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Abstract

This study was prompted by the observed decline in the performance of listed financial
institutions in Nigeria. Its primary objective was to assess how disclosing operational
risks affects the financial performance of these institutions listed on the Nigerian
Exchange Group (NGX). The research employed ex-post facto and panel data research
designs, using data extracted from the audited financial statements of listed financial
institutions over a ten-year period from 2012 to 2021. The study focused on a population
of thirty-four listed financial institutions, including nineteen deposit money banks and
fifteen insurance companies on the NGX. A purposive sampling technique was applied,
investigating twenty of these firms due to the availability of complete data. The
descriptive statistic and panel regression analysis were adopted. The findings of the study
suggest that operational risk disclosure plays a significant role in influencing the
financial performance of listed financial institutions in Nigeria. Notably, specific types of
risk disclosure, such as those related to technology, reputation, and strategic risks, have a
positive impact on key financial metrics. Therefore, the study underscores the importance
of comprehensive operational risk disclosure, particularly in areas like technology,
reputation management, and strategic planning, for financial institutions seeking to
enhance their financial performance and market perception.

Keywords: Risk Management, Operational Risk Disclosure, Financial Performance,
Financial Institutions, Nigerian Exchange Group.

1. Introduction

Financial institutions in Nigeria have been experiencing a decline in performance over the
years, partly due to the various risks they face. Their ability to manage these risks
effectively is crucial for their survival (Al Zaidanin & Al Zaidanin, 2021). These risks can
impact their performance by reducing the expected profit from investments or loans.
Financial institutions play a vital role in economic development by facilitating the flow of
funds, and their financial strength is critical for the progress of a country. Corporate
organizations have a responsibility to provide full disclosure of material information
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about their operations, benefits, and risks, to ensure a true and fair view of their
operational status, and to help investors make informed investment decisions (Amir &
Lev, 2016).

This obligation stems from the regulatory framework for companies, particularly public
entities, to ensure appropriate disclosures as their affairs are of public interest, and their
growth is essential for overall economic growth (Desalegn, 2019). The volatile nature of
the Nigerian business environment has exposed Nigerian businesses to operational risks
that can affect their performance, as well as non-economic issues like natural disasters,
instability in government, and changes in stakeholders’ expectations. Risk is a reality that
cannot be separated from company activities or decision-making, and the risk-bearing
capacity of the financial sector is crucial due to its contributory effect on economic
development (Nwanna, 2019).

Risk disclosure affects a company’s future pattern of managing risk, with consequences
for projected cash flows, which are determinants of the company's returns on assets and
financial performance. Therefore, risk disclosure should encompass all forms of
operational risk to enhance stakeholders’ informed decisions (Nwude & Okeke, 2018).
Investors make their investment decisions by evaluating both the returns and risks
associated with an investment project; hence, risk disclosure permits investors to have a
transparent choice and great confidence in the investments they make. Risk management
information is key to achieving high-quality corporate reporting and enhancing
performance (Muriithi & Waweru, 2017). Risk disclosure has increased significance and
is a pivotal function in the process of making decisions. and is particularly important in
today's volatile business environment. However, some risks are not within the control of
management and cannot be measured objectively, making risk disclosures for companies
complicated (Ugwu et al., 2021).

According to prior studies, there are still disparities in the conclusions drawn by various
scholars regarding the influence of disclosing operational risk on the performance of the
company. Anetoh et al. (2021) study revealed that deposit money banks experienced a
positive but insignificant effect on financial performance due to operational risk, which
contrasts with Rahayu et al. (2022) and Sundus et al. (2020) research indicating a
significant and positive correlation between operational risk and bank value. In Nigeria,
Adeyemi (2006), Ofoegbu and Okoye (2006), Okere et al. (2018), and Olarewaju and
Adeyemi (2015) discovered that operational risk has a negligible and adverse effect on
the value of deposit money banks. Given these findings, this study aims to analyze the
impact of operational risk disclosure on the financial performance of Nigerian-listed
financial institutions.

2. Literature Review

2.1  Conceptual Review

The study provides clarifications on the key concepts of the study in this section
2.1.1 Operational risk disclosure

Risk disclosure refers to the communication of information that describes the major risks
faced by a company and their potential impact on its current and future performance. This
information includes details about the company's strategies, operations, characteristics,
and external factors that can affect expected results (Olarewaju & Adeyemi, 2015). The
importance of risk disclosure has become increasingly recognized in recent years,
particularly following the global financial crises of 2007-2009, which highlighted
concerns about aggressive risk-taking by public companies. As a result, various
government agencies and accounting standard setters have implemented regulatory
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reforms aimed at improving risk management and disclosure (Naibaho and Mayayogini,
2023).

Corporate risk refers to any opportunity or threat that has already impacted or may impact
a company in the future. Risk disclosure is important because effective risk management
can contribute to fraud reduction, threat management, and more efficient use of resources,
ultimately improving a company's performance (Nwanna, 2019). The Nigerian Code of
Corporate Governance recommends a sound procedure for dealing with risk and ensuring
efficiency in the internal control process to accomplish a firm's strategic goals and
objectives (Naibaho and Mayayogini, 2023). The importance of risk disclosure has been
recognized since at least 1998 when the Institute of Chartered Accountants in England
and Wales published a discussion paper proposing that directors disclose their risk
management information in annual reports. As a result, corporate risk disclosure has
attracted growing interest from researchers and practitioners, and it has become an
important part of corporate governance reforms (Rahayu et al., 2022).

2.1.1.1 Enterprise risk disclosure

Enterprise risk management (ERM) is described as an organized methodical approach
dealing with various types of risks, which integrates strategy, technology, and human
resources. It is designed to ensure that financial institutions can manage their
uncertainties in a comprehensive and integrated manner, including both financial and
non-financial risks, with the aim of maximizing their financial performance (Adebayo et
al., 2019). Banks and insurance companies use ERM to pool and spread risk, protecting
customers, policyholders, and financial institutions from financial harm. Effective ERM
requires a complete understanding of the types of risks, their characteristics,
interrelationships, sources of hazards, and potential impacts (Kafidipe et al., 2021).

ERM focuses on the ongoing activities of financial institutions to manage their risks and
ensures that they remain within their risk tolerance thresholds. This involves the use of
risk management strategies to identify, measure, and mitigate risks, as well as the
connection of day-to-day operations with long-term company objectives (Olabisi et al.,
2020). ERM includes managing risks such as underwriting risk, market risk, credit risk,
operational risk, liquidity risk, and reputation risk, and also assesses external risks that
could pose a significant threat to the business. Catastrophe risk and market risk are
particularly dangerous in high-stress situations. ERM involves monitoring, analyzing, and
modeling to identify the causes of risks, assess their levels, relationships, and economic
impacts, and evaluate financial statements and non-economic issues as well as accounting
and regulatory requirements (Oladimeji & Akpan, 2022).

2.1.1.2 Chief risk officer disclosure

According to the study conducted by Kafidipe et al. (2021) suggests that the hiring of a
Chief Risk Officer (CRO) is a key pointer in the procedures of dealing with risk.
According to this study, appointing CRO demonstrates significant influence on the
success of a firm. Similarly, the studies conducted by Nwanna (2019) and Adebayo et al.
(2019) indicate that the appointment of a CRO has an impact on the risk governance
system and the overall performance of an organization. The CRO plays a crucial role in
establishing an integrated and functional risk management framework that covers all
levels of the organization (Hamdan, 2020).

2.1.1.3 Operating risk disclosure

Operational risk pertains to the potential financial loss resulting from failures in day-to-
day operational procedures, which may occur due to non-compliance with policies, laws,
and regulations or due to fraudulent activities (Rahayu et al., 2022). Although operational
risk has been a challenge for financial institutions for a long time. Apochi et al. (2020)
argued that an organization's culture is a crucial factor in managing operational risk. The
author suggested that operational risk occurs by either an act of nature or a person. People
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are central to an organization's culture, as they design and maintain processes and
systems, and may cause operational risk events by either engaging in activities they
should not or failing to execute activities they should be doing.

