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ABSTRACT

The study looked at the impact of financial risk management on Ugandan commercial banks'
financial results, using Stanbic Bank in Mukono as an example. In particular, it looked at how
credit risk management affected Stanbic Bank's financial performance, how liquidity risk
management affected Stanbic Bank's financial performance, and how operational risk

management affected Stanbic Bank's Mukono branch's financial performance.

In addition to using a quantitative research approach, the study was conducted using a cross-
sectional survey research design. Stratified sampling was employed in the data collecting process,
and questionnaires were used to gather the information. This study employed a sample size of 52

workers who work in various departments at the Stanbic Bank branch in Mukono.

The study findings established that financial risk management significantly affects the financial
performance of Stanbic Bank Uganda, Mukono Branch, with credit risk management (» = .636**,
p < .05), liquidity risk management (» = .674**, p < .05), and operational risk management (»
= .605** p < .05) all showing strong and statistically significant positive relationships with
financial performance. The results suggest that good practices like credit appraisal, liquidity
management, internal controls, staff training, and risk management policies reinforce financial
stability, minimize possible losses, and eventually increase the profitability and general

performance of the bank.

Finally, the research suggested that Stanbic Bank Uganda, Mukono Branch needs to enhance
financial risk management through the following improvement of credit appraisal and loan
monitoring, the improvement of real-time liquidity management and contingency planning, the

strengthening of internal controls and regular audits, and the continuous staff training..

X



CHAPTER ONE
INTRODUCTION
1.0 Introduction

The study examined the impact of financial risk management on Ugandan commercial banks'
financial performance using Stanbic Bank's Mukono Branch as a case study. This chapter
outlines the study's history, problem statement, purpose, objectives, scope, research questions,

rationale, and significance.
1.1 Background of the study

Financial risk management is essential in ensuring commercial banks are stable and sustainable
as it will minimize risks that are likely to affect profitability, liquidity, and long-term survival
(Mwanzia, 2021). Commercial banks, in their business environment, are exposed to credit risk,
market fluctuations, inefficiency in operations, and liquidity risk, which have a bearing on their
financial performance (Al Zaidanin & Al Zaidanin, 2021). Its ability to control these risks
effectively through identification, assessment, and control makes it possible for a financial
institution to safeguard shareholder wealth and compete in the rapidly evolving financial sector

(Siddique et al., 2022).

In addition to stabilizing financial performance against risk, good financial risk management
enhances regulatory compliance, customer confidence, and financial innovation (Kafidipe et al.,
2021). Globalization, technological shock, and advanced financial products have subjected banks
to systemic risks, prompting strategic measures to increase resilience (Syadali et al., 2023).
Consequently, risk management has become an integral aspect of conventional and novel

banking institutions' financial management policies (Ihyak et al., 2023).

Globally, banks of developed countries such as the United States, the United Kingdom, Germany,
and China have established robust financial risk management systems to manage credit, liquidity,
and operational risks (Chen et al., 2021). United States-based financial institutions centralized
their credit and liquidity risk structures following the 2008 financial crisis, which exposed
weaknesses in traditional banking activities (Adeniran et al., 2024). Similarly, in Germany and

the UK, banks have implemented advanced technologies and risk management frameworks to
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improve the management of risks and ensure compliance with Basel III requirements (Huang et
al., 2022). In Asia, i.e., China, Bangladesh, and Pakistan, banks have integrated FinTech and
digital innovations into risk management frameworks, which have helped to improve monitoring

of lending practices and customers' behavior (Ahamed, 2021).

African commercial banks also carry substantial financial risks, mostly credit risks and liquidity
problems, which affect their financial performance (Kiptoo et al., 2021). In Nigeria, corporate
governance regulations have been strengthened by financial institutions to enhance their
resilience to systemic risks (Saghir & Ch, 2020). In Kenya, banks have also developed
sophisticated models for estimating credit risks to deal with the impacts of non-performing loans
as well as attaining long-term profitability (Mwanzia, 2021). In sub-Saharan Africa, South Africa
and Ghana have also strengthened financial regulations and supervisory frameworks with the
goal of banking sector stabilization and improved overall risk management practices (Hunjra et

al., 2022).

In Uganda, the banking sector remains a pillar of backbone to the economy but is constantly
being confronted by risk exposure in the form of credit defaults, liquidity mismatches, and
operational inefficiencies (Ahumuza, 2020). Bank of Uganda has led in the concentration of
regulatory oversight, for example, by establishing the Credit Reference Bureau to oversee credit
risks (Bank of Uganda, 2024). Recent releases show Uganda's commercial banking sector
recorded improved levels of profitability, with total assets going up by 10.4% in 2023, as much as
it has been eroded by macroeconomic uncertainties and high non-performing loans (Bank of

Uganda, 2023).

