



BOARD STRUCTURE AND PROFITABILITY OF MICROFINANCE BANKS IN KENYA
ABSTRACT

Microfinance institutions in Kenya undertake pivotal function in addressing numerous financial needs arising from unbanked population. They provide credit facilities at a low cost to support start-up businesses and maximize welfare. The board structure impact on performance based on profitability in Kenyan microfinance banks is crucial to understand. Factors such as board independence and gender can affect the overall profitability of these institutions. This study utilized secondary panel data from 2015 to 2022. Findings revealed that independence of boards affects the profitability insignificantly and negatively. Microfinance banks should focus on other governance attributes that may possess more pronounced influence on performance financially. Board gender significantly affected profitability negatively. The study recommends that these institutions actively pursue gender diversity in their board composition. By increasing the representation of women on boards, microfinance banks can leverage diverse perspectives and decision-making styles, which may enhance strategic planning and financial performance. Board age negatively affected profitability negatively. Microfinance banks should prioritize improving board effectiveness through the recruitment of members with diverse skills and experiences, fostering a culture of active participation, and ensuring robust strategic oversight.
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Introduction

1.1 Background of the Study
Worldwide, no firm, be it financial or non-financial can exist without the co-coordinating role of board members of the organization. This is critical to ensuring efficient and effective use of resources to the attainment of organizational objectives. Within the banking sector the board performs crucial roles the intermediation function of the banks as they ensure corporate governance standards are upheld (Sarkar & Sarkar, 2018). Board structure acts as vanguard to sound governance in the corporate world that performs crucial role through effective management and supervision as bank activities have grown more aggressive, in constant defense and sophisticated. These features have widened the complexity of financial institutions' board structure (Gafoor, Mariappan & Thyagarajan, 2018).  As noted by Abdi (2018), the rising responsibilities of the board has emerged in the wake of global economic crisis offering policy makers ample opportunities to raise board standards to curtail ravaging damages to the profitability of the firms.
Over the past few years, corporate governance has become more and more significant in African microfinance industry. This is attributed to the adoption of supervisory and regulatory mechanism, microfinance policy and code of conduct for financial institutions by central monetary authorities in Africa (Shettima & Dzolkarnaini, 2018). These regulatory requirements assure high ethical conduct, offer a minimally acceptable governance standard, that are in line with the premise of the age
Agency theory (Fama and Jensen, 1983; Jensen, 1986 cited in Abdi, 2018), which can lessen agency issues and enhance MFI performance. In contrast to other countries, the guidelines specify the board structure for MFIs with varying minimum and maximum numbers depending on the MFIs category (Shettima & Dzolkarnaini, 2018). 
The nexus of board structure has been attributably evidence in the agency, steward and resource dependency assertions relating to profitability. Reduction of interest conflict among agents and principals is provided by the theoretical postulations of the agency hypothesis maintaining the board's obligation to supervise the company on behalf of shareholders (Hidayat & Utama, 2017). The resource dependence hypothesis claims that when businesses select a member to the directors of the board, it is expected that such members employ their knowledge experience and expertise to provide the business with helpful guidance and counsel to raise its standing and legitimacy (Jermias & Gani, 2014). 
Microfinance institutions standards to the board regulations are crucial because of the tasks performed in the monitoring duties of their management with regards to their borrowers' finances, such as by lowering borrowers' salary obligations (Mandala, Kaijage, Aduda & Iraya, 2018). Microfinance institutions are exclusively monitored and supervised by CBK. Through the act (banking) and regulatory standards explicitly define corporate governance problems relating to board structure; however, it is at the discretion of the individual microfinance institutions to select the best board structure that support their operations (Issack & Mutswenje, 2022). According to CBK (2017), two banks experienced financial issues as a result of inadequate internal supervision and the growth decrease of MFI with 7% of total assets.
In terms of boards for companies, with a responsibility for the general administration of the, board structure is characteristics that may be used to assess effectiveness and efficiency. Good management practices are crucial for strong financial performance and are widely acknowledged as a critical governance tool to coordinate the interests of management, shareholders, regulators and other parties in the company. Effective board structures increase the chances of investors ability to oversee management’ doings directly by voting on important issues or informally through the board of directors, this will always safeguard investors’ money (Fakile, Oluwaseye & Adigbole, 2019).