According to Al-Zaidani and Al-Zaidani (2019), banks face various types of operational
risk in their daily transactions. The author emphasized that the increasing reliance on
technology, intense competition, and globalization have heightened the exposure of the
corporate world to operational risk. Adabayo et al. (2019) indicated that banks may use
risk mitigation techniques to reduce market and credit risk exposure, which can, in turn,
generate other forms of risk, such as operational risks, classified as organizational risks,
process risks, technology risks, human risks, and external risks. Operational risk
encompasses all risks not included in market and credit risk that have a measurable
financial impact on the organization (Omiagbo & Daniel., 2021). For banks, a single
significant operational risk event may cause more harm than credit losses related to the
current financial market collapse. However, banks' ability to manage, hedge, and control
the negative financial consequences of such events appears less developed than their
management of credit and market risks (Osayi et al., 2018). The proper assessment and
control of operational risk remain vital for financial institutions to maintain a sound and
stable financial system.

2.1.1.4 Technology risk disclosure

Financial institutions face a risk when their technology investments fail to generate
expected cost savings through economies of scale or scope (Okere et al., 2018). This risk
can be assessed by analyzing the bank's excess capacity, redundant technology, and
inefficiencies in its organization and bureaucracy. To manage this risk, it is expected that
management should engage in proper planning, maintain up-to-date systems, and upgrade
the technology being used. (Osayi et al., 2019).

2.1.1.5 Legal risk disclosure

Legal risk refers to the possibility of a financial or reputational loss that can occur as a
result of insufficient knowledge or misunderstandings about the way laws and regulations
are introduced to a company's business operations, processes, products, and services
(ICAEW, 2017). This type of risk can arise from unintentional or negligent failures to
meet legal obligations to specific clients, including fiduciary and suitability requirements,
or from flaws in the design of a product. Abdullah et al. (2011) explain that proper
awareness and understanding of legal requirements, as well as compliance with them, are
essential to minimize legal risk.

2.1.1.6 Strategic risk disclosure

Strategic risk describes the possibility of events (within and outside) that could hinder or
prevent an organization from attaining its objectives and goals. Such risks can have
significant negative consequences for an organization in the long term. Oyerogba (2014)
expands on this definition by stating that an organization's business strategy and strategic
objectives can also generate strategic risks. In other words, strategic risks not only impact
an organization's likelihood of achieving its strategy but also arise from strategic
decisions themselves. Additionally, Sundus et al. (2021) argue that strategic risks are
linked to the adoption or non-adoption of the appropriate strategy for an organization or
not adjusting the chosen strategy in response to competition or other factors.

2.1.1.7 Environmental risk disclosure

Environmental risk management is the process of systematically identifying credible
environmental hazards, analyzing the likelihood of occurrence and severity of the
potential consequences, and managing the resulting level of risk (Oyerogba et al., 2016).
Financial institutions in Nigeria have a responsibility to disclose the likelihood of risk
affecting their existence.

Migration Letters



303 An Assessment of Operational Risk Disclosure and Financial Performance of Listed Financial
Institutions in Nigeria

2.1.1.8 Reputational risk disclosure

Reputational risk refers to the negative impact on a company's image and perception
when it fails to meet the expectations of its stakeholders. This can harm businesses of any
size and industry (Ugwu et al., 2021). The damage to a business entity’s reputation could
to a loss of financial capital, social capital, or market share. This loss is often measured in
terms of lost revenue, increased operating costs, or decreased shareholder value.
Reputational risk occurs when stakeholders have higher expectations than what the
business delivers (Rahayu et al., 2022). It can arise when a firm fails to keep up with
changing stakeholder beliefs, which can vary across regions and countries. Reputational
risk can also stem from other types of risk faced by a company. To protect the firm's
reputation, it is necessary to have proper risk management in place, including operational
and compliance risk management. Failure to manage these risks can lead to workplace
incidents or failure to meet industry and regulatory standards, which can result in fines or
criminal penalties (Sundus et al., 2020).

2.1.2 Financial performance

Financial performance represents the assessment of a business entity's financial well-
being, particularly in terms of its capacity to effectively allocate available resources to
generate profits (Dagunduro et al., 2022). It is important to note that the long-term
viability and value of a firm depend on its capacity to maintain a favorable level of
profitability through its operational activities. As highlighted by Hamdan (2018),
financial performance serves as a reflection of the executive leadership's effectiveness
within a company. Olarewaju and Adeyemi (2015) further emphasize that financial
performance can be evaluated through factors such as profitability growth, revenue
generation expansion, the efficient allocation of available capital, and judicious usage of
financial resources.

According to Kolawole et al. (2023), a performance system refers to a collection of
metrics, indicators, or standards utilized to evaluate the efficiency and effectiveness of
actions. Therefore, the term "Financial Performance" can be subjectively understood as a
measure of the extent to which a company can generate revenue by leveraging its primary
operational assets (Adewara et al., 2023). It has been observed that financial performance
is considered a key indicator when assessing an organization's exposure to risks (Adedayo
et al., 2019; Adewara et al., 2023). Various criteria are used to measure financial
performance. For instance, Omiagbo and Daniel (2021) highlights profitability and issues
of shares as measures of financial performance for a given year. On the other hand,
Dagunduro et al. (2022) state that indicators such as ROA, ROE, and TQ can be used to
gauge improvements in operating business performance for a particular period. Therefore,
this study utilized ROA, ROE, and TQ as assessment metrics to evaluate financial
outcomes.

2.1.2.1 Return on assets (ROA)

The definition of return on assets, as provided by Adebayo et al. (2019), is a metric that
compares the assets of a company to its turnover during a specific period. If a company
has a higher return on assets, it suggests that the company is performing well financially,
and can be an attractive incentive for potential and existing shareholders to postpone
consumption (Kolawole et al., 2023).

2.1.2.2 Return on equity (ROE)

According to Al Zaidanin and Al Zaidanin (2021), return on equity (ROE) is an indicator
of a company's profitability and its ability to generate profits efficiently. A company that
has a higher ROE is considered better at converting its equity financing into profits.
Meanwhile, return on equity (ROE) is a measurement of a company's profit after tax,
divided by its total equity (Kolawole et al., 2023).
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2.1.2.3  Tobin’s Q (TQ)

Tobin's Q, also known as the Q ratio, is a measure of market valuation relative to the
replacement cost of a company's assets (Dada et al., 2023). The Q ratio is calculated by
dividing a company's market capitalization by its total assets. The Q ratio compares the
market value of a company to the cost of replacing its assets (ICAEW, 2017). If the Q
ratio is less than one, it suggests that the market value of the company is lower than its
replacement cost, while a Q ratio greater than one suggests that the market value is higher
than the replacement cost. Tobin's Q was introduced in 1966 by Nicholas Kaldor and
popularized by Nobel Laureate James Tobin. It is a tool for estimating whether a business
or market is overvalued or undervalued (Abdullah et al., 2011; Dada et al., 2023).

2.2  Theoretical Framework

This research hinged on the stakeholders' theory, which was introduced by Professor
Edward Freeman in 1984. The theory suggests that businesses have a responsibility not
only to shareholders but also to a diverse range of stakeholders, including employees,
suppliers, customers, government, investors, and the community (Dagunduro et al., 2022;
Kolawole et al., 2023). According to this theory, a company is interconnected through a
network of different interests, and its success depends on meeting the needs of all
stakeholders, not just shareholders. The theory offers valuable insights into the rationale
for risk management, particularly with regard to operational risks. However, one key
limitation of stakeholder theory is the challenge of simultaneously satisfying all
stakeholders. Wagenhofer (1990) argued that the interests of stakeholders are so diverse
and extensive that managing them all realistically becomes impractical. Nonetheless, the
theory has been widely utilized to investigate various financial performance and risk
management contexts, such as examining whether risk management adds value after
business mergers and analyzing the impact of environmental factors on business
profitability.

