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Abstract

This study was carried out to establish whetheriglein manufacturing firms could have a signifitampact

on the level of profitability that these firms expéo get in their operations. The study invesgdathe main
components of risk management in manufacturing digperating in Uganda and how the risk management
process could be influential in the profitabiligvels of these firms. The unit of analysis was coseg of a set

of manufacturing firms in Uganda engaging in prdthucof goods for sale within and outside the copntwo
respondents were selected from each of the 80 (sasige) manufacturing firms. Data collection wasried

out by means of a questionnaire which was self aidtered by the respondents. Correlation, regresaial
factor analyses were carried out to address the aiai of the study. Findings indicated that risknagement
process is carried out by first identifying thekr{er probably estimating its occurrengevaluating its existence
and probable effect to a business and finally puilace mitigation measuresofitrol). In relation to the effect
that this process has on level of profitabilityhés been found that risk management process mufigeup to
35% of the changes in profitability levels of maaxtiiring firms in Uganda. This is further suppleteerby the
positive and significant correlation (R = 0.598x<0p01) between risk management and profitability of
manufacturing firms in Uganda. Basing on this fimgliand hence the conclusion, it is recommended that
manufacturing firms in Uganda need to adhere tio management procedures and where possible adapt ne
ways to manage risk to ensure that their profitigtigvels are not negatively affected.
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1. Introduction

Risk is considered to be one of the major stumbtilegks in the process of business start-ups antimegty in
the business transaction phases. A common sayies; dbe higher the risk, the higher the retlriNiringiye,
Luvanda & Shitundu 2010). This is an indicationtttiee risk element in a business has an impact lenttds of
return that a business expects to realize fromirtgadNVhere this is the case, the actual magnitudthie
influence is not documented making it possibleaoyMrom business to business. This forms the eqmint of
this study that was set out to establish the imibgethat risk management exercise may have on @&etowing
firms in Uganda as far as their level of profitétiils concerned.

2. Theoretical review

Risk management is the central part of an organpizat strategic management and it is the processrelty
organizations methodically address the risks attacto their activities with the goal of achievisgstained
benefits within each activity and across the ptidfof all activities. Organizational profitabilitnay be affected
by poor outsourcing and risks in the supply ch&wgbena, 2005). Risks may include operational rigcision
risks, supplier base reduction, Globalization, &itjan mergers and alliances, inertia and justtime
relationship risks.

Risk management may be done into risk managemecegs that implies risk identification, risk esttios,
risk analysis/assessment, risk evaluation, riskntépg and communication and then risk monitoricgntrol and
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review(Bikker and Metzmakers, 2005). Whereas a iisksimple terms can be measured using standard
deviation, some risks may be difficult to measwegquiring more complex methods of risk measurent®otd
risk management is not only a defensive mechartisinalso an offensive weapon for manufacturing girsmd
this is heavily dependent on the quality of leadigr&nd governance. Jorion (2009) notes that agrézed risk
is less “risky” than the unidentified risk. Risk éghly multifaceted, complex and often interlinkethking it
necessary to manage, rather than fear. Risk iomgtavoidable but manageable (Payle, 1997; Greguaimd
Bratanovic, 1999). Risk management can also be domeighout sourcing, stock piling, insurance, $epp
development, contractual obligation, collaborativiéatives and careful supplier selection.

Risk management involves risk identification, estiion, analysis, evaluation and control. Understaednature
of the risk ascertaining the impact and profitapitf the potential risks on the supply chain. Whisk analysis
process has been completed, it is necessary to aenthe estimated risk against risk criteria whibk
organization has established so as to have a tegemechanism to improve the firm's profitabilitgvels
(Niringiye, Luvanda and Shitundu, 2010).

Kwabena (2005) mentions that assessing risks i®rgoing process. It typically involves an organiat
engaging in a rigorous analytical process to idemisks and, where possible, to quantify them #hrelboard of
directors or senior management to determine tHetdkerance, based on an assessment of the logshe o
organization. Effective risk assessment allows diganizations to better understand its risk proditel most
effectively target risk management resources thththelp the manufacturing firms avoid or reducsks hence
improving their performance.

