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The profitability of Savings and Credit Cooperative Societies (SACCOs) in Kenya has exhibited fluctuating trends despite their pivotal role in fostering financial inclusion and economic empowerment. In Laikipia County, several SACCOs have experienced profit declines or closure, largely due to competition, financial limitations, and weak management practices. Although numerous studies have explored the relationship between firm characteristics and profitability across different sectors, limited empirical evidence exists regarding SACCOs in Kenya. This study aimed to examine the effect of firm characteristics specifically firm age, liquidity, capital structure, and firm size on the profitability of SACCOs in Laikipia County. Anchored on the pecking order, agency, and information signalling theories, the study employed a causal research design utilizing secondary panel data from SACCO financial reports covering 2018–2022. A stratified random sample of 43 SACCOs was drawn from the 150 registered under the County Government of Laikipia. Data analysis involved descriptive statistics and panel regression techniques, complemented by diagnostic tests for multicollinearity, heteroskedasticity, and random effects. The regression model explained 71.8% of the variation in profitability (R² = 0.718). Results revealed that firm size (p = 0.004), liquidity (p = 0.011), capital structure (p = 0.037), and firm age (p = 0.026) significantly influenced profitability. The study concludes that larger and older SACCOs leverage economies of scale and institutional experience, while sound liquidity management and balanced capital structures enhance performance. The study recommends policy reviews to incorporate firm age and size in SACCO evaluation, alongside strategic asset expansion and prudent liquidity management.
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1.0 INTRODUCTION
Profitability is a central pillar of business performance and a vital measure of financial success. It reflects an organization’s ability to generate earnings relative to its resources, thereby determining its sustainability and long-term viability (Pacific Crest Group, 2023). As a critical financial objective, profitability assesses how efficiently a firm utilizes its assets and manages operations to achieve optimal returns. Within cooperative societies, profitability signifies the extent to which members’ contributions yield tangible benefits such as enhanced savings, affordable credit access, and financial security. It is not merely a measure of financial gain but an indicator of economic empowerment and organizational sustainability.
Globally, cooperative organizations, including Savings and Credit Cooperative Societies (SACCOs), have played a transformative role in promoting financial inclusion and social development. The cooperative movement, which originated in 19th-century Europe, emerged from efforts by working-class groups to create mutual financial support mechanisms. Currently, cooperatives serve over one billion members worldwide and employ approximately 250 million people (International Labour Organization, 2024). Their contribution to global economic and social welfare underscores the importance of profitability as a cornerstone for sustainability, competitiveness, and continued service delivery.
Across Africa, SACCOs have experienced remarkable expansion as vehicles for mobilizing savings and providing affordable credit to low and middle-income populations. More than seven percent of Africa’s population is affiliated with cooperative organizations (The Alliance Africa, 2018). In Uganda, for example, SACCOs have significantly improved financial access for teachers and informal sector workers (Nnyanja, 2017). The World Council of Credit Unions notes that over 20 African nations collectively host at least 11,849 SACCOs (Ahurira, 2018), reflecting their growing significance in poverty reduction, entrepreneurship, and community-based economic development.
In Kenya, the cooperative movement traces its roots to 1908 in Lumbwa (present-day Kipkelion), where early cooperatives were formed by white settlers (Atola & Oduor, 2017). The enactment of the Cooperative Societies Act of 1966, and its subsequent amendments, provided a legal framework for cooperative operations and strengthened governance structures (Mwatu & Abdul, 2018). Today, Kenya’s cooperative sector is among the most dynamic globally, comprising more than 26,000 registered cooperatives with a membership exceeding 14 million individuals and an asset base estimated at KSh 1.3 trillion (KUSSCO, 2023). SACCOs play a central role in realizing Kenya Vision 2030, which envisions a prosperous and globally competitive nation. By promoting savings mobilization and financial intermediation, SACCOs transform deposits into productive investments that foster economic growth and poverty reduction (Republic of Kenya, 2022).
Profitability among SACCOs is shaped by various firm-specific characteristics, including firm size, liquidity, capital structure, and firm age. These factors influence an organization’s financial stability, operational efficiency, and sustainability. Larger SACCOs, for instance, enjoy economies of scale that enhance profitability, while adequate liquidity ensures their ability to meet short-term obligations and sustain lending operations. Decisions regarding capital structure the balance between debt and equity affect earnings, risk exposure, and financial flexibility. Meanwhile, firm age reflects accumulated experience, institutional maturity, and managerial competence, which often translate to operational stability and trust among members (Kinyua, 2022; Kanda et al., 2019; Kartiningsih & Daryanto, 2020; Kwaltommai et al., 2019).
According to Kinyua (2022), firm characteristics are the core determinants of organizational success. This study focuses on four major attributes firm size, liquidity, capital structure, and firm age based on their established influence on financial performance. Empirical evidence indicates that firm size and firm age positively affect profitability (Kwaltommai et al., 2019), liquidity enhances operational efficiency (Kartiningsih & Daryanto, 2020), and capital structure decisions shape competitiveness and earnings potential (Kanda et al., 2019). Understanding how these characteristics interact to influence SACCO profitability is vital for improving financial performance and competitiveness, particularly in Laikipia County, Kenya.
Firm characteristics are internal and external factors that determine a firm’s operational and financial performance. Poor management of liquidity, leverage, and asset structure can erode a firm’s competitive advantage (Ochola, 2018). These characteristics may be financial such as firm size, leverage, or liquidity or non-financial, including age and ownership structure (Seran, 2022). According to Smith et al. (2020), they can be categorized into structural (firm age, size, and ownership), market-related (industry type and environmental uncertainty), and capital-related variables (liquidity and capital intensity).
Internal firm characteristics, which include firm age, firm size, liquidity, and capital structure, are controllable by management and can be evaluated through financial statements. Conversely, external factors such as government regulations and competition affect all firms within a given environment (Charles et al., 2018). Liquidity refers to a firm’s capacity to meet short-term financial obligations. Burksaitiene and Draugele (2018) argue that higher equity financing reduces liquidity risk, whereas excessive debt financing increases it. A liquid SACCO can promptly meet financial commitments, maintain stability, and support member confidence.