2.3 Empirical Review

Numerous research studies have investigated the correlation between operational risk
disclosure and firms' performance. Naibaho and Mayayogini (2023) explored the
influence of operational, credit, and liquidity risks on business performance, considering
corporate governance as a moderating factor. Their findings revealed that operational risk
and credit risk do not have a significant impact on a company's performance, while credit
risk has a negative effect. Moreover, they discovered that corporate governance can
enhance the relationship and mitigate the adverse impact of liquidity risk on business
performance. Similarly, Anetoh et al. (2021) focused on how operational and credit risks
influence the firm value of listed deposit banks in Nigeria. Their results indicated that
credit risk had a substantial and unfavorable impact on the firm value of Nigerian deposit
money banks, while operational risk had a significant and positive impact on their firm
value.

In a separate study, Sundus et al. (2020) examined how operational risk factors affected
the financial success of insurance businesses listed on the Kuwait Stock Exchange (KSE)
from 2009 to 2017. Their findings highlighted that operational risk and credit risk had the
most substantial impact on the financial performance of Kuwaiti insurance businesses,
whereas liquidity risk showed no statistically significant impact on their performance.
Also, Gadzo et al. (2019) conducted a study to assess how operational and credit risk
influenced the financial performance of universal banks. The findings revealed that credit
risk had an adverse impact on financial performance, and operational risk negatively
affected the financial performance of Ghana's universal banks. The study also identified
bank-specific factors like asset quality, bank leverage, cost-to-income ratio, and liquidity
as having a beneficial impact on the financial performance of universal banks.
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In another study, Muriithi and Waweru (2017) investigated the relationship between
operational risk and the firm value of commercial banks in Kenya. The study found an
inverse correlation between operational risk and firm value. Furthermore, Okpala et al.
(2021) examined how disclosures about strategic risk management, technological risk
management, and empowerment risk management influenced firms' performance,
measured by return on equity. The results showed that firms significantly and positively
benefited from strategic risk management disclosure, technological risk management
disclosure, and empowerment risk management disclosure.

Similarly, Odigbo et al. (2022) studied the impact of Enterprise Risk Management
Disclosure (ERMD) on the financial performance of deposit money banks in Nigeria. The
findings indicated a positive and significant relationship between ERMD and sustainable
financial performance (TQ & EPS) of listed deposit money banks in Nigeria. Lastly,
Ogbuga et al. (2022) investigated the effect of risk management on the financial
performance of deposit money banks in Kaduna state. The study revealed that credit risk
had a negative impact on the financial performance of deposit money banks, while
operational risk had a positive impact.

The empirical review suggests that corporate risk disclosure has been an area of interest
for policymakers and researchers in a developed economy. It is however observed that
studies on corporate risk disclosure are very scanty, especially in Nigeria where the
business environment is very risky and volatile, and this can be referred to gap in the
geography of the study. The connection between operational risk disclosure and financial
performance remains uncertain, as a limited number of studies (Al-Dubai & Abdelhalim,
2021; Okpala et al, 2021; Wong, 2018) exploring this aspect have not reached a
consensus. Additionally, it is evident that while numerous studies have examined the
relationship between operational risk disclosure and the financial performance of
companies, the majority of them have focused on deposit money banks, with relatively
little attention given to financial institutions like listed deposit money banks and
insurance companies. The study's hypothesis was formulated as follows:

Ho: Operational risk disclosure has no significant effect on the financial performance of
listed financial institutions in Nigeria

2.5 Conceptual Framework

This study seeks to elaborate on how the operational risk disclosure affected the financial
performance of financial institutions listed on the Nigerian Exchange Group. The
operational risk disclosure is considered the independent variable, while financial
performance serves as the dependent variable. The diagram below depicts the nexus
between the variables of the study.
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Dependent variable

Independent Variable

Operational Risk Disclosure

¢+ Chief Risk Officer Disclosure

¢+ Operating Risk Disclosure
Technology Risk Disclosure

Environmental Risk Disclosure

Financial Performance

% Returns on Assets (ROA)
+« Returns on Equity (ROE)
% Tobin’s Q

Reputational Risk Disclosure
Legal Risk Disclosure
Strategic Risk Disclosure
Enterprise Risk Management
Disclosure

Figure 2.1 presents a Conceptual Framework illustrating the relationship between
Operational Risk Disclosure and the Financial Performance of financial institutions listed
on the Nigerian Exchange Group.

3. Data and Methods

This study used ex-post facto and panel data research designs with descriptive and
inferential statistics. The essence was to search for data that were recorded over a period
of time, and which existed in the administrative records and accounts of financial
institutions quoted as of December 31, 2021, in the Nigerian Exchange Group (NGX).
The records were considered adequate, representative, and acceptable in the process of
carrying out this study. The data used for this was obtained from the annually published
reports of listed financial institutions in Nigeria. The population of the study was thirty-
four (34) financial institutions, which comprises nineteen (19) deposit money banks and
fifteen (15) insurance companies listed on the Nigerian Exchange Group profile as of 31
December 2021. The choice of selection of this sector was based on the fact that most of
the researchers did not consider the financial institutions in the previous studies
conducted in Nigeria. The study selected all the quoted financial institutions in Nigeria
using a purposive sampling technique due to the availability of complete data, twenty
(20) firms were investigated, comprising ten (10) deposit money banks and ten (10)
insurance companies listed on the Nigerian Exchange Group (NGX). The panel data
obtained for this research underwent analysis using both descriptive and inferential
statistics.

3.1  Model Specification

The aim of this study is to assess the impact of operational risk disclosure on the financial
performance of financial institutions listed in Nigeria. To achieve this, the following
econometrics model is used for estimation:

FP = a0 + BCROD + B20RD + B3TRD + B4ERD + BSRRD + BLRD + B7SRD + BERD +
€

Where:
FP = Financial Performance
00 = Constant

CROD = Chief Risk Officer Disclosure
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ORD
TRD
ERD
RRD
LRD
SRD

= Operational Risk Disclosure
= Technology Risk Disclosure

= Environmental Risk Disclosure

= Reputational Risk Disclosure

= Legal Risk Disclosure

= Strategic Risk Disclosure

ENRD = Enterprise Risk Disclosure

The a-priori expectation = With B1, B2, B3 > 0, it suggests that there is an anticipated
positive relationship between the explanatory variables and the explained variable.

3.3 Operationalization and Description of Research Variables

SN Variable Acronym Role Measurement Source
1 Financial FP Dependent
Performance
la Return on Assets  ROA Dependent Expressed as the Kolawole
ratio of after-tax etal., 2023
earnings to total
assets (%).
1b Returns on Equity ROE Dependent Measured as Desalegn,
earnings after tax 2019
divided by total
equity (%)
1c Tobin’s Q TQ Dependent Measured as ICAEW,
market 2017; Dada
capitalization etal., 2023
divided by total
asset
2 Operating  Risk ORD Independent Olabisi et
Disclosure al., 2020
2a Enterprise  Risk ENRD Independent Measured as a Olabisi et
Disclosure dummy where "1" al., 2020
is assigned to the
firm with annual
reports with
enterprise risk
management
information  and
"0" for otherwise
2b Chief Risk Officer CROD Independent Measured as a Hamdan,
Disclosure dummy where "1" 2020
is assigned to the
firm with annual
reports with chief
risk officer
information  and
"0" for otherwise
2C Operating  Risk OPRD Independent Measured as a Odigbo et




2d

2e

2f

29

2h

Disclosure

Technology Risk TERD
Disclosure

Reputational Risk RRD
Disclosure

Legal Risk LRD
Disclosure
Environmental ERD

Risk Disclosure

Strategic Risk SRD
Disclosure

Independent

Independent

Independent

Independent

Independent
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dummy where "1"
is assigned to the
firm with annual
reports with
operational  risk
information  and
"0" for otherwise

Measured as a
dummy where "1"
is assigned to the
firm with annual
reports with cyber
and  technology
risk information
and "o" for
otherwise

Quantified as a
binary  variable,

wherein "1
designates  firms
with annual

reports containing
reputational  risk
information, and
"0" indicates firms
without such
information.

