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Abstract:

The global banking sector has undergone significant transformation due to liberalisation, technological advancement and regulatory change, increasing the importance of corporate governance and capital structure management. The global financial crisis exposed weaknesses in governance and capitalisation, leading to stronger regulatory frameworks. In Kenya, bank failures have further emphasised the need for effective governance and adequate capital management. Guided by agency theory, this study examines how debt, equity and capital adequacy influence corporate governance among commercial banks listed at the Nairobi Securities Exchange, with implications for financial stability and regulatory practice.
The study adopted a positivist philosophy and a causal-comparative research design to examine the relationship between capital structure and corporate governance among eleven commercial banks listed at the NSE. Using census sampling, panel secondary data from 2019 to 2024 annual reports and regulatory disclosures were analysed. Capital structure was measured through debt, equity and capital adequacy, while governance was assessed using a Corporate Governance Index. Descriptive statistics and panel regression analyses, supported by diagnostic tests, were applied to ensure reliable and valid findings.
The study examined the relationship between capital structure and corporate governance among commercial banks listed at the Nairobi Securities Exchange from 2019 to 2024. Descriptive results revealed variations in debt, equity, capital adequacy and governance practices. Diagnostic tests confirmed the suitability of the regression model. Regression findings showed that debt, equity and capital adequacy significantly and positively influenced corporate governance, explaining 71.8% of governance variations. The results indicate that effective capital structures may enhance accountability, oversight, financial stability and governance effectiveness among listed banks.
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I. Introduction 
	
