 
assumptions, attitudes, beliefs, habits, and values that form the basis for typical 
behavior patterns (Gordon 1991).
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Strategic risk management performance

Research in strategic risk management has highlighted the importance of creat-
ing a risk management culture at all levels of the organization (Moeller 2007). A 
risk management culture is defined as the shared values and beliefs of an organi-
zation’s employees (decision-makers) regarding risk-taking (Bui et  al. 2018). 
Through their risk management culture, organizations are able to quickly identify 
and hedge key risks and respond to and mitigate unforeseen risks while identify-
ing and capitalizing on new opportunities early on using an ERM approach to 
improve risk performance (Sax and Andersen 2019). A risk management culture 
is critical to an organization’s strategic decision-making and requires the active 
involvement of the board and senior management. Top management shapes risk 
culture through leadership, transparent communication, and risk management 
using appropriate processes and resources (Osman and Lew 2020).

While the impact of ERM and strategic reactivity has been tested in terms of 
firm performance and value, little is known about the impact of ERM on strategic 
risk performance (Sax and Torp 2015). Strategic risk management can be inte-
grated into effective, well-known processes to bridge the gap between the risk 
and strategic management literatures. Risk management is not just the concern of 
the central risk management department. To create an effective risk management 
system, the enterprise must build a dynamic risk management team that quickly 
identifies and addresses new threats and opportunities. Thus, the risk manage-
ment becomes strategic as it encompasses the culture and leadership styles and 
is reinforced by strategic responsiveness. Incorporating evaluations of strategic 
risk management performance as an integral part of governance could make ERM 
more effective in terms of the financial goals it seeks to achieve. Moreover, the 
2017 update to the COSO framework emphasizes the importance of integrating 
ERM with business strategy and performance (COSO 2017).

H3  Strategic risk management performance mediates the relationship between ERM 
and the subjective financial performance of SMEs.

Materials and methods

The level of ERM in a company can generally be determined through a ques-
tionnaire survey or a content analysis of company documents. Early empiri-
cal studies assessed the level of ERM with a binary approach, used primarily in 
content analysis (Silva et al. 2019). Content analysis can be used as a method to 
determine the presence of ERM by determining whether ERM is used (1 = the 
company uses ERM, or relevant keywords are listed in company documents) or 
not (0 = the company does not use ERM, or relevant keywords are not listed in 
company documents). However, a binary score alone cannot determine the extent 
of ERM implementation. For this reason, some authors have adopted an ordinal 
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measure (Husainia et al. 2019; Darmastuti et al. 2020), with individual ERM met-
rics (obtained either from a content analysis or a questionnaire survey) summed 
together. The resulting summation yields the value of a simplified maturity index 
(Florio and Leoni 2017).

Moreover, the disclosure of risk management information in SME reporting 
is voluntary. For this reason, the authors of this study choose the quantitative 
questionnaire survey method. Through the questionnaire survey, it is possible to 
obtain primary data and more accurate information on the level of ERM imple-
mentation in a given company when secondary data in company reports are not 
available, as with SMEs.

The authors chose quantitative research because the vast majority of previous 
studies on the relationship between ERM and corporate financial performance 
have been based on quantitative research. Quantitative research is more objec-
tive than qualitative research, and the results are based on larger samples that are 
representative and generalizable to the population (in this case to SMEs in the 
Czech Republic). Quantitative research can provide accurate, reliable and consist-
ent data that can be processed using validated statistical methods.

The sample covers nonfinancial SMEs in the Czech Republic. The targeted 
sample consists of 300 SMEs that are members of the Association of Small and 
Medium-sized Enterprises in the Czech Republic. The sample size provides suf-
ficient statistical power for the tests. Quota sampling ensures the representative-
ness of the sample and the generalizability of the results although it is not based 
on random selection but on a predefined panel of firms willing to respond. Data 
were collected from September to November 2021 through the external research 
company Ipsos which closely cooperates with Association of Small and Medium-
sized Enterprises in the Czech Republic. Respondents were owners, CEOs, senior 
managers, sales managers, and finance/commercial managers. These roles should 
have a sufficient level of responsibility to ensure the accuracy of the responses. 
Unlike large and multinational companies, SMEs do not typically employ a chief 
risk officer or risk manager, as risk management is the responsibility of the top 
management or the business owners. Response variability was calculated and 
unusual values were identified to clean the original sample of 300 SMEs, and a 
final sample of 296 respondents was obtained.

