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Abstract- The purpose of this study was to assess the effect of
regulations of central bank on performance of commercial banks
in Rwanda using Rwanda commercial banks as the case study. A
descriptive design was used and the target population was eleven
licensed commercial banks in Rwanda.A census was conducted to
obtain secondary data from commercial banks as well as review of
information from central bank's annual audited reports for the
period 2010 to 2015. The data obtained was processed and
analyzed using STATA programming to get progressively point
by point results. The study found that capital adequacy regulation
affects performance of commercial banks in Rwanda positively
and this influence was found to be significant. The study
concluded that capital adequacy positively and significantly
influences financial performance suggesting that an increase in
capital adequacy regulations within a bank will result in financial
improvements in the bank. The study recommended that banks
should comply entirely with the stipulated regulations since this
will ensure a stable banking sector which plays a major role in the
economy.
Index Terms- Capital Adequacy
Performance and Commercial Banks

Regulation,

Financial

I. INTRODUCTION

B

ank regulations are defined as a form of government or state
commands subjecting banking sectors to certain
requirements, restrictions and guidelines as formulated by their
regulators, such as the Central Bank, in order to ensure market
transparency between banking industry and individuals, or
between banking institutions and other corporations with which
they conduct business. Mentoring has been used as a useful
personal development tool globally, Mentoring has been practiced
in different cultures for hundreds of years. But it is only recently
that mentoring has been (re) discovered by the private sector, and
now by the civil society sector, as a mechanism for leadership
development(Berger&Bouwman, 2014)
Globally, in USA, Capital adequacy has played a historical
role in the bank regulatory processes. However, until recently, this
role was largely internalized, with the regulations being utilized
(in disparate ways by the different regulators) to assist in
evaluating the financial soundness of banking institutions for
examination purposes. But, the external significance of capital
adequacy as a more formal concern of prudential supervision was
becoming apparent. The first visibility came with the efforts of the
Federal Financial Institutions Examination Council to have the

federal bank regulators formulate a common definition of bank
capital(Alkadamani, 2015).
Capital adequacy measures and bank financial
performances in Nigeria. The study tends to determine whether it
could be said with consistency that getting enough capital can
impact positively and significantly on the financial performance
of banks in Nigeria. The method used was the augmented Dickson
fuller unit root test. The Johnson co integration test was also
employed which revealed the existence of the significant long run
relationship between bank performance variables and capital
adequacy indicators in the Nigerian banking industry. The granger
causality tests also revealed that there was a unidirectional
causality flowing from the ratio of shareholders‟ funds to bank
assets, causality also trickled from the ratio of shareholder’s fund
to return on assets in the Nigerian banks. The theory used was the
earning theory of capitalization, Dynamic theory of profits and
wages theory of profit. The study sampled 19 commercial banks
whose stocks were quoted on the floor of the Nigerian stock
exchange. The study period was 2008-2012. The findings from
this study indicates that capital adequacy strongly have an impact
on the financial performances of Banks in Nigeria(Baltagi, 2015).
Regionally, in Uganda every financial organization shall
have in place an internal capital adequacy assessment process as
set out in a guideline issued by the Central Bank that is
proportional to their nature, scale, complexity and business
strategy, Every financial organization shall have document the
internal capital adequacy assessment process which must be
approved by the board of directors and updated at least once a year
or more frequently as may be required to take account of changes
in the business, strategy, nature, scale or complexity of activities
or operational environment; and submit the internal capital
adequacy assessment process to the Central Bank within four
months of its financial year end. Commercial banks are one of the
major money related mediators on the budgetary market, filling in
as delegates between two gatherings in a monetary exchange, for
example, moving assets from abundance capital gatherings (loan
specialists) to less capital gatherings (borrowers). In money
related market, there is an uncommon instance of assets streaming
straightforwardly from the supplier to end clients without going
through the monetary middle person, so incredible banks
guidelines must be set up for the insurance of the two gatherings
(Cornett et al, 2009).
The National Bank of Rwanda will be Rwanda's principle
business bank controller and is focused on playing out its
capacities liberated from intercession by people; gathering of
people or legislative issues. Throughout the years, banking
industry in Rwanda has become quickly because of development
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in administrations, for example, portable and organization
banking, where clients can execute at whatever point they need to
utilize their cell phones without lining up long lines in banking
corridors. As indicated by Central bank yearly report, banking
industry in Rwanda enlisted execution improvement in the money
related year finished June 2018, where the advantages, advances
and advances expanded. In Rwanda, Commercial banks are
approved and oversaw by national bank which regulates them to
ensure they follow rules in their undertakings. Every business is
depended upon to agree to those rules as compressed by Central
Bank of Rwanda round into; requested to develop liquidity,
dissolvability and real budgetary systems working (NBR,2015).
Objectives
The study aimed at assessingthe effect of central bank
regulations on financial performance of commercial banks in
Rwanda with the following objectives;
a) To examine the effect of capital adequacy regulation on
financial performance of commercial banks in Rwanda.
b) To determine the effect of liquidity Management
regulation on financial performance of commercial banks
in Rwanda.
c) To find out the effect of credit risk management
regulation on financial performance of commercial banks
in Rwanda.