Firm size measured by total assets, sales, or membership base has a significant influence on leverage and profitability (Jahidur, 2021). Larger SACCOs often enjoy cost advantages through economies of scale (Hashmi et al., 2020). However, small and medium-sized SACCOs face liquidity risks due to lower cash reserves and higher exposure to loan defaults (Kirimi et al., 2017).
Capital structure denotes the combination of debt and equity used to finance operations (Seaman et al., 2018). An optimal capital structure minimizes the cost of capital while maximizing returns. Poorly structured leverage, however, can reduce profitability due to interest expenses and debt repayment obligations (Odondi, 2022). Firm age also plays a vital role in performance outcomes. Older SACCOs typically possess stronger institutional frameworks, larger asset bases, and higher member trust, contributing positively to profitability (Ariyani et al., 2019). In contrast, younger SACCOs may struggle with limited capital, inexperienced management, and lower brand credibility (Jahidur, 2021).
Profitability is the ultimate indicator of business success and sustainability. It represents the firm’s ability to generate adequate returns relative to investments and assets employed (Kanda et al., 2019). It is also a signal of operational efficiency, managerial competence, and financial health (Charles et al., 2018). Profitability determines a firm’s capacity to grow, attract investors, and withstand economic shocks.
Analytical measures of profitability fall into two categories: margin ratios and return ratios. Margin ratios such as gross profit margin, net profit margin, and operating margin indicate a firm’s efficiency in converting sales into profits. Return ratios such as Return on Assets (ROA), Return on Equity (ROE), and Return on Capital Employed (ROCE) evaluate the firm’s capacity to generate returns for its owners (Dorian et al., 2019).
While SACCOs are not purely profit-driven, the surplus generated when revenues exceed expenses is a measure of their financial strength and sustainability. Most empirical studies adopt ROE as a proxy for profitability (Boshnak et al., 2021; Gichuru et al., 2019). Accordingly, this study employs ROE as the profitability indicator, while firm size, liquidity, capital structure, and firm age serve as explanatory variables.
The Kenyan SACCO sector is classified into Deposit-Taking (DT) and Non-Deposit-Taking (Non-DT) SACCOs. Non-DT SACCOs are further grouped into regulated and non-regulated categories, supervised by either the SACCO Societies Regulatory Authority (SASRA) or the Office of the Commissioner for Cooperative Development (SASRA, 2023).
According to the Kenya National Bureau of Statistics (2022), Laikipia County hosts 112 registered SACCOs approximately 77.8% of the county’s total cooperatives. Their combined assets amount to KSh 3.72 billion, with loans totaling KSh 3.015 billion. However, about 25% of these SACCOs became inactive between 2017 and 2021, signaling potential sustainability challenges. SACCOs in Laikipia are crucial in mobilizing savings, offering affordable loans, and promoting socio-economic development (Otieno, 2019). Growth in the sector is attributed to enhanced cooperative education, poverty reduction campaigns, and government support programs such as revolving funds provided by both county and national governments (Laikipia County Cooperative Office Records, 2023). These initiatives underscore the government’s recognition of cooperatives as key instruments for achieving Kenya’s socio-economic objectives (Odondi, 2022).
1.1 Research Problem
Savings and Credit Cooperative Societies (SACCOs) are vital for financial inclusion, savings mobilization, and affordable credit provision, contributing significantly to Kenya’s socio-economic growth. However, in Laikipia County, their financial performance has been inconsistent, raising concerns over profitability and sustainability. Despite their importance, SACCOs face increasing competition from commercial banks, weak governance, poor investment choices, and inadequate risk management. Reports indicate irregular turnover and fluctuating profitability, with Return on Equity showing persistent instability. Empirical evidence suggests that firm characteristics such as size, liquidity, capital structure, and age affect profitability, but findings remain context-specific and inconclusive. Prior research in Kenya has largely focused on listed firms or deposit-taking SACCOs, leaving a notable gap regarding non-deposit-taking SACCOs at the county level. This study therefore seeks to examine how firm-specific factors influence the profitability of SACCOs in Laikipia County, addressing this empirical gap and informing strategies for enhanced performance and sustainability. 
1.2 Research Objective
This study was guided by the following general objective to: investigate the effect of firm characteristics on profitability of Savings and Credit Cooperatives Organizations in Laikipia County in Laikipia County, Kenya.
Specific Objectives were to; 
i. To determine the effect of firm size on Profitability of Savings and Credit Cooperatives Organizations in Laikipia County in Laikipia County, Kenya.
ii. To establish the effect of liquidity on Profitability of Savings and Credit Cooperatives Organizations in Laikipia County, Kenya.
iii. To examine the effect of capital structure on Profitability of Savings and Credit Cooperatives Organizations in Laikipia County, Kenya.
iv. To establish the effect of firm age on Profitability of Savings and Credit Cooperatives Organizations in Laikipia County, Kenya.
1.3 Research Hypotheses
The study seeks to test the following null hypotheses:
H01:   	Firm size does not significantly affect Profitability of Savings and Credit Cooperatives Organization in Laikipia County, Kenya.
H02:   	Liquidity does not significantly affect Profitability of Savings and Credit Cooperatives Organization in Laikipia County, Kenya.
H03:  	Capital structure does not significantly affect Profitability of Savings and Credit Cooperatives Organization in Laikipia County, Kenya.
H04:  	Firm age does not significantly affect Profitability of Savings and Credit Cooperatives Organization in Laikipia County, Kenya.
1.4 Justification of the Study
Firm characteristics and their influence on profitability are central in financial literature, yet limited evidence exists for SACCOs in Laikipia County. This study addresses that gap by examining firm size, liquidity, capital structure, and firm age to reveal how internal attributes affect profitability in Kenyan cooperative financial institutions. Theoretically, it enriches finance literature by validating the Resource-Based View (RBV) and Pecking Order Theory within the SACCO context, demonstrating how internal resources and financing decisions drive performance. Practically, the findings will guide SACCO managers in optimizing liquidity, capital structure, and growth strategies for improved profitability. Policy makers such as SASRA and the Ministry of Cooperatives can apply the insights to enhance regulatory and capacity frameworks. Additionally, investors and scholars will gain valuable reference material for future financial performance research.


