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BOARD CHARACTERISTICS, CAPITAL REGULATION AND PROFITABILITY OF MICROFINANCE BANKS IN KENYA
ABSTRACT 
The study sought to examine the effect of board characteristics and capital regulations on the profitability of microfinance banks in Kenya. More particularly, the investigation explored the effect of board age, board education, and board activity on the profitability of microfinance banks in Kenya. Moreover, the study explored the effect of capital regulations on the relationship that exists between board characteristics and profitability in the microfinance banking sector in Kenya. The theoretical foundation of the study was based on agency theory, capital buffer theory, and stakeholder theory. A descriptive approach formed the basis of the methodological approach of the investigation. The study targeted a sample of 14 microfinance banks that were operational in Kenya from 2019 to 2024. Panel regression formed the basis of the data analysis approach. The findings of the proposed investigation indicate that board age has a negative and statistically insignificant impact on profitability. Board education has a negative and statistically insignificant impact on profitability. Board activity has a positive and statistically significant impact on profitability. Moreover, capital regulations have an insignificant yet positive impact on the relationship that exists between board characteristics and profitability. The study recommends that shareholders and boards of microfinance banks ought to officially enhance the minimum number of board activity annually and have it well structured, documented, and fairly concentrated on strategic control, risk management, and performance assessment as this was the only attribute that greatly enhanced profitability.
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1.1 Background of the Study
Microfinance banks globally, are instrumental in bridging the divide between formal financial institutions and the rural impoverished, encompassing low-income households, entrepreneurs, and nascent businesses. They achieve this by offering vital financial services like microloans, payment services, insurance, deposits, and money transfers (Teeboom, 2019). Microfinance represents an alternative mechanism for economically disadvantaged individuals to obtain affordable financial services, as opposed to conventional banking systems. It serves as the principal source of funding for the global population that remains unbanked or underbanked, with a current distribution of $124 billion in loans to 140 million consumers globally (Sun & Liang, 2021).
 Since the last decade, the microfinance industry has seen substantial changes in the global scene, with Board oversight playing a significant part in improving the functioning of institutions. Indian microfinance industry has experienced rapid growth, driven by government support and increased investment. Initially characterized by low repayment rates and market overlap, the sector has expanded significantly due to burgeoning client demand. However, the industry has faced unforeseen challenges that have tempered its growth trajectory (Wondirad, 2020). According to Lee, Han, Suk and Sung (2024) MFIs, particularly those in Latin America, offered lucrative variation advantages as a result of their negative correlation with traditional portfolio class. Nonetheless, the evolving landscape suggests that the diversification advantages of microfinance equity investments may be diminishing. While MFIs might still contribute to overall portfolio returns, their inclusion within fixed-income components could potentially optimize risk-adjusted profitability.
Regionally, microfinance banks play a critical role in many African countries. MFBs are an important part of many countries' financial systems, contributing to economic growth and development. This sector has evolved significantly to support company growth (Nyamasege, 2023). Despite the pivotal role that microfinance banks play in Nigeria's economic development, many of these institutions face significant challenges. These include inadequate representation of women on their boards, imbalanced director appointments, a lack of competent board members, insufficient numbers of directors, and inadequate financial auditing practices (Osegbue & Egbunike, 2023). 
The majority of microfinance banks in Nigeria are tasked with a dual mission: serving low-income clients to enhance their economic well-being, while also pursuing profitability by providing financial services in a sustainable manner. Balancing these dual objectives presents a formidable challenge for the board as well as top management responsible for strategic direction of these institutions (Ehugbo, 2021). Microfinance banks in Rwanda persist in encountering financial setbacks attributable to fraud, defaults, operational inefficiencies, and foreign exchange issues. Mitigating these challenges, which include limited scale, insufficient expertise, professional inadequacies, and financial constraints, could enhance the profitability of these banks (Gahongayire & Kamande, 2021). 
Locally, microfinance banks have been instrumental in Kenya's economic growth, serving as a cornerstone of the banking system and reaching 63% of the population, according to (Kinyangi, Musiega, & Nelima, 2023). The Kenyan microfinance banking industry reported cumulative losses reaching Kshs. 935.1 million at the close of June 2018, demonstrating a sharp increase from the Kshs. 171.4 million loss documented in June 2017. Kenya's central monetary institution indicated a 5% contraction in depositor funds during 2019. Microfinance entities within Kenya are governed by regulatory frameworks administered by the CBK, incorporating mandates for credit risk evaluation, financial leverage control, liquidity management, and capital adequacy compliance.

Inadequate financial due diligence practices among microfinance institutions have led to a decline in income generation, while commercial banks have continued to hold a leading position in the financial sector (CBK, 2020). Furthermore, the sector recorded a decrease in return on assets, dropping from 3% in 2020 to 1% in 2021 a reduction of 2.0%. Furthermore, the return on shareholders' equity in 2021 declined from 28% to 10% at the year ending. Overall portfolio decreased slightly from 74.9 billion Kenyan shillings down to 73.9 billion during same period. A reduction was also experienced in pre-tax losses, from Ksh. 2.2 billion in 2020 to Ksh. 877 million in 2021 (CBK, 2021).
Board characteristics are internationally acknowledged as potent instruments for overseeing management and corporate operations (Aifuwa & EmbeleK, 2019). In Indonesia, the autonomy and scale of boards have significantly enhanced the profitability of publicly traded companies over time (Haryanto, Suprapti, Taufik & Maminirina, 2022). These board attributes, in conjunction with their activities, establish a solid foundation for corporate governance, protecting shareholder interests from managerial malfeasance (Gupta, Choudhary & Maini, 2023)
1.2 Statement of the Problem

The   banking   sector   is   vital   to   the   economic growth of countries due to the intermediation role of accepting and transforming deposits into credit (Akims & Alex, 2023). Microfinance Banks of Kenya are renowned for their positive impact on corporate and societal development. However, despite their achievements, profitability issues have hindered their efficiency, leading to tension among stakeholders (Ngugu, 2020). Microfinance banks in the nation are crucial for connecting borrowers and lenders, serving 2.9% of the Kenyan population (FinAccess, 2019). The economic vitality of MFBs in the past few years has been volatile. 2020 global epidemic had tremendous negative consequence on Kenya's projected economic expansion. Kenya’s GDP was initially forecast to grow by 6.2% in 2020. However, due to the pandemic, this forecast was revised downward to 4.9% by the end of the year (AMFI, 2021).