Stanbic Bank Uganda, being Uganda’s largest commercial bank, has fully invested in practices
of financial risk management to guarantee profitability as well as safeguard customers’ deposits
(Agaba & Turyasingura, 2022). In particular, Stanbic Bank Mukono Branch is a significant
financial hub, and its performance depends heavily on the extent to which it can conduct
financial risk management effectively in the face of an ever-maturing competitive and uncertain

financial landscape (Owomugisha, 2022).



1.2 Problem statement

Financial risk management should enable commercial banks to improve profitability, sustain
liquidity, grow revenues, and strengthen market share (Mwanzia, 2021). Furthermore, previous
studies by scholars like Kafidipe et al. (2021) and Siddique et al. (2022) on financial risk
management and bank performance have focused on credit risk in Kenya, corporate governance
and risk in Nigeria, credit risk in South Asia, and performance of Centenary Bank in Uganda.
While these studies provide insights into the role of financial risk management, they have not
examined how credit, liquidity, and operational risk management collectively affect the financial
performance of Stanbic Bank in Uganda (Owomugisha, 2022). This gap highlighted the need for
the current study to establish the relationship between financial risk management and the
financial performance of commercial banks, with a specific focus on Stanbic Bank, Mukono

Branch.
1.3 Purpose of the study

The purpose of this study was to examine the effect of financial risk management on the
financial performance of commercial banks in Uganda with specific focus on Stanbic Bank,

Mukono.
1.4 Objectives of the study

i.  To examine the effect of credit risk management on financial performance of Stanbic
Bank, Mukono branch.

ii.  To establish the effect of liquidity risk management on financial performance of Stanbic
Bank, Mukono branch.

iii.  To explore the effect of operational risk management on financial performance of Stanbic

Bank, Mukono branch.
1.5 Research questions

i.  What is the effect of credit risk management on financial performance of Stanbic Bank,
Mukono branch?
1.  What is the effect of liquidity risk management on financial performance of Stanbic Bank,

Mukono branch?



1.  What is the effect of operational risk management on financial performance of Stanbic

Bank, Mukono branch?
1.6 Scope of the study
1.6.1 Content Scope

The study was specifically restricted to analyzing the impact of credit risk management on
Stanbic Bank's financial performance, determining the impact of liquidity risk management on
Stanbic Bank's financial performance, and investigating the impact of operational risk

management on Stanbic Bank's Mukono branch's financial performance.
1.6.2 Time scope

Reports and papers were reviewed throughout a five-year period, from 2021 to 2025. With a
particular focus on Stanbic Bank, Mukono Branch, this timeframe offered a thorough
examination of current trends and patterns in financial risk management and their impact on the

financial performance of commercial banks.
1.6.3 Geographical scope

The Stanbic Bank-Mukono branch, which is situated in the Mukono Town Council, Mukono
Municipality, Mukono area, Uganda, was the site of this study. Stanbic Bank was selected
because, despite being the largest commercial bank in Uganda, its Mukono Branch has
experienced noticeable challenges in financial performance, particularly in areas such as

profitability, liquidity levels, revenue growth, and market share (Bank of Uganda, 2023).
1.7 Justification of the study

The justification for this study was based on the need to address the persisting downward spiral
in the financial performance of Uganda's commercial banks despite the presence of financial risk
management practice. While previous studies have concentrated on risk management in relation
to credit risk management in Kenya (Mwanzia, 2021), corporate governance and risk
management in Nigeria (Kafidipe et al., 2021), and Centenary Bank performance in Uganda
(Owomugisha, 2022), less attention is given to the degree to which credit, liquidity, and

operational risk management collectively influence profitability, liquidity levels, revenue growth,
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and market share in Stanbic Bank. This study was therefore needed as it filled this gap by
providing empirical findings on the link between financial risk management and financial
performance, and enlightens policymakers, regulators, and commercial banks on how to

streamline efforts towards enhancing stability and competitiveness.
1.8 Significance of the study

The study will be significant to the management of Stanbic Bank in that it will provide evidence
of how activities of financial risk management such as credit, liquidity, and operational risk
management affect profitability, level of liquidity, revenue growth, and market share, thus

guiding decision-making to enhance financial performance.

