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◊ Risk management is about how firms actively select the type and level of 
risk that is appropriate for them to assume (Crouhy, Galai and Mark, 
2006).  

◊ Risk management is a broad term for business discipline that ‘protects 
assets and profit of an organization by reducing the potential loss before 
it occurs, mitigating the impact of the loss if it occurs, and executing a 
swift recovery after the loss occurs’ (Coffin, 2009, p. 4).  

◊ It comprises risk identification, measurement and evaluation exposures, 
risk mitigation, risk reporting and risk transfer.  

 

Background (1/2) 



 

◊ Risk management however is used as a cover to create the so-called innovative 
financial products that are actually can do without them.  

◊ The catastrophe that happened after the innovative risk management 
techniques are by far, greater than those before the innovations were made 

◊ The recent global financial meltdown (still fresh in our memories) taught us 
lessons on the role of risk management. 

◊ Thought these innovative financial products enhance returns and lower 
transaction cost and they are creating vulnerabilities instead of protection of 
the assets through the complex risks that are difficult to comprehend (Ahmed, 
2009).  

Background (2/2) 



◊ The primary objective of the research is to examine the risk management 
practices in Islamic banks in Nigeria and Malaysia.  

◊ Risk management Practices is not only one of the crucial areas in finance 
but also one of the least studied areas especially in Islamic finance. 

◊ Thought Qisas Surat Yusuf (A.W) is full of lessons on RMP 
E.g URM, RI, RAA, RCM-outing for rearing animal, entering Egypt, dream, kingship  

◊ “O the Messenger of Allah…Should I leave my camel untied and trust in 
Allah, or should I tie it?” The Holy Prophet (p.b.u.h.) replied: “Tie your 
camel and then trust in Allah” (Al-Tirmidhi, 1998). 

Objective and Motivation of the Study (1/2) 



◊ There is virtually no published studies that examine risk management 
practices in Islamic banks in Nigeria.  

◊ Even in Malaysia, where the practice is more than three decades now, 
there has been limited studies on the area.  

◊ Kasim et al (2014), Samad & Hasan (2000), Arif (1998) Dirrar (1996) are 
either focusing on dual banking and performance; its stability or the 
study is far from risk management practices  
except Shida Shidah et al. (2012, 2014) that compare Risk management practices 

between Malaysia and Indonesia and Malaysia and Jordan.  

 

Objective and Motivation of the Study (2/2) 



◊ Risk management has assumed more importance than before in financial 
institutions due to capital exposure globally.  

◊ It is evidently clear that corporation must take risk if they are to survive 
and prosper.  

◊ The primary functions of risk management is to understand the portfolio 
of risk that the company takes or taking in the future given the expected 
rate of returns and risk appetite of the company.  

Overview of Risk Management (1/3) 



◊ A comprehensive risk management system include maintaining a risk 
management review process, appropriate limit on risks taking, adequate 
systems of risk measurement, a comprehensive reporting system and 
effective internal controls.  

◊ In doing so, functions should be divided on risk management, monitoring 
and control as well and risk mitigation.  

◊ Regardless of the definition, risk management system should be 
comprehensive, embodying all departments and units of the institution 
to create a risk-management culture (Ahmed, 2009). 

 

Overview of Risk Management (2/3) 



◊ Increased risk exposure has become a major issue of concern particularly 
after the 2008-2009 financial crisis, which exposes the weaknesses in risk 
management of the major financial institutions.  

◊ It is argued that the Islamic financial institutions are exposed to the same 
conventional risk and are always subject to the specific risks associated 
with the Islamic financial products and operations.  
risks sphere seems to be larger than the conventional banking Asutay and 

Turkistani (2015)  

 

Overview of Risk Management (3/3) 



Spectrum of Risk 

10 

Pure risk:  
gharar 

Absolutely no risk:  
riba 

Islamic finance 

Adopted from Dawood (2016) 



◊ Hassan (2009) identifies three types of risks namely essential risk; 
forbidden risk and tolerable risks.  

◊ In the case of essential risk, which is considered as part of business 
undertakings, it justifies gains on investment.  

◊ Forbidden risk however, entails excessive risk taking that actually can be 
avoided such as gambling and gambling-like transactions and  

◊ finally tolerable risks that can be transferred or shared in a sharia 
compliant manner.  

◊ According to Suwailem (2006) hedging that leads to zero sum game is 
prohibited 

 

Hypothesis Development (1/2) 



◊ In fact due to increasing financial uncertainties there is need to examine 
risk management practices between Islamic banks with the aim to 
explore the exposure and managing risk in the institutions.  