In 2020, MFBs experienced a decline in profitability, with a net operating loss of 10 billion Kenyan Shilings compared to Ksh 0.7 billion in 2019. Despite this, buyers’ bonds grew by 8.6%. While the capital adequacy ratio declined from 15% to 14%, leverage ratio strengthened exceeding the regulatory requirements of 10% and 12% respectively (CBK, 2020). In the three years prior to 2020, MFBs recorded combined pre-tax losses totaling Six hundred twenty-two million Kenyan shillings, one point four billion Kenyan shillings, and three hundred thirty-nine million Kenyan shillings. Of the 14 MFBs operational as at the time, 4 were profitable, while 9 incurred losses, with Kenya Women Microfinance Bank PLC reporting the largest loss of Ksh 525 million (CBK, 2019). 

In the past few years, microfinance institutions have exhibited deficiencies in financial performance, particularly regarding profitability. At the conclusion of the 2017 fiscal year, ROA was -0.9%, down from -0.5% in 2016.  (CBK Supervision Report, 2017).  In 2018 and 2019, the MF Banks saw declines of -2% and -0.4%, respectively (CBK Supervisory, Report, 2019).  By the end of 2021, the ROA was reading a negative 1%, and by the end of 2020, it was reading a negative 12 3% (CBK Supervisory, Report, 2021).  According to the 2022 financial annual report, ROA had a 1% negative profitability rate (CBK Supervisory, Report, 2022). Specifically, the ROA declined from 22.7% in 2018 to 22.6% in 2019. The ROA remained at 22.6% in 2020 but further decreased to 21.7% in 2021. Notably, in 2022, the ROA saw an increase to 2.5% (CBK, 2022). 

There have been studies that have been carried out by scholars on both board characteristics as well as on profitability. Sheikh, Mutegi and Kiama (2021) investigated Kenyan microfinance institutions to determine how board composition influences financial performance and identified the ideal board size for achieving cost-efficiency and operational effectiveness. Ehugbo (2021) investigated how attributes of board affect the success of Nigerian microfinance institutions and found a significant association amongst features of board and microfinance bank return on assets. This study sought to examine the effects of board characteristics on profitability of microfinance banks in Kenya.
1.3 Objectives of the Study

i. To examine the effect of board age on profitability of microfinance banks in Kenya.
ii. To examine the effect of board education on profitability of microfinance banks in Kenya.

iii. To determine the effect of board activity on profitability of microfinance banks in Kenya.

iv. To examine the moderating effect of capital regulation on the relationship between board characteristics and profitability of microfinance banks in Kenya.

1.4 Research Hypotheses
The below listed null hypotheses guided the study:

HO1: Board age has no significant effect on profitability of microfinance banks in Kenya.
HO2: There is no significant effect that board education has on profitability of microfinance banks in Kenya.
HO3: Board activity has no significant effect on profitability of microfinance banks in Kenya.
HO4: Capital regulation has no moderating effect on the relationship between board characteristics and profitability of microfinance banks in Kenya.
2.1 Theoretical Review
2.1.1 Agency theory
Agency concept which explores the association amongst owners (principals) and managers (agents) in organizations was advanced by Jensen and Meckling (1976). It explores how principals delegate authority to agents and the potential ethical dilemmas. This agency relationship is essentially a contractual agreement where owners empower managers to make decisions on their behalf. Managers (agents) who are contracted by shareholders (principals), are vested with the responsibility of running business affairs while ensuring the achievement of optimum performance and maximization of shareholders’ wealth (Akims, Omagwa & Mungai, 2020). Board of directors are expected to act in line with the interests of their principals (Akims, Akims & Pyoko, 2023). Rashid (2013) argues that agency theory is significant considering it recognizes the constant conflict of interest amongst the governing body and shareholders. As a result, stakeholders continually strive to scrutinize the impact of different administrative approaches on the realization of their desired outcomes. Agency theory is a fundamental idea in business administration that investigates the connection amongst executives and shareholders and how their competing interests affect choice-making and business outcomes. The impact of managerial decisions on financial performance can be viewed from the lens of agency theory.  Effective governance mechanisms, such as robust monitoring systems and performance-based compensation align these managerial actions with the interests of shareholders (owners) (Naira & Akims, 2026). However, agency costs associated with monitoring can sometimes be high which depletes the revenues of banks (Akims, 2020).
2.1.2 Stakeholder Theory
The stakeholder theory was propounded by Freeman (1984), but can be tracked to the days of Adam Smith's theory of moral feelings. According to Adam Smith's ethical feelings theory (1759), values are based on two types of initiatives: the spectator's attempt to empathize with the sufferer's feelings and the sufferer's attempt to reduce how they feel to a degree that the observers can understand (Bennett 2017). Freeman (1984) set the standard for the stakeholder theory, which views the firm and its management as intrinsic entities. Freeman called for company executives to engage with stakeholders. Freeman underscored the significance of integrating stakeholder considerations within corporate strategic frameworks. The stakeholder concept has broadened to encompass diverse individuals and institutions, with stakeholders defined as entities holding legitimate interests or investments in organizational or project outcomes. Freeman (2017) defined stakeholders as individuals or groups who are crucial to a company's survival and success. Stakeholder theory highlights the necessity of companies taking into account the demands of every stakeholder, aside from investors. When examining board characteristics through this lens, it becomes clear that a diverse and inclusive board can lead to more comprehensive decision-making. 
2.1.3 Capital Buffer Theory

The forerunners of the concept are considered to be Rob and Calem (1996). The concept's central notion is that financial institutions ought to preserve an appropriate quantity of capital over their statutory minimal standards to protect against unanticipated financial costs. The additional principal is acknowledged as a financial cushion. The goal is to withstand deficits throughout times of monetary strain, eliminating the necessity for financial institutions to reduce lending or seek additional financing from outside parties (Calem & Rob, 1996). Banking institutions aim at holding higher capital levels above the recommended level (Akims, Akims & Akims, 2023). The capital buffer theory emphasizes the importance of setting adequate capital requirements to mitigate risks and enhance bank resilience. While maintaining higher capital buffers can increase a MFB’s stability, it may also reduce short-term profitability due to the cost of holding excess capital. In the long run, microfinance banks with strong capital bases are more resilient to economic shocks and better equipped to sustain profitability. Effective implementation of capital buffer theory through appropriate capital regulation can assist the banking industry in striking a balance amongst risk management, stability, and profitability. This theory was employed to underpin Capital regulations the moderating variable.

2.3 Empirical Review   

2.3.1 Board Age and Profitability
Bin, Ayub, and Ullah (2020) did research and examined the board diversity and how it relates to the functioning of Chinese registered companies. Using upper echelon concept together with the resource-based theory as frameworks, the study analyzed data that was obtained from that SSE 180 of Shanghai as well as 100 index Shenzhen companies between the years 2007 to 2016. To address potential endogeneity issues, two models that includes fixed effects alongside dynamic panel generalized method of moments (GMM) estimation were employed. After accounting for other variables, the findings indicate that neither age diversity nor independence diversity significantly influence market-based or accounting-based firm performance among Chinese A-listed companies on the Shanghai SSE 180 and Shenzhen 100 indices. However, since the study was conducted within the Chinese context, it does not reflect conditions outside that geographical setting, thereby creating a contextual gap. The present investigation intends to address this gap by examining these dynamics within the Kenyan context. 