The study will benefit policymakers and regulators since it will provide evidence-based data on
the effectiveness of risk management practices, enabling the Bank of Uganda to improve

regulatory systems and supervisory systems to attain banking sector stability.

The study will be applicable to other commercial banks because it will serve as a benchmark
when assessing their respective risk management systems, and it will encourage best practice

implementation that is capable of yielding higher financial resilience and competitiveness.

The study will be of value to future researchers and scholars since it will provide to the body of
knowledge regarding financial risk management and financial performance in the Ugandan

context as a source of reference for further research and scholarly discourse.



CHAPTER TWO
LITERATURE REVIEW
2.0 Introduction

The impact of financial risk management on the financial performance of commercial banks is
examined in this chapter along with the opinions of other researchers and a study of pertinent
material by many experts. The primary objective of this literature is to determine what has been
done and what has not been done in this field of study. As a result, research-related books,

periodicals, newspapers, and encyclopedias were consulted.

2.1 Conceptual framework

Figure 1: Conceptual Framework

Independent variable Dependent variable

Financial Risk Management Financial Performance

Credit risk management

* Loan screening

* Credit appraisal - -
Financial performance of

Liquidity risk management commercial banks

= Profitability

= Cash flow monitoring

\ 4

*  Asset-liability management * Liquidity levels

= Sales/revenue growth

Operational risk management * Market share

= Internal controls

* Fraud prevention

Source: Adopted from, Mwanzia (2021) & Owomugisha (2022) and modified by the researcher
(2025)



This conceptual framework centers on the relationship between financial risk management and
commercial banks’ financial performance, the example being Stanbic Bank, Mukono Branch.
Financial risk management as the independent variable is translated into practice through credit
risk management (loan screening and credit appraisal), liquidity risk management (cash flow
monitoring and asset-liability management), and operational risk management (controls within
and fraud prevention). It is believed that these practices will affect the dependent variable,
financial performance, which will be gauged by profitability, liquidity levels, increase in
revenue/sales and market share. According to the model, management of credit, liquidity and
operational risks are effectively managed to increase profitability, maintain steady levels of
liquidity, grow revenues and increase market share which leads to improvement in the overall

financial performance of commercial banks.
2.2 Theoretical framework

The study was based on the Modern Portfolio Theory (MPT) of Harry Markowitz (1952). The
theory highlights diversification of financial risk management and maximization of returns on a
particular level of risk (Surtee & Alagidede, 2023). The theory argues that the investor or
financial entities can create an optimal portfolio by diversifying among the different assets with
different risk and returns to reduce the overall risk exposure. Regarding financial institutions, the
theory highlights the necessity of strategic allocation of assets and effective management of
credit, liquidity and operational risks to attain stable financial performance (Lukomnik &

Hawley, 2021).

The Modern Portfolio Theory is based on the following principles and assumptions: It is
assumed that investors are risk-averse and rational and will always aim at maximizing returns
and minimizing risk. It presupposes the normal distribution of returns and the possibility of
quantifying risk in terms of variance or standard deviation (Rodriguez et al., 2021). Another
major assumption is that diversification eliminates the unsystematic risk i.e. that the risk in a
portfolio can be eliminated by owning a portfolio of assets without correspondingly reducing
expected returns. It is also based on the assumption of efficient markets and the immediate

availability of information to the decision-makers (Jang and Seong, 2023).



The merits of the Modern Portfolio Theory are that it offers a quantitative diversification and risk
vs. return balancing, as well as, very informed investment decisions. Portfolio optimization and
risk analysis have been popular applications in financial management and banking (Berk &
Tutarlili, 2021). Its weaknesses include that it makes some unrealistic assumptions about the
rationality of investors, normal distribution of returns, and market efficiency, which is not
necessarily true in dynamic banking. It also ignores behavioral and exogenous economic

variables which may determine financial decisions (Surtee & Alagidede, 2023).

The Modern Portfolio Theory was relevant in the study since commercial banks such as Stanbic
Bank are vulnerable to various types of financial risks, such as credit, liquidity, and operational
risks, which should be addressed to achieve stable operations (Lukomnik & Hawley, 2021). By
using MPT, Stanbic Bank will have the opportunity to diversify credit portfolios, ensure
sufficient levels of liquidity reserves, and narrow the internal control systems to balance risk
against the returns (Rodriguez et al., 2021). The theory thus offered a base on which the concept
of sound financial risk management practices can be useful in improving profitability, liquidity

and sustainability of financial performance within the banking sector in Uganda.
2.3 Credit risk management and financial performance

