



Capital Adequacy Management and Profitability of Microfinance Banks in Kenya

ABSTRACT

Microfinance institutions are vital for extending financial services to underserved and economically disadvantaged groups. In Kenya, the growth of the financial markets significantly augments this access, meeting the needs of a vast populace that depends on the microfinance industry. In spite of their enormous input to socio economic expansion, over time, the financial success of microfinance banks has fluctuated. The banks disclosed a drop in ROA in 2022 from 2.7 percent in 2018 to 2.5 percent. Therefore, this research explored the effect of capital adequacy management on profitability of Microfinance banks in Kenya for the year 2018-2024. This study specifically sought to establish the effect of asset quality, core capital ratio, and asset base on profitability of Microfinance banks in Kenya. The investigation was anchored on agency, Capital buffer theory, profit incentive theory, and shiftability theory. A descriptive research framework guided this study, encompassing fourteen 14 microfinance institutions selected through census sampling methodology. Secondary data collection was drawn from Central Bank of Kenya digital resources, including annual supervisory reports and AMFI institutional publications. The dataset undergo comprehensive diagnostic evaluation through stationarity testing, autocorrelation analysis, multicollinearity assessment, normality verification, and heteroscedasticity examination to ensure panel data integrity. Statistical analysis incorporated descriptive metrics alongside inferential panel regression modeling for thorough data interpretation. Research conduct maintained full compliance with academic ethical protocols. Findings showed that core capital ratio positively influenced profitability but this was only insignificant. Asset quality had an insignificant positive influence on profitability. The results indicated that the asset base positively and significantly influenced profitability. The outcome revealed that bank competition has an insignificant negative moderating effect on the capital adequacy-profitability nexus in the Kenyan context of microfinance banks. The study recommends that the financing approach that should be taken by microfinance banks is to maintain a balanced approach to capital management by gradually increasing the capital buffers to conform to prudential needs and at the same time, investing the excess capital in productive lending and investment opportunities that directly yield revenue instead of being inefficient due to idle capital.
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1.0 Introduction 

Microfinance banks function as critical drivers of economic development and advancement in multiple emerging market economies (King’ori, Kioko & Shikumo, 2017). These institutions provide loans as well as technical assistance to the development of businesses in low-income communities. Hence, the need for their development as they play a critical role of enhancing investments, creating employment opportunities as well as improving economic growth (King’ori et al., 2017). Understandably, activities of microfinance banks, just as those of other financial institutions, are often regulated. 
In Sub-Saharan Africa, Kenya’s microfinance sector is said to be the most dynamic (Mwenda, 2018). The firms operating in this sector do so in a manner to achieve profits (a reflection of their financial performance). The regulation of the sector dates back to 2006 Microfinance Act and the 2008 Microfinance Deposit Taking Institutions (DTI) regulations, and chief amongst them is capital adequacy. Capital adequacy refers to the required levels of capital that banks are stipulated and expected to hold for the purpose of having the enablement to withstand market, operational and credit risks which are inherent in the conduct of banking activities, hence protecting debtors through the absorption of potential losses (Tesfai, 2015). According to Buchdadi, Nguyen, Putra, and Dalimunthe (2020), capital adequacy is defined as equity that is capable of preventing the breakdown of the financial services sector by absorption of losses. 
Global regulatory authorities have recognized capital adequacy ratio as an essential supervisory instrument for assessing banking institutions' financial stability, primarily evaluated through core capital, asset quality, and asset base metrics. These measurement criteria aim to mitigate risks and enhance banking system stability. Sufficient capital is consequently considered fundamental for achieving profitability within financial sector operations. Hence, capital adequacy management constitutes a fundamental element of banking operations (Almaqtari, Al-Homaidi, Tabash & Farhan, 2018). Enhanced capital reserves would reduce the probability of financial institutions experiencing distress conditions (Musyoka, 2017). Banking operations are regarded as efficient when capital adequacy remains robust, given that institutional capital resources address all operational necessities.
The regulations by CBK (2008) are guided by several prudential ratios with one being that CAR to include a 10% core capital of total assets with adjusted risk additional risk off of items on the adjusted balance sheet, 8% core capital with respect to total deposit liabilities, 12% entire capital of all assets with adjusted risk + risk off of items on the adjusted balance sheet and a threshold on loans by insider that should not be above 2% core capital while being contained on aggregate based on a ceiling core capital of 20%.  These regulations were intended to mitigate risks and enhance the financial performance of microfinance banks. However, over time, the financial effectiveness of microfinance banks as proxied by ROA has fluctuated. The banks' reported ROA decreased from 2.7% in 2018 to 2.6% in 2019. The ROA was 2.6% in 2020 as well, but it dropped to 1.7% in 2021. The ROA however, rose in 2022 to stand at 2.57%, ROA decreased from 2.57% in 2022 to 2.50% in 2023 (CBK, 2022). The industry’s total pre-tax profits declined by 9.1% to Ksh. 219.21bn in 2023 from Ksh. 241.52bn in 2022. Thus, the need to evaluate the effect of capital adequacy on the profitability of microfinance banks in Kenya. 
Capital adequacy relates to the ability of banks in maintaining stable operations while absorbing potential losses which arise from various financial risks (Aisy, Eufunny, Lestari & Leon, 2026). Previous studies that have examined the relationship between capital adequacy management and profitability focused on commercial banks and, in some cases, centered on other countries. For instance, Maharjan (2023) examined the relationship between credit management strategies and working capital management on the financial outcomes of deposit-taking banks in Nepal, revealing that non-performing loans and CAR adversely affected ROE and ROA performance. The context on the inquiry, however, is Nepal. Utilizing data from 26 commercial financial institutions operating in Turkey from 2005 to 2017, Ekinci and Poyraz (2019) similarly examined the influence of capital risk on banking performance, revealing a relationship between capital risk management and the profitability of Turkish deposit banks during this period. However, the study focused exclusively on deposit-taking banking institutions. Udom and Eze (2018) further documented that capital adequacy is central towards ensuring improved profitability. Kamande (2017) found that asset quality, capital ratio, notably and favourably affect profitability. Takon, Obim and Atseye (2019) found that the capital ratio had a significant effect, while asset quality had an insignificant effect on profitability. Mirichii (2023) studied the link between the monetary health of Kenyan cooperative associations that accept deposits for savings and credit and the following factors: capital sufficiency, liquidity, earnings potential, asset quality, and managerial efficacy. The findings revealed that the relationship between capital adequacy and the financial performance of deposit-taking SACCOs in Kenya is insignificant. The study was nevertheless limited to deposit-accepting SACCOs.

To this end, this investigation aims at exploring the effect of capital adequacy management on profitability of Microfinance banks in Kenya, with the following specific objectives: 
1. To evaluate the effect of core capital ratio on profitability of Microfinance banks in Kenya.

