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ABSTRACT 

 

The thesis main goal is to look at the effect of central bank regulations on financial institution 

performance in Rwanda using a case study of commercial banks in Rwanda. The research 

focused on audited financial statements of six commercial banks in Rwanda, the sample was 

chosen on basis of age, share capital, assets bank holds, youngest bank, oldest bank, foreign bank 

as this will support vivid results on the study.  

The study used quantitative method of data collection. Data were collected using financial 

statements and processed using financial ratios. Correlation and regression analyses were used to 

establish the relationship between effects of central bank on performance of financial 

institutions. Findings were revealed positive linear relationship between central bank regulations 

on performance of central bank regulations. The thesis had both academic and policy 

implications. It provides a deep understanding of central bank regulations, aspect of the literature 

that has not been given important attention as most studies have a bias on banks. Several 

previous researches have been conducted with the same variables “central regulation on 

performance of banks” Even though the variables that have been used are the same. Therefore, it 

is with this consideration that present study intended to focus more on central bank regulations 

on the performance of financial institutions. Consequently, this research will provide empirical 

data related to the studied variables “central bank regulations and performance of financial 

institutions”. This will contribute to the academic literatures, further theoretical and empirical 

developments related to the central bank regulations mainly. The researcher recommended that 

banks completely comply with all stipulated regulations, and that the Central Bank ensure that all 

banks do so. Commercial banks should be adequately capitalized in order to fulfil their mandates 

the advertisement. The Central Bank of Rwanda should effectively control how commercial 

banks handle their liquidity so that a healthy banking climate can be created. Banks should 

implement appropriate risk management strategies that help them manage credit adequately so 

that the amount of non-performing loans can be reduced. 
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CHAPTER 1 

GENERAL INTRODUCTION 

 

1.0. Introduction 

This chapter covers the study's context, the problem statement, the study's goals, and the research 

questions. It also summarizes the study's importance, limitations, and scope. 

 

1.1 Background of the Study 

Globally, some different studies have been done in this area of banking regulations and its effect 

on financial performance.  

Those studies include (Samad, 2009); study on relationship between performance and regulation 

of banks in Washington which found out that regulations have positive effect on financial 

performance of commercial banks on their performance,this result was supported by Howels and 

Bain (2014) study. However, Barth et al (2013) stated that, increase in financial restriction leads 

to increase in financial crisis.  

Most Sub-Saharan African countries' financial markets have been deregulated since the 1980s, 

with their governments either eliminating or reducing state regulations that supervised financial 

institutions (Kumbhakar, et al., 2015). This is because policy Deregulation, they say, is the only 

way to enhance the efficiency and success of these organizations. These policies are aimed at 

increasing bank price, commodity, and territorial rivalry. However, the effects of this 

deregulation process have been mixed. Deregulation of Norwegian banks, for example, allowed 

them to set their own lending rates and the amount of money they could lend out, which was 

good for some countries but bad for others. The results have been very positive for them though 

in India and USA this has not been the case. 

Central bank regulation is a collection of laws and rules that apply to the banking industry, while 

supervision is the oversight of banks' activities by authorities and the compliance of banking 

regulations (Barth et al., 2013). Every Central Bank in the world has released regulations and 

guidelines. This regulatory framework ensures that financial institutions, as well as the 

individuals and businesses with whom they do business, are transparent. Regulations are a set of 

rules that any individual or organization must follow; failure to do so can result in negative 
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consequences, while guidelines are suggested practices as the most efficient in terms of 

generating high returns and thereby improving the efficiency of commercial banks in the future 

(Doyle, 2015). 

Central bank regulations are nothing new to financial institutions. According to (Barth et al., 

2013), bank regulations are a type of government or state command that imposes certain 

requirements, controls, and guidelines on the banking sector via regulators such as the Central 

Bank, to ensure market transparency between the banking industry and individuals, or between 

the banking industry and other companies in which they do business. In order to effectively 

respond to adverse changes, bank regulators are constantly revising their regulations and 

guidelines in the current business conditions, which, if not properly managed, would result in the 

current business environment, which, if not managed properly, will lead to financial difficulties. 

(Richard, 2011, Richard) 

 

Commercial banks are one of the most significant financial intermediaries in the financial 

system, serving as a go-between for two parties involved in a financial transaction, such as 

exchanging funds from lenders to borrowers (borrowers). It is extremely rare in the financial 

market for funds to flow directly from a producer to end consumers without the use of a 

middleman. When passing through a financial intermediary, For the safety of all parties, great 

bank rules must be in effect (Cornett & Saunders, 2009). Banks go to great lengths to reduce the 

risks they face, according to Fernandez and Gonzalez's (2015) research into how accounting and 

auditing processes can prevent banking safety nets from shifting risk, which is only possible 

thanks to stringent banking regulations. Barth et al., (2011) on the other hand, wrote that high 

bank regulations are related to a high risk of inefficient operations, which could lead to a banking 

crisis, according to their research into how bank ownership and regulations affect bank output 

and stability. 

Central banks, national treasuries, and commercial banks are the world's three (3) most important 

financial institutions. The three have a reciprocal relationship in the following way: the central 

bank is the financial system's leader, with primary responsibility for money creation. In the other 

hand, the national treasury is in charge of handling all of the government's funds, the central 

bank generates money by collecting taxes and paying government obligations through 

commercial bank or central bank accounts. To maintain the money supply and to be used for 
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bank check clearing, a certain percentage of all commercial banks' total deposits must be 

deposited with the Central Bank (williams, 2012). 

The Basel Committee is an international organization that establishes prudential regulations for 

banking institutions. In order to achieve its key objective of improving bank financial stability, it 

ensures that all regulation and supervision practices for global banks are effective and successful. 

According to Muiruri (2015), just because Rwanda is not a member of the Basel Convention 

does not mean it is not a member of the international community. The fact that it is a committee 

does not negate the fact that it is subject to its oversight and supervision. Basel Committee 

standards are chosen and implemented by the Rwandan Central Bank. The Rwandan Central 

Bank ensures that all licensed financial institutions adhere to the rules and regulations that 

regulate them, which are based on the Basel Committee's international standards (Richard, 

Devinney, Yip, & Johnson, 2009). 

 

The financial results of a company can be described as how well it performs at the end of the 

fiscal year (Rutagi, 2017). Shareholders and management benefit from knowing about a bank's 

growth, but so do other stakeholders such as suppliers and consumers. Customers, creditors, and 

others must decide whether or not to invest in the company alternatively, look for alternatives 

(Casu et al, 2016). Good financial results are linked to increased profitability and growth in 

banking and other financial institutions, profit maximization and asset maximization are two 

critical goals. When it comes to profit maximization, management makes use of all available 

resources to increase the company's profitability. When it comes to wealth maximization, 

management makes use of all available resources to increase the company's wealth, only 

decisions that Management considers what would increase the value of the company's stock. 

According to Murthy, et al., (2013) wrote that commercial bank performance can be calculated 

using ratios such as Return on Assets (ROA) and Return on Equity (ROE). 

After all costs and taxes have been deducted, the return on assets (ROA) is the net income from 

bank assets. A higher ROA ratio means better productivity and effective asset utilization, while a 

low ratio means inefficient asset utilization (Ross, et al.,2015). Since ROE is more important 

than other ratios, it was used as a performance predictor in this analysis, since it depicts the rate 

of return to the company's creditors, i.e., the shareholders Since it shows how much a company 
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has produced from the amount of money spent by shareholders, the ROE ratio is a fair measure 

of output quality. According to Hassan and Samad (2009), the higher the return on investment, 

the better the outcomes. 

The primary goal of the supervisory mechanism was to identify particular roles and strengthen 

collaboration between the Central Bank and all financial institutions. Supervisory evaluations are 

fast, accurate, and well-documented thanks to the structure. Any financial institution in Rwanda 

may be chastised or closed based on its performance, allowing the relevant authority to take 

appropriate measures to promote (BNR, 2011). This supervision not only reduces the risk of 

financial transactions, but it also serves as a warning about the poor performance of Rwanda's 

banks and MFIs. 

Commercial banks, microfinance institutions, savings and credit schemes, and non-financial 

institutions make up Rwanda's financial sector. The Rwandan commercial banking sector 

consists of sixteen commercial banks authorized by the Rwandan Central Bank (BNR,2020). As 

a result, the Rwanda Bankers' Association (RBA) was established by all commercial banks with 

the aim of establishing mechanisms to ensure the banking sector's professionalism and 

regulation. Cheques and transfer orders collection, cash deposits and withdrawals are among the 

facilities provided by banking operations, Account opening and closing, as well as cheque 

certifications and cash deposits and withdrawals. Cash activities declined in volume by 8.5 

percent but increased in value by 26.7 percent in the first half of 2012 compared to the same time 

last year. 

The number of operations related to funds transfer processing fell by 29.0 percent in 2012, from 

147.5 thousand in 2011 to 104.8 thousand in 2012, while the value of those operations rose by 

126.5 percent over the same time in 2011. In the same time frame, check processing grew by 

67.0 percent in volume and 364.0 percent in value as compared to 2011.The Regulatory 

Authority (Central Bank of Rwanda), the Ministry of Finance, and the Network of Banking 

Institutions, which is the professional organization that provides the basis for consultation with 

external institutional partners, are the three key actors in the banking industry. 

According to the Rwanda Fin scope 2009 report, the growth of financial institutions centered on 

overcoming financial exclusion due to various barriers between 2005 and 2009. Off-site and on-

site inspections have been conducted on a regular basis while licensing new institutions. During 

the year 2009, on-site audits were conducted to increase the performance of the bank's operations 
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Examinations were carried out in 28 MFIs, including the five largest. The Central Bank has had 

necessary details on performing and non-performing financial institutions as a result of this 

supervision (BNR, 2011) it was found out that commercial institutions need to be regulated for 

better performance. 

