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ABSTRACT

Despite the critical role that commercial banks play in Kenya’s financial system and
capital markets, bank value among listed commercial banks at the Nairobi Securities
Exchange (NSE) has exhibited uneven performance therefore the study sought to
examine the effect of financial management practices on bank value of commercial
banks listed in Nairobi Securities Exchange, Kenya. Specifically, the study sought to
assess the effect of capital structure management practices, liquidity management
practices, and corporate investment practices on the bank value of listed commercial
banks in Kenya. Finally, the study sought to assess the moderating effect of inflation
on the relationship between financial management practices and bank value among
commercial banks in Kenya. The study was guided by trade off theory, Keynesian
Liquidity preference theory, net present value theory and market powentheory. The
study employed a mixed research design. The target population incladed all the 10
listed commercial banks in Kenya. Since the target population wa§ manageable the
study adopted census technique. The study collected secondary dataftem the’annual
audited reports of commercial banks published by the CentraliBankyof Kenya (CBK)
from 2019 to 2023. Before data analysis, the study conducted™diaghostic tests for
linearity, heteroscedasticity, and normality to determine Whether ghe data met the key
assumptions required for panel data regression analysi§. Data wasianalyzed using panel
data regression. After analysis data was presentedjusifg tables and charts and bar
graphs. From the findings, the study concluded thatithcre exists a statistically significant
and positive relationship between capital struéturéymanagement practices and liquidity
management practices with bank value. Infaddition,ithe study concluded that there is
no statistically significant relationship between,corporate investment practices and the
bank value of listed commercial banksiin Kenya. Finally, the findings revealed that
inflation significantly moderategthe relationship between financial management
practices and bank value. Fromjtheé finding the study recommended that commercial
banks in Kenya strategicallysincreasedhe use of retained earnings and equity financing
while minimizing overreliance on long-term debt. In addition, the study recommended
that banks institutionalizécontinuous monitoring of liquidity ratios and adopt real-time
cash flow forecastingytools,t0 improve both short-term and long-term liquidity
planning.
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OPERATIONAL DEFINITION OF TERMS

Bank Value

Capital Structure

Management Practices

Commercial Banks

Corporate investment

practices

Financial management

practices

Inflation

Liquidity management

practices

Refers to the market-based assessment of a bank’s financial

strength, growth prospects, and ability to generate
sustainable returns for shareholders. (Ross, Westerfield, &

Jaffe, 2022).

Involve the strategic decisions that a bank makes regarding
the proportion of debt and equity financing used to fund its

operations. (Berger & Bonaccorsi, 2021).

Refers to financial institutions that accept,deposits from the
public, provide loans, and offer a range of financial services

(Mishkin & Eakins, 2021).

Refer to the strategies and processesmused by banks to allocate
financial resources _ tO\\1ncome-generating and growth-
oriented projects, ‘such@as) loan portfolios, technological

upgrades, and expansioninitiatives. (Ross et al., 2022).

Encompassesy, the, planning, organizing, directing, and
controlifigy of financial activities within an organization.

(Atrill & MelLaney, 2020).

The sustained increase in the general price level of goods and
services in an economy over time, which reduces the
purchasing power of money and can affect banks’ operating

costs, interest income, and market valuation (Mishkin, 2019).

Refers to strategies and policies employed by banks to ensure
that they can meet short-term obligations, manage cash flow,
and maintain sufficient liquid assets to support operations

and regulatory compliance (Diamond & Rajan, 2022).

xii
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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

Bank value remains a central indicator of financial soundness, investor confidence, and
long-term sustainability of commercial banks, particularly in capital markets where
shareholder wealth maximization is a primary objective (Ross, Westerfield, & Jaffe,
2022). Bank value, commonly reflected through market-based measures such as market
capitalization, Tobin’s Q, and share price performance, captures stakeholders’
perceptions of a bank’s current performance and future growth prospects.‘Globally, the
banking sector operates in an increasingly complex and volatile finaficial environment
characterized by regulatory reforms, technological disruption, macroeconomic
uncertainty, and heightened competition, all of which exeit sighificant influence on
bank value (IMF, 2023). Consequently, effective finangial‘management practices have
emerged as a critical determinant of bank value, shapingthow banks allocate resources,

manage risks, and respond to changing econoptig,conditions.

In both developed and emerging econemies, ‘Weaknesses in financial management
practices, particularly in capital structurctdecisions, liquidity management, and
corporate investment choices, shavegbeen linked to declining bank value, financial
distress, and market instability (Basell Committee on Banking Supervision, 2022).
Suboptimal capital structure management may expose banks to excessive leverage risks
or underutilization of equityafinancing, thereby eroding shareholder value. Similarly,
ineffective liquidity’ management practices can undermine a bank’s ability to meet
short-termd obligations, negatively affecting market confidence and valuation.
Corpotate investment practices that are misaligned with risk-return trade-offs or long-
term strategi€lobjectives may further diminish bank value through inefficient capital
allocation and reduced profitability (Mishkin & Eakins, 2021). These challenges are
often intensified by macroeconomic factors such as inflation, which directly influence

interest rates, cost of capital, and real returns on financial assets.

In emerging markets, bank value is particularly sensitive to financial management
practices due to relatively shallow capital markets, information asymmetry, and
exposure to macroeconomic volatility (World Bank, 2023). Inflationary pressures, in
particular, pose significant risks to bank valuation by distorting financial planning,

increasing operational costs, and affecting borrowers’ repayment capacity. While sound

1
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financial management practices can mitigate these adverse effects, weak inflation
control mechanisms may moderate or weaken the relationship between financial
management practices and bank value, leading to unpredictable market outcomes (IMF,

2023).

1.1.1 Financial management practices

In the banking context, financial management practices encompass capital structure
management, liquidity management, and corporate investment practices, all of which
directly influence risk exposure, profitability, market confidence, and ultimately bank
value (Brigham & Ehrhardt, 2022). Effective financial management trafislates financial
principles such as efficiency, prudence, transparency, and valug“maximization into
operational decisions that shape how banks finance assets, manageycash»flows, and
invest in growth opportunities (Mishkin & Eakins, 2021J. Within commercial banks,
financial management practices involve strategic decisions omtheloptimal mix of debt
and equity financing, maintenance of adequateépliquiditybutfers, and selection of

investment projects that balance risk and return.

Well-executed financial managementgpractices, enhance bank value by improving
profitability, reducing financial risks, and Stzengthening investor confidence. Optimal
capital structure decisions lowerithe'weighted average cost of capital and increase firm
valuation. Adequate liquidityhmanagement reassures depositors and investors of a
bank’s solvency, thesebyisupporting market capitalization and share price stability.
Strategic corpordtehinvestments contribute to sustainable growth, innovation, and
competitive,advantage, all of which are reflected in higher bank value (Mishkin &
Eakins, 2021), Conversely, weak financial management practices can erode bank value
throughieXcessive leverage, liquidity shortfalls, inefficient investments, and heightened

vulnerability'to macroeconomic shocks.

Globally, commercial banks adopt various financial management practices. In the
United States, commercial banks operate within a highly sophisticated and tightly
regulated financial system where financial management practices are strongly oriented
toward value maximization, risk containment, and market discipline. U.S. banks
emphasize prudent capital structure management through strict adherence to Basel 111
capital adequacy requirements and internal capital planning processes aimed at

optimizing leverage while minimizing the cost of capital (Basel Committee on Banking
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Supervision, 2022). Liquidity management practices are anchored on maintaining
adequate liquidity coverage and stable funding ratios, supported by advanced asset—
liability management systems and regular stress testing to withstand financial shocks

(Mishkin & Eakins, 2021).

In Finland, commercial banks operate within the broader European Union regulatory
framework, which emphasizes financial stability, transparency, and sustainable value
creation. Finnish banks adopt conservative capital structure management practices
aligned with the EU Capital Requirements Regulation and Directive, ensuring adequate
capitalization and prudent leverage levels to support long-term bank value\(European
Central Bank, 2022). Liquidity management practices are strengthened through strict
compliance with liquidity coverage and net stable funding req@litements, supported by
robust asset—liability management mechanisms that balanee “profitability and risk
exposure. Corporate investment practices in Finnishdbanks priotitize low-risk, high-
quality assets, digital banking infrastructure, @nd\sustaidable finance initiatives,
reflecting a long-term value orientation. Fhesendis€iplined financial management
practices, combined with strong institutinal oversight, have contributed to relatively

stable bank valuations and resilience against'@eonomic volatility (IMF, 2023).

In South Africa, commercial banks'have, adopted financial management practices that
closely mirror international,best practices, particularly following the implementation of
Basel III standards. Capital ‘Structure management is characterized by maintaining
strong capital bufféns and prudent leverage ratios to absorb potential losses and support
investor confidence (South African Reserve Bank, 2022). Liquidity management
practices ‘invelve maintaining defined target liquidity levels and actively managing
maturitygmismatehes through asset-liability committees, ensuring banks can meet
short-term™@bligations without undermining profitability. Corporate investment
practices are informed by comprehensive risk assessment frameworks, focusing on
diversified lending portfolios and strategic investments that enhance earnings stability.
These practices have strengthened the resilience and market valuation of South African
banks, although macroeconomic challenges and inflationary pressures continue to

influence bank value dynamics (IMF, 2023).

In Ethiopia, financial management practices among commercial banks have evolved

gradually within a historically state-dominated and tightly regulated banking
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environment. Capital structure management is largely shaped by regulatory
requirements and limited access to external financing, resulting in conservative
leverage levels and a strong reliance on retained earnings (Tadesse & Abebe, 2022).
Liquidity management remains a central concern due to shallow financial markets and
limited liquidity instruments, prompting banks to maintain high liquidity buffers to

meet regulatory obligations and operational needs. (World Bank, 2023).

In Kenya, commercial banks, particularly those listed at the Nairobi Securities
Exchange, operate in a competitive and increasingly regulated environment where
financial management practices play a critical role in shaping bankgwalue. Capital
structure management is guided by the Central Bank of Kenya’s prudential guidelines,
which emphasize capital adequacy, risk-based capitalizatiomjfandicompliance with
Basel III principles to enhance stability and investonfeconfidence (CBK, 2024).
However, fluctuations in inflation and macroeconomig'conditions'eentinue to influence
the strength of the relationship between financial management practices and bank value,
underscoring the importance of sound fin@ncial governance and macroeconomic

stability in Kenya’s banking sector (IMF§2023):

1.1.2 Capital Structure Management Praectices

Capital structure management practices/influence how banks balance risks and return
in pursuit of enhanced marketwaluation. Decisions relating to leverage levels, equity
financing, and retaified earnings affect the cost of capital, earnings volatility, and
investor perceptions) of® financial stability. Banks that maintain optimal capital
structures ate bettetypositioned to absorb losses, comply with regulatory capital
requirements, andfsignal long-term solvency to the market, thereby supporting higher
bank value (Handema & Haabazoka, 2020). Well-capitalized banks tend to enjoy lower
funding costs and stronger market confidence, which positively affects share prices and

market capitalization (Pham, Hoang, & Pham, 2022).

Regulatory frameworks such as Basel III have further shaped capital structure
management practices by emphasizing higher-quality capital, leverage control, and
countercyclical buffers. While increased capital requirements may constrain short-term
profitability, they enhance long-term bank value by reducing bankruptcy risk and
earnings uncertainty (Basel Committee on Banking Supervision, 2022). Studies show

that banks with prudent leverage policies and strong capital adequacy ratios are more

4
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resilient to macroeconomic shocks and are rewarded with superior valuations by
investors, particularly during periods of financial stress (Demirgiig-Kunt, Martinez

Peria, & Tressel, 2020).

1.1.3 Liquidity Management Practices

Liquidity management practices play a critical role in sustaining bank value by ensuring
the continuous ability to meet short-term obligations while supporting profitable
operations. Effective liquidity planning reduces the likelihood of distress financing,
forced asset sales, and reputational damage, all of which negatively affect market
valuation. Banks that maintain optimal liquidity levels are perceivedias safer by
depositors and investors, leading to improved confidence and stabilitylin share prices
(Olaleye, Adesina, & Yusuf, 2021). However, excessive liquidity.holdings may reduce

returns by tying funds in low-yield assets, thereby affecting valuedseation.

Modern liquidity management practices incorpotate  asset<liability management
techniques, liquidity stress testing, and complian¢e with tegulatory liquidity ratios such
as the Liquidity Coverage Ratio and Net Stable;Funding Ratio. These measures enhance
the transparency and predictability of'eash flows, contributing to improved investor
perceptions and bank value (Basél Committée on Banking Supervision, 2022). Banks
with strong liquidity positions exhibitilower earnings volatility and higher market
valuations, particularly in“envitonments characterized by economic uncertainty and

inflationary pressure§(Sathyamoorthi, Mapharing, & Dzimiri, 2020).

1.1.4 Corporate Investment Practices

Corporateimvestment practices influence bank value by determining how effectively
financiali€Sources are allocated to income-generating and growth-enhancing activities.
Investment“decisions involving lending portfolios, technological innovation, branch
expansion, and strategic acquisitions directly affect future cash flows and profitability,
which are key drivers of market valuation. Banks that consistently invest in projects
with positive risk-adjusted returns enhance long-term earnings potential and
shareholder wealth (Ross, Westerfield, & Jaffe, 2022). Conversely, inefficient or
politically motivated investments may erode value through increased credit risk and

capital misallocation.
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Sound corporate investment practices are supported by robust capital budgeting
frameworks, risk assessment mechanisms, and alignment with long-term strategic
objectives. Empirical literature shows that banks with disciplined investment appraisal
processes and diversified investment portfolios experience superior market
performance and valuation outcomes (Mishkin & Eakins, 2021). Additionally,
investments in digital banking and financial innovation have been associated with
improved operational efficiency and enhanced bank value, particularly in competitive,

technology-driven markets (Frame, Wall, & White, 2019).

1.1.5 Bank Value

Bank value reflects the market’s overall assessment of a bankds financial Strength,
growth prospects, and ability to generate sustainable returns for.shareholders. It goes
beyond accounting profitability to capture investors’ expectatiodsgabout future cash
flows, risk exposure, governance quality, and resilieneefto ‘€eonomic shocks (Ross,
Westerfield, & Jaffe, 2022). Bank value is commeonly seflected through market-based
indicators such as share price, market capitalizationpand“Tobin’s Q, which incorporate
both current performance and anticipatedyfuture outcomes (Demsetz & Villalonga,
2023). As such, bank value represents how effectively a bank converts its financial,
human, and technological resoutecsiintolong-term shareholder wealth under prevailing

regulatory and macroeconemig,conditions (Mishkin & Eakins, 2021).

Several dimensions afbankwalue are particularly relevant for listed commercial banks.
Market valuatiofi capturés investors’ perceptions of a bank’s risk-return profile and
growth poténtial, asjgeflected in share price movements and market capitalization
(Fama@&gFreneh, 2021). Earnings sustainability assesses the stability and predictability
of profits‘over time, which influences dividend expectations and long-term valuation.
Banks with stable and diversified income streams are generally valued higher due to
reduced earnings volatility and lower perceived risk (Berger & Bouwman, 2017). Asset
quality also plays a critical role, as high levels of non-performing loans undermine

confidence in future cash flows and depress bank value (Gorton & Metrick, 2020).

Risk exposure constitutes another important dimension of bank value, particularly in
the context of financial institutions that operate under leverage and maturity
transformation. Excessive credit, liquidity, or market risk increases the probability of

financial distress, thereby reducing market valuation (Diamond & Rajan, 2021). Capital
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adequacy and liquidity buffers mitigate these risks by enhancing solvency and
reassuring investors of a bank’s ability to withstand shocks. In addition, corporate
governance and regulatory compliance influence bank value by shaping transparency,
accountability, and strategic decision-making, which are closely monitored by capital

market participants (Basel Committee on Banking Supervision, 2022).

Macroeconomic conditions further shape bank value by affecting interest rates,
borrowing costs, asset prices, and real returns. Inflation, in particular, influences bank
value through its impact on operating costs, loan performance, and the real value of
earnings and capital (IMF, 2023). High and volatile inflation increases uncertainty,
weakens purchasing power, and may erode investor confidence, thefeby,modetating the
relationship between financial management practices and bafikpvalue. Conversely, a
stable macroeconomic environment enhances the predictability)of returns and

strengthens market valuation (Demirgiic-Kunt, Martin€z Peria, & Fressel, 2020).