2. To explore the effect of asset quality on profitability of Microfinance banks in Kenya.

3. To evaluate the effect of asset base on profitability of Microfinance banks in Kenya.

4. To determine the moderating effect of bank competition on the relationship between capital adequacy management and profitability of Microfinance banks in Kenya.
2.0 Literature Review

2.1 Theoretical Literature Review

Agency Theory 

Agency theory was formulated by Jensen and Meckling (1976) in the 1970s to comprehend and resolve conflicts emerging from interactions between organizational principals and their representatives. According to Kitsou (2011), the family business started to fail in the 20th century. Sometimes the line between personal and company assets gets blurry because of the intricacy of management and the increased requirement for capital transparency that comes with growing a corporation. The daily operations of the firm depend on the hiring of qualified personnel. How this leads to agency interactions is explained by the agency theory. When two persons organize into a relationship, the principal appoints the agent to carry out specific duties or make choices on behalf of the principal (Ozcan & Eisenhardt, 2009).

As stated by Rose and Hudgins (2013), the theory constitutes an analysis of risk-taking behavior exhibited by people and organizations, emphasizing the parties involved in a principal-agent contract, where agents may endeavor to maximize their advantage against the principal's objectives. Also, according to Wahyuni and Choirul (2023) a regulator, the government, has an impact on the interaction amongst the agents (banking management) and the principals (society) in banking institutions. At least three agency relationships—the links amongst owners, managers, and regulators; borrowers' managers and regulators; and depositors, banks, and regulators—can result in information asymmetry given the intricate capital structure of banks.

Agency theory can be used to determine how banks function as agents in managing public money that is returned to the public through lending, how much capital they have on hand to cover any poor outcomes, and how they reduce their operating expenses. Agency theory stresses the vital function of capital adequacy management in addressing agency dilemmas and synchronizing the goals of management and ownership. Organizations can improve overall profitability, lower the risk of financial difficulty, and increase financial stability by maintaining adequate capital levels. The theory was used as a foundation for the variables of asset quality.

Capital Buffer Theory

While counter-cyclical buffer concepts have been historically debated, the financial literature recognizes that the capital buffer mechanism, specifically the countercyclical capital buffer (CCyB), was incorporated into Basel III regulatory amendments after the 2007-2008 financial crisis (Jiménez, Ongena, Peydró & Saurina, 2017). The theory holds the proposition that having additional capital beyond the minimum requirements serves a buffer to financial institutions. Guidelines relating to capital levels by apex regulators are established with the purpose of having adequate capital so as to reduce the impact or likelihood of severe external shocks which may hamper the conduct of financial intermediation (Von Thadden, 2004). Banks hold additional capital buffer higher than the required levels as stipulated by the apex bank for various motives. In the conduct of businesses, profitability of firms remains a key element which is further considered by investors (Melese & Laximikantham, 2015). 

Banks require capital from investors for purposes of accomplishing set investment goals and objectives. Babakova (2013) holds the contention that the key objective of businesses is profit generation from underlying business activities. Nonetheless, it is important to take into consideration that profitability is a function of several factors with capital adequacy management being significant among these factors. Capital, therefore, remains a critical ingredient in the maintenance of financial soundness and safety of financial institutions (Mutumira, 2019). Capital assumes a crucial function in maintaining banking institution durability and safety while protecting the integrity of banking systems (Bogale, 2019). Capital serves as the buffer preventing any unexpected loss which banks are exposed to due to financial intermediation (Lipunga, 2014). As such capital adequacy is closely related with a country’s economic growth. 

Based on the theory financial organizations benefit from having a buffer of capital over regulatory standards. Financial institutions can strengthen their resilience and capacity to withstand losses without endangering their solvency by maintaining a capital buffer (Saidi, 2016). Consequently, this enhances the trust of stakeholders such as regulators, investors, and others. Furthermore, having a financial buffer frees organizations from having to rely entirely on outside funding when taking advantage of strategic possibilities like acquisitions or operational expansion. Therefore, the idea that capital adequacy management—which includes keeping a sufficient buffer—is essential for financial institutions to improve their stability, reduce risks, and eventually boost their profitability is supported by capital buffer theory. The theory also provides a foundation for the variable of core capital ratio. 

Profit Incentive Theory

The profit incentive theory emerged through Bogan's (2008) work. This theory's basic proposition states that a business entity's foremost goal involves profit optimization by securing revenue levels that surpass cost structures. The companies make sure they run efficiently.  To keep their teams productive and successful, modern managers must possess a wide range of abilities.  One tactic used by managers to keep a productive team at work is the theory (O'Sullivan, 2024). According to this theory, workers are driven by a favorable incentive that makes them want to work harder and continue producing in the hopes of getting paid.   Bogan (2008) asserts that MFIs can fulfill the promise of microfinance by applying multiple commercial financing sources at different phases of their development.  MFI increases cost-consciousness, efficiency, and outreach through the utilization of commercial sponsorship.  In support of the institutionalist paradigm, PIT points out that donor funding has a cap on the total amount of cash available. Given the growing demand for MFI services, donor funding cannot assist MFIs in expanding and financing mega-scale initiatives. 

According to the theory, MFIs that are motivated to turn a profit will often boost their income while minimizing their operating expenses to make sure they can offset their costs and turn a profit.  Donor-funded MFIs are not obligated to turn a profit because they lack the incentive to run effectively.  They focus their services on rural and impoverished clientele, where lending costs are typically greater, because they value depth of outreach over efficiency (Aghion & Morduch, 2005). Aghion and Morduch (2005) stated that the aim of reaching the poor has been replaced with the long-term goal of financial self-sufficiency due to growing worries about the risks posed by excessive subsidies in MFIs. Bogan (2008) points out that MFIs are under increasing pressure to reduce their reliance on grants and subsidies and seek out new sources of funding, both domestically and globally.

The theory is pertinent to the present investigation since it demonstrates that MFIs that depend on donor money prioritize efficiency above depth of outreach because they won't try to turn a profit.  According to the hypothesis, MFIs with a profit-maximizing goal will prioritise operational effectiveness and look for capital to fund their operations rather than depending on donor money. According to Bogan (2008), MFls can begin to draw in the much-needed capital and enhance their savings base by adopting a commercial orientation and reducing their reliance on donors. This will enable them to lower lending rates, expand their outreach, expand their portfolios of microloans, satisfy their demands, and improve sustainability. This theory supports the independent variable (profitability).

The Shiftability Theory

The shiftability theory was advanced by Moulton (1918), who identified signals connected to alterations in company asset contributions that would impact confirmation mechanisms in certain ways. Large-scale bank deposit withdrawals are an example of a shifting paradigm.  Since banks give their customers savings, they have the right to take their money out.  Massive withdrawals, however, cause imbalances, which is why a shift element is necessary.  Credit instruments are presented in the theory as an optional shift.  The renowned commercial paper, Treasury bills, and the approval of prime bankers are the origins of credit instruments.  They are easily exchanged for cash and can be used to offset the large withdrawals.

As bank portfolios contain both assets and liabilities, this theoretical model assumes that loan or asset features form crucial components of any particular banking institution's portfolio arrangement. Banking management entities consequently retain the right to create portfolios that optimize returns while minimizing associated risks and expenses. Asset quality criteria are founded upon the ratio between non-performing loans and net loan balances. Quality establishment occurs primarily through asset investment approaches. The ability of banks to function depends on their liquid assets.  It is recommended that banks make investments in securities that can assist them with a number of problems, such as balancing out withdrawals.  In every type of business scenario, banks that leverage liquid assets grow more quickly.  One example of a loan is a credit instrument (Sheefeni, 2016).  Banks must thus be members of easily accessible marketplaces, such the NSE, in order for them to convert the credit instruments. 