Sheikh et al. (2021) analyzed micro lenders in Nairobi County to see how board makeup affects financial performance. The study involved 351 directors, chief executive officers, and inspectors of 25 micro-credit establishments. Primary data was gathered from 187 randomly selected participants utilizing the Yamane sampling method. Secondary information was collected from twenty-five micro lenders in Nairobi County using quarterly publications and publicly accessible accounting records.  The primary data collection was executed via a drop-and-pick questionnaire administered to the participants. The result demonstrated that the board age of Microfinance Institutions (MFIs) significantly enhances their financial outcomes. The findings propose that MFIs in Nairobi County gain advantages from having a heterogeneous board of directors, comprising seasoned members, which results in superior financial performance. The study time frame did not cover recent development in the microfinance sector leaving a gap with regards to time scope. The ongoing inquiry sought to incorporate recent developments in the sector. 
In their empirical research, Le and Nguyen (2023) explored the correlation between board attributes and earnings manipulation practices among Vietnam's non-financial companies. Data collection from Vietstock encompassed 763 firms operating on HNX and HOSE stock exchanges throughout the 2009-2018 timeframe. The analytical framework incorporated pooled OLS, fixed effects, random effects, and GLS regression models to assess the research data. After analyzing the data, the research discovered that board age was significantly associated with earnings management, with more experienced members of board having more propensity to indulge in downward earnings management. Factors such as concentration of ownership alongside financial leverage, were also found to influence earnings management. The previous study emphasized earnings management as the outcome variable, thus overlooking other critical dimensions of firm effectiveness. To fill this conceptual gap, the present investigation adopted profitability as its dependent variable.
2.3.2 Board Education and Profitability
Fernández-Temprano and Tejerina-Gaite (2020) explored how board diversity impacts corporate performance. The study used different theoretical frameworks and data regarding the make-up of boards of directors in non-monetary Spanish companies to quantitatively investigate how board diversity and performance relate between the years 2005 down to 2015. The findings indicated that educational heterogeneity within board supervision negatively influences performance metrics, specifically ROA and market-to-book equity ratios. Nevertheless, this investigation concentrated on the Spanish context, creating a geographical research gap, whereas the present study examined the Kenyan environment.

Sheikh et al. (2021) performed research on microfinance firms in Nairobi County to study whether there is a connection amongst makeup of board with financial performance. This research drew data from 351 professionals including directors, chief executives, and financial auditors across twenty-five microfinance institutions. Using Yamane’s sampling technique, 187 participants were randomly selected to provide data. Secondary data were gathered from financial periodicals and publicly available financial statements. The research discovered a substantial positive association between microfinance firms' governance frameworks and their fiscal viability. Results of the analysis suggest that MFBs in Nairobi County benefit from having a diverse board of directors, including professional members, which leads to improved financial outcomes. This study however was carried out in 2021 hence recent realities in the sector could not be captured. The current study looked to cover recent realities.
Kinyangi et al. (2023) examined how governance structure relates with financial condition in Kenyan MFBs. The prior investigation, grounded in agency theory, involved a causal analysis of all 14 Kenyan microfinance banks. Utilizing secondary data from CBK for the period 2018–2022, analyzed using descriptive and inferential statistics. Based on analysis it was discovered that board education rationalizes the dissimilarity in financial condition up to 16.08%. The researchers recommend that shareholders prioritize board member diversity. The previous study left theoretical gap as the theories underpinning it was limited to agency theory while Agency theory, capital buffer theory, and stakeholder theory acted as the guiding principles that support the present investigation.
2.3.3 Board Activity and Profitability
Araoye and Olatunji (2019) investigated whether there is an association that exist amongst board activity with the financial success at insurance firms in Nigeria. The inquiry analyzed data from 15 publicly quoted insurance businesses on the NSE, covering the year 2006-2017. Using panel data regression and descriptive statistics, the researchers discovered the correlation between board activity frequency with financial performance was insignificant as evaluated by ROE, ROA as well as Tobin's Q. Although relevant, the prior inquiry was centered in Nigeria and did not focus on MFBs, thereby presenting a contextual gap. The present investigation was centered on Kenyan MFBs.
Anyigbah, Kong, Edziah, Ahoto, and Ahiaku (2023) investigated the link amongst board characteristics and corporate social responsibility (CSR) disclosure in Chinese firms. Specifically, the study examined the link amongst the frequency of board activity and the three dimensions of CSR— social, environmental, and economic. Using Fully Modified Ordinary Least Squares (FMOLS) and Dynamic OLS models, the researchers analyzed data from 9,842 annual reports of firms listed on the Shanghai and Shenzhen stock exchanges between 2006-2019. The outcome revealed that more frequent board activity were favourably linked with enhanced long-term information disclosure to stakeholders, suggesting a favorable impact on CSR reporting. However, the inquiry primarily centered on CSR, thereby leaving a conceptual gap. The present investigation intends to address this gap by examining the link amongst board characteristics and profitability.
Ezeani, Salem, Usman, Kwabi and Bilal (2023) explored the link amongst board attributes and corporate cash reserves across three European markets. Utilizing 2,805 firm-year observations spanning 2009-2019 from the United Kingdom, Germany, and France, the research examined how board activity frequency and gender diversity influence cash retention strategies. The findings indicated that board composition significantly affects corporate cash management practices within these European contexts. The research did however focus on European firms leaving a contextual gap, the current research on the other one explored the applicability of these findings to the Kenyan context. 

2.3.4 Capital Regulation, Board Characteristics and Profitability
Irani, Iyer, Meisenzahl and Peydro (2021) studied the link amongst bank capital regulation enforcement and shadow banking emergence within the United States business credit market. The research drew from the Shared National Credit Program (SNC) as its fundamental data source. The collected information included confidential details on syndicated loans over $20 million that are collectively managed by several federally monitored financial institutions, incorporating both newly issued and purchased loan agreements. Data were collected annually on December 31 for both new and existing loans that satisfied the inclusion criteria. The Shared National Credit (SNC) Program has maintained detailed records on syndicated loans since 1977; however, to enhance data reliability, the analysis was restricted to data from 1993 onwards. The study revealed that banks with lower capital levels retained fewer loans, particularly those associated with higher capital requirements and during periods of capital constraint. This decline in loan retention coincided with increased involvement from non-bank lenders. Nevertheless, the prior inquiry was centered on United States, thereby introducing a geographical contextual gap. The recent inquiry addressed this gap by exploring similar dynamics within the Kenyan context. 