1.1.6 Listed Commercial Banks in Kenya

Kenya’s banking sector is a critical pillar ofythe national economy, contributing to
financial intermediation, investment fagilitation,, and economic growth. The sector
comprises commercial banks licénsed by thé Central Bank of Kenya (CBK), with 11
banks currently listed on the Nairobi Securities Exchange (NSE), including Equity
Bank, KCB Group, Co-opetative Bank, and Standard Chartered Kenya (CBK, 2024).
Listed commercial banks play adual role: they provide banking services to households
and businesses whileyserving as instruments of wealth creation for investors through
market valliation, “dividends, and capital appreciation. Despite their strategic
importanee, thesehbanks face persistent challenges that affect their market value,

investor-eonfidence, and long-term financial sustainability.

One of the key issues affecting listed banks is variability in market valuation and
investor perceptions of risk. Data from the NSE indicate that share prices of some listed
banks have fluctuated significantly over the past decade, often unrelated to changes in
fundamental performance indicators such as profitability or asset growth (CMA, 2023).
Such volatility reflects underlying concerns about capital adequacy, risk exposure, and
management efficiency, which directly influence bank value. Weaknesses in internal
financial management practices, such as suboptimal capital structure, inefficient

liquidity management, and inconsistent investment decisions, have been identified as
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major contributors to declining or stagnating market valuation among certain listed

banks (Berger & Bouwman, 2023).

Liquidity challenges also affect bank value in the Kenyan context. Although regulatory
requirements mandate minimum liquidity ratios, some banks struggle to maintain
adequate buffers to absorb shocks, meet short-term obligations, or respond to
unexpected withdrawals (CBK, 2024). Periods of macroeconomic uncertainty, interest
rate fluctuations, and inflationary pressures further exacerbate liquidity pressures, often
resulting in temporary declines in share price and investor confidence. Poor liquidity
management not only constrains operational flexibility but also sigmals potential
vulnerability to market participants, thereby impacting the overall{valuationief listed

banks (Diamond & Rajan, 2001).

Corporate investment practices constitute another area influencinggbank value. Listed
banks in Kenya make strategic investments ingloandportfelios, digital banking
infrastructure, regional expansion, and capital, prejects ‘aimed at enhancing future
profitability. However, misaligned investment ‘decisionssuch as overexposure to high-
risk loans or underinvestment in technglogiealinnovation have, in some cases, reduced
returns on equity and eroded shareholderyvalue (Mishkin & Eakins, 2021). Market
reactions to such investment inefficiencies are reflected in declining share prices and
reduced market capitalization, highlighting the direct link between corporate

investment effectiveness and bank value.

1.2 Statement of the Problem

Despite theferitical role that commercial banks play in Kenya’s financial system and
capital@markets, ¢he value of listed commercial banks on the Nairobi Securities
Exchange’(NSE) has exhibited persistent volatility and uneven performance. Although
the banking sector has historically contributed a significant proportion of the NSE’s
total market value, with eight banks among the top ten most valuable listed firms and
the sector accounting for about 38% of the market’s total valuation of approximately
KSh 2.62 trillion, current trends reveal sharp disparities in market valuation across

banks and periods of declining investor confidence (Business Daily, 2025).

For instance, NCBA Group and Absa Bank Kenya recently overtook KCB Group in
market valuation following a substantial decline in KCB’s share price, which fell to an

11'2-year low, pushing its market capitalization down to about KSh 64.43 billion
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despite its status as one of the largest lenders in the country (Business Daily, 2025).
Moreover, nine out of the 11 listed banks are trading at price-to-book ratios below one,
suggesting that investors value these institutions at less than their net assets, a strong
indication of perceived undervaluation and weak market confidence (Business Daily,
2025). Additionally, broader asset trends point to structural pressures on the banking
sector’s valuation base. For the first time in over two decades, the total value of banking
industry assets in Kenya declined by 1.6% to KSh 7.6 trillion, primarily driven by
adverse economic conditions and contraction among large and medium-sized banks
(Business Daily, 2025). This stagnation or asset shrinkage further complieates efforts
to sustain bank value, as asset growth is a core determinant of futuref@arnings, investor

confidence, and market capitalization.

Several studies have examined the relationship between, finangial management
practices and the performance of commercial banks{ For astanee, Njeri and Muiru
(2021) investigated the effects of selected finamcial, management practices on the
financial performance of commercial bankséin Kenya. Their findings indicated that
capital structure management positivelyipand 'significantly influenced the financial
performance of these banks. Similarly, Sava(2021) explored the influence of financial
management practices, including wesking capital management and capital structure

decisions.

While these studies provide valuable insights, their focus was primarily on accounting-
based financial peffermanee mdicators, such as return on assets, return on equity, and
profit margins. In eontrasty the current study emphasizes bank value as a market-based
measure, ‘eorporating factors such as share price, market capitalization, and Tobin’s
Q. Unlikesfinaneial performance, which reflects past or current operational efficiency,
bank valué€aptures investors’ perceptions of future growth potential, risk management
effectiveness, and overall market confidence (Demsetz & Villalonga, 2001; Ross et al.,
2022). Consequently, financial management practices may have different effects on
bank value than they do on traditional performance measures, especially under volatile
market conditions and macroeconomic fluctuations. Therefore, the study sought to
assess the effect of financial management practices on the bank value of commercial

banks listed on the Nairobi Securities Exchange, Kenya.
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1.3 Objectives of the Study
The study was guided by both general and specific objectives

1.3.1 General Objectives

The general objective of the study was to examine the effect of financial management
practices on the bank value of commercial banks listed on the Nairobi Securities

Exchange, Kenya.

1.3.2 Specific Objectives

The following are the specific objectives that guided the study
i.  To establish the effect of capital structure management praétices on bank value
of commercial banks in listed at the Nairobi SecuritiestExchange, Kenya.
ii.  To assess the effect of liquidity management pragtices, on bank value of listed
commercial banks in Kenya.
ili.  To examine the effect of corporate investihent practi¢es on bank value of listed
commercial banks in Kenya.
iv.  To evaluate moderation effect of inflation on the relationship between financial

management practices and bank'walueioflisted commercial banks in Kenya

1.4 Research Hypotheses
The study tested the followangiesearch hypothesis:

HO,: There is no ‘statistically significant relationship between capital structure

management practices and the bank value of listed commercial banks in Kenya.

HO,: Thefe i1s no statistically significant relationship between liquidity management

practiees and, the bank value of listed commercial banks in Kenya.

HO;: There™1s no statistically significant relationship between corporate investment

practices and the bank value of listed commercial banks in Kenya.

HO4: There is no statistically significant moderating effect of inflation in the
relationship between financial management practices and bank value of listed

commercial banks in Kenya.

1.5 Significance of the Study
The study is significant to policymakers, particularly government officials in the

Central Bank of Kenya (CBK), the Capital Markets Authority (CMA), and the Ministry
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of Finance, as it provides insights into how financial management practices influence
the market value of listed commercial banks. The findings help identify gaps in capital
structure management, liquidity management, and corporate investment practices,
enabling policymakers to design regulatory frameworks and supervisory policies that
promote financial stability, enhance investor confidence, and strengthen market
governance. This, in turn, contributes to the sustainable growth and valuation of

Kenya’s banking sector.

The study is also beneficial to bank management and financial practitioners, including
finance managers, treasurers, investment analysts, and risk officers within'éommercial
banks. By highlighting areas where financial management practice§ may affeetmarket
valuation, the research provides practical guidance on optimiZing eapitab structures,
improving liquidity buffers, and enhancing investment de¢ision-making. This supports
more efficient, transparent, and value-oriented finan€ial managément strategies that

improve bank performance, market confidence, and shareholder wealth.

Furthermore, the findings are relevant go “ihvestors,” development partners, and
researchers. Investors in banking stocks and,financial instruments can use the study to
assess the potential impact of managementjpractices on bank value, informing portfolio
allocation and risk managementidecisions. Scholars and researchers can benefit from
new empirical evidence o, the relationship between financial management practices
and market-based bank Valueyidentifying gaps in the literature and informing future
studies on corpordte, governance, financial strategy, and capital market efficiency in

Kenya and other emerging economies.

1.6 Scope of the Study

The study*focused on the effect of financial management practices on the bank value of
listed commercial banks in Kenya. Specifically, it assessed the influence of capital
structure management practices, liquidity management practices, and corporate
investment practices on bank value. Inflation was examined as a moderating variable,

influencing the relationship between financial management practices and bank value.

The unit of analysis was the listed commercial banks in Kenya, while the unit of
observation consisted of 10 listed banks at the Nairobi Securities Exchange, including
their finance managers, treasurers, investment officers, and risk management personnel.

A census approach was adopted to include all targeted banks and relevant officers in
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the data collection process. The study was conducted over a period of twelve months,
from July 2024 to June 2025, and covered all listed commercial banks at the NSE where

financial management decisions affecting bank value were actively implemented.

1.7 Limitations of the Study

The study encountered a number of limitations. First, the study relied exclusively on
secondary data, which limited the researcher’s ability to control the data's quality,
scope, and level of detail. Some relevant aspects of financial management practices
could not be directly observed or captured due to differences in reporting formats and
disclosure levels among the listed commercial banks. To overcome thigglimitation, the
study relied only on audited and officially published reports, ensdred,consistency by
extracting comparable variables across all banks, and covered affiye-year period (2019—

2023) to enhance data adequacy and reliability.

Secondly, the use of secondary data restricted the, study toshistorical information,
making it difficult to capture real-time managerialydecisions and emerging financial
strategies that may influence bank value. This limitation"was addressed by employing
panel data regression analysis, which gombined,cross-sectional and time-series data to
improve the robustness of the findings and to capture both bank-specific and time-

related effects.

1.8 Assumptions of the Study

The study was basedien ‘the assumption that the secondary data obtained from the
audited annual reports of commercial banks listed at the Nairobi Securities Exchange
and publicatiens by the Central Bank of Kenya were accurate, complete, reliable, and
consistently ‘prepared in compliance with applicable accounting standards and
regulatory requirements. It was further assumed that the reported financial figures truly
reflected the banks’ financial management practices and market value over the study
period, and that inflation data used in the analysis appropriately captured the prevailing

macroeconomic conditions affecting the banking sector in Kenya.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter reviews the literature on financial management practices which are
presented in various sections. The first section presented the theoretical literature
review, the second covered the empirical review, and the last section provided an
overview of the conceptual framework, showing the relationships among the study's
critical variables. This chapter also identified the research gaps that the gurrent study

needs to address in earlier studies.

2.2 Theoretical Review
This study was guided by several theories explaining the relationsShip,between financial
practices and bank value. This includes trade-offdtheory,pKeynesian Liquidity

preference theory, net present value theory and market power,theory.

2.2.1 Trade-Off Theory

The Trade-off theory of capital structuge, primatily‘developed by Modigliani and Miller
(1958), focuses on the balance fiums, strikeybetween the benefits and costs of debt and
equity financing. According to“this'théery, firms aim to achieve an optimal capital
structure by weighing the tax benefits of debt against the potential costs associated with
financial distress. The theery suggests that there is an optimal level of debt where the
marginal benefit@fidebt equals its marginal cost, thus maximizing the firm's value.
According to Myets (1984), the trade-off theory highlights how firms optimize their
capital stfuetare by managing the balance between debt’s tax benefits and the costs of
financialgdistress» Jensen and Meckling (1976) argued that the trade-off theory also
aligns with‘agency costs, where the use of debt can mitigate agency problems between

shareholders and managers.

One of the strengths of the Trade-off theory is its comprehensive approach to
understanding capital structure by incorporating both tax benefits and financial distress
costs, providing a balanced view of how firms make financing decisions (Kraus &
Litzenberger, 1973). It also aligns with empirical evidence showing that firms with
stable cash flows and low growth opportunities tend to have higher debt ratios,

reflecting the practical application of the theory (Frank & Goyal, 2003). Additionally,
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the theory’s consideration of agency costs offers insights into how debt can reduce free
cash flow problems and align managerial incentives with shareholder interests. The
model’s flexibility in accommodating real-world complexities, such as tax and
bankruptcy costs, makes it a valuable tool for analyzing corporate finance decisions

(Myers, 2010).

Despite its strengths, the Trade-Off Theory faces criticism for its assumptions and
practical applicability. One critique is its reliance on the assumption that firms have
perfect information and can accurately estimate the costs of financial distress, which is
often not the case in reality. Additionally, the theory has been criticized for not
adequately addressing the dynamic nature of capital structure adjusStments and,market
imperfections (Rajan & Zingales, 2010). Critics like Harris and®Ravivy(201}) argue that
the theory oversimplifies the capital structure decision by notfully Tneorporating market
frictions and the varying impact of debt on firms ef different'sizes and industries.
Moreover, the theory’s focus on static optimal capital'structufédoes not account for the

flexibility firms may require to adapt to changingeconomic conditions (Miller, 2009).

The Trade-off theory of capital structure suggests‘that a bank’s value is optimized by
balancing the benefits of debt finaneing, such'as tax shields and lower costs of capital,
against the costs of potential ‘financial, distress and bankruptcy. In the context of
commercial banks in Kenga,this theory can be used to explain how capital structure
management practices affect bank value. By carefully managing the mix of debt and
equity, banks canfaximize, their value by leveraging the tax advantages of debt while
mitigating the risks/associated with high leverage, such as increased interest expenses
and finarieialinstability. For Kenyan banks, applying the Trade-off theory involves
assessinggthe trade-offs between maintaining adequate capital to absorb shocks and
using debt#o finance growth, thus ensuring that their capital structure supports

sustainable value creation and financial stability in a dynamic economic environment.

2.2.2 Keynesian Liquidity Preference Theory

Keynesian liquidity preference theory, introduced by John Maynard Keynes in 1936,
focuses on the demand for money as a key determinant of interest rates and economic
activity. The theory emphasizes that individuals and firms prefer to hold liquid assets
(money) for three main reasons: transactional, precautionary, and speculative motives.

Keynes argued that changes in the money supply influence interest rates and overall
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economic conditions by altering individuals' and businesses' liquidity preferences.
According to Baumol (2010), the transactional and precautionary motives reflect the
need to manage day-to-day expenses and unexpected events, respectively. Tobin (2015)
extended Keynes’s theory with his liquidity preference theory, emphasizing the role of
interest rates in balancing the demand for money against other assets. Miller and Orr
(2011) introduced a model that combines Keynesian liquidity preference with
transaction costs, suggesting firms manage liquidity by optimizing the trade-off

between holding cash and incurring transaction costs.

Keynesian liquidity preference theory is praised for its comprehensiwe approach to
understanding the role of money in the economy and its impaét on intctest rates
(Keynes, 1936). It provides a clear framework for analyzing heWiehangesin the money
supply affect economic activity and interest rates, offering valuable insights into
monetary policy (Baumol, 2010). The theory also highlightsthe 1mportance of liquidity
in financial decision-making, a crucial considesation,foryboth individuals and firms
(Tobin, 2015). Additionally, the theory’s int€gration of transactional and speculative
motives helps explain variations in mon@y demand and interest rates under different

economic conditions (Miller & Orr, 20TT),

The Keynesian liquidity preferencetheory has been criticized for its assumptions and
limitations. Critics argue that'the theory oversimplifies the relationship between money
demand and interest zatesjfailing to account for the complexities of modern financial
markets (Friedmafigy2014), The assumption that money demand is driven solely by
transactional, precautionapy, and speculative motives has been challenged, with some
scholars Suggesting that factors such as financial innovation and changing economic
conditionsiplay aimore significant role (Lucas, 1988). Additionally, the theory does not
adequately“address the influence of global financial markets and the impact of monetary

policy on liquidity preference (Cagan, 2015).

The Keynesian liquidity preference theory posits that individuals and institutions prefer
to hold liquid assets over less liquid ones due to uncertainty and the need for immediate
access to cash. This theory can be applied to commercial banks in Kenya to explain
how liquidity management practices impact bank value. According to this theory, banks
must balance their liquidity holdings to meet short-term demands while also investing

in profitable but less liquid assets. By managing liquidity effectively, banks can ensure

15



St. Paul’s University Repository

they have sufficient reserves to handle withdrawals and other obligations, thus avoiding
liquidity crises and maintaining customer confidence. At the same time, prudent
liquidity management allows banks to optimize returns on their investments. For
Kenyan banks, aligning liquidity management with Keynesian principles helps sustain
operational stability and enhance overall bank value, particularly in a volatile economic

environment.