According to this theory, investors need to own a specific percentage of the bank's market portfolio and diversify their holdings.  Diversified portfolios are recommended for those who lack specialized investment skills.  According to Fama (1998), this is known as the efficient markets hypothesis.  According to Ibe (2019), the theory also supports asset base as an existing variable.  Bank performance is achieved by the use of alternative capital strategies, such as commercial paper.  The idea discusses the need for asset quality compliance. It is clear that the change brought about by deposit withdrawals lowers the current assets that allowed banks to function more easily.  Due to the decreased asset quality, commercial banks' financial performance is put in jeopardy.  The fact that this model is utilised in exploring the success ratings of financial instrument portfolios and to estimate the cost of capital for banks makes it pertinent to this study.  The asset base and asset quality variables are supported by the theory.
2.2 Empirical Literature Review

Core Capital Ratio and Profitability

Almazari and Alamri (2017) did an investigation in the context of banks in Saudi Arabia where they assessed the associations among capital adequacy and success. Secondary sources provided the relevant data that were gathered for the analysis. The inquiry utilized a descriptive estimation technique. Findings from the research provided evidence that capital adequacy and performance had direct correlation. Hence, implying that growth in capital adequacy leads to improved financial performance of banks. The inquiry was however, focused on a comparative approach of Saab and Samba Banks of Saudi Arabia. This study differs due to the fact that Microfinance banks in the context of Kenya was considered where other variables such as asset quality and asset base and their relationship with profitability was explored.

Kamande (2017) assessed capital level and financial performance relationships with focus on Kenya’s money deposit banks in Kenya. The study period covered 2011-2015, with all 11 NSE-listed Kenyan banks serving as the investigation context. Consequently, secondary panel data was collected from these institutions using an explanatory design methodology. Based on multiple regression techniques, capital levels and financial performances has a significant positive nexus. The recommendation was that effective management techniques be put in place by management so as to ensure commercial banks are not faced with high risk of insolvency. The present investigation was centered on Kenyan Microfinance banks which operate under smaller operational scales as compared to commercial banks. Additionally, this study applied a census technique rather than sampling which in turn improves o the reliability of findings. 

Takon, Obim and Atseye (2019) undertook an empirical analysis on capital ratio and profitability relationship while exploring mega banks in Nigeria. Top ten (10) deposit money banks were focused on in Nigeria covering the period 2007 to 2016. Using an ex-post facto research approach, the investigation employed annual panel data. Fixed effects panel regression technique, selected through Hausman test results, was implemented, revealing that capital ratio demonstrated a notable relationship with bank profitability. The recommendation of the research was that management should have an adequate customer deposit base for purposes of improving and sustaining the resilience, strength as well as profits of banks. The concentration of the study was notably Nigerian Mega Banks while on the other hand Microfinance banks in Kenya was considered in this study given their roles in economic expansion and advancement. 

Dembel (2020) undertook research exploring the capital-financial performance nexus among deposit-taking banks in Ethiopia. The temporal scope covered 2010-2018, with ROA representing financial achievement and asset quality functioning as the predictor. Random effects GLS panel regression technique, chosen via Hausman test, was utilized. Results indicated that capital produced a notable positive effect on Ethiopian deposit bank financial success. This study distinguishes itself by focusing on microfinance banking institutions in Kenya. 

Asset Quality and Profitability 

Kamande (2017) performed an analysis examining the association between asset quality and financial effectiveness among Kenyan deposit-taking banks. Time scope was the period 2011-2015 and the context of the inquiry was all the 11 Kenya’s NSE listed banks. As such, secondary panel data was collected from these banks where explanatory approach design was adopted. As obtained from the regression analysis, asset quality had strong effect on financial performances. Despite the significance of the previous investigation to existing body of literature, the applied only a single performance measure unlike this study which seeks to assess profitability using ROA.  A census of Microfinance banks in Keya was done in this study rather than sampling.

Takon et al. (2019) undertook an empirical analysis on capital ratio and profitability relationship while exploring mega banks in Nigeria. Top ten (10) deposit money banks were focused on in Nigeria covering the period 2007 to 2016. Utilizing an ex-post facto research framework, the investigation used annual panel data. Panel regression technique based on fixed effect as chosen by hausman test was used. The outcome reveal that asset quality and profitability nexus was significant. The concentration of the investigation was notably Nigerian Mega Banks. Rather than employing a sampling method, census approach was used in this study, as such enhancing reliability as well as validity of research results.

Mutumira (2019) analyzed how asset quality affects financial success in the context of Kenyan insurance companies. While employing a survey research approach, 54 insurance companies were targeted in the investigation. For the year 2014-2018, secondary data was extracted financial statements of these firms. 46 insurance companies were selected based on purposive sampling as only those firms with complete financial statements for 5 years were considered. The outcome indicated that financial success of the insurance firms is favourably by irrelevant in influenced by asset quality. Despite insurance being categorized under the financial sector, these firms operating based on regulatory guidelines that are different from Microfinance banks which is the investigation's analytical unit. Additionally, the previous study isolated core capital ratio as a predictor variable.

Dembel (2020) explored asset quality and financial success nexus within the framework of Ethiopian money deposit banks. The time period 2010-2018 was used for the investigation where ROA serves as a measure for financial success and the predictors was asset quality. Panel regression based on random effect GLS s selected by hausman test was used. Based on the outcomes, asset quality and financial effectiveness of money deposit banks in Ethiopia displayed a significant connection. With respect to the discrepancies in regulatory guidelines as well as economic conditions, the outcome of the earlier investigation cannot be extrapolated to the context of Kenya. This in turn justifies the conduct of the current study as rather than focus on commercial banks, the unit of analysis was made up of Microfinance banks in Kenya. 

Asset Base and Profitability

Asset base form a key component of the resources of financial institutions. Assets refers to the worth of business establishments with respect to the market value in view of what the firm can be able to control or has in its possession (Mutumira, 2019). The main rationale of asset acquisition by profit making business establishments is for purposes of having the capacity of generating sufficient revenue so as to earn profitability which in turn boosts financial performance. As such, the objective of holding assets is that adequate generation of revenue generation is documented in the balance sheet of firms. Hence, asset base can also be regarded as the asset structure of banks since it is similarly a reflection of how the capital provided by shareholders of businesses are invested in assets which can improve the generation of revenues (Obadire, Moyo & Munzhelele, 2023).

Mutumira (2019) studied asset base and financial performance relationships while focusing on the context of Kenyan insurance companies. While employing a survey research approach, 54 insurance companies were targeted in the investigation. From 2014-2018, secondary data was extracted financial statements of these firms. 46 insurance companies were selected based on purposive sampling as only those firms with complete financial statements for 5 years were considered. The outcome indicated a noteworthy variation in the asset base of insurance firms where some of these firms accumulated high volume of assets while others had in small volumes. The findings revealed that asset base exhibited an immaterial but advantageous effect on the financial performance of insurance organizations. Since the inquiry was based on the insurance sector, its findings cannot be directly generalized to the Microfinance sector due to the regulatory varying guidelines that are applicable to the two sectors

Yusuf (2019) explored how capital sufficiency affects Malaysian Islamic banks' profitability. The investigation's data set spans the years 2009 through 2018. Secondary data were collected from the statistical bulletin published by Bank Negara Malaysia and Islamic banking financial statements. Panel regression estimation procedures were implemented in the research. The fixed-effect model was chosen as the suitable framework for the study according to Hausman test results. Analysis of the corresponding data established that capital adequacy factors, specifically a strong asset base, influenced Malaysian Islamic bank profitability. The inquiry only captured realities in Malaysia and covered Islamic banks which has a unique dynamic of operation whereas this study captured realities n Kenya and microfinance institutions. 

