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Abstract

The purpose of this study is three-fold. First, examine the effect of ERM on the operational and
financial performances; second, the effect of competitive advantage on operational and financial
performances; and third, explore the mediating roles of competitive advantage and financial literacy
on the relationship between ERM and the operational and financial performances of SMEs in Ghana.
Sampling 8,384 SMEs purposively, the analytical framework was based on SMART PLS-SEM. The
empirical results reveal that ERM just as competitive advantage are positive determinants of financial
and operational performances of SMEs. Financial literacy does not mediate the relationship between
ERM and financial performance, although it partially mediates the relationship between ERM and
operational performance just as competitive advantage partially mediates ERM and financial
performance. Competitive advantage mediates between ERM and operational performance of SMEs in
Ghana. Therefore, effective ERM practices and competitive advantage strategies are necessary
conditions for the long-run sustainability of Ghanaian SMEs by way of improved financial and
operational performances, given that the key officers are financial literate.
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INTRODUCTION

Risk management has been a heavily discussed issue from the early days of
finance research when it was thought to be unimportant under ideal market
circumstances (Anton & Elena, 2020), as it has always been segregated and
uncoordinated within the operational activities of organisations. Corporate risk
managers used to focus on pure hazards, while the treasury department employed
derivatives to mitigate financial risks such as interest rate, credit, market, and foreign
currency risks. However, ERM makes an effort to address extra risks which have
operational or strategic concerns (McShane et al., 2011). Quon et al. (2012) argue that,
in order to build an effective risk management plan, enterprise risk management should
impact business value and employ an enterprise-wide approach to manage such risks.
The fundamental purpose of risk management is to enhance shareholder value.
However, vulnerability has recently become all-encompassing phenomena (Krause &
Tse, 2016; Tagoe et al., 2005). Managing each risk class in its own vacuum might lead
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to inefficiencies due to lack of coordination among the different risk management
divisions. Enterprise risk management (ERM) brings about a significant change in how
businesses approach risk (Alawattegama, 2020). ERM is a comprehensive approach that
helps in identifying and measuring varied risk variables, as well as coordinating risk
management operations across all operational units of an organisation, as opposed the
old method of each business unit assessing its own risks and deciding how to mitigate
them (Lin et al., 2012).

Risk and its management are key concerns for all businesses, particularly small
and medium-sized organisations, which are more vulnerable to business and
competition risks(Yolande, 2012). In SMEs, risk management is often handled by the
owner's appraisal of the enterprise's hazards and opportunities(Shad & Lai, 2019).
Although risk management concepts apply to all sorts of businesses, the owner
manager's risk assessment and risk management attitude determine the effectiveness
of the enterprise's risk management measures. Risk management is the key premise
that entrepreneurial or managerial attention should be focused on in identifying future
uncertainties, hazards, probable manifestations and impacts, in order to aid in making
strategies to handle these risks and limit or eliminate their impacts or exposures on the
firm. One of the competencies needed by entrepreneurs is the capacity to detect and
analyse risks in order to take benefit of calculated risks (Yolande, 2012).

There are a wide range of challenges which impedes the growth of small
business. This includes internal and external organisational issues such as lack of
managerial skills, education and training; industry-related issues such as lack of
market access; and economy-based issues such as loan rate swings (Anton & Elena,
2020; Brustbauer, 2016; Tagoe et al., 2005; Tazilah & Hussain, 2015). Owner-
managers of small and medium-sized businesses (SMEs) are generally in charge of
overseeing the operations of their businesses. Studies have shown that small-business
owners and managers do not have the full knowledge about the internal and external
dangers their companies face thus risk avoidance and, to a lesser degree, risk transfer
through insurance are the primary methods of risk management tools used (Crespo et
al., 2017). As a result, the availability of corporate resources in dealing with these risks
is adversely affected. Small and medium-sized businesses may reap the advantages of
using structured approach to enterprise risk management, such as lower costs, less
risk management struggles and a better alignment of the organization’s risk exposure
with its purpose and goals (Tazilah & Hussain, 2015).

Small and medium-sized businesses (SMEs) have the capacity to employ
unskilled labor and to foster and advance entrepreneurial talents and their intrinsic
qualities (Offiong et al., 2019). However, due to their high failure rate, these
advantages are not present in the Ghanaian economy. There are several barriers that
prevent SME success. Studies have shown that SME owner-managers are unaware of
the risks exposed to their organisations due to the reactive and poor use of risk
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management approaches (Quaye et al., 2014). Potential advantages including lower
risk management cost as well as organisational alignment with the SME's goal may be
realized by implementing a structured approach to enterprise risk management within
SMEs (Songling et al., 2018; Tazilah & Hussain, 2015).

Despite uncertainties and conflicts, a consensus is emerging concerning ERM's
essential principles. ERM believes that portfolio risk management is more efficient than
subsidiary risk management. In a stock market comparison, mitigating risk associated
with individual stock is expensive and pointless. One part of a company may suffer if
exchange and interest rate increases and another if it falls. These two risks may
balance out at the business level, rendering corporate performance immune to these
fluctuations. ERM includes conventional risks like product liability, accidents as well as
strategic risks such as product obsolescence and competitor activities which entails risk
management. ERM stipulates that, businesses shouldn't only minimize risk but firms
with risk-management skills, should seek competitive advantage. A business which lack
competency in anticipating and controlling energy costs, for example, may earn by
investing in energy or offering advice services. The developing agreement and
acceptance of ERM fundamental features allows academics to study its adoption and
efficacy.