1.2. Problem statement 

In total, 28 MFIs were examined, including the five highest. As a result of this oversight, the 

Central Bank now has the requisite information on performing and non-performing financial 

institutions (BNR, 2011). 

During the Year 2011, Rwanda Central bank implemented its Monetary Policy in unprecedented 

turmoil of the international and national economic and financial environment. This particular 

year, the world real GDP declined by 1.1% mainly due to weak performance in leading 

developed economies, the most affected by the global financial crisis (BNR, 2011). Government 

and Central Bank policy steps were taken to prevent a further decline in the growth rate. While 

the government continued to push agriculture development, the Central Bank took effective 

policy steps to resolve the liquidity crunch and credit to private sector conditions, with the aim of 

restoring trust in the banking system (BNR, 2011). 

 

Rwandan banks are expected to follow the Central Bank of Rwanda's regulations. To comply 

with the regulation, management must present capital adequacy return reports, liquidity 

statement reports, Statement of financial condition and deposit return, and return on investment, 

which compares financial assets to the bank's total assets and core capital. However, instead of 

performing, some financial institutions have been closed by Central Bank due to their failure to 

conform their operations to its norms. The main problem is that even financial institutions that 

are considered as most performing have been found guilty of none of respecting all the 

regulation norms (BNR, 2011). The majority of studies on the relationship between bank 

regulation and commercial bank performance have been performed in developed countries. 

However, there has never been a study conducted in Rwanda to see how central bank regulation 

affects the financial performance of commercial banks after implementation of Basel i&iii as a 

result, the aim of this research is to determine the effect of central banking regulations on the 

performance of Rwandan commercial banks after Basel II&III 
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1.3. Objectives of the Study 

This part consists of presenting the general objective and specific objectives of the study. 

 

1.3.1 General Objective 

The main purpose of this study is to assess the effect of banking regulations on the performance 

of commercial banks in Rwanda. 

 

1.3.2. Specific Objectives 

1. To assess the effect  of reserve requirement on financial performance of commercial 

banks in Rwanda. 

2. To examine the effect of liquidity Management on financial performance of commercial 

banks in Rwanda. 

3. To identity the effect of credit-risk management on financial performance of Commercial 

Banks in Rwanda. 

 

1.4. Research questions 

1. What is the effect of reserve requirement on financial performance of Commercial Banks 

in Rwanda? 

2. What is the effect of liquidity management on financial performance of Commercial 

Banks in Rwanda? 

3. What is the effect of credit risk management on financial performance of Commercial 

Banks in Rwanda? 

1.5. Significance of the study 

This research study is significantly important for Central Bank of Rwanda being a financial 

institutions supervisor. The Central Bank wants to know how commercial banks are doing now 

that the latest rules and guidelines have been enforced. They specifically interested at knowing 

how the banks growth and stability are maintained. The banks growth and stability are the main 

objectives of formulation of regulations.  
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Other regulatory agencies, such as the Capital Markets Authority (CMA) and the Rwanda 

Banker Association (RBA), will be interested in this study because they assess performance after 

new regulations are implemented. Investors are also interested in learning how the new rules can 

secure their bank assets the BNR, for example, can compensate them in the case of capital 

requirements, which can be compensated if a bank's output is poor. Based on this experience, 

investors would be able to make the best decision possible about whether to continue investing 

or to move their investment portfolio to another. 

 

After reviewing the following three regulations such as reserve requirement, liquidity 

management, and credit risk management, the results of this study will contribute to further 

awareness expansion concerning central bank regulations and financial performance of 

commercial banks in Rwanda. The study will be most beneficial to the following individuals, 

among others: Information would be offered to commercial bank management teams as well as 

financial institutions that provide services that are almost identical to those provided by banks in 

general, management should use this data to assess how regulations impact the organization's 

activities and, as a result, be able to recognize places where things are going well or poorly, and 

then take corrective action and this research would benefit academics who want to learn more 

about the impact of central bank regulation on financial institution performance in Rwanda. In 

addition, the data from this study will be used by other researchers who wish to expand their 

knowledge in this area. 

1.6. Scope of the study 

The period for the research is spanning from 2011 to 2018. This period was chosen because it 

corresponds to the entry into force of the amendments done on the law regulating bank activities 

in Rwanda and also corresponds to the most recent period for which we have available data.  

 

In terms of content, secondary date was used to make significant analysis of the performance of 

the banks as result of installation of banking regulations. The secondary data used include the 

financial statements and ratios. 

 

The financial sector in Rwanda is made of financial institutions and non-financial institutions. 

The financial institutions include the Commercial banks, credit and saving cooperatives and 
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micro finance institutions. This research only concentrated on commercial banks expect the 

development bank. 

1.7. The study's structure 

There were five parts to the study. The study's introduction was covered in the first chapter. The 

meaning of the analysis, the problem statement, and general and specific goals for answering the 

research questions were all included. The study's purpose, limitations, scope, and organization 

were all clarified in the following chapter. The second chapter summarized the theoretical and 

empirical literature review and offered a critical assessment of the identified gap. A concept 

framework was also created to depict the relationship between the dependent and independent 

variables. The third chapter presented a detailed overview of the data collection and analysis 

methodology and procedures. The study's results were summarized in the fourth chapter. Finally, 

chapter five presented a review of the study's results, conclusions, and recommendations. 
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CHAPTER 2 

LITERATURE REVIEW 

 

2.0. Introduction 

This chapter provides the related literature reviewed for the study that has been extracted from 

various publications from libraries and from internet. This chapter based on the theoretical 

framework, conceptual framework, empirical study.   

2.1. Theoretical framework 

The concept of bank regulations has been in existence for so many years all over the world. 

However, it was not developed as it is today due to some factors such as increase in competition 

from other financial institutions, changes in customer demands among others. Bank regulations 

are of growing importance in financial institutions, particularly in management of bank’s 

operation. There have been a variety of theories developed to describe the impact of bank 

regulations on commercial bank financial efficiency, but this study focused on the following 

three theories: agency theory, stakeholder theory, and liquidity theory. 

2.1.1. Agency Theory 

In commercial banks, there is management team (managers) and the owners (shareholders) of the 

business. Owners’ delegates power to the management whom they expect them to work towards 

achieving their main interest which is wealth maximization. Clarkson (2015) states that wealthy 

creation for the owners of the organization is the main purpose for the business. Management 

team has more information concerning firm’s performance as compared to their owners. 

Commercial banks management is responsible in managing all the banks operation thus having 

more information concerning the operation of the bank as compared to their shareholders. 

According to Roe (1994), shareholders lack enough information on how to run the business as 

well as deep understanding of their business leading to having management team in their 

business. According to Howels and Bain (2014), bank regulations exist to manage asymmetric 

information which may be exposing the shareholders to certain risk not aware of but managers 

have all the information. Banks work with money which is very tempting to fraud and other 

illegal practices such as financing terrorism groups so, separation of ownership and control 

results to different behaviours in the management team such as agency problem where 
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management leaves the interest of shareholders and start working towards achieving their own 

interest. Agency problem has been a problem in all financial institutions where if not controlled 

results to negative impact on the overall performance of the firm. Blair and Tony (2014), 

management has to be well monitored and institutional arrangement to be in place in order to 

make sure there is no abuse of the power by managers. 

 

In large organization where there is dispersed ownership like in the case of commercial banks, 

shareholders have to incur costs in dealing with agency problem which is known as agency cost. 

There are two main costs which can be used to minimize shareholders-management conflict that 

is, monitoring cost and incentive cost. Monitoring cost is associated with things like ensuring 

effective internal audit, external audit, internal controls and compliance, good supervision, and 

CCTV among others. Incentive cost is the cost incurred by shareholders through increase of 

employees’ wealth by paying high remuneration and other benefits such as; shares appreciation 

rights, commissions, spouse allowances or children education. The problem with this agency cost 

is that everyone wants to be rewarded, so managers may be tempted to give false information in 

order to get incentives even if that is not the real situation of the organization (Commercial 

bank). Shareholders can directly intervene the management with threats of firing or threat of 

takeover in orders to control agency problem (Sandal et al., 2015). 

 

2.1.2 Liquidity preference Theory 

The ability to have cash in your pockets is referred to as liquidity preference theory. Money is 

the most liquid of all assets and is defined as any type of an asset that can be easily transformed 

into cash. Commercial banks mostly deal with liquid assets that investors can demand at any 

time. According to Eggertsson, (2008), Money demand and supply are used to calculate interest 

rate, which is a reward for not keeping a liquid asset for a set period of time.  

According to Keynes (2008), money demand can be divided into three groups the first 

transaction motive is the desire to have cash for basic transactions such as transportation, wages, 

or raw material payment. Second, a precautionary motive is to keep cash on hand in case of an 

unexpected expense, such as an accident or illness. Finally, the speculative motive is to keep 

cash on hand and predict potential adjustments in order to exercise the stock-buying rights. If 

interest rates are expected to fall and stock prices are expected to increase, investors will buy and 
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keep until the price increases. The total sum of money circulating in a country is known as the 

supply of money (Balogun, 2011), Different investors have different liquidity preferences, with 

some preferring illiquid assets. The higher the interest rate, the more illiquid the asset several 

factors can affect bank liquidity, including political instability in a region, such as the post-

election violence that occurred in Kenya in the years 2007 and 2008. Any investor in the affected 

region rushed to the bank in the aftermath of the disaster. hopes of getting their money, causing a 

bank run and panic. 