The self‐reporting is frequently applied for measuring the individual opinions 
and statements in the quantitative research. Unlike objective measures, which are 
not affected by personal bias and are represented by facts, the subjective self-
reporting is associated with possible biases negatively affecting validity and relia-
bility. Using self-reported information for decision-making results in endogenous 
selection bias which creates spurious associations between the measure being 
reported and factors that influence reporting (Scott and Balthrop 2021). However, 
self-reporting through the batteries of questions is the standard form of informa-
tion-gathering mechanism for Structural Equation Modelling which effectively 
tests the relationship between latent variables (Hatcher 2013).
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Independent variable (ERM)

The study uses an ordinally scaled ERM index incorporating the number of ERM 
characteristics. There are 14 characteristics, each taking on a binary value (1 if 
the company reports the presence of the characteristic, 0 if not). The ERM char-
acteristics were adopted from Miloš Sprčić et al. (2017), who were inspired, for 
example, by COSO (2004), Lundqvist (2014), and Meulbroek (2002).

The ERM construct (Appendix 1) assumes that SMEs may not have formalized 
policies or internal regulations regarding risk management. The methodology 
used to assess the level of ERM has already been validated in empirical research 
in Central Europe, which has used the same terminology in its construction of 
the questions (Miloš Sprčić et al. 2017; Marc et al. 2018; Mardessi and Ben Arab 
2018).

Dependent variable (subjective financial performance)

Subjective financial performance (Appendix 1) is measured using the validated con-
struct developed by Uhlaner et al. (2014) and is based on three indicators: the finan-
cial performance of the company compared to its competitors (5-point scale from 
1 = much worse to 5 = much better), profitability in the last fiscal year (7-point scale 
from 1 = extreme losses to 7 = extremely profitable in the last fiscal year), and cur-
rent liquidity (4-point scale from 1 = very low liquidity to 4 = substantial liquidity). 
This subjective assessment of financial performance is not tied to companies’ finan-
cial statements, which are generally published only by medium-large and large com-
panies (Kamboj and Rahman 2015; Abbasi and Weigand 2017; Kumar et al. 2018). 
In contrast, a subjective assessment of financial performance is appropriate for ques-
tionnaire surveys among SMEs.

Mediators

Organizational culture is the hypothetical mediator of the relationship between 
ERM and the subjective financial performance of SMEs (Appendix  1). The con-
struct of organizational culture is taken from Denison (1990). Only two dimen-
sions (corporate mission and corporate consistency) are expected to relate to com-
pany performance and stability based on previous research (Tadevosyanová 2015). 
Answers to individual statements are given on a 5-point Likert scale (1 = strongly 
disagree to 5 = strongly agree).

Strategic risk management performance (SRMP) is another hypothetical media-
tor of the relationship between ERM and the subjective financial performance of 
SMEs (Appendix  3). The scales for strategic risk management performance were 
adopted from Sax and Torp (2015), where respondents were asked to make three 
comparisons with their competitors, considering the past three years, using a 
7-point scale (from 1 = significantly worse to 7 = significantly better). Specifically, 
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the comparisons are ‘Ability to hedge against key known risks and uncertainties’, 
‘Ability to respond to and mitigate unforeseen risks’, and ‘Ability to seize new 
opportunities’.

Control variables

The ERM control variables are firm size as measured by the number of employees 
(Beasley et al. 2015; Gordon et al. 2009), firm age (Yang et al. 2018), and the pro-
portion of foreign capital in the firm (Syrová and Špička 2022a). Previous studies 
have shown that foreign direct investment has a positive effect on the ability to use 
advanced forms of technology, to employ managers with greater international expe-
rience and who are more skilled in using modern management techniques, to apply 
good corporate governance practices and to access credit in international financial 
markets (Abor 2010). SMEs may have limited opportunities for foreign investment 
compared to large firms. Another reason could be the historical context of post-com-
munist countries, where fear of foreign investment or investors may still exist.

Structural equation modeling

The method used to explore the relationship between ERM and the subjective finan-
cial performance of SMEs is structural equation modeling (SEM). This method has 
also been applied by other authors who have studied the effects of ERM, e.g., (Ai 
Ping and Muthuveloo 2015; Wisutteewong and Rompho 2015). SEM is a method of 
multivariate analysis used to test and estimate complex causal relationships among 
variables, even when those relationships are hypothetical or not directly observable 
(Williams et al. 2009). The authors selected SEM because ERM, subjective financial 
performance, and the proposed mediators cannot be measured directly with a simple 
question.

