Prestieesci Journal of Business and Management

A STUDY TO EXAMINE THE IMPACT OF REGULATIONS ON RISK MANAGEMENT AND
INTERNAL CONTROL SYSTEMS IN FINANCIAL INSTITUTIONS.

Xie Zhenlin1, Oyyappan Duraipandi’

'Lincoln University College, Petaling Jaya, Malaysia.
ABSTRACT

Using quantitative approaches to evaluate their effect on risk across all datasets, this
study delves into the history and consequences of a "financial organisations affect risk
management along with internal control systems” from a sensemaking perspective. The
primary driving force behind the initiative is the need to improve data utilization and
strengthen FIAR's ability to assist financial institutions in impacting risk-all decision-
making. Researchers thoroughly investigate the design and operation of FIARs
throughout their creation since they impact the skills of stakeholders such as educators,
administrators, and lawmakers. Researchers evaluate the FIAR's effect on stakeholders'
data interpretation and strategic application using a sensemaking approach.
Researchers must analyze user behavior and assess the system's ability to help with
data-driven insights and informed decision-making if they want to reach this goal.
Concurrently, the study uses quantitative approaches to investigate how financial
institutions affect the FIAR's risk data sets. One of the most important parts of this
project is making sure the data is accurate, complete, and useful. Another part is
figuring out how these quantitative assessments can improve financial institutions by
changing risk results and policy choices. Measures including data relevance and data
dependability, as well as the effect of data-driven choices on pedagogical approaches,
are under scrutiny. The results should shed light on how to improve FIAR's development
in order to build sensemaking skills and use quantitative approaches in the classroom.
The project's end goal is to improve financial institutions that have an effect on risk
management results.

Keywords: FIAR, Sense-Making View, Impact Of Financial Companies, Risk Prevention,
Economic Administrative.

INTRODUCTION

In the ever-changing financial environment, improving financial institutions affects risk
outcomes and influences policy choices, which calls for efficient data management and
usage. At its core, this procedure relies on FIAR, which collects, sorts, and analyzes
massive amounts of data on the effect of financial institutions on risk in a methodical
fashion. The design and implementation of such systems must rigorously consider the
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different needs of stakeholders, including administrators, educators, and lawmakers.
From a sensemaking vantage point, this study investigates how FIARs have developed
and how financial organizations have used quantitative approaches to impact risk-
related data sets. A basic understanding of sensemaking is necessary to comprehend
the function of stakeholder groups in interacting with and making sense of FIAR data.
When people and groups try to make meaning of facts for the purpose of making
choices, they are engaging in sensemaking. In the field of enterprise management,
specifically in relation to EMISs, the ability to make good sense of things may greatly
improve the system's use and impact, leading to better planning and choices. The
purpose of this research is to close the gap between the theoretical advancements of
FIARs and their actual use in classrooms. Researchers look at how the structure and
operation of financial institutions and risk assessment affect stakeholders' capacity to
comprehend and use financial data in an effort to uncover critical factors for data
effectiveness. Data analysis inside these systems is also assessed, quantitatively, for
efficacy and integrity in the research. An essential part of this process is determining
how much quantitative insights help with educational reform and policy formulation,
as well as how accurate the data are and how reliable the analysis is. With an emphasis
on both qualitative and quantitative analysis, this research aims to provide useful
insights for improving the evolution of FIAR and enabling risk-affected financial
institutions to make data-informed decisions (Aguirre-Urreta et al., 2019).