1.2 Problem Statement
Institutions of Microfinance are useful as it plays a critical role in reaching out to financial needs of the unbanked population particularly the low-income earners. These institutions are involved in the distribution of credit facilities to startup businesses of low-income earners at a low cost toward the maximization of welfare in Kenya. In spite of these tremendous records witnessed, the micro finance units have recorded declining performance in recent times. A decline of ROA and ROE was recorded in 2016 to the tune of -0.5% and -3.2%, with a further decline in 2017 of -0.9% and -5.5%. The performance worsened in 2018 where -2% and -13.8% was documented for ROA and ROE.  Despite slightly improved in 2019 -0.4% and -3% for ROA and ROE, the performance has remained negative with ROA and ROE witnessing -3% and -28% for the year 2020 respectively (CBK, 2021). The negative and unprecedented MFIs financial performance has affected the achievement of the target which they are established thus leading to more people falling back into the poverty threshold.     

It is noteworthy that Kenyan microfinance banks have seen a decline in their profitability over time.  According to data from Central Bank of Kenya (2018), in September 2015, ROE was reported to be 27.1% and ROA to be 26%. Nevertheless, this trend slowed down in November 2016 when ROE and ROA both reached 25%. Central Bank of Kenya's supervisory assessment of the banking industry states that revenue losses at the 14 microfinance banks surged from Sh339 million to Sh2.2 billion in 2020, a 561% increase from 2019. MFBs made a 549 million profit in 2015. Throughout the investigation, the banks only turned a substantial profit in this one year. MFBs have since experienced losses: Sh377 million in 2016, Sh 622 million in 2017, Sh 1.4 billion in 2018, Sh 339 million in 2019, and Sh 2.2 billion in 2020. ROA and ROE in February 2016 were 27% and 27.3%, correspondingly. Studies showed that in June 2017, ROA was 17.6% and ROE was 21.2%. There has been a fluctuating trend in the financial performance of MFBs over time. According to CBK (2020), Kenyan microfinance banks lost Ksh 0.7 billion in June 2020, representing a 30% decrease in ROA and ROE that same year. The total loss was Ksh 1 billion. Furthermore, the ROA of microfinance banks was -0.9% in 2017, -5.5% in 2018, and -0.4% in 2019, with slight improvements to -3.8%, -0.96%, and -0.96% in 2020 and 2021, respectively while ROE was, in the following years: -5.5% in 2017, -13.8% in 2018, -3.0% in 2019, -36.3% in 2020, -7.75% in 2021, and -11.20% in 2022.
There have been numerous studies performed to uncover objectively and prove the relationship of board structure and Performance financially. Kivaya, Kemboi, and Odunga (2020) noted that both size and duality of the board negatively in a manner that is significant affected financial performance. Board composition significantly affected performance positively. Board independence on the other hand has insignificant positive effect on performance; however, board age was ignored and it is key component in evaluation of performance. Dembel and Abdulselam (2019) illustrated positively related board size, education, meeting frequency, independence and MFIs age significantly with performance financially; however, a negatively related effect of board experience and size of the board audit committee with MFIs' financial performance was evident. Nevertheless, Ethiopia was the geographical location in which the survey was conducted with the isolation of board diversity. 

Hussain, Azhar, and Rahman (2019) showed that independent directors and a sizable board help MFIs achieve financial sustainability. Nonetheless, the outcomes of the survey were specific to Bangladesh with no consideration giving to age and diversity of the board (gender diversity). Dato, Mersland, Mori, and Alon (2018) found a moderated effect of organization of board committee on bond concerning board size and performance (financial and outreach performance), however, the study was conducted in Ethiopia isolating independence, age and gender of the board which are significant in the MFIs performance. Mori and Charles (2018) showed that despite the fact that external board members were chosen based on their different backgrounds and abilities, their associations with shareholders, the institution's stage in its life cycle, and the nature of their respective industries all played a role in their choice, notwithstanding, the study was carried out in Tanzania using qualitative data. 
Empirical evidence within the Kenyan context are numerous. In view of the preceding methodological, contextual, and conceptual research gaps, objective of the study investigated effects of the board structure on Microfinance establishments profitability in Kenya using ROE as profitability indicator which the investigation attempted.
1.3 Objectives of the Study

i. To assess effects of board independence on profitability of Kenyan microfinance banks.

ii. To examine effects of board gender on profitability of Kenyan banks with microfinance service.

iii. To analyze the effect of the board age on profitability of banks that offers microfinance services in Kenya.

iv. To evaluate effects of board size on Kenyan microfinance banks profitability.
1.4 Research Hypotheses