Haselmann, Kick, Singla and Vig (2022) investigated how capital regulations affect the liquidity of corporate bonds in the German financial market. Using a proprietary transaction-level dataset, they analyzed the effects of the 2011 European Banking Authority capital exercise, which required certain banks to increase their capital. The inquiry found that affected banks reduced their inventory holdings, increased the frequency of trades, and decreased the average trade size. While non-bank affiliated dealers became more active, they could not fully offset the reduced liquidity. The observed effects were particularly pronounced for banks facing larger capital deficits, those trading in lower-rated bonds, and banks that had traditionally served as key market-makers. Unlike the previous study, which treated capital regulation as an independent variable, the present research considered it as a moderating variable.
Jagirani, Lim and Kosim (2023) explored the moderating influence of capital regulatory frameworks on the link amongst board attributes and firm valuation among publicly traded Pakistani banking institutions. The researchers analyzed 560 semi-annual observations spanning 2009-2021, utilizing multiple regression analysis and panel data methodologies. The research outcomes indicated that enhanced capital regulation both directly enhances firm value and substantially influences its correlation with board characteristics. This investigation focused on Pakistani market conditions, whereas the proposed study examined Kenyan market dynamics.
3.1 Research Methodology
3.2 Research Design
As per Mugenda & Mugenda (2013), research design is a road plan and blueprint that outlines the study technique. It provides a mechanism for addressing a research hypothesis through a structured plan for data collection, analysis, and measurement. The framework devised by the researcher is utilized to formulate responses to research questions and hypotheses. The inquiry deployed descriptive design for the research. As noted by Kothari (2004), descriptive research allows for the systematic observation and documentation of phenomena without influencing the variables under investigation. This approach is particularly suitable for the investigation, which seeks to explore the relationship amongst board attributes and profitability in a comprehensive manner.

3.3 Empirical Model  

The data to be used is a time series data which involves record from different time periods. The data is also made up of independent variables that includes; board age, board education and board activity the explained variable which is profitability and moderating variable which is capital regulation. The effect of these features was determined via panel regression model. The model’s equation is:

PR it = β0 + β1BAit + β2BEit + β3BTit+ εit
Where:

PR = Profitability
BA = Board Age
BE = Board Education
BT= Board Activity
β0= Intercept 

i= MFB
t= Time Period

β 1, β 2, … β3= Estimated Parameters

ε = Error Term.

Direct effect

PR it = β0 + β1BAit + β2BEit + β3BTit+ εit……………………………..3.1

Where:

PR = Profitability

BA = Board Age

BE = Board Education

BT= Board Activity

β0= Intercept 

i= MFB

t= Time Period

β 1, β 2, … β3= Estimated Parameters

ε = Error Term.

Moderating Effect

Equation I
PR it = β0 + β1BAit + β2BEit + β3BTit + β4(CR)it + εit-----------------------------3.2

Where:

PR = Profitability

BA = Board Age

BE = Board Education

BT= Board Activity

CR= Capital Regulation
β0= Intercept 

i= MFB

t= Time Period

β 1, β 2, β3… β4= Estimated Parameters

ε = Error Term.
Equation II
PR it = β0 + β1BAit + β2BEit + β3BTit + β4(CR)it + β5((BA* CR) it) + β6((BE* CR) it) + β7((BT * CR) it) + εit ---------------------------------------3.3

Where:

Where:

PR = Profitability

BA = Board Age

BE = Board Education

BT= Board Activity

BR= Bank Regulation

β0= Intercept 

i= MFB

t= Time Period

β 1, β 2, β3… β7= Estimated Parameters

ε = Error Term.

3.5 Target Population

Population refers to the specific objects, items that an investigator reduced by a particular study and complies with criterion predetermined by the researcher (Cooper & Schindler, 2009). The population of interest included fourteen14 microfinance Banks in Kenya. During the study period (2019–2024), a total of 14 microfinance banks were included in the study unit of analysis owing to their presence. Also current executive management and MFBs financial stats data are well-known.
3.6 Sampling Design

The selection of a sample involves identifying a smaller group from a larger population to allow for meaningful and accurate inferences. A census of Kenya's fourteen 14 microfinance banks (MFBs) was undertaken. Mugenda and Mugenda (2013) similarly contended that a census approach is appropriate when dealing with a small population.

DATA ANALYSIS AND DISCUSSION

4.1 Introduction

This section describes the empirical framework under which this study's findings are presented. Again, this section refers back to the primary research objective: to consider the moderating role of capital regulation in the connection involving board's features and financial outcomes. The connection between this section and the preceding one rests upon the interpretation of methods placed in the results section in the preceding. This section acts as the roadmap through which the entire process from data gathering to the interpretation of results lies. The outcomes are obtained from descriptive, correlation, diagnostics and regression analysis.  

4.2 Descriptive Analysis

This segment provides the descriptive statistics of the data on board characteristics (including age, education and meetings), ratios based, capital regulation, or profitability ratios (such as return on assets). The analysis provides insight into the average structure of the typical Kenyan MFB in terms of average composition and overall levels of adequacy over this period of study. There are values that appear as outliers in the data from the banks that may affect the analysis of the next stage. The outcomes are contained in Table 1.

Table 1 Descriptive Results

	Variable
	Obs
	Mean
	Std. Dev.
	Min
	Max

	Profitability
	80
	-.0830608
	.1400848
	-.58382
	.03904

	Board Age
	82
	.9287879
	.1542316
	0
	1.054545

	Board Education
	82
	.5417551
	.1604471
	.2222222
	.9

	Board Activity
	82
	.7880952
	.1329958
	0
	1.2

	Capital Regulation
	81
	.096582
	.2734064
	-.97581
	.61411


Source: Researcher (2025)

Table 1 shows profitability which display the mean of -0.0830608 with a figure of 80 observations. The standard deviation value is 0.1400848 and it has a range of between -0.58382 and 0.03904. The negative mean value shows that the Kenyan microfinance banks have an overall operating loss. Such numbers are indicators of institutional challenges, potentially in the form of ineffective governance or regulatory constraints that reduce the potential of revenue. These finding are consistent with Elmi (2018), who established that the average figure of the return on assets is -0.025788 in the Kenyan microfinance banks, which the researcher attributes to governance issues. A greater loss was reported by Akims (2021), which has a mean of return on equity of -0.44, suggesting that prudential regulation is not significant in reducing these deficits. 

