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ABSTRACT  
This paper explores the integration of risk management and corporate governance and its 
implications for the performance of Chinese manufacturing firms. By developing a comprehensive 
model that combines these two crucial aspects, the study aims to analyze how enhanced governance 
structures and refined risk management strategies can improve organizational decision-making, 
financial stability, and operational efficiency. Utilizing a blend of theoretical frameworks, including 
Agency Theory and the Balanced Scorecard, the paper proposes a series of hypotheses that examine 
the effectiveness of integrated practices in enhancing firm performance. Through a systematic 
review of literature and model development, the research identifies practical steps for 
implementation and policy recommendations that could foster better integration. The study's 
significance lies in its potential to guide firms in strengthening their governance and risk 
management processes, thereby contributing to the robustness and competitiveness of China’s 
manufacturing sector. This paper not only aligns with academic and managerial interests but also 
offers insights for policymakers aiming to enhance corporate practices in a dynamic economic 
landscape. 

Keywords: risk management, corporate governance, organizational performance, manufacturing 
sector 

I. INTRODUCTION 
 China's manufacturing sector stands as a cornerstone of its economy, representing one of the largest 

manufacturing outputs globally. This sector not only drives domestic economic activity but also significantly 

contributes to global supply chains. For instance, in 2020, China accounted for nearly 30% of the world’s 

manufacturing output, emphasizing its pivotal role in international trade (United Nations Statistics Division). 

The sector's success is underpinned by substantial investments in technology and a vast labor market, making 

it crucial for economic growth and employment in China. 

 Despite its robust growth, the Chinese manufacturing sector faces substantial challenges related to risk 

management and corporate governance. The rapid expansion of firms, combined with the evolving complexity 

of global markets, has exposed significant vulnerabilities in traditional governance and risk management 

frameworks. Issues such as inadequate oversight, lack of transparency, and insufficient risk assessment 

https://dreamjournal.my/
https://doi.org/10.56982/dream.v3i04.229
http://www.dreamjournal.my/
mailto:hucan_sicau@163.com
mailto:ahmed.razman@city.edu.my


DREAM JOURNAL - VOL. 03, ISSUE 04, 2024 

42 

 

mechanisms can lead to financial discrepancies, operational inefficiencies, and heightened vulnerabilities, 

particularly in times of economic turbulence (Zhang, Li, & Zhou, 2018). These deficiencies not only undermine 

firm performance but also pose broader economic risks, affecting investor confidence and long-term sector 

sustainability. 

This paper aims to: 

1. Analyse the current state of risk management and corporate governance in China’s manufacturing firms. 

2. Develop a conceptual framework illustrating how an integrated approach to risk management and 

corporate governance can enhance organizational performance. 

3. Offer strategic recommendations for firms aiming to optimize these integrated processes to achieve 

superior performance and sustainability. 

 The integration of robust risk management and effective corporate governance is crucial for sustaining 

performance and ensuring the resilience of the manufacturing sector. For policymakers, this study highlights 

the need for regulations that foster transparency and accountability in corporate practices. Industry leaders can 

benefit from insights into best practices that mitigate risks and enhance governance structures. Academicians 

will find the development of a new conceptual framework useful for further research and discussion. 

Furthermore, as global economic conditions become increasingly volatile, understanding the interplay between 

governance and risk management becomes essential for maintaining competitive advantage and securing 

economic stability (Chen, 2021). 

II. LITERATURE REVIEW 

Risk management in the manufacturing sector is crucial due to the high level of uncertainties and potential 

hazards associated with production processes, supply chain dependencies, and market dynamics. Effective risk 

management practices help firms anticipate, mitigate, and manage risks to maintain operational continuity and 

secure competitive advantage. In the context of manufacturing, risk management encompasses a range of 

practices from operational risk assessments to strategic risk foresight (Smith, 2019). 

In Chinese manufacturing, risk management practices have evolved significantly, driven by both internal 

demands and external pressures such as global market integration and regulatory changes. Recent studies indicate 

that Chinese manufacturers are increasingly adopting sophisticated risk management frameworks that align with 

international standards, yet the integration of these frameworks into daily operations varies widely across firms 

and industries (Wang & Chen, 2020). 