H01: Board independence has non-significant effect on Kenya’s microfinance banks’ profitability.
H02: Board gender insignificantly affect on Kenya’s microfinance banks’ profitability.
H03: Board age has insignificantly affect on Kenya’s microfinance banks’ profitability.
H04: Board size has non-significant effect on Kenya’s microfinance banks’ profitability.
2.1 Literature Review
2.2 Theoretical Literature
Jensen and Mackling (1976) in agency theory are concerned in finding answers to problems that may arise among proprietors and managers (including finance professionals) (including variables such as associate experts) in workplace connections. The demands and goals of the employer and the head conflict, rendering it difficult for the manager to supervise what the boss performs, and the issues that arise when the leader and authority are in threat are both domains that the agency theory focuses on. The person in charge and chairperson will probably assume a range of duties given the different risk assurances. The connection between a principle and a representative, who represents the principal in a company, is described by the agency theory (Jensen & Meckling’s, 1976).  The partition of ownership and control, which safeguards the interest of shareholders, reduces agency costs, major agent’s interests are align, strengthens the two parties' relationship (Muchemwa, Padia & Callaghan, 2016). 
Stewardship theory was advanced by Donaldson and Davies (1989) asserts the achievement of firm overall objectives is a result of good conduct from directors who are good stewards of the corporate firms through their collaborative efforts with other stakeholders. Affirmatively, the proposition entails that the managers act as stewards who protect and use shareholders' capital through business operations to further interests’ alignment of the firm. Hence, the stewardship hypothesis suggests that strong and encouraging relationships (relationship between principals and stewards) are positively associated to the performance of business (Tonui & Olweny, 2018). Supporters of stewardship theory contend that a significant portion of internal executives was responsible for the success of the firm as they rationally work to maximize owner profits. Access to information and the capacity for long-term analysis are considered as input variables in the decision-making process. 
Resource dependence theory was developed by Pfeffer and Salancik in 1978. They made assumptions on the organization’s external control. By tying together resources from the environments (both internal and External), the theory illuminates the significance of the board in terms of resource provision. The company is able to lower the degree of transaction costs related to environmental interdependency thanks to these environmental links. The approach places a lot of emphasis on the selection of impartial representatives from other organizations since doing so facilitates access to crucial resources. Wan (2012) asserts that the availability of resources improves the financial performance and survival of an organization.

According to resource dependence theory, companies strive to lower the danger of external environment influence by guaranteeing accessibility of resources for continued success. 
2.3 Empirical Literature Review

2.3.1 Board Independence and Profitability
Oyewale, Oloko, and Olweny (2016) explored the linkage relating to the board independence and performance focusing on traded manufacturing businesses in Nigeria. 34 businesses were specifically chosen among the 74 that make up Nigeria’s manufacturing industry. Data was gathered with the aid of survey involving 170 participants chosen from the 34 selected firms, while secondary taken was from public financial statements of eligible organizations. The results support the existence of a strong linear positive connection concerning the board independence and listed industrial firm performance financially. The investigation was undertaken on Nigerian manufacturing firms, the inquiry looked at microfinance banks in Kenya
Using Bangladesh MFIs, Hussain, Azhar, and Rahman (2019) evaluated board independence effect and performance. Exploring the dataset of 80 MFIs f or the years 2005 to 2018, an approach called panel data regression was used. Discoveries from the survey   showed that independent board help MFIs achieve financial sustainability. CEO duality only improves sustainability of institutions and does not improve outreach to the underprivileged. Outcomes in the survey were specific to Bangladesh with no consideration giving to age and gender diversity of the board which was incorporate in this survey.

In Kenya, microfinance institutions' board independence and financial performance was sought by Kivaya, Kemboi, and Odunga (2020).  The experimental design used in the investigation was causal. The 13 certified microfinance institutions made up the unit of analysis.  Both analysis of a panel nature and descriptive was employed. Pearson outcomes observed that board duality and board size all have negative and significant association. Independence and composition of the board positively associated with independence being insignificant on financial performance. The predictive outcome noted that both size and duality of the board negatively in a manner that is significant affected financial performance. Board composition significantly affected performance (financial) positively. The independence of board directly via insignificant effect affects performance financially. The inquiry utilized experimental design and this study deployed explanatory research design.
2.3.2 Board Gender and Profitability
54 microfinance institutions (MFIs) in Sri Lanka were the subject of Thrikawala, Locke, and Reddy (2016) analysis in relation to board structure. Analysis for the research survey used penal regression. It was noted that better financial performance of MFIs was associated with female board chair, female board CEO or a representative of a client. The analytical outcomes signified an inversely significant of MFIs financial performance with female directors’ presence, directors (non-executive) and international/donor representation in the boards. In terms of outreach, the percentage of directors (female) and female chairmen in MFI boards has mixed results. While board representation of customer is inversely connected with MFI outreach, representation of international/donor in MFI boards enhances outreach. Although, the assessment was conducted on microfinance institutions, it focusses was on Sri Lanka which is considered as an emerging economy against this which is Kenya, considered as a developing economy.