Quantified as a
binary  variable,

wherein "1
denotes firms with
annual reports

containing  legal
risk information,
and "0" signifies
firms without such
information.

Expressed as a
binary  variable,

where  "1" is
attributed to firms
with annual

reports containing
environmental risk
information, and
"0" is allocated to
firms without such
information.

Quantified as a
binary  variable,
wherein  "1" s
assigned to firms

al., 2020

Osayi et
al., 2019

Oladimeji
& Akpan,
2022

Olabisi et
al., 2020

Nwanna,
2023

Nwude &
Okeke,
2018
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with annual
reports containing
strategic risk

information, and
"0" indicates firms
without such
information.

Source: Researcher’s compilation (2023)

4. Data Analysis and Discussion of Findings
4.1 Descriptive Statistics

Table 1 presents the descriptive statistics for the variables used in the study objective. The
disclosure score of chief risk officers (CROD) has a mean of 0.65 and a median of 1. The
highest score is 1, while the lowest score is 0. The score has a standard deviation of
0.478, indicating a significant variation across observations. The distribution of scores is
slightly left-skewed, as evidenced by the skewness of -0.628. Regarding the technology
risk disclosure score (TRD), the average is 0.120 with a median of 0. The highest and
lowest scores are 1 and 0, respectively. The standard deviation is 0.325, indicating a
considerable variation in technology risk disclosure. The distribution is highly right-
skewed (skewness = 2.338). The kurtosis value of 6.469697 indicates a moderately
peaked distribution. Additionally, the Jarque-Bera test statistic of 282.6465 with an
associated probability of 0.0000 signifies a significant deviation from normality at a 5%
significance level. Similarly, the variable ENRD has a mean of 0.9, a median of 1, and
ranges from O to 1. suggests heavier tails compared to a normal distribution. The Jarque-
Bera test statistic of 454.7325 and the probability of 0.0000 strongly suggest that the data
does not follow a normal. The moderate standard deviation of 0.300 suggests some
variability in the data.

The skewness value of -2.666 indicates left-skewness, and the kurtosis of 8.111111
distribution. As for the environmental risk disclosure variable (ERD), it exhibits a mean
of 0.315, a median of 0, and ranges from 0 to 1. The relatively high standard deviation of
0.465 indicates notable variability in the data. The skewness value of 0.796 suggests
right-skewness, and the kurtosis of 1.634457 indicates a slightly more peaked distribution
than normal. The Jarque-Bera test statistic is 36.6878. For legal risk disclosure (LRD), the
mean value is 0.633, while the median is 1. The variable ranges from 0 to 1, and the
standard deviation is 0.483, indicating a considerable amount of variability. The negative
skewness value of -0.552 implies a slight left-skewness, and the positive kurtosis value of
1.305392 suggests a slightly higher peak and longer tails compared to a normal
distribution. The Jarque-Bera value of 33.93999 and a probability of 0.0000 provide
evidence that the data is not normally distributed. The operating risk disclosure (ORD)
exhibits an average of 0.845 and a median of 1. The variable ranges from 0 to 1, with a
standard deviation of 0.362. It exhibits negative skewness (-1.906) and positive kurtosis
(4.635045), indicating a non-normal distribution. The Jarque-Bera statistic value of
143.4463 with a probability of 0.0000 confirms the departure from normality. The mean
score for strategic risk disclosure (SRD) is 0.365, indicating that, on average, firms
disclose 36.5% of their strategic risks. The median SRD score is 0, implying that half of
the firms do not disclose any strategic risks.

The maximum score is 1, indicating full disclosure by some firms, while the minimum
score is 0, indicating no strategic risk disclosure by some firms. The standard deviation of
SRD scores is 0.482, indicating a relatively dispersed dataset. The skewness of SRD
scores is 0.560, suggesting a slightly right-skewed distribution. The kurtosis value of
1.314529 shows a moderately peaked distribution. The Jarque-Bera statistic is 34.15774,
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with a probability of 0.0000, indicating a significant deviation from normal distribution.
The average Tobin's Q score is 0.7442, implying that, on average, firms have a market
value 74.42% higher than their book value. The median Tobin's Q score is 0.765,
indicating that half of the firms have a score above 0.765.

The maximum score is 2.55, indicating that some firms have a market value more than
two and a half times their book value. Conversely, the minimum score is 0.02, indicating
that some firms have a market value only slightly higher than their book value.

Table 1: Descriptive Statistics

Medi Min Std. Skew Kurtos Jarque- Ob
Mean an Max i Dev. ness is Bera Prob s

CRO 0.47 0.62 34.637 0.000

D 0.65 1 1 0 8 8 1395 52 0 200
ENR 0.30 2.66 8.1111 454.73 0.000

D 0.9 1 1 0 0 6 11 25 0 200
0.46 0.79 1.6344 36.687 0.000

ERD 0315 O 1 0 5 6 57 8 0 200

048 055 1.3053 33.939 0.000

LRD 0633 1 1 0 3 2 92 99 0 199
032 233 6.4696 282.64 0.000
TRD 0120 O 1 0 5 8 97 65 0 200

036 190 4.6350 143.44 0.000
ORD 0845 1 1 0 2 6 45 63 0 200

048 051 1.2666 33.925 0.000

RRD 0625 1 1 0 ) 6 67 93 0 200
048 056 13145 34.157 0.000

SRD 0365 O 1 0 2 0 29 74 0 200
2.05 175 417 103 9.7402 414.27 0.000

ROA 2417 5 20.76 9 8 4 24 96 0 200
11.14 1222, 394, 932 104 14434 170145 0.000

ROE 14192 5 87 32 83 74 54 1 0 200
0.76 029 158 11.860 737.53 0.000

TQ 0.7442 5 255 002 6 1 35 41 0 200

Source: Researcher’s Computation (2023)
4.1.2 Panel unit root test

The panel unit root test results presented in Table 2 aim to assess whether the individual
variables in the dataset are stationary or non-stationary. The test employs two different
statistics, namely the Levin, Lin & Chu t statistics and Im, Pesaran, and Shin's W-
statistics, and their associated p-values are provided. In this case, all variables
demonstrate very low p-values (0.0000), leading to the rejection of the null hypothesis of
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a unit root for each variable. This indicates that all the variables are stationary and do not
follow a random walk process. Additionally, the remarks in the table specify that all
variables are "Integrated at level,” implying that they have a constant mean, finite
variance, and do not display any trend behavior over time. Consequently, these results
suggest that the variables are stationary and can be used for econometric analysis that
assumes stationarity.

Table 2: Panel Unit Root Test

Levin, Lin & Chu t Im, Pesaran and Shin W-

statistics statistics
Levin, Lin p-value Im, Pesaran p-value Remarks
& Chu t and Shin W-
statistics statistics
0.0000 0.0000 Integrated at
CROD -5.84485 -1.86364 level
0.0000 0.0000 Integrated at
ENRD -6.92247 -4.7937 level
0.0000 0.0000 Integrated at
ERD -7.16884 -6.77637 level
0.0000 0.0000 Integrated at
LRD -13.80434 -9.476 level
0.0000 0.0000 Integrated at
ORD -7.48909 -5.03509 level
0.0000 0.0000 Integrated at
RRD -6.62375 -3.74391 level
0.0000 0.0000 Integrated at
SRD -7.95798 -6.97911 level
-14.38883 0.0000 -9.87619 0.0000 Integrated at
TRD level
0.0000 0.0000 Integrated at
ROA -11.43103 -8.5375 level
0.0000 0.0000 Integrated at
ROE -11.74591 -7.85409 level
0.0000 0.0000 Integrated at
TQ -7.65036 -6.8973 level

Source: Researcher’s Computation (2023)

4.2 The Effect of Operational Risk Disclosure on the Financial Performance of Listed
Financial Institutions on the Nigerian Exchange Group

