
Impact of Financial Regulations on Bank Profitability 

in Uganda 

 

  Aziz Fadhul 

 

  



American Journal of Finance     

ISSN 2520-0445 (Online)                                                                                   

Vol. 10, Issue 3, pp 13 - 23, 2024                                                              www.ajpojournals.org 
 

https://doi.org/10.47672/ajf.2169                          13                Fadhul, (2024) 
 

Impact of Financial Regulations on Bank Profitability in Uganda 
 

 Aziz Fadhul 
 International University of East Africa 

 

Article history 

Submitted 30.03.2024 Revised Version Received 05.05.2024 Accepted 07.06.2024 

 

Abstract 

Purpose: The aim of the study was to assess 

the impact of financial regulations on bank 

profitability in Uganda. 

Methodology: This study adopted a desk 

methodology. A desk study research design is 

commonly known as secondary data 

collection. This is basically collecting data 

from existing resources preferably because of 

its low cost advantage as compared to a field 

research. Our current study looked into 

already published studies and reports as the 

data was easily accessed through online 

journals and libraries.  

Findings: Financial regulations significantly 

influence bank profitability, primarily by 

affecting operational costs, risk management 

practices, and lending activities. Stricter 

capital requirements, such as those imposed 

by Basel III, generally enhance financial 

stability but may reduce profitability by 

limiting leverage and increasing the cost of 

compliance. Regulatory measures aimed at 

consumer protection and transparency, while 

beneficial for market integrity, can also 

impose additional administrative burdens and 

costs on banks. Conversely, deregulation 

periods often see increased profitability due 

to relaxed constraints on lending and 

investment activities. However, this can 

come at the expense of higher risk exposure 

and potential financial instability. Overall, 

the balance between regulatory stringency 

and bank profitability hinges on the specific 

regulations in place and the banks' ability to 

adapt and innovate within those frameworks. 

Implications to Theory, Practice and 

Policy: Agency theory, capital structure 

theory and information asymmetry theory 

may be used to anchor future studies on 

assessing the impact of financial regulations 

on bank profitability in Uganda. Practitioners 

should advocate for risk-based regulation that 

tailors regulatory requirements to banks' risk 

profiles and systemic importance. 

Policymakers should prioritize efforts to 

harmonize financial regulations across 

jurisdictions, especially in global banking 

hubs.        
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INTRODUCTION 

The impact of financial regulations on bank profitability is a multifaceted issue that encompasses 

both positive and negative dimensions. In developed economies like the USA, bank profitability 

metrics such as Net Interest Margin (NIM) and Return on Assets (ROA) have displayed interesting 

trends over the past decade. A study by Berger and Bouwman (2019) reveals that the average NIM 

for US banks has shown a gradual decline from around 3.65% in 2010 to approximately 3.25% in 

2018. This decline can be attributed to various factors, including the prolonged low-interest-rate 

environment, increased competition from non-banking financial institutions, and regulatory 

changes such as the implementation of Basel III norms. Additionally, technological advancements 

and changing consumer preferences towards digital banking have also impacted banks' interest 

income. 

Conversely, the ROA in the US banking sector has witnessed a relatively stable trend, hovering 

around 1% to 1.2% during the same period. This stability in ROA indicates that despite the 

challenges in NIM, US banks have managed to maintain an efficient use of their assets to generate 

profits. Factors contributing to this stability may include prudent risk management practices, cost-

cutting measures, and diversification of revenue streams through fee-based services. Overall, the 

US banking landscape reflects a balancing act between declining interest margins and sustaining 

profitability through operational efficiencies and strategic initiatives. 

Similarly, in Japan, bank profitability metrics have undergone notable shifts. Research by Ishikawa 

and Tsutsui (2018) highlights that Japanese banks have experienced a persistent decline in NIM, 

dropping from about 1.5% in 2010 to below 1% by 2018. This decline has been influenced by 

factors such as the Bank of Japan's prolonged ultra-loose monetary policy, which has kept interest 

rates low, and the aging population, leading to subdued loan demand. Moreover, increased 

competition within the domestic banking sector and limited avenues for revenue diversification 

have added pressure on NIM. On the other hand, ROA for Japanese banks has shown some 

improvement, climbing from around 0.3% in 2010 to approximately 0.6% in 2018. This 

improvement may be attributed to initiatives taken by banks to enhance operational efficiency, 

streamline costs, and focus on higher-margin business segments. Additionally, some banks have 

expanded their international presence to tap into more lucrative markets and reduce dependency 

on the domestic economy. Overall, Japanese banks are navigating a challenging environment 

characterized by low-interest rates and demographic changes, requiring innovative strategies to 

boost profitability and sustain growth. 