In terms of board age, the mean age is 0.9287879 which is based on 82 observations with a standard deviation of 0.1542316. Ages range from 0 to 1.054545. This can be interpreted as a mature, fairly homogenous board. Experience can be helpful; however, due to a generation gap, creative decision-making that can increase the profitability might not be performed. The older boards might be conservative in their approaches that meet the capital requirements and not as responsive to market changes. Talavera et al. (2018) revealed a negative association involving diversity in board age and the profitability and it is even possible that the concept of uniform age may also be a drawback. 

The mean of board education variable is 0.5417551 from 82 observations, standard deviation of 0.1604471, and a range of 0.2222222 to 0.9. This is probably the percentage of members of the board who have obtained higher education. The average academic level might enhance strategic management and regulatory adherence, which might improve the profitability. Variability between banks may, however, diminish the benefits of consistent governance. According to Mersland and Strmo (2009) there was a positive linkage involving board education and performance in a global microfinance environment whereas Galema et al. (2012) reported no significant relationship between profitability and board education after accounting other influencing factors such as the size. 

Board activity had a mean of 0.7880952 times per period with a small standard deviation of 0.1329958 and a range of 0 to 1.2. This implies an average but limited meeting frequency. Meeting regularly is a good practise of good governance but its narrow scope can be indicative of complacency, which may not be adequate in dealing with dynamic regulatory pressures or profitability issues. According to De Andrés and Vallelado (2008), there was a positive and insignificant connection involving the performance and the meeting frequency. Conversely, Elyasiani and Zhang (2015) discovered that an increase in the frequency of meetings enhances performance in Nigerian banks and query whether the low frequency is sufficient to sustain profitability. 

The outcome of capital regulation has a mean of 0.096582, a standard deviation of 0.2734064 and a range of -0.97581 to 0.61411. The small positive mean and high variation are an indication of lack of homogeneity in compliance with capital adequacy norms that may restrict lending and impact profitability. These regulatory limitations may be alleviated through good governance, yet the statistics show that they are still vulnerable. The study of Akims (2021) proved that capital regulation is not a significant factor that can influence profitability, which means that there are no strong reasons to believe that more strict regulations are detrimental to financial performance.

4.3 Correlation Analysis

This subsection examines the nature of the linear associations between the individual independent variables (board variables), the moderator variable (capital regulation), and the dependent variable (profitability) through correlation analysis, commonly done through Pearson correlation. This provides a diagnostic test whereby this analysis sought to establish if banks with more characteristics tend towards bigger ratios of either capital or profitability before more advanced modeling. This test also identifies strength and direction of the variables association, likewise whether the strength is significant or not. The outcomes resulting from this analysis is documented in Table 2.

Table 2 Correlation Results

	
	Profitability
	Board Age
	Board Education
	Board activitys
	Capital Regulation

	Profitability
	1.0000
	
	
	
	

	Board Age
	-0.0707

0.5332
	1.0000
	
	
	

	Board Education
	-0.0940

0.4068
	-0.1067

0.3400
	1.0000
	
	

	Board Activity
	0.0875

0.4402
	-0.1082

0.3332
	0.2099

0.0584
	1.0000
	

	Capital Regulation
	-0.2809*

0.0121
	-0.1179

0.2946
	0.2112

0.0584
	-0.0201

0.8586
	1.0000


Source: Researcher (2025)

Table 2 depicts the existence of inverse but insignificant connection involving the board age and the profitability among Kenyan microfinance banks (coefficient -0.0707, p=0.5332). It unveils that the variation in average age of the board members is not significant in impacting profitability. On a larger scale of the backdrop of board features and capital regulation, the results can be used to imply that other demographic features like age might not be as crucial as other governance aspects. This observation aligns with Bin Khidmat, Ayub and Ullah (2020) who established that age insignificant impact performance of firms depending on the level of diversity in Chinese listed firms, which further supports the perception that age is a neutral variable. Conversely, Sheikh et al. (2021) found a considerable positive impact of the board age on the financial performance of Kenyan microfinance institutions, which may have contextual variation, and therefore it is worth conducting further research. 

In terms of board education, analysis shows that there is inverse and insignificant correlation involving board education and profitability (coefficient -0.0940, p = 0.4068). In this way, it is unlikely that the ratio of high-educated board members contributes to profitability positively, so the formal qualifications can be ineffective without any practical skills or strategic implementation in the microfinance industry. This is consistent with Fernandez-Temprano and Tejerina-Gaite (2020) who unearthed that educational heterogeneity is a negative factor to return-on-assets in Spanish non-financial firms. Contrarily, Kinyangi et al. (2023) found a positive effect with board education explaining 16.08 ill-defined variance of financial performance in Kenyan microfinance banks, and thus, discrepancies that may be a result of measurement or sample variation. 

Board activity measured by the number of board activity and profitability are positively but insignificantly correlated with board activity (coefficient 0.0875, p 0.4402). This connotes that the frequency of meetings has minimal positive direct impact on profitability, which may be inefficiencies or redundant talks in the Kenyan banks in the microfinance sector. Regular or infrequent meetings may not be able to meet the challenge of profitability in the environment of board characteristics and capital regulation. A similar lack of significance of meeting frequency with return-on-assets was found in Nigeria insurance companies by Aaroye and Olatunji (2019). Meanwhile, Ezeani et al. (2023) concluded that there are substantial impacts of meeting frequency on corporate cash holdings in European markets which suggests that there might be an indirect effect which may not be the same in microfinance institutions. 

Capital regulation has an inverse and major nexus with profitability (coefficient -0.2809, p=0.0121). Stiffer capital requirements can either limit lending or increase compliance costs, which would strain the profitability of Kenyan microfinance banks. This brings out capital regulation as the softening factor on the influence of board features. As noted by Irani et al. (2021), capital regulation has an indirect impact of decreasing loan retention and augmenting shadow banking in the United States, which is an indicator of profitability issues. Conversely, Jagirani, Lim, and Kosim (2023) found that improved capital regulation has a direct positive effect on firm value in Pakistani banks, indicating that regulatory gains can be obtained in longer terms or in other institutional settings. Given this, it is essential to decide the effect of these variables on profitability as correlation does not imply an effect relationship hence, the need for regression analysis.

4.4 Diagnostic Tests

Before delving into interpreting the results from the regressions done in this thesis, this segment explains the pre-estimation and post-estimation tests performed to ascertain that the data complies with the axioms of Ordinary Least Squares or panel data models. This asserts that the estimators are Best Linear Unbiased Estimators (BLUE), hence making sure that the outcomes obtained are not plausibly affected by data inaccuracies or model specifications. The tests performed include autocorrelation, heteroscedasticity, hausman, multicollinearity, normality and stationarity tests.  