 

Other authors, such as Rothbard (2012), have criticized Keynes' argument, arguing that interest 

rates are influenced by other factors other than liquidity preference, as Keynes suggested. Short-

run interest is considered in the Keynesian theory of interest, but long-run interest is not 

clarified. When all other factors are equal, investors prefer cash or other highly liquid holdings 

so they can earn a higher interest rate or premium on securities with longer maturities and higher 

risk, according to liquidity preference theory. 

 

2.2. Conceptual review 

2.2.1. Reserve requirements 

Depository institutions (commercial banks) are required to maintain minimum reserves against 

their liabilities, which are typically held in the form of central bank balances. Reserve conditions 

(RR) are imposed for three reasons: monetary stability, liquidity management, and prudential 

reasons. The reserve requirement ratio is currently at 5%. Changes in reserve requirements have 

an effect on the banking system's liquidity and ability to generate loans (Oketch, 2016). 

Modern economies utilized interest rate as a monetary policy instrument. The interest rate affect 

bank risk. A transparent policy and credible commitment by central bank, low interest rate lead 

to collective moral hazard, thus, a loose monetary and regulatory environment stimulating banks 

to take one more risk.  

 

A study conducted by Roa (2006) on the impact of monetary policy on the banks profitability in 

India found that the lending rate has a positive relationship with banks profits, thus, increasing 

the lending rate would increase the bank’s profitability. The banking sector is therefore regulated 
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and controlled to avoid inflationary pressures as results of high lending rate privileged by banks 

to increase their profitability. 

 

Similarly, Satter (2014) quoted by Fatima (2015) demonstrated that the rate of interest and 

commercial bank profitability have a strong and positive relationship. He discovered that an 

increase or decrease in the value of the interest rate causes an increase or decrease in the 

profitability of banks. The high interest rate brings about the rise in lending rate than the deposit 

rate, hence an increase of bank operating income. In contrary, the low interest rate increases the 

deposit rate than the lending rate. 

 

Christian and Pascal (2012), Cargill and Mayer (2006) quoted by Yimer (2018) stated that the 

increase in reserve requirement leads to contraction and decrease in domestic and bank credit. 

The deposits which are subject to reserve requirement need to be substitutable to other source of 

funding, otherwise, the higher reserve requirement will increase the marginal cost for the banks. 

Subsequently, the deposit and lending rate spread raise at the same time while the total credit 

fall. Moreover, Meltzer (2003) and Chandler (1971), Wilcox (2012) found out that the raise in 

the reserve requirement would have little or no impact on credit supply and investment or banks 

holding back their lending/selling securities or cause interest rate to raise quoted by Yimer 

(2018). 

 

2.2.2. Liquidity Management 

Liquidity management can have different impact on financial performance according to different 

researchers. In New York, Vossen (2010) conducted research on bank liquidity management. 

According to him, liquidity risk exposes banks to financial difficulties, resulting in depositor 

runs, investor flight, and more difficult financing. To help New York's financial institutions 

escape this situation, bank rules have been placed in place. He summarized his findings by 

stating that banks in New York try to control liquidity risk by maintaining a balance between 

cash inflow and outflow while also preserving liquidity cushions for strategic purposes. 

The effect of liquidity management on profitability was analyzed by Lamberg and Valming 

(2009). In Sweden, an analysis of the adaptation of liquidity strategies was performed. The 

study's goal was to see if changes in liquidity strategies are linked to profitability, to help New 
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York's financial institutions escape this situation, bank rules have been placed in place. He 

summarized his findings by saying that banks in New York try to control liquidity risk by 

keeping a balance between cash inflow and outflow and keeping liquidity cushions for strategic 

purposes. In order to achieve successful financial performance, they concluded their study by 

recommending companies to put a heavy focus on liquidity management. Other researchers, such 

as (Dang 2011), who conducted a report on CAMEL, backed up these results, and said that clear 

association between sufficient liquidity levels and bank profitability, according to the rating 

system used in banking supervision. 

 

Demirgunes (2016) examined the effects of liquidity on financial performance in the Turkish 

retail industry and discovered that there is a clear correlation between the two The Turkish retail 

industry's liquidity and financial performance. According to Deloof (2013), liquidity allows 

companies to meet short-term targets without incurring unnecessary costs, resulting in good 

results. The above results, other scholars' arguments, on the other hand, were refuted. According 

to Adam and Buckle (2013), the higher the firm's liquidity, the more likely managers are to 

behave in a way that will help them reach their own ultimate target, resulting in a decrease in 

profitability. 

 

Said and Tumin (2011) compared Malaysian and Chinese commercial banks' performance and 

financial ratios. They came to the conclusion that there is no connection between bank 

performance and bank liquidity because high bank liquidity makes a bank vulnerable to robbery. 

In order to measure the implications of the European Central Bank's decline in mortgage interest 

rates, Dimitrios (2009) looked at banks and liquidity. Customers who had applied for a mortgage 

before interest rates fell were disappointed because they would have to continue repaying at the 

old rates. The European Central Bank's decision to lower interest rates delighted new customers. 

In order to strengthen their capital and liquid assets, he also noted that banks need new 

customers. 

Faris (2014) investigated the effectiveness of liquidity management in two Islamic banks, the 

Islamic International Arab Bank and the Jordan Islamic Bank, and discovered that liquidity was a 

major issue. Management performance in those two Islamic banks is not what it should be, 

which is why they are struggling financially. In addition, the findings pointed to a long-term 
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liquidity problem. He came to the conclusion that the study's Return on Asset (ROA) is 

inefficient, putting equity capital and reserves at risk. In Nigeria, Ibe (2013) investigated the 

effect of liquidity management on bank profitability. The study focused on three Nigerian banks 

and discovered a serious problem with the country's financial institutions, with the selected 

variables performing poorly in terms of profitability. This revealed that Nigerian banks' liquidity 

management systems are ineffective. In order to achieve good financial results, he concluded that 

each Nigerian bank should determine its optimal liquidity position. 

 

In South Africa, Molefe &Muzindutsi (2015) investigated the effect of capital and liquidity 

management on bank profitability. The study looked at five of South Africa's most powerful 

banks from 2004 to 2014. Capital adequacy is the most important tool for ensuring financial 

institution soundness in South Africa, according to the findings. Liquidity and profitability had a 

poor relationship among South Africa's five largest banks. They conclude that, in order to 

improve financial performance, banks in South Africa should update their liquidity management 

guidelines to determine the optimal liquidity level. The studies reviewed above indicate that 

there is a negative relationship between liquidity management regulation and financial 

performance, according to some scholars. The five largest banks in South Africa, according to 

Molefe &Muzindutsi (2015), had a weak relationship between liquidity and profitability. 

 

2.2.3. Credit risk Management 

In Ethiopia, Gizaw, Kebede, & Selvaraj (2015) investigated the impact of credit risk on 

commercial bank profitability. The research was based on secondary data collected from eight 

commercial banks that operated between 2003 and 2004 (12 years old). According to the results 

of the report, credit risk management in Ethiopian banks has strengthened over time, as 

evidenced by a decline in the ratio of non-performing loans. Credit risk management and 

financial stability have a significant positive relationship, according to the findings of this study 

As a result, Ethiopian managers are being urged to employ modern credit risk management 

techniques in order to improve their efficiency. 

 

Alshatti, (2015) investigated the impact of credit risk management on Jordanian commercial 

bank results. The study covered the years 2005 to 2013 for a group of thirteen Jordanian 
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commercial banks. He discovered that a credit risk management measure called the non-

performing loan ratio has a positive impact on bank profitability. Furthermore, the findings 

showed that capital adequacy ratios, credit facilities, and leverage ratios have no effect on 

Jordanian commercial banks. In order to provide an accurate and sound credit risk management 

system, he concluded that banks should perform rigorous information assessments before 

authorizing loans to customers. 

 

Jonathan (2012) used AtwimanKwanwoma Rural Bank as a case study for his research on credit 

risk management in the banking industry. He polled 600 bank customers, 330 of whom were 

men and 270 of whom were women, who had taken out a loan. Men default on loans more 

frequently than women, according to the report, and self-employed people default on loans more 

frequently than employees who have a job. Manzura and Juanjuan looked into the connection 

between credit risk management and profitability in Swedish commercial banks (2009). High 

capital adequacy, according to the researchers, has a positive effect on credit risk management 

and bank profitability in Sweden. The research was focused on four Swedish commercial banks. 

 

For all four banks sampled in Sweden, the non-performing loan ratio (NPLR) has a greater effect 

on profitability than the capital adequacy ratio (CAR) of the two credit risk management metrics 

used in the analysis. Basel II was implemented, amplifying the detrimental effect of NPLR on 

ROE. The higher the capital adequacy ratio, the higher the bank's profitability, according to the 

findings of this study. In a study similar to Manzura and Juanjuan's, Zou and Fan (2014) 

discovered a positive relationship between credit risk management and profitability for European 

commercial banks (2009). According to the findings, NPLR had a significant impact on both 

ROE and ROA, while CAR had a minor impact on both. Wang (2013) investigated credit risk 

management in China's rural commercial banks. Rural Commercial Banks (RCBs) in China, 

according to the study, must collect sufficient information about potential customers in order to 

save the bank from being exposed to credit risk the sufficient information gathered would aid in 

determining whether the loan applicant poses a risk of default and making an informed decision. 