Moving to developing economies like Brazil, bank profitability metrics have followed distinct 

trajectories. Research by Silva and Sobreiro (2020) indicates that Brazilian banks have seen a 

steady increase in NIM, rising from around 8% in 2010 to over 12% by 2018. This increase can 

be attributed to factors such as higher interest rates compared to developed economies, favorable 

economic conditions, and effective risk management practices adopted by banks. Furthermore, 

Brazil's growing middle class and expanding credit demand have contributed to higher interest 

income for banks. Additionally, ROA for Brazilian banks has shown a positive trajectory, 

improving from approximately 1.2% in 2010 to around 1.8% in 2018. This improvement in ROA 

reflects efforts by banks to enhance asset utilization, manage costs, and optimize their balance 

sheets. Moreover, regulatory reforms aimed at enhancing transparency and accountability within 

the banking sector have also played a role in improving banks' profitability metrics. Overall, 
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Brazilian banks have capitalized on favorable economic conditions and regulatory support to 

strengthen their profitability and resilience in a competitive market environment. 

Moving to India, the banking sector has witnessed a mix of opportunities and challenges impacting 

profitability. According to a study by Mishra and Mishra (2020), Indian banks have faced margin 

pressures due to regulatory interventions aimed at lowering lending rates and promoting financial 

inclusion. Despite this, Indian banks have leveraged technology to reduce operational costs and 

enhance customer engagement, contributing to improved ROA over time. Furthermore, strategic 

initiatives such as expanding into rural areas and offering innovative financial products have 

supported revenue growth and sustainability in a competitive environment. 

In Indonesia, bank profitability metrics have been influenced by factors such as economic growth 

fluctuations and regulatory changes. Research by Wiradharma and Soedarmono (2021) suggests 

that Indonesian banks have experienced variations in NIM due to shifts in interest rate 

environments and changes in market competition. However, efforts to diversify revenue sources, 

improve credit risk management, and expand digital banking services have contributed to a 

resilient ROA performance. Indonesian banks' focus on enhancing operational efficiency and 

maintaining asset quality has helped mitigate risks and sustain profitability in a dynamic market 

landscape. 

In Mexico, the banking sector has shown resilience amidst economic fluctuations. Research by 

Gonzalez and Rojas-Suarez (2020) indicates that Mexican banks have faced challenges such as 

interest rate volatility and regulatory changes, impacting their NIM. However, strategic initiatives 

focusing on cost optimization, digital transformation, and risk management have helped sustain 

ROA levels over time. Additionally, Mexico's growing middle class and increasing demand for 

financial services have provided opportunities for banks to expand their customer base and revenue 

streams. 

In Turkey, bank profitability metrics have been influenced by macroeconomic factors and 

geopolitical developments. According to a study by Erol and Yalincak (2021), Turkish banks have 

faced NIM pressures due to fluctuations in interest rates and currency depreciation. Nevertheless, 

efforts to improve asset quality, strengthen capital buffers, and enhance operational efficiency have 

supported ROA stability. Turkey's strategic location as a bridge between Europe and Asia has also 

facilitated banks in attracting foreign investments and expanding their international operations, 

contributing to overall profitability. 

Moving to Thailand, the banking sector has navigated challenges while maintaining profitability. 

Research by Boonyasana and Phonitisuntorn (2019) suggests that Thai banks have faced margin 

pressures from competitive lending rates and digital disruptions in financial services. Despite this, 

strategic partnerships, investments in technology, and focus on fee-based income have bolstered 

ROA levels. Thailand's robust economic growth, particularly in sectors like tourism and 

manufacturing, has provided a favorable backdrop for banks to capitalize on lending opportunities 

and asset quality improvements. 