Bank Competition and Profitability

The effect of banking competition on corporate employment and effectiveness in businesses, particularly for listed joint-stock corporations, was assessed by Aljbouri, Kazim, and Abd (2025).  Ten banks and businesses listed in the Iraqi Stock Exchange (ISE) were examined using panel data.  The analysis relied primarily on ISE-listed company reports and financial statements spanning 2005-2022. Descriptive and multiple regression estimation approaches were implemented. According to the findings, banking competition produced a significant and positive impact on corporate employment and business performance in Iraq. The study concluded that Commercial Bank's financial analysis exhibited greater values relative to the average, except for the branch number indicator, which showed reduced values and displayed distinctive patterns across the research period. The previous study was carried out on joint-stock companies in Iraqi while the present investigation was centered on Kenyan microfinance banks.

The impact of bank rivalry and financial innovation (FI) on business value was studied by Olalere, Kes, Islam, and Rahman (2021).  The study implemented sys-GMM estimation procedures with 286 data points sourced from 26 commercial banking entities in Malaysia and Nigeria covering 2009-2019. The investigation's findings demonstrated that banking competition notably reduced enterprise value in Nigeria. In Malaysia, on the other hand, bank rivalry significantly increases business value. According to the study's findings, bank competition actually contributes to economic growth, competitiveness, and advancement. While the previous investigation was grounded on Nigerian and Malaysian money deposit banks, the present investigation was carried out on Kenyan microfinance banks.

Liu and Li (2021) explored the impact of business size and ownership on banking competition's effect on firm total factor productivity (T.F.P.) using data from industrial enterprises.  The National Statistical Bureau of China's Annual Survey of Industrial Enterprise provided data on 1052608 industrial enterprises for the years 1998–2013.  The approach of correlation estimation was applied.  The empirical evidence validates the market power theoretical framework through its illustration of how competitive banking environments stimulate enhanced Total Factor Productivity (T.F.P.) among enterprises by mitigating capital access constraints. The research established that geographical regions characterized by greater density of local financial institutions and diminished presence of government-controlled banking entities exhibit stronger correlations between market competition and T.F.P. improvements among small-scale enterprises. This particular investigation was undertaken within the Chinese economic context. The current research endeavour extended this analytical framework to examine similar phenomena within Kenya's banking sector and business environment.

Capital Adequacy Management and Profitability

Ademba (2019) investigated which variables affect the deposit-taking SACCOs in Nairobi County's economic performance. Panel research approach was employed. Given that panel data was used, panel research design makes the most sense. The 39 Nairobi County SACCOs were all surveyed as part of the inquiry. The research methodology employed a dynamic panel data analytical framework utilizing econometric modeling techniques. The study implemented multiple regression analytical procedures to examine the dataset comprehensively. The empirical results demonstrated a modest yet statistically significant positive association between capital adequacy ratios and the financial performance indicators of deposit-mobilizing Savings and Credit Cooperative Organizations (SACCOs). While the investigation was guided by agency, liquidity preference, and capital asset pricing models, Agency theory as well as capital buffer models provided the foundation for this study.

In their comprehensive analysis, Nguyen and Nguyen (2020) examined the determinants influencing the financial performance of publicly traded corporations within Vietnam's market economy. The empirical investigation utilized a robust dataset comprising financial disclosures from 1,343 enterprises listed on the Vietnam Stock Exchange (VSE), with data sourced through official publications by the State Securities Commission of Vietnam. The aforementioned corporations were chosen on the basis of their annual reports that were accessible from 2014 to 2017. Data was gathered to guarantee the representativeness, accuracy, and dependability of the samples that were gathered. The research period spans from 2014 to 2017. Capital adequacy has an unfavourable influence on ROE but a good impact on ROA and ROS, based on outcome of the investigation. The investigation however was based on realities in Vietnam whereas this ongoing investigation was based on realities in Kenya.

Kimani (2023) explored factors influencing the insurers' financial performance. The theory of asymmetrical information serves as the foundation for this investigation, with additional theories for certain variables including the resource-based view, liquidity preference theory, and pecking order theory. Thirty-one general underwriters were the focus of the investigation. From 2014 to 2020, a span of seven years, data was sourced. A panel data set was built using the observations spanning seven years. Panel estimate was the method used for data analysis. The investigation established that capital sufficiency had a negligible and unfavorable impact on Kenyan insurance businesses' financial success. The inquiry did however focus on insurance businesses while this present investigation was centered on microfinance banks.
3.0 Methodology
The study adopts the causal research design to investigate the impact of capital adequacy management on profitability. Data was collected across 14 microfinance banks for the period 2018 – 2024 following the census sampling procedure. This time frame covers the post interest rate capping era which was instituted by the apex bank in Kenya. The data was culled from the financial statements of Microfinance Banks (MFBs) and statistical reports issued by the Central Bank of Kenya (CBK). A specialized document review guide facilitated the extraction of annualized data.

The panel data regression equation used to analyse the effect of capital adequacy management on profitability of Microfinance banks in Kenya is as stated below: 

3.1 Direct Effect Model

ROAit = β0 + β1CCRit + β2ASQit + β3ASBit +єit





(3.1)
Where: 

ROA – Return on Assets 

t= Time

β0 = Constant 

CCR = Core Capital Ratio 

ASQ = Assets Quality   

ASB = Asset Base 

i= Bank 

β1 – β3= Regression coefficients

Є= Error term

3.2 Moderation Effect Model

In testing the moderation effects of how bank competition affects profitability, the study followed the procedure by Whisman and McChelland (2005) which is described in two steps.

Step One

PGit = β0+β1CCRit+β2ASQit+β3ASBit + β4BCt + uit  





(3.2) 

where BC represents Bank Competition.

