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AB TRACT 

Good corporate governance practi e ar n.:g rded a important in reducing risk for investors, 
attracting investment capital and impt in" the performance of companies. Commercial 
banks and other finan ial in tttU!lt n, h< ld th ir inve tments in several forms including local 
and foreign. A profit : k •f ·• mm r ial bank are inclined to formulate policies that aim at 
divcrsifyin, th ·ir p )rtl\ li nd thu 'guaranteeing some minimum rate of return. This study 
sought t) inv ·sti, t • th • r ·Jati n ·hip between corporate governance practices and investment 
decisions of c )111m r ial ank m Kenya. 

The tud made u e of a descriptive survey design. The population comprised of all 
commercial bank operating in Kenya as at December, 2011. This study used simple random 
sampling to select 30 commercial banks for the study. Two sources of data were used, 
primary data and secondary data. The data sought was on board dimensions such as board 
size CEO duality and diversity which are the focus of corporate governance. 

The main findings of the study were that the five independent variables in the study namely 
contribution by board of directors, contribution by management, shareholders' protection, 
disclosures and transparency explained only 75.5% of the investments decisions. Other 
factors not in this study contributed 24.5% of the investment decisions. The study thus 
establishes that there exists a strong relationship between corporate governance practice 
adopted and the level of investment undertaken by the commercial banks in Kenya. 

The tudy recommended that corporate governance played an imp rtant r le in de iding the 
inve tment opp rtunitie a ailable to the bank. Thi tudy al r mm nd d that 
c mm r ial bank e tabli h an effi ient rganizati nal tru tur that v uld pr m t qu lity 
and r liabl d i i n making e p cially n in tm nt. 

tud furth r r b ndu t d n th d t rminunt f rp r t 
man ng commercial ban in K n will brin ' t th or 

) rn n c th t mm n k nl ' th m hen 
r itin i mi in b ard m mb r. 
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1.1 Background of th tudy 

CH PTERONE 

T ODUCTION 

Corporate govern n · h.l~ l m a popular discussion topic in developed and 

dev lop in • ·ountri · umudini 20 II). orporate governance is the set of processes, 

cu ·tom._ 1 )h ·i · ·. hm . and in titutions affecting the way a corporation or company is 

dir 'l ·d. dmini tered r controlled (OECD, 2004). Corporate governance comprises 

th 1 ng-term management and oversight of the company in accordance with the 

principle of re ponsibility and transparency. Good corporate governance practices 

are regarded as important in reducing risk for investors, attracting investment capital 

and improving the performance of companies (Kumudini, 2011). 

Developing countries are now increasingly embracing the concept of good corporate 

governance, because of its ability to impact positively on sustainable growth. It is 

believed that, good governance generates investor goodwill and confidence. Firms are 

now improving their corporate governance practices knowing it increa e valuation 

and boost the bottom line. Corporate governance is een as the pr ce and tructurc 

u ed to direct and manage the bu ine affair of the c mpany t ward nhan ing 

bu ine pr p rity and c rp rate a untability with the ultimat f 

realizing 1 ng-term hareh lder alu " hil t taking int unt th 

lack Jang nd K1m - m intain that ttcr rat r m w r 

thr u [)h rrc tcr t 1 ' ' r pit 1 h tt r 

p d m r C. trc tm nt 

m in th I nn 1 t 

u H iti i1 



the impact of corporate governance on poor decision making. In Kenya the best 

examples of impact of poor corporate governance include the Uchumi Supermarkets, 

Kenya-United Insuran e, , t r b1. urancc, Goldenberg, Kenren and Anglo leasing 

(Coleman and bi kp , _ ( rpor t governance is the set of mechanisms both 

d• that induce the self-interested controllers of a company 

isi n regarding how the company will be operated to make 

d · ·isi )1\S lh t m imize the value of the company. The set of mechanisms that 

maintain an appr pnate balance between the rights of shareholders and the needs of 

the b ard and management to direct and manage the corporation· s affairs. Good 

corporate go emance consists of a set of mechanisms that assure that suppliers of 

finance get adequate return on their investment (Kumudini, 2011). 

1.1.1 Corporate Governance 

According to the Cadbury (1992) there are five pillars of corporate governance which 

include efficiency and effectiveness, integrity and fairness, accountability, 

responsibility and transparency. Corporate governance has developed dramatically. 

The pace has been set by the introduction of corporate governance c de , nati nally 

and then internationally. The e code have been drawn up in reacti n t vent and 

have been comp ed by practiti ner pre ed for time and re p nding t immediate 

p liti al and public ncern Iarke, 2 4). 

lien an (2 2 m th ir p p r. mp ativ ry rp rat 

th t rpor tc in two di tin t w 

n untri m 

pu uin th 

uin h int 



Centre for Corporate Governance m Kenya (2005) broadly defined corporate 

governance as the proces by which corporate entities are directed, controlled and 

held accountable. Corp rat g m n is a c ncept that is currently receiving a great 

deal of attention w rldv. t ~ l th th private and the public sectors. Defined as the 

manner in whi ·h th " l r < a rporate entity is exercised in the stewardship of 

entity t lt t1 r ntf li a· t • and resources with the objectives of maintaining and 

in ·r ·u~in, ·har h lder alue within the context of the vision and mission of an 

nt rpri e ( adbury. 1992). 

1.1.2 Investments Portfolios for commercial banks 

Commercial banks and other financial institutions hold their investments in several 

forms including local and foreign (Abdulla, 1994). Kenya government securities, 

Foreign currency treasury bills and bonds, Loans and advances to customers (net), 

investment in subsidiary companies, associates and joint ventures and investment 

properties. The banks' larger investments are in loans and advances to customers 

followed by Kenya government securities. 

As profit seekers commercial banks are inclined to formulate p licie that aim at 

di er ifying their portfolio and thu guaranteeing me minimum rate f return. 

achieve the objecti e f profit maximization, bank make deci i n t im t 

c h in varying curiti , inv 1 ing n t nly th am unt t in e t but al th typ 

urit • in " hich t inv t. 

h fl w nd the unccrtaint · ted \ ·ith th 

mmtmtz n . In 'en 

d n \ luati n f 

h t1 w . I11 m m 

b n c 

m tm lt 



If commercial banks choose to invest in loans and advances, they risk default 

associated with these inve tmenL uch investments potentially have negative 

consequences for bank earning b u. , orne of the loans and advances to customers 

may end up a b d ut tful d bt . hi risk may or may not be covered by 

collateral · ·uriti s ( r hi ·h tnt r t rates. If the risk is covered by high lending rates, 

r th high risks and the costs incurred in valuing collateral 

· · ·uriti •s. n tiati n and debt servicing. A bank may also face the risk of illiquidity 

large olume of loans and advances without attention to the ease of 

• hiftabilit of other asset holdings in its portfolio (Nafula, 2003). 

Thi is because repayment terms and periods for bank loans and advances to 

customers are defined by fixed contracts that differ from customer to customer, 

meaning that banks cannot recall the cash in debt at will, at their convenience or when 

there is need for liquidity. This situation can lead to a run on the bank if customers 

suspect that it does not ha e sufficient resources to meet their cash needs (Soyibo and 

Adekaye. 1991 ). A bank with cash holdings lower than the amounts required for it 

demand depo its may clo e down if all of a sudden it i invaded by cu tomer making 

large withdrawal . Such a run on a bank ari e ut of cu t mer ' 1 f c nfidence in 

the bank a ituation that ad er ely affe t it dep it and pr fitability. 

1.1. h Bankin lndu t in en · 

::m r _ 11. th banking r tn n mpn d th ntr l bank 

uth rity 

it 



According to Matengo (2008), sy tematic failures of the banking industry in Kenya 

and other African countrie in the 1 990s were attributed to moral hazards. Adverse 

incentives on bank to ad pt imprud nt lending strategies for instance, when banks 

lend to project that nn~.: t d to it own directors and managers. In particular, 

insider 1 ndin • interest rates to borrowers in the most risky 

sc •m ·nt · 11' th · ·r dit mar 

1.1.4 omm r ial ank in Kenya 

Th Banking industry in Kenya is governed by the Companies Act, the Banking Act, 

the Central Bank of Kenya Act and the various prudential guidelines issued by the 

Central Bank of Kenya (CBK). The banking sector was liberalized in 1995 and 

exchange controls lifted (CBK BSD Report, 2011). 

The CBK, which falls under the Minister for Finance docket, is responsible for 

formulating and implementing monetary policy and fostering the liquidity, solvency 

and proper functioning of the financial system. As at December 2011 there were forty 

six banking and non bank institutions fifteen micro finance in titution and ne 

hundred and nine foreign exchange bureau (CBK B D Rep rt, 2011). 

0 er the la t few years, the Banking e t r in Kenya h c ntinucd t gr -. th in 

t , dep it pr fitability and ffcring. Th gr \ th h n mainly 

und rpinn d b • an indu try wid 

d in th fri an c mmunit 

rvi 

pi 

nph 

p 

h n 

b th in Ken •a 

1 r> numb r )( 

th th n 

r1 11 



1.2 Research problem 

Good corporate governance pra ti e ar regarded as important in reducing risk for 

investors, attracting in tm nt pit 1 and improving the performance of companies 

(Kumudini, 2011 . lmpl m~11tati n and maintenance of good governance facilitates 

r bust <.1 • ·i:i m 1111 in • and improves Strategy, Performance, Compliance and 

·c nmt tht . und j., haracterized by ongoing monitoring and evaluation. Good 

go ·mun · h l pr ide a framework for establishing responsibility to the people 

't!rved b the organi ation including: members, clients and other stakeholders. 

From the above discussions, corporate governance plays a key role in determining the 

investment decisions in a firms because the decisions made are binding on the Board 

of Directors regardless of whether the Chief executive officer consulted with them or 

not during execution. Following the role of the Board of Directors in an organization, 

corporate governance plays a key role in investment decision and which ultimately 

influence firm performance. The increasing importance of corporate governance 

Basel II committee on banking ha under cored the need for bank to embrace 

corporate go ernance for improvement of their performance (Mateng , 2 ). 

v ral tudied ha d n the r le f c rp rat g man 111 rganiz ti n. 

J n nand kling 76 hav pr \ n that b ttcr-g v rn firn1 might h v m r 

high r . p ted futur h-fi \\ tr m. Kl· pp r 

r turn n rn ur d 1l un I 

th t lffil h nn n . 

th m 



governance structure are expected to bring out positive result on their performance. A 

study by Dalton, Daily, John on and Ellstrand (1998) showed that board composition 

had virtually no effect on firm', p"rfotmancc and that there was no relationship 

between leader hip t tur n t o finn's performance. In as much as there is 

litcratur '~:rnon and investment decision making, there is little on 

in pu ·t of tt in K ·m n finn . Thi · study therefore sought to fill this research gap by 

inv ·sti • hng lh r lat1 n hip between corporate governance practices and investment 

f c mmercial banks in Kenya. 

1.3 Objectives of the Study 

To investigate the impact of corporate governance practises on investment decision 

making by commercial banks in Kenya. 

1.4 Value of the Study 

As the country's banking sector regulator and supervisor; the Central Bank would be 

challenged to critically assess the impact of corporate governance practice on the 

inve tment decisions of commercial banks and their performance hence guide the 

Central Bank in it policy formulation pr ce . 