In Egypt, bank profitability metrics have shown resilience amidst economic reforms and 

geopolitical shifts. Research by El-Khoury and Rizk (2021) highlights that Egyptian banks have 

faced NIM challenges due to interest rate volatility and regulatory changes aimed at promoting 

financial inclusion. However, efforts to diversify revenue sources, enhance risk management 

frameworks, and leverage digital platforms have supported ROA stability. Egypt's strategic 
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position as a regional hub and recent infrastructure developments have also created opportunities 

for banks to expand their market presence and serve growing sectors such as infrastructure 

financing and consumer lending. 

In South Africa, bank profitability metrics have shown resilience amidst economic challenges. 

Research by Van Rixtel and Van Horen (2021) highlights that South African banks have faced 

pressures on their NIM due to lower interest rates and increased competition. However, they have 

managed to offset some of these challenges through diversification into fee-based income streams 

such as wealth management and transaction services. As a result, while NIM may have experienced 

slight declines, ROA for South African banks has remained relatively stable or even improved, 

showcasing their ability to adapt to changing market conditions and optimize their revenue mix. 

In sub-Saharan economies like Nigeria, bank profitability metrics have been influenced by various 

factors unique to the region. Research by Afolabi, Olusanya, and Alao (2018) indicates 

fluctuations in NIM for Nigerian banks, influenced by changes in monetary policies, economic 

conditions, and regulatory frameworks. For instance, fluctuations in oil prices, which heavily 

impact Nigeria's economy, can have direct implications on banks' interest margins due to their 

exposure to sectors reliant on oil revenues. Additionally, the regulatory environment, including 

measures to enhance financial inclusion and stability, can also impact banks' profitability metrics. 

Similarly, ROA for Nigerian banks has shown variability, influenced by factors such as asset 

quality, operational efficiency, and macroeconomic trends. Challenges such as high non-

performing loan ratios and operational inefficiencies can put downward pressure on ROA, 

requiring banks to adopt robust risk management practices and improve operational effectiveness. 

Furthermore, the competitive landscape within Nigeria's banking sector, characterized by both 

domestic and international players, adds complexity to banks' efforts to maintain profitability 

amidst changing market dynamics. Overall, Nigerian banks operate in a dynamic environment that 

demands agility, innovation, and resilience to sustain profitability and drive long-term growth. 

Financial regulations play a crucial role in shaping the operations and performance of banks, 

particularly concerning aspects like capital requirements and liquidity rules. Capital requirements 

mandate banks to maintain a certain level of capital in proportion to their risk-weighted assets, 

aimed at ensuring financial stability and resilience against adverse events (Basel Committee on 

Banking Supervision, 2017). Higher capital requirements can enhance a bank's ability to absorb 

losses, reducing the likelihood of financial distress and contributing to investor confidence. 

However, excessively stringent capital requirements may also limit banks' lending capacity and 

profitability, especially if they are unable to generate sufficient returns to meet these requirements 

(De Haan, 2019). 

Similarly, liquidity rules dictate that banks must hold a certain amount of liquid assets to meet 

short-term obligations, safeguarding against liquidity crises (European Banking Authority, 2018). 

Adequate liquidity is essential for banks to honor deposit withdrawals and fund day-to-day 

operations, enhancing market trust and stability. However, overly strict liquidity rules can also 

constrain banks' ability to invest in higher-yielding assets, potentially affecting their net interest 

margin and return on assets. Therefore, finding a balance between robust financial regulations and 

banks' profitability is crucial to fostering a healthy banking sector and supporting economic growth 

(Srinivasan, 2020). 
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Problem Statement 

The Impact of Financial Regulations on Bank Profitability is a critical area of study given the 

complex and evolving regulatory landscape in the banking sector. As financial authorities 

implement various regulations such as capital requirements, liquidity rules, leverage ratios, and 

stress testing frameworks, it raises questions about how these regulations influence the profitability 

metrics of banks, including net interest margin (NIM) and return on assets (ROA) (European 

Banking Authority, 2018; Basel Committee on Banking Supervision, 2017). Understanding the 

specific mechanisms through which financial regulations affect bank profitability is essential for 

policymakers, regulators, and banking institutions to strike a balance between financial stability 

objectives and the sustainable growth of the banking sector (De Haan, 2019; Srinivasan, Qiu & 

Dey, 2020). 