The global banking sector has experienced substantial transformation over the past four decades due to financial liberalisation, technological innovation, globalisation and changing regulatory environments. These developments have increased operational complexity and heightened the importance of effective corporate governance and appropriate capital structure decisions. Corporate governance is essential in promoting accountability, transparency, risk management and protection of stakeholder interests, particularly within financial institutions where weak governance can generate significant systemic risks (OECD, 2023). Similarly, capital structure decisions involving debt, equity and regulatory capital remain fundamental in determining banks’ stability, resilience and capacity to withstand financial shocks (Basel Committee on Banking Supervision [BCBS], 2021).
The global financial crisis of 2007–2008 demonstrated the consequences of weak governance frameworks and inadequate capital management among financial institutions. Several major banks collapsed due to excessive leverage, poor board oversight, ineffective risk management and insufficient capital reserves. These failures emphasised the need for stronger governance mechanisms, improved disclosure practices and enhanced capital requirements. Consequently, international regulatory institutions introduced reforms aimed at strengthening financial stability through improved risk governance, higher capital standards and enhanced supervisory frameworks (BCBS, 2021; Financial Stability Board, 2022).  This discussion is also supported by financial-crisis and banking-reform literature (Acharya et al., 2009; Sanusi, 2010).
In emerging economies, particularly Sub-Saharan Africa, the relationship between capital structure and corporate governance remains a significant area of concern. Banking sectors in many African countries continue to experience challenges associated with ownership concentration, regulatory enforcement limitations, financial instability and weak institutional frameworks. Evidence from emerging markets indicates that corporate governance can influence access to finance, cost of capital, performance and stakeholder protection, reinforcing the importance of governance quality in financial markets (Claessens & Yurtoglu, 2013).
In Kenya, commercial banks play a central role in economic development through financial intermediation, credit provision, and support for private sector growth. Banks listed at the Nairobi Securities Exchange (NSE) operate under strict regulatory supervision by the Central Bank of Kenya (CBK), which emphasizes capital adequacy, governance standards, and effective risk management. However, challenges experienced within the banking sector, including the collapse of Imperial Bank Kenya and Chase Bank Kenya, revealed weaknesses in board oversight, internal controls, financial reporting, and capital management practices. These cases resulted in increased regulatory interventions aimed at strengthening governance systems and improving financial stability (CBK, 2022).
The CBK has subsequently introduced reforms focusing on enhanced governance guidelines, risk-based supervision, improved transparency and stricter monitoring of capital adequacy requirements. Maintaining sufficient capital buffers remains a priority because well-capitalised banks are better positioned to absorb economic shocks and maintain public confidence (CBK, 2024). However, concerns remain regarding board independence, ownership influence, effectiveness of governance structures and strategic capital management among some financial institutions. These issues create a need for empirical examination of how capital structure influences corporate governance among listed commercial banks.  Previous banking supervision reports also document ongoing prudential monitoring of Kenya’s banking sector (CBK, 2018).
The relationship between capital structure and corporate governance is explained by agency theory, developed by Jensen and Meckling (1976), which highlights conflicts arising from differences between managers and shareholders. Capital structure decisions can influence managerial behaviour by acting as a monitoring mechanism that reduces opportunistic actions and aligns management decisions with shareholder interests. However, excessive debt or inadequate equity financing may increase financial risks and weaken governance effectiveness. Empirical evidence suggests that leverage is associated with agency costs and institutional performance in the banking industry (Berger & Bonaccorsi di Patti, 2006).
Corporate governance refers to the systems, structures and processes through which organisations are directed, controlled and monitored to promote accountability, transparency, ethical decision-making and stakeholder protection. It establishes relationships among boards of directors, management, shareholders, regulators and other stakeholders by defining mechanisms for achieving organisational objectives. According to OECD (2023), effective corporate governance promotes responsible decision-making, shareholder protection and sustainable performance. In banking institutions, governance is particularly important because banks operate with high leverage, manage public deposits and influence economic stability (Adams & Mehran, 2003). Recent evidence from private banks also indicates that board size, board independence, audit committee size and board meetings are relevant governance attributes in banking performance analysis (Rifat & Anjom, 2024).  Earlier governance literature has also examined the relationship between governance mechanisms, performance and audit committee disclosure (Bauer et al., 2004; Rezaee et al., 2003).
Corporate governance is commonly measured through indicators such as board independence, board size, board composition, audit committee effectiveness, ownership structure, transparency and disclosure practices. Board independence enables objective oversight, while effective audit committees strengthen internal controls and financial reporting processes. Ownership structures and disclosure mechanisms also influence managerial accountability and stakeholder confidence (OECD, 2023; Capital Markets Authority, 2015). In Kenya’s banking sector, governance practices are regulated by the CBK to ensure effective board oversight, ethical leadership and sound risk management. This study measures corporate governance through board effectiveness, focusing on board independence, board size, board meetings and board composition because the board remains the primary mechanism responsible for monitoring management and safeguarding stakeholder interests. Recent banking-sector evidence further shows that governance mechanisms may influence credit-risk outcomes, reinforcing the importance of board-level monitoring and transparent oversight in banks (Vidimarsella et al., 2026).  Kenyan banking studies have similarly examined board composition, board structure and governance mechanisms in relation to bank performance (Linyiru, 2006; Sifunjo et al., 2015; Mwangi, 2019; Owino & Gachoka, 2019; Mbiti, 2019).