Thi tudy would al be of b nefit t hareh lder and manag r 

•Nh might want t e tabli h the relati n 

td im c tmcnt d mmcr 1 l b nk nd fin 11 

p 

th 

nn n . would help b th b nk 

m imiz 

nd m n 

' • lu . 

uti fbank 

pra ti 

in en urin r th t 



The study would stimulate further interest in this area of corporate governance 

practices, contribute to existing lit r ture and provide a basis for further research in 

the corporate governan e prn ti • nd invc tment decisions in Kenya 

The results of thi ,·tud ' uld , \so b invaluable to researchers and scholars, as it 

would (mn t t .t 'i. 1 r lurth r r · •carch. The students and academics would use this 

., · r 1 di · u · 1 n on the corporate governance practices adopted by the 

K ·n rut · mm rcial ank and how these affect its investment decisions and finally 

bank perf rmance. The Government of Kenya would benefit from the study in its bid 

to make policies relating to corporate governance practices. Citizens who might need 

to know the depth to which corporate governance practices have been entrenched in 

the firms that manage their very important investment. 



CH PTERTWO 

LITE TUREREVIEW 

2.1 Introduction 

This chupt ·r li · ·u tudic ' that have been done on corporate governance, 

theori . .._ tdv n · ·d nth n cd for corporate governance in optimising firm value and 

th · di1T r nt [4 rm f go ernance that can be adopted by the organisation. 

2.2 Theoretical Review 

Thi section discusses theories on which the study is build. It discusses the 

stewardship theory of management, shareholders' theory and agency theory. It 

provides the foundations of the study. 

2.2.1 Stewardship Theory of Management 

Davis, Schoorman and Donaldson (1997) developed the stewardship theory of 

management as a counter strategy to agency theory. Steward hip the ry of 

management and agency theory have both focu ed on the leadership phil ophie 

adopted by the owner' of an organization. It grew out f the eminal w rk by 

D nald n and Davi (19 9, 1991 and was de el p d a a m d 1 wh r cni r 

princip 1 . 

Th m mntn 

rganizati n and in th 

rd hip th 

in th 

b cd upon th 

int th 

th t 

th 

umpti n th t th 

ti n, puttin 

n i n ti 



benefit when the organization thrives. The steward manager maximizes the 

performance of the organization, working under the premise that both the steward and 

the principal benefit from a tr ng r anizoti n (Mallin, 2010). 

According to 

corporuti >n · m l iii ntl 

~h 1r ·h 1ld ·r · r · um . h 

l is (I 994), managers are good stewards of the 

rk to attain high levels of corporate profit and 

managers are principally motivated by achievement and 

r sp 111 ·i ihtv n . The Council of Institutional Investors in the US, Cadbury (1992) 

in th ustralian Institutional investors (AlMA, 1995), and other professional 

directors recommend the need for independent non-executive directors. Hawley and 

Williams (1996) state that the logical extension is either towards an executive

dominated Board or towards no Board at all. Donaldson and Davis point out that the 

non-executive Board of directors is, by its design, an ineffective control device and 

cite evidence to support the view that the whole rationale for having a Board becomes 

suspect. 

Boards can become redundant when there is a dominant active hareholder, e pecially 

when the major hareholder i a family or go ernment. One c uld peculate that me 

B ard are e tabli hed from cultural habit, blind faith in their cffica y, r t m kc 

g vernment r famil y firm 1 k 'm re bu me like'. 

0 

ip I - nt nH t rt 

m m imiz 



behaviour in a universal principal-agent relationship. Agency problems arise when the 

agent does not share the principal's objectives. 

Furthermore, the ep r ti n 

profcs ional man rs 

wn rship and control increases the power of 

th m free to pursue their own aims and serve their 

f shareholders (Berle and Means, 1932). There are two 

probl ·ms ) · ·urrin' in th agency relationship with which agency theory is concerned. 

Th · first 1 that eca e it i difficult or expensive for the principal to verify what the 

gent i actuall doing, the principal cannot verify that the agent has behaved 

appr priately. The second problem is that the principal and the agent may prefer 

different actions because of the different attitudes toward risk (Eisenberg, 1998). 

Those two problems bring about a particular type of management cost incurred as 

principals attempt to ensure that agents act in principals' interests: "agency cost" 

(Jensen and Mechling, 1976). To solve those problems, agency theory must determine 

the most efficient contract governing the principal-agent relationship and an optimal 

incentive scheme to align the behavior of the manger with the intere t of owners. 

While the principal-agent model agree upon the failure of c rp rate internal c ntr l, 

it denie the inherent failure of market mechani m in i ting that market ar the 

m t effe ti e regulat r of managerial di reti n the - all d " ffici nt mark t 

m I" Blair, 1 

In d fining' 

within th 

t in 

n ( 1 4 t te th t th finn i 

tern tl 

tcm 

1 th 

int 



should be maximizing total wealth creation by the firm. That, the key to achieving this 

is to enhance the voice of and provide ownership-like incentives to the participants in 

the firm who contribute or ntr 1 riti 'al, specialized inputs and to align the interests 

of these critical t k h lJ r. \ ith th interest of outside, passive shareholders. Porter 

(1992) rporation should seek long-term owners and give 

th ·m 1 
. 
tn cmance and to nominate significant owners, customers, 

. and community representatives to the Board of directors. 

All the e rec mmendations would help establish the sort of business alliances, trade 

related net\: orks and strategic associations. In other words, Porter is suggesting that 

competitiveness can be improved by using all four institutional modes for governing 

transactions rather than just markets and hierarchy. 

2.2.3 Agency Theory 

Broader definitions of corporate governance are now attracting greater attention 

(Solomon and Solomon, 2004). Indeed effective corporate governance is currently 

understood as in olving a wide number of participant . The primary participant are 

management hareholders and the b ard of direct rs, but th r key player wh 

int re t ar affe ted b) the c rp rati n ar empl y uppli r , cu t m r partn 

and th g n ral mmunity. 

' vern n . und rst Ill th br adcnin' ial ntc ·t , 

unt bl n t nl · t ) but to 

t in 1n' 

th t t th h r1 



board structure (which receives a lot of attention in the current regulations), but 

instead board process. 

One of the mo t widel - it d F p r on agency theory is published by Jensen and 

Meckling (197 ) J n kling (1976) suggest that the firm can be viewed as 

a n u: or 11 tw rk ntra t ', implicit and explicit, among various parties or 

·t tk ·h )1 i ·r". ·u h · shareholder , bondholders, employees, and society at large. The 

int r ·t · f ·t eh lders are not always aligned leading to agency problems which 

ccur when the intere ts of agents are not aligned with those of principals. Depending 

n the partie involved in conflicts, agency problems can be categorized as: 

Managerial Agency or Managerialism (between stockholders and management); debt 

agency (between stockholders and bondholders); social agency (between private and 

public sectors); and political agency (between agents of the public sector and the rest 

of society or taxpayers). Firms have to incur agency costs in a bid to reduce or 

eliminate the agency problems. Jensen and Meckling (1976) defined agency costs a 

being the sum of the cost of monitoring management (the agent) and bonding the 

agent to the principal ( hareholders) andre iduall 

Corp rate Go emance can be viewed a a et f me hani rn t redu ag n y t. 

in rder t a ure uppliers of finan r tum n th 1r in c. trn nt . Th bjc tiv f 

rp<: rat 

' luc: 

veman c i t en uragc th man m nt t rna th 

them lv u h im trncnt in p 

ur of m n .. ' and di 

tl 

int n t uti 1i ' th 

nt 

ll\ ·n,th 



Meckling, 1976). There are four basic sources of conflicts: moral hazard, earnings 

retention, time horizon and, risk ayer i n. 

Jensen and Meckling 

perquisite in r 

rcpr ·s ·nt ·d b tht lu · f 

d that a manager's incentive to consume private 

n r•hip in the company declines. Moral hazard is also 

rt in management (Jensen, 1986). If free cash flow is 

pnid )lll 

vulu 

1\'1 ·nd . managers are less likely to invest in projects with negative 

the timing of cash flows, shareholders concern themselves with 

futur cash fl v o era long-time horizon whereas managers may be concerned with 

cash flm: \ ithin their employment terms only, leading to bias in favour of short-term 

high performance projects, at the expense of long-term positive NPV projects. 

Another problem of agency relationship is the managerial Risk Aversion. Since their 

human capital is tied to the finn, managers cannot diversify their investments at a low 

cost. Therefore, according to Jensen (1986), managers may prefer diversifying higher

risk investments. Jensen (1986) suggests debt as a mechani m to reduce agency 

conflicts. However, Brennan (1995) finds that risk-averse manager would prefer 

equity financing over debt to reduce the ri k of bankruptcy and default. 

2.3 ommercial Bank In e tment Deci ion 

Inv tm nt i th urrent mrnitm nt f m n y fi r a ri d tim m rdcr t 

d riv futur payrn nt th t \ ill t r fi r th tim th und r 
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Investment involves making of a sacrifice in the present with the hope of deriving 

future benefits. Two mo t importan, features of an investment are current sacrifice 

and future benefit. In tm nt L th acrificc of certain present values for the 

uncertain future r \\ s ommitment of funds in various investment 

avenue .. It iuv 1 s oum r u d i ion uch as type, mix, amount, timing, grade etc, 

( j,j n making has to be continues (Levy, Haim, and Thierry Post, 

00 ). lnv ·tm 'nt i · ncerned with the management of an investor's wealth which is 

tl1e ·utn f current income and the present value of all future incomes. 

In e tment policy includes setting of investment objectives in addition to specific 

objecti es regarding the investment return requirement and risk tolerance of the bank. 

For example the investment policy may define that the target of the investment 

average return should be 15 % and should avoid more than 10 % losses. Identifying 

investor's tolerance for risk is the most important objective, because it is obvious that 

every investor would like to earn the highest return possible (Jones, 201 0). 

The returns on investment play a key role in guiding the inve tment behavi ur of 

commercial banks. The return that bank earn on t tal re urce in e ted in equity 

fund may bet mall to attract or h ld equity fund . The in 

be guid d by the pre ailing market r turn n ari u m tm nt pp rtunitic 



range of loans and investments. Some of these investments may produce a higher net 

operating income than con umer cr dit, others a smaller income. The relatively low 

return on some of their non n um r rcdi t activities is related to the deposit function 

of banks. They r r qmrt.:J tl . k investment outlets that are liquid and of good 

quality to prot ·i r and provide the liquidity needed to service demand 

dcp 1 ·it: . Th · I w n uch investments reduces their earning capacity and is a 

c 1st 11' , , tin dep ·i . In most cases the loan and investment decisions of 

c nun 'r ial bank are not influenced directly by their consumer credit policies (Jones, 

2010 . Howe er. orne banks find it desirable to finance the inventory of the dealers 

from -v hich they obtain retail paper or in other ways provide services related to 

consumer lending. In some states banks are permitted to handle insurance operations 

or to accept fees as agents for writing insurance. In such cases, the insurance that 

arises from consumer credit operations may add to or supplement the bank's income. 

Most of their earnings on other earning assets, however, have no relation to their 

consumer credit activities (Levy, Haim and Thierry Post, 2005). 

2.4 Indicator of Good Corporate Governance 

2.4.1 Independent Director 

n ard indep nd n 1 gr und d in ag n y th I) ( ama and J n en, 

19 3. In a t it h in th fin n ard \ ith 
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CEO from outside the compan)' rather than promote an internal candidate 

(Borokhovich et al., 1996; Hu on, 2001 ). 