4.2.1 Correlation matrix

Table 3 presents the correlation coefficients between various types of risk disclosures,
namely CROD, ORD, TRD, ERD, RRD, LRD, SRD, and ENRD, for the specified
objective. The off-diagonal entries in the table represent the correlations between pairs of
variables, while the numbers in parentheses below the coefficients indicate the
corresponding p-values. A p-value lower than 0.05 indicates that the correlation is
statistically significant. The correlation analysis indicates that CROD shows a weak
positive correlation with ORD (0.4090), TRD (0.2727), ERD (0.3203), RRD (0.3608),
SRD (0.3860), and ENRD (0.2087). Similarly, ORD has a weak positive correlation with
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CROD (0.4090) and TRD (0.1590). TRD exhibits a weak positive correlation with CROD
(0.2727), ORD (0.1590), ERD (0.3450), and RRD (0.2880). ERD displays a moderate
positive correlation with TRD (0.3450), RRD (0.2840), and LRD (0.3205). RRD
demonstrates a weak positive correlation with CROD (0.3608), TRD (0.2880), and LRD
(0.3205). LRD shows a moderate positive correlation with CROD (0.6402), ORD
(0.5356), ERD (0.3205), RRD (0.3205), and SRD (0.2577). Similarly, SRD has a weak
positive correlation with CROD (0.3860), ERD (0.3489), LRD (0.2577), and ENRD
(0.2197). Finally, ENRD exhibits a weak positive correlation with CROD (0.2087), ORD
(0.6398), and SRD (0.2197). Overall, the correlation results indicate the presence of weak
to moderate relationships between different types of operational risk disclosures. Some
disclosures are more closely related than others

Table 3: Correlation Matrix

Correlation
Probability CROD ORD TRD ERD RRD LRD SRD ENRD
CROD 1.0000

ORD 0.4090 1.0000
0.0000 -----

TRD 0.2727 0.1590 1.0000
0.0001 0.0248 -----

ERD 0.3203 0.2923 0.3450 1.0000
0.0000 0.0000 0.0000 -----

RRD 0.3608 0.5237 0.2880 0.2840 1.0000
0.0000 0.0000 0.0000 0.0000 -----

LRD 0.6402 0.5356 0.2818 0.1818 0.3205 1.0000
0.0000 0.0000 0.0001 0.0102 0.0000 -----

SRD 0.3860 0.2982 0.4224 0.2441 0.3489 0.2577 1.0000
0.0000 0.0000 0.0000 0.0005 0.0000 0.0000 -----

ENRD 0.2087 0.6398 0.0724 0.2275 0.3953 0.4044 0.2197 1.0000
0.0031 0.0000 0.3091 0.0012 0.0000 0.0000 0.0018 -----

Source: Researcher’s Computation (2023)
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4.2.2 Variance Inflation Factors

Table 4 displays the coefficients and variance inflation factor (VIF) for a regression
model with eight predictor variables (CROD, ORD, TRD, ERD, RRD, LRD, SRD, and
ENRD). The VIF values indicate the level of multicollinearity between the predictor
variables, and a value of 1 indicates no multicollinearity. The coefficients provide
information on the magnitude and orientation of the connection among each of the
predictor variables. The degree of multicollinearity among the predictor variables is low
because they report VIF of less than 10. Therefore, the model can be estimated using the
panel least square method.

Table 4:Variance Inflation Factors

Coefficient Centered

Variable Variance VIF
CROD 0.003154 2.057287
ORD 0.005814 2.187059
TRD 0.004404 1.336066
ERD 0.002205 1.364882
RRD 0.003915 2.630323
LRD 0.005538 3.679267
SRD 0.002616 1.737827
ENRD 0.006870 1.776645
C 0.003857 NA

Source: Researcher’s Computation (2023)

4.2.3 The Effect of Operational Risk Disclosure on the ROA of Listed Financial
Institutions on the Nigerian Exchange Group

In Table 5, the Hausman test was used to compare the random effects model with the
fixed effects model. The test examines which model is more suitable and calculates a test
statistic based on the difference between the two estimates divided by their standard error.
The obtained p-value of 0.0000 indicates that the random effects model is not appropriate,
and the fixed effects model should be preferred instead. However, the Arellano-Bond
Serial Correlation Test suggests no significant evidence of serial correlation. Therefore,
the researcher should consider other potential issues, such as omitted variables or
functional form misspecification, before drawing final conclusions. The R-squared value
of 0.8134 shows that approximately 81.34% of the variation in ROA can be explained by
the operational risk disclosure variable. The adjusted R-squared value of 0.7840 indicates
that even after accounting for the number of independent variables, the operational risk
disclosure variable still explains a significant proportion of the variation in ROA,
highlighting the overall significance of the regression model.

The F-statistic of 27.6221 with a p-value of 0.0000 confirms the statistical significance of
the regression model as a whole, indicating that at least one of the independent variables
is related to the dependent variable. These results indicate a strong relationship between
operational risk disclosure and ROA. Analyzing the coefficients of the independent
variables, it is observed that CROD exhibits a positive coefficient of 0.6007 with a very
low p-value of 0.0000, suggesting a strong positive relationship with ROA. On the other
hand, ORD has a small coefficient of 0.2257 and a high p-value of 0.4721, indicating it is
not a significant predictor of ROA. TRD shows a positive coefficient of 0.3387 and a p-
value of 0.0386, implying a weak positive relationship with ROA. Similarly, ERD has a
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positive coefficient of 0.2863 and a p-value of 0.0310, indicating a weak positive
relationship with ROA. RRD exhibits a large positive coefficient of 0.7617 and a small p-
value of 0.0124, suggesting a strong positive relationship with ROA. Regarding LRD, it
reports a positive coefficient of 0.5691 with a p-value of 0.0480, implying a weak
positive relationship with ROA. Conversely, SRD does not exhibit a significant
relationship with ROA, with a negative coefficient of -0.2039 and a high p-value of
0.5643, indicating it is not a significant predictor of ROA. Similarly, ENRD demonstrates
a small coefficient of 0.2271 and a high p-value of 0.4671, implying that it is not a
significant predictor of

Table 5: The Effect of Operational Risk Disclosure on the ROA of Listed Financial
Institutions on the Nigerian Exchange Group

Dependent Var: ROA

Pooled OLS Fixed Effect Model Random Effect
Model
Coeff. t- p- Coef t- p- Coef t- p-
value value f. value value f. value value
2.000 2.245 0.025 0.600 7.654 0.000 2.069 2.328 0.021
CROD 6 3 9 7 7 0 5 2 0

1563 1.292 0.197 0.225 0.750 0.472 1.265 1.042 0.298

ORD 0 1 9 7 5 1 0 9 4
0.317 0.301 0.763 0.338 2.279 0.038 0.104 0.098 0.921
TRD 3 4 4 7 2 6 5 8 4

0.711 0954 0.340 0.286 2410 0.031 0.598 0.803 0.422

ERD 3 7 9 3 4 0 2 3 8
1.635 1.647 0.101 0.761 3.117 0.012 1.700 1.714 0.088
RRD 6 5 1 7 9 4 4 8 1

2523 2137 0.033 0.569 2.120 0.048 2.638 2.227 0.027
LRD 2 1 9 1 7 0 2 6 1

0.155 0.191 0.848 0.203 0.598 0.564 0.094 0.116 0.907

SRD 6 8 1 9 4 3 3 6 2
1731 1.316 0.189 0.227 0.759 0.467 1564 1.178 0.240

ENRD 9 9 4 1 2 1 5 3 2
1577 1.600 0.111 2743 0.000 1476 1.490 0.137

C 45 9 0 2.490 76 0 4 6 8

R-squared  0.0403 0.8134 0.1011

Adjusted R-

squared -0.00002 0.7840 0.0167

F-statistic 0.9994 27.6221 1.1983

Prob(F-

statistic) 0.4379 0.0000 0.2695

Hausman test ~ 28.2910(p=0.0000)

Panel 27.3382(p=0.3917)
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Wooldridge
heteroskedasti
city test

Lagrange 39.2547(p=0.0000)
Multiplier

Tests for

Random

Effects

Arellano- -0.90330(p=0.3664)
Bond  Serial

Correlation

Test

Source: Researcher’s Computation (2023)

4.2.4 The Effect of Operational Risk Disclosure on the ROE of Listed Financial
Institutions on the Nigerian Exchange Group

Table 6 presents investigation conducted on the impact of operational risk disclosure on
the return on equity (ROE) of financial institutions listed in the Nigerian Exchange
Group. Three different models and various statistical tests are employed to determine the
appropriate model and assess the validity of the results. The Hausman test is utilized to
compare fixed effects and random effects models in panel data analysis. The obtained test
statistic of 33.9049 is statistically significant at p<0.05, indicating that the fixed effects
model is more suitable for estimating the effect of operational risk disclosure on ROE in
the Nigerian exchange group. Similarly, the Lagrange Multiplier Tests for Random
Effects suggests that the fixed effects model should be used instead of the random effects
model, with a test statistic of 127.3299, statistically significant at p<0.05.