In order for RCBs to maintain effective credit risk management, he concluded, they must before 

introduce any credit risk management plan; they must first concentrate on their business 

operating environment, which can include specific risks. 
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A study on European Union banking supervision, regulation, and efficiency was published by 

Fernandez and Gonzalez (2015). According to the findings, banks go to great lengths to control 

credit risk, which is only possible due to increased bank restrictions. On the other hand, this 

statement contradicted Barth et al. (2011), who found a correlation between bank regulatory 

rigor and increased profits with a significant risk of inefficiency resulting in a banking crisis 

Gaganis&Zopounidis (2013) backed up Barth et al. (2011) by stating that the lower the bank 

restrictions, the higher the credit rating, and vice versa. In contrast to consumer deposits, credit is 

what a bank offers customers in the form of a loan, when a borrower receives interest from a 

bank, it is referred to as bank credit. There is a strong and positive link, according to the studies 

reviewed above, as nearly all of the authors linked credit risk management regulations to positive 

institution outcomes (commercial bank) (Barth et al.,2011).  

2.2.4. Corporate governance 

Corporate governance is very essential in a publicly held companies due to the separation of 

ownership and control. Good corporate governance improves the economic efficiency, growth, 

investor confidence and increases access to external financing as well as lower cost of capital 

and operational performance (Fanta, 2013). As competition in service delivery is increasing in 

banking sector, the emphasis has been given to improve the efficiency. Rashid et al. (2020) 

recognized that the corporate governance is fundamental principle to bank efficiency by ensuring 

risk minimization, value creation, and public accountability. He further states that recent studies 

have revealed the importance of including corporate governance in analyzing the bank 

performance. The corporate governance variables such as board size and composition, CEO 

duality, percentage of non-executive directors, capital adequacy, and ownership percentage of 

large stakeholders are used to evaluate its impact on bank performance. Al-Hawary (2011) found 

that CEO duality and percentage of non-executive director have significantly positive effect on 

bank performance. These variables are determinants on banking performance. Further study on 

effect of corporate governance on bank performance in Nigeria conducted by Sunday (2008) 

revealed that board size and chief executive status positively affect the bank performance. 
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2.2.5. Financial Performance 

To assess the effect of regulation on bank efficiency, it is important to define performance in 

relation to banks. There are two approaches to this: look at bank performance from a business 

perspective by looking at stock returns and interpreting changes in these as market performance, 

or look at bank performance from a commodity perspective by looking at stock returns and 

interpreting changes in these as market performance by examining commodity returns and 

interpreting variations in them as market performance Accounting figures, with accounting 

returns serving as indicators of bank success, can also be used as a starting point, with 

accounting returns serving as measures of bank success (MacDonald, 2016).  

 

Profitability is used to measure a bank's financial success, According to Warren (2005), wrote 

that the capacity of a business to make a reasonable profit from the owner's investment is 

referred to as profitability. Profitability ratios demonstrate a company's overall productivity and 

profitability, which is why most companies exist. Because management efficiency is linked to 

profitability, profitability ratios are widely used as credit analysis indicators in banks (2007), 

according to a report by Waymond (2005). ROA and ROE are the most commonly used ratios, 

with ROE having a quality level of 15-30% and ROA having a quality level of at least 1%. 

Profitability is the most significant element in determining a company's performance Waymond, 

(2005). 

 

A company that is not profitable will be forced to close its doors, highly profitable company on 

the other hand can provide a substantial return on investment to its owners increased profitability 

is one of the most critical roles of business managers and these people are often searching for 

new ways to do so. 

 

Return on assets (ROA), a widely used measure when reporting bank earnings, shows the 

percentage return on the bank's average assets. The equity multiplier has something to do with 

return on equity (ROE), which depicts the bank's leveraged ROE as a result of its debt. A high 

asset to equity ratio results in a high equity multiplier, which has a two-fold impact. It improves 

ROE during periods of positive ROA while deteriorating ROE during periods of negative 
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ROA.As a result, the equity multiplier serves as a risk and benefit indicator while also testing 

financial leverage (MacDonald & Koch 2016). 

 

According to Huppert (2010), net business income is highly volatile from year to year and is 

strongly related to the size and performance of the operation, as well as the amount of debt the 

firm carries. The rate of return on a company's assets can also be quite volatile, In Iowa, 

however, long-term average rates of 6 to 10% have been the standard. High-profit firms, on the 

other hand, can earn an average of more than 12%, whereas low-profit firms can earn as little as 

2%. When interest rates are high, the average rate of return on firm equity measures how fast a 

company's net worth rises, excluding changes in the value of its land and machinery, High-

leveraged companies can see little or no return on their investment. In the other hand, if the 

firm's total return on assets exceeds the cost of borrowed capital, the return on equity will be 

very high, and net worth will grow rapidly (Huppert, 2010). 

 

According to Harper, the operating profit margin is (2009),is calculated by dividing the annual 

value of the firm's output by the dollar return on capital divided by the cost of capital. In recent 

years, the average ratio has been around 25% to 30%. Low-profit companies had ratios of less 

than 15%, while high-profit companies had ratios of 35% or more. Firms that hire or lease assets 

such as employees, land, and equipment face higher fixed costs, or equipment's operating profit 

margin will be lower. They will, on the other hand, normally generate higher gross and net 

income. Companies with owned or crop share leased land will have a higher operating profit 

margin due to lower operating costs. Another common measure of profitability is EBITDA 

(earnings before interest, taxes, depreciation, and amortization).It displays the amount of money 

available for debt repayment (Huppert, 2010). 

According to Garry et al. (2013), one of the most critical areas of your finances to review when 

measuring profitability is your profitability. Most growing companies want to maximize profits, 

so knowing how to calculate profitability is critical. The following are some of the most 

important quality measures: Return on Investment (ROI) (ROA). As a percentage of the firm's 

assets, this calculation depicts the return to stockholders and the interest paid to lenders. Its 

definition is as follows: (Net Income to Common Stock)/Return on Assets (Total Assets).  
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Return on Investment (ROI) (ROE), net income of a company is expressed as a percentage of its 

owner's equity or shareholders' equity in this financial ratio. This is how it is defined: (Gibson, 

2012).(Net income to Stock)/(Owner'sEquity) = Return on Equity. 

 

A competitive banking system is needed to ensure that banks are active forces for financial 

intermediation, channeling savings into investment and promoting higher economic growth. 

When assessing a bank's results, conventional assessments such as asset management efficiency 

can be conducted on the information in its financial statements, review of profitability and risk 

(Gardner& Mills, 1994; Athanasoglou, 2006). Despite the fact that various evaluators have 

different agendas, they all have an interest in measuring efficiency (Gardner & Mills, 1994) and 

use accounting and other data to measure an institution's financial situation at any given time. 

Profitability is a metric that calculates a bank's financial results over a certain time span, 

normally a year, as a result of decisions taken on how to best use all of the institution's capital 

(Knight Roth, 2003). However, not only the profitability of a bank, but also its financial status, 

must be considered when evaluating its performance. As a result, risk management and 

profitability management are inextricably linked, since taking risks is a prerequisite for future 

benefit (Bessis, 1998). Each bank must decide how much risk it is willing to take in order to 

achieve its desired level of profitability. As a consequence, without a thorough assessment of a 

bank's risk, a profit measure alone is insufficient. The earnings and financial security of a 

specific bank can be deceiving when judging a par. 

 

Analysts use a variety of metrics when looking at trends over time and comparing data from 

different banks. A substantial deviation from the average on any one metric is considered when a 

bank's output is compared to that of other banks of similar size and market profile Important may 

be a symbol of future problems or advantages. Before jumping to any conclusions, though, it's 

critical to determine why the deviation happened in the first place. Furthermore, bank 

profitability is usually determined by the return on assets (ROA) and/or the return on equity 

(ROE), which is typically expressed as a function of internal and external determinants (ROE). 

(Athanasoglou, 2006).Internal determinants are factors influenced primarily by a bank's 

management decisions and policy objectives, such as liquidity, provisioning policy, capital 

adequacy, expense management, and bank size. Variables that reflect the external environment, 
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on the other hand, are known as external determinants. The industry-specific and macroeconomic 

economic and legal environment in which banking institutions operate are important 

considerations. Furthermore, banking risks are typically defined by their negative impact on 

profitability as a result of a number of different sources of uncertainty (Knight and Roth, 2003).  

Three of the most important banking risks are liquidity, interest rate, and solvency. Banks must 

be able to generate enough revenue from both the retail and wholesale markets to offset any 

negative impact on profitability caused by the risks described above, while also preserving 

enough resources to ensure the banking system's stability and meet investment requirements 

Expectations from capital providers' intermediation mechanisms (primarily interest margin) and 

non-lending activities (such as value added services and trading) to cover any negative effect on 

profitability from the risks mentioned above. Finally, efficiency, which is an important element 

of profitability, is assessed using several ratios. The ratios are used to calculate whether a 

company's assets are being used efficiently to produce revenue by comparing physical 

production to particular physical inputs (Knight & Roth, 2003). 

 

2.3. Empirical Review 

Bridges, Gregory, & Spaltro (2014) used the Bank of England as a case study to examine the 

impact of capital adequacy on bank lending. They discovered that any improvement in capital 

adequacy leads to increases in capital and lending, i.e., an increase in capital requirements causes 

banks' capital ratios to rise and loan growth to slow. The research also discovered that loan 

growth yields a positive return Three years after an adjustment in the capital requirement, things 

return to normal. He came to the conclusion that banks' responses to capital adequacy changes 

are influenced by the business cycle, the size of the bank, and the timing of the capital 

requirement adjustment. Francis & Osborne, (2009) are two other authors who studied bank 

control, money, and credit supply: A analysis of the effects of prudential principles in the United 

Kingdom backed up the above claim. They hypothesized that as capital requirements increase, 

the bank's optimal loan growth declines, and vice versa, with the effect varying depending on the 

amount of excess capitalization. 

