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Abstract- Currently, the concept of risk appetite is a contemporary 

topic among large organizations, sparking in-depth discussions 

and investigations. However, there is considerable confusion 

surrounding this subject, particularly when it comes to crafting a 

comprehensive statement on risk management. The big question 

is whether each primary risk type should have its own statement 

or if there should be a universal statement covering all risk appetite 

within the organization. The ultimate objective of risk appetite is 

to attain corporate goals, and this applies to both banks and 

microfinance institutions. These institutions have a dual set of 

goals to consider, including social and economic perspectives. To 

thoroughly examine the influence of risk appetite on collaboration, 

further analysis is necessary. The study adopted a descriptive 

research design. A population of 95 respondents with a sample 

figure of 77 were scientifically sampled. Data collection involved 

both primary and secondary sources, with structured 

questionnaires used to gather primary data from the respondents. 

Interviews were also conducted to gather narrative data, and 

qualitative methods were employed to analyze the responses to 

open-ended questions in the questionnaires. The study showed that 

all the variables with a mix of other influences significantly 

impacted corporate investment by one unit in a 0.664-fold increase 

in corporate investment. This highlights the critical nature of 

skillfully managing operations and minimizing risk tolerance. In 

order to accomplish this, the leadership team must be proactive in 

identifying potential hazards and implementing effective 

measures to mitigate unforeseen risks. By adopting risk 

management strategies, organizations can effectively minimize 

unanticipated obstacles, bolster their planning capabilities, elevate 

performance and efficiency, and cultivate strong relationships 

with stakeholders. Developing and maintaining trust and foresight 

is key to achieving success. Establishing and upholding trust with 

clients, communities, and regulatory bodies is a daunting 

undertaking that can easily be compromised or lost if not carefully 

nurtured. To achieve lasting prosperity, it is essential for 

companies to not only focus on their present circumstances, but 

also anticipate upcoming shifts. This entails proactively 

addressing advancements in technology, meeting the evolving 

demands of customers, and tackling social, environmental, and 

governance concerns. By effectively navigating these factors, 

companies can not only survive but also prosper in today's fast-

paced and constantly evolving business world. 

 

I. INTRODUCTION 

isks are born from the uncertainties that exist in all facets of 

an organization, regardless of its size, complexity, or 

industry. Mcnaull and Loy (2018) assert that risk encompasses not 

only potential threats, but also opportunities that, if seized upon, 

could lead to a more effective means of reaching desired 

objectives. However, failing to take advantage of these 

opportunities could also result in adverse consequences. This 

highlights the importance of understanding and managing both the 

risks associated with seizing opportunities and the risks of not 

taking action. 

         In the business world, tackling risk is crucial, and this 

involves many complexities. From establishing a clear risk 

appetite to effectively measuring and managing it, organizations 

face numerous challenges. Notably, one specific issue garnering 

attention is the concept of a risk appetite statement. This concept 

has posed practical obstacles for various companies that have 

implemented a risk appetite management framework. As it stands, 

the definition of risk management practices lacks consensus, with 

different viewpoints on its scope. 

 

Statement of the Problem 

         Risk appetite creates a significant obstacle for selected micro 

finance institutions in effectively implementing management 

policies. While risk appetite is essential for sound management, it 

is frequently misconstrued and varies in interpretation among 

individuals. This is particularly problematic in selected micro 

finance institutions where control is largely in the hands of 

founders, as there is a failure to acknowledge the link between the 

organization's value risk.  

         These practices encompass a thorough collection of 

declarations that enhance understanding of the risks actively 

embraced by the company as well as those consciously evaded. 

The research sought to investigate strategies institutions can adopt 

to align risk appetite with investment objectives, mitigate 

investment risks, and enhance shareholder value. The focus of this 
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research was to evaluate how risk appetite and corporate 

investment affect chosen financial institutions. Also, the goal was 

to establish the optimal level of risk required to attain corporate 

goals and investigate methods for proficiently controlling risk 

appetite in financial establishments. 

 

Research Hypotheses 

H01: Strategic risk appetite has no statistically significant effect 

on corporate investment in selected MFI in Rwanda.  

H02: Financial risk appetite has no statistically significant 

influence on corporate investment in selected MFI in Rwanda.  

H03: Governance risk appetite has no statistically significant 

influence on corporate investment in selected MFI in Rwanda.  

 

Theoretical Framework 

         This research explored the Modern Portfolio Theory and 

Stewardship Theory that established the basis for risk appetite 

management.   

 

Modern Portfolio Theory 

         This theory, by Harry Markowitz in 1952 posits that 

investors are risk-averse and will always prefer the less risky 

portfolio that maximizes expected return for a given level of risk. 

It capitalizes on optimization of investment portfolios by bearing 

in mind the trade-off between risk and return.  

 

Stewardship Theory 

         In contrast to agency theory, which focuses on self-interest, 

stewardship theory proposes a different management model that 

portrays managers as responsible stewards acting in the owners' 

best interests (Donaldson & Davis, 1991). Stewardship theory has 

roots in social psychology, which examines executive behavior. 

Stewards display pro-organizational, collective behavior, 

prioritizing organizational goals over self-serving actions. Their 

behavior stays aligned with the organization's interests as they 

work to achieve its objectives (Davis, Schoorman & Donaldson, 

1997). 

