CORPORATE GOVERNANCE AND FINANCIAL PERFORMANCE OF
COMMERCIAL BANKS IN UGANDA

BY

SUSAN SSUUBI

2008/HD10/14133U

A DISSERTATION SUBMITTED TO THE SCHOOL OF GRADUATE
STUDIES, MAKERERE UNIVERSITY IN PARTIAL FULFILLMENT

FOR THE AWARD OF THE DEGREE OF MASTERS OF
SCIENCE IN ACCOUNTING AND FINANCE OF

MAKERERE UNIVERSITY

JULY, 2012



Declaration

I, Susan Ssuubi hereby declare that this dissertation entitled “Corporate Governance and
financial Performance of Commercial Banks in Uganda.” is my own work, and that all the

sources | have used or quoted have been acknowledged.

Name of Candidate: SUSAN SSUUBI

Signature of Candidate @~ "TTTTTTTTTTTTTOTTTT AT AT

Date



Approval

The undersigned certify that they have read and hereby recommend for acceptance by Makerere
University a Dissertation entitled: Corporate Governance and Financial Performance of

Commercial Banks in Uganda.

Dr. NIXON KAMUKAMA

(Supervisor)

Dr. ISAAC. N. KAYONGO

(Supervisor)



Dedication

With love to my Fiance Patrick, plus Jenny, Jessica and Family.



Acknowledgements

Writing this dissertation has been one of the most significant academic challenges that | have
ever faced. Without God’s mercy I would not have made it this far. I therefore first thank the
Almighty God for all the providence: good health, strength and a sound mind. May his Name be
exalted! Great thanks go to my fiancé one Patrick, Dad, Jenny, Jessica and Family for the love

and generous financial support.

My heartfelt gratitude goes to my supervisors; Dr. Nixon Kamukama and Dr. Isaac. N. Kayongo
who are responsible for the successful completion of my dissertation despite their many other
academic and professional commitments. Their untiring effort, commitment, encouragement,
guidance and support from the beginning to the final draft of this thesis were fundamental. | also
thank all my lecturers for their kind assistance and guidance during the course of my graduate
studies: particularly, Mr. Moses Kibrai and Dr.lsaac.N.Kayongo. Special appreciation is
extended to Dr.Nixon Kamukama and Dr.John Mutenyo for helping me furnish this thesis every

step of the way.

To all my colleagues in the struggle:Rodgers,wilbrod,Robert,Sandra,Flavia,Mariam,Bbosa
Kizito,Ronald,Peter,Jannette,Jeff, Johary,Dennis,Faith,Ronah, Tirisa,Swizzin,SyliviaAlfred I
thank you so much for providing a stimulating , fun environment in which to learn and grow.

Special thanks go to my friend Rodgers for his kindness when | needed help most.

To my uncles, Aunties, sisters, brothers and relatives; Cedric, Joe, AK, Charlotte, Prosper,
Purcell, Joy,Winnie,Robert,Dattive,Francis,Mariam,Anna, Teresa,Jose, Kutees,Nkangi | say thank

you so much for your love and prayers.



Lastly and most importantly | wish to thank Jenny, Jessica and Family, Dad and my fiancé one
Patrick for all the support, love and financial assistance. | will live to remember your
unconditional love and invaluable support; for that matter | dedicate this thesis to you, may God

bless you and reward you abundantly.

Vi



Table of Contents

DECIAIALION ...ttt b e bbb bbbt bt h et e nnenre [
AAPPIOVAL ...ttt h e bt h ettt renre b eaeas iii
DEAICALION ..ttt b et ettt st b e s bt bt bt et et e et b e b e e renaeas iv
ACKNOWIEAGEMENTS ...ttt ettt se e st et e s e e sreeseesaesse e seensasseesseensenseans v
TabIE OF CONLENES ...ttt sttt vii
LEST OF TADIES ...ttt sttt be e Xi
ADSTFACT ...t b e bbbt e ens Xii
(O o N I 1
INTRODUCTION .iiiiiiiietteteiiiniiineeeeessnsssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnnns 1
1.0 Background t0 the STUAY ........c.eecuieiieieece ettt 1
1.1 Statement of the ProbIEM ........co.oiiiiie e 3
1.2 PUIPOSE OF the SEUAY ...c.veeiiceeceeeeeee ettt et et ae e 3
1.3 ODJECtiVES OF the STUAY ......ecveieieiieieeee et st raeae e 3
1.4 RESEAIrCN QUESTIONS .....c.viiiiieeiiecie et e ettt ettt et e s eeeete e s aeeebeesaaeeebeesaaeeabeessaeeseessseenseesaseensaeas 4
1.5 SCOPE OF the STUAY .....eeieeeiecieceee et s e s re e neenee e 4
1.5.1 SUDJECE SCOPE ..c.vveieetiete ettt sttt sttt et s s et e entesneesseeseeneesseenseeneens 4
1.5.2 GeographiCal SCOPE.......cueouieeecee ettt e sbe e s aa e e be e saaeerae s 4
1.6 Significance OF the STUAY ........oooueieeeceee e e 4
1.7 The Conceptual Frame WOTK .........c.oooiioiiioeceececese ettt 5