The main advantage of SEM is the more efficient evaluation of measurement and 
structural path models, mainly when the structural model contains multiple depend-
ent variables and latent constructs based on proxy variables with multiple items 
(Astrachan et al. 2014). Compared to other statistical methods such as regression, 
SEM allows researchers to simultaneously assess the relationships between con-
structs with multiple items (latent variables) and reduces the overall error associated 
with the model. Another advantage over regression is the ability to conduct a path 
analysis for all structural relationships at once, which leads to more accurate results 
(Astrachan et al. 2014).

There are two basic types of SEM—covariance-based SEM (CB-SEM) and 
partial least squares SEM (PLS-SEM). CB-SEM is used mainly to confirm theo-
ries. To this end, it determines how well a proposed theoretical model can estimate 
the covariance matrix for a sample of data. In contrast, PLS-SEM is used mainly 
for theory development in exploratory research, as it explains the variance of the 
dependent variable when the model is examined (Hair et al. 2017). Although PLS-
SEM is a regression method, it is nonparametric. That is, it makes no assumptions 
regarding the distribution of the data. PLS-SEM does not assume that the data are 
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normally distributed; moreover, it is appropriate to use PLS-SEM when the data are 
categorical or ordinal or contain a single item (Hair et  al. 2017). PLS-SEM does 
not assume that the proxies created are identical to the constructs (latent variables) 
that they replace. They are explicitly recognized as proxies (Hair et al. 2017). In this 
exploratory study, PLS-SEM and the bootstrapping method (5,000 iterations, path 
weighting scheme) are used to test the significance of the relationships in the model.

Results

The structure of the sample is matched to that of the national economy to ensure the 
representativeness of the sample in terms of company size and sector (Table 1).

The authors use a formative measurement approach for the PLS-SEM analysis 
(see Appendix 2). The PLS-SEM contains the following:

–	 Latent variables: ERM level (ERM), subjective financial performance of the 
company (FP), organizational culture–mission dimension (ORGM), organiza-
tional culture–consistency dimension (ORGC), and strategic risk management 
performance (SRMP).

–	 Manifest variables: proportion of foreign capital in the company (FC), firm size 
(FS), and firm age (FA).

Table  2 contains basic description of the latent and manifest variables. 
Descriptive statistics of the latent variables were calculated from the mean scores 

Table 1   Structure of the sample 
by number of employees (size) 
and sector

Note: The primary sector provides raw materials and unprocessed 
food; it includes agriculture, forestry, fishing, hunting and min-
ing (NACE Sections A and B). The secondary sector processes raw 
materials from the primary sector into goods; it includes industry, 
construction, handicrafts, and other nonindustrial manufacturing 
(NACE Sections C, D, E, F). The tertiary sector provides services, 
trade, and transportation; it includes transportation, marketing, atten-
tion, access, and experience (NACE Sections H, I, J, K, L, O, Q, 
R, S, T). The quaternary sector includes research and development, 
consulting, and education (NACE Sections M, P)
Source Own calculations

Absolute frequency Relative 
frequency 
(%)

4–49 employees 159 53.7
50–99 employees 77 26.0
100–249 employees 60 20.3
Primary 13 4.4
Secondary 88 29.7
Tertiary 173 58.4
Quaternary 22 7.4
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of the partial manifest variables for each enterprise because of the relatively high 
reliability of the constructs.

The PLS-SEM analysis follows the steps recommended by Hair et al. (2017). 
The final model is iteratively explored (Fig. 1).

The proposed model with proxy variables shows a high discriminant validity 
(HTMT) value for the relationship between ORGC and ORGM (0.977). In addi-
tion, ORGC proved to be a nonsignificant mediator at a 5% significance level. 
Moreover, the internal variance inflation factor (VIF) between ORGC and ORGM 
is high (3.544). Therefore, organizational culture–consistency dimension (ORGC) 
was excluded from further modeling. The next step resulted in the identification 
of ORGM as a full mediator in the relationship between ERM level and strate-
gic risk management performance (Zhao et al. 2010). Figure 2 presents the final 
model.