Step Two

PGit=β0+β1CCRit+β2ASQit+β3ASBit+β5BCt+β6BCt*CCRit+β7BCt*ASQit+β8BCt*ASBit+uit   (3.3) 

where:

*
= Interaction term 

β1 to β9 = Coefficients

The panel regression analysis was following to state how the predictor variables affect the profitability of Microfinance banks, within a significance level threshold of 0.05. More so, diagnostic tests were carried out to ascertain the suitability of the study framework. These contributed to a thorough comprehension of the relationships and patterns within the data.
4.0 Results and Discussions

4.1. Descriptive Statistics
The summary statistics of the variables used in the analysis that follows is as presented in Table 1.
Table 1 Descriptive Results

	Variable
	Obs
	Mean
	Std. Dev.
	Min
	Max

	Profitability
	94
	-.0679191
	.13445
	-.6057269
	.0709089

	Core Capital Ratio
	94
	.0007665
	.0053882
	-.015748
	.036667

	Asset Quality
	91
	.9546446
	3.855942
	-.07934
	26.5

	Asset Base
	94
	3.167115
	.7221337
	1.897627
	4.485906

	Bank competition
	98
	7.142857
	12.42945
	0
	41.81


Source: Study Data (2026)

As can be seen in Table 1, the average of profitability is -0.0679191 and the standard deviation of this figure is 0.13445. The negative mean showed the average losses reported by microfinance banks as negative, and not as positive, in Kenya. The 0.13445 standard deviation indicates, however, that the variation in the profitability among the banks is rather moderate. Because the minimum and maximum profitability are -0.6057269 and 0.0709089.
The core capital mean is 0.0007665, having a standard deviation of 0.0053882. The positive average, but very low, indicates that microfinance banks in general are capital-adequately vulnerable to capital strength. The low standard deviation is a sign that the variability around the mean is low, that is, most institutions are reporting similarly constrained capital adequacy positions. The lowest value of -0.015748 and the highest value of 0.036667 indicate that not all microfinance banks are undercapitalised, but there are stronger banks compared to their counterparts. The Central Bank of Kenya (2022) notes that a number of microfinance banks have been unable to sustain their lending capacities and prudential capital adequacy ratios due to the inability to comply with prudential capital adequacy ratios. 

The standard deviation of asset quality is 3.855942 and the mean of the asset quality is 0.9546446. The positive mean indicates that the banks, on the whole, possess a fairly high proportion of assets that are non-performing in relation to their loan books. Nevertheless, the standard deviation value is very high, revealing a high level of variability between institutions. Mean asset base = 3.167115 with SD = 0.7221337. The positive mean indicates that microfinance banks have an asset size that sustains their level of operation, though small in the eyes of commercial banks. The medium standard deviation means that there are differences in the asset bases between institutions, but not too wide. 

The mean of bank competition equals 7.142857 and the standard deviation equals 12.42945. This indicates that the intensity of competition among microfinance banks is quite different throughout the sector. This range of 0 to 41.81 shows that in some localities there is little or no competition and that in other markets competition is very high. This difference has direct effects on profitability, with banks in more competitive frameworks potentially facing margin pressures, whilst banks in less competitive frameworks may enjoy market dominance. According to a study conducted by Kithinji and Waweru (2007), increased competition in the financial sector of Kenya has severely limited the profitability levels, especially for the smaller financial institutions like microfinance banks.

4.2 Diagnostics Analysis

Diagnostic analysis was done to test whether the major assumptions of regression are being met. Violations of these assumptions, including multicollinearity, heteroscedasticity, autocorrelation, or non-stationarity, can negatively affect the reliability and efficiency of estimates. 

Multicollinearity Test Results
The multicollinearity test is done to identify too much correlation between independent variables, which may bias the results of the regression. Extreme multicollinearity blows up the normal errors of the coefficients so that the actual importance of predictors is challenging to determine. Common tools of this nature are the Variance Inflation Factor (VIF) and tolerance, with large VIF values (usually over 5) suggesting that model specification should be reconsidered or variables dropped.

Table 2 VIF Results

	Variable
	VIF
	1/VIF

	Core Capital Ratio
	1.03
	0.969358

	Asset Quality
	1.08
	0.925275

	Asset Base
	3.42
	0.292047

	Bank competition
	3.23
	0.309937

	Mean VIF
	2.19
	


Source: Study Data (2026)

With the traditional threshold of 5 as a reference point, it is clear that all the variables in the model do not exceed this value, implying that multicollinearity is not a serious problem in this research. his result shows that the explanatory variables in the model, capital adequacy, asset quality, asset base, and bank competition, are adequately independent to allow their effects on profitability to be estimated reliably without inflating standard errors and overstating estimates of coefficients.

Heteroscedasticity Test Results
Heteroscedasticity is the case when the error terms vary across the observations and hence the OLS assumption of a constant variance is violated. Its presence can render coefficient estimates inefficient and hypothesis tests false. Heteroscedasticity is identified by using tests like Breusch-Pagan and in cases where this is found, robust or heteroscedasticity-consistent standard errors are utilized to ensure results do not suffer any harm. 

Table 3 Heteroscedasticity Results

	Breusch-Pagan / Cook-Weisberg test for heteroskedasticity 

	Ho: Constant variance

	Variables: fitted values of Profitability

	chi2(1) = 3.83

	Prob > chi2 = 0.0503


Source: Study Data (2026)

The test of heteroscedasticity given by Breusch-Pagan /Cook-Weisberg as a footnote in Table 3 was applied to determine the presence of constant variance of error terms. The null hypothesis in the test is that the variance of the residuals is homogeneous (homoscedasticity). The p-value from the test greater than 0.05. Thus, the null hypothesis of homoscedasticity cannot be rejected. 

Autocorrelation Test Result
The Breusch-Godfrey test was used to identify autocorrelation; remedial measures can then be implemented, such as generalised least squares or lag variables in the case otherwise.

Table 4 Autocorrelation Results

	Breusch-Godfrey Serial Correlation LM Test:
	

	
	
	
	
	

	F-statistic
	119.9309
	    Prob. F(1,85)
	0.0000

	Obs*R-squared
	53.25558
	    Prob. Chi-Square(1)
	0.0000


Source: Study Data (2025)

The Breusch Godfrey Serial Correlation LM test results, as applied to test the presence of autocorrelation in the residuals of the model, are shown in Table 6. The F-statistic of the test is 119.9309, the probability value is 0.0000 and the Obs R-squared is 53.25558 and the chi-square probability is 0.0000. At the 5 percent level, the two probability values are much less than the threshold, so the null hypothesis of no serial correlation is rejected. To address this issue, robust estimation methods like Newey-West or panel-corrected standard errors were utilised in the present study so that the problem of serial correlation does not jeopardise the consistency of the regression results.

Stationarity Test Results
This stationarity test is required in time-series analysis and panel analysis due to the possibility of non-stationary variables resulting in spurious statistical significance. A fixed process means that the mean, variance and covariance are fixed in time. To identify unit roots and determine the correct order of differencing to attain stationarity, the Fisher-type test was used.

Table 5 Fisher-Type Results

	Variable
	Statistic
	Probability

	Profitability
	118.9426
	0.0000

	Core Capital Ratio
	84.5018
	0.0000

	Asset Quality
	62.8489
	0.0002

	Asset Base
	151.7609
	0.0000

	Bank competition
	34.7493
	0.0006


Source: Study Data (2025)

Results of the Fisher-type panel unit root test indicate that the probability values for all the variables are less than 0.05. This proves that it is stationary. What the results imply is that the study variables are all integrated of order zero, i.e., they have no unit roots and thus they have stable means and variances over time.

Hausman Test Result
The Hausman test is an analysis tool in panel data used to decide between the random effects model and the fixed effects model. A large test statistic would indicate that one should use the fixed effects model because random effects would give inconsistent estimates under these conditions.

Table .6 Hausman Test Result

	
	(b)
	(B)
	(b-B)
	sqrt(diag(V_b-V_B))

	
	Fixed
	Random
	Difference
	S.E.

	Core Capital Ratio
	4.519351 
	3.965095
	.5542569
	.