Vii



CHAPTER TWO . iiiiiiiitiititiiiniiciinniiiiccciincsssssiiesesinssssssssseseesssssssssssssssessssssssssssses 7

LITERATURE REVIEW .coiiiiiiiiiiicereiinesssssnsssssessssssssssssesssssessssssssssssssssssssssssssssssnsses 7
PO 111 0o 1 od o] USROS 7
2.1 COrpOrate GOVEIMANCE .....c.eevverurerieetiereeseesreeresitesst et e sseereseesre e st e s e sbeebeeatesbeebeeanesreennesanenne 7
CEO POWET ...ttt sttt ettt s at e bt e s at e e bt e sae e s abeesaeeeabeesaeeeabeesaeeeane 10
2.2 ACCOUNTADTIITY ..ottt et sbe et s nes 10
2.3 Managerial COMPELENCES .......ccveeverreeriieieeeesteete st e steeaesreesteeaesseesseessesseesseesesseenseessesseesses 13
2.4 FINANCIAl PEITOIMANCE. ... ccui ittt ettt et bt s neeneas 14
2.5 Corporate Governance, Accountability and Financial Performance...........ccccoevevveieenennee. 16
2.6 Corporate Governance, Managerial Competence and Financial Performance.................... 19
2.7 Corporate Governance and Financial Performance ...........ccccoceveveneneeienienieneneseseeeeeees 19
CHAPTER THREE ...ttt ssse s se s sss s s sassssssnsssssanasnns 22
METHODOLOGY ..ueeiicneirineeiicsnesscssnesssssessssssssssssssssssssssssessssssssssssssssssasssssasssssssssssnes 22
3.0 INEFOUUCTION ..ottt sttt st eae e st e e et e besbesbestesneeneenean 22
3.1 RESEAICH DBSIGN .....eiveeiieeiecieete ettt ettt et ste et e e e st e teeaaeste e be et e sae e teeasesseenseensesnnenes 22
RIS 1N VL VA o o] 01U ] 11 o] o TSRS 22
3.3 Sampling Method and SIZE .......cccvevieiiieeeiee et es 22
3.4 DALA SOUICES.....cuverueeteeteeiieeteete st st et ettt e bt st sb et eatesb e bt eaeesbe e bt e st e ebe e be e s e saeenneennenneennes 23
3.5 Data ColleCtion INSTIUMENTS.......c.ciiiiiieiirereeerieeee ettt st s 23
3.6 Validity and Reliability of INStrUMENTS.......cccveiiieeiieiece e 23
3.6 Measurement Of Variables ...........ovioieiiiieeeeseee e 25
3.7 DA ANAIYSIS ....veetieite ettt ettt et s e et s e et e st e et e e st e e be e s aa e e beesaae e beesraeeteenaaeenns 25
3.8. Limitations Of the STUAY.......c.coveiiiieeee et 26

viii



CHAPTER FOUR ittt ssssssssssssssesssssssssssssssssessessssssssssses 27

RESULTS & FINDINGS OF THE STUDY uuuuiiiiiiiiiitteeecniiinsninensnsssssiiniennssssssssssssssenn 27
O Lo oo [0 Tox 1 o] o ISR 27
4.1 CharaCteristiCS OF BANKS.........coiuieiirierieeie ettt sttt st s saeeee e 27
4.1.1 Number of employees Per DANK ...........coooeiiiirieiieee e 27
4.1.2 BaNK OWNEISNID .. .veitieieceiecieee ettt ettt et st e e et e st e et e saaesseesaeeneessaenseenee e 28
G T I oo o] o =T =LA o [ TSSO 29
O B O Vo 1) L o TSRS SRRP 29
4.2 CharacteristiCS OF reSPONAENTS..........euiiiririerietereee e s 30
4.2.1 Age of the respondent by Gender diStribUtioN ...........cceoererireninenieeeeeeee e 30
4.2.3 Period spent in the organization by the gender of the respondents. ..........cccccceveveneruenne. 31
4.2.4 Age of the respondent by Position held in the organization ...........cccccceveverinenenenene. 32
4.2.5 Period spent in the organization By Position held of the respondents............cccccveveneee. 33
4.2.6 Position held in the organization By Gender of the respondents............ccccecveveveeireenene. 34
4.2.7 Level of education attained by Position held in the organization ............ccccceeevevvevenene. 35
4.3.1 Rotated Component Factor Analysis for Corporate governance ...........cocceeeeeeereeervennnne 36
4.3.2. Rotated Component Factor Analysis for accountability ..........cccocevvveerieeneeceneereeene 38
4.3.3 Rotated Component Factor Analysis for managerial COMPEetencies .........ccccvevverververnnene. 40
4.3.4. Rotated Component Factor Analysis for Financial performance........c.cccceevvevvreeriennnne. 42
4.4 Relationships between the Variables............coouvoiiiiiioiiceeceeee e 44
4.4.1 Corporate governance and financial performance. .........ccoccevevevieeveenie e 45
4.4.2 Corporate governance, accountability and financial performance..........ccccoceevvevvennen. 45
4.4.3 Corporate governance, Managerial competences and financial performance.................. 46