BACKGROUND OF THE STUDY

Changes in how financial institutions use data management methods and technology to
mitigate risk are mirrored in the development of FIAR practices. Midway through the
twentieth century, FIAR was born as a result of financial institutions using simple
computers for administrative tasks. Data analysis and decision support were major
shortcomings of the early systems, which were mainly concerned with student records
and administrative tasks. New, more advanced database technology and software
applications were a game-changer in the 1980s and 1990s. Incorporating financial
information, faculty details, and measurements of student achievement into unified
systems was made possible by the developments. The idea of data management inside
financial institutions expanded during this time to include analysis and reporting in
addition to the conventional record-keeping, even if descriptive statistics were the
major focus (Dowdell et al., 2020). Modern data analytics and information technology
have grown at a dizzying rate, opening new avenues for earning FIAR certification. Data
relating to the effect of financial institutions on risk may now be more intricately and
nuancedly examined because of recent developments in analytical tools, cloud
computing, and big data. A significant change in better data management and using
data to improve financial institutions' risk-related outcomes, made possible by new
understanding, happened during this period. For data gathering and stakeholder
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effective use, sense-making theory's incorporation into FIAR's development became
crucial. Frameworks that enable extensive data interaction and the significance of user-
focused design have lately been emphasized. With the rise of Al and predictive
analytics, quantitative techniques have reached a new level, greatly improving data-
driven decision-making. This issue's historical trend demonstrates the increasing
importance of FIARs in improving financial institutions’ procedures via better data
management and sensemaking. The purpose of this research is to add to the existing
body of knowledge by investigating how sophisticated quantitative approaches have
altered the way risk data from financial institutions is analyzed. In addition, it will
delve into the ways in which a sensemaking viewpoint might improve modern financial
institutions and risk management strategies (Alfartoosi & Jusoh, 2021).

PURPOSE OF THE STUDY

Examining the development of FIAR and the use of quantitative approaches to analyze
data sets on financial institutions and their effect on risk, all from the perspective of
sensemaking, is the main goal of the research. The study's overarching goal is to find
ways to enhance data-driven decision-making by investigating the effects of FIAR
system design and operation on stakeholders' data interpretation and use capabilities.
In order to better manage financial institutions, this research aims to assess how well
quantitative tools understand financial data.

LITERATURE REVIEW

The conversation around risk and financial institutions has been greatly impacted by
technological developments and the growing need for data within these sectors. The
complex development of these systems, as described in the literature, is mirrored here.
At its core, FIAR systems were designed to manage administrative tasks and student
data throughout the early stages of research. It became clear that increasingly
complicated data types needed to be integrated, and that analytical abilities beyond
simple reporting needed to be developed, as technology improved. Sensemaking is an
ever-growing idea that must be considered in order to comprehend the function of
stakeholders in FIAR interactions (Frazer, 2020). According to sensemaking theory,
people and groups use their interpretations of complicated data to direct their
behavior. Essential to FIARs' efficacy is their capacity to improve sensemaking by
presenting facts in a clear and meaningful manner. Financial institutions greatly benefit
from systems that enable effective sensemaking when it comes to risk-influencing
settings and decision-making in general. Concurrently, quantitative approaches have
become more prevalent in educational settings due to the advent of big data and
sophisticated analytics. To better understand the role of financial institutions in risk,
researchers are increasingly using data mining and predictive analytics, two
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quantitative approaches, to sift through massive databases. The use of sophisticated
statistical techniques and Al calculations allows for more accurate and relevant data
analysis, which in turn reduces the impact of financial institutions on risk (Bhaskar et
al., 2019).

The latest developments in FIAR show that user-centered design and sophisticated
analytics are given more importance. Improving the quality of insights obtained from
quantitative analysis and making FIARs more accessible are the goals of this method.
The use of sophisticated quantitative approaches, along with optimization of financial
data and risk assessments for better understanding, may improve results, according to
research, which shows that financial institutions impact risk management practices.
Based on the findings of this study, more research into the relationship between banks,
risk assessment models, sensemaking skills, and data analytics is urgently needed
(Chalmers et al., 2019).

RESEARCH QUESTION
How does systemic stability can effect on risk management?
METHODOLOGY

Quantitative research refers to studies that examine numerical readings of variables
using one or more statistical models. The social environment may be better understood
via quantitative research. Quantitative approaches are often used by academics to
study problems that impact individuals. Objective data presented in a graphical format
is a byproduct of quantitative research. Numbers are crucial to quantitative research
and must be collected and analyzed in a systematic way. Averages, predictions,
correlations, and extrapolating findings to larger groups are all possible with their help.

RESEARCH DESIGN

In order to analyze quantitative data, SPSS version 25 was used. When analyzing the
statistical association, the odds ratio and 95% confidence interval were used to
determine its direction and size. A statistically significant threshold was suggested by
the researchers at p < 0.05. The primary features of the data were identified by a
descriptive analysis. Mathematical, numerical, or statistical evaluations using
quantitative methodologies are often used for data gathered from surveys, polls, and
questionnaires, or by modifying existing statistical data using computing tools.