Al Zaidanin and Al Zaidanin (2021) examined the impact of credit risk management on the
performance of commercial banks in the United Arab Emirates. They found that efficient non-
performing loan management significantly boosts profitability and liquidity. The authors
discovered that banks that applied proactive loan screening processes and continuous credit
monitoring generated a greater return on assets (ROA) and equity (ROE) than banks with
inefficient credit control systems. In the same vein, Mwanzia (2021) researched the effect of risk
management on the financial performance of commercial banks in Kenya and found that sound
credit vetting and client appraisal policies minimized the rate of default, hence enhancing
operational efficiency and the continuous flow of revenues. The research also pointed out that
banks with poor credit loss prevention due to poor loan vetting processes are prone to poor
financial performance. Both papers confirm that quality of credit risk management practice is the

key to profitability and long-term financial stability of commercial banks.



Siddique et al. (2022) investigated how credit risk management and bank-specific factors affected
the financial performance of South Asian commercial banks and developed a significant negative
correlation between non-performing loans and profitability, meaning that a poor credit risk
management destroys the profits of banks. The study brought to light that effective loan recovery
systems and credit risk modeling enhance banks' financial shock absorption capacity. Similarly,
Kafidipe et al. (2021) examined the relationship between corporate governance, risk management,
and financial performance of quoted deposit money banks in Nigeria and found that the quality
of governance supports risk management practice, resulting in increased profitability. They
found that sufficient board supervision and internal control in place guarantees compliance with
sound credit policies, which reduces risks to default. The overall effect of all these results is that
the institutional governance and the institutional policy of credit are crucial in ensuring

sustainable financial performance.

Syadali et al. (2023) focused on risk management practices to address the issue of borrowing in
the Islamic commercial banks and determined that the use of the Sharia-compliant credit
assessment practices and the ongoing monitoring of the borrowers enhanced the financial
performance significantly. The study added that the minimization of credit risk by following
moral lending activities resulted in stability and profitability. Similarly, Thyak et al. (2023)
carried out a literature review of risk management in Islamic financial institutions and concluded
that the risk management systems that incorporated credit risk mitigation were responsible of
maintaining the profitability of institutions and safeguarding the interests of investors. In their
research, it was observed that in cases where credit risk is addressed by strict screening and
diversification of financing portfolios, institutions attain superior financial strength. All these
studies have jointly justified the fact that credit risk management, based on ethical and strategic
principles, will continue to be a concern of the financial well-being of both conventional and

Islamic banks.

Hunjra et al. (2022) examined the effect of firm specific risk, such as credit risk, on bank
performance in emerging economies and found that credit risk had the highest effect on
profitability and poor management of credit exposure results in diminishing returns. The authors
proposed the diversification of lending portfolios and regular stress tests to improve the level of

financial performance. In the same way, Huang et al. (2022) studied the bank loan financing and



the climate risk of firms, proving that banks that have more developed risk management systems
can better assess the creditworthiness of borrowers, which enhances loan recovery and overall
performance. They found that incorporation of credit risk analysis with wider environmental and
operational risk factors enhances profitability. Together, these research papers highlight the
mutual dependence of credit risk management, institutional robustness, and profitability in

various banking settings.

Adeniran et al. (2024) on financial institution risk management and a strategic focus echoed the
same that regulatory compliance and risk-based supervision positively impact credit quality and
financial performance. Compliance-led credit risk frameworks were identified to promote
investor confidence and sustainability in operations. Similarly, in his examination of risk
management and the financial performance of Centenary Bank in Uganda, Owomugisha (2022)
confirmed the importance of successful credit risk management in form of client evaluation and
collateral enforcement in addition to a periodic review of risk exposure in enhancing profitability
and minimizing losses with regard to loan defaults. The researcher came to the conclusion that
banks in Uganda that have developed credit risk systems have better quality and stability of their
assets in the long run. These empirical results are all indicative that effective credit risk
management frameworks that are enabled by compliance, monitoring, and borrower assessment

are key to facilitating greater financial performance of commercial banks.
2.4 Liquidity risk management and financial performance

In his research, Ahamed (2021) explored the determinants of liquidity risk of commercial banks
in Bangladesh and concluded that inadequate cash flow management and asset-liability
misbalancing are major contributors to liquidity risk and deter the capacity of the banks to fulfill
their short-term debt, thereby reducing their profitability and sustainable operation. Ahamed also
showed that banks that had excellent liquidity buffers and dynamic cash flow projections
recorded higher loan repayment rates and lower funding costs as indicated by excellent net
interest margins and better financial performance. In a complementary study, Chen et al. (2021)
examined the impact of FinTech adoption in Chinese commercial banks and found that digital
payment systems and real-time liquidity monitoring software improved intraday liquidity
management by banks and reduced transaction costs, thereby improving profitability and revenue

growth. Chen et al. also observed that banks which had adopted FinTech solutions in treasury
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operations were more effective in smoothing liquidity shocks and preserving market share during

periods of market strain.

