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ABSTRACT 

This study aimed at determining the effect of financial literacy on profitability of DFCU Bank in 

Pallisa District with the study objectives; To establish the effect of financial knowledge on 

profitability of DFCU bank Pallisa branch, to establish the effect of financial behavior on 

profitability of DFCU bank Pallisa branch, to examine the impact of financial attitude on 

profitability of DFCU bank, Pallisa Branch in Uganda. The study utilized the contingency theory 

as suggested by Fred Edward Fielder (1964). In a similar way, the study applied a cross-sectional 

research design and quantitative approach. The study had a target population of 35 employees in 

DFCU Bank and collected data from a sample size of 32 respondents as guided by Krejcie and 

Morgan (1970). Data was collected using close ended questionnaires. Furthermore, data analysis 

was done using statistical package for social sciences (SPSS) version 20 from which frequency 

tables, descriptive statistics, reliability, validity, correlation and regression results were obtained. 

The study findings showed that 21.5% change in profitability is caused by financial knowledge, 

54.0% is due to financial behavior and 62.5% is due to financial attitude. Based on the findings of 

the study, the researcher therefore concludes that financial knowledge, financial behavior and 

financial attitude have a positive and significant relationship with profitability. The study also 

concludes that commercial banks are required to have Customer savings on assets in the 

organization in order to give the highest rate of return hence this can help improve profitability of 

commercial banks. The study therefore, recommends that DFCU Bank is advised to have Customer 

savings on assets in the organization in order to give the highest rate of return hence this can help 

improve profitability of commercial banks. 
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CHAPTER ONE: 

INTRODUCTION 

1.0. Introduction 

This chapter comprises of the background of the study, statement of the problem, purpose of the 

study, research questions, research objectives, scope of the study, content scope, geographical 

scope, time scope, significance of the study, conceptual frame work 

1.1 Background of the study 

Numerous studies have investigated on the effect of profitability (Lusardi and Mitchell,2019     

Kebede and Sultan,2020, Hauwa, 2019, Kumar, 2019). This is due to fact that every company’s 

intention is profit maximization in the reflection of high performance as a return from the 

employees, but due to failures in coming up with clear strategies to ascertain and maximize their 

returns in terms of profits, MSEs still encounter low profitability levels, for example, 

Globally, according to World Bank annual report   (WB,2023) asserts that the growth rate of the 

bank loans to firms rapidly decreased from 8.5% to 3.7% FY2021/22  and FY 2022/23 respectively  

with the depreciation of euro 3.6 %  thus affecting the  banks return on equity(ROE) . Similarly , 

Maybank annual report,( 2022) in Malaysia indicates a decrease in return on equity (ROE) 25.3% 

FY 2021/2022 compared to 30.1%  FY2020/21 , with a constant change in return on asset(ROA) 

4.2%  FY2021/22 thus  lowering the bank’s profitability. In China, bank of China annual report 

(2023), shows a sharp drop in profit  before tax RMB2,136.31 billion FY 2022/23 (4.95 %)to 

compared RMB6,087.97 billion   FY 2021/221 (2.05% ). 

In Africa ,  according to the Bank of africa anuual report,( 2022) indicated a similar situation. It 

shows a decrease in the operating cost ratio from 54.7% in 2021 to 52.4% in 2022, decrease in 

Return on equity (ROE) at 16.6% in 2022 compared to 18.9% in 2021 with a shortfall in Return 

on assets (ROA) at 1.2%FY 2021/22 compared to 1.4% FY2020/22. In Nigeria, according to Citi 

bank Nigeria annual report (2021) shows a constant prime lending rate of commercial banks of 

6.25% with a decline of nonperforming loans to gross loans and advances from 4.7% to 4.3% 

FY2020/21 thus affecting the banks return on equity. Similarly ,according to Absa Bank Botswana 

Limited  annual report ( 2023) showed a shortfall in profit before tax of P123million (3.2%) in 

2023 compared to P234million (3.6%) and profit  after tax from P321million  in 2022  to  P 251 
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