Capital structure refers to the combination of financing sources used by an organisation to support operations, investments and growth. It represents the balance between debt and equity financing required to achieve financial sustainability while managing risks and costs. Traditional finance theories emphasise that capital structure influences firm value, cost of capital and financial flexibility, while contemporary perspectives recognise the influence of regulatory requirements, institutional characteristics and governance considerations (Myers & Majluf, 1984; Kraus & Litzenberger, 1973).  Earlier capital-structure research also identifies leverage determinants and financing preferences across firm contexts (Ross et al., 2009; Drobetz & Fix, 2003; Al-Najjar & Hussainey, 2011; Chen & Roger, 2007).
For commercial banks, capital structure has unique characteristics because banking institutions rely heavily on deposits, shareholder equity, retained earnings and regulatory capital. Unlike non-financial firms, banks must maintain minimum capital requirements to protect depositors and ensure financial stability. Capital decisions influence risk-taking behaviour, governance effectiveness and stakeholder confidence. Research indicates that bank capital structures are shaped by bank-specific characteristics and regulatory considerations, while leverage may affect agency costs and institutional performance (Gropp & Heider, 2010; Berger & Bonaccorsi di Patti, 2006). Recent dynamic-panel evidence from banking institutions shows that risk committees, institutional ownership and independent committees may have significant roles in shaping bank capital structure, suggesting that governance arrangements and financing decisions should be examined jointly (Kristanti et al., 2024).  Additional banking and firm-value literature links capital structure, prudential regulation and financial stability with profitability and institutional performance (Dewatripont & Tirole, 1994; Psillaki, 1995; Gropp et al., 2009; Mahama, 2015). The working-paper evidence on bank capital structure also supports this discussion (Gropp & Heider, 2009).
This study conceptualises capital structure through three dimensions: debt, equity and capital adequacy. Debt reflects reliance on borrowed funds, including loans and subordinated obligations, and influences financial risk and operational capacity. Equity represents shareholder financing and provides a buffer against unexpected losses while strengthening investor confidence. Capital adequacy, measured through the capital adequacy ratio, indicates the ability of banks to absorb losses and maintain stability. Higher capital adequacy supports prudent decision-making and may improve governance effectiveness by reducing incentives for excessive risk-taking (BCBS, 2021; Berger & Bonaccorsi di Patti, 2006).
Commercial banks listed at the NSE represent an important segment of Kenya’s financial system. These institutions operate under the supervision of the CBK and comply with prudential requirements relating to liquidity, capital adequacy, and risk management. The sector has experienced significant growth through innovations such as mobile banking, internet banking, agency banking, bancassurance, and credit information sharing systems, which have improved efficiency and increased competition (CBK, 2015). The listed banks have recorded growth in assets, deposits, profitability, and product diversification, supported by technological advancement and expansion of banking services. According to CBK (2023), total banking sector assets reached Kshs 7.691 trillion, reflecting the sector’s continued expansion and resilience.
Despite this growth, effective governance and appropriate capital management remain essential for sustaining financial stability. Therefore, this study examines the relationship between capital structure and corporate governance among commercial banks listed at the Nairobi Securities Exchange. Specifically, it investigates how debt, equity and capital adequacy influence governance practices. The findings are expected to contribute to banking policy development, regulatory improvement and the enhancement of governance and financial sustainability among Kenya’s listed commercial banks.
Study Problem
Commercial banks listed at the Nairobi Securities Exchange (NSE) play a vital role in Kenya’s economic development through financial intermediation, savings mobilisation, credit provision and investment facilitation. Despite their strategic importance, concerns regarding corporate governance effectiveness, risk management, board oversight and capital sustainability continue to affect confidence in the banking sector (CBK, 2022; Capital Markets Authority, 2015). Effective corporate governance, reflected through board independence, disclosure practices, shareholder protection, audit mechanisms and risk oversight, is essential for maintaining stability in highly leveraged banking institutions (OECD, 2023).
Capital structure decisions influence governance outcomes by shaping managerial behaviour, ownership control, risk exposure and monitoring systems. High debt dependence may increase agency conflicts and encourage excessive risk-taking, while strong equity financing and adequate capital buffers enhance accountability, regulatory compliance and governance resilience (Jensen & Meckling, 1976; Berger & Bonaccorsi di Patti, 2006). Banking failures such as Imperial Bank and Chase Bank demonstrated the consequences of weak interaction between capital structures and governance systems, highlighting the importance of adequate capitalisation and effective oversight (CBK, 2016a, 2016b, 2017). Recent evidence from banking markets also suggests that ownership concentration and market competition interact with governance mechanisms in ways that may affect bank profitability and risk, supporting the need to consider governance within specific regulatory and market settings (Mateev & Sahyouni, 2026).
However, existing studies in Kenya have largely examined corporate governance as a determinant of capital structure, creating limited evidence on how financing decisions affect governance practices. This study addresses this gap by examining the influence of debt, equity and capital adequacy on corporate governance among NSE-listed commercial banks. The findings are expected to inform managers, regulators, investors and policymakers on strategies for strengthening governance effectiveness, risk management and long-term banking-sector sustainability (CBK, 2023).
Although the introduction establishes the importance of capital structure and governance, a specific empirical gap remains regarding whether debt, equity and capital adequacy shape corporate governance practices among NSE-listed commercial banks during 2019–2024. Addressing this gap is necessary because the listed banking segment operates under prudential capital requirements and public-market disclosure obligations that may influence governance differently from unlisted banks or non-bank financial institutions.
General Objective
To establish the effect of capital structure on corporate governance among commercial banks listed at the NSE.
The specific objectives of this study were to:
i. To examine the effect of debt on the corporate governance of commercial banks listed at the NSE.
ii. To determine the effect of capital adequacy on corporate governance among commercial banks listed at the NSE.
iii. To assess the effect of equity on the corporate governance of commercial banks listed at the NSE.