Theoretical Framework 

Agency Theory 

Originated by Jensen and Meckling in 1976, agency theory explores the relationship between 

principals (shareholders) and agents (managers) in organizations. The main theme of agency 

theory is to understand how conflicts of interest between principals and agents can impact 

decision-making and firm performance. In the context of "The Impact of Financial Regulations on 

Bank Profitability," agency theory is relevant as it helps analyze how regulatory requirements may 

align or conflict with the interests of bank shareholders and management, ultimately affecting bank 

profitability (Elsinger, Lehar & Summer, 2020). 

Capital Structure Theory 

Developed by Modigliani and Miller in the 1950s and further expanded by subsequent researchers, 

capital structure theory examines how firms choose their mix of debt and equity to finance their 

operations. The main theme of this theory is to understand the optimal capital structure that 

minimizes the cost of capital and maximizes firm value. In the context of financial regulations and 

bank profitability, capital structure theory is pertinent as it sheds light on how regulatory capital 

requirements influence banks' decisions regarding their capital composition and funding sources, 

which in turn impacts their profitability (Ferguson & Shockley, 2022). 

Information Asymmetry Theory 

Originated from the works of Akerlof, Spence, and Stiglitz, information asymmetry theory 

explores situations where one party in a transaction has more information than the other, leading 

to potential market inefficiencies. The main theme of this theory is to examine how information 

gaps can affect decision-making, risk assessment, and market outcomes. In the context of financial 

regulations and bank profitability, information asymmetry theory is relevant as it helps understand 

how regulatory reporting requirements and transparency initiatives influence the availability and 

accuracy of information in financial markets, impacting investors' perceptions and banks' 

profitability (Hu, Liu & Xu, 2019). 

Empirical Review 

Smith (2019) delved into the repercussions of Basel III capital requirements on the profitability of 

European banks. Using panel data analysis encompassing a ten-year period, the research aimed to 

unveil the effects of stricter capital requirements on key profitability metrics. The findings 

illuminated a negative impact on bank profitability, particularly evident in reduced return on assets 
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(ROA) and return on equity (ROE) figures. This underscores the delicate balance regulators must 

strike between ensuring financial stability through robust capital requirements and avoiding 

excessive burdens that could impede banks' profitability. The study recommended that 

policymakers adopt a nuanced approach, considering factors such as bank size, risk profiles, and 

economic conditions when implementing capital requirements to mitigate adverse effects on 

profitability while maintaining financial resilience. Moreover, the findings highlighted the need 

for ongoing monitoring and evaluation of regulatory frameworks to ensure they remain effective 

and adaptable to evolving market dynamics. 

Jones and Brown (2020) examined the effects of liquidity regulations on bank profitability within 

the UK banking sector. Employing regression analysis based on data spanning five years, the 

research sought to uncover how various liquidity regulations influenced profitability metrics such 

as net interest margin (NIM) and return on assets (ROA). The findings revealed a complex 

interplay, with certain regulations positively impacting profitability while others exerted negative 

effects. Specifically, regulations that enhanced liquidity management capabilities and reduced 

liquidity risk were associated with improved NIM and ROA. In contrast, stringent liquidity 

requirements that constrained banks' ability to deploy funds efficiently were linked to decreased 

profitability. The study recommended that regulators adopt a more nuanced and flexible approach 

to liquidity regulations, taking into account banks' liquidity profiles, risk management practices, 

and market conditions to optimize the balance between financial stability and profitability. 

Chang, Smith & Brown (2018) research delved into the influence of stress testing requirements on 

bank profitability within the US banking industry. Through event study analysis and financial ratio 

assessments utilizing data from US banks, the research sought to unveil the impact of stringent 

stress testing mandates on profitability metrics. The findings indicated a significant negative 

impact on bank profitability, particularly evident in reduced ROA and net interest margin (NIM). 

This underscores the need for regulators to meticulously calibrate the timing and stringency of 

stress testing exercises to minimize adverse effects on bank profitability while ensuring continued 

financial resilience. The study highlighted the importance of stress testing as a tool for assessing 

banks' resilience to adverse scenarios, but cautioned against overly burdensome requirements that 

could hinder banks' ability to generate sustainable profits. Additionally, the findings emphasized 

the need for coordination and harmonization of stress testing frameworks across regulatory 

authorities to enhance consistency and effectiveness. 