2.4.2 Independenc of mmittc s 

i a\.< on ·idcrcd important for a board committee to be an 

cffcttiv · m mit r ( I ·m. I 9 ). John and Senbet (1998) report empirical evidence 

·htn in 1 that th pr ence of monitoring committees (audit, nomination, and 

c mp n ati n c mmittees) is positively related to factors associated with the benefits 

of m nit ring. Hov ever, the presence of insiders in the compensation committees 

increase the probability of making decisions in favor of the CEO's interests 

(Newman and Mozes, 1999). 

Moreover, when the CEO sits on the nominating committee or when no nominating 

committee exists, firms appoint fewer independent outside directors and more gray 

outsiders with conflicts of interest (Shivdasani and Yermack, 1999). In addition, the 

stock market's reaction to appointments of independent out ide direct r i more 

po itive when the director' selection proce s i viewed relatively independent of 

CEO in olvement (Shi dasani and Yermack 

indep ndent audit c mmittee · reduce the likelih 

9). Klein (2 2) h w that 

f earning management, thu 
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board's activity, explaining why smaller board sizes are better than larger ones that 

may be plagued with free rider and monitoring problems. For example, Yermack 

(1996) and Eisenberg et 1. 1 ) find a negative relation between board size and 

company value, indi nn th 1t smaller boards are more effective since they 

cxpcri nee w 't ·,u1ununi uti< n and coordination problems. 

2. . :plit huin ta ole 

Th ' qu ·sti n f' ·hether the chairman and CEO positions should be separate has been 

c ntr ve ial. The ad antages and the drawbacks of separating the chairman and CEO 

p itions ha e been studied extensively. Jensen (1993) argues that separating CEO 

and chairman roles is in the shareholders' interest. Similarly, large firms that separate 

the two functions trade at higher price-to-book multiples (Y ermack, 1996) and have 

higher return on assets and cost efficiency ratios than firms where the same person 

holds both titles. 

In addition, bestowing the CEO and chairman duties on one individual make it 

harder for a board to replace a poorly performing CEO (Shivda ani and Zenner, 

2004), which can reduce the flexibility of a board to addre izable d line in 

performanc (Goyal and Park, 2002). nth ther hand Bri kley t al. 7) find n 

vid n that parating th e r 1 mpany p rfi rman 

mbining th f chairman and 
' ' h 
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deprive boards of an important tool to motivate and reward new CEOs (Brickley et 

al., 1997). 

2.4.5 Board Meeting 

Board. :hould b · r .l I in ·a· meetings frequency if the situation requires a high 

sup ., vi ·it)n n · ntr I ( hi dasani and Zenner, 2004). Other studies suggest that 

bo Lrd · ·hould alance the costs and benefits of frequency. For example, if the board 

incre e the frequency of its meetings, the recovery from poor performance is faster 

(Vafeas. 1999). 

2.5 Importance of Corporate Governance in banking 

The economy health of a government is closely related to the soundness of its banking 

system. Banks are essential for each country's economy, since no growth can be 

achieved unless savings are efficiently channelled into investment. Banks contribute 

to the operation and growth of the economy through various roles, including that of 

intermediary and provider of payment settlement facilities. Mobilize aving from 

sa ers to borrower in order to finance productive activiti Heffernan (1996). Thi 

can be done ucce fully with the careful management f credit liquidity and intere t 

rate ri k. 

ntiall , a bank i fund d primaril • by d it rs· it thu. h an ligati n t 
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Alexander (2006) observed that mismanagement in the banking institutions can lead 

to a general loss of confidence in tht banking system which can quickly spill over to 

other sectors of the econ m . 

Recent cxampl < q < rat collapses of some outstanding corporations 

m. ,J bal ro ' ing and National Australia Bank (NAB), among 

other!\, the need to improve and reform Corporate Governance. 

nron pr fi and had hidden debts totalling over $1 billion, manipulation of 

th markets. and bribing foreign governments to win contracts abroad. While 

WorldCom engaged in overstatement of cash flow by booking $3.8 billion in 

operating expenses as capital expenses and gave founder Bernard Edders $400 million 

in off the books loans. Global Crossing engaged in network capacity swaps with other 

carriers to inflate revenue and shredded documents related to accounting practices. 

In January 2004 NAB disclosed to the public that it had identified losses relating to 

unauthorized trading in foreign currency options amounting to AUD 360 million. The 

AB's forex scandal highlighted an operating en ironment characterized by lax and 

unque tionable over ight by manager poor adherence to ri k management y tern 

and c ntrol and weakne e in internal G ernance pr cedure . 

Vari u c untrie ha c in tituted guideline and regulati n · 1r urn\ ent th 
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portfolios. Basel II also requires companies to publish both the details of risky 

investments and risk management practices. 

A survey of Corporate 

that greater emph 

transpar ·11c 

cl pmcnts in OECD countries (2004) upheld 

nti( n b put n orporate Governance issues, especially 

ontrol and accountability, and to the most appropriate 

f(mn (1f B 1ard ·tru ·tur that may be capable of preventing such scandals occurring in 

futur . .lT· tl\ rp rate Governance practices are essential to achieving and 

maintaining public trust and confidence in the banking system, which are critical to 

the proper functioning of the banking sector and the economy as a whole. A key 

element for well functioning of financial system is trust. Corporate scandals and 

diminishing confidence in financial reporting among investors and creditors have 

renewed Corporate Governance as a top of mind priority for Boards of Directors, 

Management, auditors and other stakeholders. 

Banks are in the risk bu iness. In process of providing financial services, they a sume 

various kinds of financial risks. In all such circum tances, risk need to be monitored 

and managed efficiently by the institutions. To be effective, the concern and t ne fl r 

ri k management mu t tart at the top. The overall re p n ibility of ri k management 

re t with th B ard. The Board h uld appr e th e p li ie. th t ar 

the ri k t 1 ran manag mcnt i t tr n fi m1 th 

dir ti rm p lici and pr dur nd t 

in titut an e t tiv 
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policy, Boards should be encouraged to take a broad based v1ew of Corporate 

Governance which en com pas e the totality of their role. 

Banks should uphold tr n ovcrnance practices because of their peculiar 

nature of bu in . B. nb h \ o fiduciary relationship with their customers. Basel 

ommitt · · on h mkin • up t ·ion ( 1999) upheld that banking supervision cannot 

function w ·II. i r · und rp rate Governance practices are lacking. It held that sound 

'ernance practices makes the work of supervisors easier and 

w1ders re the necessity of having appropriate levels of accountability checks and 

balance \ ithin each bank. Basel ll (1999) observed that from a banking industry 

perspecti e, Corporate Governance involves the manner in which the business and 

affairs of a banking institution are governed by the Board of Directors and senior 

management in: setting the corporate objectives, running the day to day operations of 

the business, to consider interest of the shareholders, aligning corporate activities and 

behavior with the expectation that banks will operate in a safe and sound manner and 

in compliance with applicable laws and regulations, and protecting intere t of 

depo itors. 

The rapid de el pment in the financial market and the gl balizati n f financi 

infl \ , te hn 1 gical pr gre c mp titi ene am ng bank and n n-bank h 

a chang in managing ri k and hang t th Ia\ and urvcillan 

t m intain the integrity nd tr ngth f th ban 

vcman i m r pr n un cd \ ·ith r :quircm nt t h \ c 

nnu 1 rt . 

th 

n r 11 t 



They are the backbone of the national payment system. Given the importance to the 

economy, banks and other interm diarie are under the regulatory purview of the 

central bank. Unlike in th f other companies, banks have a fiduciary 

his creates additional principal relationship with 

bank that d n )t • i r "tth t 1 ·r n n-banking institutions. 

rnance in Banking 

rp rat G \emance is generally seen as the systems or processes by which entities 

are managed and controlled. From a Banking industry perspective Corporate 

Go emance relates to the manner in which the business of the bank is governed. It is 

defined by a set of relationships between the bank's management, its Board, its 

shareholders, and other stakeholders. This includes setting corporate objectives and a 

bank's risk profiles, aligning corporate behaviour with the expectation that 

management will operate in a safe and sound manner, running day-to-day operation 

within established risk profile and in compliance with applicable laws and regulations, 

while protecting the interests of depositors and other stakeholder . 

Commercial banking operation i not as tran parent a th r firm . The ank balance 

heet and income tatement are generally opaque; a bank cann t 

d bt rs (b rrowers) and creditor (d p it fi r th in judging 

th p m rmanc fB ard and man g m nt ). r 7ul ti n 

mm r ial ban ar upp t publi h their udit I pr 
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evaluate financial risks. Financial disclosure requirements normally focus on the 

publication of qualitative and quantitative information in a bank's annual financial 

report. The format of di 1 ur typi Hy mandates a complete audited set of financial 

statements, as w ll infom1ation such as a discussion of management 

.m a orporate Governance statement. 

'l he l it ·r lizuti n f an ing and capital markets has substantially increased the level 

of inf m1atl n required to achieve financial stability while the provision of useful, 

adequate information on participants and their transactions has become essential for 

maintaining orderly and effective markets. 

One of the methods in enhancing Corporate Governance in the banking sector is 

through risk management. Risk management establishes a process of identifying; 

analyzing and mitigating risk that could assist the bank achieve its objectives. It 

includes making links between risks and returns and resource priorities, and putting 

control mechanisms in place to manage risk throughout the bank by developing fraud

prevention and risk management plans. 

Thus the key elements of a ound Corp rate Go ernance framew rk in a bank can e 

ummarized to include the following: fi rp rat trategy 
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Fourthly adequate corporate values codes of conduct, and other standards of 

appropriate behaviour and effecti\' )Stem used to ensure compliance. This includes 

special monitoring of the bank . ri. k expo ures where conflicts of interest are 

expected to appear. i hi • finan 'iol and management incentives to act in an 

appropriat m on ·r th Board, management, and employees, including 

comp 'It. · tti m. pr m ti n. and penalties (compensation should be consistent with the 

btmk.', ~ · tive . performance, and ethical values) and lastly transparency and 

appropriate information flows internally and to the public. 

Corporate Go emance affects banking institutions by ensuring that strategic goals and 

corporate values are in place and communicated throughout the bank. These goals 

must be transparent with the objective of ensuring proper lines of accountable 

responsibility, appropriate oversight by senior management, segregation of audit and 

control functions, effective risk management procedures are in place and Board 

members are properly qualified and do not place undue influence upon management. 

Effective Governance practices are one of the key prerequi ite to achieve and 

maintain public trust and, in a broader sen e, confidence in the banking y tern. p r 

Governance increase the likelih d of bank failure . Bank failur may imp 

ignificant public co t, affe t dep it in urance chem and in r c ntagi n ri k . 

und rp rate Go man e an an n bling n ir nmcnt th t r ., · rd 

banking ffi i n y, mitigat financial ri k . and in r · t m ti · tubilit ·. 
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inefficient banks to improve or exit the industry. The social cost of supervising banks 

may be lowered if regulators cede greater control to market forces that can distinguish 

between good and bad bank . 1 d p , itors have an indication that their funds are safe 

and liquid, they will n t h '~ ln in l;rttivc to withdraw their deposits from their banks. 

vid nee indi · tt · th u i p 'tt r di cipline banks for risky behaviour, both by 

withdr 1win • th ·it d · <;t and by requiring higher interest rates. 

2.5. orpor t Go ernance and Banking Institutions 

Banking institutions is the bank profitability and productivity in banking (Jeon and 

Miller, 2006). In addition, performance may also refer to the development of the share 

prices, profitability or the present valuation of a company (Melvin and Hart, 2005). 