Adusei, Akomea, Poku, and McMillan (2017) used 2010 to 2014 data obtained from 494 microfinance enterprises spread over 76 nations to explore board of directors and gender diversity management concerns across microfinance sector. The investigation used panel regression as its analysis method. Notably among the outcome was that a positive prediction of management gender diversity is linked to board gender diversity. The MFIs performance (financial) negatively but insignificantly affected by board gender diversity, while it is negatively affected by management gender diversity. 

The performance of MFIs in Nigeria was evaluated by Shettima and Dzolkarnaini (2018) in relation to board gender. Panel method was used, with 120 firm-year data spanning 30 MFIs (2010 to 2013).  There was a clear but insignificant negative correlation between performance and directors (female). Although the findings are country-specific due to different regulatory and operational specifications, such evidence cannot be applied to Kenyan microfinance institutions. The conceptualization of board characteristics was limited to members size and gender ignoring independence and age of the board which are also critical components of board structure.

Magoma and Ernest (2023) examined empirical as well as theoretical outcomes and used 90 firm-year reports of 15 publicly traded businesses across six years (2016 to 2021) from companies listed to figure out if diversity of gender in the boardroom enhances the performance financially of listed companies. A balanced panel assessment was performed. Findings revealed absence of significant statistical connection between number of directors (female) serving as boards members or holding executive positions and performance as evaluated using ROA and ROE. Agency and Resource dependency theories cannot explain the results. Analysis is limited to listed companies from Tanzania’s DSE. 
2.3.3 Board Age and Profitability
Richard, Muhsin, Mutahyoba and Orobia (2016) looked at the connection between Ugandan manufacturing companies’ financial success and the age range of their boards of directors. 78 manufacturing companies from throughout the nation were used in a cross-section survey study approach. The researchers employed a multi-faceted approach to data analysis, utilizing chi-square analysis, point bi-serial correlation and descriptive statistics. The outcome unveiled that the many board members fell within the age ranges of 25 to 34 and 35 to 44. Findings showed that the financial success of manufacturing enterprises is highly correlated with the age range of the board. The study used and point bi-serial correlation and Chi-square evaluation. The study used inferential analysis including diagnostic testing.
Oduori & Tenai (2018) investigated how age diversity influences dividend policy across Kenyan companies registered on the NSE. The theories of agency, signaling, resource dependence, and power circulation served as the study’s guiding principles. All companies listed on the NSE were studied as part of the explanatory research approach that was adopted. Secondary data from company yearly statements was collected via examination of documents. Multiple analyses of regression and statistics descriptively were both utilized to consider the information. Age diversity did not have an impact on dividend policy, according to the study’s findings. Age variety was evident from the correlation data.  The study examined how age diversity affects dividend policy. This study examined board age on profitability.
Relationship that exist between board age and listed NSE performance was performed by Aluoch, Mwangi, Kaijage, & Ogutu (2020). Theories, agency, resource dependence, transaction cost, political theory, and census technique served as the study’s pillars. 65 firms traded at NSE between 2002 to 2016 made up demographics of the study. Annual reports from listed companies were source of data. To identify the association, this study used a descriptive longitudinal research methodology. The researchers opted for the random effects model. The findings showed that board age significantly impacted Kenya’s listed enterprises’ Tobin’s Q. The investigation utilized longitudinal descriptive research methodology, this study adopted explanatory research design.
2.3.4 Board Size and Profitability
Orozco, Vargas, and Galindo-Dorado (2018) looked at the connection amongst board size (B-SIZE) and financial and social performance of companies among the best-ranked firms in Colombia according to MERCO, the Business Monitoring of Corporation Character. Utilizing a sectional sample of 84 Colombia enterprises between 2008 to 2012, the study uses correlations as well as cluster analysis to categorize businesses according to performance and control characteristics. According to the theory of resource dependency and the agency theory, respectively, big management boards were linked with high company’s image performance and that of low financial performance. Findings also showed there is no connection for financial and reputational performance, nevertheless. The study used time period from 2008-2012, this study used 2015-2022.
Dato, Mersland, Mori, and Alon (2018) in a study conducted at Ethiopian microfinance institutions (MFIs), empirical evidence revealed a correlation between subordinate board structures and enhanced financial as well as social performance. Utilizing panel data collected from 23 Ethiopian microfinance organizations spanning the years 2006 to 2011, the analysis employed a random effects model. Notably, the findings demonstrated a significant mutual impact between financial and outreach performance, along with the composition of MFI boards. Furthermore, the connection relating to board size and financial/outreach performance metrics was found to be moderated by the organization of board committees. Utilizing average loan size as a proxy, it was observed that board committees fostered MFI growth through enhanced operational self-sufficiency, reduced costs, and expanded outreach to underserved clientele. The study, conducted in Ethiopia, specifically isolated the independence, age, and gender of board members as significant factors influencing the performance. In future research, the robustness of these outcomes could be further explored in Kenya. 
Dembel and Abdulselam (2019) unraveled how corporate governance attributes affect the performance financially of microfinance institutions (MFIs). Employing a mixed-methods explanatory research strategy, the study focused on seven MFIs selected purposefully from the years 2010 to 2015, utilizing panel analysis techniques among 12 legally recognized microfinance institutions in Addis Ababa. Regression analysis unveiled direct linkage concerning the size of the board size and age of MFIs with financial performance. However, it also identified an inverse linkage concerning board experience, the size of the board audit committee, and MFIs' performance. Interestingly, the survey found that MFIs' profitability was not significantly influenced by leverage and size. The research was conducted in Ethiopia, and while board diversity was not explicitly considered, it was incorporated into the survey contextually explored within Kenya's MFIs.
Goel and Sharma (2020) examined the impact of board size on the performance of 42 firms listed on the NSE 50 Index in India, analyzing data from the fiscal years 2011-12 to 2015-16. They utilized various statistical methods, including Pearson correlation, and regression of random effects analyses. To identify the most appropriate model for their analysis, they also applied the Hausman test. Research supports the stewardship hypothesis, revealing inverse influence of board size on business success when assessed using market-based metrics, while no significant impact was observed when accounting-based metrics were employed. Although the study focused on Indian companies, the upcoming research examined microfinance banks in Kenya.
3.1 Research Methodology
Thirteen microfinance institutions were used in this investigation employing a period of 2015 and 2022. The analysis was guided by the following empirical model:
ROEit = β0 + β1BINit + β2BGEit + β3BAGit + β4BSIit + ε