Diagnostic tests reveal no significant evidence of heteroskedasticity, as the Panel
Wooldridge Heteroskedasticity Test yields a test statistic of 39.6027, not statistically
significant at p>0.05. The Arellano-Bond Serial Correlation Test also finds no significant
evidence of autocorrelation, with a test statistic of -0.04062, not statistically significant at
p>0.05. The R-squared value of 0.6669 indicates that approximately 66.69% of the
variation in ROE can be explained by the independent variables in the model. The
adjusted R-squared value of 0.6206, considering the number of independent variables,
suggests that 62.06% of the variation in ROE can be explained by the independent
variables. The F-statistic of 20.7391 with a probability value of 0.0000 confirms overall
statistical significance, indicating that at least one independent variable is statistically
significant in explaining the variation in ROE.

The coefficient estimates, t-values, and p-values for each independent variable in the
regression model are presented. CROD does not show statistical significance as a
predictor of the dependent variable, with a coefficient estimate of -2.0529, a t-value of -
0.2970, and a p-value of 0.7696. On the other hand, ORD demonstrates statistical
significance at the 1% level, with a coefficient estimate of 7.0866, a t-value of 2.6717,
and a p-value of 0.0082. TRD is statistically significant at the 5% level, with a positive
coefficient estimate of 5.2659, a t-value of 2.1629, and a p-value of 0.0318. Similarly,
ERD shows statistical significance at the 1% level, with a positive coefficient estimate of
1.6435, a t-value of 2.5182, and a p-value of 0.0126. RRD is also statistically significant
at the 5% level, with a coefficient estimate of 1.1961, a t-value of 2.2566, and a p-value
of 0.0251. However, LRD and ENRD do not demonstrate statistical significance in
relation to ROE at the 5% level. Finally, SRD is statistically significant at the 5% level,
with a coefficient estimate of 1.5285, a t-value of 2.4282, and a p-value of 0.0160,
indicating a positive impact on ROE.
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Table 6: The Effect of Operational Risk Disclosure on the ROE of Listed Financial
Institutions on the Nigerian Exchange Group

Dependent Var: ROE

Pooled OLS Fixed Effect Model Random Effect Model
Coeff. t- p- Coef t- p- Coeff. t- p-
value value f. value value value value
25.18 1.254 0.211 2.052 0.297 0.769 25.18 0.800 0.433
CROD 25 5 2 9 0 6 25 2 5
6.982 0.256 0.798 7.086 2.671 0.008 6.982 0.668 0.511
ORD 2 1 1 6 7 2 2 9 5
13.28 0560 0.576 5.265 2.162 0.031 13.28 1.379 0.183
TRD 37 0 1 9 9 8 37 7 7
1346 0.801 0.423 1643 2518 0.012 13.46 1.023 0.318
ERD 08 9 6 5 2 6 08 7 8
19.44 0.869 0.385 1.196 2.256 0.025 19.44 0.881 0.389
RRD 11 2 8 1 6 1 11 1 2
13.97 0525 0.599 0594 0.090 0.929 13.97 0.356 0.725
LRD 58 4 9 6 3 0 58 7 2
11.46 0.627 0.531 1528 2.428 0.016 11.46 0.639 0.530
SRD 63 2 2 5 2 0 63 6 1
7.317 0.246 0.805 0.134 0.031 0.975 7.317 0.892 0.383
ENRD 6 9 2 9 5 2 6 7 2
1712 0.771 0.441 8631 1.700 0.105 17.12 1.745 0.097
C 13 2 5 8 3 4 13 5 0
R-squared 0.0248 0.6669 0.0248
Adjusted R-
squared -0.0162 0.6206 -0.0162
F-statistic 0.6043 20.7391 0.6043
Prob(F-
statistic) 0.7735 0.0000 0.7735

Hausman test

Panel
Wooldridge
heteroskedasti
city test

Lagrange
Multiplier
Tests for
Random
Effects

33.9049(p=0.0000)
39.6027(p=0.0880)

127.3299(0.0000)
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Acrellano- -0.04062(p=0.9676)
Bond  Serial

Correlation

Test

Source: Researcher’s Computation (2023)

425 The Effect of Operational Risk Disclosure on Tobin’s Q of Listed Financial
Institutions on the Nigerian Exchange Group

Table 6 presents an investigation conducted on the impact of operational risk disclosure
on the return on equity (ROE) of financial institutions listed in the Nigerian exchange
group using three different models and various statistical tests to determine the
appropriate model and assess the validity of the results. The Hausman test is employed to
compare fixed effects and random effects models in panel data analysis, yielding a test
statistic of 33.9049, which is statistically significant at p<0.05. This suggests that the
fixed effects model is more suitable for estimating the effect of operational risk disclosure
on ROE in the Nigerian exchange group. Similarly, the Lagrange Multiplier Tests for
Random Effects provides a test statistic of 127.3299, statistically significant at p<0.05,
indicating the preference for the fixed effects model over the random effects model.

The diagnostic tests show no significant evidence of heteroskedasticity, as the Panel
Wooldridge Heteroskedasticity Test yields a test statistic of 39.6027, not statistically
significant at p>0.05. The Arellano-Bond Serial Correlation Test also finds no significant
evidence of autocorrelation, with a test statistic of -0.04062, not statistically significant at
p>0.05. The R-squared value of 0.6669 indicates that approximately 66.69% of the
variation in ROE can be explained by the independent variables in the model. The
adjusted R-squared value of 0.6206, considering the number of independent variables,
suggests that 62.06% of the variation in ROE can be explained by the independent
variables. The F-statistic of 20.7391 with a probability value of 0.0000 demonstrates
overall statistical significance, indicating that at least one independent variable is
statistically significant in explaining the variation in ROE.

The coefficient estimates, t-values, and p-values for each independent variable in the
regression model. The analysis reveals that CROD does not exhibit statistical significance
as a predictor of the dependent variable, with a coefficient estimate of -2.0529, a t-value
of -0.2970, and a p-value of 0.7696. However, ORD demonstrates statistical significance
at the 1% level, with a coefficient estimate of 7.0866, a t-value of 2.6717, and a p-value
of 0.0082. TRD shows statistical significance at the 5% level, with a positive coefficient
estimate of 5.2659, a t-value of 2.1629, and a p-value of 0.0318. Similarly, ERD exhibits
statistical significance at the 1% level, with a positive coefficient estimate of 1.6435, a t-
value of 2.5182, and a p-value of 0.0126. RRD also displays statistical significance at the
5% level, with a coefficient estimate of 1.1961, a t-value of 2.2566, and a p-value of
0.0251. On the other hand, LRD and ENRD do not show statistical significance in
relation to ROE at the 5% level. Finally, SRD is statistically significant at the 5% level,
with a coefficient estimate of 1.5285, a t-value of 2.4282, and a p-value of 0.0160,
indicating a positive impact on ROE.