Intuitively there appears to be a positive correlation between good Corporate 

Governance practice and corporate performance. A good working relationship 

between the Board of directors, management and other stakeholders in a given bank 

would result in increased efficiency, throughput and profits. Analysts and markets 

would view these results favourably with reluctant higher tock price . nver ely in 

times of Corporate Governance crisi , this relation hip w uld be affe ted and would 

be reflected and would be refle ted in falling t ck price and th r measur f 

c rp rate perfi rmance. 
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companies with the best Corporate Governance in each of a large number of emerging 

markets countries had 18% point higher measures of EVA (Economic Value Added) 

than firms in their country Y r g (CL A, 2001). A Harvard Wharton team also 

found that U ba d finn~ with l tt ·r ovcrnance have faster sales growth and more 

profitabl th n th ·i ('lll f!', A I AMRO study done in Brazil showed that Brazilian 

finn · with tt w · ' ·m orporate Governance had ROEs (Return on Equity) that 

0 hi h r and net margins that were 76% higher than those with average 

vernance practice . A study of S & P 500 firms by deutsche bank showed that 

companie \ ith strong or improving Corporate Governance outperformed those with 

poor or deteriorating Governance practices by about 19% over a two- year period 

(Grandmont and Gant et al, 2004). In a 2002 Mckinsey survey, institutional investors 

said they would pay premiums to own well governed companies; premiums average 

30% in Eastern Europe and Africa and 22% in Asia and Latin America (Mckinsey, 

2002). 

2.5.3 Measurement of Bank Performance 

Financial performance evaluation is multifaceted involving ratio analy i financial 

tatement , trend analy i and c n ideration f additi nal data n t alway fi und in 

publi hed rep rt . Integrated model , u h a the R turn n quity (R ) M del 

DuP nt del di aggr ate R v ral ba ic mp n nt in rd r t i lat th 
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efficiency. ROE is the closest an accounting measure comes to revealing how well 

managers have done in maximizing .·hareholder wealth. 

Return on Assets (RO m tJr of 'ffi iency, indicates management's ability to 

usc financial and r 1 r s ) ncrate net revenue. The return on Assets (ROA) 

i a function 1ft )th 1ts 't management, reflected by the net profit margin and its 

rcvcnu · m na m nt captured by its utilization ratio. The net margin calculated by 

operating inc me after tax divided by interest income, measures the net profit margin, 

that i , v hat i left out of one shilling's revenue after all costs have been taken out. 

2.6 Empirical Review 

Corporate governance is a necessity in modem business decision making. This is as a 

result of several highly publicized scandals such as the collapse of Enron, World Com 

and the demise of Arthur Andersen LLP, the Sarbanes- Oxley Act was enacted with 

aim of restoring public confidence in the United States system of corporate 

governance and reporting. It is a legal response whose broad intent is to deal with the 

core issues of transparency, integrity and over ight of financial market 

(PriceWaterhouseCooper , 2003). 

Oman (2003) note that corp rate go ernan ha a c ntral r I t play in h lpmg t 
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governance and effectively functioning capital markets. Though the crisis was set off 

by currency, interest-rate and a et-price volatility it was perpetuated by vulnerable 

corporate and bank balan L that were unable to absorb the volatility. The 

vulnerable balan 

govern d. 

in turn raised questions about how corporations were 

Risk h 1 • • ·n d fined in different terms depending on context. Reilly & Brown 

(2000 defin ri k as the uncertainty of future outcomes, the probability of an adverse 

outcome. Ri k i an unavoidable element of conducting business and rewards increase 

with the level of risk that a business bears. However, there are dire consequences if 

failure results. It is for this reason that a business must seek to have an optimum 

balance between risk and rewards. The recent corporate failures have convinced an 

increasing number of once skeptical investors that governance is a separate risk class 

that certainly requires attention and, in many cases, specialist analysi (Bradley, 

2004). In the McKinsey Quarterly report of 2002, it was noted that good governance 

should increase the market valuation of companie by improving their financial 

performance, reducing the risk that board will make elf erving de i i n , and 

generally rai ing inve tor confidence. 
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their study of the 100 largest companies that are listed on the Stock Exchange of 

Thailand found that those compru11CS with the best overall corporate governance 

performance had averag m rkct luntion that were 45 percent higher than the 

average for compamc 1n th tt m quartile. 

art · ·t 11 ( 00 - ·am ut a study of the relationship between ownership on 

c )rp )f 1l • p •rf mmn aero· 168 firms in Hungary between 1996 and 2001. They 

us ·d th return on equity (ROE) and real sales to number of employees' measures 

concluded that the size of the largest block increases profitability and efficiency. 

Holderness et al (1995) studied 3759 firms in the United States and using the market 

to book measure concluded that the performance-ownership relationship is weak. 

Black (2001) found out that good governance practises are strongly correlated with 

higher firm value as measured by the ratio of actual market capitalisation to 

theoretical market capitalization. Harper and Lowe (2002) show that better corporate 

governance is highly correlated with better performance and market valuation. Harper 

and Lowe also found out that corporate governance provision in the firm le el matter 

more in countries with weak legal envir nment . 

A negati e relation hip howe er appears t xt t b tween b ard ize and firm alu 
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the management have the greatest effect on the performance. N gugi (2007) did a 

study on the relationship betwc n corporate governance structures and the 

performance of insuran mpnni s in Kenya and found that inside directors are 

more familiar with th nn'. l ti itic and they can act as monitors to top 

manag m ·nt p ·i tll it thl p rccivc the opportunity to advance into positions held 

by in· )lllp ·t ·nt · uti · . The study also found that the effectiveness of a board 

timal mix of inside and outside directors concluding that an optimal 

b ard c mp ition lead to better performance of the companies. 

Gatauwa (2008) studies the relationship between corporate governance practices and 

stock market liquidity for firms listed on the Nairobi Stock Exchange. The study 

found that greater disclosure enhances stock market liquidity, thereby reducing the 

cost of capital. The commitment of management teams to increase the level of 

disclosure also lower the information asymmetry between managers and shareholders 

and lower the cost of capital. Matengo (2008) also conducted a study on the 

relationship between corporate governance practices and performance the ca e of 

banking industries in Kenya. The study found that go d c rp rate go ernance will 

lead to lower firm ri k and ub equently to a lower c t f capital. Th tudy a! 

found that eparati n f owner hip and c ntr I maximiz har h ld " alth. 
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Kenya concludes that there was significant influence of corporate governance on risk 

management practises. Thi ' as attributed to the fact that better corporate governance 

mechanisms lead to bett r m n g m nt of ri ks. The beta values for board size and 

cognitive div r it had a positive influence on risk management. 

duality h d t m .IIi' · it1tlu ·n on risk management. 

m her tudy of the relationship between corporate governance 

wn 1 ' hip tructure and financial performance of insurance companies in Kenya finds 

that there e ists significant relationship between size, outside (non-executive) 

directorship and leverage with both return on asset and return on equity. Ogutu (2010) 

in his study of corporate governance practises in the water sector in Kenya concludes 

that there was need for adoption of corporate governance practises to avoid failure in 

the corporate arena. 

Matengo (2008) undertook a study to determine the relationship between corporate 

governance and performance in the banking industry in Kenya. In hi tudy of the 

institutions in the banking industry he conclude that corporate governance tenet 

have been applied by the participant irre pective of their legal tatu . Alth ugh their 

pre ence created confidence within it takeh ld r their imp rtan uld n t 

hO\ ever be c nclud d to be influential in d t rrnining p rfi rman . 
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The chapter also reviewed commercial banks' investment decisions before reviewing 

empirical literature in the area of interest. 



CHAPTER THREE 

RE EAR METHODOLOGY 

3.1 Introduction 

This chapter di u ~ rh mdh< dolo ty that hall be adopted by the researcher in 

carrying ut th · ·tu i ·. fh haptcr presents the research design, population to be 

nand procedures and data analysis . 

. 2 R earch de ign 

In thi tudy a descriptive survey was used. 'Descriptive research portrays an 

accurate profile of persons, events, or situations (Robson, 2002): Surveys allow the 

collection of large amounts of data from a sizable population in a highly 

economical way. 'It allows one to collect quantitative data, which can be analyzed 

quantitatively using descriptive and inferential statistics (Saunders et al., 2007r 

Therefore, the descriptive survey was deemed the best strategy to fulfil the 

objectives of this study. Robson (2002) points out that de criptive study p rtray 

an accurate profile of per ons, events or situation. D criptive tudy de cribe the 

exi ting condition and attitudes through ob ervation and interpretati n t hniqu . 

De cripti e re earch de ign i ne f th be t meth d t; r ndu ting r car h in 

human c nte t b au of p rtraying a urat urr nt fi thr ugh d t 
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3.4 Sample 

This study used simple random an1pling t select 30 commercial banks for the study. 

According to Kothari (20 • if · 11 s"'l 'ted, a sample of 10% or 30 members of the 

population arc n u h r thl lc..:naolization of the findings to the whole population. 

3.5 Dnt a 'oil ·di,m 

Two ·our, · · r data ' ere u ed, primary data and secondary data. Primary data was 

c 11 ted through questionnaires and secondary data from published results and 

Central Bank of Kenya Supervision Reports: Various pillars/tenets of corporate 

governance practises as set out by the Basel II committee were set out in the 

questionnaire. Corporate governance was collected from the annual reports. The data 

sought was on board dimensions such as board size, CEO duality and diversity which 

are the focus of corporate governance. 

3.5.1 Data Validity 

To ascertain the validity of questionnaire, a pilot test was carried out (Cronbach, 

1971). This was done by administering the que tionnaire onto the pilot gr up. The 

content validity of the re earch in trument v as e aluated thr ugh the a tual 

admini tration of the pil t group. The tudy u ed b th fa e and c ntcnt alidit t 

a certain the alidity f the que ti nnair . a validity i tu lly lid it · 

valu . a h k n fa validit , t un: it m nt t th pil t up t 

r m dific ti n nt 1t v lidit • d w 

th n th 

ul ti n 

m in 



3.5.2 Data Reliability 

Reliability of the que tionnaire ' ·. evaluated through administration of the said 

instrument to the pilot group. n, tmct composite reliability co-efficient (Cronbach 

r 11 th on tructs, is considered adequate. The acceptable 

reliability · ·I li ·i 'Ill i 'and above (Nunnaly, 1978), if the Cronbach alpha is 

below 0. > th · r ·tia ilit f the questionnaire is considered too low and thus the 

e amended. 

3.6 Data al i 

Data \ as analysed using Statistical Package for Social Sciences Version 17. The 

collected data from the field was inspected for completeness and accuracy, coded and 

then entered into the system for analysis. The finding of the study was presented in 

tabular form for ease of interpretation and reporting. According to Mugenda and 

Mugenda (1999), multiple regression analysis attempts to determine whether a group 

of variables together predict a given dependent variable. 

3.6.1 Analytical Model 

The model i as follow : 

\\'her y = In e tment D 

a = n tant 

• 2 = ntributi 

. -
• == 
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3.5.2 Data Reliability 

Reliability of the que tionnaire was evaluated through administration of the said 

instrument to th pil t group. A construct composite reliability co-efficient (Cronbach 

alpha) of 0. for all the constructs, is considered adequate. The acceptable 

r liul ilit. · ·ffi i ·nt i 0.6 and above (Nunnaly, 1978), if the Cronbach alpha is 

·1 w 0. the reliability of the questionnaire is considered too low and thus the 

re earch tool should be amended. 

3.6 Data Analysis 

Data was analysed using Statistical Package for Social Sciences Version 17. The 

collected data from the field was inspected for completeness and accuracy, coded and 

then entered into the system for analysis. The finding of the study was presented in 

tabular form for ease of interpretation and reporting. According to Mugenda and 

Mugenda (1999), multiple regression analysis attempts to determine whether a group 

of variables together predict a given dependent variable. 