	Asset Quality
	.002466 
	.0036015
	-.0011355
	.0006923

	Asset Base
	.2896351 
	.1451627
	.1444723
	.0438101

	chi2(3)
	16.07
	
	
	

	Prob>chi2
	0.0011
	
	
	


Source: Study Data (2025)

The null hypothesis of the test is that the random effects estimator is consistent and efficient and the alternative hypothesis is that the fixed effects model is more suitable because the individual effects and the regressors are correlated. The findings indicate that the chi-square value is 16.07 with a probability value of 0.0011. As the probability is much less than the significance level of 5 percent, the null hypothesis is rejected and thus the fixed effects model is proved to be the preferred estimator in this study. The fixed effects specification to guarantee the soundness of the findings and validity of the conclusion.

4.3 Direct Regression Effect Analysis

In direct effect analysis, the intended analysis is based upon the simple connection among the independent (core capital ratio, asset quality and asset base) and dependent (profitability) variables without the use of mediating or moderating variables. This step provides the background level, direction, and importance of predictors, which allow the researcher to assess whether theoretical expectations are met, and it also quantifies the central relationships within the model.

Table 7 Direct Effect Result

	Profitability
	Coef.
	Robust 

Std. Err.
	t
	P>t
	[95% Conf.
	Interval]

	Core Capital Ratio
	4.519351
	2.151106
	2.10
	0.056
	-.1278304
	9.166533

	Asset Quality
	.002466
	.001437
	1.72
	0.110
	-.0006385
	.0055706

	Asset Base
	.2896351
	.0829329
	3.49
	0.004
	.1104695
	.4688007

	_cons
	-.9960518
	.2642376
	-3.77
	0.002
	-1.566902
	-.4252011

	R-Square
	0.1832
	
	
	
	
	

	F(3,13)
	45.60
	
	
	
	
	

	Prob > F
	0.0000
	
	
	
	
	


Source: Study Data (2025)

Table 7 result suggests that the coefficient of the constant term is -0.9961, meaning the predicted profitability of the microfinance banks in Kenya, with all capital-adequacy parameters (core capital ratio, asset quality and asset base) set at zero. This constant is statistically insignificant (p-value = 0.002), and thus, without these components, the sector would be reporting a negative level of baseline profitability. The R-squared is 0.1832, which means that the capital adequacy variables that were used in the regression explain approximately 18.32 per cent of the variation in the profitability of the sampled banks. Moreover, the overall F-statistic of 45.60 (p-value = 0.0000) is significant, proving the combined explanatory power of the model. These results indicate the general effects of capital adequacy management-summed up as the core capital ratio, asset quality, and asset base-on the profitability of microfinance banks in Kenya.

The findings indicate that the core capital ratio positively, though insignificantly, affects the profitability, the coefficient of the core capital ratio is 4.5194 (p-value = 0.056). This implies that a 1-unit change in the core capital ratio is linked to a 0.452-unit change in profitability, which is only slightly below the traditional 5 per cent level. The finding implies that, despite the greater stability and investor confidence brought about by stronger capital buffers, compliance costs and under-utilised capital can place a constraint on immediate profitability benefits. This marginal significance concurs with other strands of the empirical survey that report a positive and insignificant effect of capital adequacy on bank performance (Kamande, 2017; Udom & Eze, 2018; Takon, Obim and Atseye, 2019; Almazari and Alamri, 2017), as well as comfortably with those reporting more weak or situation-dependent effects (Mirichii, 2023; Maharjan, 2023). Kamande (2017) in the Kenyan context had documented that higher levels of capital are a positive predictor of bank performance; Udom and Eze (2018) postulated that capital adequacy is central to increased profitability and that lack of adequate capital directly correlates with performance; Almazari and Alamri (2017) had also observed a direct correlation between the level of capital adequacy and performance. In comparison, Mirichii (2023) found an insignificant association between Kenyan deposit-taking SACCOs and Maharjan (2023) found a negative effect of CAR on profitability in Nepal. The current result, although positive and marginal, is consistent with the overall previous findings and acknowledges institutional and market heterogeneity across studies.

Asset quality has a positive but insignificant effect and is represented by a coefficient of 0.002466 (p-value = 0.110). Taken literally, a one-unit increase in asset quality would increase profitability by 0.0025 units, but the lack of precision in the estimate demonstrates no credible effect in the study window. This result implies that despite the negative earnings-reduction effects of non-performing loans, their quantifiable effect on profitability could be weakened by well-functioning risk-mitigation measures in certain microfinance banks. This finding is in line with reports of insignificant or context-dependent asset-quality impacts (Takon, Obim and Atseye, 2019), even though other environments, such as Ethiopian deposit-money banks, have found substantial associations (Dembel, 2020). The split highlights sectoral and regulatory distinctions between microfinance banks and commercial banking systems analysed in other regions.

The outcome related to the asset base is a positive, statistically significant impact with a coefficient of 0.2896 (p-value = 0.004). This means that an increase in asset base correlates with increased profitability by an average of 0.290 units per unit increment. The observation indicates that increased asset holdings translate into increased lending capacity, economies of scale and diversification, which is directly connected to increased profitability. This concurs with empirical data that the greater the asset base, the greater the earnings capacity and profitability, as Yusuf (2019) determined that the aspects of capital adequacy, specifically a strong asset base, are important determinants of bank profitability. It is qualitatively different from the results of an insurance market in Kenya in which effects on asset base were positive and insignificant (Mutumira, 2019), which is plausibly explained by sector regulations and business model differences between microfinance banking and insurance.

4.4 Moderating Effect Analysis Step One

The initial stage of moderating effect analysis incorporates the moderator variable (bank competition) as well as the independent (capital adequacy management) and dependent (profitability) variables in the regression model. This precondition is the testing of interaction through initially considering the standalone effect of the moderator that can, in turn, have an effect on the dependent variable. This strategy determines that the following interaction conditions are properly formulated in the wider model framework.

Table 8 Moderating Effect Step One Results

	Profitability
	Coef.
	Std. Err.
	t
	P>t
	[95% Conf.
	Interval]

	Capital Adequacy Management
	.0205818
	.0112819
	1.82
	0.072
	-.0018929
	.0430565

	Bank Competition
	.007342
	.0071905
	1.02
	0.311
	-.0069822
	.0216661

	_cons
	-.1516518
	.057888
	-2.62
	0.011
	-.2669706
	-.0363329

	R-Square
	0.0479
	
	
	
	
	

	F(2,73)
	2.24
	
	
	
	
	

	Prob > F
	0.1136
	
	
	
	
	


Source: Study Data (2025)

As illustrated in Table 8, the intercept represents the default level of profitability when capital adequacy management and bank competition occur in a situation where both intercepts to zero. The intercept is negative (-0.1517) and has a significant value (p = 0.011). It means that without capital adequacy management processes and competitive market processes, microfinance banks in Kenya incur a statistically significant level of blanket losses. The R-squared is 0.0479, indicating that the model is only able to explain 4.79 per cent variation in profitability, which is a very small explanatory power compared with the direct-effect model. The outcome of moderation at this stage thus does not show much in the way of an improvement in the power of explanation and indicates that the role of bank competition is not a strong factor in the relationship between capital adequacy management and profitability at this point.