Table 7: The Effect of Operational Risk Disclosure on the Tobin’s Q of Listed Financial
Institutions on the Nigerian Exchange Group

Dependent Var: TQ

Pooled OLS Fixed Effect Model Random Effect Model
Coef t- p- Coef t- p- Coef t- p-
f. value value f. value value f. value value

CROD - - 0.00 - - 0.00 - - 0.00
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0.16 2873 45 0.17 3.037 27 0.16 2875 45
13 7 15 2 13 2

026 3431 000 027 3537 000 026 3433 0.00

ORD 16 6 07 26 6 05 16 5 07
0.04 0713 047 0.06 0966 033 004 0713 047

TRD 73 2 65 49 1 53 73 6 63
0.14 3187 0.00 015 3221 0.00 014 3.189 0.00

ERD 97 9 17 24 4 15 97 6 17

021 3436 000 022 3582 000 021 3438 0.00

RRD 50 2 07 57 6 04 50 1 07
030 4.084 0.00 032 4286 000 030 4.087 0.00

LRD 39 8 01 25 6 00 39 1 01
0.12 2487 001 013 2634 0.00 012 2489 0.01

SRD 72 6 37 52 1 92 72 0 37

0.10 1288 019 010 1245 021 0.10 1289 0.19

ENRD 68 8 90 50 3 46 68 5 88
100 1619 000 100 16.03 0.00 100 16.20 0.00

C 60 97 00 92 94 00 60 86 00

R-squared 0.2382 0.2751 0.2382

Adjusted R-

squared 0.2062 0.2070 0.2062

F-statistic 7.4296 4.0419 7.4296

Prob(F-

statistic) 0.0000 0.00000 0.0000

Hausman test  8.75363(p=0.2501)

Panel 27.2190(p=0.5615)

Wooldridge

heteroskedasti

city test

Lagrange 170.6975(p=0.0000)

Multiplier

Tests for

Random

Effects

Acrellano- 0.3130, (p=0.7542)

Bond  Serial

Correlation

Test

Source: Researcher’s Computation (2023)
4.6 Discussion of Findings

The researcher initiated this study in response to a noticeable decline in the performance
of listed financial institutions, including Deposit Money Banks and Insurance Companies,
spanning the years from 2012 to 2021. The primary aim of the study was to assess how
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operational risk disclosure impacts the financial performance of financial institutions
listed on the Nigerian Exchange Group (NGX). The findings demonstrated that operating
risk disclosure (ORD), technology risk disclosure (TRD), enterprise risk disclosure
(ERD), reputational risk disclosure (RRD), and strategic risk disclosure (SRD) were
found to have significant effects on ROE. This implies that when financial institutions
disclose information related to these types of risks, it positively influences their return on
equity. On the other hand, credit risk officer disclosure (CROD), legal risk disclosure
(LRD), and environmental risk disclosure (ENRD) had no significant impact on ROE,
indicating that disclosure in these specific risk areas did not significantly affect the return
on equity.

Also, credit risk officer disclosure (CROD), technology risk disclosure (TRD), enterprise
risk disclosure (ERD), reputational risk disclosure (RRD), and legal risk disclosure
(LRD) were found to significantly influence the return on assets (ROA). This suggests
that disclosing information about these risk areas positively affects a financial institution's
return on assets. In contrast, operating risk disclosure (ORD), strategic risk disclosure
(SRD), and environmental risk disclosure (ENRD) did not exhibit a significant influence
on ROA. This means that disclosure related to operational, strategic, and environmental
risks did not significantly impact the return on assets. Similarly, credit risk officer
disclosure (CROD), operating risk disclosure (ORD), enterprise risk disclosure (ERD),
reputational risk disclosure (RRD), legal risk disclosure (LRD), and strategic risk
disclosure (SRD) were found to have a significant relationship with Tobin's Q, which is a
measure of a firm's market value compared to its book value. This indicates that
disclosing information about these risk areas is related to a financial institution's market
value. However, technology risk disclosure (TRD) and environmental risk disclosure
(ENRD) were not significantly related to Tobin's Q, suggesting that disclosure in these
specific risk categories did not have a significant impact on a firm's market value relative
to its book value.

Overall, the study's findings indicated that operational risk disclosure had a statistically
significant effect on the financial performance of listed financial institutions in Nigeria.
This means that the research results demonstrated a clear and measurable impact of
operational risk disclosure on the financial performance of financial institutions that are
publicly listed in Nigeria. In essence, this study highlights the significance of risk
disclosure in various areas and its effects on the financial performance of listed financial
institutions in Nigeria. It suggests that specific types of risk disclosures are associated
with improved financial performance and market. The research has demonstrated, with a
high degree of confidence, that when financial institutions in Nigeria disclose information
about their operational risks, it has a notable and substantiated impact on their financial
performance. This underscores the importance of transparently sharing such information,
as it can influence how these institutions are perceived by investors, regulators, and the
broader financial community and may affect their profitability and market value. The null
hypothesis was rejected at a 5% level of significance, suggesting that increased
operational risk disclosure positively impacted the financial performance of the firms in
terms of ROE, ROA, and Tobin's Q. These results were consistent with previous research
by Hamdan (2020), MacCarthy (2018), Odigbo et al. (2020), Wood & McConney (2021),
among others. However, the findings were inconsistent with the studies of Ogbuga et al.
(2022) and Zungu et al. (2018), which found an inverse relationship between operational
risk disclosure and return on equity, return on assets, and Tobin's Q.

5. Summary, Conclusion, and Recommendations

This study was initiated in response to a noticeable decline in the performance of listed
financial institutions in Nigeria, including Deposit Money Banks and Insurance
Companies, from 2012 to 2021. The primary objective was to evaluate the impact of
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operational risk disclosure on the financial performance of these institutions listed on the
Nigerian Exchange Group (NGX). The findings revealed that certain types of risk
disclosure, including operating risk (ORD), technology risk (TRD), enterprise risk
(ERD), reputational risk (RRD), and strategic risk (SRD) disclosure, had significant
positive effects on return on equity (ROE), return on assets (ROA), and Tobin's Q, which
measures market value relative to book value. Conversely, credit risk officer (CROD),
legal risk (LRD), and environmental risk (ENRD) disclosure had no significant impact on
ROE. Furthermore, operational, strategic, and environmental risk disclosures did not
significantly influence ROA. These results were consistent with previous research by
Hamdan (2020), MacCarthy (2018), Odigbo et al. (2020), Wood & McConney (2021),
among others, but inconsistent with studies by Ogbuga et al. (2022) and Zungu et al.
(2018), which found inverse relationships between operational risk disclosure and
financial performance.

The study's findings indicate that operational risk disclosure is a significant driver of
financial performance for listed financial institutions in Nigeria. Specific risk disclosures,
such as those related to technology, reputation, and strategic risks, positively impact key
financial metrics like ROE, ROA, and market value. This highlights the importance of
transparently disclosing operational risks to enhance a firm's performance and market
perception. The rejection of the null hypothesis at a 5% level of significance underscores
the positive influence of operational risk disclosure on financial performance.

Practical Implications

For financial institutions, the study underscores the importance of thorough operational
risk disclosure, particularly in areas like technology, reputation, and strategic planning.
Effective risk disclosure can contribute to improved financial metrics and market value,
which can enhance their competitiveness and attract investors. Regulators can consider
encouraging and monitoring risk disclosure practices to ensure transparency and stability
within the financial sector.

Contribution to the Body of Knowledge

This research contributes to the existing body of knowledge by providing empirical
evidence of the positive impact of operational risk disclosure on financial performance in
the context of Nigerian-listed financial institutions. It builds on and supports previous
studies while also offering insights into specific risk categories that have a significant
influence on financial performance. These findings are valuable for both academic
understanding and practical decision-making within the financial industry.

Acknowledgments

The authors acknowledge the financial support offered by Afe Babalola University for the
publication of this article.

Disclosure Statement
The authors declare that there are no competing interests to declare.
Data Availability Statement

The data supporting the findings of this study are available from the corresponding author
(Dagunduro, M. E.), upon reasonable request.

References

Abdullah, M., Shahimi, S., & Ismail, A.G. (2011). Operational risk in Islamic banks: examination
of issues. Qualitative Research in Financial Market, 3(2), 131-151.