 

Alkadamani conducted research on capital adequacy and crisis: Facts from Emergent Economies 

(2015). Between 2004 and 2014, he looked at data from 46 commercial banks in four Middle 
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Eastern countries. Regulatory effects and capital levels are inextricably related, according to the 

findings. He discovered that banks with regulatory minimum capital are more profitable. 

Increase capital and reduce risk-taking practices to improve capital adequacy. Since banks tend 

to raise their risk-taking activities during economic downturns, they should preserve adequate 

capital adequacy. 

 

Olalekan conducted research on capital adequacy and bank profitability in Nigeria, using 

empirical evidence (2013). The aim of the study was to see how capital adequacy affected the 

profitability of domestic and foreign banks in Nigeria. According to the results, bank profitability 

and capital adequacy have a positive relationship in Nigeria. He concluded by saying that the 

most critical factor in assessing bank profitability in Nigeria is capital adequacy. Sangmi and 

Nazir are two other writer’s worth mentioning (2010), who studied the financial performance of 

Indian commercial banks and discovered that the capital adequacy ratio is closely linked to bank 

profitability. It has a direct impact on bank profitability in India because they have effectively 

governed their capital adequacy ratio by keeping it above the RBI-mandated minimum of 10% 

(Reserve Bank of India). 

 

Nzioki (2011) looked into the effect of capital adequacy on the financial performance of NSE-

listed commercial banks. He discovered that capital adequacy increases the output of Kenyan 

banks. He came to the conclusion that the higher a bank's capital adequacy, the lower its risk. 

Financial uncertainty and liquidity formation are also possible outcomes. Aymen (2013) 

discovered that capital is essential in Tunisia for smooth banking operations and investment 

realization, which leads to high income. 

 

The United States suffered a credit crisis in the 1990s, prompting a slew of studies to figure out 

what caused it. The credit crunch was primarily triggered by risk-based capital adequacy rules, 

which were introduced in the 1980s. Berger and Udell (2015) investigated if they were effective. 

They discovered that risk-based capital could assist them in achieving their objectives. In the 

early 1990s, RBC lending ratios did not show any strong positive growth, prior to the credit 

crisis, which was a major factor in the credit crunch. On the other hand, (Wagstar, 2009) argued 
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against the credit crisis, arguing that it is a fallacy. As in Germany, Japan, and Canada, the crisis 

was triggered by a number of causes, not just the credit crunch (RBC). 

 

According to the aforementioned study, researchers such as Bridges have found evidence of a 

poor relationship between capital adequacy and financial performance of an entity. According to 

Gregory and Spaltro (2014) and Francis and Osborne (2015), there is no connection between 

them (2009). 

2.4. Conceptual framework 
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2.5. Research gap 

Bank regulations are a form of government regulation that places controls, conditions, and 

guidelines on banks. This regulatory framework, among other items, ensures that financial 

institutions and the individuals and companies with whom they do business are both transparent 

(Steven &Sheffrin, 2013). 

Given the banking industry's interconnectedness and banks' reliance on the national (and global) 

economy, regulatory agencies must maintain a close grip on these institutions' standardized 

activities. The idea of "too large to fail" is often used by proponents of such legislation. There are 
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several financial institutions (especially investment banks with a commercial arm) in accordance 

with this principle as the justification for government bailouts, in which the government offers 

financial assistance to banks or other financial institutions on the brink of bankruptcy. The 

assumption is that without this aid, the crippled banks would not only go bankrupt, but would 

also spark an economic boom, resulting in systemic failure (Gurusamy, 2010). 

2.6. Summary of the chapter 

According to the literature reviewed above, commercial banks can be analyzed in two ways: 

polar bank control and financial sustainability. The terms "financial 

efficiency,""profitability,""financial quality," and "financial performance" are all used 

interchangeably (Hulme & Mosley, 2016) is a term used in this study to define a commercial 

bank's ability to survive indefinitely while delivering financial services by generating returns 

("ceteris paribus"). 

Banks need to be regulated, according to empirical studies, with a focus on the effects of 

regulations on bank financial performance. Various researches, such as Altunbas et al., have 

been performed. According to Barth et al. (2014), there is a negative relationship between bank 

operations constraints and the banking sector's growth and stability. Commercial bank 

regulations provide a wide variety of results; according to some researcher’s others disagreed, 

claiming that there was no connection between the two variables. The study focused on bank 

regulations that specify reserve requirements, capital requirements, and deposit coverage; 

however, as previously reported, no one has studied commercial bank regulations in Rwanda as a 

consequence, the countries lack of scientific research this investigation into the relationship 

between commercial bank regulations and results are justified.
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CHAPTER 3 

RESEARCH AND METHODOLOGY 

 

3.0 Introduction 

This section explains the method used in this research. basically, different methods of this 

research serve different results. Data are desirable and obtained from the different annual reports 

of commercial banks and Rwandan central bank website. The study was interested in 

investigating the effect of Central bank regulations on performance of commercial banks in 

Rwanda, researcher used panel data. The panel data consists of six commercial banks over the 

period of 2010- 2018.  

3.1. Research Design 

This study followed quantitative design using panel data to measure the effect of central bank 

regulations on performance of commercial banks in Rwanda. Researcher was interested in 

exploring what happens to banks (Financial performance) before and after the Central Bank 

introduced regulations.  The Rwandan central bank regulations were introduced in 2015. Basing 

on data availability, the study assessed banks’ performance starting in 2010 to 2018 (based on 

data availability) before the Central bank introduced regulations and 2015-2018 when 

regulations are operating.  Data was collected on performance of commercial banks and country-

level controls. Bank-level information were sourced from annual audited financial reports of six 

commercial banks operating in Rwanda during the period 2010-2018. Country-level data was 

sourced from the National Bank of Rwanda website as well the other from the World Bank.  

3.2. Target Population 

According to (Grinnell & al., 2010), the research population is the totality of commercial banks 

or financial statements that are being examined. The target population refers to the demographic 

community from which data was obtained. The open population is defined as all members of a 

given group to whom the research is related; while the study population is defined as all 

members of a given group to whom the study is related is examined in terms of the necessities in 

the target population within the study's scope. for this case the target population consist of six 

banks registered as commercial banks by the Rwanda Central Bank (BNR,2020). I&M Bank, 
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Ecobank Rwanda, Banque Populaire du Rwanda, Bank of Kigali, Access Bank Rwanda, 

Cogebanque, and are among these financial institutions. 

This study aims at analyzing the impact of central bank regulations on financial performance of 

commercial banks in Rwanda, needed data were collected from financial audited reports of 

banks. According to the research objectives, the population of interest are the commercial banks 

that have been selected and are in operation before and after the establishment of Central bank 

regulations. 

Sample Size 

The study used a variety of purposive sampling techniques to pick the sample. This method 

entails locating and choosing financial statements or groups consolidated financial statements. 

The sample of six main commercial banks from which the secondary data were analyzed was 

determined using purposeful sampling. The sample size was chosen in order to produce results 

that applied to a wider population. 

 

Purposive sampling techniques enable researchers to choose financial statements of the 

population to participate in the study based on their audited reports (Black, 2010). Since it is a 

criterion-based sampling method, it was used, the inclusion requirements, such as banks that 

have been in service since 2015, were pre-determined by the study. These banks' data helped to 

assess the effect of central bank regulations on commercial bank performance since they were in 

a good place and had enough and applicable information for the analysis. 

 

As a result, the sample size includes six commercial banks that have been in service since 2010, 

hence these banks are included in the sample size.  

3.4. Data Collection methods 

The data were gathered from selected institutions using secondary data. Secondary data gathered 

includes audited financial statements and annual reports of banks for the years 2010 to 2018, 

which were obtained from websites and annual reports of the Central Bank of Rwanda. 

 

Measurement of Variables 
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Dependent Variables 

In this study there is one dependent variable namely performance, where performance is 

presented by NPL and ROE and performance by ROA.  

3.6.2 Financial Performance  

Benefit is the primary goal of commercial banks. All of the strategies conceived and tasks 

undertaken are geared toward achieving this lofty objective. This isn't to suggest that commercial 

banks aren't working for other goals. Social and economic goals may be pursued by commercial 

banks. A variety of ratios are used to assess the profitability of commercial banks, Return on 

Asset, Return on Equity, and Non-Performing Loan are the three most relevant. (Vivid Virginia 

Tuna, 2013) To assess an institution's financial results, the following metrics are used: 

Return on Asset 

Return on Asset, Return on Equity, and Non-Performing Loan are the three most relevant 

measures used to determine commercial bank profitability. (Vivid Virginia Tuna, 2013) To 

assess an institution's financial results, the following metrics are used: 

 

Return on Assets = Net Profit Margin × Asset Turnover 

      = Net Profit Total Revenue × Total Revenue Average Total Assets  

      = Net Profit Average Total Assets 

Return on average assets is a better term for ROA because it more accurately describes how it is 

calculated. Because of the high asset turnover, a business can get a good return on investment 

even if its profit margin is low. Banks are a prime example of a low-profit-margin, high-turnover 

company. 

Return on Equity 

The return on equity (ROE), also known as return on investment (ROI), is the best predictor of 

the return since it is the product of the firm's financial performance, asset turnover, and debt-

equity management. Leveraging provides additional revenue for stockholders in the form of 

increased equity if a business can borrow money and receive a higher return than the debt cost. 
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Return on Equity = Net Profit /Average Stockholders’ Equity   

Since, like ROA, it more accurately explains how ROE is calculated, the return on average 

equity is a better name for ROE. Multiplying the return on assets by the debt-to-equity 

management ratio yields the return on equity. 