Coefficient of capital adequacy management is not only positive (0.0206), but also marginally significant (p = 0.072). This shows that increasing capital adequacy is more likely to lead to better profitability, which is in line with the idea that sufficient capital buffers can make institutions more resilient and more likely to be trusted by their stakeholders, but the effect is not as robust as to be strongly statistically significant at the 5 per cent level. The coefficient of the bank competition has a positive value (0.0073) but is not statistically significant (p = 0.311). This means that although competitive pressures can stimulate efficiency, innovation and outreach, they have an insignificant effect on profitability in the current specification. These results thus show that capital adequacy in this preliminary step of moderation is a stronger determinant of profitability than competition, but neither variable is shown with a strong or decisive effect in itself.

4.5 Moderating Effect Analysis Step Two

The second step provides an interaction term between an independent variable (capital adequacy management) and a moderator (bank competition). The statistically significant coefficient on the interaction term gives evidence of moderation in that the strength or direction of the relationship between the independent and dependent variables is different at different levels of the moderator. This increases the explanatory value of the model by showing the condition relations in the data set.

Table 9 Moderating Effect Step Two Results

	 Profitability
	Coef.
	Std. Err.
	T
	P>t
	[95% Conf.
	Interval]

	Capital Adequacy Management
	.0470214
	.0183124
	2.57
	0.012
	.0105331
	.0835096

	Bank Competition
	.1282395
	.0669301
	1.92
	0.059
	-.0051216
	.2616006

	Capital Adequacy Management* Bank Competition
	-.0810552
	.044621
	-1.82
	0.073
	-.1699645
	.0078541

	_cons
	-.201723
	.0633334
	-3.19
	0.002
	-.3279175
	-.0755285

	R-Square
	0.1464
	
	
	
	
	

	F(2,73)
	2.64
	
	
	
	
	

	Prob > F
	0.0558
	
	
	
	
	


Source: Study Data (2025)

In the analysis of Table 9, the intercept, which is the level of profitability when capital adequacy management and bank competition are both zero, is found to be negative (= -0.2017) and statistically significant (= 0.002). It means that without both good capital management and competitive forces on the market, Kenya microfinance banks would have a statistically significant base loss. The R-squared of 0.1464 indicates that the model accounts for only 14.64 per cent of the difference in profitability, a small explanatory power compared to the direct-effects specification. The addition of bank competition at this initial moderation level does not significantly improve the overall fit. The F-statistic (2.64, Prob > F =0.0558) confirms that the model has weak joint explanatory power at standard levels.

The coefficient of capital adequacy management is positive (0.0470) and has a significant margin (p = 0.012). This shows that increased capital adequacy management is also likely to increase profitability, which is in line with the idea that sufficient capital buffers increase institutional resilience and institutional trust. Bank competition has a positive (0.1282) but statistically insignificant (p = 0.059) effect on profitability. This means that competitive pressures can promote efficiency, innovation and outreach, but do not have a significant effect on profitability at the current specification. The results thus indicate that the capital adequacy is a more significant determinant of profitability than competition in this initial moderation step, but neither of the two variables will have a strong or decisive impact on its own.

The capital adequacy management and bank competition interaction term is not significant (p = 0.073) and negative (-0.0810). This implies that competition does not moderate the relationship between capital adequacy management and profitability in any meaningful sense. That is, although an increased capital buffer does get profitability somewhat better all by itself, the interaction of the two competitive processes does not significantly reinforce or undermine the effect. This result is aligned with the finding of Olalere et al. (2021) that looked at the situation-specific and generally neutral impact of competition on financial performance and is contrasted with other studies in which significant competitive impact is reported, including Aljbouri et al. (2025).
5.0 Conclusion

The study explored the association between capital adequacy management and microfinance bank profitability in Kenya as the study topic. Given that the effect of core capital ratio on profitability is insignificant, the paper concludes that capital adequacy is not a strong contributor to profitability. Also, the study concludes that asset quality is an important prudential indicator rather than a determinant of profitability in the short term. With regards to asset base, it is the most stable determinant of profitability in the study since the findings indicate that asset base is a big boost to profitability. Bigger and robust balance sheets are fundamental to the success of the microfinance banks in that they allow them to lend more money, diversify and experience economies of scale. Moreover, the effects on profitability due to capital adequacy do not mostly depend on the presence of competitive pressures and the influence of competitive pressures is neither positive nor negative in increasing the impact of capital management on improving the performances.

Arising from the findings, the paper recommends a financing approach by microfinance banks that would maintain a balanced approach to capital management by gradually increasing the capital buffers to conform to prudential needs and at the same time, investing the excess capital in productive lending and investment opportunities that directly yield revenue instead of being inefficient due to idle capital. In addition, to minimise the non-performing loans, microfinance banks must institutionalise strict credit risk management and surveillance procedures, such as improvement of the screening of borrowers and monitoring loan performances in real time in order to transform the positive changes in asset quality into long-term profitability. Also, the management of microfinance banks should seek calculated growth on the balance sheet through mobilisation of long-term deposits, reinvestment of retained earnings and equity injection to broaden the asset base and consequently to boost lending capacity, economies of scale and profitability. Finally, competition is an opportunity that regulators and microfinance banks must use to enhance innovation in product offerings and the proliferation of digital financial services in a way that competitive pressures do not diminish profit margins but result in operational efficiency and increased market coverage.
COMPETING INTERESTS:

Authors have declared that they have no known competing financial interests OR non-financial interests OR personal relationships that could have appeared to influence the work reported in this paper.
Disclaimer (Artificial intelligence)

Author(s) hereby declare that NO generative AI technologies such as Large Language Models (ChatGPT, COPILOT, etc.) and text-to-image generators have been used during the writing or editing of this manuscript. 

REFERENCES

Ademba, I. (2019). Determinants Of Financial Performance Of Deposit Taking Savings And Credit Cooperative Societies In Nairobi County, Kenya (Doctoral dissertation, Kca University).

Aisy, K. A. Y., Eufunny, E., Lestari, H. S., & Leon, F. M. (2026). The Impact of Risk Management and Capital Adequacy Ratio on Banking Performance in Indonesia. Majapahit Journal of Islamic Finance and Management, 6(1), 588-603. 
Aghion, A. B., & Morduch, J. (2005). The Economics of Microfinance. Cambridge MA: MIT Press.

Aljbouri, M. A. M., Kazim, F. H., & Abd, A. R. (2025). The Impact of Banking Competition on Corporate Employment and Performance. American Journal of Industrial and Business Management, 15(1), 260-278.

Almaqtari, F. A., Al-Homaidi, E. A., Tabash, M. I & Farhan, N. J (2018). The Determinants of Profitability of Indian Commercial Banks: A Panel Data Approach. International Journal of Finance and Economics, 24 168–185.

Almazari, A., & Alamri, A. (2017) the Effect of Capital Adequacy on Profitability: A Comparative Study between Samba and Saab Banks of Saudi Arabia. International Journal of Economics, Commerce and Management, 5(11), 88-102.

Babakova I. V. (2013) Raising the Profitability of Commercial Banks, BLATEC, 11 

Bogale, Y. W. (2019). Factors Affecting Profitability of Banks: Empirical Evidence from Ethiopian Private Commercial Banks. Journal of Investment and Management, 8 (1), 8-15.

Bogan, V. (2008). Microfinance Institutions: Does Capital Structure Matter? Retrieved 3rd March from https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1144762.