LITERATURE REVIEW  
Theoretical Review
A theoretical framework provides a structured foundation for a study by presenting interconnected concepts that guide the identification of variables and relationships under investigation (Saunders et al., 2019). This study is anchored on Stakeholder Theory, Pecking Order Theory, Agency Cost Theory and Trade-Off Theory, which collectively explain how capital structure decisions influence corporate governance among commercial banks listed at the Nairobi Securities Exchange (NSE).  This theory-based framing is consistent with prior guidance on the use of theory in structured research (Defee et al., 2010).
Stakeholder Theory, developed by Freeman (1984), argues that organisations should consider the interests of all stakeholders rather than focusing solely on shareholders. Stakeholders include shareholders, creditors, depositors, regulators, employees, customers and society. Modern corporate governance literature emphasises that effective governance requires balancing these interests through accountability, transparency, ethical practices and responsible decision-making (Freeman, 1984; OECD, 2023).
The theory is particularly relevant in the banking sector because banks operate using resources obtained from multiple stakeholders, especially depositors and investors, while being subject to regulatory supervision. Consequently, governance systems must ensure prudent management of resources, protection of depositor funds, regulatory compliance, and sustainable performance. Corporate governance mechanisms such as board independence, audit committees, disclosure practices, and risk management frameworks are essential in addressing stakeholder expectations.
The theory explains the relationship between capital structure and governance by demonstrating that different financing sources create varying stakeholder demands. For instance, increased debt financing exposes banks to greater creditor and regulatory monitoring, while equity financing increases shareholder participation in decision-making. Therefore, banks that effectively balance stakeholder interests are more likely to establish strong governance systems and maintain legitimacy. Stakeholder Theory supports this study by explaining how debt, equity, and capital adequacy influence governance practices among listed commercial banks.
Pecking Order Theory, introduced by Myers and Majluf (1984), explains firms’ financing preferences under conditions of information asymmetry. The theory proposes that firms prioritise internal financing, followed by debt financing and, lastly, equity financing. This preference arises because managers possess superior information regarding organisational performance compared with external investors, making external equity issuance potentially costly due to negative market perceptions (Myers & Majluf, 1984).
The theory is relevant to this study because debt financing influences governance practices within commercial banks. Although debt is often preferred because it does not dilute ownership control, high debt levels increase financial obligations and attract monitoring from creditors and regulators. As a result, banks relying heavily on debt may strengthen governance mechanisms, including transparent reporting, independent oversight, and effective audit systems, to maintain lender confidence.
Within the Kenyan banking environment, financing decisions are influenced by investor expectations, regulatory requirements, and market conditions. The theory therefore provides a basis for understanding how debt financing affects corporate governance among commercial banks listed at the NSE.
Agency Cost Theory, advanced by Jensen and Meckling (1976), focuses on conflicts that arise between shareholders (principals) and managers (agents). Since managers may pursue interests that differ from those of shareholders, governance mechanisms are required to monitor managerial actions and align them with organisational objectives. The theory remains widely applied in financial institutions because ownership and management are often separated, creating potential agency problems (Jensen & Meckling, 1976).
The theory is closely associated with equity financing because shareholders require mechanisms that protect their investments and ensure managerial accountability. As equity ownership increases, shareholders demand greater transparency, disclosure, and effective oversight. Governance structures such as independent boards, internal controls, external audits, and executive monitoring mechanisms help reduce agency conflicts.
For listed commercial banks, equity investors influence strategic decisions through voting rights and board participation. Their involvement encourages accountability and strengthens governance practices. Agency Cost Theory therefore supports the study by explaining how equity financing affects corporate governance through shareholder monitoring and managerial accountability.
Trade-Off Theory, developed by Kraus and Litzenberger (1973), explains capital structure decisions as a balance between the benefits of debt and the costs associated with financial distress. The theory suggests that firms seek an optimal capital structure that maximises value while minimising financial risks. It remains relevant in banking research because financial institutions must carefully manage leverage and maintain adequate capital reserves (Kraus & Litzenberger, 1973).
The theory directly relates to capital adequacy, which represents a bank’s ability to absorb losses and maintain financial stability. Regulatory requirements, including those imposed by the Central Bank of Kenya, require banks to maintain sufficient capital levels to protect depositors and ensure continued operations.
Trade-Off Theory highlights the importance of balancing capital strength and profitability. While higher capital adequacy improves stability, excessive capital may reduce shareholder returns. Effective governance is therefore necessary to ensure proper risk management, regulatory compliance, and responsible capital allocation. The theory supports this study by explaining how capital adequacy influences corporate governance practices among commercial banks listed at the NSE.
Review of Empirical Studies
The relationship between capital structure and corporate governance has received considerable scholarly attention, particularly within the banking sector, where financing decisions influence institutional risk, accountability and oversight mechanisms. Capital structure components, including debt, capital adequacy and equity, affect financial risk exposure, ownership control and governance effectiveness. Existing studies indicate that sound capital structures can strengthen governance through enhanced monitoring, regulatory compliance and stakeholder protection. However, empirical findings remain inconsistent because of differences in regulatory environments, research methodologies, governance measures and geographical contexts. Limited evidence exists regarding commercial banks listed at the Nairobi Securities Exchange (NSE), creating the need to examine how capital structure influences corporate governance within Kenya’s banking environment.
Debt financing plays a significant role in shaping corporate governance by influencing managerial accountability and monitoring practices. According to agency theory, debt reduces managerial discretion by limiting excessive free cash flow and encouraging efficient resource utilization. In banking institutions, debt obligations increase scrutiny from creditors and regulators, potentially improving governance practices.
Prior empirical evidence indicates that leverage can influence governance through agency-cost and monitoring mechanisms. Berger and Bonaccorsi di Patti (2006) showed that capital structure is associated with agency costs and performance in the banking industry, while Gropp and Heider (2010) found that bank-specific characteristics are important determinants of bank capital structure. Recent evidence also suggests that ownership concentration and market competition may interact with governance mechanisms in banking markets (Mateev & Sahyouni, 2026). Collectively, these studies suggest that debt can enhance governance through increased monitoring and accountability, although excessive leverage may create financial pressure. The current study therefore examines debt as a determinant of corporate governance among listed Kenyan banks.
Additional banking-sector evidence indicates that governance and capital structure decisions should be examined jointly. Kristanti et al. (2024) reported that risk committees, institutional ownership and independent committees are relevant to bank capital structure decisions. These findings support the view that financing choices and governance arrangements are interrelated, but they also reinforce the need for sector-specific evidence from NSE-listed commercial banks.
Capital adequacy is a fundamental aspect of banking stability and governance because it determines a bank’s ability to absorb financial losses and maintain stakeholder confidence. Regulatory frameworks such as Basel III emphasize adequate capitalization as a foundation for effective risk management and governance.
Prior literature indicates that well-capitalised banks are better positioned to sustain risk management and governance oversight. International regulatory reforms emphasise capital adequacy as a core element of bank resilience and prudential supervision (BCBS, 2021). Similarly, Berger and Bonaccorsi di Patti (2006) linked capital structure to agency-cost considerations in the banking industry. Although existing studies generally support a positive association between capital strength and governance, gaps remain regarding sector-specific evidence among Kenyan listed banks. This study addresses this gap by examining how capital adequacy influences corporate governance in NSE-listed commercial banks.
Within Kenya, CBK reports emphasise the importance of capital adequacy, prudential supervision and governance oversight in maintaining banking-sector stability (CBK, 2023; CBK, 2024). These reports provide regulatory context but do not directly resolve the empirical question of how capital adequacy affects corporate governance among listed commercial banks. This study therefore provides focused evidence from NSE-listed commercial banks for the period 2019–2024.
Equity financing influences corporate governance through ownership structures, shareholder participation, and board accountability. In commercial banks, equity provides financial resilience while shaping transparency, decision-making, and stakeholder engagement.
Equity financing influences corporate governance through ownership structures, shareholder participation and board accountability. In commercial banks, equity provides financial resilience while shaping transparency, decision-making and stakeholder engagement. Agency Cost Theory indicates that shareholders require mechanisms that protect their investments and ensure managerial accountability (Jensen & Meckling, 1976). Evidence from private banks also shows that board characteristics are relevant to banking performance and governance analysis (Rifat & Anjom, 2024).
The reviewed literature demonstrates that equity financing contributes to governance effectiveness through ownership monitoring and enhanced accountability. However, empirical evidence remains limited regarding NSE-listed commercial banks. This study therefore examines equity financing as a determinant of corporate governance within Kenya’s listed banking sector.