II. LITERATURE REVIEW
The central bank regulations on banking sector points out
as bank approaches the minimum capital requirements they tend
to raise capital to avoid costs which may be incurred in case of
breach of set regulatory capital. According to Calem and Rob
(2015) Observed that U-formed connection exists between capital
and hazard taking for banks. Thus, undercapitalized banks will in
general face more challenges. Moreover, sufficiently promoted
banks put resources into hazardous portfolio envisioning of higher
benefits which can be utilized for proceeded with progress of their
capital position (Rime, 2011).
The theories underlying the study are the Buffer Theory of
Capital Adequacy which points out as bank approaches the
minimum capital requirements they tend to raise capital to avoid
costs which may be incurred in case of breach of set regulatory
capital. According to Calem and Rob (2015) breaching the
regulatory provisions will lead to penalties. Banks prefer to
maintain capital in excess of prudential limits to reduce the
chances of falling below legal capital requirements. The theory is
significant to the investigation since it underpins holding of
overabundance capital. Overabundance capital prompts decrease
of costs which could bring about punishments if there should arise
an occurrence of break of administrative necessity and
furthermore bolster activities final product being improved
budgetary execution.
Liquidity inclination Theoryalludes basically to a craving
to have money in your pockets. Liquidity is any type of advantage
that can undoubtedly be changed over into money, and cash is
viewed as the most fluid resource. Banks, especially business
ones, handle for the most part fluid resources that financial
specialists can request whenever. Loan fee is a pay for neglecting
to hold fluid resources for a predetermined period which is
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dictated by request and cash supply. As indicated by Keynes,
interest for cash is sorted for three reasons; initial, an exchange
thought process which is a longing to have money for fundamental
exchanges, for example, transportation, wages or installment of
crude materials. This theory is applicable to the study in that it
emphasizes need for holding optimally levels of money for the
precautionary motives.
Bridges, Gregory, and Spaltro (2014) conducted a study on
capital adequacy on bank lending, a Bank of England case study.
They found that any adjustment in capital sufficiency brings about
a change in both capital and loaning that is, an expansion in capital
necessity prompts an expansion in the capital proportions of banks
and an abatement in credit development. The assessment
moreover found that, after change in capital essential development
advancement for the most part returns to run of the mill inside 3
years. He contemplated that, banks response to change in capital
adequacy shifts depending business cycle, bank size and heading
of the modification in capital essential. The above dispute was
supported by various makers, for instance, (Francis et al, 2009)
who inquired about on bank rule, capital and credit supply:
assessing the impact of prudential standards in United Kingdom.
They suggested that, the higher the capital essential the lower the
bank's optimal credit improvement and the a different way, sway
depends upon the level of wealth capitalization.
Nzioki (2011), investigated on impact of capital adequacy
on cash related execution of business banks referred to in NSE. He
found that, capital plentifulness impacts execution Kenyan bank
distinctly. In his choice he suggested that, the more conspicuous
the bank capital adequacy the lower the probability of cash related
difficulty and liquidity creation. (Aymen, 2013) who found that,
in Tunisia capital expect a critical activity in ensuring smooth
money related action similarly as affirmation of adventure right
now high profit. In 1990s, United States experienced credit crunch
which was trailed by number of studies choose the explanation.
Gudmundsson, Kisinguh and Odongo (2013) directed a
review to set up the job of capital necessities on rivalry and
strength of banks and their discoveries built up positive
connections between execution, capital guidelines, and money
related dependability. Goretti (2012) explored money related
guidelines' impacts on budgetary execution at DTMs in Rwanda
and her decision was that guidelines on DTMs have prompted
improvement in their financial performancy. Various studies show
that the true effect of central bank regulations on the performance
of commercial banks is lacking in detail, and that is the reason for
this study.
The overabundance capital prompts increment in tasks and
this wind up improving the money related execution. The
hypothesis is significant to the investigation since it underpins
holding of overabundance capital. Overabundance capital prompts
decrease of costs which could bring about punishments if there
should arise an occurrence of break of administrative necessity
and furthermore bolster activities final product being improved
budgetary.