Buchdadi, A. D., Nguyen, X. T., Putra, F. R., & Dalimunthe, S. (2020). The effect of credit risk and capital adequacy on financial distress in rural banks. Accounting, 6(6), 967–974. 

CBK (2020). Bank Supervision Annual Report. Retrieved 3rd March from https://www.centralbank.go.ke/uploads/banking_sector_annual_reports/197965474_BSDANNUALREP ORT2019%20.pdf. Accessed on 15th September 2022.

CBK (2022). Bank Supervision Annual Report 2021. Retrieved 3rd March from https://www.centralbank.go.ke/uploads/banking_sector_annual_reports/1033515790_2021%20Annual %20Report.pdf. Accessed on 6th March 2023.

Central Bank of Kenya. (2020). Bank supervision annual report 2019. Nairobi: GOK.

Dembel, B. (2020). Factors Affecting the Performance of Commercial Banks (A Case Study on Commercial Banks in Ethiopia): CAMEL Ratings. Research Journal of Finance and Accounting, 6(6), 967–974.

Ekinci, R., & Poyraz, G. (2019). The Effect of Credit Risk on Financial Performance of Deposit Banks in Turkey. Procedia Computer Science, 158(1), 979–987.

Fama, E., (1998). Market efficiency, long-term returns, and behavioral finance, Journal of Financial Economics, Elsevier Science S.A., 49(1), 283-306.

Ibe, S. O. (2019). The impact of liquidity management on profitability of Banks in Nigeria. Journal of Finance and Bank Management, 1(1), 37-48.

Jensen, M. C., & Meckling, W. H. (1978). Can the corporation survive? Financial Analysts Journal, 31-37.

Jiménez, G., Ongena, S., Peydró, J.-L., & Saurina, J. (2017). Macroprudential policy, countercyclical bank capital buffers, and credit supply: Evidence from the Spanish dynamic provisioning experiments. Journal of Political Economy, 125(6), 2126–2177. 

Kamande, E. G. (2017). The effect of bank specific factors on financial performance of commercial banks in Kenya. Retrieved July 2017, from http://resipository.seku.ac.ke/handle/123456789/3057

Karugu, C., Achoki, G., & Kiriri, P. (2018). Capital adequacy ratios as predictors of financial distress in Kenyan commercial banks. Journal of Financial Risk Management, 07(03), 278-289. 
Kimani, P. G. (2023). Determinants of financial performance of general insurance companies in Kenya (Doctoral dissertation, KCA University).

King’ori, S. N., Kioko, W. C & Shikumo, H. D (2017). Determinants of financial performance of microfinance banks in Kenya. Research Journal of Finance and Accounting, 8 (16), 1-8.

Kitsou, S. (2011). The power of culture in diplomacy: The case of US cultural diplomacy in France and Germany. Exchange: The Journal of Public Diplomacy, 2(1), 3.

Lipunga, A. M. (2014). Determinants of profitability of listed commercial banks in developing countries: Evidence from Malawi. Research Journal of Finance and Accounting, 5(6), 41-49. 

Liu, P., & Li, H. (2021). The impact of banking competition on firm total factor productivity. Economic Research-Ekonomska Istraživanja, 35(1), 4008–4028.

Maharjan, S. (2023). Effect of working capital management and credit management policy on financial performance of commercial bank in Nepal. The Lumbini Journal of Business and Economics, 6(2), 18-42.

Melese, N & Laximikantham (2015) Determinants of Banks Liquidity: Empirical Evidence on Ethiopian Commercial Banks, Journal of Economics and Sustainable Development, 6 (15), 36-46.
Mirichii, J.M. (2023). Capital Adequacy, Asset Quality, Management Efficiency, Earnings Ability, Liquidity and Financial Performance of Deposit Taking Savings and Credit Cooperative Societies in Kenya. Journal of Finance and Accounting.
Moulton, M. (1918). A guide to understanding theoretical and conceptual frameworks. Evidence, 5(2), 39-40.

Musyoka, B. (2017) the Effect of Capital Adequacy on the Profitability of Commercial Banks in Kenya. A Masters Research Project Submitted to the University of Nairobi 

Mutumira, A. M. (2019). Effect of capital adequacy on the financial performance of insurance companies in Kenya. International Academic Journal of Economics and Finance, 3(4), 172-185

Nguyen, T. N. L., & Nguyen, V. C. (2020). The determinants of profitability in listed enterprises: a study from Vietnamese stock exchange. Journal of Asian Finance, Economics and Business, 7(1), 47-58.

Obadire, A. M., Moyo, V., & Munzhelele, N. F. (2023). An Empirical Analysis of the Dynamics Influencing Bank Capital Structure in Africa. International Journal of Financial Studies, 11(4), 127-140.

Olalere1, O. E., Kes, M. S. E. M., Islam, A. & Rahman, S. (2021). The Effect of Financial Innovation and Bank Competition on Firm Value: A Comparative Study of Malaysian and Nigerian Banks. Journal of Asian Finance, Economics and Business, 8(6) 0245–0253.

O'Sullivan C. (2024). Using the Incentive Theory of Motivation in Business Management. Retrieved 3rd March from https://www.piggy.eu/en/blog/incentive-theory-of-motivation

Ozcan, P., & Eisenhardt, K. M. (2009). Origin of alliance portfolios: Entrepreneurs, network strategies, and firm performance. Academy of management journal, 52(2), 246-279.
Rose, P. S. & Hudgins, S. C. (2013). Bank Management & Financial Services, 9th Edition, McGraw-Hill Education, N.Y.

Saidi, A. A. (2016). The Effect of Core Capital on the Financial Performance of Deposit Taking SACCOS in Nairobi County. School of Business, University of Nairobi. Unpublished MSc. Finance Thesis. 

Sheefeni, K. (2016). Planning for Capital adequacy in public sector banks. The Management Accountant, 32(2), 100-104.

Takon, S M, Obim, E N & Atseye, F A (2019).  Bank - Specific Determinants of Profitability: Evidence from Nigerian Mega Banks. International Journal of Economics, Commerce and Management 7(11), 294-307

Tesfai, A. (2015). Evaluating the Relationship between Liquidity, Capital 
Adequacy and Non-Performing Loans on Financial Performance: 
Case Study of Habib Bank Ag Zurich. MBA Project Submitted to United States International University.

Udom, I., & Eze, O. (2018) Effect of Capital Adequacy Requirements on the Profitability of Commercial Banks in Nigeria. International Research Journal of Finance and Economics, 4(165) 79-89.

Von Thadden, E. L., (2004). The Number and the Closeness of Bank Relationships. Journal of Banking and Finance 28(5), 1597–1615.

Wahyuni, P.D., & Choirul Umam, D. (2023). The Effect of Credit Risk, Capital Adequacy and Operational Efficiency on Banking Financial Performance with a Profitability Approach. International Journal of Economics, Business and Management Research.

Whisman, M. A., & McClelland, G. H. (2005). Designing, testing, and interpreting interactions and moderator effects in family research. Journal of Family Psychology, 19(1), 111–120.

Yusuf, M. S. (2019). The Effect of Capital Adequacy on Islamic Banks' Profitability in Malaysia. International Research Journal of Finance and Economics, 7(2). 4722-4737.


