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can thereby be used to aid decision-making in setting the strategic risk appetite of a 

company. By balancing out risk and reward, this theory can be used to set out the 

strategy relative to the appropriate risk management techniques in place. It can act as 

a prerequisite to strategy creation as a strategic risk management tool.” 

2.2.3 Risk Intelligence Maturity Model 

The implementation of ERM framework within the financial industry is largely driven 

by legislation, anchored on various legal; Acts, statutes and guidelines, however, 

various banks are at different levels of implementing the framework. 

Risk intelligence model is a scale used to assess the level of implementation of 

Enterprise Risk Management framework within an organization. It involves a series of 

five phases setting out the critical success factors to be considered, when mapping out 

the level of implementation of the ERM.  

The five steps include initial stage, fragmented stage, top down stage, integrated stage 

and the risk intelligent stage. It’s a reference scale for assessing an 

organization's risk management capabilities, along with the board's risk governance 

processes. 

Figure 2.1: Risk Intelligence Maturity Model 
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2.3. Determinants of Financial Performance 

There are several indicators of financial performance in the banking sector. However 

the most common determinants of financial performance are three: Return on Assets, 

Return on equity and profitability. Profitability is explained by financial income at a 

point in time. This is obtained from the income statements. Some commercial banks 

in Kenya are public, which means they trade at Nairobi Securities exchange. This 

makes it easy obtain their financial statements to ascertain their financial 

performance. However, those that are not public still publish their financial statements 

for the general public to ascertain their financial health (Doherty, 2015). 

Return on Assets determine value generated from organizations resources and assets. 

This shows the value derived from both material and financial assets that are engaged 

in the firm. Banks have assets that generate income hence value for investors Return 

on investment includes retained earnings and dividends derives from profits. Banks 

have annual dividends payout to shareholders. When losses are made, there is no 

return on investments.  
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The primary goal of shareholder is to derive value for their investment. This is 

through return on investments (Venkatraman & Ramanujam, 2010). Palermo (2011) 

discussed the relationship between risk management and performance and categorized 

the relationship into organizational elements: barriers, facilitators and levers. The 

barrier element is inclusive of the difference between a performance based approach 

and a risk based approach, whereby, the former would interpret exceeding target 

expectations as positive and the latter would view it as problematic since the 

performance would be unsustainable. The barrier discussion also entailed the time 

horizon differences between the risk management process and the performance 

management process, where one time frame exceeded the other, or, the two time 

horizons were set to be achievable at different instances. In many instances, the risk 

management process covers a longer term than the performance management process.  

Facilitators, on the other hand, are elements that help bring about cohesion between 

risk and performance management. One of the elements discussed is “Strategy”, such 

that, if the risk metrics and performance measures are set in tandem with the 

organization objectives, the two will work to complement each other. Another 

facilitator element discussed was that of having a risk champion within each business 

unit who generally drives the process within that area. Levers were used to describe 

performance management techniques that can deliver risk information. Levers 

identified in the study included Key Performance Indicators and Variance Analysis, 

each of which can be used in a trend analysis to work out key risk areas in the 

business. By considering the performance level based on key performance indicators, 

it can be gauged what causes variances in performance levels which effectively brings 

out the inherent risks in the processes.  
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2.4. Empirical Literature  

Knight, Durham and Locke (2011), observed the impacts of monetary incentives, goal 

difficulty, and efficacy on tactical implementation, strategic risk and teams’ 

performance by carrying out a computer simulation. Their results included, among 

others, that performance of the team was positively impacted by strategic risk, goal 

difficulty, tactical implementation and team efficacy.  

Moreover, based on the strategic choice model (Child, 2017), organization strategies 

affect performance via their impact on strategic risk. Bromiley (2015) argued that the 

causes of organizational risk undertaking and its effect on performance are major 

issues in strategic management. The results of the model showed that low 

performance linked to lack of slack drive risk taking. Agency Theory (Eisenhardt, 

2015; Jensen & Meckling, 2018) and Prospect Theory (Kahneman & Tversky, 2016) 

are used to expound on risk appetite conduct by management. The risk-return 

relationship and the appetite for risk determines how much risk firms and managers 

are willing to take. The higher the risk taken, the higher the expected returns will be. 

Risk-taking will need to be justified by higher return.  

2.5 Summary of Gaps Identified  

This chapter highlights the literary sources that were reviewed. It begins by a brief 

discussion of the theories relevant to this study. The theories chosen are decision 

theory, and prospect theory. Decision Theory and Prospect Theory work to enforce 

decision making in the face of uncertainty, essentially in the risk space. Since the 

strategic performance process is one of continuous improvement it can easily be 

linked to the enterprise risk management process cycle, where the final stage is review 
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and improvement. This literature is used to enforce the link between the two processes 

and the requirement to gauge the level of interrelation required between them. 

Further, the way in which different strategies taken by firms incorporate a risk taking 

and a risk mitigation strategy shows how risk is implicitly embedded in strategic 

decision making and should be considered as a major factor affecting financial 

performance.  

There is a gap on research studies considering the impact of enterprise risk 

management on the financial performance of commercial banks in Kenyan. The 

conceptual gaps that exist include risk management being studied with respect to 

dependent variables other than financial performance.  Palermo (2011) had a similar 

conceptual framework to this research study, however, a contextual gap existed since 

the study was based on a large UK energy company.   Studies on the Kenyan Banking 

Industry are limited to financial performance and other diverse variables. Risk 

Management barriers exist, and although, from the research studies used for the 

purpose of review, there were none that used Enterprise Risk Management as a 

negative indicator of performance or other dependent variable, it is generally 

perceived as such and this perception is what the study seeks to address. 
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Yes [  ]   No [  ] 

12) Does the bank \systematically measure actual performance versus goals?  

Yes [  ]   No [  ] 

13) Do your current Key Performance Indicators (KPI’s) have a risk element to them?  

Yes [  ]   No [  ] 

14) Do you believe risk management has helped you achieve your performance 

targets in any way?  

Yes [  ]   No [  ] 

15) In your honest opinion, has risk management helped the organization perform 

better, or does it act as a hindrance, or is it simply a regulatory requirement  

Yes [  ]   No [  ] 
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APPENDIX II: REGISTERED COMMERCIAL BANKS IN 

KENYA 
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