4.4.1 Autocorrelation Test

This test examines if there are serial correlations in the error terms of the time-series data of the MFBs over each time period. The research applies the Breusch-Godfrey test statistic in testing if the profitability shock in a particular year has an impact upon the error terms in the next year. This issue of autocorrelation is corrected in this research to avoid the standard errors being underestimated. The existence may result in the significance of the predictors in this research being incorrect if not corrected. The findings are detailed in Table 3.

Table 3 Breusch-Godfrey Test Results

	F-statistic
	7.270950
	    Prob. F(2,72)
	0.0013

	Obs*R-squared
	13.27461
	    Prob. Chi-Square(2)
	0.0013


Source: Researcher (2025)

Table 3 indicates that the model displayed a considerable serial correlation as demonstrated by large F-statistic of 7.270950 with p -value of 0.0013 and corresponding chi -square probability of 0.0013. This null hypothesis could not succeed, and this result would invalidate hypothesis tests and bias standard errors. However, the problem was solved with the aid of robust standard errors estimation, which are not only resistant to heteroskedasticity but also to autocorrelation with a limited number of clusters in panel data and generate homogenous and unbiased standard error regardless of whether the correlation is serial up to a specified lag. This estimation resulted in consistent inference about the relations between board characteristics, capital regulation, and profitability. 

4.4.2 Normality Test

This part discusses the testing of the goodness-of-fit of the normal distribution of the residuals in the regression model: this is necessary for hypothesis testing. The Shapiro-Wilk test was utilized in testing if there are MFBs with symmetrically distributed financial data. The violation of normality could result in transformations being necessary in assessing the validity of subsequent calculations of the F-test and t-test statistics. Given this, the outcome is obtainable in Table 4. 
Table 4 Normality Test Results

	Variable
	Obs
	W
	V
	z
	Prob>z

	Profitability
	80
	0.74169
	17.730
	6.300
	0.00000

	Board Age
	82
	0.40986
	42.165
	8.221
	0.00000

	Board Education
	82
	0.98018
	1.388
	0.720
	0.23578

	Board Activity
	82
	0.83094
	12.079
	5.474
	0.00000

	Capital Regulation
	81
	0.83410
	11.504
	5.356
	0.00000


Source: Researcher (2025)
Table 4 indicates that the dependent variable profitability, board age, board activity, and capital regulation are significantly non-normally distributed (p= 0.00000 each), whereas board education are normally distributed. The non-normality of the residues or the key variables can skew the normal inference via the least squares. This issue was solved by utilizing robust standard errors estimation and resistant to the breach of normality, heteroskedasticity and autocorrelation. As a result, the coefficient estimations and p-values are robust and asymptotically sound even in the case of the violation of the normality assumption keeping the research outcomes valid on the characteristics of boards, capital regulation, and profitability in Kenyan microfinance. Also, the issue of non-normal distribution may not be a concern since the total observations for the variables are above 30, the study by Akims (2016) also upheld this position.
4.4.3  Stationarity Test

Owing to the long-term data nature, this section conducts tests on the existence of unit roots in order to confirm that the data shows stability in terms of mean and variance over time. This helps in avoiding spurious results in regressions. The existence of stationarity helps validate the hypothesis that the linkage involving board characteristics and the MFBs performance is attributed not only to trend but also is supported by stationarity. Fisher-Type test with the result captured in Table 5 was applied.
Table 5 Stationarity Test Results

	Variable
	Statistic
	p-value
	Comment

	Profitability
	113.3037
	0.0000
	Stationary

	Board Age
	42.3466
	0.0402
	Stationary

	Board Education
	98.0180
	0.0000
	Stationary

	Board activity
	49.7821
	0.0000
	Stationary

	Capital Regulation
	166.9426
	0.0000
	Stationary


Source: Researcher (2025)

Table 5 results of the Fisher-type unit root test indicate that there is no rejection of non-stationarity by all variables (p < 0.05). This is an affirmation that the profitability, board age, board education, board activity, and capital regulation variables remain at level. This means that there is no need to differentiate the series or to co-integrate, the initial levels are safe in the panel regressions which test the hypotheses of board features and capital regulation on the profitability of Kenyan microfinance banks. 

4.4.4 Heteroscedasticity Test

This test evaluates if the residual variance is stable or not versus the size of banks (homoscedasticity or heteroscedasticity). The presence of significant cross-sectional variations in the asset base of Kenyan MFBs makes testing based upon the Breusch-Pagan test relevant in this context in order to retain efficiency in the model. The utilization of robust standard errors is necessary if there are observed variations in the variance of the error terms. Results from this test are recorded in Table.6.

Table 6 Heteroscedasticity Test Results

	Breusch-Pagan test for heteroskedasticity 

	Ho: Constant variance

	Variables: fitted values of Profitability

	chi2(1) = 2.01

	Prob > chi2 = 0.1567


Source: Researcher (2025)

In Table 6, the Chi-square takes the parameter of 2.01 and the significance of 0.1567, indicating non rejection of the null statement of constant variance at level 5 percent. This means that the first OLS residues are homoskedastic. In order to protect against the possibility of an undetected heteroskedasticity, common among panel financial data, and to correct the autocorrelation found thus far, the study employed robust standard errors. These strong errors remain stable even with the occurrence of heteroskedasticity, autocorrelation, and cross-sectional dependence, providing firm estimate of coefficients and p-values of the relationships between board characteristics, capital regulation and profitability. 

4.4.5 Multicollinearity Test

This test assesses if correlations between the independent variables (such as age, education and meetings) are too high, hence creating challenges in determining the individual ceteris paribus effect on profitability. By calculating the Variance Inflation Factor (VIF), the research confirms if the variables regarding the board are individual predictors of the profitability. For example, if the values are below the common levels 5, there are no problems in differentiating the individual effects from the regulation of capital. Outcomes from this analysis are documented in Table 7.

Table 7 Multicollinearity Test Results

	Variable
	VIF
	1/VIF

	Board Education
	1.10
	0.905077

	Capital Regulation
	1.07
	0.934001

	Board Activity
	1.06
	0.943257

	Board Age
	1.03
	0.970146

	Mean VIF
	1.07
	


Source: Researcher (2025)

The VIF diagnostics of Table.7 have the values between 1.03 and 1.10, the average of VIF of 1.07. These are much lower than the typical 5 indicating that there is no issue of multicollinearity between board age, board education, board activity, and capital regulation. Low VIF values implies that every regression coefficient is robust and accurately estimated, which means that the unique impact of all variables can be interpreted on the bank profitability without bias due to high inter-predictor correlation. 

4.4.6 Model Specification Test

Model specification test validates the appropriateness of the regression equation in terms of not excluding significant variables and appropriately modeling functional forms. Through the use of tests like the Hauman test, the research validates if there indeed operates a linear relationship between board characteristics factors and profitability, ensuring that the derived coefficients are not distorted by misspecifications. Based on this, the test determined whether the random or fixed effect model is suitable for the analysis with the outcome of the analysis reported in Table.8.