II. Materials and Methods

The study adopted a positivist research philosophy, based on the assumption that reality is objective and can be measured through observable financial and governance indicators (Saunders et al., 2019). This philosophy supports the application of quantitative techniques to examine the relationship between capital structure and corporate governance among commercial banks listed at the Nairobi Securities Exchange (NSE). The study relied on secondary data obtained from audited financial statements and governance disclosures, ensuring objectivity, reliability and researcher independence (Creswell & Creswell, 2018). The positivist orientation is consistent with the explanatory nature of the study and facilitates generalisation of findings within the context of listed commercial banks in Kenya.  Research-design guidance also supports the use of structured quantitative designs in such studies (Creswell, 2014).
A causal-comparative (ex post facto) research design was employed because the study investigates relationships among variables that cannot be manipulated by the researcher (Saunders, Lewis, & Thornhill, 2019). The design enables analysis of historical financial and governance data to determine how capital structure components, including debt, equity, and capital adequacy, influence corporate governance practices without altering existing conditions.
The target population comprised all eleven (11) commercial banks listed at the Nairobi Securities Exchange as of 2024. These institutions were selected because they operate under stringent regulatory requirements imposed by the Central Bank of Kenya (CBK) and the Capital Markets Authority (CMA), which require regular disclosure of financial and governance information (CBK, 2023; Capital Markets Authority, 2015). Due to the manageable size of the population, the study adopted a census sampling approach, incorporating all eleven listed banks for the period 2019–2024. Census sampling enhances representativeness by eliminating sampling bias and improving the generalisability of findings within the listed banking sector (Kothari, 2004).
The study utilised panel secondary data obtained from audited annual reports, CBK publications, CMA regulatory documents and NSE disclosures covering the period 2019–2024. Panel data methodology was appropriate because it integrates cross-sectional and time-series observations, allowing control of bank-specific characteristics and improving the reliability of empirical estimations. A structured data extraction sheet was used to collect relevant financial and governance information consistently across bank-year observations.  The annual-report data sources included individual bank disclosures, including National Bank of Kenya (2019).
Capital structure was measured using three independent variables: debt, equity and capital adequacy. Debt was operationalised as total liabilities divided by total assets, while equity was measured as total equity relative to total assets. Capital adequacy was measured using regulatory capital ratios comprising Tier 1 and Tier 2 capital relative to risk-weighted assets, consistent with CBK prudential requirements. Corporate governance, the dependent variable, was measured using a Corporate Governance Index (CGI) developed from indicators including board composition, board independence, audit committee effectiveness, gender diversity, ownership structure and disclosure compliance. Governance indicators were coded using a binary scale (1 = compliant and 0 = non-compliant) and aggregated into a composite index aligned with recognised governance principles (OECD, 2023; Capital Markets Authority, 2015).  The use of a composite index is consistent with multi-criteria approaches for combining several indicators in decision assessment (Mardani et al., 2016).
To enhance validity, the governance index was reviewed by academic supervisors and aligned with established regulatory frameworks, including CBK prudential requirements, the CMA Code of Corporate Governance and OECD governance principles (CBK, 2022; Capital Markets Authority, 2015; OECD, 2023). A pilot assessment involving three banks was conducted to evaluate the relevance and clarity of governance indicators. Reliability was tested using Cronbach’s alpha, with a threshold of 0.70 adopted as evidence of acceptable internal consistency (Tavakol & Dennick, 2011).
Data collection involved obtaining authorization from the university and research approval from the National Commission for Science, Technology and Innovation (NACOSTI). Secondary data were extracted from official institutional sources using a structured collection template to ensure completeness, accuracy, and consistency.
The study employed descriptive and inferential statistical techniques. Descriptive statistics, including means, standard deviations, minimum and maximum values, were used to summarise variations in capital structure and governance indicators (Creswell & Creswell, 2018). Inferential analysis involved panel regression techniques to determine the relationship between capital structure and corporate governance.
The study estimated Pooled Ordinary Least Squares (OLS), Fixed Effects Model (FEM) and Random Effects Model (REM). The Hausman specification test was applied to determine the most appropriate model between FEM and REM (Wooldridge, 2010). Diagnostic tests for multicollinearity, heteroscedasticity, autocorrelation and residual normality were conducted to ensure the robustness and validity of regression results.
The empirical model was specified as:
CG_it = β₀ + β₁DEBT_it + β₂CAR_it + β₃EQ_it + ε_it
Where CG represents corporate governance, DEBT represents debt, CAR represents capital adequacy, EQ represents equity, β₀ represents the constant term, β₁–β₃ represent regression coefficients, and ε represents the error term. The results were presented using tables, charts and regression summaries.
Diagnostic tests were conducted to confirm compliance with regression assumptions. Multicollinearity was assessed using the Variance Inflation Factor (VIF), with values exceeding 10 indicating serious concerns (Gujarati & Porter, 2009). Heteroscedasticity was tested using the Breusch–Pagan or White tests, while robust standard errors were applied where necessary (Wooldridge, 2010). Autocorrelation was examined using the Wooldridge test for serial correlation, and corrective measures such as clustered standard errors were applied where required. Residual normality was assessed using graphical techniques and statistical tests, including the Jarque–Bera and Shapiro–Wilk tests.
The study adhered to ethical research standards by obtaining relevant approvals, using data exclusively for academic purposes, maintaining accurate citation of all sources, and ensuring compliance with institutional and regulatory requirements. The use of audited financial reports and official regulatory publications enhanced data credibility while minimizing ethical and measurement concerns.