Since a company's assets equal its liabilities plus stockholders' equity, the debt-to-equity ratio is 

relative to the amount of debt held by the company. This ratio indicates how much leverage the 

company is using, and the ROE shows how efficiently management is using debt to increase 

stockholder returns. Using debt, on the other hand, entails risk because interest must be charged 

even though times are tough. 

NPL 

The nonperforming loan ratio, or NPL ratio, is the proportion of nonperforming loans in a bank's 

loan portfolio relative to total outstanding loans. A nonperforming loan (NPL) is a loan that has 

defaulted due to the borrower's inability to make timely payments for a period of time. Although 

the basic elements of nonperforming status will vary depending on the terms of the loan, "no 

payment" is typically characterized as no payments of principal or interest. Depending on the 

sector and the form of loan, the prescribed duration varies as well. However, in most cases, the 

duration is 90 to 180 days (troy segal, 2020). 

 

According to a major discovery, many owners and directors abused or misused their privileged 

positions or undermined their fiduciary duties by participating in self-serving activities (2005). 

Providing company owners with unsecured loans, one of the cases involved executives and 

others, as well as associated companies, whose violations were in excess of their banks' statutory 

lending limits, which was illegal. Over the years, a critical review of the country's banking 

system found that weak corporate governance was one of the industry's issues. 

Independent variables 

In this study there is one dependent variable namely central bank regulation, where regulation is 

presented by liquidity, credit risk management and reserve requirement. 
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Reserve Requirement 

The total amount of money a bank must have on hand at all times during the night is known as 

the reserve requirement. It is expressed as a percentage of the total deposits of the bank. The 

central bank of each country determines the percentage figure. The Federal Reserve Board of 

Governors sets the Reserve Requirement for Member Banks in the United States. The reserve 

could be held in the bank's vault or deposited at a Federal Reserve Bank near you. Reserves must 

be maintained by commercial banks, savings banks, savings and loan societies, and credit 

unions. It also refers to US-based foreign bank branches and departments, as well as Edge Act 

companies and agreement companies. 

Reserve criteria may also be used for monetary regulation and modified along the business 

cycle, similar to monetary policy, to offset below-trend demand inflation, for example Federico, 

Vegh, and Vuletin (Federico, Vegh, and Vuletin, 2013). The channel works by manipulating 

credit growth by deposit management, which results in an indirect interest rate change. Some 

countries have used RRs in this way to avoid capital inflows that could exacerbate credit booms. 

Raising reserve requirements is less likely than changing central bank policy ratesif they 

encourage banks to raise lending rates without raising deposit rates, they can attract capital 

inflows (Montoro and Moreno 2011). Reserve requirements, according to recent research, lead 

to higher lending rates, while increasing policy rates lead to higher lending and deposit rates, 

potentially attracting capital inflows from increased carry trade opportunities (Brei & Montoro 

2018). 

Liquidity management 

If you're looking for a way to express yourself in a special way, Kimberly A. recommends 

Liquidity management (2020) refers to a company's ability to fulfill financial commitments 

through cash flow1, funding activities, and capital management. Revenue and cost-generating 

operations, capital and dividend programs, and tax policies all have an effect on liquidity 

management many companies' properties and investments, such as real estate, inventory, and 

machinery, account for a large portion of their value. However, in order to survive, any company 
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must have some cash on hand to cover expenses and make short-term investments. Liquidity 

management is a series of ongoing policies and processes that ensure the company's ability to 

meet its financial obligations pay for products and services as required, make payroll, and invest 

in new opportunities with cash on hand. And prosperous businesses may go bankrupt if they 

don't have enough cash to pay their bills. And this happens all the time: many companies buy 

inventory or incur manufacturing expenses before their buyers pay for them, and they need cash 

on hand to keep working in the meantime Companies typically spend more as they expand, on 

new hires, new buildings, new inventory, and new equipment, but if they have to wait too long 

for payment from their customers and They could fall behind on their obligations if they don't 

have extra cash on hand, resulting in additional debt or even bankruptcy. A liquidity 

management strategy suggests that the company has a mechanism in place to meet its short-term 

and immediate cash obligations without incurring substantial losses. It means that the company is 

controlling its assets, such as cash, to ensure that all commitments are met, all expenses are 

covered, and financial stability is maintained. A liquidity management strategy for over-

leveraged companies involves devising strategies to bridge the gap between cash on hand and 

debt obligations. 

Credit risk management 

Risk management that is successful the scheme gives commercial banks and private lenders a 

competitive advantage by improving their decision-making, in addition to mitigating economic 

risk. Implementing a credit risk management approach would encourage lenders to feel more 

comfortable about their finances while also providing borrowers with loans that they can afford 

to help them boost their credit. Understanding the credit risk management process, best practices, 

and strategies is the first step in implementing a risk assessment strategy. When a borrower 

applies for a loan, the lender must determine whether or not they will be able to repay it in the 

future. A borrower's current financial condition and profits, as well as information on their 

current financial position, are important to many lenders and a borrowing and repayment history 

Risks in the banking industry are inevitable, but that doesn't mean they can't be minimized. 

Commercial banks and private lenders are working hard to reduce the possibility of fraud and 

cybersecurity attacks in order to protect their clients' financial information, but they must also 

protect their own treasury from fraudulent borrowers. The lending party takes a financial loss 
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when a borrower fails to make a monthly payment or worse, defaults on a loan. Even if the 

lender accepts collateral, the time and resources it takes to turn it into cash will result in a loss. 

As a result, it's important for financial institutions to carefully analyze each borrower's credit risk 

Before signing off on a loan, they must consider their own reserves and environmental 

considerations, as you can see. 

Control Variables/moderating  

1. Age is also an important variable on the firm’s performance as it talks about the experience 

possessed by the firm in the operations. According to Erics on &Pakes (1995), firms are learning 

and over time they discover what they are good at and learn how to be more efficient. Age 

measured by counting the time when the bank was established/incorporated in Rwanda. This 

information will be obtained from banks’ websites (history page). 

2. Size of the firm has shown to have an impact on performance due to the advantages faced by 

the firms with a particular level of growth. Bank’s size is measured using total assets as a proxy. 

In this study, total assets will be transformed into natural logarithms to avoid outlier effects as 

well. Data on this variable will be collected from banks’ annual audited reports.  

To assess how the introduction of central bank regulations affect bank performance, an Ordinary 

Least Square estimation technique is used and the following equation shows the regression 

model used.  

Performance it =ƒ (CBR t + bank controls it) +ε it 

According to the formula, the performance of commercial bank equal to function of summation 

of Central bank regulations, bank controls at firm/bank level and error time over specific time 

Where:  

i: individual firm / bank 

t: Time 

ε: Error time 

ƒ: Function 
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3.5. Data Analysis 

I used STATA software to analyze, interpret and communicate the results. Descriptive statistics, 

correlation and regression were reported in the analysis section. 

3.7. Limitation and Ethical issues 

Some important ethical concerns that should be taken into account while carrying out research 

are: anonymity, confidentiality and informed consent. The study is limited to the availability of 

data. However, this study focuses to the impact of credit management on performance. The 

financial means, proximity and time period allocated to this study would not allow for an 

extensive research into the topic. In spite of these limitations, it hoped that this work would 

provide useful insights into the academic area the study is limited to the period of 2010 up 2018. 

The ethical issues must take into consideration when collecting data. in conducting my research 

using the data for academic purposes only is also very important ethically and I will often specify 

the source of data, designing the study, consent methods, statistical methodology, and 

interpretation of the results.  

The researcher employs descriptive statistical analysis, which involves looking at the means. The 

Statistical Package for Social Sciences (SPSS) program was used to conduct the research. The 

data from their audited financial statements and annual reports was first coded before being 

entered and interpreted in the program cross-checking the responses on a scale of 1 to 6. The data 

were summarized into frequencies and percentages, and graphs were used to display the 

information. The data were analyzed using both qualitative and quantitative methods. The 

quantitative analysis and the qualitative approach also clarified the details derived from 

commercial bank financial statements the scores of data from the reports were developed using 

numeric measures. 

The association between variables was tested using correlation analysis with two-tailed 

significant tests, while the overall impact of central bank regulation on the financial results of 

commercial banks in Rwanda will be tested using multiple regression. The statistical significance 

of two variables will be evaluated using the regression analysis test. 
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3.6. Operation Definitions of Variables 

This part indicates the definitions of variables based on indicators mentioned in conceptual 

framework as it indicated below: 

3.6.1 Central bank regulations 

 Central bank regulations are based on the following indicators: 

 Reserve requirement 

 Liquidity management 

 Credit risk management 
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CHAPTER 4 

DATA ANALYSIS AND INTERPRETATION 

4.0. Introduction 

The previous chapter discussed various data collection techniques, the purpose of this research 

was to investigate the impact of central bank regulations on financial performance of commercial 

banks in Rwanda, so this chapter aims to present the collected data, evaluate, and interpret the 

findings. 

The researcher conducted a study to examine financial statements by determining the impact of 

central bank regulations on commercial bank financial results in Rwanda. The performance of 

commercial banks in Rwanda is measured using ROA, NPL and ROE calculations. Data was 

gathered from a number of Rwandan commercial banks, including I& M Bank, Ecobank 

Rwanda, Banque Populaire du Rwanda, Bank of Kigali, Access Bank Rwanda, Cogebanque, and 

Access Bank are some of the companies that operate in Rwanda, the following report was 

focused on the study's objectives, which included determining the impact of reserve requirements 

on commercial banks' financial results in Rwanda, examine the impact of liquidity management 

on commercial bank financial performance in Rwanda, as well as the impact of credit-risk 

management on commercial bank financial performance in Rwanda. 

The research data was gathered exclusively through audited financial reports as the sample from 

the following six commercial banks. 