Where:

ROE = Return on Equity 
BIN = Board Independence

BGE = Board Gender

BAG = Board Age
BSI = Board Size

β1 - β4 = Parameter estimates
ε = Random Walk 
4.1 Data Analysis and Discussion
4.2 Descriptive Analysis

Descriptive analysis serves as a foundational component in the exploration of data, providing a comprehensive summary of the key characteristics of the dataset under investigation. This encompasses various statistical measures, including means, standard deviations, and ranges, which facilitate an understanding of the central tendencies and variability within the data. By summarizing the data through these metrics, patterns, trends, and anomalies that may warrant further investigation are discovered with the outcome assessed in Table 1.

Table 1: Descriptive Results

	Variable
	Obs
	Mean
	Std. Dev.
	Min
	Max

	Profitability
	105
	.0865714
	.2862719
	-.53
	2.17

	Board Independence
	106
	3.411698
	2.073509
	.6
	11.3

	Board Gender
	106
	3.68283
	4.334816
	-7.53
	18.44

	Board Age
	106
	55.8034
	3.016746
	49.92
	65.08

	Board Size
	106
	7.9
	1.592423
	4
	12


Source: Study Data (2024)

The mean profitability of the microfinance banks is approximately 0.0866, with a deviation of 0.2863 on standard, indicating a relatively wide variation in profitability among the banks, as evidenced by the smallest value of -0.53 and a highest of 2.17. This variability suggests that while some banks are highly profitable, others may be struggling, which could be influenced by their governance structures. The typical score for board independence stands at 3.4117, accompanied by a deviation of 2.0735 standards. This signifies the existence of independent directors within these boards. Studies have shown that a greater degree of board independence tends to correlate with better decision-making and oversight, ultimately leading to increased profitability for organizations. The range of board independence scores, from 0.6 to 11.3, suggests that some banks may have significantly more independent directors than others, potentially impacting their operational effectiveness and profitability.