2.2.3 Net Present Value (NPV) Theory

The Net Present Value (NPV) Theory is a fundamental conceptgin financial
management, is rooted in the work of Fisher (1930) and developed further by
Modigliani and Miller (1958). This theory evaluates investmént opportunities by
calculating the present value of expected future cash flows and subtracting the initial
investment. A project with a positive NPV is consideréd financially viable, as it is
expected to generate more value than the cost of investmentjyModigliani and Miller
(1958) extended this by incorporating the effeets of ‘¢apital structure on NPV,
demonstrating that the method remains effectivenregardless of financing choices.
According to Brealey and Myers (2013), NP Vais'widely accepted as the most reliable
method for investment evaluation.due to‘its focus on cash flow generation rather than
accounting profits. The theory“is further supported by Ross, Westerfield, and Jaffe
(2016), who argue that NRViaccounts for the time value of money and risk, thereby

providing a comprehensive measure of a project's worth.

NPV theory is €alued ‘for its ability to provide a clear and quantifiable measure of
investmentgprofitability, making it a fundamental tool for financial decision-making
(Fishepgh930)alt decurately reflects the time value of money, offering a straightforward
approach'to evaluating the financial viability of projects (Modigliani & Miller, 1958).
The method’s focus on cash flows rather than accounting earnings ensures a more
accurate assessment of potential returns (Brealey & Myers, 2013). Additionally, NPV
accounts for the risk and uncertainty of future cash flows, providing a comprehensive

evaluation of investment opportunities (Ross, Westerfield, & Jaffe, 2016).

Despite its strengths, NPV theory has been criticized for its reliance on precise cash
flow forecasts and discount rates, which can be challenging to estimate accurately
(Garrison, 2007). Critics argue that the method may not adequately address the

flexibility and potential changes in investment opportunities over time, as it assumes a
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static investment environment (Copeland & Weston, 1988). Moreover, NPV does not
account for non-financial factors such as strategic alignment or market conditions,
which can influence a project's overall success (Higgins, 2012). Additionally, the theory
assumes that cash flows are reinvested at the discount rate, which may not reflect the

true reinvestment opportunities available (Garrison, 2007).

Net Present Value (NPV) Theory can be used to explain the impact of corporate
investment practices on the value of commercial banks in Kenya by evaluating the
profitability of potential investments. According to NPV Theory, an investment is
considered valuable if its expected cash inflows, discounted to theuggpresent value,
exceed the initial investment cost. For Kenyan banks, applying NPV Theoryiinvolves
assessing various investment opportunities, such as expandinig loan ‘pertfolios or
investing in new technologies, by calculating their expectedy NPV {Investments with
positive NPVs are likely to increase the bank's overallfvaluc'by génerating returns that
exceed their costs. By prioritizing projects with high WPV Keényan banks can enhance
their financial performance and shareholdefyvalue, ‘@nsuring that their investment
decisions align with long-term growth ©Qbjectives,and contribute positively to their

market valuation.

2.2.4 Market Power Theory

The Market power theory, primarilyassociated with industrial organization economics,
is rooted in the work'ef Joan Robinson (1933) and Edward Chamberlin (1933). This
theory focuses on how  firms with significant market power can influence prices and
profits by d@yeraging, their control over market conditions. Firms with substantial
marketgpewer eaniset prices above competitive levels, leading to higher profitability
and increasedymarket value. Chamberlin (1933) expanded this by describing how firms
with differentiated products and market power can achieve higher profit margins. Tirole
(2014) further developed the theory by exploring how firms use market power to engage
in strategic behaviour, such as price discrimination and product differentiation, to
maximize profits. Schmalensee (2017) examined the implications of market power on
market structure and competition, emphasizing that firms with market power can

sustain higher profitability through reduced competitive pressures.

The Market power theory provides valuable insights into how firms with significant

control over market conditions can influence prices and profitability (Robinson, 1933).
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It highlights the role of market power in enabling firms to achieve higher profit margins
through strategic pricing and product differentiation (Chamberlin, 1933). The theory’s
focus on strategic behaviour, such as price discrimination, offers a comprehensive
understanding of how firms can exploit market power for competitive advantage
(Tirole, 2014). Additionally, it emphasizes the importance of market structure in
determining firm profitability, offering practical implications for antitrust regulation

and competitive policy (Schmalensee, 2017).

Market power theory has faced criticism for its assumptions and applicability. Stigler
(2012) argued that the theory may overestimate the impact of manket\ power on
profitability, as real-world market conditions often include competitive fotees and
regulatory constraints that can limit firms' pricing power. Théytheory has also been
criticized for not adequately accounting for the dynami¢ nature ofimarkets and the
influence of technological change on market power (Nelsomp& Winter, 2010).
Additionally, the focus on market power and priging‘may everlook other factors, such
as innovation and consumer preferences, thateanalso-affect firm performance (Porter,

2010).

The Market Power Theory is relewant tojthisstudy as it provides a framework for
understanding how commercialibanks®Jability to influence market prices and control
competitive dynamics cam, affect their value. According to the theory, banks with
greater market power, throughhlarge market share, product differentiation, or control
over pricing canggencrateshigher profits, stabilize cash flows, and maintain stronger
capitalization, all of whichicontribute to higher bank value. For listed commercial banks
in Kenya$ financial management practices such as capital structure decisions, liquidity
management, and strategic investments can enhance a bank’s market power by
improving“@perational efficiency, reducing risk, and enabling competitive lending or

investment strategies.
2.3 Empirical Review

2.3.1 Capital Structure Management Practices and Bank Value

Olunja (2025) investigated the role of capital structure in financial performance among
Kenyan banks, focusing on Equity Group, KCB Group, and Stanbic Kenya over the
financial years 2021-2023. The study adopted a quantitative research design, utilizing
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secondary financial data from audited financial statements and regulatory reports. Data
were analyzed using regression and ratio analysis to examine the relationship between
debt-to-equity ratios, Return on Equity (ROE), and Return on Assets (ROA). The
findings revealed that Equity Group, which maintained the highest debt-to-equity ratio,
achieved superior financial performance compared to KCB Group and Stanbic Kenya,
highlighting the positive impact of leverage on profitability. The study concluded that
capital structure significantly influenced financial performance in Kenyan banks, with
higher leverage enhancing returns but also increasing financial risk. However, the study
focused only on profitability measures such as ROE and ROA, leaving market-based
indicators of bank value unexplored, which limits its applicability teinvestors
concerned with market valuation. Additionally, the study was restrietedto, three banks,
which may not fully capture the diversity of capital structure practices among all listed

commercial banks in Kenya.

Widyastuti, Komara, and Layyinaturrobaniyah (201 9)investigated the effect of capital
structure on financial performance among commercial banks in Indonesia over the
period 2009-2017. The study adopted a<quantitative research design, utilizing annual
data extracted from audited financial statements.>Data were analyzed to examine the
relationship between short-tezm \loans, long-term debt, equity, and profitability
measured through Return onfEquity (R@E). The findings revealed that short-term loans
had a significant positive, influene€ on bank profitability, indicating that deposits and
other short-term borrowingswere considered the cheapest source of funding. The study
concluded that while eapital structure decisions, particularly short-term leverage, could
enhance fidancial performance, banks needed to carefully manage liquidity risk to meet
withdrawal obligations. However, the study focused primarily on profitability measures
and firm value in the context of Indonesian banks, leaving market-based indicators of
bank value among listed banks unexplored, which limits its applicability to investors

concerned with market valuation.

Tran Thi Kim Oanh, Nguyen, Le, and Duong (2023) examined the impact of capital
structure and bank liquidity on the performance of commercial banks in Vietnam, using
463 annual bank-year observations from 37 banks over the period 2003—2020. The
study adopted a quantitative research design and employed Bayesian linear regression,
complemented by Generalized Least Squares (GLS) estimations, to analyze the effects

of leverage and liquidity on performance measures such as Return on Assets (ROA),
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Return on Equity (ROE), and Earnings Per Share (EPS). The findings revealed that a
higher leverage ratio reduced ROA and ROE but positively influenced EPS, while bank
funding liquidity had a significant positive effect on all performance indicators. The
study concluded that both capital structure and liquidity management significantly
affected bank performance, providing evidence for the Pecking Order Theory while
contradicting the Trade-Off Theory. However, the study focused primarily on
Vietnamese banks in a transition market, leaving market-based indicators of bank value,
such as share price and market capitalization, unexplored, which limits the applicability

of its findings to investors concerned with market valuation..

Morales and Garcia (2018) explored the influence of capital strdctuse on“€erporate
profitability in Brazilian retail companies. A cross-sectiondlyresearchiidesign was
employed, with a sample of 300 firms chosen through“sandom) sampling. Data
collection involved financial reports and interviews wath financialimanagers, while data
analysis was conducted using correlation and regression techfiiques. The study found a
significant positive relationship between levierage, and profitability, concluding that

moderate debt use can enhance corporate{profitability.

Zhang, Liu, Wang, and Chen (2024, examined the effects of capital structure decisions
on the performance of technoldgy firmsyin China. A longitudinal research design was
used, tracking 150 firms @vetifive years. Purposive sampling was employed to select
firms, and data were, collected, from financial statements and annual reports. Using
panel data analysiSjithestudy found that firms with balanced debt and equity financing
performed better than these relying heavily on either form. The study concluded that
an optimal eapital structure is vital for sustaining long-term growth. However, the study
focusedyexelusively on technology firms, leaving its applicability to the banking sector
unexplored;fwhere capital structure dynamics and regulatory requirements differ
significantly. Additionally, the study emphasized accounting-based performance
measures without considering market-based indicators of firm or bank value, which

limits insights for investors and market analysts.

Mbele, Owino, Njoroge, and Kariuki (2020) investigated the impact of capital structure
decisions on the financial performance of manufacturing firms in Kenya. Using a
descriptive research design, they selected a sample of 200 firms through stratified

random sampling. Data were collected via structured questionnaires and analyzed using
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regression analysis. The findings revealed that firms with a higher debt-to-equity ratio
experienced improved financial performance due to the tax shield benefits of debt. The
study concluded that strategic capital structure management is crucial for enhancing
firm performance. However, the study focused solely on manufacturing firms, leaving
its applicability to the banking sector unexplored, where regulatory requirements and
liquidity considerations play a significant role. Additionally, the study examined only
accounting-based performance measures and did not include market-based indicators

such as bank value or market capitalization, limiting its relevance to investors.

2.3.2 Liquidity Management Practices and Bank Value

Amira, Alala, and Musiega (2020) examined the influence of liquidity risk management
on the financial performance of commercial banks in Kenya!The,study adopted both
explanatory and longitudinal research designs and afalyzed panel data from 32
commercial banks covering the period 2010 to 20194Dcseriptive and inferential
statistics were applied using Eviews to assess gheirelationship between liquidity risk
management and performance measures, gpecifically Return on Equity (ROE) and
Return on Assets (ROA). The findingsrevealed thabliquidity risk management had an
insignificant negative effect on both. ROE‘and ROA, suggesting that excessive focus on
liquidity could limit profitability." The, study concluded that while liquidity risk
management is necessary foroperational stability, it may reduce financial performance
if not carefully balanced, However, the study focused only on accounting-based
performance measuies;, Ieaving market-based indicators of bank value, such as share
price or market capitalization, unexplored, which limits its relevance to investors and

shareholders.

Zhu, Liang,“and Yao (2025) examined how market value management (MVM) and
liquidity management (LM) influence the relationship between shareholder equity
management and firm performance, using data from 1,166 Australian companies over
the period 2015-2023. The study adopted a quantitative research design and employed
regression analysis to assess the moderating effects of MVM and LM on firm
performance. The findings revealed that high market-value management enhanced
market performance and investor expectations, while high liquidity management
ensured financial stability and flexibility, thereby significantly moderating the U-

shaped relationship between equity management and performance. The study
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concluded that effective financial management, combining market-value and liquidity
strategies, is critical to improving firm performance. However, the study focused on
Australian companies, leaving its applicability to Kenyan commercial banks
unexplored, where regulatory frameworks, market dynamics, and investor behaviour

differ considerably.

Matunda, Miroga, and Otinga (2024) examined the relationship between liquidity
management and the financial performance of commercial banks in Kenya, considering
the effects of capital adequacy, non-performing loans, inflation, and interest rates. The
study adopted a quantitative research design and applied a random-effects, model for
panel data analysis, using data from the Central Bank of Kenya. The findingstevealed
that an increase in capital adequacy positively influenced Retiffy ondAssets (ROA) by
0.130 units, while a rise in non-performing loans negatiyélylimpacted ROA by 0.114
units. Inflation had a marginal negative effect, whereas intetest rates positively
influenced ROA by 0.875 units. The studygconeluded( that effective liquidity
management is crucial for optimizing financialperformance while balancing regulatory
requirements and operational demandsy However,”the study focused solely on
accounting-based measures of financial'performance, leaving market-based indicators
of bank value, such as stock prices,and,market capitalization, unexplored, which limits

its relevance to investors andymarket @nalysts.

Aluodo and Musau (2024))investigated the effect of liquidity management practices on
the financial perfofmanceief microfinance banks in Nairobi City County, Kenya. The
study adopted a deseriptive research design and employed regression analysis using
secondary data from the Central Bank of Kenya covering the period 2017 to 2022. The
findingsyreévealedithat operational cash flow management and cash management had a
significant‘positive impact on financial performance, whereas operational efficiency
management had a negative impact. The study concluded that effective liquidity
management is critical for enhancing financial performance and recommended
adherence to statutory minimum liquidity ratios. However, the study focused
exclusively on microfinance banks, leaving its applicability to commercial banks,
especially those listed on the Nairobi Securities Exchange, unexplored. Additionally,
the study emphasized accounting-based performance indicators such as profitability,
without considering market-based measures of bank value, limiting its relevance for

investors and market stakeholders.
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Murekatete, Mulyungi, and Ismail (2024) examined the effect of liquidity management
practices on the profitability of commercial banks in Kigali, Rwanda, using Ecobank as
a case study. The study adopted a census approach, targeting 20 bank staff from the
operations, finance, and treasury departments, and collected both primary data through
structured questionnaires and secondary data from documents such as books, journals,
and online sources. The study concluded that effective liquidity management is crucial
for ensuring financial stability and enhancing profitability. However, the study focused
only on a single commercial bank in Rwanda, limiting the generalizability of the
findings to other banks or contexts such as Kenyan commercial banks{isted on the
Nairobi Securities Exchange. Additionally, the study focused ondaccounting-based
profitability measures without exploring market-based indicators ofbankwalue, thereby

reducing its relevance to investors.

2.3.3 Corporate Investment Practices and Bank Value

Ateino (2022) examined the relationship between financial performance and
investment decision-making in Kenya,gfocusmg on the interactions between
profitability and liquidity as determinants, of, financial performance. The findings
indicated that sound liquidity andprofitability 'management are critical for enhancing
organizational performance and)supporting investment strategies that increase firm
value. However, the studygprimarily focused on broad financial performance measures
without specifically examining market-based indicators of bank value such as stock
prices or market capitalization, limiting its applicability to investors in publicly listed
commercial banks.fAdditionally, the study adopted a general descriptive approach
without collecting firm-specific empirical data from banks, leaving a methodological
gap regarding how investment and liquidity decisions are operationalized within

Kenyan commercial banks.

Muhia (2025) assessed the influence of corporate governance practices on the financial
performance of investment firms listed on the Nairobi Securities Exchange (NSE)
between 2014 and 2023. The study employed a correlational research design within a
positivist philosophy, using secondary data from NSE, CBK, and KNBS, and applied
panel regression models to examine relationships between corporate governance, risk
management, portfolio diversification, and asset allocation. The findings revealed that

effective corporate governance, including diverse board compositions and the absence
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of CEO duality, positively and significantly influenced financial performance
indicators such as Return on Assets (ROA), Return on Equity (ROE), and composite
performance measures. The study concluded that strong governance structures, board
oversight, and internal control mechanisms enhance decision-making, investor
confidence, and overall firm performance. However, the study focused exclusively on
investment firms rather than commercial banks, leaving a contextual gap regarding how

corporate governance practices affect bank value in the Kenyan banking sector.

Lee and Choi (2020) investigated the effects of corporate investment practices on the
financial stability of South Korean conglomerates. A longitudinal researeh design was
used, tracking 100 conglomerates over ten years. Purposive samplifig'was employed to
select firms, and data were collected from financial statements afidbanhual réports. Panel
data analysis revealed that firms with diversified investment portfolios experienced
greater financial stability. The study concluded that diversified investments are
essential for mitigating risks and enhancing stability.\However, the study focused on
conglomerates rather than commercial banks{icreating:aicontextual gap regarding the
influence of corporate investment practiecs on bank value in the financial sector.
Additionally, the research primarily assessedfinancial stability as the outcome, leaving
market-based indicators of firm ‘Value, unexplored, which limits its applicability for

investors interested in bank&aluationfand shareholder wealth maximization.