Conceptual Framework 

         A conceptual framework serves as a powerful tool for 

understanding complex problems, as it visually represents the key 

elements involved (Peters, Elmendorf, Kandola, & Chellaraj, 

2020). By compiling broad concepts, it sheds light on the 

connection between independent factors and dependent outcomes 

(Coulthard, 2017)

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2.1: Conceptual framework 

 

3.0 Methodology  

         This study adopted a descriptive survey design. It is adopted 

since It involves describing the facts and characteristics of a given 

population or group by means of such instruments as interview 

schedules and questionnaires as it is applied in this research. The 

accessible population of finance and operations departments 

constituted of 98 managers who the researcher had reasonable 

access to.  Simple random sampling was used as the technique 

offered representativeness thereby reducing the risk of bias. 98 

people were incorporated with a sample size of 77 participants 

Independent Variable 
Dependent Variable 

Strategic Risk Management  

• Strategic objectives 

• Strategic risk mitigation  

Corporate investment  

• Return on Investment 

• Profitability 

• Revenues   Financial Risk appetite  

• Exchange risk 

• Shape risk 

Governance Risk appetite  

• Board Competency  

• Board Disclosures 
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chosen by use of a scientific calculation using Taro Yamane 1967 

formula. The study incorporated primary data with questionnaires 

which the researcher used the drop and pick technique. 

         Reliability (test re test) and validity (content and construct) 

tests were used to check for consistency and accuracy with the 

Cronbach's alpha coefficient levels of 0.7 being the cutoff point 

for a reliable questionnaire. Quantitatively, the results were 

presented using descriptive statistics of percentages, frequencies 

and means while Inferential statistics adopted regression and 

correlation. 

Y = α+ β1X1 + β2X2 + β3X3 + µ 

Y= DV – Corporate investment  

β = beta Values 

α = Constant 

µ= Error term   

X1 = Strategic Risk appetite  

X2 = Financial Risk appetite  

X3 = Governance Risk appetite  

 

4.0 Results and Findings  

4.1 Regression analysis  

Regression analysis also provides insights into the significance of 

individual predictors and the overall model fit. 

 

Table 1: Regression 

 

Model R R2 Adjusted R2 Std. Error 

1 .900a .810 .7981 .2355 

 

         The findings from our analysis reveal a strong relationship 

between key decision-making factors such as governance, 

strategy, policy, evaluation, and organizational structure and risk 

appetite within selected micro finance institutions. This is 

supported by the significant adjusted R squared value of 0.798, 

indicating that these factors explain approximately 79.8% of the 

variation in risk appetite. Additionally, the strong positive 

correlation (R = 0.901) further emphasizes the impact of these 

factors on risk appetite and losses within these institutions. In 

simpler terms, our data highlights that changes made to 

governance, strategy, policy, evaluation, and organizational 

structure are responsible for almost 80% of the changes in risk 

appetite observed in the selected micro finance institutions. 

 

Table 2: Regression Analysis 

 

. 

Unstandardized Coefficients 

Standardized 

Coefficients 

T Sig. Beta Std. Error Beta 

1 (Constant) .194 .050  1.887 .061 

SR  .824 .040 .850 20.790 .000 

FR .484 .034 .079 2.449 .015 

GR .664 .026 .010 .363 .020 

a. DV: CI 

 

         Corporate Investment = 0.194 + 0.769(Risk appetite) + 

0.824(Strategic Risks) + 0.484(Financial Risks) + 

0.664(Governance Risk) + error. This equation demonstrates that 

when all factors except risk appetite are held constant at zero, the 

predicted level of corporate investment would be 0.194. 

Furthermore, for every unit increase in risk appetite, there was a 

corresponding increase of 0.769 in corporate investment. 

Similarly, a unit increase in strategic risks, financial risks, or 

governance risk resulted in increases of 0.824, 0.484, and 0.664 

 

4.2 Summary of the Study 

         It is revealed that there is significant diversity in risk appetite 

and corporate investment among microfinance institutions in 

Rwanda. Upon examining the regression equation, it is evident 

that there exists an inverse correlation between the variables. In 

particular, the study highlights the impact of governance on 

limiting risk appetite. Overall, the research effectively 

demonstrates that the selected variables effectively mitigate risk 

appetite in microfinance institutions in Rwanda. 

 

5.1 Conclusions 

         According to the findings, an enhancement in governance 

exhibits a direct link to a reduction in risk appetite within 

manufacturing companies. This pattern is mirrored when it comes 

to the influence of strategy, as an increase in this area also results 

in decreased risk appetite for financial institutions. Furthermore, 

the study demonstrated that a stronger policy framework yields 

lower risk appetite for microfinance institutions in Rwanda. The 

significance of this link is further emphasized by the discovery that 

more frequent evaluations lead to fewer risk appetite in Rwandan 

microfinance institutions. Additionally, it was revealed that a well-

established organizational structure plays a crucial role in reducing 

risk appetite within microfinance institutions in Rwanda. 

         This study asserts that an organization's risk appetite culture 

greatly influences the effectiveness of its risk management 

strategy. A successful risk strategy involves incorporating risk into 

the organization's overall vision, strategies, and actions. 

Additionally, the involvement of top management is crucial in 
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identifying and addressing risk appetite s. The study also 

discovered that consolidating risk appetite data from various self-

assessments across the organization yields valuable insights for 

establishing an appropriate hierarchy. This structure serves as a 

fundamental blueprint for overall risk management within firms.  

 

5.2. Recommendations 

         Additionally, the team should establish efficient strategies to 

promptly address unforeseen risks as they arise. Implementing a 

risk appetite approach can yield numerous advantages, such as 

minimizing unwanted shocks, enhancing planning and 

performance, and fostering positive relationships with 

stakeholders. Moreover, the study underscores the significance of 

corporate social responsibility for businesses. Developing trust 

and having foresight are crucial elements in building a thriving 

company. However, earning and maintaining trust with customers, 

communities, and regulatory bodies can be challenging. 

Nevertheless, trust is a vital factor that can immensely benefit a 

company. 
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