The board gender diversity average score of the mean is 3.6828, with a standard of 4.3348 deviations. The wide range, with a minimum of -7.53 and a maximum of 18.44, indicates substantial differences in gender representation across boards. Gender diversity has been linked to enhanced performance due to the variety of perspectives and experiences that diverse boards bring to strategic decision-making. The positive linkage concerning gender diversity and profitability could be an area for further exploration in this context. The average board member age is 55.8034 years, with a relatively narrow 3.0167 standard deviation. This suggests that the boards are composed of relatively mature individuals, which can be beneficial as experienced members may contribute to better governance and strategic oversight. However, the age of board members may also influence adaptability and openness to innovation, which are critical in the dynamic microfinance sector.

On average, boards consist of approximately 7.9 members, with a deviation of 1.5924 standards. The board size range from 4 to 12, indicates that there is a diversity of board compositions among the banks. Research indicates that both very small and very large boards can face challenges; smaller boards may lack diverse perspectives, while larger boards may struggle with coordination and decision-making. Finding an optimal board size that balances these considerations could be crucial for enhancing profitability. 

4.3 Model Specification Results

Model specification in panel analysis involves choosing the correct model framework and variables to effectively represent the linkage about the dependent and independent factors within a panel dataset The Hausman test evaluates if the distinctive errors (or unobserved effects) compare with the model's regressors, which influences the choice between these two estimation techniques. The test result is uncovered in Table 2.
Table 2: Results of Hausman Test 

	
	(b)

Fixed
	(B)

Random
	(b-B)

Difference
	sqrt(diag(V_b-V_B))

S.E

	Board Independence
	-.0041996
	-.0052349
	.0010353
	.

	Board Gender
	-.0107095
	-.011409
	.0006995
	.

	Board Age
	-.0058372
	-.0052315
	-.0006056
	.

	Board Size
	.0315398
	.0411366
	-.0095968
	.0038602

	Chi (4)
	3.83
	
	
	

	Prob>chi2
	0.4292
	
	
	


Source: Study Data (2024)

Table .2 disclosed a chi-squared statistic of 3.83 along with a p-value of 0.4292. These results suggest that there is non-existence of significant difference concerning the estimates derived from fixed effects and those from random effects. Since the p-value significantly exceeds the typical threshold of 0.05, the survey upheld the null hypothesis, indicating that the random effects model is appropriate for this analysis. This conclusion implies that the random effects model is better suited for the current dataset.
4.4 Regression Results

Regression analysis allows for the quantification of the impact of independent factors—such as board independence, board gender, board age, and board size—on the dependent variable of profitability. The analysis findings provide a vital statistical technique utilized to investigate the how board structure affect the profitability of microfinance banks in Kenya. Table 3 unveiled the outcomes.
Table 3: Results of Direct Effect 

	Profitability
	Coef.
	Robust

Std. Err.
	Z
	P>z
	[95% Conf.
	Interval]

	Board Independence
	-.0052349
	.0287088
	-0.18
	0.855
	-.0615032
	.0510334

	Board Gender
	-.011409
	.0056296
	-2.03
	0.043
	-.0224428
	-.0003753

	Board Age
	-.0052315
	.0053382
	-0.98
	0.327
	-.0156942
	.0052312

	Board Size
	.0411366
	.0160742
	2.56
	0.010
	.0096317
	.0726415

	_cons
	.1927519
	.3558781
	0.54
	0.588
	-.5047563
	.8902601

	R-Square
	0.1021
	
	
	
	
	

	Wald chi2(5)
	25.69
	
	
	
	
	

	Prob > chi2
	0.0000
	
	
	
	
	


Source: Study Data (2024)

The output uncovered that the model has a constant coefficient of 0.1927519, accompanied by a p-value of 0.588, which suggests that this coefficient is insignificant. This implies that the baseline level of profitability does not differ significantly from zero. The value of R-squared of 0.1021 reveals that 10.21% of the changeability in profitability is accounted for by the model. This indicates the likelihood of other factors excluded from model that may also affect profitability. However, the Wald statistic of 25.69, with a p-value of 0.0000, demonstrates that the overall model is non-significant.

The result unveiled coefficient for board independence as negative (-0.0052349) accompanied by 0.855 p-value, indicating that board independence possessed statistically insignificant effect on profitability. This demonstrates that a surge in board independence could lead to a 0.005% reduction in the banks' profitability. The coefficient for board gender is negative (-0.011409) corresponding to 0.043 p-value, that is significant. This negative coefficient implies that greater gender diversity on boards may be associated with lower profitability, although the effect is small. The confidence interval reinforces the significance of this finding.

The coefficient for board age is inverse (-0.0052315) with a p-value of 0.327, suggesting that the age of the board members does irrelevant effect on the profitability. This implies that raising board members age would amount in reduction in the profitability of the banks by 0.005%. The coefficient for board size is positive (0.0411366) with a p-value of 0.010, indicating a significant direct effect on profitability. This suggests that larger boards may contribute positively to the banks’ profitability.