◊ Ali, & Naysary (2014) examine risk management practices in Kuwait their 
finding reveal that the practice of risk management in Islamic banks is 
similar to the conventional banks in terms of risk process, measurement 
of risks and techniques adopted to measure risks. 

◊ Samad & Hassan (2000) compares Islamic bank and a group of 
conventional bank in terms of risk and insolvency measure. Their finding 
reveals that Islamic bank in less risky using some selected risk measures. 

 

 

Hypothesis Development (2/2) 



◊ H1. There is significant difference between the level of risk management practices of Islamic 
Banks in Nigeria and Malaysia 

◊ H2. There is significant difference between the level of understanding risk management and 
the techniques used in Islamic Banks in Nigeria and Malaysia  

◊ H3. There is significant difference between the level of risk identification in Islamic Banks in 
Nigeria and Malaysia  

◊ H4. There is significant difference between the level of risk assessment and analysis practice 
of Islamic Banks in Nigeria and Malaysia  

◊ H5. There is significant difference between the level of risk control and monitoring of Islamic 
Banks in Nigeria and Malaysia.  

◊ H6. There is positive relationship between risk management practices and understanding risk 
management, risk identification, risk assessment and analysis and risk monitoring and 
control. 

 

 

Hypothesis 



◊ This section covers the data collection, instruments used and its 
reliability test, population and sample of the study and data analysis 
techniques. 

◊ The instrument used to generate the data is a modified questionnaire 
developed by Al Tamimi and Mazrooei (2007), Hassan (2009) and Shida 
et al (2014).  

◊ 7-point likert scale and respondent were asked to indicate their level of 
agreement (ranging from 1 =strongly disagree to 7=strongly agree) their 
perceptions about the total of 40 closed-ended questions relating to risk 
management process and risk management practices.  

 

Research Methodology (1/3) 



◊ In Nigeria, a total of 200 questionnaires were distributed among staff of 
the branches of the three banks, one full fledge Islamic bank and two 
Islamic banking windows. These are Jaiz Bank, Stanbic IBTC, Sterling Bank 
respectively. The response rate was 52 percent which was considered 
good for this kind of study.  

◊ Similarly, in the case of Malaysia, the data was collected from 17 Islamic 
banks identified by Bank Negara Malaysia (BNM). A total 255 
questionnaire was distributed while 136 usable was used for the study 
representing 53 percent response rate.  

Research Methodology (2/3) 



◊ A battery of statistical techniques were employed to analyse the data.  
◊ However, cronbach`s alpha was used to test the reliability of the instrument. 

The measure shows estimate of how much variation in scores in the variables 
used is due to random error (Stelltiz et al., 1976).  

◊ The estimated result shows that the instrument and the variables are reliable 
◊ In addition, t-test and Analysis of Variance (ANOVA) were used to examine if 

there is significance difference between the samples of the study.  
◊ Multiple regression was employed to examine the relative impact of the 

independent variables on the dependent variables.  
◊ Similar techniques were found in Hassan (2009), Al-Tamimi and Maqroozei 

(2007) and Shida et al (2014) that studied risk management practices in 
various jurisdictions 

Research methodology (3/3) 



  

No. 

  

Risk Management Aspects  

Cronbach Alpha 

Nigeria Malaysia Overall (Both) 

1 Risk management practices  0.909 0.903 0.905 

2 Understanding risk management  0.857 0.814 0.837 

3 Risk identification  0.769 .500 0.629 

4 Risk assessment and analysis  0.853 0.871 0.867 

5 Risk control and monitoring  0.859 0.885 0.873 

6 Level of importance of BOD 0.910 0.903 0.894 

7 Level of involvement of BOD 0.885 0.876 0.879 

Cronbach Alphas on RMP Dimensions 



  

No. 

  

Risk management practices 

Nigeria 

mean  

Malaysia 

mean  

Significant 

Difference  

  

1 

Executive management of your Islamic Bank regularly reviews the bank’s 

performance in managing its business risk 

6.02 5.91 0.417 

2 Your Islamic Bank is highly effective in continuous review/feedback on risk 

management strategies and performance 

5.76 5.65 0.373 

3 

  

Your Islamic Bank’s risk management procedures and processes are 

documented and provide guidance to staff about managing risks 

5.68 5.81 0.369 

  

4 

Your Islamic Bank’s policy encourages training programs 

in the risk management and Islamic ethics areas 

5.32 5.68 0.014 

5 

  

Your Islamic Bank emphasizes the recruitment of highly qualified people 

having Islamic knowledge in risk management 

5.57 5.36 0.206 

6 One of the objectives of your Islamic Bank is ‘effective risk management’ 5.74 5.93 0.183 

  