SAMPLING
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A convenient method of sampling was employed for the study. The study employed
questionnaires as a means to collect data. The Rao-soft program calculated a requisite
sample size of 669. A total of 900 survey responses were disseminated; 785 were
retrieved, and 17 were omitted due to incompleteness. A total of 768 questionnaires
were ultimately utilized for the research study.

DATA & MEASUREMENT

A questionnaire survey functioned as the primary data collection instrument for the
investigation. The survey had two sections: (A) General demographic information and
(B) Responses on online and non-online channel factors on a 5-point Likert scale.
Secondary data was obtained from many sources, mostly on internet databases.

STATISTICAL SOFTWARE
The statistical analysis was conducted using SPSS 25 and MS-Excel.
STATISTICAL TOOLS

To grasp the fundamental character of the data, descriptive analysis was used. The
researcher is required to analyze the data using ANOVA.

CONCEPTUAL FRAMEWORK

THE RULES THAT
GOVERN FINANCIAL

INSTITUTIONS

SYSTEMIC H;
STABILITY - RISK MANAGEMENT

RESULT

Factor analysis: One typical use of Factor Analysis (FA) is to verify the existence of
latent components in observable data. When there are not easily observable visual or
diagnostic markers, it is common practice to utilize regression coefficients to produce
ratings. In FA, models are essential for success. Finding mistakes, intrusions, and
obvious connections are the aims of modelling. One way to assess datasets produced by
multiple regression studies is with the use of the Kaiser-Meyer-Olkin (KMO) Test. They
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verify that the model and sample variables are representative. According to the
numbers, there is data duplication. When the proportions are less, the data is easier to
understand. For KMO, the output is a number between zero and one. If the KMO value
is between 0.8 and 1, then the sample size should be enough. These are the permissible
boundaries, according to Kaiser: The following are the acceptance criteria set by Kaiser:

A dismal 0.050 to 0.059, subpar 0.60 to 0.69

Middle grades often range from 0.70 to 0.79.
Exhibiting a quality point score between 0.80 and 0.89.
They are astonished by the range of 0.90 to 1.00.

Table 1: KMO and Bartlett's Test for Sampling Adequacy Kaiser-Meyer-Olkin
measurement: .836

The outcomes of Bartlett's test of sphericity are as follows: Approximately chi-square
degrees of freedom = 190 significance = 0.000

This confirms the legitimacy of claims made just for sampling purposes. Researchers
used Bartlett's Test of Sphericity to ascertain the significance of the correlation
matrices. A Kaiser-Meyer-Olkin value of 0.836 indicates that the sample is sufficient.
The p-value is 0.00 according to Bartlett's sphericity test. A positive outcome from
Bartlett's sphericity test indicates that the correlation matrix is not an identity matrix.

Table 1: KMO and Bartlett’s.
EMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. | 836

Bartlett's Test of Sphericity Approx. Chi-Square 3252968

df 190

Sig. 000

The overall significance of the correlation matrices was further confirmed by using
Bartlett's Test of Sphericity. A value of 0.836 was the Kaiser-Meyer-Olkin sampling
adequacy. By using Bartlett's sphericity test, researchers found a p-value of 0.00. A
significant test result from Bartlett's sphericity test demonstrated that the correlation
matrix was not a correlation matrix.
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TEST FOR HYPOTHESIS
INDEPENDENT VARIABLE

The Rules That Govern Financial Institutions: Governments, regulatory agencies, and
international organizations have put in place a system of laws, regulations, and
guidelines to control the ways in which financial institutions operate and conduct
themselves. Financial stability, consumer protection, fair competition, and system
integrity are the goals of these regulations. Financial institutions such as banks,
insurance agencies, investment businesses, credit unions, and fintech startups are all
included by these rules. Important goals include protecting investors and depositors,
being transparent, avoiding financial crimes including fraud and money laundering, and
controlling risks to avoid systemic collapses. Authorities including financial commissions
and central banks enforce regulations like capital adequacy criteria, consumer
protection measures, risk management standards, and anti-money laundering (AML)
policies. They work hand in hand to provide a reliable and secure financial system
(Chang et al., 2019).