Table 8 Hausman Test Results

	
	(b)

Fixed
	(B)

Random
	(b-B)

Difference


	sqrt(diag(V_b-V_B))

S.E.



	Board Age
	-.0732384
	-.095948
	.0227095
	.0558954

	Board Education
	.0243067
	-.0706559
	.0949626
	.2808513

	Board Activity
	.0429906
	.0816673
	-.0386767
	.041029

	Chi2(3)
	2.47
	
	
	

	Prob>chi2
	0.4804
	
	
	


Source: Researcher (2025)

The Hausman test of Table 8 gives a chi squared at 2.47 and a significance of 0.4804, therefore the null statement is acknowledged that the random -effects estimator is consistent. The random-effects model is thus suitable and it was employed to carry out the primary analysis of the relation involving board characteristics and capital regulation and the profitability. Together with the robust standard errors, this specification generates strong and efficient estimates that can adequately explain unobserved heterogeneity among all the fourteen microfinance banks. 

4.5 Regression Analysis

Regression analysis discusses the main inferential statistics in relation to testing the hypotheses under examination through regression analysis. The segment discusses model selection approaches (such as Fixed Effects or Random Effects based upon the Hausman test outcomes) in interpreting the significance of profitability in terms of the laid model factors.

4.5.1 Direct Effect Model Analysis

At this stage, the nexus involving the board measurements (age, education and meetings) and the profitability of MFBs (dependence variable) is highlighted in the absence of the moderator variable. The result is interpreted in terms of the significance of various factors like the age, education and meetings of the board in contributing towards profitability through the baseline main effects model. The reported outcomes are captured in Table 9.

Table 9 Direct Effect Model Results

	Profitability
	Coef.
	Robust 

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

	Board Age
	-.095948
	.1509951
	-0.64
	0.525
	-.3918929
	.1999969

	Board Education
	-.0706559
	.1093517
	-0.65
	0.518
	-.2849813
	.1436695

	Board Activity
	.0816673
	.0234468
	3.48
	0.000
	.0357124
	.1276222

	_cons
	-.0192082
	.1683816
	-0.11
	0.909
	-.34923
	.3108136

	Wald chi2 (3)
	27.34
	
	
	
	
	

	Prob > chi2
	0.0000
	
	
	
	
	

	R-Square
	0.0217
	
	
	
	
	


Source: Researcher (2025)
Table 9 direct-effect Model examines the board characteristics (age, education, and meetings as a proxy of activity) and profitability (ROA) of these banks. The moderating role played by capital regulation is absent in this model. The Wald chi-square(3) value of 27.34 and the significance of 0.0000 designates that the overall model is statistically significant and therefore the characteristics of board together are explained by the profitability factor. Nevertheless, the R-square is only 0.0217 (2.17%) and it signifies that the entire model describes a small segment of the changes in profitability. The low R-squares are typical of the panel data regressions of financial performance in the developing markets, where numerous external variables, including macroeconomic conditions, competition, or firm risks, influence results (Kinyangi et al., 2023; Le, 2023).

The board age coefficient is negative, that is, -0.095948, but with a significance value of 0.525. This shows that there exists insignificant influence on profitability. A one-year change in the mean board age (e.g. 50 to 51 years) would decrease profitability only by 0.0959, which is not statistically significant. As a result, the null assumption that board age insignificantly determines profitability is accepted. The age of the older board members could be one of the reasons which could be balanced by the unwillingness to innovate in the microfinance sector which is evolving rapidly. The conclusion is similar to Bin, Ayub and Ullah (2020) who concluded that the age diversity did not have any substantial impact on the firm performance in Chinese listed companies, but not similar to Sheikh et al. (2021) who concluded that the board age had a major positive impact on the performance financially of these Kenyan institutions. 

Board education has an inverse parameter of -0.0706559 and a significance of 0.518. Board education, therefore, does not affect profitability in a statistically significant way. A surge in board members percentage possessing pertinent industry knowledge (that is, 0.5 to 0.6) would reduce profitability only by 0.0707 and insignificant. As a result, the null claim is acknowledged implying that board education does insignificantly determine profitability. The level of formal education might not be relevant in providing practical financial skills in the microfinance situation in Kenya. The result is consistent with those of Fernandez and Tejerina (2020) who found that educational heterogeneity has an inverse and unimportant effect on ROA in Spanish non-financial firms. Conversely, Kinyangi et al. (2023) found that board education had an explanatory effect of 16.08 per cent on performance variation financially in these Kenyan banks. 

The coefficient of board activity is positive 0.0816673 with significance of 0.000, which denotes that the connection involving profitability and board activity is positive and is statistically important. A one-unit (e.g. 4 to 5 per year) increase in the number of meetings increases profitability by 0.08166. Thus, the untrue claim that board activity is of no significant effect on profitability is rejected. Meetings frequently are probably better in terms of monitoring, cooperation, and decision-making in an unsteady microfinance setting. This is consistent with the findings of Anyigbah et al. (2023) who established that board frequent activities are linked to higher long-term performance in Chinese firms but contradicts the findings reported by Araoye and Olatunji (2019), who established that meeting frequency is not significantly correlated with financial performance (ROA and ROE) in Nigerian insurance firms, which could be due to possible inefficiency in meeting quality.

4.5.2 Step One Moderating Effect Analysis

This step demonstrates the utilization of hierarchical regression analysis whereby the moderator variable capital regulation is included amongst the predictors or the composite of the predictors. The test examines if capital regulation is independently significant in the prediction of profitability after accounting for the traits of boards. This step provides information regarding the individual predictive capability of regulatory requirements before testing moderational hypotheses. The first step moderating effect results are recorded in Table 10.
Table 10 Step One Moderating Effect Results

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

	Board Characteristics
	-.0122835
	.013573
	-0.90
	0.365
	-.0388861
	.0143191

	Capital Regulation
	-.0879552
	.0483256
	-1.82
	0.069
	-.1826716
	.0067612

	_cons
	.1561538
	.2590074
	0.60
	0.547
	-.3514913
	.663799

	Wald chi2 (2)
	3.77
	
	
	
	
	

	Prob > chi2
	0.1515
	
	
	
	
	

	R-Square
	0.0932
	
	
	
	
	


Source: Researcher (2025)

The hierarchical moderation analysis gives the initial step in this table 9. The model is only entered with the main effects of an aggregated variable of board characteristics, and the moderator variable capital regulation (before adding any interaction term). Wald chi 2(2) = 3.77 with a significance of 0.1515 signifies that the general model is insignificant at the traditional levels (p > 0.05). Differently put, the changes in profitability of these Kenyan banks cannot be attributed to board characteristics and capital regulation in this step to a substantial amount. The R -square of 0.0932 (9.32) is not large, but it is greater than the 2.17 of the model’ direct effect. 