III. Results and Discussion
Descriptive Statistics Results
The descriptive statistics provide an overview of the capital structure characteristics and corporate governance practices of commercial banks listed at the Nairobi Securities Exchange between 2019 and 2024. The analysis highlights variations in debt levels, capital adequacy, equity financing and governance quality among the sampled banks, reflecting differences in financial strategies, regulatory compliance, risk management approaches and institutional structures.
Table 1: Descriptive Statistics
	Variable
	N
	Minimum
	Maximum
	Mean
	Standard Deviation

	Debt
	11
	0.12
	0.87
	0.54
	0.18

	Capital Adequacy (Core Capital/Total Risk-Weighted Assets)
	11
	0.11
	0.23
	0.16
	0.04

	Equity (Total Equity/Total Assets)
	11
	0.09
	0.41
	0.23
	0.11

	Corporate Governance Index (Board Size, Board Independence and Board Committees)
	11
	0.32
	0.89
	0.61
	0.14


Source: Survey Data (2025)
The findings indicate significant variations in the capital structures of the listed commercial banks. Debt, measured as total debt to total assets, ranged from 0.12 to 0.87, with a mean of 0.54 and a standard deviation of 0.18. This implies that while some banks adopted conservative financing strategies with lower dependence on debt, others relied substantially on debt financing. Such differences demonstrate variations in risk appetite, funding decisions and balance-sheet management among banks. Higher levels of debt may increase governance requirements through enhanced monitoring by creditors and regulators, while also encouraging stronger internal controls, transparency and board oversight.
Capital adequacy, measured through the ratio of core capital to total risk-weighted assets, recorded a minimum value of 0.11 and a maximum value of 0.23, with a mean of 0.16 and a standard deviation of 0.04. The results suggest that all sampled banks maintained capital levels above regulatory requirements established by the Central Bank of Kenya, although the size of capital buffers differed considerably. Banks with stronger capital positions are likely to demonstrate improved resilience, effective risk management and stronger governance systems due to their enhanced capacity to absorb financial shocks.
Equity financing, measured as total equity divided by total assets, ranged between 0.09 and 0.41, with a mean of 0.23 and a standard deviation of 0.11. The results indicate considerable differences in reliance on shareholder financing among the banks. Institutions with higher equity ratios possess stronger internal capital bases, which may enhance board independence, reduce dependence on external financing, and improve governance effectiveness. Conversely, banks with lower equity levels may experience increased external monitoring pressures due to greater reliance on debt financing.
The Corporate Governance Index (CGI), developed using board size, board independence and board committee structures, recorded values ranging from 0.32 to 0.89, with a mean score of 0.61 and a standard deviation of 0.14. This indicates that listed banks generally maintained moderate to strong governance practices, although notable differences existed across institutions. Variations in governance scores may be attributed to differences in ownership structures, regulatory compliance levels, board composition and institutional governance frameworks.
Regarding debt, the findings demonstrate that leverage remains an important determinant of governance arrangements among listed banks. Banks with higher debt levels are likely to face greater demands for accountability and monitoring from creditors and regulators, which can influence board structures and governance mechanisms. This finding is consistent with evidence that bank capital structure is associated with agency costs and institutional performance (Berger & Bonaccorsi di Patti, 2006). Similarly, Gropp and Heider (2010) observed that bank-specific characteristics are important determinants of bank capital structure. However, balanced capital structures combining debt and equity can enhance financial stability and governance effectiveness.
The capital adequacy findings further demonstrate the importance of financial strength in supporting effective governance. Banks with higher capital adequacy ratios are better positioned to manage risks, comply with prudential requirements and maintain effective oversight structures. These results align with Berger and Bonaccorsi di Patti (2006), who noted that stronger capital positions reduce agency problems and enhance institutional decision-making. The findings also support regulatory expectations that well-capitalised banks demonstrate stronger governance practices.
The analysis of equity reveals that shareholder financing plays a significant role in shaping governance outcomes. Higher equity levels provide banks with greater financial flexibility, reduce excessive dependence on creditors and promote accountability to shareholders. These findings are consistent with Pecking Order Theory, which suggests that firms tend to prefer internal financing before debt and external equity (Myers & Majluf, 1984). They also correspond with evidence that capital structure is associated with agency-cost considerations in banking institutions (Berger & Bonaccorsi di Patti, 2006).
Diagnostic Tests
Diagnostic tests were conducted to establish the reliability, validity, and suitability of the panel regression model used to examine the relationship between capital structure and corporate governance among commercial banks listed at the Nairobi Securities Exchange. These tests were necessary because violations of regression assumptions may result in biased coefficient estimates, inflated standard errors, and unreliable statistical conclusions. The study assessed multicollinearity, heteroscedasticity, autocorrelation, and normality of residuals before estimating the panel regression model.
The Variance Inflation Factor (VIF) and tolerance tests were applied to determine whether the independent variables—debt, equity, and capital adequacy—were highly correlated. Heteroscedasticity was examined using the Breusch–Pagan/White test to determine whether the variance of error terms remained constant across observations. The Wooldridge/Durbin-Watson approach was used to assess autocorrelation, while normality tests were performed to confirm whether the variables followed an approximately normal distribution. These diagnostic procedures ensured that the regression findings were statistically robust and appropriate for interpretation.
Multicollinearity Test Results
Multicollinearity occurs when independent variables are strongly correlated, making it difficult to determine their individual effects on the dependent variable. High levels of multicollinearity may increase standard errors and reduce the precision of regression estimates (Gujarati & Porter, 2009). The study therefore employed VIF and tolerance statistics to assess the existence of multicollinearity among debt, equity, and capital adequacy indicators.
A VIF value above 10 and a tolerance value below 0.1 are generally considered indicators of serious multicollinearity. The results obtained from financial and governance data of eleven listed commercial banks between 2019 and 2024 are presented in Table.2.
Table 2: Multicollinearity Test Results
	Variable
	VIF
	Tolerance (1/VIF)