Table 2   Descriptive statistics of the latent and numeric manifest variables

Source Own calculations

Statistics Number of valid 
observations

Mean Standard 
Deviation

Minimum Maximum

ERM 296 0.39 0.31 0 1
FP 296 3.47 0.71 1.33 5.33
ORGM 296 3.61 0.48 1 4.73
ORGC​ 296 3.48 0.45 1.47 4.8
SRMP 296 4.21 0.98 1.33 7
FC (%) 272 17.3 28.97 0 100
FA (years) 286 18.33 11.36 1 70

Fig. 1   Iterative exploration of the final model through PLS-SEM. Source Authors’ own elaboration
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The final model satisfies the assumptions of a robust model (discriminant 
validity according to HTMT, collinearity, reliability). Appendix 3 presents the 
details.

The model results (Table 3) show that foreign capital share and firm size have 
a direct and positive effect on ERM level, while firm age has an inversely pro-
portional effect on ERM level. Organizational culture–mission dimension is a 
significant mediator between ERM and subjective financial performance. The 
strategic risk management performance tracking system also plays an important 
role in the relationship between ERM and subjective financial performance. The 
standardized root mean square residual (SRMR) and the RMS theta indicate a 
well-fitting model (Table  4). The final model also includes the results for the 
indirect effects, which are discussed in the next section (Table 5).

Fig. 2   Final PLS-SEM model. Source Own calculations

Table 3   Estimated parameters for the final model

Source Own calculations

Statistics Original 
Sample 
(O)

Sample Mean (M) Standard →Devia-
tion (STDEV)

T Statistics 
(|O/
STDEV|)

P→ Values

FA—> ERM − 0.168 − 0.173 0.048 3.499 0.001
ERM—> ORGM 0.183 0.188 0.090 2.040 0.042
SRMP—> FP 0.371 0.367 0.050 7.415 0.000
FC—> ERM 0.345 0.345 0.068 5.053 0.000
FC—> ORGM − 0.179 − 0.174 0.091 1.974 0.049
ORGM—> SRMP 0.356 0.369 0.044 8.068 0.000
ORGM—> FP 0.210 0.220 0.058 3.610 0.000
FS—> ERM 0.178 0.183 0.059 3.029 0.003



Exploring the indirect links between enterprise risk management… Page 13 of 27  1

Discussion

This study identifies new significant variables that mediate the effect of ERM on the 
subjective financial performance of SMEs. The model includes the latent variables 

Table 4   Model fit measures

Notes: An SRMR value less than 0.10 or 0.08 (in a more conserva-
tive version; see Hu and Bentler (1999) is considered a good fit. 
RMS_Theta values below 0.12 indicate a well-fitting model (Hense-
ler et al. 2014).
Source Own calculations

Model Fit Measure Saturated Model Estimated Model

Standardized Root Mean 
Square Residual (SRMR)

0.08 0.08

d_ULS 4.699 4.797
d_G 0.763 0.769
Chi-Squared 1231.83 1239.822
Normed Fit Index (NFI) 0.728 0.726
RMS Theta X 0.092

Table 5   Indirect effects in the 
final model

Source Own calculations

Specific Indirect Effects Specific 
Indirect 
Effects

FA→ ERM →ORGM →FP − 0.006
FA→ ERM →ORGM→ SRMP − 0.011
FC→ ERM→ ORGM →SRMP 0.022
FA→ ERM →ORGM − 0.031
ERM→ ORGM→ SRMP 0.065
FS→ ERM→ ORGM→ SRMP→ FP 0.004
ERM →ORGM →FP 0.038
FC→ ORGM→ SRMP − 0.064
ERM→ ORGM→ SRMP→ FP 0.024
FC→ ORGM→ FP − 0.038
FC→ ERM→ ORGM 0.063
FC→ ERM→ ORGM→ SRMP→ FP 0.008
FS→ ERM→ ORGM→ SRMP 0.012
ORGM→ SRMP→ FP 0.132
FC→ ERM→ ORGM→ FP 0.013
FC→ ORGM→ SRMP→ FP − 0.024
FS→ERM→ ORGM→ FP 0.007
FS→ ERM→ ORGM 0.032
FA→ ERM→ ORGM→ SRMP→ FP − 0.004



	 L. Syrová, J. Špička 1  Page 14 of 27

of ERM level (Miloš Sprčić et  al. 2017), strategic risk management performance 
(Sax and Torp 2015), organizational culture→mission dimension (Denison 1990), 
and subjective financial performance (Uhlaner et al. 2014)→and the determinants of 
ERM identified in previous studies: the proportion of foreign capital in the company, 
firm size, and firm age.