Obare, Omondi, Wambugu, ‘and“Maina (2021) conducted a study on the impact of
corporate investni€nt practices on the growth of technology firms in Kenya. A cross-
sectional research“design» was used, with a sample of 200 firms selected through
stratified ‘tandom sampling. Data were collected via structured questionnaires and
analyzedguising ‘tegression analysis. The findings revealed that strategic investment
decisions Mmiresearch and development significantly contributed to the growth and
competitiveness of technology firms. The study concluded that technology firms must
prioritize investment in innovation to sustain growth. However, the study focused
exclusively on technology firms, leaving a contextual gap regarding the effects of
corporate investment practices on the value of commercial banks in Kenya.
Additionally, the research emphasized growth and competitiveness as outcome
variables, without considering market-based indicators of firm value, limiting its
relevance to investors and policymakers interested in bank valuation and shareholder

wealth creation.
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2.3.4 Inflation and Bank Value

Lekupanai Leleok and Makori (2024) investigated the effect of inflation on non-
performing loans (NPLs) in non-listed commercial banks in Kenya. The study
employed an exploratory research design, utilizing panel data from 41 non-listed banks
spanning the period 2013 to 2021. A panel regression model was applied to examine
the relationship between inflation and NPLs, alongside other systemic risk factors such
as interest rates and exchange rates. The study concluded that effective monetary
policies are essential for mitigating the short-term impacts of inflation on NPLs and
recommended that policymakers focus on short-term strategies togstabilize loan
repayment capabilities. However, the study focused solely on nonflisted commercial
banks, leaving a contextual gap regarding listed banks whegepmatket valuation and

investor expectations may interact differently with inflation:

Huridi, Malek, and Abdul Hadi (2024) examined thedmpagtofinflation on the financial
performance of commercial banks in Malaysia ahdlndonesia, using annual secondary
data from 2005 to 2022. The study applied Ordinary Ceast Squares (OLS) regression
and the Engle-Granger Cointegration (EG) testyto assess short- and long-term
relationships between inflation and bank performance, measured by the capital asset
ratio (CAR) and Return on Equity (ROE). The study concluded that banks may adjust
to anticipated inflationaryytrénds, but“eontinuous oversight is necessary to maintain
stability. However, the teseateh ‘focused exclusively on banking sectors in Malaysia
and Indonesia, cpeatingha ‘contextual gap in understanding how inflation affects
financial performance i, African or Kenyan banks, where economic structures,

regulatory frameworks, and market conditions differ.

Moyo and Tursoy (2020) investigated the impact of inflation and exchange rate
fluctuations on the financial performance of South Africa’s four largest commercial
banks, Standard Bank, Nedbank, Capitec Bank, and FirstRand Bank, over the period
2003 to 2019. Financial performance was measured using Return on Equity (ROE),
while inflation and exchange rates served as independent variables. The study
employed ARDL, FMOLS, and DOLS estimation techniques, revealing a significant
inverse relationship between inflation and ROE, whereas exchange rate fluctuations
exhibited a weak relationship with bank performance. The findings indicate that higher

inflation negatively affects profitability, emphasizing the need for effective
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macroeconomic risk management in the banking sector. However, the study was limited
to South African banks, creating a contextual gap regarding how inflation and currency
fluctuations influence the financial performance of commercial banks in other
developing economies, particularly Kenya. Additionally, the research relied solely on
accounting-based measures of performance, leaving a conceptual gap in understanding

the impact of inflation and exchange rate on market-based indicators, such as bank

value, which are critical for investors and strategic decision-making.

Patel and Kumar (2020) investigated the impact of inflation on investment decisions in
Indian real estate companies. A longitudinal research design was useds tracking 100
companies over ten years. Purposive sampling was employed to select firms;and data
were collected from financial statements and annual reporfSy Panel data analysis
revealed that high inflation rates discouraged long-term iny@stments, leading to reduced
growth and profitability. The study concluded that redl €state companies should adopt
inflation hedging strategies to protect investments, However; the study focused solely
on Indian real estate companies, leaving a gdp, injunderstanding how inflation affects
investment decisions in other sectors or €mergingunarkets. Additionally, the research
relied exclusively on quantitative financtal data, 0verlooking managerial perspectives,

investor behavior, and market sentiment that'could influence investment decisions.

2.4 Summary of the Reviewed Literature
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2.5 Conceptual Framework

A conceptual framework provides‘a“sttuctured explanation of the key variables in a

study and illustrates howdtheyare presumed to relate to one another. It serves as a

logical model that links the,independent variables to the dependent variable, guided by

existing theories@nd empitical evidence. The framework helps clarify the scope of the

study, identify relevant variables, and guide data collection, analysis, and interpretation

of findings:yIn _this study, the conceptual framework explains how financial

managementpractices influence the bank value of listed commercial banks in Kenya,

while recognizing the role of macroeconomic conditions. The framework is anchored

on the assumption that effective internal financial decisions enhance both the financial

performance and market valuation of banks.

Independent Variable

Capital Structure Management

e Total Assets

e Total Liabilities
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction
This chapter focuses on the methodology to be used for the study. It presents the
research design, target population, sampling and sample size, data collection and data

analysis, and ethical considerations.

3.2 Research Design

The study employed a mixed research design, integrating both descriptive and
explanatory (causal) approaches. The adoption of a mixed research ‘method was
appropriate as it enabled the study to comprehensively examine findneial management
practices while also establishing their effect on bank value amengieommercial banks
listed at the Nairobi Securities Exchange (NSE), Kenya. Ahe desctiptive component
was suitable for systematically documenting the eXisting financial management
practices, specifically capital structure management,. liquidity management, and
corporate investment practices, using observablelandiverifiable secondary data drawn
from audited financial statements. This approdeh facilitated an objective assessment of
trends and patterns in financial decisioh-making,across the listed commercial banks

over the period 2019 to 2023.

The explanatory component'of the design was justified by the need to establish causal
relationships between financial management practices and bank value, as well as to
evaluate the moderating effect of inflation on this relationship. By applying panel data
regression techniques, the study was able to analyze both cross-sectional and time-
series variations, thereby enhancing the robustness and reliability of the findings. The
census_approach, ‘involving all ten listed commercial banks in Kenya, further
strengthenéd the design by eliminating sampling bias and ensuring comprehensive
coverage of the study population. Overall, the mixed research design provided a
rigorous framework for generating empirical evidence on how financial management

practices influence bank value within the Kenyan banking sector.

3.3 Target Population

The target population for this study comprised all 10 listed commercial banks in Kenya
as of December 31, 2022, that have been in operation from 2019 to 2023. Bryman and
Bell (2018) define the population as the entire group of factors from which the
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researcher wants to draw conclusions. The entire set of constituents to whom the

researcher can lawfully apply the findings is referred to as the target population.

3.4 Data Collection Instruments

This study used secondary data collection to gather information on capital structure
management practices, liquidity management practices, corporate investment practices,
inflation and bank value of listed commercial banks in Kenya. Secondary data refers
to information obtained from preexisting sources (Johnston, 2019). Data was gathered
from annual audited reports of commercial banks published by the Central Bank of
Kenya (CBK) from 2019 to 2023. This time range is considered suitablgas it allows for
tracking changes in capital expenditure trends and evaluating their,impact,on the
financial health of commercial banks. Data was collected using'@ data collection sheet
(Appendix I). Financial statements used for data extragfion, were included balance
sheets, statements of financial position, cash flow stategiments; andnetes to the accounts.

Data extraction was performed based on a document inspection guide.

3.5 Data Collection Procedure

The initial step for the researcher was te ‘apply»for a license with the National
Commission for Science, Technolegy, andylnnovation (NACOSTTI) through St Paul’s
University. A formal request fofyaceessito the financial records required for the study
was subsequently made taytheyCapital Markets Authority (CMA). After obtaining the
necessary approvals, the'teseareher collected data from various commercial banks and

the CBK.

3.6 Measurément of the Variables
The measures thathwas utilized to operationalize the study variables and simplify the

application ofithe linear multiple regression analysis are shown in Table 3.4.
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Table 3. 1: Operationalization of the Variables

Variable

Proxy Value Measurement

Bank Value

Ratio of the market value of banks' equity to banks'

book value of equity ( Tobin's Q)

Capital Structure Management

The ratio of banks’ total debt to their total assets is.
Debt ratio.

A low debt ratio will affect bank value positively

Liquidity Management

while a high debt ratio will affect bank value
negatively.
Ratio of banks’ cash flow to thei ities, which is

the current ratio.

A high current ratio will p e effect on the

bank value, while ratio will have a
negative effect & €.

Corporate investment

practices

Inflation

Ratio of banks’ {oﬁt before tax to their total assets,
R N\ B N

which is the ROA rgtio.

atio will indicate a positive future

the bank value, while a low ROA ratio will

indicate'a negative future growth in the bank value.

mer Price Index.

n increase in the adjusted R-squared due to the
inclusion of inflation will indicate the presence of a
significant moderation effect of inflation in the
relationship between the dependent and independent
variables. A decrease in the adjusted R-squared due to
the inclusion of inflation will indicate the presence of
an insignificant moderation effect of inflation in the
relationship between the dependent and independent

variables.
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3.7 Data Analysis and Presentation

Data analysis comprises the organization of data obtained and the structuring of its
significant components so that the findings are easily, efficiently, and effectively
communicated. Data was analyzed using descriptive and inferential analysis.
Descriptive analysis involved the use of frequencies, percentages, mean and standard
deviation. Before the inferential analysis the study conducted a number of diagnostic
test. The first diagnostic test was a multicollinearity test. Multicollinearity test is the
phenomenon in which one independent variable in a multiple regression model may be
linearly predicted from the analysis of the others to a given degree of accufacy (Sekaran
& Bougie, 2010). The data was examined for multicollinearity by caleulating the
Variance Inflation Factor (VIF) and determining the tolerance (1AVIF)jIndependent
variables are considered collinear if their VIF values are betweefi'Syand, 10. In case of
the presence of multicollinearity, highly correlatedfvatiables“were removed or

combined into a single variable.

The second was autocorrelation tests, which@weresused to check the randomness of a
dataset. Understanding the degree of ‘@utocorrelation helps in understanding the
dependencies within the data, which is‘witaliforimaking statistical inferences. In this
case, the study used the Durbin.Watsen,test to check for the presence of autocorrelation
in the regression model. Ifdata showsautocorrelation, it means the residuals of the
model are correlated, viblating thefassumption of independence. To address this issue,
the researcher used autoregressive models, such as Generalized Least Squares (GLS)

to correct for autecorrelation in the error terms.

The third¢estiwas the homoscedasticity test, which is a condition in which all the errors
have ajeommony variance across the observations. Homoscedasticity violates the
homoscedasticity assumption and occurs when the error variance is different among the
values of the independent variable. The presence of homoscedasticity creates biases in
test statistics and confidence levels. A modified Wald test was utilized to test
homoscedasticity. The presence of homoscedasticity was corrected by obtaining

white’s homoscedasticity-corrected standard errors of ordinary least squares estimators.

Inferential statistics involved the use of correlation and regression analysis to determine
the nature, strength, and direction of the relationships between the study variables.

Correlation analysis was used to establish the degree and direction of association

36



St. Paul’s University Repository

between financial management practices, inflation, and bank value, while regression
analysis was employed to determine the magnitude and significance of the effect of
capital structure management, liquidity management, and corporate investment
practices on bank value, as well as to assess the moderating effect of inflation on these
relationships. The data obtained was presented in the form of means, and the results

were presented in tables.

A multiple regression model was used in the study because it allows simultaneous
analysis of the effects of two or more variables. The research adopted this model
because the relationship between financial management practices andbank value was
linear. Bank value was expressed as a function of financial management practices thus
the multiple linear regression model below was used:

Bank value =f (Financial management practices)

Y=0B.+ B, X, + B, X, +B;X+E oo (Equation 1)

Where:

Y = Bank Value of banks as measured by TobinlQ (Matketvalue of equity/ Book value
of equity).

(. =Yy intercept of the regression equations

B.1,B,, 5= coefficients of X ;, X, , and X 5xespectively.

X, = Capital structure managemefitiof banks

X, = Liquidity management ofibanks.

X ; = Corporate investment‘practices‘of banks.

€ = Error term

To take into considération, they moderating effect of inflation, the study employed

Moderated Multiple Regression (MMR). Aguinis & Ryan (2010) attest that MMR is an
inferential ptocess where the MMR regression and the unmoderated regression, which
are twogdistingt least-squares regressions, are compared through the interaction of the
independent wariables with the moderating variable, resulting in the equation shown
below:

Y=B 4B, X +B, X, + B X3+ B (X, X))+ (X,X,)+Bss (X3X,)+E......
(Equation 2)

Where:
Y = Bank Value of banks
X , = Inflation.
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3.8 Ethical Considerations

Prior to the commencement of data collection, the researcher obtained a research
authorization license from the National Commission for Science, Technology, and
Innovation (NACOSTI), in compliance with national research regulations governing
scholarly studies in Kenya. As noted by Gelinas et al. (2018), researchers are required
to secure approval from relevant institutions and regulatory bodies before accessing or

utilizing research data, even where such data are secondary in nature.

In line with this requirement, formal permission was sought from St Paul’s University,
the Capital Markets Authority (CMA), and relevant regulatory and institutional bodies
that oversee commercial banks to access published financial and market data-"Since the
study relied exclusively on secondary data, the information wa§obtained ftem publicly
available and officially published sources, including auditedyannual\reports of listed
commercial banks, Central Bank of Kenya (CBK) publications,land Capital Markets
Authority reports. No direct interaction with human ‘pacti¢ipants or collection of

primary data was involved.

Nevertheless, ethical principles relatingto reéscarchintegrity were strictly observed. The
researcher ensured that all data seurces were used solely for academic purposes and
handled responsibly to avoid misgepresentation or misuse. Proper acknowledgment and
citation of all data sources, were observed to comply with copyright and intellectual
property regulations, Where “institutional data were used, care was taken to present
aggregated findifigs “without™ attributing sensitive interpretations to individual

institutions in a mananer that could be misleading or harmful.

The study,was eonducted with a strong commitment to academic honesty, transparency,
and objeetivity, ensuring accuracy in data analysis and reporting of findings. By
adhering to established ethical guidelines and principles of responsible research
conduct, the researcher upheld the integrity of the study while ensuring compliance

with institutional, legal, and professional research ethics standards.
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CHAPTER FOUR
FINDINGS AND DISCUSSION

4.1 Introduction

This chapter presents the study's findings and discussion, based on an analysis of
secondary data collected from published reports on listed commercial banks in Kenya.
It begins by presenting the empirical results from descriptive and inferential statistical
analyses, aligned with the study objectives and hypotheses. The chapter then discusses
the findings by relating them to existing theories and empirical literature, highlighting
areas of convergence and divergence. Through this discussion, the chapter interprets
the implications of the results on capital structure management gractices,liquidity
management practices, corporate investment practices, inflationjandibank value,
thereby providing a deeper understanding of how these variables interact within the

Kenyan banking sector.

4.1 Descriptive Statistics

The study sought to ascertain the relationship between financial management practices
and bank value of listed commercial banks,in Kenya. The references included Annual
Audited Reports of commercial banks in'Kenya for a period of five (5 years, covering

the period between 2019 and 2023.

4.1.1 Capital Ratio

The study sought to_ determine the capital ratio of commercial banks, which was
calculated by dividing total assets by total liabilities. This ratio offers insight into the
financial leverage ofia bank, specifically, how much of its operations are financed

through Borrowed funds versus owned funds. The findings are indicated below
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Table 4. 1: Capital Ratio

Capital Adequacy Ratio

Absa Bank 17.58756

Equity Bank 18.403016
DTB Bank 20.443296
KCB Bank 17.621984
Stanbic Bank 17.430272
NCBA Bank 17.637778
NIC Bank 17.672272
COOP Bank 19.206124
I&M Bank 21.097408
Standard Chartered Bank 17.797758

The capital adequacy ratio (CAR) is a crucial indicator,of'a bank’s financial strength,
used to assess how well a bank can absorb potential losses and maintain solvency. It
reflects the effectiveness of capital structure ‘thanagement practices, which is a key
focus of this study. The Central Bank of Kenya (CBK) requires commercial banks to
maintain a minimum capital adequacy ratig,of 14.5%, comprising a 10.5% total capital
requirement plus a 4.0% capitdljconservation buffer. An analysis of the CARs for the
11 listed commercial banks,inKenya over a five-year period reveals important insights

into their financial management practices and the potential impact on bank value.

