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Abstract: Risk Management Practices is currently a much-debated topic and a new concept being researched and 

implemented by various large organizations. However, currently there seems to be much confusion on this topic in 

terms of an overall Risk Management Practices statement. Uncertainty exists, for example, if there must be a 

statement for each primary risk type the organization faces, or should there be an overall Risk Management 

Practices statement for the organization Risk Management Practices is about achieving corporate goals. For most 

Microfinance institutions (MFIs), dual goals exist i.e. the social and economic perspectives. This study sought to 

analyze the effect of Risk Management Practices on corporate investment in selected micro finance in Rwanda. 

Specifically, Survey study aimed at establishing the influence of operational risk management practices, strategic 

risk management practices, financial risk management practices and governance risk management practices on 

corporate investment in selected micro finance in Rwanda. The study adopted descriptive research design. The 

study targeted 95 managers from finance and operations departments. The sample size was 77 respondents. The 

study used both primary and secondary data, where questionnaires, interview and annual reports of the micro 

finance was used. Primary data for the study was collected using structured questionnaires that were 

administered to the respondents. Narrative data obtained from interviews and open-ended questions in the 

questionnaire were analyzed using qualitative approaches. The study revealed that the determinants of corporate 

investments in micro financial intuitions in Rwanda firms were governance, strategy, operational and financial 

risks. It was revealed that holding Operational risk, Strategic risks, financial risks and  Governance risk to a 

constant zero, corporate investment in selected micro finance in Rwanda would be at 0.194. A unit increase on 

operational risks would lead to increase in corporate investment in selected micro finance in Rwanda by a factor of 

0.769, a unit increase in Strategic risks would lead to increase in corporate investment in selected micro finance in 

Rwanda by a factor of 0.824, a unit increase in Financial risks would lead to increase in corporate investment in 

selected micro finance in Rwanda by a factor of 0.484 and unit increase in governance risks would lead to increase 

in corporate investment in selected micro finance in Rwanda by a factor of 0.664.The study recommends that in 

order to effectively manage operations and reduce operational risks the management team needs carefully identify 

all the risks it may fall 

Vulnerable of and establish the appropriate mechanisms to curb unexpected risks whenever they pop up. Risk 

management will help to reduce surprises, improved planning, enhance performance 

And effectiveness and improved relationships with stakeholders. The study recommends that Corporate Social 

Responsibility is important because businesses are based on trust and foresight. Establishing and keeping trust 

with customers, communities and regulators isn’t simple and can be easily damaged or lost. To be successful in the 

long-term, companies need to think beyond what’s affecting them today to what’s going to happen tomorrow. This 

isn’t just about addressing changes to technology or the needs of customers, but also taking into account 

alterations in social, environmental and governance issues. 

Keywords: operational risk management practices, strategic risk management practices, financial risk 

management practices, governance risk management practices and corporate investment. 



International Journal of Management and Commerce Innovations  ISSN 2348-7585 (Online) 
Vol. 5, Issue 2, pp: (555-565), Month: October 2017 - March 2018, Available at: www.researchpublish.com 

 

Page | 556  
Research Publish Journals 

1.  INTRODUCTION 

1.1 Background: 

It is important and essential to understand how to manage risk for any organization whether public or private. The private 

sector organizations risk management is designed to control risks that could lead to failure if not properly managed. The 

profit maximization is the end result in the private sector. In the public sector managing of the risk increases the 

likelihood of an agency achieving its primary mission and strategic objectives (Hardy, 2010). Therefore, the success of an 

organization to meet its objectives anchors around how it successfully manages the risks it faces whether private or 

public. 

The study is based on the decision theory and stakeholders Theory. Risk management is linked to decision theory in that 

decision has to be made with the objective of eliminating or reducing risks facing the business firms. Risk management 

makes decisions to manage the uncertainties whilst decision theory prescribes the correct course of action that would be 

applied to deal with the risk. On the other hand, the stakeholder theory provides that the purpose of an organization is to 

create much value as possible to the stakeholders. 

Organizations face a number of risks. The risks can disrupt achievement of the strategic as well as operational objectives. 

Risk exists as a consequence of uncertainty and is present in all activities whatever the size or complexity, industry or 

business sector (Mcnaull & Loy, 2008). Risk is a broader concept than the traditional view of merely a threat. It includes 

threats (damaging events) which would lead to failure to achieve objectives and opportunities (challenges) which if 

exploited could offer an improved way of achieving the desired objectives but which could potentially have negative 

impacts. That is the risk of taking or not taking opportunities (Mcnaull et al., 2008). 