4.1 Profile of sampled banks 

1. Access Bank Ltd is the sixth largest bank in Nigeria by asset, officially acquired BANCOR 

SA after its successful acquisition of a 75% stake. Access Bank (Rwanda) Ltd is a commercial 

bank that operates in Rwanda. The bank was officially launched in January, 2009 after fulfilling 

all regulatory requirements. Formerly BANCOR S.A Rwanda and created in 1995 by foreign 

investors, the bank was restructured in 2001 after its takeover by Rwandan and South African 

private investors. the Bank has since expanded its operations by extending its network to 

Rubavu, Musanze, Rusizi, etc. in 2018 access bank has total loans of USD 28788339; total 

deposit USD 76269869; Return on assets ratio 0.017; return on equity 0.159; and 159 employees 

in Rwanda. 
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2. Bank of Kigali was incorporated in the Republic of Rwanda on December 22nd 1966 as a joint 

venture between the Government of Rwanda and Belgolaise, the subsidiary of Fortis Bank. The 

public private partnership involved the ownership of 50% of the ordinary share capital. In 

compliance with revised laws relating to private companies in Rwanda, in 2011 the Bank 

changed its name from Bank of Kigali S.A to Bank of Kigali Limited and to BK Group PLC in 

2017 with 3 subsidiary companies namely BK General Insurance, BK TecHouse and BK 

Capital. Bank of Kigali in 2018 has total equity USD 100396008; total deposits USD 

762698690; borrowings USD 4323789; net income USD 16570950; total revenue USD 

99063132, return on assets ratio 0.017; return on equity 0.159;liquidity ratio 0.759; 79 branches 

and 1200 employees.  

3. Banque Populaire du Rwanda Public Limited Company (BPR PLC), formerly Banque 

Populaire du Rwanda SA, is a commercial bank in Rwanda. The bank is licensed by the National 

Bank of Rwanda, the central bank and national banking regulator. BPR is a retail (consumer) 

bank, offering products that include current and savings accounts, debit and credit cards, 

mortgages and loans. As of December 2018, BPR was a medium-sized financial services 

provider in Rwanda. Its total asset valuation was RWF:273.201 billion (US$320 million), with 

RWF:42.568 billion (US$50 million) in shareholder funds with 163 branches.In 2018, BPR 

employed about 1,411 staff at that time. However, following the acquisition by Atlas Mara, and 

the merger with BRD Commercial, about 300 people were terminated after acquisition. BPR in 

2018 has total deposits USD 217262721; borrowings USD 2488048; net income USD 5412825; 

total revenue USD 39405849; return on assets ratio 0.019; return on equity 0.134; Liquidity ratio 

0.137. 

4. Coge Banque was established in July 1999 by forty-two private Rwandan investors. At that 

time, the insurance company Compagnie Générale d'Assurance et de Reassurance (COGEAR), 

was the largest shareholder, with 34% ownership. Has 29 branches with 497 employees’ staff 

and in 2018 has total equity USD 26436833; total deposits USD 139222551; borrowings USD 

32989430; net income USD 4793846; total revenue USD 27684635; loans to deposit ratio 0.889; 

return on assets ratio 0.023; return on equity 0.181; cost to income ratio 0.794; net margin 0.173 

and liquidity ratio 0.185. 

https://en.wikipedia.org/wiki/Commercial_bank
https://en.wikipedia.org/wiki/Rwanda
https://en.wikipedia.org/wiki/National_Bank_of_Rwanda
https://en.wikipedia.org/wiki/National_Bank_of_Rwanda
https://en.wikipedia.org/wiki/Central_bank
https://en.wikipedia.org/wiki/Atlas_Mara
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6. I&M bank was opened in 1963 under the name ( French "Banque Commerciale du Rwanda" 

(BCR)) or "Commercial Bank of Rwanda". In the beginning, it was wholly owned by 

the Government of Rwanda. In 2004, it was privatized. As of April 2010, Actis Capital owned 80 

percent and the Rwandan government owned the remaining 20 percent of the financial 

institution. Actis Capital is a private equity investment firm, headquartered in London, United 

Kingdom, that specializes in investments in developing countries. The firm's investment 

portfolio was almost US$5 billion as of April 2010.  

In July 2012, Actis Capital divested from BCR by selling its shares to a consortium comprising 

the I&M Bank Group from Kenya, PROPARCO from France, and the German Investment 

Corporation. The Rwandan government retained its shares in the bank. In August 2013, the bank 

rebranded to I&M Bank (Rwanda) to reflect its current shareholding. In 2018 I&M bank Has 14 

branches; total equity USD 39567498; total deposits USD 192840285; borrowings USD 

14362917; net income USD 10817422; total revenue USD 38218621 loans to deposit ratio 

0.876; Return on assets ratio 0.036; Return on Equity 0.273; Cost to income ratio0.484; Net 

Margin 0.283 and Liquidity ratio0.099. 

4.2 Descriptive statistics 

This chapter presents findings from the study the results are presented in accordance with the 

sets of statistics; correlation matrix, and regressions respectively. 

Table 1:Summary statistics  

Variable Obs Mean 

Std. 

Dev. Min Max 

ROA 53 0.031 0.035 -0.043 0.225 

ROE 53 0.134 0.139 0.496 0.360 

NPL ratio 53 5.602 2.677 2.1 13.5 

Age 53 31.717 14.898 11 55 

Regulation 53 0.453 0.503 0 1 

Log(Total assets) 53 18.879 0.731 17.519 20.593 

Share capital 53 17.308 1.051 15.885 19.087 

Source: Secondary data, 2020 

https://en.wikipedia.org/wiki/French_language
https://en.wikipedia.org/wiki/Government_of_Rwanda
https://en.wikipedia.org/wiki/Actis_Capital
https://en.wikipedia.org/wiki/Developing_countries
https://en.wikipedia.org/wiki/I%26M_Bank_Group
https://en.wikipedia.org/wiki/French_Development_Agency
https://en.wikipedia.org/wiki/German_Investment_Corporation
https://en.wikipedia.org/wiki/German_Investment_Corporation
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Table.1 reports descriptive statistics for the variables used in this study for the period 2010-2018.  

Results show that the banking industry in Rwanda has older banks as the average age of the bank 

is 31 years old with the oldest aged 55 years and the youngest aged 11 years. In terms of 

stability, results show that banks have lower non-performing loans (below the 5% standard) but 

with lower 2%.  In terms of performance, banks return on assets are on average as low as 3% 

across all banks in the sample.  

Table 2: Correlation matrix  

Bankname ROA ROE NPL logTA 

Share 

capital 

Access 0.015 0.092 5.067 17.889 16.001 

BPR 0.003 -0.061 10.578 18.981 16.753 

Bank of kigali 0.036 0.213 5.756 20.083 18.347 

COGEBANQUE 0.019 0.168 3.956 18.693 17.028 

Ecobank 0.072 0.134 4.589 18.714 18.702 

I&M Bank 0.040 0.274 3.425 18.923 16.981 

Total 0.031 0.134 5.602 18.879 17.308 
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Correlation matrix 

  ROA ROE NPL AGE Regulation logTA 

ROA 1.0000 

     ROE 0.4385 1.0000 

    NPL -0.3685 -0.5957 1.0000 

   AGE 0.0018 0.2289 0.2035 1.0000 

  Regulation 0.0881 0.2071 0.0248 0.1639 1.0000 

 logTA 0.1216 0.2868 0.1488 0.6881 0.4027 1.0000 

       

 

Table 2 reports correlation matrix results, most variables are not highly correlated to each other 

(correlation coefficients are less than 0.7) except a few variables including total assets whose 

correlations are above 0.9. They are included in subsequent regressions for a number of reasons. 

We include age and total assets as these appear on different sides of the balance sheets and thus, 

they do not convey the same meaning. Second, both loans and deposits are included because 

deposits serve as key inputs for bank lending and in our regression, one is a dependent variable 

(loans) and another is a control variable (deposits). Although bank assets include loans, they can 

be used together in the regressions as total assets is a proxy for banks’ sizes, and loans are used 

as bank performance measures in our regressions.  

Table 3. below report comparative results of other bank characteristics in the sample.  results 

show that I&M bank is the oldest bank having been incorporated in the 1960s as Banque 

Commerciale du Rwanda (BCR) and was acquired by I&M bank holdings to become I&M bank 

Rwanda. COGEBANQUE is the youngest in the industry (sample) and was incorporated in 

Rwanda as a new bank in 1999. Access bank is a foreign-owned bank by Access bank group 

PLC from Nigeria. It was incorporated in Rwanda through the acquisition of former BANCOR 

bank in August 2008. Ecobank, a pan African bank was incorporated in Rwanda as formerly 

BCDI, and later was acquired by Ecobank Transnational (ETI) from Lomé, Togo. It now 

operates a branch of Ecobank. 
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In other bank characteristics, Table 3. shows that banks are on average of the same size (total 

assets) in the range of 17-18 million US Dollars. Banks on average also hold comparable liquid 

assets as shown in the table. In terms of share capital Bank of Kigali holds higher share capital 

compared to other banks. In terms of bank ROA, Ecobank has more than other banks on average 

being pan African bank is being supported by parent company.  

Source: Secondary data, 2020 

 Results on the effects of central bank regulations and other bank-level variables on the 

performance of commercial banks. Central bank regulations moderately increase banks’ return 

on assets; However, it does not reduce the cost of intermediation. These results may imply that 

cost reduction could be a bank-level strategy and thus may not be explained by credit regulations 

shows that older banks have higher returns on assets, moderately have lower non-performing 

loans and moderately lend more, and are relatively stable compared to younger banks. In other 

findings, banks that hold higher liquid assets and lend little, these results harmonize with 

previous studies on African financial systems (e.g.Honohan and Beck, 2007; Andrianova et al., 

2015) that because of no trust on opaque customers, African banks tend to lend little and instead 

hold higher liquid assets, it also shows that banks incur higher operational and intermediation 

costs in managing loans and loans defaults.  