Among the banks analyzedpl&M Bank reported the highest mean capital adequacy
ratio at 21.10%, indicating strong capitalization and prudent capital structure decisions.
This reflects effective risk management and a solid financial cushion that can support
expansion ot absorb shocks. Similarly, DTB Bank and Cooperative Bank posted high
CARs of 20.44% and 19.21%, respectively, suggesting robust capital positions that
exceed regulatory requirements and reinforce long-term stability. These figures imply
that such banks are likely to be perceived positively by investors and stakeholders,

potentially translating into higher bank value as measured by Tobin's Q.

Equity Bank, Standard Chartered Bank, NIC Bank, NCBA, KCB, Absa, and Stanbic
also maintained capital adequacy ratios ranging between 17.4% and 18.4%, indicating
that these institutions manage their capital effectively while maintaining a strong

balance between profitability and regulatory compliance. These banks demonstrate
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responsible financial management and readiness to withstand adverse market
conditions. Their consistent capital levels contribute to investor confidence and support

the hypothesis that capital structure management practices positively affect bank value.

These findings reveal considerable heterogeneity in capital structure decisions among
Kenya’s listed commercial banks. Most of the banks demonstrate strong capital
positions, reflecting effective governance and sound financial strategies. Moreover, in
the context of inflation considered as a moderating variable in this study banks with
stronger capital adequacy are better positioned to weather inflation-related risks, such
as the erosion of asset value or increased credit risk. Therefore, capital adequacy serves
not only as a regulatory requirement but also as a strategic tool that significantly
influences the perceived and actual value of a bank in @Weompetitive financial

environment.

According to the Central Bank of Kenya (CBK), €omuniércial, banks are required to
maintain specific capital adequacy levels to ensure soundness and stability in the
banking sector. The key regulatory benchmatksinclade a'minimum core capital to total
risk-weighted assets ratio of 10.5%, a tetalieapital'tor total risk-weighted assets ratio of

14.5%, and a core capital to total deposit liabilities ratio of 8%.

A strong capital structure enables a bank to absorb financial shocks, meet regulatory
requirements, and maintainjstability;, in the face of market fluctuations. The findings
imply that most commercial banks in Kenya are well-capitalized and potentially
resilient againstéeconemic shocks, which contributes positively to their bank value, a
reflection ofitheir masket strength, investor confidence, and long-term sustainability.
On thegother handjthe presence of banks with extremely low capital ratios signals a

need forenhanced regulatory monitoring and internal risk management reforms
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4.1.1.2 Trend of the Capital Ratio among Commercial Banks in Kenya

The study further sought to establish the trend in capital ratios among commercial banks

over the 5-year period (2019-2023). The findings are indicated in Figure 4.1.

Capital Adequacy Ratio
18
7 \/\\
16
15
2019 2020 2021 2022 2023
—8— (Capital Adequacy Ratio  17.753 16.258 18.186 17.803 17.328

Figure 4. 1: Trend of the Capital Ratio among Commercial Banks in Kenya

The findings indicated that in the year 2019y the,Capital Adequacy Ratio was 17.753%,
indicating a healthy capital positieon ameng commercial banks. In 2020, the Capital
Adequacy Ratio declined to 16258%, marking the lowest point in the five-year period.
This drop could be attributed'te the financial strain caused by the COVID-19 pandemic
and its economic disruptionsjywhich affected banks' profitability and asset quality.
However, in 202dmthe, Capital Adequacy Ratio surged to 18.186%, which was the
highest level in theiperiod. This sharp recovery is likely due to strong post-pandemic
economigrebound, recapitalization efforts by banks, or more cautious lending practices

aimed'‘atgeducing risk exposure.

In 2022, the Capital Adequacy Ratio remained robust at 17.803%, showing continued
financial stability and prudence among the banks. In 2023, the Capital Adequacy Ratio
declined slightly to 17.328%, remaining comfortably above the regulatory threshold of
14.5%. The trend indicates that Kenyan commercial banks have consistently
maintained capital adequacy levels above the regulatory minimum throughout the five-
year period. The dip in 2020 reflects a temporary shock from global economic
disruptions, while the sharp recovery in 2021 and subsequent stability suggest prudent

risk management, strong regulatory oversight, and resilience within the banking sector.
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High capital adequacy ratios indicate that banks have sufficient buffers to absorb
financial shocks, ensuring stability in the banking sector. This also positively influences
investor confidence and strengthens the banks' ability to support economic growth
through lending. However, excessively high CARs may also indicate underutilization
of capital, suggesting that banks could be overly cautious, possibly limiting credit
availability to the private sector. Therefore, while maintaining capital strength is
critical, an optimal balance is necessary to ensure both financial stability and

operational efficiency.

4.1.2 Liquidity Ratio

The study sought to determine the liquidity ratio. In this study, li was assessed
using the liquidity ratio, calculated as current assets divided iabilities. This
ratio is a common measure of a bank’s short-term fi and operational
efficiency. A liquidity ratio of 1.0 or higher typical a bank has enough
current assets to cover its short-term liabilitie

The findings are indicated in Table 4.2 bel

»

N

ound liquidity position.
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Table 4. 2: Liquidity Ratio

Liquidity Ratio
Absa Bank 1.140728
Equity Bank 1167444
DTB Bank 1.199098
KCB Bank 1.208198
Stanbic Bank 1155828
NCBA Bank 0.739794
NIC Bank 0.323242
COOP Bank 0.89677
1&M Bank
Standard Chartered Bank

The findings among the 11 listed commercial a significant variation in

how these institutions manage their inancial obligations. Standard

Chartered Bank reported the highe idity ratio at 1.857, suggesting

exceptional liquidity manageme da

This level of financial health er&

ability to settle immediate liabilities.
st among depositors and investors and likely

et yaluation.

contributes positively to 1

KCB Bank, DTB B Bank, and Absa Bank all maintained liquidity ratios

slightly above from 1.14 to 1.21 indicating they meet regulatory

expectati dop with a healthy liquidity buffer. This balance between liquidity
% &ects prudent financial management and contributes to their ability

and p

to genera ue over time.

Stanbic Bank, with a liquidity ratio of 1.156, and COOP Bank, at 0.897, fall into the
moderate range. While Stanbic remains within the desirable range, COOP Bank’s ratio
falling just below 1.0 could indicate a slightly tighter liquidity position. This may reflect
an aggressive asset allocation strategy, in which more resources are tied up in less-
liquid investments. Although not alarming, such a position could require close

monitoring to avoid liquidity strain during periods of market volatility.
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On the other hand, a few banks demonstrated alarmingly low liquidity ratios. NIC Bank
reported an average ratio of 0.323, NCBA Bank stood at 0.740, and I&M Bank recorded
a critically low ratio of 0.015. These figures raise substantial concerns about their short-
term financial flexibility. Such low liquidity ratios could mean that these banks are
heavily reliant on longer-term assets or interbank borrowing to meet daily obligations.
This weak liquidity position may expose them to cash flow difficulties, especially in
times of economic uncertainty or unexpected fund withdrawals. For I&M Bank in
particular, a liquidity ratio of 0.015 suggests a potentially serious imbalance that could

undermine stakeholder confidence and the bank's market value.

The wide disparity in liquidity ratios across the banks suggests, that<liquidity
management practices vary significantly and are a critical gf@mponentiof financial
governance. Strong liquidity enhances investor trust, reduces default risk, and may
positively influence a bank's Tobin’s Q used in this study as.a measure of bank value.
Conversely, banks with consistently weak liquiditypositiofis may see their market
valuations suppressed due to perceived finan@ialiinstability and the risk of regulatory

non-compliance.

From a policy and performance standpointy theése findings underscore the importance
of maintaining adequate liquidity“notjjust for operational soundness but also as a
strategic tool to enhance fismwalue. Banks with balanced liquidity positions are better
equipped to navigate uncestaimimacroeconomic conditions, such as inflationary shocks

or shifts in interestirates faetors also explored in this study as moderating influences.
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4.1.2.1 Trend of the Liquidity Ratio among Commercial Banks for 5 years (2019-
2023)

In addition, the study sought to determine the trend of the liquidity ratio among

commercial banks in Kenya for 5 years. The findings are indicated in Figure 4.2.

Liquidity Ratio
1.1
1.05 6

1 0.999
973 = Liquidity Ratio
0.95

0.9 0.912

0.85
2019 2020 2021 2022 2023

Figure 4. 2: Trend of Liquidity Ratio.:among Commercial Banks
Based on the 2019 findings, the liquidity ratio was 0.973, slightly below the ideal

threshold of 1, indicating that commei€ial banks had marginally fewer liquid assets
than current liabilities. dn 2020; thé liquidity ratio declined further to 0.912, reflecting
a more constrained liquidityypesition. This decline could be attributed to the economic
impact of the COVID-19 pandemic, where banks experienced increased withdrawals,
reduced deposits, oridelays in asset recovery. However, there was a significant
improyement i, 2021, with the liquidity ratio rising to 1.056. This sharp increase
indicates that eommercial banks enhanced their liquidity positions, likely through more
prudent asset-liability management, increased deposit mobilization, or access to
emergency funding facilities. In 2022, the liquidity ratio remained high at 1.03,
indicating continued financial prudence and a strong ability of banks to meet short-term

obligations.

In 2023, the liquidity ratio slightly decreased to 0.999. While marginally below the 1
threshold, it still indicates relative stability in liquidity management practices across the
banking sector. The trend in liquidity ratios from 2019 to 2023 indicates that

commercial banks in Kenya have generally maintained acceptable liquidity levels,
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except in 2020, when external shocks affected the financial system. The sharp recovery
post-2020 indicates strong institutional resilience, effective liquidity management, and
possibly favourable regulatory interventions by the Central Bank of Kenya to stabilize

the sector.

Maintaining a healthy liquidity ratio is vital for depositor confidence, smooth banking
operations, and preventing liquidity crises. However, an excessively high liquidity ratio
may imply that banks are holding too many low-yielding liquid assets instead of

investing in more profitable ventures, which could affect their overall returns.

4.1.3 Investment Ratio
The researcher sought to assess corporate investment usi in
calculated by dividing total investments by total asse

proportion of a bank’s asset base allocated to invest insight into how
actively the bank engages in income-generating inv a ies relative to its total
resources. The generally recommended benc pital adequacy in Kenya is a

minimum capital adequacy ratio of 14.5%

ment ratio,

indicates the

weighted assets. This includes a
12% minimum requirement plus a 2. a nservation buffer. The findings are

as indicated in Table 4.3 below.

Table 4. 3: Investment EE~

N
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From the findings, the investment ratios among the 11 listed commercial banks in
Kenya cluster around the 20-30% range, indicating a generally cautious yet strategic
approach to investment. NCBA Bank, NIC Bank, and Co-operative Bank all posted the
highest investment ratio at 30.92%, suggesting a deliberate strategy to allocate nearly a
third of their total assets to investments. This may reflect a focus on earning stable, low-
risk returns, particularly from government securities, which are commonly favoured by
Kenyan banks. While such a strategy may reduce exposure to credit risk and support
stable income, it may also suggest a conservative growth approach, especially if lending

activities are limited in favour of safer investment holdings.

Absa Bank (28.44%), DTB Bank (28.12%), and Equity Bank (2646%) also‘tecorded
relatively high investment ratios, indicating a similar trend of'@ssctiallocation toward
investment portfolios. These ratios suggest that these banks, have developed strong
investment policies as part of their financial management “strategies, potentially
boosting profitability through interest and capital, gains:\Su€h decisions are likely to
have a positive impact on bank value, especially, ifthe vestment assets are liquid, low-

risk, and yield steady returns.

Standard Chartered Bank (24.76%), [&MyBank (22.36%). These figures indicate a
balanced approach to investmient; diversifying income without overcommitting to

financial assets at the expenseyof core lending operations. This investment behaviour

Investment Ratio (%)

Absa 28.44
Equity 26.46
DTB 28.12%
KCB 20.32%
Stanbic 12.08%
NCBA 30.92%
NIC 30.9
COOP 0.9
1&M 22.36
Standard Chartered 24.76%

may appeal to investors seeking both income stability and growth potential, positively

influencing Tobin’s Q, the bank value indicator used in this study.
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Conversely, KCB Bank (20.32%) and Stanbic Bank (12.08%) posted the lowest
investment ratios among the listed banks. For KCB, the 20.32% ratio still reflects a
cautious but measured approach. However, Stanbic Bank’s notably low investment
ratio of 12.08% could imply a more aggressive strategy focused on traditional banking
operations such as lending and fee-based income rather than investment income. While
this may offer higher returns during economic expansion, it also exposes the bank to
greater credit and operational risk. It suggests a more risk-tolerant investment strategy,
which may enhance or diminish bank value depending on how well those risks are

managed.

These variations in investment ratios reflect different corporate investment
philosophies and risk appetites across Kenya’s banking sector iBankswith'higher ratios
may prioritize income stability and capital preservation, partieularly during periods of
economic uncertainty or inflationary pressure, whichdre centtal'to-your study. On the
other hand, banks with lower investment raties “may,be€» more growth-focused,
channelling funds into potentially higher-yielding,butiriskier lending and operational

ventures.

From a performance and governanee standpoint, the investment ratio directly reflects
the bank’s financial decision-niaking competence. High or moderate investment ratios,
if paired with positive returnsy, can enhance a bank’s market valuation by providing
consistent income and financial restlience. However, overreliance on investments may
also signal undefitilization of lending opportunities, which could limit long-term

growth.

4.1.3.¥Trend of Investment Ratio among Commercial Banks in Kenya

The reseaseh  further sought to establish the trend in investment ratios among
commercial banks in Kenya over the past 5 years. The findings are indicated in Figure

4.3
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Investment Ratio
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Figure 4. 3: Trend of Investment Ratio among Comm

The findings indicated that in 2019, the investment #atio , meaning 27% of

ti i highest ratio recorded
essive investment strategy
, the investment ratio steadily

in the asset allocation strategies of

total assets were allocated to investment activi
during the five-year period, reflecting a r
among commercial banks during that

declined in the subsequent years, signa

banks. \

ped

In 2020, the investment rati .255, and further decreased to 0.245 in 2021.

The downward trend.du

the COVID-19

od could be attributed to uncertainties arising from
g which banks may have reduced their investment
exposure due to d risks in financial markets. This cautious approach was

likely ad

to ges rve capital and maintain liquidity during a volatile economic

period:

In 2022, there was a slight increase in the investment ratio to 0.25, suggesting a modest
return to investment activities as economic conditions began to stabilize. However, this
rebound was short-lived, as the ratio declined again in 2023 to 0.239, the lowest level
over the five-year span. This further reduction could imply a continued cautious
investment stance, possibly due to lingering economic uncertainties, regulatory
adjustments, or a strategic realignment toward other income-generating activities such

as lending or fee-based services.
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The consistent decline in investment ratios from 2019 to 2023 has several implications.
It may reflect a conservative shift in the financial strategy of commercial banks,
prioritizing liquidity and risk management over aggressive investment pursuits.
Alternatively, it might indicate evolving market dynamics or regulatory influences that
discourage excessive exposure to investments in favour of more stable or regulated

banking operations.

4.1.4 Inflation rate

The study assessed the inflation rate. For commercial banks, inflation playsia significant

role as it can influence interest rates, loan repayment capacity, ass ions, and

overall financial decision-making. In this study, inflation was tr a moderating
variable to assess how it influences the relationship betwe ial management
practices (such as capital structure, liquidity, and inves isions) and the value
of commercial banks, as measured by Tobin’s Q. indicated in Table

4.4.



St. Paul’s University

Table 4. 4: Inflation Rate

Inflation

N Valid 50
Missing 0

Mean 6.4000
Median 6.1000
Std. Deviation 1.11654
Minimum 5.20
Maximum 7.70
Sum 352.00

The findings revealed that the mean inflation rate during the perioddinderteyview was
6.40%, while the median stood at 6.10%. The standard deviationywas 1.1165,
suggesting that inflation rates in Kenya have been relatively stable, With only slight
fluctuations. The minimum recorded inflation rate was#.20%,-and the maximum was

7.70%, indicating that inflation levels remained within‘@imoderate band.

These values fall within the Central Bank ofiKenya’s'target inflation range, which is
generally maintained between 2.5% ané, 7.5% te ‘support economic stability. The
findings, therefore, imply that the inflationary environment during the study period was
largely stable and within manageéableglimits, minimizing its potential to cause severe

distortions in financial mandgement ptactices or in the valuation of commercial banks.

However, even within this moderate range, inflation can have dampening effects on
bank profitabilityfand walue by influencing interest rate margins, increasing operating
costs, and affecting €ustomer borrowing behavior. As a moderator, inflation may either
strengthefi on, weaken“the relationship between financial decisions and bank value
dependingmen how effectively banks anticipate and respond to changes in the

inflationary#énvironment.