There are different classifications of risks that give properties or characteristics of risk and sources. Financial and non-

financial risk can be distinguished. According to Vaughan (1997), financial risks are those risks that have financial loss, 

consequences or impact. Financial loss considers relationship between an organization and an asset and the projected 

income that could be lost or damaged (Cienfuegos Spikin & TwenteHolanda, 2013). 

The Risk Management team has to uncover all the risks that can affect the organization. The challenge is to determine an 

appropriate techniques or a combination of techniques of risk identification so that various risks can be taken care of 

appropriately (Gustavsson, 2006). Another challenge is how to treat the risk because of various types of risk treatment 

option which include accept risks, avoid, outsource, share, or transfer (Schanfield and Helming 2008). Dependence on 

mathematical risk models where the model probably accepts risks at certain levels yet entities should not accept it in their 

everyday operations (The Chartered Institute of Management Accountants, 2010). Also non-existence of established 

routines for risk analysis, feedback and follow ups within the company. This is reflected by employees knowing that they 

should analyze the risks that they are in charge of but they lack directions and have different ways to analyze risks in 

different parts of the company (Gustavsson, 2006). Finally, there is a challenge in implementation where in large 

organizations top management lacks insight of risk management on a local level (Gustavsson, 2006). 

The focus on operational risk increased since the publication of the regulatory framework by the Basel Committee on 

Banking Supervision in June 2006 (Basel 2006). This framework deals with guidelines to link a minimum capital 

requirement to the risks to enhance greater consistency of capital adequacy. This focus is especially applicable to the 

banking industry, mainly due to the regulatory requirements placed on the industry by the central banks. According to 

Jobst (2007), the New Basel Capital Accord underscores the need to heed new threats to financial stability from 

operational risk. As such, it became crucial to understand the concept of operational risk management, because the new 

capital rules require from banks to allocate a capital charge to operational risk and not only credit and market risk. 

Therefore, operational risk was accepted as one of the major risk types that must be managed by banks alongside credit 

and market risks. According to Wikipedia (June 2014), the topic of market and credit risk has been the subject of much 

debate since mid-1990. However, the financial crisis in 2008 indicated that there are still challenges in managing credit 

and market risk which lead to Basel III regulations for banks. Although the New Capital Accord focused more on capital 

charges for credit and market risk, various events such as the September 2001 terrorist attacks, losses due to rogue trading 

(Barings Bank amongst others) indicate the importance of operational risk management. Furthermore, operational 
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concerns such as unauthorized processes, inadequate systems, human resource problems and certain external events, 

elevated the management of operational risk as a primary risk type even more. During the establishment of an operational 

risk management framework, various practical problems were encountered. Of these problems were, for example, 

defining operational risk, the measurement thereof, and identifying suitable methods to manage it and how it could add 

value by being managed. A concept that currently seems to be under scrutiny and imposing practical challenges for a 

number of corporate organizations, that implemented an operational risk management framework, is that of a Risk 

Management Practices statement. It seems that there is currently not a generally accepted definition for Risk Management 

Practices and there are various views on what it should be.  

1.2 Statement of the Problem: 

A major barrier to the implementation of management policy effectively by these micro bank institutions is the lack of a 

definition of Risk Management Practices. Risk Management Practices lies at the heart of good management, yet the term 

is frequently misunderstood; meaning different things to different people. Yet the micro-banks management, grossly 

controlled by their founders, fails to see the relationship between the organization’s value (or expressed as an annual 

return) and the maximum acceptable level of risk- which is expected to be upward-sloping but convex (so that increase in 

risk have to be “compensated” by increasing larger amounts of value).As management interacts and makes decisions, they 

must also reflect on the overall Risk Management Practices of the company which is an aggregate summary of assertions 

that provides the basis for clarifying both the risks the company is actively taking the and risks that are purposefully 

avoided (Perrin, 2009). The objective of this study is to evaluate Risk Management Practices and risk tolerance and how 

they impact the performance of micro-banks. The researcher’s secondary objective is to ascertain the level of risk 

appropriate to achieve corporate objective and how Risk Management Practices could be managed in micro-banks. 

1.3 Objectives of the study: 

1.3.1 General objective: 

The general objective of the study was to analyze the effect of risk appetite on corporate investment in selected micro 

finance in Rwanda. 