2.0 LITERATURE REVIEW  
Theoretical Literature
The Pecking Order Theory was first proposed by Donaldson (1961) and later refined by Myers and Majluf (1984). The theory rests on the notion of information asymmetry between a firm's internal management (insiders) and external investors (outsiders). Managers possess superior knowledge about the firm’s value, risk, and future prospects compared to outside financiers. This informational imbalance influences financing choices, forming a hierarchy of preferences. Firms first rely on internal financing such as retained earnings; if insufficient, they resort to debt, and finally equity as a last option. This order reflects management’s effort to minimize the adverse effects of external scrutiny and costs associated with issuing new equity.

According to Mwatu and Abdul (2018), companies prefer issuing debt over equity because debt issuance signals confidence in profitability, while issuing new shares often conveys uncertainty and can depress share value. Similarly, Gweyi and Karanja (2014) found that cooperative and financial institutions, such as SACCOs, tend to prioritize internal financing to preserve profitability. By using retained earnings or surplus liquidity, they reduce dependence on costly external capital. The theory therefore implies that firms that rely heavily on internal resources are financially more stable and face lower risk compared to those dependent on external equity financing. In essence, the Pecking Order Theory underscores the strategic role of financing decisions in enhancing profitability and preserving shareholder confidence.
Agency Theory, advanced by Jensen and Meckling (1976), conceptualizes the firm as a nexus of contracts among resource holders. It highlights the conflicts that emerge due to the separation of ownership (principals) and control (agents). In this relationship, managers act on behalf of shareholders but may pursue personal interests, such as job security or prestige, instead of maximizing shareholders’ returns (Atrill, 2020). Such misalignment of objectives introduces agency problems, which negatively impact firm value and equity performance.