Effective risk management requires a reporting rawiew structure to ensure that risks are effebtiidentified
and assessed and appropriate controls and respanses place. Regular audits of policy and stadslar
compliance should be carried out and standardsomeaince reviewed to identify opportunities for
improvement. The monitoring process should proddeassurance that there are appropriate contrqitaae
for organization’s activities and procedures ardaustood and followed (Ukandu, 2007).

Outcome of risk management are increased confiddmoagh quality assurance, allocation of resoutoassk
management, disaster recovery and business cdgtplans, increased reputation and coordinatioh wérvice
and delivery patterns, hence customer attractiaditg) to more sales volumes and market share aaaure of
profitability (Chapelleet al, 2004.) .

3. Methodology

The study was conducted following a cross-sectioes¢arch design. This was as a result of a neelitéin a
snapshot view of the responses in relation to thdys A total of 100 manufacturing firms were calesied to
form the study population out of which only 80 wemdected as the sample study using the KrejcieMorgan
(1970) Sampling table. Since the study was focusedisk management and profitability, the manufeotu
firms were considered to be the unit of analysieni-the selected manufacturing firms, two respotxléom
each manufacturing firm were considered to formuhi¢ of inquiry. One respondent was selected atagarial
level and another at supervisory level. This grofipespondents was selected because of their experiin
running their organizations both in form of riskmagement as well as profitability issues.

The study was conducted using self administeredtopmnaires. The questionnaire was tested forbititiaand
validity before being issued out to respondentsuRe of these tests are displayed in table 1.

Table 1: Rdiability and Validity test results

Resear ch construct CAC CvI

Risk management 0.819 0.810

Organizational profitability 0.830 0.714
Key

CAC - Cronbach’s Alpha Coefficient
CVI — Content Validity Index

4, Dataanalysis, resultsand discussion

A review of the questionnaires that were returnemf the field was conducted to establish whether th
respondents participated as expected. Basing onethiew, a total of 158 questionnaires were foumchave
been fully filled and returned out of the 160 gimwtaires issues ouRgcall: 2 respondents from each of 80
sampled manufacturing firms making a total of 1é§pondenis This represented a 98.75% response rate which
was very good for this study.
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In the actual analysis, the SPSS software was gm@ldT he first analysis carried out was the faatmalysis to
establish the main components of risk managememtegs in Ugandan manufacturing firms as one ofithim
aims of this study. Findings in relation to this aisplayed in table 2 below.

Table 2: Rotated Component Matrix - Risk management Process for manufacturing firmsin Uganda

. Risk identification K analys's Risk
Question items and estimation and control/overall
evaluation management

The company has a risk management framework
in place
My company utilizes a formalized framework
that helps to identify risk
There is a risk register as a key in risk
management process
Analyzing and evaluating risk helps to draw
solutions
Analyzing and evaluation of risk is key to
company's performance
The company has made improvements in risk
management process for the last years
The company has established a corporate level
risk management function
There is always a risk manager responsible for

- ; 721
estimated risks
The risk register is updated regularly 851

.845

797

.705

711

.804

778

775

Source: Primary data

Basing on the results from factor analysis, it ¢hneain components (steps) can be established it thog risk
management process in manufacturing firms in Ugadddging from the factor loadingékove 0.}, these
components are considered to be very importartiénrisk management process of these manufacturimg.f
This is an indication that the manufacturing firdes indeed have risk management process and takehtbie
process of risk management important.

In relation to the influence that the risk managetexercise might have on the level of profitabjlitorrelation
and regression analyses were carried out. Thedaréiner discussed in the subsections that follow;

4.1 Correlation results

Basing on the objective to establish the influen€eisk management process on the level of prdfitghin
manufacturing firms, the first step that was coesid necessary was to establish the strengthfisemie and
direction of association (relationship) betweerk rimanagement process and profitability levels iesth
manufacturing firms. This was through the correlatanalysis. Results in relation to this analysésdisplayed
in table 3.

Table 3: Correlation Results

Risk management Profitability
Risk management 1
Profitability 598" 1

**Correlation is significant at 0.01 level ~ 2 teidl.
Source: Primary data

The correlation results indicate that there is ayvstrong correlation (r = 0.598;<p.01) between risk
management process and profitability in manufaatufirms in Uganda. This association is furtherontgd to
be a positive one and significant at 0.01 levetafled). This means that improvement in risk mamagyet
processes in these manufacturing companies haghachance of bringing about improvement in profitgb
levels @irect or positive relationship
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4.2 Regression results

The nature of association as displayed in tabled&ated that there could be some degree of infle¢hat risk
management process could have onto profitabilitielke in manufacturing firms in Uganda. To be alde t
ascertain this, a regression analysis was cartgdResults in relation to this analysis are digpthin table 4
below.