The results show that firm size directly affects the level of ERM in a given firm 
(0.178), which supports the findings of previous studies (Nasir 2018; Jurdi and 
AlGhnaimat 2021). As company size increases, there is a need to manage the com-
pany using formal procedures and internal guidelines. The need to manage the busi-
ness increases, as does the need to manage risk formally. Small enterprises may lack 
the resources and reliable mechanisms needed to support their risk management 
activities (Brustbauer 2014). In addition, for small enterprises that are do not face 
regulatory pressure, full ERM implementation may not be necessary because the 
benefits of ERM do not outweigh the associated costs.

SMEs do not necessarily benefit from adopting formal ERM methods (Hiebl 
et al. 2019). Because a firm’s processes become more formalized as it grows, SMEs 
have a greater need for more efficient ERM techniques and, therefore, may be able 
to implement ERM because of a greater availability of resources. In addition, pre-
vious research has shown that companies that have implemented ERM perform 
better (Gordon et al. 2009; Grace et al. 2015), have higher value (Farrell and Gal-
lagher 2015), and have a lower cost of capital (Berry-Stölzle and Xu 2018). Large 
companies’ business activities and transaction types are more diverse and complex 
than those of smaller companies (Witek-Crabb 2014). In addition, larger companies 
can devote more resources and capacity to more diversified alternative investments 
(Golshan and Rasid 2012).

Thus, growing companies that have not implemented ERM may be missing 
opportunities to improve their business performance and value. From a management 
perspective, it would be valuable to understand why some mid-sized companies 
have not implemented ERM or are hesitant about implementing ERM.

A reluctance to adopt ERM and the corresponding lack of benefits relate to firm 
age. The study results show that the age of the company has an inverse influence on 
the level of ERM (− 0.168). Younger companies are not encumbered by history, are 
more flexible, and are led by managers with better theoretical knowledge of modern 
management methods. The historical context of the Czech Republic is character-
ized by the disappearance of many SMEs due to the political regime and centrally 
planned economy. After the political regime changed in 1990, SMEs started to form 
again, but with a loss of continuity in their management styles (Tarko 2020). The 
older a company is, the less likely it is to use advanced ERM techniques. Older com-
panies that have operated for a longer time tend to institutionalize existing processes 
and adopt bureaucratic behavior, leading to barriers to strategic change (Hannan and 
Freeman 1984), which can also negatively affect financial performance. Thus, firm 
age could harm ERM implementation, a finding that contrasts with the results of a 
study examining the relationship between firm age and innovation in the work envi-
ronment, which shows that firm age has a positive effect (Dukeov et al. 2018). An 
explanation for the relationship between firm age and the level of ERM implementa-
tion can also be found in Greiner’s theoretical model of firm growth (Greiner 1989). 
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Older companies may suffer from a bureaucratic crisis in which the company spends 
more and more time only on internal matters, leaving no time to implement new 
management practices, including ERM.

Our research has also explored the positive impact of foreign capital in SME 
equity on ERM levels (0.345), which is one of the important contributions of this 
paper.

The global business environment and internationalization are great challenges for 
companies that want to expand their business activities, but they also pose a risk if 
those companies’ business plans fail. Competition and constant changes in material 
costs, tax and insurance burdens, and growth in energy processes are the sources 
of many problems that can lead to a loss of market share and to financial losses 
(Hudáková and Masár 2018). However, most SMEs do not have to own a foreign 
subsidiary directly in order to participate in other international activities (Gubik 
and Bartha 2014), such as direct investments or other foreign equity investments. A 
study that examined the presence of foreign direct investment in SMEs found a posi-
tive relationship with SME development (Lu and Beamish 2006).

Many SMEs resist foreign investment and foreign capital. The arguments of the 
owners, which invoke national tradition, are not always beneficial for the company 
from a long-term strategic point of view and often express a hidden fear for their 
own career and the fear of losing control over their company. This is confirmed by 
the research findings of this paper: the share of foreign capital positively impacts 
the level of ERM (0.345). The inflow of foreign capital means a strengthening of 
capital and more control, which can be exploited precisely through ERM. Foreign 
investors can result in faster adoption of international standards such as ISO. How-
ever, the adoption rate does not depend on the amount of foreign investment but on 
the investor (Prakash and Potoski 2007). The Czech Republic receives investments 
mainly from Western European countries, where the ERM approach may be more 
widespread. Another argument supporting the positive impact of foreign capital on 
the level of ERM is the ability to adequately manage the increased risks associated 
with receiving foreign capital. A study conducted with a sample of African financial 
institutions supports the authors’ research findings. The results show that the pres-
ence of foreign capital significantly affects ERM implementation (Matovu 2017).