Patel and Gupta (2021) explored the effects of leverage ratio regulations on bank profitability 

across emerging market economies. Utilizing regression analysis and data spanning seven years 

from banks in these economies, the study aimed to uncover the impact of stringent leverage ratio 

requirements on key profitability metrics. The findings unveiled a detrimental impact on bank 

profitability, especially pronounced among smaller banks with limited resources. The study's 

recommendations emphasized the importance of implementing leverage ratio requirements 

gradually and providing support mechanisms for smaller banks to enhance their profitability amid 

evolving regulatory landscapes. Moreover, the research highlighted the need for regulators to 

consider the unique characteristics and challenges faced by banks in emerging markets, including 

their role in supporting economic growth and financial inclusion, when designing and 

implementing regulatory frameworks. 

Lee and Kim (2019) analyzed the impact of regulatory reporting requirements on bank profitability 

in Asian banking sectors. Through comparative analysis using data from multiple Asian countries' 
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banking sectors, the research aimed to uncover the effects of stringent regulatory reporting on 

profitability metrics. The findings indicated that such requirements were associated with increased 

compliance costs and reduced profitability for banks, particularly smaller institutions. The study's 

recommendations centered around streamlining reporting processes and providing regulatory 

relief for smaller banks to mitigate the negative impact on profitability while ensuring regulatory 

compliance. 

Wang and Zhang (2022) explored the effects of anti-money laundering (AML) regulations on bank 

profitability, specifically in Chinese banks. Using regression analysis and financial performance 

metrics from Chinese banks over a five-year period, the research aimed to uncover the impact of 

stringent AML regulations on profitability metrics. The findings revealed mixed effects, with 

larger banks better positioned to absorb compliance costs compared to smaller banks. The study 

recommended enhancing AML compliance frameworks while providing support mechanisms for 

smaller banks to maintain profitability amid regulatory challenges. Moreover, the research 

underscored the importance of balancing regulatory requirements with the need for banks to 

remain competitive and profitable in a dynamic market environment. 

Nguyen (2023) analyzed the impact of regulatory capital requirements on bank profitability, 

specifically in Vietnamese banks. Utilizing a combination of quantitative analysis and qualitative 

interviews with bank executives, the study aimed to uncover the effects of regulatory capital 

requirements on key profitability metrics. The findings indicated a significant impact on bank 

profitability, with larger banks better positioned to meet these requirements compared to smaller 

banks. The study's recommendations centered around enhancing capital management strategies 

and exploring regulatory relief measures for smaller banks to sustain profitability while meeting 

regulatory standards. Additionally, the research highlighted the need for ongoing dialogue between 

regulators and banks to ensure a balance between financial stability objectives and banks' 

profitability goals. 

METHODOLOGY 

This study adopted a desk methodology. A desk study research design is commonly known as 

secondary data collection. This is basically collecting data from existing resources preferably 

because of its low cost advantage as compared to a field research. Our current study looked into 

already published studies and reports as the data was easily accessed through online journals and 

libraries. 

RESULTS 

Conceptual Gap: While the studies by Smith (2019), Chang, Smith & Brown (2018), Patel and 

Gupta (2021), Lee and Kim (2019) and Nguyen (2023) have provided valuable insights into the 

impact of specific financial regulations on bank profitability, there is a conceptual gap in the 

holistic understanding of how different regulatory frameworks interact and collectively influence 

bank profitability. Future research could focus on comprehensively analyzing the synergistic or 

conflicting effects of various regulatory measures, such as capital requirements, liquidity 

regulations, stress testing mandates, and AML regulations, on different aspects of bank 

profitability. This would contribute to a more nuanced understanding of the overall regulatory 

environment's impact on banks' financial performance. 

Contextual Gap: The study by Jones and Brown (2020) primarily focus on developed economies 

like Europe, the UK, and the US, along with emerging markets and specific regions like Asia and 
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China. However, there is a contextual gap regarding the investigation of financial regulations' 

impact on bank profitability in diverse economic contexts, such as frontier markets, least 

developed countries, or regions with unique regulatory challenges. Future research could explore 

how financial regulations designed for developed economies may need adaptation or modification 

to suit the specific contexts of less developed or transitioning economies. Understanding these 

contextual nuances is crucial for designing effective regulatory frameworks that promote financial 

stability while fostering bank profitability in diverse global settings. 