4.5 Hypothesis Testing and Discussion of Findings

4.5.1 Effect of Board Independence on Profitability of Microfinance Banks in Kenya

Based on the precise purpose aimed at determining the effect of board independence on the banks’ profitability, the hypothesis stated that board independence insignificantly affects profitability. Therefore, the null hypothesis was upheld. This means that board independence insignificantly influence the banks profitability. The finding of an insignificant effect suggests that simply having independent directors may not be sufficient to drive profitability in microfinance banks. The outcome could be linked to the ineffective oversight and strategic decision-making of the board which insignificantly affect the banks’ profitability. The board discussions quality, the ability to challenge management, and the overall board dynamics are important factors that could influence the impact of board independence. The outcome is consistent with Kivaya, Kemboi, and Odunga (2020) established that while board independence has a positive effect on financial performance, this effect is not statistically significant. In contrast, Oyewale, Oloko, and Olweny (2016) presented evidence supporting a strong positive linear bond concerning board independence and Nigerian listed manufacturing firms performance. Hussain, Azhar, and Rahman (2019) discovered from the survey that independent board help MFIs achieve financial sustainability. The differences in findings regarding the board independence effect on the profitability can be attributed to several factors, including contextual variations, research methodologies, and the specific characteristics of the firms studied. These discrepancies underscore the significance of taking into consideration industry-specific dynamics and the contextual factors that influenced the affiliation of board structure with financial outcomes, emphasizing that what holds true in one context may not necessarily apply in another. 
4.5.2 Effect of Board Gender on Profitability of Microfinance Banks in Kenya

The board's gender composition effect on the profitability of these banks was examined. Contrary to the initial hypothesis, the analysis indicated that board gender significantly affects the banks' profitability. As a result, the null hypothesis was discarded, demonstrating that gender diversity on the board indeed has a substantial influence on the profitability of Kenyan microfinance institutions. The output could be the unique perspectives and experiences that female board members bring to the table. Board gender diversity fosters a more inclusive decision-making process, leading to more well-rounded strategies and policies that cater to the diverse needs of the bank's stakeholders. The finding corroborates Thrikawala, Locke, and Reddy (2016) signified an inversely significant of MFIs financial performance with female directors’ presence, directors (non-executive) and international/donor representation in the boards. Nonetheless, Adusei, Akomea, Poku, and McMillan (2017) outcome contradicts the study outcome noting that the MFIs performance (financial) negatively but insignificantly affected by board gender diversity. Shettima and Dzolkarnaini (2018) provided a clear but insignificant negative connection of performance with directors (female). Similarly, Magoma and Ernest (2023) revealed absence of significant statistical connection between number of directors (female) serving as boards members or holding executive positions and performance (financial performance) of listed companies in Tanzania as evaluated using ROA and ROE. The conflicting outcomes from various studies indicate that the link of gender diversity on boards with the MFIs financial success is intricate. This relationship may be influenced by several factors, including the particular circumstances surrounding each case, the criteria used to evaluate financial performance, and the degree to which women are represented on the boards.
4.5.3 Effect of Board Age on Profitability of Microfinance Banks in Kenya

Determining board age effect on the banks’ profitability, the hypothesis stated that board age does not significantly affect profitability. The results obtained from the analysis support this claim. The hypothesis of null suggests that the age of the board members has unsubstantial effect on the profitability of the banks, remains unrefuted. This outcome implies that the age distribution of the board insignificantly influence the financial success of these institutions. In other words, the age diversity (or homogeneity) within the board appear not to be an important factor in deciding profitability. The outcome could be that the age of board members is not the primary driver of profitability in the microfinance sector. Other factors, such as the board's overall expertise, industry knowledge, and strategic decision-making capabilities, may be more important determinants of financial performance. The result aligns with Oduori and Tenai (2018) who unveiled that age diversity did not have an impact on dividend policy. Nevertheless, the outcome is inconsistent with Richard, Muhsin, Mutahyoba and Orobia (2016) showed that the financial success of manufacturing enterprises is highly correlated with the age range of the board. Aluoch, Mwangi, Kaijage, & Ogutu (2020) showed that board age significantly impacted Kenya’s listed enterprises’ Tobin’s Q. These discrepancies may arise from variations in industry characteristics, the specific governance structures in place, or the differing methodologies employed in each study, highlighting the need for further investigation into how board age diversity influences dividend policies across various sectors
4.5.4 Effect of Board Size on Profitability of Microfinance Banks in Kenya