A notable trend is the shift towards digital risk management solutions, which leverage technologies such as 

big data analytics and AI to predict and manage risks more effectively. For instance, Liu et al. (2021) highlighted 

that leading manufacturers in China are using predictive analytics to manage supply chain disruptions, a crucial 

capability highlighted during events like the COVID-19 pandemic. 
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Despite these advancements, several challenges persist in the implementation of effective risk management 

in China's manufacturing sector. One major challenge is the cultural aspect of risk perception and management, 

where there is often a gap between recognizing risks and taking proactive measures to address them (Zhou & 

Wang, 2019). Additionally, smaller firms often lack the resources or expertise to implement comprehensive risk 

management strategies, making them particularly vulnerable to operational and financial risks. 

Regulatory frameworks in China also play a significant role in shaping risk management practices. The 

Chinese government has introduced various policies aimed at improving transparency and accountability in 

manufacturing operations, which implicitly encourage better risk management practices. However, enforcement 

and compliance levels remain inconsistent, and there is ongoing debate about the effectiveness of these regulatory 

measures in improving overall industry standards (Chen, 2021). 

Corporate governance involves the systems, processes, and practices by which companies are directed and 

controlled. In China, the structure of corporate governance has undergone significant transformations over the 

past decades, influenced by both economic reforms and increasing engagement with global markets. This 

evolution has been particularly notable in the manufacturing sector, which has seen a shift from state-dominated 

to more market-oriented governance practices (Jiang & Kim, 2020). 

The typical corporate governance model in China features a blend of state ownership, legal framework 

adjustments, and an increasing role of private and foreign stakeholders. Research by Li et al. (2019) indicates that 

firms with more diverse boards and better oversight mechanisms tend to perform better, exhibiting higher 

productivity and innovation rates. This is particularly evident in sectors where technology and efficiency are 

critical for competitiveness. 

Studies also suggest that governance practices that emphasize transparency and accountability are linked to 

improved financial performance and reduced corruption. Zhou and Wang (2021) found that firms adhering to 

stringent governance standards are less likely to encounter financial fraud and operational risks, enhancing 

overall firm stability and investor confidence. 

The role of state ownership in corporate governance remains a significant feature in many Chinese 

manufacturing firms, with both positive and negative implications for performance. While state ownership can 

provide stability and facilitate access to capital, it sometimes leads to inefficiencies and less motivation for 

profitability compared to privately held firms. A meta-analysis by Cheng et al. (2018) demonstrated that while 

state-owned enterprises benefit from government backing, they often lag in performance metrics when compared 

to their private counterparts due to less stringent governance practices. 

Recent reforms aimed at enhancing corporate governance in China have focused on improving board 

structures, increasing the role of non-executive directors, and enhancing shareholder rights. These reforms are 

driven by both internal policy shifts and external pressures from international investors and trade partners, 

necessitating higher governance standards. Zhao and Roper (2020) highlight that these reforms have led to 

improved market perceptions and performance outcomes for Chinese manufacturers, although the pace and 

consistency of implementation vary widely across different regions and sectors. 
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A. Integrated Models of Risk Management and Corporate Governance 

Integrated models of risk management and corporate governance are increasingly recognized as essential for 

enhancing organizational resilience and performance. These models advocate for a holistic approach, where risk 

management processes are not isolated but are embedded within the broader framework of corporate governance. 

This integration ensures that risk considerations are central to strategic decision-making and are reflected in all 

governance practices (Tricker & Tricker, 2019). 

Theoretical frameworks such as the Enterprise Risk Management (ERM) model suggest that the integration 

of risk management with corporate governance can lead to superior organizational outcomes. Studies by Huang 

and Guedhami (2018) show that firms adopting ERM frameworks tend to have more robust governance structures, 

which in turn lead to improved risk assessment capabilities and better financial performance. 

In practice, integrated models often manifest as joint committees or shared responsibilities between boards of 

directors and risk management teams. This ensures that there is a clear alignment between governance directives 

and risk management objectives. For example, research by Chen and Qu (2021) highlights cases in Chinese 

manufacturing firms where integrated governance and risk management practices led to enhanced operational 

efficiencies and reduced risk exposures. 

The integration of risk management with corporate governance brings several benefits. It fosters a risk-aware 

culture throughout the organization, enhances compliance with regulatory requirements, and improves strategic 

decision-making. Studies by Lee et al. (2020) have found that such integration is particularly beneficial in highly 

volatile environments, such as those faced by manufacturers in emerging markets, including China. 

Despite its advantages, the implementation of integrated models can be challenging. Common barriers include 

resistance to change within organizations, the complexity of aligning different organizational structures, and the 

need for substantial training and development for stakeholders to understand and embrace integrated practices. 