This study therefore sought to examine enterprise risk management practices
and operational and financial performance in Ghana. The role of competitive advantage
and financial literacy. This study sought to specifically, examine the effect of enterprise
risk management on operational and financial performance; examine the effect of
competitive advantage on operational and financial performance; examine the effect of
financial literacy on operational and financial performance; examine the mediating role
of competitive advantage on the relationship between enterprise risk management
practice operational and financial performance; examine the mediating role of financial
literacy on the relationship between enterprise risk management practice, operational
and financial performance.

MATERIALS AND METHODS
Theoretical Review
Agency Theory (AT)

The agency theory discusses how to structure interactions when one party, the
shareholder or principle, specifies the job and another party, the manager or agent,
does it (Carausu, 2015). The principal hires an agent to do tasks he or she is unwilling
or unable to accomplish. In corporations, the principals are the stockholders, who
delegate work to the board of directors. This means that agency theory assumes human
preferences and motivations (Volonté & Gantenbein, 2016). The agency theory
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postulates that both the agent and the principal are self-interested and may not behave
in each other's benefit (Jensen & Meckling, 1976). The separation of ownership and
control might lead to knowledge asymmetry between the agent and the principal. One
party to a transaction has greater information than the other. Agents are usually more
versed than proprietors regarding day-to-day business management. Due to
information asymmetry and agent self-interest, principals have no incentive to trust
agents to behave in their best interest(Panda & Leepsa, 2017). Arwinge (2013) believes
that internal controls reduce agency costs and improve performance, but he
emphasizes that designing or installing internal control systems does not reduce agency
costs. Similarly, the agency theory's assumptions have been experimentally tested.

Critics have questioned certain of the agency theory's assumptions about
internal control and business performance. The self-interest of actors is an erroneous
assumption. Self-interest assumption renders principal-agent goal congruence
unfeasible. Critics of the agency theory say it ignores a firm's involvement in
competitive realities, changing environments, and relocating resources to develop
(Driver et al., 2020). The agency theory does not explain real-world company
problems. Real-world corporations grow beyond shareholders' interests to stakeholders'
concepts and how they affect the firm (Dépelteau, 2008). This theory is important to
this study as its assumptions, objections, and how it affects corporate performance via
internal control systems. The following part starts with the contingency theory, which
transcends the agency theory to describe how organisations may arrange their internal
control systems to fit contingency conditions to increase effectiveness and performance.

Contingency Theory (CT)

The ideal manner to organize a corporation depends on its surroundings.
Contingency theory supporters say the theory has two assumptions (Sahoo, 2020).
First, it implies there is no universally better strategy or optimal method to manage a
corporation. The second assumption is that the choice of technique, structure, or
control system relies on environmental, risk, strategy, size, organisational structure,
and optimal activities. For an organization to function successfully and fulfill its
corporate objectives, its structure and context must match or suit each other. Various
internal control systems based on their situational characteristics (Hwang & Min, 2015).
This concept is similar to the contingency theory, which says each organization must
pick the best control system by considering contingency characteristics. Two
organisations should not have comparable internal control systems unless they're
identical. Thus, internal control needs and details differ each company. This argument is
similar to contingency theory. Some contingency theory features are connected to
internal control systems. This means there's a relationship between internal control
system structure and contingency characteristics. Modifications in contingency factors
suggest changes to internal control system structure to improve effectiveness and
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organisational performance (Sila, 2007). Contingency theory states that corporations
are not closed systems that can be constructed without addressing environmental
factors. To enhance and sustain performance, enterprises should regularly analyze
environmental risk, monitoring methods, and organisational commitment to such
eventualities. Internal control is not a static aspect of organisational structure or
design. Equally, the implications of fit and mismatch between structure and contingency
factors on company performance help managers understand why organisational design
should be changed as circumstances change (Magaji et al., 2018).Contingency theory
relates internal control system with performance, although detractors say an
organisation need not react to its external environment. It is not always advisable for
enterprises to match their contingencies since, when the company adjusts its structure
to meet the contingencies, the circumstances also change, and the change in structure
would not produce the intended fit.

Enterprise Risk Management (ERM)

ERM is a systematic and holistic approach to the management of the total risks
that confronts a firm within a coordinated and strategic framework. Thus, unlike the
conventional atomized approach to risk management which involves firms seeking to
manage one risk at a time on a largely departmental, compartmentalized and
decentralized basis, ERM essentially involves using a common risk management
framework to manage risk across the entire organization. Practically, firms may have
differentiated risk management frameworks. However, there are three permanent
features (people, rules, and tools) of every ERM framework. The “people” are the
individuals with defined responsibilities who by default employ repeatable processes
(rules) and technology (tools) to mitigate risk, thereby creating value for firms both at
the "macro” or company-wide level and “micro” or business-unit level.

At the macro level, ERM creates value by giving senior management the space
and capacity to identify, quantify and manage the risk-return trade-off that confronts
an entire firm. By quantifying identified risks, management is in a better position to
determine or establish an optimal risk-return trade-off, thereby guaranteeing a steady
access to financial (capital) markets and other resources the enterprise needs to
implement its strategy and business plan. Furthermore, ERM lends itself to application
at the project level using the risk-return trade-off. A firm must evaluate the risk of
every prospective project and how such risks affect its overall risk. In this respect,
firms are inclined to taking on only projects that increase their total risk only if the
project provides an adequate return on capital after compensating for the costs
associated with the increase in risk. This way, the risk-return trade-off becomes a
component of every management decision of the organization be it at the operational,
tactical or strategic level.
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This paper adopts the ERM approach because it encompasses risk governance
which is a set of mechanisms that deals with the agency problem of risk management
and risk aggregation, which is a set of mechanisms that deals with the information
problem of risk management while at the same time following a comprehensive multi-
stakeholder involvement in managing the overall enterprise risk.