1.3.2 Specific objectives: 

The specific objectives were: 

1. To determine the influence of operational risk management practices on corporate investment in Rwanda 

2. To establish the effects of strategic risk management practices on corporate investment in Rwanda 

3. To evaluate the influence of financial risk management practices on corporate investment in Rwanda 

4. To assess how governance risk management practices affects corporate investment in Rwanda 

1.4 Research questions: 

This study was guided by the following research questions: 

1. Do operational risk management practices influence corporate investment in Rwanda? 

2. What are the effects of strategic risk management practices on corporate investment in Rwanda? 

3. What is the influence of financial risk management practices on corporate investment in Rwanda? 

4. Do governance risk management practices affect corporate investment in Rwanda? 

2.  CONCEPTUAL FRAMEWORK 

Conceptual framework is a schematic presentation which identifies the variables that when put together explain the issue 

of concern (Peters, Elmendorf, Kandola & Chellaraj, 2000). It is a set of broad ideas used to explain the relationship 

between the independent variables (factors) and the dependent variables (outcome) (Coulthard, 2004). 
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Figure 1: Conceptual framework 

3.  RESEARCH DESIGN 

The study adopted descriptive survey design. A descriptive survey typically seeks to ascertain respondents' perspectives 

or experiences on a specified subject in a predetermined structured manner. A Descriptive study was used to analyze the 

effect of risk appetite on corporate investment in selected micro finance in Rwanda. A descriptive research is designed to 

describe the characteristics of a phenomenon e.g. discovering variation within variables (Mugenda & Mugenda, 1999). 

Survey research consisted of structured questions to assess behaviors, beliefs or attitudes within a population. According 

to Kothari (2004), a descriptive design involves planning, organizing, collection and analysis of data so as to provide 

information being sought. Descriptive research design portrays the variables by answering who, what, and how questions. 

The design was deemed appropriate for this study because the main interest is to analyze the effect of risk appetite on 

corporate investment in selected micro finance in Rwanda. 

3.1 Target population: 

According to Cooper and Schindler (2008), a population is a well-defined set of people, services, elements, and events, 

group of things or households that are being investigated. The target population of this study was 95 managers from 

finance and operations departments. By population the researcher means complete census of the sampling frames. The 

population of interest in this study is homogeneous everyone has equal chance to be included in the final sample that is 

drawn. 

This study was carried out in the 17 registered microfinance banks in Rwanda. A list of all the banks is in Appendix I. 

3.2 Sample Frame: 

Sampling frame is a list of all the population subjects that the researcher had targeted during the study. Using the 

Yamane’s formula, the proportions of the sample size the computed sample strata are shown in table 3.1. The sample size 

of five; Executive Committee, Senior Management, Middle Managers, Selected Branch Manager and Headquarter Staff 

was used since at the main branch most of the operations regarding the effect of risk appetite on corporate investment. 

The sample frame for this study is shown in the table 1 
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Table 1 Sampling Frame 

Area of Operation  Population Proportions 

Executive Committee 6 6 

Senior Management 12 10 

Middle Managers 21 17 

Selected Branch Manager 24 20 

HQ Staff 32 24 

Total 95 77 

3.3  Sample size and sampling procedure: 

A sample size of 77 respondents was determined from a total population of 95 individuals using the formula by Yamane 

(1967). Stratified random sampling technique was used to select the managers. Stratified random sampling technique 

ensures that different groups of a population are adequately represented in the sample. Stratified sampling divides the 

population into homogeneous groups such that the elements within each group are more alike than the elements in the 

population as a whole (Nachimas & Nachimas 2008). Random sampling was used to select individuals from the various 

strata. 

  
 

        
 

Where;
 

n= Sample size 

N=Total population size (77) 

e= 0.05 level of significance 

  
  

            
    

4.  REGRESSION ANALYSIS 

Table.2: Regression model summary showing the combined effect 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .901
a
 .811 .798 .235 

Adjusted R squared is coefficient of determination which tells us the variation in the dependent variable due to changes in 

the independent variable, from the findings in the above table the value of adjusted R squared was 0.798 an indication that 

there was variation of 79.8% on operational risks and loses in manufacturing firms due to changes in governance, 

strategy, policy, periodic evaluation and organization structure at 95% confidence interval. This shows that 79.8 % 

changes in operational risks and loses in manufacturing firms could be accounted for by changes in in governance, 

strategy, policy, periodic evaluation and organization structure. R is the correlation coefficient which shows the 

relationship between the study variables, from the findings shown in the table above there was a strong positive 

relationship between the study variables as shown by 0.901. 