Other findings: 

This study also attempts some alternative estimations. Specifically, it assesses whether there are 

differences in banks’ performance prior to the establishment of the central bank regulations and 

after its establishment and operations.  The central bank regulations were established by the 

central bank (BNR) in 2015. This study runs to estimations. The first estimation pertains to the 

period before the regulations were established and results are reported. The second estimation 

pertains to the period after 2015 and results are reported  
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Table 4: Significant differences between the periods pre-2009 and post-2009 

 

Year   ROA ROE NPL logTA sharec~l 

2010 Mean 0.026 0.091 5.34 18.462 17.321 

2011 Mean 0.031 0.109 5.233 18.499 17.236 

2012 Mean 0.035 0.078 5.667 18.632 16.910 

2013 Mean 0.022 0.076 5.65 18.687 17.029 

2014 Mean 0.027 0.181 6.187 18.842 17.171 

2015 Mean 0.025 0.148 6.15 19.001 17.263 

2016 Mean 0.020 0.133 5.933 19.142 17.525 

2017 Mean 0.023 0.183 5.733 19.253 17.593 

2018 Mean 0.062 0.197 4.48 19.331 17.720 

Total Mean 0.031 0.134 5.602 18.879 17.308 

 

 

The results show in the table above variations of performance of commercial banks pre 

implementation of commercial banks regulation by BNR and post implementation, before 

implementation performance was not good as banks were giving out a lot of loans without 

critical analysis hence resulting high non-performing loan ratio due to many defaulters however 

after post implementation trend started to decrease as portrayed on table above the ratio started to 

decrease as well as performance on other metrics was increasing. 

This can be shown in year of 2010 NPL ratio was 5.3% and 2018 NPL ratio was 4.48% hence 

central bank regulations have positive effect on commercial performance in Rwanda. 

ROA also as metric of measurement, it indicates during 2010, ROA was 2.6% while in post 

implementation was 6.2% so there was significance effect. 

ROE pre implementation of regulations was 9.1% while in post it was 13.4% hence indicating 

great effect of central bank regulations on financial performance of commercial banks in 

Rwanda. 
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                                              Pre implementation of central bank 

 

Source: Secondary data, 2020 

Results in Tables 4 and 5 show that there are significant differences between the periods pre-

2015 and post-2018 for the effects of central bank regulations on the performance in Rwanda. 

The differences are observed on the changes in the coefficients (economic size) as well as the 

significance levels. Specifically, whereas findings in pre are similar to the overall results 

reported, results in Table 5 for the period after 2015 show significant changes with respect to the 

effects of central bank regulations on the performance and stability variables. The coefficients on 

non-performing loans reduced implying that were significant reduction in banks’ non-performing 

loans after the establishment of the central bank regulations. For dependent variables, the 

coefficient significantly increases such as on return on assets, ROE and ROA. Other variables do 

not significantly change post-2015 period implying that central bank regulations have a very 
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higher positive impact on performance of banks compared to other bank-level variables. This 

leads to the confirmation of this study’s hypothesis that adherence compliance central bank 

regulations result to performance. 

Post implementation of central bank regulations 

 

As per above table it shows great effect if central bank regulations on financial performance of 

commercial banks in Rwanda as per trend there is decrease from 0.289 to -2.811 which shows 

relationship between central bank regulation with financial performance of commercial banks in 

Rwanda. 
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CHAPTER FIVE 

SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS 

 

5.0 Introduction 

This chapter contains the final analysis of the study findings, as well as the conclusion, 

recommendations, and suggestions for future research. Both the analysis of findings and the 

recommendations represent the study's objectives. 

5.1 Introduction 

This chapter presents the discussions on the findings in chapter four. It includes the conclusions 

and recommendations. This research examines the impact of central bank regulations on 

financial performance of commercial banks in Rwanda in a panel analysis. My first findings are 

that for the performance of Rwandan commercial banks during the establishment of central bank 

regulations, apart from performance indicators, ROA, ROE and NPL of banks are significant for 

banking sector, as estimated by my model. In order to analyze significant factors for banking 

stability I reviewed the literature and analysis. I included NPL, ROE and ROE as independent 

variables that control stability. Our first findings are that for the stability of Rwandan banks 

during the establishment of central bank regulations, stability indicators are significant.  

5.2 Discussion 

The findings are in the relation with the objectives of the study. 

5.2.1 To assess the outcome of reserve requirement on financial performance of commercial 

banks in Rwanda 

The first objective sought to assess the outcome of reserve requirement. the study assess the 

outcome of reserve requirement on financial performance of commercial banks in Rwanda, facts 

from analysis shows that all banks have moderate non-performing loans with the influences of 

other variables like the age of the firm which indicate firm experience have a positive impact on 

efficiency and sustainability and bank size indicating total assets was negatively related to the 

efficiency sustainability and profitability of bank and  share capital also is medium thus reflect 
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that access to sources of financing. Therefore, they have stability due to the availability of equity 

from shareholders. through panel, I found that the bank that respect central bank regulations has 

low percentage of non-performing loans and thus would lead the bank to the performance. this 

leads to the confirmation of the study’s hypothesis that higher levels of share capital (age) of 

bank the higher the performance.  

5.2.2 To examine the influence of liquidity Management on financial performance of 

commercial banks in Rwanda 

The second objective sought to examine the influence of liquidity Management on financial 

performance of commercial banks in Rwanda. the findings revealed that a bank with greater 

return on equity has been in business for long period of time bank performance is better and all 

accelerated by the availability of share capital While banks lack information needed to screen 

loans applications and to monitor borrowers by using more liquid assets. It was also noted that 

the spread of borrowers’ information has impact on bank performance in Rwanda. More over a 

low return on assets blamed on complex loans processes on the markets whereby the banks had 

enhanced the request of borrower’s information this indicated that banks increased the 

performance by forcing to reduce their net interest margins because of much loans available to 

the bank but do not approached for new borrowers. On the other hand, whenever borrowers fail 

to repay their loans banks are forced to pass on the cost of defaults to other customers through 

increased interest rates and other fees. 

 

5.2.3 To identity the result of credit-risk management on financial performance of 

Commercial Banks in Rwanda 

The third objective sought to identity the result of credit-risk management on financial 

performance of Commercial Banks in Rwanda. 

. The study findings revealed that there was a positive and significant relationship between 

central bank and management of non-performing loans among commercial banks in Rwanda. 

The findings also revealed that central bank regulations had a positive and significant 

relationship with the management of non-performing loans. The findings revealed that central 

bank regulations had helped in lowering of loans defaulted and cost of return for good borrowers 

which has motivated many borrowers to repay their loans.  difference is observed in the changes 

in the economic size where the coefficient on NPLs decreased after implementation of central 
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bank regulations had also acted as a pivotal role in reducing information asymmetry that exist 

between banks and the central bank thus helping in the assessment of credit requests which has 

helped to mitigate risks of bad debts. Credit information sharing had also reduced moral hazards 

and adverse selection and has prevented borrowers from overcommitting to credit facilities all 

which has helped in the stability of NPLs. In terms of stability results showed that banks have 

lower NPLs but with high share capital in terms of performance banks have moderate return.  

 

5.3 Conclusions 

This study attempted to ascertain the determinants of NPL in Rwandan commercial banks using 

a panel dataset. The study’s empirical results supported the view that non-performing loan can be 

explained by bank specific control variables such as loans; liquid assets; total assets; equity. 

Contrary to national evidence, results showed that large banks were not necessarily more 

effective in screening loan, customers when compared to their smaller counterparts, since there is 

a significant relationship between the age of a bank and the level of NPL. I also found that older 

bank has more probability of getting more liquid asset which were likely to incur lower NPL, 

thus helping to reduce the default of loans and reinforce the performance of commercial banks. 

The study concludes that the independent variable, which is banking regulations on the 

performance of commercial banks in Rwanda has positive impact on the financial performance 

defined by non-performing loans, ROA and ROE and performance defined by return on asset, 

non-performing loan on commercial banks in Rwanda. Further, the study found that there is a big 

relationship with the banking regulations on the performance of commercial banks in Rwanda 

which made a researcher to confirm H0 by saying that there is a significant relationship between 

Central Bank Regulations and financial performance of commercial banks in Rwanda and reject 

H1 by saying that there is no a significant relationship between Central Bank Regulations and 

financial performance of commercial banks in Rwanda. 

5.4 Recommendations 

The study recommends that for the commercial banks in Rwanda to enhance loans performance 

and become sustainable, there is a need for continued engagement with central bank regulations 

as well as other commercial Banks in Rwanda should make more use of the central bank 
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regulations so that they control the NPL ratio relating to the borrower default and giving out 

many loans.  

The recommendations based on the major findings are that commercial banks should embrace 

and use central bank regulations as a tool to reduce and control non-performing loans and 

stability resulting from chronic defaulters. The study also recommends commercial banks to 

embrace positive credit risk management in order to increase shareholders value. 

Commercial banks need to make a bigger effort to acquire full proof information they require in 

order to make relevant decisions over the credit requests they receive irrespective of their 

operational costs incurred to achieve this as the related cost of default would in the long run 

outweigh it. 

5.5 Suggestions of Further Researcher 

Lastly, Researcher cannot claim that this research is exhaustive. Several issues, associated with 

the limitations inherent in this study, require further research considerations. The similar study 

can be done in other organizations within the country in order to augment the findings. 
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