Li and Zhao (2019) note that in many Chinese firms, these challenges are compounded by traditional management 

styles that may be less open to such comprehensive integration. 

Empirical evidence suggests that the integration of risk management and corporate governance can 

significantly impact organizational performance. A meta-analysis by Wu and Cheng (2020) synthesizes findings 

from multiple studies, showing a strong correlation between integrated practices and both short-term and long-

term performance improvements in manufacturing firms. 

B. Theoretical Framework 

A theoretical framework provides a structured foundation for analyzing how integrated risk management and 

corporate governance can influence organizational performance. Drawing on management theories and 

performance evaluation models, this framework can guide the conceptual analysis by outlining the interactions 

between governance structures, risk processes, and performance outcomes. 

1) Key Theories in Management and Governance 
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i. Agency Theory: This theory posits that there is an inherent conflict of interest between principals 

(shareholders) and agents (managers), which can lead to issues in corporate governance. Integrated risk 

management is seen as a mechanism to align these interests by ensuring that managers take decisions 

that safeguard the interests of shareholders by mitigating risks effectively (Jensen & Meckling, 1976). 

ii. Resource Dependence Theory: This theory suggests that the performance of an organization is largely 

dependent on how well it manages and mobilizes its resources, including its ability to manage risks. 

Integrating risk management into corporate governance structures ensures that resources are used 

efficiently and that organizational capabilities are aligned to manage external pressures and dependencies 

(Pfeffer & Salancik, 1978). 

iii. Stakeholder Theory: This approach extends beyond the traditional focus on shareholders to include 

multiple stakeholders in the governance process. Integrated models of risk management and governance 

are particularly relevant here, as they emphasize transparency and accountability to all stakeholders, not 

just shareholders. This theory supports practices that balance divergent stakeholder needs and 

expectations, which can lead to enhanced organizational performance (Freeman, 1984). 

2) Performance Evaluation Models 

i. Balanced Scorecard: This performance evaluation model can be used to assess how well an organization 

integrates and manages its governance and risk management practices. The balanced scorecard includes 

financial measures but also emphasizes non-financial aspects like internal business processes and 

stakeholder perspectives, which are crucial for assessing the effectiveness of governance and risk 

management integration (Kaplan & Norton, 1992). 

ii. The McKinsey 7S Framework: This model can be helpful in understanding how integrated risk 

management and corporate governance influence organizational effectiveness and performance. The 

framework emphasizes the alignment of strategy, structure, systems, shared values, skills, style, and staff, 

providing a comprehensive view of how governance and risk management interconnect (Waterman et al., 

1980). 

3) Integrating Theories and Models 

Combining these theories and models provides a robust theoretical framework for the paper. Agency theory 

underscores the importance of aligning managerial actions with shareholder interests through effective risk 

management. Resource dependence and stakeholder theories emphasize the broader context in which these 

integrations occur, advocating for a governance approach that responds adaptively to environmental and 

stakeholder demands. The Balanced Scorecard and the McKinsey 7S Framework offer practical tools for assessing 

and implementing these integrations, ensuring they lead to performance improvements. 
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III. METHODOLOGY 

A. Model Development  

In developing a conceptual model that integrates risk management and corporate governance within China's 

manufacturing sector, it's vital to create a framework that not only addresses the theoretical insights discussed 

previously but also aligns with practical, real-world applications. This model should facilitate a seamless 

connection between risk management practices and governance structures, enhancing decision-making processes 

and performance outcomes. 

1) Components of the Integrated Model 

i. Governance Structure: 

• Board Composition: Incorporate diverse expertise including risk management skills on the 

board to ensure a broad perspective on emerging risks and strategic decisions. 

• Committees: Establish specialized committees for risk and compliance that work in coordination 

with other board functions like audit and finance to enhance oversight and integration. 

ii. Risk Management Processes: 

• Risk Identification and Assessment: Develop processes that ensure continuous identification 

and assessment of risks at all levels of the organization, integrated with strategic planning and 

resource allocation. 

• Risk Response and Monitoring: Implement policies that outline specific responses to identified 

risks, including mitigation strategies and contingency plans, regularly monitored and adjusted as 

necessary. 

iii. Integration Mechanisms: 

• Shared Information Systems: Deploy enterprise-wide information systems that facilitate the 

flow of risk-related information between the risk management function and the board, ensuring 

transparency and timely decision-making. 