The theory is particularly relevant to the study of SACCOs, where ownership and control are often divided between members (owners) and management or directors. This structure makes SACCOs vulnerable to agency conflicts when managers make decisions for personal gain rather than in the members’ best interests. During financial distress, conflicts may intensify as management and shareholders prioritize different investment or dividend policies, affecting the firm’s equity and debt valuation. Alikouzay (2023) asserts that dividend payments can mitigate agency problems by reducing excess free cash flow under managerial discretion, thereby aligning management’s interests with shareholders’ wealth maximization.

Agency Theory also brings attention to agency costs expenses incurred to monitor and control managerial behavior (Kinyua, 2022). To reduce these costs, some scholars advocate dividend payments as a disciplining mechanism, since regular payouts expose management to greater scrutiny from investors and capital markets (Muchira & Mwangi, 2019). However, excessive dividends may increase financial risk due to heightened borrowing. Buluma et al. (2017) emphasize that maintaining transparency, aligning managerial incentives with ownership goals, and separating ownership from control are essential for minimizing agency problems and safeguarding shareholder wealth. The theory, therefore, provides a strong foundation for understanding corporate governance and ethical management practices within SACCOs.
The Information Signalling Theory, proposed by Stephen Ross (1977), posits that managers can use financial policies especially dividend announcements to communicate private information about firm performance to investors. Because information in the market is not symmetrically distributed, managers possess insider knowledge that investors do not, leading to information asymmetry. Consequently, dividend changes serve as credible signals of future profitability (Godfrey, 2018).

In the context of SACCOs in Laikipia County, dividend declarations are particularly significant because investors interpret them as indicators of financial health and growth prospects. A rise in dividends signals confidence and robust profitability, whereas a cut signals financial distress (Adan & Omagwa, 2018). The theory resonates with the “bird-in-hand” proposition by Gordon and Litner, which argues that investors prefer certain and immediate dividend income over uncertain future capital gains (Chen, 2018). Hence, consistent or increasing dividends enhance investor trust, while reductions can erode confidence and limit future capital inflows. The relevance of this theory to SACCOs lies in its explanation of how dividend policy functions as a communication tool. The decision to distribute or retain earnings not only affects profitability but also influences members’ perceptions, investment behavior, and loyalty. By sending clear and positive financial signals, SACCOs can strengthen investor confidence, attract new members, and maintain steady growth.

Allen and Santomero (1998) introduced the Modern Theory of Financial Intermediation after re-evaluating earlier frameworks focused on transaction costs and asymmetric information. Traditional theories justified financial institutions on the basis that they reduced transaction costs and informational inefficiencies. However, technological advancements, financial innovation, and deregulation have significantly reduced these challenges, shifting the emphasis to risk management, participation costs, and value creation (Wensveen & Bert, 2024).

Financial intermediaries now play a critical role in connecting savers and borrowers, managing risk, and enhancing market efficiency. Mwangi (2019) describes them as institutions that safeguard assets, provide liquidity, and channel funds to productive ventures. SACCOs, as key financial intermediaries, mobilize member savings, extend credit, and facilitate capital transfer within communities. Through intermediation, they help maintain cash flow in local economies and contribute to financial inclusion (Lelenguiya & Ambrose, 2022).

This theory is highly relevant to the current study because it underscores the economic and social role of SACCOs as vital intermediaries that influence regional development. Their efficiency in mobilizing resources, managing risk, and ensuring liquidity directly affects profitability and sustainability. Conversely, weak intermediation may lead to reduced lending capacity and financial instability. Therefore, the Modern Theory of Financial Intermediation provides a robust theoretical lens for understanding how SACCO characteristics and practices influence their financial performance and contribution to economic growth.
2.1 Empirical Review
Empirical literature provides evidence from prior studies examining the relationship between firm characteristics and profitability across multiple sectors, including financial institutions and SACCOs. This review synthesizes findings on four determinants firm size, liquidity, capital structure, and firm age and highlights methodological and contextual gaps the present study addresses.

Firm size is frequently associated with profitability through economies of scale and market power. Jahidur (2021), using fixed-effects models on 50 Chinese listed firms (2008–2018), reported a positive and significant relationship between firm size and profitability, while firm age negatively affected returns. Menicucci and Paolucci (2017) similarly observed that larger Italian hotel firms (n=2,366; 2008–2016) exhibited higher profitability, attributed to operational efficiencies and stronger market influence. Locally, Karuga (2017) found firm size positively related to return on assets among DT-SACCOs, though the study omitted non-deposit-taking SACCOs and did not control for firm age, limiting generalizability.