Empirical Literature

McShane et al. (2011) found evidence of a positive relationship between
increasing levels of TRM capability and firm value but no additional increase in value for
firms achieving a higher ERM rating. Further, it has been found that insurers with larger
reinsurance buy and geographic diversification are more likely to use ERM. The market
reacts badly to ERM implementation (Lin et al., 2012). Likewise, Paape & Speklé (2012)
posits that the extent of ERM implementation is influenced by the regulatory
environment, internal factors, ownership structure, and firm and industry-related
characteristics. They argue that perceived risk management effectiveness is associated
with the frequency of risk assessment and reporting, and with the use of quantitative
risk assessment techniques. A study by Sigalas et al. (2013) resulted in the discovery
of a conceptually strong stipulate definition, the compilation of a thorough operational
definition, and the production of a qualified variable, allowing for the development of a
valid and reliable measure of competitive advantage Bromiley et al. (2015) argue that
ERM offers an important new research domain for management scholars. A critical
review of ERM research allows us to identify limitations and gaps that management
scholars are best equipped to address.

Brustbauer (2016) indicate that SMEs choose an active or passive ERM approach,
which influences their strategic orientation; a passive approach results in a defensive
strategy, whilst an active one results in an attacking strategy. The application of ERM is
influenced by firm size, sector affiliation, and ownership structure. The use of ERM
concepts may assist SMEs in adapting to a changing environment in order to obtain a
strategic advantage, hence enhancing competitiveness and commercial success. Also,
Prisca (2016) suggest that borrowing financial literacy and budgeting financial literacy
have a substantial impact on SME success. It is advised that SME owners improve their
training on interest rate computation and have budget knowledge since they determine
whether the budget will be executed as planned or not. Finally, staff must have the
appropriate reporting and analytical abilities. Likewise, Eniola & Entebang (2017)
demonstrate the whole impact of a company owner-financial manager's knowledge,
financial awareness, and financial attitude in converting financial literacy to improved
firm performance. Furthermore, they reveal that financial education and awareness of
SME company owners-managers are clearly not a precondition for SMEs' success, but
entrepreneur qualities in decision-making and link to financial attitude are comparable
to financial literacy. Further, Florio & Leoni (2017) analyzed the link between the
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degree to which enterprise risk management (ERM) systems are used and the
performance of Italian listed organisations The findings suggest that enterprises with
advanced degrees of ERM implementation outperform in terms of both financial
performance and market appraisal. Additional experiments confirm that successful ERM
systems improve performance by lowering risk exposure, and that reverse causation
between ERM and performance does not exist in the near term.

Equally, Khan & Ali (2017) examine the impact of ERM on firm performance via
the moderating function of intellectual capital in the link between ERM and company
performance. As a result, companies with more intellectual capital are able to resist the
consequences of unexpected shifts in economies and markets. More so, Ripain et al.
(2017) assessed the level of financial literacy among participants in an entrepreneur
development program organised by a Malaysian state via a special program entrusted
to an implementing agency. According to the report, the level of financial literacy
among SMEs' participants, especially those chosen to be groomed as new
entrepreneurs remains troubling. Similarly, Agyei (2018) indicates that there is a
cultural-context dependent association between financial literacy and SME growth. The
report advises that religious entities include financial education into their teachings;
that financial literacy training programs for SME-Owners be adjusted to their specific
requirements; and that cultural views of SME-owners be taken into account when
building financial literacy programmes.

Also, Mabula & Ping (2018) examining the perceived influence of technology use
by micro, small, and medium-sized firms (SMEs) on managers' financial literacy in a
developing economy environment The findings show a substantial beneficial association
between the usage of technology and the financial understanding and attitude of
business management. However, we discovered that the usage of technology had no
effect on the financial conduct of business management. The investigation also provides
insight into how financial knowledge and attitude influence corporate managers'
financial conduct. The results show how a variety of technological applications and
enhanced financial literacy may improve financial management choices in corporate
operations. Correspondingly, Hussain et al. (2018) investigate the link between
financial literacy, access to credit, and development of small and medium-sized firms
(SMEs) in the UK's Midlands area Because financial literacy is an interconnected
resource that reduces information asymmetry and collateral deficiency when analyzing
loan applications, it should be included in the school curriculum. The data reveals that
improved financial literacy decreases monitoring costs and helps to optimize
enterprises' capital structures, all of which benefit SMEs' development. Financial
management expertise is acknowledged as a critical resource that assists SMEs' owners
in making good decisions.
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Besides, Mabula & Ping (2018)v analyze its influence on access to and actual
usage of financial services, as well as its final consequences on the performance of
SMEs in emerging countries. The research found that financial literacy has a strong
favorable influence on financial access and company success. It was also revealed that
there is a strong beneficial direct influence of access to financial services on real
financial service usage, as well as a significant favorable effect of financial service use
on business performance. Firm usage of financial services has a substantial mediating
role in the link between company access to financial services and firm performance.
Likewise, Songling et al. (2018) investigated the role of competitive advantage in
mediating the relationship between enterprise risk management practices and SME
performance, as well as the function of financial literacy in moderating the relationship
between enterprise risk management practices and competitive advantage. The findings
show that enterprise risk management techniques have a substantial impact on
competitive advantage and SME success. The relationship between corporate risk
management strategies and SME performance is somewhat mediated by competitive
advantage. Furthermore, financial literacy moderates the association between corporate
risk management techniques and competitive advantage substantially.

