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Objective: Investors tend to allocate their resources to companies with the best
performance to benefit from their returns. One of the factors that can significantly impact
corporate performance is Enterprise Risk Management (ERM). This study examines the
relationship between ERM and capital market reaction, and analyzes the moderating
effect of institutional ownership on this relationship

Method: To test the research hypotheses, financial data from 120 companies listed on
the Tehran Stock Exchange over the period 2018 to 2022 were used. The study employed
pooled multivariate regression, controlling for year and industry effects.

Results: The results indicate that ERM acts as a control mechanism and has a positive
relationship with capital market reaction. In other words, a stronger ERM is associated
with higher stock returns. However, the findings show that institutional investors have no
moderating effect on the relationship between ERM and stock returns.

Conclusions: This study contributes to the existing literature on ERM. Investors should

consider ERM as an indicator of a company’s market performance.
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Introduction
Investors use the set of information disclosed in financial statements and other corporate

reports to learn about a company’s long-term plans and strategies, enabling them to make
informed decisions regarding investment in the company’s shares. One of the key pieces of
information to which investors respond is the disclosure of corporate risk factors, as they
provide a forward-looking view of the company. This affects investor and stakeholder
decisions, leading to changes in stock prices, trading volumes, and ultimately, stock returns
(Haj Salem et al., 2021).

Enterprise Risk Management (ERM) can be viewed as a process through which financial
and non-financial risks—such as operational and strategic risks—are managed in an integrated
manner. This helps companies secure financing from capital markets more easily to implement
their strategies and business plans (Nocco & Stulz, 2022). Over the past two decades, ERM has
rapidly evolved in organizations, with shareholders, professional institutions, rating agencies,
and regulators considering ERM and an appropriate internal control structure as signs of better
corporate governance.

Companies must be resilient in the face of turmoil and pressures arising from financial and
economic crises. All organizations face uncertainty, and the main challenge for managers is to
determine how much uncertainty is acceptable for value creation for shareholders and other
stakeholders, and which strategies are appropriate in response to different uncertainties in the
business environment (Zhou et al., 2024). At this point, ERM becomes a focal point for
managers, financial institutions, and investors. The ERM process helps managers identify and
assess risks stemming from uncertainty and align them with value creation for stakeholders.
Education and awareness about risk management significantly influence the success of ERM
implementation. ERM allows organizations and companies to be flexible in facing external
threats (Yoon, 2023).

This study investigates the relationship between ERM and capital market reactions, as well
as the moderating role of institutional ownership in this relationship, using multivariate
regression analysis for a sample of 120 firms listed on the Tehran Stock Exchange during 2018—
2022. The study contributes to the existing body of knowledge in two ways: First, it extends
the literature on the factors affecting capital market reaction. Crises such as COVID-19 have
heightened capital markets' attention to ERM and influenced stakeholders’ decisions. Hence,
companies must adopt ERM strategies proactively before experiencing the adverse effects of
such events. Second, by examining the moderating effect of institutional ownership on the
ERM-market reaction relationship, the study adds to the literature on ownership structure.

Method
The statistical population includes all companies listed on the Tehran Stock Exchange. A

total of 120 firms were selected using a systematic elimination method. Data analysis and
hypothesis testing were conducted using multivariate regression models based on panel data.
The dependent variable is the capital market reaction, measured by stock return (Jay et al.,
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2022). Stock return is calculated as the sum of the difference between the market price per share
at time ¢ and ¢/, plus dividends and other gains from holding the share, divided by the market
price at time 7—/. Returns were calculated for both a short-term 10-day period and a long-term
one-year period following the publication of financial statements.

The independent variable, ERM, was measured using four components adopted from Gordon
et al. (2009), representing the company’s ability to achieve strategic, operational, reporting, and
compliance objectives. The moderating variable, institutional ownership, was measured as the
proportion of shares held by institutional investors to the total outstanding shares (Jiang et al.,
2021; Sunarto et al., 2021). According to Article 1, Clause 27 of the Securities Market Act,
institutional investors include legal entities such as investment companies, holding companies,
banks, insurance companies, and pension funds.

Results
The findings reveal a significant positive relationship between ERM and capital market

reaction; specifically, improved ERM leads to higher long-term and short-term stock returns.
This suggests that ERM acts as both an internal and external control mechanism. These results
are consistent with prior studies by Maharani & Yunandi (2033) and Jimzan & Amelia (2023).
However, institutional ownership does not significantly moderate the relationship between
ERM and capital market reaction, thus rejecting the second hypothesis. This implies that the
presence of institutional investors does not significantly influence the positive relationship
between ERM and stock returns, consistent with the findings of Pourmansouri et al. (2022).

Conclusions
The results of this study are useful for investors, creditors, analysts, and other stakeholders.

It is recommended that investors, fund managers, and financiers consider the effectiveness of
ERM systems when evaluating companies, as ERM reflects organizational performance in the
market. Moreover, in line with the corporate governance guidelines issued by the Securities and
Exchange Organization and the emphasis on risk committee responsibilities, company
managers are advised to prioritize the effective implementation of ERM. Providing appropriate
training and education on ERM can help companies respond better to future unpredictable
crises. Future studies may focus on the role of artificial intelligence in ERM, identifying key
elements of comprehensive risk management frameworks across industries, and exploring
factors that influence successful ERM implementation. It should be noted that some firms in
the study period revalued their assets, which may have influenced the research outcomes.
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