Liquidity’s impact on profitability yields mixed results. Ochingo and Muturi (2018), analyzing 164 licensed SACCOs, reported a strong positive association between liquidity, operational efficiency, and profitability, suggesting that adequate liquid buffers facilitate member service delivery and returns. Conversely, Mwangi (2020) found no significant liquidity effect among DT-SACCOs in Nairobi, arguing that excess liquidity may cause resource underutilization. These contradictions point to contextual differences urban versus rural settings and varied liquidity management practices that warrant further investigation.

Capital structure studies are similarly inconsistent. Lilian (2016), studying 67 firms on the Nairobi Securities Exchange (2011–2015), reported an insignificant relationship between leverage and profitability. Within the cooperative sector, Ochingo and Muturi (2018) identified a positive effect of capital sufficiency, whereas Mwangi (2020) observed no significant influence of capital adequacy on DT-SACCO profitability. Heterogeneity in regulatory frameworks, ownership structures, and measurement approaches likely explains divergent findings and underscores the need for sector-specific analyses.

Firm age has produced mixed evidence as well. Jahidur (2021) argued older firms may face structural rigidity that reduces profitability, while Karuga (2017) observed a positive but statistically insignificant age effect among DT-SACCOs. Many studies rely on limited time spans and narrow profitability metrics, constraining robust inference.

Overall, empirical evidence suggests firm size, liquidity, capital structure, and age can affect profitability, but the direction and magnitude vary by sector and context. Predominantly foreign studies were conducted in developed economies with different institutional settings, while local research often centers on DT-SACCOs or urban contexts, overlooking rural SACCOs. The present study therefore examines the combined effects of these firm characteristics on SACCO profitability in Laikipia County, Kenya, and to inform regulatory practice.
3.0 RESEARCH METHODOLOGY
This study adopted an appropriate research design to provide accurate answers to the research questions and guide the collection, measurement, and analysis of data relating to the study variables. The research design served as the structural framework linking the research objectives to the data collection and analysis processes. It established the relationship between the independent and dependent variables and provided a systematic plan for addressing the research problem and testing the study hypotheses. As Creswell (2014) explains, a research design functions as a blueprint that ensures the data collected are valid, reliable, and relevant for deriving meaningful conclusions. In this study, the design facilitated the investigation of the effect of firm characteristics on the profitability of Savings and Credit Cooperative Societies (SACCOs) in Laikipia County, Kenya.
A descriptive research design was employed since it allows researchers to observe and describe phenomena as they exist naturally without manipulation of variables (Githogori et al., 2018). The design was appropriate for identifying and characterizing the true nature of the study variables, thus enabling the collection of quantitative data across predetermined indicators within a specific timeframe. It provided an empirical basis for examining the relationship between the dependent variable (profitability) and independent variables (firm characteristics), which included firm size, liquidity, capital structure, and firm age.
The target population represents the entire group of elements, individuals, or organizations that share similar characteristics from which a researcher can draw conclusions (Murkomen, Njeje, & Cherono, 2017). It is the specific subset of the broader population to which the study findings are generalized (Wawire, 2021). The target population for this study comprised 150 SACCOs licensed by the Laikipia County Government as of 2023 (Laikipia Cooperatives Report, 2023).
Sampling involves selecting a subset of the population to infer characteristics of the entire group (Lelenguiya & Ambrose, 2022). The study employed stratified random sampling to ensure proportional representation of SACCOs from all wards in Laikipia County. Using Atsango’s (2018) formula, the sample size was calculated as:
𝑛=𝑧2𝑝𝑞𝑁𝑒2(𝑁−1)+ 𝑧2𝑝𝑞
n=e2(N−1)+z2pqz2pqN
Where 
𝑁=150
𝑒=0.1
𝑝=0.8
𝑞=1−𝑝
𝑧=1.96
z=1.96. The computation yielded a sample size of 43 SACCOs, representing approximately 29% of the target population.
The study utilized secondary data, which was extracted from audited financial statements and reports maintained by the Laikipia County Cooperative Office and other credible repositories such as the SACCO Societies Regulatory Authority (SASRA). A structured secondary data collection sheet was used to ensure consistency and objectivity in data extraction.
To ensure validity and authenticity, the researcher verified that all financial statements bore the official seal of the Commissioner for Cooperatives. Data accuracy was further enhanced by cross-checking computations in Microsoft Excel and consulting the research supervisor for expert validation. Recommendations from the supervisor were integrated into the final data collection sheet to improve reliability.
Prior to data collection, the researcher obtained authorization from the university’s Graduate School and secured a research permit from the National Commission for Science, Technology, and Innovation (NACOSTI). Formal notification was sent to the County Cooperative Officer to request permission to access SACCO financial records. Data were then collected systematically from county archives, SACCO offices, and online repositories. These procedures ensured that the study adhered to institutional, ethical, and regulatory standards.
Quantitative data analysis was conducted since the study variables were numerical. The collected data were cleaned, validated, and coded before analysis. Descriptive statistics, including means, standard deviations, frequencies, and percentages, were used to summarize the data (Wafula, 2020). Inferential statistics, including Pearson correlation and multiple linear regression analysis, were used to determine the nature and significance of relationships between firm characteristics and profitability. The regression model adopted was:
𝑌=𝛽0+𝛽1𝑋1+𝛽2𝑋2+𝛽3𝑋3+𝛽4𝑋4+𝜀
Where 
Y represents firm profitability, 
𝑋1
𝑋4
denote firm characteristics, and ε is the error term. Analysis of Variance (ANOVA) was used to test the overall model significance, and results were presented using tables and charts.
Prior to regression analysis, diagnostic tests were conducted to ensure model reliability. Multicollinearity was assessed using the Variance Inflation Factor (VIF), with values below 10 indicating no multicollinearity issues. Heteroskedasticity was tested using the Breusch–Pagan and White tests, and any detected heteroskedasticity was corrected using robust standard errors. The Hausman test was applied to determine the appropriate model fixed or random effects for panel data analysis.
The study strictly adhered to ethical research standards, including integrity, confidentiality, and informed consent. Authorization letters from the university and NACOSTI were presented to relevant offices, and all data were handled responsibly. Intellectual property rights were observed, all sources duly acknowledged, and plagiarism avoided through proper citation and referencing.