• Performance Metrics: Utilize a balanced scorecard that includes risk management metrics, 

aligning them with corporate governance objectives and performance evaluations. 

iv. Cultural and Behavioral Alignment: 

• Risk Culture: Foster a risk-aware culture throughout the organization, supported by training 

and communication strategies that emphasize the importance of risk considerations in all business 

activities. 

• Ethical Standards and Compliance: Strengthen ethical standards and compliance, ensuring 

they are integral to the corporate governance framework, and reflected in daily operations. 

2) Implementation Steps 
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i. Pilot Testing: Implement the integrated model in a pilot project within a part of the organization. This 

allows for testing and refinement of the model based on practical feedback and specific organizational 

nuances. 

ii. Training and Development: Conduct comprehensive training sessions for board members and 

employees, focusing on the importance and methods of effective risk management and its integration into 

corporate governance. 

iii. Evaluation and Feedback Loop: Establish regular review and feedback mechanisms to evaluate the 

effectiveness of the integration, making adjustments based on performance metrics and external changes 

in the business environment. 

3) Theoretical and Empirical Justifications 

The model draws on the Resource Dependence Theory, illustrating how effectively managed resources, 

including informational and human capital related to risk management, can enhance organizational resilience and 

performance (Pfeffer & Salancik, 1978). Additionally, it incorporates elements from the McKinsey 7S 

Framework to ensure that all aspects of the organization are aligned to support the integrated governance and 

risk management approach (Waterman et al., 1980). 

B. Hypotheses Development 

Based on the integrated model of risk management and corporate governance developed in the previous 

section, it is crucial to outline specific hypotheses or propositions. These will guide the analytical part of the paper, 

enabling a structured examination of the effects of the integration on organizational performance. Each 

hypothesis stems from the theoretical framework discussed, providing a clear linkage for empirical investigation.  

Hypothesis 1: Governance and Risk Management Integration Effectiveness 

H1: Firms with integrated risk management and corporate governance systems demonstrate higher 

organizational performance than firms with separate systems. 

Rationale: Integrated systems ensure that risk management is considered in strategic decision-making, 

potentially leading to better overall performance outcomes (Huang & Guedhami, 2018). 

Hypothesis 2: Board Composition and Risk Management Efficacy 

H2: The presence of board members with expertise in risk management significantly enhances the 

efficacy of risk identification and mitigation strategies. 
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Rationale: Expertise in risk management at the board level ensures that risks are identified 

proactively and managed effectively, reducing potential negative impacts on the firm (Jiang & Kim, 

2020). 

Hypothesis 3: Information Systems and Decision-Making Quality 

H3: The use of shared information systems between risk management and governance 

functions improves the quality of strategic decisions. 

Rationale: Effective information systems support better communication and data flow, which are 

crucial for timely and informed decision-making (Lee et al., 2020). 

Hypothesis 4: Risk Culture and Organizational Resilience 

H4: A strong risk-aware culture within the organization correlates positively with 

higher levels of organizational resilience to external shocks. 

Rationale: Organizations with a robust risk culture are better prepared and more responsive to 

unforeseen disruptions, thereby enhancing resilience (Li & Zhao, 2019). 

Hypothesis 5: Ethical Standards, Compliance, and Performance 

H5: Higher ethical standards and compliance in governance practices are associated 

with improved long-term performance. 

Rationale: Strong ethical standards and compliance reduce instances of misconduct and enhance 

corporate reputation, which in turn supports better performance (Zhou & Wang, 2021). 

IV. FINDINGS AND ANALYSIS  

The integration of risk management and corporate governance is posited to significantly enhance corporate 

performance by aligning risk strategies with governance frameworks. This section analyzes how such integration 

impacts various aspects of performance within China's manufacturing sector, drawing on empirical data and 

theoretical insights. 

A. Improved Strategic Decision-Making 

Integrated risk management and corporate governance foster a more comprehensive approach to strategic 

decision-making. With a governance structure that incorporates risk assessment and management directly into 

its operations, firms can make more informed decisions that account for both potential benefits and risks. 

According to Huang and Guedhami (2018), firms with integrated systems are likely to experience fewer surprises 

from unforeseen risks, thereby enhancing their market stability and operational efficiency. 



DREAM JOURNAL - VOL. 03, ISSUE 04, 2024 

49 

 

B. Enhanced Financial Performance 

The integration of risk management with corporate governance can lead to better financial outcomes. As 

found in the study by Li et al. (2019), companies that effectively manage risk through their governance structures 

tend to have stronger financial performance, characterized by higher returns on assets and more stable earnings. 