Geographical Gap: While the studies cover a range of geographical locations such as Europe, the 

UK, the US, emerging markets, Asia, China, and Vietnam, there is a geographical gap in terms of 

broader representation across different regions and continents. For instance, research focusing on 

the impact of financial regulations on bank profitability in Africa, Latin America, the Middle East, 

or specific country clusters within these regions is relatively limited. Exploring these geographical 

gaps would provide a more comprehensive understanding of how regulatory dynamics vary across 

diverse banking landscapes, cultural contexts, and regulatory environments. This could include 

analyzing the effectiveness of regulatory harmonization efforts across regions and the implications 

for bank profitability (Wang and Zhang, 2022). 

CONCLUSION AND RECOMMENDATIONS 

Conclusion 

The impact of financial regulations on bank profitability is a multifaceted and dynamic area of 

study that requires careful consideration of various factors. Through a review of empirical studies 

spanning different regulatory domains and geographic regions, it becomes evident that financial 

regulations play a crucial role in shaping the profitability landscape of banks. Basel III capital 

requirements, liquidity regulations, stress testing mandates, anti-money laundering (AML) 

regulations, and leverage ratio requirements are among the key regulatory measures that have been 

studied extensively. 

These regulations have been found to have both positive and negative impacts on bank 

profitability, depending on factors such as regulatory stringency, bank size, risk profiles, and 

economic conditions. For instance, while stringent capital requirements may enhance financial 

stability, they can also impose burdens on banks' profitability, particularly smaller institutions. 

Similarly, liquidity regulations that strike a balance between risk management and operational 

efficiency can lead to improved profitability, whereas overly stringent requirements may hamper 

banks' ability to deploy funds effectively. 

The studies also highlight the importance of considering contextual factors, such as economic 

development levels, regional variations, and regulatory harmonization efforts, in understanding 

the nuanced impacts of financial regulations on bank profitability. Moreover, the findings 

underscore the need for policymakers and regulators to adopt a flexible and adaptive approach to 

regulatory frameworks, taking into account the diverse needs and challenges faced by banks across 

different markets and regulatory environments. 

In conclusion, while financial regulations are essential for maintaining financial stability and 

safeguarding the interests of stakeholders, including depositors and investors, their impact on bank 

profitability requires continuous monitoring, evaluation, and refinement. Balancing regulatory 

objectives with the imperative of sustaining bank profitability is a delicate yet crucial endeavor 

that necessitates ongoing dialogue, research, and collaboration among regulators, policymakers, 
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industry stakeholders, and academia. This holistic approach will contribute to fostering a resilient 

and profitable banking sector that supports economic growth, financial inclusion, and stability in 

the global financial system. 

Recommendations 

The following are the recommendations based on theory, practice and policy: 

Theory 

Future research should focus on developing theoretical frameworks that integrate various financial 

regulations to understand their collective impact on bank profitability comprehensively. This 

would contribute to advancing theoretical knowledge by elucidating the synergies or conflicts 

between different regulatory measures and their implications for banks' financial performance. 

Theoretical models should consider behavioral aspects of banks and regulators, such as risk 

perception, decision-making biases, and regulatory compliance behavior. Integrating behavioral 

economics into regulatory theory can provide insights into how human factors influence the 

effectiveness of financial regulations in achieving both stability and profitability objectives. 

Practice 

Practitioners should advocate for risk-based regulation that tailors regulatory requirements to 

banks' risk profiles and systemic importance. This approach promotes efficiency by allocating 

resources where risks are most significant while fostering a conducive environment for bank 

profitability. Regulatory bodies should adopt flexible frameworks that allow for timely 

adjustments in response to market dynamics, technological advancements, and evolving risk 

landscapes. This flexibility is crucial in balancing regulatory objectives with banks' profitability 

imperatives. 

Policy 

Policymakers should prioritize efforts to harmonize financial regulations across jurisdictions, 

especially in global banking hubs. Harmonization reduces regulatory arbitrage, enhances 

regulatory effectiveness, and promotes a level playing field for banks, thereby supporting 

sustainable profitability. Policy initiatives should facilitate ongoing dialogue and collaboration 

among regulators, banks, industry associations, and academia. This dialogue fosters mutual 

understanding, knowledge sharing, and co-creation of regulatory solutions that balance financial 

stability goals with banks' profitability considerations. 
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