This implies that inflation levels suggest a relatively stable macroeconomic
environment in Kenya during the study period, but also emphasize the need for banks
to factor inflation into strategic financial decisions, particularly those affecting capital

allocation, asset pricing, and long-term investment planning.
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4.1.4.1 Trend of the Inflation Rate in Kenya

The study further sought to establish the trend of inflation in Kenya for the 5 years. The

findings are indicated in Figure 4.4.

Inflation Rate

Inflation Rate

S~ N W kA U ON 9 0 O

2019 2020 2021 2022 2023

Figure 4. 4: Trend of the Inflation Rate ipiKenya

The inflation trend in Kenya over thefivesycan period from 2019 to 2023 shows a
gradual but steady increase in ovérall price1évels. In 2019, the inflation rate was 5.2%,
within the Central Bank of Kenya’s preferred medium-term target range of 2.5% to
7.5%. This rate indicated @, relatively stable economic environment with moderate
increases in consuménprices, The following year, 2020, saw a slight uptick in inflation
to 5.3%. This fmodest fisepcould be attributed to pandemic-related supply chain
disruptions@nd increased operational costs that were passed on to consumers, although

overallgprice pressures remained relatively contained.

A more netable increase occurred in 2021, when inflation rose to 6.1%. This
acceleration likely reflected recovering demand following the easing of COVID-19
restrictions, coupled with global supply constraints and rising prices of essential goods
such as fuel and food. The situation intensified in 2022 when the inflation rate surged
to 7.1%, reaching the upper boundary of the Central Bank’s target range. This increase
was influenced by global geopolitical tensions (notably the Russia-Ukraine conflict),
which disrupted international trade and drove up commodity prices, especially for fuel

and food products.
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The inflation rate remained at 7.1% in 2023, indicating persistent inflationary pressures.
The continued rise in inflation during this period may be attributed to structural issues
in the supply chain, sustained high energy costs, and climate-related challenges
affecting agricultural output. The stability of the inflation rate at this elevated level
suggests that while inflation did not worsen, it also did not ease, potentially exerting

continued pressure on household incomes and business operations.

The implications of this trend are multifaceted. For consumers, rising inflation erodes
purchasing power, leading to a higher cost of living. For businesses, especially in the
banking sector, inflation can influence interest rate decisions, affect credit demand, and
alter the valuation of financial instruments. From a monetary policy. perspective, the
sustained high inflation may compel the Central Bank to@deptitightés monetary

policies, such as raising interest rates, to anchor inflation gxpectations.

4.1.5 Bank Value

The study sought to determine the bank value, Bankvalue was measured using Tobin's
Q ratio, which is calculated as the market, value of equity divided by the book value of
equity. Tobin’s Q is a widely accepted finaneialumetric that indicates how the market
values a firm relative to its accouniting valuel A Tobin's Q greater than 1 suggests that
the market perceives the bank ashaving strong growth potential or superior intangible
assets, while a ratio less,than, Iindieates undervaluation or possible inefficiencies. The

findings are indicate@in Table/4.5:
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Table 4. 5: Return on Assets

D Tobin's Q Ratio
Absa 1.164
Equity 1.590
b1B 1.332
KCB 0.954
Stanbic 1332
NEBA 1.000
NIC

0(010) 3

&M

Standard Chartered

From the findings the Tobin’s Q for the 11 i
that Equity Bank leads with the highes

t rcial banks in Kenya reveals
.59, indicating that the market
perceives this bank as highly valuable'tela its asset base. This suggests strong

investor confidence in Equity Ba finan anagement practices, growth strategy,

and profitability prospects. e}g implies that Equity Bank is efficiently using

its assets to generate v ected to sustain future performance, making it a

positive benchmark 1
DTB Bank and& follow closely, each with a Tobin’s Q of 1.332. These
values r strong ‘market performance and affirm that investors recognize these

institu S managed and financially sound. The positive valuation indicates
that their cial management practices particularly in capital structuring, liquidity,

and investment are contributing effectively to market confidence and corporate value.

Absa Bank and Co-operative Bank also report healthy Tobin’s Q ratios of 1.164 and
1.158, respectively, while Standard Chartered Bank's is 1.104. All three banks are
valued above their asset bases, reflecting investor confidence in their operational
efficiency, governance frameworks, and financial health. These institutions likely

benefit from prudent financial management strategies that align with stakeholder
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expectations and regulatory standards, reinforcing the central thesis of your study—that

sound financial decisions enhance bank value.

NCBA and NIC Bank each have a Tobin’s Q of 1.000, which implies that their market
value exactly matches their asset value. While not undervalued, these banks are not
commanding a market premium. This could reflect a neutral investor outlook,
potentially due to conservative financial strategies, moderate growth prospects, or
uncertainty regarding future profitability. Their performance suggests that while they
are stable, they may need to enhance capital deployment efficiency or improve market

communication to raise their perceived value.

KCB Bank, with a Tobin’s Q of 0.954, is slightly undervalued byhthe market."Despite
being one of Kenya’s largest banks, this figure may indicate matket concerns about its
efficiency at converting assets into profits or its exposutre to tiskiyThe relatively low
ratio could also be a reflection of market sentimentgcgarding its investment strategies
or perceived vulnerabilities, such as overexpangionjer eredit exposure. This calls for a
review of its financial management practices, especially‘regarding how its capital and

liquidity are utilized.

For I&M Bank, in particular, af Tebin’s ‘Q of 0.12 indicates deep undervaluation,
possibly reflecting market, skepticism' about its business strategy or financial
sustainability. These resultsyreinfotee the importance of aligning financial decisions

with value-creation Strategies and investor expectations.

The variance in Tebin’s Qacross the listed banks has direct implications for your study.
It validate$ the hypothesis that financial management practices—particularly capital
structure, liquidity, and investment policies—play a critical role in influencing bank
value. Banks that manage these functions efficiently are rewarded with higher market
valuations, while those that fall short tend to be undervalued. Moreover, the results
suggest that investor confidence, transparency, and responsiveness to macroeconomic
conditions, such as inflation, significantly shape how a bank’s financial decisions are

perceived and priced in the market.
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4.1.5.1 Trend of Bank Value among Commercial Banks

The study further sought to establish the trend in bank value among commercial banks

in Kenya over the 5-year period. The findings are indicated in Figure 4.5

Tobin's Q Ratio
1.4

1.2 162
1 g3 O-98T—0-068— (.959

0.8
0.6
0.4
0.2

Tobin's Q Ratio

2019 2020 2021 2022 2023

Figure 4. 5 Trend of Bank Value among€€ommereial Banks

The trend in bank value for commercidhbanks imKenya over the five-year period from
2019 to 2023, as measured by he TobmyQ ratio, reflects fluctuations in market
valuation of banks' equity relative to their book value. Based on the 2019 findings, the
Tobin Q ratio was 1.162,“indicating that the market value of listed commercial banks
was significantly higher than their book value. This suggests strong investor confidence
in the banking¢sector,possibly due to favourable financial performance, stable

macroeconemic conditions, and effective risk management practices at the time.

However, in 2020;"the Tobin Q ratio declined sharply to 0.934. This drop coincided
with the gnset of the COVID-19 pandemic, which severely disrupted economic
activities, triggered financial market volatility, and weakened investor sentiment. The
reduction in market valuation relative to book value reflects a more cautious market
outlook, possibly due to increased credit risk, reduced profitability, and general

economic uncertainty during that period.

In 2021, the Tobin Q ratio rose slightly to 0.987, indicating that the market had begun
to regain confidence in the banking sector as the economy gradually recovered from

the effects of the pandemic. However, the ratio still remained below 1, showing that
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full investor optimism had not been restored. This could be attributed to lingering

concerns over loan defaults, regulatory pressures, or a slow economic rebound.

The years 2022 and 2023 showed a continued but modest decline in the Tobin Q ratio
to 0.968 and 0.959, respectively. This sustained market undervaluation could be linked
to persistent macroeconomic challenges, including inflationary pressures, currency
depreciation, and geopolitical uncertainties that are affecting financial markets
globally. Additionally, structural issues within the banking sector, such as rising non-

performing loans or limited innovation in product offerings, may have dampened
%rc banks
nt years have

in Kenya enjoyed a period of high market valuation in 201
seen a decline in investor confidence. This decline T

strengthening fundamentals such as asset qu

investor sentiment.

Overall, the trend in Tobin Q from 2019 to 2023 suggests that w

importance of
ility, and corporate
governance to enhance the market perception banks. It also highlights

the need for policy stability and strategic i ore and sustain investor trust

»

N

in the sector.
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4.1.5.2 Comparison of Ratios
Table 4. 6: Comparison of Ratios
ggl:,:]tl?:lcy Liquidity | Investment | Inflation | Tobin's
. . o .
Ratio Ratio Ratio Rate (%) | Q Ratio
Absa 17.58756 | 1.140728 28.44 6.4 1.164
Equity 18.403016 | 1.167444 26.46 6.4 1.590
DTB 20.443296 | 1.199098 28.12 6.4 1.332
KCB 17.621984 | 1.208198 20.32 6.4 0.954
Stanbic 17.430272 | 1.155828 12.08 6.4 1.332
NCBA 17.637778 | 0.739794 30.92 6.4 1.000
NIC 17.672272 | 0.323242 30.92 6.4 12000
COOP 19.206124 0.89677 30.92 0.4 1.158
&M 21.097408 | 0.015454 22.36 6.4 0.120
Standard
Chartered 17.797758 | 1.857108 2436 6.4 1.104

The findings indicate that the capital adequacy¥atiosjamong the banks show that most
institutions maintain healthy capital buffer§iabove ‘the regulatory minimum of 14.5%
set by the Central Bank of Kenya. I&MiBank, for example, recorded the highest capital
adequacy ratio at 21.09%, indicatifig robustg€apital reserves and a strong capacity to
absorb potential losses. DTB (20:44%), Co-operative Bank (19.21%), and Equity Bank
(18.40%) also demonstratesolid capital structures. This suggests potential fragility and
a limited buffer to cushionfinancial shocks, which could negatively affect its perceived

value and investor confidenec.

In terms of liquidity, which reflects the bank’s ability to meet short-term obligations,
the regults vary, widely. Standard Chartered Bank displayed the strongest liquidity
position with a ratio of 1.857. These figures suggest that these banks have maintained
sufficient liquid assets to meet maturing liabilities, enhancing their stability and short-
term resilience. Conversely, I&M Bank's liquidity ratio was a startlingly low 0.015,
raising concerns about its immediate financial flexibility. Similarly, NIC (0.323) and
NCBA (0.739) showed low liquidity, suggesting that these banks may be relying
heavily on illiquid assets or external funding to meet obligations, conditions that pose

substantial operational risk and may explain their relatively modest Tobin’s Q values.

When examining the investment ratio, which measures the proportion of total assets

allocated to investments such as securities or bonds, Co-operative Bank, NCBA, and
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NIC all reported the highest value at 30.92%. This indicates a strategic tilt toward
portfolio investments, likely focused on government securities or low-risk financial
instruments. Absa (28.44%), DTB (28.12%), and Equity (26.46%) also maintained
relatively high investment ratios, reflecting efforts to generate stable returns while
managing credit risk. On the lower end, Stanbic Bank (12.08%) and KCB (20.32%)
displayed a greater focus on lending and traditional banking operations, possibly aiming
for higher yields but at increased risk exposure. While high investment ratios may
indicate cautious income diversification, overly conservative investment strategies

could limit long-term growth potential and competitiveness.

The inflation rate is constant at 6.4% across all banks, likely representing theyaverage
macroeconomic inflation during the study period. While inflafion iS)stati¢yin value, it
acts as a moderating factor in the relationship between financial deeisions and bank
value. In this context, banks with weaker capital or liquidity positions are more exposed

to inflationary pressures, which can erode asset values\andymagnify the cost of funds.

Tobin’s Q ratio, used in this study as a measurelef bank value, provides critical insight
into how the market evaluates the effectivencss, of'€éach bank’s financial management
decisions relative to the replacement,cost ofitheir assets. A Tobin’s Q value greater than
one indicates that the market values thesbank above the book or replacement value of
its assets, signaling stromg imyestor confidence, positive growth expectations, and
perceived efficiency in resoutee ‘utilization. Conversely, a value below one suggests
market undervalud@tiony often reflecting investor concerns regarding profitability, risk

exposure, liquidity‘adequacy, or strategic positioning.

EquitygBank récofded the highest Tobin’s Q ratio of 1.59, implying substantial market
overvaluatiomrelative to asset replacement costs. This indicates that investors perceive
Equity Bank as creating value beyond its tangible assets, likely due to effective capital
structure management, strong liquidity buffers, diversified investment strategies, and
sustained earnings growth. The high ratio reflects robust market confidence in the
bank’s long-term growth prospects and strategic leadership. Similarly, DTB and
Stanbic Bank, each with a Tobin’s Q of 1.332, demonstrate strong market valuation,
suggesting that investors regard these institutions as operationally efficient, financially

stable, and capable of generating future returns that exceed their asset base.
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In contrast, I&M Bank recorded a significantly low Tobin’s Q of 0.12, signaling
pronounced market undervaluation. This extreme undervaluation suggests deep
investor skepticism regarding the bank’s ability to convert its asset base into future
earnings. Notably, despite having the highest capital adequacy ratio, the bank’s
exceptionally low liquidity position appears to have negatively influenced market
perception, underscoring the importance of liquidity management in shaping bank
value. This finding suggests that capital strength alone is insufficient to enhance bank

value if short-term financial flexibility and risk management are weak.

NIC Bank and NCBA, each with a Tobin’s Q of 1.0, are perceived bypthe market as
fairly valued, indicating a balance between their asset replacement costs andymarket
valuations. These ratios suggest that investors view the bahks*)currént financial
performance, risk profile, and growth potential as adequatelyareflected in their market

prices, with no strong expectations of near-term over<or underpetformance.

Co-operative Bank and Absa Bank, with Tebmis ‘Q values of 1.158 and 1.164
respectively, reflect moderate but positive market valuation. These ratios indicate that
investors have confidence in the banks’ financ¢ial'management practices, governance
structures, and ability to generategsustainable) returns, albeit without the aggressive
growth expectations observed“for Equity Bank. Standard Chartered Bank, with a
Tobin’s Q of 1.104, also demenstrates favorable market valuation, supported by strong

liquidity levels and a stable eatnings profile.

Overall, the Tobin Q ratiés provide valuable insight into how capital structure, liquidity
management)and investment decisions collectively influence bank value. The results
highlightythat'banks with balanced financial strategies and strong liquidity positions
tend to ‘enjoy, higher market valuation, while weaknesses in liquidity and strategic
positioning can significantly erode bank value despite strong capital adequacy. These
findings reinforce the relevance of Tobin Q as a robust indicator of market-based bank

value and investor sentiment within the Kenyan banking sector.

4.2 Diagnostic Test
With the aim of justifying the use of the regression model, the study conducted pre-

estimation tests
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4.2.1 Multicollinearity

The study conducted a multicollinearity test to assess whether the variables were
correlated. Multicollinearity occurs when two or more independent variables are highly
correlated with each other. When multicollinearity is present in a regression model, it
can be difficult to determine the unique contribution of each independent variable to

the outcomes. The study result is presented in Table 4.7

Table 4. 7: Test of Multicollinearity Results

Collinearity, Statistics

Model Tolerance VIF

1 (Constant)
Capital structure management practices 955 1.047
Liquidity management practices 982 1.018
Corporate investment practices 945 1.058

From the findings, the tolerance and Variance Jnflation Faetor (VIF) values are as
follows: capital structure management practiees (tolerance=0.955, VIF=1.047);
liquidity management practices (toletance=0.982) VIF=1.018); and corporate
investment practices (tolerance=0.945,"MIF=1.058). The study results imply that all
tolerance values for the four variables under'study were above 0.10 and VIF values
were all less than 10. This indigates that the data used had no significant
multicollinearity issuesg, ensuringgthat the unique contribution of each independent

variable to the outcomes,cambe reliably interpreted

4.2.2 Autocorrelation Test

Autocomelation refers to the correlation of a variable with itself over time. When
autocorrelation 1S present, it implies that the current value of the variable is related to
its past values. This can lead to biased estimates of the regression coefficients, as the
effect of the independent variables may be attributed to the autocorrelated error term
rather than the true relationship between the variables. The results of the test of the

autocorrelation assumption are presented in Table 4.8

Table 4. 8: Autocorrelation Test Results

Model R Durbin-Watson
1 A71° .740
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The results, as indicated in Table 4.8, revealed that the Durbin-Watson statistic value
was 0.856. This implies that the study variables had no autocorrelation because they
met the Durbin-Watson threshold of 0 to 4. The Durbin-Watson test reports a test
statistic with a value from O to 4, where values close to 2 denote no autocorrelation. In
conclusion, the data collection instruments were found to be valid and reliable and,

therefore, can be used for data collection in the main study.