4.4 REQreSSION ANAIYSIS ...uecveeiesiieieeieseesieetesee e este s e esteeaesreesseessaesaesseessesssesseessesseesseensennsenns 46

(O T e Ny e N 48
DISCUSSION, CONCLUSION AND RECOMMENDATIONS.....ccooiiiiiinnnnnns 48
5.0 INEFOUUCTION ...ttt st b e sb ettt sbesbesbesaeeneeaeas 48
5.1 Discussion Of reSearch fINGINGS. .......ccooiriririririeeeee et 48
5.2.1 Relationship between Corporate governance and financial performance........................ 48

5.2.2 Relationship between Corporate governance, managerial competences and financial
PEITOIMANCE. ... .ottt et e e s te e be e e e s teebesssesseeseessesseensesnsesseensens 49

5.2.3 Relationship between Corporate governance, accountability and financial performance 49

5.3 CONCIUSION......cuieiieieieie sttt sttt ettt st e s be et et e e bt e st e e et ebenbesbesbesaesneeneas 51
5.4 RECOMMENAALIONS .....veevieieeeieeieeeesiee st e et e steeteseeesteestesteeeeesaesseeseensesseenteensesseenseensesnnenses 51
5.4 Areas Tor TUITNEr rESEAICN........c.ev it 51
RETEIENCES ...ttt ettt s bt s b e s bt bt e ae et et e bbb e b e ae e 54
QUESTIONNAITE ..ottt ettt et s s s et esa s ss s bs s se sttt e e e bbb st et es b et ensensesens s esenen 60



List of Tables

Table 1. Validity and relHability ........ccoooiiiioii e 24
Table 2. Number of employees per Bank ...........ccoeiviiiieiiie e 28
Table 3. BaNK OWNEISNID ..ovieice ettt ne e 28
Table 4. TIMe OF OPEIATION. ......ciiiiiiiiie bbb 29
Table 5. CapItal DASE.........oiiiiiiee e 29
Table 6 Age of the respondent by Gender of the reSPONdeNtS........cccvveriierenieniere e 30
Table 7 Period spent in the organization by Gender of respondents ............cccccvveveiieieevieennenn, 31
Table 8 Age of the respondent By Position held in the organization ..............c.ccccceevevieieennenn, 32
Table 9. Period spent in the organization By Position held of the respondents............cc.ccoevreenee. 33
Table 10 Position held in the organization By Gender of the respondents...........cccccocevervrvnnne. 34
Table 11 Level of education attained by Position held in the organization:..............cccccceveenee. 35
Table 12 Rotated Component Matrix® for Corporate GOVEINANCE...........cccvevevevererreeerseererenann, 36
Table 13. Rotated Component Matrix® for Accountability ............ccccovevvveeeveeriieeeceeeceeee e, 39
Table 14.Rotated component Matrix for management COMPEtENCES.......ccccvvererererieieierirree e 40
Table 15 Rotated Component Matrix® for Financial performance...........c.cccccoeeceeeieiicuennnn 43
Table 16 COrrelation ANAIYSIS .......cooiiiiiiieieee bbb 45
Table 17 Multiple Regression ANAIYSIS.......ccuciiiiiieiie et 46

xi



Abstract

The purpose of the study was to establish the relationship between corporate governance and

financial performance; a case of commercial banks in Uganda.

A cross sectional, descriptive and analytical research design was conducted. A co relational and
regression analysis focusing on corporate governance were computed to establish the direction,
strength of relationships between the study variables and the extent to which it contributes to
financial performance. Primary data was collected using a self administered questionnaire from
21 commercial banks. Overall, 175 usable questionnaires from a sample of 189 representing

92.59% respondent rate was attained.

The findings indicate a positive relationship between corporate governance, accountability,
managerial competences and financial performance. Furthermore, corporate governance was
observed to be the most significant predictor of financial performance. This implies that when
corporate governance improves, it may result into improvement in financial performance. It also
implies that when banks are governed well where managers are responsible for their actions and
members have access to information concerning the operations and financial position of the
organization, they are likely bound to perform better.

The study concluded that corporate governance, accountability, managerial competences affect
financial performance in commercial banks and therefore recommended that corporate
governance, accountability and managerial competences should be emphasized in commercial

banks to improve financial performance.
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