Adedayo, E.O., Uwuigbe, U., Sylvester, E., Olubukola, R.U., & Amiolemen, O.0. (2019). Does
enterprise risk management impact accounting quality? Evidence from the Nigerian financial

Migration Letters



321 An Assessment of Operational Risk Disclosure and Financial Performance of Listed Financial
Institutions in Nigeria

institutions.  Investment Management and Financial Innovations, 16(4), 16-27.
d0i:10.21511/imfi.16(4).2019.02

Adewara, Y. M, Dagunduro, M. E., Falana, G. A., & Busayo, T. O. (2023). Effect of multiple
taxation on the financial [performance of small and medium enterprises (SMEs) in EKkiti
State, Nigeria. Journal of Economics, Finance and Accounting Studies, 5(3), 121-129.

Al Zaidanin, J.S., & Al Zaidanin, O.J. (2021). The impact of credit risk management on the
financial performance of United Arab Emirates commercial banks. International Journal Of
Research In Business and Social Science, 10(3), 303-319.

Al-Dubai, S.A.A., & Abdelhalim, M. M. A. (2021). The relationship between risk disclosure and
firm performance: Empirical evidence from Saudi Arabia. Journal of Asian Finance,
Economics and Business, 8(6), 0255-0266

Amir, A., & Lev, C. (2016). Risk disclosures and firm performance in developed countries:
evidence from US. Corporate Governance, 16(2), 420-436.

Anetoh, V.C., Nwadialor, E.O., Anetoh, J.C., & Okeke, G.N. (2021). Effect of credit and
operational risk management on firm value of deposit money banks in Nigeria. African
Journal of Accounting and Financial Research, 4(1), 14-32.

Apochi, J.G., Lasisi, 1.0., & Okpanachi, J. (2020). Financial risk and profitability of listed deposit
money banks in Nigeria: moderating role of board diversity. Gusau Journal of Accounting
and Finance, 1(2), 49-65.

Desalegn, G. (2019). The effect of risk management on financial performance of insurance
companies in ethiopia. International Journal for Innovative Research in Multidisciplinary,
3(5), 66-82.

Dada, S. A., Igbekoyi, O. E., & Dagunduro, M. E. (2023). Effects of forensic accounting
techniques and corporate governance on financial performance of listed deposit money banks
in Nigeria. International Journal of Professional Business Review, 8(10), 1-26.
https://doi.org/10.26668/businessreview/2023.v8i10.3547

Dagunduro, M.E., Igbekoyi, O.E., Ogungbade, O.l., Aluko, A.F., & Osaloni, B.O. (2022).
Corporate social responsibility and financial performance of macro, small, and medium-scale
enterprises (MSMES) in EKiti State, Nigeria. Research Journal of Finance and Accounting,
13(22), 61-75.

Freeman, R.E., Wicks, A.C., & Parmar, B. (2004). Stakeholder theory and the corporate objective
revisited. Organization of Science, 15(3), 364-369.

ICAEW (2017). Reporting business risks: meeting expectations. London: Institute of Chartered
Accountants of England and Wales.

Gadzo, S.G., Kportorgbi, H.K., & Gatsi, J.G. (2019). Credit risk and operational risk on financial
performance of universal banks in Ghana: A partial least squared structural equation model
(PLS-SEM) approach. Cogent Economics  and Finance, 7(), 1-16.
https://doi.org/10.1080/23322039.2019.1589406

Hamdan, A. (2020). The Influence of Chief risk officer on the effectiveness of enterprise risk
management: Evidence from Oman. International Journal of Economics and Financial Issues,
10(1), 87-95.

Kafidipe, A., Uwalomwa, U., Dahunsi, O., & Okeme, O.F. (2021). Corporate governance, risk
management and financial performance of listed deposit money bank in Nigeria. Cogent
Business & Management, 8(1), 169-188. doi:10.1080/23311975.2021.1888679

Kolawole, J.S., Igbekoyi, O.E., Ogungbade, O.l., & Dagunduro, M.E. (2023). Environmental
accounting practice and financial performance of listed aviation firms in Nigeria. Asian
Journal of Economics, Business and Accounting, 23(13), 70-80.

Muriithi, J. & Waweru, K. (2017). Operational risk, bank size and the firm value of commercial
banks in Kenya. Journal of Finance & Banking studies, 6(3), 39-50.



Niyi Solomon Awotomilusi et al. 322

Naibaho, E. A. B., & Mayayogini, N. M. C. (2023). The Impact of Risk Management on Firm
Performance: Corporate Governance as Moderating Variable. Media Ekonomi dan
Manajemen, 38(1), 129-146.

Nwanna, I. (2019). Risk management implications on performance of deposit money banks in
Nigeria. Journal of Banking and Finance Management, 2(2), 1-15.

Nwude, C.E., & Okeke, C. (2018). Impact of credit risk management on the performance of
selected Nigerian banks. International Journal of Economics and Financial Issues, 8(2), 287-
297.

Odigbo, J.A., Abdulmalik, A.Y., & Shuaibu, H. (2022). Effect of enterprise risk management on
financial performance of deposit money banks. Sapientia Global Journal of Arts, Humanities
& Development Studies, 5(2), 69-85.

Ogbuga, E.A., Dahiru, M.T., & Gemu, A.A. (2022). Effect of risk management on performance of
deposit money banks in Kaduna state, Nigeria. Lapai Journal of Management Science, 10(1).

Okpala N. E., Ifurueze, M., & Ofor. N. (2021). Effect of Risk Management Disclosures on
Performance of Firms in Nigeria and Ghana. Journal of Accounting and Financial
Management, 7(4), 1-12.

Olabisi, J., Kajola, S. O., Adeleke, E. O. & Gazal, T. H. (2020). Enterprise risk management and
financial sustainability: evidence from Nigerian listed consumer goods firms. Journal of
Sustainable Development in Africa, 22(3), 1-20.

Oladimeji, J. A. & Akpan, E. S. (2022). Impact of enterprise risk management on the sustainability
of financial institutions in Nigeria. International Journal of Economics, Commerce and
Management, 10(7), 58-188.

Olarewaju, O. M., & Adeyemi, O. K. (2015). Causal relationship between liquidity and
profitability of Nigerian deposit money banks. International Journal of Academic Research in
Accounting, Finance and Management Sciences, 5(2), 165-171.

Okere, W.,, Isiaka, M.A., & Ogunlowore, A.J. (2018). Risk management and financial performance
of deposit money banks in Nigeria. European Journal of Business, Economics and
Accountancy, 6(2), 48-63.

Omiagbo, M. & Daniel, C.0O. (2021). Effect of risk management on the financial performance of
commercial banks in Nigeria. World Journal of Management and Business Studies, 1(1),

Osayi, V.1, Dibal, H.S., & Ezuem, M.D. (2019). Risk management approach and banks’ portfolio
investment performance in Nigeria. Research Journal of Finance and Accounting, 10(6), 99-
116. doi:10.7176/RJIFA

Oyerogba, E. (2014). Risk disclosure in the published financial statements and firm performance:
Evidence from the Nigerian listed companies. Journal of Economics and Sustainable
Development, 5(8), 501-522.

Oyerogba, E.O., Ogungbade, O.l., & Idode, P.E. (2016). The relationship between the risk
management practices and financial performance of the Nigerian listed banks. Accounting
and Management Information Systems, 15(3), 565-587.

Rahayu, 1., Ardi, D.S., & Hamdani, R. (2022). Risk management disclosure and their effect on
banking firms value in Indonesia. Humanities and Social Sciences Letters, 10(2), 139-148.
doi:10.18488/73.v10i2.2959

Sundus, A.A., Anthony, Y.P., & Grant, O.C. (2020). Risk management and performance of deposit
money banks in Indonesia. Journal of Accounting and Economics Research, 11(5), 109-132.

Ugwu, L.V., Ekwochi, E.A., & Ogbu, C.G. (2021). A critical study of corporate risk management
committee impact on firm performance. International Journal of Academic Information
Systems Research, 5(4), 24-39.

Wagenhofer, A. (1990). Voluntary disclosure with a strategic opponent. Journal of Accounting and
Economics, 12(4), 341-363.

Migration Letters