4.2.3 Homoscedasticity Test

Homoscedasticity is a statistical concept that refers to the assumptiongof constant
variance in the errors (or residuals) of a regression. The researcher soughtitoidetermine

homoscedasticity using scatterplot diagram. The findings are indicatedyby the Scatter

plot figure 4.6 below.
Scatterplot
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Figure 4. 6:"'Homoscedasticity Test

Based on the findings, the spots are diffuse and do not form a clear, specific pattern;
therefore, the regression model does not exhibit a homoscedasticity problem. The
findings agree with those of Freedman (2016), who argued that the spread and
dispersion of residuals across different predictor values indicate violations of

homoscedasticity.
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4.3 Inferential Statistics

4.3.1 Correlation Analysis

The researcher conducted a correlation analysis to assess the relationship between the
independent and dependent variables. The Pearson correlation coefficient, ranging from
+1 to -1, measures the strength of a linear correlation between two variables. A value
less than 0 indicates a negative correlation, meaning that a decrease in one variable is
associated with a decrease in the other variable. Conversely, a value greater than 0
represents a positive correlation, where an increase in one variable leads t@ an increase
in the other. A value of 0 signifies no association between the two variables, A perfect
positive correlation occurs when any increase or decreasedin one variable is

proportionally matched by a similar change in the other variable.

Table 4. 9: Correlation Analysis

Capital Liquidity Corporate
stfucture management  investment
Capital structure  Pearson Correlation 1
management Sig. (2-tailed)
practices N
Liquidity Pearson Correlation -.074 1
management Sig. (24tailed) .590
practices N 50 50
Corporate Pearson Correlation 207 -.124 1
investment Sig. (2-tailed) 129 369
practices N 50 505 50
Bank Value Pearson Correlation 235" 3577 163
Sig. (2-tailed) .008 .007 233
N 50 50 50

The findings indicated that the correlation between capital structure management and
bank value was 0.235, with a significance level of 0.008, implying a positive and
statistically significant relationship at the 0.01 level. This finding suggests that
improvements in capital structure management are moderately associated with
increases in the value of listed commercial banks in Kenya. This result is best explained

by the Trade-Off Theory, which posits that firms seek an optimal capital structure by
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balancing the benefits of debt financing, particularly tax shields, against the costs of
financial distress. The positive association observed in the study supports the argument
that prudent use of debt enhances firm value up to an optimal level. The findings are
consistent with Mbele, Owino, Njoroge, and Kariuki (2020), who argue that firms with
higher but well-managed debt-to-equity ratios experience improved financial

performance due to the tax advantages associated with debt financing.

With regard to liquidity management, the study found a statistically significant and
moderate positive relationship with bank value, as evidenced by a correlation
coefficient of 0.357 and a p-value of 0.007. This implies that bankshat effectively
manage liquidity by maintaining adequate capacity to meet short-term obligations
without financial strain tend to exhibit higher market valuationg®This finding is strongly
supported by the Keynesian Liquidity Preference Theoryy, whichy emphasizes the
importance of liquidity in reducing uncertainty and enhancmgpconfidence among
economic agents. According to the theory, institutions thatudintain sufficient liquidity
are perceived as safer and more stable, €speciallyl during periods of economic
uncertainty. In the context of the Kenyant banking sector, effective liquidity
management signals financial soundness,)depositor security, and operational resilience,
particularly in the aftermath of shoeks such“as the COVID-19 pandemic and rising
inflation. These attributes ehhance idwestor confidence, leading to higher Tobin’s Q

ratios and overall bank #alue?

Lastly, the findigs, révealed a correlation of 0.163 between corporate investment
practices and bankivalue, with a p-value of 0.233, indicating a weak and statistically
insignificant relationship. This suggests that corporate investment decisions, measured
by the‘patiopof total investments to total assets, do not exert a strong or immediate
influence dmi'the market valuation of listed commercial banks in Kenya. This outcome
can be interpreted through the Net Present Value (NPV) Theory, which holds that only
investments with positive NPVs contribute to firm value. The insignificant relationship
observed implies that not all investment expenditures undertaken by banks necessarily
translate into value-enhancing projects from the market’s perspective. It is possible that
investors place greater emphasis on the quality, timing, and risk profile of investments
than on their sheer magnitude, leading to a muted response in bank value to aggregate

investment levels.
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4.3.2 Multiple Regression Without the Moderating Variable

The study carried out a regression analysis to evaluate the combined effect of Capital
structure management practices, Liquidity management practices and Corporate

investment practices on the bank value of listed commercial banks in Kenya

4.3.2.1 Model Summary Without the Moderating Variable

The researcher sought to determine the value of R The R-squared is the proportion of

variance in the dependent variable which can be explained by the independent variables.

Table 4. 10: Model Summary Without the Moderating Variable

Std. Error of the
Model R R Square Adjusted R Square Estimate
1 A471° 222 176 43231

The R-squared in this study was 0.222, which shows that the fourifidependent variables
(capital structure management practices, liquiditydmanagemenbpractices, and corporate
investment practices) can explain 22.2% of the,bank value of listed commercial banks

in Kenya, while other factors explain 22:2%:

4.3.2.2 Analysis of Variance Without the Moderating Variable

The study conducted an Anogyva test todetermine whether the model of is statistically fit

to be adopted in the study. Thefindings are indicated in Table 4.11

Table 4. 11: ANOYA

ANOVA*
Model Sum of Squares df = Mean Square F Sig.
1 Regression 2.714 2 1.357 6.685 .005°
Residual 9.532 47 203
Total 12.245 49

From the findings, the F-value was 6.685, which shows that the model was fit in
predicting the influence of the independent variables on the dependent variable. The p-
value was 0.005, which is less than 0.05, which implies that the model was good in
predicting how the three independent variables (Capital structure management
practices, Liquidity management practices and Corporate investment practices) affect

the bank value of listed commercial banks in Kenya.
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4.3.2.3 Regression Coefficient

The study generated the regression coefficients for the model.

Table 4. 12: Model Regression Coefficient

Coefficients®
Unstandardized  Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) -.150 358 -419 677
Capital structure 029 016 230 1.819 .007
management practices
Liquidity management 354 12 394 3.164 .003
practices
Corporate investment 011 .009 164 1.294 201
practices

The results showed that capital structure managementhasandinstandardized coefficient
(B) of 0.029, a standard error of 0.016, a t-daluéyof 1819, and a p-value of 0.0075,
indicating a positive, weak, and statisti€ally significant effect on bank value. This
suggests that for each 1-unit increase 1n the ‘¢apital structure ratio, the bank's value is
expected to increase by 0.029 units,zholding other factors constant. The standardized
beta of 0.230 further demonstrates a moderate contribution in standardized terms. The
p-value was less than th€,0.05 signifieance threshold, leading to the rejection of the null
hypothesis that capital $tructureé management has no effect on bank value. Therefore,
the study concluded that capital structure management has a statistically significant
effect on the bank valae of listed commercial banks. These findings are supported by
the Trade*Oft Theory, which posits that firms balance the benefits of debt, such as tax
shields, against the costs of financial distress to optimize value. The positive effect
observed implies that commercial banks that manage their debt and equity mix
prudently can enhance their market value, confirming the theory’s argument that an
optimal capital structure can improve financial performance and investor perception

(Mbele, Owino, Njoroge, & Kariuki, 2020).

Regarding liquidity management, the unstandardized coefficient (B) was 0.354 with a
standard error of 0.112, a t-value of 3.164, and a p-value of 0.003, indicating a
statistically significant positive effect on bank value. This implies that a 1-unit increase

in the liquidity ratio leads to a 0.354-unit increase in bank value, all else held constant.
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Among all the variables analyzed, liquidity management had the highest standardized
beta coefficient (0.394), making it the strongest predictor of bank value in the model.
The p-value is less than 0.05, leading to the rejection of the null hypothesis that liquidity
management has no effect on bank value. Therefore, the study concluded that liquidity
management has a positive and statistically significant effect on the bank value of listed
commercial banks. These findings are consistent with the Keynesian Liquidity
Preference Theory, which emphasizes the importance of liquidity in reducing
uncertainty and enhancing confidence among investors. Banks that maintain optimal
liquidity are better positioned to meet short-term obligations, respoid to policy
changes, and pursue investment opportunities, which enhances opérationalystability,
depositor safety, and investor confidence. Consequently, wellsmanaged liquidity
significantly contributes to higher market valuation, reinforcinggthetheéery’s assertion
that liquidity is a key determinant of financial stability and value,creation in the banking

sector.

Furthermore, corporate investment practices@demonstrated a positive but statistically
insignificant effect on bank value, with 4n unstandardized coefficient (B) of 0.011, a
standard error of 0.009, a t-value of 1.294, and @ p-value of 0.201. The standardized
beta coefficient of 0.164 indicates.arelatively' weak contribution to the overall variation
in bank value. This suggestsfthat a unigincrease in the ratio of total investments to total
assets is associated withfenlyla marfginal increase in bank value, assuming other factors
remain constant. The'p-walueys greater than 0.05, so the null hypothesis that corporate
investment practices have no effect on bank value cannot be rejected. Therefore, the
study con€luded thatycorporate investment practices do not have a statistically

significant effeet om the bank value of listed commercial banks.

These findifigs are consistent with the Net Present Value (NPV) Theory, which posits
that only investments expected to generate positive net present values enhance firm
value. The weak and insignificant effect observed implies that not all investment
decisions made by commercial banks in Kenya are perceived by the market as value-
creating. Investors likely emphasize the quality, risk-adjusted returns, and timing of
investments rather than the total investment level. Therefore, while corporate
investment practices can contribute to bank value, their impact is limited unless
investments are carefully aligned with profitable, value-generating opportunities. From

the findings, the overall multiple regression model is
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Y= - 0.150. 0.029 Capital Structure Management Practices + 0.354 Liquidity
Management Practices + 0.011 Corporate Investment Practices
4.3.3 Multiple Regression with Moderating Variable

The researcher conducted a regression analysis to assess the moderating influence of
inflation on the relationship between financial management practices and the bank

value of listed commercial banks in Kenya.

Step One: Regression of Composite financial management practices on bank value

In this step financial management practices is regressed on bank value,

Table 4. 13: Model Summary

Std. Error of the
Model R R Square Adjusted R Square  Estimate

1 J7135° .540 531 50858

a. Predictors: (Constant), Composite Financial management practices

From the findings, the R Squared value was“Q:540y This*means that 54.0% of the
variation in bank value among listed commeteiahbanks in Kenya can be explained by
composite financial management ptfactices, “Ehis finding implies that financial
management practices play a pivotal role impdetermining the market performance and

overall value of listed commercial banks.

Table 4. 14: ANOVA

Sum of
Model Squares Df Mean Square F Sig.
1 Regression 14.586 1 14.586 56.391 .000°
Residual 12.415 48 259
Total 27.001 49

From the findings, the F-value was 56.391 and the p-value (Sig.) was 0.000, which is
less than the conventional threshold of 0.05. This indicates that the regression model is
statistically significant, meaning that composite financial management practices

significantly predict the bank value of listed commercial banks in Kenya
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Table 4. 15: Regression Coefficients

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error  Beta t Sig.
1 (Constant) 882 352 2.507  .016
Financial 988 132 735 7.509  .000
management
practices

a
From the findings, the unstandardized beta coefficient was 0.988, implying that for
every one-unit increase in composite financial management practices, the value of listed
commercial banks in Kenya improves by 0.988 units. The model als6 shows a strong t-
value of 7.509 and a p-value of 0.000, reinforcing the significant comtribution of
financial management practices in enhancing key outcomesgsuchfasishaseholder value,

market confidence, and long-term financial stability ofdanks:

Step Two: Regression of Bank Value on €omposite/Financial management
practices, Inflation and Interaction

In this step, bank value was regressedjagainst \Composite Financial management

practices, Inflation and Interaction The'tesults of the regression model are as shown

below.

Table 4. 16: Model Summaryfor Bank Value on Composite Financial
management practices, Inflation and Interaction

Std. Error of the
Model R R Square Adjusted R Square Estimate
1 944" 891 887 24995
a. Predictors: (Constant), Composite Financial management practices, Inflation and
Interaction

The results indicated that the R-squared value is 0.891, which implies that 89.1% of the
variation in bank value among listed commercial banks in Kenya can be explained
jointly by composite financial management practices, inflation, and their interaction
term. The Adjusted R Square of 0.887 accounts for the number of predictors in the
model and shows minimal shrinkage, thereby affirming the robustness and stability of

the regression model.
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Table 4. 17: ANOVA for Bank Value on Composite Financial Management
Practices, Inflation and Interaction

Sum of
Model Squares df Mean Square F Sig.
1 Regression 24.065 3 12.033 192.604  .000°
Residual 2.936 46 062
Total 27.001 49

a. Dependent Variable: Bank Value
b. Predictors: (Constant), Composite Financial management practices, Inflation and
Interaction

From the findings, the F-statistic is 192.604 with a significance value,(Sig.) of 0.000,
which is less than the conventional alpha level of 0.05. This indieates that the’overall
regression model is statistically significant. In other words, at least.onewf the predictors
composite financial management practices, inflation, ofitheir interaction term has a
significant effect on bank value.

Table 4. 18: Coefficients for Bank Value on)Compesite Financial management
practices, Inflation and Interaction

Repository

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error  Beta t Sig.
1 (Constant) 302 260 1.163 251
Composite Financial 229 118 170 1.941  .048
management
practices
Inflation 1.307 106 1.082 12.318 .000
Interaction 012 .023 .074 Sl 012

a. Dependent Variable: Bank Value

From the regression results, the constant (B = 0.302, p = 0.251) is not statistically
significant, implying that bank value cannot be meaningfully explained when all
predictors are held at zero. The coefficient for Composite Financial Management
Practices (FMD) is B = 0.229 (p = 0.048 < 0.05). This indicates that, holding other
variables constant, a one-unit increase in financial management practices is associated
with a 0.229 unit increase in bank value. The result is statistically significant at the 5%
level, suggesting that prudent financial management positively contributes to bank

value.
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The coefficient for Inflation (INF) is B = 1.307 (p = 0.000 < 0.05). This shows that a
one-unit increase in inflation is associated with a 1.307-unit increase in bank value,
holding other variables constant. This predictor is highly significant, indicating that
inflation has a strong and positive effect on bank value in the model. The coefficient
for the Interaction term (FMP x INF) is f = 0.012 (p = 0.012 < 0.05). This finding
confirms the presence of a statistically significant enhancing effect. Specifically, it
suggests that the relationship between financial management practices and bank value
is enhanced (significantly influenced) by inflation. In practical terms, the positive
interaction means that as inflation rises, the contribution of financial ‘management

practices to bank value is strengthened.
From your coefficients table:
Y=0.302+0.229(FMD)+1.307(INF)+0.012(FMDxINF)

Finally, the study examined the moderating effectiof inflation on the relationship
between financial management practices and,bank value. The interaction coefficient
was positive and statistically significant (f=10:002,p,= 0.012 < 0.05), indicating that
inflation significantly strengthens thejassoeiation between financial management
practices and bank value. Thesd results [ed to the rejection of the null hypothesis,
confirming that inflation plays a Significant moderating role in this relationship among

listed commercial banks, in'Kenya,

This finding canbe“intespréted through the lens of Market Power Theory, which
suggests that firmsjeperating in dynamic economic environments can leverage strategic
financial anagementfo maintain or enhance market value. The significant moderating
effect lof 1inflation Tmplies that changes in the macroeconomic environment, such as
rising pricgglevels, influence how financial management practices, particularly capital
structure, liquidity and investment decisions, translate into market valuation. In periods
of higher inflation, banks that effectively adapt their financial management strategies
are better able to sustain investor confidence and protect their market value, consistent
with the theory’s emphasis on strategic positioning and value preservation under

changing market conditions.
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Table 4. 19: Summary of Research Hypotheses Tests

Research hypothesis

There 1is no significant relationship
between capital structure management
practices and the bank value of listed

commercial banks in Kenya

There is no significant relationship
between liquidity management and the

bank value of listed commercial banks in

Kenya.

There is no significant relationship
between corporate investment practices
and the bank value of listed commercial
banks in Kenya.