Rehman & Anwar (2019) emphasize the relevance of business strategy in SME
success, with enterprise risk management acting as a buffer. According to the findings,
business strategy has a substantial impact on SME performance and enterprise risk
management. Furthermore, enterprise risk management mediates the link between
company strategy and SME performance to some extent. According to the findings of
this research, organizations with a distinct business strategy support formal risk
management method, which in turn promote higher market performance. Further, Ye &
Kulathunga (2019) investigated the effect of financial literacy, access to funding, and
financial risk mentality on the sustainability of SMEs The research found that financial
literacy, access to money, and financial risk mentality all had a direct beneficial impact
on sustainability. Financial literacy was also shown to be a predictor of financial access
and risk attitude. Furthermore, access to capital and financial risk attitude were shown
to be partial mediators of the association between financial literacy and the long-term
viability of SMEs. Saeidi et al. (2019) examined the impact of Enterprise Risk
Management (ERM) on Competitive Advantage (CA) by moderating the effect of
information technology factors such as IT strategy and IT structure. The study's results
revealed that ERM had a favorable link with enterprises' competitive advantage. The
findings also revealed that IT strategy and IT structure had a direct impact on
competitive advantage as well as a moderating influence on the ERM-competitive
advantage link.

Additionally, Anton & Elena (2020) found that the influence of ERM on firm

performance is the most commonly studied. Little attention has been paid to the
success of ERM by its components, as well as the institutional, human, and
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organisational variables that influence ERM adoption. Also, Kulathunga et al. (2020)
underlines the importance of techno-finance literacy in determining two endogenous
entities, namely SME performance and ERM practices Furthermore, SMEs' ERM
procedures had a favorable impact on their performance. Furthermore, ERM procedures
were shown to somewhat mediate the association between financial literacy and SME
performance. Again, Alharbi et al. (2021) investigated the role of financial literacy in
moderating the link between Islamic religion, branding, and the performance of SMEs.

According to this research, Islamic branding (on customer, compliance, and
provenance) has a substantial impact on financial attitude, but Islamic religiosity has an
impact on financial awareness among SMEs. The findings show that financial awareness
plays a mediating role in the link between Islamic branding and Islamic religiosity and
the performance of SMEs. There was no evidence of a mediation effect for financial
attitude or financial knowledge. Further analysis suggests that the most important
factors of SMEs' success in Saudi Arabia are financial attitude, financial knowledge,
Islamic branding, and Islamic religiosity.

Definition of SME

Ghana Statistical Service (GSS) in its Industrial Statistics categorizes firms with
less than 10 employees as Small-Scale Enterprises so that firms with more than 10
employees are by definition, Medium and Large-Sized Enterprises. Paradoxically, the
same GSS in its national accounts classifies companies with up to nine employees as
Small and Medium Enterprises. Meanwhile, the National Board of Small Scale Industries
(NBSSI) now called the Ghana Enterprises Agency defines a Small Scale Enterprise as
one with not more than nine workers and has plant and machinery (excluding land,
buildings and vehicles) not exceeding 10 million cedis' or US$ 9506.The Ghana
Enterprise Development Commission (GEDC) on its part uses a 10 million cedi upper
limit definition for plant and machinery as the threshold for SME. The problem with the
asset-based definition is that due to variations in depreciation methods, rates, and
fluctuating exchange rate of the local currency, valuation of fixed assets across firms
and time poses a great challenge and controversy when classifying the firms. This
study, therefore, followed, Steel and Webster (1990) to classify enterprises with
number of employees between one and 29 as SMEs in Ghana.

Conceptual Framework
Paape & Speklé (2012) posits that the extent of ERM implementation is

influenced by the regulatory environment, internal factors, ownership structure, firm
and industry-related characteristics. They argue that perceived risk management

? This definition was in 1994 prior to the redenomination of the Ghanaian cedi in 2007. The quoted US$ equivalent
of 9,506 is based on the exchange rate at the time of the definition.
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effectiveness is associated with the frequency of risk assessment and reporting, and
with the use of quantitative risk assessment techniques. A study by Sigalas et al.
(2013) resulted in the discovery of a conceptually strong stipulate definition, the
compilation of a thorough operational definition, and the production of a qualified
variable, allowing for the development of a valid and reliable measure of competitive
advantage Bromiley et al. (2015) argue that ERM offers an important new research
domain for management scholars. Brustbauer (2016) indicate that SMEs choose an
active or passive ERM approach, which influences their strategic orientation. Likewise,
Eniola & Entebang (2017) demonstrate the whole impact of a company owner-financial
manager's knowledge, financial awareness, and financial attitude in converting financial
literacy to improved firm performance. Furthermore, they reveal that financial
education and awareness of SME company owners-managers are clearly not a
precondition for SMEs' success, but entrepreneur qualities in decision-making and link
to financial attitude are comparable to financial literacy. Further, Florio & Leoni (2017)
suggest that enterprises with advanced degrees of ERM implementation outperform in
terms of both financial performance and market appraisal. Additionally, Anton & Elena
(2020) found that the influence of ERM on firm performance is the most commonly
studied. Also, Kulathunga et al. (2020) showed a favorable impact on their
performance. Furthermore, ERM procedures were shown to somewhat mediate the
association between financial literacy and SME performance. Again, Alharbi et al.
(2021) show that financial awareness plays a mediating role in the link between Islamic
branding and Islamic religiosity and the performance of SMEs. There was no evidence
of a mediation effect for financial attitude or financial knowledge. Further analysis
suggests that the most important factors of SMEs' success in Saudi Arabia are financial
attitude, financial knowledge, Islamic branding, and Islamic religiosity. With empirical
reference to Ghanaian SMEs, therefore, this study is guided by the underlisted
hypotheses:

H1;: No significant relationship exists between ERM practices on financial
performance

H1,: No significant relationship exists between ERM practices on operational
performance

H2,: No significant relationship exists competitive advantage on financial
performance

H2,: No significant relationship exists competitive advantage on operational
performance

H3;: Financial literacy does not affect financial performance

H3,: Financial literacy does not affect operational performance

H4,: Competitive advantage of a firm does not mediate the relationship between
ERM practices and financial performance

H4,: Competitive advantage of a firm does not mediate the relationship between
ERM practices and operational performance
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H5,: Financial literacy mediates the relationship between ERM practices and

financial performance.
H5,: Financial literacy mediates the relationship between ERM practices and

operational performance.