This is partly because integrated risk management can help firms avoid costly pitfalls and capitalize on 

opportunities by making risk-aware investment decisions. 

Operational efficiency is significantly improved when firms integrate risk management into their governance. 

This efficiency comes from better resource allocation, optimized production processes, and minimized waste, 

which are critical in the manufacturing sector. Lee et al. (2020) suggest that firms that align their risk management 

and governance processes tend to experience lower operational disruptions and improved supply chain reliability. 

The integration also cultivates a risk-aware culture throughout the organization, which is essential in today’s 

volatile business environment. A strong risk-aware culture promotes consistent risk assessment practices across 

all levels of the organization, leading to proactive management of potential internal and external threats. As noted 

by Chen and Qu (2021), firms with a well-established risk culture are better equipped to adapt to changes and 

recover from setbacks, thereby maintaining continuity and resilience. 

Integrating risk management with corporate governance enhances compliance with both internal policies and 

external regulatory requirements. This compliance is crucial for maintaining corporate reputation and avoiding 

legal penalties, especially in a regulatory environment like China's, which is increasingly focusing on corporate 

accountability. Zhao and Roper (2020) highlight that companies with integrated governance structures tend to 

exhibit higher levels of compliance and ethical standards, which in turn attract investors and improve stakeholder 

relationships. 

The integrated framework of risk management and corporate governance, as developed and analyzed in this 

study, indicates that these combined efforts can significantly enhance the overall performance and resilience of 

Chinese manufacturing firms. The practical implications are evident in improved decision-making processes, 

financial stability, operational efficiency, risk-aware culture, and compliance levels. This framework supports the 

assertion that governance structures not only direct but also protect organizations by effectively managing the 

myriad risks they face. 

The interpretation highlights the strategic importance of embedding risk management within the governance 

protocols to pre-emptively address potential vulnerabilities and capitalize on opportunities in a timely manner. 

The evidence suggests that such integration can be a vital strategic asset in the highly competitive and rapidly 

evolving Chinese manufacturing sector. 

V. DISCUSSION AND CONCLUSION  

The findings generally align with the existing literature, which underscores the benefits of integrating risk 

management and corporate governance in enhancing firm performance (Huang & Guedhami, 2018; Li et al., 2019). 

However, there are some discrepancies: 
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Degree of Impact: Some studies, such as those by Lee et al. (2020), suggest more conservative estimates of 

performance improvement through integration, indicating that while benefits are clear, they may not be as 

extensive or immediate as some theoretical models predict. 

Cultural and Institutional Factors: Literature such as that by Zhao and Roper (2020) highlights the significant 

role of cultural and institutional factors in determining the effectiveness of governance reforms, suggesting that 

these aspects might have a more nuanced impact than captured in the primary framework of this study. 

Integrating risk management with corporate governance has substantial practical and policy implications for 

China's manufacturing sector, aligning with our research objectives and supporting our hypotheses. Practically, 

firms should enhance their board composition to include members with risk management expertise, crucial for 

embedding risk considerations into strategic decision-making. This recommendation is directly supported by 

Hypothesis 2, which posits that such board expertise enhances risk management efficacy. Additionally, firms are 

advised to implement integrated information systems that ensure transparency and facilitate proactive risk 

management, aligning with Hypothesis 3's emphasis on the importance of shared information for quality decision-

making. 

Policy changes should also reinforce this integration, with updated corporate governance codes requiring risk 

management functions within governance structures, supporting Hypothesis 1 on the effectiveness of integrated 

systems. Incentives for adopting best practices could motivate firms to adopt robust governance frameworks, 

potentially improving compliance and ethical standards as indicated in Hypothesis 5. 

Future research should continue to explore this integration across various contexts. Cross-industry and 

longitudinal studies could provide deeper insights into the contextual effectiveness of these practices, addressing 

Hypothesis 4 by examining how a risk-aware culture can influence long-term organizational resilience. 

Furthermore, investigating the role of emerging technologies could refine our understanding of Hypothesis 3, 

particularly how advancements like AI influence decision-making processes in integrated frameworks. 

In sum, our study underscores the critical role of integrating risk management and corporate governance in 

enhancing the operational and strategic performance of manufacturing firms in China. By following these 

practical and policy recommendations, firms can better navigate the complexities of the modern business 

environment, achieving greater stability and success. Future research will expand on these findings, offering a 

clearer roadmap for effective integration across different sectors and regions. 
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