The regression parameter of board features is inverse (-0.0122835) having significance = 0.365, showing that board characteristics has a statistically independent negative effect on profitability. The effect increase in the overall board features score is a very small 0.0123 which point to the decrease in profitability. The coefficient of capital regulation is negative (-0.0879552) with significance of 0.069, not significant. This indicates that an increment of one percentage point of capital regulation is correlated with a decline of 0.088 in profitability. One potential sentence nature is that increased capital requirements compel Kenyan microfinance banks to retain more capital of low-yielding or zero-yielding capital rather than issuing profitable loans which causes a decrease in profitability in the short and medium term.
4.5.3 Step Two Moderating Effect Analysis

The second step in the analysis of moderation involves incorporating interaction terms (Board Characteristics*Capital Regulation) based on the claim that regulatory capital has moderating effects on the nexus involving the characteristics of the boards and profitability. The presence of a considerable interaction value indicates that the effectiveness of the boards in contributing towards profitability differs with the measure of regulatory capital requirements and hence carries substantive policy inferences regarding the requirements for regulation effect on the effectiveness of the boards in earning profits in Kenyan MFBs. The outcomes attributed to this analysis are noted in Table 10.

Table 11 Step Two Moderating Effect Results

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

	Board Characteristics
	-.0145545
	.0148305
	-0.98
	0.326
	-.0436218
	.0145128

	Capital Regulation
	-.4604453
	.9479317
	-0.49
	0.627
	-2.318357
	1.397467

	Board Characteristics *Capital Regulation
	.0193952
	.0492628
	0.39
	0.694
	-.0771581
	.1159486

	_cons
	.200139
	.2836921
	0.71
	0.481
	-.3558872
	.7561652

	Wald chi2 (3)
	3.87
	
	
	
	
	

	Prob > chi2
	0.2754
	
	
	
	
	

	R-Square
	0.0981
	
	
	
	
	


Source: Researcher (2025)

The conclusive step in the hierarchical moderation analysis indicated in Table 11 regarding the interaction term (Board Characteristics x Capital Regulation) was introduced to test the main hypothesis of the research. The Wald chi 2(3) =3.87 and the significance= 0.2754 indicate that the complete model is not significant. The addition of the interaction term results in a very minor increment in R-square by 9.32 to 9.81, justifying the fact that the addition of the moderation component adds almost no explanatory value. A low R-square in the range of 10 -100 is not rare in governance performance research on African or frontier-market financial institutions, where profitability is dominated by externalities (interest-spreads, bad loans, inflation, client-default rates, and mobile-money competition). The estimated parameter of board characteristics is negative (-0.0145545) having a sign. value =.326, which is insignificant and negative on the banks’ profitability. Under the condition of capital regulation and interaction being regulated, the direct influence of the overall board characteristics in profitability is not different from zero. The capital regulation coefficient turns out to be = -0.4604453 with a high p-value of 0.627 signifying the insignificant of the variable on banks’ profitability. 

The interaction coefficient is positive (0.0193952) with p-value of 0.694 (significantly higher than 0.05) regarding the interaction effect on the banks profitability. An increase in capital regulation by a one unit does not alter the slope of the capital regulation and board characteristics relationship significantly. Thus, the null premise that capital regulation does not moderate the bond involving the features of the boards and profitability is accepted. This may be due to the Kenyan microfinance setting, capital regulation seems to serve mainly as a binding mechanism that influences all banks comparatively instead of differentially enhancing or diminishing the effect of board quality on performance. This outcome is consistent with the larger finding in African banking research (such as Muhanji, 2020; Kinuthia, 2020) that stringent capital requirement may have little or no moderating impact on governance effects with little variation in board quality amongst institutions. Mirichii, Akims, Mbugua and Nyachae (2023) found that capital adequacy has insignificant effect on financial performance of deposit taking SACCOs in Kenya. However, it is in contrast to Jagirani, Lim & Kosim (2023), who discovered that capital regulation had an important effect on the board characteristics-firm value relationship in Pakistani listed banks and with Tripathi, Goodell, Madhavan and Kumar (2024), who unearthed a considerable moderating value of the capital structure in the Pakistani firms.

5.1 Conclusion 

The study has explored the association of board traits and capital regulation with the profitability of the microfinance banks in Kenya to the full extent. With regard to age of board, the findings indicated that it has a negative, albeit insignificant, effect on profitability, and hence the conclusion is that the average age of directors does not have any significant effect on profitability in this industry, whether negative or positive.

On board education, the results indicated that a negative and non-significant effect was experienced on the profitability. It can thus be concluded that the percentage of the board members possessing the appropriate knowledge on the industry shows no statistically significant effects on the profitability of the Kenyan microfinance banks.
In terms of the board activity, the analysis revealed that the nexus involving the frequency of board activities and the profitability is positive and statistically significant. The conclusion is that board activity is a key governance process that positively correlates with profitability of Kenyan microfinance banks, presumably by exerting better oversight, decision-making and strategy alignment in a timely manner.

Both interaction term and the entire moderated model were not significant on the moderating role of capital regulation. The research thus finds that, though capital regulation is very vital in terms of stability and compliance, its effect is not found to be significant in enhancing or reducing the power of board characteristics on profitability within the Kenyan microfinance banking environment. It seems that such factors as board characteristics and capital adequacy requirements are not the main drivers of profitability.
5.2 Recommendations 

According to the empirical results, the targeted recommendations are presented as it concerns the specific actors:

The Nomination and Remuneration Committees are advised to keep on recruiting directors with age profiles and good knowledge of the industry but at the same time should not focus too much on age and formal qualifications because even with these qualifications directors will not bring about profitability gains but rather those who are active and contribute during meetings should be given priority.

Shareholders and Boards of Microfinance Banks ought to officially enhance the minimum number of board activity annually (which currently is often 46) and that board activitys are structured, documented, and fairly concentrated on strategic control, risk management, and performance assessment as this was the only attribute that greatly enhanced profitability.

The Central Bank of Kenya (CBK) ought to reconsider the existing capital adequacy regime to microfinance banks in its effort to discuss tiered or risk-sensitive capital adequacy requirements that diminish the opportunity cost of holding surplus low-yielding capital and hence enabling the well-managed banks to allocate capital in a more gainful manner without jeopardising the stability.

Association of Microfinance Institutions in Kenya (AMFI-K) ought to come up with and communicate best-practise guidelines and training programmes specifically on effective board activity practises (agenda setting, pre-reading materials, decision-tracking, and follow up mechanism) to its member institutions.
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