FIGURE 1
CONCEPTUAL FRAMEWORK OF THE STUDY VARIABLES
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Source: Authors’ construct (November 2022)
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Research Design and Methodological Approach

The comprehensive strategy set forth to find answers to the research problem
identified and test the hypotheses specified in this study includes the succinct outline of
data collection instrument and procedure, identification of the relevant study unit, the
data analytical technique and presentation of the empirical findings. This research was
designed to collect primary data by survey through self-administered questionnaire.
Recognizing SMEs as the unit of study, to avoid duplication or repetition of the
information on the same firm, only one top official was chosen as a respondent from
each firm. More specifically, the domain officials from which a sample was taken
embodied a Board member, the chief executive, and the head of accounting and
finance. In other words, the study was designed to target the risk holder or the closest
approximate official by standard definition of job portfolio as a qualified respondent
during the survey.

Furthermore, the research was designed for mixed methodologies approach, a
blend of qualitive and quantitative methods. For the purpose of testing the hypotheses,
however, this study followed Alawattegama (2020); Rehman & Anwar, (2019) in
adopting a quantitative research design. It is common knowledge that mixed approach
yields more in-depth insights into thoroughly addressing a research problem rather
than upholding onto a purely strict quantitative or qualitative study.

For easy coding, appropriateness of using dummy variables for the qualitative
data collected, this research was designed to gather the relevant information through
close-ended questions although some secondary and tertiary questions were tactically
designed to be open-ended. The open-ended follow-up questions were meant to gather
information on some crucial close-ended questions and at the same time validate the
responses to the open-ended questions. Either way, some of the questions required
quantitative responses and while others required qualitative.

Population, Sample Size and Sampling Techniques

The target population comprised registered SMEs in the cities of Ghana with
special focus on the capital cities of each of the 16 regions of Ghana. The size of the
target population is unknown due to absence of reported data on registered SMEs in
good standing with the Registrar of Companies. The respondent from each sampled
SME is the overall enterprise risk holder being the Board, the chief executive,
proprietor, or the head of accounts and finance which then comprised the study
population. Each of these top officials is part of Management of the sampled SME
directly involved in the risk management of the firm. Beyond purpose, specific choice or
sample was determined by the convenience based on who is willing and available to
respond to the questions at the time of survey. The target population is considered
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homogeneous since SMEs and the study respondents are considered to have comprised
a population with a set of common binding characteristics regarding exposure to risk.

Ghana’s informal sector is large and with the population of SMEs unknown to the
researchers at the time of this study and impossible to collect data on the entire target
population, a sample of the target population was determined to create room for
generalization of the results following Cochran (1977). Using a reliability level of 95
percent which matches a significance of level of 0.05 with an acceptable sampling error
of 0.05 for a population that is unknown but with a known population proportion of 0.1,
a sample size of at least 240 is adequate based on Cochran (1977). In the case of an
unknown size of the target population with unknown proportion of the population as in
our circumstance, the minimum sample size determination is 385 under the preceding
context of Cochran (1977). Therefore, our sample size of 8,384 is, in fact, significantly
adequate representation of the target population.

A combination of purposive, convenient sampling methods was used based on
whether the firm has ever been registered and licensed by the government to
commence business. A sample size of respondents was conveniently chosen based on
the research questions and objectives thus questionnaires were given to participants
who are easy to access at the time of administering. This sample size selection is
consistent with the technique prescribed by Welch & Patton (1992); as there is no clear
rule for the selection of suitable sample size for non-probability sampling technique
because the population is unknown but the researcher ought to consider the research
questions and objectives (Saunders et al, 2009). The authors sampled 8,384
respondents to achieve the study objectives.

Data Type and Sources

The source of for this study is primary by survey through the administration of
structured questionnaires to top officials with enterprise management responsibility and
directly involved in the risk management of a typical sampled SME in the 16 regional
capital cities of Ghana. To lessen the complications and burden of data analysis, most
of the questions were close-ended with majority being either a five-point or a seven-
point Likert scale. Data collection was concurrently carried out in all the 16 regions of
Ghana between September 14 and November 14, 2022.

Data Analytical Approach

Descriptive statistics were used to analyze data and inferences made based on
the results of the tables and graphs. The completed questionnaires were edited for
completeness and consistency before processing. The data were coded to enable the
responses to be grouped into various categories for easier analysis. The study
employed SMART PLS SEM to estimate the mediating variables. Partial least square
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structural equation modeling (PLS-SEM) was utilized, which has been generally
accepted Hair et al., (2019) in place of the conventionally used co-variance-based
structural equation modeling (CB-SEM). PLS-adaptability SEMs in multiple disciplines
such as information system research (Kwong-Kay Wong, 2013). When compared to the
CB-SEM, the PLS-SEM has some advantages (Hair et al., 2011). The multivariate
normality criterion is not necessary prior to using this technique, making it suited for
theory exploration rather than confirmation.