4.0 RESULTS AND DISCUSSION
Descriptive Statistics 
Table 1 presents the descriptive statistics of firm characteristics and profitability of Savings and Credit Cooperative Societies (SACCOs) in Laikipia County. The variables analyzed include firm size, liquidity, capital structure, firm age, and profitability, all of which are essential indicators of financial performance.

The number of shareholders, representing firm size, ranged from 15 to 6,209, with a mean of 762.64 and a standard deviation of 1,276.78. This wide dispersion indicates substantial variation in SACCO membership sizes across the county. Larger SACCOs are likely to benefit from economies of scale, greater capital mobilization, and enhanced lending capacity, factors that can positively influence profitability. However, excessive membership without corresponding management efficiency could result in coordination challenges and reduced performance.

Firm liquidity, measured by the ratio of liquid assets to total deposits, had a mean of 4.091, with values ranging between 0.0028 and 1.4335 and a standard deviation of 0.241. This moderate variability implies that while some SACCOs maintain robust liquidity buffers, others operate with minimal liquid reserves, potentially exposing them to short-term solvency risks. Additionally, long-term liabilities another liquidity indicator ranged from KES 107,143 to KES 119,986,187, with a mean of 4.122 and a standard deviation of 0.362. This variation suggests differing financial obligations among SACCOs, influencing their capacity to meet debt obligations and finance future growth.

Capital structure, measured as the ratio of core capital to total assets, recorded a mean of 0.087 with a minimum of -0.34 and a maximum of 0.24. The negative minimum value indicates that some SACCOs may have experienced financial distress or high leverage during the study period. A low average ratio implies that many SACCOs adopt conservative capital structures, which, while enhancing stability, may restrict opportunities for expansion. These results underscore the importance of maintaining an optimal capital mix to balance financial safety and profitability.

Firm age ranged between one and 36.44 years, with an average of 15.44 years and a standard deviation of 9.39. The variation reveals that while some SACCOs are newly established, others have accumulated significant operational experience. Older SACCOs are likely to enjoy enhanced institutional knowledge, stronger governance systems, and established member trust, which can lead to superior performance. Conversely, younger SACCOs may face challenges such as limited resources and weaker structures, constraining profitability growth.

Profitability, assessed through the return on equity (net income divided by shareholder equity), had a mean of 2.16 and a standard deviation of 4.27, with values ranging from 0.00 to 35.31. This wide dispersion demonstrates that while a few SACCOs generate substantial profits, many struggle to achieve satisfactory returns. The relatively low average profitability may indicate inefficiencies, high operating costs, or limited diversification of income sources.