An examination was conducted to assess how the size of the board affects the profitability. Initially, the premise proposed that board size does not meaningfully impact on these banks' financial success. Contrary to this expectation, the analysis revealed that board size significantly influences profitability, resulting in the rejection of the untrue premise. This finding indicates that the members number on the board is crucial in enhancing profitability of microfinance banks in Kenya, highlighting the potential benefits of having a well-structured and adequately sized board. The findings could be that a larger board size allows for a diversity of skills, experiences, and perspectives, which enhances decision-making and strategic oversight. Additionally, a larger board may enhance the bank's ability to network and build relationships with stakeholders, investors, and the community, which further contributes to higher profitability. Consistently with this outcome, Orozco, Vargas, and Galindo-Dorado (2018) discovered that big management boards were linked with high company’s image performance and that of low financial performance. Contrarily, Dembel and Abdulselam (2019) identified insignificant influence of board size on MFIs' performance financially. Goel and Sharma (2020) unveiled an insignificant effect on business success by board size. These contradictory findings designate that the linkage of board size with MFI performance financially is difficult and may rely on factors like the specific context, the measures of financial and reputational performance used, and the optimal board size for a given institution.
5.1 Conclusion

5.1.1 Effect of Board Independence on Profitability of Microfinance Banks in Kenya

Specified objective determine the way board independence affect microfinance banks’ profitability, the study unveiled that board independence insignificantly and negatively affects the banks’ profitability. The survey arrived that board independence does not play a significant role in influencing the profitability of microfinance banks in Kenya. This suggests that other factors may be more critical in driving profitability within this sector. As such, stakeholders should consider a broader range of governance practices and operational strategies to enhance profitability.

5.1.2 Effect of Board Gender on Profitability of Microfinance Banks in Kenya

Delving into the objective that board gender affect Kenyan microfinance banks’ profitability, the outcome unveiled a significantly negative effect on profitability. In regard to this, the survey concluded that board gender composition significantly influences the profitability of microfinance banks. This finding underscores the importance of diversity in leadership, suggesting that the addition of women on boards leads to improved decision-making and better financial outcomes. As microfinance institutions strive for greater success, embracing gender diversity may not only align with social equity goals but also serve as a strategic advantage in a competitive landscape.

5.1.3 Effect of Board Age on Profitability of Microfinance Banks in Kenya

The survey sought to investigate board age effect on profitability. Owing to this objective, the outcome of the survey revealed that board age negatively and insignificantly affects these banks’ profitability. Drawing the survey conclusion on this outcome, the analysis reveals that board age does insignificantly impact on profitability. This finding suggests that the age of board members may not be a critical factor in driving financial performance, indicating that other elements such as experience, expertise, and strategic vision could play more pivotal roles. Consequently, stakeholders may need to focus on enhancing board effectiveness through diverse skill sets and innovative approaches rather than solely considering the age of its members.
5.1.4 Effect of Board Size on Profitability of Microfinance Banks in Kenya

Board size effect was determined on the profitability of Kenyan microfinance banks’ profitability. Relating to this objective, the outcome unveiled that board size significantly positive affects profitability. Regarding this, the survey conclusion is that board size significantly affect on profitability. This signifies that the board of directors’ number can influence the profitability of these institutions. Larger boards may bring diverse perspectives, skills, and resources that contribute to improved decision-making and strategic planning. 

5.2 Recommendations

Aligning with survey results, recommendations were tailored to align with these findings, focusing specifically on the factors that significantly impact the banks’ profitability.

The study recommends that these institutions actively pursue gender diversity in their board composition. By increasing the representation of women on boards, microfinance banks can leverage diverse perspectives and decision-making styles, which may enhance strategic planning and financial performance. Additionally, management should implement policies and practices that promote an inclusive environment, ensuring that female board members are empowered to contribute meaningfully to discussions and decisions. This commitment to gender diversity not only aligns with broader social equity goals but also serves as a strategic advantage in a competitive financial landscape.

The investigation advice these institutions carefully consider the optimal number of directors on their boards. While a larger board may bring diverse expertise and perspectives, it is crucial to strike a balance to avoid coordination challenges and slower decision-making processes. Microfinance banks should aim for a moderately sized board that is neither too large nor too small, ensuring efficient oversight and strategic guidance. Additionally, regular evaluations of board composition and effectiveness can help identify areas for improvement and ensure that the board size remains aligned with the institution's goals and the evolving needs of the microfinance sector.
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