Implementing ERM alone does not result in improved business performance or 
other benefits. The implementation of formal ERM practices and processes must be 
supported by general agreements among employees and management. Organiza-
tional culture is a catalyst for the ERM approach. Our study also examines the abil-
ity of strategic risk management to connect all levels of management.

The PLS-SEM results support H1: Organizational culture (mission dimension) 
mediates the relationship between ERM and the subjective financial performance 
of SMEs. However, the proportion of foreign equity has an adverse effect on the 
organizational culture – mission dimension (− 0.179). This negative effect could be 
caused by different understandings of the mission from the investors’ point of view. 
With the fragmentation of investors, there may be fewer common goals in a given 
company. This negative impact may even affect firm performance (Foreign capi-
tal→ Organizational culture–mission→ Financial performance: indirect effect = − 
0.038; Table 5). However, when a firm uses the ERM approach, the overall indirect 
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effect of the proportion of foreign equity on the subjective financial performance of 
the firm is positive in the presence of the mediating variable ERM (Foreign capi-
tal→ ERM level→ Organizational culture–mission→ Financial performance: indi-
rect effect = 0.013; Table  5). Thus, the level of ERM as a mediating variable can 
transform the negative effect of foreign equity on financial performance into a posi-
tive effect through the organizational culture (mission dimension). This result dem-
onstrates the central role of ERM in organizations, which is consistent with previous 
studies (e.g., Baxter et al. 2013; Hoyt and Liebenberg 2011; Laisasikorn and Rom-
pho 2014).

The results clearly show the inevitable and crucial role of ERM when companies 
decide to expand abroad or allow foreign investors. The ERM approach mitigates the 
negative impact of foreign capital on the consistency of organizational culture (mis-
sion dimension) and supports the financial performance of the company at the same 
time. According to previous studies, organizational culture itself positively affects 
firm performance (Han 2012; Tadevosyanová 2015; Bhuiyan et al. 2020). However, 
previous studies have not established a link between organizational culture, ERM 
and the business performance of SMEs.

The PLS-SEM results do not support H2; the variable organizational culture 
(consistency dimension) was removed from the model due to the high value of discri-
minant validity with organizational culture (mission dimension) and the concurrent 
insignificance of the relationship at the 5% significance level.

The results of the PLS-SEM analysis do not support Hypothesis H3: strategic risk 
management performance mediates the relationship between ERM and the subjec-
tive financial performance of SMEs. The ERM approach should be present at all 
management levels within the organization and should also positively influence the 
performance of strategic risk management. The relationship is indirect and is medi-
ated through organizational culture (mission dimension). The mission dimension of 
organizational culture is strategic and positively supports the strategic risk manage-
ment performance (0.356). However, the ERM approach should include strategic, 
operational, and control perspectives (Dvorski Lacković et  al. 2022); moreover, 
COSO (2017) also includes the components of “strategy and objective-setting” and 
“performance”. The results may have been obtained because a relatively large pro-
portion of companies (approximately 30%) use a version of ERM called “pretend 
ERM”, where the SMEs have formally implemented an ERM approach, but the risk 
management system lacks the strategic and operational components of an ERM sys-
tem and focuses only on the reporting aspect (Dvorski Lacković et al. 2022; Syrová 
and Špička 2022a).

Conclusion and implications

Regarding the theoretical implications, this study reveals new mediators between 
ERM and the subjective financial performance of SMEs. The PLS-SEM method 
is suitable for analyzing complex relationships and testing causal relationships. 
Exploring indirect pathways can reveal consequential effects and help managers and 
owners understand various relationships. Complicated ERM indices (e.g., Gordon 
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et al. 2009) are not suitable for the nonfinancial sector because the input variables 
for calculating such indices are difficult or impossible to obtain. The model works 
with the direct and indirect effects of ERM implementation. The indirect effects 
show the crucial role of organizational culture (mission dimension) and evaluations 
of strategic risk management performance in the relationship between ERM and the 
subjective financial performance of SMEs.

From the management perspective, it is essential to establish functional and inte-
grated processes for ERM implementation. ERM must be integrated with the organi-
zational culture and the performance monitoring systems in the SME. Managers and 
owners should emphasize the functional implementation of ERM, not just a pretend 
ERM (Syrová and Špička 2022a) that lacks all the elements of an ERM approach. 
The ERM system must not be a “facade without the substance” that does not con-
tribute to better planning and decision-making processes (Dvorski Lacković et  al. 
2022).