FACTOR

Systemic Stability: A financially stable system is one that can continue to function
normally in the face of unexpected changes or disturbances without triggering a general
economic collapse. It makes sure that essential services like risk management, payment
systems, and credit supply keep running smoothly even when things go tough. Resilience
in the face of economic shocks, the maintenance of critical services, and the limitation
of risks stemming from the interdependence of financial institutions are all components
of a stable system. To promote economic development, keep investor confidence high,
and guarantee the seamless operation of families and companies that rely on financial
services, systemic stability must be maintained (Chen et al., 2020).

DEPENDENT VARIABLE

Risk Management: The term "risk management” refers to the steps taken by an
organization to safeguard its operations, assets, reputation, and goals against harm by
discovering, evaluating, and responding to any threats. It entails seeing danger, figuring
out how likely and severe it is, and then taking action to manage, avoid, transfer, or
accept the risk. Adapting to changing circumstances and ensuring efficient risk
management requires continuous monitoring and assessment. Stability, regulatory
compliance, and the capacity to make well-informed decisions in the face of
uncertainty all depend on effective risk management (Chiew et al., 2019).

74



Prestieesci Journal of Business and Management

Relationship between Systemic Stability and Risk Management: There is a close link
between systemic stability and risk management. Achieving and sustaining systemic
stability in the financial system relies heavily on good risk management. For the
economy as a whole to remain relatively undisturbed in the event of shock, systemic
stability is essential. The opposite is true with risk management, which encompasses
the process of recognizing, evaluating, and reducing risks on an individual and systemic
level. Systemic stability is supported when financial institutions manage risks properly,
which reduces the possibility of failures spreading across interrelated markets and
institutions. Just as systemic stability ensures the financial system as a whole is robust,
it also gives individual institutions a framework within which to function with
confidence. Systemic stability provides a stable environment in which risk management
may be successful, whereas risk management promotes systemic stability by decreasing
vulnerabilities and lowering contagion risks. They are the building blocks of a strong
financial system when put together (Chiu & Wang, 2019).

On the basis of the above discussion, the researcher formulated the following
hypothesis, which was analyze the relationship between Systemic Stability and Risk
Management.

Hoi: There is no significant relationship between Systemic Stability and Risk
Management.

Hi: There is a significant relationship between Systemic Stability and Risk
Management.

Table 2;: Hi ANOVA Test.

ANOVA
Sum
Sum of Squares df | Mean Square F Sig. |
Between Groups 39588.620 | 344 5655517 | 1055921 | 000
Within Groups 492 770 | 423 5.356
Total 40081.390 | 767

In this study, the result is significant. The value of F is 1055.921, which reaches
significance with a p-value of .000 (which is less than the alpha level). This means the
“Hq: There is a significant relationship between Systemic Stability and Risk
Management” is accepted and the null hypothesis is rejected.

DISCUSSION

This study looks at how stakeholders' sense-making affects the creation of an FIAR and
how well quantitative methodologies work for assessing risk data sets from financial

75



Prestieesci Journal of Business and Management

institutions. Incorporating a sensemaking perspective into well-designed FIARs helps
users understand and apply data for informed decision-making, according to the
research. In addition, it delves into the possibilities of quantitative approaches to
enhance data quality and provide practical insights. The results may guide changes to
the FIAR architecture that assists financial institutions' risk-related practices and
policies, which is important for making data-driven initiatives understandable and
effective. Improving financial institutions' results via better data use and, by extension,
risk management, is the overarching goal of this FIAR optimization project.

CONCLUSION

Finally, the importance of a sensemaking framework in developing FIAR is shown by this
study. Stakeholders' capacity to understand and use financial institutions' impact risk
data is enhanced via the use of quantitative approaches and competent FIAR design,
which in turn improves data analysis and decision-making. By integrating sensemaking
principles into system design and utilizing advanced quantitative methodologies, the
researcher can improve data utility, improve risk-related outcomes for financial
institutions, and help them refine their risk management procedures and regulations
through informed decision-making.
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