	Debt
	3.12
	0.321

	Equity
	2.84
	0.352

	Capital Adequacy
	4.07
	0.245

	Mean VIF
	3.343
	


Source: Research Data (2025)
The findings indicate that all VIF values were below the recommended threshold of 10, with capital adequacy recording the highest value of 4.07. Similarly, tolerance values exceeded the minimum acceptable level of 0.1. The mean VIF of 3.343 further confirms that multicollinearity was not a concern. Therefore, debt, equity, and capital adequacy were sufficiently independent, allowing reliable estimation of their effects on corporate governance.
Heteroscedasticity Test Results
The Breusch–Pagan/White test was conducted to determine whether the regression model suffered from heteroscedasticity. The test examined whether the variance of residuals remained constant across the eleven listed commercial banks over the 2019–2024 period. The presence of heteroscedasticity could lead to inefficient estimates and inaccurate hypothesis testing.
The null hypothesis of the test assumes constant error variance (homoscedasticity), while rejection of the null hypothesis indicates the presence of heteroscedasticity. The results are presented in Table 3.
Table 3: Heteroscedasticity Test Results
	Test
	Chi2 (1)
	Prob > Chi2

	Breusch–Pagan / White Test
	0.18
	0.671


Source: Research Data (2025)
The results show a Chi-square statistic of 0.18 and a probability value of 0.671, which exceeds the 0.05 significance level. Therefore, the null hypothesis was not rejected, indicating that the model had constant variance of residuals. This confirms that the regression model satisfied the homoscedasticity assumption, enhancing the reliability of findings on the relationship between capital structure and corporate governance.
Autocorrelation Test Results
The study further examined autocorrelation to determine whether observations across time periods were correlated. Autocorrelation can reduce the efficiency of regression estimates and affect the accuracy of statistical inferences. The Durbin-Watson statistic was used to evaluate whether debt, equity, capital adequacy, and corporate governance indicators exhibited serial correlation.
Table 4: Autocorrelation Test Results
	Variable
	Durbin-Watson

	Debt
	1.912

	Equity
	2.031

	Capital Adequacy
	1.978

	Corporate Governance Index
	2.004


Source: Research Data (2025)
The findings show that all Durbin-Watson values were approximately close to 2.0, indicating the absence of significant autocorrelation. This confirms that the panel data structure was appropriate for regression analysis and that the estimated relationships between capital structure variables and corporate governance were dependable.
Normality Test Results
Normality testing was conducted to establish whether the variables met the assumption of normal distribution required for reliable statistical inference. The Kolmogorov–Smirnov test was applied, where significance values greater than 0.05 indicate that the data follow a normal distribution (Gujarati & Porter, 2009).
Table 5: Normality Test Results
	Variable
	Kolmogorov-Smirnov
	Sig.

	Debt
	0.312
	0.701

	Equity
	0.291
	0.734

	Capital Adequacy
	0.276
	0.762

	Corporate Governance Index
	0.305
	0.715


Source: Research Data (2025)
The results demonstrate that all variables recorded significance values above 0.05, confirming that the data were normally distributed. Specifically, debt (p = 0.701), equity (p = 0.734), capital adequacy (p = 0.762) and corporate governance index (p = 0.715) satisfied the normality assumption. Consequently, the panel regression model was considered appropriate, and subsequent findings on the influence of capital structure on corporate governance among NSE-listed commercial banks could be interpreted with confidence.
Multiple Regression Analysis Results
The regression analysis examined the influence of capital structure indicators on corporate governance among commercial banks listed at the NSE between 2019 and 2024. The model summary indicates that debt, equity and capital adequacy jointly explain 71.8% of the variation in corporate governance practices (Adjusted R² = 0.718), as shown in Table 6.


Table 6: Model Summary
	Model
	R
	R²
	Adjusted R²
	Std. Error

	1
	.857
	.734
	.718
	0.056


The ANOVA results confirm the model’s statistical significance (F = 41.473, p = .001), demonstrating that capital structure variables significantly predict governance outcomes.
Table 7: ANOVA
	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	Regression
	112.0005
	3
	28.0010
	41.4730
	.0010

	Residual
	4.0510
	8
	0.6750
	
	

	Total
	116.0560
	11
	
	
	


Inferential analysis shows that debt (β = .271), equity (β = .312) and capital adequacy (β = .198) significantly influence corporate governance.
Table 8: Inferential Analysis
	Model
	B
	Std. Error
	Beta
	t
	Sig.