3.6.1 Analytical Model 

The model is as follows: 

Where Y = Inve tment Deci i n 

a - c n tant 

b I, b2, b3, and b4 ar c - ffi i nt tat d v ith 

1 = ntributi n y th B ard f dtr t rs 
' 2 = ntri uti n by th m nt 

= ti n 

th 

ti ly 



To test for the tr ngth of the model and the relationship between corporate 

governance pr 

condu t <.1 nn no! 

n l in c tment decisions of commercial banks, the researcher 

f Variance (ANOVA). On extracting the ANOVA table, the 

r · , · tr ·h ·r l ·d at the significance value. The study was tested at 95% confidence 

l el and % ignificant levels. 



CHAPTER FOUR 

DATA ANA YSIS, FINDINGS AND DISCUSSION 

4.1 Introdu tion 

This hapt r pr s nt ' analy 'i and findings of the study as set out in the research 

obj ·cti t nd r · ·arch methodology. The study findings are presented on the impact of 

c rp ml g ernance practises on investment decision making by commercial banks in 

Ken a. 

4.2 Demographic Statistics 

4.2.1 Departments in which the respondents worked 

The study sought to establish the demographic statistics of the respondents. The 

findings were as shown in the table 4.1 below: 

Table 4.1: Departments in which the respondents worked 

Frequency Percent 
Human Resource 6 40.0 

Corporate Affairs 4 26.7 

Company Secretary 3 20.0 

Finance 1 6.7 

Communications Department 1 6.7 

Total 15 100.0 

Source: (Research Fmdings) 

From the re earch findings ab ve, the tudy e tabli hed that the re p ndcnt w rked 

in different department . 40% of the re p ndent work d in the Human R ur 

department folio'>' ed by 26.7% wh ffairs partm nt. 

20% had th ir c mpany cr tari . 7% h w r fr m man · nd 

n in • nth B rd 

l'h tud ' nurn r in n th l r I l)t 



Table 4.2: The Number of Members Serving on the Board of Directors 

Frequency Percent 

11-15 9 60.0 

5-10 5 33.3 

16 and abov 1 6.7 

Total 15 100.0 
'---- - • ourc : (Rt: cnrch 'Hndmg ) 

·r m th tud findings indicated in the table 4.2 above, majority (60%) of the 

r p nd nt indicated that their board of directors comprised of between 11-15 

members followed by 33.3% of the respondents who indicated that their boards 

comprised of 5-1 0 members. 6. 7% of the respondents indicated that their boards 

comprised of 16 and above members. 

4.2.3 Frequency of Board Meetings 

The study sought to establish the frequency of board meeting among commercial 

banks. The findings were as indicated below in the table 4.3 below: 

Table 4.3 : The Number of Times the Board meets in a year 
Frequency Percent 

As need arises 9 60.0 

Once a month 4 26.7 

Once in a quarter 2 13.3 

Total 15 100.0 
. 

Source: (Research Fmdmg ) 

From the re earch finding the tudy e tabli hed that 6 °·o f th re ·p nd nt 

indicated that their b ard of dire t r h ld me ting 

f th r ndent \ h indi t d that th ir ard m mb rs h ld m tin , 

m nth whil 1 . % fth re nd nt indic tc th t their b rd m mb li1 

thrc m nth . 



4.3 Board of Directors Contribution 

The study sought to establish the contributions of the board of directors to the 
operations of c mm i 1 hank in Kenya. The respondents were required to score the 
level of th ir ,r m nt with various statements on the contributions of the boards. 

l'd from i to 5 where 1 = Not at all, 2 = To a little extent, 3 = To a 
m d ·rat tent, 4 = To a great extent, 5 =To a very great extent. The study computed 
mean and tandard deviation to help measure the respondents' feeling about the 
contribution of the Boards. The findings were as in the table 4.4 below. 

Table 4.4: Contributions of the Board of Directors 
Statements 

Mean Std. 
Deviation 

The Board formulates long term strategy of the organization 3.7333 1.03280 
The Board is not involved in day to day running of the 3.3333 0.72375 
organization's affairs 
The Board provides the necessary resources for the achievement 3.7333 0.45774 
of the organization's strategic goals 
The Board defines and communicate to management their 3.4667 1.18723 
powers, roles and responsibilities 
The Board approves proposals from the management after 3.0000 1.06904 
thorough scrutiny, debate and analysis 
The Board consults technocrats on professional matter 3.5333 0.74322 
The Board has got an operating plan that defines its function 4.0000 0.53452 

in th t ble 

m1ul t 

t nt m n 
n 



to day running of th.e organization's affairs as shown by a mean of 3.3333. However, 

the Boards provided the ne es ary resources for the achievement of the commercial 

bank's strategic goal imh ·atcd by a mean of 3.7333 which lie between moderate 

to a great e t nt. 1 r p nd ·nt. al o indicated that their boards approved proposals 

from th • m n ·nwnt after thorough scrutiny, debate and analysis as supported by a 

m ·tm f . . F r professional matters, the respondents indicated their boards 

c n ulted technocrats as supported by a mean of 3.5333. The boards of commercial 

bank also had an operating plan that defined their functions, activities and its 

objectives as supported by the mean of 4.0000. 

The study further sought to establish the board's first duties which included their 

organizations, shareholders directors and members and other stakeholders. From the 

findings the respondents indicated that the boards' first duties covered all these with 

each registering a mean of 3.8 and above. In doing these, the respondents indicated 

that boards conducted their activities in a free and democratic atmosphere to ensure 

independence as supported by a mean of 3.4000. In addition, the respondents 

indicated that the board meetings are democratic and open for all members as 

supported by a mean of3.6667. 

The tudy further ought t e tabli h how the b ard were con titut d and all i u 

c ncerning b ard meeting . A ked of their le el f agre ment 

all m tmg were urely k pt and a ail d t all m mb 

n wh ther minut f 

f th rd a n d 

ar th r p nd nt .4 7. n \ h thcr th m m r. 

tin , , th m n \\ 

rd m tin pti 
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board were accurately recorded on a timely basis to support decision making process 

at management levels a upp rted by a mean of 3.6000. The boards were also 

involved in the dir t rs n I th election considered present skills and requirements 

in the board r~' u' . orcd by the respondents with a mean of 3.6000 each. 

n. ·a h ·I ctcd new board member was inducted well to allow their 

fumiliuri ati n \ 'ith the key operations of the bank as indicated by a mean of 3.6000. 

n admi ion, a new board member was given clear information on the role of 

management and that of the board and the relationship between the two levels of 

organizational management as indicated by a mean of 3.4667. On whether the board 

performance was evaluated at least once every year, the mean was 3.3333. The 

respondents also indicated the banks had a succession plan in place for the Board's 

chairperson, Board members, the CEO and the senior management as indicated by the 

mean of 3.2000. The respondents also indicated that where the conduct of any director 

becomes questionable, he or she is asked to leave the Board as supported by the mean 

of 3.6000. The interest and conflicts between Board members were declared and 

resolved amicably as indicated by the mean of 3.1333. These stati tics are well 

illustrated in table 4.5 below: 



Table 4.5: Conduct of the board 

Mean Std. 
Deviation 

Minutes of all me ting Tt: • urcly kept and are available to all 3.4667 .91548 

members of the B ani 

Themcmb r r IV . un written agenda and notices of 3.7333 .88372 

meeting 

~bs n · · lr m th(: R ard meetings is by exception not as a rule 3.3333 .89974 

All pr ··:din · andre olutions of the Board are accurately 3.6000 .91026 

r" rd d n a timely basis 

Th B ard i in ol ed in the selection of the directors 3.6000 .91026 

The election considers present skills and requirements in the 3.6000 .91026 

Board of directors 

The Board is composed of members representing diverse 3.3333 .72375 

interest groups 

Every new Board member is inducted well after selection. 3.6000 .91026 

A new Board member is given clear information on the role of 3.4667 .91548 

management and that of the Board and the relationship between 

the two 

Board performance is evaluated at least once in a year 3.3333 .72375 

A succession plan is in place for the Board's chairperson, Board 3.2000 .86189 

members, the CEO and the senior management. 

Where the conduct of any director becomes questionable, he or 3.6000 .73679 

she is asked to leave the Board. 

Interest and conflicts between Board members are declared and 3.1333 .63994 

resolved amicably . . 
Source: (Research Fmdmgs) 

4.4 The structure of the Board 

Several statements were fronted on the tructure of the board to which the re p ndent 

were required to rank their le el of agreement with each tatement. The le el f 

agreement ranged fr m I =Le t e tent 2= xtent 

5 ery great ext nt. Fr m the r ar h findin . th 

b rd ut i and n n 

pr porti n men 

n th ir rol 

n •h th r th m1 JJ 

d rat , 4 =great e t nt 

UJ rt b n 

mmitt 



clearly defined terms of reference, composition and reporting mandates, the responses 

scored a mean of 3.5143. The committees were also established and appointed based 

on functional need f th b tnk a indicated by a mean of 3.1530. The different sub 

committee w r n b rd and had clearly defined terms of references to as supported 

by a 01 • 10 of . fh ' c findings are well illustrated in the table 4.6 below: 

Tubl .6: pon on the tructure of boards 

Statement Mean Std. 

Deviatio 
n 

The Board consists of the executive and non executive members 3.5333 1.06010 

on a fairly balanced proportion 

The chairperson is not the CEO and their roles are clearly 3.2254 .91548 

defined and separate 

The Board has formally constituted and recorded committees 3.5143 .91548 

with clearly defined terms of reference, composition and 

reporting mandates 

The committees have been established and appointed based on 3.1530 .73679 

functional needs of the bank 

The different sub committees are on Board and have clearly 3.5010 .91026 

defined terms of references . 
. . 

Source: (Research Fmdmgs) 

4.5 Management Contribution 

The study set to establish the extent to which the re p ndent c uld attribute 

Corporate Governance practice in their organizati n me fact r identified. Th e 

included organization culture, trategic dire ti n, rganizati nal p licie 

hareh lders' intere t , b ard tru ture and cffi ien y and efli ti n . he finding 

, r a hown in the tab! 4.7 b I w: 



Table 4.7: Management Contribution 

Mean Std. 

Deviation 

Organization culture 3.2667 .70373 

Organization' trtgi dir~.: ·tton 3.4000 .73679 

The polici fth ri) ni11ti n 3.5267 1.27218 

The hnr h 1 kr · int r ' ·t 3.6667 .72375 
-
The · i ·ting B ard 'tru turc 3.7333 .45774 

1--':fh · ·lli ·i ·n ;y and effectiveness of service delivery 3.5333 .74322 

Th urd i in ol ed in the selection and appointment of senior 3.5231 1.06010 

e e utiv 

Management provides directors with information they need to 3.6667 .72375 

meet their responsibilities. 