Kiptoo et al. (2021) on risk management and financial performance of insurance firms in Kenya
found that sound liquidity risk practices such as close control over cash flows and regular asset-
liability analyses were associated with improved solvency positions and more stable premium
income, lessons potentially transferable to commercial banks about how liquidity management
supports the earnings in the long run. Kiptoo et al. asserted that institutions which do not honor
short-term funding commitments have a greater tendency to have high-cost emergency funding,
which erodes profitability and investor confidence. In the same regional context, Agaba &
Turyasingura (2022) assessed the accounting practices of chosen Ugandan commercial banks and
found that improved cash management and liquid asset reporting within a timely manner allowed
institutions to better control loan-to-deposit relations and afford healthier liquidity levels, which
sustained revenue stability and market positioning. Agaba & Turyasingura also observed that
liquidity reporting and forecasting deficiencies caused cyclical imbalances that restricted the

ability of the banks to raise lending and build interest income.

Ahamed (2021) also showed that banks operating in situations with uncertain deposit bases
experienced higher volatility in liquidity ratios and therefore had more volatile profitability
measures, highlighting the direct linkage between liquidity risk management and financial
performance. Ahamed emphasized that forward-looking liquidity contingency planning, such as
pre-arranged lines of credit and diversified funding pools, mitigates this volatility and preserves
return on assets during downturns. Simultaneously, Chen et al. (2021) provided evidence that
automation of predictive analytics and liquidity reporting alleviated the delay in detecting
liquidity stress, allowing for faster corrective action and mitigating the adverse impact on non-
interest income streams and net interest margins. Chen et al. concluded that technology
upgrading of liquidity management is the key driver for competitive market share and revenue

growth in digitalizing banking industries.

Huang et al. (2022) discovered that sound asset-liability management frameworks helped firms
effectively reduce liquidity mismatches to a large degree, substantially decreasing the level of
distress fundings and keeping capital adequacy to achieve improved return on equity and

improved investor confidence. Huang et al. also proposed that coordinated credit and liquidity
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management policies lower systemic liquidity shocks, thereby bringing about stable earnings and
protecting banks' market share even during financial crises. Similarly, Adeniran et al. (2024)
found that robust internal liquidity controls along with transparent reporting of liquid asset
positions enhanced regulatory confidence and availability of cheaper funds, which supported
profitability as well as revenue growth. Adeniran et al. also discovered that inadequately
performing institutions with ineffective liquidity management facilities had increased cost of

funding and lower lending limits limiting the growth of revenues in the long term.

Syadali et al. (2023) concluded that the use of digital and Sharia-compliant liquidity solutions
enhanced the efficiency of operations with the structuring of funding and assets, thereby
reducing settlement risk and enhancing overall financial performance. Syadali et al. also
emphasized that banks can enhance liquidity ratios and profitability through the adoption of
technology-based liquidity monitoring systems in treasury operations, allowing maximum cash
buffers without restricting lending possibilities. In confirmation, Thyak et al. (2023) noted that
regulation's compliance with liquidity standards, such as liquidity coverage ratios and stress
testing, 1s essential for improving resilience to liquidity crises, even though excessive compliance
will result in dormant funds that limit investment scope. lhyak et al. therefore suggested
harmonized liquidity management with a balanced strategy between regulatory compliance and

proactive optimization of assets and liabilities to ensure financial performance.
2.5 Operational risk management and financial performance

Mwanzia (2021) in his study determined that effective operational risk management practices
such as effective internal controls and frequent operational audits significantly reduce loss events
as well as cost-to-income ratios of banks, thus healthy financial performance. A study by
Kafidipe et al. (2021) also determined that effective corporate governance in combination with
operational risk controls improves control and reduces operational loss, thus improved

profitability and return on equity in deposit money banks.

Hunjra et al. (2022) compared firm-specific risks and illustrated that operational risk when not
controlled with poor internal controls and poor process design causes greater operating losses
and lowers net income and thereby negatively affects bank performance. Adeniran et al. (2024) in

yet another study determined that strategic operational risk management through explicit policies,
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