This study is quantitative and adopts both descriptive and inferential statistics
using exploratory study design. Consistent with Hair et al. (2019), we selected PLS-SEM
analytical framework essentially because, among other things, the analysis is concerned
with testing a theoretical framework from a prediction perspective; the structural model
is complex and includes many constructs, indicators and/or model relationships; the
research objective is to better understand increasing complexity by exploring
theoretical extensions of established theories (exploratory research for theory
development);the path model includes one or more formatively measured constructs;
distribution issues are a concern, such as lack of normality; and the research requires
latent variable scores for follow-up analyses.

RESULTS AND DISCUSSIONS

The results of the biographical data are presented in Table 1. This study
employed 8384 responses across the country to achieve the research objectives. The
male respondents constituted about 52.7% while the female was 47.3%. The age group
between 18-25 years were 12.2%. The age group between 26-35 years were 35.5%.
The ages between 36-45 years made up 29.8%. Those between 46-55 years
constituted 17.4% while those above 55 years was 5.1%. On the educational
background, 34.6% of the respondents had primary education and those with junior
high education 30.3%. Those with Senior high were 10.8%. While those with tertiary
education were 24.3%. On the legal form of the firms, 9.9% of SMEs were sole
proprietors, 33.6% cooperatives; the partnership was made up of 44.3%. While the
limited liability is 12.1%. On the stage of development of the SMEs, those in their early
start-up that is those less than 1 year were 9.8%. Those in the young that those
between 1-5 years constituted 43.9%. The established ones more than 5 years was
46.4%. On the number of employees in the firm. The results showed that the firms with
1-9 employees were 30.5%, those with 10-49 employees were 26.1%, the firms with
50-249 employees constituted 28.0% and those with more than 250 employees were
15.4%. In the area the business operates, the retail business constituted 16.7%, the
manufacturing firms were 26.8%, those in the transport sector were 23.5%, the
construction firms were 18.7%, those in the hospitality sector were 9.2%, the
agriculture businesses were 1.4% while those in the telecommunication/ICT constituted
3.7%.
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TABLE 1
BIOGRAPHICAL PROFILE OF THE RESPONDENTS
Frequency Percent
N=8384

Gender Male 4415 52.7
Female 3969 47.3

Age Group 18-25 years 1026 12.2
26-35 years 2973 35.5
36-45 years 2498 29.8
46-55 years 1456 17.4
Over 55 years 431 5.1

Educational Qualification Primary 2898 34.6
Junior high 2544 30.3
Senior high 903 10.8
Tertiary 2039 24.3

Ownership of Your Firm Sole proprietorship 826 9.9
Partnership 3721 44.4
Cooperative 2820 33.6
Limited liability 1017 12.1

Stage of Development Early start-up (less than 1 year) 825 9.8
Young (1-5 years) 3680 43.9
Established (more than 5 years) 3879 46.3

Number of Employees 1-9 employees 2561 30.5
10-49 employees 2187 26.1
50-249 employees 2345 28.0
More than 250 1291 15.4

Sector of Business Retail 1404 16.7
Manufacturing 2245 26.8
Transport 1968 23.5
Construction 1569 18.7
Hospitality 771 9.2
Agriculture 114 1.4
Telecommunication/ICT 313 3.7

Source: Authors’ estimation based on field output (November 2022)

Results of the Structural Equation Modelling
Evaluation of Outer Measurement Model

The measurement model was analyzed based on PLS-SEM with the help of Smart
PLS 3.0 as suggested by (see, Kwong-Kay Wong, 2013; Ringle et al., 2020). For the
assessment of the measurement model, factor loading, composite reliability, Cronbach’s
alpha, average extracted variance (AVE), and discriminant validity were examined. The
outer measurement model is aimed to calculate the reliability, internal consistency, and
validity of the observed variables together with unobserved variables. The results in
Table 2 showed that, all the observed variables had an outer loading greater 0.7 and
acceptable (see, Hair et al., 2021; Hair et al., 2011, Hair et al., 2019). The Cronbach’s
alpha (CA) and Composite Reliability (CR) were used for internal consistency evaluation
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in the construct reliability. Table 2 shows that all constructs’ Cronbach’s alpha and CR
were greater than 0.80. Thus, the Cronbach’s alpha and CR showed that the scales
were reasonably reliable and indicated that all the latent construct values exceeded the
minimum threshold level of 0.70 (Purwanto et al., 2021). Table 2 indicates that all of
the average variance extracted (AVE) values were more than 0.5, so convergent
validity was confirmed for this study model. These results confirmed the convergent
validity and good internal consistency of the measurement model.

TABLE 2
EVALUATION OF OUTER MEASUREMENT MODEL
Construct ITEM Loading CA CR AVE
Competitive advantage Cos1 0.899 0.899 0.930 0.767
C0Ss2 0.874
COSs3 0.874
COs4 0.857
Enterprise Risk EM1 0.709 0.942 0.950 0.615
Management EM2 0.801
EM3 0.778
EM4 0.761
EM5 0.788
EM6 0.741
EM7 0.798
EM8 0.713
EM9 0.824
EM10 0.787
EM11 0.825
EM12 0.858
Financial Literacy FINL1 0.821 0.923 0.937 0.650
FINL2 0.786
FINL3 0.823
FINL4 0.792
FINLS 0.860
FINL6 0.753
FINL7 0.820
FINLS 0.789
Financial Performance Fpl 0.905 0.965 0.970 0.824
Fp2 0.914
Fp3 0.912
Fp4 0.916
Fp5 0.920
Fp6 0.909
Fp7 0.878
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TABLE 2 (concluded)

Operational Performance Op1l 0.616 0.898 0.915 0.534
Op1l0 0.836
Op2 0.577
Op3 0.209
Op4 0.790
Op5 0.784
Op6 0.817
Op7 0.825
Op8 0.823
Op9 0.786

Source: Authors’ estimation based on survey data (2022)

Due to the shortfall of the Fornell and Larcker criterion and cross-loadings (See,
Ahmed et al., 2019; Hussain et al., 2018).The Heterotrait-Monotrait Ratio (HTMT)
approach was used to assess the discriminant validity of the constructs as suggested by
(Kwong-Kay Wong, 2013).Table 3shows that, all the constructs have achieved
acceptable levels of HTMT below 0.85.