Are there systems in place for identifying, monitoring and 3.6497 .72375 

managing the organization's risk profile 

Are there adequate policies that increase accountability of the 3.7160 .86189 

managers . . 
Source: (Research Fmdmgs) 

From the findings indicated in the table 4. 7 above, management of commercial banks 

contributed immensely to the organizational culture that prevailed as supported by a 

mean of 3.2667 and in establishing the strategic direction as supported by a mean of 

3.4000. On the policies of the commercial banks, management had a major role to 

cascade down the resolutions of the board as supported by a mean of 3.5267 thereby 

safeguarding the interests of hareholders with a mean of 3.6667. Management , 

contribution to the exi ting board tructure c red a mean f 3. 7333 while n the 

efficiency and effectivene of ervice d li ery th mean wa 3.533 . n th b ard 

being involved in the ele ti n and app mtment f m r 

3.5231 while n the qu ti n f managcm nt pr idin, dir 

th n d t m th mean ' 

t rn in pl c 1 r id nti nd m "in 

unt ilit m m n .71 

uti ', th mean , 

rs ' ith inti m1 ti 11 

7. n th r h in' 



4.6 Shareholders Protection 

The study sought to e tabli. h th extent to which the respondents could attribute 

Corporate Governan pr tH.'cs in their commercial banks to the given factors. These 

Table 4. : R lt.' f orporat governance on shareholder protection ,_ 
Mean Std. 

Deviation 
Pr t t and facilitates the exercise of shareholder's rights 3.7333 .70373 
Enure hareholders have a freehand in the election, 3.5940 .86189 
appointment and removable of directors 

Shareholders have the right to participate in and to be 3.7180 .86189 
sufficiently informed on, decisions concerning fundamental 

corporate changes. 

Shareholders of the same class are treated equally 3.6667 .72375 
There is a policy in the organization that ensures members of the 3.5531 .74322 
Board and key executives disclose to the Board whether they 

directly or indirectly have a material interest in any transaction 

or mater directly affecting the organization . 
. . 

Source: (Research Fmdmgs) 

From the findings indicated in the table 4.8 above, the respondents indicated that 

corporate governance practices among commercial banks protected and facilitated the 

exercise of shareholder's rights as supported by a mean of 3.7333 while n corp rate 

governance practices ensuring hareholder had a freehand in th election, 

appointment and removable of dire t rs the mean was .5 40. Th re p nd nt 

indicated that hareholders had the right to parti ipat in and ufficicntly 

inti rmed n deci ion c nceming fundam ntal han a indic t d b a 

man f3 .71 0. rp rateg man har h ld rs { f th 

wcr tre ted 

ind i m mh l the: 

rd nd k •h th r t! di t1 



have a material interest in any transaction or mater directly affecting the organization 
as supported by a mean of 3.5 31. 

4. 7 Disclo ure 

The tudy · u 1ht t~ ·tabli h information flow and communication within the board 

and th · m 1n 1 ·m nt. everal statements were proposed to which the respondents 
were t an wer e or no. 

Table 4.9: Disclosure 

Mean Std. 
Deviation Every Board member is given the organization's legal 1.0000 .00000 documents; mission and vision, strategy documents on first 

appointment 
Every Board member receives a copy of the Board manual at the 1.0000 .00000 time of his or her appointment 
Every Board member has access to organization's policy 1.0000 .00000 documents on personnel, finance as reviewed from time to time 
The Board receives sufficient and timely information from 1.9333 2.54858 senior management in an agreed upon format 
The Board's information requirements are communicated to the 1.1333 0.35187 management on a regular basis 
Information is prepared and disclosed at all times in accordance 1.0000 .00000 with the governing laws and regulations. 
The Board's responsibilities regarding financial communication 1.8164 .00000 is properly disclosed 
The ownership tructure is fully di clo ed to all intere ted 1.1333 .35187 partie . Change in the hareholding of ub tantial in e t r ar 
di clo ed as on as the bank become aware fthem. 
Source: Re earch Findin ( g ) 

Fr m th tudy finding , th re p nd nt ind1 ated th t cry ard m mb r' 
ivcn the rganizati n' I gal d um nt : mi i nand vi i , d ·um nt l n 

b rd m rnb r n:: ci\ d lp rd m nu I I th 
tim hi 

I i 
um nt n I m tim tim . 11 th 



mean score of 1.0000 meaning that all were answered yes. However, the respondents 
did not feel that the boards received sufficient and timely information from senior 
management in an agr d upon fonnat as indicated by a mean of 1.933. This shows 
that in om c mm r i 1 h nks omc management did not disclose all necessary 
information t{ th b ard f directors. All the respondents agreed that information was 
pr ·pur ·d w1d di cd at all times in accordance with the governing laws and 
regulation as indicated by a mean of 1.0000. Asked whether the Board's 
re ponsibilities regarding financial communication were properly disclosed, the mean 
was 1.8164 meaning that the boards' responsibilities regarding financial 
communication were well disclosed. Asked whether the ownership structure was fully 
disclosed to all interested parties and changes in the shareholdings of substantial 
investors were disclosed as soon as the bank became aware of them, the mean was 
1.1333 indicating that to a great extent the communication was prompt. 

The study further sought to establish the extent the respondents could attribute the 
timely and accurate disclosure was made on all material matters in their commercial 
banks. From the research findings, the study established that timeliness and accuracy 
in financial and operating results with a mean of 3.5333, organizational objective 
with a mean of 3.6667, major share ownership and voting right with a mean of 
3.8000 and remuneration policy for members of the B ard and key exe uti e 3. 140. 



4.8 Transparency 

The study sought to establish the influence of transparency on the operations of 

commercial banks. The re pondcnts were asked to rank their level of understanding 

on a scale of 1-5 whcr I vcr poor, 2 poor, 3= fair, 4= good, 5= good. 

Table 4.11: Trun purrnc 
Mean Std. 

Deviation 

Promote effecti e participation of all Board members in Board 3.6667 .89974 

meeting 

Effecti ely represents the management to the Board 3.4000 .91026 

Is effective in maintaining transparency and accountability 3.6818 .86189 

Ensures succession plans are in place for both the senior 3.9162 .75593 

management and the directors 

Monitors and evaluates in consultation with other Board 3.9333 .96115 

members, the CEO's performance and that of the senior 

management 

Clearly articulates the division of responsibilities among 3.7594 .86189 

different supervisory, regulatory and enforcement authorities 

Channels for disseminating information provide for equal, 3.7284 .67612 

timely and cost effective access to all relevant information by 

users. 

External auditors are independent, competent and qualified and 3.8667 .35187 

are accountable to the shareholders . 
. . 

Source: (Research Fmdmgs) 

From the study findings shown in the table 4.10 transparency among commercial 

banks promoted effective participation of all board member in board meeting as 

upported by a mean of 3.6667. The board were rated m derately in maintaining 

tran parency and accountability " ith a mean of 3.6 

en ur d ucce i n plan w re in plac ~ r b th th 

dire tors a ·upportcd by a mean f 3.9162. Th ard m nit r d and aluat d th 

nd that th rn nt r m tim tim · s 

rt b • m n lb~ u mm r i l h. nk , r 



able to clearly articulates the division of responsibilities among different supervisory, 

regulatory and enforcement authorities as indicated by the mean of 3.7594. The 

channels for disseminating information provided for equal, timely and cost effective 

access to all relevant inti m1 lion by users in the commercial banks as indicated by a 

mean of . 7 . f.- t ·nwl auditors were independent, competent and qualified and 

wcr ' 1c · luntu I · t the hareholders among most of the commercial banks as 

indicat ·db the mean of3.8667. 

4.9 Effects of Corporate Governance on Investment Decisions 

The study sought to establish the extent to which corporate governance affected 

investment decisions in commercial banks. From the findings, the mean was 3.5333 

indicating that corporate governance affected investment decision to a more than 

moderate extent. The findings were as shown in the table 4.12 below: 

Table 4.12: Effect of corporate governance on investment decisions 

Mean Std. Deviation 

To what extent does corporate governance in your 3.5333 .74322 

bank affect investment decisions? 
. . 

Source: (Research Fmdmgs) 

4.10 Challenges in Corporate Governance Practices 

The tudy ought toe tabli h the challenge in corp rate g vernance practice am ng 

c mmercial bank in Kenya. Fr m the re earch finding th r p nd nt indicat d 

am ng th ir bank \ r r latt ely ffi ti they ranked 

a rag . ll bank had m t1 nn f rat g vcmanc but th , wcr n t cr 

went unn ti xJ. 



In terms of efficiency in service delivery, majority of the respondents (62%) indicated 

that their commercial banks were efficient. The corporate governance emphasized on 

quality service delivery in rd 1 to improve customer satisfaction and retention levels. 

indicat d that th n t d li cry was very inefficient. 

bjecti it . ace untability and leadership. On integrity, the mean score was 3.5333, 

objecti ity was 3.6667, and accountability was 3.6841 and leadership scored a mean 

of 3.2667. This indicated that the boards on average ranked between fair and good. 

These findings are well illustrated in the table 4.13 below: 

Table 4.13: Board of Directors' ratings 

Mean Std. Deviation 

Integrity 
3.5333 .51640 

Objectivity 
3.6667 .89974 

Accountability 3.6841 .74322 

Leadership 
3.2667 .45774 

Source: (Research Findings) 

The study further sought to establish whether there existed a conflict of intere t 

between the Directors and other stakeholder . The respondents were suppo ed to 

answer ye ' or 'no' From the re earch finding , 42% of the re p ndent an wered 

'ye ' while 58% an wered 'n '. Thi indicate that although there exi ted m 1 el 

f c nflict b t\ve n th direct rs and oth r tak h ld r , th y " er minimal. The 

nfli t ar mainly du t mpar d t th 

rt t nn ben fit nd \\ ith high 

c.l n 

tl 1r 



The study also sought to establish the respondents' view on the Corporate Governance 

guidelines. They were required the extent to which they felt the guidelines achieved 

their purposes. 17% indic ted th t the guidelines were very ambiguous, 31% said they 

were relatively ambigu u. \! hil 2% indicated that the guidelines were very clear. 

The find in , 1r ' ' 11 illu ' tratcd in the figure 4.1 below: 

Figure 4.1: " 1 f ambiguity of Corporate Governance guidelines 

Source: (Research Findings) 

4.11 Regression Analysis 

A multiple regression analysis was conducted in this study o a to te t relation hip 

between variables (independent) and inve tment decision . The re earch u ed tati tical 

package for cial cience P S V 21.0) to code enter and c mpute the 

me ur ment of the multiple regre i n . fficient f d t rminati n e plain th 

t nt t which hang an b plain d by the chan m 

th indep nd nt variable r th p r nt 

pi in b 11 th ind nd nt • 1ri bl ntrihuti n 



by the Board of directors, Contribution by the management, Shareholders' protection, 

Disclosures and Transparency). 

4.11.1 Model Summary 

Table 14: Mod I ummar 

Model R R quare 

0.7553 

ource: (Re earch Findings) 

Adjusted R Square 

0.746 

Std. Error of the 

Estimate 

1.0021 

The five independent variables that were studied explain only 75.5% of the 

investment decisions as represented by the R2
. This therefore means that other factors 

not studied in this research contribute 24.5% of the investment decisions. Therefore ' 

further research should be conducted to investigate the other factors (24.5%) that 

affect investment decision making by commercial banks in Kenya. 

4.11.2 Coefficient of Determination 

Table 4.15: Coefficient of Determination 

Unstandardized Standardized 

Coefficients Coefficients 

Model B Std. Error Beta t Sig. 

(Constant) 2.396 .300 5.264 .371 

Contribution by the Board of 0.557 0.193 0.390 1.331 0.041 

directors 

.572 0.129 0. 4 

7 .247 



As per the SPSS generated table above, the equation (Y = Po + PtXt + P~z + P3X3 + 

P4Xt+ PsXs+ E) becomes: 

Y= 2.396+ 0.557 t+ 0.572 2+ 0.569X3+ 0.559)4+ 0.563X5 

The rcgrc ion qu ti n nl show that taking all factors into account (Contribution 

by th' ontribution by the management, Shareholders' protection, 

Di 'Cl 'Uf and Tran parency) constant at zero, investment decisions will be 2.396. 