	Constant
	.667
	.264
	
	2.527
	.001

	Debt
	0.812
	0.347
	.271
	2.340
	.000

	Equity
	0.753
	0.329
	.312
	2.288
	.001

	Capital Adequacy
	0.785
	0.395
	.198
	1.987
	.002


The findings confirm that capital structure components significantly contribute to improved corporate governance among listed commercial banks.
Hypotheses Testing Summary
The study examined the effect of debt, equity and capital adequacy on corporate governance among commercial banks listed at the Nairobi Securities Exchange (NSE). The findings established that debt has a positive and significant influence on corporate governance (β = 0.271, p = .000), indicating that increased reliance on debt enhances governance through improved creditor monitoring and accountability mechanisms. Consequently, the null hypothesis that debt has no significant effect on corporate governance was rejected. Similarly, equity was found to positively and significantly affect corporate governance (β = 0.312, p = 0.001), suggesting that stronger equity structures contribute to effective board oversight and governance practices. The null hypothesis on equity was therefore rejected. Further, capital adequacy demonstrated a positive and significant relationship with corporate governance (β = 0.198, p = 0.002), confirming that adequate capital levels promote institutional stability, effective controls and stronger governance systems. These findings are consistent with agency-cost and banking-capital evidence emphasising the role of capital structure in governance and institutional performance (Jensen & Meckling, 1976; Berger & Bonaccorsi di Patti, 2006; Gropp & Heider, 2010).


The study examined the relationship between capital structure and corporate governance among eleven commercial banks listed at the Nairobi Securities Exchange over the period 2019–2024, a period marked by regulatory adjustments and economic fluctuations. The findings established that capital structure components significantly influence governance effectiveness. Regarding debt, the study revealed a mixed relationship: moderate leverage enhanced board oversight and managerial accountability, consistent with Agency Cost Theory, while excessive debt constrained decision-making and weakened governance efficiency. Capital adequacy was found to positively influence governance, with highly capitalised banks demonstrating stronger board independence, improved risk management and better compliance with regulatory requirements. Similarly, higher equity levels were associated with enhanced governance structures, including effective board committees and reduced financial pressure. Overall, the study confirmed that debt, capital adequacy and equity play distinct roles in shaping corporate governance practices. The findings highlight the need for commercial banks to maintain an optimal capital structure that supports regulatory compliance, effective governance mechanisms, stakeholder confidence and long-term financial stability.

Conclusion
The study concludes that capital structure is an important factor associated with corporate governance among commercial banks listed at the Nairobi Securities Exchange. The findings suggest that debt, equity financing and capital adequacy contribute to variations in governance practices across listed banks. Equity financing appears to support governance by strengthening shareholder participation, accountability and board oversight. Capital adequacy contributes to governance effectiveness by enhancing regulatory compliance, risk management and the capacity of banks to absorb financial shocks. Debt financing may promote monitoring by creditors and regulators; however, excessive reliance on debt can also create financial constraints that may weaken managerial flexibility and governance effectiveness. Overall, the results indicate that commercial banks require balanced financing structures that support both financial stability and sound governance. The study therefore emphasises the need for listed banks to maintain appropriate debt-equity levels, strengthen capital buffers, improve governance disclosures and align financing decisions with long-term institutional sustainability and stakeholder protection.
IV. Recommendations

The study recommends that commercial banks listed on the Nairobi Securities Exchange (NSE) adopt balanced capital structures that integrate debt, equity and adequate capital reserves to enhance governance effectiveness and financial resilience. Banks should prioritise capital adequacy, maintain optimal liquidity levels and align equity ownership structures with corporate governance objectives to promote transparency, accountability and effective stakeholder engagement. Furthermore, banks should strengthen governance frameworks through continuous capacity building, adoption of technology-driven governance systems, compliance with regulatory requirements from the Central Bank of Kenya (CBK) and the Capital Markets Authority (CMA), and enhanced collaboration with industry stakeholders. Regular audits, training programmes and benchmarking against best practices are essential for improving governance outcomes and long-term sustainability.
Future studies should broaden the scope by examining external factors such as macroeconomic conditions and regulatory environments that may influence the relationship between capital structure and corporate governance. Comparative studies across East African banking markets could provide insights into variations arising from different institutional contexts. Additionally, qualitative research involving bank executives and board members is recommended to provide deeper understanding of governance decisions, risk management and strategic oversight. Future research should also explore the influence of emerging technologies, digital banking and fintech innovations on corporate governance effectiveness within the banking sector.


Limitation
This study was limited to commercial banks listed at the Nairobi Securities Exchange and therefore the findings may not fully represent unlisted banks or other financial institutions in Kenya. The analysis relied on secondary data from financial statements, regulatory publications and governance disclosures, which may limit the ability to capture qualitative aspects of board behaviour, managerial judgement and internal governance processes. The study focused on debt, equity financing and capital adequacy, while other factors such as ownership concentration, macroeconomic conditions, regulatory changes, bank size, profitability and risk culture may also influence corporate governance outcomes. Future studies may include broader samples and qualitative evidence.
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