There is no significant moderating effect of
inflation in the relationship between
financial management practices and bank

value of listed commercial banks in Kenya. s

»

N
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Hypothesis Test Results
Reject H, if P Reject
- value< 0.05 H,
Reject H if P-value< Reject
0.05 0.05 H,,

Reject H, if P-value ail to

0.05 0.05 ject
\ 0,

Reject Reject
0.0 H,,
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CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction
This chapter provides a detailed summary of the major findings of the study in
accordance with the research objectives. The chapter further presented conclusions and

offered recommendations and suggestions for areas of further study.

5.2 Summary of Findings

This section presents a concise summary of the key findings of the study derived from
the analysis of secondary data from the listed commercial banks in KeryasIt highlights
the main results in relation to capital structure management, practices, liquidity
management practices, corporate investment practices, inflatign, andtheirinfluence on
bank value. The summary provides an integrated overview of the study outcomes,

serving as a basis for drawing conclusions and making recommendations.

5.2.1 Capital structure management practicés

Capital structure management practices among listcdicommercial banks in Kenya were
found to be largely conservative, withhmost banks maintaining capital levels above
regulatory requirements and relyifig morégon internal financing, such as retained
earnings, rather than long-term“debt. This cautious approach reflects the risk-averse
nature of the banking se€tor‘and helps minimize exposure to financial distress and

interest rate volatilitygthereby enhancing financial stability and operational flexibility.

Correlation analysis yrevealed a positive and statistically significant relationship
between capital structire management practices and bank value (r = 0.235, p = 0.008).
This iddicates thatimprovements in how banks’ balance debt and equity financing are
moderately, associated with higher market valuation, suggesting that investors and

stakeholders favor banks with sound capital structure decisions.

Regression results further confirmed this relationship, showing a positive but weak
statistically significant effect of capital structure management practices on bank value
(B = 0.029; standardized B = 0.230; p < 0.05). This implies that incremental
improvements in capital structure efficiency contribute positively to bank value when
other factors are held constant, even though the effect size remains modest. Overall, the

findings underscored the importance of prudent capital structure decisions in enhancing
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investor confidence, reducing the cost of capital, and improving the market valuation

of listed commercial banks in Kenya.

5.2.2 Liquidity management practices

The analysis revealed that the listed commercial banks in Kenya maintained current
assets nearly twice their short-term liabilities, indicating a deliberate strategy of
maintaining surplus liquidity buffers. This approach reflects disciplined financial
operations and a strong emphasis on depositor protection and operational continuity,
particularly in an environment characterized by economic uncertainty, inflationary

pressures, and heightened regulatory scrutiny.

Correlation analysis showed a moderate and statistically €significant “positive
relationship between liquidity management practices and bank valuex(r = 0.357, p =
0.007). This finding suggests that banks that effectively mianage théinliquidity positions
by ensuring the ability to meet short-term obligations without,distress tend to enjoy
higher market valuations. The result highlights, inyestors"sensitivity to liquidity risk

and the importance of liquidity as a signal of financial soundness.

Regression results further reinforcedithisy relationship, indicating that liquidity
management practices had the stfongest positive and statistically significant effect on
bank value among all the independent, variables in the model (f = 0.354; standardized
B =0.394; p = 0.003). Thisimpliesithat a unit improvement in liquidity management
leads to a substantial increase in bank value, underscoring liquidity as a critical driver
of investor confidenee; fegulatory compliance, and financial resilience. Overall, the
findings demonstrated that maintaining optimal liquidity levels is essential for
enhangifig matketyvaluation, enabling banks to withstand financial shocks, respond
effectively toypolicy changes, and pursue strategic investment opportunities without

compromising stability.

5.2.3 Corporate investment practices

The findings indicated that listed commercial banks in Kenya placed considerable
emphasis on long-term corporate investment decisions, particularly in technology
infrastructure, strategic partnerships, and asset diversification. This trend reflected a
sector-wide recognition of investment as a key driver of innovation, operational

efficiency, and long-term competitiveness. Investments in digital banking platforms,
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data analytics, and strategic alliances were viewed as essential for aligning bank

operations with evolving customer expectations and regulatory requirements.

However, correlation analysis revealed that the relationship between corporate
investment practices and bank value was positive but weak and statistically
insignificant (r = 0.163, p = 0.233). This suggested that although banks actively
engaged in investment activities, such investments did not translate into immediate
improvements in market valuation. The weak association implied that investors may
not strongly factor investment levels measured as the ratio of total investments to total

assets into short-term assessments of bank value.

The regression analysis further supported this observation, sh@wingthat corporate
investment practices had a positive but statistically insignificant.effeet, on bank value
(B = 0.011; standardized B = 0.164; p = 0.201). Compared to ¢apital structure and
liquidity management practices, corporate investiment dcontributed minimally to
explaining variations in bank value. This finding,indicated that while investment
decisions are strategically important, their finangial benefits may take longer to
materialize and may not be immediately, réflected in market-based performance
measures such as Tobin’s Q. Overall, the findings suggested that corporate investments
in Kenyan commercial banks play‘a'meére pronounced long-term strategic role rather
than exerting an immediatéinfluence on'bank value, highlighting the need for improved
disclosure, clearer investmentisignaling, and stronger alignment between investment

outcomes and shafeholdervalue.

5.2.4 Inflation

The findings revealed that inflation in Kenya remained relatively stable during the study
period, with/only moderate fluctuations. This macroeconomic stability provided a
predictable operating environment for listed commercial banks, supporting effective
financial planning, interest rate pricing, and investment decision-making. Stable
inflation reduced uncertainty in credit markets and enabled banks to forecast cash flows,
interest margins, and funding costs more accurately, thereby enhancing operational

efficiency and strategic consistency.

Inferential analysis demonstrated that inflation had a statistically significant effect on

bank value. In the moderation model, inflation recorded a strong positive regression
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coefficient (B = 1.307, p = 0.000), indicating that increases in inflation were associated
with higher bank value when financial management practices were held constant. This
finding suggests that Kenyan banks can anticipate inflationary trends and adjust lending
rates, pricing strategies, and asset portfolios to protect or enhance shareholder value

during inflationary periods.

Further, the interaction term between inflation and composite financial management
practices was positive and statistically significant (B = 0.012, p = 0.012), confirming
inflation's moderating effect. This implies that inflation strengthens the relationship
between financial management practices and bank value. In periods ofaising inflation,
banks with strong capital structure, liquidity management, and inve§tment practices are
better positioned to translate sound financial management@fifto improved market

valuation.

At the model level, the inclusion of inflation andg¢theyifiteragtion term significantly
improved the explanatory power, with the R? ingreasingfrom 0.540 to 0.891 in the base
model. This substantial increase indicates that iflation s a critical contextual factor in
understanding bank value dynamics in Kenya, Owerall, the findings underscore the
importance of integrating mactreeconomic/conditions, particularly inflation, into
financial management strategi¢sjto‘enhance resilience, investor confidence, and long-

term value creation in thedanking sector.

5.2.5 Bank Value

The findings on“bank ‘walue revealed that Kenyan commercial banks have been
achievinggstrong andsustainable market valuations, primarily driven by strategic
financial _management practices, operational efficiency, and customer-focused
initiatives gMetrics such as Return on Assets (ROA), profitability, and service quality
indicate a steady upward trend in value creation, reflecting the effectiveness of
management decisions in enhancing both financial performance and stakeholder

confidence.

Inferential analysis confirmed that financial management practices significantly
influence bank value. The correlation analysis showed positive and statistically
significant relationships between capital structure management (r = 0.235, p = 0.008)

and liquidity management (r = 0.357, p = 0.007) and bank value, while corporate
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investment practices had a weaker, non-significant correlation (r = 0.163, p = 0.233).
These findings indicate that banks’ strategic choices in capital structure and liquidity

are critical in shaping investor perceptions and overall market valuation.

Regression analysis further highlighted the magnitude of these effects. Without the
moderating variable, liquidity management emerged as the strongest predictor of bank
value (B = 0.354, p = 0.003, B = 0.394), followed by capital structure management (B
=0.029, p = 0.007, p = 0.230). Corporate investment practices, although positive, did
not significantly influence bank value (B=0.011,p=0.201, B =0.164). The base model
explained 22.2% of the variation in bank value (R?=0.222), indicating that other factors

beyond financial management practices also contribute to value création.

When inflation was introduced as a moderating factor, the model’s,.explanatory power
increased substantially (R?=0.891), indicating that 89.1% 0f the vamation in bank value
could be accounted for by the interaction between fihanei@b management practices and
inflation. The moderation analysis revealed thatanflation pesitively enhanced the effect
of financial management practices on bankyvaluc(interaction f = 0.012, p = 0.012).
This demonstrates that prudent financial ‘stratégiesy when combined with favourable
macroeconomic conditions, significantlyy strengthen market valuation, long-term

stability, and shareholder confideneein Kenyan commercial banks.

5.3 Conclusion
5.3.1 Capital StructureiManagement Practices

From the findingsithe study concluded that capital structure management practices
significantlyjand positively influence bank value, highlighting the importance of
balancinggdebt ‘and equity financing in commercial banks. The correlation analysis
supports thi§; showing r = 0.235 with a p-value of 0.008, significant at the 0.01 level.
This indicates that banks adopting prudent capital structure strategies favoring optimal
leverage, equity financing, and retained earnings can enhance financial stability, reduce
the cost of capital, and improve investor confidence. Effective capital structuring not
only strengthens operational resilience but also signals financial discipline to the

market, thereby increasing the perceived and actual value of the institution.
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5.3.2 Liquidity Management Practices

Furthermore, the study concluded that liquidity management was the most influential
determinant of bank value. The correlation coefficient r = 0.357, with a p-value of
0.007, indicates a statistically significant positive relationship. Banks that maintain
strong liquidity buffers, efficiently manage cash flows, and meet short-term obligations
are better positioned to navigate market shocks, comply with regulatory requirements,
and sustain investor trust. This demonstrates that robust liquidity practices not only
safeguard financial stability but also directly enhance market valuation, reinforcing

liquidity's critical role as a strategic financial management tool.

5.3.3 Corporate Investment Practices

In addition, the study concluded that corporate investment praetices have a weak and
statistically insignificant relationship with bank valuedr =50.163,p = 0.233). While
banks actively invest in technology, infrastructfre,“and strategic initiatives, the
immediate impact of these investments on market valuation‘appears limited. This may
be due to the long-term nature of investmefitetusns or the low visibility of investment
quality to investors. The findings sug@gestithaty, although corporate investments are
essential for innovation and conipetitiveness, their contribution to short-term bank
value is minimal without effective communication of strategic benefits and measurable

outcomes.

5.3.4 Moderating Effect,of Inflation

Finally, the finding§ indieated that inflation significantly moderates the relationship
between {financial management practices and bank value, as evidenced by the
substantialgincreasc in explanatory power when it is included in the model. The R?
increased from 0.540 (composite financial management practices alone) to 0.891 when
inflation and the interaction term were added, indicating that 89.1% of the variation in
bank value is jointly explained by financial management practices, inflation, and their
interaction. The regression analysis further shows a positive and significant interaction
(B =0.012, p = 0.012), demonstrating that inflation amplifies the effect of financial
management on bank value. This suggests that macroeconomic conditions can
significantly strengthen or constrain the benefits of capital structure, liquidity, and

investment decisions.
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5.4 Recommendations

The findings indicated a positive and statistically significant relationship between
capital structure management practices and bank value, showing that improvements in
capital structure moderately enhance commercial banks' value. Therefore, the study
recommended that commercial banks in Kenya strategically increase the use of retained
earnings and equity financing while minimizing overreliance on long-term debt. Banks
should design capital structure policies aligned with their risk appetite and growth
objectives, and regulators should strengthen supervisory frameworks to encourage
sustainable internal financing and limit excessive leverage, ensuring comipliance with

Basel III capital adequacy requirements.

In addition, the findings indicated a statistically significantf@nd “moderate positive
relationship between liquidity management practices and bank valuephighlighting that
banks with robust liquidity management enjoy higher siarketvaluations and operational
stability. Therefore, the study recommended that banksyidstitutionalize continuous
monitoring of liquidity ratios, such as the Liquidity Coyerage Ratio (LCR) and Net
Stable Funding Ratio (NSFR), and adépt teal-time’cash flow forecasting tools to
improve both short-term and long-termpliquidity planning. Banks should maintain
effective contingency funding plans.te,address sudden liquidity needs, and the Central
Bank of Kenya (CBK) should regulatly update liquidity stress-testing guidelines and
provide technical supp@rt to)cnsure banks can simulate and prepare for economic

shocks.

Furthermore, the findingsyindicated a weak and statistically insignificant relationship
between ‘Corporate investment practices and bank value, suggesting that while
investmenthactivities are undertaken by banks, they do not directly or immediately
influence ‘market valuation. Therefore, the study recommended that banks refine
investment strategies to prioritize projects with clear, measurable returns, especially in
areas that enhance operational efficiency and customer experience, such as digital
banking platforms, cybersecurity, and analytics-driven service improvements.
Investments should be guided by rigorous cost-benefit analyses, and banks should
periodically review strategic investments to discontinue underperforming projects.
Authorities should encourage greater transparency and disclosure of investment
outcomes to foster investor confidence and improve market-based assessments of

capital allocation efficiency.
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Finally, the findings indicated that inflation significantly moderates the relationship
between financial management practices and bank value. Therefore, the study
recommended that banks integrate inflation-sensitive strategies into financial decision-
making, including adaptive interest rate management, prudent debt structuring, and
dynamic liquidity planning. By considering macroeconomic conditions, banks can
preserve value, maintain operational efficiency, and optimize both short-term

performance and long-term valuation in volatile economic environments.

5.5 Areas for Further Research

Based on the findings, the study recommended that a comparative stu conducted
to assess the impact of capital structure on value between tier 1 a 2c¢c ercial
banks in Kenya. In addition further study should be condu toLassesspthe role of

digital investment strategies in enhancing the financial s in the Post-

ra. §
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iv.  Any changes, anticipated or otherwise that may increase the risks or
affected safety or welfare of study participants and others or affect
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the integrity of the research must be reported to SPU- Instifutional
Scientific Ethics Review Committee within 72 hours

v. Clearance for export of biological specimens must be obtained from
relevant institutions.

vi.  Submission of a request for renewal of approval at least 60 days prior
to expiry of the approval period. Attach a comprehensive progress
report to supportf the renewal.

vii.  Submission of an executive summary report within 90 days upon
completion of the study to SPU- Institutional Scientific Efhics Review
Committee.

viii. Please note that it is within the ISERC’s mandate to monitor your
resedrch dand to do random visits to the site. All research is subject to
post approval monitoring.

Prior to commencing your study, you will be expected fo oblain a research

license from National Commission for Science, Technology and Innovation

(NACQOSTI) htips://research-portal.nacosti.go.ke and also obtain other

clearances needed.

Yours sincerely,

Hgerv—

Dr. Daniel Nzengya, PhD
Chairperson
SPU- Institutional Scientific & Ethics Review Committee

(ISERC)
APPROVAL WIT
CONTIGENCIES

RESEARCH
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APPENDIX III: NACOSTI PERMIT

NATIONAL COMMISSION FOR
SCIENCE,TECHNOLOGY & INNOVATION

Ref No: 202653 Date of Issuc: 08/April/2025

RESEARCH LICENSE

This is to Certify that Ms.. LYN KAVULI MWALUKO of Saint Paul University, has been licensed to conduct research as per the
provision of the Science, Technology and Innovation Act, 2013 (Rev.2014) in Nairobi on the topic: FINANCIAL MANAGEMENT
DECISIONS AND BANK VALUE OF COMMERCIAL BANKS IN KENYA for the period ending : 08/April/2026.

Il
| 2
202653 v W

Applicant Identification Number Director General
NATIONAL COMMISSION FOR
SCIENCE,TECHNOLOGY &
INNOVATION

Verification QR Code

NOTE: This is a computer generated License. To verify the authenticity of this document,
Scan the QR Code using QR scanner application.

E License No: NACOSTL/P/25/418064
See overleaf for conditions
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APPENDIX IV: DATA COLLECTION SHEET

Year | Total | Total Capita | Current | Current | Liquidit | Profit | Corporate | Inflatio | Book
Assets | Liabilitie | 1 Assets | Liabilitie | y Ratio | Before | Investme |n rate | Value of
Value |s Ratio | Value |s Value Tax nt (%) Equity in
in Value in in in Billion Value | Ratio Billion
Billion | Billion Billion in

Billion

2018

2019

2020

2021

2022
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APPENDIX V: LIST OF LISTED COMMERCIAL BANKS IN KENYA

Absa Bank
Equity Bank
DTB Bank
KCB Bank
Stanbic Bank
NCBA Bank
NIC Bank
COOP Bank

1&M Bank \
Standard Chartered Bank \
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