7 

Your Islamic Bank finds that it is too risky to invest funds in one specific 

sector of the economy 

5.56 5.67 0.515 

  

8 

  

Your Islamic Bank is successfully implementing the IFSB and Central Bank 

guidelines/principles in regard to risk 

Management 

5.69 5.64 0.732 

  

9 

Application of Basel II Accord will improve of efficiency and RMPs in the 

Islamic banking in general 

5.51 5.84 0.019 

10 I consider the level of RMPs of my Islamic Bank to be excellent 5.47 5.68 0.134 

11 

  

I consider my Islamic Bank has a shariah compliance Risk Management 

Practices 

5.87 5.96 0.488 

  Overall 5.66 5.74 0.440 

Hypothesis 1: Risk management Practices 



  

No. 

  

Understanding Risk management 

Nigeria 

mean  

Malaysia 

mean  

Significant 

Difference  

  

1 

There is a common understanding of risk management across Islamic 

bank 

5.63 5.98 0.023 

2 

  

Responsibility for risk management is clearly set out and understood 

throughout the bank 

5.51 5.90 0.006 

3 

  

Accountability for risk management is clearly set out and understood 

throughout the bank 

5.56 5.85 0.047 

  

4 

Managing risk is important to the performance and success of the bank 6.19 6.35 0.166 

  

5 

It is crucial to apply the most sophisticated techniques in risk 

management 

5.97 5.90 0.588 

  

6 

The objective of Islamic bank is to expand the applications of the 

advanced risk management technique 

5.62 5.82 0.137 

  

7 

It is important for your Islamic bank to emphasize on continuous review 

and evaluation of the techniques used in risk management 

5.91 6.03 0.335 

  

8 

Application of risk management techniques reduce costs or expected 

losses 

5.90 6.06 0.216 

  

9 

I understand that the risk management practices in Islamic banks must 

be according to Shariah 

6.16 6.26 0.503 

  Overall Score 5.83 6.01 0.032 

Hypothesis 2: Understanding Risk Management 



  

No. 

  

Risk Identification  

Nigeria 

mean  

Malaysia 

mean  

Significant 

Difference  

  

1 

The Islamic bank carries out a comprehensive and 

systematic identification of its risk relating to each of its 

declared aims and objectives 

5.80 5.86 0.664 

2 

  

Changes in risk are recognized and identified with the 

Islamic Bank’s rules and responsibilities 

4.43 3.25 0.00 

3 

  

The Islamic Bank is aware of the strengths and 

weaknesses of the risk management systems of the 

other banks. 

5.38 5.73 0.016 

  

4 

Islamic Bank has developed and applied procedures for 

the systematic identification of investment 

opportunities 

5.43 5.36 0.639 

  

5 

In the process of identifying risk, your Islamic Bank 

always take shariah compliance issues into 

consideration 

5.54 5.66 0.408 

  Overall Score 5.41 5.31 0.344 

Hypothesis 3: Risk Identification 



  

No. 

  

Risk Assessment and Analysis 

Nigeria 

mean  

Malaysia 

mean  

Significant 

Difference  

1 Islamic Bank assesses the likelihood of occurring risk 5.68 6.01 0.027 

2 Islamic Bank’s risk is assessed by using quantitative analysis 

methods 

5.27 5.79 0.00 

3 Islamic Bank’s risk is assessed by using qualitative analysis 

methods (e.g. high, moderate, and low) 

5.49 5.79 0.025 

4 Your Islamic Bank analyses and evaluates the opportunities that it 

has to achieve objectives 

5.68 5.85 0.205 

5 Your Islamic Bank's response to analysis risk includes assessment 

of the costs and benefits of addressing risk 

5.58 5.83 0.054 

  6 Your Islamic Bank’s response to analyze risk includes prioritizing 

of risk and selecting those that need active management. 

5.64 5.88 0.066 

7 Your Islamic Bank’s response to analyze risk includes prioritizing 

risk treatments where there are resource constraints on risk 

treatment implementation 

5.41 5.88 0.008 

8 Your Islamic Bank has applied a shariah compliance risk 

assessment and analysis 

5.83 5.77 0.389 

  Overall Score 5.57 5.86 0.003 

Hypothesis 4: Risk Assessment and Analysis 



  

No. 