Table 3: Regression analysis showing the combined effect 

Model 

Unstandardized Coefficients Standardized Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) .194 .050  1.887 .061 

Operational risk  .769 .036 .062 1.923 .001 

Strategic risks  .824 .040 .850 20.790 .000 

Financial risks .484 .034 .079 2.449 .015 

Governance risk .664 .026 .010 .363 .020 
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Model 

Unstandardized Coefficients Standardized Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) .194 .050  1.887 .061 

Operational risk  .769 .036 .062 1.923 .001 

Strategic risks  .824 .040 .850 20.790 .000 

Financial risks .484 .034 .079 2.449 .015 

Governance risk .664 .026 .010 .363 .020 

a. Dependent Variable: Corporate investments 

Using linear regression analysis from SPSS data bases, the effect of risk appetite on corporate investment in selected 

micro finance in Rwanda. 

=0.194+0.769x1+0.824x2+0.484x3+0.664x4+ ε. 

From the above regression equation, it was revealed that holding Operational risk, Strategic risks, financial risks and  

Governance risk to a constant zero, corporate investment in selected micro finance in Rwanda would be at 0.194. A unit 

increase on operational risks would lead to increase in corporate investment in selected micro finance in Rwanda by a 

factor of 0.769, a unit increase in Strategic risks would lead to increase in corporate investment in selected micro finance 

in Rwanda by a factor of 0.824, a unit increase in Financial risks would lead to increase in corporate investment in 

selected micro finance in Rwanda by a factor of 0.484 and unit increase in governance risks would lead to increase in 

corporate investment in selected micro finance in Rwanda by a factor of 0.664. 

5. CONCLUSIONS 

The study revealed that a unit increase in governance would lead to decrease in operational risks and loses in micro 

finance institutions. The study further established that a unit increase in strategy would lead to decrease in operational 

risks and loses in manufacturing firms. The study established that a unit increase in policy would lead to decrease in 

operational risks and loses in micro financial intuitions in Rwanda.  

The study found that a unit increase in periodic evaluation would lead to decrease in operational risks and loses in micro 

financial intuitions in Rwanda, it was further revealed that a unit increase in organization structure would lead to decrease 

in operational risks and loses in micro financial intuitions in Rwanda.  

The study concludes that operational risk culture in the organization sets the tone as to how an institution implements and 

executes its operational risk management strategy, successfully executed risk strategy often results in risk being firmly 

embedded in the vision, strategies and tactics of the organization and that the organization top management identify.  

 The study revealed that centralized aggregation of operational risk information collected via various self-assessments 

across the organization provides useful insight for the desired hierarchical structure. Operational risk management 

structure in the firms is the overall risk scenario which serves as a guideline. The firm’s strategy for operational risk 

drives the other components within the management framework and provides clear guidance on risk appetite or tolerance.  

6. RECOMMENDATIONS 

The study recommends the following based on the findings; from the summary and concussion the study recommends that 

in order to effectively manage operations and reduce operational risks the management team needs carefully identify all 

the risks it may fall vulnerable off and establish the appropriate to mechanisms to curb unexpected risks whenever they 

pop up.  

Risk management will help to reduce fewer surprises, improved planning, enhance performance and effectiveness and 

improved relationships with stakeholders. The study recommends that Corporate Social Responsibility is important 

because businesses are based on trust and foresight. Establishing and keeping trust with customers, communities and 

regulators isn’t simple and can be easily damaged or lost.  

To be successful in the long-term, companies need to think beyond what’s affecting them today to what’s going to happen 

tomorrow. This isn’t just about addressing changes to technology or the needs of customers, but also taking into account 

alterations in social, environmental and governance issues. 
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Areas for further research: 

The study sought to establish the effect of risk appetite on corporate investment in selected micro finance in Rwanda.  

There is need for a study to be conducted on the relationship between determinants of operational risks and losses and 

financial performance of micro finance in Rwanda. 

The study recommends a study to be done on the relationship between corporate governance and operational risks and 

losses in micro finance in Rwanda. 

There is need for a study to be done on the effects of strategy implementation on operational risks and losses in micro 

finance in Rwanda. 
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