TABLE 3
HETEROTRAIT-MONOTRAIT RATIO (HTMT)
COST ERM FINP LITERACY
Enterprise Risk 0.664
Financial Performance 0.366 0.453
Literacy 0.765 0.822 0.340
Operational Performance 0.530 0.592 0.684 0.525

Source: Authors’ estimation based on survey data (2022)

Collinearity Assessment

From the Table 4, it is clear that all the predictors show variance inflation factors
(VIF) values ranges between 5.883 and the lowest being 2.390 recorded against the
exogenous construct. These meet the acceptable levels suggested by Kim (2019).

TABLE 4
COLLINEARITY ASSESSMENT
VIF

Competitive advantage 2.584
Enterprise Risk Management 2.505
Financial Literacy 2.390
Financial Performance 5.883
Operational Performance 5.270
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Evaluation of the Inner Structural Model

The coefficient of determination (R?), path coefficient (8 value) and t-statistic
value, effect size (%), the predictive relevance of the model (Q?), and goodness-of-fit
index were employed to evaluate the inner structural model as suggested (Afthanorhan,
2017).

Measuring the Value of R?

The coefficient of determination measures the overall effect size and variance
explained in the endogenous construct for the structural model and is thus a measure
of the model’s predictive accuracy (Hussain et al., 2018). In this study, the inner path
model was 0.682 for the competitive advantage. This indicates that the competitive
advantage. Constructs substantially explain 64.1% of the variance in the operational
and financial performance. Also, the financial literacy constructs substantially explain
68.5% of the variance in the firm’s performance. According to Hair et al., (2014), an R?
value of 0.568 is considered substantial, an R? value of 50 is regarded as moderate, and
an R?value of 0.26 is considered as weak (Hair et al., 2021). Hence, the R? value for
competitive advantage and financial literacy were substantial.

TABLE 5: ASSESSMENT OF COEFFICIENT OF DETERMINATION (R?)

R? Adj R?
CcoSsT 0.642 0.642
FINP 0.201 0.201
LITERACY 0.685 0.685
OPF 0.474 0.474

Source: Authors’ estimation

Measuring the Effect Size (£2)

The £ was used to measure the degree of the impact of each exogenous latent
construct on the endogenous latent construct. According to Hair et al. (2021) when the
£ values is 0.35 (strong effect), 0.15 (moderate effect), and 0.02 (weak effect). As
shown in Table 6 Competitive advantage shows a weak effect on both financial
performance and operational performance. Also, financial literacy indicated a weak
effect on financial performance and operational performance. However, enterprise risk
management showed a moderate effect on financial performance and operational
performance.
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TABLE 6
EFFECT SIZE ASSESSMENT (f?)

FINP OPF
Competitive advantage 0.003 0.005
Enterprise risk management 0.089 0.114
Financial literacy 0.007 0.009

Source: Authors’ estimation based on field data (November 2022)
Predictive Relevance of the Model (Q?)

Q? statistics measured the quality of the PLS path model (Hair et al., 2019). The
rule of thumb for the Q? values measured must be greater than zero. The Q? values for
this study model was equal were 0.596, 0.529 and 0.541 for competitive advantage,
ERM and financial literacy respectively.

TABLE 7
PREDICTIVE RELEVANCE (Q2)

SSO SSE Q2
Competitive advantage 856.000 345.584 0.596
Enterprise risk management 2568.000 1208.486 0.529
Financial literacy 1712.000 785.927 0.541

Source: Authors’ estimation based on field data (November 2022)

Goodness-of-fit

The results of CFA proved that the fit indices for this structural model were quite
acceptable as shown in Table 8.

TABLE 8
GOODNESS-OF-FIT
Saturated Model Estimated Model
SRMR 0.143 0.194
d_ULSs 17.608 32.248
d_G 2.902 3.662
Chi-Square 112313.456 128585.714
NFI 0.716 0.675

Source: Authors’ estimation based on field data (November 2022)
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Structural model

Figure 2 depicts the results of the SEM analysis, as well as the features of the
causal routes, such as standardized path coefficients (b), t-values, and explained
variances (R?).

FIGURE 2
MODEL DEPICTING RESULTS OF THE RELATIONSHIPS
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Source: Authors’ estimation based on survey data (November 2022)

This study used the bootstrapping procedure using 15,000 sub-samples to
evaluate the significance of the hypothesis. The results in table 9 showed that the
Competitive advantage (B=0.115, P-value=0.000) indicates a positive and significant
effect on financial performance. The Competitive advantage (=0.113, P-value=0.000)
suggests a positive and significant effect on the operational performance of the firm’s
understudy.

Similarly, enterprise risk management recorded (f=0.594, P-value=0.000)
against firm financial performance, implies that enterprise risk management has a
positive and significant effect on firms’ financial performance. Also, the relationship
between enterprise risk management and operational performance (B=0.453, P-
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value=0.000) indicates that enterprise risk management had a positive and significant
effect on firms’ operational performance.