The finding pre ented also shows that taking all other independent variables at zero, 

a unit increase in contribution by the board of directors will lead to a 0.557 increase in 

investment decisions; a unit increase in contribution by the management will lead to a 

0.572 increase in investment decisions; a unit increase in shareholders' protection will 

lead to a 0.569 increase in investment decisions: a unit increase in disclosures will lead 

to a 0.559 increase in investment decisions; while a unit increase in transparency will 

lead to a 0.563 increase in investment decisions. This depicts that contribution by the 

management contribute most to investment decisions followed by Shareholders' 

protection. 

At 5% level of significance and 95% level of confidence, contribution by the board of 

director had a 0.041 level of significance; contribution by the management howed a 

0.025 level of significance, hareholder ' protection had a 0.035 level f ignificance, 

di clo ure had a 0.028 level of ignificance and tran parency howed a 0.039 le el f 

ignificance· henc them t ignificant fact r i c ntributi n by the manag ment. 

4.12 lot rpr tation of findin 

ed , wcm n qu lit 

t inv tm nt p rtuniti 
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capital. The findings presented above suggest that better corporate governance drives 

managers to invest more, and to exert more effort in finding highly productive 

investment projects and in m n ging their investment efficiently. The regression 

analysis indicat th ' 1ri tl ks di cus ed above influence investment decisions 

among comm r ill b n ' up t 75.5%. The board composition plays a key role on the 

inv •stm ·nt au e it determines the speed and the quality of investment 

ery large board size may mean a slowed down decision making 

pr ce \! hile a mall board size may mean that the decisions made are not optimal. 

As Van de Berghe and Levrau (2004) suggests, expanding the board increases the 

pool of expertise because larger boards are more likely to have more knowledge and 

skills at their disposal as well as more perspectives to draw on which will improve the 

quality of strategic decisions. Larger groups, however, can suffer from free rider and 

higher coordination problems and reduced decision-making capabilities. Hence, the 

negative effects of group dynamics may hinder the strategic decision making process. 

Poorly governed firms invest less, implying that they under invest rather than 

overinvest. Overall, the evidence presented in the findings above is consistent with 

governance mechanisms mitigating problems stemming from manager seeking the 

'quiet life'. Overall, the re ults ugge t that better governance quality improve the 

efficiency of capital allocation within commercial bank and that lax g vemanc 

pr duce underinve tment rather than o erin e tment. In the manag ment di ipline, 

th iewed a p t ntially imp rtant re mpani and 

thu upp rt th r ur n and i 1, 2 7). 

bilit f th b rd t t p int i nifi nt r ur m b d p nd nt n th , 11 

th b ard. 



In so far as better corporate governance has the objective of enhancing shareholder 

control, it should follow that commercial banks with better corporate governance will 

attract investors and will r ducc their cost of capital. These findings are consistent 

with those of a gl b 1 inv . t r opinion survey carried out by McKinsey & Company 

(2002) that idcncc that good governance is linked to investment 

Th tud finding also confirm one aspect of resource dependency theory which is 

linked \ ith corporate governance and investment expenditure which is the intensity of 

board activities. From the study finding, the study established that the board meetings 

were on overall held as need arisen. The findings are in agreement with the findings 

of Jaclding and Joh (2009) who argue that, taken on face value, there is reason to 

believe that board meetings may be an important resource because of the various 

benefits including more time for directors to confer, set strategy, and monitor 

management. As Vafeas (1999) finds out, the board meeting frequency is related to 

corporate governance and ownership characteristics. 

The board acquires outsiders with relevant knowledge and independence to be 

involved in the firm's investment decisions. Outside directors are a ource of kill

based diver ity and hence, enhance the knowledge base of the deci ion making group 

(.\.-iilliken and Martin , 2006). This diver e knowledge base allow ut ide direct r t 

bring bjectivity to the deci i n making pr ce that can help reduc narr w thinking 

and w ak analy i by the b ard. Ju t lik Hill and n 11 argu , ut idcr 

d minat d rd ar m rc align d \ ith har h ld r pr r ·n r 1 n ,_t rm \ lth 

m imiz ti iz inn v ti n in I n •-t rn1 t 

finn . I urth , < ut id b a l m mb r pr \ id input int th im tm nt d i i n-



making in the form of information and knowledge, they can directly contribute to the 

success of those projects. 
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CHAPTER FIVE 

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS 

5.1 Introduction 

The chapter pre nt umm wy of the impact of corporate governance practises on 

invc tmcnt d i i n m kin' by c mmercial banks in Kenya. Based on the findings in 

chapt ·r f >ur. th • ·tud i e a summary, policy recommendations and suggestions for 

furth r r · · ar h. The recommendations are based on the objective of the study. 

5.2 ummary 

The study targeted 30 commercial banks out of which 15 commercial banks 

responded giving a response rate of 50%. Majority of the respondents worked in the 

Human Resource departments followed by those who worked in the Corporate Affairs 

Department. Some respondents were company secretaries. Most Commercial banks 

had their board of directors comprise of 11-15 members followed those with boards 

comprised of 5-10 members. 

The boards formulated long term strategy of commercial banks from moderate to a 

great extent. The Boards were not involved in day to day running of the 

organization's affairs although they provided the necessary re ources for the 

achievement of the commercial bank's strategic goals. The board approved propo al 

from the management after thorough crutiny, debate and analy i and had an 

perating plan that defined their function acti itie and it objecti e . The b ard 

nducted their acti itie in a free and dem crati atm phere t en ur indcp nd n e 

in th ir j b . Th rd m ting 

prm 

mem 

inclu ivit 'Ibc 

n t th nd th ir 

nd n n 

rl · d fin 11 m t 



accountability. The boards were formally constituted and recorded committees with 

clearly defined terms of reference, composition and reporting mandates, the 

responses. The committees were al tnbli hed and appointed based on functional 

needs of the bank with diffi r nt u l mmittee on board. 

Management of comm ·r ·iul b nk contributed immensely to the organizational 

culture and th ' p li i . 1anagement had a major role to cascade down the 

re oluti n ' of the b ard thereby safeguarding the interests of shareholders. 

Management ' contribution to the existing board structure promoted the efficiency 

and effectiveness of service delivery at the commercial banks. The boards were 

involved in the selection and appointment of senior executives to ensure that qualified 

and experienced individuals were appointed to the boards. Commercial banks' 

management provided directors with information they needed to meet their 

responsibilities besides putting in place systems for identifying, monitoring and 

managing the banks' risk profile. 

Corporate governance practices among commercial banks protected and facilitated the 

exercise of shareholder's rights thereby ensuring shareholders had a freehand in the 

election, appointment and removal of directors. The shareholders had the right to 

participate in and to be sufficiently informed on decision concerning fundamental 

corp rate change . Corporate go ernance practice am ng commercial bank en ur d 

that hareh lders of the arne cla were treated equally. mm rcial bank al had a 

p li y that n urcd m m cr · f the b ard and ke exe uti 

wh thcr th dir tl r indir tly h d a m tcrial int rc. t in 

dire tl in • th b n . 

tran 



Every Board member was given the organization's legal documents; mission and 

vision, strategy documents on first appointment and they all received a copy of the 

board manual at the time of their app intment. The board members had access to the 

bank's policy document on p 1:sonncl, finance as reviewed from time to time. 

Transparency among )ffiffil:f ial banks promoted effective participation of all board 

members in bourd m '"tin . he commercial banks ensured succession plans were in 

place for b th th enior management and the directors to ensure continuity of their 

operations. Through transparency, the commercial banks were able to clearly 

articulates the division of responsibilities among different supervisory, regulatory and 

enforcement authorities. 

Investment decisions among commercial banks in Kenya were relatively effective and 

all banks had some form of corporate governance even though some were not very 

effective as some issues went unnoticed. In terms of efficiency in service delivery, 

commercial banks were efficient as corporate governance emphasized on quality 

service delivery in order to improve customer satisfaction and retention levels. 

5.3 Conclusions 

From the presentations in chapter four and summary of findings above, the study 

concludes the following. Commercial banks in Kenya practices different corporate 

governance practice to a differing degree. Mo t commercial bank had a well 

tructured b ard f director with clear admi i n procedure and the b ard were 

indep nd nt and reliable. There w re lear rule and p licie n the admi i n and 

n:m f dir t rs. help pr m t a untabthty, m t c mm rcial bank 

role o ch trp r n nd th 

in t d runntn th mm l hanks " 



held accountable to the Boards. This ensured checks and balances to avoid misuse of 

the banks' resources and promote a sound banking sector. 

The study also conclude that th m n gcmcnt of commercial banks played a key role 

in promoting corporat v m n . They did this by cascading information and 

rc oluti n of th b trd d \! n th bank and aiding in the implementation stage. The 

manager!\ w ·r · k implementing agents of the resolutions passed at the board level. 

orp rate g ernance practices among commercial banks protected and facilitated the 

exerci e of hareholder's rights thereby ensuring shareholders had a freehand in the 

election appointment and removal of directors. 

The study also concludes that the board members of commercial banks were well 

informed of their roles in the bank and they were involved in the running of the banks. 

They provided direction through resolutions passed at the board meeting. To ensure 

they were available to deal with matters of the banks, the directors were readily 

available to hold meetings on matters concerning their commercial banks from time to 

time as need arose. 

5.4 Policy Recommendations 

From the above presentations of summary and conclusion, the study make the 

fo il wing p licy recommendations on the impact of corporate go emance practi e on 

inve tm nt deci ion making by commercial banks in Kenya. irst corp rate go emance play 

an imp rtant role in deciding the in e tment opp rtuniti a atlable to the bank. Thr u h 

orporate 

th n 

rul n 

em an • th b ard dele ate it m tm nt auth rity t th 

th r cni r mana r f th bank t 

im rt nt tl t mm r j, 1 

th nt I I n f K n 

I id d "n 

id 



confrontations which may spoil the relationship. Like in any industry, banking is made of 

rules and regulations which need to be followed. Corporate governance practices promote 

safe operations of the banks in their finan ial intennediation role and ensuring a stable foreign 

exchange and money suppl . 

This study al. o r mm n that c mmercial banks establish an efficient organizational 

structur · th 11 w 1uld pr m t quality and reliable decision making especially on investment. 

Thi, is b '3\IS th tability of a banking sector is important in promoting economic growth. 

Through wi e and calculated investment decision, commercial banks will create more money 

through their money creation process of lending. This will spur economic activities thereby 

promoting the gross domestic product of the economy. 

The study also recommends that commercial banks ensure adherence to the best corporate 

governance practices. This is because with good corporate governance practices, the bank will 

avoid unnecessary disagreements with other stakeholders hence reduce legal cases which can 

spoil the reputation of the bank besides leading to massive losses of resources. Through good 

corporate governance practices, the commercial banks in Kenya would be able to grow and 

boost customer loyalty hence increased profitability in the future. 

5.5 Limitations of the Study 

A limitation for the purpose of this research was regarded as a factor that was present 

and contributed to there earcher getting either inadequate information or if otherwi e 

the re p n e given would have been totally different from what the re earcher 

e. ·p t d. The main limitati n f thi tudy were: S me target re p ndent refu ed t 

fill in th qu ti nnair iting that th infi rmati n w f a n iti e natur and 

uld b u (I r th r purp th r than th int n d n 

In tud 

nd 

limited in t nn f r r Ul l I th 

In 'h th 



happens in real sense was limited. This forced the researcher to wholesomely rely on 

the information provided by the respondents. 