Table 4: Results from Regression analysis

Unstandardized Standardized
Coefficients Coefficients t Sig.
B Std. Error Beta
(Constant) 1.873 .336 5.570 .000
Risk management processes .559 .084 .598 6.682 0 .00
Dependent variable:  Profitability levels
R: 0.598

R-Square: 0.358
Adjusted R-Square:  0.350
F-Static: 44.643
Sig:  0.000
Source: Primary data

Basing on the results in table 4 above, the infteeaf risk management process onto profitabilityels is
actually there for the case of manufacturing firmdJganda. This is judged from the degree of infkee as
provided by the measure ofdjusted R-SquateAccording to this measure, the risk managementegsses
influence up to 35% of the changes in profitabilgyels in manufacturing firms in Uganda. This nsynd to
be small but in essence the influence is a sigmifione as displayed by the model significance.@®® in this
analysis. This further implies that the influensactually a significant one.

This study revealed that there exists a significamtl positive relationship between risk managenast
profitability which is an indication that the moeecompany successfully manages risk in its oparstithe
higher the chances of getting more profits fromsth@perations. This result is supported by theirfopl of
(Chapelle et al, 2005.) who argue that the outcooferisk management are increased confidence ghrou
quality assurance, allocation of resources to msinagement, disaster recovery and business cdgtiplains,
increased reputation and coordination with serand delivery patterns, hence customer attractiaditg to
more sales volumes, market share and high profigimas a measure of profitability. This is alsdiime with
Niringiye, Luvanda and Shitundu, (2010) who argtleat when risk analysis process has been complitisd,
necessary to compare the estimated risk agaikstriigria which the organization has establisheds to have
a corrective mechanism to improve the firm’s padfitity levels.

In line with the need to improve profitability ldgeof a business, the understanding of the riskmtelves at a
company level is also very important. The findimgdicate that manufacturing firms in Uganda do ustisd
the risk management process they go through whigtudes the identification of risks, evaluation and
measurement as well as controlling it. This is radication that these businesses have a good uadéiist) of
the operational environment they are in so as tarnpo consideration to always try to identify thessibility of
new risks existing in their operations. This islime with the study conducted by Ariane et al (2000
stressed the need to understand the operatiokalarsl their impact in the operational environm&hbugh the
focus of these authors was in the finance and bgrikdustry, their concepts fit well with the curtdindings.
The need to have risk mitigation and control asagomcomponent of risk management in manufactufiimgs
as suggested in the current study findings is sigported by the writings of Christopher & Lee (2R0Their
focus in their study was in the supply chain anel tleed to improve the chain by identifying the sisind
mitigating against them even when they have notpéapd to bring about improved customer confidence.
According to their study, it is this customer calefince that brings about improved profitability egarted in the
current study. This same argument was supporteddoett & Klassen (2006) who further stressed thedrto
have environmental excellence for better businpssations. This environmental excellence is depende the
extent to which the risks in the environment angexdly identified, evaluated and controlled.
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5. Conclusion

Risk management is reported to be an integralgfartanufacturing firms in Uganda. This finding iodies that
the manufacturing firms in Uganda are in the riginection as far as ensuring their operating emrirent is
secure enough for the progress and advancemenbi amd more manufacturing activities. Though rett y
perfect to the level of developed countries, thet fhat the manufacturing firms already understémedneed to
mitigate against possible risks is an indicationtleéir readiness to develop and improve their vl
profitability further. The influence that risk magement has on profitability levels of these firmsalso an
indication that the firms (manufacturing firms) anethe right direction towards guarding againsy aossible
erosion of their profitability levels as they stglg to make better the risk management processgsalheady
have. Basing on prevailing circumstances as higtdig) in the study, it is recommended that the mastufing
businesses in Uganda continue putting forward idklernanagement processes in all their dealings Whly, the
gradual improvement in profitability levels will lexpected.
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