This research provides new information about the role of foreign capital in non-
financial SMEs—it is a determinant that has a positive impact on ERM implementa-
tion. The share of foreign capital results in an inflow of new management practices 
and process innovations and the transfer of international management techniques. At 
the same time, the contribution of foreign capital leads to a greater need for corpo-
rate control and integrated management of the risks associated with foreign inves-
tors or other foreign activities. Managers and owners need to monitor the impact 
of foreign capital on the company’s internal organization and organizational culture 
and subsequent changes. The share of foreign capital in equity can harm a compa-
ny’s internal environment, which is consistent with the results of our research.

When deciding to use foreign capital for business development, it is important to 
control for the associated external risks (investment, credit, interest rate, and mar-
ket risks) and for internal consistency and risks arising from the inclusion of other 
types of capital. The effect of foreign capital puts managers and owners in a dif-
ficult position. It is essential to focus on the internal consistency of the company, 
proper communication within the company, and the maintenance of consistency in 
the direction and vision of the company. It is recommended that ERM be imple-
mented in nonfinancial SMEs because the level of ERM can transform the nega-
tive effect of foreign equity on financial performance into a positive effect through 
organizational culture (mission dimension). Thus, the study reveals that ERM plays 
a positive mediating role for SMEs.

The research findings provide new information on the level and impact of ERM in 
the Visegrad Four country. The findings on the use of foreign capital, facilitating the 
implementation of ERM even at the expense of deterioration of organizational cul-
ture—the mission dimension, is new information for owners/managers in SMEs. It is 
foreign capital that is one of the problem areas in post-communist countries. There is 
an area for further research outside of Central Europe to compare the role of foreign 
capital in SMEs. Further opportunities for research were identified by the authors in 
the area of Organizational Culture and its other dimensions, which were not examined 
in the study. The mediating variables were selected based on the literature review, but 
there are still a number of variables that need to be analyzed in more detail in the SME 
environment. Investigating the differences between family and non-family businesses in 
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SME ERM could also provide interesting results, with the possibility of building on the 
findings by Glowka et al. (2020).

Another opportunity is to conduct qualitative research to identify the reasons that 
reflect the relatively high percentage of low levels of ERM implementation in SMEs. 
Quantitative research has shown that ERM has a positive impact on the subjective 
financial performance of the company. The authors see the biggest challenge in finding 
out why SMEs have a relatively low adoption of ERM approaches.

One limitation of this study could be the study sample, which focuses only on the 
Czech Republic. However, this study could be interesting for other Central European 
countries that have experienced similar historical events in the second half of the twen-
tieth century. Another limitation of this research could be the subjective evaluation of 
the variables. However, to minimize the effects of this limitation, the authors conducted 
pilot tests and used validated constructs. Objective assessments of the variables within 
SMEs may not be feasible given the low level of disclosure related to ERM among 
SMEs.

Appendix 1: Description of the manifest variables

ERM ERM_1: Is there a chief risk officer in your company, responsible for risk management?
1 – Yes ERM_2: Is there a special department in your company dedicated to risk management?
0 – No ERM_3: Does your company have a written statement of the firm’s risk appetite?

ERM_4: Are there official risk management policies and procedures in your company?
ERM_5: Do you apply the COSO integrated framework for ERM in your company?
ERM_6: Do you apply the ISO 31000 risk management standard in your company?
ERM_7: Is risk managed with an integrated analysis and management of all identified corpo-

rate risks (e.g., financial, strategic, operational, compliance, and reporting risks)?
ERM_8: Do you determine correlations and portfolio risk effects of combined risks?
ERM_9: Do you determine quantitative impacts risks may have on key performance indicators?
ERM_10: Do you organize workshops in your company where managers discuss exposures to 

different types of risks and risk management?
ERM_11: Does your company create a risk map indicating position of risks the company is 

exposed to, considering probability of occurrence and significance of identified risk to the 
business activity?

ERM_12: Do you have a risk response plan for all significant events?
ERM_13: Do you submit a formal report on risk and risk management to the management 

board at least annually?
ERM_14: Do you monitor key risk indicators aimed at emerging risks (not past performance)?

Authors: (Miloš Sprčić et al., 2017).