III. METHODOLOGY
The researcher used a descriptive design contacted on the
eleven licensedcommercial banks in Rwanda that included I&M
Bank Rwanda Ltd (Former Banque Commerciale du Rwanda),
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Bank of Kigali Ltd, Guaranty Trust Bank Rwanda Ltd (Former,
Fina Bank Rwanda, ex BACAR, Access Bank Rwanda Ltd
(Former BANCOR), ECOBANK Rwanda Ltd (ex, BCDI),
COGEBANQUE Ltd, BanquePopulaire du Rwanda Ltd, Kenya
Commercial Bank Rwanda Ltd (KCBR), Equity Bank Rwanda
Ltd, Bank of Africa Rwanda Ltd (Former Agaseke Bank) and
Crane bank Rwanda LTD using census. a documentary review of
the National Bank of Rwanda audited reports for 2010 to 2015 was

The graph above shows the ratio of core capital to RWA
and it was above the statutory minimum of 10 per cent including
the 2.5 per cent resource protection buffer. Yet between 2012 and
2015, this ratio declined. Capital ratio measures a bank's core
equity capital against its total risk-weighted assets which include
all the assets the bank holds that are systematically weighted for

The figure above shows the ratio of core capital to total
deposit liabilities and it was above the 8 per cent statutory. Aside
from a decline in 2011, it had increased but then a slight decline
occurred in 2015.the higher the core capital in commercial banks
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also done. The data obtained was processed and analyzed using
STATA programming to get progressively point by point results.

IV. RESULTS AND FINDINGS
4.3.1 Core Capital to RWA

credit risk. Core capital is a key determinant in a bank’s
profitability, it enables financial institutions to engage in more
lending because lending is related to the bank’s profitability. It
declined in the above period due to decline in the economic
activities leading to decline in commercial activities.
4.3.2 Core Capital to Total Deposit Liabilities

the lower the liabilities simply because commercial banks will be
having more capital that will enable them to have less liabilities.
There was an increase in the core capital in the table above
meaning an improvement in the operations of commercial banks.

Table 4.4.1: Model Summary and Anova
Source

SS

df

MS

Number of obs
F(1,64)

=
=

66
211.55

Model

9598993

1

9598993

Prob> F

=

0.0000

Residual

1028471

64

16069.86

R-squared
Adj R-squared

=
=

0.9032
0.899
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Total

10627464

65

9615063

From the ANOVA statistics, the study established the
regression model had a significance level of 0.000 which is an
indication that there was a significant relationship between the
variables. The calculated F value was greater than the F critical
value (211.55> 3.991) an indication that there was a significant
relationship between capital adequacy ratio and financial
performance of commercial banks in Rwanda. The p value which
was less than 0.05 indicated that the relationship between the
independent variable (capital adequacy ratio) and commercial
banks in Rwanda was significant. From the findings, the value of
adjusted R squared was 0.899, an indication that there was
variation of 89.9% on financial performance of commercial banks
in Rwanda due to changes in capital adequacy at 95% confidence
interval. This shows that 89.9% of the changes on financial
performance of commercial banks in Rwanda could be accounted
for by changes in capital adequacy. This shows that the remaining
10.1% of the change in financial performance of commercial
banks in Rwanda was accounted for by other factors other than
capital adequacy.

V. CONCLUSION AND RECOMMENDATIONS
In a study carried out by Calem and Rob (2015) to assess
the connection between capital and hazard taking for banks and
found out that that U-formed connection exists between capital
and hazard taking for banks meaning that undercapitalized banks
will in general face more challenges. Calem and Rob (2015)on the
study of prudential limits concluded that that Banks prefer to
maintain capital in excess of prudential limits to reduce the
chances of falling below legal capital requirements while the study
by Bridges, Gregory, and Spaltro (2014) conducted a study on
capital adequacy on bank lending a case study of Bank of England
concluded that that any adjustment in capital sufficiency brings
about a change in both capital and loaning that is, an expansion in
capital necessity prompts an expansion in the capital proportions
of banks while this research concluded that capital adequacy
positively and significantly influences financial performance
suggesting that an increase in capital adequacy regulations within
a bank will result in financial improvements in the bank.
The study concluded that capital adequacy positively and
significantly influences financial performance suggesting that an
increase in capital adequacy regulations within a bank will result
in financial improvements in the bank. The researcher
recommended that Banks should to comply entirely with the
stipulated regulations and must be supervised by the Central Bank.
This will ensure a stable banking sector which plays a major role
in the economy. If this sector is stable the economy will grow and
the country will prevent financial crisis. Implementing strict
regulations will also allow the regulator to identify failing banks
and provide remedial action before they fail, and depositors lose
their money.
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Root MSE

=

122.98
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