Overall, the descriptive statistics highlight significant heterogeneity among SACCOs in Laikipia County in terms of size, liquidity, capital structure, age, and profitability. These variations suggest that SACCO performance is influenced by both internal management capabilities and firm-specific characteristics. Understanding these disparities is vital for developing tailored strategies to enhance operational efficiency, strengthen financial sustainability, and improve profitability within the cooperative sector

Table 1 Descriptive Statistics of Firm Characteristics and Profitability

	Variable
	Minimum
	Maximum
	Mean
	Standard Deviation

	Firm Size (Number of Shareholders)
	15.00
	6209.00
	762.64
	1276.78

	Firm Liquidity (Liquid Assets/Total Deposits)
Firm Liquidity (Long-term Liabilities)
	0.0028
	1.4335
	4.091
	0.241

	
	107,143.00
	119,986,187.00
	4.122
	0.362

	Capital Structure (Core Capital/Total Assets)
	-0.34
	0.24
	0.087
	0.0908

	Firm Age (Years)
	1.00
	36.44
	15.44
	9.39

	Profitability (Net Income/Shareholder Equity)
	0.00
	35.31
	2.16
	4.27



Diagnostic Tests
Diagnostic tests are crucial in panel data regression analysis to ensure the accuracy, reliability, and validity of results when examining the relationship between firm characteristics and the profitability of SACCOs in Laikipia County, Kenya. These tests help detect statistical issues such as multicollinearity, heteroscedasticity, and other violations of regression assumptions that could distort findings. Prior to conducting inferential analysis, diagnostic tests were carried out on panel data from 2018 to 2022 to confirm the suitability of the regression model. Specifically, multicollinearity tests were conducted to assess interdependence among explanatory variables firm size, liquidity, capital structure, and firm age while heteroscedasticity tests were used to check the uniformity of error variances across SACCOs. These steps ensured the model’s robustness and reliability.
Multicollinearity Test Results
Assessing multicollinearity was essential since high correlations among predictor variables can inflate standard errors, weaken statistical significance, and distort coefficient estimates. The Variance Inflation Factor (VIF) and tolerance values were computed to detect multicollinearity. A VIF exceeding 10 or a tolerance below 0.1 typically indicates a problem. As shown in Table 2, all VIF values ranged from 2.47 to 6.05, with corresponding tolerance values between 0.165 and 0.404, all within acceptable limits. The mean VIF of 4.195 further confirmed the absence of serious multicollinearity. Thus, the independent variables were not highly correlated, ensuring the reliability of the regression results in analyzing the effect of firm characteristics on SACCO profitability.
[bookmark: _Toc174988296][bookmark: _Toc174989868][bookmark: _Toc174990176]Table 2 Multicollinearity Test Results
	Variable 
	VIF
	Tolerance Value (1/VIF)

	Firm size
	6.05
	0.165

	Liquidity
	5.53
	0.181

	Capital structure
	2.73
	0.367

	Firm age
	2.47
	0.404

	Mean VIF
	4.195
	


Source: Research Data (2024)

[bookmark: _Toc142066674]Heteroscedasticity Test Results
The Breusch-Pagan/Cook-Weisberg test was conducted to examine heteroscedasticity in the regression model assessing the effect of firm characteristics on the profitability of SACCOs in Laikipia County, Kenya. The test evaluates whether the variance of residuals remains constant across variables such as firm size, liquidity, capital structure, and firm age. Results in Table 3 show a Chi-square value of 0.18 with a p-value of 0.671. Since the p-value exceeds 0.05, the null hypothesis of constant variance is not rejected, indicating no presence of heteroscedasticity. Therefore, the regression model satisfies the assumption of homoscedasticity, ensuring reliable coefficient estimates.
[bookmark: _Toc174988299][bookmark: _Toc174989871][bookmark: _Toc174990179]Table 3: Heteroscedasticity Test Results
	[bookmark: _Toc166145075][bookmark: _Toc166157228][bookmark: _Toc174988300]Breusch-Pagan / Cook-Weisberg test for heteroscedasticity
HO: Constant Variance

	Model
	Chi2 (1)
	Prob > chi2
	

	FP
	0.18
	0.671
	


Source: Research Data (2025)

Random Effects Test Results 
To determine the suitable panel estimation technique for assessing the effect of firm characteristics on SACCO profitability in Laikipia County, the Breusch and Pagan Lagrangian Multiplier (LM) test for random effects was conducted. The test evaluates whether variations across SACCOs are significant, thereby justifying the use of a random effects model over pooled OLS. The null hypothesis assumes no variance across SACCOs, while the alternative suggests significant random effects. Results (Chi² = 7.45, p = 0.0064) indicate that p < 0.05, leading to the rejection of the null hypothesis. Consequently, the random effects model was deemed appropriate, as it accounts for individual SACCO differences and incorporates time-invariant variables such as firm age, ensuring efficient and unbiased estimation.
Table 4: Breusch-Pagan Lagrangian Multiplier Test for Random Effects
	Model
	Chi2 (1)
	Prob > Chi2