ORGC​ ORGC_1: Our approach to doing business is very consistent and predictable
1 – Stronly disagree ORGC_2: There is good alignment of goals across levels of this organization
2—Disagree ORGC_3: People from different organizational units still share a common perspec-

tive
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3—Neutral ORGC_4: It is easy to coordinate projects across functional units in this organiza-
tion

4—Agree ORGC_5: Working with someone from another part of this organization is like 
working with someone from a different company

5 – Strongly Agree ORGC_6: When disagreements occur, we work hard to achieve “win–win” solu-
tions

ORGC_7: This organization has a strong culture
ORGC_8: There is clear agreement about the right way and the wrong way to do 

things in this organization
ORGC_9: It is easy for us to reach consensus, even on difficult issues
ORGC_10: We often have trouble reaching agreement on key issues
ORGC_11: There is a clear and consistent set of values in this company that gov-

erns the way we do business
ORGC_12: This company has a characteristic management style and a distinct set 

of management practices
ORGC_13: The managers in this company “practice what they preach.”
ORGC_14: This organization has an ethical code that guides our behavior and tells 

us right from wrong
ORGC_15: Ignoring the core values of this organization will get you in trouble

ORGM ORGM_1: This organization has a clear mission that gives meaning and direction 
to our work

1 – Stronly disagree ORGM_2: This organization has a long-term purpose and direction
2—Disagree ORGM_3: The strategic direction of this organization is unclear to me
3—Neutral ORGM_4: This organization has a clear strategy for the future
4—Agree ORGM_5: Our organization’s strategy is leading other firms to change the ways 

that they compete
5 – Strongly Agree ORGM_6: There is widespread agreement about the goals of this organization

ORGM_7: The leaders of this organization set goals that are ambitious, but realis-
tic

ORGM_8: The leadership of this organization has “gone on record” about the 
objectives we are trying to meet

ORGM_9: We continuously track our progress against our stated goals
ORGM_10: The people in this organization understand what needs to be done for 

us to succeed in the long run
ORGM_11: We have a shared vision of what this organization will be like in the 

future
ORGM_12: The leaders in this organization have a long-term orientation
ORGM_13: Short-term thinking often compromises long-term vision
ORGM_14: Our vision creates excitement and motivation for our employees
ORGM_15: We are able to meet short-term demand without compromising our 

long-term vision

Retrieved from (Denison, 1990).

SRMP SRMP_1: Ability to hedge important known risks and uncertainties
1 – Significantly worse SRMP_2: Ability to react to and reduce unforeseen risks
2 – Worse SRMP_3: Ability to exploit new opportunities
3 – Slightly worse
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4 – Approximately the same
5 – Slightly better
6 – Better
7 – Significantly better

Retrieved from (Sax and Torp, 2015).

FP FP_1: Firm´s financial performance 
compared to competitors

1 – Much worse
2 – Worse
3 – Approximately the same
4 – Better
5 – Much better

FP_2: Profitability in the last fiscal year
1 – Extremely unprofitable
2 – Unprofitable
3 – Slightly unprofitable
4 – Approximately the same
5 – Slightly profitable
6 – Profitable
7 – Extremely profitable

FP_3: Current liquidity
1 – Very little liquidity
2 – Little liquidity
3 – Medium liquidity
4 – Significant liquidity

Retrieved from (Uhlaner et al. 2014).
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Appendix 2: Initial model including all manifest variables

Appendix 3: Discriminant validity, reliability and inner VIF of the final 
model

Discriminant validity 
(HTMT ratio)

FA ERM SRMP FP FC ORGM FS

FA
ERM 0.19
SRMP 0.086 0.096
FP 0.087 0.159 0.548
FC 0.059 0.438 0.07 0.087
ORGM 0.135 0.265 0.399 0.427 0.169
FS 0.038 0.329 0.061 0.077 0.432 0.135

Source own calculation

Reliability Cronbach’s Alpha rho_A Composite  
Reliability

Average Variance 
Extracted (AVE)

FA 1.000 1.000 1.000 1.000
ERM 0.898 0.906 0.913 0.431
SRMP 0.845 0.849 0.906 0.763
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Reliability Cronbach’s Alpha rho_A Composite  
Reliability

Average Variance 
Extracted (AVE)

FP 0.646 0.723 0.799 0.579
FC 1.000 1.000 1.000 1.000
ORGM 0.869 0.900 0.893 0.381
FS 1.000 1.000 1.000 1.000

Source own calculation

Inner VIF FA ERM SRMP FP FC ORGM FS

FA 1.008
ERM 1.229
SRMP 1.145
FP
FC 1.238 1.229
ORGM 1 1.145
FS 1.236

Source own calculation
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