5.6 Suggestions for Further tudi 

The study sugge t th t furth r rc carch be conducted on the determinants of 

corporate gov ·rn n · · am n c mmercial banks in Kenya. This study will bring to the 

fore the fu 'l r · d ·t rminin corporate governance so that commercial banks can 

keenly e aluate them\: hen recruiting and dismissing a board member. 

The study further recommends that another study be conducted in Kenya on the 

relationship between corporate governance practices and financial performance so as 

to assess the contributions of the corporate governance to the financial performance of 

an organization. This will help bring out the importance of organizations in promoting 

corporate governance at all times. 
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APPENDICES 

Appendix 1: Research Questionnaire 
Section A: Organization profil 

1. Departm nt 
2. Thcnumb r fmt:ml r '' rvingintheBoardofDirectors ____ _ 3. The numb ·r )ftim th Board meets in a year (tick as appropriate) 

nee a year [ ] 

Twice a year [ ] 

Once in a quarter [ ] 

Once a month [ ] 

As need arises [ ] 

Section B: Board of Directors Contribution 

1. Use the scale provided for part a) and b) where 1 =Not at all, 2 =To a little 
extent, 3 =To a moderate extent, 4 =To a great extent, 5 =To a very great extent. 

a) To what extent can you say the following apply to the Board? 

I. The Board formulates long term strategy of the organization 
[1] [2] [3] [4] [5] 

II. The Board is not involved in day to day running of the organization's affairs [1] [2] [3] [4] [5] 
III. The Board provides the necessary resources for the achievement of the organization' trat [1] [2] [3] [4] [5] 
IV. The B ard define and communicate to management their p wer , r le 

[1] [2] [3] [4] [5] 

ard appr pr p al fr m th man gem nt ft r th r ugh nd [ 1] [2] [ ] [4] [ ] 
VI. Tlt rd n ult t n pr 

(1] [2] [ J [4] [ 1 

it ilic: I it 



[1] [2] [3] 

VID. The Boards' first duty is to· 

I. The organization [ 1] [2] [3] 

ii. The har h ld r I I] [2] [3] 

iii. The dir · ·t rs ll] [2] [3] 

i v. '[ h m m ' and other stakeholders 

[4] 

[4] 

[4] 

[4] 

[1] 

[5] 

[5] 

[5] 

[2] 

[5] 

[3] 

IX. Th B ard conducts its activities in a free and democratic atmosphere 
[1] [2] [3] [4] [5] 

The Board meetings are democratic and open for all members 
[1] [2] [3] [4] [5] 

[4] [5] 

2. State whether the following applies to the Board by ticking indicating to what strength it relate organization. 

1 Least Strong, 2 Strong, 3 Average, 4 Strong, 5 Very Strong 

Minutes of all meetings are securely kept and are available to all 
members of the Board 

The members receive advance written agenda and notices of meetings 

Absence from the Board meetings is by exception not as a rule 

All proceedings and resolutions of the Board are accurately recorded on a timely basis 

The Board is involved in the election of the director 

The election consider 
dir ctor 

TheB 
gr up 

1 2 3 4 5 



A succession plan is in place for the Board's chairperson, Board 
members, the CEO and the senior management. 

Where the conduct of any dir t r bee mes questionable, he or she is 
asked to leave the Board. 

Interest and confli t b twl n ard members are declared and 
re olved ami tbl 

. Thi, i' a que ti n on the structure of the Board. Please tick to what extent it applies to the orgar 

1 Least extent, 2Extent, moderate, 4 great extent, 5very great extent 

1 2 3 4 5 
The Board consists of the executive and non executive members on a 
fairly balanced proportion 

The chairperson is not the CEO and their roles are clearly defined and 
separate 

The Board has formally constituted and recorded committees with 
clearly defined terms of reference, composition and reporting 
mandates 

The committees have been established and appointed based on 

1. The need to increase the Board's effectiveness utilizing the 
specialized skills of the Board 

11. The need to provide support and guidance to the management ... 
The need for effective and independent audit and finance 

111. 

reports 
The different ub committee are on Board and have clearly defined 
term of reference . 

1. xecutive committee 
11. Audit mmittee ... 

B 111. ard appointment and remun rati n mmitte 
--

ti n t n m nt · ntributi n 

I. I l ·h t tent n) u ttnbut ' m n · pr ti in ur 
t 

I. 

[1] [ ] [ 



"' 

11. Organization's strategic direction 
[1] [2] [3] [4] [5] 

111. The policie of the rganization 
[1] [2] [3] [4] [5] 

IV. h ld~.!r interest 
[ 1] [2] [3] [4] [5] 

v. h ' e i ting Board structure 
[1] [2] [3] [4] [5] 

.-. The efficiency and effectiveness of service delivery 

[1] [2] [3] [4] [5] 

2. The Board is involved in the selection and appointment of senior 
executives. 

[1] [2] [3] [4] [5] 

3. Management provides directors with information they need to meet their responsibilities. 

[1] [2] [3] [4] [5] 

4. Are there systems in place for identifying, monitoring and managing the organization's risk profile. 
[1] [2] [3] [4] [5] 

5. Are there adequate policies that increase accountability of the managers. 
[1] [2] [3] [4] [5] 

Section D: Shareholders Protection 

1. To what extent can you attribute Corporate Governance practice in your organizati n to the given factor ? 
i. Protect and facilitate the exerci e of hareholder' right 

[1] [2] [3] [4] [5] 

11. n ure hareh lders ha a fr hand in th ti n app intrn nt and 

[ l] 

111. h r holder 

iv. 

[2] [ ] [4] [ ] 

right t p rti ip t in nd t b 

rp< 
[ ] [ ] [ l 



[1] [2] [3] [4] [5] 

v. There is a policy in the organization that ensures members of the Board and key executi e di clo e to the Board whether they directly or 
indire tly h n m t rial interest in any transaction or mater directly 
aft! tin th r niz ti n. 

r 1 1 [2] [3] [4] [5] 

cction : Di clo ur 

1. lnfl rmation flow and communication within the Board and the management 
Tick either YES or No as applicable in your organization 

Yes 
Every Board member is given the organization's legal documents; mission and vision, strategy documents on first appointment 

Every Board member receives a copy of the Board manual at the time of his or her appointment 

Every Board member has access to organization's policy documents on personnel, finance as reviewed from time to time 

The Board receives sufficient and timely information from senior 
management in an agreed upon format 

The Board's information requirements are communicated to the 
management on a regular basis 

Information is prepared and disclosed at all times in accordance with the governing laws and regulations. 

The Board' re pon ibilitie regarding financial communication i 
pr p rly di clo ed 

The " nership tructure i fully di clo ed o all intere ted parti . Chang in the har h lding f ub tantial in c ·t rs ar di cl d n th ban b me awar th m. 

2. n u ttribut th tim 1 nd ur t , di ll ur i m 
t th •i\ n ·t 

I. 

[1] [ ] 

No 



11. Organizational objectives 
[1] [2] [3] [4] [5] 

111. Major share ownership and voting rights 

IV. 

[ 1] [ ] [ ] [ 4] [ 5] 

Rcmun r ti n p li 
[II l ] 

for members of the Board and key executives 
[ ] [4] [5] 

ection F: Tran parenc 

1. U e the pro ided scale where 1= [very poor], 2= [poor], 3= [fair] , 4= [good], 5= [good] to e aluate the effectiveness of the organization. 

1. Promotes effective participation of all Board members in Board meetings 
[1] [2] [3] [4] [5] 

11. Effectively represents the management to the Board 
[1] [2] [3] [4] [5] 

111. Is effective in maintaining transparency and accountability 
[1] [2] [3] [4] [5] 

1v. Ensures succession plans are in place for both the senior management and the directors 
[1] [2] [3] [4] [5] 

v. Monitors and evaluates in consultation with other Board members, the CEO' s performance and that of the senior management 
[1] [2] [3] [4] [5] 

v1. Clearly articulates the division of responsibilities among different 
supervi ory regulatory and enforcement authorities. 

[1] [2] [3] [4] [5] 

11. hannel for di eminating information pr ide for equal timely and 
c t effective acce to all rele ant informati n by u er . 

[1] [2] [3] [4] [5] 

lll. t mal audit r are indcp nd nt mp tent and ualifi d and r 
c untabl t th 

[l] [ ] [ 4] [ ] 



Section G: Challenges in Corporate Governance Practices 

To what extent does corporate go emance in your bank affect investment decisions? 

ry gr~ t xtent 

f derate extent 

e s extent 

No extent 

( ) 

( ) 

( 

( 

( 

) 

) 

) 

Section H: hallenges in Corporate Governance Practices 

1. The following seeks to establish the Corporate Governance Practices and Challenges. Tick against the most appropriate response. 

a) How effective are investment decisions in your organization? 
1. Not effective 
2. Relatively effective 
3. Very effective 

b) In terms of efficiency in service delivery, this organization is 
1. Very inefficient 
2. Relatively inefficient 
3. Efficient 
4. Very efficient 

c) Using the provided scale where 1= [very poor] , 2= [poor] , 3= [fair] , 4= [good] , 5= [good], how does the Board of directors rate in terms of the following Corporate Governance practices? 
1. Integrity 

[1] [2] [3] [4] [5] 

2. Objectivity 
[1] [2] [3] [4] [5] 

3. Accountability 
(1] [2] [3] [4] [5] 

4. L ader hip 
[ 1] (2] [3] (4] [5] 

d I thcr c nflict f int r t b tw nth tr trs 
L 
2. 0 

in whi h 
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f) Do you consider the Corporate Governance guidelines to be ambiguous? How 
ambiguous are they? 

1. No, they are clear 
2. Relatively arnbiguou 
3. Ye , ry mbi u u 

II K OU FOR YOUR RESPONSE 



Appendix II: List of Commercial Banks in Kenya as at 2011 

1. African Banking Corp ration Ltd. 

2. Bank of Afri K n 

3. td. 
4. unk )r lndi 

5. fKenya Ltd. 

F tanbic Bank Ltd. 

7. Charterhouse Bank Ltd 

Chase Bank (K) Ltd. 

9. Citibank N.A. 

10. Commercial Bank of Africa Ltd. 

11. Consolidated Bank ofKenya Ltd. 

12. Co-operative Bank of Kenya Ltd. 

13. Credit Bank Ltd 

14. Development Bank of Kenya Ltd. 

15. Diamond Trust Bank Kenya Ltd. 

16. Dubai Bank Kenya Ltd. 

17. Ecobank Kenya Ltd 

18. Equatorial Commercial Bank Ltd. 

19. Equity Bank Ltd 

20. Family Bank Limited 

21. Fidelity Commercial Bank Ltd 

22. Fina Bank Ltd 

23 . First community Bank Limited 

24. Giro Commercial Bank Ltd. 

25. uardian Bank td 

2 . ulf frican Bank Limit d 

27. H bib ank . Zun h 

2 . H bib n td . 

Ltd 



32. Jamii Bora Bank.Limited. 

33. Kenya Commercial Bank Ltd 

34. K-Rep Bank Ltd 

35. Middle East Bank td 

36. National Bank n a td 

37. Nl Bank I td 

3 . ri ·nlu.l mmercial Bank Ltd 

. Pnrwnow1t Uni ersal Bank Ltd 

40. Prime Bank Ltd 

41. Standard Chartered Bank Kenya Ltd 
42. Trans-National Bank Ltd 

43. UBA Kenya Bank Limited 

44. Victoria Commercial Bank Ltd 

Source: Central Bank of Kenya, Bank Supervision Report 2011 