	FP
	7.45
	0.0064


Source: Research Data (2025)
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Table 5: Model Summary
	Model

	R

	R Square

	Adjusted R Square

	Std. Error of the Estimate

	
	
	
	
	

	1
	.857
	.734
	.718
	0.056


Source: Survey Data (2025)
The results indicate that the adjusted R square value was 0.718, implying that firm characteristics specifically firm size, liquidity, capital structure, and firm age collectively explained 71.8% of the variations in the profitability of SACCOs in Laikipia County. This suggests that other factors not included in the study account for the remaining 28.2% of the variation in profitability. 
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Table 6: Analysis of Variance (ANOVA)
	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	112.005
	4
	28.001
	41.473
	.001

	
	Residual
	4.051
	6
	0.675
	
	

	
	Total
	116.056
	10
	
	
	


Source: Survey Data (2025)
The results indicate that the computed F-statistic of 41.473 was substantially higher than the mean square value of 28.001. Furthermore, the associated significance level was 0.001, which is below the conventional threshold of 0.05. These findings suggest that the overall regression model examining the relationship between firm characteristics and profitability of SACCOs in Laikipia County, Kenya, is statistically significant and hence the goodness of the fit determined. 
Hypotheses Testing
The first hypothesis (H01) stated that firm size does not significantly affect the profitability of SACCOs in Laikipia County, Kenya. Regression analysis results indicated a positive and significant relationship between firm size, measured by total assets, and profitability (β = 0.254, p = 0.000). This implies that larger SACCOs achieve higher profitability due to economies of scale and enhanced resource mobilization. Therefore, the null hypothesis was rejected. These findings align with Mutai (2021), who established that larger financial institutions tend to perform better owing to superior operational efficiency and wider market outreach.
The second hypothesis (H02) proposed that liquidity does not significantly affect profitability. The results demonstrated a positive and statistically significant relationship between liquidity and profitability (β = 0.346, p = 0.001). This indicates that improved liquidity enhances SACCOs’ financial performance by ensuring adequate funds for lending and investment activities. Consequently, the null hypothesis was rejected. These findings concur with Koubi (2018), who found that liquidity plays a vital role in sustaining institutional financial health and operational efficiency.
The third hypothesis (H03) stated that capital structure does not significantly affect profitability. Results revealed that capital structure had a positive and significant influence on profitability (β = 0.118, p = 0.002). This suggests that optimal capital composition enhances financial performance. Hence, the null hypothesis was rejected. The findings support Hsing (2012), who demonstrated that financial structure variables substantially influence market performance and profitability.

The fourth hypothesis (H04) asserted that firm age does not significantly affect profitability. Regression results showed a significant positive relationship (β = 0.279, p = 0.001), implying that older SACCOs exhibit higher profitability due to accumulated experience and market stability. The null hypothesis was therefore rejected, consistent with Yabu and Kessy (2015), who observed that firm age positively influences performance outcomes
5.0 CONCLUSIONS 
The study concludes that firm characteristics specifically firm size, liquidity, capital structure, and firm age significantly influence the profitability of SACCOs in Laikipia County, Kenya. Larger SACCOs benefit from economies of scale, strong capital bases, and service diversification, leading to higher profitability. High liquidity enhances financial flexibility and investment capacity. Well-balanced capital structures reduce financial risk and borrowing costs, improving returns, while excessive debt constrains profitability. Older SACCOs perform better due to experience and established trust, unlike younger ones facing growth challenges. Effective management of these firm-specific factors is vital for SACCOs’ financial sustainability, growth, and overall sectoral performance. 
6.0 RECOMMENDATIONS
Based on the findings on the relationship between firm characteristics and the profitability of SACCOs in Laikipia County, several recommendations are proposed to enhance financial sustainability. SACCOs should strategically manage their firm size by pursuing prudent asset growth to achieve economies of scale. This can be realized through membership expansion, product diversification, and investment in income-generating ventures aligned with member needs.

Effective liquidity management is crucial; SACCOs should maintain optimal liquidity levels to meet short-term obligations without compromising profitability. Investing surplus funds in low-risk, short-term instruments can promote both stability and operational efficiency. Additionally, a balanced capital structure emphasizing core capital and equity financing is essential to minimize financial strain and ensure long-term profitability. SACCOs should efficiently leverage member deposits while maintaining sufficient reserves.

Older SACCOs should capitalize on their institutional experience to drive innovation and strengthen governance, while younger ones should prioritize establishing strong operational and governance frameworks for sustainable growth. Moreover, SACCO leaders and policymakers should promote capacity building and adopt technology-driven systems for financial planning and reporting. Regulatory bodies such as SASRA should revise policies to enhance profitability ratios, compliance, and risk management.
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