Likewise, financial literacy (B=-0.172, P-value=0.000) against firm financial
performance, denotes that financial literacy has a negative and significant effect on
firms’ financial performance. Also, the relationship between financial literacy and
operational performance (B=0.157, P-value=0.000) indicates that financial literacy had
a positive and significant effect on firms’ operational performance,

TABLE 9
THE EFFECT OF ENTERPRISE RISK MANAGEMENT, AND COMPETITIVE ADVANTAGE ON
OPERATIONAL AND FINANCIAL PERFORMANCE

Hypothesis Coefficient t-statistic P-value Decision
Competitive advantage - financial performance 0.114 6.047 0.000 Supported
Competitive advantage - operational performance 0.113 6.933 0.000 Supported
ERM - financial performance 0.494 30.068 0.000 Supported
ERM - operational performance 0.453 28.365 0.000 Supported
Literacy - financial performance -0.172 7.872 0.000 Supported
Literacy - operational performance 0.157 7.394 0.000 Supported

Source: Authors’ estimation based on field data (November 2022)

The mediation analysis was performed to assess the mediating effect of financial
literacy and competitive advantage on the relationship between enterprise risk
management and firms’ performance. The mediating role of financial literacy on the
relationship between enterprise risk management and financial performance (f=-0.142,
P-value=0.00) indicating, financial literacy partially mediates that relationship. Also, the
mediating role of financial literacy on the operation performance was (f=0.130, P-
value=0.000) suggesting partial mediation. On the mediating role of competitive
advantage on the relationship between enterprise risk management on financial
performance. The results indicate (=0.091, P-value=0.000). This showed that,
competitive advantage partially mediates the relationship between enterprise risk and
financial performance. Likewise, on the mediating role of competitive advantage on
operational performance. The results indicate (f=0.091, P-value=0.000) implying that,
competitive advantage partially mediate the relationship between competitive
advantage on firm’s operational performance.
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TABLE 10
MEDIATION ROLE OF FINANCIAL LITERACY AND COMPETITIVE ADVANTAGE ON FIRM
PERFORMANCE
Hypothesis Coefficient t-statistic P-value Decision
ERM -> Literacy -> financial performance -0.142 7.908 0.000 Partial mediation
ERM-> Literacy -> operational performance 0.130 7.351 0.000 Partial mediation
ERM -> Cost -> financial performance 0.091 6.073 0.000 Partial mediation
ERM -> Cost -> operational performance 0.091 6.972 0.000 Partial mediation

The study showed that the competitive advantage has a positive and significant
effect on financial performance. The competitive advantage has a positive and
significant effect on the operational performance of the firm’s understudy. These
findings support that of Saeidi et al. (2019) revealed that ERM had a significant impact
on competitive advantage. Likewise, Songling et al. (2018) findings show that
enterprise risk management techniques have a substantial impact on competitive
advantage and SME success. Likewise, it was revealed that financial literacy has a
positive and significant effect on firms’ financial performance and operational
performance. These findings buttress the findings of McShane et al. (2011), Prisca
(2016) and Ripain et al. (2017) finding evidence of a positive relationship between
increasing levels of enterprise management capability and firm value. Likewise, Eniola &
Entebang (2017) demonstrate that financial literacy improved operational and financial
performance. Similarly, Agyei (2018) agreed that there is a cultural-context dependent
association between financial literacy and SME growth. Correspondingly, Hussain et al.
(2018) it was established that improved financial literacy decreases monitoring costs
and helps to optimize enterprises' capital structures.

Similarly, enterprise risk management revealed a positive and significant effect
on firms’ financial performance. Also, enterprise risk management had a positive and
significant effect on firms’ operational performance. This finding confirms the findings of
Paape & Speklé (2012) posit that the extent of enterprise risk management
implementation influences firm performance. Also, Brustbauer (2016) indicate that the
use of enterprise risk management concepts may assist SMEs in adapting to a changing
environment in order to obtain a strategic advantage, hence enhancing competitiveness
and commercial success. Further, Florio & Leoni (2017) findings suggest that successful
enterprise risk management systems improve performance by lowering risk exposure,
and that reverse causation between enterprise risk management and performance does
not exist in the near term. Equally, Ye & Kulathunga (2019) found that financial
literacy, access to money, and financial risk mentality all had a direct beneficial impact
on sustainability.
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The mediating role of financial literacy on the relationship. It was found that,
financial literacy partially mediates the relationship between enterprise risk
management and financial performance. Also, financial literacy partially mediates the
relationship between operation performances. Equally, the results indicate competitive
advantage also; mediate the relationship between enterprise risk and financial
performance. Likewise, the competitive advantage partially mediates the relationship
between competitive advantages on firms’ operational performance. This finding is
however, averse with that of Alharbi et al. (2021) indicating there was no evidence of a
mediation effect on financial attitude or financial knowledge and SMEs performance.
Additionally, ERM procedures were shown to somewhat mediate the association
between financial literacy and SMEs performance. Correspondingly, Rehman & Anwar
(2019) argue that enterprise risk management is mediated by company strategy on
SMEs performance.

CONCLUSION

Following the findings, this study concludes that management of the SMEs
should adopt and implement robust enterprise risk management to enhance their
performance. Also, policymakers should encourage and train managers of these SMEs
on the need for enterprise risk management to enhance its implementation by these
SMEs. Also, SMEs should develop comprehensive competitive strategies to enhance
their ability to compete in the market and increase their market share. This will go to
reduce the risk associated with running SMEs. Again, the managers of these SMEs
should develop their financial literacy levels to help them understand the financial
market. This will help them get access to cheap funds and know the alternatives to the
traditional financing mechanism available to them. The management of these SMEs
should take into consideration other factors that may mediate this relationship and
adopt strategies to mitigate them.

Despite the robustness of this study, there are a few limitations. First, the study
concentrated on SMEs within the city centers which might have characteristics unique
to them. The results might therefore not be applicable to SMEs that might be located
elsewhere in the country. Therefore, future studies should investigate whether firm
characteristics influence firm performance.
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