  

Risk Control and Monitoring 

Nigeria 

mean  

Malaysi

a mean  

Significant 

Difference  

1 Monitoring the effectiveness of risk management is an 

integral part of routine management reporting 

5.97 6.08 0.348 

2 Level of control by the Islamic Bank is appropriate for 

the risk that it faces 

5.65 5.74 0.501 

3 In your bank, reporting and communication processes 

support the effective management of risks 

5.76 5.75 0.946 

4 The Islamic Bank's response to risk includes an 

evaluation of the effectiveness of the existing controls 

and risk management responses 

5.65 5.87 0.097 

5 The Islamic Bank's response to risk includes action 

plans in implementing decisions about identified risk 

5.70 5.89 0.191 

6 The existing control and monitoring process in your 

Islamic Bank has always consider shariah compliance 

issues 

5.94 6.10 0.213 

  Overall Score 5.78 5.90 0.217 

Hypothesis 5: Risk Control and Monitoring 



◊ RMP = f(URM, RI, RAA, RM) 

◊ RMP = risk management practices 

◊ URM = understanding risk 

◊ RI = risk identification 

◊ RAA = risk assessment and analysis 

◊ RM risk monitoring 

 

 

Model specification 



Variables   Nigeria Malaysia     Overall 

Coefficient   Sig. Coefficient Sig.   Coefficient   Sig. 

Constant                 .713 

Understanding 

risk 

management 

(URM) 

.561   .000 .065 .411 

  

.351 

  

.000 

Risk 

identification 

(RI) 
.251   .003 .042 .591 

  

.200 

  

.001 

Risk assessment 

and analysis 

(RAA) 
-.020   .811 .314 .000 

  

.058 

  

.328 

Risk control and 

monitoring 

(RCM) 
.152   .071 .494 .000 

  

.319 

  .00 

Adj. R2   .694       .624   .612   

F-value   59.4

64 

      57.108   9.741   

Sig.   .000       .000   .000   

N   104       136   240   

Regression Result 



◊ Based on the result of regression, the adjusted R-squares are found to be 
high with value 0.69 and 0.64 in Nigeria and in Malaysia respectively. The 
overall value also stands at 0.612. Using F-statistics,  

◊ It was discovered there are significant difference between the two (2) 
countries with 59.46 in Nigeria and 57.10 in Malaysia. The overall F-
statistics was also found to be significant and all are found to be 
significant.  

Regression Result 



◊ While in Nigeria, it was found that understanding risk management (URM) 
and risk identification (RI) were significant predictors; in Malaysia, only risk 
assessment and analysis (RAA) as well as risk control and monitoring (RCM) 
were significant.  

◊ However, overall, understanding risk management, risk identification and 
risk control and monitoring were all significant predictors of risk 
management practices.  

◊ This is consistent with the findings of Rashidah et al. (2014) except that risk 
identification is not statistically significant in their study.  

◊ While in Nigeria, understanding risk management is the most important 
factor that influences risk management practices, in the case of Malaysia risk 
control and monitoring stands as the most influential factor of risk 
management practices.  

 

Findings 



 

 

 

      

H1 There is significant difference between the level of risk management 

practices of Islamic Banks in Nigeria and Malaysia 

Not supported 

H2 There is significant difference between the level of understanding risk 

management and the techniques used in Islamic Banks in Nigeria and 

Malaysia 

Supported 

H3 There is significant difference between the level of risk identification in 

Islamic Banks in Nigeria and Malaysia  

Not supported 

H4 There is significant difference between the level of risk assessment and 

analysis practice of Islamic Banks in Nigeria and Malaysia 

Supported 

H5 There is significant difference between the level of risk control and 

monitoring of Islamic Banks in Nigeria and Malaysia. 

Not supported 

H6 The is positive relationship between risk management practices and 

understanding risk management, risk identification, risk assessment and 

analysis and risk monitoring and control. 

Partially 

Supported 

Summary  



◊ The research examines the differences in risk management factors in the 
countries under study.  

◊ It was found that there is significant differences in terms of 
understanding risk management and risk assessment and analysis 
between Nigeria and Malaysia with the later taking the lead. 

◊ This might be due to maturity and robust legal and regulatory framework  

◊ However, the result exhibits relative competition in RMP between 
Nigeria and Malaysia as out of five dimensions three are not significant 
(RMP, RI, RCM) 

Conclusion (1/2) 



◊The expertise also the country has in general banking might 
explain its relative competition in this regard 

◊Nigeria has huge potential to positively change the landscape 
of Islamic finance in Africa and by extension to take the global 
Islamic finance industry to the next level.  

◊However, risk management process in Islamic banks may 
require additional legal and regulatory framework to 
strengthen their existing condition.  

◊Further research should investigate the rigorous risk 
management techniques by Islamic in the two countries 

Conclusion (2/2) 
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